Chapter <1 Ministry of Finance

The province has been supporting the horse racing
industry through various initiatives since 1996.
Ontario’s 15 racetracks currently rely on annual
government funding of close to $120 million to sub-
sidize the horse racing industry in the province. In
addition, 11 of these racetracks host provincial slot
facilities, and receive about $140 million in annual
lease revenues from OLG and private operators to
host slot machines, and, in some cases, for valet
parking and food services. Current government
agreements do not require that these annual lease
revenues be used to support horse racing operations.
Horse racing as a gaming operation has been in
decline in Ontario since the legalization of lotter-
ies in 1969. The introduction of slot machines and
other electronic games in 1985 further impacted
the industry. Over the last 10 years, from 2008/09
to 2018/19, Ontarians’ wagering on Ontario races,
and races outside the province, has decreased by
44% and 15% respectively. Wagering by other Can-
adians on Ontario races has also decreased by 48%.
The racetracks offer Thoroughbred, Standard-
bred and Quarter horse racing, and two of Ontario’s
tracks are home to the three races that make up
Canada’s Triple Crown. A race takes place almost
every day somewhere in the province. According
to a study commissioned by the industry, as of
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September 2017, the horse racing industry provided
the equivalent of 45,000 full-time jobs. The industry
employs racetrack owners and operators, breeders
and their employees, racehorse owners, groomers,
trainers and jockeys.

In 2018/19, gross wagering on horse racing
in Ontario totalled $1.6 billion, including bets on
Ontario races placed from outside Ontario and bets
placed inside the province on races held elsewhere.
Of the $1.6 billion total, Ontario racetracks paid
out 87.3% to winning bettors and kept 12.7% or
$203 million in gross commissions, before taxes
and operating costs. However, these wagering com-
missions have not been sufficient for the industry
to cover racetrack operating costs and purses, the
prize money paid to horse owners. The largest
racetrack operator in Ontario is the Woodbine
Entertainment Group (Woodbine), which owns
and operates both the Woodbine Racetrack and
the Mohawk Racetrack. Together, these tracks
accounted for about 90% or $1.47 billion of all
wagering in the province in 2018/19.

As of April 2016, the Ontario Lottery and Gam-
ing Corporation (OLG) assumed responsibility for
administering funding and monitoring, as well as
supporting the horse racing industry with its gam-
ing and marketing expertise, with the goal of mak-
ing the industry financially self-sustaining.

In March 2018, the province announced a new
19-year funding commitment to support the horse
racing industry. Starting April 2019, the new
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long-term agreement provides about $120 million
to the industry annually for the first two years and
is expected to drop to about $65 million in the
fifth year and to $63.4 million by the eighth year.
However, the latest funding agreement does not
encourage the industry to become self-sustaining.

Oversight for the industry is divided between

two provincial agencies and one federal agency.
OLG is responsible for oversight of government
funding through the 19-year funding agreement.
The Alcohol and Gaming Commission of Ontario
(AGCO) is responsible for licensing all partici-
pants in horse racing, including racetracks, and
regulating the conduct of horse racing. A federal
agency, the Canadian Pari-Mutuel Agency, is
responsible for oversight of wagering.

Although the horse racing industry receives

a significant amount of public funding, it lacks
transparency and public accountability. Of the 15
racetracks, only one posts its financial statements
on its website. There is no public reporting of gross
wagers collected and wagering commissions by
racetrack, how the provincial tax reduction on
wagering is shared between the various racetracks
and horse people, purses paid by racetracks,
revenue and expenses related to racing operations
separate from other operations, and key statistics
such as the current number of people working in
the industry.

Our audit found these significant concerns:
The horse racing industry is no closer to
self-sustainment after a history of various
government funding programs. The goal
of the five-year, $500 million Horse Racing
Partnership Funding Program in existence
from 2014/15 to 2018/19 was to support
racetracks in becoming more self-sustaining.
However, the industry is not significantly
closer to that goal than it was in 2013.

Over the last five years, total wagering has
remained relatively unchanged, while purses
have slightly increased. Between 2014/15
and 2018/19, about 60% of total purses was
funded through provincial support. All key

stakeholders we spoke with agreed that the
horse racing industry would not be sustain-
able without the current level of provincial
support now being provided by OLG.

Despite OLG’s horse racing awareness
campaign, wagering in Ontario on horse
racing continues to decline. Specifically,
wagering in Ontario on races in and outside
Ontario has decreased from $882 million

in 2016/17 to $833 million in 2018/19. As
part of its marketing strategy in 2015, OLG
created a new horse racing brand under the
Ontario Racing name in consultation with the
industry association. It was launched in 2016.
Based on the findings from a third-party
researcher contracted by OLG to measure the
effectiveness of OLG’s marketing initiatives
for the horse racing industry, awareness of
horse racing by the Ontario adult population
has grown from 13% in 2016 to 22% in 2018.
However, although awareness increased,
wagering did not. At the time of our audit,
OLG had not set a target for the level of
awareness it wanted to achieve or the level of
wagering growth it wanted to result from the
increased awareness.

Focus of provincial funding shifts from
self-sustainment to sustaining the indus-
try. With the introduction of the new 19-year
funding agreement on April 1, 2019, the
objective of government funding changed
from transitioning the industry to become
self-sustaining to sustaining the industry

for a long period of time. Although one of
the key objectives of the new long-term
agreement continues to be to reduce reliance
on government funding, with 19 years of
guaranteed funding until the end of fiscal
2037/38, it is difficult to see how the new
agreement will reduce the industry’s reliance
on provincial support. For 2018/19, provin-
cial funding covered 60% (or $84.8 million)
of total purses paid of $142.3 million to win-
ning horse owners.



Provincial support is guaranteed for

19 years. The new long-term funding agree-
ment does not include any clauses that would
allow the province to terminate the agree-
ment without cause. Furthermore, the total
annual funding will not be reduced if a race-
track closes down. Because the funding levels
are not tied to the number of racetracks, the
money would be redistributed amongst the
remaining racetracks.

Provincial funding reductions in the new
long-term funding agreement related to
wagering increases are likely unattain-
able. Total funding over the 19-year term of
the agreement is likely to reach $1.4 billion.
According to the terms in the new long-term
funding agreement between OLG, Ontario
Racing (horse racing’s industry association)
and Woodbine, the industry (including
racetracks and horse people) could receive
almost $120 million in annual funding from
OLG for two years. After that, funding would
be reduced if wagering revenue increases sig-
nificantly. For this reduction to occur, wager-
ing within Ontario would need to increase

by 44%, and wagering outside of Ontario
would need to increase by 30%. Since overall
wagering has increased by only 1% over the
last 10 years, it appears unlikely that funding
will be reduced due to wagering increases.
However, OLG’s funding obligations are more
likely to decrease by $51.4 million when
Woodbine receives incremental casino lease
revenues from its racetracks.

Lack of federal government oversight to
guard against money laundering at Ontario
racetracks. For a sector that is vulnerable to
money laundering, the horse racing industry
in Canada is not accountable to any regulatory
body to monitor its operations for this type

of crime. In contrast, the Proceeds of Crime
(Money Laundering) and Terrorist Financing
Act has covered the casino sector since 2007.
All Canadian casinos are required to report

transactions over $10,000 and any suspicious
transactions to the Financial Transactions
and Reports Analysis Centre of Canada
(FINTRACQ). As part of our review, we noted
some deficiencies in Woodbine’s record-
keeping of suspicious transactions, including
payments to customers over $10,000.
Ontario has more racetracks than com-
parable jurisdictions, without sufficient
wagering income to support them. Ontario
currently has 15 racetracks—two that race
Thoroughbred horses, 12 that race Stan-
dardbred horses, and one that races Quarter
horses. When compared to racetracks in the
United States, Ontario serves fewer people
per racetrack than the states of California,
Florida, New York, Pennsylvania and Ohio.
Ontario has nine more racetracks than Penn-
sylvania, and six more than Florida, which
has a 46% higher population than Ontario.
For 2018/19, revenues totalled about

$200 million, including wagering commis-
sion for racetracks, while racetrack expenses
and purses totalled about $370 million. This
leaves an estimated operating shortfall of
about $170 million before considering any
government support (including lease revenue
for hosting provincial slot facilities).

The Woodbine Entertainment Group
(Woodbine) has a significant role in the
latest long-term funding agreement with
OLG. The funding agreement negotiated
between OLG and Woodbine includes lan-
guage that effectively cancels the agreement
if Woodbine’s role is changed or eliminated.
Specifically, the funding agreement ceases to
be valid if Woodbine ceases to be a member
of Ontario Racing; Woodbine’s subsidiary
(Ontario Racing Management) ceases to be
owned 100% by Woodbine; or Woodbine’s
subsidiary ceases to be responsible for the
management of Ontario Racing. Woodbine
holds two of the five racetrack representative
positions on the 11-member Ontario Racing




Board, which is responsible for administer-
ing the new long-term funding agreement,
setting race days and distributing funding
to racetracks. Ontario Racing Management,
which supports operations for the Ontario
Racing’s Board, is a wholly owned subsidi-
ary of Woodbine. It will be paid $3.4 million
annually to help the Ontario Racing Board
administer the new long-term funding agree-
ment. Key members of the management
team of Ontario Racing Management are also
employees of Woodbine.
This report contains nine recommendations,
with 16 action items, to address our audit findings.

Provincial funding to the horse racing industry has
not helped the industry become self-sustaining

as historically intended in various funding agree-
ments. Income from wagering continues to decline
and is not sufficient to cover racetrack operating
costs and purses. Specifically, over the last ten
years, wagering on Ontario horse races by Ontar-
ians and other Canadians has dropped by 44% and
48%, respectively. In contrast, foreign wagering
on Ontario races has seen a significant increase

of 108% over the same period. However, since
commissions are significantly lower on foreign
wagering, overall wagering commissions have not
increased. Government funding continues to sup-
port about 60% of total purses paid. In fact, the
objective of the new 19-year funding agreement
that came into effect April 1, 2019, is to sustain the
industry. Critical decisions about how provincial
funding is to be allocated amongst racetracks and
which racetracks to close, if any, are in the hands of
the industry.

Although the horse racing industry is licensed,
regulated and receives a significant amount of
public funding, it lacks transparency and public
accountability. Ontario Racing publicly reports on
how much wagering is collected in total and how
provincial funding is distributed among industry

parties or industry groups, there is no public report-
ing of gross wagers collected and wagering commis-
sions by racetrack, how the provincial tax reduction
on wagering is shared between the various race-
tracks and horse people, purses paid by racetracks,
revenue and expenses related to racing operations
separate from other operations, and key statistics
regarding people working in the industry. As well,
racetracks receiving government funding are no
longer required to disclose the salaries of employees
making more than $100,000.

After taking over the oversight of government
funding of the horse racing industry in 2016,
the Ontario Lottery and Gaming Corporation
implemented a marketing strategy to help increase
awareness of the industry. Although awareness of
horse racing by Ontario adults has increased from
13% in 2016 to 22% in 2018, wagering by Ontarians
and other Canadians on races in Ontario has con-
tinued to decline as noted above.

