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SUMMARY 

The O f f i c e  o f  t h e  Audi to r  Genera l  h a s  conducted a performance a u d i t  o f  t h e  

Arizona Racing Commission i n  response  t o  a September 11, 1980, r e s o l u t i o n  

of t h e  J o i n t  L e g i s l a t i v e  Budget Committee, i n  accordance  w i t h  t h e  

p r o v i s i o n s  o f  Arizona Revised S t a t u t e s  (A.R.s.) 541-1279. 

The Arizona Racing Commission was c r e a t e d  by t h e  L e g i s l a t u r e  i n  1949. The 

Commission i s  comprised o f  f i v e  Commissioners who s e r v e  w i t h o u t  pay. 

Commissioners a r e  appo in ted  by t h e  Governor and s e r v e  s i x - y e a r  terms.  

Our review of t h e  Arizona Racing Commission revea led  t h a t :  

- The Arizona Racing Commission i s  n o t  f u l f i l l i n g  i t s  s t a t u t o r y  

r e s p o n s i b i l i t y  t o  r e g u l a t e  r a c i n g  p a r t i c i p a n t s  th rough  t h e  

l i c e n s i n g  p r o c e s s .  (page 11)  

- Changes a r e  needed i n  t h e  Arizona Racing Commission's 

a d m i n i s t  r a t i o n  o f  c a p i t a l  improvement funds  a t  r a c i n g  

f a c i l i t i e s .  (page 27) 

- Procedures  used by t h e  Arizona Racing Commission t o  s e l e c t  and 

e v a l u a t e  t h e  c o n t r a c t  chemis t  a r e  inadequa te .  (page 49) 

- The a b i l i t y  o f  t h e  Arizona Racing Commission t o  p r e v e n t  t h e  use  

o f  p r o h i b i t e d  d r u g s  i n  r a c i n g  h a s  been impaired because  c e r t a i n  

s t a f f  members have n o t  p r o p e r l y  d i s c h a r g e d  t h e i r  

r e s p o n s i b i l i t i e s .  (page  57) 

- The Arizona Racing Commission i s  n o t  complying w i t h  t h e  Open 

Meeting Law and t h e  Workmen's Compensation Law. (page 67) 

- I l l e g a l  l o a n s  have been made t o  l i c e n s e e s  from t h e  Race Track 

Benevolent Fund and t h e  Greyhound Benevolent Fund. co age 71) 



I t  i s  recommended t h a t :  

- The Commission o b t a i n  and p r o c e s s  f i n g e r p r i n t s  o f  a l l  a p p l i c a n t s  f o r  

l i c e n s u r e  by: 

e s e e k i n g  fund ing  from t h e  L e g i s l a t u r e  f o r  s e a s o n a l ,  c l e r i c a l  

p o s i t i o n s  t o  assist d u r i n g  peak workload p e r i o d s ,  o r  

a a d o p t i n g  t h e  sys tem used by t h e  S t a t e  Real  E s t a t e  Department by 

a r r a n g i n g  f o r  a  p r i v a t e  company t o  be p r e s e n t  a t  Commission 

o f f i c e s  f o r  o p t i o n  o f  o b t a i n i n g  f i n g e r p r i n t s  from l o c a l  law 

enforcement agenc ies .  

- The Commission adopt  a r u l e  r e q u i r i n g  s t e w a r d s  t o  e n f o r c e  i t s  p o l i c y  

t o  r e f e r  a p p l i c a t i o n s  i n v o l v i n g  d e r o g a t o r y  i n f o r m a t i o n  t o  

i n v e s t i g a t o r s  f o r  n o t i f i c a t i o n  and /or  follow-up. I n  a d d i t i o n ,  a l l  

i n s t a n c e s  o f  a p p l i c a t i o n  f a l s i f i c a t i o n  shou ld  be reviewed by a 
i n v e s t i g a t o r s  t o  de te rmine  i f  l i c e n s e  r e v o c a t i o n  i s  i n  o r d e r .  

- P e r m i t t e e s  and Commission s t a f f  implement p rocedures  r e a d i l y  a v a i l a b l e  

t o  c o n t r o l  u n l i c e n s e d  a c t i v i t y ,  i n c l u d i n g  i n c r e a s e d  v i s u a l  checks  o f  

l i c e n s e s  and comparisons of r a c i n g  programs t o  l i c e n s e  f i l e s .  

- The Commission p rov ide  f o r  d i s c i p l i n a r y  a c t i o n ,  i n c l u d i n g  c r i m i n a l  

p r o s e c u t i o n s  a g a i n s t  i n d i v i d u a l s  found t o  be u n l i c e n s e d  and a g a i n s t  

p e r m i t t e e s  and S t a t e  s t e w a r d s  who f a i l  t o  p r e v e n t  such  a c t i v i t y .  

- The Commission e n s u r e  t h a t  a p p l i c a t i o n s  a r e  c o r r e c t l y  p r e p a r e d  and 

complete ,  and t h a t  a l l  a p p l i c a t i o n s  a r e  reviewed and s i g n e d .  I n  • 
a d d i t i o n ,  t h e  Commission shou ld  d i s c i p l i n e  s t ewards  f a i l i n g  t o  

p r o p e r l y  review a p p l i c a t i o n s .  

- The Commission e s t a b l i s h  i n d i v i d u a l  f i l e s  f o r  each l i c e n s e e  and 

c o n s o l i d a t e  i n f o r m a t i o n  about  each i n t o  t h e s e  f i l e s .  

- The Commission s t r e n g t h e n  c o n t r o l s  o v e r  e x i s t i n g  r e c o r d s  and f i l e s  by 

l o c k i n g  f i l e s  c o n t a i n i n g  s e n s i t i v e  d a t a  and by implementing s ign-ou t  

p rocedures  f o r  f i l e s .  



- The Commission account ing  u n i t  v e r i f y  t h a t  t h e  p r o p e r  f e e  is  a s s e s s e d  

f o r  each l i c e n s e  c a t e g o r y  by r e c o n c i l i n g  t h e  l i c e n s i n g  c a t e g o r y  on t h e  

l e f t  s i d e  o f  t h e  a u d i t  copy of  t h e  f e e  r e c e i p t  w i t h  t h e  amount charged 

l i s t e d  on  t h e  r i g h t  s i d e  o f  t h e  r e c e i p t .  

- P r o p e r  account ing  c o n t r o l s  f o r  c a s h ,  i n c l u d i n g  s e g r e g a t i o n  of d u t i e s ,  

p r e p a r a t i o n  of r e c e i p t s ,  i n c r e a s e d  s e c u r i t y  and prompt d e p o s i t s  be 

e s t a b l i s h e d .  

- The Commission r e q u i r e  l i c e n s u r e  o f  t h e  o f f i c e r s  and d i r e c t o r s  o f  

p e r m i t t e e s .  

- The o f f i c e r s  and d i r e c t o r s  t h u s  l i c e n s e d  be f i n g e r p r i n t e d  and 

s u b j e c t e d  t o  t h e  same background i n v e s t i g a t i o n  as o t h e r  l i c e n s e e s .  

- The Commission n o t  approve t h e  wi thho ld ing  o f  i n t e r e s t  expense 

a s s o c i a t e d  w i t h  t h e  a c q u i s i t i o n  of improvements i n  Tur f  P a r a d i s e  

P r o j e c t s  TP-1 through TP-5. 

- The Commission r e s c i n d  i t s  a p p r o v a l  of r o l l i n g  s t o c k  purchased as 

c a p i t a l  improvements a t  Turf P a r a d i s e  and Presco  tt Downs. F u r t h e r ,  

t h e  Commission should d i r e c t  Turf  P a r a d i s e  no t  t o  wi thho ld  t h e  funds  

f o r  Tur f  P a r a d i s e  P r o j e c t  TP-5 and should d i r e c t  P r e s c o t t  Downs t o  

repay $23,953.61, which a l r e a d y  h a s  been wi thhe ld .  

- The Commission r e q u e s t  a n  o p i n i o n  from t h e  A t t o r n e y  Genera l  t o  

de te rmine  i f  P r e s c o t t  Downs shou ld  be r e q u i r e d  t o  repay  t h e  e n t i r e  

$85,974.55 wi thhe ld  f o r  c a p i t a l  improvements. 

- The Commission de te rmine  i f  expenses  f o r  a  manager-supervisor  a r e  

n e c e s s a r y  f o r  t h e  promotion and b e t t e r m e n t  of county r a c i n g  meets.  

- The Commission r e q u i r e  i t s  s t a f f  t o  conduct d e t a i l e d  reviews of 

f i n a n c i a l  r e p o r t s  f i l e d  by t h e  c o u n t i e s  t o  v e r i f y  t h a t  a l l  r e p o r t i n g  

requ i rements  have been met. 



- The Commission encourage c o m p e t i t i v e  b idd ing  f o r  t h e  o f f i c i a l  chemist  

c o n t r a c t  by a d v e r t i s i n g  i n  n a t i o n a l  p u b l i c a t i o n s  and c o n t a c t i n g  

chemis t s  w i t h i n  t h e  S t a t e .  

- The Commission r e v i s e  t h e  q u a l i f i c a t i o n s  t o  bid  t o  i n c l u d e  c u r r e n t  

a n a l y t i c a l  chemis t ry  s t a n d a r d s .  

- The Commission u s e  o u t s i d e  p r o f e s s i o n a l  s e r v i c e s  t o  e v a l u a t e  t h e  

q u a l i f i c a t i o n s  o f  competing b i d d e r s ,  based on c r i t e r i a  developed by 

t h e  Commission. 

- The Commission e s t a b l i s h  p rocedures  f o r  e v a l u a t i n g  t h e  performance o f  

t h e  o f f i c i a l  c h e m i s t ,  i n c l u d i n g  u s e  of s p l i t  samples.  

- The Commission t a k e  a p p r o p r i a t e  c o r r e c t i v e  a c t i o n  w i t h  t h e  p r e s e n t  

o f f i c i a l  chemis t  by e x e c u t i n g  a  p r o b a t i o n a r y  c o n t r a c t  and enforc ing  

compliance w i t h  i t s  terms.  

- The Commission s t u d y  t h e  f e a s i b i l i t y  of deve lop ing  in-house f a c i l i t i e s  

f o r  chemical  a n a l y s i s .  

- Commission v e t e r i n a r i a n s  d i s c o n t i n u e  t h e  u s e  of L a s i x  a s  a  means o f  

c o l l e c t i n g  u r i n e  samples.  

- Blood samples be t e s t e d  f o r  a l l  an imals  which d i e  immediately b e f o r e ,  

d u r i n g  o r  a f t e r  a  r a c e .  

- G r e a t e r  u s e  be made of t h e  p r a c t i c e  of t e s t i n g  a d d i t i o n a l  samples from 

r a c e s ,  i n c l u d i n g  a l l  major  r a c e s .  - 



- Commission s t a f f  submit  monthly r e p o r t s  t o  each Commissioner which 

i n c l u d e  t h e  f o l l o w i n g  i n f o r m a t i o n :  

Number and type  o f  samples submi t t ed  t o  t h e  o f f i c i a l  chemist .  

R e s u l t s  of t e s t s  i n d i c a t i n g  t h e  p resence  of p r o h i b i t e d  s u b s t a n c e s .  

Animal d e a t h s ,  c a u s e s  of d e a t h  and r e s u l t s  o f  blood t e s t s .  

- Stewards '  h e a r i n g s  be h e l d  i n  compliance w i t h  t h e  p r o v i s i o n s  of t h e  

Open Meeting Law. 

- The Commission comply w i t h  t h e  p r o v i s i o n s  o f  A.C.R.R. R4-27-104.0 

r e l a t i n g  t o  t h e  Workmen's Compensation Law. 

- The m a t t e r  o f  i l l e g a l  l o a n s  made from t h e  Race Track  Benevolent Fund 

and t h e  Greyhound Benevolent Fund be r e f e r r e d  t o  t h e  At to rney  

G e n e r a l ' s  o f f i c e  t o  de te rmine  whether  any l i a b i l i t y  e x i s t s  e i t h e r  on  

t h e  p a r t  o f  t h e  Commissioners o r  t h e i r  employees. 

- A review be made t o  de te rmine  whether  i t  i s  f e a s i b l e  t o  c o l l e c t  t h e  

unpaid l o a n s .  



INTRODUCTION AND BACKGROUND 

The O f f i c e  of t h e  Audi to r  Genera l  h a s  conducted a performance a u d i t  o f  t h e  

Arizona Racing Commission, i n  response t o  a September 11, 1980, r e s o l u t i o n  

o f  t h e  J o i n t  L e g i s l a t i v e  Budget Committee, and i n  accordance  w i t h  t h e  

p r o v i s i o n s  o f  Arizona Revised S t a t u t e s  (A.R.s.) $41-1279. 

The Arizona Racing Commission was c r e a t e d  by t h e  L e g i s l a t u r e  i n  1949. The 

Commission i s  comprised o f  f i v e  Commissioners who s e r v e  w i t h o u t  pay. 

@ Commissioners a r e  appo in ted  by t h e  Governor and s e r v e  s i x - y e a r  terms.  

The p r i n c i p a l  f u n c t i o n s  o f  t h e  Commission i n c l u d e  t h e  l i c e n s i n g  of r a c i n g  

p e r s o n n e l ,  t h e  g r a n t i n g  of r a c i n g  p e r m i t s  t o  commercial greyhound and 

h o r s e  r a c e  meets  and t h e  g r a n t i n g  of h o r s e  r a c i n g  p e r m i t s  t o  county r a c i n g  

a s s o c i a t i o n s .  

During f i s c a l  y e a r  1979-80, t h e r e  were f o u r  commercial h o r s e  r a c i n g  meets  

and s e v e n  commercial greyhound meets ,  which r e s u l t e d  i n  revenues  t o  t h e  

S t a t e  of $9,573,411. Revenues from l i c e n s i n g  f e e s ,  f i n e s  and o t h e r  

s o u r c e s  t o t a l e d  $55,791. During f i s c a l  y e a r  1979-80, t h e  Commission 

g r a n t e d  p e r m i t s  t o  ho ld  h o r s e  r a c i n g  meets t o  13 c o u n t i e s .  The S t a t e  

p r o v i d e s  purse  monies and promotional  funds  t o  each county.  The S t a t e  

r e c e i v e s  no revenues  from t h e  coun ty  meets.  

A.R.S. $5-113 r e q u i r e s  t h a t  t h e  Commission t r a n s m i t  a l l  monies r e c e i v e d  a s  

revenues  t o  t h e  S t a t e  T r e a s u r e r ,  who a l l o c a t e s  such  revenues  t o  r e c i p i e n t s  

a s  f o l l o w s :  

1. F i v e  p e r c e n t  f o r  c a p i t a l  o u t l a y  t o  t h e  Arizona 
Coliseum and E x p o s i t i o n  Cente r  Fund. 

2. Seven and one h a l f  p e r c e n t  t o  t h e  Arizona County 
F a i r s  and B r e e d e r s '  Award Fund. 

3. Ten p e r c e n t  t o  t h e  L i v e s t o c k ,  A g r i c u l t u r e  and 
Breeders  ' Award Fund. 

4 .  Seventy-seven and one h a l f  p e r c e n t  t o  t h e  S t a t e  
General Fund. 



Table  1 i l l u s t r a t e s  t h e  d i s t r i b u t i o n  of t h e  revenues c o l l e c t e d  by t h e  

Commission f o r  f i s c a l  y e a r s  1976-77 through 1979-80. 

TABLE 1 

DISTRIBUTION OF REVENUES COLLECTED BY THE 
ARIZONA RACING COMMISSION FOR FISCAL YEARS 

1976-77 THROUGH 1979-80 

Rec ip i en t  1976-77 1977-78 1978-79 1979-80 

Genera l  Fund $5,951,150 $6,500,102 $6,729,265 $7,464,358 

L ive s tock ,  A g r i c u l t u r e  a 
and Breeders '  Award Fund 758,176 838,723 867,734 962,071 

Arizona County F a i r s  and 
Breeders  ' Award Fund 568,858 629,042 651,129 721 , 737 

Arizona Coliseum and • 
Expos i t i on  Cen t e r  Fund 379,088 419,361 433,867 481,036 

During t h e  same pe r i od ,  t h e  t o t a l  par i -mutuel  handled i n  t h e  S t a t e  was a s  (I 

f o l l ows  : 

F i s c a l  Year 
1976-77 
1977-78 
1978-79 
1979-80 

T o t a l  Pari-mutuel* Handled 

The Commission i s  funded by a p p r o p r i a t i o n s  from t h e  L e g i s l a t u r e .  

Expendi tu res  f o r  f i s c a l  y e a r s  1976-77 through 1980-81 a r e  shown i n  Table  2. 

* Webste r ' s  I n t e r n a t i o n a l  D ic t i ona ry  d e f i n e s  par i -mutuel  a s  a form of 
b e t t i n g  i n  which t hose  who b e t  on t h e  winning animal  s h a r e  t h e  t o t a l  
s t a k e s ,  l e s s  a percen tage  t o  t h e  t r a c k  and t o  t h e  S t a t e .  



TABLE 2 

EXPENDITURES FOR A R I Z O N A  R A C I N G  COMMISSION FOR 
FISCAL YEARS 1976-77 THROUGH 1980-81 (ESTIMATED) 

(Es  t imated)  
1976-77 1977-78 1978-79 1979-80 1980-81 

Ful l - t ime  equ iva l en t  
p o s i t i o n s  16.5 17.5 20.0 20.0 20.0 

Pe r sona l  s e r v i c e s  $356,175 $377,810 $434,175 $461,315 $551,100 
Employee-related 49,491 62,541 71,388 71,726 99,200 
P r o f e s s i o n a l  & o u t s i d e  

s e r v i c e s  91,630 104,636 105,956 140,684 143,600 
T rave l  - i n - S t a t e  59,340 63,719 56,602 72,098 74,300 
Trave l  - out -of -S ta te  1 ,700 4,607 5 , 500 4,822 5,500 
Other  ope ra t i ng  expenses 26,127 36,420 35,938 40,890 46,700 
Equipment 600 5,185 1,364 199 

T o t a l  $585.063 $654,918 $710,923 $791,734 $920,400 

This  i s  t h e  f i r s t  o f  two r e p o r t s  on t h e  Arizona Racing Commission and 

covers  t h e  fo l lowing  a r e a s :  

1. Licens ing  procedures  used by t h e  Commission, 

2. C a p i t a l  improvements a t  commercial and county r a c i n g  

f a c i l i t i e s ,  

3. Procedures  used i n  c o n t r a c t i n g  f o r  d rug  t e s t i n g ,  

4.  A b i l i t y  of t h e  Commission t o  p r even t  t h e  u s e  of p r o h i b i t e d  

d rugs  i n  r a c i n g ,  

5. Review f o r  compliance w i th  s t a t u t e s  and a d m i n i s t r a t i v e  r u l e s  

and r e g u l a t i o n s ,  and 

6 .  Improper l oans  of s t a t e  funds.  

Work on t h e  second repokt  w i l l  commence a s  a u d i t  s t a f f  r e sou rce s  become 

a v a i l a b l e .  

We express  our  g r a t i t u d e  t o  t h e  Arizona Racing Commission and i t s  s t a f f  

f o r  t h e i r  coope ra t i on ,  a s s i s t a n c e  and c o n s i d e r a t i o n  du r ing  t h e  course  of 

t h e  a u d i t  . 



FINDING I 

THE A R I Z O N A  R A C I N G  COMMISSION IS NOT FULFILLING ITS STATUTORY 

RESPONSIBILITY TO REGULATE R A C I N G  PARTICIPANTS THROUGH THE LICENSING 

PROCESS. 

S t a t e  s t a t u t e s  r e q u i r e  the  Arizona Racing Commission t o  thoroughly 

i n v e s t i g a t e  l i c e n s e  app l i can t s  and t o  exe rc i se  d i s c r e t i o n  i n  g ran t ing  

l i c e n s e s .  The Commission annual ly  l i c e n s e s  more than  10,000 persons t o  

p a r t i c i p a t e  i n  rac ing  a s  owners, t r a i n e r s ,  jockeys, mutuel employees, 

exe rc i se  boys, jockeys'  agents ,  s t a b l e  foremen, grooms, v a l e t s ,  

v e t e r i n a r i a n s ,  horseshoers ,  concess iona i res  and o f f i c i a l s .  Our review of 

the  manner i n  which the Commission i s s u e s  l i c e n s e s  revealed t h a t :  

- The Commission i s  not  conducting requi red  i n v e s t i g a t i o n s  of 

l i c e n s e  app l i can t s .  A s  a  r e s u l t ,  l i c e n s e  a p p l i c a n t s  who f a l s i f y  

informat ion  on t h e i r  a p p l i c a t i o n s  regarding c r imina l  convic t ions  

o r  r u l i n g s  by o the r  rac ing  j u r i s d i c t i o n s  go undetected.  

- Racing s tewards a r e  not forwarding derogatory informat ion  about 

l i c e n s e e s  t o  Commission i n v e s t i g a t o r s .  

- Commission employees and pe rmi t t ee s  a r e  not adequately reviewing 

rac ing  p a r t i c i p a n t s .  A s  a  r e s u l t ,  unl icensed persons p a r t i c i p a t e  

i n  racing.  

- Racing s tewards a r e  not  imposing s u f f i c i e n t l y  s t r i n g e n t  p e n a l t i e s  

a g a i n s t  persons found t o  be p a r t i c i p a t i n g  i n  r ac ing  without  a  

l i c e n s e .  

- Commission employees a r e  not fol lowing e s t ab l i shed  procedures  i n  

i s s u i n g  l i c e n s e s ,  and Commission f i l e s  a r e  incomplete and 

disorganized.  



- The Commission h a s  n o t  e s k a b l i s h e d  a n  adequa te  sys tem of c o n t r o l  

o v e r  t h e  c o l l e c t i o n ,  r e c o r d i n g  and h a n d l i n g  of l i c e n s e  f e e s .  

- The Commission's a b i l i t y  t o  r e g u l a t e  r a c i n g  i s  impaired because 

i t  does  n o t  l i c e n s e  o f f i c e r s  and d i r e c t o r s  o f  r ac ing-permi t t ee  

o r g a n i z a t i o n s .  

The Commission Is Not Conducting 

Reauired I n v e s t i g a t i o n s  o f  A ~ ~ l i c a n t s  

Arizona Revised S t a t u t e s  (A.R.s.) $ 5 - 1 0 8 . ~  r e q u i r e s  t h e  Commission t o  

" . . .conduct  a  thorough i n v e s t i g a t i o n  concern ing  t h e  a p p l i c a t i o n  f o r  • 
a . . . l i c e n s e . .  .." The s t a t u t e s  f u r t h e r  s p e c i f y  t h a t  l i c e n s e s  may be denied 

f o r :  1) r u l i n g s  o f  o r  suspens ions  by o t h e r  j u r i s d i c t i o n s ,  2)  v i o l a t i o n s  

of t h e  r a c i n g  l aws  and r e g u l a t i o n s  o f  Arizona o r  o t h e r  s t a t e s ,  

3 )  c o n v i c t i o n s  o f  f e l o n i e s  o r  any c r ime  i n v o l v i n g  moral  t u r p i t u d e ,  

4)  c o n v i c t i o n s  o f  bookmaking, and 5)  a p p l i c a n t s  n o t  be ing  of good r e p u t e  

and moral  c h a r a c t e r .  ( ~ m ~ h a s i s  added) 

I n  s p i t e  of t h e  above s t a t u t o r y  requ i rements ,  t h e  Commission i s  n o t  

thoroughly  i n v e s t i g a t i n g  l i c e n s e  a p p l i c a n t s .  A s  a  r e s u l t :  1) a p p l i c a n t s  

who f a l s i f y  i n f o r m a t i o n  on t h e i r  a p p l i c a t i o n s  r e g a r d i n g  c r i m i n a l  

c o n v i c t i o n s  o r  r u l i n g s  by o t h e r  r a c i n g  j u r i s d i c t i o n s  go u n d e t e c t e d ,  and 

2 )  t h e  Commission h a s  i s s u e d  l i c e n s e s  t o  some persons  who n o t  o n l y  pose a 

t h r e a t  t o  t h e  i n t e g r i t y  o f  r a c i n g ,  b u t  t o  o t h e r  r a c i n g  p a r t i c i p a n t s  a s  

w e l l .  

Appl ican t s  f o r  l i c e n s e  a r e  r e q u i r e d  t o  complete a n  a p p l i c a t i o n  form g i v i n g  

such g e n e r a l  i n f o r m a t i o n  a s  name, d a t e  of b i r t h ,  S o c i a l  S e c u r i t y  number, 

c i t i z e n s h i p  s t a t u s  and p h y s i c a l  d e s c r i p t i o n .  A p p l i c a n t s  a l s o  a r e  r e q u i r e d  

t o  p rov ide  i n f o r m a t i o n  abou t  any c r i m i n a l  h i s t o r y ,  p r i o r  r u l i n g s  by o t h e r  

r a c i n g  j u r i s d i c t i o n s ,  i n t e r e s t  o r  ownership i n  r a c e  an imals  and t h e  names 

of t h e i r  p r e v i o u s  employers." 

* Appendix I i s  a  sample of a l i c e n s e  a p p l i c a t i o n .  



I n  o r d e r  f o r  t h e  Commission t o  p r o p e r l y  e x e r c i s e  i t s  d i s c r e t i o n a r y  

a u t h o r i t y  r e g a r d i n g  t h e  i s s u a n c e  o f  l i c e n s e s  i t  i s  e s s e n t i a l  t h a t  t h e  

i n f o r m a t i o n  on t h e  l i c e n s e  a p p l i c a t i o n  be t r u t h f u l  and a c c u r a t e  and t h a t  

t h e  Commission r o u t i n e l y  v e r i f y  t h e  i n f o r m a t i o n  on l i c e n s e  a p p l i c a t i o n s .  

Our review of t h e  Commission's l i c e n s i n g  p r o c e s s  r e v e a l e d  t h a t  such  

v e r i f i c a t i o n s  e i t h e r  a r e  n o t  made i n  a  t i m e l y  manner o r  a r e  n o t  made a t  

a l l .  

L icense  A p p l i c a t i o n  I n f o r m a t i o n  Is Not Adequately V e r i f i e d  

A d m i n i s t r a t i v e  r e g u l a t i o n s  f o r  l i c e n s u r e  s t a t e  t h a t  "each a p p l i c a n t  s h a l l  

submit t o  being f i n g e r p r i n t e d . "  ( ~ 4 - 2 7 - 1 0 4 . ~ )  I n  p r i o r  y e a r s  a p p l i c a n t s  

were f i n g e r p r i n t e d  and p rocessed  th rough  t h e  F e d e r a l  Bureau o f  

I n v e s t i g a t i o n  o f  t h e  Department of J u s t i c e .  However, t h i s  p rocedure  was 

c u r t a i l e d  i n  r e c e n t  y e a r s  and v i r t u a l l y  abandoned i n  1980-81. 

The Commission a l s o  h a s  immediate a c c e s s  t o  t h e  N a t i o n a l  A s s o c i a t i o n  o f  

S t a t e  Racing I n f o r m a t i o n  System (NASRIS), which m a i n t a i n s  a computer f i l e  

o f  r u l i n g s  and suspens ions  i s s u e d  by r a c i n g  j u r i s d i c t i o n s  i n  t h e  Uni ted 

S t a t e s ,  Nexico and Canada. However, t h e  Commission o f t e n  does  n o t  p r o c e s s  

l i c e n s e  a p p l i c a t i o n s  th rough  NASRIS u n t i l  t h r e e  t o  f o u r  weeks a f t e r  a n  

a p p l i c a n t  h a s  been l i c e n s e d .  Thus,  a p p l i c a n t s  c a n  be l i c e n s e d  f o r  up t o  

f o u r  weeks w i t h o u t  p r e v i o u s  v i o l a t i o n s  and r u l i n g s  coming t o  l i g h t .  

A s  a  r e s u l t  of  t h e  Commission's f a i l u r e  t o  a d e q u a t e l y  i n v e s t i g a t e  l i c e n s e  

a p p l i c a n t s ,  we e s t i m a t e  t h a t  a t  l e a s t  seven* p e r c e n t  o f  t h e  persons  

l i c e n s e d  by t h e  Commission d u r i n g  f i s c a l  y e a r  1979-80 f a l s i f i e d  

i n f o r m a t i o n  on t h e i r  l i c e n s e  a p p l i c a t i o n s  r e g a r d i n g  c r i m i n a l  c o n v i c t i o n s  

o r  r u l i n g s  by o t h e r  r a c i n g  j u r i s d i c t i o n s .  

* An a d d i t i o n a l  seven  p e r c e n t  o f  t h e  a p p l i c a n t s  had a r r e s t  r e c o r d s ,  bu t  
e i t h e r  had no c o n v i c t i o n s  o r  e l s e  t h e  d i s p o s i t i o n  o f  t h e  c a s e s  could  
n o t  be determined.  D i s c l o s u r e  of a r r e s t  d a t a  was n o t  r e q u i r e d  on t h e  
1979-80 a p p l i c a t i o n .  



F a l s i f i e d  L i c e n s e  A p p l i c a t i o n s  

P a r t  of o u r  review of t h e  Commission's l i c e n s i n g  p r o c e s s  was t o  s e l e c t  a  

s t a t i s t i c a l  sample o f  pe rsons  l i c e n s e d  by t h e  Commission d u r i n g  f i s c a l  

y e a r  1979-80, and t o  p r o c e s s  t h o s e  pe rsons  th rough  t h e  S t a t e ' s  Department 

of P u b l i c  S a f e t y ,  t h e  F e d e r a l  Bureau of I n v e s t i g a t i o n  and NASRIS. A 

f i n d i n g  of t h i s  p rocedure  was t h a t  seven  p e r c e n t  of those  pe rsons  

processed f a i l e d  t o  d i s c l o s e ,  o r  o n l y  p a r t i a l l y  d i s c l o s e d ,  c r i m i n a l  

c o n v i c t i o n s  and /or  r u l i n g s  a g a i n s t  them by o t h e r  r a c i n g  j u r i s d i c t i o n s .  

The unrepor ted  c r i m i n a l  c o n v i c t i o n s  i n c l u d e d  t h o s e  f o r  aggrava ted  b a t t e r y ,  

p o s s e s s i o n  and s a l e  o f  h e r o i n ,  grand t h e f t ,  whi te  s l a v e r y ,  r a p e ,  robbery ,  

b reak ing  and e n t e r i n g ,  and p o s s e s s i o n  of mar i juana .  I n  o u r  o p i n i o n ,  some 

of t h e  pe rsons  l i c e n s e d  by t h e  Commission i n  f i s c a l  y e a r  1979-80 pose a  

t h r e a t  n o t  o n l y  t o  t h e  i n t e g r i t y  o f  r a c i n g  b u t  t o  o t h e r  r a c i n g  

p a r t i c i p a n t s  a s  w e l l ,  a s  t h e  f o l l o w i n g  c a s e s  i l l u s t r a t e .  

CASE I 

The Commission l i c e n s e d  t o  work on t h e  s t a r t i n g  g a t e  a n  a p p l i c a n t  who had 

been a r r e s t e d  f o u r  t imes  and conv ic ted  t h r e e  t imes  f o r  p o s s e s s i o n  wi th  

i n t e n t  t o  d i s t r i b u t e  h e r o i n ,  aggrava ted  b a t t e r y  and l e a v i n g  t h e  s c e n e  of 

a n  a c c i d e n t .  

CASE I1 

The Commission l i c e n s e d  an  a p p l i c a n t  t o  work as a  t r a i n e r .  The l i c e n s e e ' s  

a p p l i c a t i o n  s t a t e d  t h a t  he  had been conv ic ted  f o r  "mari juana pro."" 

Commission employees d id  n o t  f i n g e r p r i n t  t h e  a p p l i c a n t  o r  conduct  f u r t h e r  

i n v e s t i g a t i o n .  A s  o f  January  24, 1981, t h i s  l i c e n s e e  i n  a c t u a l i t y  had t h e  

fo l lowing  c r i m i n a l  h i s t o r y :  

- two s e x u a l - a s s a u l t  and rape  c h a r g e s ,  

- f o u r  robbery and breaking-and-enter ing c o n v i c t i o n s ,  

- two w h i t e - s l a v e r y  c o n v i c t i o n s ,  

- two a s s a u l t  c h a r g e s ,  

- s e v e r a l  a t t empted  j a i l  e s c a p e s ,  and 

- one c o n v i c t i o n  f o r  t r a n s p o r t i n g  a  t r u c k l o a d  of mar i juana .  

By t h e  t ime t h e  Commission i n v e s t i g a t o r s  became aware of h i s  background, 

t h e r e  was a l s o  a n  outs tand. ing war ran t  f o r  a t t empted  s e x u a l  a s s a u l t .  

* Assumed t o  mean procurement.  

14 



Causes of Inadequa te  L icense  A p p l i c a t i o n  V e r i f i c a t i o n  

According t o  t h e  Execu t ive  S e c r e t a r y  of t h e  Commission, f i n g e r p r i n t i n g  was 

d i s c o n t i n u e d  because o f  workload and budget c o n s t r a i n t s .  S i n c e  f i s c a l  

y e a r  1977-78, t h e  number o f  l i c e n s e s  i s s u e d  h a s  i n c r e a s e d  by 13 p e r c e n t  

whi le  Commission s t a f f  h a s  remained c o n s t a n t .  I n  a d d i t i o n ,  t h e  l i c e n s i n g  

workload i s  p r i m a r i l y  s e a s o n a l ,  having two peak p e r i o d s  i n  J u l y  and August 

and between October  1 and December 15,"  when approx imate ly  70 p e r c e n t  o f  

a l l  l i c e n s e  a p p l i c a t i o n s  a r e  rece ived .  E x i s t i n g  s t a f f  i s  n o t  adequa te  t o  

hand le  t h e  workload a t  t h e s e  t imes  and backlogs of t h r e e  t o  f o u r  weeks i n  

l i c e n s e  p r o c e s s i n g  occur .  

The fo l lowing  t h r e e  o p t i o n s  appear  t o  be a v a i l a b l e  t o  a l l o w  t h e  Commission 

t o  resume t h e  p r a c t i c e  o f  f i n g e r p r i n t i n g  l i c e n s e  a p p l i c a n t s :  

- Provide t h e  Commission w i t h  a d d i t i o n a l  funds  t o  pay f o r  s e a s o n a l  

employees ( t o t a l i n g  1 .5  f u l l - t i m e  e q u i v a l e n t  p o s i t i o n s )  t o  

p r o c e s s  f i n g e r p r i n t s  th rough  t h e  F e d e r a l  Bureau of I n v e s t i g a t i o n  

and t o  do o t h e r  l i c e n s i n g  p r o c e s s i n g  t o  reduce backlogs .  We 

e s t i m a t e  t h e  c o s t  a s s o c i a t e d  w i t h  t h i s  o p t i o n  t o  be $21,000 a  

y e a r .  

- Use t h e  s e r v i c e s  o f  p r i v a t e  f i n g e r p r i n t i n g  companies i n  t h e  same 

manner a s  does  t h e  S t a t e  Real  E s t a t e  Department,  which 

f i n g e r p r i n t s  and p r o c e s s e s  more t h a n  24,000 a p p l i c a n t s  a y e a r .  

The S t a t e  R e a l  E s t a t e  Department o f f e r s  a p p l i c a n t s  two methods o f  

supp ly ing  t h e i r  f i n g e r p r i n t s :  1 )  a p p l i c a n t s  may o b t a i n  

f i n g e r p r i n t s  a t  no charge  a t  t h e i r  l o c a l  law enforcement agency, 

o r  2 )  t h e  a p p l i c a n t s  may u s e  t h e  s e r v i c e s  o f  a p r i v a t e  company 

which t h e  Department a r r a n g e s  t o  have a t  i t s  o f f i c e s .  Those 

a p p l i c a n t s  u s i n g  t h e  p r i v a t e  companies pay $3 f o r  t h e  s e r v i c e .  

T h i s  o p t i o n  would no t  r e q u i r e  a d d i t i o n a l  fund ing  f o r  t h e  

Commission, bu t  would no t  reduce backlogs .  

* C u r r e n t l y ,  a l l  l i c e n s e s  a r e  v a l i d  from J u l y  1 t o  June 30. The 
Commission p l a n s  t o  change l i c e n s i n g  d a t e s  t o  have h o r s e  r a c i n g  
l i c e n s e s  v a l i d  from January  1 t o  December 31 and dog r a c i n g  l i c e n s e s  
from J u l y  1 t o  June 30. Our a n a l y s i s  i n d i c a t e s  t h i s  may change t h e  
t iming  of t h e  peak p e r i o d s ,  but t h a t  peak p e r i o d s  s t i l l  w i l l  occur .  



