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In its efforts to assist in development of the state’s dockside gambling
industry, the Mississippi Gaming Commission (MGC) began licensing gaming
establishments before its regulatory infrastructure was fully in place.  While the
industry has grown dramatically since legalization in 1990, the Gaming Control
Act authorized MGC to regulate the industry, not to promote economic
development.  Although the commission has recently added staff and procedures
to fill many of its regulatory gaps, the consequences of its failure to conduct more
thorough audits and investigations heretofore may not be fully known until its
own audit staff has the opportunity to complete its first audit cycle of Mississippi’s
casinos.

With respect to regulation of charitable bingo, MGC does not have an
adequate system in place to determine industry compliance with the law.  Also,
the law itself provides no assurance that legitimate charities receive any of the
proceeds from operation of a licensed bingo establishment.



PEER:  The Mississippi Legislature’s Oversight Agency

The Mississippi Legislature created the Joint Legislative Committee on
Performance Evaluation and Expenditure Review (PEER Committee) by
statute in 1973.  A standing joint committee, the PEER Committee is
composed of five members of the House of Representatives appointed by the
Speaker and five members of the Senate appointed by the Lieutenant
Governor. Appointments are made for four-year terms with one Senator
and one Representative appointed from each of the U. S. Congressional
Districts. Committee officers are elected by the membership with officers
alternating annually between the two houses.  All Committee actions by
statute require a majority vote of three Representatives and three Senators
voting in the affirmative.

Mississippi’s constitution gives the Legislature broad power to conduct
examinations and investigations.  PEER is authorized by law to review any
public entity, including contractors supported in whole or in part by public
funds, and to address any issues which may require legislative action.
PEER has statutory access to all state and local records and has subpoena
power to compel testimony or the production of documents.

PEER provides a variety of services to the Legislature, including
program evaluations, economy and efficiency reviews, financial audits,
limited scope evaluations, fiscal notes, special investigations, briefings to
individual legislators, testimony, and other governmental research and
assistance.  The Committee identifies inefficiency or ineffectiveness or a
failure to accomplish legislative objectives, and makes recommendations
for redefinition, redirection, redistribution and/or restructuring of
Mississippi government.  As directed by and subject to the prior approval of
the PEER Committee, the Committee’s professional staff executes audit and
evaluation projects obtaining information and developing options for
consideration by the Committee.  The PEER Committee releases reports to
the Legislature, Governor, Lieutenant Governor, and the agency examined.

The Committee assigns top priority to written requests from individual
legislators and legislative committees.  The Committee also considers
PEER staff proposals and written requests from state officials and others.
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A Review of the Adequacy of the Mississippi Gaming Commission’s
Regulation of Legalized Gambling in Mississippi

September 11, 1996

Executive Summary

Overview

In June 1990, the Legislature passed the Mis-
sissippi Gaming Control Act, which legalized
dockside gambling.  In less than six years, Missis-
sippi has become the third largest gambling juris-
diction in the United States in terms of revenues
(totaling $1.7 billion, annually) and the second larg-
est in terms of gambling space, with twenty-nine
casinos housing 1.2 million square feet of gambling
space.  By April 1996, Mississippi’s casinos had gen-
erated over half a billion dollars in gaming tax rev-
enues paid to the state and local governments.

Part of the reason that the industry has grown
so rapidly is that the state entity charged with regu-
lating the industry, the Mississippi Gaming Com-
mission (MGC), has assumed an economic develop-
ment role not contemplated or authorized by the
Gaming Control Act.  In its efforts to assist in de-
velopment of the industry, the Gaming Commission
began licensing gaming establishments before its
regulatory infrastructure was fully in place.

 While the Gaming Commission has recently be-
gun to fill some of its rather substantial regulatory
gaps, such as pre-license investigations of public cor-
porations and ongoing auditing of licensees for com-
pliance with applicable laws and regulations, the
consequences of its failure to conduct more thor-
ough audits and investigations heretofore may not
be fully known until its own audit staff has the op-
portunity to complete its first audit cycle of
Mississippi’s casinos.  Further, MGC has no estab-
lished audit program for monitoring the play of ca-
sino games, and continues to be deficient in its moni-
toring of the social costs of legalized gambling and
its pre-licensing financial investigations of individu-
als and private corporations.

With respect to regulation of charitable bingo,
PEER found that MGC does not have an adequate
system in place to determine industry compliance
with the provisions of the Charitable Bingo Law.
Also, the law itself provides no assurances that any
of the proceeds from operation of a licensed bingo
establishment will be received by a legitimate  char-
ity.

Recommendations

Casino Gambling

Licensing and Background Investigations

1. MGC should ensure  that  the necessary regu-
latory infrastructure is in place to carry out
its licensing and background investigation
functions adequately, particularly the finan-
cial expertise and analytical plan needed to
investigate adequately the backgrounds of in-
dividuals and private corporations.  MGC
should obtain and review at least five years
of financial background information in order
to afford a reasonable basis for conclusions
concerning the character, ethics, and business
quality of individuals and private corpora-
tions.  Also, MGC's analysis of the informa-
tion obtained during the pre-license back-
ground investigations should be more in-
depth, including thorough analysis of the
sources and uses of all funds.  MGC should
subject private corporations  to the same level
of financial investigation as individuals.

2. MGC should proceed with the planned work
of its Compliance Division to conduct thor-
ough financial pre-licensing investigations of
public corporations and ongoing audits of lic-
ensees for compliance with gaming laws and
regulations.

3. MGC should continue to expedite the back-
ground check process by reducing the time
involved in all procedures which are under
the commission’s control—e.g., improving the
readability of fingerprints submitted to the
FBI.

Also, the Legislature should amend MISS.
CODE ANN. Section 75-76-131 to authorize
the Mississippi Gaming Commission to issue
temporary work permits, which the Executive
Director may revoke without pre-revocation
notice and hearing.  The legislation should
grant a post-revocation hearing within fifteen
days of the revocation.
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See Appendix G, page 73, for recommended
legislation.

4. MGC should continue using existing resources
to obtain the investigatory services needed to
complete a higher percentage of key employee
investigations.

Monitoring of the Games

  5. MGC should define and establish criteria for
monitoring the “honest and competitive” con-
duct of table games and electronic games.

  6. MGC should develop written criteria for ap-
proval of new table games.

  7. MGC should develop a written audit program
for monitoring the play of the games in com-
pliance with gaming laws and regulations.

  8. MGC should revise its training requirements
for enforcement agents to include a minimum
number of required hours of training related
specifically to the detection of cheating on
games.  MGC should not rely on the casinos
to provide this training.

  9. MGC should obtain and distribute to all Mis-
sissippi casinos the names of persons main-
tained on exclusion lists from other gambling
jurisdictions (particularly Nevada and New
Jersey).

10. MGC should maintain in its permanent
records any motion and order, or any other
document, denoting the reasoning and out-
come for all show cause hearings as evidenced
by the Executive Director.

11. MGC should standardize its fines for viola-
tions of the Gaming Control Act and regula-
tions.

12. MGC should include monitoring of casino
compliance with legal requirements govern-
ing the handling of patron disputes as part of
its ongoing casino audit program.

13. The Gaming Commission regulations or stat-
utes should require casinos to file a one-page
incident report each time they eject any pa-
tron for any reason.  The law should require
that these reports be made available to law
enforcement agencies.

Ongoing Auditing of Licensees

14. The Legislature should amend MISS. CODE
ANN. Sections 75-76-45 and -51 to provide
that the Mississippi Gaming Commission and
the State Tax Commission jointly develop and
promulgate for the casinos a single set of mini-
mum internal control standards and rules for
defining gross revenue.

Such rules should be the only rules each of
the agencies use in determining licensees'
gross revenue, and such minimum internal
control standards should be the only mini-
mum internal control standards enforceable
by the two regulatory agencies.  Such rules
and standards should become effective Janu-
ary 1, 1998.  When any material differences
in the interpretation or application of the
single set of rules or minimum internal con-
trol standards arise, staff of the Mississippi
Gaming Commission and the State Tax Com-
mission should meet jointly to develop a joint
resolution of the differences in a timely man-
ner.

In the event that the Mississippi Gaming
Commission and the State Tax Commission
cannot agree on the content or necessity of a
proposed rule or minimum internal control
standard or subsequent interpretation of
adopted rules and minimum internal control
standards, the agencies should submit such
differences in writing to the State Auditor for
arbitration.  The State Auditor may resolve
the differences by selecting a proposal of the
Mississippi Gaming Commission or the State
Tax Commission or by developing a proposal
based on the positions of the two agencies.
The Mississippi Gaming Commission and the
State Tax Commission should be required to
adopt in rule form any arbitration decisions
developed by the State Auditor.

The Mississippi Gaming Commission and the
State Tax Commission should meet annually
by April 1 to discuss the need for new rules
and minimum internal control standards or
revision of existing rules and minimum in-
ternal control standards.  The two agencies'
revisions of the single set of rules and mini-
mum internal control standards should be
completed each year by May 15 for initial com-
ment by the licensees.  Conflicts between the
two agencies should be referred in writing to
the State Auditor for resolution as provided
for above.  When developing the initial set of
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rules and minimum internal control stan-
dards and revising the rules and minimum
internal control standards annually, the Mis-
sissippi Gaming Commission and the State
Tax Commission should comply with provi-
sions of the state's Administrative Procedures
Act.

See Appendix G, page 73, for recommended
legislation.

15. The Legislature should amend MISS. CODE
ANN. Section 75-76-17 by deleting the prohi-
bition against the Mississippi Gaming
Commission's establishment of an audit divi-
sion.

See Appendix G, page 73, for recommended
legislation.

16. The Legislature should amend MISS. CODE
ANN. Sections 75-76-81 and 75-76-87 to re-
quire that information collected by either
MGC or the State Tax Commission during the
course of their audits and investigations be
made available to the other party.

See Appendix G, page 73, for recommended
legislation.

17. The Legislature should require that casinos
prepare a duplicate copy of each Currency
Transaction Report (Title 31) and file it with
the Gaming Commission.  The law should re-
quire the commission to make copies of the
forms available to law enforcement agencies.

See Appendix G, page 73, for recommended
legislation.

Monitoring Negative Social Consequences

18. Using existing resources, MGC should con-
duct an ongoing cost/benefit analysis of
Mississippi’s legalized gambling industry and
report its findings to the Legislature, indus-
try, and the general public.  The analysis
should monitor such relevant factors as the
percentage of gamblers who are in-state ver-
sus out-of-state, the socioeconomic profile of
these gamblers, and the incidence and asso-
ciated costs of casino-related problems such
as compulsive gambling and white collar
crime.  MGC should develop strategies for re-
ducing the incidence of any serious problems
identified through its analysis.

19. MGC should eliminate the language in its
mission statement directing it to work with
the legalized gambling industry to “promote
economic development.”  Such language
places the commission in the conflicting roles
of industry regulator and industry developer.

Charitable Bingo

20. MGC should develop a bingo enforcement sys-
tem governed by a written audit program in-
cluding steps for conducting systematic, de-
tailed inspections of bingo operations.  The
commission should also standardize its fines
for violations of the Charitable Bingo Law and
regulations, as well as its patron complaint
system.

21. The Legislature should consider amending the
Charitable Bingo Law to require that a cer-
tain percentage of proceeds from operation of
a licensed bingo establishment be given to
charity and to grant MGC the authority to
audit the flow of bingo hall revenues to en-
sure that they are being channeled into le-
gitimate charities.

See Appendix G, page 73, for recommended
legislation.
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A Review of the Adequacy of the Mississippi Gaming Commission’s
Regulation of Legalized Gambling in Mississippi

Introduction

Prior to the legalization of dockside gambling through the Mississippi
Gaming Control Act in June 1990, most forms of gambling were illegal in
Mississippi.  Facing slowed growth in state tax revenues in the late 1980s,
Mississippi legislators turned to legalized gambling as a possible means of
raising revenues to support government programs without increasing state sales
or income taxes.  By March 1996, Mississippi’s casinos had generated over $4
billion in gross revenues and slightly over half a billion dollars in gaming tax
revenues paid to the state and local governments.  With annual casino revenues
totaling $1.7 billion, Mississippi had become the third largest gambling
jurisdiction in the United States in terms of revenues and the second largest in
terms of gambling space, with twenty-nine casinos, 1.2 million square feet of
gambling space and 28,292 casino employees (representing approximately two
percent of the state’s workforce).

In legalizing gambling, the Legislature knew that the possible economic
benefits from the industry did not come without risks--risks deemed so significant
that gambling had been outlawed for most of the state’s history.  Aside from the
pervasive moral argument against an industry built on notions of “getting rich
quick” without exerting any productive labor were the traditional concerns over
such risks as increased crime and corruption (particularly white-collar and
organized crime) and the fear that legalized gambling would foster compulsive
behavior.

Keeping these and other risks in check requires an extraordinary degree of
regulation over the legalized gambling industry.  The rapid growth of
Mississippi’s gambling industry in such a short time prompted the PEER
Committee to question whether the Gaming Commission, which is also
responsible for regulation of charitable bingo, adequately discharges its
responsibility for keeping gambling-related risks to a minimum.

Authority

The PEER Committee authorized a review of the Mississippi Gaming
Commission (MGC) pursuant to the authority granted to the Committee by MISS.
CODE ANN. Section 5-3-57 et seq. (1972).

Scope and Purpose

The purpose of this review is to assess the adequacy of the Mississippi
Gaming Commission’s regulation of the legalized gambling industry.



Following a start-up period during which the Legislature placed
responsibility for enforcement of the Gaming Control Act and the Charitable
Bingo Law with the State Tax Commission, the Legislature transferred these
responsibilities to the newly created Mississippi Gaming Commission.  While this
review contains some historical information concerning the period when the State
Tax Commission regulated legalized gambling, the focus of the analysis is on the
adequacy of the Mississippi Gaming Commission’s regulatory efforts.

Part I of the report, which focuses on MGC’s regulation of dockside (i.e.,
casino) gambling, begins with a background section describing the primary risks
associated with legalized gambling and accompanying need for regulation of the
industry, followed by brief discussions of Mississippi’s Gaming Control Act, the
perception of Mississippi’s regulatory climate as relatively lax, and the purpose
and organizational structure of the Mississippi Gaming Commission.

The report contains an examination of the adequacy of MGC’s regulatory
efforts with respect to each of the primary tools used to control legalized gambling:
licensing of casinos (including investigation of the companies applying for a
license and associated individuals with significant influence over the applicant’s
operations), ongoing monitoring of casino games, ongoing auditing of casino
operations for compliance with laws and regulations, and monitoring of the
negative social consequences of legalized gambling.  The primary risks which
these tools seek to address are crime (particularly white collar and organized),
corruption (including ensuring that licensed gambling is conducted honestly and
competitively), mishandling and improper reporting of money flowing through
the casinos, and endangerment to the general welfare of the state’s inhabitants.

Part II of the report focuses on MGC’s regulation of charitable bingo, and
Part III contains recommendations for correcting noted deficiencies in MGC’s
regulatory efforts.

Method

In conducting this review, PEER:

• reviewed state law governing gambling in Mississippi;

• reviewed minutes and other records of the Mississippi Gaming
Commission;

• interviewed staff and members of the Mississippi Gaming Commission,
as well as staff and gambling officials in other states, particularly
Nevada and New Jersey (the two largest gambling jurisdictions in the
United States, in terms of revenues), and Colorado;

• conducted on-site inspections of selected casinos; and,
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• reviewed the literature on legalized gambling, including studies focusing
on gambling in Mississippi.

Overview

Possibly the greatest regulatory risk that a state faces in legalizing
gambling is issuing licenses to operate gambling establishments before an
adequate gambling control infrastructure is in place.  PEER reviewed the
regulatory systems of selected states which have legalized gambling, and while
states vary in their regulatory approaches to legalized gambling, the following
basic elements emerge as necessary to an effective regulatory system:

• a licensing component, which conditions licensure on an in-depth
investigation of the suitability of individuals and companies for
conducting gambling business in the state.  These investigations focus on
both financial and personal suitability, including whether the person or
company under investigation has any links to organized crime;

• background checks of casino employees directly involved with the games
for evidence of a criminal history, particularly convictions related to
organized crime and/or infractions of gambling laws in other states;

• monitoring of the games for honesty and competitiveness;

• ongoing auditing of licensee operations for evidence of compliance with
applicable laws and regulations, particularly those governing white-
collar crime; and,

• ongoing monitoring of the negative social consequences of legalized
gambling, particularly the magnitude and costs of compulsive gambling.

