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FISCAL SUMMARY

_______________________________________________________________________________

	Fiscal Estimates
	
	2012-2013
	2013-2014
	Future Annual

Rate of Change

	Revenues          Increase
                             (Decrease)


	
	0
	0
	Indeterminable 

positive

	Expenditures     Increase 
                              (Decrease)

  
	
	0
	0
	

	Net Effect      Positive
                         (Negative)


	
	0
	0
	Indeterminable 
positive


______________________________________________________________________________

MEASURE'S PURPOSE:   The proposed legislation:

· Authorizes the expansion of gaming in Kentucky to allow casino gaming in limited locations with local approval;

· Vests regulation and oversight in the existing Kentucky Lottery Corporation; and

· Imposes taxes and fees on casino gaming, and establishes various funds to receive distributions from the taxes and fees imposed on casino gaming revenues.
PROVISION/MECHANICS:  
Relevant provisions by section number are as follows:

Section 1 – Legislative findings

Section 2 – Definitions

 Section 3 – Expands the Lottery Corporation board of directors to 12 members to include the director of the Horse Racing Authority, the Auditor, and to specify that appointed members shall include one attorney and one certified peace officer
Section 6 – Local Option Election Requirements 

· Requires a local option election to establish casino gaming in a city or county and establishes requirements and conditions for the circulation of a petition and the election.

· Limits places where a local option election may be held to a county with a population in excess of 90,000 or a city of the fourth class or greater with a horse racing track licensed under KRS Chapter 230 as of January 1, 2013

Section 7 – Requires the sheriff to advertise the election

Section 8 – Establishes details for the election and the election process if the election is to be held on a day other than the regular election day. 

Section 9 – Provisions relating to certification of the election

Section 10 – Requires the Lottery Corporation, upon receipt of notice that a ballot initiative has passed, to determine whether the city or county meets the requirements to have casino gaming and if so, the corporation is required to advertise an invitation to bid for an intial casino license. 

Section 11 – Requires the corporation to evaluate and rank proposals with input from the city or county where the casino will be located. Any provisional license must be awarded within 4 days of the close of the bidding deadline, however an entity awarded the provisional license has 30 days to make full payment of the license fee

Section 12 – Imposes an initial licensing fee of $50 million, with an annual fee of $6 million. The initial license is valid for 10 years. All license fees are deposited in the state General Fund.

Section 13 – Allows casinos to be licensed either as full casinos or limited casinos at horse racing tracks that are located in a city of the 4th class or higher, licensed under KRS  Chapter 230 as of 1.1.2013; and have a minimum of 20,000 square feet of space to be dedicated to casino gaming. License approval at a horse racing track also requires local option approval.

Section 14 – Establishes application requirements and a fee structure for horse racing tracks.  The initial licensing fee is $50 million, which may be paid in 5 equal installments. The annual fee is $6 million for a full casino license or $25,000 for a limited casino license.  Establishes conditions under which an application may be denied, suspended, revoked or not renewed.

Section 15 – Establishes continuing live race requirements for horse racing tracks after casino gaming is authorized. Establishes application requirements for horse racing tracks. 

Section 16 – Establishes requirements for submission of applications for a casino license, manufacturer’s license, or supplier’s license

Section 17 – Requires a license to distribute, sell, lease or furnish supplies and equipment in Kentucky.

Section 18 – Prohibits persons under twenty-one years of age from placing accessing or placing wagers at a casino.

Section 19 – Establishes requirements for the licensing of persons employed in the casino industry in Kentucky.
Section 20 – Parameters for the initiation of disciplinary action against license holders

Section 21 – Appeals process for licensees aggrieved by the denial of a license

Section 22 – Establishes the problem gamblers awareness and treatment trust fund

Section 23 – Vests the Cabinet for Health and Family Services with administration of the fund and programs funded thereunder.

Section 24 – Requires the issuance of an annual report by the Cabinet for Health and Family Services
Section 25 –

· Imposes a tax of 31% of gross gaming revenue.  Tax revenue to be deposited into gaming distribution trust fund established in Section 27.

· For 24 months after the effective date of this Act, the corporation may retain funds from tax to recoup operating expenses.  After that period, the amount retained shall not exceed $2 million per year, though the corporation may appeal the amount retained to the General Assembly.

