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Members of the Legidative Audit Committee:

This report contains the results of a performance audit of limited gaming in Colorado. The
audit was conducted pursuant to Section 2-3-103, C.R.S., which authorizes the State Auditor to
conduct auditsof all departments, institutions, and agenciesof state government. Thisreport presents
our findings, conclusions, and recommendations, and responses of the Division of Gaming, the
Limited Gaming Control Commission, the Colorado Department of Local Affairs, and the Colorado
Historical Society.
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STATE OF COLORADO
OFFICE OF STATE AUDITOR REPORT SUMMARY

J. DAVID BARBA, C.P.A.
State Auditor

Limited Gaming
Perfor mance Audit
January 2000

This performance audit of limited gaming was conducted under the authority of Section 2-3-103,
C.R.S., which authorizes the State Auditor to perform audits of all departments, institutions, and
agencies of state government. The audit was conducted according to generally accepted auditing
standards. The audit work, which included gathering information through interviews, reviewing
documents, and analyzing data, was performed between April and December 1999.

This report contains findings and recommendations relating to limited gaming in Colorado, and
addressesfunctionscarried out by the Division of Gaming, the Limited Gaming Control Commission,
the Department of Loca Affairs, and the Colorado Historical Society. We acknowledge the efforts
and assistance extended by staff of all these agencies. The following summary provides highlights
of the comments, recommendations, and responses contained in the report.

Overview

In 1990 Colorado voters approved a constitutional amendment authorizing limited stakes gaming in
themountaintownsof Central City, Black Hawk, and Cripple Creek. Limited stakesgaming restricts
players to a maximum single bet of $5 on dot machines, live blackjack, and poker games. Several
different agencies carry out gaming-related functions. The Divison of Gaming, within the
Department of Revenue, licenses, regulates, and supervises the conduct of limited gaming in the
State; the Limited Gaming Control Commission promulgates regulations for gaming, establishesthe
gaming tax rate, and approves all gaming licenses; the Department of Local Affairs administersthe
Local Government Limited Gaming Impact Fund, which provides monies to designated local
government agencies to offset their gaming-related costs; and the Colorado Historical Society
administers the State Historical Fund, which receives a portion of gaming revenues to be used for
historic preservation purposes.

In Fiscal Year 1999 the State collected over $78 million in gaming-related revenues, which were
deposited into the Limited Gaming Fund. Gaming revenues consist primarily of receipts from the
gaming tax paid by casinos. The Limited Gaming Fund is distributed according to the Constitution
and statutes with 50 percent going to the State General Fund, 28 percent to the State Historical Fund,
12 percent to the gaming counties, and 10 percent to the gaming cities. Of the General Fund portion,
11 percent is then distributed to the Local Government Limited Gaming Impact Fund.

For more information on this report, contact the Office of the Sate Auditor at (303) 866-2051.

-1-
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Requests for Gaming | mpact Funds Exceed Grants

By statute, the Local Government Limited Gaming Impact Fund receives a minimum of 11 percent
of the General Fund share of the Limited Gaming Fund each year. The Impact Fund isadministered
by the Department of Local Affairs with assistance from the Local Government Limited Gaming
Impact Advisory Committee. Local governments request grants from the Fund through the
Department of Loca Affairs. Statutes indicate that the Impact Fund should pay for al impacts not
covered by other gaming revenue sources. However, there are two reasons to believe this may not
be occurring. First, the Department of Local Affairs does not require grant applicants to provide
information on impacts that have been addressed by other gaming revenue sources, so it is difficult
to determine if al gaming impacts are being paid for. Second, in the two years since the inception
of the Impact Fund, the dollar amount of grant requests has exceeded funds awarded by an average
of 45 percent. We estimate the cumulative, unduplicated amount of unfunded grant requestsis about
$4.7 million. Although the statutes state that the Impact Advisory Committee shall request additional
funding if needed to cover all the impacts of gaming, no additional funding has been requested. We
recommend the Depar tment of L ocal Affair sensurecompliancewith thestatutory requirement
tofund all gamingimpactsby requesting additional funding asappropriateto meet unfunded
needs.

