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Executive Summary  

Indiana, which has grown increasingly dependent on its casino industry as a source of tax 

revenue, faces the likelihood of expanding and intensifying competition from other states in 

coming years that will lead to significant revenue declines. 

 Among Indianaôs gaming sub-markets, the most at risk is the Southeast, 

comprised of Belterra, Grand Victoria, and Hollywood Lawrenceburg, and the 

threat is largely from Ohio. In the unlikely worst case, this market could 

conceivably see its annual gaming revenue decline by as much as $390 million ïï 

more than half its pre-competitive level. State gaming taxes could drop by as 

much as $122 million annually. 

 The Southwest Indiana sub-market of Casino Aztar, French Lick, and Horseshoe 

S.I., is at risk, mainly from Kentucky. If two Kentucky properties open across the 

river from this market, gaming revenues could be cannibalized by as much as $97 

million annually, or 18.2 percent. State revenue from this market could dwindle 

by about $30 million per year. 

 In Northwest Indiana ïï part of the existing Chicagoland market ïï robust 

competition with Illinois continues, and Michigan tribal operators have also 

increased their presence. Northwest Indiana (Horseshoe Hammond, Ameristar, 

Majestic Star, and Blue Chip) gaming revenues will decline by at least $8 million 

per year due to a new casino in Des Plaines, IL (less than 1 percent of pre-

competitive levels), but could eventually lose $72 million more annually (over 

five percent) to a large casino in downtown Chicago. State revenues could decline 

between $2.8 million and more than $24 million per year as a result of these 

changes. 

 Indianaôs smallest and newest gaming sub-market, the central, Indianapolis 

region, comprised of Hoosier Park and Indiana Live!, is somewhat more insulated 

from the likely competitive threats. Still, new developments, again mainly those 

in Ohio, could erode this market by more than $29 million per year, or about 7.3 

percent. The stateôs gaming taxes would decline by at least $8 million annually, 

likewise about 7.3 percent. 
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With such prospects in mind, Indiana public officials and industry leaders need to 

recognize that: 

 The status quo could prove to be the least palatable option, leading to the 

most serious revenue declines. 

 Indiana needs to foster the evolution of its gaming industry into more of a 

regional destination, with more amenities and marketing tools to help maintain a 

competitive position. 

 State policy toward gaming should be interwoven with other state policies, 

ranging from the promotion of tourism to job creation to urban revitalization.  

 Statutory and regulatory requirements to operate a casino in Indiana 

should be examined to determine whether or not their original rationale remains 

supportable in a changing economic environment.  

The most viable option for Indiana to protect its gaming revenue is to help its industry 

evolve into more of a regional hub, in which operators are encouraged to strive toward a goal of 

making their casinos more attractive than offerings in neighboring states. Such a goal would be 

difficult to achieve in the absence of policies designed to encourage capital investment. 

The casino industry and the state should identify their common interests and develop 

joint policies that advance those parallel interests. Policies should then be developed to create a 

series of incentives and actions that advance parallel interests while meeting their parallel 

responsibility: to protect and advance the public interest in Indiana. 

From the standpoint of the state, the goals would be: 

 To encourage capital investment in new and improved amenities. 

 To ensure that all gaming policies in Indiana are sufficiently coordinated and are 

designed to advance the same goals. 

 To ensure that any financial incentives inure to the benefit of Indiana, rather than 

to other states where operators may have an interest. 

 To maximize revenue from all sources, not just the gaming tax. 

That latter point is acutely critical, considering that the status quo will certainly result in 

reduced tax revenue from all sources. The state can help ensure that such goals are met, in part 
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by requiring that operators who seek to participate in any incentives must develop plans as to 

how they intend to invest in their properties, or otherwise advance public policy in Indiana.  

Regulators could be empowered to approve such plans. 

Indiana lawmakers should consider and measure the impact of any potential incentives 

based on some broad parameters that could include: 

 Will incentives cannibalize, protect or grow existing tax revenues? 

 Will incentives lead to additional capital investment in Indiana? 

 Would such incentives increase employment, promote tourism or advance other 

policy goals? 

Wherever possible and practical, the burden should be on participating casino operators 

to demonstrate that incentives would create employment in their region, make them more 

attractive ïï and ultimately help to ensure their success in an increasingly competitive 

environment. 

  



 

  Page 7 of 104 

 

PART I: EXAMINING GAMING POLICY IN INDIANA 

Introduction  

Spectrum Gaming Group (ñSpectrumò or ñweò) was retained by the Casino Association 

of Indiana to analyze the future prospects of gaming in Indiana. This analysis includes 

quantitative projections of revenue in light of the likelihood of expanded gaming in states that 

border Indiana. 

At the same time, Spectrum examined statewide gaming policy from the standpoint of 

how it has evolved, and how it could evolve in a manner more likely to advance the public 

interest in Indiana.  

While we are suggesting a framework in which gaming policies can be examined and 

developed, we are refraining wherever possible from suggesting specific statutory or regulatory 

changes that should be implemented.  

Such detailed suggestions would not be appropriate, in part because the interests of the 

casino industry itself are so divergent that any detailed policy changes will likely have a 

disproportionate benefit for some operators. Additionally, we are not in a position to fully 

appreciate all the political, social and other concerns that are reflected in existing gaming 

policies. 

Much of our research included detailed interviews and discussions with a variety of 

stakeholders and observers in Indiana, including numerous industry executives. This analysis, in 

large measure, reflects a synthesis of this wide variety of opinions and insights. 

Overview  

Any discussion of gaming policy in Indiana should be guided by certain precepts or 

principles: 

 The interests of the gaming industry and the interests of the public sector 

should be parallel, i.e., the public clearly benefits when the gaming industry succeeds. 
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 Going forward, the gaming industryôs ability to succeed in the face of 

potentially significant competition from other states will be largely dependent on its 

ability to attract capital investment. 

 The state is more likely advance public policy when it creates a positive 

investment climate in which the rules are certain. 

 Wherever practical and appropriate, state policy toward gaming should be 

interwoven with other state policies, ranging from the promotion of tourism to job 

creation to urban revitalization. The ancillary benefits of such policies must likewise be 

considered when measuring the economic and fiscal impacts of gaming. 

 All statutory and regulatory requirements that impose material costs on 

operators should be examined to determine whether or not their original rationale remains 

supportable in a changing economic environment.  

In our experience, such a framework makes political and economic sense in any 

environment, but its necessity is particularly acute at the present time in Indiana. As this analysis 

concludes, the most viable option for Indiana to protect its gaming revenue is to help its industry 

evolve into more of a regional hub, in which operators are encouraged to strive toward a goal of 

making their casinos more attractive than offerings in neighboring states. 

Such a goal would be difficult to achieve in the absence of policies designed to encourage 

capital investment. 

The efficacy of such a framework has been borne out in the history of gaming in various 

states, but such rules have not always been considered or followed. For example, some past 

legislative changes in Indiana ïï such as the authorization of dockside and round-the-clock 

gaming ïï have been balanced by rules that added graduated tax rates
1
. Such balancing acts, 

which may have worked in the past, will be less likely to advance public policy in the changing 

competitive climate. With that in mind, Spectrum suggests that the political calculus be adjusted. 

Rather than look to balance the interests of the state and the casino industry, policymakers should 

look to rule changes that advance their parallel interests. 

                                                 
1
 Indiana Business Review, Spring 2009, ñThe Two-Sided Coin: Casino Gaming and Casino Tax 

Revenue in Indiana,ò by Jim Landers, PhD 
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For example, the state could examine maritime requirements for riverboats that are 

neither required nor expected to move from their docks. Spectrum offers no expertise in this 

area, and thus offers no opinion. We simply suggest that such requirements be examined on the 

simple test as to what public benefits they offer, measured against their costs. 

Those are the big-picture themes that guide this analysis of gaming in Indiana. They 

should, in turn, guide state policy as Indianaôs gaming industry faces a future that is uncertain 

and potentially quite troublesome. 

In one important sense, Indiana lawmakers displayed foresight in establishing a gaming 

industry in key locations that could easily tap gamblers from other states. All other things being 

equal, a casino is more likely to advance public policy and serve as a more vibrant economic 

generator if it attracts revenue from outside the area, and outside the state.  

However, those very same geographic benefits can turn into vulnerabilities as gaming 

expands in other states. Spectrum has been studying gaming policy across the United States for 

more than three decades, and notes that certain political themes are more likely to resonate. In 

particular, the notion that states need to retain dollars from their own residents is likely to gain 

traction, and will increase the likelihood of gamingôs expansion in states that border Indiana. 

That likely expansion reveals a very real vulnerability in Indianaôs own gaming policy. 

Indianaôs success in gaming has been significantly dependent on policies that were established 

outside its borders. The reluctance of Ohio and Kentucky lawmakers to approve casinos, coupled 

with Illinoisôs imposition of a smoking ban and strict limits on licenses and gaming positions, 

have collectively inured to the benefit of Indiana. 

This status quo ïï which was largely established by decisions made in other states ïï 

will inevitably shift, as policies in those states change. That means that the status quo would not 

be a palatable option for Indiana lawmakers, since it will clearly translate into significant 

declines in revenue and profitability. 

The challenge then is to modify gaming policy in Indiana in a way that protects the public 

interest while helping the gaming industry to protect itself against inevitable external challenges. 

Another complicating factor is that the gaming industry is already highly competitive within the 
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state, and most major policy shifts run the risk of assisting one segment of the industry at the 

potential expense of another. 

Within that context, any efforts to improve Indianaôs competitive posture would neither 

be simple nor do they offer any guarantees of success. Spectrum simply suggests that these 

precepts and themes should be considered as lawmakers consider any modification of gaming 

policy. 

We also note that the gaming industry itself ïï which, unlike almost any private industry 

in Indiana, has been granted monopolistic protections ïï bears a concomitant responsibility in 

any efforts to advance the public interest in Indiana. This means that, wherever possible, any 

modification of gaming policy that offers relief to casino operators should come in the form of 

incentives. 

The goal would be to help ensure that operators respond to incentives in ways that are 

more likely to promote the public interest in Indiana. 

One way to ensure a positive response is to require that operators put forth specific plans 

and goals that require regulatory approval in order to qualify for such incentives. 

Gaming policy background  

Indianaôs gaming policies were established relatively recently, and in a relatively 

uncoordinated fashion. That is, to be sure, the norm among most states. Gaming legislation ïï 

whether related to the legalization of casinos, lotteries or pari-mutuel wagering ïï is historically 

considered and approved in an ad hoc fashion, often in response to very specific concerns, such 

as addressing an immediate budget deficit. 

Consider that, slightly more than two decades ago, Indiana policymakers and citizens 

undertook a decisive policy shift, going from a state that had no legalized gaming to a state that, 

within a brief period of time, added three major forms of gambling: casinos, pari-mutuel tracks 

and a lottery
2
. 

At the outset, Indiana ïï like many states ïï displayed serious misgivings and reluctance 

about developing a gaming industry. Indeed, such reluctance was initially evidenced in 1993 

when the Legislature overrode a gubernatorial veto in the initial authorization of its casino 

                                                 
2 Ibid.  
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industry
3
. This reluctance is also evidenced by various restrictions that were initially imposed, 

such as limiting gaming to riverboats, and the initial imposition of cruising requirements. While 

many of these requirements have been modified or eliminated, the reluctance to fully embrace 

gaming has, in large measure, been a driving factor in how the industry has developed and 

evolved. 

Spectrum does not suggest ïï nor would it be appropriate to suggest ïï that policymakers 

adopt a laissez-faire attitude toward gaming. Indeed, a full embrace of gaming ïï say, by issuing 

additional licenses ïï could itself prove to have an adverse impact on gamingôs development.  

Rather, our goal here is to point out the nexus between such policies and the ultimate 

development of gaming. 

Gaming has quickly risen to become Indianaôs third largest source of tax revenue
4
, 

behind only the sales and personal income taxes, edging out the corporate income tax. A decade 

ago, gaming was the fifth largest source
5
, and its relative rise has increased Indianaôs dependence 

on maintaining a healthy gaming industry. 

Policymakers and industry leaders correctly recognize that ïï with such a dependence on 

the health of one industry ïï they need to understand what steps can be taken to help ensure that 

continued health. 

Spectrum does not recommend specific state policies that should be adopted. Gaming 

policies have to be considered in light of values and principles that have little or nothing to do 

with the economics of gaming, and it is not our role to either discuss or suggest changes to such 

concerns. 

Rather, we suggest that whatever policies may or may not be adopted should be weighed 

in terms of what advances the parallel interests of the industry and the people of Indiana.  

                                                 
3 ñGambling in America: an Encyclopedia of History, Issues, and Society,ò 2001,  by William Norman 
Thompson, p. 195 
4 ñState, Cities Win Big with Casino Taxes,ò by Dan Carden, September 27, 2009, 
http://www.nw itimes.com/news/local/article_24536aac -37a1-52aa-93ea-71c10b2e8cae.html (accessed 
October 7, 2009) 
5 ñGambling and the Law: Status of Gambling Laws,ò by I. Nelson Rose 
http://www.gamblingandthelaw. com/status.html  (accessed October 7, 2009) 
 

http://www.nwitimes.com/news/local/article_24536aac-37a1-52aa-93ea-71c10b2e8cae.html
http://www.gamblingandthelaw.com/status.html
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The state can indeed provide powerful incentives to help Indianaôs gaming industry 

improve its competitive posture and protect the public interest. However, it should rely to a great 

extent on the regulatory approval process to help ensure that those incentives are channeled in 

the proper direction. 

Capital investment: potentially powerful tool  

A core theme of this report is that the expected impact of competition from outside 

Indiana can best be addressed through the encouragement of additional capital investment in 

gaming properties. 

