

































































































































































noted: “The Macao casinos are a major center of Asian organized crime activity, including money

laundering and loan sharking, and while the exact role of Yip Hon and Stanley Ho in such criminal

activity is unclear, they have specifically been linked to a number of criminal figures.”*?

Other United States government agencies have noted Stanley Ho’s association with the
organized crime groups that operate in his casino’s VIP rooms. In its 2007 annual report, the United
States Department of State, Bureau of International Narcotics and Law Enforcement Affairs,
specifically commented on Macau’s casino gaming operations noting, in pertinent part, that “[u]nder
the old monopoly framework, [i.e., when STDM was the sole casino operator in Macau], organized
crime groups were, and continue to be, closely associated with the gaming industry through their
control of VIP gaming rooms, and activities such as racketeering, loan sharking and prostitution.”
Virtually identical language was included in the Bureau of International Narcotics and Law

Enforcement Affairs’ annual reports for Macau in 2003, 2004, 2005, and 2006.*¢

Through his leadership position and ownership control of SIM, Stanley Ho continues to
associate with individuals in the Macau gaming industry who are connected to organized crime.

Specifically, a number of casinos in Macau are referred to as third-party—promoted casinos and are

*1d, at 173, 184. The materials explain that, “[a]lthough Stanley Ho has been tied to organized crime figures
such as Yip Hon and Lau Wing Kui, he does not meet the Subcommittee’s strict criteria for identification as an ‘Asian
Organized Crime Figure.” The Subcommittee requires two independent law enforcement sources to identify an individual
as a member or associate of an organized crime group for such identification to take place. Additionally, the
Subcommittee Staff was not able to establish Ho's ties to a specific criminal group.”

*See also International Crime Threat Assessment, Chapter III, Worldwide Areas of International Criminal
Activity - China, p. 21. (2000), available at http. www.fas. org/irp/threat/pub45270chap3.himl (visited on November 3,
2008) (noting that organized crime dominates Macau gaming industry and commenting that “Macau business tycoon
Stanley Ho, a reputed organized crime figure, controls the gaming monopoly that has the sole license for casino gambling
in Macau.”).
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engaged in gaming activities through a management or income sharing agreement with SJIM. In each
arrangement, monies are paid to SJM by owners of the casino property in accordance with the terms

ot an agreement with SJM. In numerous instances, the owners are alleged to be associated with

. : 47
organized crime.

B. PANSY HO HAS FAILED TO DEMONSTRATE PERSONAL, FINANCIAL, AND
PROFESSIONAL INDEPENDENCE FROM HER FATHER AND THE COMPANIES
UNDER HIS CONTROL

Pansy Ho’s familial relationship to her father, as well as her business relationships and
tinancial interconnections with him, created the opportunity and formed the foundation for her joint
venture with MGM that is the subject of this review. Indeed, she initially participated in the
negotiations with MGM as her father’s representative and took the lead individually only after
members of the NGCB informally advised MGM that any ongoing arrangement with Stanley Ho and
entities under his control was problematic. She has advanced professionally through positions and
titles in companies that her father controls or that derive a significant portion of their business from
Stanley Ho-owned entities. She has accumulated the vast majority of her wealth through gifts from,
and business relationships with, her father. Pansy Ho’s receipt and acceptance of financial benefits
and professional opportunities from her father raise suitability issues where her involvement in the
project results from her father’s reputation, inﬂ.uence, business connections and financial resources, as

opposed to just receiving gifts in the ordinary course. Simply put, not only are the financial

*7SIM has entered such arrangements with numerous individuals, including Heung Wah Keung, 1dentified by the
1992 United States Senate Report as an office bearer in the Sun Yee On triad, and Albert Yeung, identified in MGM’s due
diligence as a reputed office bearer in the Sun Yee On triad.



connections to her father related to her primary and continuing source of income, but they serve to

establish her position in the same field as her father: gaming in Macau.*®

Pansy Ho has depended upon companies controlled by Stanley Ho for the majority of her pre-
joint venture income and professional advancement. While Stanley Ho is the Group Executive
Chairman and the largest individual shareholder of Shun Tak, Pansy Ho has assumed the role of the
public face of Shun Tak and has held its highest operational title, Managing Director, since 1999.*
She is also the company’s second largest individual shareholder. Without considering any income
that she may be receiving now from the joint venture, Pansy Ho has historically relied on Shun Tak as
her prim;clry source of income. She has historically derived the vast majority of her taxable income
from Shun Tak; for tax years 2004, 2005, and 2006, she earned at least 97% of her total reported
earned income from Shun Tak.*® Furthermore, her total compensation from Shun Tak more than

doubled during the time in which she was acquiring funding for her contribution to the joint venture.

®Other casino regulatory agencies have expressed concerns that Stanley Ho might be behind an application for
licensure submitted by a family member. In 1996, Stanley Ho’s wife and two of his daughters, Daisy and Maisy Ho,
submitted an application for a casino license with the British Columbia Gaming Commission (“BCGC"). The regulators
found “‘support for the proposition that Dr. Ho was quite capable of exerting undue influence given his great wealth,”
noting the potential for undue influence by Stanley Ho upon his family members, specifically, in that instance, his wife.
His wife ultimately declined to provide full disclosure of Stanley Ho's financial information to the BCGC, which, in tumn,
rejected the application for licensure.

