INSPECTOR GENERAL REPORT
2010-01-0025
September 2, 2011

HORSE RACING COMMISSION

Inspector General David O. Thomas and OIG Attorney Kristi Shute, after
an investigation by OIG Special Agent Michael Mischler and Indiana State Police
Detective Paul Baker, report as follows:

Summary

A review of the Indiana Horse Racing Commission
reveals no criminal or code of ethics violations,
but results in multiple findings and recommendations.

This report reviews the Indiana Horse Racing Commission (HRC). The
purpose of the HRC, established in 1989, is to develop the Indiana horse racing
community and regulate pari-mutuel wagering on Standardbred (trotters and
pacers), Thoroughbred, and Quarter-horse racing in Indiana. Horse racing
wagering occurs in two locations in Indiana, namely at Hoosier Park in Anderson,
Indiana, and Indiana Downs in Shelbyville, Indiana. Wagering also occurs at

certified off-site locations.



Pari-mutuel betting, “pari-mutuel” being a French term meaning mutual
betting, is a wagering system in which all bets of a particular type are placed
together in a pool. Taxes and a house "take" or "vig" are then removed, and
payoff odds are calculated by sharing the pool among all winning bets.

Pari-mutuel wagering is statutorily defined in Indiana as “a system of
wagering in which those persons who wager on horses that finish in specified
positions share the total amount wagered, minus deductions permitted by law.”
IC 4-31-2-12.

This report will first briefly discuss the history of pari-mutuel horse race
wagering in Indiana. Second, we will outline the jurisdiction of the Office of the
Inspector General (OIG) and address the scope of our investigation. Third, this

report will make several findings and recommendations.

|
Horse racing has a rich heritage in Indiana, starting in the 19" century.
The 1851 Indiana Constitution, however, prohibited gambling, which prevented
pari-mutuel betting on horse racing.?

In 1988, sixty-two percent (62%) of Hoosiers voted to remove this

! Those within the horse-racing industry understand the significance of the famous pacer Dan
Patch being born in Oxford, Indiana. On September 8, 1906, Dan Patch set the one-mile world
record at the Indiana State Fair Grounds with a winning time of one minute and fifty-five seconds,
earning the title the "World's Champion Harness Horse" and the “greatest harness horse in the
history of the two-wheel sulky.” This crown and one-mile world record has been equaled only
once but never broken. See authorities cited currently at: www.danpatch.com.

? Indiana Constitution, Article 15, Section 8 (1987).
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constitutional ban.’

In 1989, legislation was then passed which created the Indiana Horse
Racing Commission* to oversee pari-mutuel gambling in horse racing. The State
Lottery Commission was created that same year.> State-sponsored charitable
gaming followed in 1992.° and in 1993, legislation permitting the state’s
riverboats to operate was enacted.’

In 1994, the first pari-mutuel horse track opened at Anderson, Indiana.®

Later in 2007, legislation was passed which permitted the operation of

electronic (Racino) gaming at the state’s two pari-mutuel horseracing tracks.’

]

The OIG, created in 2005, is charged to investigate and “recommend
policies and carry out other activities designed to deter, detect, and eradicate
fraud, waste, abuse, mismanagement, and misconduct in state government.” IC 4-
2-7-3.

Several entities requested a review of the HRC, including a member of the

® See: Indiana Racing and Breeding Industry Survey Report (Economic Impact Study 2010), page
1, currently cited on the HRC website: http://www.in.gov/hrc/2469.htm.

* See: IC 4-31 (1989)(horse racing).

> See: IC 4-30 (1989)(lottery).

® See: IC 4-32.2 (1992)(charitable gaming).
" See: IC 4-33 (1993)(riverboat gaming).

8 See: Economic Impacts of Indiana’s Pari-Mutuel Horse Industry on Indiana, at page 2, Purdue
University Department of Agricultural Economics (2001).

% See: IC 4-35 (2007).



Indiana Legislature, the Office of the Governor, and various persons within the
horse racing community. Over 100 witnesses were interviewed. Legal research
and the review of articles involving the Indiana and nation-wide horse racing
communities were also made. A review of the HRC enabling statute (IC 4-31 and
35) and promulgated rules (71 IAC) was also made. Economic studies performed
by Purdue University were also examined. The Executive Director and Chair of
the HRC were interviewed, and provided the opportunity to file a response to this

report, which is attached as Exhibit A.

Il
Based upon this information, the OIG makes the following findings and

recommendations.

A
Our investigation revealed no criminal or Code of Ethics (42 IAC 1-5)

violations.

B
Many complaints were made to the OIG during the course of our
investigation, some of which were unmeritorious, but the majority of which
centered on the HRC adjudication process. Adjudication is the process of the
HRC issuing and processing complaints against those in the horse racing

community, such as rule violations resulting in monetary fines, suspensions or
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other disciplinary actions.

We make the following recommendations regarding HRC adjudication. It
is our belief that these recommendations may address the majority of the
complaints, meritorious or unmeritorious, we examined and may prevent future
complaints with an improved adjudication process.

These recommendations are limited to complaints initiated by the HRC,
such as when HRC employees issue a fine, suspension, or disciplinary action.
See: 71 IAC 10. The OIG recognizes that in order to maintain an orderly
caseload, the HRC must retain its ability to screen from full adjudication the
complaints it receives from non-HRC complainants such as members of the horse
racing community and the general public. However, these non-HRC member
complainants retain a legal remedy to pursue their complaints against the HRC, as
with any state agency, through the judicial review process of the Administrative
Orders and Procedure Act (AOPA). IC 4-21.5.

It is further recognized that HRC staff must retain their ability to issue
fines and suspensions in a post-deprivation hearing manner (a complainant’s
hearing to contest the violation is after the violation is first issued). For example,
in order to preserve the integrity of racing, HRC judges must have the authority to
immediately suspend jockeys, drivers and trainers who commit serious violations.
Likewise, monetary fines should only be payable by the wrongdoer at the
conclusion of the HRC adjudication process, as is done in traffic and criminal
dockets throughout Indiana and the many states. See e.g. IC 35-50-1-1 (fine and

penalty fixed and payable only after the conviction, not the arrest or issuance of a
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ticket or summons).

1

We recommend the HRC in its statutory discretion (or the Indiana General
Assembly through legislation) eliminate the initial and duplicative Disciplinary
Hearing procedure. Instead, HRC complaints should be directly adjudicated
before the HRC Commission.'® Alternatively, if the duplicative Disciplinary
Hearing procedure is retained, several procedural safeguards should be instituted
to improve its fairness in both appearance and substance.

Currently, the HRC is authorized, in its discretion, to adjudicate

complaints in the field through a Disciplinary Hearing.** IC 4-31-13-2; 71 IAC

19 \We recognize that an adjudication by an Administrative Law Judge appointed by a Commission
is a common alternative in many Indiana administrative adjudications. Although we believe, as
addressed below, a bi-partisan Commission adds a benefit to any adjudication, we believe that
most of these recommendations can be accomplished by the HRC in retaining its current use of an
ALJ functioning on behalf of the HRC Commission. Accordingly, we refer herein to the HRC
Commission in the adjudicatory process with the recognition that an ALJ may perform that
function.

1 |C 4-31-13-2, Disciplinary hearings; suspension of license; limitation of actions; appeal
Sec. 2. (a) The commission may adopt rules under IC 4-22-2 to delegate to the stewards and
judges of racing meetings under the jurisdiction of the commission the power to conduct
disciplinary hearings on behalf of the commission. The stewards and judges shall give at least
twelve (12) hours notice of any such hearing. The stewards and judges, on behalf of the
commission, may impose one (1) or more of the following sanctions against a licensee who
violates this article or the rules or orders of the commission:
(1) A civil penalty not to exceed one thousand dollars ($1,000).
(2) A temporary order or other immediate action in the nature of a summary suspension if a
licensee's actions constitute an immediate danger to the public health, safety, or welfare.
(3) Suspension of a license held by the licensee for not more than sixty (60) days. The
suspension of a license under this subdivision is:
(A) valid even though the suspension extends beyond the period of the racing meeting for
which the stewards and judges have been appointed; and
(B) effective at all other racing meetings under the jurisdiction of the commission.
(4) A rule that a person must stay off the premises of one (1) or more permit holders if
necessary in the public interest to maintain proper control over recognized meetings.
(5) Referral of the matter to the commission for its consideration.
6



10-2-2.

