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IN THE UNITED STATES BANKRUPTCY COURT 
FOR THE DISTRICT OF DELAWARE 
 
In re MAGNA ENTERTAINMENT CORP., et 
al., 
 
 Debtors. 
       

) 
) 
) 
) 
) 

Chapter 11 
 
Case No. 09-10720 (MFW) 
 
(Jointly Administered) 

 
ALAMEDA COUNTY AGRICULTURAL 
FAIR ASSOCIATION, BAY MEADOWS 
RACING ASSOCIATION, EAST VALLEY 
TOURIST DEVELOPMENT AUTHORITY, 
CALIFORNIA AUTHORITY OF RACING 
FAIRS, CALIFORNIA EXPOSITION AND 
STATE FAIR ASSOCIATION, CALIFORNIA 
MARKETING COMMITTEE, CALIFORNIA 
THOROUGHBRED BUSINESS LEAGUE, 
CALIFORNIA THOROUGHBRED 
TRAINERS BACKSTRETCH EMPLOYEES 
CASH BALANCE PENSION PLAN, 
CALIFORNIA RACE TRACK PENSION 
PLAN, DEL MAR THOROUGHBRED CLUB, 
9th DISTRICT AGRICULTURAL 
ASSOCIATION, 21st DISTRICT 
AGRICULTURAL ASSOCIATION, 
HOLLYWOOD PARK RACING 
ASSOCIATION, 15th DISTRICT 
AGRICULTURAL ASSOCIATION, 50th 
DISTRICT AGRICULTURAL 
ASSOCIATION,  LOS ALAMITOS RACE 
COURSE,  LOS ANGELES COUNTY FAIR 
ASSOCIATION, 7th DISTRICT 
AGRICULTURAL ASSOCIATION, 
RIVERSIDE COUNTY FAIR AND 
NATIONAL DATE FESTIVAL, NATIONAL 
ORANGE SHOW CITRUS FRUIT 
FESTIVAL, NORTHERN CALIFORNIA OFF 
TRACK WAGERING, INC., OAK TREE 
RACING ASSOCIATION, 46th DISTRICT 
AGRICULTURAL ASSOCIATION, 2nd 
DISTRICT AGRICULTURAL 
ASSOCIATION, SAN MATEO COUNTY 
FAIR, 19th DISTRICT AGRICULTURAL 
ASSOCIATION, 37th DISTRICT 
AGRICULTURAL ASSOCIATION, 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
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SONOMA COUNTY FAIR,  27th DISTRICT 
AGRICULTURAL ASSOCIATION, 24th 
DISTRICT AGRICULTURAL 
ASSOCIATION, SOLANO COUNTY FAIR 
ASSOCIATION, SOUTHERN CALIFORNIA 
OFF TRACK WAGERING, INC., 38th 
DISTRICT AGRICULTURAL 
ASSOCIATION, 31st DISTRICT 
AGRICULTURAL ASSOCIATION, 28th 
DISTRICT AGRICULTURAL 
ASSOCIATION, 22nd DISTRICT 
AGRICULTURAL ASSOCIATION, and 
VIEJAS ENTERPRISES, 

             Plaintiffs, 

v. 

MAGNA ENTERTAINMENT CORP., 
PACIFIC RACING ASSOCIATION, INC., 
MEC LAND HOLDINGS (CALIFORNIA), 
INC., LOS ANGELES TURF CLUB, INC., and 
THE SANTA ANITA COMPANIES, INC., 
 
 Defendants.  
      
 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
 
 

COMPLAINT FOR DECLARATORY AND OTHER RELIEF 
 

COMES NOW Plaintiffs Alameda County Agricultural Fair Association, Bay Meadows 

Racing Association, East Valley Tourist Development Authority, California Authority Of Racing 

Fairs, California Exposition and State Fair Association, California Marketing Committee, 

California Thoroughbred Business League, California Thoroughbred Trainers Backstretch 

Employees Cash Balance Pension Plan, California Race Track Pension Plan, Del Mar 

Thoroughbred Club, 9th District Agricultural Association, 21st District Agricultural Association, 

