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ONTARIO

To His Honour
The Lieutenant Governor of the
Province of Ontario

May it please Your Honour:

We, the members of the Task Force on Off-Track Bet-
ting, appointed by Order-In-Council No. 2215/71, dated the
23rd day of July, 1971, to examine and review the various
systems, methods and procedures of off-track betting and to
advise the Government as to those which seem most suitable
for implementation in Ontario, submit to Your Honour, here-
with, our final report.
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A. R. Dick, Q.C., Chairman
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Everett Biggs

H. I. Macdonald
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D. J. McClellan

June, 1972,




ORDER-IN-COUNCIL

Copy of an Order-in-Council approved by His Honour the
Lieutenant Governor, dated the 23rd day of July, A.D. 1971.

The Committee of Council have had under consideration the
report of the Honourable the Minister of Justice and Attorney
General, dated the 23rd day of July, 1971, wherein he states
that-—

WHEREAS the Government of Ontario has had under con-
sideration several recommendations and submissions relating to the
desirability of a system of off-track betting in the Province;

AND WHEREAS the Government of Canada is considering
the amendment of the C'riminal Code of Canada to allow the Prov-
inces to licence, operate and rcgulate off-track betting activities;

AND WHEREAS it is deemed advisable to continue the re-
search, on a more formal basis that will allow greater public par-
ticipation, into the development of a system of off-track betting
consistent with the public interest, which will protect the integrity
of the horse racing in:h_lx‘rry and which will not attract nndesirable
elements, or encourage illegal practices;

The Honourable the Minister of Justice and Attorney General
therefore rccommends that a Task Force be established consist-
ing of:

Everett Biggs, Esq.,
Deputy Minister of Agriculture and Food!

A. R. Dick, Esq., Q.C., (Chairman)
Deputy Minister of Justice and
Deputy Attorney General?

H. 1. Macdonald, Esq.,
Deputy Treasurer and
Deputy Minister of Economics3

(1) Now Deputy Minister of the Environment.
(2) Now Deputy Provincial Secretary for Justice.

(3) Now Deputy Treasurer and Deputy Minister of Economics and Inter-
governmental Affairs.




viit Order in Council

F. J. Pillgrem, Esq.,
Deputy Minister of Financial
and Commercial Affairs4

D. J. McClellan, Esq.,
Comptroller of Revenue,
Department of Revenue

to examine and review the various systems, methods and pro-
cedures of off-track betting and to advise the Government as to
those which seem most suitable for implementation in Ontario.

The Honourable the Minister of Justice and Attorney Gen-
eral further recommends that all Government Departments,
Boards, Agencies and Commissions shall assist the Task Force to
the fullest extent in order that it may carry out its duties and
functions, and that it shall have authority to engage such counsel,
research and other staff and technical advisers as it deems proper
at rates of remuneration and reimbursement to be approved by
the Treasury Board.

The Committee of Council concur in the recommendations of

the Honourable the Minister of Justice and Attorney General and
advise that the same be acted on.

Certified,
“Q. C. Mowat”

Acting Clerk, Executive Council.

(4) Now Deputy Minister of Consumer and Commercial Relations.




Preface

THE Task Force on Off-Track Betting was formally establish-
ed on July 23, 1972, by Order-in-Council, to examine and consider
the various systems and methods of off-track pari-mutuel wagering
and recommend to the Government those which might be most
suitable for use in Ontario.

It has endeavoured to investigate the bettor and, in equal part,
the traditional object of his attention, the horse racing industry.
Throughout these investigations the Task Force has been guided
by the mandate of the Honourable William G. Davis, Q.C., Premier
of Ontario who said in announcing its formation on July 7, 1971:

“The question is not whether we shall have off-track wager-

ing, which has long bcen a common practice, lawful or

otherwise, but how best we can provide such a service con-

sistent  with the public interest, wiuch will protect the

integrity of the horse racing industry, and which will not
attract undcsirable elements nor encourage illegal practices.”

As well as examining, in a gencral way, the legal, social and
economic problems raised by off-track betting, the Task Force
undertook some rather extensive research, making every effort to
solicit submissions and comments from interested persons and
members of the general public.

Perhaps the most widely publicized aspect of its investigation
involved the hearings of December Ist and 2nd, 1971, which were
open to the public and attracted a wide variety of interest in off-
track betting. An advertisement regarding the dates and location
of the hearings was placed in every daily newspaper in Ontario on
two occasions, so that a province-wide perspective could be obtain-
ed. The Task Force heard from a considerable number of indivi-
duals and organizations from all over the Province. Toronto was
selected for the site of the public hearings as it appeared to be the
most appropriate and convenient location for all who indicated a
desire to appear.
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Oral submissions were made by representatives of all scgments
of the racing industry; spokesmen from the currently operating off-
track betting shops: and members of the general public who had
formulated some ideas of their own. Newspaper coverage was ex-
plicit enough to permit those not in attendance at the hearings to
grasp some of the basic problems which confront the people who
are more directly involved in the betting business. As a result of
the public forum, valuable information was made available to the
Task Force. The hearings also provided the opportunity to bridge
the communications gap which appeared to exist between the
opposing, or at least contrasting, viewpoints of the interested parties.
In total 25 formal briefs were filed with the Task Force, and 24
oral submissions were made at the public hearings. To those who
took the time and effort required to prepare and submit bricfs and
to appear at the hearings we are indeed indebted. (Sec Appendix B).

We are no less indebted to the host of informed persons from
many ficlds, both in Canada and abroad, with whom we held cx-
tremely valuable informal discussions (see Appendix A). They were
approached for assistance and guidance and proffered them gener-
ously.

To obtain information regarding the cconomic profile of
the racing industry the Task Force retained Woods, Gordon and
Company to conduct a study of the industry and detail the com-
plex interrelationships that exist among its several components.
With the study as a guide, we were able to place the information
provided by the racing associations, horse owners and breeders in
its proper perspective.

In another phase of their study Woods, Gordon and Com-
pany also undertook to provide the Task Force with its opinion
as 1o the financial feasibility of alternative systems, and to assist in
attempting to determine the appropriate implementation schedules
for cach.

In order to proceed with some idea of what the demand for
legalized off-track betting might be, not only in a major urban
centre such as Toronto, but also in other arcas of the Province
where race tracks are either small or non-existent, Innovative Mar-
keting (1971) Ltd. was selected to measure public attitudes. As
well as polling certain cities with convenient race tracks at their
disposal—Toronto, Kingston, London and Windsor—they sam-
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pled the population of Sault Ste. Marie and Thunder Bay. Probes
were advanced as to the betting habits of those contacted, with
the result that the researchers were gencerally able to ascertain the
impact that off-track betting, as a private eaterprise, has already
had, and the further acceptance it might gain if legalized and
supervised by the Government, Other general trends relating to
public betting attitudes and practices were explored by the exten-
sive enquirics made by this company on behalf of the Task Force.

Time permitted the Task Force to study the off-track betting
systems of other countries and we obtained precise information as
to the efficiency. cost and value of certain types of complex instal-
lation. Particular attention has been paid to the systems operating
in New York: New Zealand; the Australian States of Victoria and
New South Wales, and the Australian Capital Territory: Britain;
France and Japan. Our study of these jurisdictions also helped us
to determine the value of manual operations which might be used in
the more distant or sparsely populated areas. A balanced approach,
combining men and machines, seems to result in greater savings
and appears eminently practical in instances where it has already
been accepted.

We examined alternative types of system which were pro-
posed by a number of computer suppliers, viewed @ number of
demonstrations sponsored by these companies and, accordingly, are
in a position to better appreciate both the advantages to be derived
from a computerized off-track betting system and the technical
problems associated with it.

The Task Force was always pleased to receive letters, briefs
and phone calls from interested members of the public. Concerned
with the cconomic  situation of the industry. the established
racing associations and affiliated groups saw the Task Force as
an opportunity to publicly present their views concerning ofl-
track betting, Many of the off-track betting shops presently operat-
ing in Mectropolitan Toronto and vicinity were also willing and
cager to present their side of the story. The law enforcement agen-
cies not only shared their experiences with us but made valuable
data available to the Task Force. We also heard from those “un-
committed” persons who, gencrally speaking, just wanted off-
track betting to exist as an cflicient public service under the super-
vision of some form of government agency.
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The Task Force presented an Interim Report of its findings
and recommendations (Appendix C) in February, 1971.

We have divided our final report into two volumes, the first
containing the report itself and the second the Appendices which
consist, in the main, of the principal research studies.

The Task Force very much appreciated the time and efforts
of W. R. McDonnell, Secretary-Treasurer and Supervisor of Ad-
ministration of the Ontario Racing Commission and our consult-
ants Professor J. W. Graham, Director of the Computing Center
at the University of Waterloo, and John J. Mooney, President of
the Ontario Jockey Club, whose technical knowledge and experi-
ence contributed considerably to our work.

Finally, the members of the Task Force are particularly in-
debted to the Executive Director and Counsel, Marshall Pollock,
who undertook his responsibilities with an effectiveness that en-
abled the members to discharge their duties with expedition. In
extending its appreciation to Mr. Pollock, the Task Force recog-
nizes that there were many persons associated with him and grate-
fully acknowledges the assistance of Mr. D. K. Gray, of the Minis-
try of the Attorney General, Mr. R. G. Holloway, of the Ministry
of Treasury, Economics and Intergovernmental Affairs, and Mr.
R. E. Hakala of the Management Board Secretariat, who aided in
our deliberations and Mr. R. C. McKay, Miss M. K. Dillon and
Mr. André Philpot who assisted in various projects of research and
Mrs. J. Jensen, the secretary to the Task Force, Mrs. P. Sawyer
and Miss B. Marrast for their efficient and conscientious secretarial
services. Without their enthusiastic and effective support, the com-
pletion of this task would have been much delayed.
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CHAPTER 1

The Problem

LEGAL ASPECTS
Background

S[N(‘E 1892, all versions of the Criminal Code have prohibit-
cd the accepting or registering of bets on elections, races or “any
contest or trial of skill or endurance of man or beast”.! Against this
general prohibition has been allowed the exception of controlied
on-track betting during a horse race.

The carly sections of the Code were phrased to exempt bets
“made on the race course of an incorporated association during
the actual progress of a race meeting”.2 This regrettable form of
words meant that for some time it was unclear as to whcther or not
on-track bookmaking by a private individual was within the law.
In Stratford Turf Association v. Fiteh,? an Ontario court held that
an agreement, made by an incorporated association running a race
meeting, to scll the betting and gaming privileges was legal. In the
Supreme Court of Canada this view was severely limited by the
case of Saunders v. the Kingd in which it was decided that the
selling of betting privileges could not be legal if it were construed
as a contract to permit the keeping of u common gaming housc.
Even by arrangement with the presiding track association book-
makers could not open private booths on a racecourse. What was
never decided. but often mooted, was whether or not the carly
statutes permitted a professional bookmaker to accept bets on-track
provided he moved through the crowd without a booth.

In 1927, the basic framework of control which still obtains
today was established over horse racing and bookmaking.S The

Criminal Code, Stat. Can. 1892, 55-56 Vic., c. 29, s. 204.
ibid.

(1897), 28 O.R. 579.

(19075, 12 C.C.C. 174.

Criminal Code, R.S.C. 1927, c. 36, s. 235,
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Criminal Code of that year corrected the vagneness of its pre-
decessors as to private bookmaking on-track and provided for the
basic regulatory framework within which horse races are still run.
Section 235 was expanded to prohibit not only bookmaking itself
but the related activities of transmitting messages conveying book-
making and poolmaking information; advertising, printing or
publishing any information intended to assist in bookmaking; im-
porting, manufacturing or dealing in equipment for bookmaking
and so forth. Section 235(3) forbade, as doecs the present section
186(1)(e), any agrecment for the sale or purchase of betting or
gaming privileges: hence removing any possibility that private on-
track bookmaking would be deemed legal if arranged with the
racing club.

As well as better defining the notion of criminal bookmaking,
the 1927 amendment expanded the provision for the exception of
legitimate on-track betting which was to be brought under more
stringent governmental control. The new scction 235(2) set out
the requirement that legal on-track betting be run according to the

pari-mutuel system as detailed in the Act and regulated by the
federal Minister of Agriculture.

For the first time the maximum percentage of the pari-mutuel
pool, which the track association could retain, was set. At first 7
percent was set as the permissible limit if the antount of betting was
less than $20,000; if the total betting was higher, the percentage
chargeable on each increment dropped until only 3 percent of the
moneys bet over a total of $50,000 could be retained by the racing
association. By 1951 these percentages were changed to 4 percent
and 5 percent respectively. In 1955 the number of basic percentage
categories was increased, allowing 12 percent retention from the
smallest pools and 9.5 percent from the largest.

In order to ensure an honest and, just as importantly, a trusted
administration of the pari-mutuel pool, the 1927 Act cstablished
the supervision of the Minister of Agriculture. The Minister was
charged with ensuring that pari-mutuel machines were properly
constructed and fairly operated within the percentage limits. Where
the Minister was not satisfied that the provisions of section 235
were being “carried out in good faith” he could “order the pari-
mutuel machines to be locked and their operation stopped for such
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time as he may think fit.”6 By section [88(6) of the present Code,
similar power is still invested in the Minister’s officer. Today, the
Minister of Agriculture has the additional responsibility of super-
vising the conduct of race mectings including photo-finishes, filim
patrol and urine and saliva testing, and the associated power to
prohibit, regulate or restrict the use of medications and drugs.
While the cost of supervision had always been payable by the
racing associations, section 188(3) of the Code instructs that a
sum of between Y% percent and 1 percent. as determined by the
Minister, shall be paid for his supervisory services. This pcrcentage
was first set at ¥2 of | percent but was on June 24th, 1971 in-
creased to 6/10ths of 1 percent.”

The overall legislative approach since 1892 has been to make
all bookmaking an offence except when conducted in a regulated
manner on-track at a horse race. In keeping with this intent, the
present Code permits only private betting between individuals not
engaged in the business of betting, and bets made through an
approved on-track pari-mutuel system. The law’s condemnation
has not been a moral one against betting per se, but rather, an
attempt to limit and control gambling to assure its fairness. Be-
cause Canadian society does not condemn betting outright and,
indeed, approves of its occuasional enjoyment, it has been most
diflicult to limit it to restricted circumstances. Where legal on-track
betting is permitted, illegal oft-track bookmaking may well be
unavoidable.

The Messenger Services

Quite apart from illegal bookmaking it became evident that
the specific language of section 186 of the Code allowed legal
betting in unanticipated circumstances. The first case indicating
what appeared to be a legal loophole was R. v. Lemelin and
Brisson.8 Two Welland, Ontario taxicab drivers were charged with
engaging in the business or occupation of betting contrary to what
was then section 177, now 186, of the Criminal Code. Both
accused admitted going to the track in order to place bets in
accordance with instructions given them by persons who would not
be attending the races. In consideration for so doing the taxi-
drivers were usually paid a dollar or two. There was no evidence

6. 1Ibid., s. 235(2).

7. Pari-Mutuel Payments Order, SOR 71-290.

8. Unreported; discussed in R. v. Gruhl and Brennan, [1969] 2 O.R. 163
(C.AL).
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to suggest that the money was not in fact properly transported and
bet through the on-track pari-mutuel system. In confirming the
accuseds’ acquittal, the Ontario Court of Appeal held that they
were not engaged in the business or occupation of betting, rather
they were merely agents placing a legal bet on-track on behulf of
their principals.

Later in 1967, two Welland men, Robert Gruhl and Howard
Brennan set up a similar but more substantial and more organized
messenger service. Operating openly as “Pari-mutuel Brokers™ and
advertising in their street display window, they offered to place
bets at Fort Eric race track in exchange for a percentage of the
sum wagered, with a minimum of 50¢. For each bet placed an
authorization, purporting to cstablish a principal-agent relationship
for the placing of an on-track bet, was completed in triplicate.
Winning bets were collected from the track and the bettors paid
off.

Within a few days of opening, Gruhl and Brennan werc
charged with bookmaking under what was then section 177(1)
(¢), now section 186(1)(e), of the Code. In dismissing the charge
the trial magistrate expressed the opinion that the bets were not
madc on the premises of the accused but properly on-track when
they were taken to the pari-mutuel wicket. The accused were
agents acting for their customers in accordance with explicit
written instructions and hence they were not bookmakers. Because
of this agency relationship, recognized both at trial and on appeal
in the Ontario Court of Appeal,Y Gruhl and Brennan were under
the protection of section 178(1)(c), now section 188(1)(c).
which specifically exempts individuals placing bets on-track during
the progress of a race mecting. Any hope of further appeal by the
Crown was terminated by a decision on February 17th, 1969,
refusing an application by the Attorney General of Ontario for
leave to appeal to the Supreme Court of Canada.

Almost at once, commercial betting services modelled on
Gruhl's sprung up across Canada. At the peak of activity it was
estimated that 300 such shops were operating across Canada, with
two-thirds of them in Ontario. Within a month of the decision
nearly one hundred of them werc providing an “off-track messenger
service” in the Toronto area alone.

9. [1969] 2 O.R. 163.
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The legal decisions and the resulting commercial enterprise
had clearly come as a surprise to government and the racing public
alike. All versions of the Code since 1892 had contained language
similar to that which suddenly was being interpreted by the Courts
as allowing off-track messenger services. Yet the legal establishment
of such shops permitted the type of enterprise the controlled
system of on-track betting had been designed to avoid,

While the messenger services were probubly less objectionable
than other kinds of bookmaking, they carried with them many
disadvantages associated with bookmaking. The atmosphere of
gambling could be brought into every corner of the commercial
city. There was the fear that messenger services could be merely
a most useful front for illegal bookmakers—that is, that the money
would not in fact be bet through the pari-mutuel pool as arranged.
The race tracks stood liable to lose out to the new betting com-
petition if customers bet in-town instead of at the track. Loss of
receipts from admissions, parking and concessions seemed prob-
able. For the bettor. there was always the risk that when he came
to collect his winnings, the messenger betting service would be
bankrupt or simply gone.

After consultatton with the provincral Attorneys General, 1t
was decided by the Minister of Justice for Canada that legislation
should be introduced to curb the messenger services. Bill C-197
was given first reading on May 22nd, 1969 and passed third reading
on June 19th. It became law as of May 22nd, 1969. The bill
created section 177A(1), now section [87, which provides that:

“Every one who places or offers or agrees to place a bet on

behalf of another person for a consideration paid or to be

paid by or on behalf of that other person is guilty of un

indictable offence and is liable to imprisonment for two

years.”

While this section clearly was designed to prohibit the kind
of messenger betting service offered since the Gruhl case, it did not
deal a death blow to all off-track messenger services, The new
section prohibited placing bets for a consideration but it did not
prohibit placing bets per se. In order to legally continue operations,
messenger betting services were, in eflect, forced by the new law to
drop their mandatory service charges. Those shops remaining open
contrived to survive on gratuities or, in some cases, on the sale of
racing papers, lists or odds.
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Some enterprising operators have attempted to find loopholes
in the new section, with limited success. Where one messenger
service attempted to sell racing papers for a fee calculated at the
rate of 10 percent of the amount bet, the Ontario Court of Appeal
had no difficulty in piercing such a patent attempt at circumven-
tion.!¢ As the Court noted:

“This was at best a very feeble cffort to impart an air of
legality or respectability to a business which fell clearly with-
in the prohibition of s. 177A—a poor ruse which even the
most credulous mortal would be disposed to find barren and
unconvincing.”

On the other hand, where an operator charged a fee of 10% to
cash winning tickets, but left the bettor the option of cashing his
ticket at the track (for which there would be no charge), the
Alberta Court of Appeal held that, as no consideration was de-
manded for the actual placing of a bet, there could be no convic-
tion.!! An appeal by the Crown to the Supreme Court of Canada
was dismissed. 12

The Present Situation

Tne result which still obtains after the enactment of the legis-
lation is that the shops which opened after the Gruhl decision are
still open and many of the disadvantages they may be seen to have
are still existent if not increased. By removing the messenger
services’ right to charge a fee, the legislation has perhaps increased
the possibility that instead of actually taking the bets to be properly
placed on-track, the messenger will form a bookmaking pool of
his own. That this may in fact be the case is evidenced by the fact
that during one month of investigations into off-track messenger
services operating in Toronto during the summer of 1971, police
laid 174 charges against 33 people.!3

Our law enforcement agencies have been placed in the un-
enviable position of attempting to enforce a law which, as evidenced
by the very existence and patronization of the off-track betting
shops, does not appear to be supported by the general public.
Evidence for a successful prosecution for bookmaking is difficult

10. R. v. Canavan and Busby, [1970] 5 C.C.C. 15 (Ont. C.A.).

11. R. v. Williams and Adams (1971), 2 C.C.C. (2d) 476 (Alta. C.A)).
12. (1971), 3 C.C.C. (2d) 91.

13. Toronto Globe & Mail, Saturday, August 14, 1971, p. 5.
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to obtain because of the quasi-legal nature of the business, and
even if convictions are registered the messengers continue in
business, treating the resulting fines as a cost of operation.

The experience of bookmaking control in Canada has made
it clear that legislation by itself cannot be expected to substantially
reduce the profitable and socially harmful business of ilicgal book-
making. The present framework of law permits the bookmaker a
legal front in a closely related business. The bets he wishes to cover
himself are simply not placed at the track. Apart from any moral
considerations, illegal bookmaking deprives the racing association
of its handle, is thereby detrimental to the sport, and cheats the
government of its tax.

From the foregoing, it should be obvious that an amendment
to the Criminal Code will be required in order to remedy the
unsatisfactory conditions which presently exist. We are firmly of
the opinion that thc amendment should permit each provincial
government in Canada to deal with off-track betting in its own
way, either by regulation, licensing, or by permitting the provincial
government itself, or an agency established by it, to opcrate it.
Such an amendment would permit the Government of Ontario to
implement any or ail of the recommendations contained in this
report, and would allow other provinces to choose other appro-
priatec forms of regulation, if they so desire, or not to permit off-
track betting at all.

The flexibility embodied in such a scheme is very important,
as different attitudes towards betting and gaming may exist in
different parts of Canada, and decisions should be nade by the
government of each province to reflect such local differences. A
similar approach was taken in the federal Lord’s Day Act which
prohibits certain activities on Sunday except as may be provided
by provincial law, and in the provisions of the Criminal Code
prohibiting lotteries except those operated by the government of
a province in accordance with provincial law and those operated
by individuals in certain circumstances under the authority of a
licence granted by the Lieutenant Governor-in-Council.

This flexibility is also necessary because the structure of the
racing industry and the scope of wagering from which it derives
its revenue, varies widely across Canada. For example, the Cana-
dian breeding industry is concentrated in Ontario, with about
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85 percent of the standardbred breeders and about half of the
thoroughbred breeders based here. In 1970, approximately one-half
of the [0-million who attended racetracks in Canada did so in
Ontario, and over half of the nearly $600-million wagered in
Canada was placed at Ontario racetracks. The next largest prov-
ince was Quebec with 29 percent of attendance and wagering, fol-
lowed by British Columbia with 8 percent of the attendance and
Alberta with 7 percent of the wagering. More than 40 percent of
Canadian race courses are located in this province. These differ-
ences become critical when consideration is given to the nature and
amount of assistance which should be given to the various segments
of the racing industry from the revenues gained through off-track
betting. Furthermore, if the racing industry is to be permitted to
participate in the actual operation of off-track betting, the nature
of such participation will depend upon the composition or form of
the industry in the province in which it may be found.

An additional factor which causes us to come to the con-
clusion that we have reached is that racing itself is under the
jurisdiction and control of provincial agencics such as, in the casc
of Ontario, the Ontario Racing Commission. Racing and betting
we very closely related and, while each activity may be subject to
different provincial agencies, they should at least be given the same
policy direction that can best come from the level of government
which is closest at hand, namely the provincial Government. Close
supervision and control, based on policies which reflect local con-
ditions and circumstances, will be necessary and, again, this control
can be best accomplished by the Province.

Finally, while we realize that no system of ofi-track betting
will eliminate bookmaking, since a large portion of the betting
done with bookmakers would appear to be on sports otlier than
horse racing, we are of the opinion that a formal system of off-track
betting would at least remove some of the betting business from the

illegal bookmaker and make it more diflicult for him to carry on

his activities. As an additional means of combatting illegal book-
makers and illegal off-track betting shops, the largest concentration
of which is found in Ontario, it is an integral part of law en-
forcement which has historically been and is the function and
responsibility of the provincial Attorney General. and should fall
within the jurisdiction of the Province.
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For thesc reasons, therefore, we recommend that the Criminal
Code be amended to provide that off-track betting in any form
shall be prohibited except as authorized by provincial law.

SOCIAL ASPECTS

At the outset, one of the questions which we felt ought to be
considered was the possible social and moral impact of off-track
betting in Ontario. However, as we progressed, it became apparent
to us that this has become a very minor issue in today’s society.
There was practically no opposition to off-track betting on social
or moral grounds cxpressed cither in written briefs or in oral sub-
missions before us at the public hearings. Indeed, several Royal
Commissions on racing, gaming and off-track betting!4 have ex-
pressed the view that gambling generally and off-track betting in
particular, properly controlled, should have no serious social or
moral effect on the community. As the British Royal Commission
commented in 1951

“We are left with the impression that it is extremely difficult
to cstablish by abstract arguments that all gambling is in-
herentlv immoral, without adopting views as to the nature of
good and cvil which would not find general aceeptance
among moralists. Our concern with the cthical significance
of gambling is confined to the effect which it may have on
the character of the gambler as a member of socicty. If we
were convinced that, whatever the degree of gambling, this
cffect must be harmful, we should be inclined to think that
it was the duty of the State to restrict gambling to the
greatest extent practicable. This point of view was put to us
by some witnesses, but we do not think that it can be estab-
lished either by abstract argument or by an appeal to experi-
ence. It would be out of place to discuss here the abstract
arguments, but from our gencral obscrvations and from the
cvidence which we have hcard we can find no support for
the belief that gambling, provided that it is kept within
reasonable bounds, docs serious harm cither to the charac-
ter of those who take part in it, or to their family circle and
the community generally. It 1s in immoderate gambling that
the dangers lie; an individual or a community in whose lifc

14. Royal Commission on Betting, Lotteries and Gaming (1949-1951) (U.K.);
The Royal Commission on Gaming and Racing in New Zealand (1958); The
Royal Commission of Inquiry into Off-The-Course Betting in New South
Wales (1963); Report of The Royal Commissioner Appointed to Inquire
into Off-The-Course Betting (1959) (Victoria, Australia); Report of The
Royal Commission of Inquiry into Horse Racing, Trotting and Dog Racing
in New Zealand (1970).
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gambling plays too prominent a part betrays a false sense

of values which cannot but impair the full development of

the personality or the society. It is the concern of the State

that gambling, like other indulgences such as the drinking of

alcohotic liquor, should be kept within reasonable bounds,

but this does not imply that there is anything inherently

wrong in it.”

In moderation, betting on horses would appear to have no
more deleterious effect than would be the result of speculation of
any other kind. It is but another outlet for individual entrepre-
neurial action. Indeed, in Australia and New Zealand, the act of
wagering is termed “investing” and the payoff to the winner is
referred to as a “dividend”.

The effect of gambling on the sense of values of the average
bettor can be exaggerated. He may delude himself on his chances
of winning an individual bet but he does not fail to see that those
who provide the facilities for betting are prosperous and he realizes
that it is he and his fellows who provide the profit. While betting
attracts him as an amusement, he realizes that it is unlikely to be
a profitable way of life and the typical bettor keeps his outlays
within limits.

We consider 1t to be far more important 1o artempt to build
respect for the law by providing it with a greater degree of con-
sistency. Betting on horse races has always been legal when one is
physically at the race track, and it would, therefore, seem to be
logically indefensible to assert that it is wrong to bet on the same
races when one is physically distant from the track. While it is
difficult, if not impossible, to obtain any kind of accurate estimate
of the amount of wagering done through bookmakers and off-track
betting shops, their very existence seems to imply a large measure
of public acceptance of this principle. We believe that it is more
socially desirable to provide a legal outlet for off-track betting so
that the revenues to be derived therefrom can be applied for the
benefit of the community at large. We do not think that we are
being unduly naive when we express the view that given a legal
or illegal alternative, most people will prefer the former.

For these reasons, we have not concerned ourselves with the
social and moral aspects of off-track betting but, instead, have con-
centrated our efforts in attempting to ascertain the best method by
which a legal alternative to the unregulated situation which now
prevails, might be accomplished.
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ECONOMIC ASPECTS

Betting and racing are distinct activities, although they are
very closely connected, as betting on horse races could not take
place without horse racing. Currently, every dollar bet at a major
race track in Ontario is divided as follows:

1. 9% cents plus “breakage™ (odd cents remaining over
any multiple of 5 cents after calculating payoffs on the
basis of cach dollar bet) to the racing association con-
ducting the race meeting at which the bet was madc.

7 cents to the Government of Ontario under the Race
Tracks Tax Act.

6/10ths of a cent to the Government of Canada pursu-
ant to the Criminal Code.

4. The balance (approximately 822 cents) to the winning
bettors.

Out of the retained commission (the 9%2 percent referred to above)
the race tracks are required to pay “purse money” to the owners of
the horses finishing “in the money” (i.e.: first, second, third and
fourth) in each race. The actual proportion of that commission
to be dedicated to such a purpose is the subject of periodic negoti-

ations between the representatives of the horse owners (The Horse-
men’s Benevolent and Protection Association for thoroughbreds and
the Ontario Harness Horsemen’s Assoctation for standardbreds)
and the race tracks. At present it is 47.5 percent. Part of this money
is further distributed when the owners purchase new stock from the
breeders, and when they retain trainers and jockeys. As can be
seen, the entire racing industry is highly dependent upon revenues
obtained from wagering at race tracks—so dependent that without
it horse racing, as we know it today, would probably not exist.

Somc segments of the industry, and some race tracks in par-
ticular, have expressed the fear that off-track betting might decrease
the source of revenue through losses in admissions and concessions,
since the customers will decline to attend the track, particularly
if an off-track betting system is made too attractive. We think
there is some basis for these fears, and it 1s self-evident that the
objectives of off-track betting should not be to destroy racing or
impair its financial integrity.

One of the primary problems facing the Task Force, there-
fore, is the manner in which any possible adverse impact of off-
track betting on the racing industry can be minimized, particularly
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in the early years of operation. This concern may be less important
in the future since, as was cxpressed by some representatives of
the racing industry, off-track betting muay cventually create a
renewed interest in horse racing and develop a new generation of
supporters who will attend the race track. Initially, however, the
possible impact of off-track betting on the racing industry can be
alleviated in two ways. First, the industry can be permitted to
participate financially in the proceeds of off-track betting. Second,
certain advantages cun be retained for the bettor who goes to the
race track so that he will be encouraged to go when he is
physically able to do so. In later chapters of the report, we deal
with the questions of the appropriate degree of financial participa-
tion of the racing industry and how funds should be distributed
among the segments of the industry, and the extent to which the
off-track betting system should compete with the race track.

These factors cannot be considered in the abstract but must
be viewed against the background of the industry itself. Many
representatives of the industry who appeuared before us asserted
that racing was in dire financial difficulties and our subsequent
investigations have, to a considerable extent, borne out thesc

Why, then, are new people attracted each year to such an
industry? It seems to us that a breeder or an owner of horses who
continues to lose money must be motivated by something other than
purely monetary considerations. Perhaps the industry is not truly
an “industry” like most others and cannot be measured simply in
terms of profit and loss. Increasing affluence and the reduced
requirement to use cxisting stabling and pastureland for farm
horses may have attracted many to become owners. Other factors,
such as the pride of ownership, the exhilaration of the contest, the
thrill of winning a race, status, and the pleasure of association with
others of like interest, would seem to be at least as important as the
possibility of financial return. If, therefore, the centrolling motive
is not “profit” then it should be asked whether any financial return
from off-track betting will have an appreciable impact on the
industry as a whole.