- Prov ide  t h e  Commission w i t h  a d d i t i o n a l  funds  t o  pay f o r  s e a s o n a l  

employees and u s e  t h e  s e r v i c e s  of p r i v a t e  f i n g e r p r i n t i n g  

companies. We e s t i m a t e  t h e  c o s t  a s s o c i a t e d  w i t h  t h i s  o p t i o n  t o  

be $14,000 a  y e a r .  

R a c i m  Stewards  Are Not Forwarding Derogatorv 

I n f o r m a t i o n  About L icensees  To Commission I n v e s t i g a t o r s  

Racing s t e w a r d s  a r e  r e s p o n s i b l e  f o r  reviewing and approving l i c e n s e  

a p p l i c a t i o n s .  A s  such,  s t ewards  have a c c e s s  t o  i n f o r m a t i o n  r e g a r d i n g  

c r i m i n a l  c o n v i c t i o n s  and/or  r u l i n g s  by o t h e r  r a c i n g  j u r i s d i c t i o n s  a g a i n s t  

l i c e n s e  a p p l i c a n t s  when such i n f o r m a t i o n  i s  shown on t h e  a p p l i c a t i o n .  We 

determined t h a t  o n l y  one s teward r e f e r s  such i n f o r m a t i o n  t o  i n v e s t i g a t o r s  

f o r  follow-up o r  n o t i f i c a t i o n  purposes ,  and t h a t  he  does  n o t  make such 

r e f e r r a l s  i n  a l l  c a s e s .  

The need t o  r e f e r  such a p p l i c a t i o n  i n f o r m a t i o n  t o  i n v e s t i g a t o r s  is  

evidenced by t h e  c a s e  d e t a i l e d  on page 14. 1n t h a t  c a s e ,  t h e  l i c e n s e  

a p p l i c a t i o n  d i d  c o n t a i n  i n f o r m a t i o n  r e g a r d i n g  a  p r i o r  drug c o n v i c t i o n .  

The s teward  who approved t h e  a p p l i c a t i o n  d i d  n o t  forward t h e  l i c e n s e  

i n f o r m a t i o n  t o  Commission i n v e s t i g a t o r s .  A s  a  r e s u l t ,  t h e  i n d i v i d u a l ' s  

e n t i r e  c r i m i n a l  r e c o r d ,  i n v o l v i n g  more t h a n  27 c r i m i n a l  c h a r g e s  and 1 0  

c o n v i c t i o n s ,  d i d  n o t  come t o  l i g h t  u n t i l  t h e  i n v e s t i g a t o r s  heard  about  i t  

from "backside"  t r a c k  s o u r c e s  -- t h r e e  months a f t e r  t h e  l i c e n s e  was 

g r a n t e d .  

The f a i l u r e  of s t ewards  t o  forward c r i m i n a l  h i s t o r y  i n f o r m a t i o n  t o  

i n v e s t i g a t o r s  is i n  s h a r p  c o n t r a s t  t o  p rocedures  fol lowed by t h e  

Department of I n s u r a n c e ,  which h a s  i t s  i n v e s t i g a t o r s  follow-up a l l  l i c e n s e  

a p p l i c a n t s  f o r  whom t h e r e  i s  ev idence  o f  p r i o r  wrongdoing. 



Curren t  Commission r u l e s  and r e g u l a t i o n s  g i v e  s t e w a r d s  broad d i s c r e t i o n a r y  

a u t h o r i t y  i n  reviewing and approving l i c e n s e s .  I n  o u r  o p i n i o n ,  t h e  

Commission shou ld  adopt  a  r u l e  t o  r e q u i r e  s t ewards  t o  forward d e r o g a t o r y  

i n f o r m a t i o n  about  l i c e n s e e s  t o  Commission i n v e s t i g a t o r s  f o r  n o t i f i c a t i o n  

and /or  follow-up. 

Commission E m ~ l o v e e s  and P e r m i t t e e s  Are Not 

Adequately Reviewing Racing P a r t i c i p a n t s  

A.R.S. $5-107.01 s p e c i f i c a l l y  r e q u i r e s  a l l  pe r sons  p a r t i c i p a t i n g  i n  r a c i n g  

i n  Arizona t o  o b t a i n  l i c e n s e s  and p e r m i t s .  A d d i t i o n a l l y ,  a d m i n i s t r a t i v e  

r e g u l a t i o n  R4-27-104.E s p e c i f i e s  " if  a l i c e n s e e  is  employed i n  more t h a n  

one c a t e g o r y ,  o r  changes  from one t o  a n o t h e r ,  he  must be l i c e n s e d  i n  each 

ca tegory . "  

Our review of r a c i n g  p a r t i c i p a n t s  revea led  t h a t  u n l i c e n s e d  i n d i v i d u a l s  a r e  

p a r t i c i p a t i n g  i n  r a c i n g  i n  s p i t e  o f  a d m i n i s t r a t i v e  requ i rements  t h a t  

p e r m i t t e e s  ensure  compliance w i t h  t h e  above s t a t u t e  and r u l e .  

Arizona Racing Commission A d m i n i s t r a t i v e  R e g u l a t i o n  R4-27-104.K s t a t e s :  

"It s h a l l  be t h e  r e s p o n s i b i l i t y  of t h e  p e r m i t t e e  t o  

p reven t  any p e r s o n  n o t  l i c e n s e d  by t h e  Commission from 
doing o r  performing any a c t  o r  a c t s  a t  i t s  t r a c k  which 
r e q u i r e s  a  l i c e n s e  under  A.R.S. Chap te r  1, T i t l e  5 ,  o r  
t h e s e  r e g u l a t i o n s . "  ( ~ m ~ h a s i s  added) 

A s  a  means t o  de te rmine  i f  p e r m i t t e e s  a r e  p r e v e n t i n g  u n l i c e n s e d  p e r s o n s  

from p a r t i c i p a t i n g  i n  r a c i n g  i n  Arizona we: 1 )  s e l e c t e d  a  sample of 

pe rsons  and c o r p o r a t i o n s  l i s t e d  i n  t h e  d a i l y  r a c i n g  programs d u r i n g  

c a l e n d a r  y e a r  1980 and t h e  month of January  1981,  and 2 )  checked t o  s e e  

if t h o s e  pe rsons  were, i n  f a c t ,  l i c e n s e d .  Our sample i n c l u d e d  p e r s o n s  and 

c o r p o r a t i o n s  l i s t e d  a s  owners,  t r a i n e r s ,  jockeys  and kenne l s .  F i v e  

p e r c e n t  of t h e  pe rsons  and c o r p o r a t i o n s  we checked were n o t  p r o p e r l y  

l i c e n s e d  a s  r e q u i r e d  by s t a t u t e s  and /or  r e g u l a t i o n .  

Some of t h e  i n d i v i d u a l s  i n  o u r  sample had been u n l i c e n s e d  f o r  a s  l o n g  a s  a  

y e a r  and were p a r t i c i p a t i n g  a s  jockeys ,  owners, p e r m i t t e e  o f f i c i a l s  and 

s tewards .  The f o l l o w i n g  c a s e s  i l l u s t r a t e  some of t h e  u n l i c e n s e d  a c t i v i t y  

we documented. 



CASE I 

The p a r t i c i p a n t  was l i s t e d  i n  t he  November 1, 1980, R i l l i t o  Downs program 

a s  a  jockey and p a r t i c i p a t e d  i n  each racing day dur ing  the  meet. The 

ind iv idua l  d id  not o b t a i n  a  l i c e n s e  u n t i l  January 27, 1981. 

CASE I1 

The p a r t i c i p a n t  was l i s t e d  a s  an  owner on the  Greenlee County F a i r  racing 

meet program on Apr i l  5 ,  1980. A t  t h a t  t ime,  t h e  p a r t i c i p a n t  was not 

l i censed .  The p a r t i c i p a n t  subsequent ly was i ssued  a  jockey ' s  l i c e n s e  on 

May 10 ,  1980. 

CASE I11 

A company o r  corpora te  name appears  under kennel name on t h e  Phoenix 

Greyhound Park rac ing  program of March 1, 1980. The company did not  have 

a  kennel l i c e n s e  and no l i censed  owner could be found who was d i r e c t l y  

connected wi th  the  kennel.  

It appears  t h a t  permi t tees  could prevent unl icensed persons from 

p a r t i c i p a t i n g  i n  rac ing  more e f f e c t i v e l y  i f  they  made b e t t e r  use of 

enforcement methods c u r r e n t l y  a v a i l a b l e .  For example, pe rmi t t ee s  could 

r equ i r e  i n d i v i d u a l s  t o  show t h e i r  l i c e n s e s  (which a r e  pho to - iden t i f i ca t ion  

l i c e n s e s  s i m i l a r  t o  d r i v e r s '  l i c e n s e s )  before performing a c t i v i t i e s  such 

a s  r e g i s t e r i n g  race animals ,  c o l l e c t i n g  purse money o r  en t e r ing  t h e  jockey 

room. This  would be c o n s i s t e n t  wi th  admin i s t r a t i ve  r e g u l a t i o n  

R4-27-103.1, which s t a t e s  t h a t  t h e  permi t tees  s h a l l :  

" . . . fu rn ish  a n  o f f i c e r  t o  be on duty a t  t h e  s t a b l e  o r  

kennel a r ea  en t rance  and i t  s h a l l  be the  duty of s a i d  
o f f i c e r  t o  deny en t rance  t o  a l l  persons not  holding a  
l i c e n s e  o r  c r e d e n t i a l s  i s sued  by t h e  Commission o r  a  
pass  issued by the permi t tee .  " 



Another enforcement method would be f o r  t h e  p e r m i t t e e s  and Commission 

employees t o  r e g u l a r l y  and p e r i o d i c a l l y  check t h e  names appear ing  i n  t h e  

d a i l y  r a c i n g  programs a g a i n s t  pe rsons  l i c e n s e d  by t h e  Commission. Th is  i s  

t h e  method a u d i t  s t a f f  used t o  de te rmine  u n l i c e n s e d  a c t i v i t y  and i s  

sometimes used by Commission l i c e n s i n g  c l e r k s  t o  i d e n t i f y  u n i i c e n s e d  

p a r t i c i p a n t s .  

Racing Stewards Are Not Imposing S u f f i c i e n t l y  

S t r i n g e n t  P e n a l t i e s  Against  Unl icensed Persons  

Arizona s t a t u t e s  p rov ide  f o r  c r i m i n a l  p e n a l t i e s  i f  pe r sons  p a r t i c i p a t e  i n  

r a c i n g  w i t h o u t  f i r s t  o b t a i n i n g  a l i c e n s e .  However, s t ewards  r a r e l y  impose 

s a n c t i o n s  a g a i n s t  pe rsons  found t o  be p a r t i c i p a t i n g  i n  r a c i n g  wi thou t  a  

l i c e n s e .  

A.R.S. $ 5 - 1 1 5 . ~  s t a t e s :  

"Any p e r s o n  who h o l d s  o r  conducts  a n y  r a c i n g  meet ing 

wi thou t  f i r s t  complying w i t h  t h e  p r o v i s i o n s  o f  t h i s  
a r t i c l e ,  o r  any p e r s o n  who v i o l a t e s  any p r o v i s i o n  of 
t h i s  a r t i c l e  f o r  which no o t h e r  p e n a l t y  i s  p r e s c r i b e d ,  
i s  g u i l t y  of a  c l a s s  2 misdemeanor." 

A.R.S. $5-115.C i s  a  g e n e r a l  s e c t i o n  p r e s c r i b i n g  p e n a l t i e s  f o r  v i o l a t i o n s  

of r a c i n g  s t a t u t o r y  requ i rements .  The maximum p e n a l t y  f o r  a C l a s s  2 

misdemeanor i s  a f i n e  of $750 and f o u r  months imprisonment.  

A.R.S. $5-115 .C n o t w i t h s t a n d i n g ,  when s t e w a r d s  i d e n t i f y  u n l i c e n s e d  r a c i n g  

p a r t i c i p a n t s ,  d i s c i p l i n a r y  s a n c t i o n s  r a r e l y  a r e  imposed. The s i n g l e  most 

common d i s c i p l i n a r y  a c t i o n  t a k e n  i s  t o  "make them g e t  a  l i c e n s e . "  Such a n  

a c t i o n  appears  t o  p r o v i d e  l i t t l e  i n c e n t i v e  f o r  i n d i v i d u a l s  t o  g e t  l i c e n s e d  

o r  f o r  p e r m i t t e e s  t o  e n s u r e  t h a t  u n l i c e n s e d  a c t i v i t y  does  n o t  occur .  



S i m i l a r i l y ,  t h e  Commission does  n o t  appear  t o  t a k e  a c t i o n  a g a i n s t  s t ewards  

when u n l i c e n s e d  a c t i v i t y  is  found a t  a r a c e  meet ing under  t h e i r  

s u p e r v i s i o n .  Inasmuch a s  t h e  s teward i s  r e s p o n s i b l e  f o r  e n s u r i n g  

compliance w i t h  a l l  laws and r e g u l a t i o n s  d u r i n g  a  r a c e  mee t ing ,  t h e  

occur rence  of u n l i c e n s e d  a c t i v i t y  r e f l e c t s  upon t h e  performance of t h e  

s teward and may war ran t  d i s c i p l i n a r y  a c t i o n  by t h e  Commission a g a i n s t  t h e  

s teward.  

Commission Emolovees Are Not Fol lowing E s t a b l i s h e d  

Procedures  i n  I s s u i n g  L icenses  and Commission 

F i l e s  Are Incomplete  and Disorganized 

Commission l i c e n s i n g  p rocedures  r e q u i r e  t h a t  l i c e n s e  a p p l i c a n t s  s i g n  t h e i r  

a p p l i c a t i o n s  i n  t h e  p resence  o f  a Commission o f f i c i a l  o r  n o t a r y  and t h a t  

Commission o f f i c i a l s  and s t e w a r d s  review t h e  a p p l i c a t i o n s .  F u r t h e r ,  

A d m i n i s t r a t i v e  Rule  R4-27-104 r e q u i r e s  s t ewards  t o  review l i c e n s e  

a p p l i c a t i o n s  t o  e n s u r e  t h a t  t h e  i n t e g r i t y  and a b i l i t y  o f  a n  a p p l i c a n t  i s  

c l e a r l y  shown on h i s  a p p l i c a t i o n .  These  procedures  a r e  no t  fo l lowed i n  

most c a s e s .  I n  a d d i t i o n ,  Commission l i c e n s i n g  f i l e s  a r e  incomple te  and 

d i s o r g a n i z e d .  

A s  p a r t  of o u r  review of  t h e  l i c e n s i n g  p rocedures  o f  t h e  Commission, we 

s e l e c t e d  a  sample o f  f i s c a l  y e a r  1979-80 l i c e n s e  a p p l i c a t i o n s  and t e s t e d  

f o r  compliance w i t h  e s t a b l i s h e d  Commission l i c e n s i n g  p rocedures  and 

r u l e s .  The f i n d i n g s  of our  review were: 

- S i x t y - n i n e  p e r c e n t  o f  t h e  l i c e n s e  a p p l i c a t i o n s  were n o t  reviewed 

by a  s t eward ,  and 

- F i f t y - t h r e e  p e r c e n t  of t h e  l i c e n s e  a p p l i c a t i o n s  were n o t  s igned 

i n  t h e  p resence  of a  Commission o f f i c i a l  o r  n o t a r i z e d .  

I n  a d d i t i o n ,  many incomple te  a p p l i c a t i o n s  a r e  accep ted .  We observed 

a p p l i c a t i o n s  l a c k i n g  such i n f o r m a t i o n  a s  d a t e s  of b i r t h ,  employers,  names 

of a n i m a l s ,  a p p l i c a n t s '  s i g n a t u r e s ,  and d e t a i l s  o f  p r i o r  r u l i n g s  and 

c r i m i n a l  h i s t o r i e s .  



T h i s  observed f a i l u r e  t o  comply w i t h  e s t a b l i s h e d  p rocedures  no t  o n l y  could  

r e s u l t  i n  u n q u a l i f i e d  pe rsons  being l i c e n s e d ,  b u t  i m p a i r s  t h e  Commission' 

a b i l i t y  t o  r e g u l a t e  p a r t i c i p a n t s  a s  w e l l .  F o r  example, i n f o r m a t i o n  on t h e  

ownership of an imals  i s  used i n  r e g u l a t i n g  h idden  ownership ,  and 

a p p l i c a n t ' s  d a t e  of b i r t h  i s  used i n  conduct ing background i n v e s t i g a t i o n s .  

Our review a l s o  r e v e a l e d  t h a t  Commission f i l e s  a r e  incomple te  and 

d i s o r g a n i z e d .  F o r  example, f i l e s  a r e  n o t  mainta ined by i n d i v i d u a l  

l i c e n s e e s .  I n s t e a d ,  d a t a  on a  p a r t i c u l a r  l i c e n s e e  may be i n  any o f  f o u r  

o r  f i v e  d i f f e r e n t  f i l e s .  

L icens ing  r e c o r d s  a l s o  appear  t o  be incomple te .  We found t h a t  no r e c o r d s  

e x i s t  i n  t h e  Commissions f i l e s  f o r  20 p e r c e n t  of t h e  pe rsons  who r e p o r t e d  

on t h e i r  l i c e n s e  a p p l i c a t i o n s  t h a t  p r e v i o u s  r u l i n g s  and c r i m i n a l  r e c o r d s  

were "on f i l e "  w i t h  t h e  Commission. S i m i l a r i l y ,  we found t h a t  

f i n g e r p r i n t s  do n o t  e x i s t  f o r  68 p e r c e n t  of t h e  pe rsons  who r e p o r t e d  on 

t h e i r  l i c e n s e  a p p l i c a t i o n s  t h a t  t h e y  had been f i n g e r p r i n t e d  p r e v i o u s l y  by 

t h e  Commission. 

I n  a d d i t i o n ,  t h e  Commission has  n o t  e s t a b l i s h e d  "s ign-out"  p rocedures  f o r  

f i l e s .  I n v e s t i g a t o r s  and o t h e r  Commission p e r s o n n e l  o f t e n  t a k e  f i l e s  

wi thou t  i n d i c a t i n g  where t h e  f i l e  w i l l  be i n  t h e  even t  somebody needs  t o  

l o c a t e  i t .  

F i n a l l y ,  we noted t h a t  c o n t r o l s  o v e r  t h e  f i l e s  and r e c o r d s  a r e  weak. For  

example, a l t h o u g h  f i n g e r p r i n t  c a r d s  can  c o n t a i n  s e n s i t i v e  i n f o r m a t i o n ,  we 

noted t h a t  f i n g e r p r i n t  c a r d s  were l e f t  l y i n g  abou t  on desk t o p s  and t h a t  

t h e  f i n g e r p r i n t  f i l e s  were n o t  locked.  



The Commission Has Not E s t a b l i s h e d  An Adequate 

System of  C o n t r o l  o v e r  t h e  C o l l e c t i o n .  

Recording and Handling of L icense  Fees  

C o n t r o l  o v e r  t h e  c o l l e c t i o n ,  r e c o r d i n g  and h a n d l i n g  of l i c e n s e  f e e s  is  

weak i n  t h e  Commission l i c e n s i n g  o f f i c e s .  A s  a  r e s u l t ,  t h e r e  i s  a n  

unaccountab le  d i f f e r e n c e  o f  $3,969 i n  l i c e n s e  f e e s  d u r i n g  f i s c a l  y e a r  

1979-80. 

During o u r  review of  t h e  Commission l i o e n s i n g  f u n c t i o n ,  we noted t h e  

f o l l o w i n g  weaknesses i n  c o n t r o l  o v e r  l i c e n s e  f e e s .  

- There  i s  incomple te  v e r i f i c a t i o n  o f  f e e  r e c e i p t s .  The l i c e n s e  

c a t e g o r i e s  l i s t e d  on one p a r t  o f  t h e  l i c e n s e  f e e  r e c e i p t s  do no t  

a g r e e  w i t h  t h e  f e e s  a s s e s s e d  l i s t e d  on t h e  same r e c e i p t s .  

- There  i s  no s e g r e g a t i o n  of d u t i e s  among t h o s e  Commission 

employees who c o l l e c t  f e e s ,  p r e p a r e  r e c e i p t s  and p r e p a r e  d a i l y  

a u d i t  s h e e t s .  

- Commission o f f i c e s  l o c a t e d  a t  commercial greyhound and h o r s e  

r a c i n g  f a c i l i t i e s  and a t  coun ty  r a c i n g  meets  do n o t  u s e  cash  

r e g i s t e r s  o r  o t h e r  s e c u r i t y  d e v i c e s .  It was noted t h a t  c i g a r  

boxes a r e  used t o  s e c u r e  c a s h  and checks  a t  t r a c k  f a c i l i t i e s ,  and 

t h a t  t h e s e  c i g a r  boxes a r e  n o t  sa feguarded  when Commission 

employees l e a v e  t h e  o f f i c e .  

- Access t o  t h e  Commission o f f i c e  i s  n o t  l i m i t e d  t o  Commission 

employees. F r e q u e n t l y ,  t h e  p e r m i t t e e  and o t h e r  i n d i v i d u a l s  have 

a c c e s s  t o  t h e  Commission o f f i c e ,  because d u p l i c a t e  keys  have been 

provided by s t e w a r d s  t o  non-Sta te  employees. 

- Commission employees do n o t  d e p o s i t  cash  on a  t i m e l y  b a s i s .  

During peak l i c e n s i n g  p e r i o d s ,  Commission employees do make 

d e p o s i t s  d a i l y .  However, a t  o t h e r  t i m e s ,  d e p o s i t s  a r e  made on ly  

e v e r y  two weeks t o  a  month, and a t  any one t ime t h e  Commission 

o f f i c e  may have a  s i g n i f i c a n t  amount o f  c a s h  on hand. 



A s  a  r e s u l t  of t h e  above weaknesses,  t h e r e  was a  $3,969 d i f f e r e n c e  between 

l i c e n s e  f e e s  t h a t  should  have been c o l l e c t e d ,  based upon t h e  r e p o r t e d  

number of l i c e n s e s  i s s u e d ,  and f e e s  a c t u a l l y  c o l l e c t e d  d u r i n g  f i s c a l  y e a r  

1979-80. The r e p o r t e d  numbers and t y p e s  of l i c e n s e s  i s s u e d  by t h e  

Commission d u r i n g  f i s c a l  y e a r  1979-80 i n d i c a t e  t h e  t o t a l  f e e s  shou ld  have 

been $51,279. However, t h e  a c t u a l  l i c e n s e  f e e s  f o r  f i s c a l  y e a r  1979-80 

were on ly  $47,710. 

N e i t h e r  t h e  Commission accountan t  n o r  t h e  l i c e n s i n g  u n i t  s u p e r v i s o r  was 

a b l e  t o  e x p l a i n  t h e  $3,969 d i f f e r e n c e .  The Commission accountan t  

suggested t h e  d i f f e r e n c e  might be a t t r i b u t e d  t o  pe rsons  be ing  charged t h e  

wrong f e e s  f o r  l i c e n s e s .  We found, however, t h a t  improper assessments  can 

account  f o r  o n l y  a s m a l l  p o r t i o n  o f  t h e  $3,969 d i f f e r e n c e .  Another 

e x p l a n a t i o n  might be t h a t  t h e  number o f  l i c e n s e s  i s s u e d  a s  r e p o r t e d  by t h e  

Commission's l i c e n s i n g  s u p e r v i s o r ,  and which we used i n  c a l c u l a t i n g  t h e  

$51,279 shown above,  i s  i n c o r r e c t .  I n  t h a t  c a s e ,  i t  i s  n o t  p o s s i b l e ,  

g i v e n  t h e  c u r r e n t  c o n d i t i o n  o f  t h e  Commission's l i c e n s i n g  r e c o r d s ,  t o  

de te rmine  t h e  amount of l i c e n s i n g  f e e s  t h a t  should  have been c o l l e c t e d .  

Commission A b i l i t y  t o  Regula te  Racing Is 

Impaired Because It Does Not L icense  O f f i c e r s  

and D i r e c t o r s  of Racing P e r m i t t e e s  

The Commission does  n o t  r e q u i r e  t h a t  i n d i v i d u a l  o f f i c e r s  and d i r e c t o r s  of 

r a c i n g  p e r m i t t e e s  be l i c e n s e d .  Consequent ly ,  t h e  Commission h a s  no means 

t o  d i s c i p l i n e  t h o s e  i n d i v i d u a l  o f f i c e r s  o r  d i r e c t o r s  who v i o l a t e  

Commission r u l e s  and r e g u l a t i o n s .  

The Commission h a s  t h e  s t a t u t o r y  a u t h o r i t y  t o  r e q u i r e  t h a t  i n d i v i d u a l  

o f f i c e r s  and d i r e c t o r s  of p e r m i t t e e s  be l i c e n s e d .  A.R.S. $5-107.01.B 

r e q u i r e s  l i c e n s u r e  of o c c u p a t i o n s  invo lved  i n  r a c i n g  and ". . .any o t h e r  

pe rson  o r  o f f i c i a l  t h e  Commission deems proper ."  However, t h e  Commission 

h a s  no t  chosen t o  r e q u i r e  l i c e n s u r e  f o r  o f f i c e r s  and d i r e c t o r s  of 

p e r m i t t e e s .  Such l i c e n s u r e  i s  n o t  uncommon i n  t h a t  15 o t h e r  s t a t e  r a c i n g  

j u r i s d i c t i o n s  r e q u i r e  p e r m i t t e e  o f f i c e r s  t o  be l i c e n s e d ,  and 1 2  r e q u i r e  

p e r m i t t e e  d i r e c t o r s  t o  be l i c e n s e d .  



Because t h e  Commission does  n o t  l i c e n s e  t h e  o f f i c e r s  and d i r e c t o r s  of 

p e r m i t t e e s ,  i t  cannot  t a k e  a c t i o n  a g a i n s t  t h o s e  i n d i v i d u a l s  who v i o l a t e  

t h e  Commission's r u l e s  and r e g u l a t i o n s .  C u r r e n t l y ,  t h e  Commission can  

t a k e  a c t i o n  o n l y  a g a i n s t  t h e  p e r m i t t e e  and c a n  revoke o r  suspend t h e  

pe rmi t .  However, i t  may n o t  be d e s i r a b l e ,  f e a s i b l e  o r  e q u i t a b l e  t o  revoke 

t h e  pe rmi t  f o r  a n  e n t i r e  r a c e  meet because  of t h e  a c t i o n s  o f  a n  i n d i v i d u a l  

o f f i c e r  o r  d i r e c t o r .  

I n  a d d i t i o n ,  t h e  l i c e n s i n g  of o f f i c e r s  and d i r e c t o r s  of p e r m i t t e e s  would 

a l l o w  t h e  Commission t o  o b t a i n  f i n g e r p r i n t s  and background d a t a  needed t o  

a l l o w  f o r  a  complete i n v e s t i g a t i o n  of t h e s e  i n d i v i d u a l s .  

CONCLUSION 

The Commission i s  no t  f u l f i l l i n g  i t s  s t a t u t o r y  r e s p o n s i b i l i t y  t o  r e g u l a t e  

r a c i n g  p a r t i c i p a n t s  through t h e  l i c e n s i n g  p rocess .  A s  a r e s u l t ,  

i n d i v i d u a l s  a r e  p a r t i c i p a t i n g  i n  r a c i n g  who pose a  t h r e a t  t o  t h e  i n t e g r i t y  

o f  racing and o t i i e r  rricilig participan~s, l ic t?nse  fees tire unnecc3sscl~i ly  

exposed t o  l o s s  th rough  t h e f t  o r  d e f a l c a t i o n  and t h e  Commission's a b i l i t y  

t o  r e g u l a t e  r a c i n g  i s  impa i red .  

I t  i s  recommended t h a t :  

- The Commission o b t a i n  and p r o c e s s  f i n g e r p r i n t s  of a l l  a p p l i c a n t s  

f o r  l i c e n s u r e  by: 

e s e e k i n g  fund ing  from t h e  L e g i s l a t u r e  f o r  s e a s o n a l ,  c l e r i c a l  

p o s i t i o n s  t o  a s s i s t  d u r i n g  peak workload p e r i o d s ,  o r  

a a d o p t i n g  t h e  system used by t h e  S t a t e  Real  E s t a t e  Department 

by a r r a n g i n g  f o r  a  p r i v a t e  company t o  be p r e s e n t  a t  

Commission o f f i c e s  f o r  a p p l i c a n t  f i n g e r p r i n t i n g ,  o r  g i v i n g  

t h e  a p p l i c a n t s  t h e  o p t i o n  of o b t a i n i n g  f i n g e r p r i n t s  from 

l o c a l  law enforcement a g e n c i e s .  



- The Commission adopt a  r u l e  r equ i r ing  s tewards t o  enforce  i t s  

po l i cy  t o  r e f e r  a p p l i c a t i o n s  involv ing  derogatory informat ion  t o  

i n v e s t i g a t o r s  f o r  n o t i f i c a t i o n  and/or follow-up. I n  a d d i t i o n ,  

a l l  i n s t ances  of a p p l i c a t i o n  f a l s i f i c a t i o n  should be reviewed by 

i n v e s t i g a t o r s  t o  determine i f  l i c e n s e  revoca t ion  i s  i n  order .  

- Permi t t ee s  and Commission s t a f f  implement procedures r e a d i l y  

a v a i l a b l e  t o  c o n t r o l  unl icensed a c t i v i t y ,  i nc lud ing  increased  

v i s u a l  checks of l i c e n s e s  and comparisons of r ac ing  programs t o  

l i c e n s e  f i l e s .  

- The Commission provide f o r  d i s c i p l i n a r y  a c t i o n ,  i nc lud ing  

c r i m i n a l  prosecut ions  aga ins t  i nd iv idua l s  found t o  be unl icensed 

and aga ins t  permi t tees  and S t a t e  stewards who f a i l  t o  prevent  

such a c t i v i t y .  

- The Commission ensure t h a t  a p p l i c a t i o n s  a r e  c o r r e c t l y  prepared 

and complete, and t h a t  a l l  a p p l i c a t i o n s  a r e  reviewed and s igned.  

I n  add i t i on ,  the  Commission should d i s c i p l i n e  s tewards f a i l i n g  t o  

proper ly  review app l i ca t ions .  

- The Commission e s t a b l i s h  ind iv idua l  f i l e s  f o r  each l i c e n s e e  and 

conso l ida t e  information about each i n t o  these  f i l e s .  

- The Commission s t r e n g t h e n  c o n t r o l s  over  e x i s t i n g  r eco rds  and 

f i l e s  by locking f i l e s  conta in ing  s e n s i t i v e  d a t a  and by 

implementing sign-out procedures f o r  f i l e s .  

- The Commission accounting u n i t  v e r i f y  t h a t  t h e  proper  f e e  i s  

assessed  f o r  each l i c e n s e  ca tegory  by r econc i l i ng  the  l i c e n s i n g  

ca tegory  on t h e  l e f t  s i d e  of t h e  a u d i t  copy of t h e  f e e  r e c e i p t  

wi th  the  amount charged l i s t e d  on t h e  r i g h t  s i d e  of t h e  r e c e i p t .  



- Proper accounting c o n t r o l s  f o r  cash,  inc luding  seg rega t ion  o f  

d u t i e s ,  p repa ra t ion  of r e c e i p t s ,  increased  s e c u r i t y  and prompt 

depos i t s  be e s t ab l i shed .  

- The Commission r equ i r e  l i c e n s u r e  of t h e  o f f i c e r s  and d i r e c t o r s  of 

permi t tees .  

- The o f f i c e r s  and d i r e c t o r s  thus  l i censed  be f i n g e r p r i n t e d  and 

subjec ted  t o  t h e  same background i n v e s t i g a t i o n  a s  o t h e r  l i censees .  



FINDING I1 

CHANGES ARE NEEDED I N  THE A R I Z O N A  R A C I N G  COMMISSION'S ADMINISTRATION OF 

CAPITAL IMPROVEMENT FUNDS AT R A C I N G  FACILITIES. 

A s  of January 1, 1981, t en  s t a t e s  had l e g i s l a t i o n  which a s s i s t e d  

commercial horse racing assoc ia t ions  i n  making c a p i t a l  improvements to  

t h e i r  f a c i l i t i e s ;  nine s t a t e s  provided capital.  improvement funds t o  t h e i r  

county racing commissions; and two s t a t e s  had l e g i s l a t i o n  whicn assis-ced 

commercial greyhound f a c i l i t i e s  i n  making c a p i t a l  improvements. 

A s  a  p a r t  of our performance aud i t  of t h e  Commission, we reviewed the  

administrat ion and a l l o c a t i o n  of c a p i t a l  improvement funds t o  commercial 

horse racing f a c i l i t i e s  and counties i n  Arizona. Our review revealed t h a t :  

- A s  of December 31, 1980, the  $1,505,011 withheld f o r  p ro jec t s  a t  

Turf Paradise a r e  wi th in  t h e  provisions of A.R.S. $5-111.02. I n  

add i t ion ,  some a l l e g a t i o n s  regarding c a p i t a l  improvement funds 

used a t  Turf Paradise appear t o  be t r u e  while o thers  appear t o  be 

untrue.  

- The Commission improperly approved $229,044 i n  c a p i t a l  

improvement funds f o r  Turf Paradise and Presco t t  Downs f o r  the  

purchase of r o l l i n g  stock.  

- Prescot t  Downs may owe the  S t a t e  $85,974.55 i f  i t s  purchases do 

not qual i fy  a s  c a p i t a l  improvements. 

- Capital  improvement p r o j e c t s  a t  R i l l i t o  Downs a r e  wi th in  the  

provisions of A.R.S. $5-111.02. 

- Financial  impropriet ies  have occurred i n  a t  l e a s t  two counties.  

- The Commission has not adequately and cons i s t en t ly  reviewed the  

d i s t r i b u t i o n  and expenditure of c a p i t a l  improvement funds awarded 

t o  the  counties.  

Arizona has no provision f o r  f i n a n c i a l  a s s i s t ance  t o  commercial greyhound 

f a c i l i t i e s  f o r  c a p i t a l  improvements. 



A.R.S. $5-111.02" p rov ide s  f o r  t h e  S t a t e  t o  s u b s i d i z e  c a p i t a l  improvements 

a t  commercial ho r se  r a c i n g  f a c i l i t i e s .  The s e c t i o n  was adopted t o  

encourage t h e  improvement of r a c i n g  f a c i l i t i e s  f o r  t h e  b e n e f i t  of  t h e  

p u b l i c ,  b r eede r s  and ho r se  owners, and t o  i n c r e a s e  t h e  revenues  t o  t h e  

S t a t e  from t h e  i n c r e a s e  i n  par i -mutuel  wagering r e s u l t i n g  from such 

improvements. Commercial horse - rac ing  pe rmi t t e e s  who r e c e i v e  approva l  f o r  

c a p i t a l  improvements a r e  allowed t o  reduce t h e  percen tage  pa id  t o  t h e  

S t a t e  by one pe r cen t  of  t h e  t o t a l  amount wagered. 

A.R.S. $5-111.02.B s t a t e s :  

" I n  o r d e r  t o  q u a l i f y  f o r  t h e  r educ t i on  i n  percen tage ,  a  

p e r m i t t e e  s h a l l  f i rs t  app ly  t o  t h e  commission i n  such 
form a s  t h e  commission s h a l l  r e q u i r e .  The a p p l i c a t i o n  
s h a l l  c o n t a i n ,  b u t  i s  no t  l i m i t e d  t o ,  f u l l  d e t a i l s  of  
t h e  proposed c a p i t a l  improvement and t h e  c o s t  and 
expenses  t o  be i ncu r r ed .  A f t e r  r e c e i p t  o f  t h e  
a p p l i c a t i o n  t h e  commission may t e n t a t i v e l y  approve o r  
may d i sapprove  such a p p l i c a t i o n  and s h a l l ,  w i t h i n  t e n  
days o f  such  t e n t a t i v e  approva l  o r  d i s a p p r o v a l ,  
t r a n s m i t  a  copy o f  t h e  a p p l i c a t i o n  and . n o t i f i c a t i o n  of  
t e n t a t i v e  approva l  o r  d i s app rova l  t o  t h e  p r e s i d e n t  of  
t h e  Arizona s e n a t e  and speaker  of  t h e  Arizona house of 
r e p r e s e n t a t i v e s .  I f  t h e  commission t e n t a t i v e l y  
approves  a n  a p p l i c a t i o n  i t  s h a l l  c o ~ a u c t  p e r i o d i c  
i n s p e c t i o n  o f  a t  l e a s t  one p e r  month du r ing  t h e  
c o n s t r u c t i o n  pe r i od  of t h e  c a p i t a l  improvement i n  o r d e r  
t o  a s c e r t a i n  compliance wi th  t h e  p e r m i t t e e ' s  
a p p l i c a t i o n .  Upon complet ion of t h e  c o n s t r u c t i o n  of 
t h e  c a p i t a l  improvement, t h e  pe rmi t t e e  s h a l l  n o t i f y  t h e  
commission and may s eek  f i n a l  approva l  of i t s  
a p p l i c a t i o n  by t h e  commission. When t h e  c o n s t r u c t i o n  
c o s t  has  been c e r t i f i e d  by t h e  commission pursuan t  t o  
s u b s e c t i o n  E and t h e  commission h a s  determined t h e  
p e r m i t t e e ' s  compliance o r  noncompliance wi th  i t s  
a p p l i c a t i o n ,  t h e  commission s h a l l  g r a n t  f i n a l  approva l  
of  such a p p l i c a t i o n  o r  s h a l l  d i sapprove  such 
a p p l i c a t i o n .  The commission s h a l l  no t  approve an  
a p p l i c a t i o n  u n l e s s  i t  de te rmines  t h a t  t h e  c a p i t a l  
improvement w i l l  promote t h e  s a f e t y  of h o r s e s ,  t h e  
s a f e t y ,  convenience and comfort  of t h e  people and i s  i n  
t h e  b e s t  i n t e r e s t  of  r a c i n g  and t h e  S t a t e  of  Arizona 
g e n e r a l l y .  I f  t h e  commission g r a n t s  f i n a l  approva l  of 
t he  a p p l i c a t i o n  t h e  p e r m i t t e e  s h a l l  q u a l i f y  f o r  t h e  
r educ t i on  i n  percentage."  