Information on the Statewide | mpacts of Gaming Has Not Been Compiled

Since gaming began, the State General Fund has received over $137 million from gaming taxes and
fees, and the gaming cities and counties have received over $80 million. Inaddition, costs associated
with limited gaming have been incurred in a wide variety of areas, including loca government
infrastructure, law enforcement and emergency services, and transportation. Thestatutesindicatethat
gaming revenues should pay for the impacts of gaming. However, information on the statewide
impacts of gaming has not been compiled, making it difficult to determineif all impactsare being paid
for out of gaming revenues. Local governments and state agencies can report the impacts of gaming
on their operations to the Gaming Commission, and local governments report impacts to the
Department of Local Affairsto request Impact Fund grants. However, at thistime, no single report
or data source has comprehensiveimpact information which might clarify overall gaming effects. We
believe there is arisk that the overall impacts are not fully understood because the information is
fragmented. Without comprehensive information, it is difficult for the Gaming Commission and the
Department of Local Affairsto assessthefull spectrum of gaming impacts and make informed taxing
and funding decisions. To ensure the Commission and the Department have al the information that
is relevant to taxing and funding decisions, we recommend the Limited Gaming Control
Commission and the Department of Local Affairswork together to compile information on
gaming effectsinto a comprehensiveimpact report and consider theneed for a study to collect
data on other impacts.
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Taxes Set by the Gaming Commission Can Affect State General Fund Levels

According to the State Constitution and statutes, the Gaming Commission isresponsible for setting
the gaming tax rate within the limitation that “up to a maximum of 40 percent of the adjusted gross
proceeds of limited gaming shall be paid by each licensee.” Statutes specify factorsthe Commission
should consider in setting the tax rate, including the need to provide monies to the gaming cities for
historic restoration and preservation, theimpact of gaming on the communitiesand any state agency,
the profitability of the other forms of gambling, and the intent of the Limited Gaming Act in
encouraging growth and investment in the gaming industry. The result of the Commission’s tax-
setting effort isagraduated tax schedule with rates of 0.25 percent on the first $2 million of adjusted
gross proceeds, 2 percent on the next $2 million, 4 percent on the next $1 million, 11 percent on the
next $5 million, 16 percent on the next $5 million, and 20 percent on proceeds over $15 million.

Because a portion of the Limited Gaming Fund is deposited into the State's General Fund, the
Gaming Commission is in a unique position of influencing the amount of monies available for
appropriation by the Genera Assembly. The Limited Gaming Act does not require the Gaming
Commission to consider theimpact on the General Fund or the amount of surplusrevenues generated
as defined by TABOR when setting the gaming tax rate. However, in setting the tax rates for Fiscal
Y ear 2000, the Commission did consider the effect of the gaming tax revenues on the General Fund
and on surplus revenues, and reduced the tax rates, in part to reduce the surplus.

The Gaming Commission Should Consider Alternative Tax Policies

Gaming Commission policies on taxes indicate that the focus has been on providing a favorable
environment for viability of the gaming industry and to befair in dealing with different typesand sizes
of casinos. However, wefound thetax policies do not always promote equity among casinos and do
not maximize revenues collected by the State that are used, in part, to pay for gaming impacts. For
example, the gaming tax is assessed on each individual casino’ s adjusted gross proceeds. Thispolicy
favors multiple-casino owners by reducing the amount of taxes they pay. We estimate that five
casinos with multiple ownership situations paid about $3.1 million lessin gaming taxesin Fiscal Y ear
1999 because of this policy. In addition, taxes are sometimes assessed at the lowest rate when there
isachange of business entity along with achangein ownersfor acasino during theyear. Thispolicy
benefitsthe casino owners but has reduced the taxes coll ected by an estimated $750,000 over the past
five years. We recommend the Gaming Commission consider alternative approachesto its
gaming tax structure and policies to help ensure equity among different-size casinos and
consistency in the application of policies.
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Some New Casinos Do Not Meet Constitutional Requirements

The constitutional amendment that legalized gaming in Colorado intended to promote the economic
viability of the gaming cities while preserving their historic characteristics. In fact, the amendment
requiresthat limited gaming only occur in structures which conform, as determined by the municipal
governing bodies, to the architectural styles and designs common to the areas prior to World War 1.
Although the cities have benefitted economically from limited gaming, the preservation of their
historic characteristics has sometimes suffered and some recently built casinos do not fit the
constitutional criteria. According to information from the Colorado Historical Society, the largest
buildingsin any of the gaming cities prior to World War | had grossfloor areas of 40,000 square feet.
Of the six casinos currently operating in entirely newly constructed buildings, four exceed this
maximum, ranging in size from 49,000 to 286,000 square feet. These larger, non-historic casinos
threaten thecities historic designations; in 1997 the National Park Service placed all three Colorado
gaming cities on the list of the most at-risk National Historic Landmarks in the country.

