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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 2986 %%

I NTRODUCED BY PALLONE, NOVEMBER 19, 2002

REFERRED TO COWM TTEE ON FI NANCE, NOVEMBER 19, 2002

AN ACT
1 Authorizing a video lottery systemat certain racetracks;
2 provi di ng for disbursenents of revenues; inposing duties on
3 the Division of the State Lottery; establishing an advisory
4 commttee; inposing a video lottery tax; and maki ng an
5 appropriation.
6 The General Assenbly finds as foll ows:
7 (1) The Commonweal th's horse racing industry is
8 responsi bl e for the preservation of 500,000 acres of open
9

space | and, which is devoted to the breeding, training,

10 feeding and care of 30,000 horses Statew de.

11 (2) This industry is also responsible for the creation
12 of nore than 35,000 jobs, of which 10,000 are in agriculture.
13 Each year the racing industry contributes at |east

14 $750, 000, 000 to the value of goods and services and

15 $576, 000, 000 i n personal incone.

16 (3) The industry is adversely affected by nei ghboring
17 states with approved gam ng devices at |icensed racetrack

18 facilities.

19 (4) This act establishes a racetrack video lottery
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systemto be operated by the State Lottery and sustains and

i nproves this Comonweal th's horse racing industry.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

Section 1. Short title.

This act shall be known and may be cited as the Horse Racing
I ndustry I nprovenent Act.

Section 2. Definitions.

The foll ow ng words and phrases when used in this act shal
have the neanings given to themin this section unless the
context clearly indicates otherw se:

"Applicant.” A licensed corporation which applies for a
racetrack video lottery license under this act.

"Associ ated equi prent. " Any equi pnent or mechani cal,
el ectronmechani cal or el ectronic contrivance, conponent or
machi ne used in connection with gam ng, including |inks which
connect to progressive slot machines, equi pnent which affects
the proper reporting of gross revenue, conputerized systens for
noni tori ng gam ng devi ces and devi ces for weighing or counting
noney.

"Departnent.” The Departnent of Revenue of the Comonweal t h.

"Division.” The Division of the State Lottery.

"Fund." The State Lottery Fund.

"Gross incone."” The total amount of cash, vouchers or tokens
inserted into the racetrack video lottery nmachi nes operated by a
Iicensee, mnus the total value of coins and tokens won by a
pl ayer and ganme credits which are cleared fromthe video lottery
termnals in exchange for w nning redenption tickets.

"Li censed corporation.”™ A corporation that has obtained a

license fromeither the State Horse Raci ng Comm ssion or the
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St at e Harness Raci ng Conm ssion to conduct thoroughbred or
har ness horse race neetings respectively with pari-nutuel
wager i ng.

"Licensee.” A licensed corporation that has obtained a
racetrack video lottery license fromthe Division of the State
Lottery under this act.

"Racetrack."” The physical facility where a |licensed
corporation conducts thoroughbred or harness race neetings
respectively with pari-nutuel wageri ng.

"Racetrack video lottery |license” or "license." A license
authorizing a |icensed corporation to place and operate
racetrack video lottery machines at its racetrack pursuant to
this act.

"Racetrack video lottery nmachine.” A nmachine in which coins,
credits or tokens are deposited in order to play any gane of
chance in which the results, including options available to the
pl ayer, randomy and imedi ately are determ ned by the machi ne.
The machi ne may use spinning wheels or video displays or both,
and may or may not di spense coins or tokens directly to w nning
pl ayers. A machi ne shall be considered a racetrack video |ottery
machi ne notw t hstandi ng the use of an electronic credit system
maki ng the deposit of bills, coins or tokens unnecessary. The
termincludes, but is not limted to, a device commonly referred
to as a "slot machine.”

"Secretary."” The Secretary of Revenue of the Commonweal t h.
Section 3. Racetrack video lottery system

A racetrack video lottery systemis hereby established and
shall be admi nistered by the division in accordance with this
act .

Section 4. Division of the State Lottery powers.
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1 (a) GCeneral powers.--

2 (1) The division shall establish, adm nister and ensure
3 the integrity of racetrack video |lottery nmachines and shal

4 have jurisdiction over the |ocation and operation of

5 racetrack video |lottery machi nes.