We view this current procedural system (the adjudication) as the root of
many, if not most, of the complaints we reviewed. We speculate that the Indiana
Legislature may have intended to provide an immediate, responsive adjudication
in the field for the benefit of the horse racing community with this Disciplinary
Hearing authorization. Our investigation, however, revealed that this current
system provides many challenges which may, in fact, be detrimental to the horse
racing community as the adjudication is currently being applied by the HRC.

First, the HRC staff in the field adjudicating the citations are the same
persons (or their co-workers) who have issued the violations, thereby challenging
the appearance of impartiality.*?

Second, this current procedure loses the independence the HRC

Commission could add by being the adjudicating body. Not only would the HRC

However, at least two (2) of the stewards or judges at a racing meeting must concur in a
suspension or civil penalty.

(b) The suspension of a license or the imposition of a civil penalty under this section must occur
within sixty (60) days after the date of the violation.

(c) A suspension or civil penalty under this section may be appealed to the commission. The
commission shall adopt rules establishing procedures for appeals and stays of appeals.

12 There are examples where Indiana government permits its officials to sit in judgment of (and
perhaps correct) their previous actions. E.g. Indiana Trial Rule 59 (Motion to Correct Error).
However, even though procedural rules are often relaxed in administrative hearings, e.g. IC 4-
21.5-3-25 (“The administrative law judge shall regulate the course of the proceedings . . . in an
informal manner without recourse to the technical, common law rules of evidence applicable to
civil actions in the courts”), a “fair trial in a fair tribunal is a basic requirement of due process.
This applies to administrative agencies which adjudicate as well as to courts. Not only is a biased
decisionmaker constitutionally unacceptable but our system of law has always endeavored to
prevent even the probability of unfairness (citations omitted)(emphasis supplied).” Withrow v.
Larkin, 421 US 35, 46-47, 95 S.Ct. 1456, 1464, 43 L.Ed.2d 712, 723.




Commission add the benefit of a new group of persons reviewing the citations by
the HRC employees, it would reflect the independence of the Commission’s bi-
partisan constitution. 1C 4-31-3-1.

Third, the current HRC adjudication authorizes the duplication of time,
energy and resources of both the aggrieved horseman and the HRC through a de
novo (start all over again) review of the citation by the HRC Commission. 71
IAC 10-3-1. There even remains an additional adjudicative step which may occur
if a suspension is issued. 71 IAC 10-2-3(b).

Despite not having a log of adjudications regarding the volume of current
HRC adjudications (as addressed, post), it does not appear that the historic
number of complaints challenged through adjudication would be unmanageable
by the HRC as a volunteer commission. An example of a similar functioning
protocol is the State Ethics Commission, where complaints are filed by the
Inspector General, agreed settlements are most often reached, and the volunteer
State Ethics Commission adjudicates those that aren’t resolved, in addition to its
other commission duties. 1C 4-2-6-4.

In concluding this point, we recognize the valid concern raised on behalf
of the Indiana horseracing community by the HRC staff in our exit process,
pointing out that adjudications by the HRC Commission may impose travel time
to the horse racing community in traveling to Indianapolis for Commission
adjudications. If the HRC retains its current process of adjudicating by an
administrative law judge (ALJ) as appointed by the HRC Commission, this

concern might be resolved by requiring the HRC ALJ to travel to the racetracks or
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areas more convenient to the alleged violator. In any event, we respectfully
contend that the above points in pursuit of a fair adjudication process outweigh
this valid travel concern, noting that actual adjudications are infrequent when

compared to the number of citations issued and paid without further adjudication.

2

Whether or not the Disciplinary Hearing adjudication is retained, we make
the following recommendations.

We recommend that the advance $500 fee to adjudicate before the HRC
Commission be eliminated. 71 IAC 10-2-9. We likewise recommend the
elimination of the requirement of the payment of the “costs” by the unsuccessful
complainant adjudicating before the HRC Commission. Id. The unsuccessful
complainant currently incurs what could be substantial expense, defined as
follows: “The costs of appeal shall consist of the cost of the court reporter, the
cost of the transcript required for the appeal, and the cost of the administrative
law judge.” Id.

With revenues in the horse racing process being substantial, we
respectfully submit these adjudication costs should be incurred by the HRC, and
that the current promulgation requiring these fees could be considered by some
(and as alleged to the OIG by several complainants) as discouraging aggrieved
members of the horse racing community from adjudicating before the HRC
Commission, especially when these fees include the salary of the complainant’s

judge.



These fees would likewise be unnecessary with a single adjudication to the

HRC Commission as addressed above.

3

We also recommend the elimination or modification of the “preliminary
report” procedure granted by promulgation to the HRC Executive Director. 71
IAC 10-3-20(b).™* We found this to be the most frequent complaint in our
investigation, with allegations that the increases in fines were arbitrary.

Specifically, after the Disciplinary Hearing is concluded, a violation has
been proven, and a fine has been issued, the HRC Executive Director currently
has the additional and subsequent authority to adjust the penalty. Id.

In our exit process, HRC staff pointed out that IC 4-31-13-2 limits fines
imposed by stewards and judges to $1,000, and that this preliminary report
process was instituted to elevate the more serious offenses to fines greater than
$1,000 under the statutory authority of IC 4-31-12-16 which permits the
Commission (or the Commission’s designee) to impose fines up to $5,000.

Although the language of 71 IAC 10-3-20 does not limit this preliminary

3 (b) The commission delegates to the executive director the authority to prepare and issue
preliminary reports pursuant to the Act. If, after examination of a possible violation and the facts
relating to that possible violation, the executive director determines that a violation has occurred,
the executive director shall issue a preliminary report that states the facts on which the conclusion
is based, the fact that an administrative penalty is to be imposed, the amount to be assessed, and
any other proposed sanction, including suspension, or revocation. Furthermore, when the judges
have issued a ruling that a violation has occurred, the executive director may issue a preliminary
report identifying the underlying ruling that serves as the basis for the preliminary report, the fact
that an administrative penalty is to be imposed, the additional amount to be assessed, and any
other proposed sanction including additional suspension or revocation. The amount of the penalty
may not exceed five thousand dollars ($5,000) for each violation. Each day or occurrence that a
violation continues may be considered a separate violation. In determining the administrative
penalty, the executive director shall consider the seriousness of the violation (emphasis supplied).
10




report enhancement to those limited circumstances, the HRC staff also contends
that this is necessary to ensure uniformity in fines between the various classes of
horsemen.

We find this adjustment authority continues to promote complaints of
arbitrary action and recommend the HRC modify this adjudication process to

remove the apparent arbitrariness of the enhanced penalty process.

4
We also recommend the HRC staff compile and regularly update a log of
all complaints and their dispositions, and that this information be regularly shared

with the HRC Commission.

C

We respectfully recommend to the Indiana Legislature that the selection
and reporting of the HRC Executive Director be similar to that at the Indiana
Gaming Commission and Indiana Lottery Commission.

The Executive Directors of the Gaming and Lottery Commissions are
appointed by, and serve at the pleasure of, the Governor. 1C 4-33-3-18 and IC 4-
30-5-1. In contrast, the HRC Executive Director is appointed by, and serves at
the pleasure of, the HRC Commission. IC 4-31-3-10.

To maintain similar accountability, and due to the oversight of over $140

million in annually wagered funds,'* we respectfully recommend the HRC
y wag

“ HRC Annual Report, page 7, currently online at: www.in.gov/hrc/files/09_Annual_Report.pdf.
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Executive Director be directly accountable to an elected official.

D
We also were asked to investigate numerous allegations of inappropriate

wagering.

1

Many complaints were made that jockeys and horse owners were illegally
wagering on their own races.

However, a review of Indiana law, I1C 4-31, and many other state
jurisdictions throughout the nation, revealed that such conduct is not prohibited.
See Exhibit B, attached.

The Indiana Legislature has delegated wagering restrictions to the HRC.
IC 4-31-3-9.

We have received and considered various arguments as to why the lack of
this prohibition to jockeys and owners is allegedly acceptable. If the Indiana
Legislature wishes to curtail this activity, especially in light of the fact that over
$50 million currently is annually being paid in purse awards to these same

persons,® we respectfully recommend a statutory prohibition within I1C 4-31-3-9.

