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THE ESTIMATED REVENUES FROM A NEW VIDEO GAMING TAX IN ILLINOIS
The Illinois Legislature is currently considering legalizing video gaming in the state in any truck stop or in places where alcohol is served.  In summary, as it pertains to the video gaming revenues, House Bill 255:
· Legalizes video gaming by authorizing State regulation by establishing criteria for video gaming licensure and registration.

· Places restrictions on video gaming locations and caps on wagers and payouts per hand.

· Establishes licensure fees and distribution of licensure fees (25% to support programs for the treatment of compulsive gambling and 75% to support the administration of the Video Gaming Act).

· Imposes a tax of 30% on the net terminal income for capital purposes (5/6th of the amount is to be deposited into the Capital Projects Fund and the remaining 1/6th will be deposited into the Local Government Video Gaming Distributive Fund to support local government operations).

· Allows municipalities or counties to prohibit video gaming.

The Legislature is expecting $375 million in revenues from this bill to be used for construction programs in Illinois.  Based on the experiences of other states that have legalized video gaming, a $375 million revenue estimate is conservative.  ALME estimates that the average revenue experience from other states could justify revenues of nearly $540 million.  Optimistic revenue forecasts could be as high as $1.7 billion.

The estimated revenues raised from video gaming in Illinois, given that the tax is set at 30% of net terminal income, are determined by two factors: the expected revenues per video gaming machines and the number of video gaming machines.

Estimated Revenue per Machine
In other states that have legalized video gaming machines, the total revenues per machine in 2008 varied from a low of $23 thousand in Montana to a high of $73 thousand in Oregon, see Figure 1.  On a weighted average basis, video gaming machines earned slightly less than $45 thousand per machine in 2008.
Figure 1

Total Number of Video Gaming Devices

Comparative States

(in dollars)
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Based on these average revenue numbers, a reasonable low-end projection for revenues per machine in Illinois is $20 thousand per machine; a reasonable upper-end projection for revenues per machine in Illinois is $70 thousand per machine; and, a reasonable median projection for revenues per machine in Illinois is $45 thousand per machine.  Consequently, total revenues depend upon the estimated number of machines that will be active in Illinois.
Estimated Number of Machines
In other states that have legalized video gaming machines, the total number of machines vary from a low of 8,969 in South Dakota to a high of 20,030 in West Virginia, see Figure 2.  The population of these states varies dramatically, however.  Adjusting for various state populations, the total number of machines per 1,000 people varies from a low of 3.2 in Oregon to a high of 19.0 in Montana, see Figure 3.
Figure 2
Total Number of Video Gaming Devices

Comparative States
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Figure 3
Total Number of Video Gaming Devices Per 1,000 People

Comparative States
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Based on the population in Illinois compared to the population in these comparative states, the total number of video gaming devices in Illinois could range from approximately 42,000 to 245,000 machines, see Figure 4.  Based on the total number of machines per 1,000 people across all of these states, Illinois could support approximately 80,000 video gaming machines.  This estimate is not far from the estimated number of machines estimated by JP Morgan gaming analyst Joe Greff, who believe “…the bill, in its current form, would pave the way for 15,400 locations, implying that an estimated 77,000 slot machines could be legalized.”
  However, Greff does not believe Illinois can support an additional 77 thousand machines, but instead can only support an additional 15 to 20 thousand.

Figure 4
Estimated Video Gaming Devices in Illinois

Based on Video Gaming Devices Per 1,000 People in Comparative States
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Estimated Tax Revenues 

Based on the range of estimated revenue per machines in Illinois and the number of machines in Illinois, estimated total revenues from each machine and the resulting tax revenues can be estimated.  Table 1 reviews alternative industry revenues in Illinois based on three different scenarios for the amount of total revenues earned per machine and the total number of machines that will be legalized.  

Table 1

Total Industry Revenue Scenarios Based on Range of

Revenues Per Machine and Total Number of Machines
	 
	 
	Revenues Per Machine

	 
	 
	$23,000
	$45,000
	$70,000

	Number of Machines
	   17,500 
	$402,500,000
	$787,500,000
	$1,225,000,000

	
	   40,000 
	$920,000,000
	$1,800,000,000
	$2,800,000,000

	
	   80,000 
	$1,840,000,000
	$3,600,000,000
	$5,600,000,000


For the revenues per machine, three different scenarios are considered:

· The smallest amount of revenues per machine earned  by any of the comparison states, which is a worst-case scenario of $23 thousand dollars per machine;

· The average amount of revenues per machine earned by the comparison states, which is a middle of the road scenario of $45 thousand dollars per machine, and,

· The largest amount of revenues per machine earned by any of the comparison states, which is a best-case scenario of $70 thousand dollars per machine.

For the number of machines, three different scenarios are also considered:

· The smallest number of machines, which is ea worst-case scenario of 17,500 machines;

· The average number of machines per capita that exists in the comparison states scaled to Illinois, which is a middle of the road scenario of 40,000 machines; and,

· The largest number of machines per capita that exists in the comparison states scaled to Illinois, which is an optimistic scenario of 80,000 machines.

Based on the above 3X3 matrix of options, the range of estimated total revenues from the legalization of gaming machines in Illinois is between an extremely pessimistic $402.5 million and an extremely optimistic $5.6 billion.

Based on the 30 percent net tax, the scenario of total tax revenues will be approximately 30 percent of the total industry revenues.  Table 2 illustrates that a tax revenue estimate of $375 million or less is only viable if one of the worst-case scenario estimates is valid.  Based on the average experience of other states that have legalized video gaming, the estimated amount of tax revenues would be $540 million.

Table 2

Total Tax Revenue Scenarios Based on Range of

Revenues Per Machine and Total Number of Machines
	 
	 
	Revenues Per Machine

	 
	 
	$23,000
	$45,000
	$70,000

	Number of Machines
	   17,500 
	$120,750,000
	$236,250,000
	$367,500,000

	
	   40,000 
	$276,000,000
	$540,000,000
	$840,000,000

	
	   80,000 
	$552,000,000
	$1,080,000,000
	$1,680,000,000


Conclusion

Based on the experience of other states that have legalized video gaming, a revenue estimate of $375 million necessitates pessimistic or “worst-case” industry revenue assumptions.  Based on this examination of video gaming revenues from other states, it is reasonable to expect Illinois revenues to be $165 million higher than the $375 million estimate or a total of $540 million.

State Data Sources
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