We recommend the Gaming Commission and the Colorado Historical Society work with the
General Assembly to develop legislation to include state participation in the construction of
new casinosin the gaming towns. This could include having the Colorado Historical Society
review plans and specifications for new casino buildings, and/or remodeled historical casino
buildings, and make recommendations to the Gaming Commission for licensing of casino
owners. Another option is to have the Historical Society approve such plans and
specifications.

State I nvolvement in Decisions About the Use of Funds for Preservation of the
Gaming CitiesWould Be Ben€ficial

A portion of the Limited Gaming Fund is deposited in the State Historical Fund and then distributed
to the three gaming towns for use at their discretion for “preservation and restoration of the cities.”
All three towns originally established programs to grant these funds in accordance with the United
States Secretary of the Interior’s guidelines for preservation and restoration of historic buildings.
However, in 1998 Black Hawk rewrote its grant program guidelines, stating the program’ s purpose
was “to distribute the benefits from gaming revenues to local residents and property owners’ with
no specific mention of historic preservation. Furthermore, a 1999 investigation by the Colorado
Bureau of Investigation found that some residential grants made by Black Hawk were not being
appropriately used for historic preservation. This investigation indicates that some state-level
participation in the cities' grant processes, which has been absent, may be beneficial. To help ensure
that the portion of the State Historical Fund distributed to the gaming citiesis appropriately used for
historic preservation, we recommend the Colorado Historical Society work with the General
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Assembly to develop legislation to include state participation in the use of State Historical
Fund dollars by the gaming cities.

The Gaming Division Has Not Reached Its Revenue Audit Goal

The Division of Gaming, which is responsible for regulating and licensing the gaming industry in
Colorado, has a Fiscal Year 2000 budget of about $8.6 million and 73.5 FTE. Among other
activities, the Division’ saudit section, which has 14 audit staff, conducts revenue audits on a three-
year cycle to ensure that reported adjusted gross proceeds are accurate. To date, the Division has
audited about 67 percent of annual adjusted gross proceeds of the 49 casinos for any year since the
inception of gaming. The Division’s goal is to audit 80 percent of adjusted gross proceeds over a
three-year cycle. InFiscal Year 1999 the audit section completed about half its planned audits. We
believe one reason all scheduled audits are not completed is that the audit section does not devote
sufficient staff resourcesto revenue audits. According to staff plansfor Fiscal Y ear 2000, only about
one-third of audit staff time is scheduled for revenue audits, while about 40 to 50 percent of audit
staff timeisassigned to conducting compliance reviews. 1n addition, in some cases separate revenue
and compliance audits are done on the same casino in the same year. Audits serve as an important
tool to promote accurate reporting of gaming proceeds. Failure to audit a significant portion of
revenues or number of casinos may diminish the regulatory effect of audit oversight. We
recommend the Division examine the allocation of audit resources and improve its revenue
audit coverage by changing its approach to eliminate or reduce separate compliancereviews
and revenueauditson thesamecasinoin a 12-month period, contracting out some audits, and
moving toward a shorter audit cycle.

Delaysin the Division’s Automated Licensing System Were Costly

In January 1996 the Division began working with the Department of Revenue's Information
Technology (IT) Division to develop acomputerized licensing system. The system was intended to
be completed by the summer of 1997. However, the project was not completed as of August 1998,
and the Division subsequently hired aprivatefirmtoinstall an automated licensing system aong with
imaging and administrative tracking systems. The estimated cost of the IT Division's efforts was
about $500,000 and the cost of the system installed by the private firm is nearly $870,000.
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There was little evidence that a system requirements document had been devel oped or discussed by
theDivisionor IT for theoriginal project effort, making it difficult to determine the specific problems
that arose. However, it is clear that no written agreements on the deadlines or outcomes of the
project were devel oped, and there was no formal methodology withinthe I T Division for developing
client/server applications. To prevent future programming projects from becoming over budget and
past due, werecommend the Division of Gaming ensurethat all programming projectsinclude
per formance agr eements that document the requirements, scope, and costs of the projects.