2

Complaints were also made with regard to HRC employee wagering.

152009 HRC Annual Report, at page 11.

12



The HRC has promulgated restrictions to prohibit its employees from
wagering at the track where they are employed. 71 IAC 2-5-1(c) and (d).
Accordingly, HRC employees may bet on races at a track where they are not
employed and at off-site locations. “Racing officials” are restricted only “while
serving in an official capacity at a race meeting.” 71 IAC 3-1-3.

In contrast, the Indiana Gaming Commission prohibits its employees from
any gaming, and extends this restriction to the employees’ spouses and agents. 68
IAC 9-4-2; IC 4-33-4-1 through 3.

Likewise, the Indiana Lottery Commission restricts lottery ticket
purchases from its employees and those living within their households, contract
vendors and persons within their households, and retailers and persons within
their households. 1C 4-30-12-2 through 4.

Due to the volume of complaints we received alleging inappropriate
wagering, we likewise recommend that the HRC restrict its employees’ wagering

to at least those prohibitions imposed by the Indiana Gaming Commission.

E
We were also asked to review the payment of legal expenses by the HRC.
Unlike most state agencies, the HRC contracts the entirety of its legal services
through private law firms.
We found the private legal contracts to have been properly approved by
the Attorney General (IC 4-13-2-14.1 and IC 4-6-5-3), and the invoices for

payment to be properly itemized. 1C 5-11-10-1.
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However, these private legal expenses exceed an annual amount of
$300,000.

We recommend the HRC evaluate and consider employing, similar to the
Indiana Gaming Commission, the Indiana Lottery Commission, and most state
agencies, internal general counsels, and to reserve the hiring of private counsel for
areas of specialty. In addition to monetary savings, internal general counsels
provide the benefit of full-time employees more familiar with the many aspects of

Executive Branch government.

=

Assuming that a continued subsidy to the horse racing community is
deemed proper by the Indiana Legislature, we respectfully recommend that the
Legislature consider evaluating the amount of the subsidy and consider a
monetary cap at pre-Racino figures.

This subsidy is ultimately received by the Indiana horse community
(rather than the HRC) through the Breed Development Funds. IC 4-31-11. The
HRC reports that this subsidy (for example: $28 million in 2009) is distributed to
the Indiana horse community through purse supplements and awards to individual
horsemen.®

The subsidy to the Indiana horse community has historically occurred in

two ways. First, beginning in 1993, through a three-dollar ($3) admission tax on

162009 HRC Annual Report, at page 10.
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riverboat gaming,*’ and then in 2007, through legislation which authorizes a
portion of the proceeds from Racino machines.*®

A historic breakdown of these subsidies to the Indiana horse racing
community are outlined on Exhibit C, attached, with the following five-year

highlights:

60,000,000

50,000,000

40,000,000

30,000,000 ORiverboat tax

20,000,000 @ Racino machines

10,000,000

0
1995 2000 2005 2010

Since its inception in 1993, the Indiana horse racing community has
received, in total, over four hundred twenty-seven million dollars ($427,000,000).
See Exhibit C, supra.

Perhaps what commenced as a subsidy to jump-start an industry is in need
of re-evaluation.

In addition to a discussion of this issue in the past legislative session,

Y See: Economic Impacts of Indiana’s Pari-Mutuel Horse Industry on Indiana, at page 5, Purdue
University Department of Agricultural Economics (2001).

8 HRC Annual Report, at page 10.
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others have questioned this continuing subsidy.™

G
The OIG, as in many investigations, has received in this review valuable
and extensive support from the Indiana State Board of Accounts (SBOA). We
have also reviewed, endorse and recommend the review comments issued by the
SBOA, a copy of which is attached hereto as Exhibit D.
The OIG stands ready to provide more research or information upon
request of the Indiana Legislature or Office of the Governor.

Dated this 2" day of September.

Respectfully submitted,

/sl David O. Thomas, Inspector General

9 The Indiana Office of Management and Budget in its 2006 PROBE Report stated: “Between
1995 and 2005, nearly $223 million of riverboat revenue has been allocated to the horse racing
industry. In 2005, $10.8 million went directly to the two race tracks, another $10.8 million was
allotted to purses, and $5.4 million went to breed development funds (much of which is also used
to supplement purses at the tracks). It is unclear if these subsidies are intended to exist in
perpetuity, or if the horse racing industry is expected to become self-sufficient sometime in the
future. Equally unclear is the economic return on the taxpayer dollars spent on these subsidies.”
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Indiana Horse Racing Commission Response

To Inspector General Report

The Indiana Horse Racing Commission (the “Commission”™) is appreciative of the joint
efforts of the Inspector General and the Indiana State Police relative to the exhaustive,
recently completed 16 month investigation that was prompted by “persistent rumors of
illegal activity.”! It comes as no surprise to the Commission that it has been fully
exonerated. The report points to no wrongdoing of any kind by the Commission as a
whole, any individual Commission member or by any member of the Commission staff.

Likewise, the Commuission 1s not surprised by the calculated attacks that led to the
circulation of mumors of “illegal activity.” This is not the first time that fabricated
charges have been levied against the Commission, its staff or other industry participants.
Since my tenure as Chair began in 2005, I have sadly learned that spreading
misinformation is an all-too-common way for a small number of industry participants to
pursue their personal and/or political agendas.

I believe most all of the complainers disagree with the Commission’s strong, proactive,
integrity-based approach to regulation. Some others may disagree with us on regulatory
policy decisions. The complainers are far outnumbered by the over 5,000 horsemen
licensed each year by the Commission who display respect for and play within the rules
that the Commission has established. These people quietly support the industry and horse
racing regulation because they benefit by being able to compete on a ievel playing field.

As an example of our strong regulatory approach, I will offer the example of
standardbred trainer, Noel Daley. Mr. Daley was refised a license to participate in
Indiana racing in 2006. Mr. Daley was refused due to his history of positive tests and his
possession of numerous controlled and dangerous substances, medications and drug
paraphernalia that were discovered during a prior search at his stables in New Jersey. Mr.
Daley served his agreed penalty in New Jersey and was subsequently licensed in that
state, Kentucky, lilinois and Chio. When Indiana refused to license him in 2006, he
claimed that Indiana had violated his constitutional rights in doing so. The essence of his
.argument was that Indiana was required to license him because he had been cleared to
race in other states since his New Jersey violation had occurred. The Honorable John
Tinder, now serving on the U.S. Court of Appeals for the Seventh Circuit, disagreed and
held that the Commission had acted appropriately in exercising its administrative
discretion when 1t refused to license Mr. Daley.

Mr. Daley has not sought licensure in Indiana since 2006, but he has been licensed and
raced in Pennsylvania, New Jersey, Delaware and New York. Since his refusal in 2006,

! Rumors, no evidence of illegal horse racing activity; The Herald Bulletin, May 29, 2010
Senator calls for horse racing inquity; WISH TV I-Team 8; WISHTV.com, May 27, 2010
Much ado; The Shelbyville News, June 3, 2010
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Mr. Daley has been repeatedly fined and suspended for positive tests in race horses
including three separate Class 3 positives.

Mr. Daley is just one of many examples over the years of the Commission’s commitment
to protect the integrity of Indiana horse racing.

As an ESPN commentator wrote March 21, 2007,
“The norm isn’t good enough anymore. With Indiana having provided a
blueprint, other commissions are running out of excuses for their propensity to sit
back and do nothing. If Indiana can put some serious teeth into its suspensions,
clamp down on wayward vets, test for milkshakes before races, etc., any state can.
Indiana is leading, It’s time for others to follow.

This was not the only time the Commission has been cited in the national press for its
strong pro-integrity approach.’

Critics may prefer the status quo “don’t rock the boat” philosophy. I feel, héwever, that
the vast majortty of horsemen would suffer significant consequences if the Commission
fails to — or is prohibited from — effectively discharging its regulatory responsibilities.

I would like to comment on our adjudication process since much of the report refers to
this issue. It is consistent with long-established best industry practices. Most of the
disciplinary action is administered by the standardbred judges or thoroughbred stewards
as it involves infractions that take place on our race tracks. Indiana is extremely fortunate
to have thoughtful and widely respected individuals placed in those positions of
authority. Because of their limited statutory authority (maximum 60 day suspension and
$1,000 fine), the judges and stewards are not able to fully and appropriately assess
sanctions commensurate with the most significant violations.