Based on our sample testing of the Horse Racing
Partnership Funding Program which ended on
March 31, 2019, we confirmed that provincial fund-
ing provided for purses was spent on purses, and
that the provincial tax break to the industry of 6.9%
was shared with specific industry parties in the cor-
rect amounts as intended by the program.

. OVERALL RESPONSE FROM OLG

The Ontario Lottery and Gaming Corporation
(OLG) thanks the Office of the Auditor General
for its review of public funding of the horse
racing industry.

For a number of years, the province has funded
live horse racing in support of a strong horse
racing industry that creates jobs, investments
and economic development in rural communities
throughout Ontario.

In 2016/17, the province directed OLG to
administer transfer payments to the industry,
in addition to the provision of marketing and
responsible gambling support. The province
also asked OLG to develop a long-term funding



agreement to replace the transfer payment
program. The goal was to foster a sustainable
industry that would be less reliant on public
funds. For two years, OLG worked closely with
all areas of the horse racing sector to create an
agreement that achieved these objectives. This

agreement garnered buy-in from most industry

stakeholders, and secured governance with

broad representation from racetracks, breeders,

and horse people.

Effective April 1, 2019, the long-term fund-
ing agreement provides funding stability for
horse racing, including racetracks that lost or
would lose slots, in exchange for a reduction
in public funding over time. After the first year
of the agreement, OLG will review 12 months
of industry data and reports to help inform

fact-based decisions in future years. Overall, the
long-term funding agreement provides a frame-

work for the industry to manage its own affairs
in the marketplace, grow wagering and quality
horse supply, while being held accountable for
the public funds it receives.

The intent of the long-term funding agree-

ment is to ensure the vitality of the horse racing

industry in Ontario for generations to come.
OLG welcomes the work and advice of the
Office of the Auditor General of Ontario as we
continue to build a sustainable future for horse
racing in Ontario.

The horse racing industry provided the equivalent

of 45,000 full time jobs in September 2017, the
latest date for which data is available, based on a
study commissioned by the Ontario Racing Asso-
ciation on the economic impacts of horse racing
and breeding in Ontario. The industry employs

racetrack owners and operators, breeders and their
employees, racehorse owners and horse people
like grooms, jockeys, and trainers. According to
the study, racetrack employees accounted for 21%
(9,500) of horse racing jobs, while the other 79%
(35,900) were in breeding, training, etc. Ontario
is one of the few areas in North America that races
three breeds — Thoroughbred, Standardbred and
Quarter horses. Two of Ontario’s tracks are home
to the three Thoroughbred races that make up
Canada’s Triple Crown. The Queen’s Plate and the
Breeders’ Stakes have been run at Woodbine since
1860 and 1889 respectively. Fort Erie’s track began
hosting the Prince of Wales Stakes in 1929.

Ontario has 15 licensed horse racing tracks; 11
of these are co-located with provincial slot facilities.
For the locations of racetracks, see Appendix 2.

In 2018/19, about half (48%) of industry
revenues were generated from non-government
sources. These revenue sources include gross
commissions on wagering before taxes ($203.5 mil-
lion) and food sales at racetracks ($75.4 mil-
lion). The province provided the remaining 52%
($299.4 million), including funding for purses,
racetrack operating costs and breeding programs
($100.3 million), a tax reduction on wagering
($57.5 million), and lease revenue ($141.6 mil-
lion) provided by OLG and its service providers to
racetracks for hosting casino and slot machines.
Figure 1 shows the types of government support to
the horse racing industry for the period 2012/13 to
2018/19. Section 2.2 details the evolution of recent
government support for the horse racing industry.

Horse racing in Ontario has been in decline for
more than a decade. Figure 2 shows that the num-
ber of race horses and scheduled race days, as well
as the amounts of wagering in Ontario and purses
have all declined from 2008/09 to 2018/19.

Over the years, various government financial sup-
port programs have been put in place to provide
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Provincial Support to Sustain the Horse Racing Industry m

Figure 2: Comparison of Key Statistics from 2008/09 to 2018/19 for Ontario’s Horse Racing Industry

Source of data: Ontario Lottery and Gaming Corporation and the Alcohol and Gaming Commission of Ontario

Increase/

2008/09 2018/19 (Decrease) (%)

# of race horses 7,809 6,834 (13)
# of scheduled race days! 1,613 929 (42)
Gross wagering (Ontario and non-Ontario customers)? $1,585 million $1,601 million 1
Amount wagered in Ontario on Ontario races $404 million $226 million (44)
Amount wagered in Ontario on races outside Ontario $715 million $606 million (15)
Total purses! (prize money) $273 million $142 million (48)

Note: Ten-year trend in wagering is provided in Figure 10.
1. Calendar years 2008 and 2018.

2. Wagering by Ontario customers on races anywhere and wagering by non-Ontario customers on Ontario races only.

3. Wagering by Ontario customers on races anywere.

support to the horse racing industry in Ontario.
Since 2012, however, the province has communi-
cated that the overall goal of these programs was
industry self-sustainability through the growth of
marketplace revenues.

In 1998, OLG started to place slot machines at
racetracks through the Slots at Racetracks Pro-
gram. Each racetrack received 20% of the gross rev-
enues from the slots at their premises, split evenly
between the racetrack and the horse people based
at that racetrack. By 2012/13, the program was
providing the horse racing industry with almost
$335 million annually.

In March 2012, OLG announced that the Slots
at Racetracks Program was ending effective
March 31, 2013 as part of OLG’s modernization
plan. The initiative followed a recommendation by
the 2012 Commission on the Reform of Ontario’s
Public Services, also known as the Drummond
Report, to discontinue provincial government
subsidization of the horse racing industry through
the Slots at Racetracks Program. The goal of OLG’s
modernization plan was to increase provincial
revenues through the privatization and relocation
of gaming facilities, including slots, closer to where
customers live. However, OLG did not receive the
municipal approvals required to relocate slot facili-
ties closer to the downtown cores of major cities, as
they had planned.

After receiving negative feedback from the
horse racing industry, the government appointed
a Horse Racing Transition Panel in June 2012,
three months after the cancellation of the Slots at
Racetracks Program, and announced $50 million
in transition funding over three years. In Octo-
ber 2012, the panel, comprised of three former
Ontario cabinet ministers from three political
parties, found that $50 million was insufficient to
transition the industry to self-sustainability and
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recommended an investment up to $179.4 mil-

lion over three years. As a result, the provincial
government increased the transitional funding to
$180 million (or $60 million per year) over three
years. However, this funding only lasted one year,
as a new funding program was announced.

In October 2013, the government announced a
five-year Horse Racing Partnership Funding Program
that provided up to $400 million to support the
horse racing industry through transfer payments to
racetracks. The funding was increased to $500 million
in April 2014, and the Ontario Racing Commission, a
government agency that reported to the Ministry of
Agriculture, Food and Rural Affairs, signed five-year
transfer payment agreements with 15 racetracks.
The funding had two components: the Horse Racing
Partnership Funding Program and the Horse Racing
Industry Development Program. The first component
was intended for racetrack operations and purses,
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depending on the needs of the racetrack. The second
component was intended to improve the quality and
value of Ontario bred racehorses, and to promote
ownership of Ontario produced racehorses.

For a comparison of government funding to
the industry before the cancellation of the Slots at
Racetracks Program and after, see Figure 3.

In 2015/16, the government restructured
horse racing regulation in Ontario. Regulatory
responsibilities were transferred from the Ontario
Racing Commission to the Alcohol and Gaming
Commission of Ontario. The Ontario Lottery and
Gaming Corporation Act, 1999 was also amended to
make the OLG responsible for supporting live horse
racing in Ontario and for the Horse Racing Partner-
ship Funding Program, starting April 1, 2016. In
March 2016, Treasury Board extended the program
until March 2021, two years past its original
five-year term, and provided OLG with additional
funding for industry development activities
($900,000 per year) and administration costs to
oversee the provincial funding program ($1.1 mil-
lion in 2016/17 and $1.8 million in 2017/18).

In March 2016, Treasury Board directed the Ontario
Lottery and Gaming Corporation (OLG) to work
with the horse racing industry on a long-term fund-
ing arrangement. Based on industry consultations,
in January 2018, OLG, Ontario Racing (a private
industry association described in Section 2.4)

and Woodbine reached an agreement-in-principle.
The long-term funding agreement received Treas-
ury Board approval in March 2018 and a public
announcement of the agreement was made.

On May 7, 2018, the new 19-year long-term
funding agreement was signed, and came into
effect on April 1, 2019. The agreement has an initial
seven-year term, plus two six-year extensions.

The objectives of the new long-term agreement
are to reduce reliance on government funding,
increase support for racetracks not operated by

Woodbine, improve access to revenue streams
(for example, off-track betting) for all parts of
the industry, provide a unified industry voice and
improve industry transparency.

As a result of this new agreement, the previous
two-year extension of the Horse Racing Partner-
ship Funding Program (discussed in Section 2.2)
was cancelled.

Provincial funding under the new agreement
will be provided through OLG’s gaming revenues
and, therefore, will not be recorded in the prov-
ince’s Public Accounts as a transfer payment
expense. It will likely be recorded as an expense in
OLG’s financial statements.

Over the 19-year term of the new agreement,
OLG will provide up to $120 million in annual pay-
ments to the industry from OLG revenues for the
first two years (which includes $3 million in annual
transition payments to supplement purse and
operating shortfalls), $117 million per year for the
next two years and approximately $63-$65 million
per year after that. The maximum funding in each
category (excluding the $3 million in transition
payments) is as follows:

$91.4 million to support purses and operating
costs at racetracks (only $9.1 million can

be used to support operating costs after
2020/21);

$10 million to breeders to improve the quality
and value of Ontario-bred horses;

$6 million for capital improvements at non-
Woodbine racetracks;

$4 million to supplement purses at non-
Woodbine racetracks;

$3.4 million to a subsidiary of Woodbine to
administer the payments;

$2 million to provide financial assistance to
Fort Erie and Dresden under the Optional
Slots at Racetracks Program.

Under the Optional Slots at Racetracks Program,
five racetracks that lost or were about to lose
slot facilities were given the option to have slot
machines and receive rental income, or to receive
additional annual funding. Three tracks chose to
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Figure 3: Trend in Revenues to Racetrack Owners and Horse People
Source of data: Ontario Lottery and Gaming Corporation and the Ministry of Agriculture, Food and Rural Affairs
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have slot machines, and the other two (Fort Erie
Racetrack and Dresden Raceway) elected to receive
additional financial support for horse racing oper-
ations totalling $2 million. The Fort Erie Racetrack
will receive this funding in 2019/20, but Dresden
will not receive its $250,000 share until the Chat-
ham Casino opens.

The new long-term funding agreement pro-

vides a 17% annualized funding increase from
$100 million provided by the former Horse Racing
Partnership Funding Program, to $117 million.
See Appendix 3 for the 2019/20 approved fund-
ing allocation (including $3 million in transition
payments). See Appendix 4 for projected annual
funding over the term of the agreement.

By 2021/22, OLG could reduce the maximum
annual funding under the long-term agreement
from $117 million if certain wagering and lease
revenues are achieved. This is described more fully
in Section 4.1.8.

