NATIONAL COUNCIL OF LEGISLATORS FROM GAMING STATES

COMMITTEE ON PARI-MUTUELS

NEW ORLEANS, LOUISIANA
FRIDAY JUNE 3, 2005

DRAFT MINUTES


The Committee on Pari-Mutuels of the National Council of Legislators from Gaming States (NCLGS) met at the Royal Sonesta Hotel in New Orleans, Louisiana, on June 3, 2005, at 4:26 pm. 
Representative Kevin Ryan from Connecticut, Chair of the Committee, presided.


Other members of the Committee present were:



Sen. Steven Geller, FL

Rep. John Evans, PA



Rep. Bill Oberle, DE



Rep. Chris Sainato, PA

Rep. Tim Solobay, PA



Rep. James Buskey, AL


Others present were:



Susan Nolan, Nolan Associates, NCLGS Executive Director

MINUTES


The Committee voted unanimously to accept, as submitted, the minutes of its January 14, 2005, meeting in Duck Key, Florida.

REGULATORY ISSUES REGARDING RACINO EXPANSION

Charlie Vickery, representing Charles Vickery Consulting, reported that ten states currently allowed racinos.  He said these facilities contained 37,281 operational video lottery terminals (VLTs); with another 52,000 more prepared to come online should demand for them exist.  He said conservative estimates project that existing machines would generate $3 billion in net revenues for the calendar year of 2005.

Average weighted revenue splits, Mr. Vickery said, projected racetracks to receive 49 percent of revenue, the government to receive 40 percent, and 11 percent going toward purses.  He said these figures varied greatly from state to state, however.  In Delaware, he said, 35 percent went to government, 54 percent to tracks and 11 percent to purses; whereas states like New York saw a breakdown of 71 percent to the state, 20 percent to tracks and 9 percent to purses. 

Mr. Vickery said that New York’s eight tracks with racinos possessed 5600 machines that averaged an intake of $141 each per day.  Recently passed legislation would bring racino operations online at Yonkers and the Aqueduct, he said, with 4,500 machines expected to open at Aqueduct and 7,500 machines at Yonkers.  He said these new facilities expected intakes of $300 per day.

Mr. Vickery said that seven Pennsylvania tracks would soon come online, pending a constitutional challenge.  These facilities were approved for up to 3,000 machines each, with the ability to increase to 5,000 should the demand exist, he explained. 
Three tracks in Delaware, Mr. Vickery said, supported 6500 VLTs averaging $251 each per day, while two tracks from Rhode Island supported 3,563 machines that brought in almost $300 per day.  He said four West Virginia tracks possessed 11,000 machines that averaged $229 per day.

Representative Ryan asked why New York had a below average per-machine daily intake.  Mr. Vickery said that many New York tracks had spent only a bare minimum of $15,000 per track to establish a racino, while states like West Virginia had made considerably greater financial commitments.  

ELECTRONIC SECURITY AND ROLE OF REGULATORS


Ken Kirchner, Senior Vice President of the National Thoroughbred Racing Association (NTRA), emphasized that the pari-mutuel system, which saw $15 billion wagered last year, would be viable only with the continued security of its electronic database.

Mr. Kirchner said that the Auto-Tel Pick 6 scandal at the Breeder’s Cup was an example of unacceptable system security.  He said an Auto-Tel employee altered a wager ticket after the race had already been run and used his access to a Catskill OTB to win a theoretical sum of $3.1 million, though he was eventually caught and prosecuted.  Mr. Kirchner said such fraud resulted in the formation of an NTRA Wagering Integrity Task Force and a Wagering Systems Task Force.  He said the Task Force also employed outside consultants in intellectual property, economics and anti-trust issues. 


Significant changes that occurred in pari-mutuel wagering over the past decade predicated the need for this security, Mr. Kirchner said.  He said the growth of simulcasting, which now accounts for 85 percent of all wagering, was one of these changes.  He said Native American betting sites and off-shore rebaters, known as secondary pari-mutuel organizations, also experienced explosive growth.  Six of the largest off-shore rebaters, he said, received wagers of a combined $800 million in 2002. He said that this increased to $1.2 billion in 2003 and $1.5 billion in 2004.