6 (2) The secretary shall enploy an executive director,

7 deputies, secretaries, officers and representatives as it may
8 deem necessary, who shall serve at the secretary's pleasure.
9 The secretary shall al so enpl oy other enployees as the

10 secretary sees fit and whose duties and conpensati on shall be
11 prescri bed by the secretary.

12 (b) Specific powers.--The division shall have the foll ow ng
13 specific powers and duties:

14 (1) Investigate, evaluate and deci de upon applications
15 for all racetrack video lottery |icenses provided for in this
16 act .

17 (2) Issue licenses pursuant to the provisions of section
18 6

19 (3) Promulgate regulations as the division deens
20 necessary to carry out the policy and purposes of this act
21 and to enhance the credibility and integrity of racetrack
22 video lottery machines in this Comonweal t h. Notw t hstandi ng
23 any other provision of lawto the contrary and in order to
24 facilitate the pronpt inplenentation of this act, regul ations
25 pronmul gated by the division during the first year of its
26 exi stence shall not be subject to notice of proposed
27 rul emaki ng pursuant to section 204 of the act of July 31,
28 1968 (P.L.769, No.240), referred to as the Comopnweal t h
29 Docunents Law. Regul ati ons adopted after the one-year period
30 shal |l be pronul gated, adopted and published as provi ded by
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I aw.

(4) The division or designated officers, enployees or
agents of the secretary shall have the power to adm nister
oat hs, exam ne w tnesses and nay i ssue subpoenas to conpel
attendance of w tnesses and production of all relevant and
mat eri al reports, books, papers, docunments and ot her evidence
relating to the adm nistration and enforcenent of this act.

(5) Levy and collect an annual fee fromeach |icensee of
$150 per racetrack video lottery machine in operation as of
Septenber 1 of each cal endar year beginning with Septenber 1
after the effective date of this act. This fee shall be
deposited into the fund. The annual fee of $150 per machi ne
shal | be used to cover the adm nistrative cost of the
racetrack video lottery system I|f the anobunt coll ected does
not cover the adm nistrative cost in any given year, the
departnment may increase the anbunt to cover the increased
cost. The increased anount shall be published as a notice in
t he Pennsyl vani an Bul | etin.

(6) Provide for the assessnent and collection of fines
and penalties for violations of this act. Al fines and
penal ties shall be credited for deposit to the fund.

(7) Revoke or suspend any |icense provided for in this
act if the division finds by a preponderance of the evidence
that a |licensee under this act, its officers, enployees or
agents do not conply with the provisions of this act or the
rul es and regul ations of the division and that it would be in
the public interest, convenience or necessity to revoke or
suspend the license. None of the licenses provided for in
this act shall be transferable or assignable in any manner.

(8) Restrict access to confidential information obtained
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under this act and ensure that the confidentiality of
information is maintai ned and protected.

(9) Prescribe financial reporting and internal control
requirenents for the operations of licensees that relate to
racetrack video |lottery machi nes.

(10) Prescribe the manner in which gross revenue must be
conputed and reported by the |icensee that relate to
racetrack video |lottery machi nes.

(11) Require audits of the financial statenments of the
operations of |icensees that relate to racetrack video
| ottery machi nes.

(12) Require periodic financial reports fromlicensees
consi stent with standards and intervals prescribed by the
di vi si on.

(13) Prescribe the procedures to be followed by
| icensees for cash transactions affecting racetrack video
| ottery machi nes.

(14) Prescribe criteria and conditions for the operation
of the racetrack video lottery system

(15) Enforce the prescribed hours for the operation of
racetrack video lottery machi nes, so that |icensees may
operate racetrack video |ottery machi nes on any day, except
Christmas day, between the hours of 10 a.m on one day until
2 a.m the next day.

(16) Prohibit the offering of free alcohol or free malt
or free brewed beverages to patrons operating or using
racetrack video |lottery machi nes.

(17) Prohibit wagering by persons under 21 years of age
on racetrack video lottery nachines.

(18) Establish procedures for the inspection and
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certification of each racetrack video |ottery machine prior
to being placed into use at the racetrack by a licensee to
insure that no racetrack video |ottery machine may be set to
pay out |less than 85% of all wagers on an average annual
basi s unl ess specifically approved ot herw se by the division.
(19) Prescribe any rule or regulation necessary to
adm ni ster the provisions of this act.
Section 5. Advisory conmttee.