A summary of responses to the audit recommendations contained in the report can be found in the
Recommendation Locator.



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
1 21 Ensure all gaming impacts are funded by requesting more comprehensive  Department of Local Partially August 2000
information on impacts and funds used to address the impacts, and by Affairs Agree
reguesting additional funding as needed to meet all needs.
2 24 Improve operation of the Local Government Limited Gaming Impact Fund  Department of Local Agree August 2000
by maintaining documentation of the process and using purchase orders Affairs
instead of contracts for grants under $25,000.
3 28 Compile information on gaming effects and impacts into a comprehensive  Department of Local Partially May 2000
report to be used for taxation and grant funding decisions. Determineif an Affairs Agree
additional study of gaming impacts is needed.
Limited Gaming Disagree -
Control
Commission
4 36 Consider alternative approaches to the gaming tax structure such as Limited Gaming Disagree -
changing the taxed entity to the owner; discontinuing theinformal policy of Control
changing tax rates with changes of business entity and owners; applying Commission
graduated taxes on a monthly basis; or establishing aflat tax rate.
5 38 Formalize in rules the policy on applying tax rates when a change of Limited Gaming Partially December 1999
business entity along with a change in owners occurs during the year. Control Agree
Commission




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
6 42 Work with the General Assembly to develop legislation to determine the  Colorado Historical Partially -

most efficient manner of including state participation in ensuring new Society Agree
casinos meet the constitutional requirement of historic style and
architecture. Limited Gaming Disagree -
Control
Commission
7 49 Work with the General Assembly to determinethe most efficient mannerto  Colorado Historical Partially -
ensure State Historical Funds are used for historic preservation and Society Agree
restoration activities.
8 55 Increase revenue audit coverage. Division of Gaming Disagree -
9 60 Ensure all computer programming projects include formally documented  Division of Gaming Implemented -
agreements with scope requirements and costs.
10 63 Streamline the license renewal process by extending the term of a photo  Division of Gaming Disagree -

identification badge to four years, and issue renewal stickers for valid
licenses every two years.




Description of Limited Gaming in
Colorado

The Colorado Constitution

In 1990 Colorado voters approved a constitutional amendment (Article XVIII,
Section 9) authorizing limited stakes gaming in the mountain towns of Central City,
Black Hawk, and Cripple Creek. Limited stakes gaming restricts players to a
maximum single bet of $5 on dot machines, live blackjack, and poker games. The
amendment also:

Requires the creation of a Limited Gaming Control Commission.
Authorizes the assessment of gaming taxes and fees.

Specifies the distribution of gaming revenues.

Confines gaming to buildings that conform to pre-World War | architectural
styles.

* Restricts the amount of floor space a casino can devote to gaming.

e Limits gaming activities to the hours of 8:00 am. to 2:00 am.

Regulation and Administration of
Limited Gaming

The Constitution states that the “administration and regulation of...Section 9 [of
Article XVIII of the Constitution] shall be under an appointed Limited Gaming
Control Commission.” Specific functionsrelated to gaming were designated through
the enactment of the Limited Gaming Act in 1991. The Act (Section 12-47.1-101,
C.R.S,, et seq.) assignsresponsi bilitiesfor limited gaming-rel ated functionsasfollows:

The Division of Gaming, within the Department of Revenue, is responsible for
licensing, regulating, and supervising the conduct of limited gaming inthe State. The
Divison maintainsofficesin Central City and Cripple Creek, aswell asin Lakewood,
to carry out its oversight and enforcement functions. The Division is described in
greater detail in Chapter 4.

The Limited Gaming Control Commission, whose membership is specified in the
statutes, is mandated by the Constitution to promulgate rules and regulations for
gaming, establish the gaming tax rate, and approve al gaming licensesissued in
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Colorado. The Commissioniscomposed of five members appointed by the Governor
who meet at least monthly to carry out their duties. Chapters 1 and 2 contain
information about the Commission’s functions.