* See Appendix 2 f o r  t h e  t e x t  of A.R.S. $5-111.02. 
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A s  of  February 28,  1981, f i v e  horse - rac ing  p e r m i t t e e s  a t  t h r e e  r a c i n g  

f a c i l i t i e s  a r e  wi thhold ing  funds f o r  c a p i t a l  improvements. Tab le  3 lists 

each pe rmi t t e e  a l ong  w i th  t h e  t o t a l  amount wi thhe ld  a t  each f a c i l i t y  from 

J u l y  1, 1978, through December 31, 1980. 

TABLE 3 

TOTALS WITHHELD BY R A C I N G  PERMITTEES FOR CAPITAL 
IMPROVEMENTS AS AUTHORIZED BY A.R.S. 55-111.02 

FROM JULY 1, 1978, TO DECEMBER 31, 1980 

Turf P a r a d i s e ,  Inc .  * 
Turf P a r a d i s e  
Arizona Downs 
Deser t  Downs 

P r e s c o t t  Downs 

R i l l i t o  Downs 

Turf  P a r a d i s e  

Turf Pa r ad i s e  ha s  been t h e  pr imary r e c i p i e n t  o f  c a p i t a l  improvement 

funds.  A s  of February 24,  1981, a  t o t a l  of  e i g h t  p r o j e c t s  c o s t i n g  

$9,653,298 have rece ived  t e n t a t i v e  Commission app rova l ,  of  which t h r e e  

p r o j e c t s  c o s t i n g  $4,270,375 have rece ived  f i n a l  Commission approva l .  

Table 4  summarizes t h e  proposed c a p i t a l  improvement p r o j e c t s  a t  Turf  

P a r a d i s e  a s  of February 24, 1981, and i n c l u d e s  a  d e s c r i p t i o n  o f  each 

p r o j e c t ,  i ts  e s t ima t ed  c o s t  and t h e  d a t e  on which t e n t a t i v e  approva l  was 

given.  For  t hose  p r o j e c t s  which have rece ived  f i n a l  approva l ,  t h e  d a t e  of 

f i n a l  approva l  i s  noted a long  w i th  t h e  f i n a l  c o s t  of  t h e  p r o j e c t  and t h e  

amount wi thheld by Turf P a r a d i s e  t o  recoup t hose  c o s t s .  

* Funds a r e  being wi thhe ld  by t h e  t h r e e  p e r m i t t e e s  a t  Turf Pa r ad i s e .  
A.R.S. $5-111.02 d i r e c t s  p e r m i t t e e s  who l e a s e  r a c i n g  f a c i l i t i e s  t o  
pass  t h e  c a p i t a l  improvement funds withheld on t o  t h e  owner of  t h e  
f a c i l i t y .  A s  such,  Turf P a r a d i s e ,  Arizona Downs and Dese r t  Downs pa s s  
t h e  c a p i t a l  improvement funds t o  Turf P a r a d i s e ,  I nc .  



TABLE 4 
SUMMARY OF CAPITAL IMPROVEMENT PROJECTS AT 

TURF PARADISE AS OF FEBRUARY 24, 1981 

I n i t i a l  Date of Revised Cost T o t a l  Amount 
Pro j e r t  Estimated Ten ta t ive  Pe r  Report o f  I f  Given, Date Actual  Withheld a s  of 
Number Desc r ip t ion  Cost Approval March 24, 1980 o f  F i n a l  Approval Cost December 31,  1480 

TP-1 Paving of parking l o t ,  s t a b l e  $ 490,000 June 20, 1978 $ 469,918 September 26, 1978 $ 485,018 $ 485,018 
a r e a s  and dra inage  system 

TP-2 Machine shop, warehouse and 235,000 June 20, 1978 396,837 
hay barns 

TP-3 Grandstand a l t e r d t i o n s ,  2,300,000 June 20, 1978 7,595,235 January 30,  1979 3,595,235 
Phase I 

TP-4 Horse barns  882,000 * June 20, 1978 1,092,614 

TP-5 Race t r a c k  and s t a b l e  a r e a  
maintenance v e h i c l e s  188,298 September 26, 1978 175,413 December 28,  1978 

TP-6 Grandstand a l t e r a t i o n s ,  4,450,000 February 7 ,  1979 5,702,812 
Phase I1 

TP-7 Renovation of ground f l o o r  t o  472,000 February 23, 1979 1,272,014 
accommodate new pari-mutuel 
equipment 

TP-8 I n s t a l l a t i o n  of t u r f  t r a c k  636,000 February 23, 1979 1,032,606 

* Tk,e o r i g i n a l  reques t  f o r  TP-4, dated June 20, 1978, was f o r  $432,000. 
O n  December 28, 1978, t h e  Commission granted  t e n t a t i v e  approval  t o  an  
inc reased  p r o j e c t  amount of $882,000. 



Our review of t h e  u s e  o f  c a p i t a l  improvement funds  a t  Tur f  P a r a d i s e  

revea led  t h a t :  1) a s  of December 31, 1980, t h e  $1,505,011 wi thhe ld  by 

Turf P a r a d i s e ,  I n c .  is  f o r  p r o j e c t s  t h a t  a r e  w i t h i n  t h e  p r o v i s i o n s  o f  

A.R.S. $5-111.02, and 2 )  some a l l e g a t i o n s  r e g a r d i n g  c a p i t a l  improvement 

funds  a p p e a r  t o  be t r u e  whi le  o t h e r s  appear  t o  be u n t r u e .  

Funds Withheld A s  Of December 31, 1980 

A s  a  p a r t  o f  our  review of t h e  u s e  o f  c a p i t a l  improvement funds  a t  Turf 

P a r a d i s e ,  we reviewed a l l  documents which have been f i l e d  a t  t h e  

Commission o f f i c e  by Tur f  P a r a d i s e ,  I n c .  A d d i t i o n a l l y ,  we reviewed t h e  

a c c o u n t i n g  r e c o r d s  o f  Turf  P a r a d i s e ,  I n c . ,  v e r i f i e d  t h e  e x i s t e n c e  of 

claimed improvements, and reviewed t h e  a u d i t  workpapers p repared  by t h e  

a u d i t o r s  f o r  Turf P a r a d i s e ,  I n c .  t o  s u p p o r t  a u d i t  r e p o r t s  which have been 

f i l e d  by Turf P a r a d i s e ,  Inc .  w i t h  t h e  Commission. Based upon t h e s e  

p rocedures ,  we have determined t h a t ,  a s  o f  December 31, 1980,  t h e  

$1,505,011 wi thhe ld  by Turf  P a r a d i s e ,  Arizona Downs and D e s e r t  Downs f o r  

c a p i t a l  improvements a t  Turf  P a r a d i s e  a r e  w i t h i n  t h e  p r o v i s i o n s  o f  A.R.S. 

$5-111.02. 

A l l e g a t i o n s  Regarding C a p i t a l  Improvements 

During o u r  p r e l i m i n a r y  review o f  t h e  Commission we became aware o f  s e v e r a l  

a l l e g a t i o n s  r e g a r d i n g  c a p i t a l  improvements a t  Turf P a r a d i s e .  We 

subsequen t ly  r e s e a r c h e d  Commission f i l e s ,  reviewed t r a n s c r i p t s  of 

Commission meet ings  and i n t e r v i e w e d  Commission members and s t a f f  t o  

compile a  l i s t  o f  a l l  a l l e g a t i o n s  concern ing  c a p i t a l  improvements a t  Turf 

P a r a d i s e .  

During January  and February  1981,  Audi to r  General  s t a f f  i n v e s t i g a t e d  each 

a l l e g a t i o n .  These a l l e g a t i o n s  a r e  d e t a i l e d  below. 



A l l e g a t i o n  

The p r e s i d e n t  and g e n e r a l  manager o f  Turf P a r a d i s e  used Turf  P a r a d i s e  

employees and equipment t o  work a t  h i s  r e s i d e n c e  and t h a t  o f  h i s  

b r o t h e r .  A l l e g e d l y ,  t h e  employees ' t ime  and equipment c h a r g e s  were 

charged t o  t h e  c a p i t a l  improvement account .  

Review R e s u l t s  

Labor and equipment c h a r g e s  f o r  work a t  l o c a t i o n s  o t h e r  t h a n  Turf 

P a r a d i s e  a r e  n o t  i n c l u d e d  i n  t h e  c o s t  of c a p i t a l  improvements a t  Turf 

P a r a d i s e .  F u r t h e r  we d i d  n o t  s e e  r e c o r d s  o r  documents r e l a t i n g  t o  

work done a t  t h e  r e s i d e n c e  of t h e    resident's b r o t h e r .  However, we 

determined t h a t  Turf P a r a d i s e  employees and equipment were used a t  t h e  

r e s i d e n c e  of t h e  p r e s i d e n t  and g e n e r a l  manager of Tur f  P a r a d i s e .  

The f o l l o w i n g  i s  a  chronology of  t h e  e v e n t s  su r rounding  t h i s  a l l e g a t i o n .  

March 1979 t o  November 1979 - Employees of Turf  P a r a d i s e  and t h e  

c o n s t r u c t i o n  company under  c o n t r a c t  t o  c o n s t r u c t  improvements a t  Turf 

P a r a d i s e  b u i l t  a  r e t a i n i n g  w a l l  and made o t h e r  improvements a t  t h e  

r e s i d e n c e  o f  t h e  p r e s i d e n t .  

March 1979 t o  February  1980 - A c o n s t r u c t i o n  company owned l a r g e l y  by 

t h e  p r e s i d e n t  provided heavy equipment used i n  t h e  c o n s t r u c t i o n  of 

improvements a t  Turf P a r a d i s e  w i t h o u t  charge  t o  Turf P a r a d i s e .  

January  t o  Nay 1980 - S t a f f  from t h e  Commission q u e s t i o n e d  t h e  

p r e s i d e n t  and o t h e r  o f f i c i a l s  r e g a r d i n g  t h e  u s e  o f  Tur f  P a r a d i s e  

employees and equipment a t  h i s  r es idence .  

February  1980 - The p r e s i d e n t  c o n t r a c t e d  w i t h  a n  independent  

a c c o u n t i n g  f i r m  t o  examine t h e  c o s t  summary r e p o r t .  



A p r i l  1980 - The p r e s i d e n t  submi t t ed  a  c o s t  summary r e p o r t  t o  t h e  

Commission t o  s u p p o r t  h i s  c o n t e n t i o n  t h a t  t h e  c o s t  o f  equipment 

donated t o  Turf P a r a d i s e  'by h i s  company o f f s e t  t h e  c o s t  of t h e  l a b o r  

and equipment used on h i s  r es idence .  According t o  t h e  c o s t  summary, 

t h e  c o s t  of t h e  equipment donated t o  Turf P a r a d i s e  was $54,408 and t h e  

c o s t  of t h e  l a b o r  and equipment used on t h e  p r e s i d e n t ' s  r e s i d e n c e  was 

$51,231 

A p r i l  3 ,  1980 - S p e c i f i c  a l l e g a t i o n s  of i m p r o p r i e t y  were r a i s e d  a t  a  

meet ing of t h e  Commission. O f f i c i a l s  of Arizona Downs ques t ioned  

whether c a p i t a l  improvement funds  a t  Turf P a r a d i s e  a r e  being managed 

proper ly .  

A p r i l  28,  1980 - I n  a  r e p o r t  submi t t ed  t o  t h e  Commission t h e  

account ing  f i r m  concluded t h a t  t h e  c o s t  o f  l a b o r  and equipment used a t  

t h e  p r e s i d e n t ' s  r e s i d e n c e  exceeded t h e  c o s t  o f  t h e  equipment donated 

t o  Turf  P a r a d i s e  by $7,352. According t o  t h e  account ing  f i r m ,  t h e  

c o s t  o f  t h e  l a b o r ,  m a t e r i a l  and equipment used on t h e  p r e s i d e n t ' s  

r e s i d e n c e  was $216,126 and t h e  c o s t  o f  t h e  equipment donated t o  Turf 

P a r a d i s e  was $208,772. I t  was noted on t h e  r e p o r t  t h a t  t h e  p r e s i d e n t  

had paid  t h e  $7,352 d i f f e r e n c e  on A p r i l  21,  1980. 

I t  should be noted t h a t  Audi to r  General  s t a f f  reviewed t h e  work by Turf 

P a r a d i s e ' s  a u d i t o r s  i n  examining t h e  c o s t  summary r e p o r t .  Our review 

determined t h a t  t ime  c a r d s  were n o t  p repared  by employees of Tur f  P a r a d i s e  

n o r  were t h e y  p repared  by employees of t h e  g e n e r a l  c o n t r a c t o r .  Time c a r d s  

were p repared  i n  December 1980 f o r  work a t  t h e  r e s i d e n c e  o f  t h e  p r e s i d e n t ,  

and were used t o  s u p p o r t  t h e  l a b o r  c h a r g e s  shown i n  t h e  c o s t  summary 

prepared by t h e  p r e s i d e n t .  However, t h e s e  t ime  c a r d s  were p repared  up t o  

n i n e  months a f t e r  t h e  a c t u a l  work. The a u d i t o r s  who examined t h e  c o s t  

summary d i d  n o t  r e l y  on t h o s e  t ime c a r d s  t o  de te rmine  a p p r o p r i a t e  l a b o r  

expenses .  I n s t e a d ,  t h e y  used l a b o r  r e p o r t s  which were p repared  on a 

weekly b a s i s  by job  s u p e r i n t e n d e n t s  t o  de te rmine  a p p r o p r i a t e  l a b o r  c o s t s .  



I n  o u r  o p i n i o n ,  t h e i r  examina t ion  was adequa te  and t h e i r  c o n c l u s i o n s  

reasonab le  and s u p p o r t a b l e .  T h e r e f o r e ,  as of February 24, 1981, i t  

a p p e a r s  t h a t  l a b o r  and equipment c h a r g e s  f o r  work a t  l o c a t i o n s  o t h e r  t h a n  

Tur f  P a r a d i s e  a r e  n o t  inc luded  i n  t h e  c o s t  of c a p i t a l  improvements a t  Turf 

P a r a d i s e .  

A l l e g a t i o n  

Turf  P a r a d i s e  d i d  n o t  s o l i c i t  b i d s  on c a p i t a l  p r o j e c t s  i n  s p i t e  of 

Commission o r d e r s  t o  do so.  

Review R e s u l t s  

On June 20,  1978, t h e  p r e s i d e n t  submi t t ed  a  r e q u e s t  f o r  p r e l i m i n a r y  

a p p r o v a l  f o r  TP-1 through TP-4 ( s e e  . Table  4 ) .  These r e q u e s t s  

r ece ived  t e n t a t i v e  approva l  from t h e  Commission on June 20,  1978. 

Immediate ly  t h e r e a f t e r ,  t h e  Commission reques ted  t h a t  Tur f  P a r a d i s e  

s o l i c i t  b i d s  f o r  f u t u r e  r e q u e s t s  f o r  t e n t a t i v e  Commission approva l .  

Tur f  P a r a d i s e  d i d  s o l i c i t  b i d s  f o r  t h e  v e h i c l e s  o b t a i n e d  a s  TP-5; 

however, no b i d s  were s o l i c i t e d  f o r  TP-6, TP-7 o r  TP-8 ( s e e  

Tab le  4 ) .  These a r e  major  c o n s t r u c t i o n  p r o j e c t s ,  and Tur f  P a r a d i s e  

i n t e n d s  t o  u s e  t h e  same g e n e r a l  c o n t r a c t o r  f o r  a l l  c o n s t r u c t i o n  work. 

A review of  t h e  t r a n s c r i p t  o f  a n  A p r i l  3 ,  1980,  meet ing o f  t h e  

Commission revea led  t h a t  t h e  Commissioners were aware of t h e  f a c t  t h a t  

b i d s  had n o t  been s o l i c i t e d  f o r  TP-6, TP-7 and TP-8. The t r a n s c r i p t  

s t a t e s ,  i n  p a r t :  

( ~ e ~ r e s e n t a t i v e  o f  Turf  p a r a d i s e )  : 

"We d i d  n o t  go o u t  f o r  c o m p e t i t i v e  b i d s .  There  i s  no 
way we cou ld  have t a k e n  c o m p e t i t i v e  b i d s  on t h a t  
p r o j e c t  and do i t  i n  t h e  t ime  frame.. .We g o t  
c o m p e t i t i v e  b i d s  on t h e  equipment purchases ,  b u t  t h e r e  
was no way, under  t h e  t ime  e lements  t h a t  were i n v o l v e d ,  
t h a t  we cou ld  have g o t t e n  c o m p e t i t i v e  bids. . ."  

, (commissioner) : 
" A s  I remember, t h a t  was done w i t h  a concur rence  o f  t h e  
Commission. I know we d i s c u s s e d  i t ,  a t  t h e  t ime.  . .but  
we d i d  okay n o t  g e t t i n g  c o m p e t i t i v e  b i d s  on t h e  g e n e r a l  
c o n t r a c t o r  because we f e l t  t h a t  he was t h e  b e s t  man t o  
g e t  i t  done." 



Members of t h e  a u d i t  s t a f f  met w i t h  t h e  Commission t o  d i s c u s s  t h i s  

a l l e g a t i o n .  The Commissioners s t a t e d  t h a t  whi le  t h e y  e x p e c t  c o m p e t i t i v e  

b ids  t o  be s o l i c i t e d  whenever p o s s i b l e ,  t h e y  a l s o  r e c o g n i z e  t h a t  i t  may 

n o t  be p o s s i b l e  t o  s o l i c i t  b i d s  i n  e v e r y  i n s t a n c e .  

A l l e g a t i o n  

Turf P a r a d i s e  r e c e i v e d  t e n t a t i v e  Commission approva l  f o r  c a p i t a l  

p r o j e c t s  e s t i m a t e d  t o  c o s t  $9.2 m i l l i o n .  However, c o s t  i n f o r m a t i o n  

submi t t ed  by Turf  P a r a d i s e  on March 1 9 ,  1980, showed t h a t  c o s t s  had 

r i s e n  t o  more t h a n  $13.7 m i l l i o n .  A l l e g a t i o n s  have been made t h a t  t h e  

i n c r e a s e  i n  c o s t s  f o r  c a p i t a l  improvements i s  no t  f u l l y  j u s t i f i e d .  

Review R e s u l t s  

Cos t s  t o  modify and expand t h e  g r a n d s t a n d s  a t  Turf  P a r a d i s e  were 

s i g n i f i c a n t l y  h i g h e r  t h a n  expected i n i t i a l l y  because ,  b e f o r e  t h e  new 

s t r u c t u r e  could  be a t t a c h e d  t o  t h e  o r i g i n a l  s t r u c t u r e ,  unexpected and 

e x t e n s i v e  m o d i f i c a t i o n s  had t o  be made t o  t h e  o r i g i n a l  s t r u c t u r e .  

These m o d i f i c a t i o n s  were r e q u i r e d  because t h e  o r i g i n a l  s t r u c t u r e  d i d  

n o t  meet c u r r e n t  b u i l d i n g  s a f e t y  codes.  There  a r e  change o r d e r s  t o  

t h e  o r i g i n a l  c o n t r a c t  t o  s u p p o r t  t h e s e  c o s t s .  

We reviewed t h e  o r i g i n a l  c o n t r a c t  f o r  c a p i t a l  improvements a t  Turf 

P a r a d i s e ,  each c o n t r a c t  change o r d e r  and s a f e t y  code compliance o r d e r s .  

We a l s o  i n s p e c t e d  t h e  s t r u c t u r e s  i n  q u e s t i o n .  A l l  o f  t h e  c o n t r a c t  change 

o r d e r s  d i d  i n v o l v e  c a p i t a l  improvements and,  a s  such ,  should  be c l a s s i f i e d  

a s  c a p i t a l  improvements i n  accordance w i t h  t h e  p r o v i s i o n s  o f  A.R.S. 

$5 -111.02. 

A l l e g a t i o n  

Desp i te  t h e  payment o f  c a p i t a l  improvements funds  t o  Turf  P a r a d i s e ,  

t h e  g e n e r a l  c o n t r a c t o r  f o r  Turf P a r a d i s e  h a s  n o t  been pa id  about  

$300,000 f o r  work a l r e a d y  completed.  



Review R e s u l t s  

Our review r e v e a l e d  t h a t  t h e  a l l e g a t i o n  stems from a  problem which 

developed o v e r  a  c o n t r a c t o r ' s  r e f u s a l  t o  make c o n t r a c t u a r i l y  r e q u i r e d  

r e p a i r s  t o  improvements u n t i l  he was pa id  t h e  $295,000 by Turf  

P a r a d i s e .  S i m i l a r l y ,  Tur f  P a r a d i s e  r e f u s e d  t o  pay t h e  c o n t r a c t o r  

u n t i l  t h e  work was completed.  

At to rneys  f o r  b o t h  p a r t i e s  met and t h e  d i s p u t e  was s e t t l e d .  The work 

has  been completed and Turf P a r a d i s e  h a s  p a i d  t h e  $295,000 t o  t h e  

c o n t r a c t o r .  

A l l e g a t i o n  

C a p i t a l  improvement funds  were used t o  b u i l d  o f f i c e  s p a c e  f o r  a  

p r i v a t e  company owned l a r g e l y  by t h e  p r e s i d e n t  o f  Turf P a r a d i s e .  The 

o f f i c e  f a c i l i t i e s  a r e  l o c a t e d  a t  Turf P a r a d i s e .  

Review R e s u l t s  

During t h e  c o u r s e  of o u r  review,  we d i d  no t  d i s c o v e r  i n f o r m a t i o n  which 

would s u p p o r t  t h i s  a l l e g a t i o n .  

A l l e g a t i o n  

C a p i t a l  improvement funds  were used t o  a c q u i r e  a n t i q u e s  and o t h e r  

expens ive  f u r n i s h i n g s  f o r  t h e  "board rooms" a t  Turf  P a r a d i s e .  

Review R e s u l t s  

Our review of  t h e  a u d i t  workpapers p repared  by t h e  a u d i t o r s  f o r  Turf  

P a r a d i s e ,  t h e  a c c o u n t i n g  r e c o r d s  a t  Tur f  P a r a d i s e  and a l l  a v a i l a b l e  

documents on f i l e  w i t h  t h e  Commission revea led  t h a t  Turf P a r a d i s e  h a s  

n o t  purchased f u r n i t u r e  o r  a n t i q u e s  a s  c a p i t a l  improvements. 

A l l e g a t i o n  

Turf P a r a d i s e  had added c o s t s  t o  t h e  c a p i t a l  improvement accounts  

beyond t h o s e  charged by t h e  c o n t r a c t o r .  Turf P a r a d i s e  rece ived  a  

permit  from t h e  c i t y  t o  remove sand from two l o c a t i o n s .  It was 

a l l e g e d  t h a t  Turf P a r a d i s e  charged more t h a n  $100,000 f o r  t h e  c o s t  of 

t h e  sand t o  t h e  c a p i t a l  improvements account .  



Review R e s u l t s  

A s  o f  February 28, 1981, t h e  a l l e g a t i o n  cannot  be confirmed o r  

r e f u t e d .  During 1979, Tur f  P a r a d i s e  had s e v e r a l  t o n s  o f  d i r t  removed 

from two r i v e r  bottoms i n  t h e  Va l ley  a r e a  f o r  u s e  on  t h e  t r a c k  and i n  

t h e  c o n s t r u c t i o n  of i t s  new t u r f  course .  According t o  t h e  p r e s i d e n t  

and h i s  l e g a l  c o u n s e l ,  t h e  c o s t s  of l a b o r  and t r a n s p o r t a t i o n  r e q u i r e d  

t o  move t h e  sand t o  t h e  t u r f  course  a r e  t h e  o n l y  c o s t s  a s s o c i a t e d  wi th  

t h e  sand t h a t  w i l l  be i n c l u d e d  i n  TP-8. 

The t u r f  c o u r s e  i s  TP-8 ( s e e  Tab le  4 ) .  T e n t a t i v e  a p p r o v a l  f o r  t h i s  

p r o j e c t  was g i v e n  by t h e  Commission on February  23, 1979. Turf  

P a r a d i s e  h a s  n o t  submi t t ed  t h e  a u d i t  r e p o r t  f o r  TP-8 a s  of 

February  28, 1981. T h e r e f o r e ,  i t  i s  n o t  p o s s i b l e  t o  conf i rm o r  r e f u t e  

t h e  a l l e g a t i o n .  

A l l e g a t i o n  

Turf P a r a d i s e  i n t e n d s  n o t  o n l y  t o  wi thhold  funds  t o  o f f s e t  t h e  c o s t  of 

c a p i t a l  improvements, bu t  a l s o  t o  wi thhold  t h e  i n t e r e s t  expense 

a s s o c i a t e d  w i t h  l o a n s  Tur f  P a r a d i s e  e n t e r e d  i n t o  i n  o r d e r  t o  f i n a n c e  

improvements . 

Review R e s u l t s  

According t o  t h e  p r e s i d e n t ,  he i n t e n d s  t o  r e q u e s t  p e r m i s s i o n  t o  

wi thhold  funds  t o  c o v e r  t h e  i n t e r e s t  expense a s s o c i a t e d  w i t h  t h e  c o s t  

of f i n a n c i n g  improvements a t  Turf P a r a d i s e .  He s t a t e d  t h a t  wi thhe ld  

funds  f i rs t  would be used t o  recoup t h e  c o s t  of t h e  improvements and 

t h e n  wi thhe ld  t o  recoup t h e  i n t e r e s t  expense a s s o c i a t e d  w i t h  l o a n s  

Turf P a r a d i s e  e n t e r e d  i n t o  i n  o r d e r  t o  f i n a n c e  t h e  improvements. Our 

review of t h e  a c c o u n t i n g  r e c o r d s  r e l a t i n g  t o  t h e  c o n s t r u c t i o n  and 

a c q u i s i t i o n  of c a p i t a l  improvements a t  Tur f  P a r a d i s e  r e v e a l e d  t h a t  t h e  

t o t a l  i n t e r e s t  expense a s s o c i a t e d  w i t h  t h o s e  a c q u i s i t i o n s  i s  

approximately  $3,750,000. 



T r a n s c r i p t s  of Commission meet ings  r e v e a l  t h a t  t h e  Commission had 

i n t e r p r e t e d  A.R.S. $5-111.02 t o  a l l o w  Turf P a r a d i s e  t o  recoup t h e  

i n t e r e s t  expense a s s o c i a t e d  w i t h  t h e  a c q u i s i t i o n  o f  c a p i t a l  

improvements. That i n t e r p r e t a t i o n  appears  t o  be i n c o r r e c t .  

According t o  F i n a n c i a l  Accounting S tandards  Board (FASB)-34," i n t e r e s t  

expense a s s o c i a t e d  w i t h  t h e  a c q u i s i t i o n  of a n  a s s e t  may be c a p i t a l i z e d  

o n l y  d u r i n g  t h e  p e r i o d  t h e  a s s e t  i s  being a c q u i r e d  o r  made ready f o r  

use .  Once t h e  a s s e t  i s  i n  p l a c e  and ready f o r  u s e ,  a d d i t i o n a l  

i n t e r e s t  expense shou ld  n o t  be c a p i t a l i z e d .  Accordingly ,  we e s t i m a t e  

t h e  maximum i n t e r e s t  expense t h a t  Turf P a r a d i s e  may c a p i t a l i z e  i s  

$376,000, r a t h e r  t h a n  t o t a l  i n t e r e s t  expense o f  $3,750,000. However, 

i t  should be noted t h a t  FASB-34 s t a t e s  t h a t  i n t e r e s t  t h a t  has  been 

c a p i t a l i z e d  must be d i s c l o s e d  i n  f i n a n c i a l  s t a t e m e n t s  as a  n o t e  o r  

f o o t n o t e .  Such a d i s c l o s u r e  h a s  n o t  been made i n  r e p o r t s  f i l e d  by - 
Turf  P a r a d i s e  w i t h  t h e  Commission f o r  TP-1 through TP-5. There fore ,  

Turf P a r a d i s e  may no t  be a b l e  t o  c a p i t a l i z e  and /or  recoup - any  i n t e r e s t  

expense a s s o c i a t e d  wi th  TP-1 through TP-5. 

A l l e g a t i o n  

Turf P a r a d i s e  purchased equipment a s  c a p i t a l  improvements and 

subsequen t ly  s o l d  t h e  equipment. 

Review R e s u l t s  

OUT review d i d  no t  i n d i c a t e  t h a t  t h e  c o s t  o f  t h e '  e l e c t r i c a l  i t ems  had 

been claimed a s  p a r t  o f  c a p i t a l  improvements. Turf  P a r a d i s e  acqu i red  

e l e c t r i c a l  i t e m s  t o  be used i n  t h e  , c o n s t r u c t i o n  of t h e  grandstand.  a 
The i t e m s  subsequen t ly  were no t  r e q u i r e d  and t h e y  were s o l d ,  a t  c o s t ,  

t o  a n  o u t s i d e  p a r t y .  

* See Appendix 3 f o r  t h e  major  p r o v i s i o n s  of FASB-34. 



The Comrnission Improper ly  Approved $229,044 i n  

C a p i t a l  Improvements To Turf  P a r a d i s e  And 

P r e s c o t t  Downs f o r  t h e  Purchase  o f  R o l l i n g  S tock  

Our review of r e p o r t s  f i l e d  w i t h  t h e  Commission r e v e a l e d  t h a t  t h e  

Comrnission approved r e q u e s t s  from Turf  P a r a d i s e  and P r e s c o t t  Downs t o  u s e  

c a p i t a l  improvement funds  t o  purchase  t r a c t o r s ,  t r u c k s  and equipment. The 

c o s t  of t h e s e  i t e m s  purchased by Turf P a r a d i s e  and P r e s c o t t  Downs was 

$190,122 .OO and $38,921.64,  r e s p e c t i v e l y .  These a c q u i s i t i o n s  do no t  

appear  t o  q u a l i f y  a s  c a p i t a l  improvements under  t h e  p r o v i s i o n s  o f  A.R.S. 

$5-111.02 .D. 

I n  a  February  13, 1981, o p i n i o n ,  t h e  L e g i s l a t i v e  Counci l  s t a t e d :  

"The S t a t e  a c c o u n t i n g  manual c l a s s i f i e s  t h e  purchase  of 

automobi les  and t r u c k s  a s  a c a p i t a l  o u t l a y  
expendi tu re .  However, i n  t h e  s i t u a t i o n  d e s c r i b e d ,  a 
s p e c i a l  more l i m i t e d  l e g i s l a t i v e  d e f i n i t i o n  o f  c a p i t a l  
improvement c o n t r o l s .  

"To q u a l i f y  f o r  a p p r o v a l ,  a  c a p i t a l  improvement, under  
t h e  d e f i n i t i o n  p r e s c r i b e d  by AeR.S. S e c t i o n  5-111.02, 
S u b s e c t i o n  D ,  must be a t  l e a s t  a  $100,000 a d d i t i o n ,  
replacement  o r  remodel ing o f  a  r a c e  t r a c k  f a c i l i t y  and 
must a l s o  f a l l  w i t h i n  t h e  s t a n d a r d  p r e s c r i b e d  by 
S u b s e c t i o n  B of t h a t  S e c t i o n  i n  t h a t  i t  must: 

"Promote t h e  s a f e t y  o f  h o r s e s ,  t h e  s a f e t y ,  
convenience and comfort  of t h e  peop le  and i s  i n  
t h e  b e s t  i n t e r e s t s  of r a c i n g  and t h e  S t a t e  of 
Arizona g e n e r a l l y .  

"The purchase  o f  au tomobi les  o r  t r u c k s  c l e a r l y  would 
n o t  comply w i t h  ' t h e s e  s t a n d a r d s .  "* 

Based upon t h e  above i n t e r p r e t a t i o n ,  t h e  Commission shou ld  n o t  have 

approved t h e  a c q u i s i t i o n  of r o l l i n g  s t o c k  a s  a  c a p i t a l  improvement, and 

Turf P a r a d i s e  and P r e s c o t t  Downs shou ld  n o t  be al lowed t o  wi thho ld  funds  

t o  c o v e r  t h e  c o s t s  of tho,se v e h i c l e s .  

* See Appendix 4 f o r  t h e  f u l l  t e x t  of t h i s  op in ion .  



P r e s c o t t  Downs May Owe t h e  S t a t e  $85,974.55 

If Its Purchases  Do Not Q u a l i f y  

A s  C a p i t a l  Improvements 

On August 17, 1978, t h e  Commission g r an t ed  f i n a l  approva l  t o  P r e s c o t t  

Downs t o  wi thhold $100,943 t o  cover  t h e  c o s t  of b u i l d i n g  h o r s e  s t a l l s  and 

acqu i r i ng  a t r a c t o r  and a wa t e r  t r uck .  I f  t h e  t r a c t o r  and wa t e r  t r uck  do 

no t  q u a l i f y  a s  a c a p i t a l  improvement ( s e e  page 391, then:  1) t h e  

remaining c o s t  f o r  ho r se  s t a l l s  a t  P r e s c o t t  Downs w i l l  no t  q u a l i f y  a s  a 

c a p i t a l  improvement because i t  is  l e s s  t h a n  $100,000, and 2 )  P r e s c o t t  

Downs w i l l  have t o  repay t h e  S t a t e  t h e  $85,974.55 i t  had wi thhe ld  a s  o f  

December 31, 1980, t o  cover  t h e  c o s t  of t h e  ho r se  s t a l l s ,  t r a c t o r s  and 

wate r  t r uck .  

On June 20, 1978, o f f i c i a l s  f o r  P r e s c o t t  Downs appeared before  t h e  

Commission t o  p r e s e n t  a proposed program of c a p i t a l  improvements. The 

proposa l  es t imated  t h a t  t h e  c o s t  of t h e  p r o j e c t  would be $103,850. 

The Commission g r an t ed  t e n t a t i v e  approva l  t o  t h e  p r o j e c t  on June 20, 

1978. On August 17 of t h e  same yea r  t h e  Commission was n o t i f i e d  t h a t  t h e  

improvements had been completed a t  a t o t a l  c o s t  of $100,943. The 

Commission g r an t ed  f i n a l  approva l  t o  t h e  p r o j e c t  on t h e  same day. On 

August 19 ,  P r e s c o t t  Downs began wi thhold ing  one pe r cen t  of t o t a l  wagers a s  

provided f o r  by A.R.S. 55-111.02. A s  of December 31, 1980, P r e s c o t t  Downs 

had wi thhe ld  a t o t a l  of  $85,974.55. 

Table  5 summarizes t he  c a p i t a l  improvements p r o j e c t  f o r  P r e s c o t t  Downs a s  

approved by t h e  Commission a s  of  December 31, 1980. 



TABLE 5  

D e s c r i p t i o n  

APPROVED CAPITAL IMPROVEMENTS AT PRESCOTT 
DOWNS AS OF DECEMBER 31, 1980 

T e n t a t i v e l y  F i n a l l y  
Approved Approved Amount 

Amount Amount Withheld 

55 h o r s e  s t a l l s  $ 65,450.00 $ 62,020.94 $62,020.94 
D i e s e l  t r a c t o r  and equipment 15,000.00 20 , 914 79 20 914 79 
Water t r u c k  23,400.00 18,006.85 3,038.82 

$lOg,850.00 $100,942.58 $85,974.55 

Our review revea led  t h a t  t h e  Commission a p p a r e n t l y  approved improper ly  

$38,921.64 i n  c a p i t a l  improvements f o r  t h e  purchase  of t h e  d i e s e l  t r a c t o r  

and w a t e r  t r u c k  ( s e e  page 3 9 ) .  A d d i t i o n a l l y ,  i f  t h e  $38,921.64 f o r  

v e h i c l e s  a t  P r e s c o t t  Downs is  d i s a l l o w e d ,  t h e  e n t i r e  $100,942.58 approved 

f o r  P r e s c o t t  Downs may be i n v a l i d .  