In addition, it should be asked whether an off-track betting
system should attempt to keep afloat a money-losing race track or
any other marginal enterprise. If racing is to be conducted on
commercial principles, there seems to be an urgent need for the
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Ontario race tracks to undertake rescarch to ascertain who the
racing public is and what the catchment arcas of the individual
tracks are, in order to develop marketing measures and—more
importantly-—measures of rationalization. Special attention would
seem to be required in relation to the competition between tracks,
particularly between tracks supplying the same form of racing
(thoroughbred or standardbred) in close proximity.

While it is clearly appropriate for racing to take action to put
its own stables in order, it 1s also appropriate for Government to
ensure that any action which it takes in developing off-track
betting does not add to the financial difficulties of racing.

Related to these questions is the amount of revenuc to be
obtained by the Government from off-track betting. This will
obviously depend on the amount of money distributed to the racing
industry, and the racing industry’s intcrest must be balanced
against the broader public interest in securing Government revenue
for other public purposes.

These issues will be dealt with more fully in later chapters.




CHAPTER 2

The Racing Industry In Ontario

FORMS OF RACING

THERE are two forms of horse racing in Ontario: thoroughbred
and standardbred. All thoroughbred horses are of known descent
through the male line from three eighteenth-century English stal-
lions.! Standardbred horses, a unique North American breed, are
off-bred horses of the same origin which are able to attain stipulated
time standards. In Ontario, thoroughbreds are used for flat racing
or galloping and, occasionally, stceplechasing. Standardbreds are
trotters and pacers, used in harness racing.

To some extent these different forms of racing overlap. the
same track sometimes being used for both, but for the most part
they are distinct and even mutually competitive in terms of attract-
ing attendance and wagering. The costs involved in thoroughbred
racing are higher than in standardbred racing but so are the purses.
On the other hand, the lower costs of standardbred racing provide
easier access to the sport for owners. Partly due to the abundance
of standardbred racing stock and the competitive advantage that
it has over thoroughbred racing in providing evening entertainment,
there has been a strong growth of standardbred racing over the
past decade.

In marked contrast to (and probably at the expense of) thorough-
bred racing which has, with one exception,? offered a constant
number of racing days per year (196-197), the number of days for
standardbred racing has quadrupled over the decade from 270 in
1962 to 1,055 in 1971. However there are signs that standardbred

1. ECLIPSE (1764-1789, a descendant of the Darley Arabian); HEROD (1758-
1779, a great-great grandson of the Byerley Turk); and MATCHEM (1749-
1781, a grandson of the Godolphin Arabian).

214 days were offered in 1971, The increase was due to the unsuccessful
thoroughbred meet at Windsor Raceway which was cancelled after 17 days.
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TABLE 1: Racing Days in Ontario, 1962-1972

Tharoughbred Standardbred

Major Minor

1962 196 197 73
1963 196 269 97
1964 196 357 94
1965 196 430
1966 196 597
1967 197 590
1968 197 611
1969 197 608
1970 197 615
1971 214 587
1972 197 631

Source: Canada Agriculture

racing, too, may be reaching its profitable limits. As shown in Table
I growth appears to be levelling off at the major tracks although
the minor standardbred tracks continue to demonstrate a strong
upward trend. As in other jurisdictions the overall market position
of racing in i v be summed in the conclusion that the
supply of racing appears to be in danger of outpacing public
interest.

ADMINISTRATION

As has already been noted in the previous chapter, while the
control of betting has, since 1927, been under the jurisdiction of
the Canada Department of Agriculture, the control of horse racing
is a matter of provincial responsibility. In Ontario this responsi-
bility is exercised through the Ontario Racing Commission, an
agency reporting to the Ministry of Consumer and Commercial
Relations.

The Canada Department of Agricuiture

Initially, the Federal Minister of Agriculture was only con-
cerned with the regulation of the pari-mutuel operations. Repre-
sentatives were appointed to preside at each race meet where this
form of wagering was in force. It was the duty of these officials to
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ensure that wagering and pool calculating were properly carried
out by track management. In 1955 thesc duties were expanded to
cover the “film patrol” which is used by the stewards and judges
in their assessment of questionable riding activities and urine and
saliva testing which are meant to detect and discourage the usc of
artificial stimulants or depressants on racc horscs.

The Ontario Racing Commission

The Commission is empowered to “govern, direct, control
and regulate” horse racing in Ontario in all its forms. Besides ad-
ministering the rules of racing and licensing tracks, owners, jock-
eys, drivers and others engaged in racing and supporting trades,
it registers colours, names, partnerships, leases, contracts and agents

and issucs eligibility and validation certificates for horses. It also

maintains track security, provides vetcrinary services, cmploys track
stewards and judges, and reviews their rulings on appeals.

The Commission also channels grants through the racing
associations to owners and breeders and provides funds to the

Ontario Veterinary College for equine research.

The Canadian Trotting Association (C.T.A)

This Association is the national governing body of harness
racing. About half of its 14,000 registered members live in Ontario.
Under the aegis of the Commission and the Canada Department
of Agriculture, the C. T.A. attempts to maintain high standards of
“professional competence and moral character . .. of all partici-
pants in the industry . ..”. Its rules and regulations torm the basis
of the regulatory scheme and establish the procedures to be followed
by the standardbred race tracks and the horsemen using their
facilities.

The Ontario Harness Horsemen’s Association (O.H.H.A))

From its inception in 1962, the O.H.H.A. has made valuable
contributions to harness racing in this province, in pursuit of its
constitutional aspirations: “to encourage, improve and promote
breeding, training and racing of trotting and pacing standardbred
race horses”.
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The Toronto based organization has developed several pro-
grams to aid its 2,267 members in the realization of its objectives.
Four stakes races for two and three year old Ontario-sired pacers
and trotters, running at “A’ cliass tracks have been supported by
O.H.H.A. funds since 1963. In 1970, a similar program for two
and three year old Ontario-sired pacers, racing on “B” class tracks,
was introduced by the Association.

Its members benefit from scveral aid programs designed to
improve harncss racing in the province. These include special in-
surance for race horses and driving equipment, represcntation at
purse negotiation meetings, and investigation of track premises to
ensure high standards for resident horsemen and their animals.

The Horsemen’s Benevolent and Protective Association (H.B.P.A))

Originally, the H.B.P.A. was concerned only with the prob-
lems of thoroughbred owners and trainers but gradually expanded

its operation to include the remaining clements of the industry.

Horsemen faced with difficulties of any description (financial, legal,
medical, spiritualy  are cocouraged (o scek counsel froim the
H.B.P.A. If a small sum of money is necded to rectify a particular
problem, it is usually forthcoming from the Association.

Perhaps its most visible role is that of bargaining agent for
the thoroughbred owners in their periodic purse negotiations with
the race track operators.

No fees are payable to the organization which considers all
persons associated with thoroughbred racing in Ontario to be
members. This means that roughly 700 pcople in this province can
rely on the H.B.P.A. for help. Administrative and other expenscs
are covered by a one percent deduction from purse monies.

The Canadian Standardbred Horse Society (C.S.H.S))

Founded in 1910, the Society functions principally as a
clearing housc for information that would assist Canadian standard-
bred breeders in their efforts to maintain high standards. In 1963,
it assumed the responsibility, previously vested in the Canada De-
partment of Agriculture, of maintaining standardbred horse records




18 The Racing Industry In Ontario

in accordance with the Canadian National Live Stock Act and the
Live Stock Pedigree Act and acting as the standardbred horse
registration board.

The Canadian Thoroughbred Horse Society (C.T.H.S.)

This Society has grown since 1906, the year it was founded.
Currently, a membership of 1,080 throughout Canada depends
upon the organization to “promote and develop thoroughbred
breeding techniques” and educate the breeder so that the Cana-
dian industry remains at a level competitive with similar programs
in foreign jurisdictions. Provision of a market place for breeders
is one of the most important functions performed by the Society.

Unlike its counterpart in the standardbred industry, the
C.T.H.S. does not function as a registration board. That respon-
sibility remains with the Canada Department of Agriculture.

The Ontario Standardbred Improvement Association, Incorporated

In the summer of 1970, this non-profit association was incor-
porated under Provincial charter. As the name implies, the organ-
ization’s main objective is to improve the standardbred breed in
this province. Approximately 1,200 Ontario breeders support its
work and agree with the statement of its President that “the success
of the breeding industry in Canada depends to a large degree on
the provision of stake races in Ontario, so that the potential earn-
ing power of a young colt is improved”.3

A sire’s stake program has been proposed by the Association
which would, in its opinion, go far to improve the earning potential
of its members and the quality of the breed. Owners of broodmares,
it is suggested, would travel to this province to havc their mares
served by an Ontario stallion. The buyer of the foal, it is argued,
would be willing to pay a high price at the yearling sale, since even-
tually his purchase would be cligible for larger purses offered at
Ontario tracks in races for horses sired in this province.

3. Task Force Public Hearings, December 1, 1971, Mr, E. J. Boland, Presi-
dent, Ontario Standardbred Improvement Association, Inc.
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20 The Racing Industry In Ontario

THE ECONOMICS OF THE INDUSTRY

The Racing Industry in Ontario: An Economic Study

In order to gain an appreciation of the cconomic position of
the industry on which off-track betting depends. the Task Force
commissioned Woods, Gordon and Company to undertake a study4
which would. among other things. analyse the growth of racing
activity with particular emphasis on the impact of recent develop-
ments, identify the inter-relationships between the various com-
ponents of the industry, including the track operators, horse owners
and breeders, establish their current economic position and fore-
cast the growth of the industry on the basis of established projec-
tions and trends. What follows in this section is largely based on
those findings which are reproduced in full in Appendix D to this
report.

Breeders

Racing begins with breeding. Except for a few notable excep-
tions, most breeders are farmers or persons associated with farming,
They may breed tor their own racing stabies or for sale to others,
either privately or at auction.

In addition to money from sales, breeders derive revenuc
from stud fees and the government-sponsored breeders’ awards.
hese awards have been in existence sinee 1950, but since 1968
they have been drawn from u specific fund. In that year, the rate
of the Race Tracks Tax of Ontario was increased from 6 percent
to 7 percent, on the understanding that 85 percent of the increase
was to be used for such things as breeders” awards, grants towards
increased purses, and equine research.S These funds are distributed
by the Ontario Racing Commission.

Awards for standardbred breeders have been paid only since
1960. The pattern of these awards can be scen from Table 2. The

method of calculating the awards, and the manner of their payment,
varies as between standardbred and thoroughbred breeders,

4. Similar to the ohe conduaéd by them in 1966 on behalf of the Co_mmittee
of Ontario Thoroughbred and Standardbred Horse Industries,

5. The annual allocation for research has, since 1968, been fixed at $25,000,
and has been directed to the Ontario Veterinary College at Guelph, Ontario.
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TABLE 2: Government of Ontario Breeders’ Awards, 1950-1971

THOROUGHBRED STANDARDBRED COMBINED TOTALS

Total
No. of No. of Total Amount
Year Awards Amount Awards Amount Awards Paid

195C 79 § 16,934.75 — — 79 16,934.75
1951 86 18,101.39 — 86 18,101.39
1952 a8 22,136.73 — 22,136.73
1935 94 26,512.25 26,512.25
1954 105 28,910.20 28,910.20
1955 165 28,012.25 : 28,012.25
1956 112 41,623.50 41,623.50
1957 130 50,057.06 50,057.06
1958 144 58,366.00 —_— — 58,366.00
1959 148 59,497.25 — — 59,497.25
1960 146 65,154.88 288 $ 18,989.80 84,144.68
1961 159 61,486.88 358 26,136.37 87,623.25
1962 160 €4,752.37 423 41,293.43 ! 106,045.80
1963 161 69,296.12 478 51,168.46 120,464.58
1964 156 73,519.11 528 80,738.09 154,257.20
1965 157 77.887.98 588 96,989.51 174,877.49
1966 175 86,739.74 649 131,767.51 218,507.25
1967 186 84,879.10 /11 140,983 .89 97 225,862.59
1968 201 95,807.58 759 178,471.26 274,278.84
1969 206 103,621.25 788 206,523.56 310,144 .81
1970 203 108,956.53 856 203,129.30 312,085.83
1971 217 110,384.68 922 226,653.61 337,038.29

Source: Ontario Racing Commission.

The breeder of a standardbred is deemed to be the owner or
lessee of the dam at the time she was served while the breeder of
a thoroughbred is the owner or lessee of the dam at foaling time.6
The breeder of un Ontario standardbred receives an award calcu-
lated at the rate of 5 percent of the gross purse when his mare’s
progeny wins a race. On the other hand. the breeder of an Ontario
thoroughbred receives an award equal to 5 percent of the winner's
share of the purse when his mare’s offspring wins a race.

The Ontario Racing Conunission compiles a list of breeders
eligible for awards, and the Ministry of Consumer and Commercial
Relations distributes the money required for the awards to the
Canadian Thoroughbred Horse Society and the Canadian Trotting

6 For ;xgrﬁple, the purchaser ofiérpréginant thorougﬂbred Fnare is a breedeE
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Assoctation for thoroughbred and standardbred awards, respec-
tively. The money is then distributed to the individual breeders by
the Canadian Thoroughbred Horse Society and the Canadian
Trotting Association,

The purpose of the awuards and the nature of the results
expected do not appear to have been clearly defined. A large pro-
portion of the total awarded is paid to a relatively small number
of very successful breeders who appear to make sufficient profit
not to need them. On the other hand, the remainder of the awards
are probably too widely dispersed to provide an appreciable incen-
tive to the great majority of breeders. Even if the awards did have
a significant effect on the quality of breeding, American-bred
horses of equivalent quality would continue to fetch higher prices
since they would be eligible for the higher purses available in the
numerous U.S. stakes races for American sired and bred horses.

As indicated by the Woods, Gordon study thoroughbred
breeding has grown since 1965. It is significant to note, however,
that while the number of foals registered has risen from 1,215 in
1965 to 1,978 in 19717 the demand for better horses continues to
exceed the supply.

Woods, Gordon estimated that thoroughbred breeders, on
the average, made a net profit of $1.220 per yearling sold in
1970-71 before deduction of depreciation.8 This represents a
considerable improvcment over the slight loss incurred in 1965.
However, since the higher average sale value of yearlings partly
reflects improvements in stock, much of this apparent gain is likely
to be offset by higher depreciation costs. A few thoroughbred
breeders arc making moncy on their operations, but most are not.
Even so, Woods, Gordon expect Ontario breeders to maintain an
adequate supply of thoroughbreds. Perhaps more importantly,
however, they found no assurance that quality will be improved or
even maintained.® As a comment on the quality of local breeding,
it is significant that about 40 percent of the thoroughbred purses
awarded in Ontario arc won by forcign-bred horses.

The study disclosed an cven more substantial increase in
standardbred breeding but mainly of lower quality horses.!0 Al-

. Appendix D
Ibid.
Ibid.




24 The Rucing Industrv In Ontario

though the financial position of Ontario standardbred breeders
seems to have improved somewhat in recent years, breeders gener-
ally continue to suffer substantial losses. Including depreciation,
the standardbred breeding industry appears to lose over $4 million
a year!l but, for some reason, this is not reflected in a reduction
in numbers. Indeed, the number of breeders incrcased from 1,870
in 1965 to 2,800 in 1970. During the same period the numbers
of foals registered incrcased from 925 to 1.863. As with thorough-
breds. however, the demand for better quality is not being satisfied
by Ontario breeders—as can be scen from the number of imports
(from the United States) which was 349 in 197].12

It appears that an across-the-board increase of the breeders’
awards is not an answer to deteriorating quality since such a general
increase might well attract more breeders rather than cncourage
better breeding—a sort of equine version of Gresham’s Law. 13

Owners

In 1970 there were [,230 thoroughbred owners in Ontario—
an increase of more than a third over 1965. While the exact
number of thoroughbred horses is not known. data compiled by
the Ontario Jockey Club suggest an increase of 22 percent between
1965 and 1970 (from 1,530 to 1.872) in the number raced.

Revenues are derived from winning purses. The purse struc-
ture is usually negotiated periodically with the horse owners. as
represented by the Ontuario Harness Horsemen's Association for
standardbred owners and the Horsemen’s Benevolent and Protec-
tive Association for thoroughbred owners. Currently, purses at the
Jockey Club tracks are fixed at 47.5 percent of the track commis-
sions (the 9Y2 percent of each dollar bet which the track is entitled
to retain).

As has already been mentioned, the Ontario Government
makes an annual grant, which is distributed by the Ontario Racing
Commission, to be used to increase purses. The money is divided
among Ontario’s race tracks according to the proportion of the
volume of wagering that cach track had of the previous year’s
11. Ibid. - o
12. It should be noted that part of the import demand results from the

higher potential winning capacity of U.S. bred horses eligible for sires
stakes programs in the U.S.

13. Gresham's Law—bad money tends to drive out good.

§ million

70

RACING

160




WAGERING — STANDARDBRED “A” CLASS TRACKS
GREENWOOD

WINDSOR RACEWAY
GARDEN CITY RACEWAY

§ million [0
MOHAWK RACEWAY

70

WESTERN FAIR RACEWAY

60

\ RIDEAU/CARLETON RACEWAY
D

40

RACING DAYS —- STANDARDBRED ““A” CLASS TRACKS

160

1960

ATTENDANCE — STANDARDBRED “A" CLASS TRACKS

FIGURE 3: Annual Wagering, Attendance and Number of Racing Days at
Ontario Standardbred “A" Class Race Tracks, 1960-1971.




26 The Racing Industry In Ontario

total wagering. Accordingly, standardbred tracks receive approxi-
mately 60 percent of the pool and the thoroughbred tracks receive
the remainder. Table 3 sets out the amounts of the purse supple-
ments since their inception in 1968,

TABLE 3: Government of Ontarin Grants to Increase Purses, 1968-1971

Year Purse Supplement

1968 $1,525,000
1969 1,500,707
1970 1,464,955
1971 1,950,045

For thoroughbreds a total of $6.168,400 in purses was
awarded in 1970.14 Excluding depreciation, Woods, Gordon esti-
mate an average net annual cost of keeping. training and racing a
thoroughbred in 1970 at about $4,900, an increase of about 20
percent over [965.15

Using the Jockey Club figures for thoroughbreds raced in
1970, the average potential purse winnings per horse would be
$3.295 which is $1.600 less than the average net annual cost of
54,900. Of course, just as there are no “average horses” there are
no “average purses” and many horses actually had no winnings at
all during 1970 while a few won several thourands of dollars.

In 1971, there were 5,600 Canadian standardbreds cligible
io race in Ontario—nearly double the number in 1965, In addi-
tion, there were 210 American-owned horses. up from 84 in 1965.
Although average purses per race have increased at both major
and minor tracks. the Woods, Gordon study shows that average
winnings per horse have been diluted by the incrcase in the number
of horses competing and this dilution has been more serious at
the minor tracks. The net annual cost per standardbred was esti-
mated at $1,220 in 1970, an increase of 22 percent compared with
1965 (in constant dollar value terms). Depreciation increases the

average deficit per horse to about $1.525.16

14. While all of these winnings did not go to Ontario owners it is felt that the
foreign winnings of Ontario owners (which are not included in this figure)
are probably sufficient to offset the amount of Ontario purses paid to
foreign owners.

Appendix D
Ibid.

CHELMSFORD




“TL6T ‘OMBUQ U SHIBLL, 3IVY SSP[D (D PUE (s "V

Jo uonedo] i1 JVIA

{rl) s .0, — O

(L) sse|D .8, — ¥
-
7

d

(s

3183 L¥OH i) yinogrve

@/uj_ wvis(0) ©

(8 ) ss810,.v,, — O

SMIVHL 30VH OIHVLNO

SINIHYHLIYD IS xgxmz_mo

\/\!/O

\ HILSVINY

/

F1AIVITRINTD Av

o»zo..‘,o._,\%

O

£

P

"7<7 onoxo

ITIAIONYHO

AVERRIVERRE!:]

HONOKOBHILId 7

]
=

MRl

lﬂ«llVA/.. . \zwﬁwzn \v)

e

\(
NOGNO1 AV

A20LSTOOM 7

oxngwrH man (O

NOLINITO <7

vHIm3 7 HII¥IATD |

\

HIAONTH 7

\//czmo.m NIMO 77
! A
5 1

AGOMHON O

V4
\2-4#232 HLINOS
@)

$11%4 S.nuNE
YMYLLO Av o

v MOININEY
A~ R
ey (- =

[ Ve
e "

\
\
Juﬂ
-
R

B

N
>¢ﬂ meO

uz.z«y,o»i_zq:,@
L

\l\ Z\\{(ﬁ

P

l\u.,,. \HUﬁ

- @ﬁ./ﬂ- .\.JY}\IV[{

SINMM IINuE
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There appears to be little risk of any shortage of standardbred
racing stock although it does seem likely that average quality will
continue to decline, despite a recent improvement in purses in line
with that for thoroughbreds. However, higher purses may have the
effect of attracting more participation rather than effecting improve-
ments in overall quality.

Before concluding it should be again pointed out that for the
reasons mentioned in the previous chapter, the language of the
balance sheet may be inuppropriate to horse racing which is as
much a sport as a business. People are attracted to it for the myriad
of non-quantifiable, non-measurable rewards that one associates
with other sporting activities and it would be wrong to attempt to
measure the industry only in terms of “profit and loss”.

Race Tracks

The Ontario Racing Commission divides the 36 Ontario race
triucks into three catecories or classes ("A7. “B” and “unsuper-
vised” [also known as “C"|) according to the number of race
days allocated to each.

The “A” class tracks are the major tracks having extended
racing seasons (generally more than 50 days of racing per year).
They are: Woodbine and Fort Erie for thoroughbreds; Greenwood
for both thoroughbreds and standardbreds; and Garden City Race-
way, Mohawk Raceway, Windsor Raceway, Western Fair Race-
way., and Rideau Carleton for standardbreds.

The 14 “B” class tracks euch have more than seven days of
racing per year. and usually race one or two days per week during
the season. but their scasons are not extended. These courses are
usually located near small urban arcas, mostly in Southern Ontario,
such as Goderich, Orangeville, Peterborough. Kingston and Han-
over. The 14 “C” class tracks!7 generally have only onc or two

days of racing per year and arc usually operated by agricultural

societies 1n conjunction with country fairs. They arc not supervised
by the Ontario Racing Commission. Included in this group are
tracks located at Ancaster, Leamington, Gore Bay, Norwood and
Beamsville.

17. With racing in 1971.
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TABLE 4: Volume of Wagering on Thoroughbred and Standardbred
Racing in Ontario, i961-1971

THOROUGHBRED

Year Amount Wagered Provincial Tax Federal Tax
1961  $ 89,549,959 5,372,997 (6%) $ 447.737 (V4%)
1962 90,477,564 5,428,653 452,375
1963 96,483,152 5,788,989 482,403
1964 99,464,915 5,967,894 479,311
1965 101,872,209 6,112,332 509,361
1966 104,645,712 6,278,743 523,229
1967 100,174,152 6,010,449 500,853
1968 102,442,122 7,170,948 (7%) 512,210
1969 113,982,249 7,978,757 569,911
1970 120,094,243 8,406,597 600,471

1971 115,222,323 8,065,562 649,954
(14 % to 6/10ths %)

STANDARDBRIED

$ 15,779,433 $ 946,765 (6%) 78.890 (14 %)
25,825,539 1,549,532 129,114

38,412,098 2,304,725 192,057
57.496,039 3,449,762 287,452

77,833,146 4,669,988 389,165
126,289,102 7,577,346 631,445
147,861,734 8,871,704 739,308
167,345,886 11,244,296 (7%) 836,729
181,697,898 12,718,853 908,489
182,262,986 12,758,409 911.315

177,212,268 12,404,858 966,992
(s % to 6/10ths %)

As indicated by the figures in Table 4 and by Figures | to
6, with the exception of a small decrease in 1971, pari-mutuel
wagering at Ontario’s race tracks has had a remarkable growth in
the last ten years, particularly on standardbred racing. The growth
pattern becomes more striking when today’s figures are compared
with those for 1921. In that year, race-goers in the whole of
Canada wagered $75.110,551. In 1971, in Ontario alone, bettors
parted with $292.434,591 ($302,357,229 in 1970), while across
Canada the figure was $564,792,223 ($575,447,381 in 1970).

As might be expected, the “C™ class tracks arc responsible for
almost none of this wagering activity; the “B” class tracks, while
their share is growing, continue to have little impact; and the “A”
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class tracks produce almost all of the betting. In 1971 the “A” class
tracks had 71 percent of the racing days, 90.7 percent of the attend-
ance and 95.6 percent of the wagering. The “B” class tracks ac-
counted for 28 percent of the race days, 8.6 percent of the attend-
ance and 4.3 percent of the wagering. “C” class tracks had only
I percent of the race days, 0.7 percent of the attendance and 0.1
percent of the wagering.

Perhaps the most striking example of the industry’s growth in
recent years is evidenced by the increase of standardbred racing at
“minor” (“B” and “C” class) tracks from 73 days in 1962 to 331
days in 1971. Most of this increase can be attributed to the estab-
lishment of new tracks in secondary population centres such as
Belleville and Kingston. Expansion of activity at existing tracks was
also significant. There has been a substantial shift over the past
decade from relatively short local “fair associated” meets to more
extended meets at bigger tracks.

Woods, Gordon forecast a continued growth of minor track
racing days and attendance. However, the favourable growth
prospects for minor track racing are unlikely to have a significant
effect on racing in total since, as has already been mentioned, the
minor tracks currently account for only about 9 percent of attend-
ance and 4 percent of the total amount wagered.

With the ninor exception of an unsuccessful meeting held at
Windsor in 1971, thoroughbred racing in Ontario is confined to
tracks operated by the Ontario Jockey Club. Although the number
of racing days for thoroughbreds has remained almost static in
recent years the number of races per day and of starters per race
has increased. Together with improvements in the quality of the
horses racing and other amenities, the quality of sport offered to
the public has improved. Despite this improvement in quality,
average attendance has slowly declined and appears likely to con-
tinue to do so. This may, in part, be due to the striking growth of
standardbred attendance, although average thoroughbred attend-
ance in New York State, where standardbred attendance has been
relatively static, has also tended to decline.

The financial performance of the Jockey Club tracks ( Wood-
bine, Fort Erie, Greenwood, Garden City and Mohawk) appears to
have becn reasonably satisfactory, as evidenced by the success with
which the Club has converted its equity into 10 percent debentures.
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The financial performance of other tracks is not fully available
but it appears to vary widely. Windsor, at one end of the scale,
achieved a phenomenal 40 percent rate of return on capital em-
ployed in 1970 and Rideau Carleton, at the other end, was in
receivership between 1963 and 1971.

On the basis of the accounts available to our consultants, it
appears that total track revenue has grown at an average annual
rate of 14 percent over the past decade which is about 50 percent
faster than the gross provincial product. Receipts from commissions
on wagering account for 70 percent of track revenue while revenues
from refreshment, program sales and parking contributed 17 per-
cent, Admissions, which account for only 12 percent of total track
revenue, have declined in relative importance.

Analysis of these accounts shows that operating disbursements
have grown slightly faster than revenue. Employee and supply costs
increased their share of total operating disbursements from 38 per-
cent in 1961 to 45 percent in 1970. Purses declined in terms of
their relative importance from 32 to 29 percent while municipal
taxes increased their standing from three to five percent. Regula-

tory fees. on the other hand, continue to remain below one percent.




CHAPTER 3

On-Track Wagering in Ontario

THE PARI-MUTUEL SYSTEM

rFHE pari-mutuel system of betting on horse races is reputed
to have originated in France more than a century ago. After its
popularity grew there, it was transplanted to the United States in
the 1870’ where it flourished. In Canada, the 1927 amendments
to the Criminal Code recognized the pari-mutuel system as the only
legitimate method of betting on horse races, and the law is, by and
large, the same today.

Literally, pari-mutuel betting means betting “among our-
selves” and, although the calculations today may be made by com-
puter, the system in operation is the same. At every track in Ontario
where betting is authorized, bettors arc permitted to place bets to
“win” (the horse must win the race for the bettor to be paid),
“place” (the horse must place first or second for the bettor to be
paid) and “show” (the horse must place, first, sccond or third for
the bettor to be paid). In addition, the tracks may have one or
more specialty bets. The most common types are the “daily double”
(bettor must pick winners of two consecutive races), “exactor”
(bettor must pick first two horses in one race, in correct order of
finish), and “quinella” (bettor must pick first two horses in one
race, not necessarily in correct order of finish). A separate betting
“pool” is set aside for each bet type. For example, there is a separ-
ate pool for each of win, place and show bets, and a separate pool
for cach specialty bet. After the provincial Race Tracks Tax (7
percent), the federal administrative levy (0.6 percent) and the
racetrack operator’s commission (usually 9%2 percent) have been
deducted, the balance of the pool (approximately 83 percent) is
divided among the holders of the winning tickets.
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Since 1927, the Canada Department of Agriculture has been
responsible for the supervision of all pari-mutuel systems in Canada
Details of these responsibilities have alrcady been discussed in the
section of the report dealing with the legal aspects of off-track
betting,

ATTENDANCE AND WAGERING

The overall pattern of attendance and wagering at Ontario’s
race tracks has already been described in some detail in the pre-
vious chapter. As can be seen from Figures 7 to 16, wagering and
attendance did decline slightly in 1971. While some of this decline
might have been caused by the operation of off-track messenger
services, there are certain other factors which undoubtedly had
some effect as well.

During the Fort Erie spring meet (April 24th to May 22nd.
1971) the Peace Bridge between Buffalo, New York and Fort Erie,
Ontario was under repair and traffic was reduced to one lane each
way. That this may have had a very serious effect on wagering and
attendance! is evidenced by the fact that, according to the Jockey

Miads, aRnt M ok Aoris A 1T r i 1 :
Club, about 50 percent of the wagering at Fort Erie comes from

American patrons.

The Jockey Club also introduced certain changes in the types
of betting allowed. The traditional show betting was eliminated
and place betting was expanded, depending on the number of
starters in the race, to include horses finishing third. The number
of exactors oftered each day was also increased to five. These
changes were not popular with the betting public and may have
led many of them to bet less than they otherwise might have.

In addition, the general downward turn in the economy in
1971 unquestionably had the samec depressant effect on the racing
industry as it did on other leisure industries.

Although it is impossible to measure the individual effect of
each of these four factors the cumulative effect was that wagering
and attendance were down by $6.1 million and 83,000 from 1970.
Some clue as to the effect of off-track betting in this decline might
be gained from an examination of the early 1972 figures.

1. Wagering was down over $3 million compared to the same meet in 1970
and attendance was down 28,000.
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Of the four factors discussed above only the activity of the off-
track betting messenger services has remained roughly constant.
The Peace Bridge has been restored to full service, the Jockey Club
has abandoned its betting experiment and restored the traditional
types of bets, and the economy would seem to have taken a turn
for the better.

Under these changed conditions, attendance and wagering.
so far this year, are significantly up at all the Jockey Club tracks
as compared with 1971, Standardbred wagering to May 14th, 1972
is up $5.5 million and attendance has increased by some 40.000.
The thoroughbred meets for the corresponding period in 1972 also
boast an increase of $2.6 million in wagering and 13.000 in attend-
ance. Tt is, theretfore, somewhat difficult to accept the submissions
of the racing industry that much of the decreasc in attendance and
wagering experienced in 1971 was due to the off-track messenger
services when this unquestionable growth has taken place at a time
when the number of messenger shops has remained fairly static. In
other words, notwithstanding the continued operation of the mes-
senger services, 1972 wagering and attendance at the Jockey Club
tracks has increased by $8.1 million and 53,000 persons over last
year’s figures, Indeed, the Tockey Club, in slightly more than one-
quarter of its 1972 season, has more than made up the total 1971
decline in wagering!

PROFILE OF THE ON-TRACK BETTOR

Insofar as the average on-track bettor is concerned, the Inno-
vative Marketing survey identifies him as being male, over 31,
reasonably well-educated with an annual family income of over
$10,000 ($7,000 outside Metropolitan Toronto).2 The majority
(54.1 percent) of Metropolitan Toronto bettors attend thorough-
bred racing only, as compared to only 18.9 percent who attend
standardbred racing only. Twenty-seven percent of the Metro-
politan Toronto bettors attend both. Roughly 13.4 percent of the
general population in Southern Ontario, and 5 percent in Northern
Ontario, expressed a general interest in horse racing.?

