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FISCAL AND POLICY NOTE

House Bill 1276 (Delegates Malone and DeBoy)
Ways and Means

Gaming - Instant Bingo on Electronic M achines - Repeal of Sunset

This bill repeals the termination date for existing qualified aggions and licensed
commercial entities to operate electronic instant bingo macta¢svould otherwise be
illegal under the law, thereby authorizing them to operatefimtidy. It removes the
restriction that licensed commercial entities must have beensed to operate instant
bingo as of July 1, 2007. The bill also repeals the maximum nuofledectronic instant
bingo machines that commercial licensees and qualified orgamgzanhay operate. The
bill further specifies that these instant bingo machines areciubjéhe State admissions
and amusement tax.

The bill does not apply to slot machines authorized for use on therikeshore by
eligible organizations.

The bill takes effect June 1, 2009.

Fiscal Summary

State Effect: General fund revenues will increase by an estimated $7.@mdhnually
beginning in FY 2010 as a result of continued collection of the Statessidns and
amusement tax on electronic bingo machines currently in operatiomerdeund
revenues will also increase via this tax due to inflation andhéoektent that the net
number of electronic bingo machines increases. General fund reweiludecrease by
an indeterminate amount to the extent that affected machingset®omith State lottery
sales. The bill will have little operational effect on then@troller or State Lottery.
Expenditures are not affected.



($ in millions) FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
GF Revenue $7.0 $7.0 $7.2 $7.4 $.5
Expenditure 0 0 0 0 0
Net Effect $7.0 $7.0 $7.2 $7.4 $7.5

Note:() = decrease; GF = general funds; FF = federal funds; SF = special funds; - = indeterminate effect

Local Effect: Increase in local admissions and amusement tax revenues, begmning i
FY 2010.

Small Business Effect: Overall minimal; however, to the extent that machines aliowe
under the bill provide revenues to a local establishment, revenues willsacheminning
in FY 2010.

Analysis

Current Law/Background: At the 2007 special session, the General Assembly
approved legislation (Chapter 6) that imposed a 20% State admissidresmusement
tax on the net receipts generated from the operation of electrogic &nd electronic tip
jars operated for commercial purposes. The revenues accroe ¢gereral fund. This
provision took effect January 3, 2008.

Chapter 474 (SB 959) of 2008 prohibited certain gaming machines licenskedaby
jurisdictions, primarily electronic bingo and tip jar machines,mfroperating after
July 1, 2009. The law altered the definition of “slot machinghtdude a machine that
reads a game of chance and a machine that delivers a gamenoé.chiehe law also
provides for exceptions for certain machines that are not considered sloh@sachi

° machines that award the user additional free games;
° machines that are arcade-type games that provide noncash prizesirohlm
value; and

° paper pull tab tip jars and paper pull tab instant bingo tickets thstt Ine opened
manually as long as the machine does not electronically redttkibge does not
alert the user to winnings, or does not tabulate the winnings.

Personal electronic bingo machines are also excluded as long amt¢hee does not
allow a person to play more than 54 cards at one time. Statery dommission
machines that dispense lottery tickets and video lottery tersni\dLTs) are also
excluded.

To remain in operation until July 1, 2009, the electronic instant bingthimes must
have been in operation for a one-year period ending December 31, 2007. tibnaddi
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more than the number of electronic machines operated as of BeBBjd008, may be
in operation by the qualified organization or commercial bingo licensee.

A county may not issue a commercial bingo license to an e@hatywas not licensed to
conduct commercial bingo on or before June 30, 2008.

Local Gaming

Each county is responsible for regulating gaming asgitconducted by civic and
charitable organizations. There is no statewide regpaf gaming activities by civic and
charitable organizations. Gaming licensees may usertbceeds of gaming activities for
the benefit of their own organizations, but do not némdshare them with other
organizations. However, slot machine operators mustha#feof the proceeds from
slot machines to benefit a charity. State gaming laguirements currently apply to
15 counties.

Facilities operating electronic bingo are locatednarily in Allegany, Anne Arundel, and
Calvert counties. Tip jar gaming, predominantly papeedbass conducted in several
Western Maryland counties including Allegany, Garrettd Washington. There are
approximately 987 electronic bingo, tip jar, and otheachmnes in Allegany,

Anne Arundel, Calvert, St. Mary’s, and Washington counties.

A 2006 Abell Foundation report on underground video gamgblfound between
$6.4 to $15.3 million in lost local admissions and sement tax revenue for fiscal 2005,
due to underreporting of income from nearly 3,500 ames¢ devices in bars and other
businesses in Baltimore City and Baltimore Countginynof which had not been licensed
by the jurisdiction. A subsequent report by the fotinda notes that the
Comptroller’s Office, in coordination with Baltimore t€ihas located over 100 machine
owners who had not been paying the tax. An unknownber of these “gray” machines
are in operation throughout the State, primarily in Baltenfity and Baltimore County.

