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DRAFT

GAMBLING CONTROL COMMISSION
SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2013-0#-R
TITLE 4. BUSINESS REGULATIONS.

DivisioN 18. CALIFORNIA GAMBLING CONTROL COMMISSION.

CHAPTER 5. ACCOUNTING AND TRANSACTION APPROVALS.

ARTICLE 2. APPROVAL OF TRANSACTIONS.
§ 12321. General Provisions.

(a) In this article, the term “transaction” refers, as applicable, to contracts, agreements, and

any other business activities in which goods, services, or monies are exchanged.

(b) Any individual transaction or series of transactions with the same party in an amount

greater than or equal to $2000 between a licensee, or a licensee’s agent or representative, and any

other party or parties shall be evidenced by a writing and maintained by the licensee. Contracts,

invoices, purchase orders, receipts, emails, confirmations, or other documentation printed or

capable of being printed shall suffice as a writing. Individual patron chip transactions, extension

of credit to patrons and patron check cashing are excluded unless otherwise provided in statute or

regulation.
(c) Prior Commission approval is required for the following:

(1) The sale, in whole or in part, of any ownership interest in a gambling enterprise, TPPPS | _- ‘[Comment [A1]: This paragraph was added to }
’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’ ensure that sole proprietorships are covered.
company, or gambling business.
(2) [Security interests involving ownership rights to a licensee, in which rights of ownership - { comment [A2]: Security interests in securities
””””””””””””” - 0" required_by19900, expapsior_]ofthedef_ini_tionof
are held as collateral to secure the performance of an obligation. Rights of ownership include, control is included per historical Commission

request and authorized under 19901 among other

but are not limited to, actual ownership, management, or other control of a licensee or the sections of the Act.

conduct of the licensee’s regulated activities.

(3) A sale, assignment, transfer, pledge, or other disposition of any security of a licensed | - ‘{Comment [A3]: Required by 19892 (partnership }
e and LLC) and 19904 (Corporation)

corporation, or an interest in a licensed partnership or limited liability company (LLC), or a grant

of an option to purchase that security or interest.
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

purchaser or lessee to be licensed or approved pursuant to subdivision (a) of Business and

Professions Code section 19853.

(5) [Transactions between a licensee, or an affiliate of an owner licensee, and a person, or a

person who is under the control of a person, who has been denied a license by the Commission,

or has had a license suspended or revoked by the Commission, or has had an application for

Commission approval withdrawn with prejudice. [Each licensee shall use due diligence to

reasonably ensure that every person with whom the licensee transacts is suitable under the Act|

(6) Employment by a licensee or affiliate of an owner licensee of a person who has been

denied a license by the Commission, or has had a license suspended or revoked by the

Commission, or has had an application for Commission approval withdrawn with prejudice.

[Each licensee shall use due diligence to reasonably ensure that every person employed by the

licensee is suitable under the Act/

(d) Transactions conducted with an institutional investor, as defined in Business and

Professions Code section 19805, do not require licensure of the institutional investor [pursuant to

this Articld, unless otherwise required by statute, requlation, or the Commission.

Note: Authority cited: Sections 19811, 19823, 19824, 19826, 19840, 19841, 19892, 19900, 19901, and 19984,
Business and Professions Code. Reference: Sections 19805, 19823, 19824, 19841, 19853, 19857, 19866, 19870,
19878, 19900, 19901, 19902, 19903, 19904 and 19984, Business and Professions Code.

§12322. Required Terms.
The following terms or conditions are required as applicable:

() |All transactions requiring prior approval pursuant to this Article must contain an advisory

that the licensee or registrant is subject to the provisions of the Gambling Control Act and the

regulations of the California Gambling Control Commission and the Bureau of Gambling

Control.

requires the purchaser or lessee to be approved or licensed pursuant to subdivision (a) of

Business and Professions Code section 19853 cannot specify a closing date that is prior to the

Underline denotes added text. Strikeout denotes deleted text.
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__— { comment [A4]: Required by 19902 )

- {Comment [A5]: Required by 19878(a) and (b). ]

_ — -1 Comment [A6]: Wording based on the Michigan
Administrative Rule 432.1510.

- = ‘[Comment [A7]: Required by 19878(b). }
_ _ - Comment [A8]: Wording based on the Michigan
Administrative Rule 432.1510.