According to the Jockey Club’s statistics, five times as many
patrons of their courses prefer the grandstand to the club house
where one is available. Insofar as the amount of money wagered

E. Appendix F, detailed tables (not reprint;d)._ -
3. Appendix F, detailed tables (not reprinted).
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is concerned, as might be expected, the average club house patron
wagers about twice as much. In 1971 the average amount of money
bet on thoroughbreds by each club house patron was about $120
per day as compared with about $60 for his grandstand counter-
part. For standardbred racing, at Greenwood, the only standard-
bred Jockey Club track with a club nhouse, the average 1971 club
house patron wagered $106 each day as compared with $53 for
bettors in the grandstand. Average wagering on standardbreds at
Mohawk and Garden City was about $57.

Again, on the average, the split between specialty betting such
as daily double and exactor, and win, place and show betting on
the thoroughbred tracks was, in 1970, about 23 percent and 77
percent respectively. In 1971 about 32 percent of the money was
bet on the specialty bets and only 68 percent on win, place and
show. At the standardbred tracks in 1970, 19 percent of the wagers
were on daily double, exactor and quinella and 81 percent on win,
place and show. In 1971 the market share of specialty bets almost
doubled to 31 percent of the total race handle as compared with
69 percent for win, place and show betting. About 80 percent of
the tickets purchased were of the $2 denomination and about 18
percent were $5. The $10 and $50 varieties accounted for about
1.2 percent and 0.8 percent respectively.

While it is statistically possible to determine the demographic
and financial profile of the on-track bettor, it is much more difficult
to determine in any precise way, his motivation for attending. One
could probably formulate as many categories of bettors as there
are bettors. Spindletop Research,4 suggested the division of race
goers into the following general groups according to principal
interest:

I. The Racing Fan: Those who primarily attend to cnjoy
the racing events and the track environment. Betting is
incidental. This is the group, probably small, who would
attend even if there were no betting.

The Handicapper: Those who go to bet on racing in
particular. They belicve they understand racing and the
art of handicapping (cveluating odds on) racing stock.
They cxpect to beat the pari-mutuel or other (illegal)
odds with their special skills or knowledge.

; Off_Track Bettinngoon or Bog, Spindletop -Research Inc., Lexington,
Kentucky, March, 1971, prepared for the Off-Track Wagering Study Com-
mittee of the National Association of State Racing Commissioners.
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The Sports Bettor: Those who go primarily to legally bet
on a sports event. They either prefer the legality of the
opportunity or else illegal alternative opportunities are
inconvenient or not available.

The Lottery Bettor: Those who go primarily for the
opportunity to obtain a large return on a small wager.
This group bets primarily on daily double, pertecta,
exacta, tierce, quatro, or other unconventional wagering.
The competition for this group comes from lotteries
not based on racing.

The Club House Patron: Those who go because it is a
place to meet people, to drink and dine, and to enjoy
entertainment. For this group, the races are just one of
the many places for entertainment. Night clubs and
lounges compete for this group. The market for group or
club meetings or entertainment falls in this category.

In an effort to quantify this categorization, Innovative Mar-
keting, in the survey conducted on our behalf, devised a series of
questions designed to roughly place each bettor interviewed into
one of the categories.

As will appear from the data contained in their report (Appen-

dix F), of those bettors interviewed in Metropolitan Toronto, the
first category, “the racing fan”, proved to be by far the largest, with
43.8 percent of respondents assigning themselves to this group.s
A roughly even distribution was achieved for the other groups.
12.5 percent falling within “the handicapper” category, 16.3 per-
cent “sports bettors”, 12.4 percent “lottery bettors” and 15 percent
“club-house patrons”. This is perhaps an indication (supported to
some extent by the experience of other jurisdictions) that a larger
percentage of those who now attend the race track do so to actually
see the horses run or to take advantage of the other facilities pro-
vided exclusively at the track and in all likelihood will continue to
do so even after the introduction of off-track betting.

VALUE OF THE AVERAGE BETTOR

Race track operators obtain revenue from only one source-—
the bettor. The Race Tracks Tax and the federal government levy
also come from him. The race tracks’ share can be roughly divided
into commission and concession components.

5. Appendix F
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Receipts from commissions and breakage are the major source
of track revenue accounting for $31.3 million in 1970 which was
70 percent of the revenue from all sources. Revenues from admis-
sions are approximately 12.3 percent of the total and concession
revenues are approximately 16.8 percent.6

According to Woods, Gordon,”7 the tracks average revenue
per patron per day in 1970 was $9.82, made up as follows:

Commissions and breakage $6.84
Concessions . 1.65
Admissions 1.21
Other . : . . 12

$9.82

These figures help to explain the anxiety of the race track operators
in their attempt to maintain levels of attendance. They are, so to
speak, on the horns of the “cost-price” dilemma and are afraid to
increase admission revenues by raising prices for fear of reducing
overall attendance.

In 1970, the bettor also contributed some $21.2 million to
provincial revenue by way of the Race Tracks Tax and provided
the federal government with a $1.5 million contribution to defray
the costs of the services provided by the Canada Department of
Agriculture.

6. Appendix D
7. Ibid.




CHAPTER 4

Off-Track Wagering In Ontario

THE BOOKMAKER
Legislation

THE history of Canadian legislation relating to off-track
betting has alrcady been outlined in the section of this report
dealing with the legal aspects of off-track betting. It is sufficient to
say here that under the Criminal Code it is illegal to be in the
business of taking bets or to permit one’s premises to be used for
so doing. Certain related activity such as transmitting betting
information is also prohibited. In essence, only private bets be-
tween individuals not engaged in the business of betting and bets
made through the agency of an approved pari-muiuei sysient on
the race course are lawful.

Notwithstanding the provisions of the Criminal Code, few can
deny the existence of the bookmaker in our society. A service is
demanded and the bookmaker provides it. We are in substantial
agreement with the following submission made to us by the Ontario
Jockey Club:

“It is a simple fact that persons who want to bet but arc
unable to go to the race track, due to transportation diffi-
culties or time limitations, bccome potential customers. Like
many similar laws, the laws against illegal bookmaking are
not susceptible to effective enforcement, despite the diligent
efforts of our police forces, because the public generally docs
not consider wagering to constitute a vice. There is no moral
stigma in placing a bet, on or off track.”

According to Innovative Marketing, 46.4 percent of those
questioned in Metropolitan Toronto were of the opinion that book-
makers provide a real service, while 52.8 percent were of the view
that they do not. Bettors like the following services provided by
bookmakers, in order of preference: telephone betting, betting
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when one cannot attend the track, betting on ather sports, specialty
bets, short-term and long-term credit.

Method of Operation

The image of the bookmaker held by most members of
the public is of a single independent operator in a small shop or
back room, taking bets in person or by telephone and recording
them on “flash paper” which disappears at the touch of a cigarette
While this picture is accurate to a certain extent, our discussions
with police officers and some bookmakers lead us to believe that it
is only partially correct. The visible contact with the public is
known as a “front end” and is, in most cases, simply an agent,
taking bets on behalf of another person, known as the “back end”,
who keeps the “book” or record of bets made. A back end may
have a number of front ends working for him, and each of these in
turn may employ one or more “runners” who collect bets, usually
from industrial plants. Members of the public have contact, by and
large. only with the runners or front ends.

Types of Betting

Bookmakers traditionally have accepted bets on norse races,
both within and outside the jurisdiction in which they reside. How-
ever, Ontario police estimate that today most of the betting action
is on sports other than racing. Bookmakers will provide credit to
regular customers, will sometimes accept bets at less than the $2
minimum on-track, and will also take specialty bets not available
at the track, such as the “parlay” (winnings from one horse are
placed on another horse if the first horse wins) and the “round
robin” (a serics of parlays).

The “Book"

Bookmakers, large and small, must maintain records in some
form—~nhence the name “bookmaker”. The “book” usually shows
the customer’s name, horse, race number and track, and the dollar
amount bet, These records when seized by the police are used as
incriminating evidence against the bookmaker. As a result, book-
makers prefer to keep records which can be quickly disposed of.
Facial tissue, tissue paper, or flash paper, all of which burn rapidly
and easily, are employed as well as sheets of glass or formica which
can quickly be wiped clean with a damp cloth. As already outlined
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in an earlier section of this report. some off-track messenger shop
operators who actually engage in bookmaking have found it un-
necessary to engage in such subterfuge since they are in an appar-
ently legitimate business for which the keeping of similar records
is expected.

The bookmaker, generally speaking, will pay winners at track
odds, up to a maximum, usually 15 to I, over which he will not pay.
Since the payotiz at the track are calculated on the basis of a
deduction of 17%% ¢ from every dollar wagered, the bookmaker is
automatically assured of a similar profit margin if an appropriate
amount is wagered on each horse. When accepting wagers on other
sports, he will fix the odds, or the “point spread” (i.e., bets are
taken, and payoffs made, on the basis that team A will win by so
many points over team B) so that he is assured of a profit no matter
who wins, provided that an appropriate amount is wagered on each
team or contestant. In other words, the bookmaker must attempt
to “balance his book”. To do this it may be necessary for him to
“lay off” some of his business or, in other words, transfer some of
the bets to another bookmaker or group of bookmakers, some of
whom provide a layoff service only.

International Aspects

It was stated in the 1961 Report of the Attorney General’s
Committee on the Law relating to Gambling that some of the profits
from bookmaking are used to finance other illegal activities of
organized criminal elements. Some secondary sources! and police
officials lend support to the statement but there is no direct evi-
dence one way or the other. We are also advised (although again
we have no direct evidence) that organized crime provides layoff
centres in Buffalo, Atlanta, Las Vegas and New Jersey, as well as
betting information service centres, for the provision of odds, and
“point spreads” where necessary. A lay-off centre is apparently
essential for most bookmakers to survive. They cannot afford to
refuse bets or they will lose customers, while a payoff on some

large bets would put many out of business. The closing of layoff
centres in the United States can apparently have a significant
impact on bookmakers in Toronto and other Canadian cities. The
connection with a large operation, usually international, is essential.

1. Lawrence J. Kaplan and LeoE T_oughrey, Ins and Quts of On-track and
Oft-track Betting, Gould Publications, 1970, p. 31.
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Law Enforcement

Police have great difliculty in obtaining cvidence for success-
ful prosecutions against bookmakers because the front ends retain
few records of any permanence which can be seized; because the
back ends have very little communication with the general public;
and because of an almost universal refusal on the part of the public
to co-operate with police and come forward and testify against a
person providing a desired service. That this is a problem of uni-
versal magnitude is evident from the following passage from the
Report of the Royal Commission of Inquiry into Off-the-Course
Betting in New South Wales, 1963 (Mr. Justice Kinsella), at page
25:

“The reason for this is not far to secek. The public generally
is aware that off-the-course betting is forbidden by law. It is
also aware that the race course will not accommodate morce
than a small fraction of those who wish to bet. It is cqually
aware that unlimited betting goes on inside the boundaries
of race courses, with the approbation of the law, so that the
legality or illegality of betting depends on which side of the
race course fence it is donc. What cver the law may be, it is
scarcely surprising if the average citizen reiects the notion
that it can be morally right to bet on one side of the race
course fence and morally wrong to bet on the other side of
it. Henee there is no centhusiasm on his part to help the
police apprehend bookmakers whose offence is not that they
bet, but that they bet on the wrong side of the fence, In
short, he fecls none of the moral resentment of wrong doing
which in respect of most types of crime impels a law-abiding
citizen to assist the police.”

Scope of Operations

The bookmaker’s operation, as in any other business, comes
in all sizes. As one writer puts it:

13

‘... The underprivileged bookic, like his clientele, usually
hustles the street, taking action on a catch-as-catch-can
basis: street corners, playgrounds, hallways. The middle-
class bookic operates out of a permancnt location. And
thosc bookies who cater to the rich give all the advantages
to the beautiful pcople: tell-a-phone [sic] credit-card action.””2

Ontario’s police forces tend to categorize bookmakers as
either “large” or “small”, the former located in urban centres, each

2. J. Flaherty, Frank Carlin, the Bookie, New York Times Magazine Section,
No. 6, April 2, 1967, p. 28.
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handling perhaps $1-million per year or more in wagering. mostly
on sports other than racing, employing front end men and runners,
and possibly having international connections for layoftf and betting
information purposes. The ‘“small” bookmakers handle far less
money, in smaller denominations and proportionally more on
racing, usually operate from fixed establishments such as billiard
rooms, and confine their layoff and information network to other
bookmakers in the community. The Ontario Provincial Police,
Metropolitan Toronto Police and Hamilton Police estimate that
there are about 30 “large” bookmakers in Ontario and about 350
“small” ones, about two-thirds of these located in Toronto. These
police forces estimate that Ontario’s bookmakers handle at least
$120 million annually, well over half of which is bet on sports
other than racing. About $25 million to $30 million of this is bet in
Toronto, according to Metropolitan Toronto Police.

Innovative Marketing estimate that the total bookmaker
handle on races run at the Jockey Club tracks in Ontario is
$26.3 million, comprising $17.4 million from Metropolitan To-
ronto, $7.6 million from the rest of Southern Ontario and $1.3
million from Northern Ontario.

Kuplan and Loughrey esiunate thai ihere are aboui 364,000
bookmakers in the United States.3 They also note that estimates
of the volume of betting handled by bookmakers in the United
States vary between $7 billion and $50 billion per year, with the
figure $20 billion commonly mentioned.# If these figures are pro-
jected to Ontario using comparative population statistics, they
indicate that therc are 10,000 bookmakers in Ontario handling
some $700 million annually (based on the $20 billion figure), a
far cry from the figures estimated by Ontario’s police forces. We
use this example only to indicate that there arc many different ways
of making such “estimates” by which many widely differing figures
can be obtained, and it is extremely difficult to know which. if any,
approach any degree of accuracy.

THE MESSENGER SERVICES
Background

Almost five years have clapsed since the appearance, in Wel-
land, of Ontario’s first off-track betting shop. In July, 1967, Robert

3. Kaplan and Loughrey, Ins- andiouts of OTJrack and '-Off-track‘BetErTg,
Gould Publications, 1970, p. 30.
4. Ibid., pp. 26 and 29.
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Gruhl and Howard Brennan. operating out of a rented store, set
up business as “Pari-Mutuel Brokers”. They intended to charge a
fee for their messenger services and thereby develop a profitable
enterprise. However, the venture was short-lived and, within a few
days after opening, they were charged under what is now section
186 of the Criminal Code for engaging in bookmaking. The charge
was dismissed on the grounds that the accused had acted merely
as agents for their customers and that the bets were actually placed
through the pari-mutuel windows at the race track, that is to say,
they were “made through the agency of a pari-mutuel system . . .
upon the race course...” which is an exception to the general
proscription of the section.

An appeal by the Crown to the Court of Appeal was dis-
missed’ as was an application for leave to appeal to the Supreme
Court of Canada.6 Off-track betting was “off and running” in
Ontario!

Pioneer off-track betting shop operators conducted business
at a fairly elementary level, assigning “agents” in such places as
variety stores, pool rooms, and cigar stores to carry out transactions

with their customers. much the way bookmakers employ their
“front end” men. Bettors were asked to pay a service charge, equi-
valent to 10 percent of their wagers. This fee represented the sole
source of income for off-track betting shop operators and was
divided between the principal and his agent, usually on an equal
basis. The agent’s “handle” was delivered to a central depot, and
from there it was transmitted to the track where various “trackmen”
wagered it, according to customers’ instructions.

Within the four months following the Supreme Court’s refusal
to review the Gruhl and Brennan case, more than one hundred
outlets had blossomed in the Toronto vicinity alone. At least an-
other hundred had been established throughout the province, main-
ly in urban centres where the population was already familiar with
horse racing and betting (e.g. London, St. Catharines, Oshawa,
Kingston).

At this stage, those people associated with off-track betting
began to organize a more sophisticated system to cope with the
rapidly expanding market. Shops, catering exclusively to the horse

5. R.v. Gruhl and Brennan [1969] 2 O.R. 163; Jan. 8, 1969.
6. [1969] S.C.R. x; Feb. 17, 1969.
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bettor. replaced the majority of “corner store” agencies. It became
difficult for even the disinterested to ignore the flourishing new
business since. in most instances. large, prominently displayed signs
proclaimed the availability of messenger services for race track
fans. Inside the stores the decor was usually simple and to the
point. A few racing forms were displayed on the counter for the
convenience of patrons while, behind the desk, one or more clerks
attended to business. The bet shops were never designed to en-
courage loitering or socializing—cven the clerks reccived the mini-
mum amenities—a chair, a desk and an adding machine.

Coinciding with these developments was the introduction in
Parliament of an amendment to the Criminal Code which made it
unlawful to place a bet for another person and charge a considera-
tion or commission. On June 27, 1969, this amendment was passed
and proclaimed in force. Whereupon it was established that:

“Every onc who places or offers or agrees to place a bet on

behall of another person for a consideration paid or to be

paid by or on bebalf of that other person s guilty of an

indictable offence and is hable to imprisonment for two

years.

Law enforcement authorities had come to suspect that the
shops were actually “fronts” for illegal bookmaking activities and
were, therefore, a potentially strong attraction to the organized
criminal elements of society. Since the profit motive had been re-
moved, they felt confident that this amendment would discourage
the majority of off-track betting shop operators {rom remaining in
business.

In an effort to avoid the rigours of the amendment, the stores
published and sold a racing sheet or trotiing form to the customer
at a variable price equal to 10 percent of the amount of the wager,
a technique which the Court of Appeal for Ontario, in a recent
case, described as “a poor ruse which even the most credulous
mortal would be disposed to find barren and unconvineing”.?

Financial
At present, bet shop operators must rely on what they refer to
as “‘donations” from their patrons to provide a legal income. For

this purposc most shops have a small wooden box with a slot in
the top, situated on a visible portion of the counter. Gratuities

7. R.v. Canavan and Busby, [1970] 5 C.C.C. 15 (Ont. C.A.).
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apparently average 8 to 9 percent of the handle, which operators
claim 1s sufhcient to cover expenses and provide a modest profit.

Costs or operating expenses run about $8,000 a year. Accord-
ing to the owner of a two-shop operation, total expenses for both
stores are:

Rent . ... % 3,900

Wages ... ... ... 10,400

Telephone 1,260

Sign, invcices, etc. o 324

TOTAL .. ... ... .. ... %15,884
The total annual handle for the two stores combined is purported
to be approximately $250,000; gross profit is estimated at $20,000.
The owner indicated that these two shops depend entirely upon

gratuities and the sale of trotting forms to meet expenses.

Betting Turnover (“handle™)

Various cities in Southern Ontario have demonstrated that a
lucrative off-track betting market exists. In the normal course of
their law enforcement duties, police in these centres have carried
out raids on the shops and have seized records and cash at the time
of arrest. Using this often incomplete data pertaining to a shop’s

financial status, the Task Force has attempted to determine prob-
able “handle” as it varies from town to town.

Windsor police estimate, according to records and other avail-
able information, that one of Windsor’s popular off-track shops
was enjoying a handle equalling $10,000 per week during its busy
period, with an expected annual handle of about $400,000.

The Ontario Provincial Police provided information on eleven
off-track shops located at Stoney Creek, Guelph (two), Belleville,
Orillia, Barrie, Oshawa (three), Sarnia, and Brockville. Records
seized, covering 372 wagering days, disclosed $287,494 in total
handle. On the average, this works out to $772 per day and
$232,000 per year for each shop.

In the fall of 1971, the Metropolitan Toronto Police Morality
Bureau estimated that a total of $32,500 was wagered daily at the
55 shops operating in Toronto at that time. This figure would in-
dicate an annual total handle of $9.75 million or an annual average
shop handle of $177,000.

Also in 1971, one of the larger Toronto based operations
showed a total gross income from gratuities and trotting form sales
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of $320,000, which represents an average of $20,000 for each of
its 16 shops. If, as we were advised, gratuitics and income from
trotting form sales ranged between 8§ and 10 percent of the handle,
the annual handle amounted to about $220.000 per store.

Another operation consisting of four shops in Toronto esti-
mates its daily handle at between $2,000 aund $3,000 in total, or
$500 to $750 per shop. On this basis. average annual handle per
shop would be approximately $150,000 to $225,000.

A most helpful set of figures was provided to us by a mes-
senger service which, at the time, operated 14 shops in Toronto
and vicinity. Wagers accepted by all shops over a three month
period totalled $797,158. If thesc figures are accurate, the average
shop’s annual handle would be approximately $227,000.

And, finally, the former operator of an off-track shop in To-
ronto advised that the daily handle at his shop was approximately
$1,000 to $1,200 per day or about $300,000 per year.

In conclusion, according to police and shop owners themselves.
the handle cnjoyed by individual shops appears to vary from
$125.000 to $400,000 annually, with the average shop’s handle
probably in the vicinity of $200,000 per year. If that figurc were
extended to the approximately 100 to 150 off-track betting shops in
Ontario, a rough estimate of total annual off-track wagering of
$20,000,000 to $30,000,000 is produced.

Agents or Principals?

How much of this money is actually reaching the race course?
“All of it”, say the messenger service operators or, at least, “most
of it”. Statements such as these are sceptically received by persons
who regard the present off-track betting system as unacceptable. It
has been suggested by Ontario Jockey Club officials that the
shops.® presently operating in Ontario, placed a maximum of

8. In the main the shops are controlifed by 10 organizations, two of which
control 80 percent of Ontario’s shops. Greenback Investments Limited
operates €5 shops; “The Nunnally Group” of off-track shops operating
under the names: Birks Off-Track Betting, Easy Off-Track, Western Messen-
ger, Golden Circuit, Unique Messenger and Pari-Mutuel Messenger Service
operate 41 shops; Metro Off-Track Betting Services (also known as Adrian
Messenger Service) operates 12 shops; Chantelle Off-Track Betting oper-
ates 2 shops; Kwick Pari-Mutuel Delivery (Bowmanville) operates 1 shop;
Mower Messenger Service (St. Catharines) operates 1 shop; Raceway
Messenger Service (Oakville) operates 2 shops; Uptown Off-track Betting
(Hamilton) operates 1 shop.
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$500,000 through the Club’s pari-mutuels in 1971. If a handle of
$25 million flowed through off-track betting shop channels in 1971,
then less than 2 percent of it reached the race tracks.

In view of the high rate of convictions imposed on the mes-
senger services, it seems reasonable to discount their claim that 100
percent of their handle is placed through the pari-mutuel machines.
If we strike a rough balance between the Ontario Provincial Police,
the Metropolitan Toronto Police and the Hamilton Police esti
mates, then about 5 percent of all off-track wagers seem to reach
the track.

If the estimate of messenger service handle of $20-$30 million
is accurate, which seems likely as it accords with the research study
of Innovative Marketing,® and if only 5 percent or $1,500,000
actually reaches the track, the Government and the race track
operators are being denied tax and commissions on about $25-
million annually. This would mean a loss in 1971 of about $3
million to the race tracks and, through them, about $1.5-million in
purses to owners; over $2-million in provincial Race Tracks Tax
and almost $200,000 in fees to the federal government for admin-
istrative services. Of course it must be recognized that all of that
money was not originaily destined for the on-track pari-mutuels.
Innovative Marketing estimates that a considerable portion (about
42 percent) of the money bet through the off-track messenger serv-
ices in 1971 was actually diverted from the bookmaker. About 35
percent was the result of new or additional wagering and only
23 percent would have been bet directly at the track had there
been no messenger services available.

In an attempt to document its suspicions that the shops were
operating contrary to the law, the Ontario Jockey Club performed
certain experiments in September, [970. On three occasions sizable
wagers were placed by agents of the Club at off-track betting shops
on horses expected to attract few bettors (longshots). In two of the
cascs the actual pari-mutuel records show that the total amount
bet on each of the horses was /ess than the amount actually wagered
at the shops, indicating that at lcast some of the money had been
rctained by the messengers. On the third occasion only slightly

more money appeared in the pool than had been wagered at the
shops.

9. They estimgtz a Metropolitan Toronto handle of $35.0 miltion and a
province-wide handle of $43.2 million.
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Spurred on by this evidence, the Jockey Club announced that
it would bar and, if necessary, remove all employees of messenger
services from its tracks. One agency, Adrian Messenger Services
Limited, carrying on business under the name Metro Off-Track
Betting Services, commenced an action against the Jockey Club
for an injunction to restrain the Club from denying Adrian’s em-
ployees admission to the tracks. A temporary injunction until trial
was granted on November 18, [970.1¢ Following a lengthy trial,
this injunction was dissolved and the action was dismissed.'! That
decision is, at present, under appeal to the Court of Appeal.12

Greenback Investments Limited—A Case Study

Ontario’s largest operator of off-track betting shops is Green-
back Investments Limited which, by early 1972, operated or con-
trolled about 85 shops—more than half of all the outlets in the
province. In view of this market dominance, the Task Force ex-
amined the nature of Greenback’s operations.

A six-room penthouse on the 29th floor of a residential apart-
ment building in Toronto is currently the principal head office of

Greenback Investments Limited. The offices of the President and
Vice-President and facilities for statistical clerks are located there.
Four more offices, also termed “head offices”, which act largely as
collation centres for gets taken in other regions are located in Fort
Erie, Hamilton, Oshawa and Georgetown.

At present Greenback operates between 60 and 65 shops,
the number fluctuating constantly as store managers resign or as
shops are raided and closed by police. Despite the uncertainty as-
sociated with off-track betting, the operation is growing slowly
with more shops opening in various parts of Toronto and in small
Ontario towns. However, it would appear that most of the change
is in moving existing shops to better locations, such as major shop-
ping centres.

10. Adrian Messenger Services v. The Jockey Club, [1971] 1 O.R. 575.

11. Adrian Messenger Services and Enterprises Limited and James Johnstone
v. The Jockey Club Limited and The Fort Erie Jockey Club Ltd., judgment
of Fraser, J., [1972] 2 O.R. 369, Feb. 15, 1972.

12. An interim application, by Adrian Messenger Services, for a further
injunction pending the outcome of the appeal was rejected by the Court
of Appeal on March 7, 1972, at which time the Jockey Club again
publicly advised afl of the messenger services that they would be barred
from their tracks.
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The operation, as described by company representatives, com-
mences with the selection of a horse by the customer. A betting
slip or receipt (two copies of which are retained by the shop) is
issued to the bettor, who signs a declaration that he has paid no
consideration and pays over the amount of the bet. At the same
time, the shop manager or clerk attempts to sell the customer a
“Trotting Form™ (this was before it was declared to be unlawful)
at a price of either 50 cents or 10 percent of the amount of the bet,
whichever is larger. Failing that, the attention of the customer is

directed to the “contribution box” which is prominently displayed

and the bettor is encouraged to “donate”. What happens if the
customer refuses is not clear but it would appear that his future
patronage is discouraged.

At race closing (usually three hours before post time) each store
manager, using the retained copies of the betting slips, prepares a
“master sheet” setting out the total amounts to be bet on each
horse in euch race. This information is telephoned to the head
office where a comprehensive list is made up containing complete
totals from all of the shops of the amounts bet on each race. At
periodic intervals “trackmen” stationed near the track contact the
head office by telephone and are given the appropriate bet totals.
The bets are then placed through the pari-mutuel machines and
winning tickets cashed. Winning bettors are paid off at the shops
the next day.

This description of the procedure, if accurate, bears some
similarity to the manual operation presently employed by the Total-
isator Agency Board in New Zealand.

Law Enforcement
There are seven charges under the Criminal Code of Canada

commonly used against bookmakers and off-track messenger shop
operators. They are:

Keeping a betting hougse:

“185(1) Every one who keeps a common gaming house or
common betting housc is guilty of an indictable offence and
is liable to imprisonment for two years.”
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Betting, Pool-Selling, Book-Making, etc.:

“186(1) Every one commits an offence who

“(a) uses or knowingly allows 2 place under his control to
to be used for the purposc of recording or registering bets
or selling a pool;

“(d) records or registers bets or sells a pool;

“(c) engages in pool-selling or book-making, or in the
business or occupation of betting, or makes any agreement
for the purchase or sale of betting or gaming privileges, or
for the purchase or sale of information that is intended to
assist in book-making. pool-sclling or betting;

“(i) wilfully and knowingly scnds, transmits, delivers or
receives any message by radio, telegraph, telephone, mail or
express that conveys any information relating to book-
making, pool-selling, betting or wagering, or that is intended
to assist in book-making, pool-selling, betting or wagering,”

Placing Bets for Consideration:

“187. Every onc who places or offers or agrees to place a
bet on bchalf of another person for a consideration paid or
te be paid by or on behalf of that other person is guilty of
an indictable offence and is liable to imprisonment for two
years.”

It is intcresting to note that most of the charges today are for
bookmaking contrary to section 186 and not for taking bets for a
consideration under section 187 which, it will be recalled, was
originally passed to stem the burgeoning growth of betting shops.

In the major centres where messenger shops abound—To-
ronto, Hamilton, and portions of Southern Ontario—Ilaw enforce-
ment action has been extremely vigorous. During the past year
over 350 raids were conducted against off-track messenger shops
and hundreds of charges have been laid against more than 190
individuals. In the vast majority of those cases that have come to
trial, convictions have been registered.

In Toronto, during the seven-month period ending January
31, 1972, at least 87 raids were conducted against off-track mes-
senger shops, resulting in the arrest of about 123 persons and the
laying of 525 separate charges. Convictions were obtained in cases
relating to all but two shops.

Police action in Hamilton has been the most intensive of any
Ontario area reviewed. Approximately 14 shops were raided at
least 250 times since May of 1971, and over 300 charges have
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been laid. At the time of writing there are only 11 of the original
14 shops in operation.

Off-track shops never presented a major problem in Windsor.
At its peak in 1969, Windsor had only five shops and when section
187 came into cffect these shops, apparently voluntarily, ceased
operations. Few attempts have been made to open shops since that
time. The only two shops which did open for business were raided
and are now ciosed down.

In 1971 33 raids were conducted against shops in Sarnia,
Guelph, Belleville, Brockville, Oshawa, Stoney Creck, Orillia,
Barrie, Thorold, Port Colborne, Welland, Fort Erie, Niagara Falls,
and St. Catharines, in which about 54 people were charged with a
total of 151 offences. Five people were convicted, three acquitted
and the remainder of the charges are pending.

Perhaps the most widely publicized case!? was that of John
Brian Benwell, former President of Greenback Investments, who,
along with others, was convicted of engaging in the business or
occupation of betting; bookmaking; keeping a common betting
house; and receiving and registering bets. On June 29, 1971 he
was senienced (.

“. ... aterm of nine months in an Ontario Reformatory . . .
a fine in the sum of 50,000 . . . and in default of payment of
the fine an additional twelve months in an Ontario Reforma-
tory .. .”14

The six other men involved in the case, employed by Green-
back in various capacities, were fined a total of $10,150, bringing
the fines, including Benwell’s, to a total of $60,150. Despite these
penalties, Greenback Investments Limited has remained in business.

The samec case revealed that some off-track betting shop
operators have been known to employ “stoopers”, persons who
would collect discarded. losing pari-mutuel tickets at the race
track, in order to make it appear that wagers had in fact been
placed through the pari-mutuel wickets. However, most shops no
longer bother to collect tickets. With charges being laid and con-
victions being registered so readily under one or more of the sec-

13. R. v. Benwell, Jarman, Frost, Dupuis, Dowds, Kazcmarek and Tantardini,
before His Honour, Judge Vanek of the Provincial Court (Criminal Divi-
sion) for the Judicial District of York (unreported).

14. 1Ibid., transcript of evidence, p. 1015.
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tions of the Code, the incentive to “demonstrate” proof of on-track
wagers has all but disappeared.

A review of the record of 53 persons who were convicted in
1971 (most of whom were employed as bet shop clerks in Toronto)
reveals that, while fines ranged from $100 to $2,000, the usual fine
for a first offence was $150. Total fines amounted to $17,000, for
an average of $323. In addition to fines, forfeitures to the Crown
amounted to more than $23,900.

