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STAFF REPORT
SUBJECT:
AN ORDINANCE that would increase the social card game room tax from eleven to fourteen percent of annual gross receipts.  
SUMMARY:

If approved, Proposed Ordinance 2005-0426 would amend K.C.C. 12.54.100 to increase the social card game room tax from 11% to 14%, an increase of three percent, beginning on January 1, 2006.  The executive estimates that card room tax revenues would increase from $1.9 million in 2005 to $2.8 million in 2006, an increase of $900,000.  Of that amount, $400,000 is attributed to the proposed increase in the tax rate.  In addition, Council staff believes that the $2.8 million assumed in the proposed budget is underestimated and that a 14% tax rate would generate approximately $3.2 million based upon 2005 collections of $2.5 million.  

Initiative 901, if approved by the voters, would prohibit smoking in buildings and vehicles open to the public and places of employment, including areas within 25 feet of doorways and ventilation openings unless a lesser distance is approved.  The initiative, if approved, could have a negative impact on the use of card rooms, which in turn could negatively impact county revenue collections next year.  
Because this staff report is being prepared prior to the November 8 election, two set of options are presented for decisions based upon whether voters approve the initiative.  

BACKGROUND:

RCW 9.46.110 authorizes local jurisdictions to tax social card game rooms at a rate not to exceed twenty percent of the gross revenues from the games.  RCW 9.46.113 requires that tax revenues generated by this tax be designated “primarily for the purpose of enforcement”.  
King County began levying this tax in 1998 at the rate of 11%.  Revenue collections totaled $179,357 for that year.  The tax rate has remained at 11%.  As shown in Table 1, revenues have grown to $2.5 million for 2005.  (Although the 2005 figure is a year-to-date actual as of November 3, it reflects all of the 2005 revenues because the county has already received the last 2005 tax payment from the card rooms.)
Table 1 – King County Card Room Revenues
2000 - 2005 

	YEAR
	Actual Collections 
	Percent Change

	2000
	1,287,317
	

	2001
	1,726,868
	34%

	2002
	1,837,540
	6%

	2003
	1,891,542
	3%

	2004
	1,706,989
	-10%

	2005

	2,515,763
	47%


Changes in state law have impacted card room collections.  First, in 1999, the number of tables allowed in card rooms increased from 5 to 15.  In 2004, the bet limits were increased from $100 to $200.  Both the increase in the number of allowable tables and the bet limit have increased the amount of revenue collections by the county.  

Six card rooms operate in unincorporated King County and are subject to the tax.  Card rooms are often connected to a restaurant and lounge.  Some King County card rooms, such as Skyway Park Bowl, are linked to a bowling alley.  The six card rooms
 that operate in unincorporated King County are:

· Cascade Lanes Restaurant and Lounge

· Great American Casino

· Magic Lanes Restaurant

· Rascal’s Casino and Restaurant

· Roman Casino

· Skyway Park Bowl Restaurant and Lounge

Two of these six card room operators spoke before the council on Monday, November 7 and testified that the proposed tax rate increase from 11% to 14% would negatively affect their businesses.

As shown in Table 2, there are 26 card rooms in King County in 2005.  The tax rate imposed by other jurisdictions in King County and other large counties ranges from a low of 10% imposed by Renton, SeaTac, Tukwila, Pierce and Snohomish counties to a high of 20%, the maximum allowed by state law, by Federal Way.
Table 2 – 2005 Card Rooms and Tax Rates 
King County and Other Large Counties
	Jurisdiction
	Number of Card Rooms
	Card Room Tax Rate

	Unincorporated King County
	6
	11%

	Auburn
	2
	12%

	Burien
	2
	11%

	Federal Way
	3
	20%

	Kenmore
	1
	11%

	Renton
	2
	10%

	SeaTac
	2
	10%

	Shoreline
	5
	11%

	Tukwila
	3
	10%

	Card Rooms in King County
	26
	----


Other large county card rooms numbers and tax rates are shown below:  
	Jurisdiction
	Number of Card Rooms
	Card Room Tax Rate

	Unincorporated Pierce County
	2
	10%

	Unincorporated Snohomish County
	3
	10%

	Unincorporated Spokane County
	3
	15%

	Card Rooms in Other County
	8
	----


ANALYSIS:
Are the 2006 revenue estimates reasonable?
The county’s fiscal policies are consistently conservative.  As a result, King County has earned the highest possible ratings by bond agencies such as Moodys, Standard and Poor’s, and Fitch.  However, even using the county’s traditional approach for forecasting revenues, it appears that the Executive has, for the most part, been very conservative regarding projections for the collection of card room taxes. 

Actual revenue collections have significantly exceeded the executive’s revenue estimates in three of the six years between 2000 and 2005, as shown in Table 3:  
· In 2000 and 2001, actual revenues were, respectively, 61% and 57% greater than the adopted revenues.  
· In 2002 and 2003, actual collections were in line with adopted revenues.

