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GAMING COSTS

Overview

The Administration’s inclusion of revenues from proposed new casinos creates two
distinct risks. The first is that any delay caused by the need for local legislation or by
successful legal challenges would delay the City’s receipts of revenues. Secondly, since
the Plan includes revenues from gaming, but no City costs, any of the City costs that are
likely to be created by the opening of new casinos will create a hole in the Plan.

When the casinos open, they will produce immediate tangible benefits for Philadelphia.
The Five-Year Plan includes $70 million in gaming fees and $12 million in payments in
lieu of taxes from casino operators. Moreover, casino revenues will also be used to
reduce the City’s wage tax, helping improve the City’s competitiveness with other
jurisdictions. At the same time, the casinos will clearly create new criminal justice,
social and infrastructure costs for the City and their impact on the economy is not easy to
predict.

While economists’ views vary widely, the uncertain impact of gaming was summarized
by University of Illinois economist Earl Grinols who said:

“Partly in response to negative perceptions, many in the gambling industry have
promoted the idea that gambling is an economic development tool, creating jobs for
depressed regional economies and revitalizing lagging areas. Gambling experts and even
gambling spokesmen frequently suggest that such arguments are exaggerated or false, but
their cautions are often ignored by elected officials who face pressures to do what they
can to aid their communities and therefore want to believe that gambling will help. It is
an empirical matter subject to a number of special factors as to how gambling affects a
particular economy.”

Costs of Additional Law Enforcement

A recent study conducted by Grinols and David Mustard concluded casinos can impose
costs as much a 1.9 times the benefits. In addition, Grinols and Mustard found that in the
five years after casinos opened, robberies increased five fold; aggravated assault
increased six times on average in each county.

In another study, Grinols put the cost of apprehension, adjudication, incarceration, and
regulation at between $20,500 and $45,700 per pathological gambler per year. The
Mayor’s Gaming Task force estimates Philadelphia’s diagnosable pathological
population to be as many as 9,450. Even on the low end of the estimated cost per
pathological gambler, if Grinols numbers are accurate, the costs would be close to $200
million. Additionally, the likely additional criminal activity would further burden an
already overtaxed criminal justice system.

Social Costs

The American Psychiatric Association estimates that 30,740 Philadelphians are at risk for
pathological or problem gambling. The City has said that CBH funding will cover the
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costs associated with gambling addiction, but it is not clear that gambling addiction is a
cost that would be covered by CBH. If it is covered, there is a possibility that treatment
would be effective for most, but not all, recipients. Minnesota’s comprehensive study on
gambling treatment shows that recidivism occurs roughly 30 percent of the time and that
treatment merely decreases gambling activity, unable to eliminate it. According to
Grinols, treatment of pathological gamblers costs state agencies an average of $1,700 per
year, with problem gambler costs $670 per year.

Casino Effects on Local Businesses and Labor Market

Casinos directly benefit those they do business with; but they can also draw customers
from other businesses. Calvin Kent, Vice President of Business and Economic Research
Marshall University said in a recent interview, “It makes a lot more sense if you’re going
to do gambling to put it in a depressed area.” In Chester, Harrah’s Casino has spawned
modest business growth, as several proprietors filled a needed supply gap.

Casino construction and operation can, but does not necessarily, mean job creation and
growth. Of the 16 regressions run in an Illinois study, only three municipalities showed a
statistically significant increase in employment or decrease in unemployment. The same
regressions indicated that for every job created, local businesses lost one or more jobs.
Another study, conducted by the New York Times found that 27 out of 57 counties
analyzed experienced a net job loss.

Casino Commitments to Offset Costs

While the potential costs of casinos are substantial, the City has secured an agreement
with one of the operators — SugarHouse to help offset some of those costs. The casino’s
operators have agreed to pay for all infrastructure and security costs on the site. In
addition, they have agreed to pay $1 million annually to a Special Services District to
help cover costs for programs and improvements in the area surrounding the facility. The
Administration is attempting to negotiate a similar agreement with Foxwoods. It is
unlikely, however, that those agreements will be sufficient to offset all of the costs that
new casinos will create for the City.

GROWTH IN THE NUMBER OF INMATES IN THE CITY’S PRISON SYSTEM
The Administration’s previous plans have all proven to be overly optimistic in their
projections for the growth in the prisons census and costs. It is likely that this Plan will
continue that trend.

The Plan projects a 3.25 percent increase in the average daily inmate census to 9,138 in
FYO08, but the census grew by over five percent in FY07 and has not grown by less than
3.5 percent in any of the last three years. The projections for prisons contract costs also
vary from recent history. Contract costs are estimated to have grown over eight percent
in FY07, have grown by at least five percent in all but one year since FY02 and have
grown by nearly 50 percent over the last five years. The initial plan, however, predicted
contract costs would increase just two percent annually from FY09 through FY12. In
response to PICA’s concerns, the City raised its estimates to over four percent per year.
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