MGC needs to make improvements in all of these basic regulatory areas.
The commission has  not assigned the staff or developed the procedures necessary
to conduct a thorough financial investigation of individuals or privately held
corporations applying to operate a gambling establishment in Mississippi.  The
commission has only recently assembled the resources necessary to conduct a
thorough financial investigation of publicly held corporations applying to operate
a legalized gambling establishment in Mississippi.  Further, the commission has
not adequately audited the ongoing operations of Mississippi’s casinos and will
not begin to do so until its Compliance Division becomes fully operational.  The
division does not plan to complete its first full audit cycle of the state’s casinos
until July 1998.  PEER also noted deficiencies in MGC’s monitoring of the play of
the games in that the commission has no established audit program for this
purpose, and does not conduct any ongoing monitoring of the negative social
consequences of legalized gambling.  Since its creation, the commission has
focused the majority of its resources on issuing licenses to gambling
establishments following investigations of the nonfinancial background of
individuals associated therewith and conducting background checks on
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individuals applying for a permit to work in a gambling-related job in a licensed
gambling establishment in Mississippi.

While no regulatory system can prevent all violations of the laws governing
the industry being regulated, the purpose of such a system is to minimize the
occurrence of significant violations and to maximize the likelihood of their
detection in the event that they do occur.  The consequences of MGC’s regulatory
gaps are unknown at this point, particularly since the commission has not
conducted the ongoing audits necessary to uncover serious problems.  To an
extent, during the period when MGC licensed as many as twenty-three casinos in
1994 without conducting adequate financial investigations of the companies and
individuals applying to conduct gambling business in the state, the commission
relied on the work of external regulatory agencies, such as gambling regulatory
agencies in other states and the federal Securities and Exchange Commission
(which regulates publicly held corporations) to fill the gaps.  To regulate the
gambling industry in Mississippi effectively, MGC must rely on its own expertise.
PEER concludes that with the creation of its Compliance Division, MGC is
making significant progress towards filling some of its most serious regulatory
gaps.  The ongoing challenge facing the commission is to avoid being co-opted by
an industry with substantial wealth and lobbying power.  The commission
members and agency staff must consistently demonstrate through regulations
and enforcement that the entity exists to protect the general public, not to promote
the industry which it regulates.

With respect to regulation of charitable bingo, PEER found that MGC does
not have an adequate system in place to determine industry compliance with the
provisions of the Charitable Bingo Law.  Also, the law itself provides no
assurances that any of the proceeds from operation of a licensed bingo
establishment will be received by the intended charity or that the intended charity
is legitimate.
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Part I.  Regulation of Casino Gambling

A.  Background

The Mississippi Legislature legalized dockside gambling in June 1990, with
passage of the Mississippi Gaming Control Act.  The first dockside gambling
casino, the Isle of Capri-Biloxi, opened in August 1992.  Appendix A on page 59
contains descriptive data for each of the forty-six casinos licensed to operate in
Mississippi since passage of the Gaming Control Act.  Exhibit 1 on page 6 is a
map showing the location of the twenty-nine casinos currently operating in
Mississippi and the counties which have voted to allow and voted not to allow
legalized gambling.  These twenty-nine casinos’ 28,292 employees represent
approximately two percent of the state’s total workforce.  By April 1996,
Mississippi was the second largest gambling jurisdiction in the United States in
terms of gambling space, with 1.2 million square feet accommodating 30,371
electronic gambling devices (e.g., slot and video poker machines) and 1,335 table
games; and the third largest gambling jurisdiction in the United States in terms
of revenues, with monthly gross gaming revenues exceeding $145 million (refer to
Appendix B on page 61, which lists gross gaming revenues, by month, and
Appendix C on page 63, which contains basic data describing the casino gambling
industry in each of the three largest casino gambling states: Nevada, New Jersey,
and Mississippi).

From the opening of the state’s first casino through February 1996,
Mississippi’s casinos had generated slightly over half a billion dollars in gaming
tax revenues, distributed as follows:  $329.4 million to the state’s general fund; $22
million to retire bonds issued for construction and/or reconstruction of various
state highways, and $150.4 million to local governments allowing gambling
operations.  Appendix D on page 64 shows the distribution of tax revenues from
gaming, by month, followed by a description of the various fees and taxes imposed
upon Mississippi’s casinos.  Exhibit 2 on page 7 contains a graphic representation
of the increase in gaming tax revenues, by quarter, for fiscal years 1993 through
the third quarter of 1996.  Gaming tax revenues collected by the state in 1995, the
most recently completed fiscal year, represented approximately five percent of
total general fund revenues.

Risks Associated with Legalized Gambling

In 1990, legislators looking for an economic development tool and a source
of new tax revenues to support state and local governments turned to legalization
of dockside gambling as one possible answer.  In turning to legalized gambling,
legislators were aware that legalized gambling would not come without risks.  As
summarized in Exhibit 3 on page 8, these risks fall into the following major
categories:  economic, criminal, social, and public health and safety.

While some of these risks are risks of any business (e.g., public safety
concerns relative to increased traffic associated with a large new business), some
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Mississippi Gaming Casinos in Operation, May 1996

SOURCE:  PEER analysis.
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Exhibit 3
Summary of Risks Associated with Legalized Gambling

Economic Criminal Social Public Health and Safety

Shifting of 
discretionary consumer 
dollars away from 
existing business.

Increase in white collar 
and organized crime.

Compulsive gambling.
Health and safety 
concerns include:

To the extent that casino 
patrons are local residents 
who would not have 
otherwise spent their 
money out-of-state, casino 
revenues represent a 
shifting of dollars within 
the local economy (i.e., a 
substitution of 
discretionary dollars).  

The cash-intensive casino 
environment is conducive 
to crimes such as skimming 
money from the machines 
and count room, 
embezzlement, money 
laundering, loan sharking, 
and kickbacks to public 
officials as bribes for fixing 
casino licenses.

Compulsive gambling 
creates a plethora of 
serious and costly social 
problems, including debt 
which creditors are unable 
to collect, theft, fraud 
(including insurance fraud 
and accompanying 
increases in insurance 
rates), forgery, 
embezzlement, alcoholism,

Concerns include safety of 
the gambling vessels; 
health threat of working 
and gambling in a smoke-
filled environment; 
environmental issues, such 
as encroachment of casino-
related construction on 
wetlands;

Local restaurants and bars 
can be particularly hard 
hit, as casinos subsidize 
their own restaurants and 
bars as a means of 
attracting patrons to 
gamble.

In other states, organized 
crime has reportedly 
infiltrated numerous 
businesses related to the 
casino industry.

increased domestic 
violence, devastation of 
family savings, increased 
medical and health 
problems, and suicide.

 traffic control and safety 
(including increases in 
alcohol-related accidents).  
Public infrastructure (e.g., 
local roads, schools) may be 
inadequate to support the 
casinos.

State dependence on an
unstable and regressive

source of revenue

Increase in illegal
gambling

Corruption of values

Typically, tax revenues 
from legalized gambling 
grow slowly, then decline 
or flatten, as the novelty 
of a new casino or game 
wears off.  Casinos may 
turn to the state for relief 
and the state, becoming 
increasingly dependent on 
the industry, may comply.

Illegal gambling may 
increase because it offers 
types of games which 
legalized gambling may not 
(e.g., sports betting), and 
legalized gambling could 
make all forms of illegal 
gambling more socially 
acceptable.

Legalized gambling 
promotes the notion of 
getting "something for 
nothing."  Studies suggest 
that there is more 
compulsive gambling among 
teenage gamblers  (7 to 
11%) than among adult 
gamblers. 

Growth of state
regulatory staff

Cheating on the games

Controlling the risks of 
legalized gambling is 
expensive.  As problems 
increase over time, the 
costs of regulation may 
also increase.

Wherever there is 
legalized gambling, there is 
the risk that both patrons 
and the casinos will cheat 
on the games.

Increase in street crime

The large amounts of cash 
associated with casinos can 
lead to an increase in 
street crime such as 
robberies, prostitution, car 
thefts, credit car thefts 
and drug related crimes.

SOURCE:  PEER analysis.



are unique to or more characteristic of the gambling industry and most of the
risks are magnified by the size of most casino enterprises.  In the words of New
York Congressman John LaFalce, then Chairman of the House Committee on
Small Business:

If casinos were typical businesses in the recreation industry, there
would be little reason for us to focus on the impact of their explosive
growth, except to applaud the success of casino owners.  But casinos
do not appear to be typical businesses.  In social and economic terms,
casinos may have significant externalities that we do not see in other
businesses or industries.

In his evaluation of the legalized gambling industry, Robert Goodman,
director of the 1994 United States Gambling Study (funded by the Ford Foundation
and the Aspen Institute) and author of The Luck Business: The Devastating
Consequences and Broken Promises of America’s Gambling Explosion,
concluded that the industry’s negative externalities outweigh its benefits.  Citing
numerous negative side effects of the legalized gambling industry such as the
cannibalization of local consumer dollars away from pre-existing businesses and
the extremely high costs associated with compulsive gamblers, Mr. Goodman
concludes:

While the state may be able to use its new gambling enterprises as a
short-term way to create hundreds of millions of dollars in public
revenues and thousands of jobs in the gambling industry, over the
long term governments must cope with flattening or falling
gambling revenues, while simultaneously dealing with the
increased private- and public-sector costs left in the wake of
gambling expansion.

Mr. Goodman warns that the economic benefits of legalized gambling are
dramatic and visible while the costs are slower to realize, more individual in
nature, and therefore more easily hidden from public view (for example,
defaulting on personal debt).  He believes that the cumulative problems created by
legalized gambling typically result in hundreds of millions of dollars in private
and public costs to a state in a year.  A large component of this cost is the
estimated cost of compulsive gambling. Depending on the state, estimates of the
number of compulsive gamblers range from 1.5% to 6% of the adult population.  A
conservative estimate of the individual yearly average private and public costs of
problem gamblers is $13,200.  A 1990 statewide study by the Maryland Department
of Health and Mental Hygiene reported that the state’s 50,000 compulsive
gamblers had contributed to a total yearly cost of $1.5 billion in declining work
productivity, monies stolen or embezzled, unpaid state taxes, and other losses--
i.e., $30,000 annually per compulsive gambler.  Applying the conservative 1.5%
figure and $13,200 estimate to Mississippi’s adult population of approximately 1.7
million (the population twenty-one years of age or older, based on 1990 census
data), the annual  public and private  costs of compulsive gambling in Mississippi
would be $337 million--equivalent to 178% of total gambling tax revenues paid to
the state and local governments in FY 1995, and more than the total gaming taxes
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paid into the state’s general fund from inception through February 1996.  While
the cost of compulsive gambling to Mississippi is hypothetical, since no
comprehensive study has been conducted specific to the state (refer to related
recommendation on page 56), the point is that compulsive gambling is a costly
risk of legalized gambling.

While Mr. Goodman’s focus is on the social and economic problems
resulting from legalized gambling, the risk which Mississippi’s gambling
industry regulators and regulators in most other states surveyed by PEER deemed
most significant is the risk of organized crime entering and controlling the
gambling industry.  As will be discussed later, many MGC regulatory efforts are
directed at keeping organized crime out of Mississippi’s casino industry, while
virtually none of its efforts are directed toward monitoring the negative
social/economic effects of legalized gambling.  This widespread concern over
organized crime is probably a reaction to the fact that in the early days of legalized
gambling in Nevada, organized crime did control the industry and sensational
crimes such as murder, embezzlement, and money laundering were relatively
commonplace.  Because such crimes are more visible to the general public and
more readily identifiable as casino-related than, for instance, a compulsive
gambler becoming bankrupt, regulators tend to focus their efforts on the former.

The Need for Regulation and Controls

The general risks of legalized gambling and resulting need for controls are
discussed in Nevada case law:

Human experience has shown gaming to be like quicksilver, and
unless controls are complete and resourceful, the industry will be
fraught with conditions of potential threat to its continued
existence.

Nevada v. Glusman, 651 P.2d 639, 643 and 645 (Nev. 1982).

The risks to which the public is subjected by the legalizing of this
otherwise unlawful activity are met solely by the manner in which
licensing and control are carried out.

Nevada v. Rosenthal, 559 P.2d 830, 833-34 (Nev. 1977)

Possibly the greatest regulatory risk that a state with legalized gambling faces is
not having the necessary gambling control infrastructure in place prior to
beginning to issue operating licenses to gaming establishments.
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The Mississippi Gaming Control Act

The Mississippi Legislature patterned the Mississippi Gaming Control Act
(MISS. CODE ANN. Section 75-76-1 et. seq.) after Nevada’s gambling laws,
specifying its intent to:

• control crime and corruption (including ensuring that licensed gambling
is conducted “honestly and competitively”);

• protect the rights of the creditors of licensed gambling establishments in
Mississippi; and,

• protect the “public health, safety, morals, good order and general welfare
of the inhabitants of the state.”

The act further states that “public confidence and trust can only be
maintained by strict regulation of all persons, locations, practices, associations
and activities related to the operation of licensed gaming establishments and the
manufacture or distribution of gambling devices and equipment.”  In an official
opinion dated July 14, 1993, Mississippi’s Attorney General concluded from this
and similar language in the act that “gaming is meant to be strictly regulated,
with broad powers accorded to the Commission.”

Upon passage of the Gaming Control Act, the Legislature temporarily
placed organizational responsibility for its enforcement with the State Tax
Commission and ordered that effective October 1, 1993, this responsibility would
transfer to an independent Mississippi Gaming Commission.  The primary tools
which the act gave to these authorities for controlling Mississippi’s gambling
industry are summarized in Exhibit 4 on page 12.  In addition to the specific
regulatory tools summarized in Exhibit 4, MISS. CODE ANN. Section 97-33-7 limits
gambling geographically to vessels on the waters south of the three most southern
counties of the state, or vessels on the Mississippi River or navigable waters
within any county bordering on the Mississippi River, provided the voters in the
counties where said vessels would be docked have not voted to prohibit casino
gambling.  As shown in Exhibit 1 on page 6, dockside gambling is legal in the
following counties:  Adams, Claiborne, Coahoma, Hancock, Harrison,
Issaquena, Tunica, Warren, and Washington.  Citizens of DeSoto and Jackson
counties denied petitions to authorize dockside gambling.

Perception of Mississippi’s Gaming Regulatory
Climate as Relatively Lax

The perception of the legalized gambling regulatory climate in Mississippi
is that it is relatively lax.  The Show Directory conference agenda for the 1996
Southern Gaming Summit held in Biloxi, Mississippi, noted “Mississippi is the
success story of the South, with its free-market philosophy attracting some of the
industry’s biggest players.”  Robert Goodman, author of the book The Luck
Business: The Devastating Consequences and Broken Promises of America’s
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Exhibit 4

Summary of Primary Regulatory Tools Contained in the Gaming Control Act 
(MISS. CODE ANN. Section 75-76-1 et seq.)

SOURCE:     PEER analysis.

Category of
Action Action

Licensing/
Permitting •license, as a pre-condition to operation, all establishments where 

gambling games are conducted or operated or where gambling 
devices are manufactured or distributed, and all gaming schools

•determine the suitability of all persons with power to exercise     
   significant influence over a licensee’s operation of a gaming 
   establishment (e.g., corporate owners, directors, lenders and 
   holders of indebtedness of a gaming licensee, owners of more than 
   five percent of a licensee’s stock) as part of the licensing process

•issue a work permit as a precondition to employment of any 
   “gaming employee” by a casino

Monitoring

•inspect and examine all premises, equipment, supplies, papers, 
     books and records of establishments where gaming is conducted 
     and where gambling devices or equipment are manufactured, sold 
     or distributed

•investigate (including the power to issue subpoenas to compel the 
     attendance of witnesses), for the purposes of prosecution, any 
     suspected criminal violation of the provisions of the act

•institute administrative proceedings against persons who violate 
   gaming regulations and laws

•regulate who can enter a licensed gaming establishment (i.e., 
    exclude anyone whose presence threatens the objective of keeping 
    the industry free from crime and corruption)

•investigate and resolve patron disputes

Rulemaking

•define and limit the area, games, and devices permitted in a 
   gaming establishment and the method of operation of such games 
   and devices

•prescribe for all gaming licensees:  minimum internal controls over 
   fiscal affairs, a uniform code of accounts, and standard forms for 
   reporting relevant financial information



Gambling Explosion, observed “. . .more gambling space had been constructed [in
Mississippi] in less than two years than had been built in Atlantic City in sixteen
years.”  In a paper presented on October 27, 1992, to the second annual Australian
Conference on Casinos and Gaming held in Sydney, William R. Eadington,
Professor of Economics and Director of the Institute for the Study of Gambling and
Commercial Gaming of the University of Nevada-Reno observed that two of Iowa’s
five riverboat casinos closed after the first year, and moved to “less constrained
gaming markets in Mississippi.”  Mr. Goodman paralleled this observation in his
book noting, “Less than a year after Iowa’s riverboat act became law, Illinois and
Mississippi had legalized their own, much more aggressive, hard-core brand of
riverboat gambling.”  As evidence of Mississippi’s approach, Mr. Goodman noted
that the state’s gambling laws and regulations allow unlimited: betting on
individual games; total player losses; percentage of total casino floor space which
can be used for games, and hours of casino operation; and legalization of a wide
variety of casino games (see list of games on page 32-33).  Mr. Goodman observed
that in response to Mississippi’s aggressive pursuit of the legalized gambling
market, a little more than a year after the first gambling boat in Iowa had opened,
its owners decided to relocate it, as well as a second Iowa boat, to Biloxi,
Mississippi.  Further, in order to compete with Mississippi and other states with
more liberal gambling laws and regulations, Iowa loosened its own restrictions
on riverboat gambling.