(a) Establishnent.--There is hereby established an advisory
commttee within the departnent, to be known as the Racetrack
Video Lottery Advisory Cormittee. The commttee shall assist the
departnment in devel opi ng and di scussi ng proposed regul ati on,
final regulation or policy guidance and to provide conti nuing
advice on inplenmenting and adm ni stering the provisions of this
act .

(b) Menbership.--The advisory conmttee shall consist of the
fol |l ow ng nenbers:

(1) the Secretary of Agriculture or his designee;
(2) the chairperson of the State Horse Racing

Conmmi ssi on;

(3) the chairperson of the State Harness Racing

Conmi ssi on; and

(4) five nmenbers appointed by the Governor with the

advi ce and consent of the Senate who shall be representative

of the interests affected by the provisions of this act. The

Secretary of Revenue shall serve as an ex officio nmenber of

the conmittee.

(c) Terms.--The Governor shall appoint the initial nenbers
of the commttee under subsection (b)(4) within 60 days of the

effective date of this act. The nenbers appointed by the
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Governor shall serve three-year terns, except that the initial
appoi ntees shall have staggered terns so that one nenber shal

be appointed for a one-year term two nenbers shall be appointed
for a two-year termand two nenbers shall be appointed for a

t hree-year term

(d) Chairperson.--A chairperson shall be chosen by a
majority vote of the commttee nenbers present at a regularly
schedul ed neeting. A person enployed by the Comonweal th may not
chair the commttee.

(e) Expenses.--Menbers of the commttee shall be reinbursed
for their travel expenses to attend comm ttee neetings.

Enpl oyees of the Commonweal th shall only be entitled to the
conpensati on and expenses they receive as public enpl oyees.

(f) Support.--The departnent shall provide the appropriate
adm ni strative and techni cal support needed by the commttee in
order to acconplish its objectives.

Section 6. |Issuance of racetrack video lottery licenses.

(a) Authorization.--The division may issue a racetrack video
lottery license to a licensed corporation that desires to
operate racetrack video lottery machines at its racetrack if
that |icensed corporation nmakes application to the division and
neets all of the follow ng:

(1) The licensed corporation maintains its license to
conduct racing in good standing with the appropriate
commi ssi on.

(2) The licensed corporation continues to provide for
live horse racing as provided for in the act of Decenber 17,
1981 (P.L.435, No.135), known as the Race Horse Industry
Ref or m Act .

(3) The licensed corporation has a witten |ive racing
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agreenent with a horsenen's organi zation representing a

majority of owners and trainers at the racetrack where the

i censed corporation conducts racing dates.

(4) Provides evidence satisfactory to the division that

a local option election was conducted under section 9 and

resulted in an affirmative vote for the county and |icensed

cor porati on.
(5) The licensed corporation abides by all of the

provi sions and regul ations of this act.

(b) Limtation.--The division nmay determ ne the nunber of
racetrack video lottery machi nes that nay be operated by a
| icensee, provided that the nunber does not exceed 2,000 at any
one racetrack.

(c) Restriction.--No applicant that has been convicted in
any jurisdiction of a felony, crime of noral turpitude or
ganbling of fense may be issued a racetrack video lottery |license
under this act.

(d) Suspension.--The division shall suspend the racetrack
video lottery license of any licensee who fails to satisfy the
requi renents of subsection (a)(2) and (3) during the termof the
racetrack video lottery license until those requirenents are
sati sfi ed.

Section 7. Application.

(a) GCeneral rule.--Any licensed corporation which neets the
requi renents of section 6 that desires to install racetrack
video lottery machi nes and operate or alter the nunber of or
| ocation of racetrack video lottery machines within its
racetrack nmust file an application formw th the division.

(b) Form--The division shall devel op an application form

that collects such informati on as deened necessary by the
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di vi si on.
Section 8. Accounting controls and audits.

(a) Approval.--A licensed corporation which desires to
install and operate racetrack video lottery nachines at its
racetrack nmust first obtain approval of its internal contro
systens and audits fromthe division.

