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Executive Summary 

The Casino Association of Indiana, which represents eight of the state’s 13 casinos, 

retained Spectrum Gaming Group (“Spectrum,” “we” or “our”) to analyze the significant 

performance decline of Indiana casinos and recommend solutions that benefit both casino 

operators and the State. The issues that we consider are limited to those in which there is 

unanimity among the members of the Casino Association of Indiana; as such, while some 

members would like the ability to have table games or have land-based gaming facilities, both of 

which may very well have a positive economic impact, such issues are not addressed in this 

report. 

Status and Outlook 

Indiana’s casino industry faces external and internal threats. It is surrounded by gaming 

states, each of which has recently expanded or which has made efforts to do so. Within the state, 

there are efforts to establish retail gaming (i.e., slots at bars) and ongoing efforts to develop an 

Indian casino near South Bend. 

The State and its casino industry are approaching a critical juncture. On one hand, they 

can maintain the status quo, which will result in further declines in revenue and employment. 

Absent effective action by the State, gaming revenues over the next five years will decline by 

between $650 million and $1.1 billion. Additional competition would cause the steepest revenue 

declines. Other challenges facing Indiana operators include an aging visitor base and a tax and 

regulatory system that was developed in an earlier era that is no longer relevant. 

On the other hand, Indiana policymakers can develop adaptable, pragmatic strategies 

designed to attract capital investment, increase employment, and allow casinos to compete more 

effectively. Our analysis suggests that a measured response to changing circumstances can best 

address those challenges, if the response is built upon certain principles: 

 State government is more than a regulator of casinos; it is effectively a partner in the 

industry’s success, through virtue of its share of gaming revenue, as well as the total 

tax revenue generated by a successful casino industry. 

 If the State endeavors to grant some form of tax or regulatory relief to advance those 

common interests, individual operators bear the responsibility of suggesting how 

that relief can be invested and leveraged to promote growth within Indiana. 

Recommendations and Benefits 

Spectrum believes that tax and regulatory reform can provide substantial benefits that 

will help the casino industry improve its top- and bottom-line performance, thus benefiting the 

State. Among the key actions that should be taken: 
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1. Reform AGR tax structure to encourage incremental revenue growth: Indiana 

regulators could be granted authority to review and approve petitions for lower 

incremental tax rates for operators that can demonstrate that such relief will produce 

tangible benefits that can range from overall market growth to increased 

employment, or to simply stave off further declines or potential closings.    

2. Eliminate the Add-Back Tax: Indiana does not allow casino operators to deduct the 

tax on AGR as an expense that could offset taxable income, and we cannot identify 

any other state that has such a provision in place. It amounts to double taxation, by 

not allowing the deductibility of a tax that was already paid, and moreover was 

assessed on gross revenue, not profitability. The refusal to allow the deductibility of 

the add-back tax harms Indiana operators at risk of being exposed to a tax liability 

that they cannot afford to pay. 

3. Change the tax on free play: Providing patrons with free play (i.e., free spins on a slot 

machine) incentivizes customers to increase their real-money wagering – by a ratio of 

at least 4:1, based on data in other states. Free play has become a critical part of 

casino marketing, and other states have recognized this by not taxing free play. 

Indiana, however, does tax free play, resulting in a substantial cost to operators and 

thus reducing the effectiveness of this program. Spectrum recommends that Indiana 

take a graduated approach, easing the free-play tax rate over time to ensure that the 

desired results are being achieved. Additionally, policymakers could give regulators 

the authority to approve requests for tax relief on free play, giving operators the 

responsibility of putting forth plans designed to grow overall revenue.  

4. Allow operators, regulators to develop alternatives to Admissions Tax: The 

admissions tax has declined significantly over the past decade, effectively mirroring 

the decline in gaming revenue. That tax is regressive – since it is levied the same on 

all visitors, regardless of how much they spend – and is counter-productive, since 

operators must take it into account when offering promotions. Lower-value 

customers are often not allowed to participate in certain promotions, simply because 

the additional admissions tax makes them unprofitable. Moreover, operators would 

be reluctant to invest in – or support – attractions outside the casino floor that might 

generate a flow of patrons in and out of their properties, so that $3 charges would not 

quickly turn into $6, $9 or $12 charges. 

5. Stimulate capital investment: If the above above-recommended actions are 

implemented, and/or other policies are implemented that stimulate capital 

investment, casino operators can reinvest in their properties. If four casinos were 

each developed a 200-room hotel addition, the casinos and State would realize the 

following incremental economic benefits in total: 
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 $166 million in construction spending, 604 construction jobs, $56.4 million in 
construction wages 

 444 permanent full-time-equivalent operational jobs with $11.9 million in 
annual wages 

 Net revenue of $267.5 million over five years and incremental EBITDA of $122 
million over the same period 

 New gaming taxes over five years of $50.9 million 

 Statewide economic impacts in 2021 of 959 total new private-sector non-farm 
jobs, gross state product of $162.1 million, and personal income of $84 million 

 New state revenue collection of $17.5 million by 2021, and local revenue 
collection of $6.4 million.  
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Introduction 

The Casino Association of Indiana (“Client”), which represents eight of the state’s 13 

casinos,1 retained Spectrum Gaming Group (“Spectrum,” “we” or “our”) to analyze the gaming 

industry’s performance decline and recommend solutions that benefit both casino operators and 

the State of Indiana. The issues that we consider are limited to those in which there is unanimity 

among the members of the Casino Association of Indiana; as such, while some members would 

like the ability to have table games or have land-based gaming facilities, both of which may very 

well have a positive economic impact, such issues are not addressed in this report. 

Indiana’s casino industry faces an onslaught of challenges that are both unrelenting and 

largely unprecedented for the state. The long-term trend is month-over-month declines. In July 

2014, statewide gaming revenues were $187.5 million, down from $209 million in July 2013. 

According to Ed Feigenbaum, publisher Indiana Gaming Insight, that is the lowest July total since 

2002.2 As recently as 2009, in the depth of a recession, July revenue had reached $251 million.3  

For the first eight months of 2014, compared to the same period in 2013, casino 

admissions declined from 3.7 million to 3.3 million, while the total wagering tax dropped from 

$72.5 million to $60.7 million.4 

Feigenbaum succinctly summarized the dilemma when asked about an 11-month decline 

of $242.5 million in gaming revenue: “We're looking at a new normal that is certainly nothing like 

we’ve seen before. It has upset the casino apple cart, and it has reordered the hierarchy of 

casinos within Indiana. And it has proven to be a tremendous negative hit to the state of Indiana’s 

bottom line.”5 

The core challenge is out-of-state competition that has eaten into Indiana’s revenue and 

visitor base. The competition from new gaming options in Ohio and Illinois has put virtually all of 

Indiana’s casinos into a defensive posture, but new competition – with more coming – is not the 

only challenge. Other challenges include an aging visitor base and a tax and regulatory system 

that was developed in an earlier era that is no longer relevant. 

                                                     
1 Casino Association of Indiana members are Ameristar, Belterra, Hollywood, Hoosier Park, Horseshoe Hammond, 
Horseshoe Southern Indiana, Indiana Grand, and Tropicana. 

2 “Indiana casino revenue down from last year,” by Karen Caffarini, Post- Tribune,  August 8, 2014. 
http://posttrib.suntimes.com/news/porter/29140775-418/indiana-casino-revenue-down-from-last-
year.html#.VBsVxzh0wdU  

3 Ibid. 

4 Indiana Gaming Commission. 

5 Chris Sikich, “Indiana casinos lose millions to Ohio competitors,” Indianapolis Star, June 17, 2014. 
http://www.indystar.com/story/money/2014/06/14/casinos-luck/10534623/ 

http://posttrib.suntimes.com/news/porter/29140775-418/indiana-casino-revenue-down-from-last-year.html#.VBsVxzh0wdU
http://posttrib.suntimes.com/news/porter/29140775-418/indiana-casino-revenue-down-from-last-year.html#.VBsVxzh0wdU
http://www.indystar.com/story/money/2014/06/14/casinos-luck/10534623/
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That latter point – the continuation of a regulatory structure that worked well in an era 

of growth and prosperity, but that has not sufficiently adapted to changing circumstances – is the 

primary subject of this analysis, which is designed to suggest the benefits of reforms, and of 

ensuring that Indiana’s regulatory apparatus is sufficiently flexible and adaptable to changing 

circumstances. This analysis endeavors to demonstrate that a transformation to a robust and 

relevant taxation and regulatory system is essential to addressing all of the industry’s challenges, 

including competition and an aging visitor base. Indeed, reforms that fail to adequately address 

these severe, systemic challenges are not worth pursuing, and could prove to be more costly than 

maintaining the status quo. 

This report recognizes that, in a state as large and economically diverse as Indiana, one 

potential solution cannot be expected to solve all problems. With that in mind, one important 

theme of this report is that the State can encourage partnerships with casino operators toward 

common goals, and casino operators bear the responsibility to suggest how any relief provided 

by the State can translate into more investment and growth. 

State regulators could be granted the authority to review such requests for relief, which 

would provide lawmakers and others with a high comfort level that Indiana’s policy goals are 

being advanced. We note that the professional government staff in Indiana – from Indiana 

Legislative Services to the Indiana Gaming Commission – has a culture of professionalism, with a 

national reputation for excellence. In our experience, such a culture is necessary to ensure 

protection and advancement of the public interest. 

The status quo should not be considered a viable option. As demonstrated in our analysis, 

the status quo is already on a downward trajectory. Maintaining the present system would lead 

to further declines in revenue, employment and in the overall quality and ultimate viability of 

many of the state’s gaming operations. 

More important, however, a failure to enact meaningful reform designed to make the 

industry more competitive and attractive to investors could trigger the precise opposite effect. 

Spectrum professionals have witnessed and chronicled what can occur when gaming operations 

are viewed as poor investments. The result is what has been termed as “disinvestment.” In a 

recent newspaper opinion article, we described this phenomenon as: 

... the process in which businesses elect not to invest further capital in their ongoing 
operations. The decision to ‘disinvest’ is an arguably rational decision, based on an 
analysis of economic factors. Essentially, business owners have determined that they 
cannot realize an acceptable return on any further investment, so they simply elect not 
to invest. Their capital can be put to better use elsewhere. The decline in investment 
results in a decline in the quality of the assets that remain, and that further feeds the logic 
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that additional investment is futile, which in turn makes the downward spiral more 
severe.6 

That is a real possibility in Indiana if the status quo is allowed to continue unabated. 

Indiana policymakers should recognize that their state’s casinos compete on multiple fronts: 

 In most cases they compete against each other for customers. 

 They compete against casinos in other states for customers. 

 They compete against a wide variety of offerings inside and outside Indiana for a 

share of consumers’ discretionary spending. 

 They compete globally against a wide variety of investment options – gaming and 

non-gaming alike – for a share of available capital. 

With all that in mind, Indiana casinos need to remain competitive on all these fronts. The 

most effective means of achieving that competitive posture is to ensure that the casino industry 

and the State identify and pursue common goals, which include: 

 Creating a stable, attractive investment climate 

 Attracting new demographics 

 Recapturing some level of lost business 

 Developing new sources of revenue 

 Creating new employment opportunities 

The issue was summarized well by Rep. Tom Dermody, R-LaPorte, chair of the House 

Public Policy Committee, in a recent Times of Northwest Indiana story:  

“It has to be about more than just tax cuts,” Dermody said. “We have to be willing to look 
at everything.” 

Indiana casinos, which thrived for years by attracting players from neighboring states, 
now are threatened on all sides. 

Illinois lawmakers are considering approval of a massive Chicago casino plus four more, 
including a south suburban casino, to go with the 10 existing riverboats and slot machines 
in seemingly every bar and restaurant in the state. 

In Michigan, a tribal casino located just north of the Indiana state line has asked federal 
permission to open a satellite casino near South Bend. Ohio’s new land-based casinos and 
racinos are crushing the three Indiana casinos on the Ohio River near Cincinnati. 

                                                     
6 Michael Pollock, “Cut Casino Tax Rate to Encourage Investment,” The Press of Atlantic City, February 2, 2014. 
http://www.acbiz.org/News%20and%20Events/pdf/press-of-ac-Michael-Pollock-cut-casino-tax-rate-to-encourage-
investment.pdf 

http://www.acbiz.org/News%20and%20Events/pdf/press-of-ac-Michael-Pollock-cut-casino-tax-rate-to-encourage-investment.pdf
http://www.acbiz.org/News%20and%20Events/pdf/press-of-ac-Michael-Pollock-cut-casino-tax-rate-to-encourage-investment.pdf
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Dermody believes even those Indiana lawmakers opposed to gaming expansion on 
principle might be willing to vote for changes when they understand how much tax money 
and how many jobs the state stands to lose. 

“I believe there’s some opportunity for some common sense,” Dermody said. “If we do 
nothing, revenues are going to continue to decline.”7 

The challenge then is to define “common sense” for the casino industry in Indiana. Our 

experience, supported by the analysis in this report, believes that “common sense” rests on 

certain principles: 

 Gaming operators and regulators should develop a more cohesive, effective 

partnership. This partnership should center on achieving common goals and 

should be characterized by a robust dialogue. 

 Operators have a responsibility to suggest strategies to achieve those goals, but 

regulators have a responsibility to examine such strategies, and to suggest 

improvements. 

 The overarching goal should be to assist operators stabilize and ultimately grow 

the industry, but not at the expense of other Indiana operators. Strategies should 

focus on recapturing lost business, while identifying and targeting new markets. 

 When operators suggest strategies, there are no guarantees of achieving the 

results. Regulators need to assess the soundness of the strategies, but should not 

penalize operators that act in good faith to achieve the stated goals. 

 

  

                                                     
7 Dan Carden, “Gaming Study May Be Last Chance to Save Casino Industry,” The Times of Northwest Indiana, July 
12, 2014. http://www.nwitimes.com/news/local/govt-and-politics/gaming-study-may-be-last-chance-to-save-
casino-industry/article_705af8e6-455e-5dce-bdc8-3a79ada824dc.html 

http://www.nwitimes.com/news/local/govt-and-politics/gaming-study-may-be-last-chance-to-save-casino-industry/article_705af8e6-455e-5dce-bdc8-3a79ada824dc.html
http://www.nwitimes.com/news/local/govt-and-politics/gaming-study-may-be-last-chance-to-save-casino-industry/article_705af8e6-455e-5dce-bdc8-3a79ada824dc.html
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Projecting the Gaming Future for Indiana 

Indiana policymakers are faced with two core options: Make no change, and embrace the 

status quo, or change policies to reflect changing circumstances. The following tables illustrate 

our projections of the future of Indiana based on both scenarios. Specifically, we examine what 

we believe could happen given the experiences presented in the previous chapter.  

First we, look at the revenue declines in New Jersey and Mississippi. Based on the 

observations, after the impact year, which is the base year in the data, there is a trending 

downward, but that trend moderates in severity as prior-year comparisons become easier to 

beat. 

Figure 1: New Jersey, Mississippi – actual rates of decline after neighboring competition begins 

Gaming Win Change Base Yr Yr 1 Yr 2 Yr 3 Yr 4 Yr 5 

New Jersey -13% -10% -7% -8% -6% -6% 

Mississippi -9% -3% -6% 1% -5% -4% 

Average -11% -6% -7% -4% -6% -5% 

Source: State gaming commissions, Spectrum Gaming Group 

Status Quo Modeling 

Maintaining the present system would lead to further declines in revenue, employment 

and in the overall quality and ultimate viability of many of the state’s gaming operations. The 

following model projects the next five years based on the status quo:  

Figure 2: Indiana gaming revenue projections, status quo 

Gaming Win (millions) 2013 2014-Est 2015(F) 2016(F) 2017(F) 2018(F) 5 yr Total 5 yr % Change 

Indiana $2,434 $2,191 $2,052 $1,917 $1,845 $1,741   

Dollar change  ($243) ($139) ($136) ($72) ($104) ($694) -32% 

Growth/(Decline) rate   -10% -6% -7% -4% -6%   

Gaming tax @  0.267 
$650  $585  $548  $512  $493  $465   

 

Dollar change 
 ($65) ($37) ($36) ($19) ($28) ($185) 

-32% 

Source: State gaming commissions, Spectrum Gaming Group. Notes: 2014 model is estimate based on annualized results of first 
six months through June 2014. This model assumes no additional competition. Growth/Decline rates based on some 
moderation in steepness of declines as comparisons to prior year is easier and as witnessed in results around US gaming 
markets. 

It is important to note that the projections above do not account for the possible 

expansion of casino gambling in Illinois and Kentucky, where gaming expansion is considered on 

an annual basis, or from potential Native American gaming within Indiana. Such expansion has 

the potential to significantly compound the loss of gross gaming revenue currently experienced 

by Indiana casino operators. The following model (Figure 3) projections gross gaming revenue 

assuming status quo with and additional competition (but unspecified) during next five years. We 
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calculated the decline based on the blended rates of decline experienced in New Jersey and 

Mississippi, though within a wide range, as presented in Figure 4. 

Figure 3: Indiana projections with additional competition, status-quo rules 

Gaming Win (Millions) 2013 2014-Est 2015(F) 2016(F) 2017(F) 2018(F) 5 yr Total 5 yr % Change 

Indiana $2,434 $2,191 $2,052 $1,806 $1,633 $1,507   

Dollar change  ($243) ($139) ($246) ($173) ($125) ($927) -42% 

Growth/(Decline) rate   -10% -6% -12% -10% -8%   

Gaming tax @  0.267 $650  $585  $548  $482  $436  $402    

Dollar change  ($65) ($37) ($66) ($46) ($33) ($248) -42% 

Source: State gaming commissions, Spectrum Gaming Group. Note: 2014 model is estimate based on annualized results of first 
six months through June 2014. Model assumes additional competition beginning in 2016. 

The results of the projections show a range of GGR declines from $694 million without 

additional competition to $927 million with additional competition. 

As noted, the projections are subject to wide degrees of variation. For this, we apply a 

range of outcomes of +25 percent and -25 percent to the base figures, which provides the 

following: 

Figure 4 : Indiana gaming forecast at status quo – range in change to GGR, with +/- 25 percent 

variation 

 
Source: Spectrum Gaming Group 

Based on the +/- 25 percent range of variation, the outcomes for GGR change for Indiana 

for declines over the next five years of between $650 million and $1.1 billion. 

Figure 5: Sensitivity matrix – ranges of declines for Indiana GGR 

Sensitivity matrix 2018       (no Comp) 2018 (w/Comp) 

Base: ($694) ($927) 

25% ($867) ($1,159) 

-25% ($650) ($869) 

Source: Spectrum Gaming Group 
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Regional Gaming Expansion: Trends and Implications 

To understand the regional gaming landscape in which Indiana casinos operate, it is 

helpful to take a big-picture look at gambling throughout the United States. Succinctly, there is a 

gambling feeding frenzy taking place across the country as state governments seek to either stem 

the flight of residents’ taxable gambling dollars across state lines and/or grow their existing 

stream of taxable gambling dollars. While casinos are authorized and regulated at the state level, 

much of what they must do to survive or thrive is determined by what occurs outside the 

boundaries – and jurisdiction – of the authorizing states.  

There are now approximately 975 casinos of all types – land-based, floating, Indian, 

racetrack, slots-only – in 41 states; Massachusetts in 20158 will become the 42nd casino state 

when it opens the first of four authorized casinos. 

In addition, there are 44 state lotteries (including Washington, DC); 33 states with pari-

mutuel wagering on horses, dogs and/or jai alai; eight states with retail gaming; five states with 

standalone cardrooms;9 three states with sports betting,10 and numerous states with various 

forms of charitable gaming and bingo. The following map, often used in Spectrum presentations, 

illustrates the scope of legalized gambling in the United States: 

                                                     
8 Assuming a November 2014 referendum to repeal the commonwealth’s casino gambling law fails. 

9 Referring to cardrooms that are separate from any casino operation; typically they offer only poker. 

10 Only Nevada has true sports betting; Delaware and Montana offer different forms through their state lotteries. 
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Figure 6: US map of legalized gambling by state 

 

In addition, illegal or “gray-area” gambling takes place in numerous states, most 

commonly in Internet sweepstakes cafes and with electronic gaming devices of all types. 

Although plainly illegal or of dubious legal standing, these venues generate substantial gross 

gaming revenue – perhaps in the billions of dollars nationally. 

When focusing on casino gambling, the national market is growing slightly: GGR at state-

regulated casinos grew 0.6 percent, to $39 billion11 for the 12-month period ending May 2014. 

However, GGR declined in 14 of the 25 states – including Indiana (down 11 percent) – due chiefly 

to a combination of regional competitive pressure and more cautious consumer spending. 

Indiana is clearly among the states negatively impacted by regional competition, as it 

surrounded by casino states. Its four bordering states now have a combined 47 casinos – and 

counting, as follows: 

 Kentucky – 2. Although Kentucky is widely considered a non-casino state and, in 

fact, casino gambling has yet to be authorized in the commonwealth, two 

racetracks legally operate slot-like Instant Racing machines (“IRMs”) in attractive 

gaming rooms that differ little from those at other racetrack casinos. One of the 

                                                     
11 Spectrumetrix US Gross Gaming Revenue Analysis, May 2014. 
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IRM facilities, Ellis Park, is located in Henderson, just six miles from the Tropicana 

Evansville casino in Indiana. Although IRMs perform at levels far below traditional 

slot machines, Ellis Park nonetheless attracts some players who otherwise would 

patronize Tropicana. Kentucky’s two IRM casinos generated GGR of $20.9 million 

for the 12-month period ending May 2014; only $1.8 million of that amount came 

from Ellis Park. 