The perception of Mississippi as an industry-friendly state was not limited
to academicians and the many casino owners choosing to locate in Mississippi.
An affidavit from the FBI dated November 1993 requesting authorization for wire
taps of organized crime figures suspected of racketeering and later convicted of
conducting a blackjack scam at Mississippi’s President Casino in Biloxi noted
that the FBI had “documented the intent of several LCN [La Cosa Nostra] families
from around the country to infiltrate the legalized gambling industry in
Mississippi.”  In attempting to explain this intent, the affidavit  included the
following quote from a conversation between a “known” La Cosa Nostra associate
and underboss, “In Mississippi there’s no regulations, there’s no laws, there’s no
nothing, you can do anything you want to do.”

Purpose and Organization of the Mississippi Gaming Commission

MGC’s 1995 Annual Report states that the Mississippi Gaming
Commission’s mission is to work “with the industry and international, national,
state, county and local regulatory and law enforcement agencies to establish a
safe and crime free environment and to promote economic development that is in
the best interest and public safety of the citizens of the State of Mississippi.”  (Refer
to discussion on page 47 which is critical of MGC’s promotion of the economic
development of Mississippi’s legalized gambling industry as a primary objective.)
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MGC Organization Structure

According to MGC employees, the Legislature initially placed responsibility
for gambling regulation with the State Tax Commission because it already had
trained staff on board.  When the legalized gambling division of the State Tax
Commission first began operations in 1992, it had a staff of nine employees.

In addition to its Gaming Division employees, since inception of legalized
dockside gambling, the State Tax Commission has also assigned a separate group
of tax auditors to audit the collection of gaming taxes.  The Gaming Control Act
specifically authorizes the State Tax Commission to assess and collect all gaming
“taxes, fees, licenses, interest, penalties, damages and fines” and to promulgate
rules and regulations to administer such collections.  The tax auditors assigned
to gaming audit the casinos for compliance with the rules and regulations which
the Tax Commission has promulgated for the purpose of assuring that all
gaming tax revenues due to the state are properly reported and collected.  While
the Legislature transferred the legalized gambling division of the State Tax
Commission to the independently created MGC, effective October 1993, the State
Tax Commission’s authority over the assessment and collection of gaming
revenues was not affected by this transfer; State Tax Commission staff continue to
audit the state’s casinos for the purpose of ensuring the full and accurate
reporting of revenues due to the state.  [See related discussion on page 45
regarding PEER’s recommendation that in addition to having the responsibility to
collect all gaming taxes and fees, the State Tax Commission should have the legal
authority to define gross gaming revenues and to set internal controls for the
industry related to the assessment and collection of said revenues.]

Exhibit 5 on page 15 contains an overview of the changes in the number of
employees assigned to regulation of legalized gambling in Mississippi, from
inception of the legalized gambling division of the State Tax Commission through
April 30, 1996.  (These staffing numbers do not include the State Tax Commission
employees who audit the casinos as part of the commission’s tax collection work.)
When the independent Mississippi Gaming Commission was created in October
1993, it had thirty-eight authorized positions.  The Gaming Control Act mandated
that with creation of the MGC, there would be two divisions, an Enforcement
Division and an Investigation Division, and authorized MGC’s Executive Director
to create other divisions as deemed necessary to implement the provisions of the
act, excluding an audit division.  While this language would appear to bar MGC
from establishing an audit division, other provisions of the Gaming Control Act,
such as § 75-76-29, specifically empower the Gaming Commission to conduct
audits of licensees.  (See related discussion on page 42.)  Subsequent to the
enactment of the Gaming Control Act, the Legislature included funds in the
commission’s FY 1996 appropriation for compliance officer positions, which have
the responsibility for auditing licensees.  MGC currently has 164 authorized
positions organized into the following major divisions: Legal, Investigation,
Enforcement, Intelligence, Gaming Lab, Compliance, and Charitable Gaming.
Exhibit 6 on page 16 summarizes the major functions of each of these divisions.
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SOURCE:  PEER analysis.

Exhibit 5
Mississippi Gaming Commission Authorized Positions, Fiscal

Years 1993-1996
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Mississippi Gaming
Commission
(3 members)

Executive Director
(1)Legal*

(6)
Intelligence

(5)

Gaming Lab
(3)

Charitable
Gaming

(22)

Administration
(31)

Compliance
(18)

Enforcement
(52)

Investigation
(31)

Office

Function

Investigates
backgrounds of
individuals in
positions of
significant
influence over
proposed and
existing
establishments
and conducts
pre-licensing
investigations
of privately
held
corporations.

Conducts
background
checks of and
issues work
permits to all
casino gaming
employees.
Conducts
on-site
inspections of
gaming
establishments,
largely in
response to
casino and
patron
complaints.
Makes arrests
for violations of
Gaming Control
Act.

Plans to be fully
operational in
July 1996, at
which time
plans to:

perform
financial and
compliance
audits of
casinos.

investigate and
monitor publicly
traded
corporations.

audit new game
tests and trials.

Conducts
pre-license
investigations
of  bingo
operators,
manufacturers,
distributors,
and lessors.

Investigates
bingo officers,
partners, other
principals.

Provides
technical
assistance to
operators
regarding
statutes and
regulations.

Gathers
information
pertaining to
criminal gaming
activities.

Handles litigation;
provides advice; and
conducts hearings
relative to patron
disputes, disciplinary
actions, work permit
revocations.

Exhibit 6

Organizational Structure and Major Functions of the Mississippi Gaming Commission
May 1996

Handles
personnel
management,
purchasing,
and operations
research.

Manages
information
systems.

Monitors and
handles public
affairs and
communica-
tions.

Tests and
approves
electronic
gaming
devices.

Provides
technical
assistance to
other divisions
relative to
electronic
gaming
devices,
including
settling of
patron
disputes and
criminal
investigations.

SOURCE:   PEER analysis.

*Five attorneys are on loan to the Gaming Commission from the Attorney General's Office.  The Gaming Commission has 164 total authorized positions.



MGC Regulations

The primary way that MGC attempts to control the risks associated with
legalized gambling is through enforcement of its published regulations, which
contain the commission’s rules governing the operation of legalized gambling
establishments, including licensure, rules of the game, and minimum internal
control standards.  Specific regulations are discussed in greater detail in the
chapters which follow, as they relate to each of these three primary areas.

B.  Background Investigations of Companies and Individuals

Since creation, MGC has focused the majority of its regulatory efforts on
investigating the backgrounds of:

• companies applying for licenses to operate gaming establishments in
Mississippi;

• individuals in positions of control relative to the companies applying for
licenses; and,

• employees hired by licensed gaming establishments to work in positions
involved in any way with gambling.

PEER found that while MGC conducts thorough investigations of the
criminal backgrounds of such individuals, it has not devoted sufficient resources
to investigations of their financial backgrounds.  Further, MGC’s investigations
of corporations applying to operate gaming establishments in Mississippi have
also been lacking in financial depth.  Detailed financial analysis is important
because it can lead the investigator to otherwise undetected illegal and unethical
activities.

Pre-Licensing Investigations of Individuals and Companies

Prior to operating a casino or gambling school, or manufacturing, selling,
or distributing gambling equipment in Mississippi, state law requires the owners
to obtain a license from MGC.  The licensee must apply for a new license every
two years.  MGC’s authority with respect to licensure is absolute--i.e., the
commission has the authority to approve, deny, limit, condition, restrict, or
revoke a license and its decision cannot be appealed.  The Gaming Control Act
requires that the commission not issue a license until it is satisfied that the
financing of the operation is adequate and from a suitable source and that the
applicant:

• is a person of good character, honesty, and integrity;

• is a person whose prior activities, reputation, habits, and associations do
not pose a threat to the public interest; and,
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• has adequate business probity (or integrity), competence, and experience
in gaming or generally.

The importance of pre-licensing investigations in the regulatory structure
established by Mississippi’s Gaming Control Act is evidenced by the fact that the
act created an Investigation Division as one of only two mandated divisions of
MGC (refer to discussion on page 14).  The importance of investigations is further
evidenced by the volume of sections in the act specifically addressing licensure of
gaming establishments.

Pre-Licensing Investigations of Individuals

As part of the licensing process, Mississippi’s Gaming Control Act
requires MGC to investigate the “suitability” of individuals who have significant
influence over the proposed gambling operation.  Only those individuals who
MGC finds suitable may hold controlling positions with the proposed operation.
In general, MGC requires pre-licensing suitability determinations of all gaming
establishment owners (including board members and holders of more than five
percent of a corporation’s stock), corporate officers (e.g., the chief executive
officer, chief financial officer, treasurer), and the manager of the proposed
operation in Mississippi.  The act also provides that MGC’s Executive Director
may require a finding of suitability for other individuals such as those: owning an
interest in the premises or real property used by the licensee; furnishing services
or property to a licensee in return for payments based on earnings, profits, or
receipts from gaming; or anyone doing business on the premises of the licensee.

The Gaming Control Act requires MGC to investigate the applicant’s
records for at least the ten-year period immediately prior to application.  The act
expressly prohibits the commission from finding suitable any person who has
been convicted of a:

• felony in any court of Mississippi, another state, or the United States;

• crime in another state which would be a felony in Mississippi; or,

• misdemeanor involving gambling, sale of alcoholic beverages to minors,
prostitution, or procuring individuals to engage in prostitution.

The commission reports conducting a minimum of seven to eight suitability
investigations per new license applicant, with some new license applications
requiring over twenty such investigations.  From December 1991 through
December 1995, MGC conducted 630 suitability investigations of 521 individuals
(the investigations are updated every two years when the gaming establishment
re-applies for a license).  Since inception, MGC has only found five of the 521
individuals investigated (less than one percent) unsuitable.  (One of the five was
found unsuitable because he did not send in the information necessary to
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complete his application, not because the investigation uncovered a serious
problem.)

The applicant bears the cost of MGC’s suitability investigations, at a rate of
$40 per investigative hour plus actual travel expenses.  Because of the extensive
travel involved, the cost of MGC’s suitability investigations is substantial, totaling
over $1.9 million from inception of the Investigation Division through July of 1995
and costing as much as $125,000 for a single investigation.  According to the Chief
of MGC’s Investigation Division, most finding of suitability investigations cost
between $5,000 and $20,000.  MGC’s investigators typically handle six to twelve
investigations at one time and take an average of three to four months to complete
an investigation.

While the criminal background component of MGC’s individual suitability
investigations is adequate, the financial component of its suitability investigations
lacks analytical depth, thus exposing the state to the risk that Mississippi’s
gaming establishments could be controlled by individuals who are unscrupulous
in their business dealings.

Criminal Background Investigations--One of the primary objectives of
MGC’s suitability investigations is to uncover any criminal connections,
particularly any connections to organized crime.  MGC begins its suitability
investigation process by requiring the applicant to complete a detailed application
form.  Upon completion of the form, MGC collects information from standard
data sources such as LEXIS-NEXIS (a computerized legal research database).
MGC also forwards a copy of the fingerprints of each applicant to the Federal
Bureau of Investigation, where they are matched against the fingerprints
contained in the FBI’s database for any evidence of a criminal record.  During
every investigation, two investigators (reportedly for protection, verification, and
training purposes) personally interview the applicant and travel to every location
where the applicant has lived for the past twenty years, ten years longer than
required by law, including all residences in foreign countries.  At each location,
the investigators check civil and criminal record sources (e.g., circuit and
chancery courts, secretary of state, federal courts) and interview local law
enforcement officers (especially in police department intelligence divisions),
former employers, former spouses, and follow leads obtained through such
sources for information on the applicant.  MGC investigators believe that
intensive on-site interviewing is necessary because most information on
organized crime is obtained through personal interviews.  MGC also checks
available data sources identifying organized crime figures and follows any leads
provided by other casinos.  MGC’s investigators also exchange information on
suitability applicants with gambling investigators in other states.  MGC
investigators rarely find criminal connections because the license applicants,
wanting to maximize their chances of obtaining a license to operate in
Mississippi, conduct their own investigations of individuals in positions requiring
a finding of suitability prior to submitting their names to MGC.
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Financial Background Investigations--To analyze the adequacy of MGC’s
financial background investigations of individuals undergoing suitability
determinations, PEER used the financial suitability requirements of the Nevada
Gaming Commission as a model.  As previously discussed, Mississippi used
Nevada’s gambling control laws as a model for its own Gaming Control Act.  In
practice, the Nevada Gaming Commission places a strong emphasis on financial
investigation as a key tool in its regulation of the state’s gambling industry.

While both the Mississippi Gaming Commission and the Nevada Gaming
Commission require the applicant for a finding of suitability to submit basic
financial information concerning his or her assets and liabilities (e.g., a
statement of assets and liabilities and detail of all bank accounts, accounts
receivable, notes receivable, stocks, bonds, business investments, real estate,
other assets, notes payable, mortgages payable, other liabilities, and contingent
liabilities), Nevada requests more detailed financial information from over a
longer period and performs a significantly more in-depth financial analysis of the
information than does MGC. One area where MGC is more thorough than the
Nevada Gaming Commission is the area of re-licensing.  Nevada does not require
applicants to be re-licensed, while Mississippi requires applicants to be re-
licensed every two years.  As part of the re-licensing process, MGC requires the
same financial information for the previous year as required during the initial
licensing process.

Following are details of a comparison of the two states’ requirements for
financial background investigations:

• Nevada requests more detailed financial information than does
Mississippi--The Nevada Gaming Commission requires the applicant to
submit the following financial-related documents, which MGC does not
request for every investigation: state income tax returns, credit card
statements, wire transfer documents, cashier checks, wills, trust
agreements, and divorce decrees.

• Nevada requests financial information for a longer time span than does
Mississippi--The Nevada Gaming Commission requires copies of all
bank statements, deposits, and canceled checks (over a pre-determined
amount, based on the applicant’s net worth) for the five-year period
immediately preceding application, while MGC requires the same
information for only the previous year.  In complying with the Gaming
Control Act’s requirement that the applicant “be a person whose prior
activities, reputation, habits, and associations do not pose a threat to the
public interest,” MGC’s Investigation Division routinely checks the non-
financial background of individuals applying for a finding of suitability
for twenty years.  However, in reviewing an applicant’s financial
background to determine whether an applicant “is a person of good
character, honesty, and integrity” and “has adequate business probity,
competence, and experience in gaming or generally,” MGC’s
Investigation Division staff only looks at one year of bank statements.
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Just as investigating an applicant’s background for criminal activity for
only one year is not sufficient, investigating an applicant’s bank records
for one year is not sufficient.  One year of records is an inadequate
indicator of financial difficulties and cash flow problems which could
impact on an individual’s suitability for a controlling position with
respect to a Mississippi gaming establishment.  Also, the longer the
period of financial information requested by the regulator, the more
difficult it is for the applicant to hide bank accounts or debt.

• Nevada conducts a significantly more thorough analysis of financial
information than does Mississippi--The primary focus of the Nevada
Gaming Commission’s individual financial background investigation is
to assess the business probity of the applicant by aggressively
investigating all sources of financial information for evidence of both
illegal and unethical activities, such as funds being diverted to
unreported accounts or debts and unreported assets and liabilities.  The
primary focus of MGC’s individual financial background investigation is
to conduct a one-year cash flow analysis in order to determine whether
the applicant has sufficient resources to meet his or her debt
requirements and is not in financial difficulty, which could make the
applicant more susceptible to criminal influences.

A more specific illustration of the differences in the depth of financial
analysis performed by the two regulatory agencies follows, with respect to
their analysis of brokerage accounts.  The Nevada Gaming Commission
obtains five years of brokerage statements on the applicant, prepares a
schedule of all activity in these accounts, traces the activity to the
applicant’s tax returns, and interviews the broker of each account.  The
focus of Nevada’s analysis is to determine the source and uses of all
funds flowing into an applicant’s brokerage accounts in order to identify
illegal and unethical activities, such as an applicant attempting to avoid
taxes by depositing funds in unreported or offshore accounts.  In
contrast, MGC only obtains the most recent brokerage statement of an
applicant in order to determine if the amount of stocks and bonds
reported as assets to MGC by the applicant is reasonably close to the
amount shown in the brokerage account.  The focus of MGC’s “analysis”
is to determine whether the applicant lied on the application.