(b) Mninmumrequirenents.--At a mninmum the internal
controls and audits shall consist of:

(1) The safeguarding of its assets and revenues,
especially the recording of cash and evi dences of
i ndebt edness related to the racetrack video |ottery machi nes.

(2) The provision of reliable records, accounts and
reports of transactions, operations and events, including
reports to the division that relate to the racetrack video
| ottery machi nes.

(3) The ensuring that each racetrack video lottery
machi ne within each racetrack facility is directly connected
to the racetrack's central conputerized system and can
provi de details of all transactions, including, but not
l[imted to, coin in, coin out, jackpots, machine door
openi ngs and power fail ures.

(4) A procedure whereby assets that relate to racetrack
video lottery machi ne operations are saf eguarded.

(5) Financial records that relate to racetrack video
| ottery machi ne operations are accurate and reliable.

(6) Transactions that relate to racetrack video lottery
machi ne operations are perforned only in accordance with the
managenent' s general or specific authorization.

(7) Transactions that relate to racetrack video lottery

machi ne operations are recorded adequately to permt proper
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and tinmely reporting of gam ng revenue and of fees and taxes

and to maintain accountability for assets.

(8) Access to assets that relate to racetrack video
|ottery machine operations is permtted only in accordance
wi th managenent's specific authorization.

(9) Recorded accountability for assets that relate to
racetrack video lottery machi ne operations is conpared with
actual assets at reasonable intervals and appropriate action
is taken with respect to any di screpanci es.

(10) Functions, duties and responsibilities that relate
to racetrack video lottery machi ne operations are
appropriately segregated and performed in accordance wth
sound practices by conpetent, qualified personnel.

(c) Internal control.--A licensed corporation which seeks to
operate racetrack video lottery machines at its racetrack shal
describe, in the manner the division may approve or require, its
adm ni strative and accounting procedures that relate to
racetrack video lottery machi ne operations in detail in a
witten systemof internal control and shall submt a copy of
its witten racetrack video lottery systemto the division. Each
witten video lottery systemshall include:

(1) An organizational chart depicting appropriate
segregation of functions and responsibilities.

(2) A description of the duties and responsibilities of
each position shown on the organi zational chart.

(3) A detailed narrative description of the
adm ni strative and accounting procedures designed to satisfy
the requirenments of subsection (a).

(4 A witten statenent signed by the chief financial

of ficer of the licensed corporation and the chief executive
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1 of ficer of the licensed corporation attesting that the system
2 satisfies the requirenents of this section.

3 (5) Any other itemthat the division may require.

4 Section 9. Local option election.

5 (a) Condition of application subm ssion.--A |licensed

6 corporation that desires to submt an application to the

7 division for a racetrack video lottery license nust first obtain
8 an affirmative vote froma ball ot question in accordance with

9 this section.

10 (b) Procedure. --

11 (1) The placenent of racetrack video lottery machines in
12 the facility of a licensed corporation shall be submtted as
13 a ballot question to the qualified electors of the county in
14 which the facility is |ocated upon petition signed by at

15 | east 500 qualified electors of the county, and filed with

16 the county el ection board by the |licensed corporation in

17 accordance with the act of June 3, 1937 (P.L.1333, No.320),
18 known as the Pennsylvania El ecti on Code.

19 (2) The question shall be placed upon the ballot of that
20 county for the next regularly schedul ed el ection as a "yes"
21 or "no" question in the follow ng form
22 Do you favor the Division of the State Lottery
23 issuing a license for the operation of racetrack
24 video lottery machines, conmonly referred to as "sl ot
25 machi nes,” within this county at the (nane of the
26 racetrack owned by the |icensed corporation that
27 submtted the petition) where pari-nutuel wagering is
28 aut hori zed under Pennsyl vani a | aw?
29 (3) The results of the ballot question shall be
30 certified by the county election board to the |licensed
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corporation that submtted the petition

(c) Certification to be submtted with application.--An
application to the division for a |icense shall not be deened
conpl ete and may not be approved by the division unless the
certification fromthe respective county el ection board
identified in subsection (b) is included with the application
and the result of the ballot questionis in the affirmative.

