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Part I:  Measure Information

	Bill Request #:
	109


	Bill #:
	HB 68 


	Bill Subject/Title:
	AN ACT relating to gaming and making an appropriation therefor.


	Sponsor:
	Representative Larry Clark


	Unit of Government:
	x
	City
	x
	County
	x
	Urban-County

	
	x
	Charter County
	x
	Consolidated Local
	x
	Unified Local Government


	Office(s) Impacted:
	Public Safety; Local law enforcement, local jails


	Requirement:
	x
	Mandatory
	x
	Optional


	Effect on
	
	
	
	
	
	

	Powers & Duties:
	 
	Modifies Existing
	x
	Adds New
	 
	Eliminates Existing


Part II:  Purpose and Mechanics
HB 68 creates a nine member Kentucky Gaming Commission as an independent agency of state government responsible and authorized to supervise and regulate all casino gaming activities in the Commonwealth.   Two types of gaming related licenses are established: A “casino license” (limited to three granted at any one time) and a “racing association casino license” (limited to five granted at any one time).  Counties or cities may serve as a host jurisdiction for a gaming facility but there are restrictions on jurisdictional eligibility as described in the following paragraphs.
Local Jurisdiction and Casino Gaming Eligibility
Section 9 permits issuance of a casino license to an eligible applicant proposing to locate a gaming facility in any Kentucky county that does not contain a horse racing track, unless a racing association casino license has been abandoned; borders the state of Illinois, Indiana, Ohio, West Virginia, Virginia, Tennessee, or Missouri; and contains a federal interstate highway, a limited-access highway, a federal aid primary highway, or a turnpike, as defined in KRS 177.830. Thus under this criteria, only border counties can have a casino license but those already with a horse racing track would not be allowed to have a casino license.  Casino licenses are valid for five years.
The following five border counties have a live horse racing track located within their borders and thus would not be considered qualifying counties for a casino license:

Boone County – Turfway Park

Henderson County – Ellis Park

Jefferson County – Churchill Downs

McCracken County – Bluegrass Downs

Simpson County – Kentucky Downs

Section 12 permits issuance of a racing association casino license to eligible applicants with a Kentucky Racing Commission horse track meeting license as of January 1, 2014 and that  have routinely conducted licensed horse racing at a track continuously owned or operated for the immediate  previous five years.  Racing association casinos can be within 50 miles of a track, which would include all counties with tracks:  Boone, Fayette, Floyd, Henderson, Jefferson, McCracken, and Simpson, plus counties within the 50 mile radius of the track, plus all border counties (Subsection (1) (b) and (c) of Section 9).  Racing association casino licenses are valid for five years.
Local Revenue Sources and Benefits 
HB 68 imposes license and application fees and wagering taxes
 on casino gaming entities and establishes various accounts to receive distributions of those moneys as well as any allowable fines and monetary penalties collected. 
All initial license fees go to the general fund for General Assembly appropriation and include the following amounts:
· Casino licensee initial license fee: fifty million dollars ($50,000,000); and
· Racing association licensee initial license fee: fifty million dollars ($50,000,000).
Again, there are a maximum of three casino licenses and five racing association licenses that may be granted at any one time within the Commonwealth. The license is good for five years.

The other application and licensure fees go to the Kentucky Gaming Account created under Section 30 and include the following amounts:

· Casino License application fee: $50,000;
· Racing association casino license application fee: $50,000;
· Supplier’s license
 application fee, license fee & license renewal fee: $5,000; and
· Occupational License fee & license renewal: $50.
Overall, the Kentucky Gaming Account is made up of wagering taxes, fees, fines, and monetary penalties collected and deposited by the Kentucky Gaming Commission.  
Section 31   establishes two revolving fund accounts through which eligible cities or counties receive quarterly distributions of moneys for the preservation of public safety. The accounts are respectively termed the Kentucky Municipal Public Safety Account (KMPSA) and the Kentucky County Public Safety Account (KCPSA).  Fund moneys are appropriated by the General Assembly.  Local government recipients must account for expenditures to the state Finance and Administration Cabinet by certifying that the funds were expended in accordance with HB 68.