A.R.S. $ 5 - 1 1 1 . 0 2 . ~  s t a t e s :  

"The term ' c a p i t a l  improvement' means a n  a d d i t i o n ,  
replacement ,  o r  remodeling of a  r a c e  t r a c k  f a c i l i t y  
i n v o l v i n g  a n  e x p e n d i t u r e  o f  a t  l e a s t  one hundred 
thousand d o l l a r s .  C a p i t a l  improvement does n o t  i n c l u d e  
t h e  c o s t  of o r d i n a r y  r e p a i r s  and maintenance r e q u i r e d  
t o  keep a  r a c e  t r a c k  f a c i l i t y  i n  o r d i n a r y  o p e r a t i n g  
c o n d i t i o n .  " ( ~ m p h a s i s  added)  

The t o t a l  c o s t  o f  t h e  55 h o r s e  s t a l l s  does  n o t  comply w i t h  t h e  p r o v i s i o n s  

of A.R.S. $5-111.02.D i n  t h a t  i t  does no t  i n v o l v e  a n  e x p e n d i t u r e  o f  a t  

l e a s t  $100,000. A s  a  r e s u l t ,  P r e s c o t t  Downs may n o t  have been e n t i t l e d  t o  

wi thhold  t h e  c o s t  of t h e  h o r s e  s t a l l s  and may be r e q u i r e d  t o  repay  t h e  

$85,974.55 wi thhe ld  a s  of December 31, 1980. 



C a p i t a l  Improvements A t  R i l l i t o  Downs 

R i l l i t o  Downs h a s  r e p o r t e d  c a p i t a l  improvements o f  $242,427.07 f o r  

e n c l o s i n g  a  p o r t i o n  o f  the grands tand  and improvements t o  t h e  clubhouse.  

On November 1 6 ,  1978, t h e  Commission rece ived  a  f i n a n c i a l  a u d i t  r e p o r t  f o r  

R i l l i t o  Downs. A f t e r  t h e  Commission g r a n t e d  f i n a l  a p p r o v a l  f o r  t h e  

improvements, R i l l i t o  Downs began w i t h h o l d i n g  funds  on November 24,  1978. 

A s  of December 31, 1980,  R i l l i t o  Downs had wi thhe ld  $107,248.94. 

During t h e  c o u r s e  of o u r  performance a u d i t  of t h e  Commission, we reviewed 

a l l  r e c o r d s  r e l a t i n g  t o  t h e  c a p i t a l  improvement p r o j e c t s  a t  R i l l i t o  

Downs. I n  o u r  o p i n i o n ,  c a p i t a l  improvement p r o j e c t s  a t  R i l l i t o  Downs a r e  

w i t h i n  t h e  p r o v i s i o n s  of A.R.S. $5-111.02. 

A l l o c a t i o n  o f  C a p i t a l  Improvement Funds t o  Count ies  

A.R.S. $5-113 .B s t a t e s :  

"The Arizona county f a i r s  r a c i n g  and . b r e e d e r s f  award 

fund s h a l l  be under  t h e  j u r i s d i c t i o n  of t h e  commission 
and,  s u b j e c t  t o  t h e  p r o v i s i o n s  of s u b s e c t i o n  D of t h i s  
s e c t i o n ,  s h a l l  be d i s t r i b u t e d  by t h e  commission t o  t h e  
county f a i r  a s s o c i a t i o n  o r  coun ty  f a i r  r a c i n g  
a s s o c i a t i o n  o f  each county conduc t ing  a  county f a i r  
r a c i n g  meet ing i n  such  p r o p o r t i o n  a s  t h e  commission 
deems n e c e s s a r y  f o r  t h e  promotion and be t t e rment  of 
county f a i r  r a c i n g  meets.  A l l  e x p e n d i t u r e s  from t h e  
Arizona county f a i r s  r a c i n g  and b r e e d e r s '  award fund 
s h a l l  be made upon c l a i m s  approved by t h e  commission." 

I t  shou ld  be noted t h a t  t h e  a l l o c a t i o n  of t h e s e  funds  t o  t h e  c o u n t i e s  i s  

a t  t h e  d i s c r e t i o n  of t h e  Commission. There is  no s t a t u t o r y  requirement  

r e g a r d i n g  county u s e s  of t h e s e  funds .  

From J u l y  1, 1975, t o  December 31, 1980, t h e  Commission d i s t r i b u t e d  a  

t o t a l  o f  $1,282,300 f o r  c a p i t a l  improvements t o  t h e  1 4  Arizona c o u n t i e s .  

Table  6  summarizes t h e  d i s t r i b u t i o n  o f  c a p i t a l  improvement funds  t o  t h e  

c o u n t i e s  f o r  f i s c a l  y e a r s  1975-76 through 1979-80 and t h e  p e r i o d  from J u l y  

1980 through December 1980. 





I n  o r d e r  t o  q u a l i f y  f o r  c a p i t a l  improvement f u n d s ,  a  coun ty  must: 

1. F i l e  a n  a p p l i c a t i o n  t o  conduct  a  r a c i n g  meet ing,  

2. Submit a  c e r t i f i e d  a u d i t  of t h e  p r i o r  y e a r ' s  r a c i n g  meet, and 

3.  Submit a c e r t i f i e d  a u d i t  of t h e  p r i o r  y e a r ' s  u s e  of c a p i t a l  

improvement funds .  

If t h e  coun ty  f a i l s  t o  submit  t h e  r e q u i r e d  i n f o r n a t i o n ,  t h e  Commission h a s  

t h e  d i s c r e t i o n a r y  a u t h o r i t y  t o  r e f u s e  a l l o c a t i o n  of c a p i t a l  improvement 

funds  t o  t h e  county.  

Our review o f  county u s e s  o f  c a p i t a l  improvement funds  inc luded :  examining 

a l l  documents f i l e d  by t h e  14 c o u n t i e s  wi th  t h e  Commission; reviewing a l l  

Commission i n v e s t i g a t o r  r e p o r t s ,  s t ewards  r e p o r t s  and correspondence 

f i l e s ;  meet ing w i t h  r e p r e s e n t a t i v e s  o f  t h e  county r a c i n g  commissions t o  

d i s c u s s  u s e s  o f  c a p i t a l  improvement funds  provided by t h e  Commission; 

reviewing i n  d e t a i l  t h e  account ing  r e c o r d s  of seven  o f  t h e  c o u n t i e s ;  and 

v i s i t i n g  s e v e n  o f  t h e  county r a c i n g  f a c i l i t i e s  t o  v e r i f y  t h e  e x i s t e n c e  of 

r e p o r t e d  improvements. 

The f i n d i n g s  o f  t h e  above review of  County u s e s  o f  c a p i t a l  improvement 

funds  a r e  t h a t :  1 )  f i n a n c i a l  i m p r o p r i e t i e s  have occur red  i n  a t  l e a s t  two 

c o u n t i e s ,  and 2 )  t h e  Commission h a s  n o t  a d e q u a t e l y  o r  c o n s i s t e n t l y  

reviewed county  u s e s  o f  c a p i t a l  improvement funds .  

F i n a n c i a l  I m p r o p r i e t i e s  I n  A t  L e a s t  Two Count ies  

Our review of  t h e  f i l e s  o f  t h e  Commission d i s c l o s e d  i n d i c a t i o n s  of 

f i n a n c i a l  i m p r o p r i e t i e s  i n  f o u r  c o u n t i e s .  A f u r t h e r  review of  t h e  

account ing  r e c o r d s  and o t h e r  documents f o r  t h e s e  c o u n t i e s  produced 

s u f f i c i e n t  ev idence  t o  conclude t h a t :  1 )  i m p r o p r i e t i e s  s u r e l y  have 

occur red  i n  two c o u n t i e s ,  and 2 )  i m p r o p r i e t i e s  have n o t  occur red  i n  a  

t h i r d  county.  We were unab le  t o  e i t h e r  conf i rm o r  r e f u t e  i n d i c a t i o n s  of 

i m p r o p r i e t i e s  i n  t h e  f o u r t h  county because  of s t a t u t o r y  vagueness 

r e g a r d i n g  coun ty  u s e s  of c a p i t a l  improvement funds .  



Apache County 

Our review revea led  t h a t  Apache County had r e p o r t e d  t h a t  c a p i t a l  

improvements p r o j e c t s  were completed when, i n  f a c t ,  t h e  p r o j e c t s  had not 

been b u i l t .  A d d i t i o n a l l y ,  t h e  a u d i t o r  f o r  Apache County p repared  a 

f i n a n c i a l  a u d i t  r e p o r t  based on e s t i m a t e s  of proposed c a p i t a l  p r o j e c t s .  

F u r t h e r ,  t h e  a u d i t o r  d i d  no t  a c t u a l l y  i n s p e c t  purpor ted  p r o j e c t s  t o  

de te rmine  i f  t h e y  a c t u a l l y  e x i s t e d .  

Navajo County 

For  f i s c a l  y e a r  1979-80, Navajo County rece ived  $18,700 f o r  c a p i t a l  

improvements. A review by t h e  Commission's i n v e s t i g a t o r s  r e v e a l e d  t h a t  

t h e  County h a s  no i n v o i c e s  o r  o t h e r  documentat ion t o  s u p p o r t  t h e  

e x p e n d i t u r e  of $2,952.60 f o r  l a b o r  expenses  and $1,756.42 f o r  improvements. 

I n  a d d i t i o n ,  t h e  c e r t i f i e d  p u b l i c  accountan t  who prepared  t h e  a u d i t  r e p o r t  

f o r  Navajo County r e f u s e d  t o  e x p r e s s  a n  o p i n i o n  on t h e  f i n a n c i a l  

s t a t e m e n t s  because o f  m a t e r i a l  weaknesses i n  t h e  county r a c i n g  

commission's  i n t e r n a l  account ing  c o n t r o l s  i n  t h a t  r e c o r d s  of c a s h  r e c e i p t s  

and d i sbursements  "have been l o s t  o r  were never  kep t . "  

Mohave County 

The Mohave County Racing Commission e r e c t e d  a new c o n c r e t e  g rands tand  a t  

t h e  r a c i n g  f a c i l i t y  d u r i n g  f i s c a l  y e a r  1976-77 a t  a c o s t  o f  $31,206.02. 

Our review revea led  t h a t ,  whi le  t h e  County Racing Commission had f a i l e d  t o  

r e p o r t  t h e  e x p e n d i t u r e  t o  t h e  Arizona Racing Commission, i t  had a p p l i e d  

t h e  c a p i t a l  improvement funds  i n  a p r o p e r  manner. 

Cochise County 

Our review of t h e  e x p e n d i t u r e s  of Cochise County r e v e a l e d  t h a t  t h e  county 

had s p e n t :  1 )  $5,750 from t h e  c a p i t a l  improvements funds  t o  pay t h e  

s a l a r y  of a manager-supervisor ,  and 2)  $4,340 f o r  v e h i c l e s .  



I n  a n  opini0.n d a t e d  December 5 ,  1980, t h e  L e g i s l a t i v e  Counci l  s t a t e d :  

"The u s e  o f  t h e  county f a i r s  and r a c i n g  b r e e d e r s '  award 

fund i s  no t  l i m i t e d  t o  c a p i t a l  improvements under  t h e  
terms of A.R.S. s e c t i o n  5-113, s u b s e c t i o n  B. 
Expendi tu res  do n o t  have t o  come from c a p i t a l  
improvement funds  nor  must t h e y  be f o r  c a p i t a l  
improvements. The Commission h a s  complete d i s c r e t i o n  
i n  t h e  a l l o c a t i o n  of monies from t h e  award fund s o  l o n g  
a s  t h e  u s e  o f  t h e  monies i s  deemed ' n e c e s s a r y  f o r  t h e  
promotion and be t t e rment  o f  county f a i r  r a c i n g  mee t sq . "*  

Our review of  t h e  t r a n s c r i p t s  o f  t h e  mee t ings  of t h e  Commission revea led  

t h a t  i t  h a s  determined t h a t  t h e  a c q u i s i t i o n  of v e h i c l e s  by t h e  county 

r a c i n g  commissions was necessa ry  f o r  t h e  promotion and be t t e rment  of 

county f a i r  r a c i n g  meets .  The Commission has  n o t  made a  s i m i l a r  

d e t e r m i n a t i o n  r e g a r d i n g  t h e  manager-supervisor  s a l a r y .  

The Commission Has Not C o n s i s t e n t l v  and Adeauatelv 

Reviewed t h e  D i s t r i b u t i o n  and Expendi ture  o f  C a p i t a l  

Improvement Funds Awarded t o  Count ies  

Our review of  County c a p i t a l  improvement funds  r e v e a l e d  t h a t  t h e  

Commission h a s  been i n c o n s i s t e n t  i n  i t s  review and f i n a l  d e t e r m i n a t i o n  of 

fund a l l o c a t i o n .  For  f i s c a l  y e a r  1979-80, t h e  Commission d i s t r i b u t e d  

$18,700 t o  each o f  11 c o u n t i e s .  The Commission d i d  n o t  a l l o c a t e  c a p i t a l  

improvement funds  t o  t h e  remaining t h r e e  c o u n t i e s  f o r  t h e  f o l l o w i n g  

reasons  : 

- Maricopa County f a i l e d  t o  p rov ide  a  breakdown of t h e  p r i o r  y e a r ' s  

e x p e n d i t u r e s  of c a p i t a l  improvement funds**. 

- Apache County had supposedly  m i s s t a t e d  i t s  h a n d l i n g  o f  t h e  p r i o r  

y e a r ' s  funds  ( s e e  page 45) .  

- F i n a l  County had f a i l e d  t o  submit a c e r t i f i e d  f i n a n c i a l  a u d i t  of 

t h e  p r i o r  y e a r ' s  e x p e n d i t u r e s .  

. * See Appendix 5  f o r  t h e  f u l l  t e x t  of t h i s  op in ion .  
On May 21, 1980,  t h e  Maricopa County F a i r ,  I n c .  r e t u r n e d  $34,070 i n  
c a p i t a l  improvement funds  i n  accordance wi th  t h e  d i r e c t i o n  of t h e  
Commission. 



The Commission was i n c o n s i s t e n t  i n  i t s  t r e a t m e n t  of t h e  t h r e e  c o u n t i e s  

because i t  d i d  approve c a p i t a l  improvement funds  f o r :  1 )  t h r e e  c o u n t i e s  

accused o f  f i n a n c i a l  i m p r o p r i e t i e s  i n  t h e i r  h a n d l i n g  o f  c a p i t a l  

improvement funds ,  and 2 )  s e v e n  c o u n t i e s  t h a t  had n o t  submi t t ed  a u d i t e d  

f i n a n c i a l  s t a t e m e n t s  a s  r e q u i r e d .  A s  a  r e s u l t ,  t h e  Commission approved 

funds  f o r  t h r e e  c o u n t i e s  whose c e r t i f i e d  f i n a n c i a l  s t a t e m e n t s  i n c l u d e d  a n  

a u d i t o r s '  o p i n i o n  s e c t i o n  t h a t  s p e c i f i c a l l y  d i sc la imed  a n  o p i n i o n  a s  t o  

whether c a p i t a l  improvement funds  were f a i r l y  s t a t e d  and seven  c o u n t i e s  

whose f i n a n c i a l  s t a t e m e n t s  had n o t  been a u d i t e d .  

A review o f  t h e  t r a n s c r i p t s  o f  Commission meet ings  and i n t e r v i e w s  w i t h  

Commission s t a f f  r evea led  t h a t  i t  i s  t h e  s t a f f  members who de te rmine  i f  

each county h a s  complied w i t h  t h e  r e p o r t i n g  requ i rements  o f  t h e  

Commission. However, Commission s t a f f  members do n o t  d i f f e r e n t i a t e  

between c e r t i f i e d  f i n a n c i a l  s t a t e m e n t s  o r  unaud i ted  f i n a n c i a l  s t a t e m e n t s  

i n  making t h a t  d e t e r m i n a t i o n .  A s  a  r e s u l t ,  t h e  Commission f r e q u e n t l y  

a l l o c a t e s  c a p i t a l  improvement funds  t o  a  county on t h e  assumption t h a t  

r e p o r t i n g  requ i rements  have been met when, i n  f a c t ,  t h e y  have no t .  

CONCLUSIONS 

Our review revea led  t h a t  some a l l e g a t i o n s  o f  i m p r o p r i e t y  r e g a r d i n g  c a p i t a l  

improvement funds  used a t  Turf  P a r a d i s e  appear  t o  be t r u e  whi le  o t h e r s  

appear  t o  be u n t r u e .  We a l s o  determined t h a t  t h e  Commission improper ly  

approved $229,044 i n  c a p i t a l  improvements t o  Turf P a r a d i s e  and P r e s c o t t  

Downs f o r  t h e  purchase  o f  r o l l i n g  s t o c k .  F u r t h e r ,  we determined t h a t  

P r e s c o t t  Downs may owe t h e  S t a t e  $85,974.55 i f  t h e  a c q u i s i t i o n  o f  r o l l i n g  

s t o c k  does  n o t  q u a l i f y  a s  c a p i t a l  improvements. A d d i t i o n a l l y ,  we 

determined t h a t  f i n a n c i a l  i m p r o p r i e t i e s  have occur red  i n  a t  l e a s t  two 

c o u n t i e s  and t h a t  t h e  Commission h a s  n o t  a d e q u a t e l y  and c o n s i s t e n t l y  

reviewed t h e  d i s t r i b u t i o n  and e x p e n d i t u r e s  of c a p i t a l  improvement funds  

awarded t o  t h e  c o u n t i e s .  F i n a l l y ,  we determined t h a t  c a p i t a l  improvements 

a t  R i l l i t o  Downs a r e  w i t h i n  t h e  p r o v i s i o n s  o f  A.R.S. $5-111.02. 



RECOMMENATIONS 

It i s  recommended t h a t :  

1. The Commission n o t  approve t h e  w i t h h o l d i n g  of i n t e r e s t  expense 

a s s o c i a t e d  w i t h  t h e  a c q u i s i t i o n  of improvements i n  Turf  P a r a d i s e  

P r o j e c t s  TP-1 through TP-5. 

2 .  The Commission r e s c i n d  i t s  approva l  o f  r o l l i n g  s t o c k  purchased a s  

c a p i t a l  improvements a t  Tur f  P a r a d i s e  and P r e s c o t t  Downs. 

F u r t h e r ,  t h e  Commission shou ld  d i r e c t  Tur f  P a r a d i s e  n o t  t o  

wi thho ld  funds  f o r  Turf  P a r a d i s e  P r o j e c t  TP-5 and shou ld  d i r e c t  

P r e s c o t t  Downs t o  r e p a y  $23,953.61, which a l r e a d y  h a s  been 

wi thhe ld .  

3. The Commission r e q u e s t  a n  o p i n i o n  from t h e  At to rney  GeneraL +? 

de te rmine  i f  P r e s c o t t  Downs shou ld  be r e q u i r e d  t o  repay  t h e  

e n t i r e  $85,974.55 wi thhe ld  f o r  c a p i t a l  improvements. 

4. The Commission de te rmine  i f  expenses  f o r  a manager-supervisor  a r e  

n e c e s s a r y  f o r  t h e  promotion and be t t e rment  of county r a c i n g  meets.  

5 .  The Commission r e q u i r e  i t s  s t a f f  t o  conduct d e t a i l e d  reviews of 

f i n a n c i a l  r e p o r t s  f i l e d  by t h e  c o u n t i e s  t o  v e r i f y  t h a t  a l l  

r e p o r t i n g  requ i rements  have been met. 



FINDING I11 

PROCEDURES USED BY THE A R I Z O N A  R A C I N G  COMMISSION TO SELECT AND EVALUATE 

THE CONTRACT CHEMIST ARE INADEQUATE. 

Arizona Revised S t a t u t e s  (A.R.s . )  $5-105 au tho r i zes  the Commission t o  

employ a  rac ing  chemist o r  t o  con t r ac t  with ou t s ide  chemical l a b o r a t o r i e s  

f o r  a n a l y s i s  of s a l i v a ,  u r i n e  and blood samples of horses  and greyhounds. 

The Commission r e l i e s  on t h e  e x p e r t i s e  of a  chemist and t h e  accuracy of 

h i s  a n a l y t i c a l  t e s t i n g  t o  c o n t r o l  and r egu la t e  t h e  usage of drugs i n  

rac ing  animals i n  t h e  S t a t e  of Arizona. To t h i s  end t h e  Commission spent  

more than  $130,000 i n  f i s c a l  yea r  1979-80 f o r  ana lyses  of samples from 

race animals.  

Our review of t he  procedures used by the  Commission t o  s o l i c i t  b ids  f o r  a  

con t r ac t  chemist has revealed t h a t  t h e  procedures a r e  not  i n  compliance 

with the  gu ide l ines  s e t  f o r t h  i n  Arizona Revised S t a t u t e s  and 

admin i s t r a t i ve  r u l e s  and r egu la t ions .  Our review a l s o  revealed t h a t  the  

Commission has not  made a  c o n s i s t e n t  e f f o r t  t o  eva lua t e  t h e  performance of 

t h e  cu r r en t  con t r ac t  chemist.  Fu r the r ,  our  review revealed t h a t  t he  

Commission f a i l e d  t o  take  c o r r e c t i v e  a c t i o n  i n  a  t imely  manner when i t  was 

learned t h a t  the  c o n t r a c t  chemist had f a i l e d  t o  d e t e c t  p roh ib i t ed  drugs i n  

u r ine  samples. F i n a l l y ,  our  review of t he  f i l e s  r e l a t i n g  t o  t he  c o n t r a c t  

chemist revealed t h a t  t h e  Commission has f a i l e d  t o  o b t a i n  a  va l id  w r i t t e n  

con t r ac t  with the  con t r ac t  chemist.  

A s  a  r e s u l t ,  t he  Commission may have no recourse a g a i n s t  t h e  c o n t r a c t  

chemist f o r  substandard performance. 



Procedures  Used t o  S o l i c i t  Rids Are Not i n  

Comaliance wi th  G u i d e l i n e s  S e t  F o r t h  i n  Arizona 

Revised S t a t u t e s  and A d m i n i s t r a t i v e  Rules  and R e g u l a t i o n s  

S i n c e  1949," t h e  Commission h a s  awarded t h e  c o n t r a c t  f o r  b lood,  s a l i v a  and 

u r i n e  t e s t i n g  t o  t h e  same chemical  l a b o r a t o r y .  During t h a t  t ime ,  s e v e r a l  

o t h e r  chemical  l a b o r a t o r i e s  have expressed a n  i n t e r e s t  i n  p a r t i c i p a t i n g  i n  

t h e  b i d d i n g  f o r  t h e  c o n t r a c t  w i t h  t h e  Commission. However, t h e  Commission 

h a s  d i scouraged  t h e  e f f o r t s  o f  t h e s e  chemical  l a b o r a t o r i e s .  

The Commission Has Discouraged Comaet i t ive  

Bids  From Q u a l i f e d  L a b o r a t o r i e s  

I n  1969,  a n  Arizona-based chemical  l a b o r a t o r y  r e q u e s t e d  permiss ion  t o  

appear  b e f o r e  t h e  Commission. The l a b o r a t o r y  s t a t e d  t h a t  i t  wished t o  

p r e s e n t  a  l i s t  o f  i t s  q u a l i f i c a t i o n s  and t o  r e q u e s t  a n  o p p o r t u n i t y  t o  b i d  

f o r  t h e  c o n t r a c t  w i t h  t h e  Commission. The r e p r e s e n t a t i v e  of t h e  

l a b o r a t o r y  was informed t h a t  t h e  b idd ing  f o r  t h e  c o n t r a c t  was c losed  and 

t h a t  t h e  c o n t r a c t  always w a s  awarded t o  t h e  same l a b o r a t o r y .  

I n  May 1969, t h e  chemical  company fi;sd a  p r o t e s t  w i t h  s e v e r a l  S t a t e  

a g e n c i e s .  A s  a  r e s u l t  o f  t h e s e  p r o t e s t s ,  t h e  Purchas ing  D i v i s i o n  of t h e  

Department of Finance recommended t h a t  t h e  Commission e s t a b l i s h  c r i t e r i a  

as t o  competence and r e l i a b i l i t y ,  and c o n t a c t  a l l  c h e m i s t s  i n  t h e  S t a t e  

p r i o r  t o  t h e  i s s u a n c e  of a n  i n v i t a t i o n  t o  b id .  The Purchas ing  D i v i s i o n  

a l s o  recommended t h a t  t h e  ". . . p r e s e n t  c o n t r a c t  f o r  chemical  t e s t i n g  be 

extended no l o n g e r  t h a n  120 days ,  and t h a t  immediate s t e p s  be t a k e n  t o  

s e c u r e  a  c o n t r a c t  f o r  t h i s  s e r v i c e  under  a c o m p e t i t i v e  s e a l e d  bid  

procedure .  " 

Our review revea led  t h a t  t h e  Commission and t h e  A s s o c i a t i o n  of O f f i c i a l  

Racing Chemists (AORC) j o i n t l y  developed a  l ist  of minimum q u a l i f i c a t i o n s  

f o r  t h e  b idd ing  l a b o r a t o r i e s .  However, t h e  Commission d i d  n o t  f o l l o w  t h e  

o t h e r  recommendations of t h e  P u r c h a s i n g  D i v i s i o n  and t h e  c o n t r a c t  was n o t  

put  o u t  f o r  r e b i d .  

* The l a b o r a t o r y  changed ownership i n  1971, when i t  was purchased by one 

o f  t h e  employees o f  t h e  l a b o r a t o r y .  The Commission h a s  c o n t r a c t e d  
w i t h  t h e  c u r r e n t  owner s i n c e  t h a t  t ime.  



A.R.S. $$41-1051 through 41-1056, e f f e c t i v e  i n  August 1973,  s p e c i f y  

requirements  f o r  s o l i c i t i n g  b i d s  and awarding c o n t r a c t s  f o r  o u t s i d e  

p r o f e s s i o n a l  s e r v i c e s .  The s t a t u t o r y  requ i rements  a r e  s i m i l a r  t o  t h e  

recommendations made by t h e  Purchas ing  D i v i s i o n ,  and s t a t e  i n  p a r t :  

"A S t a t e  budget u n i t  d e s i r i n g  t o  c o n t r a c t  f o r  

s e r v i c e s . .  . s h a l l  i s s u e  a  r e q u e s t  f o r  p r o p o s a l s  
c o n t a i n i n g  but  n o t  l i m i t e d  t o :  
1. The c r i t e r i a  f o r  q u a l i f i c a t i o n s  r e q u i r e d  of 

pe rsons  t o  be s e l e c t e d  t o  perform o u t s i d e  
p r o f e s s i o n a l  s e r v i c e s . "  (A.R.s. 541-1052) 

".. .a S t a t e  budget u n i t  s h a l l  encourage persons  engaged 
i n  t h e  l a w f u l  p r a c t i c e  of t h e i r  p r o f e s s i o n  t o  submit 
a n n u a l l y  a  s t a t e m e n t  of q u a l i f i c a t i o n s  and performance 
d a t a . "  (A.R.s. 541-1053) 

Our review revea led  t h a t  t h e  Commission h a s  n o t  a d e q u a t e l y  s o l i c i t e d  b i d s  

from q u a l i f i e d  chemica l  l a b o r a t o r i e s .  Although t h e  major  r a c i n g  

l a b o r a t o r i e s  a r e  l o c a t e d  o u t s i d e  o f  Arizona,  t h e  Commission p l a c e s  

n o t i c e s  i n  Phoenix and Tucson newspapers s t a t i n g  t h a t  i n t e r e s t e d  p a r t i e s  

wishing t o  b i d  on t h e  c o n t r a c t  should  n o t i f y  t h e  Commission o f f i c e .  No 

a d v e r t i s e m e n t s  a r e  p laced  i n  n a t i o n a l  t r a d e  j o u r n a l s ,  n o r  a r e  p a r t i e s  who 

p r e v i o u s l y  have submit ted b i d s  c o n t a c t e d .  F u r t h e r ,  whi le  t h e  n o t i c e s  

s t a t e  t h a t  " . . . s p e c i f i c a t i o n s  t o  b id  a r e  a v a i l a b l e  a t  t h e  Commission 

off ice . . ' . " ,  Commission s t a f f  members a r e  n o t  aware o f  t h e  e x i s t e n c e  o f  

t h e s e  s p e c i f i c a t i o n s  and,  t h e r e f o r e ,  could  n o t  p r o v i d e  them t o  i n t e r e s t e d  

p a r t i e s .  

During a n  u n r e l a t e d  s e a r c h  of Commission f i l e s ,  members o f  t h e  A u d i t o r  

Genera l  s t a f f  d i d  l o c a t e  a  l i s t i n g ,  " Q u a l i f i c a t i o n s  t o  Bid." I t  was noted 

t h a t  t h e  q u a l i f i c a t i o n s ,  developed i n  1970, n e v e r  had been upda ted ,  and 

may now be o b s o l e t e  because of t e c h n o l o g i c a l  changes  i n  t h e  i n d u s t r y .  



I n  1975, t h e  Commission r e c e i v e d  a  b id  from a n  ou t -o f -S ta te  chemical  

company. None the less ,  t h e  Commission e l e c t e d  t o  renew t h e  c o n t r a c t  of t h e  

same chemis t  because i t  f e l t  t h e  chemis t  had done a good job.  Our review 

of  t h e  b i d s  from t h e  two companies revea led  t h a t  t h e  o u t - o f - S t a t e  chemist  

had a  l a r g e r  s t a f f ,  was invo lved  i n  a s i g n i f i c a n t l y  l a r g e r  r e s e a r c h  

program and provided s e r v i c e s  t o  s e v e r a l  r a c i n g  commissions i n  o t h e r  

s t a t e s .  The o u t - o f - S t a t e  company a l s o  r e p o r t e d  t h a t  r e q u i r e d  t e s t  

equipment was l o c a t e d  i n  Phoenix and t h a t  a branch l a b o r a t o r y  a l r e a d y  was 

e s t a b l i s h e d  i n  t h e  Va l ley .  The ou t -o f -S ta te  company b i d  $10 a  sample -- 
e x a c t l y  t h e  bid  of t h e  i n - S t a t e  company. We were unab le  t o  l o c a t e  

documentat ion t o  show t h a t  t h e  Commission made a n  e f f o r t  t o  e v a l u a t e  t h e  

two b i d s  a d e q u a t e l y  p r i o r  t o  t h e  awarding o f  t h e  c o n t r a c t .  

It should be noted t h a t  we were unab le  t o  determine i f  o t h e r  chemical  

companies c o n t a c t e d  t h e  Commission w i t h  regard  t o  t h e  blood, s a l i v a  and 

u r i n e  t e s t i n g  c o n t r a c t .  A s  p r e v i o u s l y  no ted ,  one of t h e  two chemical  

l a b o r a t o r i e s  c i t e d  above s t a t e d  t h a t  i t  d i d  n o t  a t t e m p t  t o  submit 

a d d i t i o n a l  b i d s  t o  t h e  Commission because  t h e y  f e l t  t h a t  t h e  Commission 

would no t  c o n s i d e r  any b id  o t h e r  t h a n  t h a t  of t h e  c u r r e n t  c o n t r a c t  

chemis t .  A s  a  r e s u l t ,  t h e  Commission may have f a i l e d  t o  c o n t r a c t  w i t h  t h e  

most q u a l i f i e d  l a b o r a t o r y  t h a t  o f f e r e d  t h e  most c o m p e t i t i v e  p r i c e .  

The Commission Has Not Adequately Evaluated 

t h e  Performance of t h e  C o n t r a c t  Chemist 

E f f e c t i v e  l a b o r a t o r y  a n a l y s e s  a r e  t h e  keys tones  o f  e f f e c t i v e  c o n t r o l  and 

r e g u l a t i o n  of d rug  usage i n  r a c i n g  animals .  However, based on 

documentat ion i n  f i l e  a t  t h e  Commission o f f i c e ,  t h e  Commission i n s t i t u t e d  

no p rocedures  t o  e v a l u a t e  t h e  e f f e c t i v e n e s s  and accuracy  o f  t h e  c o n t r a c t  

chemis t  u n t i l  February  1980. F u r t h e r ,  t h e  t e s t s  conducted i n  February 

1980 d i d  n o t  e v a l u a t e  t h e  l a b o r a t o r y ' s  e f f e c t i v e n e s s  i n  d e t e c t i n g  

p r o h i b i t e d  d rugs .  



Between February  and A p r i l  1980, t h e  Commission's v e t e r i n a r i a n  a t  Tur f  

P a r a d i s e  i n j e c t e d  s e v e r a l  an imals  wi th  Lasix* t o  de te rmine  i f  t h e  chemis t  

could i d e n t i f y  t h e  d rug  i n  u r i n e  samples.  The c o n t r a c t  chemist  d i d  

c o r r e c t l y  i d e n t i f y  t h e  L a s i x  i n  t h e  samples.  The r e s u l t  of t h i s  review,  

t h e n ,  was v e r i f i c a t i o n  t h a t  t h e  c o n t r a c t  chemist  could  i d e n t i f y  

p e r m i s s i b l e  medica t ions  i n  u r i n e  samples  i n  r a c i n g  an imals .  The 

Commission d i d  n o t ,  however, a t t e m p t  t o  t e s t  t h e  c h e m i s t ' s  a b i l i t y  t o  

i d e n t i f y  p r o h i b i t e d  substances.** 

Immediately a f t e r  t h e s e  t e s t s ,  t h e  Commission w a s  informed of a l l e g a t i o n s  

of subs tandard  work by t h e  c o n t r a c t  chemis t .  During August ,  September and 

October ,  1980, on t h e  recommendation o f  t h e  Commission's i n v e s t i g a t o r s ,  

t h e  Commission a u t h o r i z e d  u r i n e  samples t o  be " s p l i t . "  S p l i t t i n g  means 

d i v i d i n g  a  s i n g l e  sample i n t o  two o r  more c o n t a i n e r s .  One c o n t a i n e r  was 

s e n t  t o  a  chemical  l a b o r a t o r y  i n  Colorado. A second c o n t a i n e r  was s e n t  t o  

t h e  c o n t r a c t  chemist  i n  t h e  u s u a l  manner. It should be noted t h a t  t h e  

ou t -o f -S ta te  l a b o r a t o r y  s e r v e s  a s  o f f i c i a l  chemical  l a b o r a t o r y  f o r  o t h e r  

s t a t e  r a c i n g  commissions. The ou t -o f -S ta te  l a b o r a t o r y  i d e n t i f i e d  t h e  

p resence  o f  p r o h i b i t e d  s u b s t a n c e s  i n  f o u r  samples***. The Commission's - 
c o n t r a c t  chemist  d i d  n o t  r e p o r t  t h e  p resence  o f  p r o h i b i t e d  s u b s t a n c e s  i n  

any samples.  One o f  t h e  s u b s t a n c e s  which t h e  c o n t r a c t  chemis t  f a i l e d  t o  

i d e n t i f y  was Nubain, a  s y n t h e t i c  morphine. Our review r e v e a l e d  t h a t  t h e  

c o n t r a c t  chemis t ,  a lmos t  a  y e a r  e a r l i e r ,  had n o t i f i e d  t h e  Commission t h a t  

he had developed p rocedures  which enabled him t o  t e s t  f o r  t h e  p resence  of 

Nuhain. 

Because h e  f a i l e d  t o  i d e n t i f y  any p r o h i b i t e d  s u b s t a n c e s  i n  t h e  p o s i t i v e  

samples,  t h e  performance o f  t h e  c o n t r a c t  chemis t  a p p e a r s  t o  be inadequa te .  

* Las ix  i s  a  medica t ion  t h a t  may be used i n  r a c i n g  an imals ,  p r o v i d i n g  
u s e  o f  t h e  s u b s t a n c e  is  r e p o r t e d  t o  t h e  Commission p r i o r  t o  e n t e r i n g  
a n  animal  i n  a  race .  

** It shou ld  be noted t h a t  Las ix  masks t h e  p resence  o f  p r o h i b i t e d  d r u g s  
i n u r i n e  samples.  Thus, by i n j e c t i n g  h o r s e s  w i t h  L a s i x ,  t h e  
Commission's v e t e r i n a r i a n s  d e s t r o y e d  t h e  i n t e g r i t y  of t h e  sampl ing 
p r o c e s s  ( s e e  page 59).  