During the past decade, secondary pari-mutuel organizations began to use a practice known as computerized betting, Mr. Kirchner said.  This process used sophisticated algorithms to compute price sensitive bets, he said, which gave a significant advantage to program players and attributed to late odds changes. 

Mr. Kirchner said the NTRA task force strongly recommends industry transparency.  Secondary pari-mutuel organizations are not required to disclose ownership or wagering data to US tracks and horsemen’s organizations, he said, which makes it difficult to identify money launderers and other offenders.  He said that Native American and offshore betting sites must be held to the same standards as US track operators.

Mr. Kirchner stressed the need to analyze the sources and types of wagers being placed.  Tracks could then determine the effect of offshore sites on net income and purse structure, he said.  Each wager a racetrack takes in, he said, includes allocations for purses and upkeep costs that can account for up to eight percent of an incoming bet.  He said that off-shore rebaters incur none of these costs.  

Mr. Kirchner said system upgrades should include a built-in security database capable of tracking wagers that do not conform to pre-set parameters.  This technology would monitor all wagers in a pari-mutuel pool, he said, and provide an adequate level of regulatory and industry access. 


Representative Ryan said he felt rebate shops and internet gambling sites could become the death of the pari-mutuel industry if not handled correctly.  He also said foreign betting sites that rebated a percentage of losses did so without incurring the operating costs of a U.S. racetrack.  
NATIONAL ECONOMIC IMPACT STUDY


Mr. Kirchner reported on a new Economic Impact Study commissioned by the American Horse Council.  He said that since racing was heavily regulated and heavily taxed, the Council felt that it was imperative to have more recent figures on which to rely.  


He said the study updated a 1996 study.  He said the new study presented an optimistic picture of the industry, with horses creating a $112 billion annual economic impact, and horse racing composing $34 billion.  He said the new study showed horse racing as an employer of 472,000 people, with affiliations in all 50 states. He also said that with recent developments, such as racinos, it was critical for the industry to have a clear picture of its standing to present to state legislators. 

Mr. Kirchner said that copies of the study were available and that interested parties could contact Mr. Kirchner and the NTRA or the American Horse Council. 
RACING AND MEDICATION SUBCOMMITTEE 

Dr. Scot Waterman, Executive Director of the Racing Medication Testing Consortium, said it was important to establish uniform medication rules for the United States, uniform testing and improved back stretch security measures.

Dr. Waterman said the effort toward uniform medication rules began with a consensus document from a 2001 meeting in Arizona that prefaced the founding of the Racing Medication Testing Consortium.  After coming to a consensus on a set of model rules with various regulatory agencies, he said, the rules were distributed to various state legislatures to be adopted. 

The penalty section of the model rules underwent a complete revision, Dr. Waterman said, which included significant penalties for improper drug use on horses, and included both the owners and veterinarians in penalty schedules.  He said a list of approximately 47 therapeutic medications was used to design uniform thresholds and uniform withdrawal guidelines. 

Dr. Waterman said a backstretch security subcommittee developed a list of projects designed to improve security in the long and short term, including the creation of a security personnel training program and the creation of a “big event team” to allow extra personnel to patrol the back-stretch for larger venues such as the Kentucky Derby and Preakness. 

The consortium made uniform testing another goal, Dr. Waterman said, but could not address it without a uniform platform of rules in place.  He said the consortium would address issues of quality assurance and laboratory accreditation, but emphasized that solutions would be dependant on how much funding was available. 

Dr. Waterman also urged legislators to support the adoption of model medication rules by state racing committees, particularly in Iowa and Indiana where the legislatures had not done so.  He said an increase in funds earmarked for testing was a major hurdle that must be overcome. 

Representative Oberle asked if there were any jurisdictions currently entertaining the model rules that had either more comprehensive or more stringent rules already in place.  Dr. Waterman said that the Racing Medication Testing Consortium would not ask states with legislation comparable to the model rules to change existing language. 

Dr. Waterman also recommended states adopt a minimum threshold to determine what level of environmental contamination was considered nominal.  He said existing research had been inadequate thus far, and further research was necessary to establish the proper level for such a threshold. 

GREYHOUND HEALTH ISSUES


Jack Corey, representing the National Greyhound Association, addressed the kennel cough epidemic issue raised during the January 2005 NCLGS meeting.  He said that this spring another outbreak quarantined and virtually paralyzed the sport.