Hollywood Park Racing Association, 15th District Agricultural Association, 50th District 

Agricultural Association,  Horsemen’s Quarter Horse Racing Association,  Los Angeles County 
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Fair Association, 7th District Agricultural Association, Riverside County Fair and National Date 

Festival, National Orange Show Citrus Fruit Festival, Northern California Off Track Wagering, 

Inc., Oak Tree Racing Association, 46th District Agricultural Association, 2nd District 

Agricultural Association, San Mateo County Fair, 19th District Agricultural Association, 37th 

District Agricultural Association, Sonoma County Fair,  27th District Agricultural Association, 

24th District Agricultural Association, Solano County Fair Association, Southern California Off 

Track Wagering, Inc. (“SCOTWINC”), 38th District Agricultural Association, 31st District 

Agricultural Association, 28th District Agricultural Association, 22nd District Agricultural 

Association, and Viejas Enterprises (collectively, the “Plaintiffs”) and for their claims for relief 

state: 

Preliminary Statement 

1. This is an adversary proceeding commenced pursuant to Rules 7001 et seq. of the 

Federal Rules of Bankruptcy Procedure. 

2. This adversary proceeding concerns the Defendants’ receipt and/or retention of 

certain statutory distributions from parimutuel wagers that belong to Plaintiffs under California 

law.  Defendants filed a Motion for Authorization Pursuant to Section 105(a) of the Bankruptcy 

Code to Distribute Certain Statutory Disbursements (“Debtors’ Motion”), in which they admitted 

that virtually all of the statutory distributions are and were being held in segregated accounts for 

the benefit of the Plaintiffs.  Plaintiffs have filed proofs of claim in this bankruptcy case, 

asserting, among other things, the amounts of statutory distributions belonging to each that 

should be disbursed to them, respectively. 

3. Plaintiffs seek, among other things:  (i) a declaratory judgment that at all times 

since wagers were made, pursuant to the Horse Racing Law and the Interstate Horseracing Act 
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(“IHA”), as defined below, Defendants have held the required statutory distributions in statutory 

and/or constructive trust for Plaintiffs, that Plaintiffs each have the sole legal and equitable 

interest in their respective distributions, that Defendants do not have a legal or equitable interest 

in the statutory distributions, and that such distributions are not property of the estate; (ii) in the 

alternative, a declaratory judgment that Defendants wrongfully obtained the statutory 

distributions as a result of Defendants’ fraudulent or negligent misrepresentations, and therefore 

the Defendants have held the distributions in constructive trust for Plaintiffs, that Plaintiffs each 

have the sole legal and equitable interest in their respective statutory distributions, that 

Defendants do not have an legal or equitable interest in the distributions, and that such 

distributions are not property of the estate; and (iii) injunctive relief requiring Defendants, as 

trustees with respect to the statutory distributions, to immediately distribute to the Plaintiffs the 

amount of the statutory distributions, which may or may not have been held in segregated 

accounts for the benefit of the Plaintiffs on the Petition Date, and any other assets held by 

Defendants on the Petition Date that had a nexus with such statutory distributions.  

4. With respect to any portion of the statutory distributions that did not have a nexus 

with the assets held by Defendants on the Petition Date (such portion of the statutory 

distributions referred to as the “Statutory Distributions Balance”), Plaintiffs seek, among other 

things, a declaratory judgment that Defendants are liable to Plaintiffs for conversion of the 

Statutory Distributions Balance, that Plaintiffs are entitled to an award of damages for the 

amount of the Statutory Distributions Balance, and that, therefore, each Plaintiff is entitled to an 

allowed claim in the amount of its respective Statutory Distributions Balance. 