*** P r o h i b i t e d  s u b s t a n c e s  were i d e n t i f i e d  by t h e  Colorado l a b o r a t o r y  on 
two o c c a s i o n s .  On t h e  f i r s t  occas ion ,  t h e  Colorado l a b o r a t o r y  
" r e - s p l i t "  i t s  sample and s e n t  i t  t o  a  U n i v e r s i t y  l a b o r a t o r y  i n  New 
York. Th is  l a b o r a t o r y ,  which a l s o  s e r v e s  a s  a n  o f f i c i a l  chemist  f o r  
o t h e r  s t a t e s ,  confirmed t h e  r e s u l t s  found by t h e  Colorado l a b o r a t o r y .  



Although t h e  last  s p l i t  sample conducted i n  October  1980 showed t h e  

chemis t  f a i l e d  t o  i d e n t i f y  p o s i t i v e  samples ,  t h e  Commission d i d  no t  s p l i t  

a d d i t i o n a l  samples u n t i l  March 1 5 ,  1981. Thus,  t h e  Commission was 

p rec luded  from f u r t h e r  a s s e s s i n g  t h e  e f f e c t i v e n e s s  of t h e  l a b o r a t o r y .  The 

r e a s o n  t h e  p r a c t i c e  o f  s p l i t t i n g  samples was d i s c o n t i n u e d  was a  l a c k  o f  

f u n d s ,  a c c o r d i n g  t o  t h e  Execu t ive  S e c r e t a r y .  

C o r r e c t i v e  A c t i o n  

I n  a d d i t i o n  t o  t h e  s p l i t  sample r e s u l t s ,  t h e  Commission h a s  had o t h e r  

evidence t h a t  t h e  c o n t r a c t  chemist  w a s  n o t  performing e f f e c t i v e l y .  F o r  

example, i n  September 1980, t h e  Commission was urged by a r e p r e s e n t a t i v e  

of a  r a c i n g  i n d u s t r y  a s s o c i a t i o n  t o  upgrade t h e  performance o f  t h e  

c o n t r a c t  chemist .  However, t h e  Commission d i d  n o t  i n i t i a t e  c o r r e c t i v e  

a c t i o n  f o r  a lmos t  t h r e e  months, and h a s  t a k e n  v e r y  few s t e p s  t o  ensure  

t h a t  any c o r r e c t i v e  a c t i o n  which h a s  been t a k e n  is  e f f e c t i v e .  

Our review of  t h e  minutes  of t h e  Commission's meet ing o f  November 25, 

1980, r e v e a l e d  t h a t  t h e  Commission d i r e c t e d  t h e  c o n t r a c t  chemist  be p laced  

on a  three-month p r o b a t i o n a r y  c o n t r a c t .  The t e rms  of t h e  p r o b a t i o n a r y  

c o n t r a c t  were: 1) t o  i n c l u d e  t h e  u s e  of adequa te  t e s t  equipment and t e s t  

p rocedures ,  2 )  p a r t i c i p a t i o n  i n  a  c o n t i n u i n g  e d u c a t i o n  program, and 

3)  t h e  p o s t i n g  o f  a  performance bond. However, a s  of March 4, 1981, t h e  

p r o b a t i o n a r y  c o n t r a c t  h a s  n o t  been p r e p a r e d ,  t h e  performance bond h a s  not  

been pos ted  and t h e  Commission h a s  no t  determined i f  adequa te  t e s t i n g  

p rocedures  a r e  used.  



Commission May Have No Recourse Against  t h e  

C o n t r a c t  Chemist f o r  Subs tandard  Performance 

Our review of t h e  c o n t r a c t  between t h e  Commission and t h e  c o n t r a c t  chemist  

r evea led  t h a t  t h e  c o n t r a c t :  1) does n o t  c o n t a i n  a  performance c l a u s e  

which s p e c i f i e s  t h e  p rocedures  t o  be used i n  t e s t i n g  s a l i v a ,  u r i n e  and 

blood samples f o r  p r o h i b i t e d  s u b s t a n c e s ,  2 )  c o n t a i n s  no p r o v i s i o n  f o r  

Commission r e c o u r s e  i n  t h e  even t  of subs tandard  performance on t h e  p a r t  of 

t h e  c o n t r a c t  chemis t ,  and 3 )  has  remained v i r t u a l l y  unchanged from a t  

l e a s t  1975 t o  t h e  p r e s e n t .  A d d i t i o n a l l y ,  t h e  A s s i s t a n t  At to rney  General  

a s s i g n e d  t o  t h e  Commission r e c e n t l y  determined t h a t  t h e  p r e s e n t  c o n t r a c t  

may n o t  be v a l i d ,  i n  t h a t  p r o p e r  n o t i c e  o f  c o n t r a c t i n g  p rocedures  was not  

g i v e n ,  t h e  c o n t r a c t  does n o t  comply w i t h  s t a t u t o r y  requ i rements  a s  t o  form 

and c o n t e n t ,  and t h e  c o n t r a c t  does n o t  c o n t a i n  a  t e r m i n a t i o n  c l a u s e  a s  

r e q u i r e d  by A.R.S. $38-511. T h e r e f o r e ,  t h e  Commission has  o p e r a t e d  

wi thou t  a n  e f f e c t i v e  c o n t r a c t  f o r  s a l i v a ,  u r i n e  and blood t e s t i n g  f o r  a t  

l e a s t  f i v e  y e a r s .  

F i n a l l y ,  because t h e  Commission may have no l e g a l  r e c o u r s e  a g a i n s t  t h e  

c o n t r a c t  chemis t ,  payments t o  him f o r  subs tandard  work may n o t  be 

recoverab le .  From J u l y  1, 1980, t o  February  28,  1981, t h e  Commission p a i d  

t h e  c o n t r a c t  chemis t  approx imate ly  $83,000. During t h a t  p e r i o d ,  t h e  

Commission had r e a s o n  t o  b e l i e v e  t h a t  some of  t h e  work of t h e  c o n t r a c t  

chemis t  was subs tandard .  

CONCLUSIONS 

Procedures  used by t h e  Commission t o  s e l e c t  and e v a l u a t e  a c o n t r a c t  

chemis t  a r e  i n a d e q u a t e  t o  ensure  t h e  s e r v i c e s  o f  t h e  most q u a l i f i e d  

l a b o r a t o r y .  F u r t h e r ,  t h e  Commission f a i l e d  t o  t a k e  c o r r e c t i v e  a c t i o n  i n  a 

t i m e l y  manner when i t  determined t h a t  t h e  c u r r e n t  c o n t r a c t  chemis t  f a i l e d  

t o  d e t e c t  p r o h i b i t e d  d rugs  i n  u r i n e  samples .  F i n a l l y ,  t h e  Commission may 

n o t  have a  v a l i d  w r i t t e n  c o n t r a c t  w i t h  t h e  c o n t r a c t  chemist .  



RECOMMENDATIONS 

It i s  recommended t h a t  t h e  Commission: 

- Encourage c o m p e t i t i v e  b i d d i n g  f o r  t h e  o f f i c i a l  chemist  c o n t r a c t  

by a d v e r t i s i n g  i n  n a t i o n a l  p u b l i c a t i o n s  and c o n t a c t i n g  chemis t s  

w i t h i n  t h e  S t a t e .  

- Revise  t h e  q u a l i f i c a t i o n s  t o  b id  t o  i n c l u d e  c u r r e n t  a n a l y t i c a l  

c h e m i s t r y  s t a n d a r d s .  

- Use o u t s i d e  p r o f e s s i o n a l  s e r v i c e s  t o  e v a l u a t e  t h e  q u a l i f i c a t i o n s  

o f  competing b i d d e r s ,  based on c r i t e r i a  developed by t h e  

Commission. 

- E s t a b l i s h  p rocedures  f o r  e v a l u a t i n g  t h e  performance of t h e  

c o n t r a c t  chemis t ,  i n c l u d i n g  use  o f  s p l i t  samples.  

- Take a p p r o p r i a t e  c o r r e c t i v e  a c t i o n  w i t h  t h e  p r e s e n t  c o n t r a c t  

chemis t  by e x e c u t i n g  a  p r o b a t i o n a r y  c o n t r a c t  and e n f o r c i n g  

compliance w i t h  i t s  terms.  

- Study t h e  f e a s i b i l i t y  o f  deve lop ing  in-house f a c i l i t i e s  f o r  

chemica l  a n a l y s i s .  



FINDING I V  

THE ABILITY OF THE A R I Z O N A  R A C I N G  COMMISSION TO PREVENT THE USE OF 

PROHIBITED DRUGS I N  R A C I N G  HAS BEEN IMPAIRED BECAUSE CERTAIN STAFF MEMBERS 

HAVE NOT PROPERLY DISCHARGED THEIR RESPONSIBILITIES. 

Arizona s t a t u t e s  p r o h i b i t  t h e  u s e  o f  c e r t a i n  d rugs  i n  r a c i n g ,  and r e q u i r e  

t h a t  t h e  Arizona Racing Commission promulgate r u l e s  and r e g u l a t i o n s  t o  

promote t h e  p r o p e r  conduct  o f  r a c i n g ,  o b t a i n  t h e  s e r v i c e s  o f  a d u l y  

q u a l i f i e d  chemical  l a b o r a t o r y  and a p p o i n t  a s  many employees a s  may be 

necessa ry  f o r  t h e  enforcement o f  r a c i n g  s t a t u t e s ,  r u l e s  and r e g u l a t i o n s .  

Our review of t h e  Commission r e v e a l e d  t h a t  i t s  a b i l i t y  t o  p r e v e n t  t h e  u s e  

o f  p r o h i b i t e d  d rugs  i n  r a c i n g  is  impaired i n  t h a t :  

- C e r t a i n  Commission v e t e r i n a r i a n s  have n o t  p r o p e r l y  d i scharged  

t h e i r  d u t i e s .  

- Recent t r e n d s  i n  t e s t i n g  p rocedures  a r e  c o u n t e r p r o d u c t i v e  t o  

Commission e f f o r t s  t o  c o n t r o l  d r u g  usage.  

- The Commission i s  n o t  r e c e i v i n g  complete o r  a c c u r a t e  i n f o r m a t i o n  

from i t s  s t a f f .  

S t a t u t o r y  Requirements 

Arizona Revised S t a t u t e s  $5-115 makes i t  a  c l a s s  4  f e l o n y  f o r  pe rsons  t o  

a d m i n i s t e r  "...a d r u g ,  n a r c o t i c  o r  h y p n o t i c  t o  a  h o r s e  o r  dog w i t h  t h e  

i n t e n t  t o  a f f e c t  t h e  r e s u l t  of a  h o r s e ,  h a r n e s s  o r  dog r a c e . "  

The Commission i s  t h e  r e g u l a t o r y  body p r i m a r i l y  r e s p o n s i b l e  f o r  e n f o r c i n g  

t h e  above s t a t u t e s .  Arizona Revised S t a t u t e s  $5-104.B s t a t e s :  



"The commission s h a l l  p r e p a r e  and promulgate  such 
complete r u l e s  and r e g u l a t i o n s  t o  govern t h e  r a c i n g  
meet ings  a s  may be r e q u i r e d  t o  p r o t e c t  and promote t h e  
s a f e t y  and w e l f a r e  of t h e  animals  p a r t i c i p a t i n g  i n  such  
r a c i n g  mee t ings ,  t o  p r o t e c t  and promote p u b l i c  h e a l t h ,  
s a f e t y  and t h e  p r o p e r  conduct of r a c i n g  and par i -mutuel  
wagering and any o t h e r  m a t t e r  p e r t a i n i n g  t o  t h e  p roper  
conduct of r a c i n g  w i t h i n  t h i s  s t a t e .  The commission 
may d e l e g a t e  t o  s t e w a r d s  such of i t s  powers and d u t i e s  
a s  a r e  n e c e s s a r y  t o  f u l l y  c a r r y  o u t  and e f f e c t u a t e  t h e  
purposes  of t h i s  a r t i c l e . "  

Arizona Revised S t a t u t e s  $5-105 s t a t e s  i n  p a r t :  

"The commission s h a l l  employ a chemist  o r  c o n t r a c t  w i t h  
a  d u l y  q u a l i f i e d  chemical  l a b o r a t o r y  t o  de te rmine  by 
chemical  t e s t i n g  and a n a l y s i s  of s a l i v a ,  u r i n e ,  blood 
o r  o t h e r  e x c r e t i o n s  o r  body f l u i d s  whether  o r  n o t  any 
s u b s t a n c e  o r  d rug  h a s  been i n t r o d u c e d  which would 
a f f e c t  t h e  outcome of any r a c e  o r  whether  o r  n o t  any 
a c t i o n  h a s  been t a k e n  o r  any subs tance  o r  d r u g  h a s  been 
in t roduced  which may i n t e r f e r e  w i t h  t h e  t e s t i n g  
procedure .  . . " 

And Arizona Revised S t a t u t e s  $5-106.A s t a t e s  i n  p a r t :  

"The commission s h a l l  a p p o i n t .  . . a s  many o t h e r  employees 
as may be n e c e s s a r y  f o r  t h e  enforcement o f  t h e  laws of 
t h i s  s t a t e  and t h e  r u l e s  and r e g u l a t i o n s  r e l a t i n g  t o  
rac ing . "  

Accordingly ,  t h e  Commission h a s  promulgated r u l e s  r e g a r d i n g  t h e  use  o f  

d r u g s ,  t e s t i n g  p rocedures  t o  d e t e c t  d r u g s  and r e p o r t i n g  and follow-up 

procedures  i n  t h e  even t  of d rug  d e t e c t i o n .  

During o u r  review we noted numerous i n s t a n c e s  o f  noncompliance by 

Commission v e t e r i n a r i a n s  w i t h  t h e  Commission's r u l e s  r e g a r d i n g  d rugs .  



Commission V e t e r i n a r i a n s  Have Not 

P r o p e r l y  Discharged t h e i r  D u t i e s  

Our review revea led  t h a t  Commission v e t e r i n a r i a n s  have adopted p rocedures  

f o r  u s e  a t  horse - race  f a c i l i t i e s  which 1 )  f r e q u e n t l y  i n t e r f e r e  w i t h  t h e  

chemical  i n t e g r i t y  o f  t h e  samples ,  2 )  c o n s t i t u t e  a  v i o l a t i o n  of t h e  

Commission's own r u l e s  and 3 )  may cause  i n d i v i d u a l s  who u s e  p r o h i b i t e d  

drugs  t o  remain unde tec ted .  I n  a d d i t i o n  Commission v e t e r i n a r i a n s  a r e  n o t  

t a k i n g  blood samples from a l l  deceased an imals  t o  de te rmine  i f  t h e  use  of 

p r o h i b i t e d  d rugs  was a  c o n t r i b u t i n g  f a c t o r  t o  t h e  a n i m a l ' s  d e a t h .  

Procedures  Used i n  t h e  T e s t  Barns F r e a u e n t l v  I n t e r f e r e  

wi th  t h e  Chemical I n t e g r i t y  o f  t h e  T e s t  Samples 

A t  t h e  end o f  each h o r s e  r a c e ,  t h e  winning horse* i s  immediately 

t r a n s p o r t e d  t o  t h e  t e s t  ba rn  f o r  a  b lood,  u r i n e  o r  s a l i v a  t e s t .  The 

sample i s  t h e n  s e n t  t o  t h e  c o n t r a c t  chemis t  f o r  a n a l y t i c a l  t e s t i n g .  The 

purpose of t h i s  t e s t  i s  t o  v e r i f y  t h a t  t h e  h o r s e  was n o t  a d m i n i s t e r e d  a  

p r o h i b i t e d  s u b s t a n c e  which cou ld  have a f f e c t e d  ' t h e  outcome of  t h e  race .  

I f  t h e  a n a l y s i s  o f  t h e  sample t a k e n  i s  r e p o r t e d  as a "nega t ive" ,  t h a t  i s ,  

no p r o h i b i t e d  s u b s t a n c e s  were d e t e c t e d ,  t h e  winning p u r s e s  a r e  

d i s t r i b u t e d .  I f  t h e  sample t a k e n  i s  r e p o r t e d  a s  a  " p o s i t i v e "  t h e  p u r s e  

money i s  ordered  h e l d ,  and t h e  Board o f  Stewards  h o l d s  a  h e a r i n g  t o  

c o l l e c t  evidence.  If t h e  Board de te rmines  a p p r o p r i a t e ,  i t  d i s c i p l i n e s  t h e  

t r a i n e r  and t h e  pe rsons  a d m i n i s t e r i n g  a  p r o h i b i t e d  s u b s t a n c e  t o  t h e  

horse .  The s t e w a r d s  t h e n  r e s t r u c t u r e  t h e  f i n i s h  p o s i t i o n  o f  t h e  o t h e r  

h o r s e s  and d i s t r i b u t e  t h e  p u r s e  money a c c o r d i n g l y .  

During t h e  course  of o u r  review,  we noted t h a t  t h e  m a j o r i t y  o f  samples 

t a k e n  from h o r s e s  were u r i n e  samples (more t h a n  90 ~ e r c e n t ) .  A s  a p a r t  of 

o u r  a u d i t ,  we reviewed t h e  s p e c i f i c  p rocedures  used t o  c o l l e c t  u r i n e  

samples.  We noted t h a t  t h e  p rocedures  manual s p e c i f i e s  t h e  s t e p s  t o  be 

t aken  if a  h o r s e  cannot  produce a u r i n e  sample w i t h i n  a  s p e c i f i e d  t ime  

( u s u a l l y  90 minutes ) .  The manual i n s t r u c t s  t e s t  b a r n  p e r s o n n e l  t o  r e q u e s t  

t h e  pe rmiss ion  o f  t h e  owner o r  t r a i n e r  t o  i n j e c t  t h e  h o r s e  w i t h  a  drug 

t h a t  w i l l  f o r c e  t h e  h o r s e  t o  u r i n a t e .  If approved by t h e  owner o r  

t r a i n e r ,  t e s t  b a r n  p e r s o n n e l  w i l l  d i r e c t  a  v e t e r i n a r i a n  t o  i n j e c t  t h e  r a c e  

h o r s e  wi th  t h e  d r u g  L a s i x ,  a  d i u r e t i c .  

* Winning h o r s e s  a r e  n o t  t h e  on ly  h o r s e s  t e s t e d .  ( s e e  page 63)  
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Our review revea led  t h a t  t h e  u s e  of L a s i x  i n j e c t i o n s  t o  o b t a i n  a u r i n e  

sample d e s t r o y s  t h e  i n t e g r i t y  o f  sample t e s t i n g  ( s e e  page 7 9 ) .  According 

t o  t h e  o f f i c i a l  chemis t s  f o r  s e v e r a l  o t h e r  r a c i n g  j u r i s d i c t i o n s  Las ix  

masks t h e  p resence  o f  p r o h i b i t e d  s u b s t a n c e s .  These c h e m i s t s  c l a i m  t h a t  

Las ix  t a k e s  e f f e c t  w i t h i n  minu tes  and masks v i r t u a l l y  a l l  known s u b s t a n c e s  

which a r e  used i n  r a c i n g  an imals .  T h e r e f o r e ,  L a s i x  never  shou ld  be used 

p r i o r  t o  t h e  c o l l e c t i o n  of a  sample because  o f  i t s  masking e f f e c t .  

A d m i n i s t r a t i v e  r e g u l a t i o n  R4-27-107 R s t a t e s :  

"Samples o f  s a l i v a ,  u r i n e  o r  any o t h e r  t e s t  s u b s t a n c e  

s h a l l  be t a k e n  by persons  appo in ted  by t h e  Arizona 
Racing Commission, under  t h e  s u p e r v i s i o n  o f  t h e  
Commission v e t e r i n a r i a n .  During t h e  t a k i n g  and s e a l i n g  
of such t e s t s  t h e  owner, t r a i n e r ,  o r  t h e i r  a u t h o r i z e d  
a g e n t  may be p r e s e n t  a t  a l l  t imes .  The sample s h a l l  be 
immediately s e a l e d  i n  a c o n t a i n e r  and t h e  evidence o f  
such  p rocedure  w i t n e s s e d  by t h e  s i g n a t u r e  o f  t h e  owner, 
o r  t r a i n e r ,  o r  t h e i r  r e p r e s e n t a t i v e .  The sample s h a l l  
the reupon  be forwarded w i t h  d i s p a t c h  t o  t h e  O f f i c i a l  
Racing Commission Labora to ry  f o r  chemical  a n a l y s i s  and 
r e p o r t  t o  t h e  Arizona Racing Commission. No person  
s h a l l  i n t e r f e r e  i n  anv manner w i t h  t h e  t e s t i n g  " - 
p r o c e d u r e s  under  t h i s  Rule.  (Ephas i s  Added) 

A s  a  r e s u l t ,  by i n j e c t i n g  h o r s e s  w i t h  L a s i x  t h e  Commission v e t e r i n a r i a n  

v i o l a t e d  t h e  above r u l e  r e g a r d i n g  i n t e r f e r i n g  w i t h  t h e  t e s t i n g  p rocedures .  

We found t h a t  from October  1, 1980 th rough  March 8, 1981, 36 h o r s e s  a t  

Turf  Parad i se*  had been i n j e c t e d  w i t h  L a s i x  by t e s t  b a r n  p e r s o n n e l  p r i o r  

t o  c o l l e c t i o n  o f  a  sample. When we reviewed t h e  names o f  t h e  t r a i n e r s  f o r  

t h o s e  36 h o r s e s ,  we found one t r a i n e r  who had been suspended f o r  one y e a r  

f o r  u s i n g  p r o h i b i t e d  s u b s t a n c e s  i n  h i s  r a c i n g  h o r s e s .  During t h e  pe r iod  

under review,  t h i s  same t r a i n e r  had f o u r  winning h o r s e s  whose samples 

p o s s i b l y  were masked by Las ix .  

* The Commission v e t e r i n a r i a n  s t a t e d  t h a t  t h e  u s e  o f  Lasix  t o  a s s i s t  i n  
t h e  c o l l e c t i o n  o f  u r i n e  samples is  a  common p r a c t i c e  a t  a l l  horse  
r a c i n g  f a c i l i t i e s  i n  t h e  S t a t e .  



F u r t h e r ,  we i d e n t i f i e d  s e v e n  o t h e r  i n s t a n c e s  o f  t h e  Commission 

v e t e r i n a r i a n  i n j e c t i n g  winning h o r s e s  wi th  Las ix  a s  a means t o  e v a l u a t e  

t h e  e f f e c t i v e n e s s  o f  t h e  c o n t r a c t  chemist  ( s e e  page 52) .  Not o n l y  d i d  

t h i s  procedure  i n t e r f e r e  w i t h  t e s t i n g  p rocedures  and v i o l a t e  Commission 

r u l e s  b u t  i t  was unnecessa ry  a s  w e l l ,  because t h e  Commission m a i n t a i n s  two 

h o r s e s  a t  a c o s t  o f  $500 a y e a r  f o r  such t e s t i n g  purposes .  

Blood Samples from Deceased Horses  

Blood samples  a r e  n o t  t a k e n  from a l l  deceased h o r s e s .  During f i s c a l  y e a r s  

1979-80 and 1980-81, a t  l e a s t  65 r a c e  h o r s e s  d i e d  a t  r a c i n g  f a c i l i t i e s ,  of  

which 36 d i e d  immediately b e f o r e ,  d u r i n g  o r  a f t e r  a r a c e .  The Commission 

g r a n t e d  t h e  v e t e r i n a r i a n s  d i s c r e t i o n  i n  de te rmin ing  which an imals  were t o  

be t e s t e d .  An August 1979 memorandum from t h e  Execu t ive  S e c r e t a r y  t o  t h e  

v e t e r i n a r i a n s  s t a t e d :  

" E f f e c t i v e  immediate ly ,  upon t h e  d e a t h  of a r a c i n g  

an imal  on t h e  r a c e t r a c k  i n  which t h e r e  i s  any concern  
o r  s u s p i c i o n  a s  t o  t h e  c a u s e  of d e a t h ,  t h e  S t a t e  
V e t e r i n a r i a n  w i l l  t a k e  a blood sample and send i t  t o  
t h e  l a b  f o r  examinat ion."  ( ~ m ~ h a s i s  ~ d d e d )  

S i n c e  t h e  memorandum was i s s u e d ,  blood samples have n o t  been t a k e n  f o r  a l l  - 
deceased h o r s e s ,  and no a u t o p s i e s  performed. Blood samples were n o t  t a k e n  

f o r  any o f  e i g h t  h o r s e s  known t o  have d i e d  a t  R i l l i t o  Downs between 

November 1, 1980, and February 15,  1981. F u r t h e r ,  blood samples have been 

t a k e n  f o r  on ly  h a l f  t h e  h o r s e s  t h a t  d i e d  immediate ly  b e f o r e ,  d u r i n g  o r  

a f t e r  a r a c e  a t  Tur f  P a r a d i s e  from J u l y  1, 1980 t o  February  28, 1981. 

The f o l l o w i n g  i n c i d e n t  i l l u s t r a t e s  t h e  need f o r  blood sampling o f  deceased 

h o r s e s  and a u t o p s i e s .  



During t h e  Graham County F a i r  i n  A p r i l  1979, f o r  no a p p a r e n t  r e a s o n  a  

h o r s e  t u r n e d  a b r u p t l y  and r a n  through a  t h r e e - i n c h  s t e e l  r a i l  a f t e r  

c r o s s i n g  t h e  f i n i s h  l i n e .  The h o r s e  was p r a c t i c a l l y  c u t  i n  two and d ied  

i n s t a n t a n e o u s l y  . The jockey was h o s p i t a l i z e d  w i t h  s e r i o u s  i n j u r i e s ,  

i n c l u d i n g  ". . .a broken w r i s t ,  some broken r i b s  and p o s s i b l y  a broken 

neck ..." One o b s e r v e r ,  who was a  Commission employee a t  t h e  t ime of t h e  

i n c i d e n t ,  t o l d  a u d i t  s t a f f  t h a t  he b e l i e v e s  t h e  h o r s e  was drugged, and 

t h a t  t h e  f a c t  t h e  h o r s e  was drugged had been d i s c u s s e d  openly  on t h e  

b a c k s i d e  ( s t a b l e  a r e a )  a f t e r  t h e  i n c i d e n t .  

A blood sample was n o t  t a k e n  and t h e  cause  of d e a t h  was no t  i n v e s t i g a t e d .  

The v e t e r i n a r i a n  r e p o r t e d  t h e  i n c i d e n t  t o  t h e  Commission as f o l l o w s :  

"Four th  Race 

( ~ a m e  of  t h e  h o r s e ) ,  No. 2.  Over t h e  i n s i d e  r a i l  - e x p i r e d . "  

The Commission v e t e r i n a r i a n  who was a t  t h e  t r a c k  a t  t h e  t ime  of  t h e  

i n c i d e n t  claimed blood samples were n o t  t a k e n  a t  t h a t  t ime because 

adequa te  t e s t i n g  equipment was n o t  a v a i l a b l e .  However, o u r  review 

revea led  t h a t  t h e  equipment r e q u i r e d  f o r  blood t e s t i n g  was a v a i l a b l e  a t  - 
t h e  t ime  of  t h e  i n c i d e n t .  

I t  shou ld  be noted t h a t  t h e  t r a i n e r  of t h e  h o r s e  i n  t h e  above i n c i d e n t  

r e c e n t l y  was suspended and f i n e d  by t h e  Commission f o r  u s i n g  a p r o h i b i t e d  

s u b s t a n c e  on one o f  h i s  h o r s e s .  



Recent Trends i n  T e s t i n g  Procedures  a r e  

Counte rproduc t ive  t o  Commission E f f o r t s  

t o  C o n t r o l  Drug Usage 

Sampling p rocedures  used t o  d e t e c t  t h e  p resence  o f  p r o h i b i t e d  s u b s t a n c e s  

do n o t  s u p p o r t  t h e  Commission's i n t e n t  t o  i n c r e a s e  enforcement  of 

medica t ion  r u l e s .  I n  a d d i t i o n  t o  u r i n e ,  blood o r  s a l i v a  samples from 

winning h o r s e s ,  samples may be o b t a i n e d  from o t h e r  h o r s e s  a s  w e l l .  These 

a d d i t i o n a l  samples a r e  t a k e n  a t  t h e  d i s c r e t i o n  o f  t h e  s t e w a r d s  and a r e  

u s u a l l y  t a k e n  from h o r s e s  t h a t  perform d i f f e r e n t l y  t h a n  expected.  Our 

review r e v e a l e d  t h a t  t h e  p r a c t i c e  o f  t a k i n g  a d d i t i o n a l  samples 1 )  i s  n o t  

c o n s i s t e n t  among t r a c k s  and 2 )  h a s  decreased  s i n c e  t h e  Commission adopted 

s t r i c t e r  d rug  rules".  Tab le  7 shows t h e  p e r c e n t a g e  o f  r a c e s  f o r  which 

a d d i t i o n a l  samples were drawn from J u l y  1, 1980, t o  February 1 5 ,  1981. 

* I n  l a t e  1980 t h e  Commission adopted r u l e s  p r o h i b i t i n g  t h e  u s e  o f  

phenylbutazone excep t  i n  t r a i n i n g ,  and Las ix .  These medica t ions  
p r e v i o u s l y  were al lowed i f  Commission approva l  were o b t a i n e d  p r i o r  t o  
usage.  For  d e t a i l s  o f  t h e  new m e d i c a t i o n  r u l e s ,  s e e  page 73. 



TABLE 7 

PERCENTAGE OF RACES FOR WHICH ADDITIONAL SAMPLES WERE DRAWN 

FROM JULY 1, 1980, TO FEBRUARY 1 5 ,  1981 

PERCENTAGE OF RACES 

J u l y  1, 1980, 
t o  September 1, December 18, 1980*** January  1, 1981"""" 

1980 t o  December 31, 1980 t o  February  1 5 ,  1981 
P r e s c o t  t 

Downs* 
R i l l i t o  

Downs 
( ~ u c s o n )  

Tur f  
P a r a d i s e  
(phoenix)** 

A s  shown above t h e  p r a c t i c e  o f  t a k i n g  a d d i t i o n a l  samples  a t  R i l l i t o  Downs 

ceased when t h e  new m e d i c a t i o n  r u l e s  became e f f e c t i v e .  

It should be noted t h a t  o t h e r  s t a t e s  make g r e a t e r  u s e  o f  a d d i t i o n a l  

samples ( t h e  term used f o r  d i s c r e t i o n a r y  s teward  t e s t i n g )  t h a n  Arizona 

does.  T h i r t e e n  of t h e  30 s t a t e s  t h a t  a l l o w  r a c i n g  t a k e  a d d i t i o n a l  samples 

and seven  o f  t h e s e  s t a t e s  t a k e  a d d i t i o n a l  samples i n  e v e r y  r a c e .  

The Commission Is  Not Rece iv ing  Complete 

o r  Accurate  I n f o r m a t i o n  from i t s  S t a f f  

The i n f o r m a t i o n  provided t o  t h e  Commission by t r a c k  p e r s o n n e l  is  

incomplete .  A s  a  r e s u l t  , t h e  Commission l a c k s  s u f f i c i e n t  i n f o r m a t i o n  

r e g a r d i n g  d e t e c t i o n  a c t i v i t i e s  t o  moni to r  p r o p e r  conduct .  

3c Meet ended August 24, 1980. Inc luded  Yavapai County F a i r  he ld  

August 3 0 ,  1980,  th rough  September 1, 1980. 
w I n c l u d e s  Arizona Downs, D e s e r t  Downs and Turf P a r a d i s e  meets  he ld  

a t  Turf  P a r a d i s e  f a c i l i t y .  
3cw Date of Commission a d o p t i o n  o f  new r u l e s .  

**** E f f e c t i v e  d a t e .  



The Commission's v e t e r i n a r i a n s  submit bimonthly r e p o r t s  t o  t h e  Commission 

which i n c l u d e  t h e  number o f  samples submi t t ed  t o  t h e  o f f i c i a l  chemist  and 

number o f  i n j u r i e s  and d e a t h s  o f  h o r s e s  on t h e  t r a c k .  Our review of  t h e s e  

r e p o r t s  r evea led  t h e  f o l l o w i n g  d e f i c i e n c i e s :  

1. The r e p o r t s  submi t t ed  by v e t e r i n a r i a n s  a t  R i l l i t o  Downs do n o t  

i n d i c a t e  t h e  number of a d d i t i o n a l  u r i n e  o r  blood samples taken.  

2. The number o f  blood samples r e p o r t e d  by t h e  v e t e r i n a r i a n  a t  Turf 

P a r a d i s e  does  no t  a g r e e  t o  t h e  number of blood samples rece ived  by t h e  

o f f i c i a l  chemist .  

3. Repor t s  of i n j u r e d  o r  deceased an imals  p repared  by t h e  Commission 

v e t e r i n a r i a n  a t  R i l l i t o  Downs do n o t  c l e a r l y  i n d i c a t e  i f  a n  animal  

d ied  on t h e  r a c e t r a c k  o r  was e u t h a n i s e d  i f  i n j u r e d .  

4.  The deceased animal  l is ts  f o r  Turf P a r a d i s e  and P r e s c o t t  Downs do n o t  

i n d i c a t e  t h e  c a u s e s  of d e a t h  f o r  a l l  an imals .  

CONCLUSIONS 

Our review r e v e a l e d  t h a t  c e r t a i n  Commission v e t e r i n a r i a n s  have n o t  

p r o p e r l y  d i s c h a r g e d  t h e i r  d u t i e s ,  t h a t  r e c e n t  t r e n d s  i n  t e s t i n g  p rocedures  

a r e  c o u n t e r p r o d u c t i v e  t o  Commission e f f o r t s  t o  c o n t r o l  d rug  usage and t h a t  

t h e  Commission i s  n o t  r e c e i v i n g  complete o r  a c c u r a t e  i n f o r m a t i o n  from i t s  

s t a f f .  

RECOMMENDATIONS 

It i s  recommended t h a t :  

- Commission v e t e r i n a r i a n s  d i s c o n t i n u e  u s i n g  Las ix  t o  c o l l e c t  u r i n e  

samples.  

- Blood samples be t e s t e d  f o r  a l l  an imals  which d i e  immediate ly  b e f o r e ,  

d u r i n g  o r  a f t e r  a race .  

- A d d i t i o n a l  t e s t  samples be t a k e n  more o f t e n  and f o r  a l l  major  r a c e s .  



- Commission s t a f f  submit monthly r e p o r t s  t o  each Commissioner which 

i n c l u d e  t h e  f o l l o w i n g  in format ion :  

Number and t y p e  of samples submi t t ed  t o  t h e  o f f i c i a l  chemis t .  

R e s u l t s  o f  t e s t s  i n d i c a t i n g  t h e  p resence  o f  p r o h i b i t e d  s u b s t a n c e s .  

Animal d e a t h s ,  c a u s e s  o f  d e a t h  and r e s u l t s  of blood t e s t s  and 

a u t o p s i e s .  



FINDING V 

THE A R I Z O N A  R A C I N G  COMMISSION I S  NOT COMPLYING WITH THE OPEN MEETING LAW 

AND THE WORKMEN'S COMPENSATION LAW. 

A s  a  p a r t  of o u r  a u d i t  o f  t h e  Arizona Racing Commission, we made a review 

t o  de te rmine  i f  t h e  Commission i s  i n  compliance w i t h  s t a t u t o r y  and 

a d m i n i s t r a t i v e  requ i rements .  We determined t h a t  s t e w a r d s  ' h e a r i n g s  d i d  

no t  comply w i t h  t h e  Open Meeting Law and t h a t  t h e  Commission's enforcement 

of a n  a d m i n i s t r a t i v e  r u l e  r e q u i r i n g  compliance w i t h  t h e  Workmen's 

Compensation Law was un t imely  and inadequa te .  

Stewards '  Hear ings  Did Not C o m ~ l v  

With The Open Meeting Law 

During t h e  course  o f  o u r  a u d i t ,  we noted t h a t  two s t e w a r d s  employed by a  

p e r m i t t e e  and one s teward employed by t h e  Commission j o i n t l y  d e c i d e  t h e  

outcome of c o n t e s t e d  r a c e s  and hold  h e a r i n g s  f o r  i n d i v i d u a l s  charged w i t h  

v i o l a t i o n s  of t h e  s t a t u t e s  and a d m i n i s t r a t i v e  r u l e s  and r e g u l a t i o n s .  

Stewards '  r u l i n g s  may i n c l u d e  s u s p e n s i o n  of a  l i c e n s e  and /or  i m p o s i t i o n  o f  

f i n e s .  Dec i s ions  a r e  b i n d i n g  on t h e  l i c e n s e e ,  who may a p p e a l  such 

d e c i s i o n s  t o  t h e  Commission. 