(d) Effect of affirmative vote.--If the majority of
qualified electors voting in the county in which a ball ot
guestion was presented in accordance with this section vote in
the affirmative, then no simlar ballot question for that
i censed corporation or any other |icensed corporation may be
presented in that county for a period of five years fromthe
date of the election, unless a petition of qualified electors in
that county is filed after the election with the county board of
el ections, which petition contains at |east 5% of the signatures
of the qualified electors in that county.

(e) Effect of negative vote.--If the majority of qualified
el ectors voting in the county in which a ballot question was
presented in accordance with this section vote in the negative,
then no simlar ballot question for that |icensed corporation or
any other |icensed corporation may be presented in that county
for a period of two years fromthe date of the election.

Section 10. Allocation of gross revenue to pari-nutuel purses.

A racetrack video lottery |icensee shall use at |east 40% of
the gross revenue arising fromthe operation of the racetrack
video lottery machines to increase the purses of pari-nutuel
wager i ng.

Section 11. Racetrack video lottery tax and distributions of

t ax.

20020H2986B4619 - 13 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

(a) Inposition of tax.--Each racetrack video |ottery
|icensee shall pay a tax in the anmobunt of 60% of the gross
income arising fromthe operation of the video |lottery nachines.

(b) Paynment and credit.--The tax inposed by this section
shall be paid by the |icensed corporation through the departnent
for credit to the fund nonthly on or before the 20th day of the
nmont h next succeeding the nonth in which the tax accrues.

(c) Distribution.--The division shall distribute noney from
the fund together with the interest earned thereon at |east once
annual |y on Septenber 1, 2003, and each Septenber 1 thereafter
to the State Treasurer for deposit in the follow ng manner: No
nore than 10% of the noney nmay be used for the adm nistrative
expenses of the systemas incurred by the division and the
bal ance of the noney shall be distributed annually to the school
districts of this Cormonwealth in proportion to the nunber of
children who are at | east five years of age but not yet 18 years
of age as determ ned by the |last school census conducted under
section 1351 of the act of March 10, 1949 (P.L.30, No.14), known
as the Public School Code of 1949. Upon receipt of its
di stribution, each school district shall adjust its real
property tax mllage for the next followng fiscal year so that
t he revenue which was to have been received fromthe real
property tax is reduced by the anmount of the distribution under
t hi s subsecti on.

(d) Tax reconciliation.--1f the amount of tax required to be
reported and paid pursuant to this section is later determ ned
to be greater or |less than the anobunt actually reported and paid
by the |icensed corporation, the division shall:

(1) assess and collect the additional tax determned to

be due with interest thereon until paid; or
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(2) provide for a refund of any overpaynent, wth
interest thereon, to the |licensed corporation.
Section 12. Declaration of exenption from Federal |aws
prohi bi ti ng ganbl i ng devi ces.

(a) Declaration.--Pursuant to section 2 of the act of
January 2, 1951 (64 Stat. 1135, 15 U S.C. § 1172), the
Commonweal th declares that it is exenpt fromsection 1134 of
t hat act.

(b) Legal shipnments.--Al shipnents of racetrack video
|ottery machines into this Conmonweal th, the registering,
recordi ng and | abeling of which has been effected by the
supplier of the racetrack video |ottery machi nes, in accordance
with sections 5 and 7 of the act of January 2, 1951 (64 Stat.
1135, 15 U. S.C. 88 1175 and 1177), shall be deened | egal
shi pnents of ganbling devices into this Comobnweal t h.

Section 13. Annual report.

The division shall, within 18 nonths of the effective date of
this act and each year thereafter, submt a report to the
Governor and CGeneral Assenbly, which reports on the general
operation of the division under this act and all taxes, fees,
fines and other revenues collected and di sbursed. The nunber and
result of hearings conducted under this act and any ot her
information that the division deens necessary or appropriate.
Section 14. Appropriation.

The sum of $1, 500,000, or as much thereof as may be
necessary, is hereby appropriated to the Departnment of Revenue
for the establishnent of the racetrack video |ottery system
within the Division of the State Lottery. The departnment shal
rei nburse the General Fund fromthe revenue generated within the

first year of the operations of racetrack video lottery
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1 machi nes.
2 Section 15. Ef fecti ve date.

3 This act shall take effect in 60 days.
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