5. In addition, Plaintiff SCOTWINC seeks, among other things, (i) a declaratory 

judgment (a) that the amount by which Defendant Los Angeles Turf Club, Inc.’s (“LATC’s”) 
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Simulcast Expenses exceed its Simulcast Revenues in its Simulcast Account (the “Simulcast 

Account Deficit”) under that certain limited partnership agreement among SCOTWINC, LATC, 

and others, dated March 16, 1988 (“Partnership Agreement”) was and is a lawful debt owed by 

LATC to SCOTWINC, and (b) that SCOTWINC has a valid right to setoff the Simulcast 

Account Deficit against the amounts owed by SCOTWINC to Defendant LATC; (ii) a 

modification of the automatic stay, pursuant to 11 U.S.C. §§ 362(d)(1) and 553(a), to permit 

SCOTWINC to setoff the Simulcast Account Deficit against the amounts owed by SCOTWINC 

to Defendant LATC; and (iii) in the alternative, a modification of the automatic stay, pursuant to 

11 U.S.C. §§ 362(d)(2) and 553(a), to permit SCOTWINC to setoff the Simulcast Account 

Deficit against the amounts owed by SCOTWINC to Defendant LATC. 

Jurisdiction and Venue 

6. The Court has jurisdiction over this proceeding pursuant to 28 U.S.C. § 1334(b). 

7. Venue in this district is proper pursuant to 28 U.S.C. §§ 1408 and 1409(a). 

8. This matter is a core proceeding pursuant to 28 U.S.C. § 157(b)(2). 

The Defendants 

9. Upon information and belief, Defendants LATC, Magna Entertainment Corp. 

(“MEC”), Pacific Racing Association, Inc. (“PRA”), MEC Land Holdings (California) Inc. 

(“MLH”), and The Santa Anita Companies, Inc. (“SAC”) (collectively, “MEC” or 

“Defendants”), are the owners and/or operators of two California racetracks and racing 

associations.  

10. Upon information and belief, Defendant MEC is a Delaware corporation with its 

principal offices located at 1209 Orange St., Wilmington, DE 19801. 
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11. Upon information and belief, Defendant PRA is a California corporation with its 

principal offices located at 1100 East Shore Highway, Albany, CA 94706. 

12. Upon information and belief, Defendant MLH is a California corporation with its 

principal offices located at 1100 East Shore Highway, Albany, CA 94706. 

13. Upon information and belief, Defendant LATC is a California corporation with its 

principal offices located at 285 West Huntington Drive, Arcadia, CA 91007. 

14. Upon information and belief, Defendant SAC is a Delaware corporation with its 

principal offices located at 285 West Huntington Drive, Arcadia, CA 91007. 

15. On March 5, 2009 (the “Petition Date”), the above-captioned Defendants 

commenced these bankruptcy proceedings under Chapter 11, of Title 11, of the United State 

Code, 11 U.S.C. §§ 101, et seq. (the “Bankruptcy Code”).   

16. Defendants continue to operate their businesses and manage their property as a 

debtor-in-possession, pursuant to sections 1107(a) and 1108 of the Bankruptcy Code. 

17. Upon information and belief, Defendants PRA and MLH own and operate the 

racetrack known as “Golden Gate Fields.”   

18. Upon information and belief, Defendants SAC and LATC own and operate the 

racetrack known as “Santa Anita.”  

19. Prior to the Petition Date, Defendants conducted race meets at these two 

racetracks.   

20. The pre-petition race meets were conducted by LATC and PRA while both were 

licensed by the California Horse Racing Board (“CHRB”).   

21. Pursuant to those licenses, Defendants were permitted to conduct parimutuel 

wagering on races run at and/or offered during the Santa Anita and Golden Gate Fields meets, in 
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a manner consistent with California statutory and regulatory law including, but not limited to, 

those sections of law set forth below.  

The Plaintiffs 

22. The Plaintiffs include other California-licensed racing associations, authorized 

off-track wagering facilities owned by those associations, the State, counties, District 

Agricultural Associations, or sovereign Native American tribal governmental/business entities, 

and such other industry programs and entities specified by the Horse Racing Law as the 

recipients of mandatory distributions from the amount retained from parimutuel wagering handle 

returned to the wagering public (generally, the “Statutory Distributions”).   

23. Plaintiff Alameda County Agricultural Fair Association (“Pleasanton”), which 

operates the Alameda County Fair off-track/satellite wagering facility, is and at all material times 

was, a 501(c)(3) private, non-profit California corporation with its principal office located in 

Pleasanton, California.   