For cities, the Finance and Administration Cabinet distributes moneys from the KMPSA to all cities annually certifying that they provide regular police, fire, or emergency medical services through one or more full-time employees, and in amounts proportional to the ratio each city’s population bears to the total population of all cities making this certification. Provision is made for distributions to cities merged with county governments and cities of less than first class located in a county organized as a consolidated local government. 

For counties, the money is proportional to the ratio each county’s population bears to the total population of the Commonwealth. Provision is made for urban-county governments or a consolidated local government to receive 1/2 funds from both the KMPSA and the KCPSA. Funds must be spent solely for preservation of public safety and not for general administration government. Authorized expenditures include law enforcement, fire protection, and ambulance service, including salaries for peace officers, emergency medical technicians, and firefighters, training, and purchases of equipment; jail maintenance and prisoner housing and care; abatement of conditions hazardous to public health and safety.
Part III:  Fiscal Explanation, Bill Provisions, and Estimated Cost
The fiscal impact of HB 68 on affected local governments is indeterminable, but is expected to be substantial over the long term provided all eight allowable gaming facilities are licensed and fully operational.
HB 68 provides for the establishment of no more than eight gaming facility licenses (three casino licenses and five racing association casino licenses) within the Commonwealth at any one time. The bill includes several provisions that raise revenues and which could impact local governments’ public safety programs over time.  The sources include various wagering taxes, fees, fines and monetary penalties.  Initial licensure fees for gaming facilities which are $50,000,000 each and are good for five years are to go separately to the general fund for appropriation by the General Assembly. Another revenue source, which includes a specified percentage of gaming wagering taxes, facility application and license renewal fees, as well as fees for other gaming-related entities goes to the general fund and is available for cities and counties, upon collection, deposit and branch budget appropriation. 
Under Section 30, each fiscal year, the Kentucky Gaming Commission gets the first $5 million deposited in the Kentucky Gaming Account for administrative operations. Next, the Kentucky Compulsive Gamblers Assistance Account gets an amount equal to fifteen hundredths of one percent (0.15%) of total wagering taxes paid during the prior quarter but not to exceed two million dollars ($2,000,000). All funds remaining are transferred to the general fund. Thereafter, any expenditure of funds must be through General Assembly appropriation from the general fund
 through branch budget bills in accordance with the following percentages:
50% to support early childhood, primary, secondary, and postsecondary education; 

10% to Kentucky public pension stabilization fund;

25% for other purposes; and

  4% to support drug and alcohol abuse prevention and treatment.  

This makes up 89 percent of the total general funds available and excluding initial licensure fee amounts. 
From the remaining 11 percent of the general funds available, the share for cities and counties includes: 

· 3% to host jurisdictions
 (Total amount must be divided among the host jurisdictions based upon the ratio of adjusted gaming receipts reported for the quarter from within each host jurisdiction, divided by total adjusted gaming receipts reported for the quarter from all host jurisdictions); 
· 4% to the Kentucky Municipal Public Safety Account (cities will receive amounts proportional to the ratio each city’s population bears to the total population of all cities annually certifying they provide regular police, fire, or emergency medical services through one or more full-time employees); and
· 4% to the Kentucky County Public Safety Account (moneys for public safety are distributed to each county in an amount proportional to the ratio each county’s population bears to the total population of the Commonwealth).

Provision is made for planning and zoning activities by affected counties and cities with gaming facilities owned or operated by a racing association and those not located at a racing track. Casino gaming facilities are subject to state and local building permit and building construction regulations, and local regulations governing development plans under KRS 100.111(8)