 Illinois – 10. Illinois has a well-established casino industry that includes 10 casinos 

that must operate on or over water. They generated GGR of $1.5 billion for the 

12-month period ending May 2014. In addition, Illinois has a rapidly expanding 

retail gaming industry that generated $55.6 million in May 2014, implying that 

annualized GGR is well over a half-billion dollars (results before 2014 are not 

available). As of May, there were 16,879 retail electronic gaming devices in 4,161 

locations throughout the state. The retail gaming industry is having a material 

negative impact on casino GGR (down 6.8 percent); the decline could cause some 

Illinois casino operators to compete harder for out-of-state patrons.  

 Michigan – 26. Michigan has three state-regulated casinos that, by law, are 

restricted to Detroit. There are also 23 Indian casinos throughout the state, 11 of 

which are on the Upper Peninsula. The three commercial casinos generated GGR 

of $1.3 billion for the 12-month period ending May 2014 (down 4.8 percent). The 

23 Indian casinos in 2012 generated GGR of $1.5 billion.12 Four Winds represents 

a major challenge to Indiana, as it is within five miles of the state line, and enjoys 

enormous tax advantages. 

 Ohio – 11. Ohio has the youngest casino industry in the country, with the first 

casino having opened in May 2012. All 11 gaming facilities – four full-service 

casinos and seven slots-only racinos – are now open. Although young, Ohio’s 

casino industry is already generating GGR of $1.5 billion (for the 12-month period 

ending May 2014), and its casinos can fully deduct free play. 

States dependent on gambling revenue are rarely satisfied with the status quo in the 

current environment that combines fiscal need with the negative impacts of expansion in 

competing states. In fact, most states have recently considered, are considering, or will be 

implementing some form of additional casino-style gambling. This is true for Indiana’s four 

neighbors, as follows: 

 Kentucky: Governor Steve Beshear has been a staunch supporter of legalizing 

bona fide casinos but the legislature has repeatedly, but narrowly, rejected such 

                                                     
12 Casino City’s Indian Gaming Industry Almanac, 2013; latest year for which state-level GGR is available. 
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measures in each of the last three years. Spectrum believes casinos will be 

authorized in the state in the foreseeable future. 

 Illinois: The legislature is considering a bill to allow a major casino in Chicago and 

four casinos elsewhere in the state, plus slots at eight racetracks. Previous efforts 

to pass similar bills over the last three years have failed but proponents are 

undaunted. This legislation represents a major threat to Indiana, as both new and 

existing casinos would look beyond Illinois borders for new customers. 

Meanwhile, the state’s retail gaming program continues to expand. State officials 

have said they expect between 45,000 and 65,000 gaming devices at full rollout, 

or up to four times as many currently operating. 

 Michigan: There are continuing efforts by some Indian tribes to develop additional 

casinos at various locations throughout the state. Efforts to legalize slot machines 

at the state’s four racetracks failed in 2004 and 2012, but one county executive 

this year has revived the idea.13 

 Ohio: The state’s 10th casino, Hollywood Gaming at Dayton Raceway, opened in 

August 2014; Spectrum believes it is attracting Indiana residents due to its 

proximity to the border. The 11th and final casino, Hollywood Gaming at Mahoning 

Valley Race Course in northeastern Ohio, opened in September 2014. Not satisfied 

with having cannibalized significant revenue from bordering states, several casino 

operators are now planning covered outdoor gaming space in which smoking 

would be permitted, thus helping to negate the competitive advantage enjoyed 

by smoking-allowed casinos in Indiana and all other border states. 

Industry Outlook 

It is evident that some markets are oversupplied with casinos, leading to issues of 

saturation. Two markets – Atlantic City, NJ, and Tunica, MS – have received national attention for 

the recent or pending closure of casinos. Such closures are chiefly the result of competitors in 

other states opening in more convenient locations and those markets effectively being forced to 

resize their supply according to the demand. Each of the negatively impacted jurisdictions – New 

Jersey and Mississippi – took no significant proactive measures when it was known that 

competitors would be opening at its state borders. New Jersey did take reactionary measures – 

well into Atlantic City’s steep GGR decline, chiefly to improve the marketability of, and non-

                                                     
13 JC Reindl, “L. Brooks Patterson’s road funding plan: Slot machines at horse tracks,” Detroit Free Press, June 10, 
2014. http://www.freep.com/article/20140610/BUSINESS06/306100166/Brooks-Patterson-racino-roads-gay-
marriage 

 

http://www.freep.com/article/20140610/BUSINESS06/306100166/Brooks-Patterson-racino-roads-gay-marriage
http://www.freep.com/article/20140610/BUSINESS06/306100166/Brooks-Patterson-racino-roads-gay-marriage
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gaming attractions in, Atlantic City as well implementing sweeping deregulation bill that lowered 

the operators’ cost of doing business. 

The gambling landscape around Indiana, in the Midwest, and nationwide will continue to 

be dynamic for the foreseeable future, driven by states’ fiscal needs. As casino markets are seen 

as saturated, states will look to bolster other forms of gambling – such as lotteries, retail gaming, 

and Internet gaming – to either make up for the casinos’ shortfall or to achieve revenue growth 

that casinos may not be able to provide. The combination of new, in-state gambling and out-of-

state casino competitors will continue to exert pressure on casino revenues and thus casino tax 

receipts. States that can fortify their casino industries with measures such as those discussed in 

this report can both optimize gaming revenues while achieving the positive economic impacts – 

which are employment-driven – that casinos are able to provide when they are allowed to 

succeed. States that fail to fortify their casino industries can expect continued – and possibly 

accelerated – revenue declines. Indeed, this analysis supports a core thesis of this report: Indiana 

and its operators are in a partnership, and need to identify and advance their common interests. 

Casino legalization and expansion have been popular public policy because they have 

been seen as economic growth engines that spur employment, wages, and tax revenues. 

Academic research has supported this, to varying degrees. Such positive effects have been 

attributed to the fact that casinos often attract tourists, which can help spur the local economy. 

However, as casinos have become more widespread in the United States, anecdotal evidence 

suggests that the industry may be entering a new era. Today, there are approximately 975 

commercial, tribal, and racetrack casinos operating in the United States. Recent data suggest that 

the industry is maturing, perhaps becoming saturated in some areas, and even on the decline in 

some markets. For example, one major ratings agency (Moody’s) has downgraded its outlook for 

the US casino industry from “stable” to “negative” because of recent financial results.14 Fitch, 

another ratings agency “was downbeat about the prospects for the regional gaming markets, 

saying they are largely saturated. Wages among lower-tier players are stagnant; there has been 

a reprioritization of disposable income, as well as potentially a lower propensity to gamble among 

younger generations.”15  

The casino industry has clearly become more competitive. For example, Kansas has 

lowered the capital investment requirement for casino developers in the Southeast region of the 

                                                     
14 Michael DeMasi, “Moody’s downgrades U.S. gambling industry as New York gars up to build four upstate 
casinos,” Albany Business Review, July 2, 2014. http://www.bizjournals.com/albany/news/2014/07/02/moodys-
downgrades-gambling-industry.html?page=all 

15 Asia Gambling Brief, “Fitch says social gaming poses threat to U.S. regional casinos,” July 23, 2014. 
http://www.asiagamblingbrief.com/intelligence/latest-headlines/2403-fitch-says-social-gaming-poses-threat-to-u-
s-regional-casinos 

http://www.bizjournals.com/albany/news/2014/07/02/moodys-downgrades-gambling-industry.html?page=all
http://www.bizjournals.com/albany/news/2014/07/02/moodys-downgrades-gambling-industry.html?page=all
http://www.asiagamblingbrief.com/intelligence/latest-headlines/2403-fitch-says-social-gaming-poses-threat-to-u-s-regional-casinos
http://www.asiagamblingbrief.com/intelligence/latest-headlines/2403-fitch-says-social-gaming-poses-threat-to-u-s-regional-casinos
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state from $225 million to only $50 million.16 This change is likely an indication that casino 

developers were not interested at the previous investment requirement levels. In Delaware, 

lawmakers recently approved a $10 million bailout for casinos there, after complaints from the 

industry that taxes are too high and increased regional competition is to blame for declining 

revenues.17 Ohio’s first year of revenues have been projected to be around half of what was 

promised in 2009 before casinos were legalized.18  

Other states have shown evidence of more serious problems. In Mississippi, two casinos 

will have closed this year – one in Tunica and one in Biloxi. Atlantic City has seen serious declines 

in recent years, with its gaming revenues falling from $5.2 billion in 2006 to $2.7 billion in for the 

last-12-months period ending August 2014. Four Atlantic City casinos have closed in 2014, with a 

fifth possibly closing in November, which would reduce the number of casinos from 12 to 7 in 

just one year. The closures have resulted in 7,600 job losses, a number that would increase to 

more than 10,000 if the fifth casino closes later this year. 

Indiana and the Midwest 

Indiana legalized riverboat casinos in 1993, with its first casino opening at the end of 1995. 

It was one of the first Midwestern states to legalize casinos, and is one of the highest-revenue 

casino states. Until Pennsylvania’s casino revenues recently passed Indiana’s, Indiana revenues 

were the third highest in the country, behind Nevada and New Jersey. In 2012, Indiana’s gross 

casino revenues were $2.61 billion. However, Indiana casino admissions have been flat since the 

early 2000s, and have been declining since 2007. Figure 7 illustrates fiscal year admissions data 

from 2003 through 2013.  Note that much of the decline in 2008 could be attributed to the 

opening of racinos in the Indianapolis area, which are not required to track admissions. 

More alarming, perhaps, is the recent trend in casino revenues. There were modest 

declines in Indiana casino revenues since 2009, but since casinos opened in Ohio in 2012, 

revenues have begun to decline to a greater degree. In Figure 8 we illustrate Indiana casino 

revenue from 1996-2014, and casino taxes from 1996-2013. The 2014 casino revenues are 

estimated using data through June.  

                                                     
16 Allie Woldtvedt, “New effort to bring casino to Southeast Kansas,” KSNF-TV, July 7, 2014. 
http://www.fourstateshomepage.com/story/d/story/new-effort-to-bring-casino-to-southeast-
kansas/29491/zeQ7T_NKb0yJGaqx9XRuvA 

17 Randall Chase, “Delaware lawmakers approve casino bailout,” Washington Times, July 1, 2014. 
http://www.washingtontimes.com/news/2014/jul/1/delaware-lawmakers-eye-casino-bailout/?page=all 

18 Associated Press, “Ohio’s 4 casinos marking first full year of operations with revenues far lower than promised,” 
Toledo Blade, March 3, 2014. http://www.toledoblade.com/State/2014/03/03/Ohio-s-4-casinos-marking-fist-full-
year-of-operations-with-revenues-far-lower-than-promised.html 

http://www.fourstateshomepage.com/story/d/story/new-effort-to-bring-casino-to-southeast-kansas/29491/zeQ7T_NKb0yJGaqx9XRuvA
http://www.fourstateshomepage.com/story/d/story/new-effort-to-bring-casino-to-southeast-kansas/29491/zeQ7T_NKb0yJGaqx9XRuvA
http://www.washingtontimes.com/news/2014/jul/1/delaware-lawmakers-eye-casino-bailout/?page=all
http://www.toledoblade.com/State/2014/03/03/Ohio-s-4-casinos-marking-fist-full-year-of-operations-with-revenues-far-lower-than-promised.html
http://www.toledoblade.com/State/2014/03/03/Ohio-s-4-casinos-marking-fist-full-year-of-operations-with-revenues-far-lower-than-promised.html


 

                                    Regulatory, Tax Reform in Indiana             19 
 

Figure 7: Indiana casino admissions, FY 2003-13 

 
Source: Indiana Gaming Commission 

Figure 8: Indiana casino revenues and gaming-tax revenue, 1996-2014 

  
Source: Indiana Gaming Commission. Note: 2014 casino revenues are forecasted based on data through June. 

Most of the casinos in Indiana are riverboat casinos located on the state’s borders, as 

shown in the next figure. In the 1990s, this model served the State well, as casinos along the 

borders attracted large numbers of tourists from out of state. But as the casino industry has 

expanded in other nearby states, the likelihood that tourists visit Indiana casinos has declined. 

Kentucky is now the only bordering state that does not have commercial casinos. (Figure 9 

illustrates the Midwestern states near Indiana, along with their casino tax rates.) Casino 

legalization has been discussed for years in Kentucky, and the eventual passage of such legislation 

could devastate the Indiana casino industry.   
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Figure 9: Map of Indiana casino locations 

  
Source: Indiana Gaming Commission 

After the passage of the federal Indian Gaming Regulatory Act in 1988, tribal and 

commercial casinos began to open across the United States. Many of the first states to legalize 

casinos were in the Midwest. Figure 10 provides legalization dates, casino opening dates, and the 

state of the casino industry as of the end of 2012, for Midwestern states near Indiana.  

Figure 10: Selected Midwest state commercial casino industry data 

 
State 

 
Year 
Legalized 

Date 
Casino(s) 
Opened 

# Casinos 
Operating 
in 2012 

Commercial 
Casino 
Employees in 
2012 

2012  
Revenues  
($ millions) 

2012  
Taxes Paid 
($ millions) 

Illinois 1990 9/1991 10 7,687 $1,639 $574.3 

Indiana 1993 12/1995 13 12,543 $2,614 $806.6 

Iowa 1989 4/1991 18 9,558 $1,467 $334.4 

Michigan 1996 7/1999 3 7,972 $1,417 $319.8 

Missouri 1993 5/1994 13 9,631 $1,769 $471.4 

Ohio 2009 5/2012 4 4,197 $   430 $138.2 

Totals  61 51,588 $9,336 $2,644.7 

Source: American Gaming Association 

Revenue trends for Midwestern commercial-casino states are shown in the following 

charts. The 2007-09 recession is shown in blue shading in each state’s panel. Even though each 

state showed a recovery in casino revenues after the recession, each state has seen a decrease 
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in revenues since 2012. This is likely due to maturation in the market and is perhaps a signal of 

regional saturation in the market. As casino revenues have fallen off, tax revenues have as well. 

Figure 11: Casino revenues and taxes in selected Midwestern states 

                  Adjusted gross revenue                 Tax revenue 

   

  

     
Source: Peter T. Calcagno and Douglas M. Walker, “Political economy of changes in casino taxes,” July 2014, College of 
Charleston working paper (using data from states’ gaming commission websites). Notes: (1) The 2007-09 recession is 
highlighted in blue. (2) Some states report revenues for the calendar year, others for the fiscal year ending in June. Revenue 
and tax data in the graphs are for whatever period is reported in the state’s annual reports. The figure for Indiana is the same as 
Figure 2, except the 2014 projected revenue is not shown here. 

In the next figure, we present a map of the Midwestern states. For those with commercial 

casinos, we also list the highest marginal tax rate applied to casino revenues. It is noteworthy 

that some states tax slot machine revenues at a significantly higher rate than table game 

revenues. The higher tax rates are closer to the average tax rate since the majority of casino 

revenues in the United States come from slot machines. For the economic analysis of casino 
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taxes, it may be most appropriate to rely on the highest marginal tax rates in the state. Philander 

et al. (2014) note that “maximum tax rates are the most representative figure for marginal rates, 

as they indicate the marginal tax rate paid by the largest operators.”19  

However, it should be noted that sometimes the highest marginal tax rate is not relevant. 

Indiana’s 40 percent rate currently does not apply to any casino. As we make clear in this report, 

a new way of thinking of marginal tax rates is to consider making them lower, rather than higher, 

as a means of incenting operators to invest in their facilities, and to develop broader business 

models that can grow revenue. 

Figure 12: Map of Midwestern states, with highest 2013 marginal casino tax rate indicated 

 
Source: Spectrum Gaming Group. Note: Wisconsin and Kentucky do not have commercial casinos. 

In the next figure, we illustrate the maximum casino tax rates in these states, as 

applicable, since 1998. It is noteworthy that Indiana has consistently had the second-highest 

casino tax rate (currently 40 percent) in the region since 2002. The tax rates in Missouri, Iowa, 

and Michigan have hovered around 20 percent.  

                                                     
19 Kahlil S. Philander, Bo J. Bernhard, Bradley Wimmer, Ashok K. Singh, and William R. Eadington, “U.S. casino revenue 
taxes and short-run labor outcomes,” July 2014, UNLV working paper.  
 



 

                                    Regulatory, Tax Reform in Indiana             23 
 

Figure 13: Maximum casino tax rates, Midwest states 

 
Sources: Peter T. Calcagno and Douglas M. Walker, “Political economy of changes in casino taxes,” July 2014, College of Charleston 
working paper. Kahlil S. Philander, Bo J. Bernhard, Bradley Wimmer, Ashok K. Singh, and William R. Eadington. “U.S. casino 
revenue taxes and short-run labor outcomes,” July 2014, UNLV working paper. Both of these sources use tax rate data from the 
American Gaming Association’s State of the States publications. 

As the Midwestern states begin to see their casino revenues leveling and falling, and 

consider the fact that regional competition may increase further, it becomes incumbent upon 

policymakers to reconsider their casino policies, including tax rates applied to casino revenues 

and admissions.  

Numerous states also have adopted tax rates that differ on table games vs. slots. The 

rationale behind the differing rates takes into account the greater labor costs involved with table 

games – which translates into lower margins – thus justifying the dual rate.  

In the appendix to this report we provide a brief review of the academic literature on 

casino taxes.   
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Restructuring Tax Policy Strengthens Industry 

The direct benefit of tax and regulatory reforms is to put more resources into the hands 

of operators who would then leverage those resources to become more competitive. If Indiana 

casino operators were given more resources to pursue revenue growth (as well as to stem 

ongoing declines), their efforts would fall into two broad categories: 

 Develop new, more compelling promotional strategies by targeting database customers 

with offers, as well as develop more general marketing campaigns designed to repatriate 

lost business and develop new customers. 

 Build new or improved attractions designed to broaden the geographic and demographic 

reach of Indiana operators. 

Each of these strategies offers a complex set of implications that policymakers need to 

consider when crafting legislative or regulatory strategies. We do not, in any sense, suggest that 

Indiana policymakers should simply roll back regulations and taxes, and then wait for benefits to 

occur naturally. Rather, rules or guidelines can be developed to prevent those outcomes that 

would clearly be contrary to the state’s interests. Such outcomes would include: 

 Increased promotional spending that offers too much of a shotgun approach, which could 

result in “buying business” that would otherwise occur anyway, thus lowering taxes and 

profits on revenue that did not grow the market. 

 Promotional spending that targets customers or revenue of other Indiana operators, 

which would offer no overall benefit to the state. 

 Allowing operators to simply retain the tax and regulatory savings, without promulgating 

strategies that would reinvest those savings to advance policies and grow revenues for 

Indiana – although operators that require relief in order to maintain viability as a going 

concern should be allowed to put forth such a rationale. 

If increased promotional spending will advance the interests of both the casino industry 

and the State of Indiana, certain principles should guide such increases: 

 Promotional spending should be highly targeted to recapture lost business and/or 

repatriate Indiana revenues that are now being spent across state lines. 

 Marketing wars between Indiana operators – in which the principal weapon is increased 

promotional spending – should not occur, or at the very least, should not be encouraged. 

 Indiana casino operators should be allowed to deduct promotional electronic credits – or 

free play – from gross gaming revenue, which would make the state’s operators more 

competitive. 
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Encouraging, Leveraging Capital Investment through Tax Policy 

The Indiana operators we have spoken with over several years have a varied wish list with 

respect to capital investment opportunities, and how they would leverage such investments to 

grow revenue by capturing new demographics, extending their property’s geographic reach, 

recapturing lost business from patrons in their database or growing their non-gaming revenues. 

The wish lists range from new hotel towers to new nightclubs, as well as additional meeting 

space, to more pedestrian concerns, such as resurfacing interior and exterior floor areas. 

The red lights that prevent such wish lists from being accommodated are similarly varied. 

They include: 

 High capital costs 

 A lack of certainty regarding the potential to expand the revenue base 

 Fear of further competition 

 Potential returns on investment that do not meet necessary thresholds 

Such concerns are not unexpected, nor are they unique to Indiana. Quite often, they need 

to be addressed through government policies that can coax and encourage investment by 

lowering the risk, and thus increasing the potential returns on investment. As noted in our 2009 

report for the Casino Association of Indiana, we can identify precedents for effective use of 

government policy in attracting capital investment. The following excerpt from that report notes 

how a state policy can engender a positive impact by improving the returns on investment: 

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.20 

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. 

  

                                                     
20 Aztar Corp. 10-Q, November 2, 2004. 

https://register.edgar-online.com/default.aspx?q=10210002102001396000689
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Figure 14: Example of a successful incentive for capital investment 

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. 

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 at the time tracked 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. 

