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PURPOSE/MECHANICS

HB 768/HCS authorizes electronic gaming at Kentucky horse racetracks, with portions of the gaming income going to affected cities and counties in the state.  The measure will have a direct impact on the seven cities that currently have horse tracks.  The bill places limitations on the application of local planning and zoning regulations to gaming facilities in cities and counties with tracks, and extends the exemption from local taxation currently granted to horse racetracks to electronic gaming operators.  The measure also establishes new criminal offenses related to gaming.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 768/HCS on local governments is indeterminable.  The bill has some broad effects and implications for the state as a whole because it authorizes legalized electronic gaming for the first time, with 28% to 41.44% of gaming income going to the Commonwealth.  The electronic gaming devices, probably in the form of slot machines or video lottery terminals (VLT) that pay out in cash or redemption tickets, will be allowed at eight horse racetracks located in seven cities in the state -- Louisville, Lexington, Florence, Paducah, Henderson, Franklin and Prestonsburg.  The tracks include Churchill Downs in Louisville, Keeneland and The Red Mile in Lexington, Turfway Park in Florence, Players Bluegrass Downs in Paducah, Ellis Park in Henderson, Kentucky Downs in Franklin and Thunder Ridge in Prestonsburg.  Five are thoroughbred tracks, Churchill Downs, Keeneland, Turfway, Ellis Park and Kentucky Downs; the others are standardbred tracks.

The measure creates a new Kentucky Gaming Commission.  The measure describes the Gaming Commission as an independent entity, but makes it a part of, and places it under the supervision of the Kentucky Lottery Corporation.

Projected Revenues from HB 768/HCS

Section 35 (1)(d) 1.-3. of the bill distributes .25 % (.0025) of gaming income to the city and county within which the facility resides.  The bill describes these funds as dedicated to "local economic development" (LED), but places no restrictions on how the funds are to be spent.  The revenue returned to local governments will be computed by multiplying "gaming income" by the applicable percentage, 0.25 %.  The funds will be paid from the proceeds allocated to the Gaming Commission, but only after the administrative costs and expenses of the Commission have been paid.

The gambling income expected from HB 768/HCS is derived from estimates generated by a Price Waterhouse Coopers (PWC) report prepared for the Finance and Administration Cabinet in 1999.  In that report, PWC undertook an extensive study to develop estimates of gambling patrons and revenues, and the economic impact of the gambling activity on employment, wage income and tax revenues.  The demand estimates for electronic gaming devices (EGD) were generated based on the market competition for gambling dollars prevalent in 1999.

Similarly, the Kentucky Lottery Commission (KLC) in its report, An Examination of Gaming Opportunities to Protect & Increase KLC Revenue & Dividends in the Face of Increasing Competition, estimated the demand and revenue from the operation of EGD at the eight race tracks.  The commission's report, updated in November 2001, generates similar demand and revenue projections to those reported by PWC.

Both PWC and the KLC estimated a demand in Kentucky for approximately 8,000 EGDs.  However, the net gaming income estimated by PWC depended on what type of EGD was used.  Because slot (reel) type games generate higher gambling income per machine, the use of slot machines instead of other types of EGDs will result in higher gambling revenue.  Table 1 and 2 present gambling incomes anticipated if all slot machines are used, or if a 50/50 mixture of slot and other EGDs are used.  The balance of this discussion will report the estimated revenues generated from facilities using a mixture of EGDs.

Slot machines are more attractive to operate from a proprietor’s perspective because of the higher gaming income per machine, however, the need to provide a varied gambling experience suggests that a variety of EGDs will be found at these facilities.  The income estimates have been adjusted to reflect 2001 dollars.  The original PWC estimates were reported in 1999 dollars.  The gambling revenues were derived by applying the language in HB 768/HCS/HCS, Sec. 35 (1)(a) 1.-5. to the inflation adjusted revenue estimates for each of the seven gambling locations (Keeneland and Red Mile would operate a single facility in Lexington/Fayette County).