Moreover. in 2004, the Alderney Gambling Control Commission (*AGCC™), concerned that Stanley Ho might
be involved in his daughter company, conducted a special investigation into the company. At the close ofits
investigation, the AGCC expressed concerns about the “reputation” of Stanley Ho and whether he could influence .

company. It further concluded that “'it would be difficult to separate the business activities of from that
of her father, Stanley Ho, and it was likely that her involvement may have been a front for her father.”

*In January 1995, on the recommendation of her father, Pansy Ho joined the Shun Tak Board as a director.

These figures were derived from the earned income as reported on Pansy Ho's Hong Kong tax returns. and do
not include more than $2.6M in dividend income from Shun Tak stocks that she earned in this period.



Pansy Ho has also received significant éompensation from STDM and STDM-related
entities.”’ Between January 2001 and June 2006, Pansy Ho received more than $1.87 million from
STDM. Similarto her compensation pattern at Shun Tak, payments by STDM to Pansy Ho increased
in the interim between the signing of the Shareholders Agreement and the parties’ contributions of
equity to the joint ven-ture. For the fiscal years ending March 31, 2004 through March 31, 2005,
Pansy Ho’s total payments from STDM increased by 38.3%, from $167,949 to $232,319. For the
fiscal year ending March 31, 2006, those STDM payments had increased to $1 ,020,206, or an increase
of ‘339% from the prior fiscal year. Beginning in 2002, STDM paid Pansy Ho an annual Director’s
Entertainment Allowance of $64,000. She stated that this is an entertainment allowance given to
STDM board members to conduct business on behalf of STDM. In August 2004, STDM gave Pansy
Ho $64.000 as a past due “Insurance Allowance” for calendar years 2002 and 2003. She testified that
she was n_ot exactly sure as to the specific purpose of this payment, but believed it might have been
related to the purchase of insurance for STDM employees. In April 2005, two weeks before the
official signing of the Subconcession Agreement, STDM paid Pansy Ho a special director’s bonus of
$641,000. In addition, bank records reflect that, in 2005, Pansy Ho received $126,000 as a dividend

on her 100 shares of STDM stock for years 2002 and 2003. She has stated that STDM only started

*'One of those entities is Air Macau, a Macau-based company that is fourteen-percent owned by STDM. Pansy
Ho testified that her father appointed her to serve as an executive director on the Board of Air Macau as a corporate
representative of STDM to supervise the company’s interests in Air Macau. In that capacity, she receives monthly salary
checks from Air Macau, regularly attends board meetings, and is involved in policy-making decisions and the oversight of
the operational management team. Between January 2001 and June 2006, Pansy Ho received more than $425,000 in total
compensation from A:r Macau.
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paying dividends again that year after changing its tax structure and having a better cash position. In

November 2005, STDM issued Pansy Ho another dividend payment for $85,000.3

Pansy Ho’s personal business affairs derive substantial revenue from entities controlled by her
father. Pansy Ho has two wholly owned personal businesses that have significant business
connections to Shun Tak as well as STDM. Since 1998, one of the companies has had a $25,000 per
month retainer agreement with STDM to serve as its marketing and public relations consultant.
Between 2001 and 2004, Pansy Ho received approximately $1 million in payments from these

entities.

Additionally, STDM compensates Pansy Ho for her active involvement in STDM’s corporate
governance. Pansy Ho téstiﬁed that, although she attends STDM meetings of the directors, she does
not have any day-to-day involvement in the company or its subsidiaries. However, Pansy He’s role as
an STDM Director is not simply a passive one. She testified on several occasions in Macanese legal
proceedings as the corporate representative for S'[“DM,5 ¥ and serves as an STDM representative on

several STDM-related entities. On at least one occasion in June 2005, she served as Stanley Ho’s

na September 11, 2007 letter, Pansy Ho confirmed that “neither my sister, Ms Daisy Ho, nor filed tax returns
in Macau SAR between 1995 and 2006.” In an April 9, 2008 letter 10 counsel, the Division requested additional
information from Pansy Ho regarding her tax obligations to the Macau government. Specifically, the letter requested (a)
*“a letter indicating whether or not any type of economic benefit paid to or received by Miss Pansy Ho ... from STDM,
STDM related entities and Air Macau, as well as Destinations Network, are subject to tax by government authorities in
Macau”; (b) the amount cf taxes, if any, paid on behalf of Pansy Ho by each such entity for tax vears 1995-2007: and (c)
documentation evidencing any type of tax payment or withholding. In letters dated June 25, 2008, both Pansy Ho and
Daisy Ho indicated that they were “awaiting information from third parties and will revert to you on this matter in due
course.” Pansy Ho stated in sworn testimony that she believed that “an entity which gives a direct remuneration to us, will
have already taken care of that tax filing, vis-a-vis the government. So our payments are net of government taxes.” Daisy
Ho also characterized the withholding of taxes as the obligation and duty of the employer. To date, they have provided no
further information or documentation in response to the April 9, 2008 letter.
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representative at an STDM General Assembly meeting. Additionally, evidence suggests that she has
been involved with STDM’s business and gaming activities outside of Macau, including a J anuary
2007 trip to Kazakhstan at her father’s request to assess gaming and non-gaming development
possibilities on behalf of STDM and Shun Tak.™* Wong Sing Wah accompanied her on that trip.*®
Pansy Ho's position as an STDM board member has also provided her at least an indirect involvement