We do not suggest –– nor should anyone reasonably expect –– 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 –– and perhaps expand –– 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 
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more competitive –– and ultimately ensure their success in an increasingly competitive 
environment.21 

That latter point, quoted from our 2009 Indiana report, remains central to this 2014 

analysis. As noted earlier, regulators and lawmakers in Indiana have a legitimate, justifiable 

concern that any tax or regulatory relief inures to the benefit of Indiana. Moreover, the concern 

extends to the possibility that new investments would simply cannibalize other Indiana 

operators. In our experience, the most effective means of addressing that concern is by requiring 

operators to put forth plans for capital investment, showing how such investments would grow 

the market, increase employment, generate tax revenue in multiple streams and advance other 

relevant policies. The IGC would be well positioned to review such plans and determine whether 

or not they would meet those goals, based on the aforementioned criteria. 

As noted earlier, casino operators will routinely take tax rates into account when 

calculating the revenue and profit impacts from pursuing certain strategies or investments. If a 

certain strategy will generate increased revenue, but that increase will lead to higher tax rates, 

increased admission fees, or will affect the deductibility of promotional spending, such factors 

will be part of the calculus that determines whether such strategies will be pursued and, if so, to 

what extent. 

With that in mind, we believe that it is not enough for Indiana policymakers to simply 

liberalize their tax and regulatory strategies, but to also endeavor to ensure that such strategies 

encourage investment, which will lead to increased employment and a stronger industry overall. 

Spectrum recommends the following actions be taken: 

Change Tax on Free Play 

This is discussed in detail in the following chapter. 

Eliminate Casino Add-Back Tax 

Indiana casinos face a burden that is somewhat unique and, in our experience, difficult to 

justify. Indiana does not allow casino operators to deduct the tax on AGR as an expense that 

could offset taxable income, and we cannot identify any other state that has such a provision in 

place. The litigious history of this tax was summarized in a 2005 filing by Trump Entertainment 

Resorts, which was an Indiana licensee at the time: 

Indiana Wagering Tax Add-back: In July 1999, the Indiana Department of Revenue (the 
“Department”) issued a letter of findings to an unaffiliated Indiana gaming company, 
which affects Indiana riverboat gaming companies, including Trump Indiana, to the effect 

                                                     
21 “Analyzing Potential Challenges, Opportunities Facing Indiana’s Casino Industry,” Spectrum Gaming Group, 
October 19, 2009, p. 31-33. 
http://www.spectrumgaming.com/dl/SpectrumGamingGroupReportfortheCasinoAssociationofIndiana10-19-
09.pdf 

http://www.spectrumgaming.com/dl/SpectrumGamingGroupReportfortheCasinoAssociationofIndiana10-19-09.pdf
http://www.spectrumgaming.com/dl/SpectrumGamingGroupReportfortheCasinoAssociationofIndiana10-19-09.pdf
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that the Riverboat Wagering Tax (the “Tax”), a tax deducted in computing income subject 
to federal tax, is not deductible when computing Indiana adjusted gross income for state 
tax purposes. The unaffiliated entity that received the letter of findings, with the 
assistance of the Indiana Casino Association, of which Trump Indiana, Inc. is a member, 
contested the findings in the Indiana Tax Court on the basis that the Tax is an excise tax 
and, as such, should be excluded from Indiana’s add-back requirements (that is, it should 
be deducted in computing gross income for Indiana income tax purposes). In April 2004, 
the Indiana Tax Court found in favor of the Department. As a result of the ruling, Trump 
Indiana, Inc. recorded an income tax provision of approximately $19,108,000 during the 
first quarter of 2004 (including approximately $900,000 in charges to the provision for 
income taxes in the first quarter of 2004) for the cumulative amount of taxes due since 
inception at Trump Indiana, Inc. as if state income taxes were computed by not deducting 
the tax in calculating Indiana adjusted gross income.22 

While the arguments in favor of imposing such a tax in 1999, and as recently as 2005, 

might have been questionable at the time, the rationale in the current economic environment is 

no longer in question: It amounts to double taxation, by not allowing the deductibility of a tax 

that was already paid, and moreover was assessed on gross revenue, not profitability. The refusal 

to allow the deductibility of that add-back tax puts Indiana operators at risk of being exposed to 

a tax liability that they cannot afford to pay. 

By any reasonable measure, that particular tax policy is a disincentive for operators to 

seek profitability, or to optimize the efficiency of their operations, which needs to reconsider. In 

the present, challenging environment, operators need incentives, not disincentives. Otherwise, 

casino operators are more likely to look to other jurisdictions, not Indiana, for capital projects to 

expand the industry.  

On the surface, eliminating that add-back tax might appear to be a costly reduction in 

State revenue, but looking ahead, we suggest that maintaining the status quo could render such 

points moot: In the absence of a policy to reinvigorate the casino industry and ensure its long-

term profitability and viability, such tax revenues will continue to decline anyway. 

Create Incentives to Maximize Revenue, Profitability 

The Indiana Legislature has demonstrated that it is not averse to adjusting the tax rate on 

casinos to help the industry remain solvent. The law was changed last year, effective in FY 2014, 

to reduce the tax rate on AGR to 5 percent from 15 percent for the first $25 million of AGR, but 

only for casinos or racinos with overall annual AGR of less than $75 million.23 

According to Indiana Gaming Insight, some properties will benefit: “By our calculations, 

three casinos will have failed to hit $75 million when all the loose coins are added up and chips 

                                                     
22 Trump Entertainment Resorts. 10-Q filing, First quarter 2005, p. 15. 

23 Fiscal Impact Statement, SB528. 
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are reconciled. … Only one casino at the time (the law was amended) was anticipated being able 

to qualify: Rising Star Casino Resort. But with the nasty weather in the first quarter of the calendar 

year, two other casinos seem to come in just under the threshold as well: French Lick Resort 

Casino and Majestic Star Casino II.”24 

While this revision can provide much-needed relief for a struggling operator, that same 

operator – which might be approaching, say, $74 million in annual revenue near the close of the 

fiscal year – would be understandably reluctant to drive additional revenue that might make it 

ineligible for that reduced rate. That is an example of the law providing a disincentive to maximize 

revenue. Similarly, an operator might be reluctant to pursue a strategy that raises the admissions 

tax beyond the point of a reasonable return, which would also be an example of how managing 

to the tax can be averse to the public interest. Conversely, if greater revenue would lead to lower 

tax rates and other regulatory savings, it would clearly engender the precise opposite effect. 

See “Benefits of New Capital Investment in Indiana Casinos” on Page 44 for an illustration 

of how such incentives can benefit both casino operators and the State. 

Operators, Regulators can Create Alternatives to Admissions Tax 

As noted earlier, the admissions tax has declined significantly over the past decade, 

effectively mirroring the decline in gaming revenue. By any measure, that tax is regressive – since 

it is levied the same on all visitors, regardless of how much they spend – and is counter-

productive, since operators must take it into account when offering promotions. Lower-value 

customers are often not allowed to participate in certain promotions, simply because the 

additional admissions tax makes them unprofitable. 

Moreover, operators would be reluctant to invest in – or support – attractions outside 

the casino floor that might generate a flow of patrons in and out of their properties, so that $3 

charges would not quickly turn into $6, $9 or $12 charges. 

The costs and consequences of the admissions fee are hardly inconsequential. The direct 

costs range from staffing to accounting, while the indirect costs – many of which were never 

anticipated by policymakers – can be even more significant. For example, some casino operators 

did not anticipate that prize giveaways – a promotional staple among casinos – created new costs 

when recipients took their prizes to their cars, and then re-entered the casino, generating an 

additional $3 per patron cost. As a result of these and other examples, casinos are left with 

choices: 

 Continue to absorb the $3 cost, which becomes increasingly onerous during periods of 

declining revenues. 

                                                     
24 Indiana Gaming Insight, July 28, 2014, p. 7. 
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 Minimize or eliminate promotional activities that might otherwise be profitable. 

 Develop new policies that allow patrons to store gifts on site for later retrieval, to 

minimize in-and-out activities. 

 Calibrate promotional activities to remove (or reduce) incentives for low-value customers 

who become borderline unprofitable because of the entry charge. 

Operators in favor of addressing the issues related to the admissions fee fear that local 

governments – which are dependent on that revenue stream – would automatically oppose any 

such discussions. 

We suggest, however, that the same principles that would govern the relationship 

between the casino industry and the State could equally apply to the relationship between 

casinos and their respective local communities. 

For example, if a particular operator can effectively demonstrate that it could reposition 

the funds that would go to the admissions tax into a new strategy to create more local 

employment and attract more capital investment, that strategy has the potential of increasing 

revenue for both the operator and the community. Such a strategy, in effect, would turn the 

community and the operator into partners that are seeking a similar outcome. 

Our analysis recognizes that the quantity and type of beneficiaries dependent to varying 

degrees on the admissions tax renders it impossible for operators to reasonably anticipate 

successful negotiations with all such entities. Rather, the responsibility to examine the impacts 

of suggested alternatives would best lie with gaming regulators, who would possess the 

wherewithal – and presumably the authority – to examine such proposals and render decisions 

to approve, deny or modify such requests. 

Lower Tax Rate Stimulates Higher Employment 

Any efforts by Indiana to invigorate its casino industry should note that employment is an 

important goal, and an obvious beneficiary of such policies, particularly with respect to tax rates. 

There is a clear cause and effect between gaming tax rates and gaming employment, as shown 

in the following chart. While there are exceptions and limitations when looking at the correlation 

in a particular state, the trend nationally is unmistakable: Among the 23 states with state-

regulated casinos (i.e., excluding Indian gaming), a lower tax rate leads to higher employment. 

Note that the figure below excludes Nevada, which because its 270,000 jobs figure is literally off 

the chart (its effective gaming tax is 8.0 percent). 
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Figure 15: State effective gaming-tax rates vs. number of casino employees, with trend lines 

 
Sources: Spectrum Gaming Group, American Gaming Association, state gaming commissions, media reports. Notes: Tax data 
are based on American Gaming Association State of the States: The AGA Survey of Casino Entertainment and GGR results 
prepared by respective state agencies (and published by Spectrumetrix). We calculated the effective tax rate for each state as 
the respective percentage of reported gaming tax revenue (per AGA) as a percentage of reported GGR by state. Employment 
counts are the latest available through various sources noted above. The Maryland employment figure includes 1,700 for 
Horseshoe Baltimore, which opened August 26, 2014. 

Lowering tax rates will not automatically result in employment increases. Lowering tax 

rates simply allows (or encourages) casino operators to develop different, more comprehensive 

business models. The direct nexus for lower tax rates is capital investment, which allows casinos 

to make themselves more attractive to a wider variety of patrons, and which results in a broader 

array of amenities that, in turn, require greater levels of employment. 

Data on capital investment and tax rates mimic the relationship shown above between 

tax rates and employment. In a 2005 white paper for the American Gaming Association, Eugene 

Christiansen provided data on the 2004 casino tax rates and capital investment since 1989.25 Even 

if we ignore Nevada and New Jersey as outliers, Christiansen’s 2004 data suggest that higher 

                                                     
25 Eugene Christiansen, “The Impacts of Gaming Taxation in the United States,” for the American Gaming 
Association, 2005. 
http://www.americangaming.org/sites/default/files/uploads/docs/whitepapers/the_impacts_of_gaming_taxation.
pdf 
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taxes are generally correlated with lower levels of capital investment. However, we must also 

keep in mind that this analysis does not take into account how restrictive state regulations are, 

in terms of number and size of casinos allowed in the state. If the current supply is at the capacity 

allowed by the state, then it may not be surprising that there is little capital investment in a 

particular state. Nevertheless, Christiansen is correct when he asserts, “Low tax rates do more 

than attract capital investment. They make larger, more diverse gaming facilities feasible.” This 

is simply because if taxes are lower, the return on investment by casino investors is higher. Thus, 

they are inclined to invest more, which translates into more hotels, entertainment, shopping, 

and restaurants at casino resorts – and ultimately, more jobs. 

Summary 

These and other options will ultimately prove to be costly by either adding expenses, or 

reducing revenue. The alternative – rethinking and reinventing this revenue stream – could allow 

casino operators to be more creative in their promotional spending, as well as in their investment 

strategies, which could lead ultimately to more revenue for government.  

No entity can guarantee that such potential win-win strategies could be developed in 

every instance across Indiana, nor can anyone guarantee that the projected results can be 

achieved for all potential strategies. Certainty can only be achieved if the status quo is 

maintained: Revenues will continue to decline, as will admissions fees.  
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Free Play Drives Gaming Revenue 

“Free play” (also referred to as “promotional slot credits”) is generally defined in the 

gaming industry as a cash-equivalent incentive that operators provide to players to induce 

loyalty, return visitation and increased spending. Such cash incentives take the form of a 

designated amount of free slot-machine wagers that the patron can make. In our experience in 

developing and analyzing loyalty programs, we have found that patrons value cash incentives 

more than any other promotion and, therefore, they offer the highest response as compared to 

competing programs. From our experience, the following expected response rates to various 

incentives are commonplace and/or reasonable: 

Figure 16: Response rates to casinos’ patron incentives 

 

 

 

 

Source: Jay Sarno & Associates 

Historical database analysis – based on reviews of confidential client data sets in multiple 

markets – has continually proven increased revenue due to the use of cash (free play) rewards 

because of its ability to drive multiple return visits. Gaming industry executives have long held 

the opinion based on years of research that the return on investment when using such incentives 

is between 3:1 and 4:1 (for example, a $10 free play reward would yield an additional $30 to $40 

in gaming revenue, or a net of $20 to $30 in gaming revenue that may not have otherwise 

materialized). A Spectrum Associate with more than 20 years of combined experience in the 

theoretical analysis and actual implementation of promotional credits has prepared numerous 

tests for clients in multiple gaming jurisdictions – including Florida, Mississippi, New Jersey, 

Nevada and Pennsylvania – and found that the return on investment when using such cash 

incentives is between 3:1 and 4:1, with exceptions being as high as 10:1. 

Testing Free Play in New York 

There are often many factors or variables that create problems in constructing a statistical 

test. Toward this end, we prepared a test in 2008 in New York to observe and contrast: 

 Test Group: those patrons not redeeming cash incentives 

 Free Play Group: those patrons redeeming cash incentives 

All accounts, trips, rated win and redeemed cash incentives were evaluated for a 12-

month period from the player-tracking system. The two parallel groups were reviewed, identical 

in all respects except that one group redeemed cash incentives while the other group (Test) did 

Incentive Response % 

Cash (Free Play) 27% - 35%+ 

Hotel room comp 5-7% 

Food comp 3-5% 

Beverage comp 1-2% 
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not redeem cash incentives. The patrons in both groups are of similar revenue generation levels 

as reviewed by average daily theoretical win (“ADT”) bands.  

There were no other selection criteria applied to the data. Since the complete data are 

available, a census provides significant relevance as compared to any random sampling of smaller 

sub-sets of patrons. The test results, shown in the table below, offers the following conclusions: 

 Test Group: 27 percent of database and 2 percent of rated gaming win 

 Free Play Group: Represent 72 percent of database and generate 98 percent of 

rated win. They played at a ratio of 4:1 more days at a ratio of 15:1 more gaming 

win in the year due to higher amount of trips and win per day 

Figure 17: Test results – those redeeming free play vs. those not redeeming free play 

Free Play Test Group/Segments Accts  Days Played Gaming Win Free Play 
Days/Acct 

per Yr Win/Day  Win/Yr 

Net 
Win/ 
Day 

Free Play Group 59,686  497,532  $56,992,709  $9,825,386  8  $115  $955  $95  

Test Group ($0 FP) 22,684  53,950  $1,413,170  $0  2  $26  $62  $26  

Grand Total 82,369  551,482  $58,405,879  $9,825,386  7  $106  $709  $88  

Pct. of Test Group 28% 10% 2%      

Ratio between groups     4  $4  $15  $4  

Source: Jay Sarno & Associates research 

Patrons who are loyal will visit more often. The higher-value customers who become loyal 

often generate the vast majority (e.g., 80 percent or more) of the property overall gaming win 

while they generally account for a minority (e.g., only 20 percent) of the patron counts. This is 

the embodiment of the Pareto Principle, also known as the 80-20 rule, which holds across various 

industries that one-fifth of the customers generate four-fifths of the revenue. 

While the table above shows significant differences in the results between the Test and 

Free Play groups, the difference is even more stark when view the same patrons on High, Middle 

and Mass segmentation basis, as shown in the table below: 

Figure 18: Test results by segment – those redeeming free play vs. those not redeeming free play 

FP Test Group/Segments Accts  Days Played Gaming Win Free Play 
Days/Acct 

per Yr Win/Day  Win/Yr 

Net 
Win/ 
Day 

Free Play Group 59,686  497,532  $56,992,709  $9,825,386  8  $115  $955  $95  

High. $300+ 1,856  33,605  $16,100,124  $2,523,248  18  $479  $8,673  $404  

Middle. $50-$299 24,008  297,851  $36,458,461  $6,527,701  12  $122  $1,519  $100  

Mass. <$49 33,821  166,076  $4,434,124  $774,438  5  $27  $131  $22  

Test Group ($0 FP) 22,684  53,950  $1,413,170  $0  2  $26  $62  $26  

High. $300+ 180  248  $117,953  $0  1  $475  $655  $475  

Middle. $50-$299 3,662  5,810  $574,060  $0  2  $99  $157  $99  

Mass. <$49 18,841  47,891  $721,156  $0  3  $15  $38  $15  

Grand Total 82,369  551,482  $58,405,879  $9,825,386  7  $106  $709  $88  

Source: Jay Sarno & Associates research 
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Interestingly, there is little difference in the daily win averages between the Free Play 

Group and the Test Group at the $300+ (High) level of patrons. What, then, is the reason for the 

extraordinary annual differences?  

Figure 19: Win per day – those redeeming free play vs. those not redeeming free play 

 
Source: Jay Sarno & Associates research 

The reason for the extraordinary annual gaming win differences is the cumulative effect 

of customer loyalty. Customer loyalty cannot be measured by any metric of incremental growth 

over one particular trip, such as to say, “We gave $10, their revenue should increase by $10.” It 

must be measured over some length of time and for gaming analysis; this is generally viewed by 

days played during 12 months. It is about driving market share and having a long-term 

perspective. This long-term view is the same guiding principle that was used originally back in 

1970s by the newly deregulated airlines for developing frequent-flyer mile clubs – after which 

gaming loyalty programs are patterned.  

As discussed previously, the Free Play Group plays four times more days per year overall 

and for higher value customers, (>=$50/ADT) that ratio is higher and between 12x to 18x. 

Figure 20: Days played per year – those redeeming free play vs. those not redeeming free play 

 
Source: Jay Sarno & Associates research 
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This high number of visits for the Free Play Group versus the Test Group demonstrates 

the math effect of loyalty. Loyalty programs – most notably the Total Rewards program 

developed by Harrah’s Entertainment (now Caesars Entertainment) – have become quite 

sophisticated in their mathematical programs, and how they incent customers. To put it simply: 

Patrons who are more loyal visit more often. The higher-value customers who become loyal often 

generate 70 percent to 80 percent of the property overall win while often being 20 percent of 

the accounts. This cumulative effect can be graphically shown in gaming by the annual win per 

person. 

Figure 21: Annual win per person – those redeeming free play vs. those not redeeming free play 

 
Source: Jay Sarno & Associates research 

The chart above shows that the $300+/ADT Free Play Group generates $8,673 vs. $655 

for the Test Group, and the $50–$299/ADT Free Play Group generates $1,519 vs $157 for the Test 

Group. 

The importance of loyalty marketing especially to higher-value customers cannot be 

understated. Once patrons are exposed to cash reinvestment in the form of free play, they 

quickly become attuned as to how to leverage programs to their most beneficial end.  

In a competitive environment with commoditized products such as casinos, discounting 

can serve as a tiebreaker for purchase. Grocery stores are a perfect example of this discounting. 

They operate on thin margins and yet they are continually producing coupons to “drive a trip” 

from their patrons. In this regard, casino properties are no different. Casino direct marketing 

departments evaluate patrons and then determine the appropriate level of reinvestment for 

each patron.  

Why does this discounting matter to the casino properties in Indiana? The amount of 

reinvestment each patron receives is closely monitored by the patron. The patrons know which 

property rewards them more which property rewards them less. This is certainly apparent from 

the data presented and can be thought of in a more direct conclusion: All else being equal, would 

anyone travel X miles to a casino for a $5 coupon or for a $20 coupon? That answer is simple. 
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New York: Free-Play Success Story 

While many states have experienced declines in gaming revenue due to increased 

regional competition, there is one that has gained revenue – due in large part to its strategic use 

of free play. Over recent five years, New York has been gaining in most years despite significant 

competition from neighboring Pennsylvania and Connecticut as well as large, well-financed 

Indian properties within the state. The following table provides context to the evolution of free 

play in New York: 

Figure 22: New York free-play timeline, before implementation of untaxed free play 

Period Status Notes 

Prior to 2009 NYSL taxes free play as revenue a) NY operators were not seeing much growth 
while neighboring PA grew dramatically (as PA 
gaming began in latter 2006 and PA casino 
industry was growing with new casinos) 

b) Some operators would not spend too much in 
free play due to net deficits after tax 

c) NY operators acknowledged that their assets 
were inferior to the tribal competition both 
within and commercial casinos next to State 

 PA operators were spending free play in 
range of 20% to 25% of GGR 

PA free play not taxed as Revenue  
 

2009-2011 NYSL conducts two-property, 18-month 
test program to determine outcome of 
free play being not taxed as revenue 

Test results needed to prove benefit to NYSL by net 
increase in taxes collected 
 

2011 NYSL evaluates test  Determined a net benefit to State by allowing for free 
play to not be taxed, subject to 10% FP to GTR 

Mid-2011 Based on test results, free play was not 
taxed, subject to cap, for all properties 
within State 

That is an example of a law providing an incentive to 
maximize revenue. 

