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Finally, the bill would protect casinos licensed under the Michigan Gaming Control and Revenue
Act from an adverse court ruling that invalidated provisions of the law, unless it invalidated the
authority of the Division to issue an internet gaming license to a licensed casino. Tribal casinos are
not licensed under the Act, so they would not be protected.

Opposing Argument

The proposed exemptions from the Freedom of Information Act could create distrust or make
consumers skeptical of the State's regulation of online gaming. This could interfere with the
creation of a safe and trusting environment through online gaming regulation.

ing Argument
The bills could decrease revenue for casinos physically located across the State. If online gaming
were to hurt the Detroit casinos, it could exacerbate Detroit's debt, Furthermore, online gaming
could have a lasting negative effect by diverting money away from poor populations and local
businesses,

Response: Studies and reports have shown that online gaming does not decrease revenue
for physical casinos. On the contrary, it creates additional benefits by providing a new demographic
and clientele. During 2014 testimony in Pennsylvania, Caesars Entertainment Corporation reported
that 91% of its New Jersey online customers were not in the casino's "iand-based" database. The
casino also reported an increase in the amount of play in the physical casino from those who were
logged in the land-based database. In 2014, Borgata's online gambling properties in New Jersey
reported that about 85% of thelr online players had not had rated play, or tracked activity through
a frequency or player's card, at Borgata in at least two years, displaying that online gaming was
having no net change on the casino's clientele. More recently, Atlantic City casinos in 2016 reported
positive revenue for the first time in about a decade. ¢

Opposing Argument

The legislation would not be fair for the Detroit casinos, as they would have to pay a strict tax on
any gaming revenue if they wished to participate in online gaming. Indian tribes, however, would
have the ability to negotiate a compact with the State and be regulated differently. Theoretically,
the Indian tribes that participated could negotiate and pay a lower tax on any online gaming
revenue than the Detroit casinos paid.

Legislative Analyst: Drew Krogulecki

FISCAL IMPACT

Senate Bill 203

The bill would have an Indeterminate negative impact on the City of Detroit, result in additional
expenses to the Michigan Gaming Control Board, generate additional revenue to the First
Responder Presumed Coverage Fund, and have an indeterminate impact on the General Fund and
School Aid Fund. There are a number of factors that would affect revenue in a variety of ways.
Much of the variation in estimates arises from the extent to which Internet Gaming Fund revenue
would supplant revenue from other gaming activities. No state that has Introduced internet gaming
while alse having casinos and a state lottery has yet to have an overall increase from ail three
sources, so it is difficult to estimate an overall revenue increase with the introduction of internet
gaming for the State of Michigan. However, it is possible that the State could experience an overall
increase even if internet gaming revenue is taken from other gaming activities,

Furthermore, more felony arrests and convictions could increase resource demands on law
enforcement, court systems, community supervision, jails, and correctional facilities. The average

& "Internet gambling helps Atlantic City casinos post first revenue hike in 10 years", News 12: New
Jersey, January 12, 2017,
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cost to State government for felony probation supervision is approximately $3,024 per probationer
per year. For any increase In prison Intakes, in the short term, the marginal cost to State
government would be approximately $3,764 per prisoner per year. Any associated increase in fine
revenue would increase funding to public libraries,

Lottery

It Is likely that the Michigan Lottery's instant lottery and internet iLottery would directly compete
with internet gaming in the State since these games are similar in that they are played day-to-day
as opposed to the larger lottery games, which have more activity when jackpots are large and less
activity when jackpots are smaller. Instant ticket games currently account for 36% of total Lottery
revenue (up from 33% four years ago), and they accounted for 57% of the total increase in lottery
revenue over the past four years ($628.0 million). The iLottery, which totaled $48.0 million in
revenue in fiscal year 2015-16, the largest amount since its introduction in 2014, would be the
most directly in competition with internet gaming. In the long term, the iLottery and instant ticket
games could move to internet gaming. It is estimated that between 1% and 3% of Lottery revenue
could move to internet gaming, but accounting for the amount of instant gaming activity, this
amount could be up to 5% in the long term (beyond four years). The amount of State Lottery
revenue that goes to the School Aid Fund (SAF) is roughly 28%, while internet gaming would be
taxed at 10%. This means that for every 1% decrease In Lottery revenue ($31.2 million in total
revenue with $8.6 going to the School Aid Fund), there would be a net loss to the State of $5.5
million since internet gaming would raise only $3.1 million for the Internet Gaming Fund. For the
long term, if the State Lottery were to lose 3% to 5% of revenue to internet gaming, the State
would lose between $16.5 million and $27.5 million in SAF dollars.