· In 2004, the actual revenues were lower, representing only 88% of adopted revenues.  
· In 2005, actual revenues are 32% greater than adopted revenues.

Table 3 – Card Room Revenues
2000 - 2006 

	YEAR
	Adopted  Revenues 
	Actual Revenues
	$ Difference
	Actual Revenue as Percent of Adopted Revenues

	2000
	800,000
	1,287,317
	487,317
	161%

	2001
	1,100,000
	1,726,868
	626,868
	157%

	2002
	1,800,000
	1,837,540
	37,540
	102%

	2003
	1,800,000
	1,891,542
	91,542
	105%

	2004
	1,950,000
	1,706,989
	(243,011)
	88%

	2005
	1,900,000
	2,515,763

	615,763
	132%


It appears that the executive’s estimates for 2006 are low, based on what is known now about 2005 collections.  As noted earlier, the executive estimates that card room tax revenues will increase from $1.9 million in the 2005 adopted budget to $2.8 million in the 2006 proposed budget (an increase of 47%).  
However, actual collections in 2005 are about $2.5 million, at a collection rate of 11%.  With a proposed tax increase to 14%, it is not reasonable to assume only a $300,000 increase in revenues for 2006.  Council staff believes that a 2006 revenue estimate of $3.2 million would be more reasonable.  This $3.2 million figure was derived by assuming the same level of card room gross receipts in 2006 as in 2005, which is estimated at $22,727,272, and applying a tax rate of 14%.  
However, a significant unknown factor is the impact that Initiative 901 will have on card room tax collections in 2006, if the initiative is approved by the voters on November 8.

What will be the impact of Initiative 901 on card room business?  
Initiative 901, if approved by he voters, would prohibit smoking in buildings and vehicles open to the public and places of employment, including areas within 25 feet of doorways and ventilation openings unless a lesser distance is approved.  Card room operators have expressed concerns that this public smoking ban will negatively affect their businesses.  If their assertion is correct, and it is unknown whether it is correct, then the county’s revenues from the card room tax will also be negatively affected in 2006 and beyond without an increase in the tax rate.
REASONABLENESS:
 Under state law, the county has the authority to increase tax rates for card rooms up to twenty percent of annual gross receipts.  The executive’s proposal to increase the tax rate from 11% to 14% is within the range set by state law.  
Council staff believes that the $2.8 million assumed in the proposed budget is underestimated and that a 14% tax rate would generate approximately $3.2 million.  This analysis does not take into account any impacts of Initiative 901 upon card room operators.  (It should also be noted that two of the six operators in King County testified on November 7 that this 3% increase would negatively affect their businesses.)  
The options for Council consideration of the tax increase are different, depending on whether Initiative 901 is approved by the voters.  Because this staff report is being prepared prior to the November 8 election, two set of options are presented.  
A.  If Initiative 901 is approved by the voters:
· Option 1A:  Do not adopt the ordinance.  This option would keep the tax rate of 11%, but may require revenue assumptions to be lowered from the $2.8 million in the proposed 2006 budget to reflect the impacts of I-901.  Because the impacts are speculative, the alternative would be to leave the revenues estimated at $2.8 million and to evaluate the impacts of I-901 in 2006.
· Option 2A: Adopt the Ordinance and Tax Increase.  This option would increase the tax rate to 14% and would assume the $2.8 million in revenues proposed by the Executive.  Even with the impacts of Initiative 901, the $2.8 million revenue estimate might still be reasonable under this option because, when considering possible passage of Initiative 901, OMB staff indicated that they believe they have “struck the proper balance” in creating the 2006 forecast.  As a result, no change to the $2.8 million revenue assumption would be necessary.

B.  If Initiative 901 is not approved by the voters:
· Option 1B:  Do not adopt the ordinance.  This option would keep the tax rate of 11%.  No change to the revenue estimate is necessary because Council staff believe that executive’s estimate of $2.8 million in the 2006 proposed budget is reasonable under an assumption of an 11% tax rate.  

· Option 2B: Adopt the Ordinance and the Tax Increase.  This option would increase the tax rate to 14%.  Council staff would recommend increasing the revenues to $3.2 million, resulting in adding $400,000 for potential use on activities consistent with state law.
STRIKING AND TITLE AMENDMENTS:  

The Code Reviser has informed staff that striking and title amendments would be necessary to correct out of date RCW references and to make technical changes to clarify ambiguous language.  

ATTACHMENTS:


1. Striking Amendment to Proposed Ordinance 2005-0426
2. Title Amendment to Proposed Ordinance 2005-0426
3. Proposed Ordinance 2005-0426

4. September 20, 2005 Map of Card rooms by County

5. List of Card rooms and Tribal Casinos by County  
6. Card Room Background

� 2005 actuals are Year-to-Date, as of November 3, 2005.


� Tribal casinos are different from card rooms and operate under different restrictions.


� 2005 actuals are Year-to-Date, as of November 3, 2005
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