As part of the OLG’s modernization process for
land-based gaming, the OLG combined all slots at
racetracks and casino operations into eight regional
gaming “bundles” throughout the province. Where
procurement processes were completed, OLG
transferred the bundles to private-sector service
providers. Each transfer involved a formal, signed
agreement between OLG and the service provider
that won the bid, committing the provider to
acquire assets and assume liabilities related to the
sites in the bundle. The provider then signed a
Casino Operating and Service Agreement with OLG
to operate the casino and other services at the site.
OLG continues to oversee the sites for the duration
of the agreement, and the service provider has
taken on the day-to-day operations.

In order to provide lease cost certainty to
potential bidders for the GTA gaming bundle, OLG
reached a long-term lease agreement with the
Woodbine Entertainment Group (Woodbine) for

space at the Woodbine Racetrack to develop gam-
ing and non-gaming operations prior to the bidding
process. The lease agreement eliminated the risk of
Woodbine affecting the bidding process by either
participating in the bidding itself and thereby creat-
ing an unfair competitive procurement process, or
by creating uncertainty in the future lease costs for
the winning bidder who would have to negotiate
these costs with Woodbine. The long-term leasing
agreement allows the successful bidder for the

GTA bundle (Ontario Gaming GTA LP) access to
the Woodbine Racetrack site to develop a predeter-
mined number of acres.

Under the long-term funding agreement, when
the additional casino leasing revenues from the
new gaming expansions at Woodbine and Mohawk
racetracks reach $51.4 million, both racetracks
owned by Woodbine would no longer receive purse
funding for horse racing from the government.

In April 2018, Horse Racing Ontario, operating as
Ontario Racing, was incorporated as a not-for-profit
corporation to represent the horse racing industry.
Ontario Racing is responsible for setting an annual
program of races for all racetracks, attracting new
horse owners, implementing breed improvement
programs (including horse improvement pro-
grams), growing the fan base and connecting the
industry with the government and the general pub-
lic. The goals of Ontario Racing are to attract com-
petitive fields of high quality horses; to maximize
the audience for live horse racing in Ontario, both
on track and off track; and to increase wagering on
the Ontario racing product, both domestically and
internationally. The provincial government rec-
ognizes Ontario Racing as the authority for horse
racing in Ontario.

Ontario Racing is the result of the government’s
initiative to transition responsibility for the industry
from government to the industry itself. In 2016, the
industry had set up the Ontario Racing Association



as a not-for-profit organization to represent the
horse racing industry after signing an agreement
with the now-defunct Ontario Racing Commission
(a government agency under the Ministry of Agri-
culture, Food and Rural Affairs). The association’s
board included former directors of the previous
industry association, and was provided operational
funding of $1.8 million for two years by the Min-
istry of Finance through the Alcohol and Gaming
Commission of Ontario (AGCO). In June 2018,
Horse Racing Ontario purchased the assets and lia-
bilities of the Ontario Racing Association and began
operating as Ontario Racing.

There are 11 seats on Ontario Racing’s Board
of Directors—five from industry associations, five
from racetracks, and an independent chair. The
Board is responsible for setting race dates (subject
to approval from OLG and the AGCO), allocating
industry funds (subject to approval from OLG),
marketing and promotion, and identifying oppor-
tunities for operational efficiencies. See Figure 4
for a list of the current board members.

Provincial Support to Sustain the Horse Racing Industry

Ontario Racing Management, a wholly-owned
subsidiary of Woodbine under contract with Ontario
Racing, now provides all material management and
operational services for Ontario Racing. According
to OLG, Woodbine was made the administrator for
Ontario Racing because it was a logical choice given
its expertise in gaming and how well it managed the
Standardbred Alliance.

2.5 Responsibility for the Horse
Racing Industry

The responsibilities for the horse racing industry
have changed significantly in the last five years
since the dissolution of the Ontario Racing Com-
mission. Appendix 5 illustrates the governance
model of the industry prior to April 1, 2016 and
Appendix 6 illustrates the current governance
model as of April 2019. Figure 5 lists the parties
responsible for various functions in the horse racing
industry.

© Industry regulation, licensing and licens-

ing appeals. Before its dissolution, the

Figure 4: Ontario Racing Board of Directors as of September 2019

Source of data: Ontario Racing

Position
(Industry-related experience)

Board Member
1. John Hayes (Chair)
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Repesenting
Independent

 former and most recently, an At-Large Director of

Ontario Racing

 former Gaming Director with OLG

¢ Standardbred race horse owner

2. Jim Lawson CEO, Woodbine Entertainment Group Premier Thoroughbred Racetracks

3. Jessica Buckley CEO, Woodbine Mohawk Park Premier Standardbred Racetracks

4. lan Fleming General Manager, Clinton Raceway Grassroots Standardbred Racetracks

5. Bruce Barbour Executive Director, Flamboro Downs and Georgian Downs  Signature Standardbred Racetracks

6. Jim Thibert CEO, Fort Erie Live Racing Consortium Signature Thoroughbred Racetracks

7. Bob Broadstock President, Quarter Racing Owners of Ontario Inc. (QROOI)  Quarter horse Horse people

8.  Sue Leslie President, Horsemen'’s Benevolent and Protective Thoroughbred Horse people
Association (HBPA) of Ontario

9.  Bill O'Donnell President, Central Ontario Standardbred Association Standardbred Horse people

(COSA)

10. Walter Parkinson
(SBOA)

President, Standardbred Breeders of Ontario Association

Standardbred Breeders

11. David Anderson Anderson Farms

Thoroughbred Breeders




Figure 5: Change in Responsibility for the Horse Racing Industry, 2015/16-2019/20

Prepared by the Office of the Auditor General of Ontario

Industry regulation, licensing
and licensing appeals

Ontario Racing
Commission

Alcohol and Gaming Commission of Ontario

Marketing, performance metrics

Various industry

Ontario Lottery and Gaming Corporation

and responsible gambling associations*
Purse and Operational Support | Ontario Racing | Ontario Lottery and Gaming Corporation Ontario Racing
for Racetracks Commission

Horse Improvement Program —

Canadian Thoroughbred Horse Society

Ontario Racing

Thoroughbreds

Horse Improvement Program — | Ontario Racing | Ontario Racing
Standardbreds Commission

Horse Improvement Program — | Ontario Racing | Ontario Racing
Quarter horses Commission

Government agency, crown corporation or regulatory agency

Private industry association

* Includes associations such as the Canadian Thoroughbred Horsepersons Society, Standardbred Canada and Standardbred Breeders of Ontario.

Ontario Racing Commission was responsible
for horse racing industry regulation, licensing
and licensing appeals. Starting April 1, 2016,
the Alcohol and Gaming Commission of
Ontario took over the industry regulation

and licensing responsibilities and the Licence
Appeal Tribunal became responsible for

licensing appeals.

Horse Improvement Programs. Before

April 1, 2016, the Ontario Racing Commission
administered the Horse Improvement Pro-
grams for Standardbred and Quarter horses
and delegated the responsibilities for admin-
istering the Thoroughbred Horse Improve-
ment Program to the Canadian Thoroughbred
Horse Society (a private industry associa-
tion). Starting in April 2016, Ontario Racing
assumed the administration of the Quarter
horse and Standardbred Horse Improvement
Programs, and the Canadian Thoroughbred
Horse Society continued to be responsible for
the Thoroughbred Horse Improvement Pro-
gram. Starting April 1, 2019, Ontario Racing
also assumed responsibility for all horse

improvement programes.

Marketing, performance metrics and
responsible gambling. Before April 1, 2016,
various industry associations were respon-
sible for marketing and performance metrics
for the horse racing industry. Starting

April 1, 2016, the Ontario Lottery and Gam-

ing Corporation became responsible for mar-

keting, performance metrics and responsible

age itself.

gambling for the horse racing industry.
Purse and operational support. Before
April 1, 2016, the Ontario Racing Commission
administered the Horse Racing Partnership
Funding Program. Starting April 1, 2016, the
Ontario Lottery and Gaming Corporation

has administered funding to racetracks. With
the end of the Horse Racing Partnership
Funding Program, and the start of the new
19-year, long-term funding agreement on
April 1, 2019, Ontario Racing became respon-
sible for administering purse and operational
support to racetracks. Ontario Racing was
expected to represent the interests of all key
stakeholders and allow the industry to man-




In its final report in October 2013, the Horse Racing
Transition Panel included a recommendation that
an alliance of willing tracks formed to collectively
set race dates and purses would be beneficial for
industry self-sustainability. On January 14, 2014, a
group of racetracks entered into an alliance of Stan-
dardbred racetracks known as the Standardbred
Alliance. The alliance racetracks included Wood-
bine, Mohawk, Clinton, Grand River, Flamboro
Downs, Georgian Downs, Hanover and Western
Fair. Rideau-Carleton joined in October 2017.

These racetracks entered into a revenue-sharing
agreement. All wagering income was shared based
on each racetrack’s share of live, on-track wagering
revenues. The alliance chose the Woodbine Enter-
tainment Group (Woodbine) to operate wagering
for all alliance tracks by collecting all wagers on
behalf of the member tracks and redistributing
their shares to them.

Woodbine agreed to incur racing and wagering
costs for all alliance tracks; for completing and
submitting race date applications; race secretary
duties related to scheduling races; accepting horse
entries; and drawing post positions (i.e. selecting
the gate from which each horse starts the race);
processing purse payments; and on-track wagering
related costs.

Woodbine also guaranteed purse funding for all
alliance racetracks, if the government funding of
purses and the track’s wagering commission was
not sufficient to support purses. Woodbine told us
it has supported these tracks in order to maintain a
reasonable supply of horses in the province and to
increase provincial wagering. In 2018/19, Wood-
bine covered about $10 million in purse shortfalls
to other alliance racetracks using the provincial
funds Woodbine receives for purses.

Our audit objective was to assess whether provincial

funding provided to the horse racing industry is:
achieving the communicated public policy
objective of helping the industry become self-
sustainable through growth in marketplace
revenue; and
being administered with clear accountability
provisions to ensure that intended recipients
within the industry receive and use provincial
funding for the purposes intended in accord-
ance with agreements.

In planning for our work, we identified the audit
criteria (see Appendix 7) we would use to address
our audit objective. These criteria were established
based on a review of applicable agreements, and
best practices. Senior management at the Ministry
of Finance and OLG reviewed and agreed with the
suitability of our objectives and associated criteria.

We conducted our audit between Decem-
ber 2018 and August 2019. We obtained written
representation from management at the Ministry of
Finance and the Ontario Lottery and Gaming Cor-
poration that, effective November 12, 2019, they
had provided us with all the information they were
aware of that could significantly affect the findings
or the conclusion of this report.

Our audit work was conducted mainly at the
Ontario Lottery and Gaming Corporation (OLG)
and the Woodbine Entertainment Group (Wood-
bine), which owns and operates the only two pre-
miere racetracks in Ontario (Woodbine Racetrack
and Mohawk Racetrack) and received about 60% of
government funding over the last five years under
the Horse Racing Partnership Funding Program.