Well-planned capital investment in the gaming industry can advance public policy in 

different ways: 

 It can extend both the demographic and geographic reach of casinos. Gaming 

properties that are more attractive, with a wider range of amenities, are more 

likely to reach adults who would be more willing to travel greater distances, visit 

more frequently and stay longer. Such properties can also prove more attractive to 

some adults who would otherwise not be likely to visit a casino simply to gamble. 

 Capital investment is a proven generator of incremental employment, and it also 

can attract incremental capital from third parties, such as restaurants or retailers 

who would have an incentive to invest in the hope of realizing a favorable return 

on that investment. 

Such impacts, when borne out, can then further advance a variety of other policy goals, 

such as reducing unemployment or helping to create or improve tourist destinations. For 

example, the addition of hotel rooms can enhance a propertyôs appeal and fuel its marketing 

program, since hotel room nights can be an attractive incentive for profitable gaming customers. 

Atlantic City, a regional destination in the East, offers one example of how capital 

investment can generate incremental increases in gross gaming revenue. 

The following regression analysis demonstrates the close relationship between occupied 

room nights and gaming revenue in Atlantic City, with each occupied room night adding nearly 

$1,000 in GGR. 
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The incremental revenue does not necessarily come from the adults who occupy each 

hotel room. Rather, we suggest that this illustrates a wider relationship between capital 

investment and gaming revenue. The addition of hotel rooms further enhances the viability of 

additional capital projects ïï from restaurants to retail stores ïï that could be developed in 

response to the likelihood of more adults visiting Atlantic City. 

Clearly, the prospect of a shift in gaming revenue ïï either increasing or decreasing ïï 

can have a profound effect on decisions made by operators in any market as to whether or not 

they should pursue additional capital investment. 

This has proven true in markets large and small, ranging from Atlantic City to Dover, 

Del. The latter example is significant because Dover Downs ïï which operates a racino in that 

market ïï made a conscious marketing decision to add hotel rooms to enhance its property in the 

face of growing competition.  

Case study: Dover Downs Hotel & Conference Center  

Notably, Dover Downs ïï one of three racinos in Delaware ïï is in a relatively rural area 

that depends largely on adults from Delaware, Maryland and to a lesser extent, Pennsylvania. 

However, Dover Downs is not the closest racino to either Maryland or Pennsylvania, with 

competitors that are materially closer to those border states. 
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The property has responded by building a hotel and conference center, and has enhanced 

its retail product as well. 

In early 2002, Dover Downs opened a 232-room hotel and conference center, along with 

a combination ballroom/concert hall, a new fine-dining restaurant, pool and spa. The property 

also added a 425-seat buffet, among other investments. The hotel was the only facility in the 

Dover area to receive the AAA Four Diamond Award,
6
 and has done so for six consecutive 

years.  

As the company reported in its 2005 10-K filing with the Securities and Exchange 

Commission: ñWith this facility, we are capitalizing on the need for luxury hotel 

accommodations in the Dover area and offering a wider range of entertainment options to our 

patrons, including concerts featuring prominent entertainers, live boxing, gourmet dining, trade 

shows and conferences.  The facility allows us to attract new patrons and lengthen the stay of 

current patrons.  Since opening the Dover Downs Hotel and Conference Center, we have 

managed its operations ourselves.  In 2004, hotel occupancy averaged almost 95 percent.ò  

More recently, Dover Downs opened its sixth expansion, the Colonnade, which includes 

more gaming positions, retail space, restaurants and a lounge
7
. 

An estimated 65 to 70 percent of Dover Downs' slot play comes from rated customers in 

its database, which is an increase of at more than 5 percent since the first year hotel opened.  

Loyalty programs at Delaware racinos cannot be as generous as those at Atlantic City 

properties, due in large measure to the tax differential ïï Atlantic City casinos pay 8 percent on 

gross gaming revenue, plus an additional 1.25 percent in reinvestment obligations. Until 

December 2004, Dover Downs could not offer cash back or free casino play. Now, the Capital 

Club program offers both, plus free room nights at its hotel, along with some other benefits. 

The Capital Club presently has about 150,000 active members, and Dover Downs overall 

hosts about 3.2 million annual visitor trips
8
. Hotel occupancy remains at about 95 percent, with 

about 80 percent of its room nights offered as complimentaries to gaming customers
9
. 

                                                 
6 Dover Downs Gaming & Entertainment, Inc. SEC filings.  
7 Dover Downs 2008 Annual Report  
8 Dover Downs 2008 Annual Report  
9 Interview with Dover Downs CEO Ed Sutor, September 26, 2009 
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As a result, Dover Downs has proven to be resilient in the face of growing competitive 

threats. Maryland is emerging as a gaming state, and Pennsylvania continues to expand its 

gaming industry as well. 

The lesson from Dover Downs is that ïï whether out of necessity or of a desire to grow  

ïï capital investment remains one of the few weapons that an operator can wield in response to a 

changing external environment. 

Spectrum has met with management and staff at all of Indianaôs casino, and we suggest 

that the relationship between hotel rooms, along with other attractions, and the generation of 

incremental gaming revenue has validity. 

Many general managers listed various amenities that would help them defend their 

existing revenue base in the face of expanding competition, and the wish list ranges from new 

spas to more hotel rooms to more golf courses. 

Adding those amenities, however, requires that the potential returns on those investments 

are sufficiently attractive in order to justify those investments. 

Corollary consideration: Dockside vs. Land -based Casinos 

When Indiana eliminated cruising requirements and allowed for dockside gaming, it 

created an inevitable question: Why not allow full land-based gaming, which would allow 

casinos to invest capital in their facilities in a more effective manner, developing properties that 

theoretically could be larger, more attractive and more efficient? Put another way, the question 

is: If the rationale for cruising requirements no longer exists, is there still a rationale for limiting 

full -scale casino gaming to boats? 

Mississippi, in response to the damage wrought to its gaming industry by Hurricane 

Katrina in 2005, eliminated its requirement that gaming be limited to riverboats, for operators in 

the Gulf Coast region.  

For many operators in Indiana, however, the question is hardly academic, and raises basic 

questions of fairness: Such operators invested heavily in riverboats, based on a set of rules that 

existed at the time. If the rules change, and some operators are allowed to build more competitive 

facilities away from waterways, on sites that are potentially larger and/or offer more convenient 

access, then the level playing field would no longer be level. 
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A sense of fairness, along with a sense that the rules are relatively immutable, can be key 

ingredients in the success of gaming. Their absence, as noted, adds investment risk that, in turn, 

raises the cost of capital. 

Policymakers, then, are faced with a difficult, Hobbesian dilemma: Do they maintain a 

commitment to fairness, which helps maintain a stable investment climate, or do they change the 

rules in a way that would potentially encourage more capital investment in profitable, land-based 

casinos? 

Reconciling those seemingly conflicting scenarios requires the identification of 

incentives that would be available to all participants in the Indiana gaming industry, and that 

balances these incentives with a concomitant responsibility to invest capital and advance the 

public interest. 

One point worthy of consideration is that policymakers should distinguish between rule 

changes that encourage capital investment and rule changes that discourage capital investment.  

For example, when state law changed to allow dockside gaming, some operators were left 

with less than optimal investments. Casino Aztar, in one case, had an escalator that leads down 

from its second floor and points away from the casino entrance. This seeming design flaw, 

according to interviews with management at that property, can be attributed to the cruising 

requirements. The area closer to the casino was needed for so-called ñcattle calls,ò in which 

patrons lined up in anticipation of the next cruise. Repositioning the escalator will require a 

capital investment that would not have had to be made had the timing been different. 

As another example, Grand Victoria in Rising Sun found that the transition to dockside 

had another downside as well. When cruising requirements were in place, Grand Victoria 

staggered its boarding times to be 30 minutes behind those of Argosy (now Hollywood) in 

Lawrenceburg. As a result, Grand Victoria benefited from the overflow of adults who were 

unable to board Argosy. That benefit was eliminated with the advent of dockside. 

Other states offer examples as well. In 1992, New Jersey eliminated a requirement that all 

Atlantic City casinos must have catwalks above their casino floors. This change was prompted 

by dramatic improvements in surveillance technology that made catwalks obsolete. Trump Taj 
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Mahal had opened one year prior to that rule change, and subsequent expansions or new 

properties have been relatively free to design more open, less-costly casino floors.  

Such examples, of course, do not alleviate concerns about changing the competitive 

landscape. We offer them simply to illustrate differences between rule changes that either 

encourage or discourage capital investment. 

Any consideration of allowing land-based casinos must consider the advantages and 

disadvantages. The advantages are: 

 Properties would be more attractive, efficient and competitive. 

 They could potentially draw from a wider area and, thus, generate more gaming 

revenue than riverboats. 

 They would potentially employ more individuals, and generate incremental taxes 

in other areas ranging from sales to income taxes. 

The disadvantages are: 

 Some existing operators are locked into sites or acreage that does not allow for the 

consideration of efficient land-based construction.  

 Operators that are able to relocate could find sites with improved access that 

could materially alter the competitive dynamics. 

 Some existing operators have recently invested significant sums in their 

riverboats, and any change in rules could materially alter the value of those 

investments. 

The most visible example of that latter point is the Hollywood Casino in Lawrenceburg, a 

$336 million boat that replaced the former Argosy boat at the same site. The Hollywood boat 

includes a $40 million system that ensures it will remain level and stable despite changing tides 

and winds. 

Clearly, if the rules in place at the time had allowed land-based gaming, the investment 

would have been different. Changing the rules now could arguably put that property ïï which 

now has a competitive advantage, due in many ways to its significant capital investment ïï at a 

disadvantage. 
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With such an example in mind, if policymakers are to consider such a change, we suggest 

they take the broadest possible view. That means they should endeavor to couple any such 

change with tax or other incentives to ensure that the investment climate in Indiana does not 

suffer as a result. 

Spectrum cannot envision scenarios or policy changes in which every participant would 

benefit equally, and some may not benefit at all. We simply point out that inaction by the state ïï 

which would then become the de facto policy ïï creates its own set of consequences. 

Tax rates: Critical Role  

Spectrum cautions that results demonstrated in the case studies that have been cited are 

hardly inevitable. Nor would capital investment have the same impact in different markets. 

Capital-investment decisions should be guided ïï as they usually are ïï by detailed analyses of 

each specific project in each specific location. The potential return on such investments, as well 

as the potential impacts of such investments, can differ widely. 

Another factor that should be taken into account by Indiana policymakers is that, while 

states may compete against other states for gaming dollars, casino operators often have interests 

that cross state lines, and many operators can be expected to have operators in other, often 

competing states. Such a scenario is common, and must be considered in the development of 

gaming policy. 

The gaming industry has evolved in recent years into two types of business models, and 

this evolution has largely been in response to how states have established their own gaming 

policies. Spectrum has termed this the ñhub-and-spokeò business model. We define the ñhubò 

business model as having the following characteristics:  

 A relatively low tax rate. 

 A relatively high degree of capital investment. 

 A concentration of casinos in one location. 

 A relatively broad demographic and geographic reach. 

The ñspokeò business model, by contrast, is characterized by: 

 Relatively high tax rates that discourage significant capital investment. 
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 A limited number of licensees with a degree of geographic protection and 

separation. 

 A focus on local, convenience-driven, gaming-centric customers. 

The gaming industry in most states ïï including those in much of the Midwest ïï has 

adopted the ñspokeò business model. While it is neither practical nor likely that a ñspokeò can be 

converted into a ñhubò or ñhybrid hubò (a term that might best characterize the gaming industry 

in states such as Connecticut or the commercial casinos in Michigan, where licenses are limited, 

but the tax rates are considered attractive), the benefits or drawbacks of each should be 

considered. 

From the standpoint of the state, the ñspokeò model is desirable because it offers a higher 

tax rate, while the ñhubò offers less visible benefits that can offer far more material long-term 

benefits, including: 

 Greater employment opportunities 

 Greater protection against external competition 

 Broader demographic and geographic reach 

 Wider variety of revenue sources 

Given the option, operators and public officials should be more inclined to encourage the 

development of the ñhubò model, since it offers such benefits. However, most states elect to 

pursue the ñspokeò model, in large measure ïï according to our observations over a wide array 

of states ïï because higher tax rates are simply more politically palatable. 

However, we note that few states consider revenue generation from multiple sources, 

including the benefits to the public sector from greater employment opportunities. The following 

charts illustrate the relationship between tax rates and employment. The first chart lists various 

states with commercial gaming by both the tax rates and the total number of jobs within the 

gaming industry: 
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The next chart refines the comparison somewhat by showing the average number of jobs per 

property:
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Note that Nevada, which is not included in the first chart because the number of gaming 

jobs in the state would simply be out of proportion, has the lowest number of jobs per property. 

This is reflective of the nature of gaming in Nevada, which has unlimited licenses of various 

types, ranging from some of the largest casino hotels in the world to some of the smallest non-

hotel casino properties. 

Intuitively, the relationship between capital investment and employment is clear and 

comprehensible. Hotel rooms, restaurants and retail space create demands for a variety of service 

jobs. Less clear but no less significant, however, is the relationship between tax rates and capital 

investment, which in turn creates a clear nexus between tax rates and employment ïï as 

evidenced in these charts. 

Capital investment is also essential in delineating the differences between hubs and 

spokes. Gaming customers cannot reasonably be expected to bypass a relatively convenient 

spoke property to visit a more distant, less convenient spoke property in the absence of some 

catalyst. 

The catalysts can range from a more desirable promotional package to a more robust 

loyalty program. In Spectrumôs view, however, the most effective catalyst would be a well-

capitalized property with multiple attractions. 