Relationship of MGC Employees’ Qualifications to Focus of Investigations--
MGC’s focus on the non-financial background component of suitability
investigations rather than the financial background component is reflective of the
expertise of its staff.  MGC’s expertise lies in conducting criminal background
investigations of applicants.  The current director of MGC’s Investigations
Division is retired from the Jackson Police Department with twenty-seven years of
service and the majority of the investigators have extensive law enforcement
experience, many in criminal investigations.  Also, all nineteen investigators are
certificated Mississippi law enforcement officers, who receive investigative
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training as part of their required course work.  Only one of the nineteen
investigators has significant financial background or experience.  Although the
Investigations Division has access to financial expertise in the Compliance
Division, it does not compensate for the lack of employees with financial
experience and knowledge being assigned to the Investigations Division and being
available to work on financial matters or questions full time.

In contrast to MGC, over half of the Nevada Gaming Commission’s
investigators have financial backgrounds.  While Nevada cross-trains its law
enforcement and financial investigators, it does not expect the investigators to be
the primary investigator on matters outside their area of expertise.

Pre-Licensing Investigations of Companies

With respect to the company applying for a gaming establishment license,
the Gaming Control Act requires that the commission not issue a license until it
is satisfied that the financing of the operation is adequate and from a suitable
source.  The act specifically requires any corporation or limited partnership
applying for a gaming license to provide information, including:

• the organization, financial structure, and nature of the business to be
operated, including the names, personal history and fingerprints of all
officers, directors and key employees, and the names, addresses and
number of shares held by all stockholders, or in the case of a partnership,
the interest of each limited partner;

• the terms and conditions of all outstanding indebtedness;

• balance sheets and profit and loss statements for at least the preceding
three years;

• remuneration to persons other than directors and officers exceeding
$30,000 per year;

• bonus and profit-sharing arrangements; and,

• management and service contracts.

MGC’s regulations set forth the following additional criteria which the
commission is to consider when deciding whether to issue a gaming license to an
applicant:

• revenue to be provided by the facility through direct taxation and indirect
revenues from tourism, ancillary businesses, creation of new industry,
and taxes on employees and patrons;

• whether the entity is “economically viable” and properly financed;
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• whether the entity provides for adequate security;

• whether the proposed operation is planned in a manner which promotes
efficient, safe and enjoyable use by patrons;

• whether the proposed operation complies with state and local laws
governing fire, health, construction, zoning, and similar matters;

• whether the applicant will employ the persons necessary to operate the
establishment;

• population that the operation plans to serve;

• character and reputation of all persons identified with the ownership and
operation of the establishment;

• whether the operation will maximize economic development;

• whether the operation will be beneficial to Mississippi tourism;

• number and quality of employment opportunities for Mississippians
created; and,

• amount and type of shore developments.

MGC has divided its casino licensure decision-making process into two
phases, the first phase focusing on site suitability and infrastructure development
plans.  Commission phase one approval requires that the establishment’s plan
include a five-hundred-car parking facility in proximity to the casino complex and
infrastructure facilities which will amount to at least twenty-five percent of the
casino cost.  The second phase of the commission’s licensure approval process
focuses on the suitability of the individuals controlling the company and the
company itself to conduct business in Mississippi.

MGC has not adequately investigated the financial background of companies
applying to operate gaming establishments in Mississippi, thus exposing the state
to the risk that such companies are not financially sound.

As shown in Exhibit 7, page 24, from inception through April 1996, MGC
has issued eighty-five gaming licenses.  As shown in Appendix A on page 59, the
number of casinos which MGC licensed has varied significantly from year to
year, from twenty-three in 1994 to only one in 1995.  MGC issued the first MGC
gaming operation license to Lady Luck of Natchez on March 25, 1992; however,
the first Mississippi casino to open was the Isle of Capri Casino in Biloxi on
August 1, 1992.
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Exhibit 7

Status of Mississippi Gaming Commission
License Applications, May 1996

Type of License Status of License Application

Licensed Denied Withdrew No
Action

Total

Gaming Operation 46 1 6 38 91
Manufacturer and Distributor 28 1 5 3 37
Manufacturer Only 1 0 0 6 7
Distributor Only 8 0 1 8 17
Progressive Security and
Accounting Systems

2 0 0 0 2

Total 85 2 12 55 153
SOURCE: Mississippi Gaming Commission.

Prior to establishment of MGC’s Compliance Division, two persons with
financial backgrounds in MGC’s Investigation Division, who have subsequently
transferred to the Compliance Division, performed investigations of the
companies applying to operate gaming establishments in Mississippi by
reviewing documents received in response to MGC’s thirty-six-item license
applicant request list (see Appendix E, page 66).  Requested financial-related
documents include a balance sheet, a listing of sources and uses of funds, and
economic projections, as well as the corporation’s most recently audited financial
statements (or if unavailable, the corporation’s most recent financial statements).
When asked for documentation of what type of financial analysis these
investigators performed on corporate license applicants, MGC provided a copy of
MGC’s most recent corporate “investigative report.”  The corporate investigation
portion of the report states:

Corporate Report

Due to staff’s limited resources and the volume and complexity of
the information requested from the applicant, the corporate report
is being submitted to the commission in the format as provided by
the applicant.  This report is presented following the corporate
investigative report.

Results of Corporate Investigation

No areas of concern were developed as a result of staff’s review of the
corporate information provided by the applicant or the investigation of the
corporation entity.

Not only did the investigators fail to perform any in-depth financial analysis
of the limited financial documents which they did request, but they also failed to
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include corporate documents important to a financial review, such as minutes of
the board of directors or articles of incorporation.

MGC conducts a financial investigation of a private corporation only if the
applicant owns one hundred percent of the corporation or if there is evidence of
bank funds flowing between the applicant and the corporation.  With one
exception (when MGC’s Compliance Division performed the investigation of a
private corporation), the financial information which MGC requests and
procedures which it conducts in a private corporation review are similar to those
for MGC’s financial reviews of individuals for a finding of suitability (refer to page
20).  In contrast to MGC, the Nevada Gaming Commission conducts financial
investigations of all private corporations and as with its financial investigations of
individuals, conducts a more thorough analysis based on more detailed financial
information (e.g., articles of incorporation, board minutes, stock certificate
records) collected for a longer period (five years).

With respect to MGC’s financial investigations of publicly traded
corporations, the recent establishment of the Corporate Securities Section of
MGC’s Compliance Division should fill the gap in oversight.  The Compliance
Division is currently conducting its first investigation according to its detailed
audit program, modeling the Corporate Securities Section’s investigative
procedures after those of the Nevada Gaming Commission’s Corporate Securities
Division.  The information which MGC now requires of publicly traded
corporations applying for a license, including the documents requested and
analytical procedures performed on the information obtained, are virtually
identical to Nevada’s.

Under its new procedures, MGC’s Corporate Securities Section will
conduct a financial investigation of the holding company of the corporation
seeking to do business in Mississippi for the five-year period immediately
preceding the application for licensure.  MGC may extend the investigation
further if investigators feel such action is warranted.

MGC’s Corporate Securities Section plans to include a review of the
financial viability of the company under investigation by performing a cash flow
analysis, ratio analysis, trend analysis, and results of operations of the previous
five years.  The section plans to review reference material such as stock and bond
rating guides to determine how the financial markets assess the company under
review.  The section plans to include in its investigation a reference check with
the Securities and Exchange Commission to determine if the company under
investigation has been under or is currently under investigation for any illegal
activities.  The section also plans to determine the source and use of corporate
funds to determine whether the business associates of the company are reputable.
MGC plans to review sources of financing for suitability of source, review
economic projections to determine if the projections are reasonable when
compared to the actual operations of other licensees, and analyze balance sheets.

The consequences of MGC’s failure to conduct adequate corporate financial
investigations are unknown, particularly since MGC has not in the past done an
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adequate job of monitoring the ongoing financial operations of Mississippi’s
gaming establishments (refer to discussion beginning on page 43).  Negative
consequences may have been ameliorated to the extent that corporations operating
gaming establishments in Mississippi were investigated by other regulators such
as the federal Securities and Exchange Commission, which investigates publicly
traded corporations, and/or gambling regulators in other states which conduct
intensive corporate financial investigations (e.g., Nevada). However, any such
external oversight does not negate the need for intensive scrutiny by MGC of
gaming establishments seeking to do business in Mississippi.

Post-Licensing Investigations of Gaming Establishment Employees

In addition to the suitability investigations of individuals which MGC
conducts prior to licensure, once a gaming license has been issued and the
business begins operations, MGC also checks the background of all casino
employees involved in any way with gambling, and in September 1995 began
conducting “investigations” of certain “key” casino employees, below the level of
the casino manager (e.g., assistant casino manager, directors of slot operations,
directors of casino operations, shift managers, directors of cage and credit
operations, cage managers, slot managers, security directors, pit bosses,
surveillance chiefs, and food service managers).  The commission’s key employee
investigations fall between background checks and findings of suitability in terms
of depth, focusing on the most recent five years in the applicant’s life.  The
primary purpose of these checks and investigations is to keep individuals with a
criminal history, particularly a history linked to organized crime, out of
Mississippi’s gambling industry.

MGC’s process for post-licensure key employee investigations and
background checks contains the following weaknesses:

• While MGC has determined it necessary to conduct more in-depth
investigations of key-level casino employees, in practice it will be a long
time before the commission can complete the first round of these
investigations.  As of April 30, 1996, MGC had investigated only .2% of the
4,800 estimated total key employees working in Mississippi casinos.

• MGC routinely issues work permits to gaming employees before the
criminal background check on the work permit applicant is complete,
resulting in persons with felony convictions and misdemeanor
convictions working in Mississippi casinos.

Laws Governing the Issuance of Work Permits by MGC and
Key Employee Investigations

MISS. CODE ANN. Section 75-76-131 stipulates that “no person may be
employed as a gaming employee unless he is the holder of a work permit issued by
the commission.”  CODE Section 75-76-5 defines “gaming employee” as any person
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connected directly with the operation of a gaming establishment licensed to
conduct any game, including boxmen, cashiers, change personnel, counting
room personnel, dealers, floormen, hosts or other persons empowered to extend
credit or complimentary services, keno runners, keno writers, machine
mechanics, security personnel, shift or pit bosses, shills, supervisors or
managers, and ticket writers.  The term also includes employees of
manufacturers or distributors of gambling equipment in Mississippi whose
duties are directly involved with the manufacture, repair, or distribution of
gambling equipment.  The term does not include bartenders, cocktail waitresses,
or other persons engaged in preparing or serving food or beverages unless acting
in some other gambling-related capacity.

The Gaming Control Act sets out numerous pre-conditions to eligibility for
a work permit.  The purpose of MGC’s background checks is to attempt to ensure
that all of these pre-conditions are met.  Specifically, the Gaming Control Act
prohibits MGC’s Executive Director from issuing a work permit to any person
under the age of twenty-one or to an applicant who has committed, attempted, or
conspired to commit a crime which is a felony in Mississippi or an offense in
another state or jurisdiction which would be a felony if committed in Mississippi.
The section also authorizes MGC’s Executive Director to refuse to issue a work
permit if the applicant has:

• failed to disclose, misstated, or otherwise attempted to mislead the
commission with respect to any material fact contained in the application
for the issuance or renewal of a work permit;

• knowingly violated the Gaming Control Act or MGC regulations at a
place of previous employment;

• committed, attempted or conspired to commit any crime of moral
turpitude, embezzlement, or larceny or any violation of any law
pertaining to gambling, or any crime which is inimical to (or contrary to)
the declared policy of the state concerning gambling;

• been identified in the published reports of any federal or state legislative
or executive body as being a member or associate of organized crime, or
as being of notorious and unsavory reputation;

• been placed or remains in the constructive custody of any federal, state or
municipal law enforcement authority;

• had a work permit revoked or committed any act which is a ground for
the revocation of a work permit;

or for any other reasonable cause.

MISS. CODE ANN. Section 75-76-211 contains MGC’s legal authority to
perform “key employee” investigations.  This section authorizes MGC to require
individual “licensing” of any employee of a licensed gambling establishment or of
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an establishment applying for a license if the commission feels that such
“licensing” will serve the public interest.  MGC established the five-year
intermediary level “key employee” investigation because it felt that background
checks were insufficient in depth to protect the state from unscrupulous mid-level
managers operating in Mississippi’s casinos.

MGC Regulations Governing Work Permits, Background Checks,
and Key Employee Investigations

MGC’s regulations require gaming licensees to determine that each
prospective gaming employee has a valid work permit before employing the
applicant.  The regulations define gaming employees to include anyone directly or
indirectly engaged in the administration or supervision of the gambling
operations or physical security activities of the licensee--for example, including
all individuals who are compensated in any manner in excess of $30,000 per year,
who have authority to hire or terminate gaming employees, or who may extend to
casino patrons complimentary house services.

While MGC’s Executive Director has the authority to deny a work permit
for any act “inimical to the declared policy of this state concerning gaming in
Mississippi,” the regulations additionally specify that MGC must refuse to issue a
work permit to any applicant who was convicted of a misdemeanor for:

• theft during the three years prior to application;

• drug offense during the five years prior to application; or,

• gambling-related offense during the three years prior to application.

Work permits must be renewed every two years.

MGC’s regulations define a “key employee” as “any executive, employee, or
agent of a gaming licensee having the power to exercise a significant influence
over decisions concerning any part of the operation of a gaming licensee.”  The
commission may require any key employee to undergo a key employee
investigation when it believes that such investigation is in the public interest.

Issuance of Work Permits

MGC routinely issues work permits to gaming employees before their criminal
background checks are complete, resulting in employment by Mississippi casinos
of a small percentage of persons whose employment is prohibited by state law and
MGC regulations--i.e., those with felony convictions and certain misdemeanor
convictions.

In order to obtain a permit to work in a Mississippi gaming establishment,
the applicant must complete MGC’s standard “Application for Gaming Work
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Permit” form, which includes questions concerning aliases and employment
history, as well as a series of questions concerning the applicant’s criminal
history.  Prior to issuance of a work permit, an MGC enforcement agent reviews
the application for any overt problems and contacts the applicant’s former
employers.  The commission denies some applications based upon the
information collected on the application form--e.g., if the applicant reported a
felony conviction or denial of a gaming work permit in another jurisdiction.  If the
information submitted on the application looks acceptable, MGC issues the work
permit before obtaining all of the background information from external sources.
MGC claims that it has to turn the applications around quickly because the
casinos cannot wait long periods to hire needed employees.  One dilemma which
MGC faces is that there is no immediate source of criminal data available to
regulatory agencies such as the Gaming Commission for use in verifying the
truthfulness of the criminal history provided by an applicant.  The primary tool
which MGC uses for verification purposes is the FBI fingerprint check, but as
will be discussed later, this source does not produce an immediate response.

The problem with MGC’s work permit application procedure is that
occasionally, external sources yield information which warrants the revocation of
a work permit.  In such instances, due process requires MGC to hold a formal
administrative hearing, if requested by the permittee.  The permittee is allowed to
continue working for the casino until the hearing officer has reached final
determination on the case.

Since 1994, MGC has conducted 38,104 background checks on Mississippi
gaming employee applicants.  The table below shows the breakdown of
background checks by year:

Year Number of
Background Checks

1994 22,655
1995 11,303
1996 (through 3/96)   4,146

Total 38,104

To determine the magnitude of the problem of individuals whose
employment is forbidden by the Gaming Control Act (e.g., persons with felony
convictions) working in Mississippi casinos, PEER reviewed MGC work permit
revocations for the period of May 1995 through April 1996.  Of the sixty-one work
permits revoked during this period, MGC revoked fourteen permits for gambling-
related violations committed after hiring by the casino, and forty-seven for felonies
and misdemeanors committed prior to hiring and issuance of the work permits.
Of the forty-seven falling into the latter category, approximately seventy-five
percent were for felony convictions and the majority of crimes committed involved
some form of theft, ranging from armed robbery to embezzlement, forgery, and
shoplifting.  While this number represents less than one half of one percent of
total work permits issued in 1995 (i.e., the vast majority of gaming employees are
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not convicted felons), the fact remains that no convicted felons can legally work as
gaming employees in Mississippi casinos.

