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SUBJECT:
AN ORDINANCE that increases the social card game room tax from eleven to twenty percent of annual gross receipts.

SUMMARY:

If passed, this legislation would increase the social card game room tax from an existing level of eleven percent to the legal maximum allowed by law, which is twenty percent of annual gross receipts – an increase of nine percent.  Under the current policy, the county collects approximately $1.9 million per year.  Increasing the rate by 9% would increase revenues by $1 million to $1.5 million.  Should the proposal be approved, estimated total annual revenue collection would be $3.5 million.  
The State of Washington authorizes these revenues to be collected by local jurisdictions.  As a local service provider, King County collects from six cardrooms that are located in the county’s unincorporated area.  
Per state law, tax revenues generated by gambling activities are designated for enforcement and are collected in the general fund.  The general fund supports all the criminal justice and human service agencies that deal with gambling consequences either directly or indirectly – such as the Sheriff, the courts, the jail, as well as human services dealing with domestic violence and alcohol or drug abuse.
BACKGROUND:

Local jurisdictions are authorized by the State of Washington in RCW 9.46.110 to tax social card game rooms at a rate not to exceed twenty percent of the gross revenues from the games.  A county may only collect game room taxes in the unincorporated areas within the county boundaries.  A city or town within the county has the legislative authority to set a tax within its own jurisdictional area.  Consequently, tax rates on cardrooms can vary substantially within a county, depending upon the local jurisdiction in which the cardroom resides.  

Note:  The State of Washington allows a number of gambling types including raffles, bingo, punchboards, pull tabs, and card rooms.  A statewide lottery, horse racing and tribal casinos
 are also allowed.  Tribal casinos do not pay taxes.  All are gaming activities are overseen by the Washington State Gambling Commission.  This staff report will focus only on social card game rooms.  
What is a Social Card Game?
Social Card Game is defined in RCW 9.46.0282 as a card game that constitutes gambling and is authorized by the gambling commission.  Most cardrooms are referred to as enhanced card rooms, mini-casinos, or house banked cardrooms.  The games, such as poker and blackjack, may include a house-banked or a player-funded banked card game.  “House-banked” means that patrons play against a dealer instead of each other.  
Under rules established by the Washington State Gambling Commission in April 2000, there are three designations or license classes established for cardrooms.  They are:

· Class E cardrooms - collect a fee based on the time a player is in a game;

· Class F cardrooms - collect fees on time played, per hand or amount wagered; and

· House-banked cardrooms - collect on the same basis as the other two classes, but can also conduct games such as blackjack in which the players wager against the house.

Who Regulates Cardrooms?
The State of Washington may license and regulate any gambling activity
.  RCW 9.46.070 describes the powers and duties of the Gambling Commission, which functions as the regulatory body.  The gambling commission authorizes the number of tables per establishment; however, the number is not to exceed a total of fifteen separate tables.  
A city or county can not regulate, but may absolutely prohibit game rooms.  In addition, lesser jurisdictions may not change the scope of a license issued by the state.  RCW 9.46.295 provides that a county may “absolutely prohibit, but may not change the scope of license, any or all of the gambling activities for which the license was issued.”  The options chosen by local jurisdictions to deal with this limitation include:
· Total ban on cardrooms, as exercised by Seattle, Bellevue, and Bothell 
· Various approaches to a moratorium on new cardrooms, which can include prohibiting new cardrooms absolutely or prohibiting cardrooms in certain land use zones

· Setting the cardroom taxation rate from between 10 to 20 percent of gross revenues
Who will be Affected by a Tax Rate Increase?
Six cardrooms operate in unincorporated King County and are subject to the proposed change in tax rate.  In 2003, these cardrooms supplied approximately $1,891,542 in tax revenues to King County.  As required by statute, cardrooms are typically connected to a restaurant and lounge.  Some King County cardrooms, such as Skyway Park Bowl is linked to a bowling alley.  The six cardrooms that operate in unincorporated King County are:

· Cascade Lanes Restaurant and Lounge

· Great American Casino

· Magic Lanes Restaurant

· Rascal’s Casino and Restaurant

· Roman Casino

· Skyway Park Bowl Restaurant and Lounge

There are 84 house-banked cardrooms and 22 tribal casinos within the state.  Attachment 4 is a Washington State Gambling Commission map showing all the cardrooms and tribal casinos within the State of Washington, as of August 2004.  There are currently 26 cardrooms
 operating in King County.  The Washington State Gambling Commission February 2004 tax report shows that the reported total cardroom tax collections for all King County jurisdictions equaled $11,022,241 in 2002
.  An estimated 2,500 to 3,000 King County jobs are supplied by cardrooms.
ANALYSIS:

What Rates Are Used by Other Jurisdictions?
RCW limits the taxation of gambling activities and establishes a limit “that taxes may not exceed twenty percent of the gross revenue from social card games”.  King County currently taxes eleven percent of the annual gross receipts which exceed ten thousand dollars.  (K.C.C. 12.54.100)  Other counties with unincorporated areas tax gross receipts at different levels.  
Table I compares the jurisdictions in King County which currently have cardrooms.  The table shows the number of cardrooms in each jurisdiction and their local taxation rate.  In addition, three other large county rates are included for comparative purposes.  
Table 1 – Cardroom comparative information for jurisdictions in King County