Source: Assessment of New York State statutory cap on subsidized free play, New York Gaming Association, February 2013 

Figure 23: New York results first year after adopting untaxed free play 

 
 
Source: Assessment of New York State statutory cap on subsidized free play, New York Gaming Association, February 2013 
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Figure 24: New York free-play timeline, after implementation of untaxed free play 

Period Status Notes 

2012 Change in tax status lead to additional 
free play spend that fueled revenue 
growth 
 

a) NY State admin fees grew by 9% 
b) NY properties grew by 300%+ over 

competitors in that timeframe 

Early 2013 NYGA requested a raising of 10% cap 
to 15% 

NYSL operators realized while free play was working, 
the 10% cap was hampering growth as competition 
had much higher levels of free play reinvestment 

 NYGA analysis forecasted decline in 
revenue for 2013/2014  

All properties had reached 10% free play cap 

Mid 2013 NYSL operator growth slows  As was forecasted by NGYA, growth becomes negative 
for 7 of 9 properties 

1Q-2014 Statewide decline in revenue for all 
properties 

First time ever 

July 2014 NY legislature passes amendment to 
10% free play cap allowing up to 15% 
not taxed 

 

Source: Assessment of New York State statutory cap on subsidized free play, New York Gaming Association, February 2013 

It is possible that a state’s lost gaming revenues may not return, as is happening in New 

Jersey. However, as shown by New York results, it is possible to stem the losses, if not gain 

revenue outright. The purpose is to work to save revenue before it departs. 

Spectrum believes that Indiana needs to stabilize the losses as quickly as possible so that 

patron loyalty is not lost beyond repair. The question for Indiana is: How quickly can its casinos 

stem the leakage of patrons to Ohio? From a casino marketing perspective, one of the best tools 

casinos use to drive revenue is free play. New York proved that free play well spent can make a 

difference. The results were so positive after the State of New York adopted a 180-degree turn 

from its previous policy of taxing free play to allowing free play to but utilized with no tax, the 

state gained revenue in what is easily a declining overall regional gaming market.  

Comparing New York and Indiana 

Free play is not a new issue in Indiana. Indeed, we note that Indiana lawmakers approved 

a bill last year that included allowing the deductibility of free play for up to $2.5 million in FY 2013 

and up to $5 million a year from FY 2014 through FY2016.26 Prior to New York changing its 

structure of taxing free play as revenue, as discussed, both New York and Indiana were different 

in some key respects, but similar in other attributes when viewing as gaming providers. As for 

the differences, we note that New York racinos are not allowed to offer table games, which 

Indiana properties (with the exception of the two racinos) can offer. We also note that much of 

the growth in New York can be attributed to racinos that can target the immense New York City 

market, which does not have a parallel in Indiana (and that factor must be considered in any 

comparative analysis). 

                                                     
26 Fiscal Impact Statement, SB528. 
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As for the similarities: 

 The free-play tax structure was causing operators to be disadvantaged to its 

competition  

 Both states experienced extreme competition for gaming patrons due to 

increased over-the-border competition 

 The amenities of most of the properties are not as new or extravagant as found in 

competing out-of-state casinos 

 Gaming markets around the country are not showing much, if any, true growth 

o Attracting additional investment in amenities will be a challenge as some 

markets that are not growing are seeing closures 

In 2011, New York acted aggressively to alter its tax structure on free play as it was proven 

to help preserve market share and even gain revenue in a national market that is not growing. 

New York has since (on July 22, 2014) passed legislation to increase the statutory cap to 15 

percent. The New York State Lottery had realized its racino revenue was beginning to decline due 

to increased competition from Pennsylvania, which has the highest relative free-play rate in US 

gaming markets. 

Leveraging Free Play 

Indiana policymakers have options with respect to free play. They could take a cue from 

the positive results of New York by allowing taxes on free play to essentially be reduced to zero, 

and they might achieve similar results. Another, more prudent option would be to take a 

graduated approach, easing the rates over time to ensure that the desired results are being 

achieved. Additionally, policymakers could give regulators the authority to approve requests for 

tax relief on free play, giving operators the responsibility of putting forth plans designed to grow 

overall revenue.   

New York proved that, by engaging in property-determined marketing plans, having 

additional free-play funds to invest generated positive gaming-revenue results. Use of free play 

as a strategy by targeting database customers with offers that make sense for the patron as well 

as for the property which, when implemented properly, will help to gain back lost business and 

develop new customers. 

When comparing Indiana to other states, in 2014 Indiana ranks lowest in the percentage 

of free play to revenue as compared to rest of country. The level of free play in Indiana is 

approximately 9 percent.27 At this rate, Indiana is 50 percent below neighboring Ohio, which is 

currently at 18 percent. This is a distinct disadvantage for Indiana operators. However, this also 

                                                     
27 Confidential Spectrum survey of Casino Association of Indiana members.  
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presents an advantage in that Indiana operators can increase their level of free play without 

endangering hitting any diminishing returns for the use of free play. 

Figure 25: Free play rates, selected states including Indiana 

 
Source: State gaming commissions, Spectrum survey of Indiana casino operators. Note: New York was 10% through first half of 
2014, rising to 15% beginning in July as a result of new legislation. 

Diminishing Returns for Free Play 

Like almost any business, a marketing program is subject to the law of diminishing 

marginal returns, in which the greater amount output results in decreasing results. Diminishing 

returns exists for free play as well. Within databases, there are numerous metrics that evaluate 

performance because free play is one of the most closely and detailed tracked figures. Free play 

is also highly scrutinized by regulators in that free play often affects gaming taxes. The acute 

tracking of free play also allows for acute study of free play and its effects on revenue. 
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Figure 26: Data used for free-play analysis 

Values State 2012 2013 2014 

Free Play (Millions) 

CT $144  $129  $76  

FL $61  $77  $38  

NJ $368  $309  $132  

NY $139  $188  $99  

OH $29  $190  $102  

PA $649  $702  $311  

% Free Play to Rev 

CT 12% 11% 14% 

FL 14% 16% 14% 

NJ 17% 15% 14% 

NY 8% 10% 10% 

OH 9% 23% 18% 

PA 26% 29% 27% 

ROI Free Play to Slot Win  

CT $9  $9  $7  

FL $7  $6  $7  

NJ $6  $7  $7  

NY $13  $10  $10  

OH $11  $4  $5  

PA $4  $3  $4  

Total Free Play  (Millions)   $1,389  $1,595  $758  

Total % Free Play to Revenue   16% 18% 17% 

Total ROI Free Play to Slot Win    $6  $6  $6  

Source: State gaming commissions, Jay Sarno & Associates 

Based on years of results and field research, many gaming industry executives believe the 

return on investment (“ROI”) when using free play cash should be no less than 4:1, with more 

efficient operations performing at higher margins. 

Figure 27: Diminishing returns: investment of $1 in free play to percentage of free play to slot win 

 
Source: Assessment of New York State subsidized free play program, December 2013 
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Using various analyses, it is an easily observable trait that there is an inverse relationship 

between free play as percentage of win and the ROI of $1 free play to win. Also, it is apparent 

that there is a distinct point of diminishing returns; 4:1 is the tipping point, however, within each 

jurisdiction that will vary by the tax rate. This 4:1 rate is the floor at which should the ROI results 

from spending free play must stay above. If not and the 4:1 rate is penetrated downward, say, to 

3:1 or worse, the value in the free play spend is becoming too diluted and the benefit to the 

property in overall net revenue will become negligible. 

Figure 28: Using percentage of free play to win to evaluate diminishing return 

 
Source: Assessment of New York State subsidized free play program, December 2013 

At today’s level of 8 percent to 10 percent free play reinvestment, Indiana is well above 

the floor diminishing return rate of 4:1. That said, Indiana operators would enjoy significant 

additional free play capacity to invest in their players to gain additional revenue. For example, if 

Indiana were to consider a level of 15 percent reinvestment, as the model depicts, the ROI on $1 

of free play would be about 8:1, which gives considerable leverage for marketing expenses and 

protection above the floor diminishing return rate of 4:1. As the model projects, the reinvestment 

rate could go to about 20 percent free-play reinvestment and still be at or above the free play 

ROI of 5:1. 

Further Incentives for Free Play 

How can Indiana use the information from New York to make decisions regarding 

additional free play? At today’s level of 8 percent to 10 percent free play reinvestment, Indiana 

is well above the diminishing return rate of 5:1. That said, Indiana casino operators would have 

ample additional free play capacity to invest in their players in attempts of gaining additional 

revenue. For example, if Indiana were to consider a phased in approach at a level of a 13 percent 

reinvestment (eventually) as the model depicts, the ROI on $1 of free play would be about 8:1, 

which gives considerable leverage for marketing expenses and protection above the diminishing 

return rate of 5:1. As history presented previously in this analysis, the reinvestment rate could 
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go to as high as 20 percent free-play reinvestment and still be above ROI on $1 of free play of 5:1 

and still under Ohio levels of free play reinvestment. 

Currently, Indiana utilizes free play equivalent to 8 percent to 10 percent of AGR28 but is 

believed by Casino Association of Indiana operators that properties would utilize higher levels of 

free play were it not taxed. Given Indiana’s recent declines in revenue, it will likely take more free 

play offers from properties to unseat newfound loyalty to other state’s properties. 

Spectrum believes that if Indiana does not change the tax rate for free play, and given 

regional competition for finite regional gaming customers, it will be more difficult to stem the 

continuing decline in gaming revenue. Gaming revenue declines will lead to lower employment, 

and, as noted, will make it more difficult to attract new capital investment within the state. 

  

                                                     
28 Survey of Casino Association of Indiana members, July-August 2014. 
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Benefits of New Capital Investment in Indiana Casinos 

Spectrum sought to determine the economic impacts if Indiana casinos were offered 

incentives to reinvest the savings generated by gaming-tax relief into a significant expansion that 

would increase both the attractiveness and capacity of non-gaming amenities. We do not know 

which properties may elect to invest in their facilities, nor can we accurately or fairly project what 

type(s) of development may be pursued. However, we are able to illustrate the economic impacts 

using a realistic example. Based on our experience in the casino industry throughout the 

Midwest, Spectrum determined that a hypothetical hotel expansion would be reasonable for an 

Indiana casino and that such an investment for a single casino property would include: 

 200-room, three-star hotel and associated back of house areas 

 Pool and fitness area and associated back-of-house area 

 8,000-square-foot meeting/banquet space, with banquet seating for 450 patrons 

Our construction analysis does not provide any provisions for land acquisition, regulatory 

approvals and permits, environmental analysis, or remediation if necessary, and site work as 

additional geotechnical investigation and engineering is necessary to make such determinations. 

The estimated rough order of magnitude cost for the above noted potential program is 

$41.5 million. Associated design fees including architecture, structural, 

mechanical/electrical/plumbing, and associated specialty designers as well as architectural 

construction contract administration will be approximately 10 percent of the cost of construction 

adding an additional $4.1 million. This provides a total project cost of approximately $45.6 

million.  

Using this assumed development program, we then determined the construction jobs and 

wages and the direct (or permanent) jobs and wages for each such 200-room hotel expansion 

project; we then modeled the impacts on gaming revenue, non-gaming revenue, and economic 

and fiscal impacts if four casinos were to undertake such 200-room hotel expansion projects. 

Construction Employment Impacts 

The above scope of work and capital expenditure will have a construction schedule of 

approximately 24 months. This provides approximately $14.1 million for labor, yielding an 

average of 58 skilled craftsmen per day over the 24-month potential project schedule. An average 

skilled craftsman spends approximately 9 months on a particular project, which provides 

approximately 151 separate skilled tradesmen working on this project over the anticipated 24-

month construction schedule.   
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Direct Employment Impacts 

Spectrum projects that a 200-room hotel expansion at one Indiana casino property would 

generate approximately 111 full-time-equivalent (“FTE”) direct jobs, which would earn 

approximately $3.0 million in total annual wages. The actual number of people hired could be 

higher because the casino may employ a number of people on a part-time basis.  

We reviewed standard operating practices at gaming facilities in several jurisdictions to 

estimate the number of jobs needed to operate the potential amenities. This following table (on 

two pages) shows the estimated total number of jobs, by position that would potentially be 

created under the above investment scenario. It also shows the estimated hourly and annual 

payroll for those positions based on the US Bureau of Labor Statistics Occupational Classification 

(“SOC”) Employment Statistics wage rates for Indiana as of May 2013 (latest available data).29 

The number of positions was forecast for front-line and supervisory jobs. It was assumed that 

managers and directors at an existing casino property would oversee the additional positions 

needed for the potential expansion.  

Figure 29: Projected direct jobs and wages for one 200-room Indiana casino hotel expansion 

Job SOC Code  
Est. Full-time 

Equivalents 
Indiana  Mean 

Hourly Rate  
Indiana 

Annual Rate 
Indiana Total 

Wages  

Housekeepers  37-2012 19 $9.28 $19,302  $361,301  

Housekeeping Supervisory  37-1011 3 $17.29 $35,963  $107,890  

Public Areas  37-2011 3 $11.66 $24,253  $72,758  

Public Areas Supervisory 37-1011 1 $17.29 $35,963  $35,963  

Front Desk  43-4081 7 $8.82 $18,346  $128,419  

Front Desk Supervisory  39-1021 2 $16.04 $33,363  $66,726  

Bell Services  39-6011 6 $9.67 $20,114  $120,682  

Valet Attendant  53-6021 6 $9.59 $19,947  $119,683  

Valet Cashier  41-2011 3 $9.09 $18,907  $56,722  

Valet Supervisor  39-1021 3 $16.04 $33,363  $100,090  

PBX Operator  43-2021 7 $12.26 $25,501  $178,506  

PBX Supervisor  39-1021 2 $16.04 $33,363  $66,726  

Grounds Keeper  37-3011 2 $11.44 $23,795  $47,590  

General Maintenance 47-2061 3 $19.35 $40,248  $120,744  

Painter  47-2141 2 $18.41 $38,293  $76,586  

Electrician  47-2111 2 $28.42 $59,114  $118,227  

Carpenter  47-2031 2 $19.72 $41,018  $82,035  

Plumber  47-2152 2 $26.92 $55,994  $111,987  

HVAC  49-9021 2 $21.68 $45,094  $90,189  

Facilities Supervisory  11-9021 2 $39.62 $82,410  $164,819  

                                                     
29US Bureau of Labor Statistics Occupational Classification Employment Statistics; http://www.bls.gov/oes/current/oes_in.htm. 

http://www.bls.gov/oes/current/oes_in.htm
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Job SOC Code  
Est. Full-time 

Equivalents 
Indiana  Mean 

Hourly Rate  
Indiana 

Annual Rate 
Indiana Total 

Wages  

Security  33-9032 4 $12.83 $26,686  $106,746  

Convention Services  53-7062 6 $12.52 $26,042  $156,250  

Banquet Beverage 35-3011 3 $9.59 $19,947  $59,842  

Banquet Server  35-3031 10 $9.32 $19,386  $193,856  

Banquet Manager  35-1012 2 $14.43 $30,014  $60,029  

Butler  35-3031 3 $9.32 $19,386  $58,157  

Cooks  35-2014 3 $10.05 $20,904  $62,712  

Sous Chef  35-1011 1 $17.99 $37,419  $37,419  

Total Casino Jobs    111  $2,962,653  

Weighted Average     $12.86 $26,759    

Source: Spectrum Gaming Group, US Bureau of Labor Statistics Occupational Classification Employment Statistics 

Impacts on Gaming and Non-Gaming Revenue 

The next step in assessing the impacts of our hypothetical gaming-related expansion is to 

project the additional gaming and non-gaming revenue that would accrue to the property and, 

ultimately, the additional taxes for the State. 

We built a projected income statement (culminating with earnings before interest, 

depreciation and amortization, or adjusted EBITDA which includes impact of GGR taxes) for 

operations stemming from a potential capital investment in non-gaming amenities (e.g., the 

$45.6 million, 200-room casino hotel expansion). The project also keeps operational efficiency in 

mind as it assumes added patrons on property due to the additional rooms will utilize existing 

F&B operations for meals. Our modeling is built on the premise that all capital projects must meet 

a reasonable return-on-invested-capital (“ROIC”) rate. We believe the assumptions we used, 

shown in assumptions table below, are fair and reasonable. This ROIC rate is also commonly 

referred to as a hurdle rate. Dividing EBITDA by the hurdle rate allows us to derive total capital 

necessary for our illustrative project. 
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Figure 30: Model assumptions for one 200-room casino hotel expansion 

Financing assumptions  

Cap-Ex $45,600,000  

Hurdle Rate 15% 

Implied EBITDA $6,840,000  

Gaming revenue assumptions  

GGR/visit* $150  

Effective GGR Tax Rate 26.7% 

Hotel assumptions 

Number of Guest Rooms 200  

Annual Occupancy 90% 

Average Daily Rate (“ADR”) $100  

 Other Hotel revenue** per room night $10  

F&B assumptions 

 % Non-hotel guests contributing to F&B revenue (one 
cover each) 

25% 

 Hotel guests average F&B covers per room night 3  

 Average revenue/cover $16.25  

Cost of Goods and Services assumptions (to build promo 
expense): 

  

Casino 10% 

Hotel 25% 

F&B 50% 

Number of full-time-equivalent jobs to operate facility                  111  

Source: Spectrum Gaming Group. Notes: *GGR/visit assumes casino visited more than one day while at hotel; **Other hotel 
revenue is for incidentals per room night. 

The following table shows the annual projections and, ultimately, the additional taxes 

generated for the State by one potential project based on the process and assumptions 

described. From one project, the model then assumes up to four properties could be built and 

the total contributions these would produce. 
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Figure 31: Incremental revenue, tax projections for each 200-room casino hotel expansion 

Dollars in $M 

Annual 
Projections for 
One Property 

    

 
Four Properties to be Built 

2015 2016 2017(F) 2018(F) 2019(F) 5-yr Chng 

GGR $14.78  

We estimate that facility 
buildout will take 24 

months 

$59.13  $59.13  $59.13  $177.39  

Hotel Revenue $7.23  $28.91  $28.91  $28.91  $86.72  

F&B Revenue $6.01  $24.02  $24.02  $24.02  $72.06  

Other Revenue $0.56  $2.24  $2.24  $2.24  $6.72  

Gross Revenue $28.58  $114.30  $114.30  $114.30  $342.90  

Less Promotional ($6.29) ($25.15) ($25.15) ($25.15) ($75.45) 

Net Revenue $22.29  $89.15  $89.15  $89.15  $267.45  

Hotel COGS $0.66  $2.63  $2.63  $2.63  $7.88  

F&B COGS $2.10  $8.41  $8.41  $8.41  $25.22  

Other COGS $0.14  $0.56  $0.56  $0.56  $1.68  

Total COGS $2.90  $11.60  $11.60  $11.60  $34.79  

Payroll $3.86  $15.45  $15.45  $15.45  $46.34  

GGR Taxes $4.24  $16.97  $16.97  $16.97  $50.91  

Other Operating Expenses $1.11  $4.46  $4.46  $4.46  $13.37  

EBITDA (GGR tax adjusted ) $10.17  $40.68  $40.68  $40.68  $122.04  

New GGR Tax $3.95  $15.79  $15.79  $15.79  $47.36  

New Admissions Tax $0.30  $1.18  $1.18  $1.18  $3.55  

New Gaming Taxes $4.24  $16.97  $16.97  $16.97  $50.91  

Source: Spectrum Gaming Group 

The projections, of course, would vary by casino operator and are dependent upon size and 

scope of respective facility and financing terms (i.e., the prevailing hurdle rate and associated 

financing costs). EBITDA would be dependent on actual operations, or actual revenue and expenses 

occurring. It is important to note that the GGR tax rate for the model is 26.7 percent, which is a 

blended rate within Indiana. As some properties have different tax rates from each other, individual 

results may be impacted by the tax rate experienced. 

Economic and Fiscal Impacts 

In this section, we summarize the economic and fiscal impacts of the four prospective 

Indiana casino hotel additions combined. The economic and fiscal impacts were modeled for both 

the construction phase and operational phase of the casinos development and for Indiana as a 

whole. The construction phase encompasses a two-year period, 2015-2016, after project 

initiation while the operational phase encompasses the subsequent five-year period, 2017-2021.  

Figure 32 below shows the economic impacts of the four prospective casino hotel 

expansions on the State. The two-year construction phase is projected to generate an average of 

863 new jobs in each year. The jobs include direct construction jobs and indirect and induced 

jobs, from construction spending on goods, services, and equipment and the spending of wages 
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earned. The employment multiplier for the construction workers equates to roughly 1.8 

additional jobs for each direct construction job. A high multiplier is typical in the construction 

industry, due to the high wages earned by construction workers and the large costs associated 

with construction material. For example, a construction worker earning a high wage – and 

spending accordingly – can support multiply jobs in the lower-paying retail and service sectors.  