Particularly disturbing is the length of time that these individuals
continued to work in Mississippi casinos before being terminated and the fact that
most of them held jobs directly dealing with cash--e.g., slot changers, cashiers.
PEER calculated that these individuals worked an average of 352 days, nearly an
entire year, before MGC revoked their permits.  On the extreme end, one felon
convicted of forgery in the amount of $948 continued to work in Mississippi
casinos for 1,147 days (over three years) as a shift manager.  Two felons, both
convicted of theft, were working in the coin counting room and three other
individuals with forgery convictions were working in slot change and cage
cashier positions.  The fastest revocation took seventy-eight days and involved a
convicted drug dealer who was working as assistant to the bartender.

While each case is unique, PEER’s review of the files of the more extreme
examples yielded the following explanations for the lengthy delays in revoking the
work permits of individuals with prohibited felony and misdemeanor convictions:

• MGC’s failure to request FBI fingerprint checks on a timely basis.  In
one extreme case, MGC did not request the standard fingerprint check
from the FBI until a year after it issued a work permit to the applicant.;

• the fact that requests for fingerprint checks take the FBI a minimum of
six weeks to process and as long as six months if the prints are of such
poor quality that they have to be re-taken before they can be read;

• MGC having to follow-up on inconclusive FBI reports--e.g., those
showing an arrest, but no conviction, in which case MGC must
determine the disposition of the arrest;

• efforts by an MGC enforcement agent to assist the permittee in having a
conviction legally expunged so that the person could legally continue
working for the casino;

• requests for numerous continuances by attorneys representing
permittees; and,

• delays in scheduling requested hearings.

MGC is aware of the problem of persons with felony and certain
misdemeanor convictions working in Mississippi casinos.  To reduce the time
involved in obtaining the results of the FBI fingerprint check, the commission is
considering purchasing electronic fingerprinting machines for each of its three
field offices which immediately notify the user as to the readability of the prints.

30



Conducting Key Employee Investigations

MGC has completed key employee investigations of only .2% of
Mississippi’s key employees.  In September 1995, MGC began investigating the
backgrounds of casino “key employees” (basically, management below the level of
the casino manager) on a casino-by-casino basis as investigators have had time.
As of April 1996, MGC had investigated nine key employees in two casinos, .2
percent of the estimated 4,800 key employees currently working in Mississippi
casinos.  Given the size of the casinos’ key employee workforce, the fact that there
is constant turnover, and the fact that the Investigation Division is also
responsible for performing all suitability investigations, it will be a long time
before MGC can make a sizable dent in performing its planned more detailed
background investigations of key level employees.

C.  Monitoring of Games

The first regulatory objective of the Gaming Control Act, as stated in MISS.
CODE ANN. Section 75-76-3, is to ensure that “licensed gaming is conducted
honestly and competitively.”  MGC has assigned responsibility for regulating the
games to several divisions.  The Deputy Director is responsible for approving new
table games and changes to existing table games.  The Gaming Lab is responsible
for approving new electronic games and establishing the integrity of electronic
gaming devices prior to their placement in the casinos.  The Enforcement
Division’s agents are responsible for monitoring the games on-site at the casinos.
The Intelligence Division is responsible for investigating illegal games at
unlicensed establishments.

As in most other areas of legalized gambling regulation, states vary in their
approaches to regulating the games.  New Jersey has the most intensive on-site
regulation, with enforcement agents providing around-the-clock coverage in the
casinos, including monitoring the play of the games from their own surveillance
cameras.  Mississippi’s on-site inspection of play of the games does not have the
depth of New Jersey’s monitoring processes (refer to discussion Evaluation of the
Adequacy of MGC’s Monitoring of Casino Games on page 33).

Summary of Provisions of the Gaming Control Act Governing Cheating and
Protection of the Integrity of the Games

MISS. CODE ANN. Sections 75-76-301 through 313 contain definitions of
cheating and other related forms of conduct as well as penalties for this conduct.

Section 75-76-307 makes cheating at any gambling game by any person
(owner, employee, or player) unlawful.  In summary, the act specifically
prohibits:

• altering or misrepresenting the outcome of a game after wagers are
made;
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• using knowledge not available to other players to make betting decisions;

• possession of devices which would allow a player to predict the outcome of
games or help analyze and develop a gaming strategy;

• betting after acquiring knowledge of the game’s outcome;

• reducing a bet after acquiring knowledge of a game’s outcome;

• manipulating a gaming machine with intent to cheat;

• using or manufacturing slugs or counterfeit tokens;

• claiming amounts greater than those won; and,

• enticing persons to gambling establishments operated in violation of the
act.

Section 75-76-311 provides specific penalties for violations of these provisions,
including fines and imprisonment.

Also, Section 75-76-99 of the act requires MGC to maintain a list of approved
gaming devices and authorizes the commission to adopt regulations relating to
gaming devices and their “significant modification.”  Any gaming establishment
which operates or maintains a device other than those approved by MGC is
subject to disciplinary action.

Section 75-76-101 requires MGC to approve all chips, tokens, or other
instrumentalities (other than legal tender of the United States) used in the play of
the games.  This section also prohibits participation in a game of a licensed
gaming establishment if the person is not physically present.

Section 75-76-35 allows MGC to establish a list of persons who are to be
excluded or ejected from any licensed gaming establishment because they pose a
threat to the interests of the state or to licensed gaming.

Summary of MGC Regulations Governing the Games

Prior to operating a game other than those listed in the Gaming Control Act
under the definition of “gambling game,” MGC requires the licensee to obtain
approval from MGC.  MISS. CODE ANN. Section 75-76-5, subsection (k) defines
“gambling game” as:

. . .any banking or percentage game played with cards, with dice or
with any mechanical, electromechanical or electronic device or
machine for money, property, checks, credit or any representative of
value, including, without limiting the generality of the foregoing,
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faro, monte, roulette, keno, fan-tan, twenty-one, blackjack, seven-
and-a-half, big injun, klondike, craps, poker, chuck-a-luck (dai shu),
wheel of fortune, chemin de fer, baccarat, pai gow, beat the banker,
panguingui, slot machine, or any other game or device approved by
the commission.

The regulations require MGC to issue a certificate to each licensee listing
the games authorized for play in the establishment.  MGC amends this certificate
any time that it grants a licensee permission to change its games.

MGC regulations also require each licensee to display:

•  the rules of each gambling game it exposes for play; and,

• payoff schedules or award cards applicable to every licensed game or slot
machine.

The regulations prohibit casino employees, including owners and corporate
officers, from playing any gambling game in the establishment where they are
licensed or employed.

The regulations also address payment of winnings and awarding of non-
cash prizes as well as operation of gaming devices.  For example, several pages of
the regulations are devoted to rules governing operation of progressive slot
machines by casinos.  A separate section of the regulations sets forth the
minimum standards which licensees must follow with respect to surveillance
systems.  The regulations, for example, require that the surveillance system
contain date and time generators which record the date and time of the recorded
events on the videotape as well as video printers which can generate,
instantaneously upon command, a clear copy or photograph of the images on the
videotape.  The regulations also require the licensee to maintain surveillance
camera recordings for at least ten days.

Evaluation of the Adequacy of MGC’s Monitoring of Casino Games

Monitoring of Existing Games

PEER observed the following weaknesses in MGC’s regulation of casino
games:

• Lack of specific, game-related objectives--While MGC has published
regulations related to the games, it has not defined certain key, legally
mandated objectives, such as establishing what criteria it will use to
determine whether a game is being conducted “honestly and
competitively” and in accordance with all provisions of the Gaming
Control Act;
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• Lack of a planned audit program--MGC enforcement field operations are
driven primarily by industry complaints rather than by a planned audit
program for identifying impediments to the conduct of honest and
competitive games; and,

• Lack of adequate training--MGC enforcement agents have not received
adequate training to detect problems with the games.

Failure to Establish Criteria for Judging the Honesty and
Competitiveness of the Games

MISS. CODE ANN. Section 75-76-3 charges MGC with the responsibility of
ensuring that “licensed gaming is conducted honestly and competitively.”  While
assurance of honesty and competitiveness should be a key component of MGC’s
regulatory efforts with respect to the play of the games, MGC has not established
written criteria for use in determining when a game is being played honestly and
competitively.

No Planned Audit Program for Identifying Impediments to the
Conduct of Honest and Competitive Games

MGC enforcement agents’ time records for May through September 1995
show that agents spent the majority of their time (eighty percent) conducting
background checks of work permit applicants (refer to discussion beginning on
page 28) and performing administrative duties.  Enforcement agents only spent
twenty percent of their time in the casinos conducting activities such as coin
testing and electronic testing of slot machines, monitoring casino security and
surveillance, observing casino game areas, making arrests, responding to
incident complaints filed by the casinos, and handling patron complaints.  In
carrying out these activities, agents do not follow a pre-established audit program
planned to ensure uniform, documented evaluations of casino gaming operations.

During the course of its review, PEER accompanied MGC enforcement
agents on casino “site inspections.”  These inspections (which are best described
as “walk-throughs”) were insufficient to detect or deter criminal or corrupt
activities related to the games.  MGC agents did not verify whether employees
were wearing their MGC work permits or those of other employees.  MGC agents
did not regularly review surveillance tapes or check table game equipment (e.g.,
cards, dice).  MGC employees stated that agents are unable to conduct complete
reviews of each casino given the current staffing and administrative workload
levels.   MGC agents spent the majority of their time in the casinos responding to
industry-reported incidents or concerns rather than detecting potential gaming-
related violations through their own audit program.

One reason that MGC has not developed specific audit steps (e.g.,
monitoring the hold percentages of games, observing implementation of approved
game rules, and auditing win/loss percentages) designed to detect activities

34



which undermine the integrity of the games is that it has, since inception,
directed most of its resources to casino openings and related activities such as
conducting background investigations of companies and individuals prior to
licensure and conducting background checks of gaming employees prior to
employment by the casino.  MGC concedes this point in a discussion of its planned
focus contained in its 1995 Annual Report to the Mississippi Legislature:

Following our initial period where opening casinos dominated the
Gaming Commission’s agenda, our primary focus now is to use
our 164 authorized personnel positions in a manner that will best
regulate and maintain the legitimacy of Mississippi’s gaming
industry.

MGC should not have begun to license casinos until it had in place all of its
regulatory controls, including an audit program for uniformly and systematically
inspecting and documenting each casino’s compliance with a comprehensive
gaming audit checklist.

Inadequate Training of Enforcement Officers in Detecting
Gaming-Related Violations of the Gaming Control Act

MGC’s enforcement agent training requirements are insufficient to ensure
the expertise necessary to detect problems with casino games.  MGC policies and
procedures require that agents receive a minimum of eighty hours of in-service
training each year, but there are no requirements as to the number of hours
which must be spent in training related to the detection of cheating on the games
(e.g., play of the games, casino surveillance).  With respect to training content,
commission policy merely states that “40 of these hours may be conducted at the
Law Enforcement Academy or through off-site training.  The additional 40 hours
may include attending seminars or special schools such as those hosted by the
Federal Bureau of Investigation.”

Further, the casino industry provides much of what little gaming-related
training the agents receive.  For October 1, 1993, through July 1, 1995, casino
personnel provided twenty-five percent of all training received by MGC
enforcement agents.  Although the industry possesses expertise, the training of
Mississippi’s regulators by those they are hired to regulate may hamper their
independence.

Also, MGC does not have a formal training monitoring system to ensure
that each agent receives the required eighty hours of training annually.  As of
July 1, 1995, the number of training hours received by individual casino
enforcement agents employed by MGC for more than one year ranged from 37 to
528.

Each of MGC’s three district Special Agents-in-Charge is responsible for
coordinating, planning, and monitoring the training of each enforcement agent
in his district.  The Agents in Charge allow enforcement agents to claim training
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hours in many areas which are not directly related to gaming--e.g., sexual
harassment, CPR/first aid, and drug identification.  Also, PEER observed a wide
variety in the amount and type of training offered in each of the three districts.
For example, for the six-month period of July through December 1995, the
Northern District planned fifty-six hours of training, the Central District - fifty
hours; and the Southern District - only thirty hours.  Without consistent training
among the district offices, MGC agents in various parts of the state may not be
equally trained, which may result in the inconsistent enforcement of gaming
laws and regulations statewide.

Approval of New Games

Summary of Approval Process

New Table Games--When MGC’s Deputy Director receives a request from a casino
for approval of a “new” table game, he first compares the game to currently
approved table games to determine whether the game is really new or is a
variation of an existing table game (which would not require approval).  MGC’s
Deputy Director stated that he bases his decision on whether to recommend
approval of a new table game on “industry standards” as to the reasonableness of
the proposed game rules and projected winning and table hold percentages.

Based on the Deputy Director’s recommendation, the commission decides
whether to approve or disapprove the proposed new table game in concept.  If the
commission votes to approve the proposed table game in concept, the casino which
submitted the new game application must then conduct a field test of the game
under the proposed game rules for a minimum of thirty days.  During this trial
period, MGC enforcement agents monitor the play of the proposed game.  Also,
each week the casino provides MGC with actual winnings and table hold
percentage data, which the commission compares to the winning and table hold
percentages projected on the new game application.

Between January 1993 and December 1995, MGC approved five new table
games:  “Bayou Boureé,” “Caribbean Stud,” “Casino War,” “Sic Bo,” and “Let it
Ride.”  MGC approved all of these new table games using the above-described
procedure, with the exception of Caribbean Stud, which a former MGC Director
approved in January 1993 based upon Nevada’s approval of the game.

MGC has denied approval for only one table game, “In Between,” because
the projected casino hold percentage (estimated at twenty-nine to thirty-two
percent) exceeded the maximum casino hold percentage set in MGC regulations
at less than twenty percent.

New Electronic Games--MGC refers requests for approval of new electronic
games to its Gaming Lab for review.  As does MGC’s Deputy Director for proposed
new table games, MGC’s Gaming Lab staff first determines whether the proposed
game is a new game or simply a variation of an already approved game.  If the
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proposed electronic game is new, MGC Gaming Lab staff test the game to verify
that it complies with MGC regulations governing minimum standards for
gaming devices--e.g., the game must theoretically pay out a mathematically
demonstrable percentage of all amounts wagered, which must not be less than
eighty percent or greater than one hundred percent for each wager available for
play on the device (i.e., authorizes casino hold percentages of up to twenty
percent); the gaming device must use a statistically sound random selection
process to determine the game outcome of each play of a game.  The Gaming Lab
makes its recommendation for field testing of the proposed game to MGC’s Deputy
Director.  If the Deputy Director approves of the field testing, the game is tested at
the casino for a minimum of thirty days.  During this trial period, MGC
enforcement agents monitor the play of the proposed game.  Also, each week the
casino provides MGC with actual winnings and slot hold percentage data, which
the commission compares to the winning and hold percentages projected on the
application.

During the period of January 1993 through April 1996, MGC only approved
one new electronic game, “Flip-It.”

Evaluation of the Adequacy of the New Games Approval Process

MGC’s new games approval process:

• has not defined the terms “honest and competitive” to use in judging play
of the games; and,

• has no written criteria for determining whether to approve proposed new
table games.

Failure to Define the Terms “Honest and Competitive” with Respect to the Games

MISS. CODE ANN. Section 75-76-3 charges MGC with the responsibility of
ensuring that “licensed gaming is conducted honestly and competitively.”  While
assurance of honesty and competitiveness should be a key component of MGC’s
new games approval process, MGC has not established written criteria for use in
determining whether a proposed game is inherently honest and competitive and
how easily the game can be monitored for these attributes while in play in the
casinos.

Failure to Establish Written Criteria for Determining Whether
to Approve New Table Games

While the MGC regulations contain numerous requirements for electronic
gaming devices, the regulations contain no such generic requirements for table
games.  MGC relies on the knowledge and experience of single individual, the
Deputy Director, to make a recommendation on proposed new table games.  While

37



he reportedly bases his decision on his knowledge of unwritten “industry
standards,” his failure to commit his decisionmaking criteria to paper results in
a new table games approval process which is:

• inherently subjective; and,

• completely dependent on one individual.

Enforcement of Gaming Laws and Regulations

The Gaming Control Act authorizes MGC to investigate activities which
may violate the provisions of state law governing legalized gambling and/or MGC
regulations, to conduct hearings related thereto, and to levy appropriate
sanctions.

Reporting Violations

MGC regulations require an agent who observes a violation of the statutes
or regulations governing legalized gambling to file an incident report with the
district office.  The district office then forwards the report to MGC’s central office
in Jackson.  After reviewing the incident report, MGC central office staff notify
the alleged perpetrator(s) to “show cause” why the alleged misconduct is not in
violation of the cited statute or regulation, thereby affording the accused due
process.