Pursuant to its statutory authority, the Commission has delegated to its Executive
Director the authority to recommend more serious sanctions than the judges or stewards
are able to impose. Due process violation claims are typically a part of a judicial
challenge to the exercise of the Commission’s discretion in disciplinary and licensing
matters. Not once during its 18 year history of pari-mutuel racing has a reviewing court
rendered a final decision against the Commission. Nor has a court found that the

? Indiana leads, other states should follow; ESPN.com, March 21, 2007

* Indiana and Infegrity, USTA Hoof Beats, June 2008
Indiana a step ahead of the pack, Daily Racing Form, January 27, 2006
Hoosier Daddy, The Blood-Horse Magazine, March 24, 2007
Closing a Loophole, USTA Hoof Beats, May, 2007
One racing official with a backbone, Daily Racing Form, August 2007
Gorajec’s Got Guis, USTA Hoof Beats, October 2007 ‘
Indiana Commission Marches To Own Beat, The Horseman And Fair World, April 18, 2007
Indiana’s Top Driver Gets Two Years For Whipping; Daley Loses In U.S. Court, Harness Tracks of
America, August 6, 2007




Commuisston has acted outside of its legislative authority or in an arbitrary and capricious
mannet. To the contrary, in a recent decision, the Indiana Court of Appeals held that the
imposition of significant sanctions by the Commission following the issuance of a
preliminary report was both substantively and procedurally appropriate. See, Mark
P’Pool v. Indiana Horse Racing Commission, (Ind. App.) 916 N.E 2d 668, 675-676.

Our past record in court notwithstanding, I am a firm believer that we should always
strive to improve the regulatory framework in which our industry operates. Based upon
the comments of the Inspector General, I am comfortable recommending to my
colleagues on the Commission some changes related to the adjudication process.

First, the Commission would consider and potentially ratify all fulty adjudicated
disciplinary matters at a public meeting. This would include:

1) All rulings issued by the Judges and Stewards;

2) All settlement agreements and recommended orders from Administrative Law
Judges, and;

3) The Commission would continue to hear and decide afl contested disciplinary
matters.

Second, in order to move closer to the single adjudication process the Inspector General
prefers — particularly for serious infractions — the Judges and Stewards would refer to the
Indiana Horse Racing Commission (without conducting a hearing on the merits) cases in
which the proposed penalty would likely be in excess of their statutory jurisdiction (60
day suspension and a $1,000 fine ). However, the Judges and Stewards would continue
to issue summary suspensions and conduct a hearing on the summary suspension, if
requested.

Other changes I can endorse would be to eliminate the $500 deposit for appeals and the
payment of related expenses. I’d also like to change the name of our “preliminary
reports” to “complaints” in order to conform fo the common usage of that term.

The Inspector General Report has included a number of other suggestions that have been
generated as a result of this investigation. I will not comment on the invitation for the
Legislature to revisit (and potentially reduce) the amount of the monies horsemen receive
from the slot subsidy. We have never inserted ourselves in this particular public policy
issue in the past, and will not do so now.

Thank you for giving me this opportunity, on behalf of the Indiana Horse Racing
Commission, to submit a response to your thoughtful Report.

Over the course of the next several months, the Commission will give serious thought to
those suggestions for which we have jurisdiction. There will be careful consideration of
the public interest, the interests of various racing industry constituents, relevant legal
authority, public comment and industry best-practices.

Sarah McNaught, Chairman

Indiana Horse Racing Commission
November 3, 2011
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Rumors; no eﬁdff:nc:e of illegal horse racing activity
Sen. Kenley calls for investigation, audit to presetve teputation

By Juitin Schuoider
The Heeald Bulletin

~— ANDERSON — A suate senator has called foran investigation into Iﬂdmﬁa horse tacing despite a lick of
evidence of funiored “,dicgal actvity.”

State Sen: Luke Kenley, R-Noblesville, sent 2 letter to Chaitwoman Sarah McN&ught and the rest of the Indidnia
Hotse Racing Commission; or IHRC, on Apnl 9, ; CXpressing: “his coricern over* “petsistent rumors of. ﬂlegal activity”
and later suggjested thiat there has-also been a “ﬁx involved insome mcmg ?

Kenléy said the letter ‘was botne out of April 6 talks with comiiiission membirs afid a biceders group. When
inquities with thie Indiaaa State Police proved “unsatisfactoty,” he took thc mattet up'with ]. Sebastian Smelko and
Fatl Goode in the office of Gov. Mitch Daniels.

----- probiem was:that there wasn’t vety much evidence to support xtf’ Kcnlcy said of the rumors. “T was told that
a.certain state policeman had information, but his comments weren’t vety. pgrsuamvc This is a state-subsidized
industiy, and I.think we need 4 cléan bill of health.”

Inhis: letter Kenley suggested. that the State Board of Accounts:conduct. an audlt ont money -generated by casifios
and channeled thtough face tracks arid the IHRC to-ensure that racing pussesare finded propetly. Jeff Snith,
ptesidentof tacitig at Hoosicr Park Racirig & Casine jsAndetson, said breedet funding and purse structureare

constantly under-discussion in the industry.

rograms, and there is.constant

“The introduction of gammg at race. tracks has meded 3 b(mt to-our racing
“ : lace in-offering input and

dislogue within. _
suggestions;” Smith s aid “1 hat sort of exchang G35 1

TLaw enforcement officials deny that any invesfigation is underway:

jinforation Thave is that thee is o onigoing fivestigation,” Indiany State Police Spt. Dave Bursten told

ac g~a¢tmt




Rumors, 00 evidence of llegal horse racing activity » The Herald Bulletin- “Page 2 of2

Kenley said his letter was no'tfimen&ed‘;as -a'rifiﬂsihuatio:n- thiat the commls rission has failed,

] felt like the best way to exonetate them is through an-outside. agency,” Kenley said, “On the one case, the State .
fiPolice, and on'the other the State Board of Accounts:”

Contaet Justin Schreider: 640-4809, justisi:schneider@heraldbulletiticorn
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Updated Thursday, 27 May 2010,.10.03 PM EDT
Published : Thursday, 27:May 20106 ?6 PM EDT

» By: Rick I'D..awsnn:

-INDIANAPOLiS (WISH) - -Team 8 has discovered a'state senators
call for a state investigation info Indiana's Horse Racing Industry. -

That reguest comes after what the senator calls: persastent mors: of .
illegal activities:

i-Team 8 obtaingd a copy of & letter Senator Luke Kenley wrote to the' Sarah McNaught, the thairman of the Indiana.
Horse Racing Commission. The HRC is the government body: that oversees the state's 1a __mdustry and alithe: money

wagered on it.

Péﬁdé to. iﬂvestlgaté "pers:stent rumors of ilegal activities.”

Here's how thie paragraph reads:

'Supermtendent of thes' te Poli

‘But whether a state police tnvestsgaﬁon on:horse racing has/left the starting gate oralready. cmssed the finish fine s
-unknown,

Tidiana State Féa!i@éspakesgém fi;fs:tj;.s.gt_;__aayé—i&@afszejm wotid only provide a single i word statemsht

'wé’d ‘been hearing

hitp:/fi
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velopmentin

: .fciure. by encouragm ] _bzgger payo&ts and 1 more. reed de

the. state
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Sports

Much ado Print Page

GM Schusfer

By Paut Gable
Staff writer
Published: Thursday; Junie'3; 2010 743 AM USleasters

As Eong &g there has i Yeen. harse rac:ng, there have

dasp:te a iack of ewdence of ru:ﬁoreé *‘:Iiega activity.”

“There have been no legitimate claims that L am-aware-
of. It's real simple, if you. kiow Serviething, stepy
forward and say'it. If a person knows: of a violation:and

dées not: report it, they areinoviolation as well;” imﬁana Downs ger{era! manag,
Schuster-gaid, alfegat;cns are without marif.-

Horse trainer Randy Klopp said rumors are ‘commonplace around the: track.

“Vd imaging it's fike working in a factory. You can tell.one:person a'story and by thedi )
{ine; the. story has-changed 10 times;” Klopp said of rumors.