in SJM’s significant strategic and investment decisions.>®

MGM executives recognized the problems posed by Pansy Ho’s presence on the STDM
Board. In a May 24, 2004 e-mail to Lanni, Rosevear, and Murren, Jacobs commented, “I should note
that Pansy is on the board of STDM — it would not surprise me if Nevada asks her to step down from
that position.” In a February 22, 2005 e-mail to Lanni, Rosevear, and Murren, Jacobs recounted a
conversation with a high-level Macau official concerning Pansy Ho’s STDM directorship. In

pertinent part, the e-mail stated:

Pansy is a member of the board of STDM,; this is being and will be
used against us as showing too close a link to SJM (note — we have
previously discussed this internally, and I have raised it with Pansy,
C.Y. and David Stannard as a problem we could anticipate; Pansy’s
response is that she needs to be on the Board to protect Shun Tak’s’

*Pansy Ho has asserted, through counsel, that Macanese law precludes her from providing information regarding
the nature or substance of her testimony in these proceedings.

**STDM also has investments in companies with gaming operations in North Korea, Portugal, and Vietnam.

*See infra, at 23 (discussing Wong Sing Wah’s involvement in VIP rooms and alleged connections to organized
crime).

**She testified also that the STDM Board has no involvement with SJM’s casino operations, although she
acknowledged that STDM must approve any significant or major transactions entered into by SJM. She also
acknowledged that the decision to go forward with SIM’s initiai public offering required the approval of the STDM board.

The July 2008 SJM initial public offering states that Stanley Ho and STDM are the controlling shareholders of STM
Holdings, implicating their control of SJTM, as well.
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investment and investor equilibrium at the STDM level, and that she
does not/will not be involved in the SJM aspect of STDM (STDM has
vast other holdings). [The government official] clearly thinks Pansy
needs to step down from STDM; I do not disagree.’

This correspondence evidenced MGM'’s concerns about their joint venture partner being involved with

this Stanley Ho-controlled entity.

Pansy Ho relied on individuals associated with companies owned and controlled by her father
for professional and technical services. Throughout the joint venture negotiations and formation,
employees of Shun Tak and other individuals associated with Stanley Ho assisted Pansy Ho.
Throughout the negotiations and the formation of the joint venture, Pansy Ho and Wong negotiated
with MGM on behalf of Pansy Ho individually. In fact, when MGM abandoned plans to establish a
joint venture with Shun Tak in favor of a joint venture with Pansy Ho individually, the faces at the
negotiating table—Pansy Ho and Wong—remained the same. She also relied on other Shun Tak

employees for financial and land use assistance.

Pansy Ho’s positions with Shun Tak and STDM, her father’s influence and control over SJ M,
and her relationship with her father were indispensable in SIM selling a subconcession to the joint
venture, as well as the joint venture’s ability to secure the concession at a discounted price. MGM has
acknowledged that various aspects and favorable outcomes of the Jjoint venture's negotiations with
SIM were a result of the father/daughter relationship between Stanley and Pansy Ho. When asked if

Pansy Ho's relationship with her father was “instrumental” in getting the subconcession from SIM,

*In his swom testimony, Jacobs qualified the sentiments expressed in his e-mail. He stated that, based on his
conversations with Pansy Ho, Stannard, and others, as well as his understanding of her role on the STDM board, it was
appropriate for her to remain on the STDM board.
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Jacobs replied “Oh, I'm sure. I couldn’t go and get one.” Jacobs candidly stated that he did not think
the subconcession would have been available unless Pansy Ho was involved. He noted, “[t}hat’s why
we pay the premium in order to be in business with her because it was our conclusion we couldn’t
have gotten, come hell or high water for anything because it was a unique commodity and, sure, I
mean, as parents, [ help my kids.” Similarly, the joint venture obtained the subconcession at a cost of
$200 million when its value was, arguably, much greater. Rosevear acknowledged that MGM would
have been willing to pay a higher amount. In sum, as acknowledged by MGM, MGM ultimately
partnered with Pansy Ho under this arrangement because of her personal and business connections to

her father and the companies under his control.