Generally these fines and forfeitures could not be regarded as
insubstantial and yet, overall, shops appear to be growing in num-
ber. The fines seem to be regarded by the operators as only a minor
nuisance—a kind of business expense or licence fee that must be
borne by the enterprise. !5

PROFILE OF THE OFF-TRACK BETTOR

The Bookmaker Customer

Who uses the bookmaker? The Innovative Marketing study
suggests that the average customer is attracted to this service by the
convenience of telephone betting and, to some extent, by the avail-
ability of credit. Table 5 indicates that he is male, over 31 years
of age, reasonably well-educated, and has an annual famiiy income
of over $10,000 ($7,000 outside Metropolitan Toronto).16

TABLE 5: Profile of the Bookmaker Customer

Percentage of Bookmaker Customers
Metro Southern Northern
Toronto Ontario Ontario

% % %
Male } . ) . 88 90 82
Female . U . 12 10 18
Secondary or better education 90 70 75
Over 31 years old .. = . : 84 80 70
Over $10,000 family income 72 30 44

Table 6 would seem to indicate that the average bettor in
Toronto bets twice as much annually through his bookmaker on

15. This attitude is not limited to Canada. The Royal Commission Inquiry into
Off-the-Course Wagering in New South Wales (1963) reported at page 38:
"“The evidence of a number of starting price bookmakers indicates clearly
that fines are regarded by them merely as incidents of overhead ex-
penses. In a copy of an income tax return produced to me by one of
them the amount of fines were claimed as a deduction for business
expenses.’”’

Appendix F, table 7.
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races at Jockey Club tracks as the bettor in Northern Ontario,
and three times as much as his counterpart in the rest of Southern
Ontario.!7

TABLE 6: Bookmaker Usage

Metro Southern Northern
Bookmaker Usage Toronto Ontario Ontario

Annual Handle/person
Thoroughbred $1,870 $655 $ 999
Harness . - 1,613 145 1,000
Daily Handle/person
Thoroughbred . ... .% b8 $ 32 $ 29
Harness .. ... T 66 18 29

The Messenger Service Customer

As with the bookmaker customer, the average patron of the
messenger services appears to be male, over 31 years of age, rea-
sonably well educated, with an annual family income of over
$10,000 per year in Metropolitan Toronto ($7,000 per year in the
rest of Southern Ontario).!® These findings correspond with the
results of a study done for the New York City Off-track Betting
Corporation (OTB) 1n September, 19/1, by Daniel Yankelovich,
Inc., which identified most of the OTB patrons as male (84 per-
cent), over 30 (72 percent), high school graduates (78 percent),
married (59 percent), and earning over $10,000 per year (57
percent).

As a result of inquiries made during the course of their investi-
gations, Innovative Marketing identified certain of the betting char-
acteristics of the customer of Metropolitan Toronto’s messenger
services. The bettor attends a messenger shop on the average of 3.7
times per week, bets 3.3 races per day and $4.87 per race for a
total of about $16 per day.!® This would appear to correspond to
the New York experience where it is reported that the average
OTB patron makes 4.5 bets per day at an average value of $3
per bet.

17. Ibid., table 7.
18. Ibid., table 6.
19. Appendix F
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CHAPTER 5

Racing In New Zealand

ADMINISTRATION

RACING (galloping) and trotting in New Zealand are admin-
istered in a non-statutory framework by voluntary, non-profit clubs
or associations.

The oldest racing clubs go back to the middle of the nineteenth
century. They are usually incorporated and are of two types: those
which are authorized to conduct wagering on their meetings ( total-
isator clubs) and those which are not (non-totalisator clubs). At
present there are 88 totalisator ciubs having a membership of over
40,000.

The Racing Conference, the successor of the New Zealand
Jockey Club originally established in 1892 by the larger metro-
politan clubs to act as the coordinating and controlling body of
racing, is by its constitution a voluntary association of racing clubs.
Unlike the Ontario Racing Commission whose function it paral-
lels, it is not a statutory body or a corporation. It derives its
authority solely from the Rules of Racing to which all of the
participating clubs, members, owners, trainers and jockeys sub-
scribe on a contractual basis.

Trotting is organized on a similar basis under the aegis of the
New Zealand Trotting Conference which consists of 47 totalisator
and 19 non-totalisator clubs registered under the Rules of Trotting.

Several auxiliary organizations representing breeders, owners,
trainers and jockeys perform similar functions on behalf of their
members as do their Canadian counterparts.
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ECONOMICS OF THE INDUSTRY

The Clubs

Racing and trotting club revenues are derived from total-
isator income (commissions, duty rebates, unclaimed dividends,
breakage), TAB! profits and other miscellaneous income. In 1968-
1969 the total revenue from these sources, after deducting total-
isator operating costs was $8.485,437, made up as follows:

Racing Trotting Total

Totalisator income: $2,709,694  $1,108,708  $3,818,382
TAB profits® 1,367,141 532,695 1,899,836
Other income: 1,929,291 837,928 2,767,219

TOTAL 6,006,106 2,479,331 8,485,437

From this revenue, the clubs paid a total of $4,439,740 for purses
(racing $3,050,290 and trotting $1,389,450).

Looked at in terms of profit and loss, during the 1968-69
season, 63 racing clubs suffered losses totalling $439.291 as com-
pared with 25 clubs which reported profits totalling $391,240.
Twenty-seven trotting clubs lost $127,033 and twenty made profits
of $26.071.

The Owners

During the [968-69 racing season 3,870 horses raced an
average of 8.5 times each. Of these, almost half had no earnings
and almost two-thirds earned less than $400. Only 398 won enough
money to cover their losses, estimated to be about $2,000 each.

Trotting owners fared just as badly. Out of the 1,662 horses
raced in 1968-69 only 207 earned more than their annual expenses,
estimated to be about $2,000 each.

On the average, racing and trotting owners recovered just
slightly over one-third of the cost of training and racing their horses.

The Breeders

New Zealand produces about 1,800 thoroughbred foals a
year, about two-thirds of which are exported (62 percent by volume
and 78 percent by value). Trotting breeders, on the other hand,

1. The Totalisator Agency Board, the organization responsible for off-track
betting.

2. It should be noted that because of different year-ends of TAB and the clubs,
additional TAB revenue earned but not paid would, had it been included,
have resulted in an overall profit of $633,451.
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tend to produce more horses for local consumption although the
trend in exports appears to be growing (194 in 1961 and 398 in
1969). The principal overseas destination continues to be Australia
although, in 1969, 175 trotters were exported to the United States
and Canada.

Conclusion

In general, since the inauguration of TARB in 1950 on-course
totalisator handle has declined from a record high of $54 million
(a level it did not again reach until 1969-70) to a low of $43 mil-
lion in 1958 (equivalent to what it was in 1946). It then grew
unsteadily to an all time record of $62 million in 1970 71. In
terms of constant dollars, the trend has been one of steady decline
despite an almost half million increase in adult population and an
increase of 53 racing days, from 351 to 404. In 1950-51, club
commissions totalled just over $4 million; in 1968-69, despite an
increase of 2.68 percent in doubles commissions (from [ August,
1968), total commissions decreased by $12,000.,

On the other hand, TAB turnover increased from a nominal
$250,000 in 1950-51 to almost $93 million in 1970-71 when TAB

profits paid to clubs reached $3.5 mulion. 1t was the TAB payout
which, very largely. enabled clubs to increase stakes by 42 percent
from $3.1 million in 1950-51 to $4.4 million in 1968-69.

GAMING LEGISLATION

The totalisator machine was developed and patented in New
Zealand in 1880 and within a year had made significant inroads
into the field of betting which had hitherto been the exclusive
preserve of the bookmaker and the private sweepstake organizer.
The Gaming and Lotteries Act of 1881 established a licensing
scheme for totalisators but it was not until 1894, in response to a
rather unseemly alliance of bookmakers and churches, that the
numbers of these machines were actually limited.

Although not prohibited by statute, bookmakers were grad-
ually being displaced from the race tracks by the totalisator which
provided greater commissions to the operator. At the same time a
conviction seemed to have developed that it was in the public inter-
est to confine betting on races to the race courses. The Gaming and
Lotteries Amendment Act of 1907 carried that conviction into law.
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By that Act off-course wagering was prohibited, doubles
totalisator betting was outlawed and racing clubs were required to
licence “fit persons” to operate as bookmakers on their courses.
This latter provision caused such enmity that the clubs:

“with a view to discrediting bookmakers, did not scruple
to grant licences to any rogue or vagabond who might make
application and have sufficient money to pay the fee . . .
The results of the licensing system were disastrous. The
country was invaded by men of criminal tendencies, and
the whole position became a scandal.”3

As a result, the legislation was again amended in 1910 and
this time bookmakers were excluded from the race courses. How-
ever, they were not cast out in a barren and hostile land. The
abolition of the on-course doubles betting gave the bookmaker
a monopoly of this extremely popular bet type. Moreover the
continuing proscription against the use of telephone and telegraph
as a means of putting money through the totalisator made him the
only outlet for those physically unable to attend the races. Business
boomed!

Consequently, in a last attempt to curtail these activities, the

Legislature, in 1920, made 1t an ofience to bet witih a bookmaker
and declared his business to be unlawful. How effective this ap-
proach was can be seen by the testimony before the Finlay Royal
Commission in 1946 where it was established that in the previous
racing year $48 million had been bet with illegal bookmakers and
only $40 million with the totalisator.

It was not surprising, therefore, that the Commission con-
cluded that a legitimate alternative was the only effective means of
combatting the illegal bookmaker:

“The conclusion is thus unescapable that if a system of off-
course betting can be devised which will insure that the
moneys staked go through the totalisator, the imterests of
honesty will be subserved, active solicitation into the habit
of betting will be eliminated, the interests of the sport of
racing will be advanced, the greater comfort of the racegoing
public will be secured, and the payment of taxation made
certain.”4

“TAB—Its Background and Functions,” published by TAB, New Zealand,
Wellington, New Zealand, 1970, page 11.

Report of the Royal Commission on Gaming and Racing, (New Zealand),
1948, page 33.
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In response to this “invitation” and a subsequent supporting
referendum, the Racing and Trotting Conferences submitted a
detailed scheme for off-course wagering through totalisator agencies,
which was approved by the Government on September 20, 1950.

THE TOTALISATOR AGENCY BOARD (TAB)

The scheme provided for a Board (the Totalisator Agency
Board—or TAB) of not less than six and not more than eight
members, two of whom were to be, ex officio, the Presidents of the
New Zealand Racing and Trotting Conferences with the remainder
of the members to be drawn equally from the clubs affiliated with
each of the Conferences. There were no public or government
members. However, under recent amendments, following upon the
recommendations of the Royal Commission Inquiry into Horse
Racing, Trotting, and Dog Racing in New Zealand (December,
1970) that composition has been altered to include public repre-
sentation.

The Board was authorized to operate a cash off-course betting
system through agencies established throughout the country (oper-

ated either by the TAR staff or by commission agents) and to
accept telephone and postal bets against deposits already made.
All bets were to be transmitted to and included in the on-course
totalisator pools.

The Board commenced operations on March 28th, 1951 with
two experimental offices and a handle of $250,000. From this
modest beginning total betting turnover has grown from $7 million
in 1951-52 (its first full year of operation) to almost $93 million
in 1970-7[. Total turnover to date (31 July, 1971) was $1.1
billion.

The expansion of facilities was extremely rapid. By the end
of 1951 there were six betting outlets in operation. This number was
increased to 145 during the next year and that figure reached 208
in 1953 and 303 in 1958. At present there are 325 betting offices
made up of 25 branches operated directly by the TAB and 300
agencies operated by commissioned agents,

Twenty-four of the branches actually handle betting as well as
acting as collating centres for the agencies attached to them. The
other is the headquarters operation and acts as a final collation




76 Racing In New Zealand

centre for all branches. The branches are staffed by less than 200
permanent employees assisted on race days by 1,000 casual em-
ployees. The 300 agents run their agencies under contract and
employ an average of five casual employees each on race days.

Win and place betting closes 70 minutes before the advertised
starting time of the race and doubles betting 20 minutes earlier.

Doubles, a most popular form of betting, still accounts for
about half of all monies wagered, however, its market share has
declined from 56.2 percent in 1967 to 47.7 percent in 1971. About
three-quarters of all money wagered off-course is bet on galloping
(thoroughbred) races.

Race results and dividends are telephoned from the tracks to
TAB headquarters, where they are broadcast at regular intervals
by the New Zealand Broadcasting Corporation. These broadcasts
are monitored in all TAB betting offices and the results given are
treated as official for payout purposes. In addition to those broad-
casts, periodic live broadcasts of the actual running of some races
also take place.

There are three ways of betting through the TAB: cash bet-
ting, telephone betting, and postal betting.

Cash Betting

The bettor attends at an agency or branch, selects his horses,
makes his bets and pays cash. He receives a ticket for each bet
showing the date, meeting, race, horse number, type of bet (win,
place or double) and the amount. The tickets are written in tripli-
cate on printed forms. One copy of the ticket is given to the bettor
and the other two are retained by the vendor tor collation purposes.
To collect a winning bet, the bettor must present his ticket at the
agency or branch at which it was purchased. Until recently, winning
bets could only be cashed on the following day but now, following
the recommendations of the Royal Commission, winning tickets
can now be cashed on the same day. Cash betting amounted to
$84.6 million or 91 percent of all off-course wagering in 1970-71.

Telephone Betting

The bettor opens what in effect is a current account at a
branch or agency by depositing at least $4. He is given an account
and telephone number and can then bet by telephone to the extent
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of his depesit. Winnings are credited to his account from which
he may make withdrawals. Until recently, telephone betting had
the advantage over cash betting in that winnings could be used to
cover bets placed later the same day. In 1970-71 the 18.430
account holders bet $8.3 million which is 8.9 percent of all off-
course wagering. This represents a growth of 60 percent in five
years in dollar value and a [.8 percent increase in market share.

Postal Betting

The bettor mails his instructions together with his money to
certain designated branches. Bets must be received by 6:00 p.m.
on the day preceding the race. Winnings are paid by mail. Because
of the inconvenience involved, this type of betting is not very
popular and accounts for less than 0.01 percent of all off-course
betting.

TAB FINANCES

Capital

Initial capitalization of TAB was obtained by deducting an
extra onc half percent from on- and off-course wagering for o
period of five years. This produced almost $2 million. Additional
financing has been by way of loans from participating clubs.

Revenues

TAB revenues are derived from the 8 and 10.68 percent
commission deducted from win-place betting and doubles betting
respectively. In 1970-71 commission revenue amounted to
$8,616,247, made up of $3,887,452 for win and place betting and
$4,728,795 doubles betting.

Operating Costs

It was predicted by the representatives of the Racing and
Trotting Conferences, appearing before the Finlay Royal Commis-
sion in 1946, that TAB operating costs should fall within the
range of 5 to 7 percent of total betting turnover. To date costs have
ranged from a low of 4.87 percent in 1953-54 to a high of 6.24
percent in 1968-69 (1954-1970 average: 5.7 percent). In dollar
terms, operating costs have grown annually in direct relation to
handle from $1.8 million in 1954 to $5.9 million in 1971.
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Profits

Profits, on the other hand, have fluctuated between a low of
2.51 percent of betting turnover in 1968 and a high of 4.27 percent
in 1970 (1954-1970 average: 3.19 percent).

The basic scheme of profit distribution is established by the
Board but must be approved by the Minister of Internal Affairs.
The Board’s annual profit is divided into two pools, the “racing
fund,” and the “trotting fund” on the basis of the combined on-and-
off-course turnover for each type of racing. Each pool is then split
up among the racing and trotting clubs in proportion to their
market share of the on- and off-course turnover.

The Board also has a discretion to distribute a portion of
each pool on an equal basis among the clubs. In this case the
equal distribution is first calculated and deducted from the pool
before the balance is allocated as above.

The total annual profit for 1970-71 was $3,500,494 and was
divided into the racing tund of $2,493.488 and the trotting fund
of $1,007,000. The Board determined that an equal distribution of

10 percent of each pool was desirable which means that the 88
totalisator racing clubs each received $2,834 and the 47 totalisator
trotting clubs §2,143 each, in addition to a proportional share of
the balance.

The 1971 distribution brings the total amount of profits dis-
bursed to racing and trotting clubs by TAB since it commenced
betting operations in March, 1951 to almost $36 million.

Revenue to the Government

The tax on off-course totalisator turnover now fixed at 9.32
percent yielded more than $8.7 million in [971. This brings the
aggregate tax pald during the 21-year period of TAB operations to
almost $105 million.

THE FUTURE OF TAB IN NEW ZEALAND

The Royal Commission Inguiry on Horse Racing,
Trotting and Dog Racing

On August 25, 1969 the Governor General appointed a
Royal Commission to inquire into and report on all aspects of
horse racing, trotting and greyhound racing and betting in New
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Zealand including the operations of the Totalisator Agency Board.
The Commission held its formal opening in Wellington on Novem-
ber 20th of that year and its report was released in December,
1970.

After an exhaustive analysis of the subject, much of which
forms the basis of this section of our report, the Commission’s
chief recommendations related to a rationalization of the disparate
horse racing industry with a view to maximizing the effect of the
distributed TAB profits. Unlike North America, all of New Zealand
thoroughbred racing takes place on the turf which precludes
extended meetings such as are familiar to the North American
audience. Instead, many very large and elaborately appointed race
courses arc used no more than 15 to I8 times per season. This, in
the view of the Commission, was a luxury that New Zealand could
no longer aftord.

The Commission was also of the opinion that the economic
problems facing the industry were so great that they could not be
solved within the dispersed framework under which racing and
trotting were administered. It recommended the establishment of
a National Racing Authority with functions that would include the

promotion of stability within the industry, the maintenance of the
general economic well being of its associated organizations and
general control over stakes, subsidies and amenity benefit funds.

In conjunction with this scheme the Commission also recom-
mended a more regional approach to allocation of racing dates in
the hope that over a period of time the widely dispersed racing and
trotting interests would regionalise their operations in such a way
as to be able to benefit trom the economies of scale.

Greater public representation on the TAB was also a principal
recommendation which the Commission felt would contribute to
the resolution of the very considerable financial and economic
problems facing the industry.

On receiving the recommendations, the Government was
quick to act and within a year had passed the Racing Act, 1971
(effective August, 1972) which established the New Zealand
Racing Authority comprised of nine members appointed by the
Government, two directly by the Minister responsible; two on the
nomination of the Racing Conference; two on the nomination of
the Trotting Conference; one on the nomination of the thorough-
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bred owners, trainers and breeders and one on the nomination of
the trotting owners, trainers and breeders. The Secretary for Inter-
nal Affairs is a member ex officio.

Its functions are to develop policies conducive to the economic
and financial welfare of racing, trotting and greyhound racing con-
sistent with the public interest. Tt also assumes a major fiscal respon-
sibility for the industry by administering the Distribution Account
(the basis of distribution of profits from off-course wagering), the
Amenities Account (the fund from which grants to totalisator clubs
for providing, maintaining, improving and renewing race courses
and facilities are provided), and the Stakes Subsidies Account (the
fund from which grants to totalisator clubs for supplementary stakes
or purses are made).

Elﬁphasizing the change in direction to a more publicly re-
sponsible administration, the composition of the Totalisator
Agency Board was altered to include among its nine members at
least three representatives of the public.

Computerized Betting System

After a lengthy period of study the New Zealand TAB has
recently let a contract for the automation and computerization of
its betting operations. Under the proposed scheme both cash and
telephone betting will be handled by electronic machines auto-
matically transmitting each bet to a central computer in much the
same fashion as is presently the case in Australia. It is anticipated
that the first offices will be in an on-line state by early 1974.
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Racing in Victoria

RAC]NG in Victoria is almost as old as the settlement itseit,
The first racc meeting was held in Melbourne in 1838 when the
total population was only a few hundred persons. Since then Vic-
toria has become the most densely populated state (3.5 miliion)
in Australia and Mclbourne, its capital, has grown to a city of
more than two million people.

ADMINISTRATION

General

Unlike New Zealand which, until recently, had adopted a
much looser administrative framework, racing in Victoria falls
under the jurisdiction of the Chief Secretary (a senior cabinet
minister) whose department is responsible for the general policy
of racing and the administration of the Racing Act of 1958. The
approval of the Chief Secretary is required before totalisators can
be used on race courses or totalisator agencies established or the
annual profits from the Totalisator Agency Board may be distri-
buted.

Also deriving its authority from the Racing Act, the Race
Courses Licences Board, comprised of the Under Secretary, the
Chairman of the Victoria Racing Club, and a representative of
country racing appointed by the Chief Secretary, licenses country
race courses, determines the number of days on which they may
race, regulates capital improvements and administers the Race
Courses Development Fund. It is also charged with the complex
responsibility of bringing about a rcgionalization of racing by
encouraging the merger of several small country clubs so as to
avoid redundant capital expenditures.
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Racing

The Victoria Racing Club, a voluntary non-profit association
established in 1864, is the “principal club” under the Australian
Rules of Racing. As such, it allots the actual dates on which clubs
race, controls the licensing of trainers and jockeys, appoints stip-
endiary stewards and officials, controls the stud book (in conjunc-
tion with the Australian Jockey Club) and generally performs all
of the tunctions of its statutory counterpart in Ontario, the Ontario
Racing Commission.

Trotting

Trotting in Victoria is administered by the eight-member
government appointed Trotting Control Boeard which consists of
a government Chairman, three members nominated by the Royal
Agricultural Society, three members nominated by the Executive
Committee of the Metropolitan and Country Trotting Association,
and one member nominated by the Executive Committee of the
Association of Victoria Country Trotting Clubs. As the controlling,
registration and licensing authority, it has charge of all trotting
meetings in Victoria and its stewards officiate at all meetings in the
State.

Greyhounds

Unlike racing and trotting, until 1955, greyhound racing was
run by “proprietary” (profit making) companies. In 1955 the
Greyhound Racing Control Board was established and the proprie-
tary clubs were displaced by a system of non-proprietary grey-
hound racing. The Board which is responsible for the allocation
of race dates, acts as a licensing and appeal tribunal and appoints
the stewards. It is composed of a Chairman, nominated by the Chief
Secretary, and six other members, five of whom are appointed at
the nomination of the national, metropolitan and country Racing
Clubs and one at the nomination of the Owners, Trainers and
Breeders Association,

THE INDUSTRY

Racing

All horse racing, i.c. galloping as distinguished from trotting,
in Victoria takes place on the grass or turf of the more than 80
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metropolitan and country race courses spread throughout the state.
While the “heart of Victorian racing” may be in Melbourne where
meetings are held at one or more of the four metropolitan race
tracks (Flemingdon, Caulfield, Mooney Valley and Sandown) on
every Saturday and public holiday during the year (and occasionally
mid-weck as well), there are about 400 registered “country meet-
ings” and other programmes described as “picnic meetings” taking
place outside of Melbourne. These races are usually scheduled so
as not to conflict with the major metropolitan events and tend to
be held during the week. As a rcsult, there i1s at least one race
mceting, and often several, on every day of the year except Sundays.

Attendance at the major Melbournc tracks, which reaches
100,000 on Melbourne Cup Day, probably averages between
20,000-30,000 at other times during the year. ! Attendance at the
country and district race meetings averages about 1,000 to 2,000
per day with the race tracks in the Port Phillip District, the arca
closest to Melbourne, averaging about 4,000,

There is probably no other part of the world where an owner
can race a horse with better prospects of receiving a profit on his
outlay than in Victoria. To keep a horse in training and tc race
it probably costs between $1,200 to $1,750 a year. Even the ordin-
ary races in the metropolitan arca of Metbourne carry a minimum
prize money of $3,000. Of this, $2,100 goes to the owner of the
winner and the remainder is divided among the owners of the sec-
ond, third and fourth runners. It follows that a horse needs only to
win one ordinary race in the metropolitan area in a year to recoup
its owner’s expenses. This is a situation which can be found in
very few countries of the world and certainly not in Ontario.

As might be expected, stakes and purses on the country and

district racing programmes arc proportionately smaller although,
again on the average, they run about $2,000.

In 1971 there were about 10,000 race horses registered in
Victoria but only 6,500 actually raced.

1. Flemingdon has accommodation for 100,000 people on its 320 acre site.
Caulfield, which boasts the only swimming pool for horses in Australia,
can accommodate 80,000 people. Mooney Valley, located about four miles
from Melbourne, has a capacity for 50,000 people. Sandown race course,
the newest of the four metropolitan race courses, (established in 1965)
can accommodate 30,000 people.
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Trotting

Trotting usually takes place at night with attendance at metro-
politan tracks averaging around 20,000 and on occasion running
well in advance of 35,000, It is increasing in popularity as a result
of the televised races from the Melbourne Showgrounds.

Greyhounds

Greyhound racing in Victoria has made greater advances than
either racing or trotting during its short history. One of the reasons
for the rapid growth of interest may be the relative ease of access
into the industry as an owner, compared with either racing or trot-
ting. While it can run as high as $5,000 for a proven racer, the
initial investment for a sound animal runs around $200-$250. No
stable or other special training facilities are required and many of
the competitors are housed and trained in residential suburbs.
This, together with its faster action and the “apparently” better
opportunity to choose a winner (there are only eight dogs per
raccs as comparced with as many as 20 or more starters in racing
and ftrotting) combine to make the sport more attractive to the
young.

Growth of the industry has been phenomenal, with the increase
in the number of greyhounds registered more than doubling be-
tween 1967 (1,975) and 1971 (4,489). There are at present two
metropolitan greyhound race tracks (Olympic Park and Sandown
Park) and seven located in provincial and country areas. Meetings
are held at Olympic Park on Monday nights. There is one country
meeting on Tuesday nights, one country meeting and a metro-
politan meeting (Sandown Park) on Thursday nights, a country
meeting on Friday nights and four country mcetings on Saturday
nights. Average attendance at the metropolitan meetings is about
6,000. Stake money varies from $600 for minor races up to
§25,000 for the Australian Greyhound Cup.

ON-COURSE WAGERING

The Bookmaker

On the race courses of Victoria, “punters” have the choice of
betting either with bookmakers or through the pari-mutuel totalisa-
tor. Bookmakers and their clerks are licensed by a Board which
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includes representatives of the Government, the racing clubs, the
policc and the bookmakers themselves. To obtain a licence, a book-
maker must be of good character and financial standing. At pre-
sent there are about 500 rcgistcred bookmakers in Victoria includ-
ing those permitted to bet at trotting and greyhound racing. They
are licensed from year to year and pay registration fees to the
racing clubs, a permit fee to thc Government, stamp duty on bet-
ting tickets and a tax on their turnover. This tax is at the rate of
2 percent in the metropolitan area and 1¥2 percent in the country.
From an annual handle of $160 million, Government revenue from
this tax is approximately $3 million per year.

The bookmaker may accept either win bets only or win and
place bets.2 Some bookmakers bet for place only and others are
licensed to bet on races held in other states.

Each bookmaker shows his odds on a prominently placed
board which enables race goers to “shop around” for the best price
on their bet. The wager is recorded on the bookmaker’s betting
sheet and on a numbered ticket given to the bettor which sets out
the amount to be paid if the bet is successful.

Some race-goers may have credit established with a book-

maker against which they can wager. Bets can range from a $1
minimum to many thousands of dollars. In fact, many bookmakers
will “lay off” large sums of their own bets with other bookmakers
at the track in an effort to balance their books. While they may
not be a major source of revenue to the State, bookmakers in Vic-
toria are a very colourful addition to the racing scene.

The Totalisator

All of the major race courses (the metropolitan courses and
over half of the country racc courses) are cquipped with totalisa-
tors for pari-mutuel wagering. The chief difference between this
type of wagering and the “fixed price” wagering of the bookmaker
is that the bettor, under the pari-mutuel system, will not know the
probable odds of his pay off until after the race is closed. In addi-
tion to accepting win and placc bets on all races (the minimum
“investment” is 50¢) the on-course totalisator provides facilities
for “the this and the next race doubles™ which involve, as is sug-
gested by the title, the sclection of the winners of two successive

2. Placé includes é horse finishing third when there are, as is usually the
case, more than eight starters in a race.
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races. There is also a special daily double on two sclected races as
well as quinella betting on some races.

The same betting stylc is available to patrons of the trotting
and greyhound racing tracks.

At the larger country race courses in Vietoria, almost five to
six times as many on-course bettors bet with a bookmaker as with
the on-course tote. However, almost two-thirds of all of the money
bet on the races covered by TAB is bet through TAB, with the on-
course tote accounting for only 6 percent and the bookmaker about
30 percent. At courses closer to Melbourne, the on-course figures
are improved to about 8.4 percent (average) for the on-course
tote, and 40 percent (average) for the bookmaker, leaving slightly
more than half to the TAB. This seems to confirm the experience
in other jurisdictions that if bettors can conveniently reach the race
course they prefer to bet there rather than through the off-course
system.

Deductions

A deduction of 13 percent is made from all on-course wager-

ing and the remaining 87 percent is returned to the winning bettors

For Melbourne metropolitan clubs, the percentage deducted is
divided as follows: doubles and quinella betting, 5 percent to State
revenue and 8 percent to the club conducting the meeting; win and
place bets, 8 percent to State revenue and 5 percent to the club.
From country meetings, 3 percent of the totalisator wagering goes
to State revenue and 10 percent to the club.

OFF-COURSE WAGERING

The Royal Commission

In 1958, concerned with the several evils associated with the
burgeoning illegal off-track betting operations, the State Govern-
ment appointed a Royal Commission to inquire into off-course
betting. At its hearings the Commission heard evidence to support
the fact that there were existing in the State a very large number of
unlicensed bookmakers operating illegally (starting price book-
makers) whose existence contributed to bribery and corruption of
police and other Government officials.
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It was estimated that in the State of Victoria, which had a
1958 population of 2.7 million, $324 million was being wagered
ilegally off-course—3$224 million by telephone and $100 million
in street betting. None of this money ever found its way back into
the sport on which it depended or into State revenue.

In addition to the corruption and financial reasons the Com-
mission also learned there was developing the general disrespect
for the law that usually attends a general disobedience of an “un-
pouplar” and “unenforceable”™ legal restriction on public morality.
There were also very practical reasons for the suppression of this
illegal type of activity. It was, as can be seen from the following
extract from the Report, considered by many to be a general
nuisance:

“Therce is evidence that the strect bookmaker generally
carries on his business in a lane, in closc proximity to an
hotel, ond that there is a constant passage of persons be-
tween the two places. As the day lengthens some of these
persons become intoxicated, or nearly so, and misbehave by
using foul language. urinating neainst the fences, squabbling
among themselves, and in other ways, to the annoyance of
the adjoining houscholders, particularly those who have
children playing in the yards,

All of these bookmakers are protected from raids by
the police by ‘nit-keepers” (lookouts) which tends fo render
the making of a bet a furtive undertaking which, some wit-
nesses suggest, is degrading to the decent citizen who desires
a wager. It was also sugecsted that a goodly proportion of
young people mingle with the customers of the bookmaker
and, sceing how the law is flouted by their clders, are incul-
cated with a disrespect for law generally and led to believe
that off-course is a manly past-time."”3

As a result, the Commission recommended the establishment
of a system of off-course wagering similar to the one in operation
in New Zealand. Victoria TAR was born.

The Totalisator Agency Board (TAR)

The Board consists of eight members, including a Chairman,
drawn from the racing, trotting and greyhound segments of the
industry. There are no “public” members. According to the guide-
lines established by the Royal Commission it was to provide an

3Report of the Royal Commission Appointed to Inquire into Off-the-Course
Betting (Victoria) 1958-59, page 32-3.
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ellicient off-course betting service to the public by means of tele-
phone and cash betting facilitics but without cncouraging the
spread of gambling. It was also to avoid any suggestion of a
“betting shop atmosphere” and was to ensure that its agencies were
designed to “blend into the normal business life of the community”
and were not located close to churches or schools.