_ -~ | Comment [A9]: Licensure is not required in this
Atrticle, but institutional investors considered to be
funding sources under Ch. 2.1 and 2.2 will require
licensure under those chapters.

_ — -1 Comment [A10]: Informs parties not already
familiar with the gaming industry of the existence of
the Commission, the Bureau, and the Act.

__— { comment [A11]: Required by 19902 )
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

approval of that transaction.

requires the purchaser or lessee to be licensed or approved pursuant to subdivision (a) of

Business and Professions Code section 19853 must contain a provision satisfactory to the

Commission regarding responsibility for payment of any fees due pursuant to any subsequent

deficiency determination made under the Act.

[(d) A transaction for the sale of a gambling enterprise shall comply with Business and

Professions Code section 19906.

(e)| A transaction for the sale of a gambling enterprise, TPPPS company, or gambling

business must contain a provision that requires any proceeds derived from the continued

operation of the gambling enterprise, TPPPS, or gambling business that would otherwise be

payable to a new owner to be held in an escrow account and not disbursed until the new owners

have been approved by the Commission for a license or registration. This provision shall not

prevent the payment of any taxes, operating expenses, preexisting obligations, preexisting

dependent support, or any other distribution of proceeds that is approved by the Commission.

[ Any certificate or other document evidencing an ownership interest in a gambling

enterprise, TPPPS company, or gambling business issued by the licensee shall bear the following
legend: THIS CERTIFICATE REPRESENTS INTERESTS IN A SECURITY ISSUED BY A
PERSON THAT HOLDS A LICENSE OR REGISTRATION PURSUANT TO THE
GAMBLING CONTROL ACT OF THE STATE OF CALIFORNIA AND REGULATIONS
PROMULGATED THEREUNDER. THE SECURITY MAY NOT BE TRANSFERRED,
ASSIGNED, SOLD, PLEDGED, HYPOTHECATED, OR DISPOSED OF WITHOUT THE
PRIOR APPROVAL OF THE CALIFORNIA GAMBLING CONTROL COMMISSION OR

ITS SUCCESSOR.

Note: Authority cited: Sections 19811, 19823, 19824, 19826, 19840, 19841, 19892, 19900, 19901 and 19984,
Business and Professions Code. Reference: Sections 19823, 19824, 19841, 19855, 19857, 19866, 19870, 19900,
19901, 19902, 19903, 19904, 19906 and 19984, Business and Professions Code.

§ 12323. Required License or Registration Maintenance.

Underline denotes added text. Strikeout denotes deleted text.
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

(a) No sale or ownership transfer of a gambling enterprise, TPPPS or gambling business shall

be approved unless the seller or transferor has a valid license or registration issued by the

Commission. All required licenses and registrations must continue to be renewed for the

duration of the approval period, as applicable. Nothing in this subsection requires the gambling

enterprise, TPPPS, or gambling business to remain in operation for the duration of the approval

period.
(b) If the seller or transferor maintains a security interest in the gambling enterprise, TPPPS

or gambling business, the seller or transferor may choose to maintain a valid license or

registration as a security interest holder endorsed on the purchaser’s or transferee’s license, if not

otherwise required by the Commission.

Note: Authority cited: Sections 19811, 19823, 19824, 19826, 19840, 19841, 19901 and 19984, Business and
Professions Code. Reference: Sections 19823, 19824, 19841, 19855, 19866, 19870, 19901, 19902, 19904 and
19984, Business and Professions Code.

§ 12324. Processing Requests for Transaction Approval.

To request the approval of a transaction, the following must be submitted to the Bureau:

(a) A non-refundable $500 processing fee, payable to the Bureau of Gambling Control.

(b) A cover letter that includes a summary of the transaction.

(c) A copy of all final transaction documents and any supporting documentation. This

includes, but is not limited to, a contract, loan agreement, credit agreement, purchase agreement,

promissory note, and any appropriate required terms pursuant to Section 12322.

(d) If the transaction involves a lending activity from a person that is not an institutional

investor, documents sufficient to show the sources of all monies to be used to fund the lending

activity.
(e) The appropriate application for any person involved in the transaction that does not have,

but will be required to obtain, a current license or registration, as follows:

(1) For gambling enterprise transactions, a completed application for a state gambling license
and all required fees and deposits, as provided in Sections 12341, 12342 and Title 11, CCR,
Section 2037.