Changing tax rates: intended and unintended consequences  

Tax rates on gross gaming revenue represent the most readily available and effective tool 

that policymakers can wield in shaping a gaming industry. An increase or decrease in tax rates 

has an immediate dollar-for-dollar impact on an operatorôs bottom line, but can also have an 

immediate, discernible impact on other areas  as well, ranging from employment to the cost of 

capital. 

The latter example has been borne out in two additional case studies in which states 

either implemented or suggested the implementation of tax increases. The two examples 

demonstrate how capital markets viewed potential changes in tax rates as material impacts on 

risk, and risk is an essential element in determining the cost of capital. 



 

  Page 22 of 104 

 

Illinois case study  

Spectrum has regularly cited the example of a 2002 tax increase in neighboring Illinois to 

demonstrate how the capital markets can react negatively to an unforeseen risk.  

In mid-2002, Illinois eliminated a five-step graduated casino tax system with a maximum 

rate of 35 percent, and replaced it with a seven-tiered system with a maximum rate of 50 

percent.
10 

The highest rate under the new system was imposed on annual casino revenue that 

exceeded $100 million. The admission tax was also raised from $2 to $3 per patron. 

On Monday, June 3, 2002, when the Illinois Legislature approved the tax increase, the 

impact on gaming stocks was immediate, as demonstrated in the following chart: 

 

Notably, MGM Mirage had no gaming investment in Illinois, but had submitted a bid of 

$615 million to acquire a casino license in the Chicago suburb of Rosemont. On that same 

Monday, MGM Mirage withdrew its bid. ñWe believe that our development efforts should focus 

on jurisdictions which offer a stable and reasonable tax environment,ò MGM Mirage said in a 

statement that day
11.

  

The tax increase created other unintended consequences. Harrahôs Entertainment, for 

example, canceled plans for a $40 million hotel to support its riverboat in Metropolis.
12

 

                                                 
10  Illinois  Riverboat Gambling Act   (230 ILCS 10) 
11 ñGaming Giant Withdraws Offer for Illinois Casino,ò Las Vegas Sun, June 4, 2002 
12 Harrahôs Entertainment, conference call with investors, July 17, 2002 
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Argosy Gaming, then a major casino operator in Illinois and other riverboat states, was 

also negatively impacted by the tax increase. On June 3, 2002, Argosy issued a statement that, 

because of the tax increase, ñits previously announced 2002 earnings guidance of $3.10 to $3.25 

a share would be reduced by up to 22 cents a share in the second half of the year. Free cash flow 

would be slashed by 24 cents a share from previous estimates of $4.21 to $4.30 a share.
13
ò 

Like Harrahôs Entertainment, Argosy also reconsidered pending capital investments in 

Illinois. Originally, Argosy planned to spend between $75 million and $80 million on capital 

improvements to its Empress Joliet property, which it had estimated would generate a return on 

investment of at least 15 percent. 

After the announcement, Argosy significantly scaled back the level of investment in its 

project to $40 million, a minimal level that was deemed ñabsolutely necessaryò to make the 

project competitive. With the tax increase, a larger investment could not be justified since it 

would not generate sufficient returns.
.14

 

As part of its original study of the Illinois tax increase, Spectrum interviewed investment 

professionals at CIBC World Markets (now Oppenheimer & Co.), which produced a detailed 

analysis of the tax increase in Illinois that concluded that the increase actually cost the state tax 

revenue because riverboat operators had no incentive to invest additional capital in their facilities 

or target new markets because the highly graduated system eliminated any incentives to do so.
15

 

New Jersey case study 

New Jersey became the first state outside of Nevada to legalize casino gambling when 

voters approved a 1976 constitutional referendum that limited casinos to Atlantic City. Spectrum 

professionals have been studying, observing and (as regulators) participating in that market since 

1978. In our experience, the constitutional protection that limits casinos to Atlantic City has been 

an important factor in promoting investor confidence in that market, i.e., investors know that the 

rules are fixed, which provides some level of assurance that new, unanticipated in-state 

competition will not threaten Atlantic City investments. 

                                                 
13 ñArgosy Gaming Lowers Guidance Due to Illinois Tax Hike,ò www.thestreet.com, June 4, 2002 
14 Interview with Michael Liebman, CIBC World Markets, March 4, 2003  
15 CIBC World Markets, data sheet prepared March 4, 2003 

http://www.thestreet.com/
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At the same time, the tax rate on gross gaming revenue ïï set by statute, and not by the 

1976 constitutional amendment ïï has remained unchanged since 1978.
16

 While there have been 

some additional obligations imposed on casinos over the years, including a 1.25 percent 

reinvestment obligation that began in 1984 and subsequent parking and other fees, these were 

largely viewed by investors as immaterial. For example, the reinvestment obligation allows 

casinos to realize a return on such reinvestments, albeit a below-market return. Additionally, the 

obligation simply restated the terms of a more generic reinvestment obligation that was already 

in the Casino Control Act. Similarly, subsequent additional fees ïï such as a parking tax ïï were 

passed on to customers, and thus would arguably not be viewed as tax increases on casinos. 

History, however, suggests that material changes in the core gaming tax would be 

perceived as a significant risk factor that would impact the cost of capital. 

On February 4, 2003, various media covering New Jersey reported that then New Jersey 

Governor James E. McGreevey was considering a 2 percent increase in casino revenue taxes, as 

well as other potential tax hikes, such as a tax on complimentaries, as part of a broad-based effort 

to address a $5 billion shortfall in the state budget.
17

 On that same day ïï Tuesday, February 4, 

2003 ïï the market value of public casino companies with assets in Atlantic City declined by 

more than $500 million collectively. The next day, the stocks lost another $290 million in 

value.
18

 

The New York Times reported: ñWhen Mr. McGreevey originally proposed $135 million 

in tax increases on casinos in his budget plan early this year, the financial and political fallout 

was swift and severe. The stock market value of resort companies operating in Atlantic City fell 

by more than half a billion dollars the first day and Bally's postponed a major construction 

project.
19
ò 

                                                 
16 The tax rate in the original 1977 Casino Control Act, 5:12-144, was set at 8 percent. The state Legislature 
temporarily raised the 8 percent tax on casino revenue to 12 percent in early 1979. The legislation allowed 
for a reduction in that rate as more casinos opened. The rate declined to 10 percent in 1980, and to 8 
percent in 1981 after the cityôs fifth casino hotel opened. The rate has remained unchanged since then. 
17 
Laura Manserus, ñMcGreevey Offers a Budget With No New Taxes but Much Austerity,ò New York Times, 

February 4, 2003 
18 
ñExamining impacts on Atlantic City of proposed tax increases, VLT competition,ò Spectrum Gaming Group, 

April 2003
 

19 David Kocieniewski, ñIn a Tax Battle, McGreevey Criticizes Casino Executives,ò New York Times, June 12, 
2003 
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Around the same time, McGreevey signed an executive order creating a commission to 

study the possibility of allowing VLTs at the Meadowlands Racetrack.
20

 On February 26, 2003, 

The Press of Atlantic City reported that a variety of events created certain risks that affected the 

ability of Trump Entertainment Resorts to obtain debt financing:  

ñDonald Trump was supposed to have alleviated a $475 million headache by now. 

ñInstead, a series of events and conditions beyond Trump's control have 

complicated his gaming company's ability to sell bonds critical to the future of Trump 

Marina Hotel Casino. 

ñFirst came Gov. James E. McGreeveyôs Feb. 3 bombshell that he wants to raise 

the casino-revenue tax, tax casino complimentaries, create a hotel-revenue tax and 

consider putting slot machines in northern New Jersey racetracks. 

ñPotential Trump Marina bond investors now also have to consider the impact of 

rising gasoline prices, declining stock prices, war looming in Iraq, a possible smoking 

ban in casinos, and the opening of Borgata Hotel Casino & Spa perhaps less than four 

months from now
21

. 

ñóItôs going to be tough,ô said Jane Pedreira, Lehman Brothers high-yield gaming 

analyst. óMost people don't like to buy during periods of uncertainty. My sense is the 

whole thing is going to be halted.ò 

ñTrump Hotels & Casino Resorts had planned to complete the $475 million bond 

sale "within a few days" of Jan. 31, a company executive testified last month. Exactly 

where the deal stands today is unclear.ò
22

 

It should be noted that, to date, neither the tax increase nor the prospect of in-state VLTs 

at tracks has come to pass in New Jersey. The case, however, illustrates that capital markets can 

react immediately and powerfully when new risk factors emerge. 

                                                 
20

 ñNew Jersey panel to study VLT feasibility,ò Thoroughbred Times, February 10, 2003  
21 Borgata opened in July 2003 as the first new casino hotel in Atlantic City to open in 13 years. 
22 Joe Weinert, ñ$475m. Question Still Lingers: Can Trump Refinance? / Bonds Are Becoming An Even 
Tougher Sell,ò Press of Atlantic City,  February 26, 2003, p. B6 
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Lessons to be learned  

Illinois and New Jersey offer graphic examples of how changes in tax rates can signal 

increased risk, which adds to the cost of capital. They are not the only examples, however, of 

how operators consider tax rates when capital investment decisions. 

Tax rates were increased in Delaware on May 28, 2009. The effective rate (fees to 

vendors, racing interests and others included) went from about 54 percent to more than 60 

percent. 

Dover Downs, which as noted earlier has managed to compete in large measure by 

adding a hotel, conference center and other amenities, had to shelve a planned $40 million 

parking garage, which would have ultimately accommodated up to 3,000 cars, because the 

numbers no longer worked, once the tax increase went into effect
23

. 

The parking garage ð an important competitive weapon, particularly when catering to 

older customers who donôt like the greater distances between car and casino that must be 

traversed by surface parking ð no longer made sense. That is a very telling example that, when 

coupled with the previous case studies, illustrates how tax increases can impact planned capital 

projects in two ways: 

 Tax increases represent a material shift in the investment climate, which capital 

markets interpret as a sign of increased risk. This, in turn, requires that investors 

get greater returns on their investment to compensate for that risk, which 

translates into a higher cost of capital. 

 Tax increases adversely affect the profitability of an operation, which means that 

the potential returns on an investment will decline. Such declines could mean that 

investments no longer make sense, and will not be made. 

Closer to home, examples can be found as well. For example, management at Indiana 

Live!, one of two racinos in the state, has indicated that it would benefit from the addition of a 

hotel, conference center and possibly a live entertainment venue. The property was designed in 

anticipation of a hotel, and has set aside an area that would accommodate a front desk and other 

hotel assets. 

                                                 
23 Gaming Industry Observer , vol. 14, no. 12, p. 8 
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At this writing, however, the property is struggling under a debt burden that requires it to 

channel as much of its cash flow as possible toward servicing its debt. Capital investment in 

other assets ïï despite the potential for an attractive return on that invested capital ïï has to wait. 

That offers another important lesson for Indiana policymakers. Indiana Live!ôs inability 

to fund an otherwise profitable expansion means that the state is losing potential revenue that 

could be generated from such an expansion ïï a particularly acute concern as the likelihood of 

increased competition grows. 

Spectrum, however, suggests that the reversal of these scenarios ïï the potential for tax 

rates moving in a more favorable direction ïï offers the possibility of an enhanced investment 

climate, which could translate into reduced risk and a lower cost of capital. 

Disinvestment: undesirable alternative  

Examples from other states are particularly important, in part because they demonstrate 

the potential relationship between capital investment and public policy. However, they also need 

to be heeded because capital investment is an easily transferable, fungible commodity. Capital 

can be invested easily in other states ïï or other industries ïï if there is a perceived material 

difference in the potential risk and the potential return. 

Gaming communities can experience significant benefits when capital is invested in their 

communities. However, they can suffer significant pain as well, when the perception of risk and 

reward turns, and they are no longer viewed as attractive investment opportunities. 

ñDisinvestmentò is a term that characterizes the process when the views of operators and 

investors turn sour on a communityôs potential. Disinvestment equates to a lack of economic 

confidence. It is a belief by investors and owners that an existing investment may have a bright 

past, but a dismal future. These investors and owners will take profits out of an investment that 

might have been profitable for years, if not decades, and not put that money back in.  

Disinvestment can be insidious because it feeds on itself, becoming a self-fulfilling 

prophecy. Spectrum suggests that the potential for disinvestment in Indianaôs gaming industry is 

real, and the likelihood would increase in the absence of any state policy designed to attract 

capital investment. 



 

  Page 28 of 104 

 

Considering tax incentives  

In Spectrumôs judgment, the casino industry and the state of Indiana should work in a 

collaborative effort and combine their resources to maximize the potential of the casino industry 

in the state to their mutual benefit. It is undeniable that a healthy, prospering casino industry is 

an invaluable economic tool for the state, particularly in these trying economic times.  

Accordingly, from a policy perspective, it behooves the lawmakers to consider measures that 

could enhance the industryôs growth and foster employment opportunities without impacting on 

integrity issues.  

From our vantage point, it is readily apparent that there are opportunities to protect the 

casino industry in Indiana. One critical component involves the ability of current casino 

operators to expand and improve their facilities through the addition of hotel and meeting rooms, 

as well as customer-friendly amenities such as entertainment venues, restaurants, golf courses 

and health spas. Casino operators may be reluctant to make such investments during this period 

of economic turmoil, and the likelihood of increased competition. They may need added 

inducements to invest needed capital to improve their venues. 