Over time, some new economic activity in cities and counties granted a casino license  is expected  depending upon: the number and size of gaming facilities that become fully operational; whether new construction or renovation of  existing buildings is required; whether modifications or new construction of parking garages/lots  is necessary (who owns the structure and gets to keep revenue); whether improvement in existing transportation infrastructure is necessary; whether improvements in  public utility infrastructure is required;  creation of new jobs in all aspects of the gaming facility; additional housing required for new employees;  new activity for food and beverage suppliers.
Estimated Revenues to be Generated
LRC Staff Economists prepared an analysis of the estimated tax revenue
 that eight full casinos could potentially generate during a full year of operation as well as how those funds are to be distributed.  It was assumed that five casinos would be located at or near existing race tracks in Boone, Fayette, Henderson, Jefferson, and Simpson Counties. Based on HB 68 criteria for locating the three non-track gaming facilities, an assumption was made that facilities would be constructed in Boyd, Christian, and Whitley Counties.   Based on these assumptions, it is estimated that the casinos could generate approximately $830 million in adjusted gross revenue (AGR) once fully operational.  Based on the tax rate of 25 percent of AGR for racetrack casinos and 39.5 percent of AGR for non-racetrack casinos, it is estimated that this $830 million in AGR would generate approximately $245 million for the state during a full year of operation.
The LRC Staff Economists analysis indicated that assuming that HB 67 passes and a constitutional amendment is ratified by Kentucky voters in the November 2014 general election, gaming facilities will need to be constructed. Given recent experience with casino construction in the state of Ohio, it is expected that casino approval and construction will take approximately two years from amendment approval. Given this assumption, no gaming tax revenue will be realized in FY 2015 for FY 2016. However, each gaming license recipient will be required to pay an initial casino license fee that shall not be less than $50 million. If all eight casino licenses are granted in FY 2015, a minimum of $400 million in initial license fees could be realized.
Finally, there are a number of prohibited activities under HB 68 which are classified as new crimes which have penalties that could cause increased expenditures for local law enforcement agencies or jails/correctional facilities.  These include the following:

Misdemeanor offenses:
Knowingly or intentionally making a false statement: 
· on a casino license application (Section 11);  
· on a racing association casino license application (Section 13);
· on a gaming supplies and equipment supplier license application (Section 17);  
· on a gaming-related occupational license application (Section 19). 
Knowingly or intentionally permitting a person under age 21 to make a wager on a casino game.  (Section 28) Preceding all Class A 
Entering a gaming facility, when on its exclusion or ejection list. (Section 26) Class B 
A person convicted of a Class A or B misdemeanor can be incarcerated for up to 90 days in one of Kentucky’s 79 jails. While the expense of housing inmates varies by jail, each additional inmate will increase facility costs by an estimated average of $33.26 per day including medical costs. 

Felony Offenses:

Any person who knowingly or intentionally cheats at a casino game as described under the measure is guilty of a Class D felony.  (Section 29)  Local governments are responsible for the cost of incarcerating individuals who are charged with a felony (if they do not make bail) until disposition of the case. While the expense of housing inmates varies by jail, each additional inmate will increase facility costs by an estimated average of $33.26 per day, including medical costs.  Most Class D felons are housed in any one of 79 full service jails for the duration of their sentence. Upon sentencing, the state Department of Corrections pays the jails to house these felony offenders at the $33.26 per day rate including medical costs.
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� Under Section 34 a wagering tax rate is: (1) 25% of adjusted gaming receipts for the first three years of a racing association casino licensee, increasing to 30% thereafter; and (2) 39.5% of adjusted gaming receipts for the first three years of a casino gaming facility, increasing to 44.5% thereafter.


� Licensed Suppliers means any person manufacturing, designing, assembling, selling, leasing, distributing, installing or otherwise furnishing gaming supplies and equipment in the Commonwealth.





� Note that these general funds do not include the $50,000,000 initial license fee paid by no more than 8 gaming licensees.


� “Host jurisdiction” means a city, if a gaming facility is located in the city or the county if the gaming facility is located in an unincorporated area of the county.


� Assumptions made by LRC Staff Economists in developing the revenue estimates included: That each of the casino facilities associated with an existing race track is approved and built. Timing issues would likely affect the actual amount of revenues collected. That the casino facilities are fully operational, since estimates are more representative of mature casino facilities rather than new ones. During the initial years of operation, revenues will likely be lower than the estimates. Because casino facilities used in the analysis generally serve a regional market, it is assumed that casino facilities in Kentucky would be similar. If racetracks develop larger facilities that serve as tourist destinations, then the revenues might be higher. Changes to each assumption can have a large impact on estimates. Estimates should be considered approximate.
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