NATIONAL COUNCIL OF LEGISLATORS FROM GAMING STATES

COMMITTEE ON CASINOS

NEW ORLEANS, LOUISIANA
FRIDAY, JUNE 3, 2005

DRAFT MINUTES


The Committee on Casinos of the National Council of Legislators from Gaming States (NCLGS) met at the Royal Sonesta Hotel in New Orleans, Louisiana, on Friday, June 3, 2005, at 3:00 pm. 
Representative Tim Solobay from Pennsylvania, Chair of the Committee, presided.


Other members of the Committee present were:



Sen. Steven Geller, FL

Rep. John Evans, PA


Rep. Christopher Sainato, PA


Rep. Tim Solobay, PA


Other legislators present were:



Rep. Becky Hutchins, KS



Rep. Nancy Wagner, DE



Rep. Bill Oberle, DE


Others present were:



Susan Nolan, Nolan Associates, NCLGS Executive Director
MINUTES


The Committee voted unanimously to accept, as submitted, the minutes of its January 14, 2005 meeting in Duck Key, Florida.

CASINO TAX RATES AND THEIR EFFECT ON THE INDUSTRY


Jim Oberkirsch, Director of Consulting Services from The Innovation Group, said the tax environment a state creates has a significant effect on the health and vibrancy of its gaming.  Missouri and Illinois, he said, illustrated two different approaches used to set tax rates.

Mr. Oberkirsch said that Missouri has a flat gaming tax rate of 20 percent, which, combined with a small entrance fee, provided a stable financial environment. In Illinois, he said, a graduated tax rate is employed.  Under this plan rates vary from 15 percent on the lowest tax revenue to up to 70 percent for revenue over $250 million, he said.


The graduated tax schedule, Mr. Oberkirsch said, contains two inherent errors.  It rewards companies that invested the smallest amount of funds possible and it assumes that smaller operators are less profitable than their larger counterparts, he said, which is often not the case. 


Illinois’ higher tax rate limits a company’s return on investment, Mr. Oberkirsch said, which in turn reduces the funding available for developmental projects.  He also said lenders are reluctant to issue loans to clients with rising variable tax rates that could conceivably cause a default, creating an environment of uncertainty.  This, he said, is contrasted by Missouri, whose inherent stability has led to the creation of a half dozen gaming projects.
Mr. Oberkirsch said that Illinois did not see the rise in funds it expected despite a higher tax rate on its facilities.  Constant tax readjustments and uncertain lenders have resulted in less amenable facilities for customers, he said, which has been reflected on profit sheets.
Guy Clark, Chair of the National Coalition Against Legalized Gambling, said that a study by Professor Timothy Madigan of Mansfield University analyzes current and future projections of gambling in Pennsylvania, and predicted a yield of $100 million per year in new taxes.  He said this study, led Governor Rendell and the gambling industry to overestimate their incoming revenue by a factor of ten times, with the majority of actual profits coming from frequent, or “problem” gamblers.
Mr. Clark also said a study by Professor William Thompson of UNLV, involving international attorneys that specialized in tax and gambling laws, shows individual tax rates for particular casinos and how much tax revenue has been generated.  Using this study, he said, a Louisiana tax loss of over $150 million is only one example of gambling expansion that failed to deliver on overeager projections.
The 2003 State of the State address of Nevada Governor Kenny Winn, Mr. Clark said, claimed a large budget shortfall brought on by the failure of gaming and tourism to keep pace with a growing population.  He said Governor Winn felt his state’s revenue system was, “broken because it has relied on aggressive and unstable taxes.”
CASINO DEVELOPMENT IMPACT COSTS


Thomas Zitt, Senior Vice President of Strategic Planning for The Innovation Group, discussed the cost of casino development as compared to its offsetting revenue generation. 

Major gaming states, Mr. Zitt said, gain between one percent and four percent of their operating budget from gaming revenues, not including the licensing fees states like Michigan charge in addition to wagering tax.  He said this revenue is offset by state regulatory costs that generally run between eight and ten million dollars.                 


Gaming states also incur the cost of funding social programs for problem gamblers, Mr. Zitt said.  Many states fail to allocate proper funding for these programs which, he cautioned, could lead to costlier and more difficult problems in the future.  Additional costs, such as those related to emergency services and issues of public safety, he said, are often resolved through local contracts or through fees paid to local governments. 

A study from Purdue University, Mr. Zitt said, shows that Indian riverboat casino operations in 2000 distributed $160 million in revenues to host communities (including both counties and municipalities).  He said that contrasted by costs estimated at $4.4 million, significant net profits were achieved.  These profits, he said, led to a 2002 redistribution of funds to non-host communities around the state.

This study, Mr. Zitt said, notes that without a gaming tax, costs exceeded offsetting revenues such as property taxes.  It also reports a nominal impact on population growth and school enrollment, he said, but emphasizes that gaming tax revenues were more than enough to cover operating costs. 
CASE STUDIES ON STATE CASINO GAMING REGULATORY ENVIRONMENTS: MISSISSIPPI AND LOUISIANA

Beverly Martin, Executive Director of the Mississippi Casino Operators Association, said there is an inverse relationship between capital investment and tax rates.  Mississippi legislators, she said, has opted to use single digit tax rates in order to put an emphasis on economic development and long term growth.

Mississippi, Ms. Martin said, has taken a free market approach toward gaming that has seen some casinos fail but has ultimately resulted in larger “mega-resorts” that contribute more in both tax revenue and new jobs.  She said flexible pay-out rates and the lack of betting limits has led to a highly competitive market between casinos which, coupled with a reasonable tax rate, has allowed for a higher quality consumer experience.

Ms. Martin said Mississippi’s regulatory officials also instituted the 100 percent match requirement, which requires casinos to invest equally in recreational, non-gaming facilities and traditional gaming.  This requirement, she said, has led to the development of amenities such as golf courses, theaters, and hotels, all of which increased tourism and created an influx of new jobs. 

The reasonable tax rate and gaming fees of Mississippi, Ms. Martin said, led to nearly $350 million in tax revenues for the fiscal year of 2003.  As a contrast, she said, this figure was $73 million more than the entirety of corporate taxes paid by all other Mississippi industries combined.  She said the distribution of these funds included $95 million toward education, $119 million to local governments, and $15 million to highway and infrastructure improvements.

Ms. Martin also said an extensive background checking program is conducted by the Mississippi Gaming Commission.  She said this program  includes a 20-year background check for anyone looking to construct a new gaming entity and additional background checks for all gaming employees, with the entirety of the costs passed on to the applicant. 


One error the regulatory board made, Ms. Martin said, was to attempt to internalize the lab that is used to analyze new gaming technology. She said that Mississippi found it difficult to keep pace with the constant innovation, and now outsources to established testing labs. 
ADJOURNMENT


There being no further business, the meeting adjourned at 4:00 pm.  
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