The Department of Local Affairs administers the Local Government Limited
Gaming Impact Fund with the assistance of the Local Government Limited Gaming
Impact Advisory Committee. The Impact Fund provides monies to governmental
agenciesin the 13 countiesthat arein proximity to gaming localities, including those
in the southwest corner of the State near tribal gaming establishments. The monies
areintended to offset the costs these agenciesincur dueto theimpact of gaming. The
agencieseligible for moniesfrom thisfund must apply for grants. Chapter 1 discusses
the Local Government Limited Gaming Impact Fund grant processin greater detail.

The Colorado Historical Society administers the State Historical Fund, which
receives 28 percent of the gaming revenues left over after the Division and
Commission expenses have been paid. Of thisamount, 20 percent isdistributed to the
three gaming cities for historic preservation and 80 percent is used by the Historical
Society to make grants for the following historic preservation purposes.

» ldentification, documentation, and designation of historic buildingsand sites.

» Acquisition, excavation, and restoration of historically designated buildings
and sites.

» Education and training for public entities and private citizensin planning for
and addressing preservation needs.

» Preparation, distribution, and presentation of educational andinformationaids
on historic preservation practices and planning.

Chapter 3 discusses issues relating to the Historical Fund.

Gaming Revenues and Expenditures

In Fiscal Year 1999 the State collected over $78 million in gaming-related revenues,
which were deposited into the Limited Gaming Fund. Gaming revenues consist of
receipts from the following sources:

» Thegaming tax paid by casinos on their adjusted gross proceeds, which are
defined asthe total amount of all wagers made by players minusall payments
to players.
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e License, application, and background investigation fees paid by license
applicants. A chart of feesisincluded in Appendix A.

» Gaming devicefeesthat were collected annually by the Division until June 30,
1999. At that time, the fee, which had been $75 per gaming device, was
eliminated.

» Other sources, including fines and earnings on revenues collected.

The following chart shows gaming revenue received for Fiscal Y ear 1999:

Gaming Revenues Fiscal Year 1999

Revenue Sour ce Amount Per cent of Total
Gaming Taxes $74,217,106 94.5%
License, Application, and Background

Investigation Fees $1,194,645 1.5%
Gaming Device Fees $1,290,975 1.6%
Fines $337,854 0.5%
Interest, Investments, & Other $1,508,170 1.9%
Total $78,548,750 100%
Source: Office of the State Auditor analysis of Division of Gaming annual reports and budget

documents.

Gaming revenues are not collected solely to offset the expenses of the Division and
the Commission. After the Division and Commission expenses have been paid, the
remaining gaming revenues are distributed according to constitutional directives as
shown in the following chart.
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Distribution of the Limited Gaming Fund
General Fund

Gaming Cities

State Historical Fund

Gaming Counties

Source: Colorado Constitution.

The statutes contain further provisionsfor distributing thefundsallocated to the State
Genera Fund. First, thestatutes providethe Colorado Tourism Promotion Fund with
0.2 percent of the Limited Gaming Fund, reducing the remaining Genera Fund
portion to 49.8 percent. Thisisdistributed in the following manner:

Distribution of the General Fund Share of the Limited Gaming Fund

Recipient Amount

Municipa Impact Fund 2.0 percent

Loca Government Limited Gaming Impact Minimum of 11 percent
Fund

Colorado Department of Transportation Amount Determined by the General
Assembly

At the Discretion of the General Assembly | Remainder

Source: Section 12-47.1-701, C.R.S.

Specific distributions from the Limited Gaming Fund are shown in Appendix B.
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Audit Scope

Thisaudit examined various limited gaming-rel ated activities carried out by anumber
of state agencies. The audit focused primarily on the functions and duties of the
Limited Gaming Control Commission and the Division of Gaming. However, the
administration of gaming funds through the Loca Government Limited Gaming
Impact Fund and the State Historical Fund was also reviewed. In addition, the audit
determined the status of prior recommendations to the Gaming Division and
Commission, the Department of Loca Affairs and the Local Government Limited
Gaming Impact Advisory Committee, and the Colorado Historical Society.
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Gaming I mpacts
Chapter 1