To provide such incentives, the Indiana Legislature may consider the efficacy of allowing 

for tax reductions on casino revenues or tax credits in proportion to investments made during a 

calendar year for capital expenditures. The Indiana Gaming Commission could be entrusted with 

the statutory authority to approve the expenditures and verify the amount, determining the 

eligibility of such investments for the purpose of allowing the tax incentives. Depending on the 

amount expended, the tax rate could be adjusted accordingly.   

Tax incentives ïï a tool that is readily available and has the potential to be effective ïï 

could take one of two forms: 

 Reducing the gaming tax rate, or at least the incremental tax rate 

 Offering other tax incentives to developers, such as reductions in sales taxes 

In either case, however, incentives can only serve the public interest if: 

 They ultimately grow gaming and non-gaming revenues in Indiana. 

 They encourage capital investment in Indiana. 
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 They are used to encourage investment and employment growth in Indiana, and 

are not used to subsidize investment in other states or regions. 

Many gaming states, when faced with an external challenge to the status quo, tend to 

react in one of two ways: 

 They consider expanding their revenue reach, by either approving new licenses, 

adding new forms of gaming or increasing taxes. 

 They follow the political adage of ñcircling the wagonsò to protect their existing 

operations.  

In Spectrumôs experience, states that follow the first approach appear to overlook one 

important consequence: Such actions, as noted earlier, will alter the investment climate and add 

risk. This, in turn, diminishes potential profitability for the gaming industry and reduces 

opportunities for incremental capital investment. 

Those states that follow the second approach have tried approaches that range from 

regulatory relief (which could take various forms) to, in rare cases, offering tax incentives. 

New Jersey offers some experience in both categories. Atlantic Cityôs monopoly on East 

Coast gaming ended in the 1990s with the establishment of Indian casinos in Connecticut and 

racinos in Delaware. New Jerseyôs response included a broad assortment of legislative and 

regulatory changes, starting in 1990, that have encompassed everything from removing limits on 

the number of licenses that one operator can hold to expanding gaming hours and removing a 

variety of roadblocks.
24

 

In the beginning of this decade, New Jersey took additional steps to create incentives that 

were largely designed to broaden Atlantic Cityôs appeal by encouraging the construction of non-

gaming attractions. 

The most telling sign of political and legislative relief is the legislation, known as the 

Gormley-James bill, which encouraged non-gaming development through tax incentives. The 

preamble to the legislation, introduced in February 2001 states:  

ñThe Legislature finds and declares that: 

                                                 
24 ñYears of Change: 1990-1994,ò New Jersey Casino Control Commission 
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ñLegalized casino gambling was approved by New Jersey's voters  in 1976 

as a "unique tool of urban redevelopment" to facilitate the  revitalization of 

Atlantic City and other distressed municipalities throughout the State; 

 ñThe Legislature created the Casino Reinvestment Development 

Authority (the "CRDA") to oversee the investment of casino gambling revenues 

for development projects in Atlantic City and other areas throughout the State; 

ñDuring the past 25 years, the development of Atlantic City's multi-billion 

dollar casino industry and the CRDA's investment of hundreds of millions of 

dollars in housing, commercial and nonprofit projects have greatly benefited the 

people of New Jersey and have served as a model for many other states and 

countries that wished to emulate Atlantic City's successful record of casino 

development and economic growth; 

ñIt is altogether fitting and proper on the occasion of the 25th year of 

legalized casino gaming in Atlantic City to establish a new program to facilitate 

the next phase of Atlantic City's development into a regional, national and 

international "destination resort" and at the same time, to insure that substantial 

commitments are made to projects to revitalize urban areas and promote 

continued economic growth throughout the State.
25
ò 

 

The Gormley-James legislation
26

 created up to 11 ñentertainment/retail districtsò in Atlantic City. 

Qualifying projects: 

 Are exempt from construction sales tax 

 Receive a rebate on sales taxes, up to $2.5 million per year for 20 years 

 Receive a rebate on incremental unique local entertainment taxes 

generated for 20 years 

The incentives have encouraged several major expansion projects in Atlantic City. The 

following table lists the approved projects under this program: 

                                                 
25 New Jersey Senate Bill S-2173, introduced February 26, 2001 
26 The principal sponsors were former New Jersey state Senators Sharpe James, D-Essex, and William 
Gormley, R-Atlantic.  
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  RETAIL HOTEL PARKING COST JOBS START END 

PROJECT (sq. ft) Rooms Spaces ($millions) (permanent) Date Date 

Tropicana 179,000 500 2,400  $230  2,000 1/02 11/04 

Caesars 415,000 0 3,000  $215  1,190 9/03 6/06 

Resorts 168,000 1,159 1,500  $108  514 3/02 n/a*  

A.C. Outlet Shops 670,000 0 1,600  $205  1,348 5/02 7/04 

Borgata 179,000 800 1,400  $563  1,725 3/05 6/08 

Harrahôs/Showboat 257,646 1,360 3,697  $688  1,088 5/02 5/08 

Trump Plaza 504,000 4,612 9,850 $1,542 2,662 n/a n/a* 

Revel 420,000 1,822 7,793 $2,300 5,457 11/07 10/10* 

TOTALS 2,792,646 10,253 31,240 $5,743 20,307     

Source: New Jersey Casino Reinvestment Development Authority / * - Project not yet started 

The success of such legislation extends beyond its ability to attract capital investment by 

reducing the risk in such investments. The non-gaming investment that was fueled by this 

legislation has quietly but materially expanded the Atlantic City market. 

Retail is proving to be an important secondary driver of visitation to the market. By that, 

we suggest that most people still visit Atlantic City to gamble, but the retail, dining and 

entertainment options that have been developed are proving to be vital in improving the quality 

of the visitor experience and extending the length of stay. 

The Atlantic City Outlets/The Walk, developed by the Cordish Companies, is 100 percent 

leased and occupied in its first two phases, and the third phase is 100 percent committed. ñThere 

arenôt any more outlets left. Tenant demand is overwhelming,ò company Chairman David 

Cordish said in an interview last year.
27

 Sales per square foot at The Walk are well over $500, 

Cordish said. Leatherware company Coach, which was doing ñway northò of $1,000 per square 

foot, tripled its square footage in phase two, and other tenants are likewise expanding their 

footprint, he said. 

Atlantic City retail has grown, and continues to grow, more upscale, in essence 

mimicking, although lagging, the trend in Las Vegas. The catalyst for this trend in Atlantic City 

was the November 2004 opening of The Quarter at Tropicana. The 200,000-square-foot retail, 

dining and entertainment complex (ñRDEò) includes both mid-market and high-end retailers 

such as Brooks Brothers and Swarovski. The Pier Shops at Caesars continued this trend, 

attracting retailers such as Apple, Armani, Bebe, Louis Vuitton, Movado and Tiffany. 

                                                 
27 Gaming Industry Observer , March 24, 2008  
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High-end casino retail has proven successful. Borgata in its first year reported retail 

revenue of $1,400 per square foot. One RDE at an Atlantic City casino reported to us sales per 

square foot of $890. The Pier at Caesars had revenue per square foot of approximately $550 in 

2007. 

In the recent Visitor Profile Study that Spectrum conducted for the Atlantic City 

Convention & Visitors Authority, the shopping experience ranked 3.12 on a satisfaction scale of 

1-5, while the dining and restaurant experience scored 3.89.
28

  

Case Study: The Quarter 

Consider The Quarter, which includes new retail, dining, entertainment and other 

offerings, which opened November 2004 at Tropicana Casino Resort in Atlantic City. At the 

time of the investment, the present value of the rebates that the Tropicana was eligible for under 

Gormley-James has been estimated to be $60 million
29

. 

In examining The Quarter at the Tropicana, we focused on the second quarter of 2004 

and compared it to 2005, rather than the third quarter to minimize the potentially distorting effect 

of construction disruptions, which would have been more pronounced in the third quarter. 

Tropicana Analysis ($ in thousands)  

Capacity change 2nd quarter 2004 2nd quarter 2005 Period-to-

period 

change 

Total casino square footage, end of quarter                    144,779                     149,291  3.1% 

No. of slots, end of quarter                       4,372                        4,304  -1.6% 

No. of tables end of quarter                          171                           193  12.9% 

No. of hotel rooms                       1,624                        2,129  31.1% 

Changes in key metrics  2nd quarter 2004 2nd quarter 2005 Period-to-

period 

change 

Casino revenue  $                 88,651   $               108,617  22.5% 

Cash hotel revenue  $                   6,755   $                   9,607  42.2% 

Gross operating profit   $                 21,820   $                 31,843  45.9% 

Win per square foot (not in thousands)   $                      614   $                      744  21.2% 

Daily win per unit (slots)   $                      162   $                      194  19.8% 

Est. average monthly win per FTE  $                   7,356   $                   7,471  1.6% 

*The Quarter includes 200,000 square feet of retail space, 502 additional hotel rooms, a 2,400-space parking 

garage; and 20,000 square feet of  meeting and convention space. 

 

                                                 
28 Atlantic City Visitor Profile Study, September 2008, Spectrum Gaming Group  
29 Aztar Corp., form:10-Q  Filing Date:11/2/2004  

https://register.edgar-online.com/default.aspx?q=10210002102001396000689
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Note also that the Tropicana had significant excess gaming capacity prior to its 

expansion, largely in anticipation of The Quarter, which had been in various stages of planning 

for years prior to its November 2004 opening. 

More dramatic, however, than the 45.9 percent increase in gross operating profit was the 

increase in visitation to the Tropicana. Spectrum, which tracks visitation to Atlantic City 

properties through its Gaming Industry Observer newsletter, estimates that visitation to the 

Tropicana from the second quarter of 2004 to the second quarter of 2005 grew by 54 percent. 

Lessons to be learned  

We do not suggest ïï nor should anyone reasonably expect ïï that such results are easily 

transferable to Indiana. Rather, we suggest that Indiana lawmakers should consider and measure 

the impact of potential any incentives based on some broad parameters that could include: 

 Will incentives cannibalize or grow existing tax revenues? 

 Will incentives lead to additional capital investment in Indiana? 

 Would such incentives protect ïï and perhaps expand ïï gaming revenues in 

Indiana? 

 Would such incentives increase employment, promote tourism or advance other 

policy goals? 

Wherever possible and practical, the burden should be on participating casino operators 

to demonstrate that incentives would create employment in their region, make them more 

competitive ïï and ultimately ensure their success in an increasingly competitive environment. 

 

Case Study: New Jersey Economic Stimulus Act of 2009 30 
 

The New Jersey Economic Stimulus Act of 2009 (A-4048) was signed into law on July 

27, 2009 by Gov. Jon Corzine
31

. This recent piece of legislation provides for a new tax increment 

grant/financing program to be known as the Economic Redevelopment and Growth Grant 

(ñERGGò) program.  

                                                 
30 This section was written and researched primarily by James Kennedy, former Executive Director of the 
New Jersey Casino Reinvestment Development Authority 
31 ñNew Jersey League of Municipalities press release July 28, 2009 
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The law is broad-based and, while it includes casinos (confined to the city of Atlantic 

City) it encompasses a wide variety of potential projects throughout the state. Indeed, while 

casinos potentially benefit, the law was designed in some degree to mirror the more attractive 

aspects of the Gormley-James legislation cited earlier. 

Attorney Jack Plackter of the Fox Rothschild law firm wrote: ñThis Act is a tremendous 

incentive to developers in the targeted areas and is similar to laws we have used to help finance 

major casino expansions in New Jersey.ò
32

 

Under the Act, a casino or other economic development project is eligible for a state  

ERGG to close a project gap that remains to be financed after all other sources have been 

accounted for, including, but not limited to, developer contributed capital, which shall not be less 

than 20% of the total project cost. (The cost of the casino floor and directly related back-of-

house space cannot be included).  

According to Fox Rothschild, the following criteria would be used to determine the 

eligibility of a particular project
33

: 

  ñThe economic feasibility of the redevelopment project;  

 ñThe extent of economic and related social distress in the municipality and the 

area to be affected by the redevelopment project;  

 ñThe degree to which the project will advance state, regional and local 

development and planning strategies;  

 ñThe likelihood that the project will generate new tax revenue in an amount in 

excess of what is necessary to reimburse the developer for project costs incurred as provided 

in the redevelopment incentive grant agreement;  

 ñThe relationship of the redevelopment project to a comprehensive local 

development strategy, including other major projects undertaken within the municipality;  

 ñThe need for the redevelopment incentive grant agreement to the viability of the 

project; and  

                                                 
32 http://njrealestatepropertylawanddevelopment.foxrothschild.com/2009/07/articles/land -use-
development/economic -stimulus -act-of-2009/  (accessed October 9, 2009) 
33 http://www.foxrothschil d.com/Newsstand/News.aspx?id=10546 (accessed October 9, 2009) 

http://njrealestatepropertylawanddevelopment.foxrothschild.com/2009/07/articles/land-use-development/economic-stimulus-act-of-2009/
http://njrealestatepropertylawanddevelopment.foxrothschild.com/2009/07/articles/land-use-development/economic-stimulus-act-of-2009/
http://www.foxrothschild.com/Newsstand/News.aspx?id=10546
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 ñThe degree to which the redevelopment project enhances and promotes job 

creation and economic development.ò 

The law allows up to 75 percent of the casino projectsô projected annual incremental 

revenues (primarily sales and luxury tax) to be pledged toward the state portion of an incentive 

grant.  The increment is calculated as being the difference between the amounts collected in any 

fiscal year from any eligible revenue source included in the redevelopment incentive grant 

agreement, minus the revenue increment base for that eligible revenue.  For a new project, the 

incremental revenue base is set at zero. 

The decision whether or not to enter into a redevelopment incentive grant agreement is 

solely within the discretion of the New Jersey Economic Development Authority and the State 

Treasurer. 