Print Version > Much ado

With that said, the racmg mdustry eteran admzts he has:not. and ert net shy: away’ fmm &n ; investige

“We have mvest#gated aﬂegatlons-b' f :'e;._I have personally gon"'ba*k nid fooked at th -~f ta orh races
wihere peaple have gliestions: and t allegations have been wathout m ”:Schuster saidy

| Kopyright @ 2011 - The Shelbyville Hews:

1] Glose Window:
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ESPN.com - Indiana :iéaﬁﬁ? othcrstatesshuuid{uﬁow

[Pt -'E,Sa;l.@&com. Horseﬁacmg [Print i

Wedngsday, Marchzz,‘ZQO? ) L i o
Indiana leads, ='thse:;r;is!:itfa%;e_fs;-;:sfhmiid follow

By. BBt leey
Speclal o ESPN.com.

While it may: be true that the entire racing industry: rs;trymg o r.i al wit :mtf:gnty and dmg fssues; some
are trymg harder ﬂmn_others Onee: mn ‘the Indian ,

: t rémpioymg the: iatﬁSt mséaéle-ﬁsérklng trainer whcse herses samehaw mvstemmsly
improve a dozen lengths once coming under their care.

it when atrainer is ms;}enaed.
: he szabie ummmg ng,,,ht

That: W.EH p“ev'erzt thie sort of situation thit cocurs i every othér
e the horses dver to an assistant and run the show by &
alm:g almostasif nethmg has happened s a ridiculous siiuation that ha:
weak and hardly any deterrentat all,




ESPN:com  Indiana loads, other states shontd fenow SRR | Pageldaf2
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by.Dean A, Hoffiman
 things Vs %
veryone mvelvedmfrom '
Qe: workers te the, secm
z ‘hat's ‘bappened o
i Indiana harviess tacing :
i in'the last. 14 years is He sent horses ‘torace in Indaana and apphcd
i simply-amazing, e thgy were to. race:- Based on his
¢ Until Hoosier Park: ‘operied in -
i 1994, racing -had been limited to.
f oty fairs and: the Indiana: State.
% Fair with its. Grand Circuit tradi-
- tons, A 1ot of-good horses and
orseren came ont of Fidiana over. et I urt,
' the years; bt they came out of the Lo “Our refsal of 'his Ticense
- state because there 'was little reason to stay: L B . was the right rhmg 20 do
- Now Hoosi -,hamess racing has moved into-the slots The 0!’&!}' : I “for Indidna racing” said
: era, and 1 don’t think anyone yer fully appreciates how | §hij akiial b M;:Naugﬁt “”We bave alwiys
¢ purses will explode. ' 'had {mr own. astandards for @
- OneHoosierwho felfinlove with racing long before the F

 riches arrived is SasabyMicNaught; chaitman of the Indiana
' Hersc Racmg ‘ommission: Hcr farher, Bﬂl Welch was. the

fx ' seryears inchude sitting in theenor-
“withany mothe.r hmther aad grand— '




.Smm,sw moh §1 XA HOL 25O, wm&r

i wuﬁ o wﬁaﬁﬁa R0, mﬂ%w&

-tatedng mwagv& o ﬁogﬂﬁﬁ - ouD
700, ‘paraMsUe 8 Sa1tS: B30 'S0
SU0dsax 9T PanfE mﬁ_mﬁtﬁg,.ﬁ

Emwm mnmw:ﬁﬁmgxmﬁ.

WHOFONIDV AIVG 9002 iz Kieniiey ‘Fepisy

m&uw& hmu FORL mﬁéﬁd u wbm%n
f30q ‘SUMOQ BUBIPUL pUE Hivg
ZGJS0OH NP GAL] %&_ unx
QU :Emzﬂom HOP DI 00 HAT,
fe' -t ﬁoﬁgg mﬁ%ﬁ.m

v gito [0 KIjmoes SIapIstod oy "YoeTE0RL o)
gl 10 SuoTiniedo GUDNOT. PUE. "SI0 OnL.

ol ‘sesmd 1o} ATua Jued Lplsqns v
x| A ﬁoﬁmﬁaﬁe@ 3015488 MP]
Suog. BUBIPUT ashgds AD[SqDs 1

W. 0 Ued’ oY S193 BU PrEN DaleIs)

“£B8'EH01L25 03 DeUNOTg, %5%&
JSH AURIIHSISTL 101818 SR 0
spnantied Aprsqns TEOQXBALL BT, KA
-STpUT BUITRI 8818 8Ly oF HoRned
T10d Lhsal] soulses Suriesiy sy Joe
“JJo djaty oy pasii 84y soxu) SUOTSSIUpE
?&nmﬂﬁ sragm urerserd mﬂwﬂnz
3, eUeTpu} TUOIY SSIPIENS: Ifeuy

03 9 i ok} Jusand § SUrpnpep Ag Anaes

18 %5, . ‘passazpuy pite Suiise) Jog Aed syoel
9T 8L Yy mﬁ?ﬁ sosndoad vaferon
aUl S

QAL uBE UJ S0} Jou, “spadguanolay,

AL _ﬂ iz sobloy: Sseuxey iog. uo
5t Sy suR ooy send waword sirerpey
| 8w} ‘pueasy ouy ol Aejpe sepreued

B puy Apmis spasu. SIoTIp’

BuEate0d Eoﬁ ‘RIS PUE. SINTET

SA3ED dtos iy puw; .ﬁﬁﬂm mﬁ_ﬂuma

oM m@»«wnﬁm hﬁmaﬁa iy
i, wﬁxmﬁﬁﬁﬁ uo :oﬂuﬁm?

PIpUSIEE oXE OlM SURIRE I oA

JUiSerAles Yovalgo mmﬁﬂﬁd wmony

pesqrord. g pii
I mmmﬁmb ead

Hisoibeut Aftep Jesodord

jedy @.Eﬁ Enaﬂm mﬁﬁo&ﬂmﬁm wE»ﬁ :

Y -oull 1ol of dotad sInoy 37 o
Aganp euiEpar 7 Supoet 9sa0Yy ¥ o)
PRIFSIRTIURE 5q YEY X1JeS Heq) oo
SURROY P S;UISSIARETY ey
BUBTpU] o pue ummwunw oL

T asAciduam
HOTIRIIOsSY e ‘i omarA WT e Kg
muuﬁ Ehy noﬁmhmnﬁﬁwm oy ﬁmﬁ.ﬁm

ﬁﬂm JoLy. mﬁn
Sokordms xuab :

SURLRAD wﬁunuﬁ.& mE

iy uﬁm “ﬁumm O SaYent 8?3@

absip: ag uB: W HoRTY
] L _msmo_mﬁzagﬁmmmﬂosﬁmﬁﬁ..
4. ,mﬁ.—mm..ﬁwﬁhga .«c Hms. Eelaie

04 0) %&%@ :

B am?ﬁpw 2P puE ‘passessod Yo

i mﬁﬁuﬁw .ES
sprot suy puedie: DROM TR 08fRI0n

. Eo@ ﬁwmomﬁn 4 w.maeﬁmﬁau”.ﬁcwm .




any staie racing cotmissiohers tall abont cragking.
down on cheaters in our sport; Indiana regulators afe-
taking serous acion.

On March 16, the Indiana Horse Rating Commission ap:
proved mguiﬁﬁons designed to-end the “busiriess a5 ustial”
acavmes m the stable of & suspended tramer The newrule,

ws been thie custornin racmg for years that mﬂs who
Teteive & suspension tum
thelr horses over to a spotise
o assistant trainer until ey
“are allowed to return. The.
suspensions, thus, are inef-
fective as punishrert, This:
sheve rule will force ownesto
tiansfer thisir hopses fom the
‘stispended trainertg anpther
“hany i they wish torace
thenrduring the tetm of the.
suspension. '

The Inftiand tile alsg :
glves the commission the discrtion to: reguire that iorses
He stabled o the grounds of a xacetrack if their trainer has.
bemsuspended Horses from
mebgbie te ‘compeie m 1 ;
picyyee or farmily memher 1 tﬁamer suspendad
jrisdicton..

Indiana regulatoryare set
sﬁat&s anﬁnat stith g

sone {a Class 4 dmg}‘ onraceday received oné-year suspen-:

 HOOSIER BABDY

jsponsibimy 5o watch th ehorses An aditionial element

of Integrity 06 is blood:gas {or milkshake) (esting beforea.

Taee; allowing steyyards to scrateh ahotse in fhe event of a
‘higher-thaf permmed Ievel.