In addition to Stanley Ho’s remuneration to Pansy Ho through companies he controls, Stanley
Ho has also given her numerous sizeable gifts. These substantial and continuing gifts provided to
Pansy Ho by her father carry with them a degree of influence that is relevant to the independence
analysis. Pansy Ho receives from her’ father monthly contn'butionls and other significant cash
payments on an annual basis (e.g., birthday presents). Between January 2001 and June 2006, these

8 Her father has also gifted her significant interests in real estate

gifts totaled almost $5 million.”
assets, with those gifts accounting for ninety-six percent of the total estimated value of the real estate

portfolio identified in her January 2006 MJ-PHD filing. In early 2004, Stanley Ho provided her, in

two transactions, with $16.6 million dollars as a gift to purchase a residence in Hong Kong.” A

**In addition to gifts from her father, on May 13, 2004 and May 31, 2004, respectively, Daisy Ho and Pansy Ho
each also received a gift of HK $5 million from their mother, Lucinda Ho. Daisy Ho testified that *’she [my mother] called
me and said | want to give all the girls a gift, a cash gift.” Daisy Ho continued, "I thought it was s0 odd.”

¥The purchase price for the property was $15.2 million. Pansy Ho retained the surplus $1.4 million as a gift.
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separate parcel of real estate, gifted to Pansy Ho and her sisters by her parents, was sold in March
2004 with Pansy Ho and Daisy Ho receiving $2 million. Added to these transactions are substantial
gifts provided to Pansy Ho by her father via the Pansy Ho Trust, the Cordoba/Petunia Trust, the 2002

Shun Tak Rights Issue, and the Alpha Davis transaction.®’
i) Pansy Ho’s Relationship With Individuals Who Are Not Suitable

Apart from her financial, professional, and personal dependence upon her father, Pansy Ho’s
relationships with several other individuals who are known or alleged to be associated with organized
crime independently call into question her personal suitability and MGM’s business association with
her. Those individuals include Gilbert Yeung, Albert Yeung, and
Albert Yeung’s brother Yeung Hoi Sing, Sonny (“Sonny Yeung”). Pansy Ho, herself, however, has

no criminal convictions and no bankruptcies.

n 2004, Pansy Ho and Daisy Ho, on behalf of Shun Tak and a wholly owned subsidiary of Shun Tak,
negotiated for the acquisition ot development rights for an undeveloped parcel of land adjacent to the Macau Tower. Shun
Tak and the subsidiary would pay HK $1.5 billion, in equal proportions cash and Shun Tak stock, to the selling entity,
which was controlled by Stanley Ho. The selling entity designated a new entity, Alpha Davis [nvestments Limited (**Alpha
Davis"), to be the recipient of the 148.9 million shares of stock received by Stanley Ho as proceeds of the sale. The
owners of Alpha Davis, and their effective percentage of ownership, are, as follows: Stanley Ho. 47%; Pansy Ho, 27.03%;
Daisy Ho, 20.67%; and Maisy Ho, 5.3%. Per the testimony of Pansy Ho and Daisy Ho, Staniey Ho created Alpha Davis in
order to gift the Shun Tak shares to his three daughters. Thus, despite participating in negotiations on behalf of Shun Tak
during the transaction, Pansy Ho stands to receive more than 40 million Shun Tak shares from the transaction when it
closes in June 2009.
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Pansy Ho has had personal relationships and financial transactions with various member of the
Yeung family. Pansy Ho was also involved in a relationship with Gilbert Yeung in August 2000.
During that time, Gilbert Yeung was arrested and charged with drug possession. Pansy Ho also

indicated that Gilbert Yeung misappropriated some of her money at the end of their relationship.
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Pansy Ho has also had financial transactions with Gilbert Yeung’s father, Albert Yeung. Albert
Yeung is a partial owner of the Emperor Palace Casino in Macau, which operates under an SIM
concession. He also controls several VIP rooms in Macau casinos. Albert Yeung has two previous
felony convictions in Hong Kong, including a 1986 conviction for illegal bookmaking, and is a
reputed member of an organized crime group. In her testimony before the Division, Pansy Ho stated

she was aware of public reports
that indicated that Albert Yeung was associated with triads, and was aware that Albert Yeung vhad
“trouble with the police and had been investigated by the Commercial Crime bureau.” Pansy Ho’s
bank records indicate that, in April 2001, Pansy Ho deposited a check for approximately $166,000
from Albert Yeung into her savings account. Pansy Ho has stated that the payment by Albert Yeung

reimbursed her for funds she had loaned to Gilbert Yeung in 2000.

Pansy Ho has also had several financial transactions with Gilbert Yeung’s uncle. Sonny
Yeung, who is also a reputed member of a triad. He is a partner with SIM in the Ponte 16 casino
resort project and involved in VIP rooms in Macau. She stated that she had presented her allegation
that Gilbert Yeung had misappropriated her funds to Sonny Yeung and had threatened to notify the
police if she were not reimbursed. Pansy Ho testified that Sonny Yeung made regular payments to her

totaling approximately $461,000 to reimburse her for monies misappropriated by Gilbert Yeung.
(11) Daisy Ho

Daisy Ho’s position as a Class A director of the joint venture, her financial support of Pansy
Ho in meeting her equity requirements and developing Site B, and Daisy Ho’s financial and

professional relationships with her father and companies under his control merit discussion of Daisy
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Ho’s relationship with her father and his compam’es.(’I In fact, Daisy Ho has benefited from many of

the same professional and personal relationships, gifts, and transactions detailed above in respect of

Pansy Ho.