Arizona Racing Commission Rule R4-27-209.G.18 p r o v i d e s  t h a t  "no s p e c i a l  

announcement of t h e  h e a r i n g  o r  o f  t h e  a l l e g e d  i n f r a c t i o n . . . s h a l l  be made 

u n t i l  a f t e r  s a i d  hear ing . "  When asked i f  s t e w a r d s '  h e a r i n g s  f o r  

i n d i v i d u a l s  charged w i t h  v i o l a t i o n s  of t h e  s t a t u t e s  and a d m i n i s t r a t i v e  

r u l e s  and r e g u l a t i o n s  a r e  s u b j e c t  t o  t h e  p r o v i s i o n s  of t h e  Open Meeting 

Law, t h e  L e g i s l a t i v e  Counc i l ,  i n  a n  o p i n i o n  d a t e d  December 1 2 ,  1980, 

s t a t e d :  



"Hearings h e l d  f o r  v i o l a t i o n s  of t h e  s t a t u t e s  o r  r u l e s  
r e l a t i n g  t o  h o r s e  and dog r a c i n g  a r e  s u b j e c t  t o  t h e  
open meet ing law. 

"Arizona Revised S t a t u t e s  s e c t i o n  5-104, s u b s e c t i o n  B  
a l l o w s  t h e  commission t o  d e l e g a t e  t o  s t e w a r d s  i t s  
powers and d u t i e s  a s  n e c e s s a r y  t o  f u l l y  c a r r y  o u t  and 
e f f e c t u a t e  t h e  purposes  of t h e  s t a t u t e s  r e l a t i n g  t o  
h o r s e  and dog r a c i n g .  

"The p r o v i s i o n s  o f  t h e  open meeting law a p p l y  t o  a l l  
s t a n d i n g ,  s p e c i a l  and a d v i s o r y  committees o r  
subcommittees o f  a  p u b l i c  body. ... By t h e  t e rms  o f  
A.R.S. s e c t i o n  5-104, s u b s e c t i o n  B, t h e  commission h a s  
a u t h o r i t y  t o  d e l e g a t e  i t s  powers and d u t i e s  t o  t h e  
r a c i n g  s tewards .  By v i r t u e  of t h i s  a u t h o r i t y ,  t h e  
commission h a s  g i v e n  t h e  s t ewards  t h e  power t o  impose 
f i n e s  and suspend l i c e n s e s .  There fore ,  i t  c a n  be s a i d  
t h a t  t h e  s t e w a r d s  a r e  a c t i n g  on beha l f  o f  t h e  
commission. To t h e  e x t e n t  t h e n  t h a t  t h e  s t e w a r d s  meet 
t o  propose o r  t a k e  l e g a l  a c t i o n  t h e y  a r e  s u b j e c t  t o  t h e  
requirement  t h a t  t h e  meet ing be open t o  t h e  p u b l i c .  

" . . . c o n s i d e r i n g  t h e  purpose  o f  t h e  open meet ing a c t ,  i n  
each  c a s e  a l l  doub ts  shou ld  be r e s o l v e d  i n  f a v o r  o f  
opening a  meet ing t o  t h e  p u b l i c .  I n  a d d i t i o n ,  
commission r u l e s  r e q u i r e  t h e  s t ewards  t o  t a k e  some s o r t  
o f  a c t i o n  r e l a t i n g  t o  a r u l e s  v i o l a t i o n .  F o r  t h e s e  
r e a s o n s ,  t h e  h e a r i n g  r e q u i r e d  by t h e  commission a p p e a r s  
t o  be s u b j e c t  t o  t h e  p u b l i c  n o t i c e  requirement  of 
A.R.S. s e c t i o n  38-431.02. Based on t h i s  c o n c l u s i o n ,  
A.C .R.R. R4-27-209G, 1 8 ( f )  v i o l a t e s  t h e  open meet ing 
requirement  under  Arizona law. "* 

T h i s  o p i n i o n  was d i s c u s s e d  w i t h  t h e  members o f  t h e  Commission and i ts  

l e g a l  r e p r e s e n t a t i v e .  The Commission has  d i r e c t e d  t h e  s t e w a r d s  t o  p rov ide  

adequa te  n o t i c e  of h e a r i n g s  i n  compliance wi th  t h e  Open Meeting Law. The 

Commission a l s o  h a s  t a k e n  s t e p s  t o  amend i t s  a d m i n i s t r a t i v e  r u l e s  and 

r e g u l a t i o n s  t o  comply w i t h  t h e  p r o v i s i o n s  o f  t h e  Open Meeting Law. 

* See Appendix V I  f o r  t h e  f u l l  t e x t  of t h i s  op in ion .  



Enforcement of a n  A d m i n i s t r a t i v e  Rule  

R e q u i r i m  C o m ~ l i a n c e  w i t h  t h e  Workmen's 

Compensation Law Was Untimely and Inadequa te  

The Commission d i d  n o t  a c t  i n  a  t i m e l y  manner t o  e n s u r e  compliance w i t h  a n  

a d m i n i s t r a t i v e  r u l e  concern ing  t h e  Workmen's Compensation Law. I n  

a d d i t i o n ,  a c t i o n s  t a k e n  by some s tewards  t o  e n f o r c e  t h e  r u l e  were n o t  i n  

compliance wi th  e s t a b l i s h e d  procedure .  

Untimely Enforcement 

Admin is t ra t ive  Rule R4-27-104.0. r e q u i r e s  c o n p l i a r c e  w i t h  t h e  Workmen's 

Compensation Law and s t a t e s  i n  p a r t :  

" A l l  pe r sons  who perform o c c u p a t i o n a l  o r  p e r s o n a l  

s e r v i c e s  under  a  l i c e n s e  i s s u e d  by t h e  Commission s h a l l  
be r e q u i r e d  t o  be i n s u r e d  under  t h e  p r o v i s i o n s  of t h e  
Arizona Workmen's Compensation Law..." 

Enforcement of t h e  Workmen's Compensation Law i s  t h e  r e s p o n s i b i l i t y  o f  t h e  

I n d u s t r i a l  Commission of Arizona.  However, t h e  Racing Commission i s  

r e s p o n s i b l e  f o r  p r o v i d i n g  f o r  t h e  s a f e t y  and p r o t e c t i o n  of pe rsons  on t h e  

t r a c k ,  which may i n c l u d e  e n s u r i n g  t h a t  l i c e n s e e s  a r e  p r o t e c t e d  i n  c a s e  of 

a c c i d e n t .  Th i s  r e s p o n s i b i l i t y  was n o t  f u l f i l l e d  i n  a  t i m e l y  manner. 

Although t h e  above r u l e  went i n t o  e f f e c t  i n  March 1980,  t h e  Commission 

took no a c t i o n  t o  e n f o r c e  t h e  r u l e  u n t i l  October  1980, seven  months l a t e r .  

Noncompliance w i t h  E s t a b l i s h e d  Procedures  

R e s p o n s i b i l i t y  f o r  e n s u r i n g  compliance w i t h  a d m i n i s t r a t i v e  r u l e  

R4-27-104.0, was d e l e g a t e d  t o  t h e  s t ewards .  An October  1980 memorandum t o  

t h e  s t ewards  r e q u e s t e d  t h a t  a  n o t i c e  be pos ted  " . . . in  a conspicuous  

p lace .  " The n o t i c e  informed p e r m i t t e e s  and l i c e n s e e s  t h a t :  1 )  a 

c e r t i f i c a t e  of i n s u r a n c e  coverage must be on f i l e  i n  t h e  Commission 

o f f i c e ,  and 2 )  f a i l u r e  . t o  p rov ide  such  a  c e r t i f i c a t e  would r e s u l t  i n  

r e f u s a l  o r  s u s p e n s i o n  o f  a  l i c e n s e .  



Our review i n d i c a t e s  t h a t  t h e  Commission d i d  no t :  1 )  p o s t  n o t i c e s ,  

2)  a t t e m p t  t o  c o n t a c t  l i c e n s e e s  a t  Turf  P a r a d i s e  and R i l l i t o  Downs t o  whom 

t h e  r u l e s  a p p l i e d ,  o r  3) o b t a i n  proof  o f  i n s u r a n c e  coverage a t  Turf 

P a r a d i s e  and R i l l i t o  Downs. I n  a d d i t i o n ,  t h e  Commission h a s  n o t  t a k e n  

a p p r o p r i a t e  d i s c i p l i n a r y  a c t i o n  a g a i n s t  un insured  l i c e n s e e s .  A s  a  r e s u l t ,  

l i c e n s e e s  o f  t h e  Commission may n o t  be adequa te ly  p r o t e c t e d  i n  c a s e  of 

a c c i d e n t .  

F i n a l l y ,  t h e  l i c e n s e  a p p l i c a t i o n  form c u r r e n t l y  used by t h e  Commission 

does n o t  r e q u i r e  d i s c l o s u r e  of workmen's compensation coverage.  A t  l e a s t  

t e n  o t h e r  r a c i n g  r e g u l a t o r y  bod ies  r e q u i r e :  1 )  d i s c l o s u r e  o f  t h e  f i r m  

w i t h  which t h e  i n s u r a n c e  i s  c a r r i e d ,  2 )  t h e  p o l i c y  number, o r  3 )  o t h e r  

ev idence  of coverage.  

CONCLUSIONS 

Stewards '  h e a r i n g s  do no t  comply w i t h  t h e  p r o v i s i o n s  o f  t h e  Open Meeting 

Law and t h e  Commission's enforcement o f  a n  a d m i n i s t r a t i v e  r u l e  r e q u i r i n g  

compliance w i t h  t h e  Workmen's Compensation Law w a s  un t imely  and inadequa te .  

RECOMMENDATIONS 

It i s  recommended t h a t :  

1. S tewards '  h e a r i n g s  be h e l d  i n  compliance w i t h  t h e  p r o v i s i o n s  of 

t h e  Open Meeting Law. 

2.  The Commission comply w i t h  t h e  p r o v i s i o n s  o f  A.C.R.R. R4-27-104.0 

r e l a t i n g  t o  t h e  Workmen's Compensation Law. 



ILLEGAL LOANS HAVE BEEN MADE FROM THE RACE TRACK BENEVOLENT FUND AND THE 

GREYHOUND BENEVOLENT FUND. 

The Race Track Benevolent.  Fund (RTBF) and t h e  Greyhound Benevolent  Fund 

(GBF) were c r e a t e d  t o  p r o v i d e  a n  emergency s o u r c e  of funds  f o r  needy 

i n d i v i d u a l s  employed a t  t h e  r a c e  t r a c k s .  F i n e s  l e v i e d  a g a i n s t  l i c e n s e e s  

a t  t h e  v a r i o u s  t r a c k s  were used t o  e s t a b l i s h  and s u s t a i n  RTBF and GBF. 

The Board o f  Stewards  a t  each  t r a c k  c o n t r o l l e d  RTBF and GBF. The funds  

were a b o l i s h e d  i n  1978, when t h e  remaining ba lances  i n  t h e  funds  were 

depos i t ed  t o  t h e  General  Fund. Our review r e v e a l e d  t h a t  as of 

December 31, 1980,  1 )  $66,102.68 was i l l e g a l l y  d i s t r i b u t e d  from t h o s e  

funds ,  and 2 )  $50,656.78 i n  i n t e r e s t  f r e e  l o a n s  remain o u t s t a n d i n g .  

From December 1953 t o  March 1978, t h e  RTBF d i s t r i b u t e d  a t o t a l  of 

$63,852.68 o f  which $15,086.30 was donated t o  i n d i v i d u a l s  a t  v a r i o u s  

t r a c k s  f o r  such i t e m s  a s  Thanksgiving and Chr i s tmas  d i n n e r s ,  f u n e r a l  

expenses and emergency medical  expenses .  The remaining $48,766.38 was 

d i s t r i b u t e d  a s  i n t e r e s t - f r e e  l o a n s  t o  l i c e n s e e s  of t h e  Commission, of 

which on ly  $360 h a s  been r e p a i d .  Thus, a s  o f  December 31, 1980, t h e r e  w a s  

$48,406.38 i n  o u t s t a n d i n g  l o a n s  from t h e  benevolent  fund. 

From 1961 t o  1977, t h e  Greyhound Benevolent Fund d i s t r i b u t e d  $2,250 as 

i n t e r e s t - f r e e  l o a n s  t o  l i c e n s e e s  a t  t h e  v a r i o u s  t r a c k s .  None o f  t h e s e  

l o a n s  h a s  been repa id .  

I n  a n  o p i n i o n  d a t e d  December 22, 1980, t h e  L e g i s l a t i v e  Counci l  s t a t e d :  



". . .a  s e a r c h  of t h e  h o r s e  and dog r a c i n g  s t a t u t e s  added 
o r  amended p r i o r  t o  1978 d i s c l o s e d  no power of t h e  
commission t o  g r a n t  l o a n s  t o  l i c e n s e e s  from r a c e  t r a c k  
benevolent  funds .  

" ~ d d i t i o n a l l y ,  A r t i c l e  I X ,  s e c t i o n  7 of  t h e  Arizona 
C o n s t i t u t i o n  would p r o h i b i t  t h e  g r a n t i n g  o f  a  l o a n  t o  a  
l i c e n s e e .  That s e c t i o n  s t a t e s  t h a t  p u b l i c  monies may 
n o t  be used t o  g i v e  g i f t s  o r  l o a n s  t o  a n  i n d i v i d u a l ,  
a s s o c i a t i o n  o r  c o r p o r a t i o n .  Gran t ing  monies t o  a 
l i c e n s e e  f o r  l o a n s  t o  t h e  needy, a l t h o u g h  a  worthy 
cause ,  is  n o t  enough t o  j u s t i f y  g i v i n g  p u b l i c  monies t o  
a n  i n d i v i d u a l ,  a s s o c i a t i o n  o r  c o r p o r a t i o n .  U d a l l  v. 
S t a t e  Loan Board 3 5  A r i z .  1, 273 P. 721 (1929)"" 

T h e r e f o r e ,  i t  a p p e a r s  t h a t  t h e  Race Track Benevolent Fund and t h e  

Greyhound Benevolent Fund were b o t h  i l l e g a l  and u n c o n s t i t u t i o n a l .  

CONCLUSION 

From 1953 t o  1978, $66,102.68 were i l l e g a l l y  d i s t r i b u t e d  from t h e  Race 

Track Benevolent Fund and t h e  Greyhound Benevolent Fund and a s  o f  

December 31, 1980, $50,656.38 i n  i n t e r e s t  f r e e  l o a n s  remain o u t s t a n d i n g .  

RECOMMENDATIONS 

It i s  recommended t h a t :  

1. This  m a t t e r  be r e f e r r e d  t o  t h e  At to rney  G e n e r a l ' s  o f f i c e  t o  

de te rmine  whether  any l i a b i l i t y  e x i s t s  e i t h e r  on t h e  p a r t  of t h e  

Commissioners o r  t h e i r  employees. 

2. A review be made t o  de te rmine  whether  i t  i s  f e a s i b l e  t o  c o l l e c t  

t h e  unpaid l o a n s .  

* See Appendix 7 f o r  f u l l  t e x t  of t h i s  opinion.  



OTHER PERTINENT INFORMATION 

A R I Z O N A  R A C I N G  COMMISSION IMPLEMENTATION OF NEW DRUG USAGE RULES 

During 1980, t h e  Arizona Racing Commission promulgated new r u l e s  r e g a r d i n g  

t h e  u s e  of d r u g s  i n  accordance wi th  N a t i o n a l  A s s o c i a t i o n  of S t a t e  Racing 

Commissioners (NASRC) g u i d e l i n e s .  Our review r e v e a l e d  t h a t  t h e  Commission 

postponed t h e  implementat ion o f  t h e s e  r u l e s  l o n g e r  t h a n  most o t h e r  s t a t e s  

t h a t  have adopted s i m i l a r  r u l e s .  

NASRC GUIDELINES 

NASRC adopted model medica t ion  r u l e s  i n  1980. The r u l e s  p r o h i b i t  t h e  u s e  

o f  f o r e i g n  s u b s t a n c e s  excep t  L a s i x .  NASRC advocated a ban on t h e  u s e  of 

phenylbutazone because i t s  r e s e a r c h  determined t h a t  t h e  chemical  can  be 

used t o  mask t h e  p resence  of o t h e r  p r o h i b i t e d  s u b s t a n c e s  i n  blood,  s a l i v a  

o r  u r i n e  samples.  NASRC d i d  s t a t e  t h a t  phenylbutazone could  be used f o r  

t r a i n i n g  purposes ,  b u t  should  no t  be p e r m i t t e d  t o  be used p r i o r  t o  a 

race .  NASRC e s t a b l i s h e d  a  s t a n d a r d  on r e s i d u a l  l e v e l s  which may be 

p r e s e n t  i n  a n  a n i m a l ' s  sys tem on r a c e  days .  The t o l e r a n c e  l e v e l  is  

measured i n  u n i t s  o f  blood plasma. R e s i d u a l  l e v e l s  were no t  e s t a b l i s h e d  

f o r  u r i n e  samples.  

A t  t h e  p r e s e n t  t ime ,  2 1  of 24 o t h e r  s t a t e s  which r e g u l a t e  h o r s e  r a c i n g  

have adopted o r  a r e  a t t e m p t i n g  t o  adop t  medica t ion  r u l e s  which a r e  a t  

l e a s t  a s  s t r i n g e n t  a s  t h e  NASRC g u i d e l i n e s .  It  shou ld  be noted t h a t  s e v e n  

s t a t e s  have adopted s t a t u t e s  o r  r u l e s  which p r o h i b i t  a l l  d r u g s ,  i n c l u d i n g  

phenylbutazone and Lasix .  Tab le  8 shows t h e  s t a t u s  of o t h e r  s t a t e s '  

medica t ion  r u l e s  w i t h  r e s p e c t  t o  NASRC g u i d e l i n e s .  

Subsequen t ly ,  t h e  NASRC m e d i c a t i o n  committee h a s  proposed t h a t  L a s i x  a l s o  

be banned, due t o  i t s  i n t e r f e r e n c e  w i t h  chemical  t e s t i n g  p rocedures .  The 

p roposa l  w i l l  be vo ted  upon by t h e  NASRC membership a t  i t s  n e x t  meet ing i n  

A p r i l  1981. 



TABLE 8 

TYPES OF MEDICATION RULES ADOPTED BY OTHER STATES 

Wi th in  NASRC Guide l ines  

Allows Phenylbutazone 
a t  Res idua l  Leve l s  

Only 
Complete L a s i x  Allows No 

S t a t e *  Ban Only Las ix  L a s i x  P e r m i s s i v e  

Arkansas 
Cal i fornia*"  
Colorado 
Delaware 
Florida*** 
Idaho 
I l l i n o i s  
Kentucky** 
Louis iana  
Maryland 
Massachuse t t s  
Michigan 
Montana 
Nebraska No 
Nevada 
New J e r s e y  
New Mexico** 
New York 
Ohio 
Oregon 
Pennsylvania  
South Dakota** 
Was h i  n g t  on** 
West Virginia*" 

X 
r esponse  

* Excludes  s t a t e s  wi thou t  thoroughbred and /or  q u a r t e r h o r s e  r a c i n g  and 
New Hampshire, which w i l l  n o t  be a c t i v e  i n  thoroughbred r a c i n g  u n t i l  
1982. 

** Attempting t o  adop t  NASRC g u i d e l i n e s .  
*** Adopted complete  ban. I n d u s t r y  group i s  c h a l l e n g i n g  t h e  

c o n s t i t u t i o n a l i t y  of t h e  l a w .  Ban i s  no t  e f f e c t i v e  u n t i l  c o u r t  c a s e  
i s  dec ided .  



Unnecessary Delays 

Admin is t ra t ive  Rule R4-27-107 d e f i n e s  f r a u d u l e n t  and c o r r u p t  p r a c t i c e s  i n  

t h e  r a c i n g  i n d u s t r y .  S u b s e c t i o n s  E ,  F and G s p e c i f y  t h e  c o r r u p t  p r a c t i c e s  

wi th  r e g a r d s  t o  p r o h i b i t e d  d r u g s  and p r o h i b i t e d  d e v i c e s .  These 

s u b s e c t i o n s  s t a t e :  
" E. It i s  f u r t h e r  p r o h i b i t e d  f o r  any p e r s o n  t o  

a d m i n i s t e r  o r  c a u s e  t o  be a d m i n i s t e r e d  t o  any h o r s e  o r  
greyhound a f t e r  t h e  o v e r n i g h t  e n t r i e s  a r e  f i n a l l y  
c l o s e d  o r  t h e  day b e f o r e  t h e  r a c e  i n  t h e  c a s e  o f  e a r l y  
e n t r i e s ,  e i t h e r  i n t e r n a l l y  o r  e x t e r n a l l y  any p r o h i b i t e d  
drug.  With t h e  e x c e p t i o n  o f  F.1. and F.5. 
" F. ' P r o h i b i t e d  d rug '  i n c l u d e s  any d rug ,  medicine  o r  
o t h e r  s u b s t a n c e  which i s  of such c h a r a c t e r  as could  
a f f e c t  t h e  r a c i n g  c o n d i t i o n  of a  h o r s e  o r  greyhound o r  
which might i n t e r f e r e  w i t h  t h e  t e s t i n g  p rocedures .  
These d r u g s  i n c l u d e  b u t  a r e  n o t  l i m i t e d  t o  s t i m u l a n t s ,  
d e p r e s s a n t s ,  l o c a l  a n e s t h e t i c s ,  n a r c o t i c s  and c e r t a i n  
a n a l g e s i c s .  
" 1. The o r a l  a d m i n i s t r a t i o n  of Phenylbutazone o r  i t s  
m e t a b o l i t e s  may be a d m i n i s t e r e d  t h e  day p r i o r  t o  t h e  
r a c e  by a  t r a i n e r  upon p r e s c r i p t i o n  of a l i c e n s e d  
v e t e r i n a r i a n .  Phenylbutazone which i s  i n j e c t e d  must be 
admin i s te red  by a v e t e r i n a r i a n  l i c e n s e d  by t h e  Arizona 
Racing Commission. No e n t r y  s h a l l  be accep ted  u n l e s s  
i t  is i n d i c a t e d  on t h e  e n t r y  blank t h a t  s a i d  h o r s e  i s  
on o r  o f f  Phenylbutazone.  
" 2. Permiss ion  w i l l  n o t  be g r a n t e d  f o r  t h e  u s e  o f  
Phenylbutazone o r  i t s  m e t a b o l i t i e s  i n  two ( 2 )  y e a r  o l d s .  
" 3. No change s h a l l  be made i n  t h e  d e c l a r e d  
medica t ion  wi thou t  t h e  a d v i c e  o f  a  v e t e r i n a r i a n  and t h e  
consent  of t h e  s t ewards .  
'I 4. I f  any h o r s e  on t h e  Phenylbutazone program 
changes  hands e i t h e r  by s a l e ,  c l a i m  o r  o t h e r w i s e ,  it 
s h a l l  be t h e  r e s p o n s i b i l i t y  of t h e  new t r a i n e r  t o  
c o n t i n u e  s a i d  h o r s e  on t h e  Phenylbutazone program, o r  
r e q u e s t  removal. 
" 4. With t h e  p e r m i s s i o n  of t h e  s t e w a r d s ,  a n  approved 
medica t ion  may be a d m i n i s t e r e d  t o  a  known b l e e d e r  t o  
c o n t r o l  e p i s t a x i s  on t h e  day of t h e  r a c e ,  b u t  no l e s s  
t h a n  f o u r  h o u r s  p r i o r  t o  p o s t  t ime. 
" G .  'The p o s s e s s i o n ,  i n c l u d i n g  wi thou t  l i m i t a t i o n ,  
on t h e  pe rson ,  i n  t h e  l i v i n g  o r  s l e e p i n g  q u a r t e r s  o r  
a ss igned  s t a l l ,  t a c k  room, compound o r  i n  t h e  motor 
v e h i c l e  o r  t r a i l e r  o f  any p e r s o n  w i t h i n  t h e  grounds of 
any p e r m i t t e e ,  of any implement which might be used f o r  
t h e  a d m i n i s t e r i n g  of a  p r o h i b i t e d  d rug ,  o r  a  d e v i c e ,  
e l e c t r i c a l ,  mechanical  o r  o t h e r w i s e ,  o t h e r  t h a n  
o r d i n a r y  equipment,  of such a  n a t u r e  a s  t o  a f f e c t  t h e  
speed o r  r a c i n g  c o n d i t i o n  o f  a  h o r s e  o r  greyhound, 
u n l e s s  t h e  w r i t t e n  p e r m i s s i o n  f o r  such p o s s e s s i o n  h a s  
been ob ta ined  from t h e  s t ewards  i s  p r o h i b i t e d '  . " 



The Commission began d i s c u s s i o n s  of p o s s i b l e  changes  t o  t h e  above r u l e  i n  

August 1980. The Commission s p e c i f i c a l l y  s t a t e d  i t s  i n t e n t i o n  t o  change 

Arizona medica t ion  r u l e s  t o  comply w i t h  NASRC g u i d e l i n e s  and p r o h i b i t  t h e  

u s e  of L a s i x  and phenylbutazone f o r  any purpose  o t h e r  t h a n  t r a i n i n g .  A t  

t h e  r e q u e s t  o f  a  horse - rac ing  i n d u s t r y  a s s o c i a t i o n ,  t h e  Commission agreed  

i n  September 1980 t o  d e l a y  a d o p t i o n  of t h e s e  r u l e s  f o r  one month t o  a l l o w  

t h e  r e p r e s e n t a t i v e s  o f  t h e  a s s o c i a t i o n  t o  n o t i f y  i t s  members o f  t h e  

proposed r u l e  changes .  

I n  compliance w i t h  t h e  A d m i n i s t r a t i v e  Procedures  Act,  t h e  Commission 

pos ted  a  formal  n o t i c e  of proposed r u l e  changes and i n v i t e d  i n t e r e s t e d  

p a r t i e s  t o  a t t e n d  a p u b l i c  meet ing t o  d i s c u s s  t h e  proposed r u l e s .  On 

October  8, 1980, t h e  Commission adopted r u l e s  which p r o h i b i t e d  t h e  use  o f  

a l l  m e d i c a t i o n s ,  excep t  f o r  phenylbutazone,  which could  be used on ly  f o r  

t r a i n i n g  purposes  and could  n o t  be g i v e n  t o  a  r a c i n g  animal  on t h e  day of 

a  race .  Each h o r s e  m e t a b o l i z e s  phenylbutazone d i f f e r e n t l y .  T h e r e f o r e ,  i t  

was determined t h a t  a  t r a n s i t i o n  p e r i o d  would be needed t o  a l l o w  owners 

and t r a i n e r s  a n  o p p o r t u n i t y  t o  de te rmine  how f a r  i n  advance of a  r a c e  

t h e i r  h o r s e s  shou ld  be t a k e n  o f f  phenylbutazone t o  comply w i t h  r e s i d u a l  

l e v e l s  s e t  by t h e  Commission. Thus, t h e  e f f e c t i v e  d a t e  f o r  t h e  new r u l e  

was s e t  f o r  January  1, 1981. T h i s  a l lowed f o r  a n  84-day t r a n s i t i o n  p e r i o d .  



Our review revea led  t h a t  t h e  O f f i c e  of t h e  A t t o r n y  General  d i d  n o t  

c e r t i f y  t h e  new drug  r u l e s .  A s  a r e s u l t ,  t h e  Commission met on 

December 18, 1980, t o  adopt  t h e  same m e d i c a t i o n  r u l e s  under  t h e  p r o v i s i o n s  

f o r  emergency adopt ion .  The proposed r u l e  changes  submi t t ed  t o  t h e  

At to rney  General  c o n s t i t u t e d  comprehensive r e v i s i o n s  i n  a l l  a r e a s  

r e g u l a t e d  by t h e  Commission. The r e q u e s t  f o r  c e r t i f i c a t i o n  was withdrawn 

when i t  was decided t h a t  some a d d i t i o n a l  r e f inements  were necessa ry .  The 

Commission proposed t h a t  t h e  r u l e  s t i l l  would become e f f e c t i v e  on 

January  1, 1981. However, r e p r e s e n t a t i v e s  f o r  t h e  same h o r s e - r a c e  

i n d u s t r y  a s s o c i a t i o n  t h a t  had asked f o r  a d e l a y  i n  September 1980, 

o b j e c t e d  t o  t h e  January  1, 1981,  e f f e c t i v e  d a t e  because  i t  d i d  n o t  g i v e  

them s u f f i c i e n t  t ime t o  n o t i f y  t h e  membership of t h e  r u l e  changes .  I t  

should be noted t h a t  t h e  a s s o c i a t i o n  knew of  t h e s e  r u l e  changes a t  l e a s t  

three-and-a-half  months e a r l i e r .  N e v e r t h e l e s s ,  t h e  Commission acqu iesced  

and adopted a s t a g g e r e d  e f f e c t i v e  d a t e  f o r  t h e  new m e d i c a t i o n  r u l e s .  

Tab le  9 summarizes t h e  e f f e c t i v e  d a t e s  f o r  t h e  .new m e d i c a t i o n  r u l e s  and 

t h e  days  between t h e  d a t e  of o r i g i n a l  a d o p t i o n  and t h e  e f f e c t i v e  d a t e .  

Tab le  9 

SUMMARY OF EFFECTIVE DATES FOR NEW MEDICATION RULES AND 

DAYS BETWEEN DATE OF ORIGINAL ADOPTION AND EFFECTIVE DATE 

Lead Time A d d i t i o n a l  T o t a l  

Regula tees  a t  O r i g i n a l  Lead Lead 
E f f e c t i v e  Af fec ted  by Adoption Time Time 

Date Rule Change ( D ~ Y S  ) (Days) (Days) 

January  1, 1981 Two- and th ree -year -o lds  84  0 8 4  
March 28, 1981 County F a i r  Meets 84 86 170 
May 11, 1981 Commercial Meets 8 4  13 0 214 



I n  comparing t h e  l e a d  t ime  between t h e  o r i g i n a l  a d o p t i o n  o f  t h e  r u l e s  and 

t h e  e f f e c t i v e  d a t e s  i n  Arizona and o t h e r  s t a t e s ,  i t  a p p e a r s  t h a t  t h e  

a d d i t i o n a l  l e a d  t imes  g i v e n  i n  Arizona were unnecessary .  So f a r ,  n i n e  

o t h e r  s t a t e s  have amended t h e i r  m e d i c a t i o n  r u l e s  t o  comply w i t h  t h e  A p r i l  

1980 NASRC g u i d e l i n e s .  Table  10 summarizes t h e  s t a t e s  t h a t  have adopted 

t h e  NASRC g u i d e l i n e s ,  t h e  e f f e c t i v e  d a t e  of t h e  new m e d i c a t i o n  r u l e  and 

t h e  days  between t h e  d a t e  t h e  r u l e  was adopted and i t s  e f f e c t i v e  d a t e .  

TABLE 10 

SUMMARY OF STATES ADOPTING NASRC GUIDELINES, 

EFFECTIVE DATES OF NEW MEDICATION RULE, AND DAYS 

BETWEEN DATE THE RULE WAS ADOPTED AND ITS EFFECTIVE DATE 

S t a t e  
Arkansas 
Delaware 
F l o r i d a  
I l l i n o i s  
Louis iana  
Nevada 
Ohio 
0  regon 
Pennsylvania  

Average l e a d  t ime 

E f f e c t i v e  Date 

A p r i l  1981* 
December 1980 ** 
January  1981  
November 1980 
J u l y  1980 
March 1981 
May 1981 
J u l y  1980 

Lead Time 

60 days  
None 
2  days  
1 4  days  
180 days  
Did n o t  respond 
180 days 
240 days  
45 days 

Based on t h e  i n f o r m a t i o n  i n  Tab le  1 0 ,  i t  a p p e a r s  t h a t  t h e  r e v i s e d  

e f f e c t i v e  d a t e s  e s t a b l i s h e d  by t h e  Commission a t  i t s  December 18, 1980, 

meet ing a r e  unnecessa ry  e x t e n s i o n s  o f  t h e  o r i g i n a l  e f f e c t i v e  d a t e .  

P a r t i c u l a r l y  i n  view of t h e  f a c t  t h e  Commission p u b l i c l y  s t a t e d  t h e  

o r i g i n a l  e f f e c t i v e  d a t e  would be January  1, 1981,  as e a r l y  as October ,  

1980. 

* Arkansas always h a s  'banned phenylbutazone.  The new r u l e  ex tends  t h e  
ban t o  i n c l u d e  Lasix .  

** F l o r i d a  passed l e g i s l a t i o n  p r o h i b i t i n g  t h e  u s e  o f  a l l  medica t ions  on 
r a c e  day. The l e g i s l a t i o n  has  been c h a l l e n g e d  i n  c o u r t  by a  
horsemen's  a s s o c i a t i o n .  The F l o r i d a  Racing Commission o r i g i n a l l y  
provided two days l e a d  t ime  and h a s  s t a t e d  i f  t h e  s t a t u t e  i s  upheld i t  
w i l l  a g a i n  p rov ide  two days  l e a d  t ime.  



Unnecessary Weakness i n  t h e  Regulatory Process  

Because of Commission de lay  i n  t h e  e f f e c t i v e  da t e  of t h e  new medicat ion 

r u l e s ,  owners and t r a i n e r s  w i l l  be allowed t o  use phenylbutazone and Lasix 

on t h e i r  rac ing  animals longer .  A s  a  r e s u l t ,  t h e  Commission's a b i l i t y  t o  

con t ro l  drugs w i l l  be impaired longer  t han  necessary because of t he  

masking p r o p e r t i e s  of phenylbutazone and Lasix. 

During the  course of our a u d i t  we conducted a  t e s t  which demonstrated t h a t  

Lasix can nask t h e  presence of a  p roh ib i t ed  drug. The d e t a i l s  of t h a t  

t e s t  fol low.  

The Office of t he  Auditor  General requested t h a t  Sublimaze*, a  p roh ib i t ed  

drug,  be administered t o  two horses  i n  dosages which were s i g n i f i c a n t l y  

l a r g e r  than  those usua l ly  administered."" One of t h e  horses  was a l s o  

given Lasix.  Two u r i n e  samples were co l l ec t ed  from each horse.  One 

sample was s e n t  t o  t he  Commission's c o n t r a c t  chemist and t h e  o t h e r  sample 

was s e n t  t o  a  chemical l abo ra to ry  i n  colorado,  which se rves  a s  the  

o f f i c i a l  chemist f o r  s e v e r a l  r ac ing  commissions i n  o t h e r  s t a t e s .  Both 

l a b o r a t o r i e s  repor ted  t h e  presence of Sublimaze i n  t h e  sample from t h e  

horse t h a t  d id  not r ece ive  Lasix. However, n e i t h e r  l abo ra to ry  was a b l e  t o  

r epo r t  t h e  presence of any p roh ib i t ed  substances i n  t h e  sample from t h e  

horse which received Lasix. I t  i s  important  t o  note  t h a t  both ho r ses  

received i d e n t i c a l  dosages of Sublimaze. The only d i f f e r e n c e  was t h a t  one 

horse had a l s o  received Lasix. Apparently,  t h e  Lasix masked t h e  presence 

of t h e  Sublimaze i n  t h e  t e s t  horse.  

Thus, i t  appears  t h a t  because t h e  Commission delayed adopting the  new 

medication r u l e s ,  a  s e r i o u s  weakness i n  i t s  a b i l i t y  t o  c o n t r o l  usage would 

be allowed t o  cont inue unnecessar i ly .  

* Sublimaze, o r  f en t any l ,  i s  a  commonly used drug,  according t o  t h e  

Colorado S t a t e  Veter inar ian .  I t  i s  proven t o  be d e t e c t a b l e  using 
a v a i l a b l e  a n a l y t i c a l  chemistry t e s t s .  

* The drugs were administered by v e t e r i n a r i a n s .  The t e s t  was conducted 
under the  supe rv i s ion  of Department of Publ ic  Sa fe ty  and Commission 
i n v e s t i g a t i v e  s t a f f  members. 
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Comments of Commissioners O'Haco, Johns 
and Lebowitz, Arizona Racina  omm mission* 

Dear Mr. Norton: 

We have reviewed a preliminary draft report of the 
first phase of a performance audit of the Arizona Racing Com- 
mission. We wish to commend the members of your staff for the 
courteous and expeditious manner in which they performed their 
task. We also wish to thank you for affording us the oppor- 
tunity to comment on that preliminary draft prior to its 
release to the general public. Due to time constraints, these 
comments will be brief in comparison to the report itself. As 
such, it is necessary for us to comment on matters set forth 
in the report in accordance with what we perceive to be a real 
order of priority and not necessarily pursuant to the order of 
items set out in the report. 

With respect to a section of the report entitled 
"other pertinent information," it is gratifying to note that 
the Auditor General concurs with the Commission's stated need 
for legislation to prohibit any drugging or numbing within the 
racing industry in Arizona. It is true that the Commission's 
attempts to temporarily address the problem through the passage 
of emergency administrative rules have been hampered by delay. 