Gaming Affects Gover nment Services at
Various L evels

The establishment of limited gaming in Colorado was anticipated to have impacts on
the cities and counties where gaming is authorized, as well as on state government
agencies. One outcome of limited gaming has been increased revenues to the State
and to cities and counties where gaming occurs. For example, since gaming began,
the State General Fund has received over $137 million from gaming taxes and fees,
and the gaming cities and counties have received an additional $80 million, or an
average of about $10 million per year. Furthermore, increases in costs have been
incurred in awide variety of areas since gaming began, including, but not limited to,
local government infrastructure, law enforcement and emergency services, and
transportation. Impacts have been reported by agencies ranging in size and scope
fromindividual not-for-profit social servicesagenciesto the Colorado Department of
Transportation and include the following:

Transportation and Traffic. Gaming has caused significant increases in traffic on
the roads in the gaming cities and on highways in the vicinity of the cities. Between
1991 and 1998:

» Averagedaily traffic increased 370 percent at the junction of State Highway
119 and U.S. Highway 6 near Black Hawk and Central City.

» Averagedaily traffic increased about 120 percent on State Highways 67 and
24, both near Cripple Creek.

» Average dally traffic increased 38 percent on State Highway 160 near the
Indian gaming localities in southwestern Colorado.

Due to the traffic increases, costs for road improvements, paving, widening, and
maintenance haverisen. Black Hawk is spending more than $10 million over severa
yearsfor reconstruction of city streets, and more than $9 million in gaming funds has
been requested for Fiscal Year 2001 for reconstruction work on state and U.S.
highways near the gaming communities.
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L aw Enforcement. Black Hawk, Central City, and Cripple Creek have seen dramatic
increases in arrests since the beginning of limited gaming in 1991. While the number
of reported arrests statewide increased an average of about 3 percent annually
between 1991 and 1998, sheriffs in the gaming cities and counties reported the
following:

e The number of arrests in Black Hawk, Central City, and Cripple Creek
increased from a combined total of about 250 in 1991 to over 1,100 in 1998,
an average increase of 42 percent per year.

e The number of arrests in Gilpin County (which includes Black Hawk and
Centra City) increased from 79 to 163 between 1991 and 1998, an average
of 13 percent per year. The number of arrests in Teller County (which
includes Cripple Creek) rosefrom about 320 in 1991 to ailmost 1,200 in 1998,
an annual average of about 33 percent over the period.

The city of Cripple Creek aone has increased its law enforcement budget by over
$1.2 million since gaming began, anincrease of over 1,300 percent, and Gilpin County
reports its costs for judicial and public safety functions have tripled since gaming
began, to $1.8 million in 1998. In addition, the Colorado State Patrol has requested
fundsspecificaly for traffic enforcement activitiesin and around the gaming citiesand
counties, receiving an average of $1,042,000 per year since Fiscal Year 1997 for
uniformed troopers, administrative support, and operational expenses.

Emergency Services. Thegaming counties have handled substantial increasesin the
demand for emergency services. Teller County reports that it has experienced an
increase in the number of emergency service calls of over 200 percent since 1991. In
addition, Gilpin County’s annual costs for ambulance service have increased amost
eightfold since gaming began, from just over $10,000 in 1991 to almost $90,000 in
1998.

Judicial Administration. Gilpin and Teller counties have experienced increasesin
their court caseloads that exceed increases across the rest of the State. Between
Fiscal Y ear 1991 and 1998 the average annual increase in the number of district court
filingsin Gilpinand Teller countieswasabout 12.5 percent compared with 3.2 percent
for the State as awhole. Increases were especialy evident in the first several years
of gaming, asfollows:

e In Gilpin County, the county court caseload increased 458 percent, and
district court filings increased 128 percent between Fiscal Year 1991 and
Fiscal Year 1993.
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» InTéler County, the county court casel oad increased 99 percent, and district
court filingsincreased 63 percent between Fiscal Year 1991 and Fisca Y ear
1993.

As aresult of the growth in caseload, about seven new staff have been added in the
two counties since 1991, and the Judicial Department has received an average of
about $204,000 per year to cover the increased costs related to gaming.

Public Health. The number of food service inspections has increased in Gilpin and
Teller counties since gaming began. In 1991 an average of 54 and 42 inspections
were done in Gilpin and Teller Counties, respectively. The projected Fiscal Year
2000 figures are 117 inspections in Gilpin County and 271 in Teller County. These
numbers represent an increase of amost 120 percent in Gilpin County and 545
percent in Teller. The Department of Public Health and Environment has received
about $45,000 per year to offset the costs of additional inspections due to gaming.