We focused on three key areas of the horse
racing industry: growth and sustainment of the
industry, allocation of government funding, and use
of government funding. Our work included:
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¢ Interviewing senior management and staff
at OLG, Ministry of Finance and Woodbine,
including Ontario Racing Management;

© Reviewing applicable agreements, policies

and procedures;
© Reviewing reports provided by racetracks to
OLG to assess the use of funding;

® Visiting Woodbine to assess the use of govern-
ment funding by Woodbine tracks through
detailed testing of supporting documents;

© Reviewing Woodbine’s anti-money laun-

dering controls; and

® Visiting three other racetracks (Fort Erie,

Flamboro Downs and Grand River) to review
their operating costs.

We also contacted the Ontario Ministry of
Agriculture, Food and Rural Affairs to obtain infor-
mation on the history of funding for the industry
including the Horse Improvement Program. We
met with the Alcohol and Gaming Commission of
Ontario (AGCO) to gather information on the over-
sight of government funding and regulation of the
horse racing industry.

We met with key stakeholder groups repre-
senting horse people. These groups include the
Canadian Thoroughbred Horse Society (repre-
senting Thoroughbred breeders), the Standardbred
Breeders of Ontario Association, the Central
Ontario Standardbred Association (representing
Standardbred horse people), and the Ontario
Harness Horse Association (also representing Stan-
dardbred horse people).

We contacted the Canadian Pari-Mutuel Agency
to discuss oversight over horse racing wagering, and
we contacted the Financial Transactions and Reports
Analysis Centre of Canada (FINTRAC) to discuss
potential risks of money laundering in the industry.

Disclosure Limitation
As part of our report, we wanted to provide mem-
bers of the Legislature with information about the
net financial position (revenues less expenses)
for 2018/19 for each racetrack, with and without

government support, to present more complete
and transparent information about racetrack sus-
tainability. However, to disclose this information
for racetracks owned and operated by Woodbine
Entertainment Group (Woodbine), we required the
written consent of Woodbine under section 10.6 of
the provincially negotiated funding agreement for
the Horse Racing Partnership Funding Program.
Woodbine did not provide its consent. According
to Woodbine, its financial statements are prepared
on the understanding that they are for limited
distribution. As Woodbine accounts for about 90%
of wagering income and over 70% of purses, pre-
senting information without including Woodbine
would not be informative.

4.0 Detailed Audit

Observations

4.1 Self-Sustainment of Horse
Racing Through Marketplace
Revenues

4.1.1 Ontario Has More Tracks Per Capita
than Comparable Jurisdictions

Ontario currently has 15 racetracks across the
province—two that race Thoroughbred horses, 12
that race Standardbred horses, and one that races
Quarter horses. When we compared the number
of racetracks to a sample of U.S. states and other
Canadian provinces as shown in Appendix 8, we
noted that each racetrack in Ontario serves fewer
people than racetracks in the states of California,
Florida, New York, Pennsylvania and Ohio. For
example, Ontario has nine more racetracks than
Pennsylvania, and six more than Florida, which has
a 46% higher population than Ontario.

Also, despite the smaller number of racetracks
in Pennsylvania, the total number of race days is
similar to those in Ontario. However, race days are
divided among many more tracks in Ontario then
Pennsylvania. On average, Ontario has 61 race days



per track while Pennsylvania has 151 race days per
track. In fact, the number of approved race days for
seven Ontario racetracks range from 11 to 25 days
per year, as shown in Appendix 3.

A horse race is run somewhere in Ontario 363 days
of the year. However, when we analyzed the num-
ber of racetracks operating on a single day by type
of horse race, we noted that on most days, only one
or two racetracks are scheduled to hold races. For
example, for the 12 racetracks that race only Stan-
dardbred horses, we noted that only one or two
were scheduled to hold races on the same day on
almost 300 (83%) of race days in 2019.In addition,
the highest number of Standardbred racetracks
scheduled to run races on the same day was five
of the 12 tracks. This occurred on only 15 days
in 2019 (4% of the year’s race days). For all types
of horse racing, the highest number of racetracks
scheduled to be open on a single day in 2019 is
seven of the 15 tracks. Currently, seven racetracks
have races one day a week, and two others are
opened in the summer months only. This shows
that Ontario can support a similar number of races
with fewer racetracks.

Three of the four horse people associations
we met with were in favour of consolidating
racetracks in Ontario. They believe that with
fewer tracks, horses will be re-allocated between
fewer tracks, which would increase the number
of horses running in any race. According to these
associations, the number of horses per race, or
field size, has a positive impact on wagering. Even
if the number of tracks decrease, they believe that
wagering revenue would increase. However, one
stakeholder mentioned that without rural tracks,
the horse supply in Ontario would likely decrease,
as the industry would become less attractive to
rural horse owners if they have to travel long dis-
tances to race their horses.

A government study recommended that the

horse racing industry become self-sustaining. In
February 2012, the Drummond Report stated that
“Ontario’s approach [of sharing slot revenues with
racetracks] is unsustainable and it is time for the
[horse-racing] industry to rationalize its presence in
the gaming marketplace so that the industry is more
appropriately sustained by the wagering revenues

it generates.” The report characterized sharing slot
machine revenue as a subsidy to the horse racing
industry. The Drummond Report also recommended
allowing slots-only gaming facilities “at sites that are
not co-located with horse racing venues.”

As stated in our 2014 special report on the
Ontario Lottery and Gaming Corporation’s Mod-
ernization Plan, the government was fully aware
in March 2012 that its decision to end the Slots at
Racetracks Program would have a significant impact
on the horse racing industry in Ontario, and would
force it to downsize to a level that could be sus-
tained solely by the revenues that horse racing could
generate on its own. The government had sufficient
information to know that without government
funding, the number of racetracks could be reduced
from 17 to as few as six. This would mean fewer race
dates, less breeding, less employment and fewer
economic benefits for the agricultural industry.

In June 2012, the province announced $50 mil-
lion in transition funding over three years to “help
the horse racing industry transition from the Slots at
Racetracks Program to a more sustainable, self-suf-
ficient model.” The Minister of Finance at the time,
clarified that the $50 million in transition funding
was to help “the industry move toward greater
self-sufficiency without government support.” In
addition to the transition funding, Employment
Ontario was expected to help displaced workers in
the industry to train for and find new jobs.

Similarly, the purpose of the five-year Horse
Racing Partnership Funding Program, which ran
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from 2014/15 to 2018/19, was to provide funding
to allow racetracks to become more self-sustainable
through the growth of marketplace revenues.

With the new 19-year, long-term funding
agreement, effective April 1, 2019, the objective of
government funding shifted from transitioning the
industry towards self-sustainment to sustaining the
industry. The objective of the long-term funding
agreement, is to promote the sustainability of horse
racing in Ontario by providing a stable, long-term
source of funding for the horse racing sector. The
agreement was expected to provide greater cer-
tainty and confidence to the horse racing industry,
enabling long-term decisions about breeding and
racing programs. The submission also states that
funding demonstrates a commitment to rural
Ontario, including dedicated support for local race-
tracks and for people behind Ontario-bred horses.

4.1.4 Without Government Funding
Racetracks Would Not Be Sustainable

Wagering revenue is the largest income stream
for the horse racing industry. A successful and
self-sustaining industry should be able to generate
sufficient income to fund purses and cover race-
track operating costs. Similar views were expressed
by the Horse Racing Industry Transition Panel

in August 2012 when it proposed a stronger link
between racing product—the horse races—and
consumer demand shown in wagering. The panel
suggested that the size of purses and the number
of race dates should be determined by the amount
of wagering revenue. According to the panel, for

greater self-sustainability, racing opportunities
should increase or decrease in response to con-
sumer demand.

The Alcohol and Gaming Commission of
Ontario (AGCO) and the Ontario Lottery and Gam-
ing Corporation (OLG) agree that for a self-sustain-
ing horse racing industry, purse amounts should be
reflected in wagering income. They stated that the
health of the industry can be judged by the percent-
age of purses funded by wagering income.

However, as seen in Figure 6, a significant por-
tion of purses is funded by government support.
Between 2014/15 and 2018/19, about 60% of
purses were funded by the government.

In Ontario, the government provides purse fund-
ing to racetracks without any direct link to wager-
ing revenues or income.

Without government support for purses or
operations, few racetracks can cover their expenses.
The racetracks that can cover expenses are primar-
ily those that receive lease revenue from OLG or
private gaming operators for hosting slot machines.
Without government support, most racetracks
would either close or significantly reduce the num-
ber of race days and the size of purses.

One stakeholder noted that there are few horse
racing jurisdictions in North America that do not
receive some government support. Based on the
jurisdictions we researched, only California’s
industry is being sustained without some sort of
government support or other gaming revenue.
Another stakeholder felt that for Ontario’s industry
to become self-sustaining, it would need to increase
wagering and/or create new betting products.

Figure 6: Percentage of Purses (Prizes to Horse Owners) Funded by the Government, 2014/15-2018/19

Source of data: Ontario Lottery and Gaming Corporation and Ministry of Agriculutre, Food and Rural Affairs

Government Government

Total Purses Paid Funding for Purses Funding for Purses

($ million) ($ million) (%)

2014/15 1370 80.3 59
2015/16 138.9 81.7 59
2016/17 136.4 80.1 59
2017/18 131.3 81.5 62
2018/19 142.3 84.8 60




4.1.5 Although the Level of Wagering has
Stayed Relatively Constant in the Last
10 Years, Commissions from Wagering
have Declined

Income from wagering is down because Ontar-
ians, and Canadians in other provinces, are not
wagering on Ontario horse races as much as they
used to. As seen in Figure 7, over the last 10 years,
from 2008/09 to 2018/19, Ontarians’ wagering on
Ontario races and non-Ontario races has decreased
by 44% and 15% respectively. Wagering by other
Canadians on Ontario races has also decreased by
48%. In contrast, over the same period, foreign
wagering on Ontario races has seen a significant
increase of 108%. According to some stakeholders,
this increase is due to the advertising of Ontario
races in the U.S., and foreign exchange rates. How-
ever, since commissions are significantly lower on
foreign wagering, overall wagering commissions
have not increased. For foreign wagering, the only
income Ontario racetracks generate is the small fee
(about 3%) that they charge the foreign racetracks
to allow them to bet on Ontario races. It should also
be noted that the number of race days also declined

Provincial Support to Sustain the Horse Racing Industry

by 42% over the same 10-year period, as previously
shown in Figure 2.

The portion of wagering dollars retained by
Ontario racetracks is significantly different for
wagering by Ontario bettors, versus wagering by bet-
tors outside of Ontario. For wagering by Ontario bet-
tors on Ontario races, racetracks retain about 13% as
commissions, after taxes and regulatory payments.
For wagering by Ontario bettors on non-Ontario
races, the commission is reduced to about 10%, after
3% is provided to foreign racetracks to be able to
bet on foreign races. For foreign wagering, Ontario
racetracks only receive about 3% in commission
from the racetrack that took the bet outside Ontario.
Across the North American horse racing industry, it
is common practice for racetracks that take bets on
races occurring in other jurisdictions to pay the track
where the race is held a 3% commission.