* 
Commissioner Goodman was in Europe at the time of the issuance 
of the preliminary draft report and was unavailable for comment. 
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Nevertheless, the report fails to mention the continuing 
parallel attempts of Commissioners O'Haco, Johns, Goodman, and 
Lebowitz to bring about more permanent reform by way of 
legislative statutory enactment. The Commission realizes that 
many special interests within the racing industry have com- 
plained bitterly about the immediate burden caused by being 
forced to comply with an overnight enactment of an administra- 
tive rule prohibiting medication of any kind. The Commission 
has been willing to extend the effective date of such a rule 
in order to remove a possible legal claim by various members 
of the Arizona racing industry of lack of either notice or due 
process of law. There has not been any misinterpretation, 
however, as to the Commission's intent to make such a prohi- 
bition permanent in this state. That is precisely why the 
Commission has pursued a course of promoting statutory reform. 
To the extent that your office, an arm of the legislature, 
will aid in these efforts, this Commission is grateful. 

When your performance audit commenced in the fall of 
1980, the Commissioners were concerned about certain allega- 
tions being made by one racing permitee against another -- 
allegations restated by a member of the legislature as a basis 
for insisting on the commencement of such an audit. These 
allegations related to a so-called misuse of capital improve- 
ment funds previously approved by the Commission for the 
improvement of the Turf Paradise racing facility. Your audit 
has shown that the overwhelming number of these allegations 
were not only unsubstantiated but were, in fact, totally 
groundless. Many of these allegations were so false and so 
reckless that the Commission cannot assume that they were made 
in good faith. The report addresses these allegations as a 
whole in more than one placing saying, "some . . . appear to 
be true while others appear to be untrue." That statement, 
particularly the order in which it is written (emphasizing 
positive over negative) is misleading. Of all the allegations 
that could be utilized by those that wish, for personal reasons, 
to attack the Turf Paradise permitee, the only one that was 
true and which could serve such a purpose dealt with a with- 
holding of an interest expense. This appears to the Comission 
to be nothing more than an accounting dispute which the Com- 
mission will resolve in due course. Some eight additional 
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allegations made against Turf Paradise were shown by your 
investigation to be false, either patently so, or through the 
spirit or motivation under which they were asserted by these 
"accusers." Since this portion of the audit was apparently 
intended to be used as the flagship for those who have sought 
to attack both the Commission and certain private members of 
the racing industry, we thank you for bringing the whole truth 
to the attention of the public. 

With respect to your finding IV relating to regula- 
tion of the use of drugs within the Arizona racing industry, 
and your finding I11 relating to selection and evaluation of a 
contract chemist, it should be noted that the Commissioners 
are currently taking appropriate steps to upgrade the per- 
formance of their own personnel and persons contracting with 
the Commission for such services as chemical testing related 
to racing. Beyond this, the Commissioners intend to continue 
to place all employees' activities under great scrutiny and 
will take all appropriate administrative steps against any 
subordinate who performs his duties in a substandard manner or 
who resists any directive to improve his performance. Certain 
changes in Commission personnel are currently underway and 
others are scheduled for review within the near future. With 
respect to the chemist mentioned in the report, the Commission 
has already expressed dissatisfaction with his performance and 
placed him on a probationary status. More distressing to the 
Commission than the somewhat suspect results reached by this 
chemist during the previous year of testing are the results 
reached by chemists on a nationwide basis as reflected by the 
statistical report of the performance of 53 AORC Laboratories 
for the calendar year 1980, a copy of which is attached hereto 
and incorporated herein by this reference. It is the Comrnis- 
sion's resolve to intensify all efforts to accurately detect 
and prosecute all drugging violations which occur within the 
racing industry in Arizona. 

Not unlike those problems set forth in findings I11 
and IV of your report, your finding I, relating to licensing 
procedures, has, by necessity, taken an historical view of a 
'problem. The Commission has never been unaware of problems 



Douglas R. Norton 
Auditor General 
March 31, 1981 
Page 4 

within its own history. It is for that very reason that the 
present Commission has attempted to obtain reform legislation 
and a realistic budget in order to make great strides to 
improve those problems. As historical as the problems them- 
s e I J e s  is Lne Lacz t r ia r .  cne ~ o m n i s s i o n  nas rlever obtained a 
budget sufficient to attack those problems in a thoroughly 
systematic and professional fashion. We sincerely hope that 
this report will underscore that need. 

With respect to particular licensing problems that 
have been pointed out in the report, at least two deserve 
further commentary. First, it is true that a former executive 
secretary did unilaterally suspend the fingerprinting of 
license applicants. Although his reasons were subsequently 
stated as being motivated by cost-saving desires, the fact 
that he has been under criminal investigation by the Attorney 
Generz l  for many months ("1:-:.s disqualifying this Commission 
from taking any administrative steps against him) may shed 
further light upon the propriety of his actions. He has not 
been associated with the Commission for more than one year, 
and fingerprinting has been reinstated as a normal procedure 
to be followed by the Commission. Second, your report dis- 
cusses certain failures to submit information to the National 
Association of State Racing Information System computer (TJASRIS). 
What your report failed to mention is that virtually every 
racing commission in the United States has similarly been 
delinquent in submitting this information to NASRIS. Although 
NASRIS is a meritorious concept, in practice it has been a 
failure. Regardless of whether or not the Arizona Racing 
Commission expedites the submission of information to NASRIS, 
your investigation has conclusively shown that NASRIS is not 
presently a reliable source of information with respect to the 
checking of the background of a licensing applicant. 

Although the Commissioners have been aware of the 
existence of problems, both within its own management of the 
racing industry, as well as within the industry itself, your 
report has focused upon many problems with great particu- 
larity. As unpaid and voluntary appointees, the Commissioners 
'are grateful for the services of people possessing the exper- 
tise displayed by your staff. You have pinpointed certain 
problems. We will consider all of your suggestions, and, with 
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the budgetary assistance presently sought from the legisla- 
ture, we will have the tools to finish the job. 

Respectfully submitted, 

1 

MICHAEL J. O'HACO ,/,/, 
Chairman &' 

, '7 

Commissioner / / /  



Summary of Samples and Detec ted  Drugs a s  Reported by 5 3  AORC L a b o r a t o r i e s  0 
Calendar  Year,  1980 

STATE 

Arizona 
Arkansas  
C a l i f o r n i a  
Colorado 
Delaware 

F l o r i d a  
Idaho  
I l l i n o i s  
I n d i a n a  
Kansas 

UNITED STATES HORSE RACE SAMPLES 

J O C K E Y  H A R N E S S  

S a l i v a  U r i n e  Blood - - S a l i v a  U r i n e  Blood - - 
65 2 ,777 

74 7  
18 ,993  85 7  6,729 416 

4 ,017 
496 5  3,200 3 ,200 385 

Kentucky 2 , 8 0 3  3,336 2 ,803 4 ,226 
L o u i s i a n a  4 , 1 2 3  160 
Maine 2,667 1 
Mary l a n d  5 , 9 9 8  3,566 5 ,035  405 
Massachuse t t s  4 ,150 298 2,054 3 4 

Michigan 4 ,264 198 
Montana 1 , 1 0 1  
Nebraska 69 2 ,520 , 6 1 
Nevada 89 
New Hampshire 630 

New Mexico 3 , 6 1 5  4  
Ohio 7 ,657 6  80 
Oregon 1 ,857  
Pennsy lvan ia  2  10 ,000  2,500 
South  Dakota 996 1 0  

TOTAL POSITIVE _; 

Texas 2 ,067 2 ,067 2  7  
Utah 227 227 0  
Washington 3 ,447 2 15 3 ,662 10 
Wyoming 166 166 l 4  
West V i r g i n i a  7 , 6 1 8  45 - 7 ,663  2 

136 100,411 12,966 3,200 52,046 70,222 238,981 620 

F o o t n o t e s  a 
1. P e r m i t t e d  d rugs :  283 h a r n e s s ;  3 ,628  jockey.  
2. 24 ,600  h a r n e s s  p r e - r a c e  b lood  samples ;  1 8  p o s i t i v e  (16 phenylbu tazone) .  
3 .  12 ,500  jockey r a c e  samples :  26 phenylbutazone,  68 f u r o s e m i d e ,  59 f l u n i x i n  

35,000 h a r n e s s  r a c e  samples :  34 phenylbu tazone ,  33 f l u n i x i n ,  1 8  n a l b u p h i n e ,  
1 3  fu rosemide .  

4. 10 fu rosemide ,  9  p o l y e t h y l e n e  g l y c o l .  a 



ARIZONA RACING COMMISSION LICENSE APPLICATION 
APPENDIX I 

HORSE U GREYHOUND 

NEW RENEWAL 

THlS APPLICATION MUST BE COMPLETED I N  ITS ENTIRETY (front and back) T R A C K  , 
GlVE FULL  NAME - INITIALS NOT ACCEPTABLE: DATE: 

LICENSE FEE: 

$11 
PRINT LAST NAME F IRST NAME MIDDLE NAME I Owner-Trainer (7 Jockey Agent 
LOCAL 
ADDRESS 

STREET C I T Y  STATE ZIP 

SOCIAL SECURITY NUMBER TELEPHONE 

I .  HAVE YOU EVER BEEN ARRESTED,  FINE^, CONVICTED, OR RELEASED AFTER BOOKI:.JG FOR ANY CRIMINAL OFFENSE 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  EXCEPT MINOR TRAFFIC MATTERS, WHETHER A MISDEMEANOR OR FELONY?. YES (7 NO 

Jockey Appr. Jockey (7 

$6  
Owner (7 Trainer Vet (7 

Lessee (7 Official 

Answering this question is voluntary. I f  answered the information 1 ( will be used as provided in ARS- 5 - 106 - G 

NEAREST 
OF KIN 

RELATIONSHIP 
PERMANENT 

I) STREET CITY STATE Z IP  

TRAINER 

EMPLOYER 
(MUST BE SIGNED B Y  EMPLOYER) 

I) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2. HAVE YOU BEEN CONVICTED OF HANDBOOK OR BOOKMAKING?. YES (7 NO (7 

Assistant Trainer (Dogs Only) (7 

$2 
Groom Mutuel 0 
Pony Rider (7 Concession 
Exer. Rider 17 Peace Officer (7 

Outrider (7 Asst. Starter (7 

Plater (7 Lead-Out 
Jockey Valet (7 Cool-Out (7 

Maint. Other 

3. HAVE YOU EVER BEEN ASSOCIATED IN ANY MANNER WITH HANDBOOK OR BOOKMAKING?. . . . . . . . . . . . . . . . . . . . . .  YES (7 NO (7 

I) 4. HAVE YOU EVER BEEN FINGERPRINTED FOR OR BY THE ARIZONA RACING COMMISSION?. . . . . . . . . . . . . . . . . . . . . . .  YES 0 NO 

5. HAVE YOU EVER BEEN FINED, SUSPENDED, SET DOWN, EJECTED FROM, OR DENIED PRIVILEGES OF ANY RACE TRACK? YES (7 NO 

6. GlVE DETAILS ON A L L  RULINGS, CONVICTIONS, ETC., IF NOT DECLARED WITH THE ARIZONA RACING COMMISSION. 

I) 

7. HAVE YOU PREVIOUSLY BEEN LICENSED BY ANY RACING COMMISSION OR AUTHORITY INCLUDING ARIZONA?. . . . . .  YES (7 NO 

AGE 

STATE 
AS A 

I) 
Date of Birth Place of Birth 

H E I G H T  WEIGHT 

AS A 

I) 
STATE 

8. A T  THE TIME OF MAKING THlS APPLICATION ARE YOU UNDER SUSPENSION OR OTHERWISE BARRED FROM RACING 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  BY A RACING ASSOCIATION OR COMMISSION? YES (7 NO 

IF YES, GlVE DETAILS 

STEWARD TYPED PROCESSED 

H A I R  EYES U.S. C I T I Z E N  

IES rn I Other Ident. 
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APPENDIX I1 

f 5-1 11.02. Capltal Improvements at horse tracks; reductlon In percentage 
to state; approval by comrnisslon 

A. 'I'o ( i ~ ~ c o ~ ~ r ; ~ x c  t l ~ e  i n ~ l ) r o r c ~ ~ ~ c n t  of r;lcing facilities for the lJellefit of the 
,,r~!)lic*, Irrc,cvlc!rs, :11111 I~orse o\yners, ill111 to ~I ICIY ' : IXC the rc!venr~c to the s tatc  
~ ' ~ O I I I  the i~~crcs:lse ~ I I  ~ ; ~ ~ ~ - I I I I I ~ I I ' ~  \v:~gt:ri~~g r e s ~ ~ l t i ~ ~ g  f ro~n  s11c11 ~ I I I [ ) ~ O Y ~ ~ I I I ~ I I ~ . ~ ,  
the ~)crccnt:~gc p:~itl 1)y \.:I pc'r~nittce to the state i ~ s  provitled in 9: 5-111, sr11)- 
scc:tion C, sh:~ll !)e reducetl by one pc.r cent of the total a111o11nt \vagercd for  
tl~osc ~wrmittccs ~ v h o  ~n:lkc c:ll)it:ll i ~ n ~ ) r o ~ e n i o ~ ~ t s  to existing race tracks and 
s t~ch  : I I I I O I I I I ~  s11:111 I ~ c  p:li(l to the permittees 111aking such ca1)ital imy~rove- 
~nc~i t s .  \ \ ' I I ~ I I  n ~)e rn~i t t c~c~  other ~ I I : I I I  tllc permittee making the capital im- 

1 
l)rovr1ilrlits. s11c11 i t s  i l  lessee, is ;~sthorirecl ti, con(l,~et racing : ~ t  the facility 1 
I l c i~~g  i~nl)rovrtl, the ~~ewelrtaCe pait1 I)y snch per~nittec to thc state as  ~)nv ide t l  
in § .'1-111, srr1)section C, sll;ill !rt rrtlucctl Ily olle per cent of the totiil nlnorllit 
wagered ; I I I ( ~  S I I C ~  : I ~ I ~ ~ I I I ~  shi~ll be pait1 I)y such ~~crrni t tce to the permittee 
~ n : l l i i ~ ~ ~  the cay)it:tl ilr~provc~i~ents. 

6. In ordvr to clu:ilify for the reduction in percentage, :t permittee shall 
first, :1111)iy to the eo~n~nission in s l~ch  form as the con~rnission shall rcquire. 
'I'lle a!)plic;~tion shall col~t:iii~, itnt is  not Ii~nited to, full dettlils of the pro1)osed 
clpit:~l i~nprovcn~ent and the cost and expenses to be incurred. After receipt 
of the il[q)licntion the cont~nission  nay tentatively approve or  mtly disapprove 
x11cl1 i~pl)lic:ltion ant1 shall. \v i t l i i~~  ten tli~ys of such tentative approval or dis- 
:1pprorr1l, t r : lns~~li t  >I copy of the n l~p l ica t io~~ c~nd ~~otificution of tentative ap- 
prov:~l or tlis;~ppror:ll to the presitlent of the Arizona senate RIlcl speaker of 
the Arizo11:1 house of re~resc.nt;itives. If the con~~nis i io~ i  tentatively approves 
r ~ n  np])licr~tion it  shall contluct pc~riotlic ins~wctio~rs of :it It!:tst one Iwr ~nor~t i l  
tluring the c o ~ ~ s t r n c t i o ~ ~  ~n?riod of thc capit;11 i ~ n p r o v e r r ~ c ~ ~ t  in order to nsrcr- 
tnin co~npli:lncc \\'it11 the ~)c>rn~itteo's nppl ir i~t io~~.  IJporl co~n~tletion of the 
constrl~ctio~l of the capital irnprovc~nc!~~t, the per~nittc.r sll:~ll notify the COIII- 

~nission : I I I ( ~  11121~ seek final ctpproval of its rtpp1ic:ltion I)y the cornniissio~~. 
\Vhcn the col~stn~ct ion cbost htls been c!rrtifit!tl hy the con~n~ission pursu:lrtt to 
subsection IS t ~ i ~ t l  the com~nission hrts t l r t c ~ m i ~ ~ c ~ d  the permittee's co~npli:~ncc 
or nonco~npli:unce wit11 its iipplic:ltion, the corn~nission sh:111 g r i u ~ t  fir~nl ap- 
proval of snch :lpplicntion or  shi~ll dis;~pprove snch clpplirr~tion. The cornmis- 
slor~ shnll uot npprovc an applic;ttion nnless it  tlctern~ines that the c;lpital inl- 
provenlent will pro~note the srifety of horstrs, thc? safety, coi~venience and corn- 
fort of the ilnd is in the I ~ s t  interest. of r t i c i ~ t ~  :u~tl the s tatc  of Ari- 
zonn gener:llly. If tltc co~r~n~iss io r~  grilnts final :lppro\.ai of the application the 
permittee shall quzllify for the retlrlction in percentago. 

C. The rcductio~i in percentage shall s tar t  from the day racing is first 
concluctcd foilo~vil~g the date constrnction of c:lch c:~pital i~nprovc~nent is corn- 
plcted and the comnlissio~~ ha~s grantetl finill n j ) ~ ) r o v ~ ~ l  of the permittee's ap- 
plication i111t1 shnll c o n t i n ~ ~ c  for  period of ten ye:\rs or 11r1ti1 the total r e d ~ ~ c -  
tion ~ ( ~ I I I I ~ S  one 1111ntlrctl per cent of the cost of the capit:t1 improvcntent. 
whichever occurs first. The total reduction becnnse of capitnl improvenicnts 
shall not tlnring any one year esceetl for a11 pcr~nittees 11sir1g :my one track 
one per cent of the total amount wagered, regi~rdless of the number or cost of 
cnpitnl improvements made, but several ilnprove~ncnts to :t race trnrk 111:ly IH? 
co~~solidt~tcri in all application. The con~!nission shall notify the statc trens- 
urer when the rcclnction in percentage lwgins : ~ r ~ t l  encis and shall annnr~lly, 
on the third 3Iond:ty in .J:ln~lary, notify thc presitlent of the Arizona senate 
ant1 the spenker of the Arizona hor~sc of rrprcsent:1tives of the permittee or 
pcrlnittecs rcccivinl: a retlnction in ])erccbnt:ige for c:~pit:ll improvcrncnts dur- 
ing the precctling yenr rtntl the alnonnt of snch rcd~~ction for each pennittec. 
If rnorc than one application is  filed for any one riice track within a ten-ycnr 
period, the ~wrccntage retlr~ction gr:lnted for eacll r~pplication sn1)seclaent to 
the first :~p~~l ica t ion  shall not conilnence, nor sh:tll the ten-yeilr period i~cgirt 
to rnn, 11nti1 the percentage reduction h:ls e~~tlct l  for any prior :ipplic:ition. 

D. The tern1 "c:lpital irnproverncr~t" rneans tin addition, repl:lcerncnt, or 
re~notlrling of 11 race track frtcility involviug :III cs1rntliture of a t  least O I I ~  

h~rr~tfretl thons:lr~cl t1oll:lrs. C:q)itill inrprovon~c~~t  tlocs not inci~~tlc  the rost 
of ortlinnry rcp:iirx ant1 I I I : L ~ I I ~ ~ I I : I I I ~ ~ !  rerl~~irctl to kccp ;I rilcc track facility in 
ordinary operating rendition. 

E. The cost of a c:lpital irnprovernent shall be determined by gencr:tlly 
accepted :~cconnting principles and verificbti u1n11 completion of the project I)y 
an r~utlit of the permittee's records c o ~ ~ d ~ ~ c t c t l  by the co~nn~issio~t  or l)y all in- 
tlerwntient certified pllhlic acconnt:int selrctetl by the ~ r r ~ n i t t e e  ;~ntl :~pprovetl 
by the cornrnission. Added Laws 1378, Ch. 124, $ 2, eff. June 1, 1378. 
L i b r a r y  References 

G a m ~ n ~  0 4 .  
C.J.S. Gaming  $ 5  50, 82.  
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Statement of Financial Accounting Standards No. 34 

Capitalization of Interest Cost 

October 1979 

INTRODUCTION 

1. This Statement establishes standards of financial accounting 
and reporting for capitalizing interest cost as a part of the his- 
torical cost of acqu~ring certain assets. For  the purposes of this 

I Statement. interest cost includes interest recognized on  obliga- . 
tions having explicit interest rates,' interest imputed on certain 
types of pajables in accordance with APB Opinion No. 21, 
Interest on Receivables and Payables, and interest related to a 
capital lease determined in accordance with FASB Statement No. 
13. Act ortniir~g for Leaser. 

2. Paragraphs 15 and 16 of Opinion 21 provide that the dis- 
count o r  premium that results from imputing ititerest for certain 
types of payables should be amortized as interest expense over 
the life of the pa)-able and reported as such in the statement of 
income. Paragraph 12 of Statement 13 provides that, during [he 
term of a capita! lease, a portion of each minimum lease payment 
shall be recorded as interest expense. This Statement modifies 
Opinion 21 and Statement 13 in that the amount chargeable to 
interest expense under the provisions of those paragraphs is 
eligible for inclusion in the arnount of interest cost capitalizable 
in accordance with this Statement. 

3. Some enterprises now charge all interest cost to expense 
when incurred; some enterprises capitalize interest cost in some 
circumstances; and some enterprises, primarily public utilities, 
also capitalize a cost-for equity funds in some circumstances. 
This diversity of practice and an observation that an increasing 
number of nonutility registrants were adopting a policy of capital- 
izing interest led the Securities and Exchange Commission to 

1 Interest c a t  on these obliyationv includes amounts resulting from periodic 

6 amortilation of discount or prcmium and i w ~ e  costs on debt. 



impose, in November 1974, a moratorium on adoption or  exten- 
sion of such a policy by most nonutility registrants until such time 
as the FASB established standards in this area." 

4. Appendix A provides additional background information. 
Appendix B sets forth the basis for the Board's conclurions. 
including alternatives considered and reasons for accepting some 
and rejecting others. 

5. The Addendum to APD Opinion No. 2, Accounting for the 
'Inve~tment Credit', states that "differences may arise in the appli- 
cation of generally accepted accounting principles as between 
regulated and nonregulated businesses, because of the effect in 
regulated businesses of the rate-making process," and discusses 
the application of generally accepted accounting principles to 
regulated industries. Accordingly, the provisions of the Adden- 
dum shall govern the application of this Statement to those oper- 
ations of an enterprise that are regulated for rate-making pur- 
poses on an individual-company-cost-of-service basis. 

STANDARDS OF FINANCIAL ACCOUNTlNG AND REPORTING 

6. The historical cost of acquiring an asset includes the costs 
necessarily incurred to bring it to the condition and location 
necessary for its intended use.3 If an asset requires a period of 

. 

time i n  which to carry out the activities4 necessary to bring it 
to that condition and location, the interest cost incurred during 
that period as a result of expenditures for the asset is a part of 
the historical cost of acquiring the asset. 

7. The objectives of capitalizing interest are (a) to obtain a 
measure of acquisition cost that more closely reflects the enter- 

' Securities and Exchange Commission, ASR No. 163, Coprtu1r:crtron o f  I n -  
! r re r r  by  Cornp~nies Othcr Than Public Utrlirres (Washington. November 
14, 1971) 
'The term tnrended rrsr embraces both read~ness for use and readlness for 
sale. depending o n  the purpose of ~cqutsition. 

See paragraph I7 for a definlt~on of those actlvltles for purposes of this 
Statement. 

r E ,  
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prise's total investment in the asset and (b) to chzrge a cost that 
relates to the acquisition of a resource that will benefit future 
periods against the revenues of the periods benelited. 

8. In concept, interest cost is capitalizable for all assets that 
require a period of time to get them ready for their intended use 
(an "acquisition period"). Hotbever, In many cases, the benefit 
in terms of information about enterprise resources and earnings 
may not justify the additional accounting and administrative cost 
involved in providing the information. The benefit may be less 
than the cost because the effect of interest capitalization and its 
subsequent amortization or  other disposition, compared ~ ~ t h  :he 
effect of charg~ng i t  to s.upense when ~ncurred, ~ t o u l d  not be ma- 
terial. In that circumstance, interest capitdlization is not required by 
thic Statement. 

Assets Qualifying for Interest Capitalization 

9. Subject :o the provisions of paragraph 8, intzrest shall be 
capitalized for the following types of astets ( 'qualifying assets"): 

a. As5ets that are constructed or  otherniqe produced for an enter- 
prise'$ oS,tn u5e ( ~ n c l u d ~ n g  asrets constructed or  produced for 
the enterprise by others for \\hich deposits or  progress pa l -  
ments hate  been made) 

b. Assets intended for sale or  lease that 'ire constructed o r  other- 
wise produied ds discrete projects (e s., \hips o r  real estate 
developrr,:nts). 

10. However, interect cost \hall not be capitalized lor inventories 
that are routinely manufactured or  othernise produced in l u g e  
quantities on s repetitive batis because, in the Board's judgment, 
the inforrnstic)nal benefit does not justify the cost of so doing. 
In addition, interest ihall not be capitalized for the full ow in^ types 
of assets: 

a. Ajbets that are in Lse or re idy for t h c ~ r  Intended use In the 
earning actl \~tie\  of the enterprlre 

b. Alsets that are not bang u\ rd  ~n the earning activ~tics of the 
cL 



enterprise and that are not undergoing the activities necessary 
to get them ready for use. 

11. Land that is not undergoing activities necessary to get it 
ready for its intended use is not a qualifying asset. I activities 
are undertaken for the purpose of developing land for a particular 
use, the expenditures to acquire the land qualify for interest 
capitalization while those activities are in progress. The interest 
cost capitalized on those expenditures is a cost of acquiring the 
asset that results from thosc activities. If the resulting asset is 
a structure, such as a plant or  a shopping center, interest capital- 
ized on the land expenditures is part of the acquisition cost of 
the structure. If the resulting asset is developed land, such as 
land that is to be sold as developed lots, interest capitalized on 
the land expenditures is part of the acquisition cost of the deveI- 
oped land. 

The Amount of Interest Cost to Be Capitalized 

12. The amount of interest cost to be capitalized for qualifying 
assets is intended to be that portion of the interest cost incurred 
during the assets' acquisition periods that theoretically could have 
been avoided ifor example, by avoiding additional borrowings 
or by using the funds expended for the assets to repay exis.ting 
borrowings) if expenditures for the assets had not been made. 

13. The amount capitalized in an accounting period shall be 
determined by applying an interest rate(s) ("the capitalization 
rate") to the average amount of accumulated expenditures for 
the asset during the period. The capitalization rates used in an 
accounting period shall be based on the rates applicable to bor- 
rowings outstanding during the period. If an enterprise's financing 
plans associate a specific new borrowing with a qualifying asset, 
the enterprise may use the rate on that borrowing as the capitaliza- 
tion rate to be applied to that portion of the average accumulated 
expenditures for the asset that does not exceed the amount of 
that borrowing. I f  average accumulated expenditures for the asset 
exceed the amounts of specific new borrowings associated with 
the asset, the capitali~cltion rate to be applied to such excess shall 



be :i \\eiytited aterage uf the rates crpplic:able t o  other borrowings 
of the cnterpriie. 

14. In identif?irig the borro\\in;s to be included in the uei9hted 
a\c.r.;lge rate. [he ohjcctivt is a re~son:\blr measure of the cost 
of financing ;~cquisirion of the :isset in terms of the interest cost 
incurred that other\\i<tf could hx\e hcen a\.oided. .\csordingly. 
judgment \ r i l l  be required to makc .J. wlection of borrowings that 
bert accomplishes that objr.cti\r: in the circum>tances. For ex- 
ample, in wrne circumxt::nccs. 11 \ \ i l l  be appr~)priate tc) include all 
borronings ilf the p a r ~ n t  ianip:lny .ind its con\olidated subsidi- 
i1ric.s; For wrne muItln~tio;ial <ntcrpri\cs. i t  may be appropriate for 
each forcizn iub.iidi,:r\- I;) c;\e an at.cra;e of !he r;~tcs a~~plicrible 
to its u n n  horro\$ing\. Ho\\;.\cr. [lie use ( ~ f  judgment in cictermin- 
iris c.~pitalizdtion rate., .!~:1l1 {lot circt!rn\c'tlt the requirement that 
;I capitali~aiion ratt: bc .ippli=d t t )  ,111 capitaii/tfd exp~nciiturzs for 
a cluiilifyins a5set to e\!>:lt th31 interest cost h ~ . ;  been incurred 
~ l l l f ; : ) ~  LIJl  : I C ~ I ~ L J I ~ ~ ~ ~ I ~  p~ '~! : )d .  

I .  1-he ic.tsl .lir?ount of i : l t - rd \ t  i t ? \ t  c ; i j~ i t . l l i~~d in an accuunr- 
in; period \hall not c\c,::t,l tl!c total ;~niuunt interest cozt in- 
cl.irred b) the entcrpii.-i: in  ;!:;![ j>cric\i?. !rl ccln~o!idated f 113ncial 
,ta!c:ntn!\. ih:~t Itrnitsiion ,hul! he aj)plicd h! rcierenct. to [lie 
t c \ i < ~ l  arr:olint 1 : f  1ntcr:it Ci.1,; ir.::urrc:l h>  I!!;. parent colnpliny iind 
cvr,\oiiJ~!t.d -u?~idlxric\ 1::r ; i  con\ol~rtsti.d babis. In bcpa- 
ra[:i) i\\l;cCl t\nancial -,ta!~o~~!it.; o f  a parent con~pany o r  s 
conlolid;\:cil \a'nsidisry ;:;id In the iilianci,~l \tLi[trr:entj (nhether 
\cp:rr:ltely :\.;LIL~ or not, , l i '  ~.ir:~or~~oiiJ:itt.d \ub>iJi.irie\ and othcr 
illvc\tccs accc?unted for h> rhu  ecilui!? inc:h(.~cf. the limitati(1n \liall 
be ;tppliecl h!. i.cfcrcnc,c t i )  !/I;: to121 .:rnour~! of intcre.it c u ~ t  
(ir:cl[rtlir~g in:ercj[ o n  iri!cr~.ori?p:irq hosro:\ingi) incurrcd by ttie 
\c/?<lr:lfc CIl!!t>. 

Ih. I . t i r  !!IC i'\i;;jil\c.\ 0 1  ~'II, St,i:crnc.rit, rrpc.r!riiticr:.s to ..shicli 
capit:lIi;;!tii:n r,::e\ ; ire I.\) !:c ,i;~plic.d :ire c.'~pi!;~iir.:d cxocnditul.es 
(net ot ~:rsst :<,  ~~;i:,rnc;;! i ! i l I ~ . ; t i c ; n \ )  f o r  :t;c l.lu.~lifying d\ict [hat 
Iiaiic ~ C ( I I I I ~ C U  ;he j ) ; l , i ) i ' i l t  01 cab, ttie t:arl\fer of other :i\cets, 
or  [he i ~ i ~ \ i r i ~ : l g  ~ l f  3 Iicit';Iiti; on :\IiicIi !il:crc<t is rccogni~ed 
(111 cori!.r:i\! 10 ll:it)!l~[ic\, .octi ;I\ tr~tdt. ~ ~ ~ i \ : i h l c ~ ,  accrua!(, arid 
rct,ii!i;~i(~s (.I! \. iliih inicii..t i, ;lot iecc~;r\~/<ti). i-Iov,c\cr, rcawn- 
able :~pl>rc!x~il~atic,ri of !ic:t . , t l>jtal i /d cipcndittircs may  he used. 



For example, capitalired cost\ tor an asset may be used as a 
reasonable approximalicm of capitalized expenditures unless the 
difference is materidl. 

The Capitalization Period 

17. The capitaliratiun pcriod sll:~ll bcgiri when three conditions 
arc present: 

a. Lxpend~tures (as defined ~n paragraph 16) for the asset hd\e 
been mdde. 

b. Acti~itres that are necesrary to get the asset ready for ~ t s  
Intended use are In progress. 

c. Inrere\[ cost i \  b e ~ n g  incurred. 

Interest capitalization s1i:rll continue as long as those three condi- 
tions are present. The term crc-ti~.iti~.c. is to be constru;d hroad!y. 
It er?cnn1pa5\cs more than physical conitruction; it includes all 
the ~ t e p s  required to prepare tlic as\et for its intsndecl use. For 
elample. i t  include\ aJnlinistrati\,e 2nd tcclinical acti\ities during 
tlie preconstructio:l stage. such as the de\.i.lopnient of plans nr 
the process of ob~:~i:tirig permits iron] govcrnnientct au:horities. 
i r  lnclildes acti\iiic\ ~inc!sr:aken ;,ftcl. cc~n\truction h-5 hcgun in 
order to oVeIior:?t. unfc~rcsccii ob~tac'lc\. \ucl: a\ tcc11:tical prob- 
lenii? I;rbor dirputes. or litigation. I f  the entcrprisc \uq?cnd\ su5- 
stantis19 nl l  act!\ :tic\ related to ~lcquiiition of the ii->ci. ~ntereyt 
ci tpi~~lizst ion \ t ~ ~ , I l  cca>e until acti\itic\ .II.< S C ~ L I ~ ; C G .  I~ i , lnc \cr .  
briet inrcrrujltic?n\ in acri\itics. irl:crr'~:j\t1on5 rliat arc e.\!crn;!il\ 
imposed, a;id cfcla>\ that ale inhcrcrlt in tlte ; L ~ \ c :  ;ic~luiki~ion 
p r o c s \  shall not require cebsation of in ters t  capit::iizn:ion. 

18. The capitali/ation pcriod shall end \ \hen the a55et ;5 sub- 
stanti,,l!y complete and ready for its intcnded use. Some asset.; 
are coniplered in parts. and each part is capable of being used 
ind<pondentl\ \\bile uork is continuing on other parts. .An 
e\a:r>p!c. i i ,  a condominiurn. For such 35\21>,. interest c;!pitc~lir3tion 
slial; stop on cnch part when it is substanti3lly complete and 
r e a d  ior use. Strrnc assets niuit be cclnil~letcd in t h e ~ r  entirety 
beforc an! part of the asset can be used. An csampis i s  a facility 
dc\i;r,i?d tt) ;rln!::lf:tcture product4 b> \cquentiai procex\c\. For 



I such assets, interest capitalization shall continue until the entire 
asset is substantially complete and ready for use. Some assets 
cannot be used effectively until a separate facility has been com- 
pleted. Examples are the oil wells dnlled in Alaska before coni- 
pletion of the pipeline. For such assets, interest capitalization 
shall continue until the separate facility is substantially complete 
and ready for use. 

19. Interest capitalization shall not cease when present account- 
ing principles require recognition of a lower calue for the asset 
than acquisition cost: the provis~on requlred to  reduce acquisition 
cost to such low.er calue chall be increased appropriately. 

Disposition of the Amount Capitalized 

20. Because interest cost is an inresral part of the total cost of 
acquiring a qualifying asset, its disposition >hall be the sdme as 
that of other components of asset cost. 

Disclosures 

21. The follouing information trith respect to Interest cost shall 
be disclosed in rhe financial statements o r  related notes: 

a. For an accounting period in \\hich no interest cost is capitalized, 
the amount of interest cost incurred and charged to expense 
during the period 

b. For an accounting period in which come interest cost is cdpi- 
talized, the ton l   mount of interest cost incurred during the 
period and !he amount thereof that has been capitalized. 

Effective Oate and Transition 

22. This Statement shd1 be applied pro,pectively in fiscal years 
beginning after Dectrnber 15, 1979. Earlier application is per- 
mitted, but not required, in financial staLements for fiscal )cars 
beginning before December 16, 1979 thdt have not been previ- 

pS 
ously issued. With respect to qualifying assets in existence at the 



beginning of the fiscal year in which this Statement is first applied 
for Lvhich interest cost has not been previously capitalized. interest 
capitalization shall begin at that time. M'ith respect to c~al i fy ing 

0 to a assets for which interest cost has been capitalized accordin, 
method that differs from the provisions of this Statement, no 
adjustment shall he made to the amounts of inierest cost preriously 
capitalized, but interest cost capitalized after thib Statement is 
first spplied shall be determined according to the Fr@\isiOn> of 
this Statement. With respect to assets in existence ahen  this 
Statenlent is firht applied for which interest cost has been capital- 
ized but which do not qualify for interest capitalization according 
to the provisions of this Statement. no adjustments shall be made. 
but r!o additional amounts of interest cost shall be ca~;.;ullzed. 

23. I f  early application is adopted in financial reporti for interim 
period\ of a fibcal year beginning before December i6, 1479. 
pres.iously issued financial information for any interim period.; 
of that fiscal >ear  that precede the pericd of adop t i~n '  shsil be 
restated to gi\2 efiect to the provisions of this Statcmri:t. ;ind any 
wbsequent presentation of that information shall be on the rc- 
stated basis. This Statement shall not be applied retroac!~\ely for 
previously i5sued annual financial statements. 

