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Red Rock Resorts has not made any significant moves to bolster its
position in sports betting following the overturn of the PASPA in May
2018. The Fertittas private investment in The Action Network not
only presents a potential conflict of interest but also potential risk.
Investors should ask if management has plans to pursue sports
betting markets outside of Nevada.

Red Rock Resorts, Inc. (NASDAQ: RRR) has not made any significant moves to bolster the
company’s position in sports betting following the overturn of the Professional and Amateur
Sports Protection Act (PASPA) in May 2018. Other gaming companies, in comparison, have acted
quickly by partnering with sports leagues and teams, betting and data firms, and even with
competitors in order to build strong foundations for emergent sports betting markets. While the
sports betting opportunity was not lost on Red Rock’s principals Frank and Lorenzo Fertitta—who
invested in The Action Network via their family office Fertitta Capital—it appears that Red Rock
Resorts and its investors are at risk of missing out on a new growth segment. Red Rock
management often speaks of the importance of maximizing shareholder value during its quarterly
earnings calls.! Investors should ask the company if it has plans for establishing a presence in
sports betting markets outside of Nevada.

PASPA Overturn Opens New Markets for Sports Betting

PASPA—enacted in 1993—prevented sports betting from expanding outside of Nevada.2 The U.S.
Supreme Court’s decision to strike down the law on May 14, 2018 cleared the way for states to
regulate sports betting and open up new markets for casinos operators and sportsbooks.3 Sports
betting is expanding rapidly with thirteen states now offering some form of regulated sports
betting and another six states close behind.*

Estimates about the potential size of a mature, national U.S. sports betting market vary from $67
billion to $287 billion in annual wagers.>¢ Legal sports betting in the U.S. has amounted to $763
million of gaming win over the last twelve months.” Over half of the gaming win in the last twelve
months ($430 million) was generated outside of Nevada.8 New Jersey sports books outpaced
Nevada in gaming win in three of the last six months (May-Oct 2019)—a sign Nevada'’s once
dominant position in sports betting will wane as markets expand.?

Gaming Companies Secure Sports Betting Opportunities

While Red Rock Resorts has not announced any sports-betting initiatives since PASPA was
overturned, other major gaming companies have entered into partnerships to secure their
positions in the many new U.S. sports betting markets.

MGM partnered with GVC Holdings—a leading sports betting and gaming group—in July 2018 to
create a sports betting and online gaming joint venture.10 At the same time, MGM executed a
market access agreement with Boyd Gaming, which allows either company to offer online and

www.rrrlPOdissected.org



http://www.rrripodissected.org/
http://www.stationipodissected.org/

mobile gaming in jurisdictions where the other has a license to operate.l! Next, MGM entered into
partnerships with the NBA, NHL, MLB, and MLS that provide it with league and team logos,
“official partner” titles, and coveted official league data and exclusive data that will allow for real-
time prop bets during gameplay.12 MGM has also entered into other types of sports betting-related
agreements with professional sports teams, a California tribe, Sportradar (a leading sports data
provider), Buffalo Wild Wings, and Yahoo Sports.13

Caesars Entertainment entered into partnerships with the New Jersey Devils, Philadelphia 76ers,
Baltimore Ravens, and the Las Vegas Stadium (the future home of the Raiders) in 2018 that
include cross-promotional marketing opportunities and a Caesars Club restaurant and bar at
Prudential Center, the home of the New Jersey Devils.14 Caesars announced in January 2019 that it
landed a deal to be the first-ever Official Casino Sponsor of the NFL, which grants it exclusive
rights to use NFL trademarks in the U.S. and U.K.1> The announcement also disclosed that Caesars
has relationships with other NFL franchises including the Falcons, Bears, Colts, Saints, and Eagles.
Caesars has also inked deals with the Bleacher Report and ESPN to build media studios at two of
its Las Vegas casinos and create sports betting content.1®6 The company also entered into a multi-
state partnership with DraftKings.1”

Penn National entered into an agreement with Kambi Group—a leading global sports betting
supplier—in July 2019 to provide the former with both on-property and online sports betting
platforms.18 At the same time, Penn National executed multi-year agreements with sports betting
operators DraftKings, PointsBet, theScore, and The Stars Group, providing them with access to
Penn National’s markets in exchange for revenue-sharing and equity stakes.1?

Boyd Gaming—a Red Rock competitor in the Las Vegas locals market—not only secured a market
access agreement with MGM Resorts, but also entered into a partnership with bookmaker and
daily fantasy sports provider FanDuel to pursue sports betting opportunities.2? The two
companies have launched FanDuel sportsbooks and online betting platforms in Pennsylvania,
Iowa, and Indiana.?!