Gross State Product (“GSP”) during the construction period totals roughly $278.6 million 

for the State of Indiana, an average of $139 million each year. The largest contributor to GSP 

among industry sectors, as expected, is construction. Other large contributors to GSP include real 

estate services, professional services and retail trade. This is directly related to the increased 

demand for real estate and construction service professionals (engineers, architects, etc.) within 

the professional services sectors and from the induced spending in retail goods generated by the 

construction wages paid to workers.  

Personal Income generated over the construction period totals $145 million, an average 

of $72.5 million per year. The majority of the personal income encompasses the direct wages 

paid to the construction workers. The remaining personal income consists primarily of the wages 

earned by the workers in the indirect and induced jobs, created as a result of both the purchase 

of goods and services and the creation of jobs in the retail and service sectors.  

The economic impact of the operational phase was measured for 2017-2021. As the 

following table shows, the four prospective Indiana casino hotel expansions are projected to 

generate an average of 1,014 total jobs during the 2017-2021 period in the state. These jobs 

include only private-sector employment and exclude any government jobs that would be created 

as a result of the casinos. The jobs consist of direct casino jobs and the additional indirect and 

induced jobs created from the employment and operational spending at the casino. 

For each direct job at the casinos, an additional 1.3 jobs are created in the private sector 

in Indiana. These induced jobs result from the spending of casino wages by employees in the local 

economy and from the spending by the casino itself on goods and services purchased for its 

operation. These new jobs, and the subsequent additional income, flow through the local and 

state economy in the form of investments and spending on goods and services, creating 

additional jobs.  

Among the industries in the private sector, entertainment experiences the largest 

increase in employment, an average of 501 jobs during the 2017-21 time period. This primarily 

consists of the direct casino jobs, which average 444 full-time-equivalent positions across the 

period. The second largest increase in jobs among private sector industries is in construction. The 

construction impact is primarily a result of an increase in capital investments, an increase in 

demand for housing construction, and an increase in spending in the public sector on public 

facilities. As new jobs and subsequent income are created, demand for housing, commercial 

enterprises, and public sector facilities increases, thus, creating construction jobs. It should be 

noted that the construction-jobs impact in the operational impact phase of this casino study is 
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not related to the direct jobs associated with construction projects at the casino; these are 

covered solely in the construction impact section above. 

The next-largest increase in jobs is in retail trade, an average of 69 jobs across the period. 

The increase in retail trade jobs primarily results from the spending of wages from casino workers 

on retail goods in the State. New income creates demand for retail goods leading to an increase 

in retail jobs. 

The administrative support and waste management services sector also benefits from the 

casinos, gaining an average of 68 jobs over the period. Much of this sector is made up of business 

support service firms, including waste management and building services. The increase in 

employment in administrative support services is primarily the effect of the non-payroll spending 

by the casino on services purchased at local firms; a function of the casino contracting outside 

firms to provide support services for its operation.  

The four prospective Indiana casinos are estimated to generate Gross Regional Product 

(“GRP”) for the State of roughly $165 million per year, on average, from 2017-2021. All sectors 

of the economy impacted by the casino show a positive contribution to the total GRP. The largest 

contributor to GRP, as expected, is the entertainment sector; the direct impact of the casino. 

Other sectors that show large contributions include professional services, retail trade, finance, 

construction, and administrative support services. This is result of the indirect and induced 

spending by casino employees and the casino itself, as it flows through the regional economy.  

The Indiana casino hotel expansions are also projected to generate an average of $79 

million in Personal Income for the residents of Indiana each year through the operational phase. 

The direct casino wages paid by the casinos to its employees is the largest component of the total 

personal income. Much of the remaining personal income is represented by wage and salary 

disbursements for the indirect and induced jobs created by the casino’s operation.  

Figure 32: Statewide economic impacts of construction, operation of four 200-room casino hotel 

expansions 

  

Construction Phase Operational Phase 

2015 2016 2017 2018 2019 2020 2021 

Total Private Non-Farm Employment  848 878 1,062 1,043 1,018 989 959 

          Construction  389 420 136 131 123 113 102 

          Arts, Entertainment, and Recreation 7 7 502 502 501 500 499 

          Retail Trade  90 90 73 72 69 66 63 

          Professional Services 57 59 51 51 50 49 47 

          Administrative and Waste Services 40 41 72 70 68 67 65 

          Accommodation and Food Services 34 36 42 43 44 44 44 

          All other sectors 231 225 186 174 163 150 139 

Gross State Product (Fixed millions 2014 $'s)  136.5 142.1 166.5 166.5 165.4 163.2 162.1 

Output (Fixed millions 2014 $'s)  235.3 243.1 259.7 258.6 256.4 253.1 248.6 

Personal Income (current $'s) 69.0 76.0 71.0 76.0 80.0 82.0 84.0 

Source: Spectrum Gaming Group, Regional Economic Models Inc. 
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The fiscal impact of the construction and operation of the four prospective casino hotel 

expansions include the revenue collected by the State and local governments from the gaming 

and admission tax and from the State and local income tax and state sales tax (direct, indirect 

and induced) generated. The gaming tax is based on gross gaming revenue generated by the 

casino. Income tax, derived from the wages earned from direct, indirect, and induced jobs, are 

calculated at the rate of 3.4 percent for state government and 1.64 percent for local government. 

The State sales tax of 7.0 percent is applied to the projected sales of taxable goods resulting from 

the impact of the casino. Other state and local taxes, such as corporate taxes and local tax levies 

are not included in this fiscal analysis. Additionally, any casino and hotel related fees such as hotel 

room taxes and parking fees are also not include in this fiscal analysis.  

Figure 33 below show the results of the fiscal impact analysis. Over the two-year 

construction period, we estimate state tax revenue generated to be roughly $9.54 million, 

consisting of state income tax and sales tax. Local tax revenue over the construction period is 

projected to be $2.87 million, consisting of county income taxes. 

During the first five-year period when the casino is operational, we project Indiana would 

collect an average of $16.9 million per year in combined income, sales, and gaming and admission 

taxes. We project most of the tax revenue collected during the operational phase would result 

from the direct gaming tax on casino revenue; an average of $12.3 million per year between 2017 

and 2021; while we project an average of $4.4 million in state tax revenue annually from income 

and sales taxes.  

Local tax revenue collection during the operational phase consists of the gaming and 

admission tax and the county income tax. We project an average of $6.1 million in local tax 

revenue for Indiana counties and municipalities per year during the 2017-2021 periods, as a 

result of the four prospective casinos. 

Figure 33: Projected State and local fiscal impacts of four 200-room casino hotel expansions 

(Additional state and local revenue collection as a result of the casinos) 

  

Construction Phase Operational Phase 

2015 2016 2017 2018 2019 2020 2021 

State Revenue Collection (Fixed Millions 2014 $'s)  $4.62 $4.92 $16.21 $16.61 $16.90 $17.19 $17.45 

          Income Tax $2.87 $3.09 $2.30 $2.45 $2.49 $2.49 $2.49 

          Sales Tax $1.75 $1.83 $1.59 $1.67 $1.67 $1.71 $1.71 

          Gaming tax $0.00 $0.00 $11.58 $12.09 $12.33 $12.58 $12.83 

          Casino Admission Tax $0.00 $0.00 $0.39 $0.40 $0.41 $0.41 $0.42 

Local Revenue Collection (Fixed Millions 2014 $'s)  $1.38 $1.49 $5.91 $6.04 $6.15 $6.25 $6.35 

         County Income Tax $1.38 $1.49 $1.15 $1.18 $1.20 $1.20 $1.20 

         Gaming tax $0.00 $0.00 $3.95 $4.03 $4.11 $4.19 $4.28 

         Casino Admission Tax $0.00 $0.00 $0.81 $0.83 $0.84 $0.86 $0.88 

Source: Spectrum Gaming Group, Regional Economic Models Inc.  
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Importance of State Sending the Right Message 

This analyses in this report rest on certain principles: 

 State government is more than a regulator of casinos; it is effectively a partner in 

the industry’s success, through virtue of its share of gaming revenue, as well as 

the total tax revenue generated by a successful casino industry. 

 If the State endeavors to grant some form of tax or regulatory relief to advance 

those common interests, individual operators bear the responsibility of suggesting 

how that relief can be invested and leveraged to promote growth. 

 When considering – or measuring – the success of casinos, the State should 

examine revenue from all related sources, and should consider all relevant public 

policies, including the impacts on employment, urban development, tourism, 

conventions and meetings and other, related policies. 

 As in other states, a gaming license in Indiana is a privilege rather than a right. 

That privilege – which grants some level of regional exclusivity, among other 

benefits – comes with concomitant responsibilities. With respect to the issue of 

regulatory or tax reform, those concomitant responsibilities are for the industry 

to propose actions or strategies that can advance the State’s overall policy goals. 

The importance of the notion that gaming operators have been granted a privilege by the 

State cannot be over-emphasized. It is a core principle that requires operators to establish and 

pursue responsible gaming policies, and to consistently maintain expected standards of good 

character, honesty and integrity. For purposes of this analysis, it means something else as well: 

Any financial or other benefits that might accrue to the industry from tax or regulatory reforms 

should be reinvested in Indiana, for the State’s benefit.  

Within this complex relationship, the State should consider the ramifications of its policies 

as well. Certain principles of gaming regulation are widely considered to be immutable, such as 

the view that licensees must maintain universally shared standards of integrity. However, 

flexibility can also be a hallmark of effective regulation. Policymakers should recognize that 

changing circumstances can require changing rules. Such changing circumstances could include: 

 Technology shifts 

 Demographic changes 

 New competition, including new forms of competition 

Regulators and lawmakers in many states are grappling with change. These range from 

the seemingly constant expansion of gaming, with more states facing the prospect of saturation, 

to the evolution of online gaming, as both lotteries and casinos consider staking a claim to this 
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new form of gaming. As change roils the industry, it begets even more change, forcing regulators 

to stay abreast of new technologies while grappling with new competition. 

Additionally, rules can also adapt and evolve as regulators and lawmakers simply become 

more comfortable with the policies and practices exhibited by their licensees. States from Nevada 

to New Jersey to Mississippi have followed the principle that gaming regulations should start out 

strict and then relax in tandem with growing comfort levels. Indiana has often followed that same 

concept. A variety of rules have changed in recent years, including the following:30 

 An exclusion to a statewide smoking ban 

 The elimination of requirements for Coast Guard certification for riverboats 

 Allowing riverboats to be permanently moored 

 24-hour gambling 

 Allowing operators to hold more than one gaming license 

These and other changes have helped improve the competitive posture of Indiana 

operators, but those changes were largely implemented on an ad hoc basis rather than as part 

of a concerted policy to meet the formidable challenges facing the industry. Our analysis 

concludes that such a new, cohesive policy is needed if the State hopes to stem ongoing declines.  

Notably, there is no guarantee that recent declines suffered by Indiana operators can all 

be reversed, or even stemmed. Some factors are beyond the control of Indiana policymakers. 

Indiana cannot control what may or may not occur in bordering states, nor can it assume that all 

its licensees will pursue appropriate and effective growth strategies. 

The goal, then, is to task operators themselves to develop workable plans that would 

leverage regulatory reforms to help grow their businesses while ensuring the State also benefits, 

and to ensure that the State sends the right message to capital markets. 

Policymakers should recognize that various shifts in policy may not all generate positive 

results. Some shifts in policy could have a negative impact on investment in gaming, a subject 

that deserves prominent consideration, and is noted later in this report. The gaming industry 

requires steady, unimpeded access to capital, by any measure the lifeblood of casinos. Gaming 

operators need healthy capital budgets to maintain, refresh and – if possible – expand their 

offerings. A lack of access to affordable capital, by contrast, would result in a gaming product that 

is stale, increasingly unattractive and in need of repair or replacement. A situation of continued 

stagnation could lead to further revenue declines and the concomitant tax revenues. 

With that in mind, policymakers need to consider the impact of their policies on the 

capital markets: A shift in policy that is viewed as positive, in that it reduces risk and creates 

                                                     
30 October 2013 memorandum from Casino Association of Indiana. 



 

                                    Regulatory, Tax Reform in Indiana             54 
 

opportunity for greater returns, can lower the cost of capital, making it more likely that new 

capital will be invested. Conversely, a policy shift that is viewed as negative, that adds risk to the 

equation, would result in an increased cost of capital, thus decreasing the likelihood – as well as 

the scope – of any additional capital investment. 

The value of positive signals has been demonstrated as well, sometimes in the same 

markets where – at different times – investors perceived negative signals from the public sector. 

Atlantic City, again, offers the best example of this. In the early 1990s, Atlantic City was enduring 

a decade-long period of economic stagnation, and regulatory requirements were often blamed 

as being both costly and onerous. Noted casino developer Steve Wynn – who had left Atlantic 

City several years earlier – called Atlantic City “a place that just didn’t happen.” He added, rather 

pointedly: “Write this down: Good night, Atlantic City. It’s a new dawn for everyone else.”31 

Such sentiments coming from an influential industry leader normally be devastating to a 

gaming market. However, within two years of giving that quote, the same Wynn held a press 

conference at City Hall in Atlantic City to announce a major project that would redefine this 

market, centering on three new Las Vegas-style casino hotels that would be built. Following that 

announcement, projects large and small were announced, and some — ranging from hotel 

towers to themed casinos — were built during this mid-1990s revival.32 

The change can, in large measure, be directly attributed to significant regulatory reforms 

undertaken by the State – which had actually begun in 1990, but became much more apparent a 

few years later, when the results clearly took hold. 33 

The lesson here is that legislative and regulatory actions and policies have consequences, 

particularly regarding investment in their gaming industries. Positive signals from Indiana 

policymakers can engender positive results, and negative signals beget negative results. 

Spectrum recommends that Indiana develop a unified, comprehensive policy with respect 

to its casino industry. In our experience, such an approach minimizes the chance of sending mixed 

messages or of developing policies that are at odds with each other. This report has already noted 

the negative, often unintended impacts to the cost of capital from such actions as tax increases, 

but in our experience, the consequences are not limited to tax-related issues, but clearly stem 

from uncertainty, which translates into greater risk, which equates to a higher cost of capital. In 

the New Jersey and Illinois examples cited earlier, the uncertainty and negative consequences 

surrounding tax increases had a very real impact on stock prices, which reflect the cost of equity. 

Uncertainty, as a culprit in such matters, can take various forms. 

                                                     
31 Gaming Industry Observer, Vol. 14, no. 8, p. 1, May 18, 2009. 

32 Ibid. 

33 Years of Change, 1990-1994,” a report by the New Jersey Casino Control Commission, December 1994. 
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Internal Threats to Indiana’s Casino Industry 

There are two potential internal threats to Indiana’s casino industry, either of which 

would send a negative message to existing or potential stakeholders about the future of casino 

gaming in the state: an Indian casino and retail gaming. 

Potential Indian Casino near South Bend 

The potential for an Indian casino in the South Bend area has been a looming possibility 

for several years, following the 2012 land-into-trust application filed with the federal Bureau of 

Indian Affairs by the Pokagon Band of Potawatomi Indians. The federally recognized tribe stated 

its intention to develop a Class III casino hotel on 164 acres it holds near South Bend.34 The 

continuing uncertainty surrounding that application – and potential competitor for existing 

properties, such as the nearby Blue Chip Casino – is a significant risk factor for properties and 

operators that are under the shadow of that looming possibility. That risk clearly dampens the 

possibility of additional capital investment in such facilities.  

We do not take a position on the validity of the application, nor on any issues relating 

from disputes between Pokagon Band and other parties, including Blue Chip. We simply point 

out that another casino in a state that is already facing increasingly fierce competition will 

significantly affect the investment climate and the competitive landscape. Additionally, an Indian 

casino would presumably be free from many of the rules and costs governing Indiana riverboats, 

which would create even more formidable competition. 

As long as that issue remains unresolved, uncertainty will continue to take a toll on the 

investment climate, albeit one that is difficult to measure. 

Potential Retail Gaming in Indiana 

Retail gaming is a form of gambling increasingly under consideration in several states, 

including Indiana. In those states where there is an existing casino industry, retail gaming is threat 

to the casinos gross gaming revenue – and the state and/or local programs that benefit from 

casino taxes. Indiana casino operators that are near Illinois believe they are being impacted by 

retail gaming in that neighboring state, although they cannot possibly quantify the impact. The 

possibility of extending that policy in-state is viewed as extremely harmful. 

Policymakers need to consider all ramifications of implementing retail gaming, which are 

clearly negative on balance, and act contrary to most stated policy goals. Such ramifications 

include: 

                                                     
34 “BIA hosts meeting on Pokagon Band casino-land-into-trust bid,” Indianz.Com, September 28, 2012. 
http://www.indianz.com/IndianGaming/2012/025496.asp. 

http://www.indianz.com/IndianGaming/2012/025496.asp
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 Retail gaming does not generate employment, nor does it necessarily promote tourism. 

 Retail gaming does not require capital investment, nor does it generate any of the public 

benefits associated with capital investment, including construction work. 

 Retail gaming does not allow for exclusion lists, nor does it promote responsible gaming. 

Quite the contrary, retail gaming makes it far too easy for problem gamblers to gamble 

without calling attention to themselves. 

 Unlike casinos, retail gaming does not have any controls that would limit problem areas, 

ranging from loansharking to organized crime involvement. Indeed, there are no licensing 

standards or follow-up controls in place to prevent unlicensable individuals or 

organizations from participating in gaming. 

 Retail gaming directly and materially competes against casinos for revenue, thus creating 

a significant but unnecessary challenge to gaming operators that already face formidable 

obstacles. (See the West Virginia example below.) 

In areas ranging from surveillance to preventing minors from gambling, retail gaming falls 

far short of the requirements in place for regulated casinos. These problems create a differing 

cost structure, one that is more favorable to retail gaming establishments, but also raises 

unnecessary, dangerous risks for regulated casinos. Any issues – ranging from minor negative 

publicity to full-blown scandals – that emanate from retail gaming would potentially have 

negative impacts on regulated casinos, tarnishing their image in the process. 

Still, the serious problem created by retail gaming – or even the consideration of retail 

gaming – is that it sends out the wrong message to investors regarding the investment climate in 

Indiana. 

The rationale in favor of retail gaming is apparent: It creates a new revenue stream for 

government. That rationale, however, needs to be balanced against the competing rationale: 

Maintaining a partnership with the established casino industry to pursue the shared goals of 

revenue generation, employment growth, tourism promotion, capital investment and urban 

development. 

The following section details the experience of retail gaming in West Virginia. 

West Virginia as an Example 

Editor’s Note: This section about West Virginia is excerpted from the 2009 report “The 

Impacts of Video Lottery Terminals on the Casino Industry in Puerto Rico” that Spectrum prepared 

for Puerto Rico Tourism Company (“PRTC”), which is the Commonwealth’s gaming regulator. 

Although our report for the PRTC is not a public document, this excerpt is provided with permission 

of the PRTC. 
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West Virginia racetracks began operating VLTs in 1994. The retail VLT program – called 

the Limited Video Lottery (“LVL”) – was legalized in 2001. The state allows up to 9,000 LVL 

machines at liquor-licensed establishments throughout the state. Currently, the state’s four 

racetracks together offer roughly 11,500 VLTs. Both the racetrack VLTs and the LVL are operated 

by the West Virginia Lottery. 

Background 

In 2001, West Virginia cracked down on what are commonly known as “gray machines” – 

slot machines that operated on the fringe of the law in bars and clubs throughout the state.  

At the time, the State of West Virginia estimated that there were 9,000 gray machines in 

operation. The State decided to replace these machines with legitimate VLTs – the Limited Video 

Lottery. Bars and other liquor-licensed establishments were allowed up to five machines; 

fraternal organizations could get up to 10. A portion of the proceeds from the LVLs are dedicated 

for a scholarship fund for high school graduates attending state colleges and universities. 

Less than 10 years later, the state considers the program to be a great success. In FY2002 

(the first after LVLs were authorized), the machines generated $45.8 million in net win (i.e., GGR) 

for the State, representing 5 percent of the lottery’s total sales.35 By FY2010, LVL revenue had 

increased more than eightfold, to $397.3 million, representing 29.3 percent of the lottery’s total 

revenue. In the last fiscal year alone, LVLs generated $29 million for the state’s PROMISE 

Scholarship Fund.36 

But success has come at a cost to the state’s well-established casino industry. As LVL 

revenue increased dramatically, it cut into the business of West Virginia’s racetrack casinos 

(“racinos”). Initially, the racinos felt little impact from the LVL as the LVL program was ramping 

up and some racinos were undergoing expansions. 

It wasn’t until FY2005, when the number of LVL terminals approached 8,000 and their 

gross revenue surpassed $300 million, that the LVLs in nearly 1,700 locations started 

cannibalizing significant business from the racinos. Revenue at three of the four tracks declined 

in FY2005; two of those tracks have yet to rebound from their FY2004 peaks, as shown in the 

following chart (we did not include the FY2008 (or later) results in the following chart, because 

that year reflects the negative impact of new competition from Pennsylvania and thus skews any 

analysis of the LVL impact on the West Virginia racinos). 