TAB Operations

Operations commenced in Victoria on March 11, 1961 with
ten offices and a limited telephone betting system for the metro-
politan area. Net turnover on the first day was about $70,000. This
had grown by year’s end (July, 1961) to $4 million. During its
first full year of operation (1961-62) TAB operated on 295 meet-
ings on which $27.7 million was bet through the 83 betting offices
i.e. both branches and agencies. Those figures doubled the next
year ($52.8 million and 140 oftices) and were redoubled again two
years later ($111.6 million and 283 offices). In 1971 therc were
441 betting offices (34 branches, one telephone betting branch,
30 on-course oflices, and 376 agencies) which operated on over
800 races and handled $231.7 million. During its ten and a half
years of operation TAB Victoria has handled over $1.3 billion.

For the first six years the mode of opcration was essentially
similar to the New Zealand system on which it was directly pat-
terned. Each branch and agency would collate its bets and at
prearranged times telephone its figures to a regional headquarters.
The regional offices then telephone the totals to a central head-
quarters where they are again collated and transmitted to the
race course. There they are combined with the on-course wagering
to produce a common dividend and payoff for both on-course
and off-course bets.

As the volume of wagering grew, the problems associated
with collation and handling of that tremendous volume grew as well.
On September 13, 1967 a semi-automated computcr-coordi-
nated system (CARBINE) was inaugurated. Under this system
all Metropolitan agencies were equipped with an input device, not
unlike a teletype, by which each race’s transactions were transmitted
to the computer. All betting information was stored in the com-
puter until shortly before the race was due to start when it auto-
matically calculated total figures for each type of bet on each horse
in the race. These summary figures were printed out on line
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printers and transmitted to the appropriate race track for amalga-
mation with the on-course wagering pool,

In accordance with a planned programme of automation, a
new system of high speed automated ticket selling machines
(RIMFIRE) was introduced on May 3, 1971 in two city branches,
It is planned to install one thousand of these ticket issuing machines
in the 260 branches and agencies in the metropolitan area by the
end of 1972.

The principal aim of the system is to replace manual selling
and manual collation of betting and allow winning bettors to cash
their tickets at other RIMFIRE equipped shops on the day of the
race.

Branches and Agencies

In accordance with the principal objective not to encourage
gambling but to channel illegal betting into fields where it would
be of greater public benefit, the TAB offices maintain the functional
dignity of banks and offer no inducement to the public to remain
any longer than is necessary to place their bets. There are no broad-
cast facilities, no announcement of results or odds, no seats, no
television and no toilets.

TAB Victoria also maintains the distinction between branch
offices and agencies (the former managed by TAB personnel and
the latter operated by an agent working on commission) and like

New Zealand. the vast majority (over 80 percent) are operated by

agents. These agents, who are responsible for hiring, training and
paying their operational staff, are paid a base weekly fee of be-
tween $63 and $74 (depending on the size and location of their
shops) together with a commission of 2¥4 percent of net turn-
over. At the end of the year, they are allowed an additional subsidy
amounting to 212 percent of the total base fee and commission.
The RIMFIRE or automated shop agents are guaranteed a weekly
return of $110 which includes allowances for cleaning and other
sundries. They also receive a commission of Y2 percent on gross
turnover and are allowed a processing allowance of $5.80 per
thousand tickets.
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Types of Betting

Bettors may bet to win or to place and they also may buy
the TAB daily double which is run on the two feature races of the
day. They also may buy a quinella and from time to time may
purchase featurc doubles on such races as the Caulfield and Mel-
bourne Cups. Metropolitan agencies accept bets up to 25 minutes
prior to the advertised start time of the race, country agencies up
to 30 minutes. Telephone bets are accepted to within 13 minutes
of the advertised start time. Al bets made with the TAB arc
relayed to the race course where they are combined with the on-
course totalisator pools and a common dividend or pay out is de-
clared for both.

About two-thirds ($154 million) of the 1971 TAB turnover
was on racing and half of that on the metropolitan courses. Country
and inter-state racing accounted for 21.3 percent and ! 1.3 percent
respectively. Trotting was responsible for attracting $49 million in
TAB turnover (2.1 percent). Interest there was split roughly
equally between metropolitan and country trotting at $20 million
and $25 million respectively, with inter-state trotting accounting
for only $3.6 million in turnover. Metropolitan greyhound racing
contributed $28.5 million or 12.2 percent of the total TAB handle.

Win and place and daily doubles betting account for 49 per-
cent and 47 percent of the off-course racing pool respectively, with
quineltla betting attracting only about 3 percent of the interest. Win
and place betting on trotting represents about 42 percent of the
handle, daily doubles 54 percent and the quinella 3.6 percent. The
pattern is slightly different on greyhounds where more than twice
as much (62.8 percent) is bet on daily doubles than on win and
place (30.7 percent). Even the quinella on greyhounds attracts
8.1 percent which is more than double the share of the quinclla on
the rucing and trotting cvents.

Cash betting continues to be the principal source of TAB
turnover, accounting for 86.7 percent of the total handle. Tele-
phone betting contributes 13.3 percent.

TAB FINANCES

Capital

initial capitalization was provided by the three leading Vie-
torian racing clubs (the Victoria Racing Club. the Victoria Ama-
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teur Turf Club and Mooney Valley Racing Club) and the Trotting
Control Board. This capital was guaranteed and repaid by the
State out of revenues from TAB.

Revenues

As with the on-course totalisator, the deduction from TAB
“investments” is 13 percent (in the case of the daily double 14
percent). Of this the State receives 5 percent and the remaining 8
percent, after operating costs arc deducted, is divided between the
racing, trotting and greyhound clubs in accordance with the scheme
of distribution agreed to by them. In addition to allocations to
assist the actual meetings they conduct, the Victoria Racing Club
(the administrator of racing in Victoria), the Trotting Control
Board (which supervises all trotting meetings) and the Greyhound
Racing Association (the sport’s senior body in the state) receive
special financial contributions to assist in covering their adminis-
trative costs.

TAB’s sharc of the 1971 turnover of $231.7 million was
$18.5 million—up $2.2 million from 1970.

Operating Costs

In 1971 costs of operation were $11.5 million or 4.95 per-
cent of the total betting turnover. This compares favourably with
the 1970 rate of 5.06 percent.

Revenue to Government

In addition to thesc costs, TAB paid about $11.6 million to
the State by way of tax or commission. Between March, 1961 and
July, 1971 total government commissions from TAB amount to
$63.2 million.

Profits and the Distributive Scheme

Profits available for distribution in 1971 amounted to
$7,713,560, up almost $750,000 from 1970. In accordance with
the general scheme of distribution prevalent in Australia, these
funds are divided among the racing, trotting and greyhound divi-
sions of the industry on the basis of the proportionate share of TAB
turnover for the year. In each case the “principal club” in each
sport receives a “first charge” payment from the pool to cover its
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administrative costs which include stewards’ salaries, registrations,
training programmes, contributions for veterinary research and other
administrative functions, The balance of the pool is then distributed
to the individual racing, trotting and greyhound clubs in accordance
with, in the case of racing and trotting, the formulas agreed to
between the representatives of the clubs and approved of by the
Chief Secretary, and in the case of greyhound racing, in accordance
with a formula determined by the Greyhound Racing Grounds
Development Board.

In 1971, after administrative costs of $776,637 had been
paid to the Victoria Racing Club, the three metropolitan totalisator
clubs divided $2.6 million and the 83 country clubs divided $1.7
million ($1.4 million to the totalisator clubs and $300,000 to the
non-totalisator clubs) which accounts for a total profit distribution
of $5.1 million to racing.

Trotting divided its $1.6 million roughly equally between its
metropelitan and country clubs after paying $111,000 adminis-
trative costs to the Trotting Control Board.

Greyhounds shared $853,127 (after the first charge of $94,-

792) between the two metropolitan totalisator clubs ($197,925).
The distribution to the non-totalisator clubs i1s made on an equal
basis as there is no means of determining a proportional share
where there is no betting on their races.

Since the commencement of operations in March, 1961 the
Victoria TAB has distributed $44,132,948 to the industry on which
it depends.
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Racing in New South Wales

ADMINISTRATION

FF HE legislative framework for racing. trotting and greyhound
racing in New South Wales is the Gaming and Betting Act, 1912,
as amended, which is administered by the Chief Secretary (a senior
cabinet minister). In addition to restricting betting to licensed
race courses at which a race meeting is in progress, the Act also
provides for the regulation and control of poker machines (slot
machines) which, as will be seen below, provide more revenue to
the government than is derived by taxes and levies on both on-and
off-course wagering.

Racing

The Australian Jockey Club, founded in 1841, is the oldest
racing club in Australia and has the general supervisory respon-
sibility for racing in New South Wales. An unincorporated club of
about 2,000 members, it is the successor of the Australian Race
Committee which held its first race meeting in Sydney in 1842.1
All race meetings in New South Wales are registered with the
Australian Jockey Club and the programmes are submitted to it
for approval. Country clubs outside metropolitan and provincial
areas are grouped under the control of nine Regional Racing Asso-
ciations to which the Australian Jockey Club has delegated limited
licensing and supervisory powers.

Although the Australian Jockey Club, as “principal club”,
registers all racing clubs, it does not interfere in their internal or
financial affairs apart from establishing a minimum level of prize
money.

1. The first race mee_ting at Randwick, the principal race cc;x;ée in Sydne);:
was held in May, 1860, some three years before America’'s oldest continu-
ing meeting—the Saratoga August Meeting.
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Trotfing

The New South Wales Trotting Club Limited, 2 non-profit
corporation, is the principal trotting club and the controlling body
for that sport in the state.2 It acts as the registration and licensing
authority and its stewards officiate at all trotting meetings in New
South Wales. Five Regional Associations have local authority only
and are concerned merely with the fixing of racing dates within
their areas.

Greyhounds

The Greyhound Racing Control Board, established in 1949,
is composed of seven members. The chairman, and two other mem-
bers are appointed on the nomination of the Minister and the
balance of the Board is appointed (two each) on the nomination
of the New South Wales Greyhound Breeders, Owners and Trainers
Association and the New South Wales Greyhound Racing Clubs.

Under the general aegis of the Chief Secrctary, the Board
licenses owners, trainers and bookmakers, appoints stewards for
the major meets, regiscery ail greyhound racing clubs and allocates
racing dates. While the Board can issue its own registration certifi-
cate, most of the greyhounds are registered by the New South
Wales National Coursing Assoclation.

ON-COURSE WAGERING

The actual conduct of race meetings and the on-course

wagering activity is similar to the pattern existing in Victoria
which has already been discussed. In 1971 there were 2,750
race meetings (galloping 794, trotting 492, greyhounds 1,464) on
which the on-course punter “invested” over $372 million. Almost
85 percent of this was bet through the more than 900 licensed
bookmakers. The balance was handled by the on-course totalisator.

Deduction from totalisator betting i1s 13 percent with the State
getting 8 percent and the club 3 percent on metropolitan courses
and the reverse on the country courses.

2. The Trotting Control Board and the Committee of the New South Wales
Trotting Club Limited are the same,
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Bookmakers pay a basic licence fee which varies depending
on location and course.? In addition they pay a turnover tax of
between one and two percent and a stamp duty of about 2¢ per
ticket.

OFF-COURSE WAGERING
The Royval Commission

Notwithstanding the provisions of the Gaming and Betting
Act, 1912, which restricted betting to a licensed race course at
which a race mecting was held and subjected offenders to penalties
of up to six months’ imprisonment on a second offence, the Royal
Commission of Inquiry Into Off-The-Course Betting in New South
Wales in 1963 reported that “illegal betting is rife through the
State and its volume is immense”.

They estimated that “there are 6,000 bookmakers engaged in
illegal oft-the-course betting, that the number of persons who ‘more
than seldom’ bet with them is of the arder of 500.000 (in a popula-
tion of 2.4 million) and that the annual turnover of off-the-course
betting is in the order of £275 million (over $600 million)”.

After considering the relative ineflectiveness of the existing
law in suppressing off-course betting and the countervailing objec-
tions to its legalization, the Royal Commission rejected two submis-
sions involving the registration and licensing of bookmakers. Tt
concluded that the system best suited to New South Wales was one
simifar to the one then in operation in the neighbouring state of
Victoria:

“I am of opinion that of the several methods which

have been propounded the only one of which the advantages

outweigh the disadvantages is the ofl-the-course totalisator. 1

am satisfied that it would be the most effective of them in

safeguarding the Crown revenue and contributions to the

racing industry and in eliminating corruption; that it would
provide reasonable opportunities for all sections of the com-
munity to bet ofl-the-course and, since it would not adver-

tise or solicit business, would have less tendency to increase

gambling generally or to induce excessive gambling in indi-

viduals and so would avoid the undesirable aspects of bet-

ting shops, that it would eliminate the personal profit motive

3. For the prime location (the paddock) at the principal race course (Rand-
wick) the bookmaker will pay $140. In the lesser locations (the ledger and
the flat) he is charged $56 and $14 respectively. On other courses, the
fees range between $10 and $56.
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and its consequent evils, and would give more satisfaction
to the community as a whole.”4

The Totalisator Agency Board (TAR)

The Totalisator (Off-Course Betting) Act became law in
1964, and the New South Wales TAB began operations on De-
cember 9th of that year with six shops and telephone betting. By June
30, 1965 (the financial year end) the 35 shops had handled almost
$10.9 million. By the end of the next year about three times as
many shops (107) had produced almost six times that amount
$59.7 million) and by 1969, with slightly over 300 shops in
operation TAB handle was close to $200 million. In 1971, the
355 offices (276 agencies and 79 branches) covered 772 race
meetings and handled about $280 million.

The Totalisator Agency Board of New South Wales is com-
posed of nine members, the Chairman and another are government
nominees, two are appointed on the recommendation of the Metro-
politan Racing Clubs, three on the recommendation of the Country
Racing Clubs and one each on the recommendation of the Trotting
and Greyhound Clubs.

Operations

Following the recommendation of the Royal Commission, the
method of operation was patterned after the system described in
Victoria. Until recently (when the automated system was intro-
duced into some shops) the bettor after making his selection on
a form provided, presents it to the cashier together with his
wager.S The cashier validates the form by passing it through a type
of cash register, separates the validated ticket along a perforation
into two duplicate parts and returns one part to the customer as
a receipt. The retained portion is used for collation purposes. Bet-
ting on win and place closes 30 minutes before the advertised
post-time. On daily doubles the interval is 45 minutes and for
quineilas it is two hours.6 After all of the bets have been collated

4. Report of the Royal Commission of Inquiry into Off-the-Course Betting in
New South Wales (1963), page 61.

5. Not unlike the procedure presently employed in the Liquor Control Board
6.

of Ontario stores.
These additional periods are required due to the difficulty in manually
collating these types of combination bets.
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the totals are transmitted to the track for incorporation in the on-
track pools (usually about 15 minutes before post-time).

After the race, and unlike Victoria and New Zealand, holders
of winning TAB tickets are able io collect their dividends by return-
ing to the shop where they bought the ticket. However, this does
not seem to be as important a feature to Australian bettors as one
might have expected. It is estimated that only 15 percent of
the winners avail themselves of this opportunity with the remainder
being content to return after the last race or on the following day.
Perhaps some of this may be explained by the fact that a consider-
able amount of wagering (39.1 percent) takes place on the TAB
double for which, as it is run on the feature races of the day
(usually the S5th and 7th), a winner is not declared until the
programme is almost complete. Another factor may be TAB’s own
conscious policy of discouraging what has been described as the
“betting shop atmosphere” such as exists in Britain where the
bettor is encouraged to remain on the premises to reinvest his
winnings. In any event, for whatever the cause. immediate payoff
in New South Wales, at least, does not seem to be a prerequisite
to success.

Types of Betting

As can be seen from Table 7, $170 million or 60.84 percent
of all wagering was on galloping, with trotting and greyhound
racing accounting for $46 million (16.58 percent) and $63 million
(22.58 percent) respectively. These figures represent a decline in
market share for galloping (8.8 percent) over the past five years,
a slight increase (1.2 percent) for trotting and a significant jump
(8.5 percent) for greyhounds which grew from about $15 million
in 1965 to $63 million in 1971.

TABLE 7: Turnovers and Percentage of Total Turnover Derived from
Galloping, Trotting and Greyhound Races in New South Wales, 1965-1971

Galloping Trotting Greyhounds
9% of % of % of
Year Turnover Total Turnover Total Turnover Total
$ $ $

1965/66* . 69.66 o 15.31 14.03
1967/68 105,598,248 67.38 26,337,941 16.81 24,782,571 15.81
1968/69 127,690,863 65.57 31,172,332 16.01 35,864,136 18.42
1969/70 148,764,768 61.76 37,586,632 15.60 54,520,408 22.64
1970/71 170,128,640 60.84 46,375,823 16.58 63,149,835 22.58

* Turnover figures for 1965/66 are not a-vailable.
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Cash betting continued to be the major source of wagering in
1971, accounting for $267 million (95.4 percent) as compared
with $12.7 million (4.57 percent) for the 17,670 telephone betting
customers. While win and place betting on racing events continues
to be preferred (62.8 percent) over daily and feature doubles
(34.2 percent) with quinellas drawing only 3 percent of the in-
terest, their market share has declined slightly. On trotting, win and
place account for 54.9 percent of the bets and the doubles 42.1 per-
cent. Only on greyhounds are the bettors more interested in
doubles (49.8 percent) as compared with win and place betting
(47.2 percent).

TAB FINANCES
Capitalisation

TAB was initially authorized to borrow up to $2 million from
the racing clubs who were to be reimbursed by a Government
rebate of onc percent of its tax. The initial capitalisation was sub-
sequently doubled to $4 million. By 1968, this sum had been totally
repaid out of the reimbursement fund. Since that time TAB has
been financed out of it own revenues.

Revenues

TAB’s revenues are derived from its 7% percent share of
the off-course turnover (5%2 percent goes to the State). In 1971
it amounted to almost $21 million, up about $3 million or 14
percent from 1970.

Operating Costs

In 1971 the costs of operation and administration came to
$13.2 million or 4.7 percent of the total betting turnover.

Revenue to Government

The Government share of TAB turnover was $15.4 million
bringing its total revenues from TAB since it began operation in
December of 1964 to $56.5 million.

As mentioned earlier, New South Wales has legalized the
use of poker or slot machines and is the only state in Australia
to do so. From this source the State received $34.8 million in 1971
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which is over $10 mitilion more revenue than was dertved from
all forms of racing (on-and off-course deductions, bookmakers’
lincences and fees, stamp duties, etc.). Since 1965. the first year
of TAB operations, poker machines have contributed over $164
million to the State Treasury. In other words, while TAB accounts
for 19.3 percent of total State revenue from all forms of gambling,
the poker machines contribute 43.3 percent.

Distribution of Profits

Over 200 racing, trotting and greyhound clubs shared in
the distribution of the Board’s profits for 1971. All racing clubs in
the state share in the distribution with the exception of the “picnic
clubs” and those meetings conducted for charitable purposes. The
profits are normally distributed in early September although interim
distributions may be made at the Board’s discretion. In 1971, TAB
profit amounted to $8.1 million (3 percent of turnoverj, an in-
crease of 16.5 percent from 1970.

In 1971 $250,000 was paid to the Race Course Develop-
ment Fund and the balance was divided between racing, trotting

and greyhounds in proportion to the turnover on each class
of race. After deducting first charges to cover the administrative
costs of the “principal clubs”, the balance was distributed in ac-
cordance with a complex scheme relating to on-course and off-
course turnover and stakes and prize money. The 24 racing clubs
divided $4.9 million, the 48 trotting clubs $1.3 million and the
40 greyhound clubs $1.8 million.

Since the commencement of operations in 1964 the New
South Wales TAB has distributed almost $28.7 million to the
racing, trotting and greyhound clubs of the State.
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Racing m New York

AMERICA’S first track was opened in New York in 1665
and, even after three centuries, the growth of public interest in
racing continues to outpace population growth. As can be seen
from Figure 17, thoroughbred attendance is considerably higher
than standardbred though the pattern of growth has been similar.

ADMINISTRATION

There is no national control of racing. The National Associ-
ation of State Racing Commissioners has been organized for the
purpose of pooling ideas and promoting uniform rules but it has
no formal authority. This is vested in the State Racing Commis-
sions, the Jockey Club and the Trotting Association.

Racing Commissions are appointed by State Governors for
the purpose of promulgating the rules and regulations of racing,
approving the allotment of racing dates, and licensing tracks,
owners, trainers, jockeys and other people associated with racing.

In New York, the State Racing Commission is concerned with
thoroughbreds and the State Harness Racing Commission with
standardbreds.

The Jockey Club, formed by charter in 1894, is the thorough-
bred stud book authority for North America and, in New York
and Delaware, its stewards are responsible for the registration of
partnerships, leases, stable names, colours and such matters as
jockey contracts. The United States Trotting Association is the stud
book authority for U.S. standardbreds.

Thoroughbred Tracks

The New York Racing Association is a non-dividend paying
corporation operating thoroughbred tracks at Aqueduct and Bel-
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mont (both in New York City) and Saratoga (near Albany). Most
of the races at these tracks are flat gallops but there are also a
few steeplechases and hurdle races. The only other thoroughbred
track in New York is ncar Rochester and is operated by the Finger
Lakes Racing Association, a profit-making stock company.

Standardbred Tracks

The two major New York standardbred trucks are operated
by the Roosevelt Raceway, Inc. and Yonkers Raceway, Inc. and
are located in New York City. Other standardbred tracks are
Batavia Downs, Buffalo, Goshen, Monticello, Saratoga and Vernon.

ON-TRACK BETTING

In 1971 New York bettors wagered more than $1.6 billion at
the races ($784 million on thoroughbreds and $837 million on
standardbreds). As might be expected the vast majority of this
money, 90 percent of the thoroughbred and 73 percent of the
standardbred, was bet at the New York City tracks where the
average daily attendance ranged between 20,000 (Yonkers and
Roosevelt) aud 27,000 (Aqueduct and Belmont).

Until the mid-1940°s deduction from wagering on thorough-
bred races was 10 percent which was split evenly between the
state and the track. In [946 the municipal government entered the
field which raised the takeout to 15 percent. Within a few years the
city was forced to yield its 5 percent to the state which wound up
doubling its share from 5 to [0 percent. In 1967 and again in
1971 the track share was increased by one percent to augment
dwindling purses. This brought the thoroughbred takeout up to
17 percent—the same as for standardbreds.

Although New York remains a leading racing state, its
attendance figures have shown no signs of growth in recent years
and 1971 attendance was below that for 1970. The 2.5 percent
declinc has been attributed to the growth of off-track betting in
New York City but it is significant that attendance also fell in
three other north-eastern states and that the fall in two of these
states was much greater. Neither New Jersey (which experienced
a drop of 15 percent in attendance) nor Maine (with a 24 percent
drop) had off-track betting.
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Experience in New York is of purticular interest not only
because it is a leading racing jurisdiction in North America and,
moreover, a neighbouring jurisdiction, but also—and most im-
portantly—because it is the only jurisdiction on this continent
with experience in legal off-track betting. Adding to the significance
of New York experience are two further factors: first, the striking
stmilarity in betting behaviour between New York and Ontario
(Figure 18) and, second, the unique features of New York City’s
rapid rush into this method of raising revenue for government with
little apparent regard for the interests of racing.

OFF-TRACK BETTING

General

Bookmaking off-track was prohibited in 1910 as was book-
making on-track in 1939, leaving on-track pari-mutuel betting
with a legal monopoly on horse race wagering. In 1954 a com-
mittee of the legislature rejected a proposal for a regulated off-track
betting system und draft legislation was again rejected in 1959,
Despite a New York City referendum which demonstrated over-

whelming support, similar attempts to legalize off-track betting
were defeated in each successive sitting between 1964 and 1969.

During 1970, however, a Bill developed by the Mayor of
New York City with the concurrence of the Governor and legisla-
tive leaders was rushed through with little deliberation at the end
of the session, and passed because it promised a quick and major
contribution to ailing municipal finances. This new law" created
a framework within which off-track betting could be established
according to local wishes. This local option provision is, perhaps,
the most significant feature of the New York legislation.

The New York State Off-Track Pari-Mutuel Betting Commission

The new law created the New York State Off-track Pari-
Mutuel Betting Commission within the Department of State, its
members being appointed by the Governor on the advice of the
Senate. The Commission determines basic policy, approves or
rejects municipal applications, and issues operational directives.
It may also operate off-track betting directly.

1. N.Y. Laws 1970, c. 143 as amended by s. 422 and 423 of the Laws of
1971.
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OAILY OM-TRACK BET PER PATRON AS PERCENTAGE OF PERSONAL INCOME PER PERSON

New York State thoroughbred

Ontario: major tracks, thoroughbred

New Yark: thoroughbred

Vs
Metro New York:
standardbred

Ontario: major tracks, standardbred New York State:
standardbred
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FIGURE 18: On-Track Bet per Person as Percentage of Personal Income
Per Person — Comparison of Ontario and New York, 1964-1971.




Chapter § 105

So far, however, it has not chosen to do so. Instead, it has
left this to approved “participating municipalities” with New York
City being the only municipality with actual operating experience.
Other municipalities evidenced an interest in going into the off-
track betting business but the ihreat of confusion resulting from
such a proliferation of activity together with the attendant admin-
istrative costs has led the Commission to place a one-year mora-
torium on new approvals.

The New York City Off-Track Betting Corporation (OTB)
The Scheme

The New York City Off-Track Betting Corporation (OTB) is
a public benefit corporation created by specific statute.* The OTB
is directed by five members appointed by the Mayor and is author-
ized to operate a system of off-track betting within the city limits
with bets on races within the state combined, as totals, with the
track pools. It also operates separate betting pools on racing in
other states as Federal law prohibits transfers of bets across state
borders. Racing interests are pressing for the extension of this
prohibition so as to preclude betting on races in other states

altogether. This would leave the OTB free to operate its own pools
only on races outside of the United States, such as the Queen’s
Plate in Ontario, a possibility already under consideration.

Because off-track betting results are determined by a sporting
event arranged, financed and staffed by race track operators,
statutory compensation of 1¥%2 percent of the off-track handle is
paid to racing (with about half of this going to purses and the
balance kept by the track operator).? In exchange, track operators
are required to supply racing information and to provide necessary
on-track facilities for both the incorporation of off-track totals and
for the transmission of results to off-track offices. If negotiations
as to the extent of these facilities break down, the State Racing
Commission or the State Harness Racing Commission, as appro-
priate, may be requested to mediate.

As might be expected, the most contentious element of the
relationship between the OTB and the tracks is that once requested,

2. New York Law, 1970, c. 144.

3. The statutory compensation to the tracks is 19% but about 25% of this is
allocated to purses. With this 0.259, added to the 0.509%, of the handle
dedicated to purses as statutory compensation, the effective purse and
track shares are each about 0.75%.
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the track operator must enter the scheme “at the prescribed price”
whether he wishes to or not. This torced involvement in oft-track
betting has been challenged by the tracks as amounting to an
improper expropriation of their proprietary rights in a sports event
but the New York Court of Appeals has rejected this contention.*
At the time of writing, an appeal by the tracks to the Federal courts
is under consideration.

In an attempt to compensate track operators for declines in
attendance and volume of wagering attributed to off-track betting,
the New York State Off-Track Pari-Mutual Betting Law requires
the Commission to adopt rules and regulations providing for re-
imbursement of proven revenue losses up to 1975. To be entitled
to payment, the track must be situated within fifty miles of a
participating municipality and have maintained a racing program
at least equal to its racing program during 1969. The quantum
of reimbursement is designed to ensure to the track operator
90 percent of the average daily attendance revenue (limited to
the number of racing days in 1969) together with 100 percent
of the 1969 pari-mutucl revenues. The local and State govern-
ments are also eligible for compensation for reductions in admis-
ston tax and pari-mutuel tax revenues.

This legistation also fixes the takcout, or deduction, from
the oft-track handle at 17 percent, the same as on-track. The OTB
is required to pay Y2 percent to the State in addition to the 12
percent paid to racing. It also pays the supervisory expenses of the
Commission.” The OTB is permitted to retain breakage and un-
claimed winning tickets.” After payment of operating expenses (in
1971 about 10.8 percent of the handle) the net profit is divided
80:20 between the municipality and the State, provided that any
profit over $200 million is to be divided equally.

Certain restrictions are imposed on the operation of betting
shops. No radio or television equipment is permitted in the shops

4. Finger Lakes Racing Association Inc. v. New York State Off-Track Pari-
Mutuel Betting Commission and City of New York, March 23, 1972.
These will be apportioned when other systems have been established.
An unexpected source of revenue arises from unclaimed winning tickets.
While not enough time has elapsed to warrant considering any tickets
‘‘dead”’, OTB reports that as of December 15, 1971, winners have failed
to cash $1,854,773 worth of tickets. This seemingly large amount may be
due to a number of factors, chief among which are the novelty of the
system which may attract bettors whose purchase of a ticket is for
“souvenir” vaiue; the transient nature of much of the Manhattan popula-
tion and their general inexperience in betting resulting in winners not
realizing they have actually won,
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and no drunks, bookmakers disorderly persons or minors are
allowed in the shops.

Implementation

A board of directors for OTB was appointed in July 1970.
They had the statutory option of raising capital by issuing and
selling bonds but preferred to borrow $4.8 million from the City.

An agreement was reached with a computer company for the
development of an automatic totalizing system. Various completion
dates were set but had to be extended as many problems, perhaps
inherent in the legislative scheme, evidenced themselves. Tracks
were nearly uniformly uncooperative, computer systems malfunc
tioned and there were labour problems. Start-up costs, which at
first were estimated at $1.5 million, soon ballooned to twice that.
and had reached $22.5 million by February, 1972.

OTB started operations with a manual system in April, 1971.
The first day of computer operation was June 15, 1971—seven
months after initially promised delivery. Regular coverage now
includes the thoroughbred meetings at Aqueduct, Belmont and
Saratoga and the harness races at Roosevelt and Yonkers Kace-
ways. OTB also covers special out-of-state races such as the
Kentucky Derby by operating its owa separale pools.

Not all the tracks have been unwilling partners. Monticello
Raceway, a small harness track tucked away in the Catskill Moun-
tains, signed a threc-year contract with the OTB for the tele-
casting of three races nightly, two taped and one live. The live
telecast was linked with a superfecta (a bet which may result in
payoffs of many thousands of dollars since it consists of the
selection of the first four horses in their exact finishing order).
Other types of off-track bets for this televised coverage were across-
the-board bets (combination bets on one horse to win, place or
show), daily doubles and exactors.

The provision of this new service was a great success with
viewers who not only saw the races on which they had placed bets
but also heard the results and payouts for other Monticello races.
Restrictions placed on the OTB by the Federal Communications
Commission precluded the mention of scratches, post-time changes,
weights, jockeys and odds, however,
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The provision of this service was also a great success for
the OTB and Monticello. On the day prior to its marriage with
television Monticello’s superfecta attracted less than $100,000
through the OTB's shops. After, it attracted $400,000. In addition
to a $200,000 annual payment (equivalent to about $10,000 per
night) the track was able to benefit from the statutory commission
on the off-track handle. Its total handle rose to record levels but
attendance fell. The track, however, was satisfied with the outcome.
But the other tracks were not. They took court action with the
result that further telecasts were prohibited. The key argument
appears to have been the conflict with the opening of the season
at Roosevelt Raceway.

OTB counter-attacked by negotiating a deal with Bowie, a
Maryland thoroughbred track. Taped Bowie races were televised
together with oral rundowns from Monticello and Roosevelt of as
many results as could be fitted into the program while still
observing the statutory half-hour delay in their transmissions.

OTB Operations

The principal method of placing bets is through one of the
72 branch offices presently located throughout the five boroughs of
the City of New York. Nearly half of OTB’s customers prefer to bet
in offices near their homes and nearly a third bet close to work.
Although there are no statutory restrictions on their locations within
the city, it has been OTB policy to consult local churches and
schools before signing leases. The branch offices (or “parlors”) are
often located near taverns and restaurants so that patrons can
consult their racing forms and friends there instead of adding to
the crowds in the bet shops. Decor and facilities in the shops are
functional.