Underline denotes added text. Strikeout denotes deleted text.
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

(2) For TPPPS transactions, a completed application for registration and all required fees and
deposits, as provided in Section 12202 and Title 11, CCR, Section 2037.
(3) For gambling business transactions, a completed application for registration and all

required fees and deposits, as provided in Section 12222 and Title 11, CCR, Section 2037.

Note: Authority cited: Sections 19811, 19823, 19824, 19840, 19841, 19900, 19901, 19905, 19951 and 19984,
Business and Professions Code. Reference: Sections 19823, 19824, 19826, 19841, 19866, 19901, 19905 and
19984, Business and Professions Code.

8 12325. Transaction Formal Approval Processing Times.

(a) A written request for formal approval of a transaction shall be submitted to the Bureau as

follows:

(1) If one or more persons involved in the transaction are not licensed or registered but will

require licensure or registration, the transaction approval request shall be submitted with the

required license or registration applications.

(2) If all persons involved in the transaction are licensed or registered, or do not require

prior to the proposed closing date of the transaction.

(b) A transaction approval request shall be processed within the following timeframes:

(1) After initial submission of the transaction approval request required by Section 12324, the

Bureau shall have 30 days to notify the licensee in writing of any deficiencies in the required

documents or fees and what is needed to correct the deficiencies.

(2) If the licensee does not respond within 30 days to any request by the Bureau to cure

deficiencies, the transaction approval request will be deemed abandoned and no further action

will be taken on the request by the Bureau or the Commission. If a transaction approval request

is deemed abandoned, the licensee may submit or resubmit a request, which shall be treated as a

new request for approval under this section.

(3) When the Bureau is in receipt of all the documents and fees required by Section 12324,

the Bureau shall deem the transaction approval request complete and:

Underline denotes added text. Strikeout denotes deleted text.
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Comment [A16]: This time frame allows 30 days
for the Bureau to review for completeness, 30 days
to correct any deficiency, 60 days for the Bureau’s
report, and 30 days for the Commission to review
and place the request on a noticed agenda.
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

(A) if the transaction approval request was submitted in accordance with subsection (a)(1)

the Bureau shall forward the request to the Commission with its report on the associated license

applications within the time required for the associated applications pursuant to Sections 12203,

12223, or 12342 , as applicable, or
(B) if the transaction approval request was submitted in accordance with subsection (a)(2) the

Bureau shall forward the request to the Commission within 60 days of the completed request.

(4) The Bureau may include a recommendation pursuant to subdivision (a) of Business and

Professions Code section 19826.

(c) The Commission shall review and approve, condition, or deny the transaction and any

licensure applications after the Bureau’s background investigation reports have been received for

each person involved in the transaction that is required to apply for a license.

Note: Authority cited: Sections 19811, 19823, 19824, 19840, 19841, 19901, 19901 and 19984, Business and
Professions Code. Reference: Sections 19823, 19824, 19826, 19841, 19857, 19901 and 19984, Business and
Professions Code.

§ 12326. Transaction Amendments or Subsequent Assignments.

(a) Any substantive amendment to an approved transaction document or any subsequent

assignment, pledge, sale, or transfer of an approved interest or transaction document or any

portion thereof shall comply with the provisions of this article and shall require prior approval by

the Commission as if it were a new transaction.

(b) An amendment will be considered substantive if the amendment significantly grants,

denies, expands or diminishes any rights or obligations under the transaction. The Bureau shall

determine whether an amendment is substantive or non-substantive.

(c) An amendment will be considered non-substantive if it is included in a renewed

transaction with terms substantially similar to those already approved or is a transaction that is

required by law, including but not limited to workers’ compensation insurance coverage.

Note: Authority cited: Sections 19811, 19823, 19824, 19826, 19840, 19841, 19901 and 19984, Business and
Professions Code. Reference: Sections 19823, 19824, 19841, 19866, 19901 and 19984, Business and Professions
Code.

Underline denotes added text. Strikeout denotes deleted text.
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

§ 12327. Annual Transactions Report.