Daisy Ho has advanced professionally and holds leadership positions within companies
controlled by Stanley Ho. She is the Deputy Managing Director, Chief Financial Officer, and the
third-largest individual shareholder of Shun Tak, which is the primary source of her personal income.

Daisy Ho serves on the STDM Board as Shun Tak’s corporate representative, as well as serving as

STDM and Stanley Ho’s owner representative for Shun Tak Centre, the building housing Shun Tak’s

corporate offices.

She has accumulated her wealth tHrough her employment at her father’s companies and his
substantial gifts to her. Financial records and her testimony indicate that her annual STDM
compensation is gpprox.imately HK $1 million. She also receives an annual entertainment allowance
of $64,000, as well as in-kind benefits through an STDM charge account. Additionally, her father’s
gifts have allowed Daisy Ho to substantially increase her ownership interest in Shun Tak through the

2002 rights offering®? and the Alpha Davis transaction.®®

' Between December 2004 and March 2005, Daisy Ho made approximately $587,000 in payments for the
professional costs relating to the development of Site B. Pansy Ho reimbursed her for these expenditures in July

2005.

®2Gee discussion of 2002 rights offering, supra at note 31.

%See discussion of Alpha Davis transaction, supra at note 60.



Stanley Ho provides her a monthly allowance of $25,000, as well as annual birthday gifts.
Additionally, as noted above, her mother gave her HK $5 million (US $641,000) as a gift in May
2004. She benefited from her father’s establishment and funding of the Daisy Ho Trust, from which
she provided the bulk of her loan to Pansy Ho for the joint venture equity contribution. She, along

with Pansy Ho and a third sister, was a beneficiary of the Cordoba Trust, and its subsequent

distribution into sub-trusts.®*

VI. MGM’S COMPLIANCE EFFORTS

A. FACTUAL BACKGROUND

As with other gaming companies, the MGM Compliance Committee was designed to “identify
potentially unsuitable situations, potentially unsuitable persons’ and to function as an internal “quasi-
gaming regulatory body.” Lanni testified that an etfective compliance program required a “proactive
and well-informed™ Compliance Committee that is made aware of significant issues, particularly

those relating to suitability, early enough to engage in a meaningful review of the issues.

MGM’s Compliance Committee learned little about the company’s plans in Macau or the
background of the entities and individuals with which it sought to partner. The minutes from the
Compliance Committee meeting of February 11, 2002 reflect that the Committee was advised that
“the company was not selected as one of the three finalists for a license to be issued in Macao.”
Minutes from subsequent meetings indicate that the Committee did not discuss anything related to the

subject of Macau, Stanley Ho, Pansy Ho, Shun Tak, and STDM again until approximately two years

%See discussion of Cordoba Trust, supra at note 30,
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later at its February 19, 2004 meeting. While MGM and Shun Tak were negotiating the terms of a
proposed joint venture from early 2003, the Committee received no due diligence information or
reports gathered or produced by the MGM Corporate Security Department on Stanley Ho, Pansy Ho,
Daisy Ho, or Shun Tak. During this same period, MGM’s Compliance Officer also did not receive

any due diligence information or reports relating to Macau.”

MGM did not provide its Compliance Committee with information that would have been
relevant to its consideration of the Macau joint venture. According to its minutes, the Compliance
Committee first learned of MGM’s potential joint venture with Pansy Ho at its February 19, 2004

meeting. The minutes state:

Gary Jacobs then discussed a potential joint venture in Macau with
Pansy Ho, daughter of Stanley Ho. Mr. Jacobs indicated that he has
discussed this potential joint venture extensively with the Company’s
gaming regulators. Also, he reported that Corporate Security has
completed a background investigation on Pansy Ho, and such report
has not generated any derogatory information about Pansy Ho.

Earlier minutes reflect that the Committee was not informed about the proposed Shun Tak/SIM
relationship or the regulatory concerns about Stanley Ho and his affiliated entities raised informally by
the Nevada regulators. The minutes are devoid of any indication that Jacobs informed the Committee
of the derogatory information that MGM possessed regarding Pansy Ho, including her relationship
with Gilbert Yeung, the reputation of his father, Albert Yeung,

Similarly, the minutes reflect that the Compliance Committee did not consider Pansy Ho’s financial

and business relationships with Stanley Ho.

“*Edwards, MGM’s head of Corporate Security, testified that he provided all of his Macau due diligence
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The Compliance Committee did not learn of the terms and structures of the deal until after the
June 19, 2004 signing of the joint venture’s Shareholder Agreement. The Committee did not receive
the April 13, 2004 Executive Summary, which was presented to the MGM Executive Committee,

regarding the terms and structure of the joint venture, until August 21, 2004, despite having a meeting

on May 17, 2004.