4.1.6 Provincial Funding for the Horse
Racing Industry Guaranteed for 19 Years
with No Effective Out Clause

One of the key objectives of the new long-term
agreement is to reduce reliance on government

Figure 7: Wagering Customers at Ontario Tracks, How They Place Bets, and Effects on Wagering Commissions,

Comparison of 2008/09-2018/19

Prepared by the Office of the Auditor General of Ontario using data from Ontario Racing

Gross Wagering Gross
Wagering

Retained by

Ontario Tracks 2008/09

Gross Gross
Wagering Gross Wagering  Wagering

Wagering
Commission

2018/19 10-Year Change 10-Year 10-Year Change

(%)t ($ million) ($ million) ($ million) Change ($ million)

A, % of Gross B C D,C-B (%) HEY
Ontario customers wagering 13 404 226 (178) (44) (23)
on Ontario tracks
Ontario customers wagering 10 715 606 (109) (15) (11)
on non-Ontario tracks?
Canadian customers from 3 128 66 (62) (48) (2)
outside Ontario wagering on
Ontario tracks
Foreign customers wagering 3 338 703 365 108 11
on Ontario tracks
Net Change 1,585 1,601 16 1 (25)

1. Industry estimates for each type of wagering according to Woodbine Entertainment Group.
2. Alicence is required from the Canada Pari-Mutuel Agency to take bets on races outside Ontario. The licensee must be operating a racetrack in Ontario.

Woodbine Entertainment Group is the only such licensee in Ontario.
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funding. However, with 19 years of guaranteed
funding until the end of fiscal 2037/38, it is dif-
ficult to see how the new agreement will reduce the
industry’s reliance on provincial support. Further-
more, although some funding reductions are likely
during the term of the agreement, such a long-term
agreement locks in future governments that could
have different priorities.

The new long-term funding agreement does
not include any clauses to enable the province to
terminate the agreement without cause. The agree-
ment has an initial term of seven years, and two
additional renewal terms of six years each, for a total
of 19 years. The additional terms are automatically
renewed, as long as the racetracks have races on their
approved race days each year. In the event that a race
cannot be held on an approved date (for example,
due to bad weather) the racetrack can reschedule the
race or increase the purses for races on other days.
The agreement does not include clauses to end the
contract after the first or second term.

The province can cancel the agreement if certain
events or defaults occur. Examples of such events
include: if any of the three major parties to the
agreement (Ontario Racing, Woodbine Entertain-

ment Group and its subsidiary Ontario Racing
Management) become insolvent; if the parties mis-
represent information to OLG that has a material
adverse effect; or if the parties, or their respective
directors or senior officers, are convicted of a crim-
inal or regulatory offence that has material adverse
effects. Other reasons for default are included in
Section 4.5.1.

The 19-year agreement provides guaranteed
funding, and does not provide OLG a way to termin-
ate the agreement at its discretion. We understand
that OLG discussed potential termination clauses,
but the industry was strongly against it because they
wanted certainty over the term of the agreement.

The 19-year term was chosen because it aligns
with the contracts that OLG has with service pro-
viders who operate provincial casinos. OLG was
directed to integrate gaming with horse racing, and
the Ministry of Finance believed that the term of
the agreement should be similar. However, these
two agreements are different because private casino
operators generate significant revenues for the
province, while horse racing cannot cover its own
operating costs without the financial support of the
province, as shown in Figure 8.

Figure 8: Ontario’s Racetracks’ Ability to Sustain Purses and Operations Through Wagering Commissions and
Other Revenues, with and without Government Support, 2018/19

Source of data: Ontario Lottery and Gaming Corporation and the Woodbine Entertainment Group

Horse Racing-Related Revenues

Wagering Commissions (net of taxes) 1273
Other Revenue 75.4
Total 202.7
Disbursement Needs

Eligible Racetrack Expenses 229.9
Total Purses Paid 142.2
Total 372.1
Net Position of Racetracks - without Government Support and Lease Revenue (169.4)
Government Support and Lease Revenue

Lease Revenue 141.5
Purse 84.8
Operating 9.6
Total 235.9
Net Position of Racetracks - with Government Support and Lease Revenue 66.5




We confirmed with OLG that total annual
funding under the 19-year agreement will not
be reduced if a racetrack closes down. Instead,
the money would be redistributed amongst the
remaining racetracks because funding is not tied
to the number of racetracks. Although the contract
includes provisions for certain reductions in fund-
ing (discussed in detail in Section 4.1.8), based on
the most likely scenario over the 19-year period,
total funding is likely to reach $1.4 billion.

OLG is currently conducting a study on the
economic impact, including jobs created by each
racetrack, as well as the overall impact of the horse
racing industry on Ontario’s economy. The study is
expected to be completed by March 31, 2020.

We noted that the justification in 2018 that
secured funding for the industry for 19 years did
not discuss the number of jobs being impacted or
the economic activity generated by the horse racing
industry, despite the emphasis on sustainability.
We would have expected the province to have con-
ducted an economic impact study before finalizing
both the five-year funding agreement for $100 mil-
lion a year, which took effect April 1, 2014, and the
latest 19-year agreement for $120 million a year
initially, which took effect April 1, 2019.

OLG told us that it had not conducted an eco-
nomic impact study earlier because it did not have
the internal capacity to do so. The Horse Racing
Division at OLG was formed in 2016 with four staff.
It had 10 staff by March 2019.

In the new 19-year funding agreement effective
April 2019, the government included provisions
to reduce the level of funding. Funding could be
decreased if there were increases in wagering rev-
enue across the horse racing sector, and increases

in leasing revenue to the Woodbine Entertainment
Group (Woodbine) resulting from the expansion
of its casino area. We expect leasing revenues from
Woodbine’s two racetracks to contribute to a reduc-
tion in government funding under the agreement.
This reduction is expected to reach a maximum

of $51.4 million per year starting in 2023/24.

The Ministry of Finance noted that Woodbine is
projected to become self-sustaining, however,
total funding for tracks aside from Woodbine and
Mohawk were not expected to decrease. The fund-
ing reduction provisions are as follows:

Funding reduction due to wagering in
Ontario—For any funding year, if the total amount
of revenues from wagering in Ontario is greater
than $1.2 billion, then the amount of the payment
to racetracks for the following year would be
reduced by 5% of wagering revenues in excess of
$1.2 billion. For example, if the gross wagering in
Ontario reaches $1.4 billion, the amount of govern-
ment funding would be reduced by $10 million
($200M x 5%) in the following year. This funding
clawback is highly unlikely, as wagering from
Ontarians on races in any jurisdiction has been
declining. As of 2018/19, it was only $833 million
(see Figure 9). Before any clawback occurs, the
Ontario wagering would need to increase by 44%.

Funding reduction due to wagering outside
Ontario—Similarly, for customers wagering on
Ontario races from outside of Ontario, for any
funding year, if the total amount of revenues from
wagering on Ontario races from outside Ontario is
greater than $1 billion, then payments to racetracks
for the following year would be reduced by 1.5%
of wagering revenues in excess of $1 billion. For
example, if the gross wagering on Ontario races
from outside of Ontario reaches $1.2 billion, the
amount of government funding would be reduced
by $3 million ($200M x 1.5%) in the following year.
This funding clawback is also unlikely to happen, as
wagering on Ontario races by non-Ontarians was
only $768 million in 2018/19 (see Figure 9). Before
any clawback occurs, the non-Ontario wagering on
Ontario races would need to increase by 30%.




Figure 9: Trend in Wagering ($ million)

Source of data: Ontario Racing

$1,800 -
1,601
$1.600 - D985 60 1524 1552 152 1502 108 1987
1393 1,433
$1,400
$12004 L1194 069
1,028 993 ore
$1,000 839 846 868 882 855 833
$800 -
768
$600 675 703 732
611
$400 - 559 553 987
466 453 495 . o .
Total wagering resulting in commissions
$200 - Wagering In Ontario (on races in and outside Ontario)
Wagering outside Ontario on Ontario races
$0 T T T T T T T T T T 1

2008/09 2009/10 2010/11 2011712 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19

Fl’lrther‘ful}ding reductions to the long-term . OLG RESPONSE
funding exist if OLG chooses not to accept the
industry’s proposals for capital improvements The Ontario Lottery and Gaming Corporation
and the horse improvement program beyond the (OLG) agrees with the recommendation and
2025/26 fiscal year. The potential annual reduction recognizes the importance of reducing the horse

in these areas is $16 million.

RECOMMENDATION 1

In order to reduce the horse racing industry’s

racing industry’s reliance on government fund-
ing. OLG recently launched a comprehensive
study to quantify the economic impact of the
Ontario horse racing sector. The objective of the
. . study is to establish a credible baseline that can
reliance on government funding and become . )
. . be relied upon by industry members to engage
self-sustaining, we recommend that the Ministry . . . . . ]
) ) ) in fact-based discussions that drive sustainabil-
of Finance and the Ontario Lottery and Gaming . )

ity. The study is currently scheduled for comple-
tion by the end of the 2019/20 fiscal year.

OLG will use inputs from this study to work

Corporation:
complete its impact study of the horse racing

industry on Ontario’s economy; i ) i i
with the industry body, Horse Racing Ontario
based on the results of the study, construct ] ) ]
. (Ontario Racing), to develop an overarching
a long-term plan toward self-sustainment of . .
. . long-term industry plan for enhanced stabil-
horse racing through wagering revenues and ) . e
. ity and sustainability. Based on the results of
other options; and ] . o
. . the study and this plan, OLG will determine if
consider revisiting the latest agreement .
there are amendments to the long-term funding
based on the results of the study. .

agreement that could be explored with the other

counterparties to the agreement and seek neces-
sary approvals from the Minister of Finance.



. MINISTRY RESPONSE

The Ministry of Finance will work with OLG

to assess the outcome of the economic impact
study and determine if there are amendments
to the long-term funding agreement that could
be explored.

Over the last two fiscal years (2017/18 and
2018/19), the Ontario Lottery and Gaming Corpor-
ation (OLG) audited seven racetracks (Hiawatha,
Rideau-Carleton, Flamboro, Georgian, Fort Erie,
Grand River and Ajax) to assess their compliance
with the five-year Horse Racing Partnership Fund-
ing Agreement. The areas reviewed included: use
of government funding for operations and purses,
financial reporting, governance obligations, insur-
ance coverage and public-sector salary disclosure.
The issues in these audits noted below include:
One racetrack took $12,000 from the purse
account surplus to reimburse itself for a previ-
ous year’s purse funding shortage instead of
carrying the amount forward for the follow-
ing year, as required under the agreement
for the Horse Racing Partnership Funding
Program.
One racetrack had its financial statements
reviewed by an external accountant rather
than audited, as required by the funding
agreement. In addition, it did not disclose
significant accounting adjustments to OLG
that were made after its initial submission. The
funding agreement required that information
submitted to OLG should be updated in the
event of material change.
Two racetracks did not deposit government
funding received for operational support in a
separate, interest-bearing account.

Four racetracks’ liability insurance policies did
not meet transfer payment agreement require-
ments; for example, policies for one of the
racetracks did not have minimum coverage of
$2 million for third-party bodily injuries.

Four racetracks lacked documented govern-
ance policies and procedures (such as code of
conduct, prudent management of funds and
risk management).