The governing body of a municipality that includes a qualifying ERGG grant incentive 

area is empowered to adopt an ordinance to establish a local ERGG program to encourage 

redevelopment projects in that area by providing incentive grants to reimburse developers for 

certain project financing gap costs.  

As much as 75 percent of the incremental local revenues could be pledged toward the 

municipal portion of an incentive grant.  The increment is calculated as being the difference 

between the amounts collected in any fiscal year from any eligible revenue source included in 

the redevelopment incentive grant agreement, less the revenue increment base for that eligible 

revenue.  

This means a casinoôs property tax could be pledged as a contribution, along with state 

tax revenue to close a projectôs 20 percent funding gap.  Practical political realities, however, 

mean that such an option is not likely to be exercised. However, a municipality may also commit 

up to 75 percent of the incremental local revenues to municipal infrastructure that would support 

the casino project. The use of public dollars to provide for roads, green space and other public 

amenitiesô such as Boardwalk and beach pavilions are permitted.    

Lessons to be learned 

The Economic Stimulus Act, while not limited to casinos, joins other legislation, such as 

the Gormley-James Act, to provide a powerful incentive. A casino project can leverage the 
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combined statutory incentives to fund 20 percent or more of a casino projectôs development cost 

that is not directly related to gaming, and can provide for a dedicated revenue source for 

supporting municipal infrastructure.  

The two laws have a similar rationale ïï leveraging future government revenues to assist 

private developers by reducing risk and providing financing ïï and, from the standpoint of the 

casino industry, can have a similar effect:  Helping casinos evolve into regional destinations. 

The stimulus legislation, however, is not risk-free. The Philadelphia Inquirer noted in a 

recent editorial titled ñRisky Incentivesò
34

:  

ñNew Jersey has had little success with an economic development tool known as 

tax-increment financing that it began using in 2002, but its new, "improved" TIF program 

raises some scary possibilities.  

ñUnfortunately, the Economic Redevelopment and Growth Grant program was 

signed into law last week. Only introduced in the Legislature in June, it was put on a 

track so fast its detractors could barely lay a glove on it.  

ñThat shouldn't happen in a state that got its reputation for corruption the old-

fashioned way: It earned it. Some of those crimes involved kickbacks and schemes tied to 

economic development.  

ñThe new, more lucrative TIF program will be tempting to any who might try to 

offer an, ahem, incentive to public officials involved in handing out tax breaks. That may 

never happen, but the ERGG program has other problems that will be hard to avoid.  

ñThe state's old TIF, the Revenue Allocation District program, allowed up to nine 

local sources of revenue to be diverted and used to help developers complete a project. 

ERGG increases the revenue sources to 22 state and local taxes and fees, including the 

corporation business tax, the sales and use tax, and the property tax.  

ñNo other TIF in the nation taps as many sources of revenue to provide incentives 

to developers. And it is risky for New Jersey to do that, even in its understandable zeal to 

counter the recession. In fact, the recession makes this move even riskier.  

                                                 
34 ñRisky Incentives,ò Philadelphia Inquirer , August 5, 2009 
http://www.philly.com/inquirer/opinion/ 20090805_Editorial__Risky_incentives.html  (accessed 
October 9, 2009) 

http://www.philly.com/inquirer/opinion/20090805_Editorial__Risky_incentives.html
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ñThe ERGG program allows the state and local governments to divert up to 75 

percent of the revenues generated by a mall, office building, residences, etc., and use 

those funds to issue grants to developers that can total up to 20 percent of the project's 

cost.  

ñAs New Jersey Policy Perspective analyst Sarah Stecker said, óWith falling tax 

revenues forcing state and local governments to make deep cuts to public services and 

furlough employees, New Jersey and its municipalities can ill-afford to funnel needed tax 

revenue to private developers.ô 

ñNew development usually requires additional public services, including police 

and fire protection and sanitation, as well as public schools, if new houses are what's 

built. Will only 25 percent of revenue generated by a new development after it gets its 

ERGG grant be enough to pay those costs?  

ñAs this program goes forward, state and local officials who will decide which 

developers get ERGG grants must avoid the Legislature's haste as they assess the impact 

of each request. Keep the process transparent, and don't hand out money to projects that 

should stand on their own.ò  

The next section of this report will analyze various scenarios to better understand the 

relationship between tax incentives, capital investment and revenue growth. 

Adjusting tax rates  

Public officials in Indiana have a clear, defensible goal in any discussion of gaming tax 

policy: They want to ensure that any adjustment of tax rates does not result in a reduction of 

revenue from what it would have been otherwise. 

With that in mind, policymakers have a number of options that could be considered, 

including: 

 Marginal tax rates can be adjusted to encourage capital investment. 

 Operators could receive other incentives, such as a five-year, 10-year or other 

limited period of reduced taxes in order to reduce the cost of such investments. 

As an example, a hypothetical $1 billion capital expenditure may result in a reduced tax 

rate of a certain percentage, while an expenditure of $500 million may result in a reduction of a 
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lesser percentage. Alternatively, the tax rate deduction could be established as a flat rate 

dependent on reaching a specified threshold. As we note in this report, the New York Legislature 

recently enacted a law that allows for significant tax rate reductions upon the infusion of $600 

million of capital into the casino facility.  In this context, the Indiana Legislature may decide that 

this is a positive approach worthy of consideration.  

Spectrum, based on its work in a number of domestic gaming markets, fully understands 

that political concerns are often paramount in any discussion of tax rates, and most states ïï with 

few exceptions over the last three decades ïï have tended to impose higher and higher tax rates. 

From the standpoint of a reasonable political stance, that makes sense. Spectrum points out, 

however, that the same would not necessarily hold true from an economic standpoint. 

This could be particularly true in states, such as Indiana, that offer graduated tax rates. 

The apparent assumption is that greater revenue should be taxed at a greater rate. The rationale 

for that would vary from state to state, and perhaps from legislator to legislator, but would be 

largely tied to the view that such a tiered structure would be akin to a ñwindfall profits taxò that 

would be imposed, say, on the oil industry. 

However, we suggest that such a rationale may be inappropriate and potentially counter-

productive. The traditional gaming business model does strive to maximize revenue as a means 

of maximizing profit at an even greater rate. Since so much of gamingôs costs are fixed, 

incremental revenue tends to increase profit margins, when all else is equal. However, graduated 

tax rates mean that all else is not equal. As a result, management of a property in which revenue 

is approaching a higher rate might make management decisions that keep that marginal rate in 

mind. For example, decisions as to whether to add gaming positions or not could be impacted, as 

could decisions as to whether or not to add tables or slots, or to shift the position mix. Tables, by 

definition, are more labor intensive and, thus, operate at lower profit margins than slots. 

This leads to the question as to whether lawmakers have the ability to offer incentives for 

operators to aggressively pursue that incremental revenue. One possible incentive would be to 

offer incremental tax rates that are lower ïï not higher ïï than existing tax rates. 

Lower tax rates would alter the calculus in which certain management decisions are 

made. If operators understand that incremental revenue would be more profitable, it could mean: 
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 A more aggressive pursuit of table revenue, which would encourage more 

employment. 

 An enhanced ability to spend marketing dollars in pursuit of that incremental 

revenue, since the lower rates offer more flexibility to spend money that might not 

otherwise be available. 

 An increased likelihood of additional capital investment, since the incremental 

revenue would generate higher margins. 

 From a public-policy standpoint, lawmakers and others should consider certain 

guidelines: 

 The incremental revenue to be generated and taxed at a lower rate should not 

come at the expense of existing revenue levels, i.e., the stateôs share should not be 

lower than it otherwise would be. 

 The incremental revenue to be generated should inure to the benefit of Indiana. 

The state would certainly have the authority, for example, to require that operators who 

seek to reach a lower-tax threshold develop a plan as to how they intend to invest in their 

properties, or otherwise advance public policy in Indiana. 

If lawmakers in Indiana were to consider adjusting marginal tax rates, we respectfully 

suggest that they not necessarily adhere to the existing graduated scale of break points in 

revenue. The entire scale should be examined in an effort to identify an optimal, alternative 

scale. 

Any consideration of changes in marginal tax rates cannot be separated from a discussion 

of changes in the overall tax structure, since properties that are less likely to cross revised 

thresholds might object to such changes in marginal tax rates as being unfair and anti-

competitive.  

The state has limited ability to address those concerns. It can maintain the status quo, 

which would likely ensure a bleak future for many of the existing operators. Or it can adjust 

overall tax rates at lower levels as well. That approach, however, would require ïï in our view ï

ï a concomitant responsibility by participating operators to put forth plans on how they intend to 
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invest in their properties ïï either directly or through third-party participants, such as retailers or 

restaurant operators. 

Additionally, the state could require that operators seeking any relief in tax rates put forth 

credible plans on how they intend to advance other state policies as well, most notably by 

promoting tourism and employment. 

Indiana faces a number of tax options that could, in theory, make its gaming industry 

more profitable, which would in turn make it more competitive. These include allowing the 

deductibility of promotional play from gross revenue, which would encourage casinos to reinvest 

more dollars in generating repeat business from its existing customers. 

Spectrum recognizes that consideration of a more competitive tax structure might, from a 

political standpoint, be anathema. Still, we suggest that it is worth considering since the status 

quo will clearly change regardless of what actions are taken ïï or not taken ïï by legislators or 

regulators. 

Admissions tax and capital investment  

Any consideration of adjusting tax policy to encourage additional capital investment must 

consider the admissions tax, and must include the asking of hard questions as to whether that 

particular levy has been rendered obsolete and potentially counter-productive in a more intensely 

competitive environment. 

Unlike other relatively small levies such as, say, hotel room taxes or sales taxes, gaming 

operators ïï for competitive reasons and in the interest of customer convenience ïï do not pass 

on the admissions tax. The tax is assessed on the operators, who pay it. 

The admissions tax not only creates administrative costs for operators who must monitor 

attendance, track admissions and pay the fee, but it also has created some unintended 

consequences that have particular resonance when considering additional capital investment. 

Consider a scenario in which a hotel guest travels between the hotel and casino three 

times during the course of a single day, generating a $3 admissions fee each time. If the hotel 

guest spends$90 in the casino, he or she would generate approximately $30 in gaming taxes plus 

$9 in admission fees. From the operatorôs standpoint, that hotel guest is now worth barely $50, a 

difficult revenue level from which to generate a reasonable profit. 
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Capital projects that might generate even more foot traffic, such as a lifestyle center ïï 

complete with retail, dining and entertainment ïï could prove to be very costly to the operator. 

Using the example of The Quarter in Atlantic City, the number of cars parked at the 

Tropicana increased by about 64 percent between 2003 (the last full calendar year before The 

Quarter opened) and 2005 (the first full calendar year with The Quarter open). During that same 

period, however, gaming revenue only increased by 19 percent
35

. 

If the Tropicana had to pay $3 per adult visitor to The Quarter, the incremental cost of the 

increased visitation would have been approximately $3.6 million
36

 in 2005, a number that would 

have stayed relatively fixed in subsequent years. That annual cost would have materially reduced 

the one-time $60 million benefit supplied by the tax incentives. 

The lesson is clear:  If Indiana lawmakers elect to analyze their gaming taxation system 

to develop a system that encourages capital investment, they should not do so in isolation, but 

would be advised to look at all relevant taxes to ensure that they are not at cross-purposes. 

Tourism Development  

Gaming and tourism can be highly complementary, in some cases, and this would be 

particularly meaningful when considering the relationship between capital investment and 

gaming. 

Spectrum believes that capital investment in a variety of attractions would improve the 

appeal of a gaming property, and at the same time, this potentially wider appeal would improve 

the potential return on investment for such attractions. 

Additionally, a complementary relationship between gaming and tourism would translate 

into more employment and advance other public policies as well. The issue of tourism has 

particular resonance in Indiana because so many of the casinos are positioned near state lines, 

with easy access to more out-of-state visitors. Within the interior of the state, a property such as 

French Lick ïï which is positioning itself as a destination resort that offers gaming ïï are also 

well positioned.   