24. Plaintiff Bay Meadows Racing Association (“BMRA”), which operated the Bay 

Meadows race meet, is and at all material times was a Delaware corporation with its principal 

office located in San Mateo, California.   

25. Plaintiff East Valley Tourist Development Authority (“Cabazon”), doing 

business as Fantasy Springs Resort Casino, is and at all material times was an instrumentality of 

the Cabazon Band of Mission Indians with its principal office located on the Cabazon Indian 

Reservation near Cabazon, California, and the operator or its off-track/satellite wagering facility.   

26. Plaintiff California Exposition and State Fair Association (“Cal Expo”), which 

operates the California State Fair off-track/satellite wagering facility, is and at all material times 
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was a governmental agency of the State of California with its principal office located in 

Sacramento, California.   

27. Plaintiff California Marketing Committee (“CMC”), is and at all material times 

was a 501(c)(3) private, non-profit California corporation with its principal office located in 

Pasadena, California. 

28. Plaintiff California Thoroughbred Business League (“CTBL”), is and at all 

material times was a 501(c)(6) private, non-profit California  mutual benefit corporation with its 

principal office located in Arcadia, California.   

29. Plaintiff California Thoroughbred Trainers Backstretch Employees Cash Balance 

Pension Plan (“Backstretch Pension”) is and at all material times was a statutorily-mandated 

pension program administered by the California Thoroughbred Trainers, itself a 501(c)(3) 

private, non-profit California corporation with its principal office located in Arcadia, California.     

30. Plaintiff Del Mar Thoroughbred Club (“DMTC”), which operates the Del Mar 

race meet, is and at all material times was a private California corporation with its principal 

office located in Del Mar, California.   

31. Plaintiff 9th District Agricultural Association (“Eureka”), which operates the 

Redwood Acres Fair and Rodeo off-track/satellite wagering facility, is and at all material times 

was, a governmental entity of the State of California with its principal office located in Eureka, 

California.   

32. Plaintiff 21st District Agricultural Association (“Fresno”), which operates the Big 

Fresno Fair and Fresno Fair - Club One off-track/satellite wagering facilities, is and at all 

material times was, a governmental entity of the State of California with its principal office 

located in Fresno, California.   
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33. Plaintiff Hollywood Park Racing Association, LLC (“HPRA”), which operates 

the Hollywood Park race meet and off-track/satellite wagering facility, is and at all material 

times was a private limited liability corporation with its principal office located in Inglewood, 

California.   

34. Plaintiff 15th District Agricultural Association (“Kern”), which operates the Kern 

County Fair off-track/satellite wagering facility, is and at all material times was a governmental 

entity of the State of California with its principal office located in Bakersfield, California.   

35. Plaintiff 50th District Agricultural Association (“Lancaster”), which operates the 

Antelope Valley Fair and Alfalfa Festival off-track/satellite wagering facility, is and at all 

material times was a governmental entity of the State of California with its principal office 

located in Lancaster, California.   

36. Plaintiff Los Alamitos Race Course (“Los Al”), which operates the Los Alamitos 

Race Course off-track/satellite wagering facility, is and at all material times was a general 

partnership with its principal office located in Cypress, California.   

37. Plaintiff Los Angeles County Fair Association (“Fairplex”), which operates the 

Los Angeles County Fair off-track/satellite wagering facility, is and at all material times was, a 

501(c)(5) private, non-profit California corporation with its principal office located in Pomona, 

California. 

38. Plaintiff 7th District Agricultural Association (“Monterey”), which operates the 

Monterey County Fair off-track/satellite wagering facility, is and at all material times was a 

governmental entity of the State of California with its principal office located in Monterey, 

California.   
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39. Plaintiff Riverside County Fair and National Date Festival (“Shalimar”), which 

operates the City of Indio off-track/satellite wagering facility, is and at all material times was, a 

501(c)(5) private, non-profit California corporation with its principal office located in Indio, 

California.   

40. Plaintiff National Orange Show Citrus Fruit Festival (“San Bernardino”) is and 

at all material times was, a 501(c)(5) private, non-profit California corporation with its principal 

office located in San Bernardino, California, and is the operator of its own off-track/satellite 

wagering facility.  