OLG requested that these racetracks submit
action plans to address the exceptions noted during
the audits and followed up to ensure corrective
action had been taken.

OLG requires racetracks to submit unaudited infor-
mation to monitor compliance with the terms of the
Horse Race Funding Partnership Funding Agreement.

OLG relies mainly on self-reported informa-
tion to assess whether the racetracks have used
government funding according to the terms of the
agreement. OLG gets audited financial statements
from racetracks a few months after receiving the
self-reported information, but much of the informa-
tion OLG requires for monitoring purposes cannot
be tied directly to the audited financial statements.
We noted differences between the audited financial
statements, and the information reported to OLG
for two racetracks with the same year-end as OLG’s
reporting cycle.

With respect to the discrepancies noted, OLG
informed us that it validates gross wagering
amounts reported with information obtained from
the Canadian Pari-Mutuel Agency, a federal agency
that oversees horse racing wagering. However, OLG
staff told us they do not verify expenses reported by
racetracks and the amount of purses paid because
the funding agreement does not explicitly require
it. OLG also advised us that some racetracks have a
different year-end, which makes it difficult to com-
pare financial information.
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We also noted a situation where salary expenses
reported by a racetrack exceeded total racing
expenses reported. This implies that either total
racing expenses are understated or that salary
expenses include salaries of persons in ancillary
operations that are not part of horse racing oper-
ations. Another racetrack we visited told us that
salary expenses included staffing costs for all oper-
ations, in addition to racing. OLG had never followed
up with the racetracks to question the anomaly.

Based on our review of the racetracks’ audited
financial statements, we identified two tracks that
made substantial donations to external parties.

Ajax Downs made a $4.8 million donation to
a charitable foundation. The racetrack oper-
ator told us that this was done to increase its
corporate profile. It stated that this funding
was received from a related party as a loan,
which is expected to be paid back in full. This
racetrack received $4.1 million in government
support for purses and operations in 2018/19
and will receive $5.1 million in 2019/20.
Clinton Raceway made a $150,000 donation
to help the municipality build a splash pad

at a nearby park. This raceway received
$151,000 in government support for purses
in 2018/19 and will receive $944,000 in
2019/20 for purse support and capital
improvements.

In another instance, a racetrack paid $250,000
in severance, negotiated directly with the board of
directors, to a retiring senior staff member.

It is unclear why OLG is allowing racetracks that
receive government support to make such large
donations and other discretionary payments.

Under the new long-term funding agreement,
OLG can conduct audits and inspections of the race-
tracks, Ontario Racing and Ontario Racing Man-
agement. In addition, Ontario Racing is responsible
for ensuring the proper use of provincial funding
by racetracks, in accordance with the terms of the
agreement and the approved annual business plans.
If any misuse of funds is discovered by Ontario
Racing or OLG (through audits or inspections),

Ontario Racing is required to repay or have race-
tracks repay the funds to OLG.

Based on our sample testing of the Horse Racing
Partnership Funding Program which ended on
March 31, 2019, we confirmed that provincial fund-
ing provided for purses was spent on purses, and
that the provincial tax break to the industry of 6.9%
was shared with specific industry parties in the cor-
rect amounts as intended by the program.

RECOMMENDATION 2

In order to effectively monitor funding agree-
ments with the horse racing industry, we rec-
ommend that the Ontario Lottery and Gaming
Corporation:
have racetracks submit audited financial
statements with segmented information for
horse racing operations;
investigate significant differences or unusual
items; and
restrict racetracks from making large discre-
tionary payments, such as donations or large
severance payments.

[ oLc REsPoNSE

OLG will determine if there are amendments to
the long-term funding agreement that are neces-
sary with respect to having racetracks submit
audited financial statements with segmented
information for horse racing operations and
restricting racetracks from making large discre-
tionary payments, such as donations or large
severance payments. Any amendments to the
long-term funding agreement will require agree-
ment by the other counterparties to the agree-
ment, and approval by the Minister of Finance.
In addition, OLG agrees to investigate significant
differences or unusual items in reporting.



In 2015, the Minister of Finance instructed OLG to
create a new line of business within the organization
that focused on integrating horse racing activities
into Ontario’s gaming strategy. As a result, the horse
racing division was created to:
create effective stakeholder relationships
to support the needs of the horse racing
industry;
contribute to the efficient and effective man-
agement of funding through performance
measurements;
develop a strong brand and marketing strat-
egy with the industry; and
share expertise to help the industry adopt its
own Responsible Gambling Program.

OLG established a framework that focuses on
the sustainability of the horse racing industry. The
framework includes 11 key performance indicators
to help monitor progress toward a more sustain-
able future.

As seen in Figure 10, data is reported for only
five indicators. The remaining six are expected
to be implemented by March 2020. Data related
to the performance indicators is collected and
reported quarterly on OLG’s website. According
to OLG, the five indicators for which reliable data
could be obtained were implemented. The remain-
ing indicators will be reported when data becomes
available from reports by racetracks under the
new long-term funding agreement, as well as the
economic impact study being conducted by OLG at
the time of our audit.

As part of its marketing strategy, OLG created a
new horse racing brand under the Ontario Racing
(OR) name. The OR brand was created in 2015
in consultation with the industry association,
and launched in 2016. OR’s marketing campaigns
identify Ontario Racing as endorsed by OLG. This
provides recognition and authenticity to OR adver-
tising through brand association with OLG.

OLG measures the effectiveness of its adver-
tising campaigns for specified target audiences
through a third-party researcher. Based on the
findings from the researcher, awareness of horse
racing by the Ontario adult population has grown
from 13% in 2016 to 22% in 2018. At the time of
our audit, OLG had not set a target for the level of
awareness it wanted to achieve.

Since 2016, OLG has created two horse-themed
slot games that were released through OLG’s iGam-
ing website, PlayOLG. These games generated over
65,000-page views on a website that also hosted
messaging about horse racing in Ontario and links
to an online horse-betting site. In addition, OLG
created and released two horse racing—-themed
instant lottery games, which sold a total of 3.9 mil-
lion tickets. OLG’s goal was to increase awareness
and consideration of horse racing as a gaming
option by creating new horse-themed products.

However, despite OLG’s awareness campaign
whose ultimate goal is to increase wagering revenue
to help the industry become self-sustaining, wager-
ing on horse racing by people in Ontario continues
to decline. OLG has no data to assess whether the
marketing initiatives generated increased wagering
revenue for the industry overall.

The racetracks we visited confirmed that OLG
runs marketing campaigns to attract customers to
horse racing. However, none of them could say if
OLG’s marketing has had any impact on attendance
or wagering at their tracks. For its 2019/20 market-
ing plan, OLG aims to continue to build awareness
of horse racing via advertising on multiple media
channels, event sponsorship, and supporting the
broadcast of premier Canadian races.
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RECOMMENDATION 3

In order to further support the horse racing
industry to become self-sustainable, we recom-
mend that the Ontario Lottery and Gaming
Corporation:
assess the impact of its marketing campaign
in attracting customers to horse racing; and
work with the industry to bring in new direct
revenue streams and to increase wagering
revenues.

[ oLc ResPoNSE

OLG agrees with the recommendation and will
work with third-party researchers to improve
metrics that assess the impact of marketing cam-
paigns, including in respect of attracting new
customers and attendance. OLG will also work
with the industry body, Ontario Racing, to sup-
port new industry driven revenue opportunities
identified within Ontario Racing Business Plans,
without increasing direct or indirect govern-
ment funding.

Over the past five fiscal years, AGCO has conducted
limited accountability reviews and governance
audits of racetracks in Ontario. An accountability
review looks at compliance with terms and condi-
tions contained in the licence to operate a racetrack.
A governance audit looks at the overall effectiveness
of the racetrack’s governance structure (such as, the
composition and role of the board and conflict of
interest policies) and processes and controls related
to revenues, expenditures, cash management and
financial reporting cycles. The commission told us it
only performs audits or investigations in response to
allegations made against a racetrack.

Over the last five years, AGCO has conducted
accountability reviews on five of the 15 racetracks

(Ajax, Dresden, Flamboro, Lakeshore and Wood-
bine). Four reviews were completed in 2015 and
the last review was completed in 2017. AGCO also
conducted governance audits on two racetracks
(Hanover and Woodbine). The audit of Hanover
noted deficiencies with governance, including an
undeclared conflict of interest incident by manage-
ment, and poor controls over food and beverage
sales, and other expenditures. At the time of our
audit, AGCO had not followed up to confirm cor-
rective action was taken. The Woodbine audit
followed up on conditions placed on their operat-
ing licence in 2014 that resulted from governance
issues identified in an earlier audit. The follow-up
audit found that Woodbine had made progress

in strengthening its governance framework, but
noted that improvements were required in their
anti-money laundering and risk-management poli-
cies. AGCO was satisfied that Woodbine had taken
adequate action to address the concerns.

RECOMMENDATION 4

In order to provide comprehensive and efficient
oversight of the racing industry, we recom-
mend that Alcohol and Gaming Commission of
Ontario (AGCO):
conduct proactive oversight on racetracks on
a regular basis; and
follow up on deficiencies noted during audits
or investigations to ensure corrective action
has been taken.

[ Acco RespoNsE

The AGCO agrees with the need for both
proactive and reactive regulatory oversight of
Ontario’s racetracks. AGCO staff are present
at all racetrack sites when racing occurs to
verify that the rules of racing are followed; for
example, racing participants are licensed and
race horses are assessed for fitness by official
veterinarians.

However, given the various sectors the
AGCO is responsible for (that is, alcohol,



688

gaming, cannabis and horse racing) and finite
resources, it is important for the AGCO to pri-
oritize compliance activities, such as account-
ability reviews and governance audits, based on
risk across all sectors. While resources remain
finite, the AGCO will continue to improve its
deployment moving forward to help ensure
efficient and effective regulatory compliance
across all sectors.

The AGCO’s 2020/21 Audit Plan includes
a review of Woodbine Entertainment Group
properties that will follow up on higher risk
areas and address many of the issues raised in
the report.

The funding for the 15 racetracks under the new
long-term funding agreement is expected to remain
consistent for the first two years until the end of the
2020/21 fiscal year. There is no guarantee that all
15 racetracks will be funded beyond 2021, as the
responsibility for deciding how funds are to be allo-
cated and to which tracks has transferred from the
province to the industry through Ontario Racing.

Some stakeholders we spoke with raised con-
cerns that Woodbine Entertainment Group (Wood-
bine) had too much influence over key decisions
made by Ontario Racing.

Woodbine is a significant player in the industry
as it owns and operates the two largest racetracks in
the province, and in 2018/19 generated about 90%
of the industry’s wagering revenue and paid out
over 70% of the purses paid in Ontario.

In addition, Woodbine operates all of Ontario’s
wagering (on-track, off-track and online), because
it holds the only wagering permit issued by the
Canadian Pari-Mutuel Agency in Ontario, as recom-
mended by the Horse Racing Industry Transition
Panel in 2013. Before 2013, each racetrack owned its
on-track and off-track wagering permit for the juris-

diction in which it operated. The wagering revenue
generated was under the control of that racetrack.