Jacobs, although aware of derogatory information in MGM’s possession and a member of the
company’s Compliance Committee, did not share that information with the Committee or MGM’s
Compliance Officer, Bryan Wright (“Wright”). As a corporate officer as well as a member of the
Compliance Committee, Jacobs had obligations in both roles. When asked about his failure to inform
the Compliance Committee of the derogatory information, he attributed it to *some sloppiness in our
procedures.”*® Both Lanni and Jacobs acknowledged that MGM should have shared its due dili gence

with the Committee by July 2003, when MGM and Shun Tak had reached a general consensus on the

structure of a proposed joint venture.®’

MGM did not engage in or request from a private firm any investigation or analysis of her

independence trom her father or of her financial resources, including her source of funds for the

informarion to Jacobs only, to whom he reported on all matters.

**Jacobs also indicated that he did not bring it to the attention of the Committee because the responsibility of
reporting matters to the committee was the responsibility of his subordinate, Wright. That justification carries little weight
because Jacobs did not give him the reports until much later. Jacobs was aware that Wright had no access to backgrcund
and due diligence reports requested by either Jacobs or Lanni unless the requestor provided a copy of those reports to
Wright. ‘ :

Y"MGM executives similarly did not apprise the Committee regarding the company's discussions with NWD and
Chan. In 2001, despite the MGM Executive Committee’s June 2001 resolution authorizing MGM to negotiate a joint
venture agreemeni with NWD and correspondence hetween the parties conceming specific corporate structures and



transaction, net worth, income sources, or business or tinancial relationships. Beginning in October
2003, when Pansy Ho individually was identified as MGM’s joint venture partner, the company was
aware that the central regulatory issues were Pansy Ho’s independence trom her father and her source
of funds for the joint venture. Wright, Edwards, and Gebhardt testified that neither Jacobs nor any

other MGM executive asked them to investigate these areas.

Additionally, MGM failed to timely disclose the due diligence within its possession to New
Jersey, Nevada and Mississippi regulators. On October 14, 2004, Jacobs provided an MGM Mirage
Corporate Security report, captioned “Shun Tak”, to New Jersey regulators. In the cover letter, Jacobs
stated that “enclosed are materials we have on Pansy and Daisy.” The letter noted, “[S]ince we have
access to public sources, these materials are limited. With their filings and releases, you will, of
course, be able to go deeper.” As noted in this report, beginning in early 2003 MGM possessed a
significant amount of derogatory due diligence relating to Stanley Ho and Macau’s casinos, as well as
information about Pansy Ho, much of which was incorporated into MGM Corporate Security
Background reports that were shared with senior MGM executives. Regarding the transmittal letter to
New Jersey, Jacobs testified that he “should have been clearer” that “this was not everything we

[MGM] had.” He characterized it as “probably ... a miscommunication.”

MGM provided Nevada and Mississippi regulators the identical MGM MIRAGE Corporate
Security Background Report that it had provided to New J ersey. NGCB has advised the Division that

MGM admitted that it had “failed” to provide certain due diligence documents during its investigation

tinancial terms, the Compliance Committee's minutes do not indicate that it received any information regarding the entities
or individuals involved. Simiiarly, the Committee’s minutes contain no references to Chan,
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and “that the flow of information relating to its then constituted Compliance Committee was not

adequate.”®®

B. MGM FAILED TO APPRISE ITS COMPLIANCE COMMITTEE AND REGULATORS OF
ALL RELEVANT INFORMATION IN A TIMELY MANNER, AND LEFT UNEXPLORED
KEY QUESTIONS RELATED TO PANSY HO’S SUITABILITY

MGM fell short of its obligations to its Compliance Committee and its regulators in
conducting and disclosing pertinent due diligence in a timely fashion. The minutes of the Compliance
Committee meetings reflect that MGM executives did not disclose, let alone discuss, virtually any
aspects of the Company’s development activities in Macau with the Compliance Officer and
Committee. Despite possessing a significant amount of derogatory information, much of which was
incorporated into various written investigative reports, neither Jacobs nor Edwards, both members of
the Compliance Commiittee, provided any of these documents to the company’s Compliance Officer
or the Committee as a whole. In addition, with the exception of one report that omitted the bulk of
derogatory information in the company’s possession, MGM did not share any other due diligence with
the Division of Gaming Enforcement. Rather, the Division uncovered certain due diligence that

MGM possessed in the course of its investigation of the joint venture.

“$ In a letter dated April 4, 2008 to the Division regarding MGM’s admitted compliance failures, the NGCB
advised that:

...certain Nevada related factors should be considered: (a) while various information
is required to be provided to Compliance Committees pursuant to the terms of their
Compliance Plans. the NGCB views such requirements as guidance for self
governance rather than an automatic grounds for discipline; and (b) none of the
NGCB Members, in their discretion, pursued disciplinary action regarding the matters
detailed in the referenced sections of the Investigative Reports as they were not
deerned serious enough to warrant such action in view of the totality of the
investigation regarding compliance with the Foreign Gaming Act.
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Moreover, once MGM became aware in the fall of 2003 that Pansy Ho was to be its joint
venture partner, company executives knew that Pansy Ho’s independence from her father was,
according to Jacobs, “from a due diligence standpoint or a regulatory standpoint the key issue.”
Nevertheless, MGM failed to investigate the issue, conducting no due diligence on the question of
independence or Pansy Ho’s personal financial resources or business relationships. It assumed
independence, ignoring the ample evidence within its possession to the contrary, including:
knowledge that the individuals participating in the negotiating and formation of the joint venture did
not change when Pansy Ho individually replaced Shun Tak; knowledge that Pansy Ho was borrowing
to finance her equity contribution, and sought to obtain the funds directly from Stanley Ho mere days
before the joint venture’s formation; and knowledge that Pansy Ho held leadership and governance
positions in companies controlled by Stanley Ho. In short, MGM cannot now claim surprise at the
extent of her dependence upon her father’s financial and corporate resources when it failed to pursue

the requisite investigation into these issues on its own.