41. Plaintiff Northern California Off Track Wagering, Inc. (“NCOTWINC”) is and at 

all material times was a California C corporation with its principal office located in Dublin, 

California, which was formed pursuant to California Business & Professions Code, section 

19608.2, for the sole purpose of enabling California racing associations to conduct off-track 

parimutuel wagering.   

42. Plaintiff 46th District Agricultural Association (“Hemet”), which operates as the 

Southern California Fair off-track/satellite wagering facility, is and at all material times was a 

governmental entity of the State of California with its principal office located in Perris, 

California.   

43. Plaintiff Oak Tree Racing Association (“OTRA”), which operates the Oak Tree 

race meet, is and at all material times was a private not-for-profit, non-dividend paying 

California corporation with its principal office located in Arcadia, California.   

44. Plaintiff 2nd District Agricultural Association (“Stockton”), which operates as the 

San Joaquin County Fair off-track/satellite wagering facility, is and at all material times was a 
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governmental entity of the State of California with its principal office located in Stockton, 

California.   

45. Plaintiff San Mateo County Fair (“San Mateo”), is and at all material times was, 

a 501(c)(5) private, non-profit California corporation with its principal office located in San 

Mateo, California, and is the operator of its own off-track/satellite wagering facility.  

46. Plaintiff 19th District Agricultural Association (“Santa Barbara”), which 

operates the Santa Barbara Fair and Expo off-track/satellite wagering facility, is and at all 

material times was a governmental entity of the State of California with its principal office 

located in Santa Barbara, California.   

47. Plaintiff Santa Clara County Fairgrounds Management Corp. (“Santa Clara”), is 

and at all material times was, a 501(c)(3) private, non-profit California association with its 

principal office located in Santa Clara, California, and is the operator of its off-track/satellite 

wagering facility.   

48. Plaintiff 37th District Agricultural Association (“Santa Maria”), which operates 

the Santa Maria Fair Park off-track/satellite wagering facility, is and at all material times was a 

governmental entity of the State of California with its principal office located in Santa Maria, 

California.   

49. Plaintiff Sonoma County Fair (“Santa Rosa”), is and at all material times was, a 

501(c)(3) private, non-profit California association with its principal office located in Santa 

Rosa, California, and is the operator of its off-track/satellite wagering facility.   

50. Plaintiff 27th District Agricultural Association (“Shasta”), which operates the 

Shasta District Fair off-track/satellite wagering facility, is and at all material times was a 
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governmental entity of the State of California with its principal office located in Anderson, 

California.   

51. Plaintiff 24th District Agricultural Association (“Tulare”), which operates the 

Tulare County Fair off-track/satellite wagering facility, is and at all material times was a 

governmental entity of the State of California with its principal office located in Tulare, 

California.   

52. Plaintiff Solano County Fair Association (“Vallejo”), which operates the Solano 

County Fair, is and at all material times was a 501(c)(5) private, non-profit California 

corporation with its principal office located in Vallejo, California, and is the operator of its own 

off-track/satellite wagering facility.   

53. Plaintiff SCOTWINC is and at all material times was a 501(c)(6) private, non-

profit mutual benefit California corporation with its principal office located in Cypress, 

California, which was formed pursuant to California Business & Professions Code, section 

19608.2, for the sole purpose of enabling California racing associations to conduct off-track 

parimutuel wagering.   

54. Plaintiff 38th District Agricultural Association (“Stanislaus”), which operates the 

Stanislaus County Fair off-track/satellite wagering facility, is and at all material times was a 

governmental entity of the State of California with its principal office located in Turlock, 

California.   

55. Plaintiff 31st District Agricultural Association (“Ventura”), which operates the 

Ventura County Fair off-track/satellite wagering facility, is and at all material times was a 

governmental entity of the State of California with its principal office located in Ventura, 

California.   
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56. Plaintiff 28th District Agricultural Association (“Victorville”), which operates the 

San Bernardino County Fair off-track/satellite wagering facility, is and at all material times was 

a governmental entity of the State of California with its principal office located in Victorville, 

California.   