Another way to think about the revenue shift Is that for every 1% decrease in total State Lottery
activity due to internet garning, the internet gaming would need to generate $86.0 million in order
to be revenue neutral; and for every 3% decrease in Lottery activity, the internet gaming revenue
would need to be $258.0 million. It is projected that internet gaming revenue would generate $220
million to $280 million over the long term, so it is possible that internet gaming could be revenue
neutral if the loss to State Lottery were less than 3% and internet gaming met Its expectations.
However, if the loss were greater than 3% or it took longer for internet gaming to be established,
then the State would experience a net revenue loss in the tens of millions of dollars.

Casinos

Casinos are taxed at 19% of "net win" (gross recelpts less winnings paid to wagerers), with 8.1%
going to the School Aid Fund and 10.9% going to the City of Detroit. Since internet gaming would
be taxed at 10%, for every 1% decrease in casino revenue for internet gaming, the State would
actually experience an increase of $150,000. This means that even if there were a significant
change in revenue from casinos to Internet gaming, the State would largely remain revenue
neutral. However, with the potential for a reduced tax rate due to a lower rate under a compact,
this amount could be less.

City of Detroit

The City of Detroit would experience a revenue decrease as a result of internet gaming. If the
Detroit casino revenue were to decrease between 1% and 3% due to internet gaming in the long
term, the City would experience a revenue loss of between $1.5 million and $4.5 million. Since
Internet gaming would not produce revenue for the City of Detroit, the City would not have any
way to mitigate the revenue loss.

Tribal Casinos
The bill couid affect money received from tribal gaming in the event that additional Indian tribes

declined to make payments, similar to what occurred when tribes declined to pay the State due to
the opening of the three Detroit casinos and the introduction the Lottery's iLottery games. These
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payments significantly fund the Michigan Economic Development Corporation (MEDC) and the Jobs
for Michigan Investment Fund, and in FY 2014-15 totaled $43.9 million. This revenue, however, is
not included in the State revenue totals and is only represented in the Michigan Strategic Fund
(MSF)/MEDC financial report. The State would experience a direct impact from the loss of tribal
revenue to the MSF/MEDC only because some employees who are funded with the corporate
funding administer some of the State-appropriated programs. The corporate funds also provide
additional funding to State programs as well as other economic development programs. If the
MSF/MEDC lost all of the tribal revenue, the State could have less administration of economic
development programs or need to provide additional revenue to supplement the MSF and
administer those programs,

School Aid Fund

The School Aid Fund would experience a loss due to any shift in gaming revenue to internet gaming
even if overall State revenue remained revenue neutral. If the State Lottery revenue shifted to
Internet gaming in the long term by 3% to 5% and casino revenue shifted by 1% to 3%, the School
Aid Fund would experience a loss of between $27.0 million and $46.7 million or roughly $18 to
$32 per pupil. This could significantly affect appropriations from the School Aid Fund.
Administration

The bill would result in additionai expenses to the Michigan Gaming Control Board to regulate and
issue licenses for internet gaming, and internet gaming vendors. The applications and license fees
would make up the majority of the administrative revenue for the Board. Since the initial licenses
would be valid for five years, it is difficult to predict whether the administrative revenue would be
sufficient to support the regulatory costs. However, the Department of Treasury estimates that the
fee amount would be sufficient to cover the administrative expenses of internet gaming. If the
Board needed additional revenue for administration, there would be an even greater overail
negative impact on the State,

First Responder Presumed Coverage Fund

The bill would result in $5.0 million in annual appropriations to the First Responder Presumed
Coverage Fund. Using the introduction of the iLottery games to predict initial revenue, it is
estimated to take two full years from introduction for revenue to be sufficient to make this annual
appropriation.

Senate Bill 204
The bill would have no fiscal impact on State or local government,
Senate Bill 205

The bill would have no fiscal impact on local government and an indeterminate fiscal impact on the
State, in light of the Michigan Supreme Court's July 2015 opinion in People v. Lockridge (in which
the Court struck down portions of the sentencing guidelines law). According to one interpretation
of that decision, the sentencing guidelines are advisory for all cases. This means that the addition
to the guidelines under the bill would not be compulsory for the sentencing judge. As penalties for
felony convictions vary, the fiscal impact of any given felony conviction depends on judicial
decisions,

Fiscal Analyst: Ryan Bergan
Cory Savino
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This analysis was prepared by nonpartisan Senate staff for use by the Senate in its deliberations and does not constitute an official
statement of [eglslative intent.
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