The 19-year, long-term funding agreement was
negotiated primarily between Woodbine and OLG,
and Woodbine was made the administrator for
Ontario Racing. In May 2018, a subsidiary of Wood-
bine (Ontario Racing Management) was contracted
to provide all management and operational services
on behalf of Ontario Racing. Key members of the
management team of Ontario Racing Management
are also employees of Woodbine.

Under the new long-term funding agreement,
the amount paid to Woodbine’s subsidiary to
administer the funding has almost doubled to
$3.4 million annually. Previously, the Ministry of
Finance was funding OLG $1.8 million annually to
administer and provide oversight over the Horse
Racing Partnership Funding Program. OLG told us
that the $3.4 million in administration costs was an
amount negotiated with Woodbine. According to
OLG, the additional funding was provided because
the role of the administrator had expanded. For
instance, the administrator now has to prepare an
annual business plan, a three-year strategic plan
and to perform racetrack office operations for all
racetracks in the province, such as setting race days,
processing purse payments, accepting wagers and
allocating revenue and costs to racetracks. Many
of these centralized functions were previously per-
formed by Woodbine on behalf of the Standardbred
Alliance tracks at Woodbine’s expense.

As well, Woodbine, along with OLG, Ontario
Racing, and Woodbine’s subsidiary (Ontario Racing
Management) are the only signatories to the new
19-year, long-term funding agreement. In addition,
key events that would constitute a default of the
agreement involve Woodbine. For example,

Woodbine ceases to be a member of Ontario
Racing;

Woodbine’s subsidiary (Ontario Racing
Management) ceases to be a wholly-owned
subsidiary of Woodbine; and

Woodbine’s subsidiary ceases to be respon-
sible for the management of Ontario Racing.



Woodbine has two of eleven seats on the Ontario
Racing Board. The Board is to be composed of
11 members (five racetrack representatives, five
horse people representatives, and one independent
chair). OLG told us that its intentions in structuring
the Ontario Racing Board was to create an industry
group with representation across all levels of race-
tracks and all breeds of racehorses.

Because the first two years of funding under
the new long-term funding agreement was deter-
mined by OLG, the Board has yet to make any sub-
stantive funding decisions. Therefore, it is difficult
to assess the Board’s effectiveness and whether all
parties to the horse racing industry continue to be
fairly represented.

While OLG and AGCO have a role in approving
annual business plans and race dates, the Ontario
Racing Board makes the substantive decisions.

One decision made by the Ontario Racing Board
was to transfer the administration of the Thorough-
bred Horse Improvement Program from the Can-
adian Thoroughbred Horse Society to Woodbine’s
subsidiary, Ontario Racing Management. The soci-
ety administered the horse improvement program
for over 20 years. According to a member of Ontario
Racing, the reason for transferring the program
was to bring all funding under Ontario Racing, and
to evaluate the best way to administer the Horse
Improvement Program to maximize the benefits of
the funding.

RECOMMENDATION 5

To ensure all parties to the horse racing industry
are fairly represented, we recommend that

the Ontario Lottery and Gaming Corporation
periodically review feedback from members

of Ontario Racing and the industry regarding
the composition of the Ontario Racing Board
and nominee selection processes, to assess the
ongoing effectiveness of the Board and take cor-
rective action if necessary.

[ oLc REsPoNSE

OLG agrees with the recommendation and will
review feedback from industry parties with
respect to being fairly represented, and will
work with Ontario Racing to take corrective
action if necessary.

For an industry that relies heavily on public funding
for its sustainability, there is little public informa-
tion available regarding its operations and financial
health. Specifically, there is no public reporting of
gross wagers collected and wagering commissions
by racetrack, how the provincial tax reduction on
wagering is shared between the various racetracks
and horse people, purses paid by racetracks,
revenue and expenses related to racing operations
separate from other operations, and key statistics
regarding people working in the industry. Only one
of the 15 racetracks (Fort Erie) make its financial
statements publicly available on its website.

In addition, under the new long-term funding
agreement, racetracks are no longer required to
publicly disclose the names and salaries of employ-
ees making over $100,000. This is because the new
agreement is a commercial agreement rather than
a transfer payment agreement and therefore, is not
subject to the Public Sector Salary Disclosure Act.

Under the Horse Racing Partnership Funding
Program which ended March 2019, the salaries
and names of racetrack employees making over
$100,000 were disclosed on OLG’s website by race-
track. We noted that 69 racetrack employees made
over $100,000 in 2018. Most of them (62 people or
90%) were Woodbine employees. The salaries of
three Woodbine employees exceeded $350,000. In
contrast, only five of the remaining 13 racetracks
had staff that made more than $100,000 in salaries.
The salaries of employees at these five tracks ranged
from $110,000 to $160,000. Eight other tracks did
not pay any employee more than $100,000.



Over a three-year period from 2016 to 2018,
the number of Woodbine staff making more than
$100,000 increased by 17%. Over the same period,
the number of race days, amount of purses and
wagering commissions remained relatively stable.
According to Woodbine, during this period it
revamped its core business to pursue real estate
development, opened Mohawk Park year-round,
opened new food and beverage outlets and
expanded its simulcasting, innovation and tech-
nology network to world-class standards—these
changes were specifically designed to generate
additional revenue to support the horse industry
and towards Woodbine’s strategic goal of being self-
sufficient and not rely on government support.

Furthermore, we noted that a review conducted
by a third party engaged by the AGCO in 2012
identified excessive pay-outs to retired executives at
Woodbine. At that time, the industry was sharing in
revenues generated by slot machines at racetracks.
Neither the AGCO nor OLG, which has been respon-
sible since 2016 for ensuring the appropriate use of
provincial funding by the horse racing industry, has
performed any similar reviews since then, despite
the government’s millions of dollars in direct support
payments to the industry. Without this support, race-
tracks would have to use their own funds to support
purses, which would leave less money for salary-
related expenditures and other operating costs.

We noted that non-Woodbine tracks indicated to
the province in 2018 that they did not have suf-
ficient information about how Woodbine deploys its
resources for the benefit of the sector.

Reporting under the new long-term funding
agreement is expected to increase transparency
for people in the industry. The agreement requires
Ontario Racing (the private industry association)
to produce a strategic plan every three years, an
annual business plan, audited financial statements,
an annual attestation of its compliance with the
terms of the agreement, and quarterly and semi-

annual financial reporting. This information is
expected to be shared with all board members.
Ontario Racing is also expected to report publicly
about how provincial funding is used.

RECOMMENDATION 6

In order for the horse racing industry to be trans-
parent with horse people associations and the
public, we recommend that the Ontario Lottery
and Gaming Corporation work with racetracks
to have them publicly disclose information on
racetrack operations including wagering revenue
and commissions, distribution of the provincial
tax reduction, purses paid by racetracks, revenue
and expenses related to racing operation separ-
ate from other operations, key statistics regard-
ing people working in the industry, and their
audited financial statements.

[ oLc ResPonSE

OLG recognizes the importance of transparency.
The new funding agreement, implemented
April 1, 2019, incorporates enhancements to
industry reporting obligations. After comple-
tion of the first year of the agreement, OLG
will determine if there are amendments to the
long-term funding agreement that are neces-
sary to address the auditor’s recommendation.
Any amendments to the long-term funding
agreement will require agreement by the other
counterparties to the agreement and approval
by the Minister of Finance.

RECOMMENDATION 7

To ensure the transparency of salaries paid in
the horse racing industry, we recommend that
the Ontario Lottery and Gaming Corporation
continue, under the new funding agreement,

to require Ontario Racing Management and the
racetracks that receive government funding

to publicly disclose the names and salaries of
employees making over $100,000, similar to the
terms under the previous funding agreement.



. RESPONSE FROM OLG AND AGCO

OLG agrees with this recommendation and will
make amendments to the long-term funding
agreement with respect to requiring Ontario
Racing Management and racetracks that
receive government funding to publicly disclose
employees making over $100,000. Any amend-
ments to the long-term funding agreement will
require agreement by the other counterparties
to the agreement and approval by the Minister
of Finance.

Due to declining attendance at horse races, all
Ontario racetracks have stopped charging admis-
sion fees and no longer record attendance at
racetracks. However, racetracks have stated that
although increased attendance at racetracks would
be preferred, it does not impact their success
because most wagering happens off-track or online.
In 2018/19, only 5% of gross wagering involved
bettors going to the track to place a bet on a race
happening at that racetrack.

We reached out to senior management at all
racetracks to discuss opportunities to diversify their
operations in order to generate additional revenue
streams. Some racetracks hold wiener dog races,
concerts or tractor competitions, but most of these
events generate either insignificant income or
losses. All racetracks we visited believe that horse
racing needs support to operate, either through
direct government funding or support from some
other form of gaming (such as casinos, lotteries,
slots and sportsbooks). Some other provinces and
US states we researched provide support to horse
racing either through direct funding or allowing
them to share in other gaming revenues.

The Canadian Pari-Mutuel Agency (Federal
Agency) regulates and supervises pari-mutuel
betting in Canada on horse races to ensure that it
is conducted fairly for the public. For example, it
ensures no bets are made after the races start, and

performs drug testing on horses both in and out of
competition. It also ensures that no racetrack takes
out more from the betting pool than the approved
take-out rate of 35% of total wagers collected.
(Racetracks established payout rates for their vari-
ous betting pools which must be approved by the
Federal Agency.) According to our discussions with
the Federal Agency, the agency tests almost all of
the wagering pools through its IT system to ensure
that payout ratios are exactly as approved by the
CPMA and publicly disclosed by racetracks. In addi-
tion, all racetracks are required to disclose to bet-
tors their take-out percentage under the Canada’s
Criminal Code’s Pari-Mutuel Betting Supervision
Regulations (the percent of gross commissions race-
tracks keep for themselves from wagering). How-
ever, none of Ontario’s racetracks publicly report
the amount collected through bets, the amount
paid out to winning bettors, or the amount won per
bet for each betting pool.

According to Woodbine’s public website, the
take-out ratios for betting pools on races at the
Woodbine racetrack in October 2019 were as fol-
lows: Win—11.65%, Place and Show—13.65%,
Exacta—17.2%, Trifecta—19.7%, Pick 4 and
Pick 5—21.7%, Double and Super High-5—11.7%,
and all other wagers 23.0%. The take-out percent-
ages are comparable to other Canadian and US
tracks. Figure 11 outlines the actual take-out for
wagering on live races at Woodbine and Mohawk
racetracks combined (including bets on non-
Ontario races).

RECOMMENDATION 8

In order to increase confidence through greater
transparency, we recommend that the Ontario
Lottery and Gaming Corporation require race-
tracks to publicly provide wagering take-out and
payout information by pool.