Conducting Hearings

Since the legalization of gambling in Mississippi in 1990, with respect to
casino licensees only, MGC has held thirty-five show-cause hearings, involving
twenty-seven individuals or casinos, and resulting in $614,225 in fines and two
findings of unsuitability.  Since inception, MGC has not used the ultimate
sanction of revoking a gambling establishment’s operating license for violations of
state law or MGC regulations; however, in December 1992, the State Tax
Commission, acting in the capacity of the Mississippi Gaming Commission,
signed an order suspending the license of Splash Casino for failure to pay fines
and correct violations in a timely manner.  The Tax Commission removed the
order upon Splash Casino’s demonstration that sufficient internal controls were
in place.

Assessing Fines and Penalties

Appendix F on page 70 lists all show-cause hearings conducted by MGC
and the outcomes of these hearings, as of April 1996.  For example, MGC held a
show-cause hearing for the President Casino on October 20, 1992, for an alleged
violation of the provision in the Gaming Control Act which prohibits casinos from
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allowing persons under the age of twenty-one to gamble.  MGC found the casino
negligent, fined it $1,000, and confiscated the minor’s jackpot of $625 (all MGC
fines are deposited with the State Treasury).  In another example, MGC staff filed
reports alleging numerous internal control violations committed by Splash
Casino in Tunica, including, but not limited to:  (1) inadequate record keeping
prior to and during the period of April - May, 1993; (2) failure to have fourteen slot
machines properly communicate with the casino’s slot data computer system;
and (3) unauthorized breaking of slot machine seals.  The Splash Casino incident
reports and subsequent hearings resulted in fines totaling $350,000 and the
suspension of the gaming license until the matter was resolved.

Since MGC has become a separate agency, it has implemented a show
cause hearing process whereby the applicant may first address the complaints in
writing and appear before the Executive Director to demonstrate why the casino is
not guilty of the complaints.  Should the parties not reach a satisfactory
conclusion, the Executive Director may forward the complaint to the commission
for an administrative hearing.

The Executive Director has resolved nine of the thirty-five orders to show
cause without an administrative hearing.  Of these nine, two respondents agreed
to comply with regulations prior to a show cause hearing; MGC gave four
respondents verbal warnings; two cases were misinterpretations; and MGC
dropped one case upon receipt of written notification from the accused.  However,
PEER found insufficient documentation in six show cause files.  MGC failed to
provide minutes or notes of preliminary show cause hearings or documentation
noting the outcome of the complaint.

Patron Disputes

MISS. CODE ANN. Section 75-76-159 (1972) sets forth procedures for casinos
to follow in handling a patron claim for payment of gambling debt not evidenced
by a credit instrument which the casino refuses to pay.  If the casino and patron
are not able to resolve the dispute to the satisfaction of the patron, the law requires
that the casino notify MGC’s Executive Director of the dispute immediately for
alleged debts of $500 or more, and for alleged debts of less than $500, inform the
patron of his or her right to request that MGC’s Executive Director conduct an
investigation into the alleged debt.  The law directs MGC’s Executive Director to
conduct whatever investigation is deemed necessary, determine whether payment
should be made by the casino, and notify the commission, licensee, and the patron
of the decision within thirty days of receiving the complaint.  A casino’s failure to
notify MGC’s Executive Director or the patron in accordance with his notification
responsibilities is grounds for MGC disciplinary action pursuant to its authority
found in MISS. CODE ANN. Sections 75-76-103 through 75-76-119 (1972).

Aside from the fact that the law requires notification to MGC relative to
patron disputes, notification is important as MGC enforcement agents are
frequently able to resolve such disputes to the satisfaction of both the patron and
the casino.  Further, failure to enforce all provisions of the Gaming Control Act
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contributes to a public perception that MGC protects the interest of the gaming
industry at the expense of protecting the public’s interest.

PEER only had access to patron dispute files created as a result of either the
casino or the patron reporting the incident to MGC (i.e., PEER had no way of
identifying patron disputes never reported to MGC).  PEER was able to analyze the
extent of compliance with legally mandated reporting requirements of the
seventy-three player dispute files created because either the casino or the patron
reported the matter to MGC.  MGC maintains these files, which cover the period
October 1, 1993, through September 1995, in its Jackson office.  One example of a
casino action disputed by a patron is a case where the casino would not pay a
patron who believed that she had hit the $100,000 jackpot on a free-pull slot
machine, because one of their technicians said that he had just been working on
the machine and had forgotten to reset it.  PEER found that of the thirty-four cases
involving a dispute of $500 or more, in:

• twenty-six (76%) of the cases, the casinos failed to notify MGC
immediately of the dispute, as required by law; and,

• twenty-three (68%) of the cases, the casinos did not inform the patrons of
their statutory right to file a player dispute with MGC, as required by
law.

In addition to reviewing the patron dispute files maintained by MGC, PEER
mailed a questionnaire to each of the seventy-three patrons involved in alleged
debt disputes with Mississippi casinos and received eighteen responses.  Fourteen
of the eighteen survey respondents stated that the casinos had not informed them
of their statutory right to request an MGC investigation into the matter.

MGC’s player dispute investigation process does not require MGC staff to
determine whether the casinos were complying with the law governing reporting
of player disputes.  In twenty-four of the previously discussed twenty-six cases,
enforcement agents did not report a violation of the immediate notification
requirement in their investigation case files and none of the agents issued a
Notice of Casino Violations report citing the casinos with a statutory violation.
PEER did find three cases in which MGC personnel identified and documented a
casino violation of the immediate notification provision in the law in a written
report; however, MGC did not take disciplinary actions against the casinos
involved in these three cases.

Maintaining Exclusion Lists

MISS. CODE ANN. Section 75-76-35 et seq. (1972) authorizes MGC to exclude
any person whose presence in any licensed gambling establishment is
determined to pose a threat to the interests of the state or to licensed gambling.
CODE Section 75-76-35 (3) (1972) and MGC Regulations authorize the Executive
Director to place a person on the exclusion list pending a hearing if the person
has:
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(a) been convicted of a felony in any jurisdiction, of any crime of
moral turpitude or of a crime involving gaming;

(b) violated or conspired to violate the provisions of the Gaming
Control Act relating to involvement in gaming without required
licenses, or willful evasion of fees or taxes;

(c) a notorious or unsavory reputation which would adversely affect
public confidence and trust in gaming; or,

(d) his name on any valid and current exclusion list from another
jurisdiction in the United States.

In order to place an individual on the exclusion list, if requested by the
subject of the proposed exclusion, MGC must first hold a hearing for a
determination of the facts.  If no hearing is requested, MGC can immediately
place the individual on the exclusion list.

Since inception, MGC has placed only one individual on its exclusion list.
On June 28, 1995, MGC’s Executive Director officially notified all licensed
Mississippi gambling establishments of this exclusion.  The individual in
question, formerly employed as a manager at Palace Casino, cheated by altering
game rules.

While MGC claims that it honors exclusion lists from other gaming
jurisdictions, upon inspection of MGC files and interviews with MGC staff, PEER
found no other information relative to individuals excluded in other jurisdictions
at MGC offices or from its personnel.  PEER contacted both the Nevada Gaming
Control Board and the New Jersey Casino Control Commission and determined
that respectively, they had excluded 25 and 170 individuals from their gambling
establishments, with three names appearing on both lists.  While MGC’s Director
of Intelligence claimed that Nevada had failed to respond to his requests for a copy
of their exclusion list on several occasions, PEER obtained copies of Nevada’s and
New Jersey’s lists on the same day requested, as they are maintained as public
documents.

By not maintaining a complete, accurate list of persons excluded from
gaming establishments in other jurisdictions, MGC unnecessarily exposes the
state to the risk that these individuals will commit gaming-related crimes in
Mississippi’s casinos.  This is exactly what happened when an individual who
had been placed on both Nevada’s and New Jersey’s exclusion lists was allowed to
gamble in Mississippi and was subsequently convicted of two counts of
racketeering and wire fraud as related to a cheating scam in a casino on the Gulf
Coast.
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D.  Ongoing Auditing of Licensee Operations

The purpose of ongoing auditing of licensee operations is to determine
whether the licensee complies with applicable laws and regulations, particularly
those governing white-collar crime such as money laundering and
embezzlement.  While the Gaming Control Act specifically prohibits MGC from
establishing an “audit” division (refer to discussion on page 14), the act grants to
MGC specific authority to “inspect, examine, photocopy, and audit [emphasis
added] all papers books and records of applicants and licensees. . .respecting the
gross income produced by any gaming business. . .and respecting all other
matters affecting the enforcement of the policy or any of the provisions of this
chapter.”

Also, MISS. CODE ANN. Sections 75-76-45 through 75-76-51 require MGC to
perform specific financial oversight functions such as:

• prescribing minimum internal control procedures for licensees;

• requiring periodic financial reports from licensees;

• requiring independent audits of the financial statements of licensees
whose annual gross revenues total $3 million or more; and,

• regulating the reporting of winnings, compensation, and gross revenue.

Procedures Currently Performed by Compliance Division

MGC established its Compliance Division in July 1995.  Although the
division is not scheduled to be fully operational until July 1996, it has already
performed some analytical procedures on licensee records, conducted risk
analysis of licensees’ operations, and performed fieldwork at several casinos,
including Interim Review engagements (mini-audits) and bankroll verifications
(cash flow analysis on a licensee experiencing financial difficulties).

Since his employment in August 1995, MGC’s Compliance Division
Director, who is a Certified Public Accountant with eighteen years of experience
with the Nevada Gaming Commission, has focused his efforts on: adapting
checklists and audit programs used in other states, particularly in Nevada, for
Mississippi’s gaming laws and regulations; hiring and training Compliance
Division staff; compiling a division handbook; and establishing preliminary
records and database information.
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Risks Unaddressed During Establishment of
Mississippi’s Gaming Industry

Neither the State Tax Commission, when it regulated gaming, nor the
Mississippi Gaming Commission has performed comprehensive financial and
regulatory audits of Mississippi’s licensed gaming establishments.

The State Tax Commission, when it had exclusive authority over the
regulation of gaming in Mississippi, and subsequently the MGC, failed to
establish initially the oversight apparatus necessary to address all financial and
regulatory aspects of the gaming industry.

While both the State Tax Commission and MGC followed limited audit steps
such as auditing for the collection of gross revenues in the case of the former and
observing money being added and removed from table games in the case of the
latter, neither followed a comprehensive uniform, written approach to address all
minimum internal control standards such as those procedures now set out in the
Compliance Division’s audit programs and checklists.

More specifically, both MGC and the State Tax Commission failed to
perform procedures to address certain risks associated with gaming which
include but are not limited to:

Financial stability of licensees-Financial stability of gaming licensees is
important to maintain the public trust. Failure of a licensee to meet its
obligations adversely affects vendors, patrons, and public confidence.

Hidden ownership-MGC has legal authority to require any owner, even a
shareholder with one share, to be found suitable.  However, for practical
reasons, MGC reviews only reported ownership interests over 5% for
suitability. Hidden ownership interests may be associated with individuals
or organizations not deemed suitable for association with legalized gaming
(e.g., persons linked to organized crime, convicted felons).

Unreported debts-The Gaming Control Act requires licensees to report all
loans, leases, and mortgages to MGC. A licensee experiencing financial
difficulties may incur additional debt to bolster cash flow and may attempt
to hide such information.

Money laundering and embezzlement-Through the performance and
monitoring of certain analytical procedures, incidents of money laundering
and embezzlement of proceeds may be detected.

Source of funds -The regulations of the MGC require all forms of credit to be
reported to the MGC within thirty days of such transaction. If after
investigation of the creditor, the MGC finds the transaction to be contrary to
the public health or general welfare of the people of Mississippi, the MGC
has the authority to order the transaction rescinded within such time and
upon such terms and conditions as it may deem appropriate.
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The Compliance Division, scheduled to be fully operational beginning July
1996, plans to operate on a two-year audit cycle with the extent of the division’s
review and substantive tests based on its staff’s assessment of the risk analysis
and preliminary tests of the licensee’s records. The division has developed audit
programs and checklists based on those of Nevada and modified for Mississippi’s
gaming laws and regulations. Currently, the division plans to perform the
following steps which should have been operational prior to issuance of the first
gaming license in March 1992:

• Assess the financial stability of licensed gaming establishments by
conducting analytical procedures on the licensee’s financial
statements.

• Review licensee records for evidence of hidden ownership interests or
unreported debt.

• Perform and monitor analytical procedures designed to detect
incidents of money laundering and embezzlement and conduct
investigations as required.

• Review transactions in which licensees incur debt to ensure the
creditor is reputable and the transaction is not contrary to the public
health or general welfare of the people of Mississippi.

• Monitor and review licensee management’s response to the annual
compliance letters issued by the licensee’s independent certified
public accountant.

• Assess the qualifications of each licensee’s internal audit staff,
determine whether the internal audit staff reports to an appropriate
level of management, monitor the reports of each licensee’s internal
audit staff for areas with repeated violations, and monitor licensee
management’s response to the reports of internal audit.

• For licensees whose parent companies are registered with the
Securities and Exchange Commission (SEC), monitor the quarterly
and annual reports filed with the SEC for evidence of the company’s
financial soundness; going concern issues; reporting accuracy; and
changes in officers, directors, and ownership structure.

Audit Responsibilities of the Tax Commission
and Gaming Commission

Prior to MGC’s establishment of its Compliance Division in July 1995, the
only state audits of casinos were conducted by State Tax Commission auditors for
the specific purpose of ensuring that casinos were properly reporting gross
revenues and paying all taxes due to the state and its local subdivisions.  While

44



audit steps conducted pursuant to this objective are necessary, they are by no
means sufficient to control the numerous risks associated with legalized
gambling.  The Tax Commission does not conduct full financial and regulatory
audits and the statute does not give it the responsibility of performing such audits.

Even with the imminent implementation of the Compliance Division, both
the Tax Commission and Gaming Commission will continue to have
responsibilities for regulating the state’s legalized gambling industry.

State law does not specifically authorize the State Tax Commission to set internal
controls and definitions of revenue for the gaming industry, which deprives the
commission of the explicit authority to protect the state’s revenue interests in
casino income.

Under present law the State Tax Commission is not included in MISS. CODE
ANN. Sections 75-76-45 and 75-76-51, which specifically assign to the Gaming
Commission the authority to set minimum internal controls for the industry and
to establish definitions of gross revenue.    The Tax Commission is authorized only
to assess and collect revenues and to promulgate rules and regulations to
administer such collections.  It has no authority to set standards for internal
financial controls.  Because of the specific grant of power to the Gaming
Commission to set internal controls and revenue definitions, the Tax Commission
lacks the authority to adopt regulations binding on the industry that would affect
determination of a casino’s tax liability.

As noted above, the Tax Commission must collect revenues from the
licensees.   With respect to other state tax levies, the Tax Commission has the
specific power to protect the state’s interest in collecting revenues by adopting
regulations which address such matters as those mentioned above.   Examples of
this authority include Section 27-7-81, which authorizes regulations which are not
inconsistent with the Income Tax chapter and Regulation 201 et. seq. of the State
Income Tax Regulations which define gross revenues for entities and individuals
who must pay income taxes; and Section 27-65-93, which authorizes the Tax
Commission to promulgate regulations for the ascertainment, assessment, and
collection of tax imposed by the sales tax law.

Because the Tax Commission does not have the authority to set controls and
definitions of gross revenue, the agency must collect taxes without having the
clear legal authority to determine whether the firms have actually paid the state
what it is due.

The Gaming Control Act is unclear as to whether the Mississippi Gaming
Commission has statutory authority to establish an audit function.

The following two sections of the Gaming Control Act relate to the
Mississippi Gaming Commission’s ability to audit licensees’ financial records.
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MISS. CODE. ANN. Section 75-76-17 states, in part:

(1) From and after October 1, 1993, there are hereby created, for
supervision by the executive director, two (2) divisions which are
entitled the Enforcement Division and the Investigation Division. The
executive director shall be authorized to create such other divisions
as he deems necessary to implement the provisions of this chapter
excluding an audit division. [emphasis added]

MISS. CODE ANN. Section 75-76-27 states, in part:

The executive director and his employees may demand access to and
inspect, examine, photocopy and audit [emphasis added] all papers,
books and records of applicants and licensees. . .respecting the gross
income produced by any gaming business. . .and respecting all other
matters affecting the enforcement of the policy or any of the
provisions of this chapter.

These two sections appear contradictory with respect to the Mississippi
Gaming Commission’s authority to audit licensees.  The Commission’s newly
formed Compliance Division may be in violation of §75-76-17 because the
responsibilities and operations of the division are in essence the same as those of
an audit division.  The only noticeable difference lies in the naming of the division
“Compliance” instead of “Audit.”  However, an audit function is necessary for the
Gaming Commission to protect against the financial risks associated with the
casino industry and its possible penetration by organized crime.  A formal audit
division also may be necessary to the commission’s adherence with provisions of
§75-76-27.