Customer complaints centre principally on the paucity of
racing information—scratches, track conditions and so forth—
available at the branch offices. During the opening months, long
and slowly moving line-ups were precipitated by employee inex-
perience and by equipment failure. Even now, these conditions
do not seem to have been entirely eliminated.

At first, betting at branch offices was terminated two hours
before post-time but now, for the most part, the interval has been
reduced to one hour. The eventual aim is to be able to carry betting
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to post-time. The minimum bet is $2 and OTB accepts the same
types of bets that are offered on-track. Successful bettors must
return to the same outlet the next day to collect their winnings,
although some offices are now capable of providing pay-ofts later
on the same day.

If the bettor deposits a minimum of $25 he can use the tele-
phone betting service. Each depositor receives an account number
and selects a secret code name for identification when placing bets.
At the Telephone Deposit Betting Centre operators record and
transmit the bets by means of computer terminals linked to the
central computer system. Like bets accepted at branch offices,
telephone bets are totalled and incorporated into the single on- and
off-track pool on which odds are computed.

Winnings are normally credited to the bettor’s account” but
may be mailed on request. This account feature was designed to
eliminate an advantage bookmakers would otherwise have had.
Although initially exceeding branch office handle, telephone betting
has shown no signs of growth for some months. OTB attributes
this, at least in part, to the telephone company’s labour problems.

The central computer calculates total bets placed on each
track, on each horse and for each position and, for in-state races,
these figures are transmitted to the tracks for inclusion in their
pools. It also analyses the incoming results from the tracks. When
OTB covers out-of-state races, the central computer is used to
create an independent pari-mutuel pool and to establish odds
unrelated to those available on track.

A number of computer breakdowns demonstrated the need
for a back-up system® and in the summer of 1971, a back-up
system operated by another supplier was established. The back-up
system was intended to be used only when the main system failed
but it has demonstrated greater reliability and is now being used
as the main system for some branches.

Physical on-track facilities required by the OTB are minimal.
Tracks are obliged to convey pre-race information to the off-track
system and OTB reports the off-track totals to the tracks at intervals
shortly before post-time. Totals can be updated every two minutes.

7. OTB is seeking to upgrade its computer operation to post winnings and
charges in half an hour or so instead of at the end of the day.

8. When the computer failed on August 4, 1971, over $130,000 had already
been taken for a race at Roosevelt and OTB had to form a pool of its own.
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At first, data were transmitted to tcletype terminals at the
tracks where they were printed out. The print-outs were then
entered manually into the pools by means of a bank of specially
dedicated pari-mutuel machines which issued non-negotiable $100
tickets. Input is now accomplished by magnetic tape and a direct
computer-to-computer interface is planned.

After a year’s operation, the OTB has established 72 of its
intended 125-150 shops. It has nearly 3,500 employees (with
about 600 at headquarters). Stimulated by advertisements such as
the one appearing on the opposite page, there are over 100,000
customers daily, placing 400,000 bets and producing a turnover
averaging between $25,000 and $28,000 per shop, plus $1 million
annually by telephone. Tt takes at least four weeks for a branch to
reach its expected betting level. Under current plans the estimated
market potential of $1 billion is unlikely to be achieved before
1974, The build-up so far is shown in Figure 19.

There should be about 90 shops this summer with 250,000
daily customers. Operating costs arce expected to be under 9.5 per-
cent by then and it is hoped that they will eventually level off
around 5 percent. The budget for the year starting in July is based

on a projected annual handle of $706 million but the OTB con-
siders this could be increased to $800 million with the cooperation
of racing and TV. Earlier notification of entries and scratches by
the thoroughbred tracks, in particular would enable OTB to in-
crease its handle and, at the same time, correct the imbalance of
betting between thoroughbreds and standardbreds; currently 40
percent of the off-track handle is on thoroughbreds compared with
55 percent on-track. This higher handle of $800 million would also
result in a profit of $72 million instead of the $58 million expected
on the handle of $706 million. Even the lower figure represents a
profit of eight cents on each wagered dollar, however.

EVALUATION

The aims of any OTB system are basically three. First, it
offers a public betting service designed to recapture betting money
normally given to illegal bookmakers; second, it generates income
for government and, third, it tends to increase the public interest
and thereby improve the quality of racing as a sport to the benefit
of the industry. Has New York OTB achieved these aims?
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A Betting Service to Combat Bookmakers

Apart from the sort of physical failures encumbent upon the
creation of such an enormous corporation in so short a time, the
New York OTB has succeeded in offering a viable alternative to
illegal gambling. Customer complaints have been noted and no
doubt will be increasingly acted upon as operations are regularized.

While the establishment of telephone account betting and of
allowing betting almost up to post time will undoubtedly remove
some of the bookmakers’ advantages, it would be naive to suppose
that illegal gambling will be eliminated. The bookmaker can
always adapt to offer advantages, such as credit betting (rejected
by OTB as morally objectionable), fixed odds, and specialty com-
bination bets offered neither on- nor off-track. Perhaps most
encouraging is the Yankelovich study which indicates that at least
40 percent of OTB’s customers had previousy bet with book-
makers. Indeed, it has been reported that the impact has been so
great on some bookmakers that many are actually offering odds
that are beifer than at the track.

One flaw in the betting operation, which may be peculiar to

New York, would seern to be the 52 iinimum bet. Tliegal betiing
patterns, especially in New York City, would seem to indicate that
organized crime profits more from very small bets placzd regularly
than from larger gambling and this small betting, largely on
“numbers”, is still the underworld’s unchallenged domain.

Revenue Sonrce

While the initial stages of OTB in New York City have
resulted in revenue much below the somewhat hopeful expectations
of politicians, the revenue-earning potential has been evidenced.

Effect on Racing Indusfry

The third factor in evaluating any OTB system has, in New
York State, become the most contentious. Relations between OTR
officials and both branches of the racing industry have been, at
the best, strained.

The State legislation was concerned primarily with obtaining
“a reasonable revenue for the support of government and to pre-
vent and curb unlawful bookmaking and illegal wagering on horse
racing”. In the Act, little thought appears to have been given to




114 Racing In New York

the development of a system consistent with the financial integrity
of the horse racing industry.

As well as competing with illegal bookmaking, OTB competes
with legal on-track betting. The short-term result of betting facil-
itics off-track is a decrease in the use of those on-track. This prin-
ciple appears to be demonstrated in the drop in attendance at
tracks covered by the OTB system. While attendance is determined
by a host of factors, the inauguration of OTB has been labelled as
one of the causes of attendance drops of as much as 11 percent at
Belmont racetrack. When attendance drops, on-track handle does
as well, and inevitably so will purses. The quality of racing is
affected.

OTB faces claims for compensation for loss of revenue by
Yonkers Raceway, Inc., the New York State Horse Breeding
Development Fund and the American Totalisator Company. OTB
denies liability for these claims. Support for this contention seems
to lie in the findings of the Office of the State Comptroller® that
the average off-track bettor is a different type of bettor from his
on-track counterpart (who bets, on the average, over $10 per race
compared with an OTB average of $3). The midday peaking of
OTB betting in commercial areas also seems tc indicate betting
which would not have gone to the tracks since the working bettor
would be unable to attend. Further, OTB betting on non-local
races is viewed as competing with bookmakers rather than local
tracks. While OTB supports a change in the legislation to increase
the sport’s share of the take-out, it is quick to point out that even
without such a change, OTB operations will mean an addition of
about 20 percent to purses in 1973,

Much of the trouble experienced in the starting up of the
OTB system has been as a result of the racing industry’s disen-
chantment. Negotiations with tracks were diflicult and prolonged.
Partly because of the animosity, the system was deprived of the
expertise, available within the racing community, in the compli-
cated business of pari-mutuel betting.

9. Office of the State Comptroller, Report on Operating Results New York
City Off-Track Betting Corpcration (Report NYC-1-73).




Chapter 8 115

The Future

While OTB experts are confident that the New York system is
basically sound, the sheer volume of criticism levelled against it
has made it apparent that it must be partially revamped.

The most important criticisms, those trom the racing industry,
have been discussed above. Those criticisms levelled at the ineflici-
ency of the physical operations of OTB outlets are more the result
of development problems than of the legislation itself. Stafl are
becoming more adept and most operations are now covered by
reliable back-up systems.

To Howard Samuels, the Chairman and President of OTB,
the most needed amendments are those designed to permit it to
gain a wider clientele. He argues that the betting age should be
lowered to 18 and that minors should be permitted into shops if
accompanied by adults. If the betting minimum could be lowered
to $1 or even 50¢, greater effect could be had on bookmakers.
Instigation of specialty bets, akin to the French “tiercé”, would
serve a like purpose, providing a betting opportunity similar to the
“numbers” game. Samuels predicts that betting, if permitted, on
other sports events could provide a handle exceeding that provided
by horse racing. Further provisions could aisu be enacted o allow
OTB to cover out-of-state races on a more regular basis.
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Racing in Britain

GENERAL

flORSE racing is the most important form of racing in Britain
and mainly consists of flat racing, although steeplechasing and
hurdle racing also take place on major tracks. In addition, point-
to-point meetings are held on temporary courses by fox hunters.

The number of tracks has fallen slightiy over recent years
and both total and daily track attendances have markedly declined.
However, largely due to sponsorship by the Levy Board, the total
days raced. the total number of races, the total runners and the
total prize money have all increased:

T'ABLE 8: Pattern of Racing in Britain, 1965-1971

1965 1966 1967 1968 1969 1970 1971

Tracks 67 64 64 64 64 64 63
Attendance (million) 5.2 5.1 4.7 4.4 4.1 4.1 4.3
Daily attendance (thousand) 7.0 6.6 6.3 5.6 5.2 5.0 5.0
Days raced 753 774 747 801 792 831 855
Races (thousand) 4.6 4.8 4.5 4.9 4.9 5.1 5.3
Runners (thousand) 496 537 47.7 51.7 51.0 530 530
Prize money (£ million) 3.8 3.9 38 4.0 4.8 5.0 5.3

Although owners experience an average loss of over $2,750
per flat racing horse, it appears to have no effect on bloodstock
prices. At the three big yearling sales last year, no fewer than 25
horses sold for over $70.000 each. The British Racchorse states
that these astronomical prices suggest that yearling buying has
moved out of the sphere of mere racing and has developed into
a form of international stock market or casino.

BETTING

Betting is the dominant form of gambling in Britain. In
constant price terms and also when expressed as percentages of
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personal income, however, the main forms of betting—horses,
football and dogs-—have declined. With signs of recovery prob-
ably mainly due to the taxation and stricter control of gaming,
betting on horses still accounts for most of the gambling turnover
and money lost. Most of this betting is in the hands of bookmakers.

“Bookies” are a traditional part of the racing scene, adding
colour and excitement to the atmosphere at the tracks. However,
Britain’s off-track betting shops have revolutionized the betting
industry since they were permitted in 1960 and almost all the
betting on horses is now handled off-track.

HISTORICAL BACKGROUND

In 1845, in an attempt to discourage gambling, legislation
was passed declaring all gaming and wagering contracts null and
void. This led to the introduction, on a very wide scale, of cash
betting in shops and houses. However, in 1853 it was made illegal
to keep or use any house, office, room or other place for betting or
receiving money in advance (deposits) in respect of betting, This
resulted in bookmuakers taking to the streets and lanes to bet.
Atttempts by local authorities to suppress this business were un-
successtul and in 1906 the Street Betting Act was passed which
made it illegal for anyone to frequent or loiter in the streets or
public places for the purpose of bookmaking or making or settling
bets. The net effect of these Acts was that the only off-course
betting that was legal was that where a bettor established credit
with a bookmaker and made his bets by telegram, telephone or
mail.

Notwithstanding all of these efforts, illegal street betting
still flourished and a Royal Commission was finally appointed in
1933 to inquire into lotteries and betting. Another commission was
established after the war and in its report to Parliament in 1951
recommended inter alia that off-course betting be made legal in a
very strictly controlled system of betting offices.

THE PRESENT SYSTEM

Off-track betting was legalized for a variety of rcasons. Most
importantly, the Street Betting Act of 1906 was unenforceable
and furtive cash betting flourished on the sidewalks and in back
alleys alongside its legal companion, telephone credit betting with
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“turf accountants”. The street bookmakers regarded their routine
prosecutions as harrassment while the police viewed them as an
obstacle to good public relations. The police were supported in
their view by the magistrates who believed the small fines per-
mitted by the Act to be incffectual, with their repetition tending
to bring the law into disrepute. Further, licensing betting offices
made it possible to subject off-track cash betting to a levy for the
benefit of horseracing and to taxation for the benefit of general
government revenue.

Although it was aiso considered undesirable to restrict the
individual’s freedom to bet, Parliament did place restrictions on
the freedom to promote betting (making it illegal, for instance, to
advertise betting offices). Even so, the 1960 Betting and Gaming
Act not only made off-track betting more socially acceptable but
also a ready subject for commercial exploitation.

The first bet shops were mostly small premises in minor
streets. These locations were convenient and adequate as replace-
ments for street betting but their effect was to quickly modify the
pattern, with continuous wagering replacing the placing of bets
once a day. “Not only was telephone betting reduced but also
many began to bet frequently who had previously done so rarely
or not at all”.1

Business boomed, the atmosphere in the betting shops
expertly heightened to achieve this. Loitering is permitted and
betting information and race commentaries are broadcast live
from the tracks. With immediate payment of winnings, these con-
ditions cncourage betlors to chase their losses or restake their
winnings until they are lost.

As the volume of betting increased, the shops were moved
to bigger premises on more important streets. Despite the increased
overheads, profits grew—with the result that one bookmaker?

called the betting offices “money factories”. Most of them have
turnovers of less than $3,000 per week but many of those run by
large organizations have turnovers five times as high.

1. Gordon E. Moody, The Facts about the ''‘Money Factories'" (London:
Churches’ Council on Gambling, 1972). This booklet has been used as a
major reference in this chapter.

. Mr. John Banks, as quoted in The Observer, February 2, 1969,
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These organizations appear to have at least 25 percent of the
off-track betting business and some of them have become public
companies, with four of them ranking in the top twenty for share
performance by all public companies.3 Some of these chains have
diversified into gaming and bingo while the Rank Organization,
having already converted some of its movie theatres into bingo
halls, has now entered off-track betting. Hotel and property de-
velopment companies have also set up betting offices. Off-track
betting has become u sophisticated operation and many of the old-
time bookmakers with criminal records have been driven out of
business. Bookmaking has become respectable.

While bookmakers handle about three times as much betting
on-track as the government-owned Horserace Totalisator Board
(“Tote”) their off-track handle is about seventy times that of the
Tote. This ratio would be higher if an estimate could be made for
illegal bookmaking in factories and other work places, often by
former licensed agents of the legal bookmakers.4

THE HORSERACE TOTALISATOR BOARD (TOTE)

For some years, the Tote has been operating at a loss as a
result of maintaining totalisers at every track without being able
to take fixed odds bets and other types of bets (such as bets on
foreign races and on non-racing events) which are popular with the
public and highly profitable for bookmakers. In order to meet
its operating expenses, taxes and levy, it has had to deduct an
average of 18.7 percent from every betting pool (this deduction
including the betting tax). This is almost double the sum book-
makers withhold and makes the Tote’s odds uncompetitive. In
particular, its “dividends” have not becn competing successfully
with the bookmakers” starting prices in the vital areas of shorter-
priced horses (“favourites”).

The Tote has responded by adopting a new method of cal-
culating the win pool dividend in order to improve the pay-out
in the range where it had previously becn at a disadvantage in
comparison with bookmakers’ starting prices. In addition, the

3. Mr. John Davis, Business Observer, December 20, 1970. In 1970 Coral
shares rose by 119 per cent, placing the company eighth. Ladbroke's, the
largest public company, had 660 betting office licences by the middle of
1971.

. Bookmakers are able to obtain licences to engage agents on a commission
basis but the numbers licensed have fallen, most rapidly when taxation
was increased,
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“forecast” (quinella) pool has been extended to include races with
ten runners. The Tote operates “win”, “place”, “forecast”, “daily
double” and *“daily treble” pools at every meeting. In addition,
a “jackpot” (accumulator) pool is operated at major meetings and
a “tricast” pool (first, second and third in correct order) is operated
on the Derby and the Grand National.

The Tote’s off-track turnover is nearly as large as its on-track
and is handled ithrough both cash and credit betting offices. The
imposition of a tax on off-track betting premises which came into
effect in 1969 forced it to close a number of cash betting offices
and also a number of credit betting offices established to handle
telephone betting. The tax on off-track betting premises was re-
pealed in 1970 but the tax on off-track turnover was increased
from 5 percent to 6 percent, one percentage point higher than
the on-track tax (which remained unchanged). These rates are low
compared witi: those imposed in other countries.

To restore the Tote’s tottering finances, its annually deter-
mined contribution to the Levy Board has been made subject to
its meeting its other commitments, though otherwise maintained
at 1Y percent of its betting turnover. Because of its extremely
difficult financial position, it made no contribution to the levy in
1970/71 and its plans for mechanization and computerization
have been shelved.

The Tote has been restricted to accepting pari-mutuel bets
on horse races in the United Kingdom since its inception in 1928
but legislation now at the committee stage in Parliament is in-
tended to enable it to operate pari-mutuel bets on foreign races
and fixed odds bets on any sporting event. In addition, the Home
Secretary would be given power to approve further extensions of
its activities. This Bill has encountered considerable opposition,
however.

The racing industry would like to sec a Tote monopoly in
order to maximize the subsidization of racing by betting but Lord
Wigg, Chairman of the Horserace Betting Levy Board, opposes
such “a desirc to pour large sums of money into rich owners’
pockets . . . at the expense of the bookmaker”, adding: “Britain
no more needs a tote monopoly than it does a bookmakers’ mo-
nopoly. Both methods of betting are needed by the public. If
unwise legislation sought to repress the kind of betting that the
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general public indulges in with bookmakers, the result would be
a spate of illegal activities with all the consequences of racketeer-
ing that would follow as surely as night follows day.”s

Lord Wigg holds the view that the Tote cannot be efficiently
run as a government body and that it ought to be handed over
to private enterprise.

THE HORSERACE BETTING LEVY BOARD

Like the Horserace Totalisator Board, the Horserace Bet-
ting Levy Board is responsible to the Home Secretary. But while
the members of the Totalisator Board are appointed without re-
striction as to background, only the Chairman and two of the
seven members of the Levy Board are appointed by the Home
Secretary. Three are appointed by the Jockey Club (the non-profit
regulating authority for flat racing) and the remaining members
are, ex officio, the Chairman of the Bookmakers’ Committee and
the Chairman of the Totalisator Board.

The Levy Board has encouraged and subsidized weekday
afternoon racing in order to maximize off-track betting.6 It has
done this because it derives most of its revenue from a complicated
system of levies on bookmakers, mainly scaled according to turn-
over. These levies are very low.

The Board’s pattern of expenditure has responded to and
conformed with changing needs and circumstances. Besides pro-
viding stallions for private breeding and operating tracks, race
starting, photo-finishes and race timing, film units and a video
unit, public address systems, and race commentaries, the Board
makes discretionary grants for the improvement of horseracing
and of breeds of horses and for the advancement of veterinary
science and education. Tt also makes loans and advances to track
owners, and the legisiation before Parliament would empower
it to provide financial support to the Tote.

The grants for the improvement of horseracing have been
the most important of these outlays since the Board’s establish-
ment in 1961 and have mainly consisted of prize money, with
track improvements being the next most important item. Despite
these expenditures, exceeding $50 million over the past ten years,

5. The Times, March 29, 1972,
6. Lord Wigg, letter to the Editor, Daily Telegraph, July 13, 1971,
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the requirements of the racing industry have not been fully met
although, as a result of flexible allocation of grants to tracks
(previously related to totalisator turnover), all but a few are now
expected to be profitable.

Prize money was doubled in 1969/70, the first claim on the
additional money being an increase in minimum purses. At the
same time, the ratio of Board prize money between flat racing
and jumping was restored to the 2:1 ratio of betting between the
two racing codes. For both Board and other prizes, 10 percent
must go to the trainer, 7%2 percent to the jockey and 2V2 per-
cent to the stable personnel.

TABLE 9: Levy Funds Used for the Benefit of Horseracing
in Britain, 1968-1972

Year ended March 31 1968 1969 1970 1971 1972

Percentage of horserace betting handle

Levy funds used for the benefit of
horseracing 0.30 0.32 0.45 0.46 0.51

CONCLUSION

Probably mostly for historical reasons, Britain has opted for
a system of betting dominated by bookmakers. As well as being
only a very minor source of tax revenue, this system makes an
extremely low contribution to racing compared with the contri-
butions made in France, Japan, Australia, New Zealand and
Ontario. It may therefore be concluded that the British system
of betting provides an example to be avoided.
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Racing in France

GENERAL

FRANCE is reputed to have the best racing in the world. It is
organized in three codes: plat (flat galloping), trot (harness) and
obstacle (hurdle, steeplechase and cross-country). Most of the
races are harness but most of the horses are gallopers and flat
racing provides nearly half the purses and awards.

TABLE 10: Pattern of Racing in France, 1970

1970 data Plat Trat QObstacle

Races . 3,654 6,599 1,693
Different runners 7.557% 7,432 3,646
Purses and awards 46%, 329, 229,
*Ot which 2,039 also race over obstacles.

French racing is dominated by the five Parisian societies. The
Société d’Encouragement pour ' Amelioration des Races de Che-
vaux en Franee, founded in 1833, promulgates and administers
the rules for flat racing and conducts races at Longchamp, Chan-
tilly and Deauville. The Société des Steeple-Chases de France,
founded in 1863, promulgates and administers the rules for ob-
stacle racing and also conducts steeplechasing at Auteuil. The
Société du Cheval Frangais, founded in 1864, promulgates and
administers rules for harness racing which it also conducts at
Vincennes. The Société Sportive d'Encouragement conducts flat
racing at Saint-Cloud and Maisons-Lafitte and harness and obstacle
racing at Enghien. The Société de Sport de France specializes in
races for amateurs and apprentices, conducting races at Long-
champ, Chantilly, Maisons-Lafitte and Vichy. Tracks may be used
by different socicties and for different forms of racing.

The five Parisian societies are joined with the 351 other
private, non-profit racing societies in the Federation Nationale
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which meets annually to set the racing calendar and to determine
the amount to be paid by the Parisian societies to subsidize racing
in the provinces.

BETTING

The annual betting handle is nearly $2 billion or about 60
percent of the total gambling turnover. Most of the other gambling
is in casinos. The national lottery has been losing popularity for
some years and is now of little importance.

In 1970, 52 percent of the betting was on flat races, 27 per-
cent on harness races and 21 percent on steeplechases and other
obstacle races. Over 90 percent of the betting is on races conducted
by the Parisian societies and 86 percent of the betting is off-track.

ON-TRACK BETTING (Pari Mutuel Hippodrome)

Invented by a Frenchman, pari-mutuel betting was made a
track monopoly in 1891 and it is the only form of on-track betting
allowed. It is operated by a common service of the Parisian societies
known as the Pari Mutuel Hippodrome (PMH). This form of
betting offers win and place pools, accumulators and exact
order and non-order pools requiring the selection of the first three
horses in one race (like a triactor). The jumulé accumulator,
requiring the selection of the first two horses in each race, has
proved very successful, accounting for over 25 percent of the on-
track handle. The total annual PMH handle is about $220 million,
of which nearly two-thirds is on races run by the Parisian socieities,
Operating costs average 4.5 percent of handle.

OFF-TRACK BETTING (Pari Mutuel Urbain)

In an effort to discourage off-track bookmaking (which was
and is illegal) and to raise more money for racing and govern-
ment, an ofl-track pari-mutuel service was establishied in 1930,
With the exception of two insignificant forms of combination bets
(the #riplé and rrie) operated by some of the provincial societies
as extensions of their on-track pools, off-track betting is the exclu-
sive preserve of the Pari Mutuel Urbain (PMU). Although this is
operated as u department of the Société d’Encouragement, it is
controlled by all the Parisian societies and it also provides a service
to the provincial societies,
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The PMU operates 21 betting shops directly (six in Paris and
fifteen in other centres). These handle only simples (win and place
pools and accumulators on these pools) which are combined with
track pools. Bettors using these shops have no indication of the
final odds if they place their bets in the morning but those who bet
in the afternoon are given the probable odds. These shops handle
less than 15 percent of the off-track handle. Telephone betting is
also available but accounts for less than 1 percent of the handle.

Most of the off-track betting is handled by the PMU’s 5,000
café-owner agents who receive a commission of 1.13 percent of
their turnover. They would like a small salary as well but the PMU
considers the commission to be adequate when allowuance is made
for the café customers their agents are able to draw away from
cafés not used as agencies. This additional business is not restricted
to refreshments since cafés often sell tobacco as well. At present
there are about 103 betting agencies in Paris and the suburbs.

More than 80 percent of the off-track betting is on two forms
of combination bets—the ticrcé and the couplé-—handled by these
agents. With large fields, small stakes and high payouts, these

differ little in character from the sweepstakes on horse shows which
are the most popular draws of the national lottery."

Unlike the simples bets accepted by agents, the tiercé and
couplé pools are not combined with on-track pools.

The tiercé, the leading form of off-track bet, consists of choos-
ing three horses in their correct order of finish. If they finish as
the first three but not in the selected order, the bettor gets a con-
solation or “basic” dividend. The exact order dividend is always
five or more times as high. The minimum stake is three francs (60
cents) and there is a maximum wager of sixty francs ($12) per
bettor- This limitation was imposed largely as a result of the un-
precented success of one systematic player—Patrice des Moutis—
who, on at least three occasions, has won over a million dollars.
One of these coups, a win of over $800,000 in 1962, has involved
him in charges of fraud based on his alleged circumvention of
the maximum bet rule by enlisting friends to place bets on his
behalf. The case was dismissed in the Paris Criminal Court but
with the stern judicial admonition that his activities amounted to

1. As many as seven million players have bet as much as $15 million on a
single tiercé. Payoffs of over a million dollars are not unheard of.
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“a waste of his intelligence in these vile enterprises”. The Racing
Societies and the Pari Mutuel Urbain plan to appeal.

Tiercés take place between 70 and 80 times a year, on Sun-
days or holidays. Restricted to one race, a classic or major stake is
chosen by the selected track unless the field is too small or two or
three runners stand out. Fields number as many as 30 but the
ideal is about 18.

Couplés operate on five different races each day, three in the
afternoon and two in the evening. A win couplé consists of picking
the first two horses, regardless of order. A place couplé requires
that the two selected horses finish among the first three. The bet
can also be placed “both ways”. The minimum stake of two francs
(40 cents) is the lowest available, comparing with the on-track
minimum of five francs ($1).

The Operation

Each tiercé and couplé ticket has three parts which the bettor
folds before writing out his selection in order to provide carbon

copies. He confirms his selection by clipping notches on the edge
of the ticket. He then presents his ticket for validation by taking it
along to an agent at any time between 8:00 a.m. and shortly before
1:00 p.m. and handing it over with his money. The agent has a
small machine which marks the ticket with the date, race numbers,
place of registration and special code of the day.

Special carbons and inks are used to indicate whether the
ticket was validated before being written on. As a further part of
the process to prevent fraud, the agent returns only one part to the
bettor, keeping the other two for sending on to one of the 43 col-
lating centres (which retains one part and sends the other to a
regional office as a further check against alteration).

Winning bets are identified manually at the collation centres
and are transmitted to Paris for calculation of the payouts. The
serial number of each winning bet and its payout is then recorded
on a sheet at the centre and the sheet returned to the agent. If the
payout for a ticket is under $2,000 the agent is able to cash the
ticket the next morning. As an additional step to prevent fraud,
winning bets over $2,000 are paid by cheque.
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Deductions

The system of deductions from the wagering is extremely com-
plicated. The amount varies according to race locality and the type
of bet as well as whether it is placed on-track or off-track. Not
only do the commissions to tracks vary but there are local taxes
as well as various national taxes and there are progressive taxes
as well as proportionate. To complicate matters further, there is
a separate breeding levy which also varies.

The simplest way to make sense of these complications is to
say that, on average, deductions total 26 percent of the amount
bet. Taxes (including breakage) average 17 percent, commission
averages 8.5 percent and the levy 1.5 percent.

After paying the expenses of the national stud, 40 percent of
the breeding levy revenue is allocated to improving the breeding of
non-race horses and 60 percent is paid into the Common fund which
is administered by a committee of seven members, three repre-
senting the Government, two representing the Parisian societies
and two representing the provincial societies. In addition to these
proceeds the fund receives voluntary contributions from the
Parisian societies

Payments from the fund consist of awards to breeders and of
subsidies and loans to provincial societies. The breeders of the
first three horses in each race receive awards equal to 10 percent
of the purse money earned by the horses they breed in France. In
subsidizing provincial racing, the fund provides 82 percent of the
purse money as well as some track expenses and long-term loans
for capital expenditures.

Track commissions on off-track handle average 8.5 percent.
They are lower for metropolitan on-track betting and higher for
provincial on-track betting. Since the operating expenses of the
PMU average 3.6 percent the net profit for the Parisian societies
from off-track betting is 4.8 percent.” This compares with 2.7 per-
cent on-track (where operating costs are much higher). This re-
turn, it should be noted, is after all taxes.

Since 86 percent of the betting is off-track, it is clearly the off-
track betting system which enables the Parisian tracks to offer
the richest purses in the world.3

2. Over $60 million annuaily.
3. Averaging more than $10,000 for flat races.
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CONCLUSION

The main conclusion which can be derived from French ex-
perience is that combination betting, offering very high odds on
very small stakes, is especially attractive to the betting public and
that this lottery form of betting can be operated very profitably
separately from on-track pools.
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Racing in Japan

GENERAL

WHILE horse racing in Japan can be traced to the year 701, it
was not until 1861 that modern organized racing began in what is
now Yokohama. By 1888, coinciding with the introduction of pari-
mutuel betting, the popularity of the sport increased rapidly and
racing clubs sprang up all over the country.

Alarmed at the phenomenal growth of pari-mutuel betting,
the Government reacted by prohibiting pari-mutuel betting in
1908. Racing activities were brought to a standstill.

In 1923 the law was amended to permit pari-mutuel betting
subject to strict government controls. Limits were placed on the
number of bets permitted (one per person per race) and the amount
of winnings (ten times the face value of the wager). At the same
time, the racing clubs were converted to non-profit organizations
and amalgamated into the Japan Racing Society.

With the outbreak of hostilities in 1937, the Government in-
creased its deduction from 6 to 11.5 percent making the total de-
duction 18 percent. As the war progressed and further funds were
required, the Pari-Mutuel Ticket Tax Law increased the deduction
rate to about 35 percent and, finally, in 1944 horse racing was
suspended.

In 1948, a new horse racing law dissolved the Japan Racing
Society and vested the control and supervision of racing directly in
the hands of the Ministry of Agriculture and Forestry. Jurisdiction
for local racing was transferred to the regional and municipal
governments. At the same time, the limitations on pay off were
abolished and pari-mutuel betting on other activities such as bicycle
racing, motorcycle and motor boat racing was recognized. By 1950
the pari-mutuel deduction reached its current rate of 25 percent.
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National Racing (The Japan Racing Association)

In 1954, the Japan Racing Association, a public ¢orporation,
was established to assume responsibility, under the aegis of the
Minister of Agriculture and Forestry, for the administration and
contro! of national (as distinct from local) horse racing. In addition
to operating the ten national race courses and the related on and
off-track pari-mutuel systems, it registers owners, horses and racing
colours, licences trainers and jockeys and provides facilities for
training jockeys and rearing horses.

Local Racing (The Japan Local Racing Association)

Local racing, on the other hand, is the joint responsibility of
the Japan Local Racing Association which is concerned with the
registration of owners and horses, licensing of jockeys and the pro-
motion of breeding and the local Prefecture and Municipal Govern-
ments which operate the 32 local race courses in Japan.

Racing

Although 30 American trotting horses were imported into
Japan in 1956, national horse racing consists of either thorough-
bred flat races, thoroughbred steeplechase races of Anglo-Arab
flat races. Over 90 percent of the races are thoroughbred races and
almost 94 percent of all racing is flat racing with steeplechasing
accounting for only slightly more than 6 percent.