[ oLc REsPonSE

OLG recognizes the importance of transparency
in this area to the customer. Regulation of the
disclosure of wagering take-outs and payout
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Figure 11: Woodbine Entertainment Group’s Take Out on Live Racing at Woodbine and Mohawk Racetracks,
2018/19

Source of data: Woodbine Entertainment Group

Total Bets Pay Out # of Winning % Kept By
Type of Betting Pool ($ million) # of Bets* ($ million) Tickets* Racetrack
Double 23.1 2,467,551 19.3 359,642 16.4
Exacta 189.5 23,068,264 150.5 3,071,976 20.6
Pick 3 36.0 5,725,047 26.5 817,897 26.3
Pick 4 53.4 3,178,837 40.1 410,480 24.9
Pick 5 315 1,279,062 25.5 75,572 19.0
Place 62.3 8,741,915 51.2 2,611,706 17.7
Show 32.2 5,340,420 26.6 2,173,925 17.2
Super High-5 14.2 3,798,803 12.1 293,970 14.5
Superfecta 100.6 20,251,666 74.2 1,251,051 26.3
Trifecta 148.8 32,725,394 110.3 2,699,074 25.9
Win 180.5 17,722,198 151.4 3,074,065 16.1
Total 872.1 124,299,157 687.8 16,839,357 21.1

* Estimates for number of tickets based on average amount bet per ticket by betting pool and racetrack. Number of winning tickets is based on a
percentage by betting pool and racetrack, taken from a sample of data and applied against the whole.

information is currently under the jurisdiction
of the Canadian Pari-Mutuel Agency (CPMA)
under the Pari-Mutuel Betting Supervision
Regulations. OLG will work with the CPMA on
possible reporting enhancements on wagering
take-out and payout information.

4.6 Concerns over Money
Laundering in the Horse
Racing Industry

In February 2018, the federal Department of
Finance began a review of Canada’s Anti-Money
Laundering and Anti-Terrorist Financing Regime.
In the consultation document, the department
outlined that the horse racing sector was vulnerable
to money laundering similar to the casino sector.
In response, the Woodbine Entertainment Group
(Woodbine) and Racetracks of Canada, stated that
the industry has controls in place to self-regulate.
It also stated that the imposition of additional
requirements on an industry that is already strug-
gling would create an undue burden on the indus-

try, and would pose challenges to those responsible
for overseeing compliance. As of August 2019, no
money laundering-related requirements have been
placed on racetracks by the federal government.
Woodbine is the only racetrack licenced to
conduct pari-mutuel wagering in Ontario. This
means that it collects the bets for all racetracks in
the province. We reviewed Woodbine’s processes
for preventing, detecting and deterring money
laundering. Procedures included in its anti-money
laundering policy included:
© Identifying customers who engage in suspi-
cious activity, such as purchasing multiple
cash cards without wagering, or placing a
large amount of cash into their accounts but
placing small bets or not betting at all, and
then cashing out by converting a voucher into
a cheque from the racetrack;
® Suspected money laundering activity is to be
reported to management for investigation;
©® Woodbine’s board is to receive status reports
on associated risk and related issues;



regular audits are to be conducted by
Woodbine’s internal audit group on compli-
ance with the internal anti-money laundering
policy; and

All wagering department employees are to
receive training on the policy every two years.

We noted that internal audit had completed only
one review on compliance with the anti-money
laundering policy in early 2017. Woodbine was
found to be in compliance with its policy.

We requested a list of all suspicious trans-
actions and cheques over $10,000 at Woodbine’s
two racetracks for the period January 1, 2018, to
July 31, 2019. Woodbine informed us that over the
19-month period, it issued 113 cheques in excess
of $10,000 to customers totalling about $4 mil-
lion. Woodbine informed us that management did
not escalate these cheques to the subcommittee
of the board for review, because it did not suspect
any of these cheques to involve money laundering.
One potential money laundering transaction was
reported to the subcommittee. This involved a
betting machine voucher worth $100,000 identi-
fied in May 2018, but the matter was not further
reported to law enforcement. Woodbine confirmed
that in the last ten years, no financial transactions
have been reported to any law enforcement agency
or government agency (such as the Alcohol and
Gaming Commission of Ontario or the Canadian
Pari-Mutuel Agency).

We reviewed the 113 cheques over $10,000 to
confirm that the cheques were generated due to
winning bets and that it was not a case of with-
drawing cash deposits that may signal potential
money-laundering transactions. There were 91
cheques to people that bet online and 22 cheques
to people that placed their bets in person, either at
the racetrack or teletheatre. As part of Woodbine’s
money laundering controls, wagering managers
are required to sign-off on cheques and ensure the
money is generated from winning wagers. However,
for cheques generated through online wagers, no
supporting documentation of the winning bets was
attached. We followed-up on five online bettors that

withdrew more than $100,000, accounting for 43%
of the withdrawals over the last 19 months. We
confirmed that in all cases, the withdrawals were
directly attributable to a recent, large, winning bet.
For the 22 cheques that were generated by people
who placed their bets in person, Woodbine had only
retained supporting documents for the winning
bets related to ten of these cheques.

RECOMMENDATION 9

In order to reduce the risk of money laundering
at racetracks, we recommend that the Alcohol
and Gaming Commission of Ontario and the
Ontario Lottery and Gaming Corporation work
with racetracks to:
collect and monitor all suspicious trans-
actions, including withdrawals over $10,000
along with the necessary supporting docu-
mentation; and
report the information to law enforcement,
where necessary.

. RESPONSE FROM OLG AND AGCO

The AGCO and OLG agree that the detection
and prevention of money laundering is import-
ant in the racing industry. For all industries in
Canada, anti-money laundering reporting is
federally regulated under the Proceeds of Crime
(Money Laundering) and Terrorist Financing
Act by the Financial Transactions and Reports
Analysis Centre of Canada (FINTRAC).

While OLG is responsible for compliance
with FINTRAC regulation for gaming in Ontario
given its role as the entity that ‘conducts and
manages’ gaming on behalf of the province, OLG
holds no such authority in the racing industry.

While the racing industry is not currently
regulated by FINTRAC, the AGCO will work with
FINTRAC and the CPMA on the provision of fur-
ther anti-money laundering training and aware-
ness to racetrack personnel on the identification
and reporting of suspicious transactions.
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Appendix 1: Glossary of Terms

Prepared by the Office of the Auditor General of Ontario

Alcohol and Gaming Commission of Ontario: provincial government agency responsible for regulating Ontario’s alcohol, gaming
and horse racing sectors and cannabis retail stores.

Betting pool: gamblers place a bet into a pool and make a selection on an outcome; the pool is evenly divided between those
that have made the correct selection; each winner's payoff depends on the number of gamblers and the number of winners.

Canadian Pari-Mutuel Agency (CPMA): a special federal government operating agency within Agriculture and Agri-Food Canada
that regulates and supervises pari-mutuel betting in Canada on horse races, ensuring that pari-mutuel betting is conducted in a
way that is fair to the public.

Gaming bundle: land-based gaming sites and operations, combined regionally; OLG introduced bundles to transfer day-to-day
operations to private-sector service providers while retaining overall management.

Horse people: people involved in the horse racing industry including owners, breeders, groomers, trainers and jockeys.

Ontario Lottery and Gaming Corporation: the Ontario government agency that conducts and manages gaming facilities, the sale
of province-wide lottery games, internet gaming, bingo and other electronic gaming products at Charitable Gaming Centres;
responsible for marketing, performance metrics and oversight of government funding for the horse racing industry in Ontario,
and for responsible gambling programs.

Ontario Racing: a non-profit horse racing industry association, recognized by the provincial government as the authority for
horse racing in Ontario; directly responsible for setting an annual program of races, attracting new horse owners, implementing
breed improvement programs.

Ontario Racing Commission: established in 1950 to govern, direct, control and regulate the horse racing industry in Ontario;
the Horse Racing Licence Act, transferred regulatory responsibilities for horse racing from the ORC to the Alcohol and Gaming
Commission of Ontario (AGCO).

Ontario Racing Management: provides all material management and operational services on behalf of Ontario Racing; a wholly
owned subsidiary of Woodbine Entertainment Group.

Pari-mutuel taxes: a levy on each bet placed in Canada on horse races; in Canada, the CPMA levies 0.8% on each horse race.

Payouts: the amount of money a casino pays out in gambling winnings; the percentage of total money given back to the player
who wins, or the amount of money a casino pays out relative to the amount that a player spends, is the payout percentage.

Purse: prize money for top finishers in a particular horse race; prize money goes to the horse owners.
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Take outs: the amount of money that a racetrack will take for itself from betting pools; the maximum take out allowed is 35%,
as stated under the Criminal Code of Canada, Pari-Mutuel Betting Supervision Regulations.

Teletheatres: off-track betting facilities in which horse races are viewed on television; they are operated by racetracks and
licensed by the AGCO.

Wagering: making a bet, or betting.

Woodbine Entertainment Group: an Ontario corporation without share capital; runs horse racing, dining and entertainment
venues, including Woodbine and Mohawk racetracks; founded in 1881 as the Ontario Jockey Club.
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Provincial Support to Sustain the Horse Racing Industry “

Appendix 5: Regulation, Administration and Oversight of Horse Racing Industry,

April 2014 to March 2016

Prepared by the Office of the Auditor General of Ontario

Ministry of Agriculture, Food and Agriculture and Agri-food Canada

Il L * Federal ministry approves funding

* Provincial ministry approves funding for for the Canadian Pari-Mutuel Agency
Ontario Racing Commission and support
programs for the horse racing industry

A 4 A 4

Ontario Racing Commission Canadian Pari-Mutuel Agency
¢ Administers funding for programs ¢ Federal government agency oversees
e Llicenses and regulates the horse horse racing wagering

racing industry

A 4 A 4

Racetrack Owners and Horse People (e.g., owners, breeders, trainers,
groomers, jockeys)
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|:| Provincial government organization
|:| Federal government organization
|:| Private Industry Organizations
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Appendix 6: Regulation, Administration and Oversight of Horse Racing Industry,

as of April 2019

Prepared by the Office of the Auditor General of Ontario

Ministry of Finance

* Provincial ministry
oversees the Ontario
Lottery and Gaming

Ministry of Attorney General

* Provincial ministry funds and oversees the
Alcohol and Gaming Commission of Ontario
and Licence Appeal Tribunal

Agriculture and
Agri-food Canada

* Federal government
ministry approves funding

and responsible gambling
programs

 Responsible for oversight
of government funding,
and horse industry
performance metrics

government agency
* Licenses and

regulates the horse

racing industry

Corporation for the Canadian
Pari-Mutuel Agency
Ontario Lottery and Alcohol and Gaming Licence Appeal Canadian Pari-Mutuel
Gaming Corporation Commission of Tribunal Agency
esponsible for marketing « Provincial licensing appeals gency

racing wagering

4

Ontario Racing

* Private industry
association with
representation from
racetrack owners and
horse people

¢ Administers funding for
support programs

4

4 4

4

Racetrack Owners and Horse People (e.g., owners, breeders, trainers,
groomers, jockeys)

|:| Provincial government organization
|:| Federal government organization
E Private Industry Organization



Provincial Support to Sustain the Horse Racing Industry

Appendix 7: Audit Criteria

Prepared by the Office of the Auditor General of Ontario

1. Provincial funding is helping increase the demand for live horse racing in Ontario, and in turn helping the industry become
self-sustaining.

2. There are clear accountability provisions and governance structures in place for allocating and administering government
funding to intended recipients in the horse racing industry.

3.  Recipients are using the funding provided by the government for the purposes intended under the terms of agreements.
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