· An additional 15% of each licensee’s gross gaming revenue shall be allocated and paid to the Kentucky 
equine industry enhancement trust fund established in Section 28.
Section 26 – Establishes an admission tax of $3 per person the proceeds of which are allocated to the tourism and infrastructure development fund established by Section 29

Section 27 – Establishes the casino gaming revenue distribution trust fund and provides that the monies in the fund shall be used for the purposes set forth in Section 32

Section 28 – Establishes the Kentucky equine industry enhancement fund

Section 29 – Establishes the regional tourism and infrastructure development fund

Section 30 – Establishes the childhood education excellence development fund

Section 31 – Establishes the Kentucky job creation development fund

Section 32- Provides for distributions from the casino gaming revenue distribution trust fund established by Section 27

Section 33 – Exempts electronic gaming devices from 15 USC 1172

Section 34 – Exempts the shipment of gaming devices from 15 USC secs 1173 and 1174

Section 35 – Allows the corporation to define and limit gaming devices and games and their operation

Section 36 -  Provides for the exclusion or ejection of persons from licensed casinos

Section 37 – Defines “cheat” and establishes penalties for cheating

Sections 38 - 45 – Exempts licensed casinos from various provisions of KRS Chapter 243, 525, and 528

FISCAL EXPLANATION:  
There are several provisions included in the proposed draft that raise revenues.  It is possible to provide a rough estimate of what may be possible regarding revenues with the understanding that there is no feasible way to predict the timing of the receipt of revenues given the number of events that must occur before a casino can begin operating in the state.  Time will be required for a vote to occur, for notifications and bids, and for ramping up operations and there is no way to estimate how long this process might take.  Therefore, where estimates are possible, they are provided based on a full year of operation at a full casino.
License Fees
Section 12 of the bill provides for the payment of licensing fees equal to $50 million for the initial license for a full casino, and $6 million annually thereafter. Casinos may be located in counties of over 90,000, or in cities of the 4th class or larger with a horse racing track licensed under KRS Chapter 230 as of January 1, 2013.  There are 7 qualifying counties in which licensed horse racing tracks are located (three of these counties are also counties of over 90,000), and 4 additional counties with populations of over 90,000.  Because of the wording of the statutes, it is possible that there could be two casinos initially in the three counties with both race tracks and a population over 90,000 – these counties are Jefferson, Fayette and Boone.  Therefore, the maximum number of full casinos that could exist initially, if all possible licenses were awarded, is 14.  
14 full casinos paying $50 million each would generate $700 million in initial registration fees, and $84 million annually thereafter. (Note, however that race tracks have the option of paying the initial fee over 5 years, and may also seek a limited casino gaming license, on which an annual fee of $25,000 rather than $6 million is imposed).  It is not likely that all possible casino licenses will be awarded immediately, or even within the first several years, and there will be some delay between the awarding of a license and full operation.  The unknowns relating to timing make it impossible to predict the amount or timing of revenues from initial licensing fees or the renewal of those fees.  All amounts received from licenses will be deposited in the General Fund. 
Gaming Revenues Tax
Section 25 of the bill imposes a tax at a rate of 31% of gross gaming revenue, which is defined as the total dollar value of cash, tokens, or other indicators wagered by players, less the total value of cash, vouchers, tokens, or other indicators of value redeemed as winnings by players, excluding any promotional free play credits or tokens.  Amounts collected pursuant to this section are deposited in the casino gaming distribution trust fund established by Section 27 of the Act.  Expenditures and distributions from the fund are directed as follows:

· Expenses of the Lottery Corporation for up to 24 months. Thereafter expenses to be reimbursed from the fund are limited to $2 million per year, with an opportunity for the Lottery Corporation to petition to the General Assembly for an increase based on actual expenses;

· 4% of the remainder after payment of the Lottery Corporation Expenditures, up to a maximum of $2.5 million annually, will be distributed to the problem gamblers awareness and treatment fund established by Section 22 of the Act;

· The remainder of the funds are directed to be split as follows:

· One-third to the childhood education excellence development fund established by Section 30 of the Act;

· One-third to the Kentucky employee retirement fund established by KRS 61.515; and

· One-third to the Kentucky job creation development fund established by Section 31 of the Act. 

An analysis prepared by the LRC Staff Economists estimates that seven full casinos operating at or near the seven race track locations would generate approximately $952 million in adjusted gross revenue. At the proposed tax rate of 31 percent, total revenue would be approximately $295 million during a full year of operation.  These estimates do not take into account the possibility of casinos in counties with populations of at least 90,000 that do not also have a race track, as information was not available to make any estimate. After deducting lottery expenses of $2 million and the allocation of $2.5 million to the problem gambler’s awareness and treatment fund, the amount remaining to be distributed annually to each of the remaining funds is approximately $96.8 million.  Note that since these revenues are all allocated for specific purposes, they will not benefit the state general fund. 
Contribution to the Equine Industry Enhancement Trust Fund
Section 25 of the Act also requires 15% of each gaming licensee’s gross gaming revenue be allocated and paid to the Kentucky equine industry enhancement trust fund established by Section 28 of the Act.   Using the same adjusted gross revenues number determined by the LRC Economists above, the estimated annual amount to be deposited in this fund on an annual basis would be approximately $143 million. 
Admissions Tax
Section 26 imposes an admissions tax of $3 per person. Proceeds from this tax are allocated to the regional tourism and infrastructure development fund established by Section 29 of the Act. The LRC Staff Economists Office estimates that annual receipts from this tax for a full year of operation would be $12.75 million.
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