Fertitta Capital Privately Invests in The Action Network

While Red Rock Resorts has not made any significant moves to capitalize on the overturn of
PASPA, its principals Frank and Lorenzo Fertitta reportedly led a $17.5 million investment round
in The Action Network via their family office, Fertitta Capital in February 2019.22 The Action
Network is a subscription-based sports betting media company formed by the Chernin Group in
2017, combining the Mark Cuban-backed FantasyLabs, Sports Insights, and SportsAction.23 The
Action Network has made significant moves to set itself up as a leader in the sports betting media
industry by hiring ESPN veterans Chad Millman as its Head of Media and Darren Rovell as its
Senior Executive Producer and teaming up with Sirius XM and ESPN+ to produce content.242526
Other investors include David Blitzer, part-owner of the Philadelphia 76ers and New Jersey Devils;
Joe Ricketts, the owner of the Chicago Cubs; and Stephen Ross, the owner of the Miami Dolphins.2?

The Action Network describes itself as a sports analysis and media company “mixing premium
content, proprietary tools and in-depth analytics to make sports fans with something at stake
smarter about betting.”28 [ts Sports Insight segment claims to give subscribers a “real-time betting
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advantage” with public betting data it gathers from over 50 sportsbooks including “Stations” listed
under Las Vegas & Nevada Sportsbooks.2? Red Rock Resorts has not disclosed to investors the
potential conflict of interest that exists from the Fertitta Capital-backed The Action Network
providing data to subscribers that give them a betting advantage at Station Casinos’ sportsbooks.

Fertitta’s investment in The Action Network not only presents a potential conflict of interest to
Red Rock Resorts public shareholders, but also a potential risk. As the controlling shareholders of
Red Rock Resorts, Frank and Lorenzo Fertitta could sell their stake in The Action Network to the
Company if the investment underperforms—similar to what happened with their online poker
business.

Fertitta Interactive, which owned the Ultimate Gaming and Ultimate Poker brands, was controlled
by the Fertittas before they sold 50.1% of it to Station Casinos LLC for $20.7 million in November
2012.30 Ultimate Gaming launched in Nevada and New Jersey in 2013 but ended operations in
2014 citing shortfalls in poker revenue projections and contractual breaches by Trump Taj Mahal,
its New Jersey partner.313233 Station Casinos recognized $21.5 million of impairment charges to
write off Fertitta Interactive’s assets in 2014.34

Red Rock Resorts Missed a Full House

Red Rock Resorts, which is landlocked in Nevada, may have been a perfect suitor to operate
mobile sports betting for Full House Resorts—a small regional gaming company with five casinos
in Nevada, Colorado, Indiana, and Mississippi. Red Rock Resorts has been a leader in the Las Vegas
locals sports betting market under its Station Casinos brand and its Vice President of Race and
Sports Operations, Art Manteris—inducted into the Sports Betting Hall of Fame in 2019—is
credited with major developments in the industry.3> Red Rock’s predecessor Station Casinos, Inc.,
began operating a sports betting website in 2001 and developed a mobile betting app in 2013.36

Full House Resorts President and CEO Daniel Lee explained the company’s rationale for seeking
sports betting partners during its Q3 2019 earnings call:

Being a relatively small company not having the kind of specialized expertise for it, not
having the diversity of locations or a large sports book in Las Vegas where people make
bets all over the place, we have chosen to do it in partnerships with others.3”

Red Rock Resorts could have operated Station Casinos-branded mobile betting sites on Full House
Resorts skins in Indiana and Colorado in exchange for a nominal annual market access fee and a
revenue-sharing agreement.3® While we have not seen any indication that there was any
communication between Full House Resorts and Red Rock Resorts about this opportunity, such a
partnership could have expanded Red Rock Resorts’ customer base and market reach outside of
Nevada with the potential to increase visitation to its Las Vegas properties and drive revenues in
other segments. Of course, this assumes that gaming regulators in other states would approve the
company, in spite of what happened in Missouri in 2000.3° Instead, Full House Resorts entered
into partnerships with Churchill Downs, Smarkets, and Wynn for its sports betting skins in Indiana
and Colorado.40
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Same Name, Different Company, New Questions

Red Rock Resorts has changed significantly since the mired Palms investment. The company no
longer is a “pure-play”4! on the Las Vegas locals market with its hybrid property category. Public
investors in Red Rock Resorts should ask: Does management at Red Rock Resorts have plans to
pursue sports betting or other gaming opportunities outside of Nevada? If not, why not?
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lowa: https://irgc.iowa.gov/sports-wagering-revenue

Indiana: https://www.in.gov/igc/2363.htm
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Pennsylvania: https://gamingcontrolboard.pa.gov/?p=247
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West Virginia: https://wvlottery.com/secured-portal-reporting/?hash=5be9f594

8 According to state government gaming agency reports. Last twelve months refers to November 2018 through October
2019.
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