MGM'’s efforts to obtain a letter from the Macau government attesting to the integrity of
SJM’s gaming operations and the probity of that company’s major shareholders (including Stanley
Ho) evidences a lack of commitment and sensitivity to compliance and the role of regulators. As set
forth above, MGM was in possession of derogatory information relating to Stanley Ho and his
companies. Despite believing that Stanley Ho was unsuitable for regulatory purposes, Jacobs took a
lead role in drafting the August 1, 2003 Secretary Tam letter. In addition, although MGM knew that
the NGCB possessed the Secretary Tam letter, the company failed to present the derogatory due

diligence in its possession that undercut the letter’s very assertions. On this record, MGM’s
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presentation of the Secretary Tam letter to members of the NGCB constitutes an unacceptable

compromise of regulatory integrity in favor of business interests.®’

VII. CONCLUSION

Pansy Ho’s relationship with her father, the central role that he and his companies have played
in her successes and the formation of the joint venture, and her associations with persons alleged to be
associated with organized crime render her susceptible to influence by unsuitable persons. The joint
ventﬁre Shareholders Agreement provides no mechanism for dispute resolution other than the
agreement of both parties. While MGM points to that provision as assurance that the joint venture
will act in a manner that is consistent with MGM’s regulatory obligations by requiring MGM
approval for all significant actions, the converse is also true: all significant actions by the joint venture
will require the approval of Pansy Ho. Given the extent of STDM, SJM, and Stanley Ho’s influences
and involvement in gaming in Macau, and the multiple roles that Pansy Ho plays in the Stanley Ho
empire, the possibility of Pansy Hd ’s competing and conflicting interests influencing the operation of

the joint venture’s casinos is real and significant.

In addition to and apart from questions of suitability related to the parties with whom MGM
has entered into the joint venture, its conduct in pursuing and consummating that venture raises
concerns about its commitment to corporate regulatory integrity. In several instances, MGM’s

conduct evidences a willingness to seek partnerships with persons it knew to be associated with or

“The Secretary Tam letter was also provided to Mississipp: regulators. MGM never presented the letter to
the Division.
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alleged to be associated with organized crime. Additionally, the company failed to conduct due
diligence on issues that it acknowledged were important to regulators, primarily whether Pansy Ho
was sufficiently independent from her father. Finally, MGM minimized the role and effectiveness of
its own Compliance Officer and Committee, by failing to present to its Compliance Officer and

Compliance Committee complete and timely due diligence relating to the negotiations, the joint

venture, or its partner.

In sum, the joint venture between MGM and Pansy Ho was the culmination of a concerted
effort by MGM to enter the Macau market. The Macau market represented to MGM not only a fast-
growing and lucrative gaming market in Asia, but also an important market from which it could
attract additional clientele to the company’s Las Vegas properties. MGM believed that it had to
establish a presence in Macau, which it did by securing a local partner, obtaining a subconcession,
identifying and gaining approval for development on a particular parcel, and ultimately constructing
and opening a casino. Its efforts and actions in Macau furthered those corporate objectives. As a
licensed entity in the State of New Jersey, however, MGM must at all times satisfy its statutory
obligations. Here, the lack of personal, financial, and professional independence of its joint venture
partner from an individual acknowledged to be unsuitable, the partner’s own questionable personal
suitability, and MGM’s failure in compliance and disclosure, lead the Division to conclude that

MGM’s joint venture partnership in Macau does not satisfy its obligations under the Act.

VIII. RECOMMENDATIONS

Based upon the information contained in this Special Report and revealed pursuant to the

Division’s investigation, the Division recommends that the Commission find Stanley Ho to be an
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unsuitable person under the Act. The Division’s recommendation is supported by the opinions of
MGM senior executives, MGM’s own due diligence, the actions of other casino regulatory agencies,
Stanley Ho’s continued business ties to persons associated with organized crime, and the Division’s
own investigation. In addition to his substantial, although indirect, funding of Pansy Ho’s joint
venture equity contributions, Stanley Ho was present at every major event leading to the opening of
the joint venture, including the signing of the joint venture agreement at his personal residence, the

groundbreaking, and the grand opening. In most 1f not all instances, he was present at the invitation

of MGM.