Gver the past.yeat, aceonding to Gorajec, four trainers
found todiave admﬁustemd I camwstemxd dexametha:

siomis, with two of the: traxners agmﬂng ‘ot 16 Fe-apply for
g license hefore 201@ Twg' veiemanans were suspended
forayearfor giving vitanin: jhjections on the day of 4
andGordjechas. mcnmmeﬂded @ seven-year sispensionia
‘attainer whose horse tested
positive for the Class 1.dmg
‘mephemerioine; a biood:
: pressme medication:
mdxana is'not onlytotigh-
O Elceﬂsees that vmlate its
‘riflés, The comrnission hias
- ;ef_used'to licenseé 53 ap' i%
‘cants in 2005 and "06; '
Hicse apphmts held }xeerﬁes-
from: ather states,
'i‘he hcrsemen are‘-happy

€

of state also may berided . survey; 4




e madad i

VoSl A

s,

. .employeés: or honsehold: meinbers,
snakes 2 joke of justice: It aflows the suspended trainér 1

‘thrnd his ot het nose at pmlnes 1t has heen a custom in:

the'sport forever; and finally a racing commission cxccu;ttvg:-.

I yeats in out sport, regula-.
' _tors who tallk about integrity
ssues Have looked the other:
% way ona glaring Toophole in
the administration of justice. In
dding so; they have made meckery*
‘of suspénsions iwdie spo

Allowing - saspended: amers 10
‘titgn ‘their “hotsés over
‘traingrs, or family faemmbers, or

-hashadrhegursaﬂdmmmonsensctoputastop ot

rand i integrify seriously:

. Ram £ Commfs:ﬁlﬂﬂ, takes:s

Y:sthehkehhood,iorthe&xanecs dmathewﬁi’- =

Joe: Gorajee, the execuuve d;roctor af the Indxana:. : '.._Warerman, Jeader of the

. his c(}mm;sswn, and has-- _; '7 :

. 'he"lboks at tbe nsk, oot
e penalty-shiould be, or will.-

they perceive that the

What we rieed, Gordjec:
heheves, is to focns ‘ot Hot”
--eniy drug testinig but also.on”
secumity. He said “a very.
| $huart person’ » Dz Scot

- Racing v Medication: and Test-
ing Gensemum—-—::ol& him
if someonc:is (YOG m:

oman Ssrah MCI\ ugi'xr, Vm-: s
' | A g, and members Doug Grites;
" ]m Lanck and Steve Schaefen :
ve nidt won comi and complct&‘ ]

M st L 2
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by Stanley F. Bergstein

,‘-mg tramers
 are routinely

Sfi'!i'd‘n; suspended ;




[

By James Platy

"ARNESS racing has bad its fair
ishare of negative publicity as a

result of scandal within the last year
As a regalf, many racmg' 3ur13d3ctm11$
have made headlines with effarts to

curb wrongdomg on the backstrateh of

tracks insthe U, 8. and Cdnada.
The Indiagna  Haree
Commfssion. (i{HRC) is one of the dgen-
cigs -garnering atiention for the a ions
it has teken to level the playing fleld
and. einmnate iHlicit activity The IHRC
and its exeeutwe director, Jos Gora_]ec,

‘have been both applauded for their-

eforts, as well ag servingasa hghtmng
tod' for eriticism. For Gorajic; this is

nothing’ new- He beth rcecgnizes and

expects those reactions’ as the THRC
moves forward with 1mpmvmg

fodianals mcmg envxranmem;,

Racing”

Indzana bename the £i

day medications.

“The primary focus: is on deternng;-"

and/or detecting unauthorized medic

tion emvarace day,” the execiitive direc- .

tor commeni:ed' “Over ap od 6f txme, '
-basmally through anecdot T
fion and from prosecution of a coupia
pragiicing veterinatisns Ane

st hearing
from my peers and naﬂaagues on what

“was going on in ‘other states, it was
-appareni: to' me that there Was 4 seri-
ous issue that needed'to be: wildressed.”

race.” :
the Integnty i} pmgr : “’I‘E‘xat’s $6:65 . -

Gara;ec said ef the first yea.r cuf‘

- Indigna In April 2004.’c0mrm55mners‘, ‘ thh 3] straxght face that. that s: an
unanimousiy apprévéd f/h' dvént af .
festing for erythopoietin - (EPO).
Ty _3ur;sé1et:on_'-5 '
m i;he Midwest te test for: EPO Tn fall. L
2005 Gorajec and his staff began,f"
working on a proposal to ciamp down.

on the administraiion of 1liegal rice

onerovs buerden ¢ on the horsemern.™

Earhér thls year new !mtiatwes were Y

hurses _a}so bars the ‘cransfer af h01:5~
es to-friends or employees of a trainer
that has ‘been banned.

Despite the IHRC’s Work to level the

qua in sprmg 2006 Goragec surmlsed -
4 think: ‘the horgemen that race in

‘Indisha want & level playing fold;

they're ‘suppirkive of the commiissioi 1o




exceptmn that the execut:ve dzraci:er : .

cunsxders arace day vielation as mginf
icant, hancimg down pumshment thiag

(}emjec dechued m d1 euss the ﬁex—
smethasaae penalt:,es ause of cases

7 that aresgtil pen&mg “ il say this:
Overall Indiana;- when i comes o
integrity violstions, has slways been fo.
thexight of center in assessing penal-
ties,” Goraject ioted. “Some:
individuals feel: the RCT model
Filés are the ultimate. Thers
are somue things that can be
1mpmved In many cases, the

E‘nwrenmental Affaxrs “The response
wag ﬂverwhelmmgly - positive;
7 percent rated the commis-
‘sion as either-excelient or good:
‘For-a regulatory body, T think
that's absolitely ctitstanding”.
Thi exetutive direcbor no_t_e.ti
that, when offéring & survey of
.this nature, there's always ihe
.-patentxal for recelvmg more

. pegativef feedback than. positive.
bosier: Sta‘oe _ o ‘But Gorajec’s belief is that the
horse’s entered at. welve ; j. st any - it of any 'IHRC Ted by its comigsioners, is miov-

'mg Indmn < racmg pmgram forward.

th& mast wsxble, people
\.L o that allof the happen—
' Whether theyre good or

e The cn)mxms—
r;;ia Mel aughf.;,-

==!‘ 'ﬁ"' gpn!‘ Fel

L=3 31 TE L)

!J” a e.:wvey to)-t,h@“3







utue!i wagermg " ﬂaey aﬁss :
gﬁensee Eaad _a imense @f

ﬁé@éfsﬁaﬁ; filled with dsscﬂssmn of the preprseﬁy of ‘motions filed and
pmseeiures fa&&swed i ﬁee case.