TRANSACTIONS LIST OPTIONS:

OPTION 1: Reporting all transactions with an aggregate value of $25,000 or more in a fiscal
year.
(a) All transactions which, individually or in a series of transactions entered into with the

same party, have an aggregate value of $25,000 or more within the licensee’s fiscal year, shall be

reported on an annual basis. Individual patron chip transactions, extension of credit to patrons,

and patron check cashing are excluded unless otherwise provided in statute or regulation. The

reports shall include the name of the party, the purpose of the transaction, and the total amount of

aggregate value associated with the transaction. Any independent contractor transactions at or

above the threshold shall be included in this report. The report shall be submitted concurrently

with the licensee’s annual financial reports required by Section 12313.

OPTION 2: Reporting thresholds adjusted by income group.
(a) Each licensee shall annually report all transactions made within the licensee’s fiscal year

in accordance with thresholds set by the applicable income Group specified in Section 12311.

The report shall be submitted concurrently with the licensee’s annual financial reports required

by Section 12313. The reports shall include the name of the party, the purpose of the transaction,

and the total amount of aggregate value associated with the transaction. Any independent

contractor transactions at or above the applicable threshold shall be included in this report.

Individual patron chip transactions, extension of credit to patrons, and patron check cashing are

excluded unless otherwise provided in statute or regulation. Each Group shall include all

transactions which, individually or in a series of transactions entered into with the same party,

have an aggregate value that equal or exceed the following thresholds:
(1) $100,000 for Group |.
(2) $75,000 for Group I1.
(3) $50,000 for Group 111.
(4) $25,000 for Group IV.

Underline denotes added text. Strikeout denotes deleted text.
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

TRANSACTION EXEMPTION OPTION:

OPTION 3: Exempt utilities from the transactions report.
Transactions with utilities regulated by the California Public Utilities Commission may be

excluded from the report.

(b) The annual transaction reports shall include the following disclosures:

(1) The affiliation of any person listed on the report to the licensee, if any.

(2) Any known joint ownership between the persons listed on the report and the licensee.

(3) The name of any employee performing services beyond those reasonably related to the

employee’s position or classification, the services performed, and the aggregate earnings for

these additional services during the year.

(4) Any income or expenditures for property designated as parking shall be specifically
identified.

PAYROLL LIST OPTIONS:

OPTION 4: List all employees.
(c) A payroll report for the year shall be included in the transactions report. All employees

shall be listed by name, position or classification, and total annual earnings.

(a) of Section 12327, of either $25,000, or the threshold set by income Group (Group I:
$100,000, Group 1lI: $75,000, Group I11: $50,000, Group I1V: 25,000).
(c) A payroll report shall be included in the transaction report, and shall include all

employees with annual earnings equal to or above the reporting threshold in subsection (a) of
[$25,000 if OPTION 1 is selected] or [$100,000 for Group I, $75,000 for Group I1, $50,000 for
Group 111, or 25,000 Group IV if OPTION 2 is selected]. All reported employees shall be listed

by name, position or classification, and total earnings for the year.

OPTION 6: List the four highest paid employees regardless of total earnings for the year, and

Underline denotes added text. Strikeout denotes deleted text.
December 3, 2014
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SPECIFIC LANGUAGE OF PROPOSED REGULATIONS
APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
CGCC-GCA-2014-0#-R

all employees earning $100,000 or more.
(c) A payroll report for the year shall include the four highest paid employees, regardless of

total earnings, and all employees earning $100,000 or more. All reported employees shall be

listed by name, position or classification, total earnings for the year, and hours worked.

EARNINGS DEFINITION OPTIONS:

OPTION 7: Wages, tips, and other compensation paid for each employee, as reported on the
employee’s W-2 form.
For the purpose of this subsection, earnings shall be wages, tips, and other compensation paid

by the licensee to each employee as reported on the employee’s Internal Revenue Service Form
W-2

OPTION 8: Any bonus paid in addition to wages, tips, and other compensation paid for each
employee, as reported on the employee’s W-2 form.
For the purpose of this subsection, wages, tips, and other compensation paid by the licensee

to each employee, as reported on the employee’s Internal Revenue Service Form W-2, Wage and

Tax Statement, noting any bonus paid, including but not limited to cash or the use of real or

personal property.

OPTION 9: Wages, tips, and other compensation paid, and tips not included on the W-2. (W-2
Box 1 and tips employee would be reporting if licensee does not already include this information
on the W-2.)