The State Tax Commission performs audits of casinos to assess and collect
gaming taxes but these audits do not represent a comprehensive financial or
compliance audit of such casinos.  As a result, major risk areas, such as
assessing the financial stability of licensed gaming establishments by conducting
analytical procedures on the licensee’s financial statements and reviewing
licensee records for evidence of hidden ownership interests, are not addressed by
audits performed by the State Tax Commission.

The uncertainty regarding the Mississippi Gaming Commission’s ability to
establish an audit function represents a weakness in the Gaming Control Act.  In
order for Mississippi to have a strong, effective, comprehensive regulatory
oversight function, it is imperative that the Mississippi Gaming Commission’s
audit authority be clarified.

E.  Monitoring of the Negative Social Consequences of Legalized Gambling

The Gaming Control Act declares it to be the public policy of the state that
legalized gambling must be regulated in order to protect the “public health, safety,
morals, good order and general welfare of the inhabitants of the state.”
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While not specifically mandated by state law, full protection of the general
welfare of the state’s inhabitants includes ongoing monitoring of the negative
social consequences of legalized gambling and development of regulations
designed to lessen the negative impact, where feasible.

MGC has the authority to, but does not currently collect, the type of data
from Mississippi’s casinos which would enable it to conduct ongoing studies of
the negative consequences of legalized gambling.  As discussed on page 9, one of
the most costly negative social consequences of legalized gambling is the effect
which it has on increasing the number of compulsive gamblers.  MGC should at
the very least monitor the incidence of compulsive gambling in Mississippi and
determine which casino policies and practices foster compulsive gambling
behavior.  For example, MGC should look into the effects on compulsive gambling
of such casino practices as offering free slot machine pulls to patrons who cash
their paychecks in the casino and offering free drinks to patrons while providing
convenient access to automated teller machines.  As Mr. Goodman observes,
gaming policy decisions have been made by legislators relying almost exclusively
on data supplied by the gaming industry.  A regulatory agency such as MGC
must provide the needed balance by conducting its own independent research.

MGC’s failure to regulate Mississippi’s legalized gambling industry
aggressively and failure to monitor the industry’s negative social consequences
result in a perception shared by many that MGC is “too close to the industry”--i.e.,
that it seeks to protect and promote the industry which it is supposed to regulate.
In its efforts to help the state realize the anticipated economic benefits of legalized
gambling, MGC licensed forty-five casinos in less than four years (twenty-three in
1994, alone), without having all of the necessary regulatory infrastructure in
place (e.g., the capacity to conduct thorough pre-licensing investigations of
companies applying for a gaming license).  Additional factors which may foster
the perception that the legalized gambling industry has co-opted the agency
charged with its regulation include MGC’s:

• inclusion in its mission statement of the objective “to work with the
industry to promote economic development.”  One of the members of the
Gaming Commission interviewed by PEER noted that a primary objective
of MGC is to protect the citizens of Mississippi who are realizing the
economic development benefits of gambling by making sure that
Mississippi has a good business climate for gambling and providing
proper support for the industry; and,

• dispensation of lenient disciplinary action against the casinos--e.g.,
verbal warnings (rather than stiff fines) for significant violations of the
Gaming Control Act (e.g., casinos allowing underage gambling).

Also fostering the perception of MGC being too close to the legalized
gambling industry is the wealth of the industry and its perceived ability to buy
whatever it wants, including regulators.  On this point, several former
Mississippi casino regulators have become casino employees; e.g.:
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• a former Executive Director of MGC became a casino manager;

• a former Deputy Executive Director of MGC became a casino vice
president; and,

• both the staff attorney of the Mississippi Attorney General’s Office who
wrote most of the opinions on questions concerning the Gaming Control
Act in the period immediately following its passage and a former MGC
director of enforcement became casino employees.

Mr. Goodman observed this phenomenon in his book The Luck Business:

 . . .aiding the casino industry in its effort to become the most
powerful group in a state’s political arena is a revolving-door
phenomenon in which the industry scoops up former public
officials and regulators and gives them lobbying or executive-level
jobs.  In some cases, the potential for conflict of interest is
overwhelming.  In 1992 and 1993, three members of the Mississippi
Gaming Commission, including its executive director. . .and
director of enforcement. . .resigned to take high-level jobs in the
gambling industry.

The commission should recognize that in order to fulfill its statutory
mandate to keep Mississippi’s casinos as crime- and corruption-free as possible
and to protect the “public health, safety, morals, good order and general welfare of
the inhabitants of the state,” it must diligently execute its regulatory
responsibilities.
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Part II:  Regulation of Charitable Bingo

A. Background

Most charitable gambling in the United States is conducted on behalf of
charitable nonprofit organizations. The activity includes bingo, charity game
tickets, raffles, casino nights, and other various games of chance. Charitable
gambling developed as a means of providing funding for services and programs
which add value to the lives of members of the local community and which might
otherwise be neglected for lack of funds. In 1994, forty-six of fifty states and the
District of Columbia had some form of legalized charity gambling. Mississippi,
with $146,224,423 wagered, ranked seventh in total amounts wagered of the
twenty-nine states reporting charitable gambling receipts. MGC collected $1.2
million from Mississippi’s licensed bingo operators in 1994 in license and revenue
fees, which are used to support the commission’s charitable gaming regulatory
efforts.

Summary of Mississippi’s Charitable Bingo Law

Mississippi’s “Charitable Bingo Law” (MISS. CODE ANN. §97-33-50 through
-203) requires MGC to regulate charitable bingo. The law authorizes the
commission to issue bingo licenses, examine books and records of licensees,
conduct audits and investigations, mandate internal controls for bingo
operations, inspect charity bingo facilities and equipment, and assess fines and
suspend or revoke bingo licenses.

The Commission’s Charitable Gaming Division

To implement regulation of charitable bingo, the commission established
the Charitable Gaming Division with six employees in FY 1994. By FY 1996, the
division grew to twenty-two employees. The Charitable Gaming Division oversees
licensing of charitable gambling organizations, manufacturers, distributors,
operators, and commercial lessors and evaluates the suitability of officers,
partners, or principals of the applicant entity and bingo supervisors. The division
also notifies licensees of the requirements of the Charitable Bingo Law and related
commission regulations and determines licensees’ compliance with them.
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B. Problems with Oversight of Charitable Gambling (Bingo)

The Mississippi Gaming Commission operates a reactive bingo regulatory system
which depends on agents’ observations and reported violations to determine
compliance with bingo laws and regulations rather than a proactive system,
which would determine compliance through systematic, detailed inspections.

The Charitable Bingo Law primarily addresses licensing bingo operations,
length and frequency of games, qualifications of management personnel, prize
limits, compensation, regulation of rental costs and fees, and allowable expenses.
The Charitable Gaming Division has interpreted state law consistently during
licensee reviews, but it does not employ a consistent, proactive regulatory
approach through random reviews, standard penalties, or a standardized patron
complaint system.

The Charitable Gaming Division primarily reviews bingo organizations by
assigning its agents to observe specific bingo operations. Agents complete site
inspection forms, which record their observations. Although the form is not
comprehensive, agents observe many violations through this procedure and
subsequently recommend fines and penalties for noncompliance. From agent
correspondence related to these reported observations, the Charitable Gaming
Division’s management determines which bingo operations pose the greatest risk
and then performs a more comprehensive review of those bingo organizations.

Although this exercise of managerial judgment may identify some high-
risk bingo organizations, the Gaming Commission does not assure proper
monitoring of a majority of high-risk organizations or the remaining
organizations not considered to be high-risk. For example, agents’ activity reports
for a nine-month period (January 1, 1995, to September 30, 1995) show that:

• bingo enforcement agents did not inspect thirty of the state’s 146 bingo
organizations;

• on average, bingo enforcement agents visited 52% of the remaining 116
bingo organizations once each month; and,

• the Charitable Gaming Division conducted an in-depth financial
record review of one bingo organization per month.

The Gaming Commission’s only established policy for monitoring bingo
halls is the policy to guide bingo agents’ actions (currently under review):

{The} Enforcement Agent is to conduct site inspections throughout
the year. Generally, each licensee is inspected once per month
unless otherwise directed by the Division Director or Special
Enforcement Agent. . . .The initial site inspection will be used by
Agents to inform the licensee of the laws and regulation. . . .On
each monitoring visit, the Agent will complete the Monitoring
Report Cover sheet.
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The commission requires an initial inspection for all bingo organizations upon
opening and a monthly inspection for each operating organization, with
documentation of each of these site visits. This information should be compiled in
a manner that allows the Charitable Gaming Division’s management to evaluate
agents’ work.

The Charitable Gaming Division stated several reasons for its failure to
monitor all bingo organizations. The division cites limited staff to perform site
inspections and lack of personnel with skills to perform the financial and internal
control reviews. Currently, the Charitable Gaming Division’s management
proposes a self-imposed effective monitoring rate of eleven bingo organizations per
agent, but at this rate the Charitable Gaming Division could only monitor 110 of
the state’s bingo organizations. The total number of organizations varies, but has
remained in excess of 140 during the last fiscal year. The Gaming Commission
has not performed a needs analysis to determine the number of staff required nor
has it analyzed the work requirements of enforcement agents’ duties in order to
recruit qualified staff.

From January 1, 1995, through September 10, 1995, an average of fifty-nine
percent of the state’s bingo organizations escaped review on a monthly basis. The
Charitable Gaming Division only made an in-depth review of seven percent of the
bingo operations over the selected nine-month period. With such a low rate of
review, the commission cannot gain enough information to know whether the
operators violate bingo laws and regulations. Assurance of financial
accountability of bingo organizations is almost nonexistent.  The Gaming
Commission has become reliant on a reactive form of regulation in its monitoring
efforts, which target only a small percentage of bingo organizations with repeated
problems.

Although state law authorizes charitable nonprofit organizations to operate bingo
games, presumably to help provide funds for community services, the Charitable
Bingo Law does not establish accountability requirements for the funds generated
through these games.

Mississippi’s scheme for regulating bingo operators targets the specific
performance of bingo operations to ensure fair play of the games. While this is an
important aspect of the legalization of bingo games, the law is silent as to
accountability of the bingo organization’s performance and contributions to the
community. This has led to the following critical weaknesses in the commission’s
oversight policy:

Lack of licensing standards. Other than the requirement of status as a
nonprofit organization, Mississippi has no established requirements for obtaining
a bingo license, such as previous operation as a charity or demonstration of
progress toward the accomplishment of the purpose of the organization. No bingo
operation demonstrates its benefits to charitable organizations.
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Weaknesses in controls over bingo operators’ finances. Mississippi law
does not regulate or establish maximum limits on income derived from bingo,
maximum payback percentage for total dollars wagered, or income requirements
to donate to charity, nor does it require full accountability for use of the charity-
bingo-generated funds. The only provision within the law requiring financial
accountability for bingo organizations is Section 97-33-52 (2), which requires that
licensees donate “all net proceeds” to be “expended only for the purposes for which
the organization is created.”

Some bingo licensees advertise themselves as sponsoring and donating
proceeds to a specific local charity, do not give any money to the charity, but still
operate within the law. For example, in FY 1995, one Mississippi bingo licensee
earned $141,010 in gross revenues, but made no distribution to its designated
charity. Many representatives of the bingo industry think that the state of
Washington has the most structured bingo laws and regulations in the nation.
Thirty-one of Mississippi’s bingo licensees donated less than the 4.5% minimum
required by Washington. Of the eight top-grossing licensees, seven did not make
the minimum contribution based on Washington’s standards.

Commission’s limited authority over bingo. The Gaming Commission’s
authority is limited to enforcement of the Charitable Bingo Law on licensed bingo
operations. Bingo enforcement agents may review expenditures and
disbursements of bingo licensees, but do not have the statutory authority to follow
the flow of funds generated to verify that they are ultimately used to support
charitable activities.

No limits on prizes. State law does not require the Gaming Commission to
limit bingo operators’ prize payback percentages. Some bingo halls pay back as
much as ninety-nine percent of the total dollars wagered while playing bingo
games. This leaves one percent of the gross income to pay the expenses for
conducting the games and donating the remaining proceeds to the designated
charities. An example was a bingo hall which had $1,062,775 wagered and prizes
of $1,046,354, or a 99% payback. This volume of bingo games provided only $15,000
in total annual contributions to the charity. Under these conditions, this bingo
hall was basically a legalized gambling operation instead of the charitable support
operation that it was purported to be.

The public policy behind the Charitable Bingo Law balances legalization of
bingo with the setting aside of the net proceeds of the gambling activity to support
charities. The weaknesses in enforcement discussed above impair that balance.
Without a requirement that a certain percentage of funds be transferred to
charity, bingo halls can become miniature casinos established solely to provide
entertainment to players—which is not how they represent themselves to the
public. An operator can establish a bingo hall as a nonprofit business, and
because of the cash nature of the business, operate it in a manner to make a great
deal of money. Without oversight of the payments to charities, the commission
cannot determine whether payments of bingo operators flow to activities which
are not charitable and do not benefit the persons who are the intended
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beneficiaries of charitable bingo—legitimate charities which provide services for
people in need.
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Part III:  Recommendations

Casino Gambling

Licensing and Background Investigations

  1. MGC should ensure that the necessary regulatory infrastructure is in place
to carry out its licensing and background investigation functions adequately,
particularly the financial expertise and analytical plan needed to investigate
adequately the backgrounds of individuals and private corporations.  MGC
should obtain and review at least five years of financial background
information in order to afford a reasonable basis for conclusions concerning
the character, ethics, and business quality of individuals and private
corporations.  Also, MGC’s analysis of the information obtained during the
pre-license background investigations should be more in-depth, including
thorough analysis of the sources and uses of all funds.  MGC should subject
private corporations to the same level of financial investigation as
individuals.

  2. MGC should proceed with the planned work of its Compliance Division to
conduct thorough financial pre-licensing investigations of public
corporations and ongoing audits of licensees for compliance with gaming
laws and regulations.

  3. MGC should continue to expedite the background check process by reducing
the time involved in all procedures which are under the commission’s
control--e.g., improving the readability of fingerprints submitted to the FBI.

Also, the Legislature should amend MISS. CODE ANN. Section 75-76-131 to
authorize the Mississippi Gaming Commission to issue temporary work
permits, which the Executive Director may revoke without pre-revocation
notice and hearing.  The legislation should grant a post-revocation hearing
within fifteen days of the revocation.

See Appendix G, page 73, for recommended legislation.

  4. MGC should continue using existing resources to obtain the investigatory
services needed to complete a higher percentage of key employee
investigations.

Monitoring of the Games

  5. MGC should define and establish criteria for monitoring the “honest and
competitive” conduct of table games and electronic games.

  6. MGC should develop written criteria for approval of new table games.
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  7. MGC should develop a written audit program for monitoring the play of the
games in compliance with gaming laws and regulations.

  8. MGC should revise its training requirements for enforcement agents to
include a minimum number of required hours of training related specifically
to the detection of cheating on games.  MGC should not rely on the casinos to
provide this training.

  9. MGC should obtain and distribute to all Mississippi casinos the names of
persons maintained on exclusion lists from other gambling jurisdictions
(particularly Nevada and New Jersey).

10. MGC should maintain in its permanent records any motion and order, or
any other document, denoting the reasoning and outcome for all show cause
hearings as evidenced by the Executive Director.

11. MGC should standardize its fines for violations of the Gaming Control Act
and regulations.

12. MGC should include monitoring of casino compliance with legal
requirements governing the handling of patron disputes as part of its
ongoing casino audit program.

13. The Gaming Commission regulations or statutes should require casinos to
file a one-page incident report each time they eject any patron for any reason.
The law should require that these reports be made available to law
enforcement agencies.

Ongoing Auditing of Licensees

14. The Legislature should amend MISS. CODE ANN. Sections 75-76-45 and -51 to
provide that the Mississippi Gaming Commission and the State Tax
Commission jointly develop and promulgate for the casinos a single set of
minimum internal control standards and rules for defining gross revenue.

Such rules should be the only rules each of the agencies use in determining
licensees’ gross revenue, and such minimum internal control standards
should be the only minimum internal control standards enforceable by the
two regulatory agencies.  Such rules and standards should become effective
January 1, 1998.  When any material differences in the interpretation or
application of the single set of rules or minimum internal control standards
arise, staff of the Mississippi Gaming Commission and the State Tax
Commission should meet jointly to develop a joint resolution of the
differences in a timely manner.

In the event that the Mississippi Gaming Commission and the State Tax
Commission cannot agree on the content or necessity of a proposed rule or
minimum internal control standard or subsequent interpretation of adopted
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rules and minimum internal control standards, the agencies should submit
such differences in writing to the State Auditor for arbitration. The State
Auditor may resolve the differences by selecting a proposal of the Mississippi
Gaming Commission or the State Tax Commission or by developing a
proposal based on the positions of the two agencies.  The Mississippi Gaming
Commission and the State Tax Commission should be required to adopt in
rule form any arbitration decisions developed by the State Auditor.