:me#ze én

forceful coms
but also o




State HR Gambling? Jockey gamble? Authority (Jockey bets)
Yes-in a limited
Alabama manner
Alaska No
Arizona Yes Yes R19-2-109
Arkansas Yes Yes Ark. Admin. Code 006.06.4-28
California Yes Yes 4 CCR § 1971
Colorado Yes Yes 1 CCR 208-1:3.400 See 3.425
Connecticut Yes Yes Regs. Conn. State Agencies § 12-574-A36
Delaware Yes Yes 3 Del. Admin. Code 1001-8.0 See 8.12
Florida Yes Yes Fla. Admin. Code r. 61D-2.004
Georgia No
Hawaii No
Idaho Yes Yes IDAPA 11.04.10
Illinois Yes Yes 11 1ll. Adm. Code 1411.50
Indiana Yes Yes 711AC7-3-3
lowa Yes Yes lowa Admin. Code 491-10.5(2)b
Kansas Yes No K.A.R. 112-11-21(c) and K.A.R. 112-9-34
Kentucky Yes Yes 810 KAR 1:009 Section 13 and 811 KAR 2:050 Section 11
Louisiana Yes Yes La. Admin. Code tit. 35, pt. XLI, § 739
Maine Yes ? 01-017 CMR Ch. 7, § 66
Maryland Yes Yes COMAR 09.10.01.21K
Massachusetts Yes Yes 205 CMR 4.15(16)
Michigan Yes Yes Mich. Admin. Code R. 431.3265(1)
Minnesota Yes Yes Minnesota Rules, part 7877.0180
Mississippi No
Missouri Yes Yes 11CSR 45-65.040(3)(B)
Montana Yes Yes Mont. Admin. R. 32.28.705(21)
Nebraska Yes Yes Neb. Admin. R. & Regs. Tit. 294, Ch. 11, § 001.12
Nevada Yes Yes Nev Gaming Reg. 30.307
New Hampshire Yes? Yes-rules silent N.H. Code Admin. R. Pari 100 - 700
New Jersey Yes Yes N.J.A.C. 13:70-14.11
New Mexico Yes unclear N.M. Admin. Code 15.2.1
New York Yes Yes 9 NYCRR 4040.1
North Carolina No
North Dakota Yes Yes-rules silent NDAC 69.5-01 & 02
Ohio Yes Yes OAC 3769-7-18
Oklahoma Yes Yes Okla. Admin. Code 325:35-1-30
Oregaon Yes Yes OAR 462-140-0340
Pennsylvania Yes Yes 58 Pa. Code § 163.180
Rhode Island Yes Uncertain §41-3-9
South Carolina Yes No §52-5
South Dakota Yes Yes §20:04:22:18
Tennessee Yes Uncertain § 4-36-302(5)
Texas Yes No 16-8-311(c), §311.205
Utah Yes Uncertain R52-7-4(7)
Vermont Yes Uncertain 31V.S.A. § 605
Virginia Yes Yes 11 VAC 10-60-120(V)
Washington Yes Yes WAC 260-32-170
West Virginia Yes Yes §178-1-45.14
Wisconsin Yes No Game 16.03(4)
Wyoming Yes Yes Chapter 2, §2(j)

Exhibit B
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SUBSIDIES TO HORSE RACING COMMUNITY

(in millions)

CALENDAR YEAR: 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 TOTAL SOURCE
|Riverboat Tax Revenue Subsidy | S $ 010 $ 6.09 $ 1615 $ 2225 $ 2470 $ 2510 S 2680 $ 2360 S 2340 S 2750 S 27.00 $ 2730 $ 26.60 S S $ 276.59
Racino Tax Revenue Subsidy
(15% AGR minus Integrity Fee)
Subsidy to Thoroughbred s s s s s 3 $ s $ $ $ $ $ $ 563 $ 1166 $ 10.61 | $ 27.90 HRC Annual Reports
Breed Development (-purse)
Subsidy to Standardbred s s $ s s 3 $ $ $ $ $ $ $ $ 697 $ 1443 $ 1326 f $ 34.66 HRCAnnualReports
Breed Development (-purse)
Subsidy to Quarter Horse s s s s s s s $ $ $ $ $ $ $ 078 $ 162 $ 138 $ 3.78 HRCAnnualReports
Breed Development (-purse)
Subsidy to Thoroughbred Purses S S S S S S S S S S s S s S 7.84 S 1623 S 1543 f S 39.50 HRCAnnual Reports
Subsidy to Standardbred Purses S S S S S S S S S S S S S S 650 S 1346 S 12.80 S 32.76 HRC Annual Reports
Subsidy to Quarterhorse Purses S S S S S S 5 S 5 S S 5 S $ 156 S 323 $ 3.07 S 7.86 HRCAnnual Reports
Subsidy to Equine Promotion/Welfare S S S S S S S S S S S S S $ 015 $ 031 $ O030Q@ S 0.76 HRC Annual Reports
Subsidy to Backside Benevolence S S S S S S S S S S - S - S - S - $ 075 $ 156 S 148 @S 3.79 HRCAnnual Reports
Racino Total $ $ $ $ $ $ $ $ $ $ - $ - $ - $ - S 3018 $ 6250 $ 5833 f $ 151.01
TOTAL GAMING RIVERBOAT/RACINO
$ $ 010 $ 6.09 $ 1615 $ 2225 $ 2470 $ 25.10 $ 26.80 $ 23.60 $ 23.40 $ 2750 $ 27.00 $ 2730 $ 2660 $ 30.18 $ 6250 $ 5833 $ 427.60

SUBSIDIES TO HORSE RACING COMMUNITY

Exhibit C
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STATE OF INDIANA

i AN EQUAL OPPORTUNITY EMPLOYER STATE BOARD OF ACCOUNTS
302 WEST WASHINGTON STREET

ROOM E418
INDIANAPOLIS, INDIANA 46204-2769

Telephone: (317) 232-2513
Fax: (317) 232-4711
Web Site: www,in,gov/shoa

INDEPENDENT ACCOUNTANT'S REPORT
TO: THE OFFICIALS OF THE INDIANA HORSE RACING COMMISSION

We have reviewed the receipts, disbursements, and assets of the Indiana Horse Racing Com-
mission for the period of May 1, 2008 to September 30, 2010. The Indiana Horse Racing Commission's
management is responsible for the receipts, disbursements, and assets.

Our review was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants. A review is substantially less in scope than an examination, the
objective of which is the expression of an opinion on the receipts, disbursements, and assets. Accord-
ingly, we do not express such an opinion.

Financial transactions of this office are included in the scope of our audits of the State of Indiana
as reflected in the Indiana Comprehensive Annual Financial Reporis.

Based on our review, nothing came to our attention that caused us to believe that the receipts,
disbursements, and assets of the Indiana Horse Racing Commission are not in all material respects in

conformity with the criteria set forth in the Accounting and Uniform_Compliance Guidelines Manual for
State and Quasi Agencies, and applicable faws and regulations, except as stated in the review com-

ments.

STATE BOARD OF ACCOUNTS

December 28, 2010




INDIANA HORSE RACING COMMISSION
REVIEW COMMENTS
September 30, 2010

VERIFICATION OF TOTE REPORT DATA

The Indiana Horse Racing Commission (Commission) did not have adequate procedures in place
to verify the validity of daily Tote report data generated at the Hoosier Park and Indiana Downs race
tracks as well as five off track betting satellite facilities. The information presented within the Tote reports
includes, but is not limited to, total amount wagered, number of tickets sold and redeemed, and total
~amount paid out. This information is used to compute the percentage of tax revenue remitted to the State
which includes, but is not limited to, pari-mutuel taxation of amounts wagered, pari-mutuel satellite facility
taxes, breakage revenue (odd cents from winnings distributions), and outs revenue (unclaimed pari-
mutuel tickets). Tote report data is also used to compute amounts due to the horsemen's "purse"
accounts, and the Commission's breed development funds.

Indiana Code 4-31-3-8 states:

“Thie commission shall initiate safeguards as necessary to account for the amount of money
wagered at each track or satellits facility in each wagering pool."

Each agency, department, quasi, institution or office should have internal controls in effect to
provide reasonable assurance regarding the reliability of financial information and records, effectiveness
and efficiency of operations, proper execution of management's objectives, and compliance with laws and
regulations. Among other things, segregation of duties, safeguarding controls over cash and all other
assets, and forms of information processing are part of an internal controf system. (Accounting and
Uniform Compliance Guidelines Manual for State and Quasi Agencies, Organizational Overview,
Summary of Agency Accounting Responsibilities)

INTERNAL CONTROLS OVER HORSEMEN'S PURSES

While the Commission implemented 71 IAC 4-2-7 concerning purse monies, effective November
15, 2009, and subsequently began performing audits of the purses, the Commission did not have ade-
quate internal controls in place to vetify the accountability of purse monies prior to the implementation of
711IAC 4-2-7. This Indiana Administrative Code provides that unfunded purse liabilities of the racetracks
which accrued prior to November 15, 2009, were due to be paid to the purse accounts on or before July
1, 2010. We noted that while the Commission's audit procedures included verification that unfunded lia-
bilities were paid to the respective purse accounts, the Commission's audit procedures did not include
verifying the accuracy of the existing purse account balances as of November 15, 2009.

Indiana Code 4-31-3-11 states:

"A permit holder shall give each racing inspector full and free access to the books, records, -
and papers pertaining to the pari-mutuel system of wagering and to the enclosure or space
where the pari-mutuel system is conducted, for the purpose of ascertaining whether the
permit holder is retaining the proper amount of commission. The racing inspector shall
investigate and ascertain whether this article or rules adopted by the commission are being
violated at the racetrack or enclosure. The racing inspector shall immediately report a
violation in writing and under oath to the commission.”