                                                 
35 New Jersey Casino Reinvestment Development Authority, parking data. New Jersey Casino Control 
Commission, revenue data. 
36 Spectrum uses a standard estimate of 2.3 adults per vehicle, a measure initially established by the South 
Jersey Transportation Authority.  
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According to the stateôs most recent (2006) visitor profile, Indiana drew record high of 

62.8 million visitors in 2006.
37

 Total tourism spending (including transportation) in 2006 was 

$10.36 billion, an increase of 7.8 percent from 2004.
38

 The economic impact (Gross State 

Product) of these expenditures totaled $10.51 billion in 2006, an increase of 8.7 percent from 

2004.
39

 This includes $5.88 billion in direct economic impact, $2.01 billion in indirect economic 

impact (supplier effect), and $2.62 billion in induced economic impact (income effect).
40

  

Traveler spending supported 257,785 jobs in Indiana in 2006, with 181,637 directly 

employed by tourism sectors and an additional 30,003 indirect jobs and 46,146 induced jobs.
41

 

Nearly $3.88 billion in wages were generated in 2006, a 7.5 percent increase from 2004, as a 

direct result of tourism with an additional $2.86 billion attributed to indirect and induced 

wages.
42

 

Travelers generated federal, state, and local tax revenue totaling $2.69 billion in 2006, a 

5.5 percent increase from 2004, including $1.66 billion in federal taxes, $901.8 million in state 

taxes and $125.9 million in local taxes.
43

 Additionally, county occupancy taxes paid by travelers 

totaled $72.80 million and tourism sales tax receipts totaled $621.5 million in 2006.
44

 

Visitation for the business segment was up by 2.9 million more business visitors than in 

2004, with overall business stays up 15.7% to 10.4 million in 2006.
45

 Overnight leisure stays, 

which account for 80 percent of all of Indianaôs overnight stays, increased 6.1% in 2006 to 8.9 

million, its highest level since 2000.
46

 Overnight leisure spending increased a significant 20% 

from 2004 to 2006.
47

  

Daily visitor spending in Indiana was up slightly in 2006 from 2004, however, it was 

substantially lower in Indiana compared to the typical United States destination.
48

 The average 

                                                 
37 Indiana 2006 Visitor Profile, D. K. Shifflet & Associates, Ltd, December 2007. 
38 The 2006 Economic Impact of Travel & Tourism in I ndiana, prepared by Global Insight in partnershi p 
with D. K. Shifflet & Associates, Ltd.  
39 Ibid  
40 Ibid  
41 Ibid  
42 Ibid  
43 Ibid  
44 Ibid  
45 Indiana 2006 Visitor Profile, D. K. Shifflet & Associates, Ltd, December 2007 
46Ibid  
47Ibid  
48Ibid  
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business traveler to the typical United States destination spent $137 per day compared with $105 

in Indiana and the average United States leisure traveler spent $102 per day in contrast to $77 per 

day in Indiana.
49

  

Indiana Office of Tourism Development  

The Indiana Office of Tourism Development (IOTD) is a stand-alone state agency 

overseen by Lt. Governor Becky Skillman and managed by Director Amy Vaughn. The agency 

implemented dramatic changes in its marketing program in 2006 with the development of a 

strategic brand campaign entitled ñIndianaïRestart Your Engines.ò  In 2007, IOTD launched a 

new creative designed to improve the image of the state as a leisure destination. The 2007 

campaign utilized radio and television advertising as well as an expanded print component and a 

new online presence. The budget for overall campaign costs of all mediums increased from 

$679,941 in 2006 to $931,553 in 2007, an increase of 37 percent.
50

  

However, the agencyôs total operating budget was recently reduced by 50 percent, from 

$4.8 million in Fiscal Year 2008/2009 to $2.4 million in Fiscal Year 2009/2010.
51

 In comparison 

to other states, Indiana now ranks 43
rd

 in the amount of state spending on tourism development.
52

 

These budget cutbacks have resulted in the elimination of radio and television advertising 

previously targeted to the out-of-state markets of Chicago, Cincinnati and Louisville as well as 

in-state markets of Indianapolis and Fort Wayne. 

In regard to state tourism trends, IOTD Director Vaughn said ñfamily attractions have 

held their own recently, with the Fort Wayne Childrenôs Zoo up approximately 15 percent and 

Holiday World up two percent over last year while the hotel and restaurant sectors are 

struggling.ò She also pointed to other amusement parks and sports and recreation tournaments as 

growth areas in Indiana tourism. She said even in a tough economy, ñpeople are still taking their 

children to baseball, softball and soccer team tournaments in Indiana.ò 

Director Vaughn said her agency is actively seeking ña stronger relationship with the 

stateôs gaming industryò and pointed to the stateôs website that includes casino-related trip 

                                                 
49Ibid  
50 Indiana Office of Tourism Development, Advertising Effectiveness, Strategic Marketing & Research,  
November 2007 
51 Indiana Office of Tourism Development  
52 Ibid  
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suggestions. The IOTDôs website contains a ñtrip plannerò tab that features ñtrip ideasò including 

family fun, romantic retreats, outdoor recreation, girlfriend getaways, arts and culture, casinos 

and sports & recreations. The ñcasinosò tab emphasizes that ñfrom north to south, Indiana is a 

Gamers paradise.ò The website recommends the following two-day casino gaming-related trips:  

 Canoes, Casinos and Caves (Croydon, Elizabeth, Leavenworth and 

Milltown)  

 Come Horse Around (Anderson)  

 French Lick Resort Casino (Ferdinand, French Lick and West 

Baden) 

 Just the Two of Us (Bristow, Evansville, New Harmony and Saint 

Meinrad) 

 One of a Kind (Chesterton, Michigan City and Valparaiso) 

 Rockinô and Rollinô on the Mighty Ohio River (Belterra, Madison, 

and Rising Sun) 

 Steep Slopes and Great Slots (Aurora, Guilford and Lawrenceburg) 

 Unique History and Gaming Fun (Crown Point, East Chicago, 

Gary, Hammond, Hobart, Miller Beach, Munster, Portage, St. John and 

Valparaiso) 

These casino ñtrip ideasò all combine visiting a casino with other activities such as 

outdoor recreation, visiting historical sites, arts and culture, family fun, romantic getaways and 

other sightseeing activities. Most suggest seeing the local sights of interest during the day and 

visiting a casino during the evening for gaming, dining and entertainment. The IOTDôs website 

does not market the stateôs casinos as a stand-alone tourism destination.  

The IOTD ñIndiana 2008 Travel Guideò featured a picture of the French Lick Casino on 

the cover. However, the photograph depicts several adults enjoying cocktails in the ornate lobby 

of the hotel. The only means of identifying the picture as a casino hotel is the caption that said 

ñFrench Lick Casino, French Lick, 2008.ò On page one, the ñAbout the Coverô paragraph reads: 

ñSteeped in history, luxuriously preserved and surrounded by scenic Southern Indianaôs Hoosier 

National Forest, the French Lick Resort Casino provides world-class amenities and non-stop 

gaming, sporting and spa activities ïï all in one fabulous location.ò The travel guide directs the 
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reader to page 142 that includes an advertisement for the casino but the travel guide does not 

contain any feature stories on the casino. 

The travel guideôs index contains the headings: where to find Indiana communities, 

attractions, campgrounds, information, recreation, restaurants, and shopping. There is no heading 

for casinos. Some of the individual casino properties are listed under ñattractionsò while others 

are listed under ñlodging.ò  

We suggest that the IOTDôs annual travel guide could market the stateôs casino industry 

more effectively through a separate index heading of ñcasinosò as well to include feature articles.  

The South Shore Convention and Visitors Authority  

The South Shore Convention and Visitors Authority is the agency responsible for 

promoting tourism in Lake County on Lake Michiganôs ñSouth Shore.ò The agency is an entity 

of state government with its funding derived from a portion of gaming admission and hotel taxes. 

The area is a 30 minute drive from downtown Chicago and includes the city of Gary  

Lake County ranks second in Indiana for visitor spending with approximately 9.4 percent 

of the stateôs tourism market share.
53

 The economic impact of tourism in Lake County is $837 

million per year, second only to Indianapolis.
54

  

The authority has established a sports promotion division that marketôs the areaôs 

recreation facilities to national, regional and local sports teams seeking to hold sports 

tournaments. This is a growth area of Indianaôs tourism development that has seen national and 

Midwestern tournaments in recent years, including the 2007 and 2009 National Softball 

Association Word Series Girls Fast Pitch tournaments.  

The authority played a key role in the original drive to authorize casino gaming in Gary 

in 1992. Today, there are four dockside lakefront casinos in Lake County. The authorityôs 

website includes a prominent section on casinos. The section features pictures of a casino 

gaming floor and a stack of chips on a craps table. The website asserts that: ñThere is no place in 

the Midwest that rivals Lake County for providing Las Vegas style adventure and action! The 

area is home to four casino boats on Beautiful Lake Michigan.ò 

                                                 
53 http://www.southshorecva.com/media/media -kit/facts/  
54 Ibid  
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The ñcasinosò section provides more detail on the areaôs four casinos including the 

number of slot machines (6,500) and table games (250) as well as the availability of restaurants, 

buffets, shows and live entertainment. The website includes a general brief description of the two 

casinos in Buffington Harbor in Gary as well as the casinos located in East Chicago and 

Hammond. The website continues listing each casino separately with its address, phone numbers 

and a hyperlink to each casinoôs website as well as a prominent logo of each property. 

Speros A. Batistatos, president and CEO of the authority, said the casino market in Lake 

County is ñgaming-drivenò and not overly centered on hotel or resort amenities. Therefore, the 

authority markets the casinos as a gaming attraction with other attractions ñmixed-inò to the 

casino experience. Mr. Batistatos ïï who previously served as president and CEO of the Atlantic 

City Convention and Visitors Authority ïï said that the Lake Countyôs casinos that have made 

substantial investments in their properties have seen a better return on investment. He pointed to 

the recent $500 million investment in the Horseshoe Hammond Casino as evidence of increased 

market share as a result of substantial property investment. He said the properties that have not 

invested or re-invested in capital improvements are suffering market share.  

According to Mr. Batistatos, the South Shore Convention and Visitors Authority is 

pursuing a consolidated approach to regionalize the county visitor and convention authorities in 

Lake, Porter and LaPorte counties. The advent of land-based casino gaming at the nearby Four 

Winds Casino in Michigan, the establishment of a racino in the Indianapolis area and the push 

for land-based casinos in Illinois are legitimate threats to the established dockside casino gaming 

market in this area. Mr. Batistatos said that both Michigan and Illinois have substantial 

marketing budgets targeted toward the Chicago market and Indianaôs budget cutbacks have made 

it difficult to compete. The authority is also advocating a regional convention center in 

Northwest Indiana to compete with the existing facilities in Indianapolis and Fort Wayne. 

Evansville Convention and Visitors Bureau  

Marilee Fowler, executive director of the Evansville Convention and Visitors Bureau, 

said her agency touts the accommodations and amenities of the Casino Aztar property when they 

bid on prospective conventions to be held at the Evansville Convention Center. The casino hotel 

property is located 7-8 blocks from the downtown Evansville Convention Center. She said the 

propertyôs two hotels (350 total rooms) as well as the dining, entertainment and gaming 
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attractions are included in the agencyôs package of venues that they can make available to 

meetings and convention visitors. 

The present Evansville Convention Center is undergoing a renovation that will add a 

sports and entertainment arena but will decrease the number of available hotel rooms at the 

complexôs present hotel. The agency markets the Holiday Inn and Marriot full-service hotels that 

are located near the convention center. Ms. Fowler said with the completion of the new arena, 

the 350 rooms at Casino Aztar will be an even more essential part of her agencyôs marketing 

strategy.  

The hotel rooms in Evansville are subject to an 8 percent county room tax that is 

distributed as follows: 2.5 percent to be used for marketing and promotional activity of the 

Evansville Convention and Visitors Bureau; 2 percent for the operating costs of the convention 

center and 3.5 percent for tourism capital development that must be ñbrick and mortarò projects.  

In observing the Evansville market, we note that one of the hotel facilities affiliated with 

Casino Aztar ïï Le Merigot ïï has been successfully positioned as a leading business travel 

destination in the market. 

Association of Indiana Convention and Visitor Bureaus  

Jim Epperson, executive director of the Harrison County Visitor and Convention Bureau, 

is the president of the statewide Association of Indiana Convention and Visitor Bureaus, a 

statewide nonprofit organization dedicated to promoting tourism within Indiana. Mr. Epperson 

said tourism is stateôs third leading industry behind agriculture and manufacturing. He said the 

Indiana tourism market had seen some signs of growth before the current recession. The cited a 

recent trend that shows Indiana is losing market share of leisure travelers to neighboring states. 

He pointed to the dramatic budget cutbacks at the IOTD and said the state needs to do more to 

remain competitive.  

Mr. Epperson said his membership is reporting that the ñMidwest weekend getawayò has 

been able to hold its own during the current recession. This is due to the fact that in a good 

economy, people have more money to travel (by air) to destinations further away from home and 

when money is tight; they tend to choose destinations closer to home.  
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In regard to bright spots in Indianaôs tourism industry, Mr. Epperson cited the hosting of 

statewide and regional sports tournaments including softball, baseball and soccer as well as 

winter events such as last yearôs 50-60 team AAU basketball tournament. These events are held 

at municipal or county recreation facilities with several sites being utilized to stage a single 

sports travel tournament. He mentioned Evansville, Columbus, South Bend, South Shore and 

smaller destinations as leaders in this growing segment of the tourism market. 

Another growth area, according to Mr. Epperson, is the Indianapolis market, which has 

re-invented itself as a convention and business destination through the expansion of the 

downtown convention center complex and the 2008 opening of the Lucas Stadium, home to the 

professional football Colts. He said the 1100-room Marriot Hotel and a vibrant downtown 

provide a product that can support conventions as well as business and leisure visitors.  

As to strategies concerning tourism and casino gaming in Indiana, Mr. Epperson said the 

state has historically not marketed casino gaming very effectively. He said that in the 1990ôs, 

state tourism officials did not include casinos in any tourism marketing efforts and the state 

tourism guide did not even include the stateôs casinos. He said the state has started to include 

casinos in its tourism guide but could do much more to promote the casino industry.  

Lessons to be learned  

Tourism, in its broadest sense, can work well with gaming for a variety of reasons, 

including: 

 Tourism will broaden the visitor base for gaming properties, in varying degrees. 

 Gaming properties can often position their amenities at more value-oriented price 

points because these properties can assume that the incremental visitors will spend 

some additional dollars on the gaming floor. 

 Convention and meeting destinations that offer gaming are likely to be at a 

competitive advantage to destinations that do not.  

 Conventions and meetings, as well as other segments of the hospitality industry such 

as tour and travel, can be used to generate incremental mid-week traffic, thus 

complementing gaming, which is more likely to have its prime activity during 

weekends. 
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The Washington Post summed up the national debate as to why cities look for 

conventions as economic engines: 

ñWashington and other cities find conventioneers a compelling economic driver. 