Table 1 estimates that the gaming income after the first full year of operation for all seven facilities will be $653 million and Gaming Commission proceeds will equal $205 million.  Local economic development moneys will be paid from Gaming Commission proceeds, but only after state regulatory costs have been paid; the HCS limits administrative costs and expenses of the Gaming Commission to 4 % of total gaming income.  Obviously, since Gaming Commission proceeds are projected to be over $200 million and state regulatory costs would range from $12-$14 million, there will be more than sufficient money to fully fund the $1.6 million distribution for local economic development.  Based on cost estimates from other state gaming commissions, the Louisiana gambling study conducted by the University of New Orleans, and historical administrative costs of the Kentucky Lottery, annual regulatory and administrative costs are estimated to be $12 million, or less than 2% of total gaming income. 

Table 2 breaks out the expected gambling revenue from each EGD facility and the distribution of the local economic development funds.  The total gaming income distributed to local governments is estimated to be $1.6 million and ranges from $75,000 to $335,000 each.  Funds going to most local governments is split 50-50 between the city and the county in which the gaming facility is located, with the exception of Louisville and Lexington, which will get 100 % of their share.  Provision is also made for instances where a racetrack is located in an unincorporated area.  In those instances, the largest incorporated city and county will split the revenue 50-50.  The bill does not specifically prescribe a method for distributing the local economic development funds.  It is assumed that the funds would be distributed based on the amount of gaming income generated at each facility.





Other Potential Local Government Impacts
Section 30 of the HCS excludes electronic gaming operations from local planning and zoning rules, allowing the facilities to be "permitted accessory uses to licensed racetracks."  The same provisions will apply in all locations in which licensed racetracks are allowed, whether or not the gaming facility is located on the same premises as the racetrack.

Section 41 creates new crimes that can be committed in connection with electronic gaming, such as attempting to influence the winning of a prize, providing false information to the Gaming Commission related to an application, allowing someone under 21 to enter an age-restricted area, and offenses related to the operation of the gaming devices.  Offenses range from Class B misdemeanors to Class B felonies.

Creating new criminal offenses has the potential of affecting local law enforcement agencies, jails and the court system.  It appears that some of the offenses will be investigated at the local level.  Individuals convicted of a misdemeanor offense may be housed in the county jail for the duration of their sentence, which can be up to 12 months for a Class A misdemeanor.  The state does not reimburse counties for housing individuals convicted of misdemeanors, so the county will bear the costs of incarcerating individuals convicted of those offenses listed in the bill.  Class D felons may be housed in a county jail for the duration of their sentences.  The state, however, reimburses counties for the costs of holding prisoners, but only after they are convicted and sentenced.  There is no estimate presently available of the number of misdemeanor convictions nor the number of felony convictions which would result from the passage of the bill. 

Section 42 grants electronic gaming operators the same exemption from local taxation granted to horse racetracks.  The exemption includes the net profits license tax, the primary non-property tax imposed by local governments on businesses.  

It should be noted that additional costs and benefits for local governments will likely occur with the advent of casino-type gambling.  The added costs typically arise from a need to provide more infrastructure and law enforcement. Additional benefits will occur if there is net new employment that increases the occupational license tax base, or net new investments in real and personal property that increases the properrty tax base. While there may be a variety of added costs and benefits for local governments, the quantification of these costs and benefits is beyond the scope of this report.

It is not certain how affected local governments will spend their economic development funds, but seemingly earmarking the money for economic development leaves local entities wide discretion in how they use the gaming funds.  A 2001 report on the economic effects of gaming in Missouri notes that the state's "home dock" cities have used their casino revenues for everything from "downtown" capital improvements, the expansion and renovation of street lighting and public safety on a river front, to infrastructure improvements, a new community center and swimming pool, and street and roadway construction.
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