57. Plaintiff 22nd District Agricultural Association (“Surfside”), which operates the 

Surfside Race Place off-track/satellite wagering facility, is and at all material times was a 

governmental entity of the State of California with its principal office located in Del Mar, 

California.   

58. Plaintiff Viejas Enterprises (“Viejas”), which operates the Viejas Casino off-

track/satellite wagering facility, is and at all material times was a wholly owned business 

enterprise formed by the sovereign Viejas Band of Kumeyaay Indians, its principal office located 

on the Viejas Indian Reservation near Alpine, California.   

Overview of Applicable California and Federal Law  
Governing Horse Racing And Parimutuel Wagering 

59. In 1933, the California legislature enacted a law authorizing horse racing and 

parimutuel wagering in the State.  That law has since been codified as the “Horse Racing Law,” 

beginning with section 19400 of the California Business & Professions Code.  

60. The Horse Racing Law is a comprehensive legislative declaration of the rights 

and obligations of those licensed by the State to engage in privileged, regulated horse racing and 

parimutuel wagering activities in California.  Articulated within that body of law are extensive 

distribution arrangements specifying the recipients legally entitled to funds derived from these 

regulated activities. 

61. Accordingly, a California-licensed racing association only has a property interest 

in commission revenue, which may only be determined after the Statutory Distributions 
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mandated by the Horse Racing Law are made to and on behalf of other statutory designees, 

including, but not limited to, the Plaintiffs.  These Statutory Distributions become the property of 

the designees, at the time wagers are made, and are not, at any time, the property of the racing 

association, which acts only as a facilitator of authorized parimutuel wagers and a conduit, or 

pass-through, for distribution of the Statutory Distributions.  

62. On September 14, 2009, the California legislature enacted Assembly Bill 246, 

which added Section 19597.5 to the Horse Racing Law. The bill specifically decrees that it is not 

the intention of the legislature to create new law, but to clarify the existence of long-standing 

trust relationships imposed on licensed racing associations in the State when holding funds 

belonging to the bettors and specified statutory recipients. 

63. Specifically, section 1(a) of Assembly Bill 246 provides:  “The Legislature finds 

and declares that it has long been established in California that the racing association and its 

parimutuel operation is actually only holding the stakes. The funds wagered are not the property 

of the racing association. The racing association merely holds the funds wagered until the results 

of the race are known, then the association pays the winning wagers, and holds funds for others 

pursuant to the California Horse Racing Law. It has always been known that the funds due the 

various distributees are not the property of the racing association. The racing association is 

merely acting as a trustee until the funds are paid to those as provided for in statute.” 

64. As enacted, Section 19597.5 provides that “[a] person licensed under this chapter 

to conduct a horse racing meeting shall hold in trust the distributions required to be made 

pursuant to this chapter until the funds are paid to the various distributees. These required 

deductions, except for those that enure [sic] to the benefit of the racing association, are trust 

funds and shall not be used by the racing association for any purpose other than for payment to 
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those distributees as directed by this chapter.  These funds are not the property of the racing 

association, but are merely held in trust for the benefit of the statutory distributees until the funds 

are distributed to them in accordance with this chapter.  These funds shall be held in a separate 

depository account until they are actually distributed as provided for in this chapter.”  

65. For purposes of this action, the following sections of the Horse Racing Law 

regarding the Statutory Distributions are relevant: 

a. Section 19411 defines “parimutuel wagering” as “a form of wagering 

in which bettors either purchase tickets of various denominations, or 

issue wagering instructions leading to the placement of wagers, on the 

outcome of one or more horse races. The association distributes the 

total wagers comprising each pool, less the amounts retained for 

purposes specified in this chapter, to winning bettors based on the 

official race results.” 

b. Section 19411.1 defines the term “handle” to mean “the aggregate 

contributions to parimutuel pools.” 