They spend money and leave, so they don't require social services. Across the country, a 

boom in convention centers, built in the name of economic development, has made the 

always-competitive business of attracting big conventions even more brutal. An 

estimated 8 million square feet of space is expected to come online in the next few years, 

even as attendance at shows remains steady and demand for the space grows only 

modestly
55
.ò 

Spectrum has noted in a variety of studies that we have performed around the nation that 

a variety of major cities that target larger conventions and meetings are increasingly viewing 

casinos as a competitive weapon. Cities such as Chicago (ranked No. 4 among convention cities, 

according to Tradeshow Week magazine) and Atlanta (ranked No. 5) are considering adding 

gaming, in part to give them an edge over cities that do not offer gaming.  

A more robust relationship between convention authorities and nearby gaming facilities 

can be mutually beneficial in smaller markets, as well as in Indianapolis. 

The anecdotal information we gathered during our research for this study indicates that 

managers of properties of varying sizes indicate that they would benefit from additional meeting 

space and hotel rooms. Moreover, Indiana Live! indicated that it is already seeing some 

incremental impact from major meetings held in Indianapolis. 

If policymakers seek to leverage and encourage this complementary relationship, they 

can do so as part of an overall gaming strategy designed to encourage capital investment. 

Operators that seek to avail themselves of tax incentives should, among other things, develop a 

tourism-based strategy. 

New York Case Study 

In New York, the eight racinos have already received some tax relief from levels that 

proved to be too severe for some operators. Last year, the percentage of gross gaming revenue 

                                                 
55 ñConvention Center Not Living Up to Lofty Goals,ò by Dana Hedgpeth, Washington Post , February 19, 
2007, Page A1  

http://projects.washingtonpost.com/staff/email/dana+hedgpeth/
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that operators could retain was increased by about 10 points to 42.9 percent
56

. That number, 

however, is a rough estimate, as the state gives back up to 8 percent for marketing. Additionally, 

that number does not reflect all fees paid to racing interests. New York operates the racinos 

under the regulatory supervision of the New York State Lottery, which also purchases the slots, 

thus saving operators the costs of buying or leasing their gaming equipment.  

In any event, New York racinos still operate under one of the most severe tax systems in 

the gaming industry, with an effective tax rate of about 60 percent, down from a one-time high of 

about 80 percent. 

New York, however, has recently embarked on an unusual plan to provide a significant 

tax incentive to the operator of a potential casino resort in the Catskills region. In June 2008, the 

two houses of the New York Legislature each approved a bill that would allow a casino on the 

site of Monticello Raceway to enjoy a tax rate as low as 25 percent if certain conditions were 

met.These conditions include
57

: 

 At least $1 billion in capital must be invested in the facility. 

 At least 2,000 permanent jobs must be created. 

 At least one 18-hole golf course, among other amenities, must be built. 

 The contribution to state education from the tax would increase from its then-

current levels, estimated at about $19 million. 

 The tax was structured so that the operator would pay the lesser of 25 percent or 

$38 million, which was twice the amount then going to education. That $38 

million would stay the same for eight years, and then could be increased under 

certain terms, such as the lesser of either 2 percent or the rise in the Consumer 

Price Index
58

. 

This legislation ïï largely reflective of the realities imposed by the current economic 

recession ïï has since been revised. Under the new law, which was signed in August 2009 by 

New York Gov. David Paterson, the changes include
59

: 

                                                 
56 American Gaming Association 
57 http://www.state.ny.us/governor/press/press_0623085.html   (accessed Oct. 5, 2009) 
58 8-K report filed by Empire Resorts, Inc., June 23, 2008  
59 http://open.nysenate.gov/openleg/api/html/bill/A8767A   

http://www.state.ny.us/governor/press/press_0623085.html
http://open.nysenate.gov/openleg/api/html/bill/A8767A
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 The amount of capital to be invested declined from a minimum of $1 billion to 

$600 million. 

 The minimum number of permanent employees declined from 2,000 to 1,000. 

 The requirement to build a convention center was eliminated. 

The new law also reflects changes to the potential increase in taxes if certain thresholds 

are met. For example, the previous law required that, if the employment numbers fell short by 

more than 50 percent of the 2,000-employee goal, the state would ñrecaptureò two-thirds of the 

tax revenue that it would have given up as an incentive. The new law states that, if the 

employment numbers are less than two-thirds of the 1,000-employee goal, 100 percent of the 

foregone tax revenue would be recaptured. The revised law has a sliding scale on that measure, 

down to an 11 percent recapture rate if the employment shortfall is more than 10 percent of the 

goal
60

. 

Lessons to be learned 

Although the New York law targets only one property for such incentives, it does offer 

some valuable insights for Indiana policymakers. The law recognizes that: 

 Benefits to the state cannot simply be measured by the tax on gross revenues. 

 Employment is an important public policy goal, and should be an essential 

barometer of the success of a gaming operation. 

 Other amenities, ranging from golf to hotel rooms, are also essential and can help 

grow revenues and make a property more competitive. 

 Operators should be held accountable to their own projections, and must use tax 

incentives for their stated purposes. 

From the standpoint of Indiana lawmakers, the new law demonstrates that tax rate 

revisions can work if both the state and operators recognize an essential quid pro quo. The 

reduction in taxes should require a significant investment in the state, which would be designed 

to encourage multiple public policy goals, from employment to increased tax revenue. 

                                                 
60 Ibid.  
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Addressing multiple business models  

Indiana is a relative rarity among gaming states in that it has developed several gaming 

industries that must operate concurrently and competitively within the same state, yet state law 

and taxation policies require them to function under different types of business models. 

Riverboats, the casino at French Lick and the racinos function under different rules that 

can be viewed as either assets or competitive constraints, depending on the vantage point. 

Spectrumôs role in this analysis is not to suggest rule changes that could either further 

benefit or further hamstring segments within the gaming industry, but to point out that the laws 

of economics must somehow be acknowledged and addressed by those who write the laws of 

Indiana. 

The stateôs two racinos ïï Indiana Live! in Shelbyville and Hoosier Park in Anderson ïï 

are burdened by effective tax rates that exceed 50 percent, and have to amortize $250 million 

license fees, along with other factors, and are barred from offering live table games. 

We recognize that there are two sides to the fairness issue ïï including the argument that 

the two racinos were added to the Indiana gaming industry after riverboats and French Lick, thus 

cutting off much of the Indianapolis market from pre-approved, pre-existing competitors ïï and 

we are not taking sides in any such discussion. 

Rather, Spectrum points out that the law, as structured in Indiana, makes it 

extraordinarily difficult for racino operators in Indiana to operate under a business model that 

materially advances the public interest. 

Interviews with management at the racinos, for example, indicates that both would 

benefit from additional capital investment to broaden their demographic reach, while increasing 

the frequency of visitation and the length of stay. Hotel rooms, spas and other attractions would 

increase employment and generate more gaming revenue. 

Additionally, the ability to develop more attractive properties would allow the racinos to 

be more fully integrated with the hospitality industry in Indianapolis ïï with a particular focus 

on conventions and meetings ïï to make the region more attractive to meeting planners. 

Spectrumôs work around the nation makes it clear to us that Indianapolis would be more 
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competitive in attracting meetings and conventions if it could market destination-style gaming as 

one of its amenities. 

Notably, if gaming could help broaden the appeal of Indianapolis as a convention market, 

this would make the racinos somewhat less dependent on the local adult population. Looking 

ahead, that could become a significant issue. The marketing of gaming could have something 

akin to a domino effect going forward. As Indiana properties lose some existing markets to new 

or expanded competition in neighboring states, they must look elsewhere ïï and would likely 

become more competitive within Indiana. 

Racinos, however, are effectively barred from pursuing solutions that would address such 

issues because they must service their existing obligations, including the $250 million license 

fees. 

Last year, Spectrum wrote a report for the Commonwealth of Massachusetts that, citing 

the experience in other states, noted the following
61

: 

ñInitial license fees required of successful development bidders are generally 

viewed as part of their capital investments and therefore: 

 Have a detractive effect on capital development spend, as the 

licensing expense competes internally for capital with construction spending. 

 Pose a dampening effect on development interest among potential 

candidates, as the fees raise the cost of entry with no direct return on that 

expense, and thereby simultaneously reduce projected ROIC rates. 

ñThis is not to say government entities should not impose substantial operator 

license fees, to both winnow out under-resourced bidders and help recoup the stateôs own 

start-up and other infrastructure costs, but rather to make clear the underlying 

considerations. é  

ñOngoing gaming tax rates, however, are seen as the more important determinant 

of initial and future capital investment by operators. Philadelphia vs. Atlantic City 

provides a good case study. The more highly taxed eastern Pennsylvania properties are, 

                                                 
61 ά/ƻƳǇǊŜƘŜƴǎƛǾŜ !ƴŀƭȅǎƛǎΥ Projecting and Preparing for Potential Impact of Expanded Gaming 

on Commonwealth of aŀǎǎŀŎƘǳǎŜǘǘǎΣέ {ǇŜŎǘǊǳƳ DŀƳƛƴƎ DǊƻǳǇΣ !ǳƎǳǎǘ нллмΣ ǇΦ ммф 
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aside from their racetrack operations, essentially slot machine venues enhanced only by 

sufficient food and beverage offerings to service their customers. In Atlantic City, 

meanwhile, existing casino operators ïï without even considering new or proposed 

casinos ïï are spending, or in the last three years have spent, roughly $2 billion for 

additional hotel towers, retail centers, restaurants, bars, nightclubs, swimming pools, 

spas, casino expansions and other amenities. 

ñWhile due in part to legislative limits on allowed forms of gaming in 

Pennsylvania, the difference between the capital investment ïï and thus the types and 

range of amenities ïï in the two states is due chiefly to their respective tax structures.ò 

The lesson for Indiana and other states is that, while license fees serve valuable purposes 

for the state such as the upfront payment of fees that acknowledge the value of a state-authorized 

franchise, such fees have drawbacks as well. Developers must amortize the cost of such fees as 

they do with other forms of invested capital, yet this particular investment plays no role in 

employment or in the cost of developing an attractive property. 

Our analysis makes it clear that racino operators ïï like other gaming operators in 

Indiana ïï would benefit from the establishment of financial incentives that would encourage the 

development of non-gaming amenities. 

Implications of a llowing tax deductibility of promotional electronic credits   

Building new and improved amenities should be considered a marketing strategy. The 

goal of such attractions is to expand the visitor base, but also to encourage additional visits by 

existing customers. However, policymakers must recognize that such programs must be 

coordinated with other, existing marketing programs to help ensure an effective overall 

marketing strategy that serves the interest of the operators and the state. With that in mind, the 

state must consider other policies that affect marketing, such as the present law that does not 

allow operators to deduct the value of promotional credits from their taxable gaming revenue. 

 A promotional electronic slot play credit is a marketing tool that a gaming operator can 

use to encourage additional trip frequency. Such promotional play is effectively an electronic 

credit, posted to a playerôs account and downloaded by the player directly to the slot machine of 

the playerôs choice. The player, after downloading the play credits to the slot machine, has no 
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choice other than to wager the credits. As widely established in practice, a player cannot 

download the issued promotional play credits and cash out the issued value, thereby eliminating 

any ñwalkò factor. Naturally, that is an attribute desired by the operator to contain marketing 

costs. All issued play credits must be wagered, and only the winnings obtained through the 

gaming of the promotional play credits can be redeemed for their dollar value by the patron.  

Such promotional play offers some inherent, distinct advantages over many other 

marketing programs: 

 Such credits are electronic and require no printing costs to the operator. 

 The issuance of such credits is accompanied by gaming play, thus 

reducing the walk factor, vs. issuing cash to a customer. 

 No incremental labor is required to issue, redeem and reconcile such 

customer offers. 

 Redemption on the device increases a customerôs time on device, thereby 

increasing revenues as well as the quality of the customer experience. 

 Redemption of such credits on the device reinforces player loyalty to the 

operator. 

 Redemption on the device reinforces the core experience of gaming, 

which may be the customerôs primary influential attribute for casino visitation. 

 Promotional sweepstakes and bonus prize programs can be configured to 

award prizes in the form of electronic promotional credits to increase time on device and 

increase consumer excitement. 

 The issuance of supplemental electronic credits can potentially increase 

player visitation frequency. 

The issuance of promotional credits has become widespread across the casino gaming 

industry landscape over the past six years. Every major commercial gaming jurisdiction, along 

with tribal casinos, has adopted the marketing practice. During this evolution, several 

jurisdictions and also tribal gaming compacts have allowed it usage when redeemed to be a 

deductible credit against the gaming tax or fee calculation. 

 Pennsylvania allows 100 percent of the issuance value to be gaming tax 

deductible. 
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 New Jersey allows 100 percent of the issuance value above the first $90.0 

million issued by the entire state industry to be gaming tax deductible during a calendar 

year.  

 Most tribal gaming compacts allow 100 percent of the issuance value to be 

gaming-fee deductible. 

From a business standpoint, the issuance of promotional credits rests on the premise that 

such electronic play generates more actual play than would be the case otherwise. 

The issuance of such promotional credits to a customer is no different than any other 

promotional discount marketing programming in any retail industry. Couponing and direct 

advertising of percentage discounts on purchases during select periods are effectively the same 

marketing tactics as employed by casinos issuing promotional credits. Such incentives are 

designed to promote incremental spending and incremental visitation to the issuing business. 

Built into such assumptions, however, is the notion that certain bargain hunters will redeem an 

offer and not spend any additional dollars.  

In Spectrumôs experience, however, most gaming customers will co-spend beyond the 

issuance value of the electronic-credit redemption. We have seen co-spend levels that range from 

a low of 50 cents for every dollar issued to as high as $12 for every dollar issued. The variations 

are distributed by player value. The higher the customer value, the higher the co-spend. When 

such programs are carefully designed, it is clear that any incremental co-spend equals more tax 

revenue for the jurisdiction. 