	Jurisdiction
	Number of Cardrooms
	Cardroom Tax Rate

	Unincorporated King County
	6
	11%

	Auburn
	2
	12%

	Burien
	2
	11%

	Federal Way
	3
	20%

	Kenmore
	1
	11%

	Renton
	2
	10%

	Sea Tac
	2
	10%

	Shoreline
	5
	11%

	Tukwila
	3
	10%

	Cardrooms in King County
	26
	----

	Unincorporated Pierce County
	2
	10%

	Unincorporated Snohomish County
	3
	10%

	Unincorporated Spokane County
	3
	15%


How Will the Proposed Tax Rate Affect Revenues?
Cardroom revenues have been steadily increasing since 1998 when King County collected $179,357.  Per RCW 9.46.113, tax revenues generated by gambling activities are designated for enforcement and are collected in the general fund.  Cardroom revenues anticipated in the 2004 adopted budget are $1,950,000 and are based on the current tax collection rate of 11%.  This tax rate has not changed since King County began collecting for cardrooms.  
The impact of raising the taxation limit from 11% to 20% of gross receipts could conservatively be estimated to increase annual cardroom generated revenues by $1 million to 1.5 million.  
The table below shows the increases in adopted budget revenues and actual revenues since 2000.  The significant increase in revenue is due to the increase in the number of tables per establishment (from 5 to 15) and higher wager tables allowed
.  
Table 2 – Cardroom Revenues in King County

	SOCIAL CARD GAMEROOM REVENUES COLLECTED BY KING COUNTY AT 11%

	
	2000
	2001
	2002
	2003
	2004

	Adopted Budget Revenue
	         800,000 
	      1,100,000 
	      1,800,000 
	      1,800,000 
	    1,950,000 

	 
	 
	 
	 
	 
	 

	Actual Revenue Collected
	      1,287,317 
	      1,726,868 
	      1,837,540 
	      1,891,542 
	   1,706,989* 

	 
	 
	 
	 
	 
	 

	Amount Over/Under Budget
	         487,317 
	         626,868 
	           37,540 
	           91,542 
	    (243,011)*

	
	 
	 
	 
	 
	 

	Percent Collected to Budget
	161%
	157%
	102%
	105%
	88%

	 
	 
	 
	 
	 
	 

	Revenue if collected at 20%
	      2,340,576 
	      3,139,760 
	      3,340,982 
	      3,439,167 
	  3,545,445** 


*YTD thru 09-10-04
**2004 estimated 20% collection calculated on adopted rather than actual amount

What are Possible Effects of a Tax Increase?
As noted in Table 2 above, if there is no change in the number of cardrooms in the county and if usage of the cardrooms remains at the same level, county revenues would increase in an estimated range from $1 million to $1.5 million.  

These revenue estimates could be impacted by many factors.  For example, a licensed operator could choose to relocate outside of unincorporated King County to avoid the new rate.  This would result in the current county tax base moving to another jurisdiction.  As noted in Table 1, Federal Way is the only jurisdiction in the county currently collecting at a rate of twenty percent.  All other jurisdictions in King County collect at a rate between 10% and 12%.  
Will Cardrooms be Impacted by Initiative I-892?
The citizen based Initiative 892 has qualified for the November 2004 ballot.  If the initiative is approved by the voters, it would allow non-tribal gambling licensees (some of which run cardrooms) – such as bowling alleys, bars, taverns and mini-casinos – to operate slot machines on their premises.  Any revenues generated by these machines would not affect the tax rate for cardrooms.  The revenues are not related.  However, it is possible that having slot machines on the premises of a cardroom might increase “traffic” by drawing in machine users.  Whether an increase in slot machine users in a cardroom would translate into increased cardroom taxes is unclear.  
NEXT STEPS:
This staff report examines the proposed impacts on King County.  Under RCW, the county has the authority to increase tax rates for cardrooms up to twenty percent of annual gross receipts.  Any increase within this limit would comply with state law.  Further analysis would investigate the impact on the six cardrooms affected, including the number of employees and net profit margins.  In addition, a fiscal note was not prepared for the legislation because it was not transmitted by the executive.  Consequently, the committee may wish to have the executive prepare a fiscal note to show the financial impact of the proposed change upon the county’s budget.  
ATTACHMENTS:


1. Proposed Ordinance 2004-0249
2. August 19, 2004 Map of Cardrooms by County

3. List of Cardrooms and Tribal Casinos by County

INVITED:


· Steve Call, Director, Office of Management and Budget

� The Indian Gaming Regulatory Act passed by the U.S. Congress in 1988 resulted in the opening of tribal casinos.


� RCW 9.46.285


� Of the 26 cardrooms in King County, one is a tribal casino.  


� This includes data for cities and unincorporated areas of the county and is based on calendar year 2002.


� The maximum wager for most cardrooms is $100.  
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