c. Section 19604(f)(4) requires, among other things, that 2.0% of the first 

two hundred fifty million dollars ($250,000,000) of handle from all 

advance deposit wagers originating within California annually and 

1.5% of the next two hundred fifty million dollars ($250,000,000) of 

such handle be deducted and distributed to satellite wagering facilities 

as commissions; 

d. Section 19605.7 requires, among other things, that for Thoroughbred 

meetings operating in the northern zone, 2 percent of the amount 
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handled by the satellite wagering facility on conventional and exotic 

wagers shall be deducted and distributed to the satellite wagering 

facility as a commission, and that an additional 2.5 percent or the 

amount of actual operating expenses shall be deducted and, as 

determined by the board, whichever is less, distributed to an 

organization described in Section 19608.2; 

e. Section 19605.71 requires, among other things, that for Thoroughbred 

meetings operating in the central and southern zones, 2 percent of the 

amount handled by the satellite wagering facility on conventional and 

exotic wagers shall be deducted and distributed to the satellite 

wagering facility as a commission, and that an additional 2.5 percent 

or the amount of actual operating expenses shall be deducted and, as 

determined by the board, whichever is less, distributed to an 

organization described in Section 19608.2; 

f. Section 19605.73 requires, among other things, that 0.4% percent of 

the total amount handled by each California satellite wagering facility 

on Thoroughbred races be deducted and distributed to the statewide 

marketing organization; 

g. Section 19605.75 requires, among other things, that 0.5% of handle for 

parimutuel exotic wagers taken on Thoroughbred races be deducted 

and distributed to the organization charged with management and 

oversight of the industry’s effort to control and defray workers’ 

compensation insurance costs; and 



 

17 
C070898/0231591/1561071.8 

h. Section 19607 requires, among other things, that up to 1.25% of the 

total wagers placed in the southern and central zones shall be deducted 

from handle and distributed to a fund to provide reimbursement for 

off-site stabling and vanning of approved horses from the off-site 

stabling locations.  

i. Section 19613(b) requires, among other things, that 1.0% of purse 

revenue generated by handle for parimutuel wagers taken on 

Thoroughbred races be deducted and distributed to the Backstretch 

Pension.  Similarly, section 19604(f)(3)(A) mandates that one-half of 

an amount equal to 0.00165 multiplied by the amount handled on 

advance deposit wagers that originate in California be deducted and 

distributed to the Backstretch Pension.  

66. At the end of each racing day, an independent auditor – approved by the State of 

California – issues a report, by racing association, confirming the Statutory Distributions 

belonging to the statutory designees under the Horse Racing Law. (An example of such reports is 

attached hereto as EXHIBIT 1). 

67. The California legislature has also determined that jurisdiction and supervision 

over all horse race meetings in the State where wagering on their results is permitted, and over 

all persons or things having to do with the operation of such meetings, shall be vested in the 

California Horse Racing Board (“CHRB”).  (Section 19420 of the Horse Racing Law). 

68. In 1978, Congress enacted a federal law authorizing the creation of interstate 

parimutuel pools, which are generally referred to as “common pools.”  That law was codified as 

the Interstate Horse Racing Act (“IHA”), 15 U.S.C. § 3001, et seq.  It is the legal basis upon 
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which the CHRB authorizes California-licensed racing associations to facilitate wagering across 

state lines. 

69. In enacting the IHA, Congress left to the states the exclusive right and obligation 

to authorize, define, and regulate parimutuel wagering, and declared the overall policy objective 

of this federal law to be the regulation of “interstate commerce with respect to wagering on 

horseracing in order to further the horseracing and legal off-track betting industries in the United 

States.” 15 U.S.C. § 3001 (2009).   

70. Section 3002(13) of the IHA defines “parimutuel wagering” in similar fashion to 

the Horse Racing Law as “any system whereby wagers with respect to the outcome of a horse 

race are placed with, or in, a wagering pool conducted by a person licensed or otherwise 

permitted to do so under State law, and in which the participants are wagering with each other 

and not against the operator.” 

71. Similarly, the IHA confirms that “takeout” means that portion of the handle – 

total amount wagered – deducted from or not included in the parimutuel pool, and “which is 

distributed to persons other than those placing wagers.”   15 U.S.C. § 3002(20). 

An Overview of Parimutuel Wagering 

72. The following is illustrative of the manner in which parimutuel wagering on horse 

races is conducted at facilities located in California, pursuant to California law.  