I The provisions of this Statement need 
not be applied to immaterial items. 
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APPENDIX IV 
ARIZONA LEC;ISLA?'IVE COUNCIL 

February 13, 1981 

TO: Douglas R. Norton 
Auditor General  

FROM: Arizona Legislat ive Council 

RE: Request  for Research and Sta tutory  Interpretation (0-81-5) 

This i s  in response t o  a request  submitted on your behalf by Gerald  A. 
Silva in a memo da ted  February 4, 1981. No input was received f rom t h e  
a t torney general concerning th is  request. 

FACT SITUATION: 

Arizona Revised S t a t u t e s  (.4.R.S.) section 5-1 11.02 allows commercial 
racing permit tees  t o  reduce t h e  s ta te ' s  percentage of t h e  to ta l  amount  wagered 
by one percent of t h e  t o t a l  wager. These funds a r e  t o  be used t o  make  capi ta l  
improvements t o  horse racing facil i t ies.  

A.R.S. section 5- 11 1.02, subsection D states: 

The t e r m  "capital improvement" means  an  addition, 
replacement,  or remodeling of a race  t r ack  faci l i ty  involving a n  
expenditure of at l eas t  one hundred thousand dollars. Capi ta l  
improvement does not include t h e  cost  of ordinary repairs and 
maintenance required t o  keep a race  t r ack  faci l i ty  in ordinary 
operating condition. 

During t h e  course  of our review i t  was noted t h a t  several  of t h e  
permit tees  requested approval f o r  t h e  acquisition of automobiles, trucks and 
other vehicles as capital  improvements.  

QUESTION PRESENTED: 

Are permit tees  allowed t o  purchase automobiles, trucks and o ther  
vehicles as  capital  improvements  under t h e  provisions of A.R.S. sect ion 
5- 11 1.02? 

ANSWER: 

No. 

The s t a t e  accounting manual classifies t h e  purchase of autornobiles and  
trucks as  a capital  out lay expenditure. However in t h e  situation described, a 
special more  l imited legislat ive definition of capital  improvement controls. 



To qualify for  approval, a capi ta l  improvement,  under t h e  definition prescribed 
by A.R.S. section 5-111.02, subsection D, must be at leas t  a $100,000 addition, 
replacement or remodeling of a r a c e  t r a c k  facil i ty and must also fa l l  within t h e  
standard prescribed by subsection B of t h a t  section in t h a t  i t  must: 

/ q r o m o t e  t h e  s a f e t y  of horses, the  sa fe ty ,  convenience and -- 
comfor t  of t h e  people and is in t h e  best in te res t s  of racing and t h e  
s t a t e  of Arizona generally. 

The purchase of automobiles or  trucks c lear ly  would not comply wi th  
these  standards. 

cc: Gerald '4. Silva 
Performance Audit Manager 
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APPENDIX V 

D e c e m b e r  5, 1980  

TO: Douglas R. Nor ton  
Auditor Genera l  

FROM: Arizona Legislat ive Counci l  

R E: Request for  Resea rch  a n d  S t a t u t o r y  In t e rp re t a t ion  (0-80-62) 

This is in response to a r e q u e s t  s u b m i t t e d  on  your  behalf  by Gera ld  A. Silva in a 
m e m o  da ted  November 21, 1980. No  i n p u t  w a s  r ece ived  f r o m  t h e  a t t o r n e y  g e n e r a l  
c ~ n c e r n i n g  this request .  

F A C T  SITUATION: 

Arizona Revised S t a t u t e s  (A.R.s.) s ec t ion  5- 1 1  1.02, subsec t ion  A provides f o r  t h e  
@ use  of s t a t e  funds fo r  c a p i t a l  i m p r o v e m e n t s  at h o r s e  t racks .  S u b s e c t i ~ n  C def ines  a 

cap i t a l  improvement  as: 

lK7n addit ion,  r e p l a c e m e n t ,  o r  remodel ing  of a r a c e  t r a c k  f ac i l i t y  
i n v o l v i e a n  expend i tu re  of at l e a s t  o n e  hundred  thousand dollars.  C a p i t a l  
improvement  does  n o t  i nc lude  t h e  c o s t  of o rd ina ry  repai rs  and m a i n t e n a n c e  
required t o  keep  a r a c e  t r a c k  f ac i l i t y  in o rd ina ry  ope ra t ing  condit ion.  

Subsection E r equ i r e s  t h a t  c a p i t a l  i m p r o v e m e n t s  r eco rds  b e  audi ted  by: 

/T/he /Ar izona  r a c i n g  commiss ion  o r  by a n  independent  c e r t i f i e d  
p u b l i c - a c c o u ~ t a n t  s e l e c t e d  by t h e  p e r m i t t e e  and  approved by t h e  
commission. 

A.R.5  sect ion 5-113,  subsec t ion  5 provides f o r  t h e  distr ibut ion of coun ty  f a i r s  and  
breeders '  award funds t o  t h e  coun ty  f a i r  assoc ia t ions  "for t h e  promot ion  . . . of c o u n t y  f a i r  
rac ing  meets." 

Expenditures by o n e  horse  t r a c k  f o r  birds and  p lants  h a v e  been  approved by t h e  
commission a s  capi ta l  improvemen t s .  Expendi tures  by a coun ty  f a i r  f o r  i t e m s  such  as a 
c o f f e e  pot ,  copy machine  and spec ia l  t y p e w r i t e r  head  w e r e  also approved by t h e  
commission.  

8 The commission r equ i r e s  t h a t  t h e  coun t i e s  submi t  f i nanc ia l  s t a t e r n e n t s  which  
i t e m i z e  t h e  capi ta l  expendi tures .  The  s t a t e r n e n t s  inc lude  a d isc la imer  t o  t h e  a t  t e s t  
funct ion  f rom a CPA,  but  d o  no t  c o n t a i n  a s t a t e r n e n t  of opinion. 

QUESTIOXS PRESENTED: 

8 1. \t'hat cons t i t u t e s  a c a p i t a l  improve!rrent f o r  which funds  lnay be  a l loca t ed  t o  A) 
horse  t r acks ,  ;ind B) coun ty  f a i r s?  Specif ical ly,  wha t  types  of i terns rnay o r  m a y  no t  b e  
purcha\ed  with capi ta l  i rnprovcrnents  funds? 



/' 

2. Should t h e  f inanc ia l  s t a t e m e n t s  suppor t ing  expend i tu re s  by  t h e  coun t i e s  include 

,' a t radi t ional  s t a t e m e n t  of opinion by a CPA concerning  t h e  f a i r  and  a c c u r a t e  p re sen ta t ion  
of informat ion?  

DISCUSSION: 

1. Normally, when a n  agency  fo l lows s t anda rd  accoun t ing  procedures ,  cap i t a l  
ou t l ay  expendi tures  f o r  a regu la r  ope ra t ing  budge t  would proper ly  inc lude  such  i t e m s  as 
desks,  pot ted  p lants  o r  copy  mach ines  while  i t e m s  such  as pencils  would b e  properly 
c lass i f ied  as supplies. In t h i s  case, however ,  t h e  cont ro l l ing  s t a t u t e  l imi t s  purchases  t o  
ma jo r  capi ta l  improvements .  T o  qualify f o r  approval ,  a cap i t a l  improvemen t ,  under  t h e  
def in i t ion  prescr ibed  by  A.R.S. s e c t i o n  5-111.02, subsec t ion  D, m u s t  b e  a t  l e a s t  a 
$100,000 a d d i ~ i o n ,  r e p l a c e m e n t  o r  remodel ing  of a r a c e  t r a c k  f a c i l i t y  and  mus t  a l so  fa l l  
wi th in  t h e  s tandard  p re sc r ibed  by subsec t ion  B of t h a t  s ec t ion  in t h a t  i t  must: 

/P/romote t h e  s a f e t y  of horses,  t h e  s a f e t y ,  conven ience  and c o m f o r t  of t h e  -- 
people and  is in t h e  b e s t  i n t e r e s t s  of rac ing  a n d  t h e  state of Arizona 
generally. 

With r e s p e c t  t o  t h e  i t e m s  men t ioned ,  i t  i s  d i f f icu l t  to see how bi rds  could b e  a cap i t a l  
improvemen t .  The  pu rchase  of  p lants ,  whe the r  bought  s e p a r a t e l y  and cos t ing  over 
$100,000 or  a s  p a r t  of a remodel ing  plan cos t ing  o v e r  $100,000, could very  well be  
proper ly  classif ied as a c a p i t a l  improvemen t .  Ce r t a in ly  ex tens ive  landscape  
improvemen t s  a r e  within con templa t ion  of leg is la t ive  in tent .  T h e  p rop r i e ty  of classifying 
o t h e r  i t e m s  as cap i t a l  improvemen t s ,  however ,  c a n  only b e  e v a l u a t e d  on  a case-by-case  
basis using t h e  guidel ines prescr ibed  in A. R. S. s ec t ion  5- 11  1.02. 

The  use of t h e  c o u n t y  f a i r s  rac ing  a n d  breeders '  a w a r d  fund is n o t  l imi t ed  t o  capi ta l  
improvemen t s  under t h e  t e r m s  of A.R.S. s e c t i o n  5- 113, subsec t ion  B. Expendi tures  d o  not 
h a v e  t o  c o m e  f r o m  c a p i t a l  i m p r o v e m e n t  funds  nor mus t  t hey  be  fo r  c a p i t a l  improvements .  
The  commiss ior~  has  c o m p l e t e  d iscre t ion  in t h e  a l loca t ion  of monies  f r o m  t h e  award  fund 
so long a s  t he  use  of t h e  mon ies  is d e e m e d  "necessary f o r  t h e  promot ion  and b e t t e r m e n t  
of coun ty  fa i r  rac ing  meets ."  A.R.S. s e c t i o n  5-113, subsec t ion  B. I t  is conceivable  t h a t  
t h e  i rerns ment ioned w e r e  appropr i a t e ly  approved by t h e  commission.  

2. A.R.S. s ec t ion  5- 11 1.02, subsec t ion  E d o e s  no t  apply t o  f inancia l  s t a t e m e n t s  
concerning  t h e  expend i tu re  of coun ty  f a i r s  rac ing  and breeders '  a w a r d  fund monies 
au tho r i zed  by A.R.S. s ec t ion  5-113. All t h a t  is requi red  by s t a t u t e  is t h a t  expendi tures  
m u s t  b e  made  on "clairns approved  by t h e  c ~ m m i s s i o n . ' ~  A.R.S. s e c t i o n  5-1 13, subsect ion 
B. So  long a s  t h e  cornrnl.;sion is sa t i s f ied  wi th  t h e  f inancia l  s t a t e m e n t s  cu r ren t ly  being 
f i led by county  fa i r  assoc ia t ions ,  such s t a t e m e n t s  would no t  h a v e  t o  inc lude  s t a t e m e n t s  of 
opinion. 

cc: Gera ld  A. Silva 
Pe r fo rmance  Audit h lanager  
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APPENDIX VI 

December 12, 1980 

TO. Douglas R. Norton, Auditor General  

FROM: Arizona Legislat ive Council 

RE: Request  for  Research and S ta tu to ry  Interpreta t ion (0-80-63) 

This is in response t o  a request  submit ted on your behalf by Gerald  A. 
Silva in a rnerno da ted  November 20, 1980. No input was received f r o m  t h e  
a t torney general  concerning th is  request. 

FACT SITUATION: 

The two  s tewards  employed by t h e  pe rmi t t ee  and one  s teward 
employed by t h e  Arizona racing commission (commission) jointly decide t h e  
outconle of contes ted races  and hold hearings for  individuals charged with 
violations of t h e  s t a t u t e s  and rules and regulations. Stewards' rulings m a y  
incI.d: siispension of a l icense and/or imposition of fines. Decisions a r e  
binding an t h e  l icensee and may be  appealed t o  t h e  commission. 

.9rizona racing commission rule  ~4-27-209.G.l8.(f). provides t h a t  
"/n - 70 special announcement of t h e  hearing or of t h e  alleged infraction . . . 
shall be n a d e  until a f t e r  said hearing." 

Q U  ES'TICSS PRESENTED: 

1. Are sessions during which contes ted races  a r e  decided and 
heariqgs for violations held subject  t o  t h e  provisions of t h e  open meet ing 
law? 

2. X'hat documentation of these  sessions must be maintained? 
Specifir:!!y, rnust t h e r e  be documentation concerning: 

(2) The individuals iqvolved in a contes ted r a c e  and t h e  na tu re  of the  
objzc~ion. 

!b) Sta tements  rnade by persons charged with violations. 

(c)  The votes c a s t  by each  steward.  

1. 7eL?rlrgs held fo r  \iiolations of the  s t a tu tes  or rules relat ing t o  
11d:se c-$ 4,'; r icing are sllhject to t h e  open meet ing law. 5essions held t o  
c!eCi(l~ c ,lt:>trci r , iccs ;ire not ; t~ '-~j,xt  to  t h e  law. 



2. T h c r e  i s  no s t a t u t o r y  guiclcline as t o  wha t  documen ta t ion  of t h e s e  
sessions rnust b e  main ta ined .  Requi r ing  t h e  t y p e s  of d o c u m e n t a t i o n  
ment ioned in  your l e t t e r  does  no t  a p p e a r  over ly  harsh. 

DISCUSSION: 

1. Ar izona  Revised  S t a t u t e s  (A.R.S.) s ec t ion  5-104, subsec t ion  B 
al lows t h e  commiss ion  t o  d e l e g a t e  to s t e w a r d s  its powers  and  d u t i e s  as 
necessa ry  t o  ful ly c a r r y  o u t  and  e f f e c t u a t e  t h e  purposes  of t h e  s t a t u t e s  
re la t ing  to horse  and dog racing. Subsec t ion  E of t h a t  s e c t i o n  provides t h a t  
a person m a y  apply t o  t he  cornrnission fo r  a review of a decision of t h e  t r a c k  

u . .  . .  v srebvurds :i..iih;i-i 1:i;ie &)s di i ~ r  i h n ~  ;2CL519ri. Iii ~ ~ ~ i ; ~ h i ; l v ~ i  L,; -. .; 
review, t h e  cornrnission m a y  issue subsoenas  and  admin i s t e r  oaths.  A.R.S. 
s ec t ion  5- 134, subsec t ion  F. 

In p tx fo rming  t h e i r  dut ies ,  t h e  s tewards:  

. . . m a y  impose  a civi l  penal ty  on  any person  sub jec t  to 
t h e i r  cont ro l ,  fo r  violat ion of t h e s e  Rules,  in  a n  a m o u n t  n o t  
e x c w d i n g  $500.00. In addi t ion ,  t h e  s t e w a r d s  m a y  suspend f o r  
a period of t i m e  no t  exceed ing  30 days  on any  person  violat ing 
a n y  of t h e s e  Rules. Nothing  in t h e s e  Ru les  sha l l  b e  cons t rued  
t o  prevent  t h e  s t e w a r d s  f r o m  imposing a civil pena l ty  a n d  
suspension f o r  t h z  sarne  violation. . . . A.C.R.R. R4-27-209 F. 

The commission,  by  regula t ion ,  h a s  prescr ibed  t h e  p rocedure  t o  b e  
t a k e n  by t r a c k  s te~ .vards  if t h e y  f e e l  t h a t  a person has  v io la ted  a ru l e  of t h e  
cornmission. A.C.R.R. R4-27-209 G, 18, 19 s ta tes :  

18. Ste:vards ilearings. When t h e  s t e w a r d s  f e e l  t h a t  a 
Ru le  has  3zen  v i d a t e d  by a n y  person t h e  procedure  shal l  b e  as 
f 0110 us: 

a. The  person shal l  Se surnmoned t o  a hea r ing  be fo re  
t h e  st?~,\.;?rds, cf2!lcd fo r  i5at purpcse,  at which a11 s t ewards  
shal l  52 prcsznt ;  

b. Ti ,cn t ) r - four  hour no t i ce  of s a id  hear ing  shal l  b e  
given to  the pc'son in wri t ing,  on a fo rm supplied by t h e  
Co,nn.Issi>rl.  This no t i ce  sh;tll be t i m e d  and  d a t e d  and  signed 
by t h e  p?rson, t h e  ovil;innl shall r ema in  wi th  t h e  S t a t e  
s t e ~ a r d ,  s n d  i E  r z f e r r e d  shall be  pa r t  of t h e  case f i l e  and a 
copy shall be k e p t  by t h e  person. 

c. Xo pcnnl ty  shall be irnposecl until  srlch hearing;  

d. N , j i ~ : ? . j > ~ ? t ~ ~ r s n c e  of the surninoned p x t y  a f t e r  
a i i e q i ~ a t e  l-)otit:e c;!:sll be constr l led as a waiver  of r ight  t o  
h12c?rirlg I j  .for.=. stc\s'<irds, and 

e. The n - : I ,  I-11 :;~>iicd t o  a hear ing  shall S e  
l>c.rc;li ;t~:?j :o :;: ,-yq . [ I t  ,,vi tnc-:.;t; :S a n  his aii n behalf.  



f. No spec ia l  announcernent  of t h e  hea r ing  o r  of t h e  
a l l eged  in f r ac t ion  of Ru les  sha l l  b e  m a d e  unt i l  a f t e r  s a i d  
hearing.  

g. If a f t e r  hea r ing  t h e r e  i s  subs tant ia l  e v i d e n c e  to 
invoke a civi l  pena l ty  o n  a violat ion of t h e s e  R u l e s  t h e  
appropr i a t e  a c t i o n  sha l l  b e  t a k e n  by t h e  s t e w a r d s  including 
suspension o r  civi l  penzl ty.  T h e  s t e w a r d s  sha l l  p r o m p t l y  
fo rward  t h e i r  w r i t t e n  decision or ru l ing  t o  t h e  Commiss ion  a n d  
t o  t h e  p a r t y  in quest ion.  

h. In t h e  i n t e r e s t  of t h e  hea l th ,  s a f e t y  and  w e l f a r e  of 
t h e  peop le  of t h e  S t a t e  of  Arizoria t h e  s t e w a r d s  m a y  
su inmar i ly  d e c l a r e  a ho r se  s c r a t c h e d  a n d  m a y  suspend a 
l icense  pending a s t e w a r d s  hearing.  

i. All monies  c o l l e c t e d  f r o m  civi l  pena l t i e s  imposed by 
t h e  s t e w a r d s  of t h e  m e e t i n g  sha l l  be paid t o  t h e  Ar izona  
R a c i n g  Commiss ion  wi th in  72 hours,  f o r  depos i t  w i t h  t h e  S t a t e  
Treasurer .  

19. All m a t t e r s  wi th in  t h e i r  jur isdict ion sha l l  b e  
de t e rmined  by a ma jo r i ty  v o t e  of t h e  s tewards .  

T h e  purpose of t5e Arizona  open meet ing  act Is t o  open state 
gove rnmen t  t o  public scru t iny .  S e e  L a w s  1962, C h a p t e r  138, s e c t i o n  1. 
A.R.S. s ec t ion  38-431.01 p re sc r ibes  t h e  gene ra l  ru l e  r e l a t i n g  t o  t h e  open 
m e e t i n g  law. Subsect ion '4 of t h a t  s ec t ion  s t a t e s  t h a t  "/a711 mee t ings  of 
a n y  public  body shal l  b e  public  mee t ings  and  a l l  p t r sons  s o  desir ing shal l  b e  
p e r m i t t e d  t o  a t t e n d  and l i s ten  t o  t h e  ie!lberations and proceedings." T h e  
r e l evan t  dcfinitic.ns t o  t h e  n5ovs  ri-:le a r e  contnined i n  A.R.S. s -c t ion  
38-431, which s t a t e s  in prirt: 

2. "Legal ac t ion"  rneans a c ~ l l e c t i v e  decision,  
cor:~rl~i  t rnent  or 2ro ;q lse  i r i ~ d ~  5y  (1 i~~3 . jo r i t y  of the m e m b e r s  of 
a public  body pursuant  t o  t h e  c ~ n s t i t ~ ~ t i o n ,  t he i r  c h a r t e r  o r  
b y l a ~ k s  o r  spec i f ied  s c o p e  of a p p ~ i n t m e n t  or au tho r i ty ,  and  t h e  
laws  of t h i s  s t a t e .  

3. "Lleetiilg" iccans  t h e  ga the r ing  of a quorum of 
rnembcrs  of a public body to  propose  or  t ,-ke lega l  ac t ion ,  
including any  de1ibera;ions wi th  r e s p e c t  to such act ion.  

4. "Public body" rnearls t h e  governing bodies and  a l l  
boa rds  < ~ n d  r:orninissians which a r e  s:!qp8r)rted in whole o r  in 
p a r t  by t a x  revenues  o r  . \ / i i i ~ h  :r.spi.~i~d tax revenues, of t h e  
s t a t e ,  i t s  pi.litir:al .;:~bdivi~Ii;ns, i ; , i o r i ~ . x ; i t c d  ~:i t i c s  and  towns,  
2nd m y  stnnc:i!ig, ~p-:ci~:d -.or - committee o r  
s l lbcorn~ni  t t lzc of, s r  -I;> ,oi:.:t.;.d ty, sl~r:h ; a v e r n i n g  body, board  . . or (Join .fii;-;lon. ? I  i ' > l i t :  'hq3r3y ;;I ;O ini:l~ : . d ~  <iily q u i i s i - j ~ ~ d l c i a l  
5ndy of the sT,iie, i t s  p?!iric-,ll ;,i'i:!ivii;.:jns or  i r lcorporated 
ci t ics  ;i!ld i~-:\ins. 



5. "Qii2si-judicial Sody" means a public body, o t h e r  
than a cour t  of law, possessing t h e  power t o  hold hearings on  
disputed m a t t e r s  between a pr ivate  person and a public agency 
and t o  make decisions in t h e  general  manner of a c o u r t  
regarding such disputed claims. 

Notice of meetings fal l ing under t h e  open meet ing law must  be given 
t o  t h e  public a t  leas t  24 hours prior t o  t h e  meeting. See  A.R.S. sect ion 
35-431.02. 

Clear ly  t h e  coinmission is  an  en t i ty  of the s t a t e ,  supported in p a r t  by 
t a x  revenues. Therefore,  t h e  cominission is a public body, subject  t o  t h e  
open meet ing laws. The question then becomes whether hearings held by 
s tewards  a r e  also subject  t o  th is  requirement.  

The provisions of t h e  op2n mee t ing  law apply t o  al l  standing, special  
and advisory commi t tees  or subcomrnii tees of a public body. A c o m m i t t e e  
or  subcommit tee  is any group of two  or more people appointed by o r  
authorized t o  act on behalf of a puS1ic body. By t h e  terrns of A.R.S. sect ion 
5-104, subsection B, t h e  c o ; n ~ i i i s s i ~ n  has authority t o  delegate  i t s  powers 
and duties t o  t h e  racing stewards. By virtue of this author i ty ,  t h e  
coir.mission has  given t h e  s tewards  t h e  power t o  irnpose fines and suspend 
licenses. T h x e f o r e ,  i t  can be  said th3 t  t h e  ste:vards a r e  2cting on behalf of 
the  so~n;nission. To t h e  c x t ~ n t  then t h a t  the  stewards :nse t  t o  propose or  
t a k e  ! c g d  act ion they a r e  subject  to t h e  req~l i rement  t?a t  t h e  mee t ing  b e  
open t o  t h e  public. 

The a t to rney  general  has  s t a t e d  t h a t  "/a711 -- discussions, 
d.ct!iberatlor,s, considerztions or cons:iltations . . . r e a x d i n g  rnat tzrs  which 

? 
:nay f x c s e e a b l y  i-e:luire fin21 act ion a r  a final tlx!sion of the  go:.erzing 
5cdy c3nl;titute legal ~ c t i o n . "  75 Qp. ..ittty Gen. 75-5 (1975). There  is no 
?recis= test  2s i o  s h e n  this cr i ter ion ii3s been inet a i ~ d  c?ch c s e  incsi be 
2rcidi.d i t s  own m:rits. Fov,:es.i-r, (:onsidering t h e  pr~r?ose of t h e  o2en 
~ n x i i n : ,  .ict, in each c:.ir,r3 211 (!3uF;ts 5 h o d d  5? r2solved in f;;vor of opi.?ing a 
,nz~tt:;?g ;o the pi:blic. !n ;i<iiii tion, c:r.:n;niscion ri.iles rt.c;;lire :he s ~ e * . i a r d s  t o  
tak? some sort  o i  az tion rel:lti:>g to a rliies violc?tion. For thcsc  reasons, t 5 e  
hc?x ing  r:,.jilired by the cor-n;nis:ion a p p ~ a r s  t o  be : ; u 5 j ~ t  t o  th? public 
r u t i c e  r-crpirernent of i1.K.S. section 38-931.92. 33s;-d an this conclusion, 
A.C.R.R. Rft-27-2C9 (;, 15 j-f) vio1;l::;:s t>,i? o p n  ~ n e e t i n g  r c q , ~ i r e ~ n e n t  under 
i'i:i~3i1~3 ;L!~v. 

A ';!iffer~?nt \ e t  of circurnstznces exists for sc?ssic!is by ,:<hI& 
cantes ted races  a r e  c!ccidod. Ti:z;e ssssicns are held ii,i;-ncdi;it,-ly c f t e r  :he 
raqning of t h e  r a c e  .md s r e  ~ o l i ' l y  io; tfie purpose of ci::c:i'!in~ t ! ; ~  ?i-ii~ne: of 
the race.  T i ~ l ~ s ,  i h ~  st?.,vards a re  not !;king "legal ac:loilU . ! ~ d  :be s s s i o n s  
.:re s:~e[i.~[>t iro:n tirr? ..)i:1:n rnts::ti:lg reqi!i:-2,rrcnt. .;.L.:,~?r, .in) ~2;?21 ty  
i,i-lpc;:;.-d for  a v;ol.-i?;io of the r~il;.s id~~r ing  t h e  :~:;:i:ins oi tl,c race  :;'o:ild 5e 
ir:bjt'ct t o  2 h2.:trin.r ;iild, i:isc~.l~,s::rl ,-ib:>vs, X ; ~ ' G I I ~ ~  ;~cii~jire !?ctice it2 t>ge 

'? 
p;:i!i,:. In sd.ri:ian, lt ;]ig;;!il be ;>oi;i:,?d out  th.lt ;;cqi;ons 1;tld irniri=.i?i:zly 

1 f [ r ~ r  ,l c. jt:e r.~:>11lrJ ;.las-,i'3ly (~i;)', ,,,ly , ' \  : \ - i ~ h  t1.e b t ~ t ~ r  r-:)tice rf?:j..i!:;? . , r ? ; l t  

c3f :I.. i?..?. , y : [ i o i~  35 -!.:3 1.32. 



2. A search of the s tatutes  snd the co : r ; i - r~ i~s io~  :-tllcs rcvesled i)o 
requirc!ncnt as to  what docur-nentation Is needed of th:;.se sct~sions nrhic-h 
decide contestcd races. Ilowever, sir-ice a pcrson rr:;iy rc-c;:l?st corr:mission 
review of any decision of track steu.ar.'s, so!-ne type o f  record z?iould be  
inaintaiiied by the stev>rards. Requiring the t),l_,cs of t l ~ ! : ~  ncr itation 
mei~tio:~c:d in you: le t ter  does not appear to  be ovcr!y hz:-sh cr !ju:den~o:ne. 
You may  :i.ish to  recommend tha t  the legislat~ire ac t  to  ~ i z r i f y  this inaiter. 

CONCLUSION A S D  RECOI;IR4END/I'TlON: 

1. H e r i n g s  for possible vioIaiions of the stnttltes or rc!es reIaiing t o  
horse and dog racing a re  subject t o  the przvisions oi  t he  o;wn irici-ting I;i\;. 
However, sessions during which contcsiee races a r c  62cided ai-e not subject 
to  this law. 

2. There is no statutory guideiine a s  to  what docri!nc.ntatio? rncst be 
maintained of those sessions which decid3 contested rzc-es. Yoc  rroay wish t o  
recammeild tha t  the  legislature ac t  t o  require sp,?cif:c types of 
documentation. 

cc: Gerald A. Silva 
Perf 01-rcance Audit Ivlanager 
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APPENDIX V I I  
ARIZONA LEGISLATIVE COUNCIL 

M E M O  

TO: Douglas I?. Norton, Auditor General  

FROM: Arizona Legislat ive Council 

RE: Request  f o r  Research and S ta tu to ry  Interpreta t ion (0-80-65) 

This is in response t o  a request  submit ted on your behalf by Gerald A. 
Silva in a memo d a t e d  December 4, 1980. No input was received f rom t h e  
attorney general  concerning this request. 

FACT SITUATION: 

Until mid-1978, t h e  monies received f rom fines imposed by t h e  racing 
stewards were  deposited by t h e  Arizona racing commission (commission) i n  
"race track benevolent funds" wi th  t h e  managemefits of t h e  various tracks.  
Loans, approved by t h e  stewards, were  made  t o  licensees f rom these  "race  
t r x k  benevolent funds". The loans were  t o  be made t o  t h e  needy. 
Subsequent t o  mid-1 978, monies received f r o m  fines have been deposited t o  
t h e  general fund. 

QUESTION: 

Did the  commission have t h e  author i ty  to: 

1. Deposit t h e  monies in these  "benevolent funds", and 

2. Grant  loans t o  l icensees f rom these  funds? 

ANSWERS: 

I. No. A sea rch  of t h e  Arizona Revised S t a t u t e s  (A.R.S.) re la t ing t o  
horse and dog racing t h a t  were added or amended prior t o  1978 revealed no 
explicit author i ty  f o r  the  commission t o  establish any "race t r ack  
benevolent fund". 

However, in  56 Op. Att'y. Gen. 56-113 (1956), t h e  a t torney general  
assumed t h a t  ce r ta in  funds derived f rom nomination and s tar t ing fees f rom 
individual horse owners could be  established under t h e  general sup,-rvisory 
power granted t o  t h e  racing commission under A.R.S. section 5-104, 
subsection A. A copy of this opinion is enclosed. 

Nevertheless, assurning t h e  rat ionale of t h e  1956 a t torney general  
opinion is st i l l  c o r r e c t ,  t h e  1956 opinion can  be  distinguished from t h e  f a c t s  
of t h e  present case.  



In t h e  f i rs t  place, t h e  funds c r e a t e d  in 1956 were  used t o  establish a 
purse t h a t  was divided by t h e  winners of a n  "Arizona Breeder's Futurity" and  
"Arizona Derby" race.  As noted in t h e  opinion, establishment of "futurity" 
races  was custornary throughout t h e  country.  In this case,  t h e  f a c t s  indicate  
t h a t  monies in the  fund were used a s  loans t o  licensees rather than a s  
payment t o  a winner of a horse race.  

Secondly, t h e  1956 funds were  derived f rom nomination and s ta r t ing  
f e e s  of individual horse owners. The  f a c t s  in this case  s t a t e  t h a t  t h e  
benevolent funds were  derived f rom monies received f rom fines. 

Therefore,  t he  use of A.R.S. section 5-109, scibsection Pi a s  implicit  
author i ty  for t h e  commission t o  establish benevolent funds from fines 
imposed by racing s tewards  is  suspect .  

2. No. Similarly, a search of t h e  horse and dog racing s ta tu tes  added 
or  amended prior t o  1978 disclosed no power of t h e  commission t o  g r a n t  
loans t o  licensees f rom r a c e  t r a c k  benevolent funds. 

Additionally, Ar t i c le  IX, sect ion 7 of t h e  Arizona Consti tution would 
prohibit t h e  granting of a loan t o  a licensee. Tha t  section s t a t e s  t h a t  public 
monies may not b e  used t o  give gi f ts  or loans t o  a n  individual? association or 
corporation. Grant ing monfes t o  a l icensee  for  loans t o  t h e  needy, al though 
a worthy cause, is not enough t o  justify giving public monies t o  a n  
individual, association or corporation. Udall v. S t a t e  Loan Board 35 Ariz. 1, 
273 P. 721 (1929) 

CONCLUSION: 

Arizona Revised S t a t u t e s  re la t ing t o  horse and dog racing t h a t  were  
added or amended prior t o  1978 contained no authority f o r  t h e  racing 
commission t o  deposit monies in to  !'race t r ack  benevolent funds" or t o  g ran t  
loans to  licensees f r o m  these  funds. 

Encl. 

cc: Gerald A. Silva 
Performance Audit  Manager 
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of t he  legislative appropriation.  T h e  last  sentence, providing fo r  t t le 
appor t ionn~en t  of addit ional costs on a per pupil basis requi r ing  them t o  be  
a charge  t ry tr i l~s i  i l ~ c  r l is tr ir . fs  inrolrr'tl clear.ly contemplates a hnmebountl school 
oil a county-wide basis. IVhere there  a r e  stiditionol costs, each school dis- 
tr ict  sentling children to  the  homebound school must  pay a s h a r e  of those 
addi t ional  costs on  t h e  basis of t h e  numbcr  of pupils f rom tlie d is t r ic t  
enrolled in  t h e  homebound scl~ool.  

Opinion No. 56-113 J u n e  13, 1956 
REQUESTED BY : Arizona Racing Commission 
OPINION BY : Robei-t Morrison, The Attorney General 

' 
Robert E. Kersting, Special Assistant Attorney 
General 

QUESTION : May the Arizona Racing Commission t ransfer  
funds  now held a s  t h e  "Futuri ty and Derby 
Fund" to the  Turf Paradise, Inc., Race Track?  

CONCLUSION : NO. 
T h e  Arizona Racing Commission created by regulato1.y order  o n  Augul;  

24. 1951, t h e  "Arizona Breeders' Futur i ty"  and  t h e  "Arizona Derby". By 
v i r tue  of said order,  two ' funds  were  established f o r  each of said races r e su l t i np  
f rom nominat ion  fees a n d  s t a r t i ng  fees deposited wi th  t h e  Rac ing  Com- 
mission b y  individual horse owners over respective periods of two a n d  th ree  
years. These  fees have  customarily been made payable t o  t h  secre tary  of 
t he  Racing Coinmission a n d  deposited in  a private bank account  designated 
a s  t he  "Fu tu r i t y  and  Derby Fund." A t  t h e  t ime of t h e  annua l  r u n n i n g  of t h e  
par t icular  races,  said f u n d s  a r e  used to  establish a purse  t o  b e  divided by t h e  
winners  of t h e  subject  race. 

T h e  Arizona s ta tu tes  governing rac ing a r c  s i i z ~ t  relative t o  au tho r i ty  
for  t h e  crea t ion  o r  disposition of a n y  such funds.  I lowever,  fu tu r i t y  races 
of t h i s  n a t u r e  a r e  cus tomary throughout  t he  United S ta t e s  and  i t  might.  
accordingly be assumed t h a t  t h e  general  supervisory powers granted  t o  t h e  
Racing Commission would include the  establishment of such races a n d  t h e  
creation of t h e  subject  funds.  (A. R. S. 9 5-104(A)).  

I t  n o u l d  seem t h a t  t h e  following Arizona s ta tu tes  should be considered 
in formula t ing  a n  answer  to  the  proposed question: A. R. S. P 5-113, 35-142, 
35-148, 35-149 a n d  35-302. 

I t  seems clear t h a t  t h e  subjcct funds  h a r e  been acquired by an agen t  
of t h e  s t a t e  ac t ing  i n  h i s  official capacity, and  it is  accordingly t h e  opinion 
cf t h i s  depar tment  t h a t  sa id  funds  m a y  not be t ransfer red  to  a pr iva te  in- 
dividual bu t  t h a t  t hey  mus t  be deposited with t he  s t a t e  t r ea su re r  as 
"private funds" and disbursed in accordance c-it11 t h e  foregoing statutes.  

Opinion No. 56-114 J u n e  14, 1956 
REQUESTED BY: Arizona Highway Patrol  
OPINION BY: Robert Morrison, The  Attorney General 

Ronald M. Eond, Assistant Attorney General 
QLIESTION : W h a t  constitutes a violatioll of t h e  la\$-s of Ari- 

zona with regard to  noisy mufflers on motor 
vehicles ? 

CONCLUSION: Mufflers must  be attached to all motor vehicles 
and kept in constant good working order  to pre- 
~ e n t  excessive o r  unurual noise. 

T h e  a n s n e r  to  t he  abrtve questton 1s found In A R S. 5 S 955 -4, a n d  
211 ~ n t e l p r e t a t ~ o n  of t h a t  s ta tu te  

A ver)  recent case f i om thn  S t a t e  of T m a 5  and tlie onl\  case  w e  have  
found interpreting t h e  a b o l e  s ta tu te  1s Ex /Jtlitc 11.1111(1)rt F o r t s t  T ~ o f t o : ~ ,  
:71 STY. 2d 814,  uliich discusses the  rneanlng of t h e  t e r m  "e\cessi\-e and  