During the 286 racing days in 1971, the Japan Racing Asso-
ciation conducted over 3,000 races on its ten race courses located
throughout Japan. Total turnover (both on and off-course)
amounted to over $1.4 billion or, as can be seen from Table 11
23.58 percent of all moneys wagered on all kinds of racing. Local
horse racing was responsible for almost 17 percent of the net
turnover and attendance.

Dirt or sand courses were first introduced to Japan in 1961 at
the Tokyo race course. Now there are three other national race
courses which have either dirt or sand facilities in addition to the
turf course and two race courses which have a sand track as the
main course. This allows the Association to hold extended race
meetings lasting up to eight days.
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Breeding

Over the past few years the number of horses bred in Japan
far exceeds the number of runners required per year. The supply
so greatly exceeds the demand that only 10 to 20 percent of the
total number of thoroughbreds bred are even offered for sale and
less than one-third are actually sold. In 1971, for example, 819
horses were offered for sale but only 262 were sold.

OFF-TRACK BETTING

The racing industry in post war Japan was faced with the
problems of rebuilding its ruined race courses and replacing its
racing stock. These problems were further accentuated by the
deteriorated transportation facilities. Unable to cope with the in-
creasing number of fans attracted to racing, the industry watched
as illegal bookmaking flourished. In order to resolve these prob-
lems, a system of off-track pari-mutuel wagering was conceived
and, in the summer of 1948, the first off-course betting office was
opened on the Ginza in Tokyo. Today there are about 14 ofl-
course betting offices located throughout Japan, nine in the Tokyo-
Yokohama (Kanto) region and five in the Osaka-Kyoto (Kansai)
region.

The growth of off-course betting has been neither smooth nor
free from restriction. By 1961 its popularity had grown to such a
level that a concerned Government established a Public Gaming
Advisory Committee to consider and advise on the extent of gaming
in general. The attitude of this Committee was that gaming such as
horse racing, bicycle racing, motorcycle and motor boat racing
ought not to be encouraged above the existing conditions and the
establishment of new on or off-course betting facilities was cur-
tailed.

The Operation

It should be pointed out, at this stage, that unlike the modest
agencies in New Zealand and Australia, the off-course betting
facility in Japan is a multi-story complex consisting of about six or
seven floors and up to 340 betting windows.

Win and place betting in Y200 (60¢) and YI1,000 ($3)
denominations and quinella betting in Y200, Y500 and Y1,000
denominations are available. Due to the 25 percent deduction (10
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percent to the National Treasury, 9 percent for operational ex-
penses and 5 percent for purse money) almost 93 percent of all
the wagering takes the form of the quinella with win and place
betting accounting for only three percent and 4 percent respec-
tively.

As can be seen from Table 12 the off-course share of the
betting market has steadily increased from 31.9 percent in 1955 to
50 percent in 1971. In that year about $700 million of the $1.4
billion was wagered off-course.

TABLE 12; Off-Course Turnover of Japan Racing Association, 1955-1971

Year Total Turnover (A) Off Course Turnover (B) (B)/(A)

1955 Y 11,117,877,800 Y 3,551,621,900 31.9

1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971

13,858,104,700
16,408,352,500
18,986,103,300
22,851,509,800
29,074,485,400
37,392,591,400
48,559,530,800
53,534,415,700
65,416,780,600
86,778,545,100
121,882,027,800
152,864,959,800
243,000,984,600
323,217,573,400
407,366,075,9300
469,058,248,900

5,108,311,500
6,240,252,100
7,863,380,300
9,497,364,000
11,493,649,900
14,574,679,800
20,017,702,400
23,773,216,100
29,063,815,300
38,408,229,800
57,227,417,400
74,191,103,000
123,827,237,200
154,886,579,500
203,637,790,400
234,593,327,600

36.8
38.0
41.4
415
39.5
38.9
41.2
44.4
44.4
44.3
47.0
48.5
51.0
47.4
49.9
50.0

As can be clearly seen from Figure 21 the total turnover on
national horse racing has shown a tremendous growth from $80
million in 1960 to $1.4 billion in 1971.

The System

On the day of the race, the sale of pari-mutuel tickets for
all races begins at 9:00 a.m. It closes for each individual race
between one and two hours before post-time. After the race is
closed, the totals are calculated and reported to the off-course
betting collation centres by telephone. There they are integrated
with the reports from the other off-track betting establishments and
communicated to the race course by either telephone or radio
about 10 to 30 minutes before post-time for incorporation with
the on-course pari-mutuel pool.
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FIGURE 21: Volume of Wagering on Races of the Japan Racing
Association, 1960-1971. (Source: Japan Racing Association)
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A live broadcast of the race is transmitted to each off-course
betting office and after the winner is declared and the pay oftf con-
firmed winning tickets are cashed.

Recently, the two principal off-course betting offices in Tokyo
were computerized and the information is now capable of direct
transmission to the off-track betting headquarters.

1. Appendix F.




PART THREE:

THE PROPOSAL




CHAPTER 12

A Pattern for Organization

GENERAL

IN this section of the report, we are concerned with outlining
the appropriate form of organization needed to administer an off-
track betting system in Ontario. The operating system itself is
described elsewhere.

Overali, our investigations have been guided by a number of
factors which we consider of paramount importance. These basic
criteria for establishing any form of organization have been a
predominant (and we feel valid) theme of the majority of briefs
presented to the Task Force. In summary, these guidelines are:

(1) Although a particular system of off-track betting (and
consequently organization) is proved to be successful
and a help to the racing industry in one country, it
should not be presumed that an identical system would
necessarily attain identical success in other jurisdictions.

Legislators however, considering the initiation of off-
track betting should not ignore existing experiences in
other countries—some business principles, some general
concepts, some lessons may be learned from operations
elsewhere.

All sectors of the industry—racing associations, horse
owners, breeders, suppliers—depend for their survival
upon the revenues generated at one point—the race
track; further, the pricing aspect of most track revenue
is either set by law or negotiated with the horsemen’s
organizations and concessionaires within a highly com-
petitive entertainment industry with the result that price
increase is a response not open to track management,
should off-track betting lead to reduced track attendance.
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(4) In view of the parameters on revenue and the financial
situation of the industry as outlined earlier in this report,
it is essential that all major segments of the industry have
an effective voice on the off-track betting organization,
which can so intimately affect their position, so as to
ensure that the economic base of the industry is not
jeopardized.

Government, as an existing major influence and control-
ling factor on the economics and integrity of the indus-
try, must necessarily also have a major voice in any off-
track betting operation.

THE ORGANIZATIONAL IMPLICATIONS FOR ONTARIO

Legalized off-track betting has been operated in a number of
countries for sufficient years to allow us to profit from their back-
ground of experience. Systems have been operational in Britain,
France, Japan, South Africa, Brazil, Australia, New Zealand and
several other countries. In addition, New York already has and a
number of other states in the U.S. are proposing to legalize off-
track betting.

What observations can be made about the experiences in these
other jurisdictions? What lessons can be learned from their
organizational patterns?

In all instances, the combined on-course and off-course mutuel
handle proved to be greater than the previous on-course handle,
and additional revenue was returned to racing to improve it. The
amount of additional revenue returned to racing was dependent
upon how efliciently the off-track betting was handled and how
much the government decided to take from it. In addition, no
matter how intelligent, earnest or highly paid the cxecutives of an
off-track betting agency or members of a commission are, lack of
experience and technical knowledge in the highly specialized busi-
ness of pari-mutuel betting is a grave handicap to success. Even
with race track operators administering off-track betting and expe-
rienced pari-mutuel managers operating it, off-track betting is
pointless if expenses exceed revenues. A low cost of operation is
essential.

Off-track betting may adversely affect track attendance and
reduce the profits of racing clubs. Government, too, depending on
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its “take-out” from the betting turnover for revenue purposes, can
adversely affect the industry by not allowing sufficient funds to be
returned to the industry for such matters as capital improvements
and increased purses. In addition, the lower the takeout (by way
of the groups involved), the closer the competition of the book-
maker is met; a higher takeout results in a greater profit margin
for the bookmaker—consequently bookmaking flourishes.

Most jurisdictions which are successful in operating off-track
betting started the scheme slowly and gradually expanded opera-
tions us expericnce dictated.

The system for purposes of effective co-ordination should
be province-wide and controlled by one organization. Otherwise a
chaotic situation could develop.

The interests of small tracks, horse owners and breeders—the
“grass-roots” of the industry—mneed to be protected if these are to
survive in parallel with an off-track betting operation.

The off-track betting organization and the race tracks, for
either to be ultimately successful, should not deliberately compete
wiih edach oiner. The ofl-irack beiting operation should nui pro-
vide services designed to draw significant numbers of people away
from tracks.

In some jurisdictions (notably Ontario itself) the racing in-
dustry is confronted by financial problems and limits on revenue.
Hence, all major segments of the industry, including government,
should have a voice in the off-track betting operation which can so
directly affect their financial positions.

Flexibility of administration is another key ingredient of a
successful off-track wagering operation. This flexibility is especially
necessary in the areas of staffing (due to fluctuations in volume and
odd operating hours—witness the Australian and New Zealand
operations) and in the ability to quickly respond to market re-
quirements (i.e. public demand for introduction of various types
of combination or speciality betting). The success of the French
system has been due in large part to flexibility in this latter area.

Finally, for off-track betting to help the racing industry it
must successtully compete with the bookmakers in matters such
as convenience of location and types of betting.
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Bearing in mind the trends and experiences in other juris-
dictions, it is apparent that certain organizational patterns are
viabie while others offer significant drawbacks.

However, before we can effectively develop an organizational
pattern for Ontario, we must first establish the basic objectives of
the organization, whatever form it might take. Our investigations,
and the particular state or situation of the racing industry in
Ontario lead us to believe (and a majority of the briefs presented
to the Task Force are in agreement) that the following are the
prime objectives of any Ontario off-track betting organization or
system:

to provide a legal opportunity for pari-mutuel wagering as
an alternative to illegal untaxed gambling and to thereby
suppress bookmaking and related criminal activities;

to provide a fraud-free service to the wagering public;

to assist in maintaining the financial integrity of the racing
industry;

to increase the income to the racing industry as a whole to
allow for the irnprnw?m('n_t of the sport of r;h‘.‘ingj

— to increase revenue to government.

Given these objectives, a number of organizational alternatives
become apparent and are discussed below.

THE ORGANIZATIONAL ALTERNATIVES

It should be pointed out that we are concerned here with only
overall or broad “corporate” forms of organization. The specific or
detailed organization and staffing (i.e., to the branch, section and
individual position level) of the off-track betting agency will, in the
final analysis, depend on the type of operating system adopted, the
size of the system, and other similar matters. Hence, it becomes
pointless to speculate upon the exact form of detailed organization
at this time. Furthermore, we feel that it is the prerogative of the
key senior operating executives appointed to the agency to parti-
cipate in the final detailed shaping of their organization. However,
the organization will require certain basic functions common per-
haps to all businesses such as audit, personnel and payroll opera-
tions. For a guideline, no doubt, the final detailed organization
structure will bear some resemblance to those utilized in other
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jurisdictions. Several of these structures have been referred to
earlier in this report. However, for the purposes of costing a scheme
and determining the financial requirements we have assumed, for
the time being, an organization structure such as shown in the
section on financial feasibility.

Before considering further the structure of any agency to
operate oft-track wagering, the regulatory aspects of the problem
should be first examined.

Regulation

The Canada Department of Agriculture enjoys jurisdiction
over the supervision of on-track pari-mutuel wagering, and has
done an effective job in this area. Some segments of the racing
community have suggested that in any new legislation enacted this
jurisdiction should be extended to also include regulation of all
off-track wagering activities. However, we feel that such a step
would seriously impair the administrative flexibility so essential to
a successful off-track wagering operation since every change in
betting and other procedures would have to be negotiated with
another level of government.

The matter is further complicated by the fact that the Ontario
Racing Commission is responsible for the regulation and control of
horse racing and would also have to be consulted to some degree.
As we have already indicated in the first chapter of this report,
we feel that the necessity to negotiate with two different organiza-
tions, at two different levels of government, would seriously hinder
the effectiveness of any off-track betting organization.

However, we do recognize that effective supervision of off-
track wagering is necessary and valid—a system of checks and
balances on such an organization is definitely required, if for no
other reason than to ensure the integrity of the system.

As expressed earlier in the report, our recommendation is
that the Criminal Code be amended to provide that all off-track
betting is unlawful except as provided by provincial law. Such an
approach would provide the flexibility necessary to allow off-track
betting to be dealt with in different ways in different parts of the
country as circumstances warrant.

One might ask why off-track betting in Ontario should
not be supervised by an already existing body; namely, the Ontario
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Racing Commission. Tt is important to understand that racing and
betting, while related, are distinct activities and are presently under
the jurisdiction of separate bodies. The Ontario Racing Commis-
sion, under its legislation, is required to regulate and supervise
racing in Ontario in all of its forms. Betting, on the other hand, is
under the control and supervision of the Canada Department of
Agriculture.

We feel that the regulation and supervision of the organization
could be best achieved through the Provincial Government. The
statute creating the off-track wagering organization could provide
that any major proposals for changes in operation would have to be
submitted to and approved by the Lieutenant Governor in Council.
Minor changes would be left to the discretion of operating manage-
ment. In any case, the areas requiring Government approval could
be specifically delineated in the legislation establishing such an
organization.

Operation

As to the structure of the operating agency itself, certain
organizational alternatives are available. These are:

Private licensees

Private monopoly (i.e. one private corporation)
Racetracks

Racing industry consortium

Government

(a) Ontario Racing Commission

(b) Department or Ministry

(c) Crown corporation

Government—racing industry consortium

(Crown corporation or provincial board or commission)

We will endeavour in this section to outline the advantages
and disadvantages of each form of organization and arrive at a
recommended form of “corporate” organization.

1. Private Licensees

We see no reason why private licensees (for instance, mes-
senger services) who have contributed nothing to the racing in-
dustry should be introduced into the system of off-track wagering
and in this view we are supported by those who appeared at the
public hearings representing all branches of the industry. In such
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a system, a monitoring and supervisory agency would still be re
quired for co-ordination purposes and to ensure the integrity of
the operation. This latter requirement is absolutely essential, con-
sidering the personal profit motive involved. In fact, myriad
licensees, of various backgrounds and experience would compound
the problems of integrity and security. A large supervisory and
investigative staff with all of the attendant costs would be necessary
to ensurc that criminal influences were excluded and public con-
fidence maintained. Since the difficulty of audit is increased, a
greater potential thus is created for loss of revenues.

On the other hand, more staffing flexibility and perhaps
economy could be achieved since the employees of the licensees
would not be hired under the sometimes inflexible constraints of
The Public Service Act. A private sector operation would have the
stimulus of a profit motive and hence an inherent drive to maintain
operating costs at low levels.

In any case, such a step as outlined above would inherently
negate the principle that the racing industry “owns its own show™.
Because the industry has to entail the risks, bear the costs, and do

the promotion involved it may be argued that it has a proprietary
interest 1n its product. The principle is aptly illustrated by the cur-
rent situation in New York State. There the racetrack owners feel
that their property rights as operators have been ignored and what
is essentially their “show” has been usurped by others, in this
case, the government’

A private operation comprised of the existing Messenger
services would have a certain expertise to offer in a manual mes-
senger system. But a private operation affords the least effective
method of eliminating criminal elements and avoiding cxcessive
inducements to wager and unreasonable annoyances to the non-
betting public. It would also reduce the share of revenues going to
the industry and government.

The rejection of this alternative should not in any way be
taken as indicating that the Task Force is against the concept

1. The track owners regard this as an unconstitutional taking of their prop-
erty without just compensation and are presenting their views in court.
The constitutionality of the law was upheld by the New York Court of
Appeals by a 4-3 decision. State of New York Court of Appeals, March 23,
1972, Finger Lakes Racing Association Inc. v. New York State Off-Track
Pari-Mutuel Betting Commission and City of New York (Unreported). At
the time of writing, an appeal to the Federal courts is under consideration.




146 A Pattern for Organization

of private enterprise (in fact it has certain definite benefits to offer
—see our further remarks later in this section). The question is
merely one of achieving the most economical operation while pro-
tecting the integrity and interests of both the existing racing com-
munity and the general public.

2. Private Monopoly

All the same arguments as described above apply to a private
monopoly except that perhaps it would be easier to supervise and
the ensuring of integrity would be less of a problem since one
would be dealing with one group. If any private group were given
a legal monopoly, it is reasonable to assume that the profits of such
an enterprise would be subject to public scrutiny and control (such
as exercised on telephone companies).

No doubt a mionopoly would bring certain economies of
scale. Whether these economies, in view of the other disadvantages
of a monopoly, would offer significant advantages as contrasted
with other forms of organization is open to question. In any case,
the concept of free enterprise is eroded even under a monopoly
situation. Consequently, this approach is rejected.

3. Racetracks

To allow the racetrack owners to operate the system has per-
haps a certain equitability (and successful precedents elsewhere).
Racetrack personnel also have a certain expertise in pari-mutuel
wagering to offer, but it must be emphasized that such on-track
expertise is not always capable of direct translation into the more
complex activity associated with off-track betting.

In addition such an organization would eliminate, to some
extent, the voices of others in the industry such as the horse owners,
breeders, and suppliers. The Government would also be excluded
from direct involvement in operations. As shown earlier in this
report (and in the Woods, Gordon study of the industry) the whole
industry is closely inter-connected and interdependent. To exclude
other segments of the industry amounts again to a monopoly posi-
tion and is rejected by the Task Force on the same basic grounds.

In any event, a separate co-ordinating and controlling agency
would still be required,
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4. Racing Industry Consortium

This alternative, at least to this point in our deliberations,
presents perhaps the most attractive advantages. Experience in pari-
mutuel wagering and other facets of the racing industry would be
readily available as well as the most effective interface with on-
track wagering. All private sectors of the industry would have a
voice in operations. A mechanism would also thus be established
for internal resolution of intra-industry conflicts. This approach
most closely approximates the administrative structure of the
Totalisator Agency Boards (TAB) of Australia and New Zea-
land but, because racing there is operated on a non-proprietary
basis markedly different from the North American pattern, the
similarity is, perhaps, more apparent than real.

Furthermore the arrangement completely neglects, as do the
previous alternatives, the very substantial governmental involve-
ment in the industry. Not only is the government interested in the
revenue or financial aspects but it has a prime responsibility for
protecting the integrity of the industry as a whole.

Given this very substantial governmental influence, any con-

sortium without government participation would be unrealistic and
ineffective. The general public, and the wagering public, per se,
would simply not be represented.

It is also interesting to note that in New Zealand (where the
racing clubs now alone operate the off-track wagering system), a
Royal Commission has recently rccommended government control
in management of the system in order to achieve greater rationaliza-
tion of operations.

5. The Government

Another organizational alternative is that the Government
itself operate the complete off-track wagering system. Such an
absolute step would, of course, negate the principle of private
enterprise and participation completety. It would effectively ex-
clude the “voices” of those segments of the racing industry that
are most sincerely concerned with its growth and well-being. This
is not to say that the government would be insensitive to repre-
sentation—it merely means the procedure would be more lengthy
and cumbersome. Lost also would be the expertise of the industry
itself,




148 A Pattern for Organization

On the advantages side of the ledger, control would be more
secure and absolutc. Elimination of any potential connection be-
tween off-track wagering and criminal elements would be readily
achieved. The Government could also capitalize the operation
more easily and cheaply than the private sector alone.

A “natural” monopoly arrangement, such as the Govern-
ment, would also, no doubt, bring certain economies of scale. Such
a set-up would also offer the most direct way to obtain and maxi-
mize revenues.

On the disadvantages side of the ledger, stafling flexibility
would be severely hampered under a completely government-run
system. Staffing flexibility is essentially required due to variations
in volume and odd hours, occasioned by different betting habits
and opportunities, race scheduling, particularly at night, and many
other factors. The use of full-time employees would simply, in
most cases, be uneconomical.

However, even in any primarily government-operated scheme,
staffing inflexibility could be somewhat reduced by utilizing agents
on commission to run the betting shops. More will be said about
this approach later.

A government operation may also conflict with governmental
policies to restrain public spending (unless agents are utilized) and
the size of the public employment sector. Other factors are also in-
volved due to the so-called “stigma” of association with an activity
not universally approved, and the potentiality of poor public rela-
tions resulting from inevitable problems in the operation or possible
shortfalls in revenue predictions.

Nevertheless, if complete government control is assumed, threc
alternatives present themselves.

(a) Ontario Racing Commission

The Ontario Racing Commission could regulate and operate

the system, or it could operate the system with the regulatory power

being vested in Cabinet. In any case, for the reasons previously
mentioned, we feel that the Ontario Racing Commission should not
handle this operational function in conjunction with its other
regulatory responsibilities.
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(b) Branch of Department or Ministry

Conceivably, the operation of the off-track wagering system
could be handled by a branch of an existing Department or Min-
istry, as, for instance, the Lotteries Branch of the Ministry of
Consumer and Commercial Relations. However, we feel that this
Branch is primarily a regulatory body and has no operational
experience or expertise in pari-mutuel wagering. Given the experi-
ence of other jurisdictions, some background in the extremely
complex business of pari-mutuel wagering is absolutely essential
for success. The Branch could, of course, be expanded in this area,
or a new Branch could be established, but as with any Branch of
government, it would be constrained by the statting and organiza-
tion inflexibilities presented by The Public Service Act.

(c¢) Crown Corporation

An exclusive governmental Crown corporation could, of
course, be established to operate the system. Such a step would,
perhaps, assist in eliminating some of the staffing inflexibilities pre-
sented by The Public Service Act. The corporation could have its
own terms of employment or utilize agents on a commission basis.
However, formaiion of an exciusive govermmenial crown corpora-
tion, we feel, would not fairly represent the varied existing interests
involved in the racing industry. The Government would also have
to bear exclusively the initial start-up and capital costs involved.

6. Governmeni-Racing Indusiry Consortium

The logical and most equitable and effective solution we feel
is a non-profit Crown corporation or board or commission com-
posed of and controlled by representatives of government and all
the major segments of the racing industry. Such a consortium
would ensure the integrity of the system and adequate returns of
revenue by ensuring that the system is operated economically. The
broad industry representation would, of course, cnsure that all
viewpoints in the racing community are represented and their
interests protected. Racing and pari-mutuel wagering expertise
would be availuble and the interface between on and off-track
betting made simpler. Start-up and initial capital costs could be
shared with the industry and thus would be more economical tfrom
a public viewpoint. Government participation would also probably
make initial capitalization costs more favourable. Greater staffing
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flexibility could also be achieved through a crown corporation
arrangement. A certain built-in conflict would however exist in
terms of the extension of wagering to cover other sports. In addi-
tion, in this type of consortium, a potential hazard exists for the
industry to eventually press the government to subsidize it to an
ever increasing extent even to the abandonment of revenue con-
siderations.

The corporation, board or commission could be established
either with share capital or without. If a corporation was established
with share capital its activities could be funded by the sale of
shares (i.e. equity financed). On the other hand, if the corporation
was established without share capital it could be financed by loans,
bonds or debentures (i.e. debt financed) as may be specified in the
legislation.

Representation on the board of directors and control of the
corporation would, in the former case, be directly proportional
to share ownership or investment. The Government of Ontario
representing the public interest, could be authorized to purchase
51 percent of the shares with the remainder available for sale or
distribution to the various segments of the racing industry. Profits
would be distributed, pro rata, by declaration of dividends.

While such an approach may be suitable to a purely profit
oriented enterprise where “he who pays the piper calls the tune”
is the governing philosophy, we are of the opinion that it is not
appropriate to the situation with which we are concerned. What is
required on the board of directors is a qualitative and not a
quantitative voice—it is all interests that should be represented,
not only the wealthier ones. In short, it is the public and not the
pecuniary interest that should govern—a public interest with as
wide a functional basis as possible-—reflecting the attitudes of all
segments of the general community as well as that of the racing
community.

We are in favour of the second approach, primarily for the
reason that it insures that all segments of the industry will be repre-
sented on the board and that entitlement to representation will not
depend on the ability to purchase shares. In addition, the lack of
share capital emphasizes the public service nature of the operation.
Development is not fettered by proprietary interests in the opera-
tion. For example, the location of shops and the provision of serv-
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ices in some areas of the province may have to be governed by
criteria of public service and not profit. Furthermore, flexibility
in the distribution of revenue is maintained and is not restricted to
shareholding proportions.

The major disadvantage of either alternative which involves
the substantial commitment of public money, is that the Govern-
ment becomes, thereby, committed to the racing industry. As a
result it becomes: increasingly vulnerable to racing interests, and if
confronted with a threatened cessation of racing, is faced with, not
only the passive loss of taxes, but the active loss of a large
investment.

All representatives of the racing industry who appeared before
us at the public hearings recommended that off-track betting should
be controlled by the industry itself, with Government representa-
tion. We reject this approach, since in our view the board must
make most of its decisions with the whole of the public interest in
mind, and not just racing interests. We have taken note of the fact
that the New Zealand Royal Commission on Horse Racing, Trotting
and Dog Racing in 1970 recommended that the New Zealand

Totalisator Agency Board. which for some 20 vears had been
dominated by racing representatives, should be reorganized so that
three of its five members would be appointed by the Government.

One further point should be stressed again. For success,
expertise in pari-mutuel wagering is necessary—it is not a simple
business. Consequently the corporation must endeavour to obtain
expert consultative services in the field and to hire management
and staff with appropriate experience in such operations.

RECOMMENDATION

We recommend, therefore, that a fifteen-member Board or
Commission, reporting to the Government through a Ministry,
should be created as a corporation without share capital. The Gov-
ernment itself, representing the public interest, should appoint the
majority of its members with the balance appointed on the recom-
mendation of the various segments of the racing industry as
follows:

— eight members appointed by the Government of Ontario,
one to act as Chairman, one to act as Vice-Chairman and
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Chief Executive Officer, and one who might, ex officio, be
the Chairman of the Ontario Racing Commission;

one member appointed by the Government of Ontario
upon the recommendation of the breeders of thoroughbred
horses (Canadian Thoroughbred Horse Society);

one member appointed by the Government of Ontario upon
the recommendation of the breeders of standardbred horses
(Canadian Standardbred Horse Society);

one member appointed by the Government of Ontario
upon the recommendation of the owners of thoroughbred
horses (Horsemen’s Benevolent and Protective Associa-
tion);

one member appointed by the Government of Ontario upon
the recommendation of the owners of standardbred horses
(Ontario Harness Horsemen’s Association);

three members appointed by the Government of Ontario
upon the recommendation of the race track operators, with
one member nominated by the largest operator, the Ontario
Jockey Club, one member nominated by the rest of the
“A” class tracks, and one member nominated by the “B”
class tracks.

Because of the disparate nature of the “C” class tracks and
their lack of formal organization it is felt that their interests could
be best represented by the general public members.

The essential characteristic is that equitable representation
from all major sectors of the racing industry be inhcrent on the
Board. The exact duties of the directors, reporting arrangements
to the Legislature, legal requirements, financing, revenue distribu-
tion and other matters would, of course, be spelled out in the cor-
poration’s charter or legislation establishing the organization. The
legislation could also provide for an executive committee, the
composition and duties of which could be detailed in the
regulations.

The foregoing recommendations in no way negate the prin-
ciples of private enterprise. The recommendations merely equitably
protect both the private and public interests involved, and provide
an apparatus for resolution of conflicts and co-ordination of
activities. From the experience of other jurisdictions it is clear
that a low cost of operation is essential. It is also apparent, as
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discussed previously, that due to the particular nature of the off-
track wagering industry, flexibility in the area of stafling is very
important. To avoid inflexibilities it is possible that commissioned
agents could be rctained to manage and operate some of the bet-
ting shops. These agents could be remunerated either by com-
mission or retainer and would have the power to hirc and fire
their own employees as business conditions indicated, subject, of
course to any negotiated agreements they might enter into with
employees. General policy and detailed operating instructions
would emuanate from the Board.

The agents and their employees, would, of course, be in-
vestigated and approved by the Board to ensure the integrity of
the system. Everyone involved would be subject to close scrutiny
to prevent the infiltration of criminal elements. Without close
central supervision, an increased possibility of fraud and lowering
of public confidence in the system exists, due to the nature of the
transactions and the numbers of people involved.

On the other hand, it may be necessary for the corporation to
actually operate some of the betting shops with its own stafl. Some
jurisdictions do. in fact, utilize a combination of agents and cor-
poration-operated shops. Both concepts may be appropriate in
Ontario, depending on local conditions.

Finally, it should again be noted that we have not addressed
ourselves to specifics of detailed organization. We feel that to
equitably determine these specifics, the various interests represented
on the off-track betting corporation must provide inputs of view,
What we have recommended is merely a framework to achieve
this situation and make possible an interchange of ideas. The
crystallization of the organization in detailed form at this time,
without the participation of those ultimately charged with operating
the system, we feel would be premature and unwisc. Furthermore,
it is too early to determine the exact nature of the organization
and staffing requirements since the type of system finally adopted
(1.e. manual, semi-computerized or highly automated) will dras-
tically effect the characteristics and manpower nceds of the organ-
ization. We feel that the agency itself should be allowed to develop
the operational rules for off-track wagering, such as the location of
the shops. the hours of operation and the like. These rules and any

subsequent major changes in operation could be presented to the
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Government for final approval and would be embodied in the
formal regulations. Routine day-to-day operating decisions would
be left to corporation management within the limits prescribed by
the legislation establishing the organization.




CHAPTER 13

The System

THE TYPE OF SYSTEM

AS will be apparent from our discussion of other jurisdictions,
there are basically three different types of off-track betting sys-
tems in use in various parts of the world:

Manual

In thiz approach bets made at the off-track betting shop are
totalled by hand and are telephoned to a district or regional centre
where they are collated by hand and the totals then telephoned to
a central office. From there the totals are integrated with the results
from other districts and the results are telephoned to the appropri-
ate race track where they are incorporated into the on-track belling
pool. This is the system presently in use in New Zealand.

Semi-automated (or modified manual)

This is really a manual system with some electronic features.
It is similar in principle to the completely manual system except
that a teletype or some other similar device is used in place of a
telephone for transmission of the bet totals from the shop to the
headquarters where a computer is employed to collate them for
transmission to the race course. This was the system in use in
Victoria, Australia, from 1967 to 1971.

Fully automated

This involves a completely electronic system in which auto-
mated ticket issuing terminals are employed at the off-track betting
shops for recording the bets and issuing tickets. The bets are auto-
matically transmitted to a central computer, are validated and
collated by the central computer, and relayed to the appropriate
race track by communication line to be incorporated into the on-
track betting pool. This is the system in use in New York City and
presently being incorporated in Victoria and New South Wales,
Australia,
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Telephone Betting

With any of the above, it is possible to incorporate a tele-
phonc deposit wagering system in which the bettor can open an
account by depositing a certain amount of money against which
he can bet, but bets cannot be placed on credit. Sccurity is main-
tained by the use of code numbers and code names which must
be given over the telcphone before bets can be placed. A telephone
deposit wagering system provides the maximum convenience for
the public, and is essential if significant inroads are to be made
on illegal bookmakers. As its chief components are existing
telephone communications facilities, it presents an attractive,
convenient and relatively inexpensive method of achieving a
province-wide off-track betting service with a minimum of invest-
ment and delay.

We arc of the opinion that the completely electronic system
in its final form, will provide the greatest accuracy and service to
the public, and is the system which should be the ultimate objec-
tive. However, we also recognize that serious difficulties can be
cncountered if a completely computerized system is installed in
a short period of time, as cvidenced by the problems expericnced

in New Yoin City., Lapericiice e Ausiralia and Wew Zealand has
demonstrated, to our satisfaction, that it is preferable to commence
operations with a system that will work and will secure the con-
fidence of the betting public. Technically advanced systems can
be incorporated as experience increases and the need arises. In
some areas of the province the volume of activity may not justify
fully automated shops. In thosc localitics an adequate level of
service could be provided by a manual operation.