INDIANA HORSE RACING COMMISSION
REVIEW COMMENTS
September 30, 2010
{Continued)

Each agency, depariment, quasi, institution or office should have internal controls in effect fo
provide reascnable assurance regarding the reliability of financial information and records, effectiveness
and efficiency of operations, proper execution of management's objectives, and compliance with laws and
regulations. {Accounting and Uniform Compliance Guidelines Manual for State and Quasi Agencies,
Organizational Overview, Summary of Agency Accounting Responsibilities)

OUTS REVENUE

Outs revenue is generated from the unclaimed winnings at both tracks, their satellite facilities,
and also from simulcast races shown at out-of-state tracks and/or satellite facilities.

The-Commission did not have adequate procedures in place to verify the completeness and
accuracy of outs revenues that the Commission received. Sixly days after the conclusion of the catendar
year in which tickets were purchased, the Commission receives a check and summary report from each
track for the tofal value of unclaimed or unpresented pari-mutuel tickets, While the Commission
compared the amounts of the checks to the summary totals, the Commission did not verify the summary
totals to supporting documentation such as a detailed listing of unclaimed tickets and related Tote reports.

Indiana Code 4-31-3-11 states in part, the commission shall employ or contract for racing
inspectors to attend each recognized meeting held under a permit issued under this article. A permit
holder shall give each racing inspector full and free access to the books, records, and papers pertaining
to the pari-mutuel system of wagering and to the enclosure or space where the pari-mutuel system is
conducted, for the purpose of ascertaining whether the permit holder is retaining the proper amount of
commission. The racing inspector shall investigate and ascertain whether this article or rules adopted by
the commission are being viclated at the racetrack or enclosure. The racing inspector shall immediately
report a violation in writing and under oath to the commission.

Each agency, department, quasi, institution or office should have internal controls in effect to
provide reasonable assurance regarding the reliability of financial information and records, effectiveness
and efficiency of operations, proper execution of management's objectives, and compliance with faws and
regulations. (Accounting and Uniform Compliance Guidelines Manual for State and Quasi Agencies,
Organizational Overview, Summary of Agency Accounting Responsibilities)

SATELLITE FACILITY TAXES

The Commission did not have procedures in place to verify the completeness and accuracy of
satellite facility taxes due to the State from the racetracks’ off track betting satellite facilities. Even though
Indiana Code 4-31-9-9 provides that the permit holder or racetrack shall forward to the Auditor of State
the amount of the satellite facility tax and the Auditor of State shall distribute these funds to the Indiana
State Fair Commission and the Livestock Industry Promotion and Development Fund, it is still the
Commission's responsibility to verify the amount of taxes generated at and remitied by each satellite
facility.

Indiana Code 4-31-3-8 states:

"The Commission shall initiate safeguards as necessary to account for the amount of money
wagered at each track or satellite facility in each wagering pool."




INDIANA HORSE RACING COMMISSION
REVIEW COMMENTS
September 30, 2010
{Continued)

Indiana Code 4-31-3-11 states:

"A permit holder shall give each racing inspector full and free access to the books, records,
and papers pertaining to the pari-mutuel system of wagering and to the enclosure or space
where the pari-mutuel system is conducted, for the purpose of ascertaining whether the
permit holder is retaining the proper amount of commission.”

Each agency, department, quasi, institution or office should have internal controls in effect to
provide reasonable assurance regarding the reliability of financial information and records, effectiveness
and efficiency of operations, proper execution of management's objectives, and compliance with taws and
regulations. (Accounting and Uniform Compliance Guidelines Manual for State and Quasi Agencies,
Organizational Overview, Summary of Agency Accounting Responsibilities)

INTERNAL CONTROLS OVER OPENING MAIL

The Commission did not have adequate controls in place for opening mail in its main office. We
noted that mail, which inciudes revenues in the form of a check, was usually opened by one employee
without the direct observation of ancther employee.

When mail is opened by one employee without the direct observation of another employee, the
possibility that funds may be misplaced or stolen increases.

Each agency, department, quasi, institution or office should have internal controls in effect to
provide reasonable assurance regarding the reliability of financial information and records, effectiveness
and efficiency of operations, proper execution of management's objectives, and compliance with laws and
regulations. Among other things, segregation of duties, safeguarding controls over cash and all other
assets, and forms of information processing are part of an internal control system. (Accounting and
Uniform Compliance Guidelines Manual for State and Quasi Agencies, Organizational Qverview,
Summary of Agency Accounting Responsibilities)

CASH BOOK
The Commission did not properly maintain a cash book of revenues collected at its main office.
We noted that the cash book was incomplete as it did not specifically identify the amounts deposited with

the Treasurer of State and lacked correspanding deposit ID numbers. Additionally, we found no evidence
that the cash book was approved by the State Board of Accounts.

When a cash book is not properly utilized, the possibility that funds could be mtsplaced or stolen
increases.

Indiana Code 5-13-5-1(a) states:
"Every public official who receives or distributes public funds shali:

{1) keep a cash book into which the public officer shall enter daily, by itemn, all receipts
of public funds, and

{2) balance the cash book daily to show funds on hand at the close of the day."




INDIANA HORSE RACING COMMISSION
REVIEW COMMENTS
September 30, 2010
{Continued})

If money is received on a regular basis, some fype of cash book (paper or electronic) is required.
This cash book must list the revenue by classification and amount in detail. The cash book may include
the receipt number or daily summaries from a source document or data processing listing. The amount
deposited with the Treasurer of State and the corresponding ENCOMPASS Deposit ID must also be
shown on the cash book. This is a methoed of assuring that these monies reconcile with the actual
deposits with the TOS. Since there is no standard cash book prescribed for state agencies, all types of
internal cash books or journals must be approved in writing by the State Board of Accounts. {(Accounting
and Uniform Compliance Guidelines Manual for State and Quasi Agencies, 4.4.1.2)

BOND COVERAGE

The Commission did not have bond coverage in effect as required by IC 4-31-3-6 for one of the
commissioners since that commissioner's appointment in 2007.

IC 4-31-3-6 states:

"Each member of the commission shall execute a surety bond in the penal sum of ten
thousand dollars ($10,000)."

7-
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INDIANA HORSE RACING COMMISSION
EXIT CONFERENCE

The contents of this report were discussed on May 24, 2011, with Sarah McNaught, Chairman;

- Alan J. Armstrong, Vice Chairman; Joseph Gorajec, Executive Director; and Wendi Samuelson-Dul,

Controller. The official response has been made a part of this report and may be found on pages ¢ and
10. §
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1) VERIFICATION OF TOTE REPORT DATA

3)

4

&)

6)

‘We concur. The: Commission accourtant and controlier are wi
policies .and’ procedures to “verify the. completeness and a
satellite facilify taxes due the State from the racetracks’ off trac bettmg
‘satelfite facilities.”

We concur, The Commission: currently has acash boolin plac
be updated-and submitted to the Stats Board of Accounts for apy

obtained for the Commi

- We concur, This has been an issue that has long. perplexed and :stymied
regulators: across the nation. Until recently, there has not been a reliable,
- accessible and cdst efficient way to independantly determine the accurate.
smp!ementatson of state speciﬁc software requ;rements ]’t is ;mp@rtant o

permdic mdependent SAS 76 Audzts that have given regulatars a certam
level of comfort-as to the integrity of their tote’ systems. The Commission
is pleased to be one of the first jurisdictions in the nation to have
‘internationally recogntzed Gammg Laboratories. International perform.
- totalizator testing at its-pari-mutuel facilities. The Commission approved
' GLI's proposal for totalizator testing at #ts public meeting on January 25,

2011, Tha result of GLI's review will bé made-available to the’ public upon

its completion,.

INTERNAL CONTROLS OVER HORSEMEN'S PURSES

- We concur.  The Commission has amended its regulation (71 !ch 4—2~?’}
-which now requires an annual audit or réview for each horsé mdusfry trust
“purse account. _

 OUTS REVENUE:

We concur.  The agency accountant and controller have soE:crted
“information from other jurisdictions. reEatmg fo their po ctes and

mmfssson

procedures in placefor auditing outs. Once received, the

‘will be working On establishing ‘and’ implemanting simitar poh._& es‘ and
-procedures. .k

SATELLITE FACILITY TAXES

INTERNAL CONTROLS OVER OPENING MAIL

?’.We concur The Commlssmn siaff writ work to msure there are fwo

gm&cm
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