The Mississippi Gaming Commission and the State Tax Commission should
meet annually by April 1 to discuss the need for new rules and minimum
internal control standards or revision of existing rules and minimum
internal control standards. The two agencies’ revisions of the single set of
rules and minimum internal control standards should be completed each
year by May 15 for initial comment by the licensees. Conflicts between the two
agencies should be referred in writing to the State Auditor for resolution as
provided for above. When developing the initial set of rules and minimum
internal control standards and revising the rules and minimum internal
control standards annually, the Mississippi Gaming Commission and the
State Tax Commission should comply with provisions of the state’s
Administrative Procedures Act.

See Appendix G, page 73, for recommended legislation.

15. The Legislature should amend MISS. CODE ANN. § 75-76-17 by deleting the
prohibition against the Mississippi Gaming Commission’s establishment of
an audit division.

See Appendix G, page 73, for recommended legislation.

16. The Legislature should amend MISS. CODE ANN. Sections 75-76-81 and 75-76-
87 to require that information collected by either MGC or the State Tax
Commission during the course of audits and investigations be made
available to the other party.

See Appendix G, page 73, for recommended legislation.

17. The Legislature should require that casinos prepare a duplicate copy of each
Currency Transaction Report (Title 31) and file it with the Gaming
Commission.  The law should require the commission to make copies of the
forms available to law enforcement agencies.

See Appendix G, page 73, for recommended legislation.

Monitoring Negative Social Consequences

18. Using existing resources, MGC should conduct an ongoing cost/benefit
analysis of Mississippi’s legalized gambling industry and report its findings
to the Legislature, industry, and the general public.  The analysis should
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monitor such relevant factors as the percentage of gamblers who are in-state
versus out-of-state, the socioeconomic profile of these gamblers, and the
incidence and associated costs of casino-related problems such as compulsive
gambling and white collar crime.  MGC should develop strategies for
reducing the incidence of any serious problems identified through its
analysis.

19. MGC should eliminate promotion of economic development as a primary
objective because it is not required by law and is inconsistent with the
commission’s role as an industry regulator.

Charitable Bingo

20. MGC should develop a bingo enforcement system governed by a written audit
program including steps for conducting systematic, detailed inspections of
bingo operations.  The commission should also standardize its fines for
violations of the Charitable Bingo Law and regulations, as well as its patron
complaint system.

21. The Legislature should consider amending the Charitable Bingo Law to
require that a certain percentage of proceeds from operation of a licensed
bingo establishment be given to charity and to grant MGC the authority to
audit the flow of bingo hall revenues to ensure that they are being channeled
into legitimate charities.

See Appendix G, page 73, for recommended legislation.
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Appendix A
Directory of Mississippi Licensed Casinos, by Original License Date, May 1996

Casino Property Location

Original
License

Date
Open
Date

Square
Feet

Electronic
Gaming
Devices

Table
Games Employees

Currently Operating

1 Lady Luck MS, Inc. Natchez 3/25/92 2/27/93 14,000 565 22 396
2 Casino Magic, Bay St. Louis Bay St. Louis 4/29/92 9/30/92 39,500 1,134 53 1,171
3 Isle of Capri Casino, Biloxi Biloxi 5/27/92 8/1/92 32,500 1,076 51 1,364
4 President Casino Biloxi 7/2/92 8/13/92 38,000 954 51 823
5 Grand Casino, Gulfport Gulfport 10/14/92 5/14/93 105,000 2,003 96 1,899
6 Grand Casino, Biloxi Biloxi 11/25/92 1/17/94 100,000 1,991 102 2,296
7 Casino Magic, Biloxi Biloxi 1/27/93 6/5/93 47,200 1,192 42 932
8 Isle of Capri Casino, Vicksburg Vicksburg 2/24/93 8/9/93 24,000 774 47 962
9 Copa Casino Gulfport 8/30/93 9/10/93 26,000 681 30 478

10 Harrah's Vicksburg Vicksburg 10/21/93 11/15/93 16,000 595 37 612
11 Harrah's Tunica Robinsonville 10/21/93 11/29/93 27,011 992 34 650
12 Bally's Olympia Casino Robinsonville 12/3/93 12/18/95 40,000 1,257 55 1,094
13 Lady Luck Biloxi, Inc. Biloxi 12/3/93 12/13/93 22,000 603 24 517
14 Sam's Town Hotel & Gambling Hall Robinsonville 12/16/93 5/25/94 96,000 1,818 79 1,745
15 Bayou Caddy's Jubilee Casino Robinsonville 1/5/94 11/17/95 34,000 840 33 696
16 Ameristar Casino-Vicksburg, Inc. Vicksburg 1/20/94 2/27/94 44,388 950 49 1,203
17 Las Vegas Casino Robinsonville 2/17/94 3/14/94 18,800 639 19 658
18 Palace Casino Biloxi 3/17/94 4/11/94 32,040 729 40 490
19 Treasure Bay Casino Biloxi 4/21/94 4/28/94 56,000 1,212 57 1,112
20 Fitzgeralds Casino-Tunica Robinsonville 4/21/94 6/6/94 36,000 1,127 37 771
21 Lady Luck Rhythm & Blues Casino Lula 5/31/94 6/27/94 25,000 843 31 763
22 Hollywood Casino Robinsonville 5/31/94 8/8/94 54,000 1,361 57 1,289
23 Rainbow Casino Vicksburg 6/30/94 7/12/94 20,000 591 25 365
24 Boomtown Casino Biloxi 6/30/94 7/18/94 33,632 986 42 851
25 Sheraton Casino Robinsonville 6/30/94 8/1/94 32,000 1,247 53 1,220
26 Circus Circus Casino Robinsonville 8/18/94 8/29/94 48,000 1,480 53 766
27 Horseshoe Casino and Hotel Robinsonville 10/13/94 2/13/95 30,000 1,022 49 1,726
28 Bayou Caddy's Jubilation Casino Lakeshore 10/23/95 12/21/95 27,500 556 11 350
29 Harrah's Tunica Mardi Gras Robinsonville 3/21/96 4/8/96 55,000 1,153 56 1,093

TOTALS 1,173,571 30,371 1,335 28,292

SOURCE:  Mississippi Gaming Commission.



Appendix A
Directory of Mississippi Licensed Casinos, by Original License Date, May 1996

Casino Property Location
License

Date
Open
Date

Closed
Date Notes

Closed to Relocate

1 Lady Luck Tunica, Inc. Tunica 9/15/93 9/18/93 4/24/94 Moved to Lula and reopened as
Lady Luck Rhythm & Blues

Casino on June 27, 1994.

2 Bally's Saloon & Gambling Hall Tunica 12/3/93 12/3/93 2/9/95 Moved boat to Robinsonville,
renamed as Bally's Olympia

Casino and reopened December
18, 1995

3 Cotton Club Casino Greenville 12/8/93 12/13/93 10/30/95 Moved boat to Lakeshore and
reopened as Bayou Caddy's

Jubilation Casino on December
21, 1995.

4 Bayou Caddy's Jubilee Lakeshore 1/5/94 1/7/94 10/30/95 Moved boat to Greenville and
reopened November 17, 1995

Casino Property Location
License

Date
Open
Date

Closed
Date

Closed Permanently

1 Splash Casino Tunica 5/27/92 10/19/92 5/24/95
2 Biloxi Belle Casino Biloxi 6/24/92 8/28/92 1/3/95
3 President Casino at King's Landing Tunica 11/18/93 12/6/93 7/8/94
4 Southern Belle Casino Robinsonville 1/20/94 2/19/94 8/31/94
5 Treasure Bay Casino-Tunica Robinsonville 4/21/94 5/9/94 5/31/95
6 Gold Shore Casino Biloxi 5/31/94 6/20/94 5/14/95

Casino Property
Proposed
Location

License
Date Notes

Licensed Without Opening

1 Trump Ocean Club Casino Gulfport 3/17/94 Gaming license has expired as of March
1996.

2 Old River Development Tunica 3/17/94 ORD traded casino site for interest in
Bally's Olympia Casino.  License expired

March 1996.
3 Casino One Biloxi 4/21/94 Casino One sold site to Casino Magic,

Biloxi.  License has expired.
4 Gold River Casino Vicksburg 6/30/94 No plans for opening or ground breaking

casino property.
5 Lady Luck Vicksburg Vicksburg 8/18/94 No plans for opening or ground breaking

casino property.
6 Imperial Palace of Mississippi Biloxi 9/2/94 Imperial Palace Casino is scheduled to open

December 1996.
7 Grand Casino, Tunica Tunica 5/16/96 Grand Casino Tunica is scheduled to open

June 1996.

SOURCE:  Mississippi Gaming Commission.







Appendix C

Description of the Legalized Casino Gambling Industries
 in Mississippi, Nevada, and New Jersey

1995

Mississippi Nevada New Jersey

Number of:

Casinos 29 416 12

State Regulatory Employees 116 395 696

Sq. Feet of Gambling Space 1,173,571 5,427,187 890,081

Electronic Gambling Devices 30,371 161,178 30,167

Gambling Tables 1,335 5,809 1,310

Revenues:

Total Gross Casino Revenues $1,812,520,234 $7,152,873,000 $3,728,481,013

Total Gambling Tax Revenues $189,289,451 $520,344,034 $288,800,000

State Gambling Tax Rate 8.00% 7.25% 8.00%

SOURCE:  PEER analysis.





Appendix D (continued)

Summary of License Fees and Taxes Imposed on Mississippi Casinos

Application Fee: $5,000 
Annual Relicense Fee: $5,000 

Table Game Fees:*

Number of
Games Game Fee

Base Fee
Additiona
l Fees**

One $50 --
Two $100 --
Three $200 --
Four $375 --
Five $875 --
Six or seven $1,500 --
Eight to ten $3,000 --
Eleven to 
sixteen $3,000 $500
Seventeen to 
twenty-six $8,000 $4,800
seven to 
thirty-five $56,000 $2,800
five $81,200 $100

Gross Revenue Fees:

Gross    State Local Total
Revenues Tax*** Tax**** Tax Rate

First $50,000 4.00% 0.40% 4.40%
Next $84,000 6.00% 0.60% 6.60%
All Revenue 
over $134,000 8.00% 0.80% 8.80%

* Paid annually, based on the number of games (all games except slot machines and stud or draw poker); 
local jurisdictions may impose their own game fees.

** Additional fees are incurred as tables are added to the casino for play.  For example, if Casino A has 18 table 
games, it must pay the base fee ($8,000) and an additional fee per table ($4,800) for a total of $12,800.

*** The 8% is allocated 75% to the state general fund and 25% to a sinking bond fund for construction of highways 
and highway improvements in counties with casinos.

**** In addition to the .8% of gross revenue tax authorized by the Gaming Control Act, the Legislature has enacted 
local and private legislation for most counties and cities with gaming to authorize a maximum additional 
local revenue tax of 3.2%.

SOURCE: PEER analysis.











Appendix F

Mississippi Gaming Commission
Casino Show Cause Hearings, Since Inception to May 1996

Date* Casino Charges Fines and Disciplinary Action

10/20/92 President Casino, 
Biloxi

Permitting underage gaming $1,000 Fine.

Patron A $625 Jackpot forfeiture.

10/20/92 Casino A No complaint against casino.
Employee A Employee gaming at employer's casino. $50 Fine.
Employee B Employee gaming at employer's casino. $50 Fine.

11/4/92 Splash Casino, 
Tunica

Failure to accurately report daily balances, failure to 
withhold taxes from winnings, failure to pay taxes 
before adding new games, improper access to count 
rooms, unauthorized slot machine drops, and other 
violations

$100,000 License suspension until 
resolved.

6/25/93 Splash Casino, 
Tunica

Unauthorized breaking of slot machine seals, failure 
to have fourteen slot machines to communicate with 
computer system, inadequate recordkeeping, and 
failure to cooperate with commission staff.

$250,000 Fine.

9/23/93 Lady Luck, Natchez Unpermitted safety agent, hard count door open, 
and other control violations

Resolved; verbal warning.

12/29/93 Lady Luck, Tunica Failure to maintain surveillance tapes, operating 41 
unauthorized slot machines and 8 unapproved table 
games.

$100,000 Administrative assessment.

Employee A (Casino 
Manager)

Casino Manager, named in complaint.

2/14/94 Sigma Game, Inc. Failure to file information and application in a 
timely manner.

$75,000 Fine.

Employee A Failure to file information and application in a 
timely manner.

$5,000 Fine.

Employee B Failure to file information and application in a 
timely manner.

$5,000 Fine.

7/29/94 Sam's Town Casino Operating unsecured and unverified electronic 
gaming devices.

Resolved; verbal warning.

SOURCE:  PEER analysis.



Appendix F

Mississippi Gaming Commission
Casino Show Cause Hearings, Since Inception to May 1996

Date* Casino Charges Fines and Disciplinary Action

2/3/95 Palace Casino, 
Biloxi

Underage gaming, failure to discover possible 
cheating device, failure to report employee cheating 
incident, unauthorized removal of slot machine keys, 
unsecured change bank, theft of gaming chips, 
failure to notify MGC; and numerous other 
violations

Resolved; verbal warning.

Employee A Altering table game rules for the benefit of another. Revoke finding of 
suitability; placed on the 
exclusion list.

2/6/95 Bayou Caddy 
Jubilee Casino, 
Lakeshore

Improper gaming during casino closure, failure to 
maintain adequate surveillance, and failure to 
report activities and violations.

$25,000 Fine.

Employee A Directed surveillance to divert video coverage from 
some gaming areas.

PENDING; Employee A 
pled guilty to federal 
money laundering charges 
(8/22/95).  However, MGC 
has failed to notify 
regarding revocation of 
suitability.

Bayou Caddy 
Jubilee Casino, 
Lakeshore

Failure to pay fine in a timely manner.  All fines are 
required to be paid within 30 days of a settlement.

Resolved; fine paid without 
additional costs.

2/14/95 Lady Luck, Biloxi Failure to monitor and record hard count 
adequately, consistently generate date and time on 
surveillance tapes, failure to mark and maintain 
tapes, failure to properly record pit-fill transactions, 
etc.

$25,000 Fine.

2/25/95 Sheraton Casino, 
Tunica

Failure to report violations to MGC, failure to 
document surveillance tapes and incidents 
adequately, etc.

Resolved; verbal warning.

3/30/95 Cotton Club Casino, 
Greenville

Failure to stock main cage adequately, unauthorized 
drops, unauthorized personnel conducting counts, 
failure to document unauthorized drop, and 
inadequate surveillance of drops.

$25,000 Action settled without 
pursuing individuals named 
in suit.

Employee A General Manager, named in complaint. Hearing found in favor of 
accused.

SOURCE:  PEER analysis.



Appendix F

Mississippi Gaming Commission
Casino Show Cause Hearings, Since Inception to May 1996

Date* Casino Charges Fines and Disciplinary Action

Employee B Casino Shift Manager, named in complaint. Hearing found in favor of 
accused.

Employee C Casino Manager, named in complaint. $2,500 Settlement: $2,500 fine.
Employee D Cage Manager, named in complaint. Resolved;  MGC dropped 

action.
4/26/95 Murl Householder, 

Sales and Rental
Conducting union activity without registering with 
MGC

MGC dropped action; Legal 
staff advised MGC did not 
have jurisdiction to pursue.

5/11/95 Harrah's Casino, 
Vicksburg

Failure to notify MGC of power outage, failure to 
maintain surveillance, unauthorized storage of hard 
count, failure to connect surveillance to 
uninterruptable power source, etc.

Resolved; verbal warning.

6/2/95 P & S Leasing, Inc. Failure to file application for foreign gaming. Resolved; foreign gaming 
regulations apply only to 
casinos, not manufacturers 
or distributors.

7/31/95 Treasure Bay Casino Failure to comply with Hurricane Preparedness 
Policy

Resolved; Casino has 
complied with the policy.

7/31/95 Casino B Failure to comply with Hurricane Preparedness 
Policy

PENDING.

8/4/95 Copa Casino, 
Gulfport

Failure to comply with Hurricane Preparedness 
Policy

Resolved; Casino has 
complied with the policy.

4/25/96 Distributor A Failure to report indictment relative to violations of 
stockholders.

PENDING.

Employee A Indicted for securities fraud and perjury. PENDING.

4/30/96 Casino C Failure to monitor access to keys, failure to follow 
approved internal controls.

PENDING.

Employee A Failure to provide information upon request, 
thereby interfering with an ongoing investigation of 
the Gaming Commission.

PENDING.

TOTAL FINES AND ASSESSMENTS LEVIED: $614,225

SOURCE:  PEER analysis.
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