                                                     
35 West Virginia Lottery 2002 Annual Report. 

36 West Virginia Lottery interview, May 19, 2011. 
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Figure 34: The impact of retail VLTs on West Virginia racinos 

 

Source: West Virginia Lottery. Peak FY revenue listed for each property and Limited Video Lottery 

West Virginia racino executives that we interviewed blamed solely the LVL for stopping 

revenue growth at three of the racetracks and actually leading to declines in FY2005. 
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supply increase of the racino’s inventory. The supply increases to the local markets of three other 
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and Tri-State 101 percent (as of March 2009). Overall, 63 percent of the West Virginia retail slots 
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total sales of $601 million. By FY2010, the racetracks contributed 54.9 percent of the agency’s 

$1.4 billion in total lottery sales.37 

Racino revenue in FY2008 fell for the first time – by 7.6 percent – although the recession 

and competition from slot parlors in Pennsylvania likely contributed to the decline.38 Even though 

the addition of live table games at three of the four racetracks generated $16 million in revenue 

in FY2008, it was not enough to offset the decline in VLT revenue. 

LVL venues are not allowed to advertise themselves as casinos and most cannot afford to 

keep up with the latest gaming devices.  

Nevertheless, racino executives said it is difficult to compete against the convenience of 

the LVL venues. LVLs attract a segment of the market that prefers small locales and may never 

be attracted to gambling in a larger racino, executives said. A Tri-State Racetrack & Gaming 

Center executive complained that some bar owners ignore a county smoking ban in public places, 

while his track abides by the law.  

Consider Ramifications of Wrong Messages 

While a tax increase (including the potential for such an increase) is the clearest example 

of a wrong message, other examples need to be considered. Policymakers can engender the same 

negative consequences of a tax increase, through steps that seek to expand gaming’s footprint – 

and tax revenues – but that do not take into account the full ramifications of such moves. 

When states are confronted with competitors that may impact their gambling-revenue 

tax streams, they can respond with a variety of offensive and defensive moves. Offense is the 

easier play and typically consists of adding more gambling – be it more casinos, more games, 

more hours, or more forms of gambling. Playing defense – i.e., fortifying the existing casino 

industry and providing it with tools to be more competitive – is trickier, as Illinois discovered. 

Our Illinois example illustrates the perils of sending the wrong message, particularly 

through the implementation of retail gaming, which allows small businesses – notably liquor-

licensed establishments such as bars and taverns – to host small numbers of electronic gaming 

devices. From a patron perspective, such devices are no different than casino slot machines. The 

Illinois retail gaming law passed in 2009 allowed for the installation of tens of thousands of video 

gambling devices – up to five per location – at liquor-licensed establishments throughout the 

state. The Illinois casino industry, and presumably its supporters in the legislators, did little to 

nothing to prepare for the competition. Tom Swoik, executive director of the Illinois Casino 

Gaming Association, told Illinois Gaming Board Chairman Aaron Jaffe in June 2014 that the video 

gambling devices were having an unexpectedly negative impact on casino GGR: 

                                                     
37 West Virginia Lottery Annual Reports. 

38 Interviews with racetrack executives. 
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Gaming Board Chairman Aaron Jaffe acknowledged issues surrounding problem gamblers 
must be addressed, but scolded Swoik for not stepping in when lawmakers legalized video 
gambling five years ago. 

“I have to say that your organization did not take the lead in stopping anything in video 
gaming, as a matter of fact your position was ‘Well, it won’t hurt us,” Jaffe said. “That was 
contrary to the belief of a lot of people. Now you come to us and say, ‘We’re hurting.’ 
Well, we knew that in advance. And you knew that in advance, but you refused to 
acknowledge that.” 

Swoik agreed that mistakes were made. 

“There is no doubt the casino industry simply underestimated the impact these machines 
would have on our industry,” Swoik said.39 

In our experience, the most effective way to avoid sending the wrong message would be 

for policymakers to focus on the message that is most likely to attract investment: 

 Make it clear that the rules are fixed, and operators can count on such rules being 

in place for the long-term when they consider investment decisions. 

 Underscore the partnership between the state and the industry, noting that they 

share common goals and, to a smaller but still significant degree, share a common 

fate. 

Returning to Policy Roots 

States generally approve or expand gaming in response to various policy goals that have 

proven likely to resonate with legislators and voters. The key rationales that have been 

demonstrably effective include: 

 Revenue generation (the expansion of gaming in Illinois is an example.40) 

 Repatriating dollars that are currently being spent out of state. (The approval of 

casinos in Ohio was one example where this argument proved central.41) 

                                                     
39 Monique Garcia, “Illinois casinos complain video gambling hurting bottom line,” Chicago Tribune, June 27, 2014; 
http://www.chicagotribune.com/news/politics/clout/chi-illinois-casinos-complain-video-gambling-hurting-bottom-
line-20140626,0,2496840.story. 

40  “Gambling-Expansion Advocates Hopeful this Year,” Crain’s Chicago Business, February 10, 2014. 
http://www.chicagobusiness.com/article/20140210/NEWS02/140219994/gambling-expansion-advocates-hopeful-
this-year# 

41 Peter Bronson, “How Casinos Finally Hit the Jackpot in Ohio,” Cincy Magazine, April 2014. 
http://cincymagazine.com/Main/Articles/How_Casinos_Finally_Hit_the_Jackpot_in_Ohio_2959.aspx  

http://www.chicagotribune.com/news/politics/clout/chi-illinois-casinos-complain-video-gambling-hurting-bottom-line-20140626,0,2496840.story
http://www.chicagotribune.com/news/politics/clout/chi-illinois-casinos-complain-video-gambling-hurting-bottom-line-20140626,0,2496840.story
http://www.chicagobusiness.com/article/20140210/NEWS02/140219994/gambling-expansion-advocates-hopeful-this-year
http://www.chicagobusiness.com/article/20140210/NEWS02/140219994/gambling-expansion-advocates-hopeful-this-year
http://cincymagazine.com/Main/Articles/How_Casinos_Finally_Hit_the_Jackpot_in_Ohio_2959.aspx
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 Creating permanent employment. (Multiple states, including Ohio, offer 

examples.42) 

 Rebuilding urban centers or other economically depressed areas.  

The locations where that latter argument have been made include Bethlehem, PA; 

Atlantic City, NJ; and Gary, IN. Indeed, urban redevelopment was the original impetus for the 

1976 referendum that made New Jersey the first state outside Nevada to offer legalized 

gambling, and that rationale extended to Indiana, when the Hoosier State joined the growing 

movement in the Midwest to offer riverboat gambling. Gary was an early booster within Indiana, 

as far back as 1989 (six years before Indiana casinos opened) when then-Mayor Thomas V. Barnes 

met with his Atlantic City counterpart to discuss this issue.43  

The rationale was made clear later that year when Gary voters approved a non-binding 

referendum in favor of casinos by a nearly two-thirds margin, and then State Representative 

Earline S. Rogers, a Gary Democrat now in the Senate, stated: “An opportunity for jobs and 

economic revitalization – that’s going to be the pitch.”44 

 For policymakers in 2014, such references are more than historical footnotes. They 

represent the aspirations of many elected officials and their constituents, and the goals as 

expressed then remain viable today. 

  

                                                     
42 “Casino Developers Say They Will Keep Campaign Promises,” WBNS-10TV, November 4, 2009; 
http://www.10tv.com/content/stories/2009/11/05/story_issue3.html 

43  Norman Parrish and Nancy J. Winkley, “Gary Mayor Touts Casinos Barnes Says He Will Meet Again With Indiana 
Legislators Friday, Post-Tribune, January 12, 1989.  http://infoweb.newsbank.com/iw-
search/we/InfoWeb?p_action=doc&p_topdoc=1&p_docnum=1&p_sort=YMD_date:D&p_product=AWNB&p_text_
direct-
0=document_id=(%20108532BF9ECDAFE6%20)&p_docid=108532BF9ECDAFE6&p_theme=aggdocs&p_queryname
=108532BF9ECDAFE6&f_openurl=yes&p_nbid=D59D5BGTMTQwNDU2NzY3MS4zMzU1NjE6MToxMDoxMjguOTcu
MC4w&&p_multi=GPTB 

44 “Battle in Indiana Looms on Gambling,” Associated Press, November 7, 1989. 
http://www.nytimes.com/1989/11/07/us/battle-in-indiana-looms-on-gambling.html 

 

http://www.10tv.com/content/stories/2009/11/05/story_issue3.html
http://infoweb.newsbank.com/iw-search/we/InfoWeb?p_action=doc&p_topdoc=1&p_docnum=1&p_sort=YMD_date:D&p_product=AWNB&p_text_direct-0=document_id=(%20108532BF9ECDAFE6%20)&p_docid=108532BF9ECDAFE6&p_theme=aggdocs&p_queryname=108532BF9ECDAFE6&f_openurl=yes&p_nbid=D59D5BGTMTQwNDU2NzY3MS4zMzU1NjE6MToxMDoxMjguOTcuMC4w&&p_multi=GPTB
http://infoweb.newsbank.com/iw-search/we/InfoWeb?p_action=doc&p_topdoc=1&p_docnum=1&p_sort=YMD_date:D&p_product=AWNB&p_text_direct-0=document_id=(%20108532BF9ECDAFE6%20)&p_docid=108532BF9ECDAFE6&p_theme=aggdocs&p_queryname=108532BF9ECDAFE6&f_openurl=yes&p_nbid=D59D5BGTMTQwNDU2NzY3MS4zMzU1NjE6MToxMDoxMjguOTcuMC4w&&p_multi=GPTB
http://infoweb.newsbank.com/iw-search/we/InfoWeb?p_action=doc&p_topdoc=1&p_docnum=1&p_sort=YMD_date:D&p_product=AWNB&p_text_direct-0=document_id=(%20108532BF9ECDAFE6%20)&p_docid=108532BF9ECDAFE6&p_theme=aggdocs&p_queryname=108532BF9ECDAFE6&f_openurl=yes&p_nbid=D59D5BGTMTQwNDU2NzY3MS4zMzU1NjE6MToxMDoxMjguOTcuMC4w&&p_multi=GPTB
http://infoweb.newsbank.com/iw-search/we/InfoWeb?p_action=doc&p_topdoc=1&p_docnum=1&p_sort=YMD_date:D&p_product=AWNB&p_text_direct-0=document_id=(%20108532BF9ECDAFE6%20)&p_docid=108532BF9ECDAFE6&p_theme=aggdocs&p_queryname=108532BF9ECDAFE6&f_openurl=yes&p_nbid=D59D5BGTMTQwNDU2NzY3MS4zMzU1NjE6MToxMDoxMjguOTcuMC4w&&p_multi=GPTB
http://infoweb.newsbank.com/iw-search/we/InfoWeb?p_action=doc&p_topdoc=1&p_docnum=1&p_sort=YMD_date:D&p_product=AWNB&p_text_direct-0=document_id=(%20108532BF9ECDAFE6%20)&p_docid=108532BF9ECDAFE6&p_theme=aggdocs&p_queryname=108532BF9ECDAFE6&f_openurl=yes&p_nbid=D59D5BGTMTQwNDU2NzY3MS4zMzU1NjE6MToxMDoxMjguOTcuMC4w&&p_multi=GPTB
http://infoweb.newsbank.com/iw-search/we/InfoWeb?p_action=doc&p_topdoc=1&p_docnum=1&p_sort=YMD_date:D&p_product=AWNB&p_text_direct-0=document_id=(%20108532BF9ECDAFE6%20)&p_docid=108532BF9ECDAFE6&p_theme=aggdocs&p_queryname=108532BF9ECDAFE6&f_openurl=yes&p_nbid=D59D5BGTMTQwNDU2NzY3MS4zMzU1NjE6MToxMDoxMjguOTcuMC4w&&p_multi=GPTB
http://www.nytimes.com/1989/11/07/us/battle-in-indiana-looms-on-gambling.html
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Relationship between Capital Investment and Gaming Taxes 

During the US casino expansion that occurred following passage of the 1988 Indian 

Gaming Regulatory Act, it was appropriate to think of casinos as tourist attractions, which 

brought new revenue into a state or region. Casinos attracted new tourists and their spending, 

which spurred economic growth,45 higher employment and wages,46 and local and state-level tax 

revenues.47 Under such conditions, where a large influx of tourists and revenues are almost 

guaranteed, the potential profits for any particular casino are potentially large. This is because 

the State government artificially restricts the number of casino properties allowed, which limits 

supply and enables all casinos in a market to make a comfortable profit.48 

However, during the past few years as casinos have become more widespread across 

different regions of the country, especially the Midwest and Northeast, profits are no longer 

guaranteed. This is because the supply of casino gambling has continued to expand, which means 

any particular casino must compete more to retain its clientele and the attendant spending. As 

the industry becomes more expensive, the industry must become more sensitive to differences 

in regulations and taxes across states. Most casinos are owned by regional, national, or 

international corporations who have a large number of jurisdictions to consider in making capital 

investment. Naturally, their goal is to maximize their profits and therefore the returns to their 

stockholders. This means that each state’s menu of taxes and regulations – which certainly affect 

profitability – will become more important as the industry continues to expand.49  

One way to consider the likely evolution of the US commercial casino industry is to 

examine the likely profitability across the states. States that have overly tight regulatory 

environments and relatively high taxes will not be as attractive to investors. In these states we 

would expect that capital investment rates would be lower than in more industry-friendly states. 

For example, with low tax rates, Nevada is obviously one of the most attractive environments for 

                                                     
45 E.g., Douglas M. Walker and John D. Jackson, “Casinos and Economic Growth: An Update,” Journal of Gambling 
Business and Economics, Volume 7, 2013, p. 80-87. 

46 E.g., Chad D. Cotti, “The Effects of Casinos on Local Labor Markets: A County Level Analysis,” Journal of Gambling 
Business and Economics, Volume 2, 2008, p. 17-41. 

47 For data on taxes paid and the number of commercial casino employees in each state, see the American Gaming 
Association’s State of the States annual publication, at http://www.americangaming.org/industry-
resources/research/state-states. 

48 This need not always be the case, but generally, when the supply of a product is artificially restricted, similar to a 
monopoly market as in Connecticut, for example, industry profits are much more likely than they are under 
competitive market conditions, similar to Las Vegas.  

49 For a discussion of the casino industry’s perspective on the casino regulatory environment, see David O. Stewart, 
“Improving Gaming Regulation: 10 Recommendations for Streamlining Processes While Maintaining Integrity,” 
2011. (Washington, DC: American Gaming Association). http://www.americangaming.org/government-
affairs/regulatory-reform 

http://www.americangaming.org/industry-resources/research/state-states
http://www.americangaming.org/industry-resources/research/state-states
http://www.americangaming.org/government-affairs/regulatory-reform
http://www.americangaming.org/government-affairs/regulatory-reform
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the casino industry. Mississippi and New Jersey represent other competitive environments. In all 

three cases, however, one is also more likely to witness the closure of uncompetitive properties. 

Such closures have recently grabbed the attention of reporters, as evidenced in some of the 

articles cited elsewhere in this report. In both Tunica and Atlantic City, however, more 

competitive regional environments, the result of increasing supply, have certainly been a catalyst 

for the casino shake-outs in those markets.  

The US casino industry is certainly entering a new era, where the effects of increased 

competition have become apparent with surprising casino closures and market contraction in 

once strong markets. As the national casino industry expands, once-solid casino markets may 

eventually become too competitive for all existing casinos to thrive. Given most casino operators 

have casinos in multiple US markets, they are more likely to distinguish between markets that 

are more likely to be profitable considering future competition and market conditions. For this 

reason, lawmakers and regulators in Indiana would be well advised to reconsider their existing 

casino regulations to ensure that the state’s regulatory framework is not creating a relatively 

uncompetitive market for the industry. As we are seeing in some other markets, industry 

contraction is a possibility. Casino closures reduce regional supply, and make it more likely that 

profits at surviving casinos will increase. In order to maximize the economic benefits of Indiana’s 

casino industry, it should reconsider its regulations in the context of the present structure of the 

industry in Indiana, the Midwest, and across the nation. 

One important caveat is that casino regulations should be designed in a way that are 

transparent and fair, and treat all operators equally. Such a regulatory environment will increase 

the confidence among the public and the casino industry that regulators have both stakeholder 

groups in mind in creating regulations that maximize the net economic and social benefits 

created by the industry. 

Since the industry is now global in its scope, and not just limited to select markets, 

companies will choose to invest their money/capital into markets with the highest return. Their 

goal is to maximize the value of their stocks to stockholders. High taxes and bad regulations will 

encourage companies to invest elsewhere. [Note that in Atlantic City casinos are being closed to 

reduce supply. This may be the optimal strategy, and the declines in revenues in the Midwest 

may be a sign that such issues may be relevant there.]  

We next address how taxes may impact capital investment. The literature on tax rates is 

somewhat sparse because until recently, the “tourism” model for casinos seemed to apply. This 

is no longer the case, as the casino industry becomes more competitive. 

One of the key variables that the State government controls with respect to the casino 

industry is the tax levied on gross gaming revenues. As shown in Figures 12 and 13, Indiana 

currently has a high marginal tax rate on casino revenues, second only to Illinois. At the same 

time, Indiana also has the highest revenues from casino taxes, of any state shown in Figure 11.  



 

                                    Regulatory, Tax Reform in Indiana             64 
 

The high marginal tax rate on the highest revenue casinos could be stifling capital 

investment, however, which might lead to a long-term decline in casino revenues and taxes. One 

major issue that Indiana regulators and policymakers should consider is the optimal tax rate given 

the regional competition and the expansion of the casino industry across the United States since 

Indiana’s casinos opened.  

There is a well-developed literature on “optimal taxes” in the academic literature, which 

can refer to the maximization of tax revenues, the minimization of the inefficiencies related to 

taxes (such as collection and compliance costs, called “distortions” in the literature), or both. 

Optimal tax theory can also be found as a standard topic in economics courses on public 

finance.50 Tax efficiency is important both with respect to excise taxes (i.e., taxes on 

commodities), as well as income taxes (i.e., taxes on people). Efficiency and revenue 

maximization considerations are central to any important political debate over taxes. In the 

literature review section of this report, we examine many of the studies from the literature that 

address taxes on casinos.51  

On a more general level, a discussion of optimal income taxes can be enlightening in 

considering the current Indiana casino tax. Consider a tax on labor. Raising this tax will have two 

separate effects on tax revenues. First, since the tax rate is higher, the tax revenue would tend 

to increase. However, as labor taxes increase, at a high enough tax rate, workers may be inclined 

to work less since the expected return to working decreases as taxes increase. With less labor 

taxed (i.e., the tax base falls), tax revenue would be expected to decrease. At low tax rates, the 

first effect is larger than the second. But at a tax rate of 100 percent, as an extreme example, the 

tax base would shrink as would tax revenues, since no one would work when all of their income 

is taxed away.52 This idea has been most famously applied to federal income tax rates in the late 

1970s and 1980s, and is seen as a key theoretical underpinning of the “Reagan tax cuts.”53 

The incentive effect of changing tax rates is most famously attributed to an economist 

named Arthur Laffer in a model referred to as the “Laffer curve,” which we show below: 

                                                     
50 For a comprehensive textbook discussion of optimal taxes, see Jonathan Gruber, Public Finance and Public 
Policy, 4th edition (New York, NY: Worth Publishers, 2013), chapter 20.  

51 See the appendix for a literature review on taxes and other relevant material. 

52 Jonathan Gruber, Public Finance and Public Policy, 4th edition (New York, NY: Worth Publishers, 2013), p. 608-
609. 

53 The tax policies of the 1980s are still controversial today, viewed by opponents as “tax cuts for the rich” and 
referred to in political debate as “trickledown economics” or “supply side” economic policy because it focused on 
providing tax benefits to employers who were then expected to pass-on the benefits to employees. It is beyond 
the scope of this project to sort out the technical tax and political issues related to the tax cuts of the 1980s. 
Regardless of the political heat surrounding them, the fundamental incentives key to the theory are not 
controversial. At some high enough tax rate, there is a reduced incentive to work. The difficult part is knowing at 
what tax rate that incentive effect becomes important. 
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Figure 35: Laffer curve for income taxes 
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On the horizontal axis the tax rate applied to income is shown. On the vertical axis we 

have tax revenue data. The fundamental insight from the Laffer curve is that to the left of the 

peak – in this case a Y percent tax rate – tax revenues will increase as the tax rate increases. For 

example, if the current tax revenue is $A, the revenue amount could be increased to $B by 

increasing the tax rate to X percent. An increase of the tax rate to Y percent would increase 

revenue to $C. However, once the tax rate is raised above Y percent, the tax revenue starts to 

fall below $C. Beyond the peak, the “disincentive to work” begins to become stronger, ultimately 

reducing the tax base. Interestingly, the Laffer curve shows that a particular amount of tax 

revenue (e.g., $B) could be raised using two different tax rates, either X percent or Z percent. The 

argument used by Laffer for lowering tax rates is the current rate is on the right side of the Laffer 

curve. That is, if the current tax rate is Z percent, tax revenue would actually increase if the tax 

rate was lowered.54  

Laffer concisely states his case, in the context of arguing for lower income tax rates:55 

…changes in tax rates have two effects on tax revenues: the arithmetic effect and the 
economic effect. The arithmetic effect is simply that if tax rates are lowered, tax revenues 
(per dollar of tax base) will be lowered by the amount of the decrease in the tax rate. The 
reverse is true for an increase in tax rates. The economic effect, however, recognizes the 
positive impact that lower tax rates have on work, output, and employment – and thereby 

                                                     
54 For a textbook discussion of the Laffer curve, see Jonathan Gruber, Public Finance and Public Policy, 4th edition 
(New York, NY: Worth Publishers, 2013), p. 609. 