For the purpose of this subsection, earnings shall be the wages, tips, and other compensation

paid by the licensee to each employee, as reported on the employee’s Internal Revenue Service

Form W-2, Wage and Tax Statement, and any tips received by the employee not included on the
W-2.

OPTION 10: Wages, tips, and other compensation paid, tips, and any bonuses.

For the purpose of this subsection, earnings shall be the wages, tips, and other compensation

paid by the licensee to each employee, as reported on the employee’s Internal Revenue Service

Form W-2, Wage and Tax Statement, including any tips received by the employee not reported

Underline denotes added text. Strikeout denotes deleted text.
December 3, 2014
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APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
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on the W-2, and noting any bonus paid, including but not limited to cash or the use of real or

personal property.

PAYROLL EXCLUSION OPTION:

OPTION 11: Exclude employees already providing financial information to the Bureau from
the payroll portion of the transactions report. This would exclude key employees, owners, etc.
This would not exclude work permit holders or those in positions that do not require
Commission approval (office receptionist, accountant).

Employees that are required to submit tax filings and other financial information to the

Bureau with their initial and renewal license applications may be excluded from the payroll

report.

Note: Authority cited: Sections 19811, 19823, 19824, 19840, 19841, 19901 and 19984, Business and Professions
Code. Reference: Sections 19824, 19826, 19841, 19853, 19866, 19901 and 19984, Business and Professions Code.

§ 12329. Shelf Approval.

(a) Shelf approval is a preliminary approval by the Commission of a term sheet or

memorandum of understanding between a licensee and another party involving a proposed

transaction for the sale, in whole or in part, of a gambling enterprise, TPPPS company, or

gambling business. A shelf approval shall not constitute an action by the Commission within the

meaning of subdivision (b) of section 19906 of the Business and Professions Code.

(b) Submissions of a request for transaction shelf approval shall include a term sheet or

memorandum of understanding. The following matters shall be addressed in the submission, as

applicable:
(1) The names and contact information of all parties to the transaction, and a statement for

each party indicating if the party is a licensee.

(2) The material terms and conditions of the transaction.

(3) The default conditions related to the transaction, specifically any securitization or

collateralization used in the transaction.

(4) Any metrics used in assessing covenants.

(5) Any conversion aspects.

Underline denotes added text. Strikeout denotes deleted text.
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APPROVAL OF TRANSACTIONS AND ENFORCEMENT OF SECURITY INTERESTS
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(6) Organizational documents that define the rights to control and distribute profits.

(c) After review, the Bureau shall forward the request to the Commission for approval, and

may include a recommendation pursuant to subdivision (a) of section 19826 of the Business and

Professions Code.

(d) A shelf approval shall be valid for a period of 12 months, but may be extended upon

approval of the Commission. After a shelf approval expires, a new request for approval must be

submitted if shelf approval is still needed.

(e) A shelf approval may be rescinded by the Commission. The rescission shall be in writing

and shall set forth the reasons for the rescission, which shall be determined on a case by case

basis.

Note: Authority cited: Sections 19811, 19823, 19824, 19826, 19840, 19841, 19900, 19901 and 19984, Business
and Professions Code. Reference: Sections 19823, 19824, 19826, 19841, 19866, 19870, 19900, 19901 and 19984,
Business and Professions Code.

§ 12330. Compliant Transactions Deemed Lawful.

Any transaction not otherwise prohibited by the Act or by the requlations of the Commission

or the Bureau that is included in the annual financial reporting, completed in accordance with

Section 12313, shall be deemed lawful for the purposes of Business and Professions Code
section 19901.

Note: Authority cited: Sections 19811, 19823, 19824, 19840, 19841, 19853, 19858, 19900, 19901 and 19984,
Business and Professions Code. Reference: Sections 19824, 19841, 19900, 19901 and 19984, Business and
Professions Code.

CHAPTER 2.1. THIRD-PARTY PROVIDERS OF PROPOSITION PLAYER SERVICES:

REGISTRATION; LICENSING.

ARTICLE 1. DEFINITIONS AND GENERAL PROVISIONS.

Underline denotes added text. Strikeout denotes deleted text.
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CHAPTER 2.1. GAMBLING BUSINESSES: REGISTRATION; LICENSING.

ARTICLE 1. DEFINITIONS AND GENERAL PROVISIONS.

Underline denotes added text. Strikeout denotes deleted text.
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