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MANDATE SUMMARY

Unit of Government:
X
City;
X
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X
Urban-County

X
Charter County
X
Consolidated Local

Program/

Office(s) Impacted:
 Local legislative bodies, county clerks, and sheriffs

Requirement:

Mandatory
X
Optional

Effect on

Powers & Duties
X
Modifies Existing

Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 174 creates new sections of KRS Chapter 154A to authorize the playing of video lottery games if approved by a vote of the people in the respective county. It places the oversight of the games under the jurisdiction of the Lottery Corporation. It requires persons wishing to operate video lottery games to obtain a contract from the Lottery Corporation, only after having obtained prior approval from the local governing body where the terminals will be located. It further defines duties and responsibilities of the Corporation and establishes qualifications and responsibilities of video lottery retailers and licensees. 

HB 174 establishes how money earned from the conduct of video lottery games is expended. No more than 7% can be used for operating expenses, and $2,000,000 is earmarked for a compulsive gamblers' assistance fund, which is created by the bill. Funds are to be devoted to education, Medicaid matches, a prescription drug program for seniors, a equine program at the University of Louisville, video lottery retailers, the budget reserve fund, and county governments where the video lottery games are located.

Other provisions require an annual audit; creation of a committee to conduct a study of video lottery games' impact on the economy, creation of a zoning exemption for facilities with video lottery terminals, and establish penalties for violation of various provisions.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 174 on local (county) governments could be a moderate to significant increase in revenues for those counties that choose to make video lottery games available. The amount of revenues generated depends on a number of factors including:

1. If a county chooses to hold a local referendum to approve video lottery gaming;

2. If the majority of voters approve the gaming referendum;

3. The number of video lottery terminals available in a county;

4. The volume of play a terminal receives based on location and other factors; and

5. The net income generated by all terminals after expenses.

Because HB 174 allows each county to determine whether it will allow video lottery gaming to take place, it is not possible to accurately estimate the total revenue (net terminal income) generated. The revenues generated by HB 174 will result from play on a maximum of 11,000 video lottery terminals throughout the Commonwealth. Any county that passes a referendum approving the use of terminals may use 50 terminals and a portion of the 5,000 remaining terminals, divided on a pro rate basis by population. The smallest county could have as many as 53 terminals, and the largest county could have as many as 908 terminals, based on the most current decennial census.

An additional problem occurs because it is not possible to estimate the net terminal income generated by each terminal (the total dollars played in the terminal, less total credits redeemed by players). Typically, terminals are estimated to generate revenue between $150 and $450 per day, when they return between 92 and 95 cents per dollar played, and the terminals are available for play for a substantial part of the day. The daily estimates are influenced by population, income, and the location and number of terminals. Therefore, to accurately estimate net terminal income, it would be necessary to estimate where the terminals would be located, such as at bars, truckstops, or racetracks, and the demographic characteristics of the county, and to a lesser extent the demographics of surrounding counties. Thus, an estimate of statewide revenues would not be reliable without the ability to estimate the number and size of the counties that would pass a referendum, and the net terminal income generated by the terminals. 

Income Distribution from the Video Lottery Terminals

The amount of revenues directly earmarked for the local governments involved in the terminal gaming is limited to 4.7% of the net income generated by the video lottery terminals in the county, urban county, etc., in proportion to the total net income of all video lottery terminals in the state. Further, the revenues can only by expended on public safety, and not for general government purposes. 

HB 174 specifies that net income will be distributed as follows:

SYMBOL 183 \f "Symbol"  Up to seven percent retained by the Lottery Corporation; and

SYMBOL 183 \f "Symbol"  The greater of .15 % or $2,000,000 for compulsive gamblers' assistance fund.

Money remaining after the first two deductions as follows:

SYMBOL 183 \f "Symbol"  25% for primary and secondary education;

SYMBOL 183 \f "Symbol"  25% for Medicaid;

SYMBOL 183 \f "Symbol"  15% for a prescription drug program for senior citizens;

SYMBOL 183 \f "Symbol"  12% for video lottery retailers;

SYMBOL 183 \f "Symbol"  18% for the budget reserves;

SYMBOL 183 \f "Symbol"  0.3% for the equine industry program at the University of Louisville; and 

SYMBOL 183 \f "Symbol"  4.7% for the public safety of county governments. 

Expenses related to implementation of HB 174
Section 14 provides that gaming facilities shall be permitted in all zones established by local government planning and zoning laws, whether or not they are specifically cited in the applicable zoning regulations. However, the facilities will remain subject to all other applicable zoning and building code regulations. Costs associated with this provision would be minimal, and may include altering the zoning requirements in compliance with HB 174.

Section 17 requires that before video lottery gaming is allowed by a county, a referendum must be held. The county clerk must be presented with a signed petition containing the signatures of at least 25% of the voters at the last preceding general election. If the petition is certified by the county clerk , the referendum would take place at the next general election.  If the question fails to receive a majority of votes, a subsequent election may not be held for three years. 

Costs associated with the county clerk's office related to a petition include: notification of the petition committee of statutory requirements; verification of each required signature for certification; certification of the petition; notification of the petition committee and the legislative body by registered mail if the petition is insufficient; determination of the sufficiency of any supplemental petition; preparation of the question; informing the residents through legal public notice and printing the notices; and, in conjunction with the board of elections, posting the notice in each polling place, and delivering the election returns to the county judge/executive.  

The legislative body has the responsibility to enter the certification in the record at their next regular meeting, and implementing changes in public policy, regulations, and practices based on the content of any passed referendum.  Although the bill specifies that the cost of the election will be borne by the respective territory, there should be little additional cost as the bill also requires the election to be part of a regular general election.

Various sections of the bill create criminal penalties for certain actions related to video lottery gaming. Under Section 23. any person placed on a casino exclusion or ejection list, but who enters the premises anyway, can be charged with a Class B misdemeanor. Section 24. addresses a range of cheating offenses, with each carrying a Class D felony charge. Section 52. addresses allowing those under age 21 to enter restricted gaming areas, and use of terminals outside the provisions of this bill, with each violation carrying a Class B misdemeanor penalty.

A Class B misdemeanor carries a term of not more than 90 days and a Class D felony carries a term of one to five years. Creating new criminal offenses have the potential of affecting local law enforcement agencies, jails, and the court system. Local government would be required to pay for all the costs associated with a misdemeanor conviction and the jail time before conviction and final sentencing for Class D felonies. It costs approximately $31.68 per day to incarcerate prisoners in county jails.

Additional benefits and costs will likely occur with the advent of video lottery gambling. Economic benefits will occur if there is net new employment that increases the occupational license tax base, and certain "spin-offs," such as the creation of other entertainment, hospitality, and leisure businesses and facilities.

There are also costs associated with compulsive gambling including employment loss, reliance on welfare, unpaid debt, theft, including embezzlement and fraud, criminal and civil actions, additional police and security wages, and treatment programs. However, the bill earmarks $2,000,000 annually for the treatment of compulsive gamblers, and the 4.7% earmarked for public safety will assist local government in paying for additional police and safety services.
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