Mr. Corey reported that Dr. Brad Fenwick of Virginia Tech was hopeful that field studies on a vaccine would begin this summer and that a major pharmaceutical company would be announced by the next NCLGS meeting this winter.  He said an anticipated vaccine could be made available within twelve months. 


Regarding the state of greyhound racing, Mr. Corey said that Grey2K had run a losing referendum to ban greyhound racing in Massachusetts.  He said that radical groups such as Grey2K lacked the support of voters.

REBATE SHOPS


Curtis Linnell, representing the Thoroughbred Racing Protective Bureau (TRPB), described rebate shops as secondary pari-mutuel organizations that rebated a portion of their margin back to bettors.  He said that these organizations catered to mature bettors and professional betting groups.

Mr. Linnell said rebate shops were typically located in jurisdictions that did not legislate or require a portion of their margin to be distributed through purses.  As such, he said, these organizations had a structural advantage because their product was commoditized.  He said all wagers had the same payout price regardless of the company with which a customer bets.  He said that rebate shops only differed in the amount paid back to the customer. 

Rebate shops did not incur the taxes and regulatory fees a track incurred, Mr. Linnell said.  As such, he said, they moved the largest bettors outside of taxed areas for state programs.  He said they also made it difficult for competitors that had built-in purse contributions and source market fees to compete on a level playing field.

Additionally, Mr. Linnell said a concern has arisen that W-2s do not explicitly account for money from rebating.  A Declaration of Gambling Winnings and Losses form, he said, has no way of accounting for losses and winnings incurred through international rebate shops that themselves do not report such figures.  He said fairness was also an issue.  If one customer was competing for ninety cents on the dollar while another was playing for the full amount it was not fair that they were using the same ubiquitous pool, he said. 


Mr. Linnell said approaches toward rebate shops within the pari-mutuel industry varied greatly.  He said the Thoroughbred Racing Association and several thoroughbred tracks removed most rebating from their networks, but sites like ubet.com had recently completed purchases of notorious rebating association. He said one competitive response was loyalty and reward programs, primarily targeted at larger play customers. 

Mr. Linnell said regulators adopted a number of different strategies in regards to rebating.  He said some had allowed license holders to rebate, and some allowed license holders to sign contracts with companies that rebate, while others banned the practice all together. 
 BETTING EXCHANGES AND THEIR IMPACT ON THE INDUSTRY

Chris Scherf, representing the Thoroughbred Racing Associations (TRA), said the two types of wagering included pari-mutuel, where the tracks control everything; and bookmaking, where an independent agent assumes all risk. 


Betting exchanges, Mr. Scherf said, were much like stock exchanges, where bettors could go online to sites, located primarily within the United Kingdom and other parts of Europe, to bet against other bettors for or against a particular horse within a race.  He said a betting exchange was a low entry prospect, with no overhead to maintain a racetrack or payout purses.  Liquidity was the only barrier to entry, he said.  The betting exchange requires sufficient action on any particular horse to ensure there is always a buy and a sell option, he said.    

Mr. Scherf said simplicity and lower commissions offered by betting exchanges provided options to bettors that a racetrack could not.  Also, he said, the fixed odds offered had attracted a devoted following of bettors who grew frustrated that they made bets with favorable odds, only to see a horse drop to even money as the race began.


Mr. Scherf said the betting pool was the greatest asset pari-mutuels possessed as an industry.  Without these pools, he said, a betting organization became a bookmaker, and assumed the entirety of the risk.  To do so, he said, historically had been a risky and financially unwise decision.  He said betting exchanges had found a third option, however, and assumed no risk but merely took a commission as bettors made wagers against each other. 


Mr. Scherf said the international enforcement of U.S. racing laws was one strategy to prevent the negative impact of betting exchanges. An international racing federation had tried to address the problem, he said, though it had achieved no success.  Potential legislating of the internet was useless, he said, since it would only apply to American internet gaming sites and international betting exchanges would be virtually unaffected. 

Mr. Scherf said that absent removing betting exchanges from the United States, the prospect of adapting to them arises. Liquidity was key, he said, though an exchange must be determined that could capture most of the U.S. betting market. This, he said, would provide a complimentary wagering product with fixed odds, but a beneficial business model must first be created. 
ADJOURNMENT


There being no further business, the meeting adjourned at 5:45 pm.  
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