55 Arthur B. Laffer, “The Laffer Curve: Past, Present, and Future,” Backgrounder, Number 1765 (Washington, DC: 
Heritage Foundation, 2004), Executive Summary. 
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the tax base – by providing incentives to increase these activities. Raising tax rates has 
the opposite economic effect by penalizing participation in the taxed activities. The 
arithmetic effect always works in the opposite direction from the economic effect. 
Therefore, when the economic and the arithmetic effects of tax-rate changes are 
combined, the consequences of the change in tax rates on total tax revenues are no 
longer quite so obvious.  

The application of these ideas to casinos is not as straightforward as it is for the 

application to income taxes.56 In particular, the tax rate applied to gross casino revenues is 

unlikely to have any “economic” effect (as Laffer calls it) on the amount of casino revenues. That 

is, changes in the tax rate are not likely to directly impact the amount of casino gambling that 

occurs in the state. Rather, the tax rate is likely to affect aspects of casino management and 

operation. In particular, evidence suggests that the tax rate can affect the level of capital 

investment undertaken in the jurisdiction. In lower tax states, there tends to be higher capital 

investment in the casino industry. In higher tax states, such as Illinois and Indiana, there is likely 

to be less capital investment, which may stifle casino visitors and, ultimately, gross casino 

revenues. Therefore, it is worth considering the optimal casino tax rate, with respect to tax 

revenues. The Illinois case was the specific focus of one paper (discussed in the literature review), 

which found that the increase to 70 percent of the Illinois tax on slot machine revenues caused a 

decline in the demand for gambling.57 This suggests that from 50 percent to 70 percent was on 

the “wrong side” of the Laffer curve. A reconsideration of the Indiana casino tax rate may be in 

order, given the increased competition in the Midwest casino industry over the years. Although 

the tax base might not shrink often (i.e., casinos rarely close), a high tax rate may dampen capital 

investment in existing properties compared to what it might otherwise be at lower tax rates, thus 

keeping casino revenues lower than they otherwise might be.  

Elsewhere in this report we outline a recommendation for tax incentives (or a reduced 

taxes) for encouraging capital investment. This policy change could make the Indiana casino 

industry more competitive, both in terms of attracting customers, and in attracting casino 

investment in the state, even as regional competition continues to increase. 

  

                                                     
56 Nevertheless, the Laffer curve has been used in at least two academic papers. These include Chimezie Ozurumba 
and Younhee Kim, “Determining the Revenue-Maximization Tax Rate for States with Legalized Corporate Casino 
Gambling,” Journal of Public Budgeting, Accounting & Financial Management, Volume 21, 2009, p. 198-222; and 
Thomas A. Garrett, “The Leviathan Lottery? Testing the Revenue Maximization Objective of State Lotteries as 
Evidence for Leviathan,” Public Choice, Volume 109, 2001, p. 101-117. 

57 Mikael Ahlgren, Michael C. Dalbor, and Ashok Singh, “Estimating the Effect of the 2003 Gaming Tax 
Restructuring on Riverboat Gaming Volume,” UNLV Gaming Research & Review Journal, Volume 13, 2009, p. 45-58. 
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About This Report 

This report was prepared by Spectrum Gaming Group, an independent research and 

professional services firm founded in 1993 that serves private- and public-sector clients 

worldwide. Our principals have backgrounds in operations, economic analysis, law enforcement, 

regulation and journalism. 

Spectrum holds no beneficial interest in any casino operating companies or gaming 

equipment manufacturers or suppliers. We employ only senior-level executives and associates 

who have earned reputations for honesty, integrity and the highest standards of professional 

conduct. Our work is never influenced by the interests of past or potentially future clients. 

Each Spectrum project is customized to our client’s specific requirements and developed 

from the ground up. Our findings, conclusions and recommendations are based solely on our 

research, analysis and experience. Our mandate is not to tell clients what they want to hear; we 

tell them what they need to know. We will not accept, and have never accepted, engagements 

that seek a preferred result. 

Our public-sector clients have included the Atlantic City Convention and Visitors 

Authority, the Connecticut Division of Special Revenue, Delaware Lottery, Florida Legislature, 

Georgia Lottery, Maryland Lottery, Commonwealth of Massachusetts, the New Jersey Casino 

Reinvestment Development Authority, Ohio Casino Control Commission, Ohio Lottery, West 

Virginia Lottery, the Puerto Rico Tourism Company, and the Singapore Ministry of Home Affairs. 

Private-sector clients have included Caesars Entertainment, Carnival Corp., Casino 

Association of Indiana, Casino Association of New Jersey, Hard Rock International, Genting, 

National Indian Gaming Association, New York Gaming Association, Seneca Gaming, and Wynn 

Resorts.  

Our principals have testified before the following government bodies: 

 British Columbia Lottery Corporation 

 Florida House Select Committee on Gaming 

 Florida Senate Gaming Committee 

 Georgia Joint Committee on Economic Development and Tourism 

 Illinois Gaming Board 

 Indiana Gaming Study Commission 

 Indiana Horse Racing Commission 

 International Tribunal, The Hague 

 Iowa Racing and Gaming Commission 

 Louisiana House and Senate Joint Criminal Justice Committee 

 Massachusetts Gaming Commission 
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 Massachusetts Joint Committee on Bonding, Capital Expenditures, and State 

Assets 

 National Gambling Impact Study Commission 

 New Hampshire Gaming Study Commission 

 New Jersey Assembly Tourism and Gaming Committee 

 New Jersey Assembly Regulatory Oversight and Gaming Committee 

 New Jersey Senate Legislative Oversight Committee 

 New Jersey Senate Wagering, Tourism & Historic Preservation Committee 

 Ohio House Economic Development Committee 

 Ohio Senate Oversight Committee 

 Pennsylvania House Gaming Oversight Committee 

 Pennsylvania Gaming Control Board 

 Puerto Rico Racing Board 

 US House Congressional Gaming Caucus 

 US Senate Indian Affairs Committee 

 US Senate Select Committee on Indian Gaming 

 US Senate Subcommittee on Organized Crime 

 World Bank, Washington, DC 

Spectrum and its sister companies, Spectrum Gaming Capital and Spectrum Asia, maintain a 

network of leading experts in all disciplines relating to the gaming industry, and we do this through 

our offices in Atlantic City, Bangkok, Guangzhou, Hong Kong, Macau, Miami, New York and Tokyo. 

Disclaimer 

Spectrum Gaming Group (“Spectrum,” “we” or “our”) has made every reasonable effort to 

ensure that the data and information contained in this study reflect the most accurate and timely 

information possible. The data are believed to be generally reliable. This study is based on estimates, 

assumptions, and other information developed by Spectrum from its independent research effort, 

general knowledge of the gaming industry, and consultations with the Client and its representatives. 

Spectrum shall not be responsible for any inaccuracies in reporting by the Client or its agents and 

representatives, or any other data source used in preparing or presenting this study. The data 

presented in this study were collected through the cover date of this report. Spectrum has not 

undertaken any effort to update this information since this time.  

Some significant factors that are unquantifiable and unpredictable – including, but not limited 

to, economic, governmental, managerial and regulatory changes; and acts of nature – are qualitative 

by nature, and cannot be readily used in any quantitative projections. 

No warranty or representation is made by Spectrum that any of the projected values or 

results contained in this study will actually be achieved. We shall not be responsible for any deviations 
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in the project’s actual performance from any predictions, estimates, or conclusions contained in this 

study. 

Possession of this study does not carry with it the right of publication thereof, or the right to 

use the name of Spectrum Gaming Group in any manner without first obtaining the prior written 

consent of Spectrum. No abstracting, excerpting, or summarizing of this study may be made without 

first obtaining the prior written consent of Spectrum. 

This study may not be used in conjunction with any public or private offering of securities or 

other similar purpose where it may be relied upon to any degree by any person other than the Client, 

without first obtaining the prior written consent of Spectrum. This study may not be used for any 

purpose other than that for which it is prepared or for which prior written consent has first been 

obtained from Spectrum.  

This study is qualified in its entirety by, and should be considered in light of, these limitations, 

conditions and considerations. 
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Appendix I: Literature Review on Casino Taxes  

There have been quite a few academic studies published on casino taxes, but not much 

evidence on the impacts of tax rate changes. Here we review the most relevant of this literature 

and glean from it ideas that might be applicable to casinos in Indiana. Several papers provide 

interesting overviews of casino taxation in the United States.  

The article by Meich provides a concise overview of the different theories of taxation 

which typically justify the taxation of particular products.58 Gambling is a perfect example of a 

“sin tax,” which is a convenient target for taxation because the activity of gambling is still seen 

by some people as unsavory or immoral. Meich provides a thoughtful discussion of thinking of 

casino taxes in the context of “optimal taxes” (i.e., trying to maximize tax revenues), “industry 

neutral taxes” (which would tax casinos at roughly the same rates as other industries), and 

“Pigouvian taxes” (which would tax casinos based on the negative social impacts they create). 

Meich cites empirical evidence that suggests that the peak of the Laffer curve is around 40%, 

which is the highest casino tax rate in Indiana. This suggests that direct tax revenues would likely 

decline if the tax rate was reduced. However, there may be indirect benefits if capital investment 

increased, causing employment and casino revenues to increase.  

The paper by Anderson (2005) provides a nice overview of economic analysis of casino 

taxes.59 Anderson correctly notes that the revenue from casino taxes are not equal to the gross 

taxes, as there is some substitution among different commodities. Therefore, an increase in 

casino revenues (and taxes) is at least partially offset by reductions in taxes from the sale of other 

products.60 This result has been confirmed in a variety of other studies. For example, one study 

found that a $1 increase in casino tax revenues results in a 56¢ decrease in lottery tax revenues.61  

This inter-industry relationship issue complicates the analysis of the likely impacts on net 

tax revenues from a casino tax rate change. Consider the 1997 report by the New York City 

Independent Budget Office. The report explains that after NYC cut its hotel occupancy tax rate, 

there was a per-room decline in tax receipts from the lower tax rate. However, the study found 

that about half of the lost tax revenue from the lowered rate was made up as a result of increased 

                                                     
58 Bret F. Meich, “The Power to Destroy: The Psychology of Gaming Taxation,” Gaming Law Review and Economics, 
Volume 12, 2008, p. 458-465. 

59 John E. Anderson, “Casino Taxation in the United States,” National Tax Journal, Volume 43, 2005, p. 303-324. 

60 Ibid., p. 321. 

61 Stephen C. Fink and Jonathan C. Rork, “The Importance of Self-Selection in Casino Cannibalization of State 
Lotteries,” Economics Bulletin, Number 8, p. 1-8. 
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hotel room occupancy and other sources attributable to the lower hotel occupancy tax.62 

Although this is a dated study, and not directly related to casinos, it still shows that lowering tax 

rates will not cause the decline in revenue that one might expect from simple calculations. The 

lower tax will stimulate more economic activity.  

The casino tax overview by Gu et al. laments “harsh tax policy” toward casinos, citing 

Christiansen’s report which suggests that “the industry is widely viewed as a magical money 

pump, exempt from the usual economic laws that govern other business activities, so that it can 

pay whatever taxes are needed for fiscal use.”63 In an extension to the above paper, Gu and Li 

develop a theoretical model to examine the economic welfare effects of casino taxes.64 One of 

their primary conclusions is that “the net effect of a gaming tax is more likely to be economically 

bad if less of its burden can be passed along to outside players. A high tax can only be imposed if 

much of the tax is borne by visitors; if otherwise, a low tax has to be adopted for efficiency 

purposes.”65 Clearly, as the casino market in the Midwest has developed, it is less likely that much 

of the casino revenues in Indiana come from the pockets of tourists. The analysis by Gu and Li 

thus suggests that the high tax rate in Indiana is likely inefficient relatively to a lower tax rate.66 

Although the analysis in the Gu and Li paper is somewhat technical, nevertheless, the conclusions 

are that lower casino taxes are more efficient. This analysis is consistent with the more general 

theory of tax efficiency, which suggests that lower tax rates on a broader base of taxes (i.e., on 

more products rather than fewer) is more efficient than higher taxes on fewer selected products. 

In Indiana and elsewhere, surely the casino tax represents the highest taxed product, perhaps 

except cigarettes.  

The study by Thompson (2011) examines tax, employment, and revenue data from the 

commercial casino industry, from the opening in each state through 2009.67 Thompson analyzes 

Indiana, which he lumps into the “high-tax venues” group, along with Pennsylvania, West 

Virginia, and Illinois. In examining the number of casino jobs, casino revenues, and jobs per casino 

                                                     
62 New York City Independent Budget Office, “Reductions in the City’s Hotel Occupancy Tax Rate: The Impact on 
Revenues,” July 28, 1997. http://www.ibo.nyc.ny.us/iboreports/pubtax1.html 

63  Xinhua Gu, Guoqiang Li, and Ricardo Chi Sen Siu, “Casino Taxation and Tourism Resorts,” Gaming Law Review 
and Economics, Volume 16, 2012, p. 274-277. 

64 Xinhua Gu and Guoqiang Li, “Why Do Various Gaming Markets Adopt Different Tax Rates?” Journal of Gambling 
Business and Economics, Volume 3, 2009, p. 65-87. 

65 Ibid., p. 84. 

66 Generally, “inefficient” in economics refers to losses in the wellbeing in society because the tax is distorting the 
market. If taxes affect mostly tourists, then there is less economic loss for the resident population. However, if 
there is relatively little casino revenue coming from tourists, then the welfare loss is borne by the home 
population. 

67 William N. Thompson, “Casino Taxes – Accentuating the Negative,” Gaming Law Review and Economics, Volume 
15, 2011, p. 599-608. 

http://www.ibo.nyc.ny.us/iboreports/pubtax1.html
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revenue dollar, he concludes, “Any notion that higher casino taxes might bring economic 

development in the tourism sector is completely rejected by the data. Our basic proposition that 

lower taxes are associated with development must be accepted based on the empirical data. High 

taxes consistently mean fewer jobs per casino revenue dollar, a lower wage pool for the jobs, 

fewer hotel rooms, less convention space, and fewer restaurants and entertainment facilities.”68 

Thompson explains the link between casino revenues, taxes, and employment by 

explaining that higher taxes make it more expensive to operate a casino. Averaging over his 

different groups of states based on their casino tax rates, he explains, “The four high-tax states 

gain one job for each $204,020 in casino revenue; in the middle-tax states, $132,712 produces a 

job; while the five low-tax states sustain a job for each $70,522 in casino revenue.”69 However, 

he notes that salaries are apparently not related to casino tax rates. Thompson also finds that 

the casino tax rates and number of hotel rooms associated with casinos are inversely related. All 

of this anecdotal evidence supports the conclusion that capital investment tends to be higher 

when casino taxes are lower. Thompson explains data with respect to hotel rooms, convention 

floor space, restaurants, and entertainment venues, all of which supports the common sense 

idea that “the higher the tax on something, the less of it there will be.” In this case, higher casino 

taxes stifle casino development and the development of related products because the taxes 

make these things less attractive to producers. Thompson summarizes,  

When states seek to legalize casinos for tax revenue, they must be wary that the higher 
levels of taxation they impose on the gaming operations, will be associated with fewer 
jobs, less money in wage pools, fewer hotel rooms, and fewer restaurants and 
entertainment venues for the casinos. The message is clear for casinos: higher taxes stifle 
economic development.70 

Given that this conclusion is based on actual data from US casinos, and not just a sample, it is 

fairly convincing. 

The paper by Philander (2013) provides a comprehensive overview of how economists 

analyze excise taxes, such as the casino tax.71 Among the important conclusions in the paper, 

Philander writes,  

Lump-sum taxation is generally preferred over ad valorem taxation, since it leads to fewer 
distortions in the economy from the competitive equilibrium. In this sense, the use of 

                                                     
68 Ibid., p. 601. 

69 Ibid., p. 602. 

70 Ibid., p. 603. 

71 Kahlil S. Philander, “A Normative Analysis of Gambling Tax Policy,” UNLV Gaming Research & Review Journal, 
Volume 17, 2013, p. 17-26. 
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limited license fees to generate public revenue could be preferable to taxes on gross 
gaming revenue. 

Here Philander argues that higher license fees would be preferable to high taxes on gross gaming 

revenues.72 The state could make such changes that are “revenue neutral,” or bring in the same 

amount of tax revenue.  

Taxes on gambling activities should also be lower if they have complementary effects on 
other industries, and higher if they have substitutionary effects. This implies, for example, 
that casino taxes should be lower if they can serve as an attraction to the wider tourism 
and hospitality industries. 

Again, this gets at capital investment. If the casino tax were lower, it would spur the industry’s 

investment in amenities such as restaurants, shopping, and entertainment. 

Finally, appropriate tax policy decisions should not be made in a domestic vacuum. The 
presence of foreign suppliers can cause the domestic market to collapse if there are 
significant tax advantages to locating in the foreign jurisdiction. However, if the overall 
market has supply limits and/or the home state is able to establish effective barriers to 
competition, then a difference in tax rates may be sustainable. 

Basically this is arguing that high tax rates on casinos can work if there is little competition. 

However, this is clearly not the case for Indiana anymore. Once Kentucky legalizes casinos, 

Indiana will be surrounded by casino states. It can then expect little tourism due to casinos. At 

that point, the high tax rates would likely be unsustainable.  

The 2009 paper by Ozurumba and Kim utilizes a Laffer curve analysis to classify different 

states into categories regarding their tax rates and revenue maximization.73 They argue that tax 

rates that are too high, in addition to being on the wrong side of the Laffer curve, causes casinos 

to “pass along the tax costs to consumers by reducing game payoffs, hours of operations, 

employee salaries, or the number of visitor perquisites.”74 However, they offer no empirical 

evidence to support this claim. Their regression analysis focuses on determining the optimal or 

(tax) revenue maximizing tax rate in each state that offers commercial casinos. The results are 

summarized (p. 214-215):  

                                                     
72 A much more technical analysis of this issue is provided in Kahlil S. Philander, “Specific or Ad Valorem? A Theory 
of Casino Taxation,” Tourism Economics, Volume 20, 2014, p. 107-122. A more technical analysis is beyond the 
scope of this report. 

73 Chimezie Ozurumba and Younhee Kim, “Determining the Revenue-Maximization Tax Rate for States with 
Legalized Corporate Casino Gambling,” Journal of Public Budgeting, Accounting & Financial Management, Volume 
21, 2009, p. 198-222. 

74 Ibid., p. 202. 
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 States that undertax casino revenues: Iowa, Michigan, Mississippi 

 States that undertax casino revenues, but are close to the revenue-maximizing 

level: Missouri, Louisiana, South Dakota 

 States that overtax casino revenues: Illinois 

 States that overtax casino revenues, but are close to the revenue-maximizing 

level: Colorado, Indiana 

It is interesting to note that the analysis takes place using data from the introduction of 

casino gambling in each state, up through 2007. In 2007, the highest marginal tax rate on Indiana 

casino revenues was 35 percent; this is also the effective maximum rate if no casinos qualify for 

the 40 percent rate. However, given that casino revenues appear to be on a decline, perhaps 

policy changes are in order to stimulate casino demand. 

Studies on Casino Tax Rate Change 

There have been relatively few studies that have focused specifically on the impact of 

casino tax rate changes. Indeed, there has been surprisingly little research in this area, given how 

important the stream of casino taxes is to many states, including Indiana.  

A recent, unpublished, paper by Philander et al.75 examines the impact of casino revenue 

taxes on employment in the casino industry. They find that casino tax rates negatively affect 

casino employment; specifically, a 1 percent increase in the maximum tax rate (currently 40 

percent in Indiana) is estimated to reduce casino employment by 0.6 percent.76 Then a reduction 

of the highest Indiana casino tax from 40 percent to 30 percent would lead to an increase in 

casino employment by 6 percent.77 This is because, with the lower tax rate, the casino industry 

would be expected to expand, as it becomes less costly to operate within the industry. However, 

they also estimate that a doubling of gaming revenue per casino would only increase 

employment by an estimated 36 percent.78 Philander et al. go on to argue that some states that 

tax at relatively low rates (such as Nevada and New Jersey) could increase their casino taxes and 

increase tax revenue with a very modest decline in employment. 

                                                     
75 Kahlil S. Philander, Bo J. Bernhard, Bradley Wimmer, Ashok K. Singh, and William R. Eadington. “U.S. Casino 
Revenue Taxes and Short-Run Labor Outcomes,” July 2014, UNLV working paper.  

76 Ibid., p. 9. 

77 According to the data from Figure 10 of this report, the casino industry in Indiana employs about 12,500 people. 
According to the Philander et al. model, a decrease in the Indiana maximum casino tax from 40% to 30% would 
cause an increase in casino employment by about 750 jobs. 