The Division recommends that the Commission also find Pansy Ho to be an unsuitable person
under the Act based on her dependence upon her father and her association with individuals
connected to organized crime. The Division's recommendation is supported by the fact of her direct,
substantial, and continuing business and financial ties to her father, Stanley Ho. Historically, almost
all of her income and accumulated wealth was directly attributable to him, or entities controlled by

him. The majority of the assets used to fund her interest in the joint venture with MGM came directly

or indirectly from Stanley Ho.

The Division also recommends that the Com;nission find that Pansy Ho is not independent of
her father, Stanley Ho. The closely intertwined financial and business associations that support a
negative finding on her individual suitability similarly require a determination that Pansy Ho lacks
independence from her father. Her controlling position at Shun Tak and her presence on the STDM
Board present obvious conflicts with the MGM joint venture that leave her vulnerable to the potential
influence or control of her father or his associations. Moreover, her involvement with MGM in the
very industry in which her father’s organized crime associations, both past and present, are linked
give the Division extreme concern. Aside from the significant evidence of substantial and continuing
business and financial connections to her father, genuine concerns about Pansy Ho’s lack of

independence are evidenced by, among other issues, the pervasive involvement of individuals
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associated with or employed by Stanley Ho or the entities he controls, her January 2007 trip to
Kazakhstan on behalf of STDM/Shun Tak, her representation on behalf of her father at a STDM
General Assembly meeting, her designation as a representative of STDM to testify in court
proceedings, and Stanley Ho's appearance at the MGM Grand Macau’s opening in December 2007.
These economic and professional ties to her father demonstrate a lack of the independence necessary
to insulate the joint venture from the potential of influence or control by Stanley Ho, his business

entities, or associates.

Separate and apart from her father’s organized crime associations, Pansy Ho herself

has been involved in several financial transactions with other

individuals reputed to have triad associations.

The Division also recommends that the Commission find that MGM failed to follow its own
internal compliance procedures. From the beginning of its efforts to enter Macau, MGM pursued
partnerships with persons that it knew were associated with those aspects of gaming in Macau most
heavily penetrated by organized crime. After its unsuccessful bid to obtain a gaming concession,
MGM proposed a joint venture with Henry Cheng and Chan, with Chan as managing director of the
joint venture, despite its Corporate Security report documenting Chan’s involvement in VIP rooms
and his associations with persons involved in organized crime. After it became apparent that the
original three successful bidders would, in fact, receive a concession, MGM sought to partner with
SJM, the only concessionaire who was not a direct competitor in the Las Vegas market. Despite their
sworn statements to the contrary, MGM’s interest and efforts in securing an arrangement with SJM
evidences a willingness to do business with Stanley Ho and his companies. Indeed, Pansy Ho was
initially present at the negotiating table at her father’s request as a representative of Stanley Ho.
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Additionally, in light of the due diligencé in MGM'’s possession at the time, MGM’s role in
acquiring a letter from a high-ranking member of the Macanese government attesting to the suitability
of SJM and Shun Tak, and its subsequent delivery to members of the NGCB, reflects, at best, a lack
of candor to that regulatory entity. The drafting of the letter, the efforts to secure the signature, and its
presentation to regulators—despite the significant amount of due diligence within the company’s
possession that contradicted or qualitied the assertions contained therein—demonstrate that MGM did

in fact attempt to rehabilitate Stanley Ho and his companies in the eyes of Nevada regulators.

MGM provided inadequate and untimely disclosure of the Macau venture and its partners to
its compliance personnel. In particular, despite their presence on the Compliance Committee, and
their awareness of the due diligence MGM possessed, and in the case of Jacobs his additional
knowledge of the various negotiations, neither Jacobs nor Edwards kept the Committee or
Compliance Officer informed. In light of Jacob’s complicity in failing to provide the Compliance
Committee with timely and complete information, the payment of a bonus to Jacobs creates, at the
very least, an appearance that the securing of a lucrative joint venture absolved any shortcomings in
following internal policies regarding compliance. Furthermore, MGM’s presentation of the joint
venture to the Compliance Committee after the joint venture signing left the Committee unable to

offer any meaningful guidance.

MGM also failed to conduct adequate due diligence on the very issue that the company’s
leadership acknowledges is central to regulatory inquiry on the joint venture, namely, Pansy Ho’s
financial independence from her father and her source of funds for the joint venture. MGM’s records

reveal that MGM did not undertake additional due diligence or background investigation into Pansy



Ho’s personal, financial, and professional independence, despite the company’s recognition that Pansy
Ho had limited ability to finance the deal and despite the extensive derogatery public allegations

relating to Stanley Ho, organized crime, and his casino empire.

Based upon a careful review of all the facts, the Division makes the following

recommendations to the Commission:

1. That Stanley Ho be found to be an unsuitable person under the Act;

o

That Pansy Ho be found to be an unsuitable person under the Act;
3. That Pansy Ho be found not to be independent of Stanley Ho;

4, That MGM be directed to disengage itself from any direct or indirect business or
financial association with Pansy Ho, or her related entities;

5. That MGM’s due diligence/compliance efforts be found to be deficient under the Act;
and
6. That a public hearing be held to address the facts and circumstances set forth in this

Special Report.
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