Fire Safety. The Division of Fire Safety in Limited Gaming Establishments was
created within the Department of Public Safety in 1991 to establish minimum
standards for fire and life safety in limited gaming establishments, to inspect
establishments, and to provide technical assistance to local building and fire officials
in Central City, Black Hawk, and Cripple Creek. Operating costsfor the Division are
estimated at $141,000 for Fiscal Y ear 2000. In addition, Cripple Creek hasincreased
its budget for fire protection over 900 percent since 1990.

A more completelisting of gaming impacts, asreported by state and local government
agencies, isincluded in Appendix C.

Statutes Recognize the Need for Gaming
Revenuesto Pay for Gaming I mpacts

The Limited Gaming Act of 1991 contains provisions that acknowledge the need to
provide funding to pay for the impacts of limited gaming on affected cities, counties,
and the State. Specificaly, the Act:

o Stipulatesthat one of the factors the Gaming Commission isto consider each
year in setting the tax rate is the impact of gaming on the affected
communities and the State.

» Creates aLoca Government Limited Gaming Impact Fund administered by
the Department of Local Affairs and the Local Government Limited Gaming
Impact Advisory Committeeto providefinancial assistancetodesignated|ocal
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governments for documented gaming impacts. This fund receives 11 percent of the
General Fund share of the Limited Gaming Fund.

» Creates a Municipa Limited Gaming Impact Fund to compensate the
municipalitiesof Woodland Park and Victor for expensesincurredinresponse
to limited gaming. Thisfund receives 2 percent of the General Fund share of
the Limited Gaming Fund.

Despite these statutory provisions, there is alack of comprehensive information to
determine if all impacts are being paid for out of gaming revenues. Although the
Gaming Commission receivesinformation from various sourcesin making itstax rate
and other policy decisions, it does not have complete data assembled in a way that
provides an overal picture of gaming’'s positive and negative impacts.

Thisinformation would be useful not only to the Gaming Commission for identifying
the overall gaming-related revenue needs of state and local government agencies but
also to the Department of Local Affairs for granting impact funds. To date, the
Department of Local Affairs has granted moniesfrom the Local Government Limited
Gaming Impact Fund to cover only about half of the grant requestsreceivedinthelast
two years. Statutes provide a minimum level of funding for the Impact Fund (11
percent of the General Fund share of the Limited Gaming Fund) and authorize the
Loca Government Limited Gaming Impact Advisory Committee to request monies
to cover al documented gaming impacts. However, no additiona funds have been
requested to meet gaming impact needs.

Each of theseissuesis discussed in greater detail below.

The L ocal Government I mpact Fund
Provides Grantsfor Gaming I mpacts

The Department of Local Affairsadministersthe Local Government Limited Gaming
Impact Fund (Impact Fund) in accordance with criteria and recommendations of the
Local Government Limited Gaming Impact Advisory Committee. The Impact Fund
was established in 1997 to provide financial assistance to designated local
governments for documented gaming impacts, including those related to Indian
gaming. The funds may be used to finance planning, construction, and maintenance
of public facilities and to provide public services related to gaming impacts. The
designated local governments are:

* The counties of Boulder, Clear Creek, Grand, Jefferson, El Paso, Fremont,
Park, Douglas, Gilpin, Teller, La Plata, Montezuma, and Archuleta.
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» Themunicipalitieswithinthese counties, except for Black Hawk, Central City,
Cripple Creek, Victor, and Woodland Park. (Victor and Woodland Park
receive funds from the Municipal Impact Fund through Fiscal Year 2002.
Beginning July 1, 2002, these two citieswill be eigible to request funds from
the Local Government Limited Gaming Impact Fund.)

* Any specia district providing emergency services within these counties.

By statute, the Local Government Limited Gaming Impact Fund receives aminimum
of 11 percent of the General Fund share of the Limited Gaming Fund each year.
Furthermore, the statutes state that the Local Government Limited Gaming Impact
Advisory Committee “shall request funding for all documented gaming impacts’ on
the eligible citiesand countiesif the minimum amount of the Impact Fund, along with
other gaming revenue sources (such as the constitutional and statutory distributions
to the gaming cities), is not sufficient to address all those impacts.

Applicationsfor Impact Fund Monies
Exceed Grants

Inthetwo ye