Legislation was enacted in 1987 and 2007 authorizing entamprofit organizations to
operate slot machines in the following eight East8hore counties: Caroline, Cecil,
Dorchester, Kent, Queen Anne’s, Somerset, TalbotVdicdmico. The 1987 legislation
required a nonprofit organization to be locatechim ¢county for at least five years prior to
the application for a license and to be a fraternagioels, or war veterans’ organization.
Legislation enacted in 2007 expanded the list of dégioganizations that may be licensed
to operate slot machines to include those that havedigkated with a national fraternal
organization for less than 5 years but have been bhagithin an eligible county for at
least 50 years before applying for a license.
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In order to operate a slot machine, an organizatiort ohiain a license from the sheriff's
office and pay a fee of $50 per machine annually to the ap@icabhty. An organization

may not own more than five slot machines and must owh slat machine in operation.
The slot machines must be located at the principal ngeétll of the organization and
cannot be operated at a private commercial facility. Sloemachine must be equipped
with a tamperproof meter or counter that accurately re@yass receipts.

At least one-half of the proceeds generated from slehmes must go to charity. The
remainder of the proceeds must go to the organizati@n. individual cannot benefit
financially from the proceeds. The organization nmkestp accurate records of gross
receipts and payouts from slot machines and must rapadally under affidavit to the
Comptroller's Office the disposition of these proceedshe TComptroller's Office,
however, does not have authority to audit these reports.

Admissions and Amusement Tax

All counties (with the exception of Caroline County)aldnore City, and most
municipalities impose a local admissions and amuserteen Each unit of local
government sets its own single tax rate or range teS.raThis rate is expressed as a
percentage of gross receipts, up to a maximum rate2of 10

Each unit of local government is authorized to clgsdifferent types of activities, and the
rate of tax need not be the same for each type. dAnsgions and amusement tax may not
be imposed in a municipality by a county if the mymadity already imposes a similar tax
or specifically exempts any gross receipts from thenissions and amusement tax.
However, if a municipality does not levy a tax, the dguax, if any, applies within the
municipality. The local admissions and amusementstéxrther limited by the State sales
and use tax.

The maximum tax rate on the gross receipts subject tessihms and amusement tax may
not exceed 10%, except if the 6% State sales ancxsdsp applies to these receipts. In
these cases, the total tax rate may not exceed 11%, thleulocal admissions and
amusement tax may not exceed 5%. This limitationhenlocal tax arises primarily on
performances accompanied by some type of food servitegdiheaterstc.).

The Comptroller collects the locald, county or municipal) admissions and amusement
tax and remits payment back to the local jurisdictiams a quarterly basis. The
Comptroller also collects the 20% State admissions andement tax, which is levied on
net proceedsi.€., after cash and prizes are paid out). In generalatimissions and
amusement tax applied by the local jurisdictions igross receipts tax. The notable
exception is Anne Arundel County, which allows for thegs and cash awards from the
electronic bingo parlors to be subtracted out.
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On January 18, 2008, the Comptroller promulgated updatgdlatens to address
concerns regarding the terms “electronic bingo” anlécteonic tip jars.” Pursuant to
State regulations, an electronic bingo or electropigati is a game played in an electronic
or electro-mechanical device that contains predeteunwinning and losing games and
signals the issuance of a winning play. Examples includea(butot limited to):

o electronic devices utilizing paper bingo or tip jar &tk and

° electronic devices utilizing computer chips that dates paper bingo or tip jar
tickets that, when played by a customer, determine the oatobminning or losing
that is not random or subject to change, but is based medetermined set of
winning or losing numbers.

State Revenues. The Comptroller’s Office reports that State admissions andsament
tax revenues from electronic bingo machines totaled $2.8 miltiathe latter half of
fiscal 2008 and $3.6 million in the first half of fiscal 200%eneral fund revenues,
therefore, could increase by an estimated $7.0 million oanawial basis beginning in
fiscal 2010, when most existing machines would be prohibited under cuawnt
General fund revenues increase additionally depending on the numbeclohesathat
come back into operation, as permitted by the bill, that haven llegal since
July 1, 2008. Out-year estimates reflect 2.5% annual growth beginning in fiscal 2012.

However, general fund revenues decrease by an indeterminate atueust decreased
lottery sales.

Local Fiscal Effect: Increase in local admissions and amusement tax revenues.
Exhibit 1 shows local fiscal 2008 admissions and amusement tax revenuebifigoy
an undetermined portion of which is from electronic bingo.

Exhibit 1
Bingo-related County Admissions and Amusement Tax Revenues
Fiscal 2008 Actuals ($)

County Revenues
Allegany $177
Anne Arundel 1,589,523
Baltimore City 1,776
Calvert 683,276
Howard 544
Washington 19,817
Wicomico 68
Worcester 243

Source: Comptroller’'s Office
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The bill would allow at least the same amount of bingo-relatgchissions and
amusement tax revenues to continue for fiscal 2010 and subsequentinaaesing
local revenues by an undetermined amount in these years. &doabksions and
amusement tax revenue will also increase to the extent thaetheimber of electronic
bingo machines increases. There may be a material increasdmissions and
amusement tax revenue in Anne Arundel and Calvert counties.

Small Business Effect: Overall minimal; however, to the extent small businesses
operate gaming machines, as defined and allowed under the bill, revenuasredse.

Additional Information
Prior Introductions: None.
CrossFile: None.

Information Source(s): Comptroller's Office, Maryland State Lottery Agency,
Department of Legislative Services

Fiscal Note History:  First Reader - February 24, 2009
mim/rhh

Analysis by: Scott P. Gates Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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