78 Ibid., p. 10. 
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Perhaps more important are the longer-term impacts of tax rate changes on capital 

investment. Although Philander et al. acknowledge that their study “focused on the short-run 

responses in employment to changes in casino excise taxes, long-run capital investment changes 

in response to tax policy may ultimately lead to different employment equilibriums than are 

observed in the short run.”79 

One study examined the likely impact of raising Mississippi’s casino tax above its current 

level of 12 percent. Odom (2002) discusses the issue and explains a study which suggests 

enormous declines in casino revenue would result of a change to a 16 percent tax. The cited study 

predicts a major decline in casino revenues (by 53.1 percent) and the closure of several casinos 

in the state. Along with the casino closures would be declines in employment.80 It is difficult to 

put any weight in this analysis however. If these authors are correct, then it would imply that a 

12 percent tax rate is on the “wrong side” of the Laffer curve, which is in conflict with most other 

empirical evidence in the literature. Better quality empirical analysis has suggested that low-tax 

states, such as Nevada, New Jersey and Mississippi, could probably increase their tax rates with 

little cost in terms of casino employment.81 Nevertheless, Odom suggests that “the state would 

see a significant decrease in capital expansion by Mississippi casinos as a result of any tax 

increase. Further, there would most likely not be any new casino investment in the state because 

of the increase.”82 

The study by Ahlgren et al. (2009) is perhaps the most relevant for our consideration, as 

it deals specifically with the impact of a change in the casino tax rate in Illinois.83 Between 2003 

and 2005, tax rates were increased for almost but one of the casino revenue groups (up to $25 

million in revenues). The highest rate increased from 50 percent to 70 percent. But in 2005, the 

tax rate was reduced back to 50 percent. Ahlgren et al. explain that stock prices for casino 

corporations involved in Illinois decreased significantly more than the rest of the market on the 

date the higher casino tax went into effect.84 Their empirical analysis also finds that casino 

                                                     
79 Ibid., p. 14. 

80 See Troy Farrell Odom, “Do We Really Want to Roll the Dice? Nixing the Effort to Raise Mississippi’s Gaming 
Revenue Tax,” Gaming Law Review, Volume 6, 2002, p. 213-221. The report cited in this paper suggests that the 
4% increase in Mississippi’s casino tax would result in “a 53.1% decrease in income before taxes” (p. 216). It is 
unclear whether “income” means income in a financial report sense, or in gross gaming revenues. In either case, 
this figure is literally unbelievable, and Odom notes that “it is beyond question that the financial figures…are 
unreliable at best” (p. 217). 

81 Kahlil S. Philander, Bo J. Bernhard, Bradley Wimmer, Ashok K. Singh, and William R. Eadington. “U.S. Casino 
Revenue Taxes and Short-Run Labor Outcomes,” July 2014, UNLV working paper. 

82 Ibid., p. 217. 

83 Mikael Ahlgren, Michael C. Dalbor, and Ashok Singh, “Estimating the Effect of the 2003 Gaming Tax 
Restructuring on Riverboat Gaming Volume,” UNLV Gaming Research & Review Journal, Volume 13, 2009, p. 45-58. 

84 Ibid., p. 49. 
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revenues dropped significantly as the higher tax went into effect. In one figure, they show Illinois 

revenues compared to revenues in Indiana. The revenue trend in Illinois was relatively flat from 

2000 through 2003, but higher than Indiana’s revenue, while in Indiana there was a positive 

revenue trend. A line graph shows that the tax increase in Illinois resulted in $200-300 million 

drop in casino revenues, putting the Illinois revenue trend below that in Illinois.85 Regression 

analysis confirmed the negative impact on sales from the increase in the casino tax, suggesting 

that 50 percent may be on the “wrong side” of the casino tax Laffer curve. However, a review of 

Figure 11 shows that tax revenue continued to increase in Illinois. 

Combs, Landers, and Spry provide a comprehensive analysis of the tax rate changes in 

Illinois.86 As other researchers have noted, and as basic economics suggests, “when wagering 

taxes are increased, the casino can essentially shift the tax forward via a higher win percentage 

or exact a more implicit price on gamblers by reducing the quality of services, amenities, comps, 

and other promotional programs to cut production costs.”87 In this paper the authors estimate 

the responsiveness of casino revenues and admissions to changes in the tax rates. (Economists 

call these sensitivities “elasticities.”) They analyzed Illinois casino admissions, revenues, and tax 

rates, from 1997 through 2008. Their analysis indicates that a 10 percent increase in the casino 

tax rate reduces casino revenues by 2 percent. Similarly, a 10 percent increase in the casino tax 

is estimated to reduce casino admissions by about 2 percent. It is not obvious, however, that the 

higher taxes directly impact consumers. These impacts may be indirect, resulting from other 

amenities, comps, etc., as noted above.  

This report is critical for Spectrum’s analysis in part because the authors – including Jim 

Landers, Director, Office of Fiscal and Management Analysis, Indiana Legislative Services Agency 

and a nationally recognized leader in gaming analysis – are clearly knowledgeable regarding 

Indiana gaming, but also because of the core conclusion of their analysis: “We construct a state-

level casino tax rate variable based on the effective marginal rates on AGR at individual casinos, 

imputing the tax on casino admissions as a proportion of adjusted gross receipts. We find that a 

1% increase in this casino tax rate decreases AGR by 0.2%.”88 

Another paper that analyzed the impact of smoking bans on casino revenues also focused 

on Illinois. The study by Garrett and Pakko (2009)89 found that the smoking ban, which went into 

                                                     
85 Ibid., p. 54. 

86 Kathryn L. Combs, Jim Landers, and John A. Spry, “The Responsiveness of Casino Revenue to the Casino Tax 
Rate,” working paper, 2013.  

87 Ibid., p. 8-9 

88 Ibid, p. 2 

89 Thomas A. Garrett and Michael R. Pakko, “Casino Revenue and the Illinois Smoking Ban” (St. Louis, MO: Federal 
Reserve Bank of St. Louis, working paper series, 2009). 
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effect in Illinois casinos in January 2008, caused casino revenues to fall by 20 percent and 

admissions to decline by 12 percent.90 The researchers also estimated the impact of the tax 

increase in 2003, and found that the 40 percent casino tax increase (from 50 percent to 70 

percent) caused a reduction in casino revenues of 12 percent and in admissions, by 19 percent91, 

which are much greater impacts than those estimated by Combs et al. (2013). However, it should 

be kept in mind that the Garrett and Pakko study used dummy variables for the tax increase, and 

did not measure the precise sensitivity of casino revenues and admissions to tax rates.  

The various studies of the Illinois casino tax rate increase from 2003-05 show that even 

at the high initial tax rate of 50 percent, the increased tax rate of 70 percent generated additional 

revenue. Together, these studies suggest that perhaps even 50 percent is on the left side of the 

Laffer curve. However, it is critical to note that Illinois limits the number of positions in casinos 

(i.e., number of slot machines plus the number of players who can play table games at any one 

time) to 1,200. This means that the state artificially restricts the ability of the industry to adjust 

its quantity supplied as a result of tax rate changes. Since each casino in Illinois likely operates at 

its licensed maximum capacity, it would be unlikely that any particular casino would significantly 

reduce its capacity, even when tax rates are increased. It would make economic sense to leave 

existing machines and tables in the casino, operate them as demanded by customers, and cut in 

other areas. From an anecdotal perspective, this is likely what happened during the 70 percent 

tax rate years. Therefore, technical discussions of the elasticity of casino revenues with respect 

to tax rates may not tell the whole story. 

Generally, studies that have estimated the price elasticity of casino gambling have found 

that demand is inelastic. This means that if the effective price increases by 10%, the volume or 

revenue of casino gambling will fall by less than 10 percent. The study by Landers, as well as 

others, supports this conclusion.92 Then a tax increase of 10 percent would also be expected to 

decrease revenues by less than 10 percent. It follows then that tax revenues will increase as a 

result. In other words, it appears that most casino tax rates are on the left side of the Laffer curve. 

However, a critical caveat is that the casinos require huge capital investments and their numbers 

are strictly regulated. Thus, a typical elasticity measure such as those mentioned above, do not 

account for all of these limitations to market responses.  

                                                     
90 Ibid., abstract. 

91 Ibid., p. 28, 29. 

92 For example, see Jim Landers, “What’s the Potential Impact of Casino Tax Increases on Wagering Handle: 
Estimates of the Price Elasticity of Demand for Casino Gaming,” Economics Bulletin, Volume 8, 2008, p. 1-15. 
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Consulting Reports on Tax Rates 

Two studies by consultants (Spectrum Gaming Group and Christiansen Capital Advisors) 

have addressed the issue of tax rates. We begin by discussing some of the key elements from the 

Christiansen report, which was written for the American Gaming Association.93 As other studies 

have, Christiansen notes that Nevada and New Jersey have hosted the majority of capital 

investment (67 percent of the total investment in casinos in the United States since 1989) and 

they also have the lowest tax rates. 94 However, these are also the two states which have the 

lightest restrictions on the number of casinos allowed in the state. Christiansen argues that when 

politicians set casino tax rates, they are making a choice between long term economic 

development, which occurs with lower tax rates, and short-term government revenues, which is 

the goal of high tax rates.95 

Christiansen provides a variety of data which basically shows that lower casino taxes are 

associated with higher capital investment and employment in the industry. One interesting 

statistic is that, among the states that offer commercial casinos, Indiana’s 2004 effective tax rate 

(32.1 percent) was about double the overall average across all states (16.2 percent).96 

Another issue Christiansen addresses is the Illinois tax rate increase. He notes that the tax 

increase caused casino employment to fall from 9,101 in 2003 to 8,628 in 2004, or a 5.5 percent 

decrease in employment. Since the higher taxes also reduced return on invested capital, capital 

spending also decreased in the state.97 He notes that at the same time the Illinois tax base was 

eroding, the base in Indiana was expanding, as were Indiana casino tax revenues. This suggests 

that lowering casino taxes could attract more capital investment relative to neighboring states 

and could promote casino revenues. Such increases would somewhat offset the direct reduction 

in taxes due to the lower rate.  

Christiansen notes that tax rates in “racino” markets are typically higher than in other 

casino markets. He suggests that racinos may be able to support the higher tax rates for three 

reasons: (1) Many racinos operate in areas that are grossly undersupplied markets; (2) “machine 

                                                     
93 Eugene Christiansen, “The Impacts of Gaming Taxation in the United States” (Washington, DC: American Gaming 
Association, 2005). http://www.americangaming.org/sites/default/files/uploads/ 
docs/whitepapers/the_impacts_of_gaming_taxation.pdf 

94 Ibid., p. 1. 

95 Ibid., p. 2. 

96 Ibid., p. 6. 

97 Ibid., p. 9. 
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only” casinos have lower capital and operating costs than full-service casinos (which offer table 

games too); and (3) many racino markets are not yet mature.98  

The peer-reviewed study by Spectrum Gaming Group (Pollock, 2010) also addresses 

issues surrounding optimal tax policy.99 The report provides comprehensive data on the US casino 

industry. Like other reports also reviewed here, the Pollock study shows the inverse relationship 

between tax rates and employment, providing evidence from various US jurisdictions. 

Interestingly, although Pollock provides similar data to Christiansen, he argues that this does not 

necessarily mean that the lowest tax rate is necessarily the best, since other considerations also 

matter, such as local market conditions, demographics, the presence of existing tourism 

infrastructure, and other public policies related to limiting hours of operation, the sale of 

alcoholic beverages, and the offering of credit.100 

The evidence reviewed thus far does not provide extremely strong evidence that Indiana’s 

casino tax rate is above the tax revenue maximizing level. Indeed, based on the studies of Illinois, 

tax revenues would be likely to decrease if the tax rate is decreased. But the key economic 

argument is that a combination of policy changes may better shape the casino industry for 

success in the longer-term, even if short term casino tax revenues decline modestly as a result.  

Studies Specifically on Indiana 

Jim Landers, of the Office of Fiscal and Management Analysis, Indiana Legislative Services 

Agency, wrote two papers in 2009 that focus specifically on casino taxes in Indiana. In the first 

report Landers explains that the casino industry in Indiana has been somewhat stagnant, in terms 

of the number of machine and table games in the state, growing at annual rates of 0.9 percent 

and 0.1%, respectively.101 The rates are actually negative if one ignores the French Lick casino 

opening in 2006.102 Landers makes it clear that Indiana has had a fairly complicated system of 

taxes, including an admission tax that saw significant declines after 2002 when most casinos 

began to stay dockside.103 He also describes the gaming tax rates and changes, including the 

addition of the 40 percent tax rate for revenues over $600 million. Landers notes that beginning 

in 2003, the change to dockside (from “sailing”) led to increased casino revenues by 12 percent 

                                                     
98 Ibid., p. 11. 

99 Michael Pollock, “Casino Tax Policy: Identifying the Issues that Will Determine the Optimal Rate,” paper 
presented at the National Tax Association annual conference, 2010.  

100 Ibid., p. 35. 

101 Jim Landers, “The Two-Sided Coin: Casino Gaming and Casino Tax Revenue in Indiana,” Indiana Business Review, 
Spring 2009, p. 1-6.  
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to 13 percent. At the same time, however, casino taxes increased by about 40 percent. These 

changes led to significant increases in wagering taxes in 2003 and 2004, over 2002 levels.104 

Landers explains that the growth of admissions and casino revenue taxes have declined markedly 

since 2004, and suggests that “these recent revenue patterns are certainly grist for additional 

research as to the adequacy and future growth potential of both casino taxes.” He also notes that 

new competition from Ohio and potentially Kentucky should also be analyzed as Indiana moves 

forward.105 

In the second report (“Future Casino Tax Yields”106), Landers discusses the likely future 

path of casino revenues and taxes. He notes the importance of considering casino attendance, 

rather than just revenues, since revenues could be impacted by a new casino opening or market 

share growth. More importantly, he argues that any substantial increases in Indiana revenues 

will probably result from “growth in the average win per gambling patron.”107 Landers shows that 

attendance growth rates have leveled off in recent years. Unfortunately, win per patron has 

remained roughly constant, between $80 and $100, from 1999 through 2008.108 Given there is 

unlikely to be future significant growth in the number of casinos, one should not expect much of 

an increase in the number of casino patrons. Since win per patron is likely to remain the same as 

in the past, there is little likelihood, based on Landers’ data through 2008, that casinos would see 

much growth in the future. However, more recent data that we presented indicated that 

revenues did recover from the dip that occurred in 2008. The dip was likely due to the recession. 

Nevertheless, casino revenues have again started to decline and are expected to decline further 

in 2014.  

Another important contribution of Landers’ article is that he discusses the impact of new 

casinos opening in other states, but near the Indiana border. He also warned about the potential 

negative impacts on Indiana casinos if casinos were legalized in Ohio and Kentucky. Of course, 

since Landers wrote his article, casinos were introduced and now operate in Ohio, and there is 

serious discussion of legalization in Kentucky. Finally, Landers warns,  

Locating casinos in Cincinnati, northern Kentucky, Louisville, or near Evansville could 
displace a significant share of the customer base that the southern Indiana casinos serve 
in Kentucky and Ohio. Any patron shift predicated solely on proximity could be 
exacerbated if the surrounding states adopted less costly regulatory structures or lower 
gaming taxes. This action could serve to free-up more capital at competing casinos which 
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could be used for better marketing, such as higher player allowances, higher pay-out rates 
on EGDs, and better complimentary items (or “comps”) …109 

Landers also warns that Indiana casinos could be forced to compete on price (or 

“payout”), which would reduce their win and therefore taxes on gross gaming revenue.  

An overall consideration of the academic literature on casino taxes suggest that the tax 

elasticity of casino revenues in “inelastic.” This means that increases in tax rates will generally 

lead to increases in tax revenues. In other words, the peak of the Laffer curve for casino taxes 

appears to be beyond 50 percent (the highest rate studied in empirical analyses). This suggests 

that, if Indiana lowers its casino tax rate, it will likely see at least a short-term decline in casino 

tax revenues. However, such a policy change could stimulate capital investment, which, as a 

longer-term policy, would stimulate employment, consumer spending, and economic 

development in casino communities in Indiana. It is important to foster the long-term 

sustainability of the casino industry, and a reconsideration of casino taxes (and other regulations) 

should be undertaken to account for the present state of the casino industry in Indiana and the 

Midwest.  
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Appendix II: Suggested Regulatory Streamlining from AGA 

Aside from the specific suggestions we have outlined above, the American Gaming 

Association (“AGA”) has argued for a variety of regulatory reforms that would preserve the intent 

of regulations for consumer protection, but would reduce red tape and needless waste on the 

part of regulators and the industry. We briefly review these suggestions here.110 Indiana is singled 

out in the context of several regulations that are seen by the industry as being overly-

burdensome and having little if any offsetting benefit:  

1. License terms should be at least five years – Shorter term renewals waste time and 
resources. If an issue arises over which a license should be revoked, this can be done 
regardless of the license term. Lengthening the term will reduce costs for casino 
operators and regulators. 

2. Adoption of Uniform License Applications – Indiana is listed as one of the states which, 
as of the writing of the AGA report, had not adopted the uniform application form 
(“Multi-Jurisdictional Personal History Disclosure Form” for key licensees). Adopting a 
standardized application, even if riders need to be attached specific to Indiana, would 
save time by regulators and applicants. Using a more standardized process would 
make Indiana more competitive. 

3. Expand regulatory waivers for institutional investors who own less than 25 percent of 
licensees – Requiring investors who have little or no impact on a casino’s operations 
to be registered with gaming boards could be argued to be a waste of time and 
resources. As of the writing of the AGA report, Indiana allowed exemptions for owners 
with less than 15 percent interest. The AGA suggests a higher threshold of 25 percent 
ownership in a licensee. This relaxation of the regulations would reduce regulatory 
burden, with little negative impact on industry oversight. 

4. Shelf approvals for debt transactions – Some states pre-approve debt transactions for 
casinos which enable them to shop around for the best interest rates. Such a change 
in Indiana could mean lower costs of borrowing and increased capital expansion in 
the casino industry there. 

5. Outside directors’ regulatory requirements lessened – In order to attract the most 
qualified Directors for casino company Boards, individuals are required to comply with 
blanket licensing requirements. This could be changed so that lower requirements are 
applied to individuals who work outside the industry. 

6. Eliminate unnecessary regulatory filings – Indiana is listed in the report as requiring 
ownership reports that include everyone who holds ownership of more than 1 

                                                     
110 What follows is a paraphrase of the arguments in the AGA’s paper. For the full discussion, see David O. Stewart, 
“Improving Gaming Regulation: 10 Recommendations for Streamlining Processes While Maintaining Integrity,” 
2011. (Washington, DC: American Gaming Association). http://www.americangaming.org/government-
affairs/regulatory-reform 
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percent of a licensee. The report indicates that regulators in 19 other states do not 
require such quarterly reports. All reporting requirements could be reviewed and 
revised to include only those that are actually consulted or used by regulators or the 
public. This would save resources for the regulatory agency as well as the industry. 

7. Update licensing procedures and practices – The AGA report suggests a variety of 
seemingly simple updates that would be easily implemented, including: when 
requesting credit history for applicants, specify it is “employment related” rather than 
“credit related”; using certified fingerprints, rather than requiring them from within 
the jurisdiction; allow the use of video conferences rather than physical travel, for 
interviews; do not require licensing or registration for employees not directly involved 
with gaming; allow secure electronic filings of reports and other submissions by 
licensees; treat all application information as confidential. On the last issue, Indiana is 
singled out as requiring applicants to specify which elements of the application are to 
be treated as confidential, and to cite the relevant element of Indiana law that 
establishes its confidential status. This practice obviously serves little purpose and is 
a potentially large waste of time and resources for both applicants and regulators. 

8. Eliminate prescribed minimum internal control standards – The AGA suggests 
eliminating regulations that serve to micromanage the casino operations, such as how 
casino dealers’ tips should be counted and accounted for. Such regulations can 
establish inefficient “one size fits all” rules that defy managerial efficiency. 
Regulations should be general and management should have appropriate flexibility in 
complying with the spirit of the regulations. The AGA cites regulations in New Jersey 
which were amended to “allow licensees to take full and timely advantage of 
advancements in technology, particularly in information technology, and business 
management.”  

9. Eliminate prior notice or pre approval of the shipment of gaming machines – Indiana 
is cited as requiring 10 days’ notice prior to new machines being brought into the 
state. This creates problems if a company wishes to move machines from one state to 
another, as the different states may have different requirements, in terms of prior 
notice. The AGA argues that such regulations provide no benefit to society. Although 
the AGA acknowledges that the regulators may indeed have an interest in knowing 
how many machines there are in the state, this information could be ascertained by 
requiring a report when the machines enter the state, are installed, or leave the state. 

10. Reduce the number of pre-approvals for gaming machines – Because gaming machine 
manufacturers much comply with different regulations in each state, such compliance 
increases costs. Such requirements could be streamlined or simplified to allow for a 
more streamlined regulatory process. In the casino of Indiana, it could examine other 
states’ requirements and revise to offer a more streamlined regulatory profile. This is 
not an argument for reducing regulations, just for making them easier and less 
expensive to comply with.  
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