We recognize two other factors at play here: 

 The state has a very real concern in protecting existing revenues, and not taking 

steps that could further reduce the stateôs share of gaming dollars. 

 Operators consider the deductibility ïï or non-deductibility ïï of promotional 

credits into account when developing their marketing strategies. 

These two considerations are potentially contradictory. Indiana runs a real risk in that any 

policy shift that addresses one could potentially impact the other. One suggestion, therefore, for 

consideration is that Indiana could emulate the New Jersey model by setting a floor for 

deductibility. The floor could effectively be set at a previous yearôs level, or an estimate as to 

what the state would receive going forward. Promotional credits above that level could be 
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deductible, thus encouraging operators to be more aggressive in their marketing campaigns ïï 

which would have the added effect of protecting Indianaôs taxable gaming revenue. 

Defensive capital investment: policy tool  
As discussed at some length earlier in this study, these potential outcomes for Indiana can 

and will be influenced by state policymakers, as potential developments that are still fluid 

become clearer in the months and years ahead. What is clear already is that regional market 

circumstances are changing, and Indiana lawmakers and gaming operators must collaborate on 

making the best adjustments possible to mitigate the competitive forces lining up against them in 

neighboring states. 

One example of such possible changes that might simultaneously mitigate revenue 

erosion as well as stimulate capital investment and bolster tax receipts would be the addition of 

hotel rooms at an existing casino, which would capture incremental gaming revenue either from 

guests traveling greater distances and/or local visitors staying longer and spending more.  

If casino operators are faced with the prospect of declining competitive revenues due to 

new market entrants, yet they still have the available capital and wherewithal to profitably add 

hotel capacity that could mitigate or replace some of that impending revenue loss, they might 

well do so, if such an investment would be profitable.  

Furthermore, Indiana could benefit as well, if such an investment would have a net 

mitigating or positive effect on what would otherwise be a declining revenue stream. A tax break 

in some form on the operatorôs investment could help make the addition both more profitable for 

the developer and protect the state from greater tax losses than would occur absent such an 

investment. 

The following chart illustrates this possible scenario: 
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Sample Scenario of possible tax incentive(s) for defensive capital investment:

($'s in Millions, except per day) 2009 2010 2011 2012 2013 2014 2015

GGR Base: units $M GGR WPUPD

Slots 1,500  $127.5 $233

Tables 45      $22.5 $1,370

GGR base (w/o rooms or new entry) $150.0 $153.0 $156.1 $159.2 $162.4 $165.6 $168.9

Cumulative $303.0 $459.1 $618.2 $780.6 $946.2 $1,115.1

Gaming tax @ 35% $52.5 $53.6 $54.6 $55.7 $56.8 $58.0 $59.1

Cumulative $106.1 $160.7 $216.4 $273.2 $331.2 $390.3

New market entry GGR erosion @-15.0% ($23.4) ($23.9) ($24.4) ($24.8) ($25.3)

Cumulative ($47.3) ($71.6) ($96.5) ($121.8)

GGR (w/o rooms, with new entry) $150.0 $153.0 $132.7 $135.3 $138.0 $140.8 $143.6

Cumulative $303.0 $435.7 $571.0 $709.0 $849.7 $993.3

Gaming tax @ 35% $52.5 $53.6 $46.4 $47.4 $48.3 $49.3 $50.3

Cumulative $106.1 $152.5 $199.8 $248.1 $297.4 $347.7

Gaming tax reduction ($8.2) ($8.4) ($8.5) ($8.7) ($8.9)

Cumulative ($16.6) ($25.1) ($33.8) ($42.6)

Rooms 200     Capital per room $0.220

Avg. GGR/day $100 Total Capital $44.000

 (Risk) GGR ROI req. 15.0%

GGR ROI actual 16.6%

Rooms incremental GGR $7.3 $7.4 $7.6 $7.7 $7.9

Cumulative $14.7 $22.3 $30.1 $38.0

GGR (with rooms, with new entry) $150.0 $153.0 $140.0 $142.8 $145.6 $148.5 $151.5

Cumulative $303.0 $443.0 $585.7 $731.3 $879.8 $1,031.3

Gaming tax @ 35% $52.5 $53.6 $49.0 $50.0 $51.0 $52.0 $53.0

Cumulative $106.1 $155.0 $205.0 $256.0 $307.9 $361.0

Rooms-revised Gaming tax reduction ($5.6) ($5.8) ($5.9) ($6.0) ($6.1)

Cumulative ($11.4) ($17.3) ($23.2) ($29.3)

Rooms benefit to gaming tax $2.6 $2.6 $2.7 $2.7 $2.8

Cumulative $5.2 $7.8 $10.5 $13.3

Possible 5-year Gaming tax incentive for rooms @-1.0% ($1.4) ($1.4) ($1.5) ($1.5) ($1.5)

Cumulative benefit to operator $2.8 $4.3 $5.8 $7.3

Net rooms benefit to gaming tax (state) $1.2 $1.2 $1.2 $1.2 $1.3

Cumulative $2.3 $3.5 $4.8 $6.0

 - or - 

Possible 5-year tax incentive for rooms @ percent of capital-3.0% ($1.3) ($1.3) ($1.3) ($1.3) ($1.3)

Cumulative benefit to operator $2.6 $4.0 $5.3 $6.6

Net rooms benefit to gaming tax (state) $1.2 $1.3 $1.3 $1.4 $1.4

Cumulative $2.5 $3.9 $5.3 $6.7
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The table shows that a hypothetical casino ïï absent new competition ïï might expect 

gross gaming revenues to grow from $150 million to $168.9 million over this six-year span. The 

cumulative revenue would exceed $1.115 billion. 

A ñnew market entry,ò as shown, would erode that cumulative revenue by $121.8 

million, and would reduce tax revenue by $42.6 million. 

 In our model, we assume that an operator might invest $44 million in 200 new hotel 

rooms, which would generate an average incremental GGR of $100 per room per day. This 

would incrementally add a cumulative $38.0 million over five years.  

We then consider two possible state tax breaks to the operator: one as a 1 percent gaming 

tax credit, or the other as a 3 percent capital investment credit. As the table illustrates, we can 

project that if a hypothetical investment of $44.0 million dollars was made, even with the tax 

breaks, the cumulative benefit to the state would range from $6 million to $6.7 million, while the 

cumulative benefit to the operator would be between $6.6 and $7.3 million. This is exclusive of 

other tax benefits and jobs produced by the new hotel. 

The question for the state would then be: Is the tax break a good investment? The answer 

to that lies in whether or not the incentive is sufficient to generate an adequate return for the 

operator. A $7.3 million cumulative tax break on an investment of $44 million would be a 

material reduction of risk, and could make such an investment more attractive. 

We recognize that, in this scenario, our gaming revenue per room and the number of 

rooms is conservative. The following table shows what the total gaming revenue for this 

hypothetical operator would be under a range of scenarios that changes both of these variables.  

Cumulative GGR (in 
millions) 

Number of rooms 

100 150 200 250 300 350 

G
G

R
 p

e
r 

ro
o

m 200  $  1,031.31   $  1,050.31   $  1,069.30   $  1,088.29   $  1,107.29   $  1,126.28  

250  $  1,040.81   $  1,064.55   $  1,088.29   $  1,112.04   $  1,135.78   $  1,159.53  

300  $  1,050.31   $  1,078.80   $  1,107.29   $  1,135.78   $  1,164.27   $  1,192.77  

350  $  1,059.80   $  1,093.04   $  1,126.28   $  1,159.53   $  1,192.77   $  1,226.01  

400  $  1,069.30   $  1,107.29   $  1,145.28   $  1,183.27   $  1,221.26   $  1,259.25  

The cells that are highlighted in bold are the scenarios in which revenues could 

theoretically recover from the new competition, i.e., revenues would be at least as high as they 

would be absent the competition. 
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The state, however, has a different set of questions. Even with no tax break, its 

cumulative revenue with the addition of these rooms would be $361 million, far short of the 

$390.1 million envisioned without competition. 

With a 1 percent tax break, here is a range of scenarios based on the same numbers of 

rooms and GGR per available room night: 

Cumulative state tax 
revenue (in millions) 

Number of rooms 

100 150 200 250 300 350 

G
G

R p
e
r 

ro
o

m
 200  $        361.0   $        367.6   $        374.3   $        380.9   $        387.6   $    394.2  

250  $        364.3   $        372.6   $        380.9   $        389.2   $    397.5   $    405.8  

300  $        367.6   $        377.6   $        387.6   $    397.5   $    407.5   $    417.5  

350  $        370.9   $        382.6   $    394.2   $    405.8   $    417.5   $    429.1  

400  $        374.3   $        387.6   $    400.8   $    414.1   $    427.4   $    440.7  

 

Again, we have highlighted the cells that show the scenarios in which state tax revenue 

would reach at least the level it would have been absent new competition. 

We then examined whether or not tax incentives could be increased further to build more 

rooms, assuming a very conservative $100 in GGR per room: 

Cumulative state tax 
revenue (in millions) 

Number of rooms 

250 300 350 400 450 500 
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34%  $        353.9   $        357.1   $        360.3   $        363.6   $        366.8   $    370.0  

33%  $        343.5   $        346.6   $        349.7   $        352.9   $    356.0   $    359.1  

32%  $        333.1   $        336.1   $        339.1   $    342.2   $    345.2   $    348.3  

31%  $        322.7   $        325.6   $    328.5   $    331.5   $    334.4   $    337.4  

30%  $        312.2   $        315.1   $    317.9   $    320.8   $    323.6   $    326.5  

 

Note that none of these scenarios shows state tax revenue recovering to its pre-

competitive level.  

We then changed the assumptions, using the base 200-room model, but running different 

scenarios based on the GGR per room and the effective tax rate: 
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Cumulative state tax 
revenue (in millions) 

GGR per room 

 $           125   $           200   $           275   $           350   $           425   $           500  
E
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34%  $        353.9   $        363.6   $        373.2   $        382.9   $    392.6   $    402.3  

33%  $        343.5   $        352.9   $        362.3   $        371.7   $        381.1   $    390.5  

32%  $        333.1   $        342.2   $        351.3   $        360.4   $        369.5   $        378.6  

31%  $        322.7   $        331.5   $    340.3   $        349.1   $        358.0   $        366.8  

30%  $        312.2   $        320.8   $    329.3   $        337.9   $        346.4   $        355.0  

 

While only three scenarios show the state tax revenue recovering to pre-competitive 

levels, clearly the state would be more dependent on the quality of visitor in the room, rather 

than the number of rooms ïï and the value of incentives tails off significantly, with each 1 

percent drop in the effective tax rate cutting cumulative state revenues from between $10.4 

million to $11.8 million. 

We reiterate that this does not take into account other sources of tax revenue, such as 

payroll or sales taxes, nor does it account for other forms of capital investment that might 

accompany the addition of rooms, such as meeting space, restaurants, night clubs or spas. 

The lesson is clear: Capital investment can make a significant difference in a competitive 

market, and the state can carefully encourage such investment and ïï in certain circumstances ïï 

recover from competition by offering a more diversified product. 

Section I: Conclusion 

The gaming industry in Indiana faces a difficult future. Like many gaming states, the 

industry is likely to be whipsawed and impacted by decisions made elsewhere. 

In response, Indiana policymakers have limited ïï but potentially powerful ïï options. 

The first certainty is the goal: Attract more capital investment to help the industry evolve, to 

whatever extent is possible, into more of a regional hub. 

A simple and unassailable rule of gaming is that adults will not bypass one casino for 

another if the offerings are relatively identical. This clearly makes sense from the standpoint of 

any consumer offering. For example, consumers will not bypass a local hardware store to visit 

another local hardware store if the offerings are essentially identical. They might bypass a local 
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hardware store, however, to visit a Home Depot or Loweôs, where the offerings ïï ranging from 

selection to price ïï might be materially different. The same principle applies to gaming. 

Our analysis suggests that one policy path is to assist and encourage the gaming industry 

to evolve into more of a regional destination, while another is to maintain existing policies. 

Regardless of which policy path is selected, there is a second certainty that should be 

considered: The status quo will not hold. 
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Part II: Analyzing Competition, Projecting Future 

External competition: overview  

Spectrum has studied the expansion of gaming throughout the United States over the 

years, and notes several political and economic factors that, singly or in some combination, are 

the most likely to gain traction among voters and lawmakers. These are: 

 Economic downturns, which tend to reduce state revenues. 

 The continuing decline of the racing industry, which fuels the call for converting 

tracks to racinos. 

 The argument that states are shipping dollars across state lines, as adults visit 

casinos in other states. 

All of these factors are present throughout the region in which Indiana casinos operate, 

leading Spectrum to the conclusion that gaming will expand in states that surround Indiana. For 

example, we have examined the political campaign taking place at this writing in Ohio, which 

includes TV commercials that show an image of Ohio residents ïï in this example, two long-

time female friends ïï who are sitting on a bus during the long ride to a casino in Indiana. The 

women lament that they have to travel out of state, and would look favorably upon spending 

money and valuable leisure time closer to home. 

Lawmakers should pay particular note to the political traction that could be gained in 

other states when they claim that their residents are spending money in Indiana. That same 

argument was used in 1993 in Indiana: Adults were spending money at casinos in Illinois
62

. 

Additionally, other factors are also present that could further fuel external competition. In 

Chicago, for example, a case could be made that a downtown casino could boost convention 

business. Such arguments, in turn, would further increase the likelihood of increased 

competition. 

The following is an analysis of some specific issues in neighboring states. 

                                                 
62 Thompson, p. 195 


















































