As the New York experience bears grim witness. even the
most sophisticated automated systems occasionally malfunction
and we feel, therefore, that it is essential that a back-up manual
system be available if, for any reason, the computer system breaks
down. Accordingly, if such a manual system might be required
in emergency circumstances, some expericnce in its development
and operation should be gained at the outset.

For all of these reasons, we are in favour of the semi-auto-
mated or modificd manual system referred to earlier. It can be
implemented more quickly and can be converted to a completely
computerized operation over a period of time. It has the added
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advantage that the central computer can be used in operating the
telephone betting system.

Recommendation

We therefore recommend that the system should initially
employ manual ticket-sclling procedures with a central computer
for collating bets and operating the telephone betting system, but
that bets should initially be transmitted from the betting shops to
the central computer and from the central computer to the racc
tracks by teletypc or telephone.

We have consciously not discussed any specific mechanical
dctails which might be incorporated into the general type of system
which we recommend, since we believe that this is an area which
is peculiarly within the jurisdiction of those who may be chargad
with the responsibility of implementing off-track betting in On-
tario. Neverthcless we are certainly grateful to those in other
jurisdictions who have made every effort to show us, in great
detail, the methods by which their systems operate, and to those
computer and other suppliers who have demonstrated to us the.r
equipment and capabilities. We have stood on the shoulders cf
their collective experience and have gained a gencrai perspective
to this task that would otherwise not have been available to us.

FINANCIAL FEASIBILITY

Our survey of other jurisdictions indicates that the cost of
operating off-track betting varies from about 3.6 percent of total
wagering in France, where it employs café-owner agents to about
6 percent in New Zealand where the system is also a manual oper-
ation. In Victorta and New South Wales the operating costs run to
about 5 percent of betting turnover. In New York, which has the
only completely automated system', it is really too early to tell.
Operating costs for the first year reached 10.8 percent but are
expected to decline as the system matures and more outlets arc
opened.”

In order to assist us in determining the probable cost of
implementing and operating an off-track betting system in Onta-
71. Victoria expects to have allr c;frits métropolitan sh_ops on line EyThe en_d

of 1972,
2. Officiais indicate that by July 1972 costs will be below 9.5 percent and
should eventually be in the 5-7 percent range of Australia and New Zealand.
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rio, Woods, Gordon and Company were retained to conduct a
financial feasibility study. ( Appendix E)

For the purposes of their study, Woods, Gordon arbitrarily
assumed that the off-track betting system would expand to 88
shops and 20,000 telephone betting accounts during it first two
years of operation. A staged development was conceived, and for
this purpose, the province was divided into five regions: Central
Ontario region with 57 shops; Western Ontario region with 9 shops;
Eastern Ontario region with nine shops; Niagara Peninsula with five
shops; and Northern Ontario region with eight shops. It was al-
ternatively assumed that each shop would have a daily volume of
wagering of either $2,500 or $5,000. At these volumes the system
would handle $12.3 million during its first year and $52.3 million
in its second year if the $2,500 assumption is correct and double
those volumes if the average daily wagering is $5,000 per shop.

It was also assumed, for the purposes of these calculations,
that the system would be fully automated and the start-up costs
were accordingly estimated to be approximately $6 million. This
includes an assumption that expensive computer terminals or
ficket-issuing machines would be required for the automated sys-
tem. In considering the feasibility of the semi-automated or manual
systems, Woods, Gordon pointed out that, while this cost of
terminals would be saved, it would be largely offset by the larger
staff requirements of those two systems. It was concluded, there-
fore, that the resultant differences would not significantly affect
their initial estimate of $6 million for start-up costs.

As can be seen from Figure 22, the $5,000 shops achieve
a positive cash flow approximately 32 months after the decision
to proceed or 14 months after the commencement of operations.
Positive cash flow for the $2,500 shops should occur roughly
eight months later. At the end of the first year, with little more
than halt of the 88 shops in operation, total costs, including
the 18 months pre-operational period, for salaries, data processing
and supplies, head office and shop facilities, advertising, consult-
ing and other expenditures, are estimated to be about $11.2
million. During that period, corresponding revenues from a 17
percent deduction from handle, would be around $4 million if the
$5,000 estimate is correct and half that amount if the average daily
handle per shop is only $2.500. If the initial start-up costs (of $6
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million) are amortized over ten vears and the cumulative costs
thereby reduced, the financial picture in the ecarly years is much
improved. (Figure 23).

At the end of one year of operation, the total cost, including
the amortized start-up costs, is about 14.1 percent of the handle for
a4 35,000 a day shop system and 28.2 percent for a $2,500 a day
system. At the end of two years of operations the cost would de-
crease to @ omore respectable rate of 7.1 percent and 14.2 pereent
respectively. It is interesting to notc that Innovative Marketing
estimates the annual handle for an off-truck betting system in
Ontario. once the system has matured, to be about $140.8 million,
This is reasonably close to Woods, Gordon’s assumption that the
handle in the second year of operation, when the system is ap-
proaching maturity (i.e., the 88 shop system), would be $104.6
million if each shop had an average daily handle of $5,000.

It goes without saying that the lower the cost of operating
the system can be kept the more money will be available for dis-
tribution to the racimg industry and to the Government. We are
encouraged, therefore, that Woods, Gordon has estimated that the
cost can appreach 7 percent of the total handle, althcugh we
realize that that figure would certainly not be achieved n the first
year of operation.

IMPLEMENTATION OF THE SYSTEM

As part of their study conducted on our behalf, Woods,
Gordon also had to consider the implementation time required for
cach type of system that we have discussed. Tt is estimated by them
that at lcast 18 months will be required to implement the fully
automated system. 12 months to implement the partially auto-
mated system, and nine months to implement the manual system.
The seemingly large amounts of time are required to, among other
things, engage und instruct staff, write tender specification, select
appropriate supplicrs, plan and develop facilities, and develop
appropriate system procedures. The mmplementation time could,
of course, be abridged but with the inherent risk of losses in cffi-
ciency and eflectiveness. (Figure 24.)

Innovative Marketing cstimates that 65.7 percent of the off-
track betting handle in Ontario will be generated in Metropolitan
Toronto, 30.3 percent will be derived from the rest of Southern
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TABLE 13: Cost of Manual System @ $5,000/Shop/Day
($°000)

Costs Contribution Net Cash Flow
Per Per Per
Months Quarter Cumulative Quarter Cumulative Quarter Cumulative

1- 3 2855 2855 (285.5)* (285.5)
4- 6 506.0 791.5 (506.0) (791.5)
7-9 17065 2,498.0 (1,706.5) (2.498.0)
10-12 810.0 3,308.0 255.0 255.0 (555.0) (3,053.0)
13-15 1,116.0 4,424 .0 699.0 924.0 (447.0) (3,500.0)
16-18 1,56295 5,953.5 1,148.0 2,072.0 (381.5) (3,881.5)
19-21 11,8575 7,811.0 1,944.0 4,016.0 86.5 (3,795.0)
22-24  2,141.0 9,952.0 2,900.0 6,916.0 759.0 (3,036.0)
25-27 24355 12,3875 3,793.0 10,709.0 1,357.5 (1,678.5)
28-30 2,704.0 15,091.5 4,621.0 15,330.0 1,917.0 238.5
31-33 2,538.0 17,629.5 5,323.0 20,653.0 2,785.0 3,023.5

* Numbers in brackets indicate negative cash flows.

TABLE 14: Cost of Modified Manual System @ $5,000/Shop/Day
(3°000)

Costs Contribution Net Cash Filow
Per Per Per
Months Quarter Cumulative Quarter Cumulative Quarter Cumulative

1- 3 151.0 151.0 (151.0) (151.0)
4- 6 319.0 470.0 (319.0) (470.0)
7-9 493 963.0 (493.0) (963.0)
10-12  1,661.0 2,624.0 (1,661.0) (2,624.0)
13-15 1,058.0 3,682.0 255.0 255.0 (803.0) (3,427.0)
16-18 1,316.0 4,998.0 682.0 937.0 (634.0)  (4,061.0)
19-21 . 6,720.0 1,199.0 2,136.0 (523.0) (4,584.0)
22-24 , . 8,780.0 2,046.0 4,182.0 (14.0) (4,598.0)
25-27 . 11,135.0 3,059.0 7,241.0 704.0 (3,894.0)
28-30 . 13,798.0 4,016.0 11,257.0 1,353.0 (2,541.0)
31-33 . 16,723.0 49400 16,197.0 2,015.0 (526.0)
34-46 . 19,469.0 5,769.0 21,966.0 3,023.0 2,497.0

* Numbers in brackets indicate negative cash flows.

TABLE 15: Cost of Fully Automated System @ $5,000/Shop/Day
($°000)

Costs Contribution Net Cash Flow
Per Per Per
Months Quarter Cumulative Quarter Cumulative  Quarter Cumulative

46.5 46.5 (46.5) (46.5)
1855 232.0 (185.5) (232.0)
352.0 584.0 (352.0) (584.0)
406.0 990.0 (406.0) (990.0)
889.5 1,879.5 (889.5) (1,879.5)

1,896.5 3,776.0 (1,896.5) (3,776.0)
1,402.5 5.1785 255.0 255.0 (1,147.5) (4,923.5)
1,509.5 6,688.0 682.0 937.0 (827.5) (5,751.0)
2,039.0 8,727.0 1,199.0 2,136.0 (840.0) (6,591.0)
2,470.0 11,197.0 2,046.0 14,1820 (424.0) (7,015.0)
2,673.0 13,870.0 3,059.0 7,241.0 386.0 (6,629.0)
2,817.5 16,687.0 4,016.0 11,257.0 1,198.5 (5,430.5)
2,9105 19,598.0 4,940.0 16,197.0 2,0295 (3,401.0)
2,629.5 22,2275 5,769.0 21,966.0 3,139.5 (261.5)

* Numbers in brackets indicate negative cash flows.
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Ontario, and only 4.0 percent will come from Northern Ontario.
Based on this estimate, we would suggest that the system be im-
plemented in stages on a regional basis, commencing in Metro-
politan Toronto and moving to centres where consumer demand ap-
pears to be concentrated. In this way, the market for off-track
betting in various parts of the province can be assessed gradually,
and with greater accuracy, as the system develops. Errors can be
corrected and policies changed before the system becomes too large.
In addition, it may be discovered that different types of operation
will be necessary in different localities, depending on demand and
local conditions. Early province-wide coverage can be achieved
by a system of telephone deposit wagering which it should be
possible to institute fairly quickly.

If newspaper coverage of racing information is a guage of
public interest in racing, then Map 3, which shows the dissemina-
tion of that information, tends to confirm the market analysis
that interest is concentrated in Southern Ontario.
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CHAPTER 14

Revenue

REVENUE DISTRIBUTION
General

A VARIETY of revenue distribution techniques are utilized in
the jurisdictions now operating off-track betting systems. Most of
the techniques vary according to who is the operator of the system
and the primary reasons for instituting a system in the first place.
As already described in other sections of this report, revenue dis-
tribution techniques in other jurisdictions range from a straight
percentage split between government, tracks and horsemen in New
York, to an extremely complex formula employed in Australia and
New Zealand.

Most of the submissions to the Task Force, recommended
that whatever formula was devised, provision should be made to
ensure that no racing association (large or small) should suffer
due to OTB and that some funds be allotted for breeders awards
and a sires stakes program.

Generally, in the jurisdictions studied, the government “share”
and the operating costs are taken out first. The conclusions to
be drawn from the experience of other jurisdictions concerning
revenue distribution are:

the racing industry generally is experiencing financial
difficulties;
the racing industry has some rights in the “product”;

the industry should not be made to suffer because of the
institution of OTB;

OTB should not compete unduly with the industry, but
rather, all major segments of the industry (and govern-
ment) should participate together;
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— any revenue distribution scheme adopted should be flexible
to allow for the dictates of experience and changing con-
ditions;

— the government should not be placed in the position of
having to carry a margmnally profitable industry.

— since it is under government control the overall scheme of
revenue distribution must take into account the overall
public need, over and above that of the racing industry.

Bearing the foregoing criteria in mind the Task Force feels
the formula for an equitable distribution described in the next sec-
tion worthy of serious consideration.

A Proposal for Revenue Distribution

Provincial revenue {as distinct from corporation or commis-
sion revenue) would take the form of an Off-Track Betting Tax of
a fixed percentage similar to the Race Tracks Tax which is levied
on “every holder of a winning ticket issued under the pari-mutuel
system upon a race run at a race meeting” and is calculated “at the
rate of 7 percent upon the amount that would be payable to him if

o percentage were deducied or retained by ihe person holding the
race meeting in respect of such race” i.e. 7 percent of the gross
handle prior to any deductions.

The off-track betting corporation would be allowed to charge
for its services, the difference between that tax and the total present
on-track deduction, including breakage, so that the percentage of
the on-track handle and off-track handle available for distribution
to winning bettors would be the same irrespective of where the bet
was placed. In other words, if for example, the Off-Track Betting
Tax is initially fixed at 6 percent, then the off-track betting cor-
poration would be entitled to deduct a further 11.1 percent plus
breakage (the present 17.1 percent on-track deduction minus the
Off-Track Betting Tax) as gross revenue from which it would pay
its operating costs etc.

From this gross revenue the corporation would be required,
by statute, to cover its costs of operation including capita] charges.
The balance or residue would be available for distribution in ac-
cordance with the gencral principles enunciated in the incorporat-
ing legislation, as the Board may determine.
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DEDUCTIONS

ON-TRACK % OFF-TRACK
Race Track Tax 7.0  Off-Track Betting Tax
Federal Levy .6 OTB Corp. Commission
Race Track Commission 9.5

Total 17.1 Total
Breakage (approx.) .8  Breakage (approx.) .8

Total 17.9 Total 17.9

This legislation should incorporate the criteria outlined previ-
ously as a basic philosophy. It should, above all, be flexible. To
achieve this flexibility, it s suggested that the details of revenue
distribution after taxes be left to the discretion of he Board under
its regulatory powers (subject of course, to the approval of the
Licutenant Governor in Council). Otherwise, a rigidity is built in
which does not take into account future experience, changing eco-
nomic conditions and revised public priorities. Furthermore, a
rigidly detailed arrangement spelled out in the initial legislation
could commit the Corporation and the Government to a course of
action 1t may be necessary to change in the future.

Subject o the legislative guideiines, the Board should be left
to decide such muatters as whether a capital reserve fund should be
established: whether allocation of funds should be to the race
courses conducting the race on which the bet is made or to the
race courses in the region from which the bet originated, or both;
whether direct Tunding of sire’s stukes programs or breeder’s awards
iy worthwhile: whether provisions should be made for additional
purses for specified stake races and the like.

Under this system of revenue division, the distribution to the
race courses on which the bet is made would be directed to those

responsible for “putting on the show™ and the payments to the
race courses in the arca from whence the bet originated would
takce into account the possible losses of attendance and on-track
wagering within the region. Limits on both of these amounts could
be established cither by fixing a percentage or upper dollar limit
on the amount of residue to be dedicated to cach item but in order
to maintain flexibility, at least during the carly stages until some
experience is gained, this approach is not suggested. In any case,
the majority Government representation on the Board will ensure
equitable distribution of funds.
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It is important to emphasize that it i« only the residuc after
taxes and costs have been deducted that will be available for dis-
tribution in accordance with the Boards formula and that therc
is no dedication of tax revenue—at feast at this stage. Thus the
Government is in no way committed to support the industry.

As mentioned previously in this report, there will, in all
likclihood, be insufficient funds during the early operations to pay
taxes and costs and still leave much for distribution to the industry.
It is possible. thercfore, that the operation could run at a loss,
particularly if the Ofi-Track Betting Tax is fixed at a rate roughly
cqual to the Race Tracks Tax and the initial operating costs
approach the 10.8 percent New York figure. It may therefore be
necessary, in order to recognize the participation of the tracks, for
the Province to subsidize the operation cither by way of grants or
loans, with or without interest.

The statutes establishing the Ontario Deposit Insurance
Corporation, the Ontario Development Corporation, the Ontario
Housing Corporation. the Ontario Municipal Improvement Cor-
poration, the Ontario Universitics Capital Aid Corporation, the
Ontario Water Resources Commission (as it then was) and the

Sheridan Park Corporation. all containn provisions perimitting thc
various corporations to raise money by issuing and sclling bills,
notes and debentures, and permitting the Government to guarantec
payment on such bills, notes and debentures. In addition, each
statute contains a provision similar to section 10 of The Sheridan
Park Corporation Act, which reads:

“10. (1) The Licutenant Governor in Council may author-
ize the Treasurer of Ontario

(a) to purchase any debentures, bills or notes
of the Corporation; and

(b) to make advances to the Corporation in

such amounts, at such times and on such

terms and conditions as the Licutenant Gov-

crnor in Council may consider cxpedient.

(2) The moneys required for the purposes of sub-
section 1 shall be paid out of the Consolidated
Revenue Fund.”

As can be scen, there is legislative precedent for giving the
Government authority to make advances, which could be by way
of grant or loan (with or without interest).
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Another technique which might be considered is the remission
or forgiveness of tax in certain circumstances. However, for con-
stitutional reasons the tax levied in this case would, in all likelihood,
be levied, as is the present Race Tracks Tax, upon the bettor him-
self, and the oft-track betting organization would only be the agent
of the Minister of Revenue for the purpose of its collection.
Accordingly, it seems inappropriate, then, to speak of the “remis-
sion” or “forgiveness” of a tax to a corporation which, in law at
least, it is imposed on individuals.

In the long run, if it appears that the racing industry is con-
stantly collecting a windfall, or if the oft-track betting organization
is persistently suffering a deficit, under the financial arrangements
entered into at the outset, the basic tax rate can be increased or
decreased, as the case may be, by a change in the legislation. This
should be determined when the system has stabilized. Hence the
need for initial flexibility.

Finally, it has been suggested in some quarters that the OTB
operation and its revenue distribution procedure should be subject
to the same budgetary scrutiny and rigid financial procedures as a

covernment Ministry, We cannot but agree that adequate controls
are desirable and necessary, but those suitable for a Ministry may
not be suitable for a business. Further, due to the nature of the
operation and uncertain revenue prospects, we feel that a rigid
distribution scheme should not be imposed from the start- In any
case, the Board with a majority of government nominees and sub-
ject to the approval of the Lieutenant Governor in Council will
ensure that the most suitable distribution of funds is made bearing
in mind overall public priorities.

PROJECTIONS FOR ONTARIO

There are two principal methods of estimating the potential
handle of a government off-track betting system. One is to ask
potential customers how they would react. The other is to look
at experience and expectations and other jurisdictions. The Task
Force followed both approaches. However, before considering the
results the reader is cautioned that because these projections are
based on predictive research and inter-jurisdictional comparisons
they should be treated as trend figures indicating orders of mag-
nitude only.
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Ontario Forecast

The consumer research study among Ontario residents con-
ducted by Innovative Marketing (1971) Limited for the Task
Force is appended to this Report." It considered consumer reaction
to government off-track betting shops and a telephone betiing
system. Analysis was restricted to betting on the three major
thoroughbred race tracks (Woodbine, Greenwood and Fort Erie)
and the three major harness race tracks (Greenwood, Mohawk
and Garden City).

In considering off-track betting shops, Innovative Marketing
concluded that the provision of up-to-the-minute odds in the shops
would not attract sufficient additional revenue to justify the ex-
pense.” Reference in the rest of this section to betting shops is,
therefore, to shops without up-to-the-minute odds. These are termed
“minimum shops” in the consumer research study.

Innovative Marketing estimated that the existing consumer
demand for government off-track betting shops represented an
annual handle of $14[-million.” Apart from the qualifications that
this estimate is based on bets on races at Jockey Club tracks only
(the tracks listed above) whereas a government system could
handle bets on other major tracks in Ontario and also creaie 1is
own pools an races outside Ontario, this estimate may be regarded
as conservative since it rcpresents “exogenous demand”, that is,
the demand for a commodity or service which exists before that
commodity or service is provided. It does not include “induced
demund”, that is, the demand for a commodity or service which is
created by its promition and experience of its usefulness.4

There are, thercfore, reasons why the Innovative Marketing
estimates may be too high and there are reasons why they may be
too low and the acknowledged margin of error may be considerable.

With these major qualifications, it is interesting to note that
Innovative Marketing estimate the handle of a government ofi-
track betting system using shops only as much higher than a system
confined to telephone betting. The telephone system is estimated to
attract $87-million a year in wagering as compared with the $105-

1. Appendix F. 2. Ibid. 3. Ibid.

4.1t is especially significant in considering this component to recall that the
Innovative Marketing study only measured the attitudes of known horse
bettors. No attempt was made to gauge the potential market for ‘‘non-
bettors”. That this may be an important group is indicated by the New
York experience which shows hat 109 of the bettors using OTB for the first
time are new bettors,
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million for the shop system.5 Combining shops and telephone facil-
ities, however, does not result in a proportionate increase in handle,
since these facilities are mutually competitive. The estimated
annual handle for the combined system is $ 14 [-million. Innovative
Marketing estimate that 63.7 percent of this handle would come
from the Mctropolitan Toronto region while 30.3 percent would
come from the rest of Southern Ontario. Only 4 percent would
come from Northern Oitario.6

Comparison of Other Jurisdictions

In looking at the experience and expectations of other juris-
dictions, it is necessary to have regard 1o both the market potential
and the rate of progress in reaching that potential.

In terms of long-term potential, expericnce in New Zealand
seems most relevant since New Zealand is the jurisdiction with
the longest history of operating a government off-track betting
monopoly. There are two points of New Zeuland experience which
are of particular interest: firsz, the off-track hundle is declining, in
termis of constant dollars and as a percentage of personal income:
vecond, the off-track handle is about 50 percent higher than the on-
track handle. This relationship between on- and ofi-track handle 1s
reasonably stable since the on-track handle is also declining at
much the same rate. Since the Ontario on-track handle is also
declining n terms of constant dollars and as a percentage of per-
sonal income, estimation of future Ontario handle on this basis
is extremely hazardous. Nevertheless, it does suggest that the long-
term expectation for an off-track betting system operated by the
Ontario Government is an annual handle of almost $400-miilion.

This long-term hundle would probably be relatively constant
since the rise in personal incomes in real (constant price) terms
could be expected to do no more than offset the decline in the
pereentage of personal income bet.

What would be the rate of progress towards this long-term
potential? If we assume that the Ontario OTB handle bears the
same relationship to the New York OTB handle as 1971 Ontario
betting at major tracks bears to betting at the tracks in the metro-
politan New York arca (21.6 percent) the market potential for
the Ontario system is $216-million, reached in the fifth year. This

5. Appengx F.
6. Ibid.
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is significant because the Task Force has been repeatedly advised
to expect a period of about five years before reaching maturity.

This figure of $216-million in the fifth year is also significant
in that it 1s very close to the $220-million fifth-year handle which
results from projecting known New York OTB handle.

Application of New York City cxperience to Ontario sug-
gests a handle of $45-million in the first year, $88-million in the
second year, $120-million in the third, $170-million in the fourth,
and $220-million in the fifth. The build-up in the first year is
shown in the table below.

How many shops would this mean? The average handle per
shop in New York is between $25,000 and $28,000 per day or
between $600,000 and $672,000 per four-week period (cach week
having six business days). This suggests an average daily handle
for an Ontario shop between $5,400 and $6,050—say $5.725. So
that 44 shops ut the end of the first operational year could be cx-
pected to handle $6-million (with telephone operations bringing the
total to the $6.35-million given for period 13 in the table). In other
words, New York cxperience suggests that the Woods, Gordon

assuinption, mentioned in the previous chapter, of a4 5000 per
shop per day handle with 88 shops at the end of the second opera-
tional year was a good working estimate.

TABLE 16: Ontario Handle Based on New York OTB

On the basis that Ontario = 21.69, New York OTB
(as for on-track betting)

4-week Period $ million $ miition
(non-cumulative) New York OTB Ontario

3.80 0.82
6.80 1.47
9.00 1.94
8.60* 1.86
12.00 2.59
13.00 2.81
16.20 3.50
18.07 3.90
19.46 4.20
10 19.97 4.31
11 24.79 5.35
12 est 27.10 5.85
13 est 29.40 6.35

O ONOOh W~

Year 1 Total 208.19 44.97
* computer problems
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Beyond that, shop requirements are less certain. But it is
relevant to note that New Zealand had 45 percent of its 1971 total
in operation at the end of the second year, 64 percent in operation
at the end of the third year, 74 percent in operation at the end of
the fourth year and 84 percent in operation at the end of the fifth
year. Victoria built up rather more slowly, having 32 percent of
its 1971 total open at the end of year two, 46 percent open at the
end of year three, 64 percent open at the end of year four and 74
percent open at the end of year five,

Effects on Bookmakers and Race Tracks

Innovative Marketing estimate that 28 percent of the $249-
million wagered on races run at the major Ontario tracks (the
Jockey Club tracks) in 1971 was bet off-track. Of this messenger
services handle $43-million annually and bookmakers $26-mil-
lion.”

If a government off-track betting system is introduced they
estimate that the total handle on these races, when the system
reaches maturity, will increase from $249 million to $328 million
if the government system comnsists of a combination of telephone
and shop betting facilities.8

TABLE 17: Composition of Race Handle Before and After
Implementation of Government Off-Track Betting

PRESENT FUTURE NET GAIN (LOSS)
(million) %, (miltion) % (Million)

On-Track ... ... $179.9 72.1 $172.4 52.5 $ (7.5)
Bookmaker 26.3 10.5 15.1 4.6 (11.2)%**
Off-Track .. 43.2% 17.3 140.8%* 42.9 97.6

TOTAL . ... $294.4 99.9 $328.3 100.00

* Messenger Services.
*% Government OTB.
#%% This sum is to be added to the estimated $18 million already diverted
from the bookmaker by the messenger services for a total of $29 million.

These increases in handle may be surprising but it is relevant
to note that the Yankelovich study in New York found that 10 per-
cent of OTB customers had not previously bet on horse races, and
that three out of four customers increased their betting as a result
of the services provided by OTB.

7. Ibid.
8. Ibid.
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Not only does the study show that a government system would
increase the total volume of wagering but there is an indication
that it would substantially alter its composition.

Instead of 28 percent being wagered off-track as at present,
the off-track share would be 47.5 percent of the new expanded
total, and, as can be seen from Table 17, most of this increase
would be achieved at the expense of the bookmakers. In addition
to the $18 million estimated to have already been diverted from
the bookmaker by the messenger services, a government operated
system would result in a further decline in his volume of almost
$11 million. Here it is relevant to mention that Yankelovich esti-
mated that at least four out of every ten off-track betting customers
had previously bet with bookmakers and had reduced their betting
with them after OTB was introduced.

A government system would have an effect on the tracks as
well as bookmakers. Innovative Marketing estimate that the Jockey
Club handle could be reduced by as much as $7.5 million when the
government system reaches maturity.

Yankelovich did not examine the impact on tracks and the
Office of the State Comptroller has not directed any concentrated
inquiry as to the specific causes of the drop in attendance and bet-
ting experienced by tracks in New York State.

However, there have also been declines in other States where
there was no off-track betting and this suggests a more general
economic causation. In addition it appears that the average OTB
customer may be a different type of bettor from his on-track coun-
terpart. For example, the average daily bet per person at OTB
offices is about $13.50 whereas the daily track bet per paid admis-
sion exceeds $100.

Further, OTB is servicing approximately 100,000 bettors a
day and no local track regularly attracts this volume of attendance.
In effect it is like opening two new race courses the size of Aque-
duct in the New York City area. Since the decline in attendance
was not of that proportion, the conclusion may be drawn that a

substantially different customer market is being served.
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To revert to Ontario. the conclusion of Innovative Marketing
regarding the impact of a government system on the major tracks
is highly significant:

“The pattern is therefore clearly established—a very
significant percentage of trackgoers will not substitute a
Government Off Track Betting System for the ‘real thing'.
The success of the Government Off Track Betting System
will result from the fact that it will satisfy the present strong
consumer demand for a legal, reliable off track betting facil-
ity (as cvidenced by the ‘new money’ which it will generate
and the considerable transfer of betting trom bookmakers to
the Government Off Track Betting System, both of which
are discussed earlier in this report). Its success is not de-
pendent upon a transfer of betting from direct wagering at
the major race tracks to wagering at the Government Off
Track Betting System.

“There is a possibility that within a short period of
time the handle and usage of the major race tracks will in-
crease. Current non bettors who become Government Off
Track Betting System customers have a high probability of
attending the race tracks. Their curiosity about racing, and
horses, which will be initiated by the Government Off Track
Betting System, will encourage them to attend the race
track. The excitement of watching the horses rund and the
enjoyment of a stimulating social environment provided by
the race tracks will be positive motivators for a segment of
these new bettors to return to the track. The number of new
bettors will depend upon the extent that the Government is
prepared to advertise and promote its System. The experi-
ence of other jurisdictions (e.g. New York City) should be
used to estimate the number of new bettors who will develop
as a result of the Government Off Track Betting System. It
is then reasonable to assume that a significant percentage of
those new bettors will attend the major race tracks. The
onus is then on the race tracks to create the kind of environ-
ment which will create the desire in these individuals to
return,

“It is believed, therefore, on the basis of the forcgoing,
that the future of the major race tracks will not be jeopar-
dized by the current concept of the Government Off Track
Betting System.”™9

On the basis of logic and our analysis of experience in other
jurisdictions, we see no reason to differ from this conclusion.

9. Ibid.
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Conclusions

A'S we have indicated, we conceive that the objectives of any
off-track betting system should be:

1.

4.

The suppression, or at least diminution, of illegal book-
making;

The provision of a service to the public;

The contribution to the financial integrity of the horse
racing industry;

Revenue to the government.

From our study of Ontario and other jurisdictions, we con-
clude that these objectives can be best accomplished by the follow-

ing:

The Criminal Code should be amended to provide that all
off-track betting shall be unlawful except as authorized by
provincial law,

A Board or Commission should be established as a cor-
poration without share capital, to operate off-track betting
in Ontario, subject to guidelines in the implementing legis-
lation and subject to Government approval of some major
policy questions. The composition of the Board or Com-
mission should be:

(a) eight members appointed by the Government of On-
tario, one to act as Chairman, one to act as Vice-
Chairman and Chief Executive Officer, and one who
might, ex officio, be the Chairman of the Ontario
Racing Commission;

(b) one member appointed by the Government of On-
tario upon the recommendation of the breeders of
thoroughbred horses (Canadian Thoroughbred Horse
Society).
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{c¢) one member appointed by the Government of On-
tario upon the recommendation of the breeders of
standardbred horses (Canadian Standardbred Horse
Society).

one member appointed by the Government of On-
tario upon the recommendation of the owners of
thoroughbred horses (Horsemen’s Benevolent and
Protective Association).

one member appointed by the Government of On-
tario upon the recommendation of the owners of
standardbred horses (Ontario Harness Horsemen’s
Association).
three members appointed by the Government of On-
tario upon the recommendation of the race track
operators, with one member nominated by the largest
operator, the Ontario Jockey Club, one member
nominated by the rest of the “A” class tracks, and
one member nominated by the “B” class tracks.
An off-track pari-mutuel betting system should be institu-
ted which would initially employ manual ticket-selling
procedures. A central computer would be used for collat-
ing bets and operating the parallel telephone deposit bet-
ting system. A completely automated system should be the
ultimate objective.

The system should be implemented in stages on a regional
basis, in centres where consumer demand appears to be
concentrated.

The revenue derived from off-track betting should be
divided in the following manner:

(a) A percentage of each dollar wagered through the off-
track betting system would be deducted, equal to the
total amount deducted at the race track on which the
bet is placed;

(b) Provincial revenue would be deducted from this
amount in the form of a fixed tax;

(c) The costs of operating the off-track betting system,
including capital charges, would be paid out of the
amount remaining;
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(d) The balance or residue would be available for dis-
tribution, as the Board or Commission may deter-
mine, in accordance with general principles enun-
ciated in the implementing legislation and subject to
the approval of the Lieutenant Governor in Council.
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