73. SCOTWINC and NCOTWINC are the entities authorized by the Horse Racing 

Law, section 19608.2, to disseminate the video and audio signal of races to off-track or satellite 

facilities, including the other Plaintiffs, and to couple electronically wagers accepted at these 

facilities to the pari-mutuel pool at the race track running the race (the “Host Track”), including 

LATC and PRA.     
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74. SCOTWINC and NCOTWINC are responsible for distributing the racing and 

wagering signals to and operating the off-track wagering facilities, including all administrative 

costs incurred in connection therewith.  SCOTWINC and NCOTWINC accept and pay wagers 

with respect to races at the Host Track.  After a wager is accepted by a SCOTWINC or 

NCOTWINC employee at the off-track facility, the funds are electronically transferred to a Host 

Track’s bank account.  Such wagers are added to the parimutuel pool, and the Host Track is then 

responsible for deducting and making the statutorily mandated distributions as detailed below. 

75. Bettors place wagers that are accepted by Host Track and off-track facilities until 

the start of a race, with the money wagered held in a common account known as a parimutuel 

“pool.”  Each pool is comprised of all money wagered on a specific bet type, and is held by the 

Host Track, which in turn calculates the amount of total wagers placed in the pool and the 

percentage of such wagers placed on each individual horse or wagering combinations in order to 

calculate winning payoffs.  Accordingly, each bet type – e.g., a “Win” or “Exacta” wager – has 

its own parimutuel pool.  

76. From each pool, a Host Track is authorized to deduct the Statutory Distributions 

as required to compensate for or fund purses, breeders’ awards, industry programs, facility 

operations, administration, regulation, drug testing, totalizator services, city taxes, pensions, 

marketing, track commissions, and/or such other programs and expenses deemed necessary and 

appropriate by the California legislature.  The aggregate of the Statutory Distributions is more 

commonly referred to as “takeout.” 

77. After a race is run and a decision is declared official, final odds are then 

confirmed, and payoff amounts are calculated and posted for each pool based on the total volume 
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wagered – less the takeout – divided by the number of winning selections, and rounded down “to 

the nearest break point/breakage” as set by law.   

78. Immediately upon the calculation of the payoffs, a settlement is generated for 

each pool.  The settlement documents and reconciles the total amount of wagers accepted, the 

takeout, winning wagers, and breakage. 

79. The events described in the foregoing illustration are strictly dictated and 

regulated by the Horse Racing Law, along with rules and regulations prescribed by the CHRB.  

All California-licensed horse racing associations, including LATC and PRA, must agree to 

comply with these laws and CHRB rules and regulations in order to be licensed and authorized to 

accept parimutuel wagers. 

Pursuant to the Horse Racing Law, California Racing Associations Have No 
Equitable Interest in the Statutory Distributions To Be Made to Others 

 
80. Neither the Horse Racing Law nor the IHA creates a legal or equitable interest in 

the handle, takeout, or distributions to other persons in favor of a California-licensed racing 

association, including LATC and PRA. 

81. The Horse Racing Law provides that a California-licensed racing association 

simply acts as a facilitator of parimutuel wagering.  Although a racing association may be 

entitled to a commission for providing necessary services, in California that racing association 

does not obtain or have a legal or equitable interest in the pools, handle, and/or the Statutory 

Distributions, except to the extent of its commission as expressly provided by Articles 9, 9.2, and 

9.5 of the Horse Racing Law.   

82. California Business & Professions Code sections 19605.7 and 19604(a)(11) and 

(f)(4) mandate that Plaintiffs Pleasanton, BMRA, Cabazon, Cal Expo, DMTC, Eureka, Fresno, 

HPRA, Kern, Lancaster, Los Al, Fairplex, Monterey, Shalimar, San Bernardino, Hemet, OTRA, 
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Stockton, San Mateo, Santa Barbara, Santa Clara, Santa Maria, Santa Rosa, Shasta, Tulare, 

Vallejo, Stanislaus, Ventura, Victorville, Surfside and Viejas are to receive Statutory 

Distributions of the specified percentage of parimutuel wagering handle on Thoroughbred races 

hosted during the Santa Anita and Golden Gate Fields meets. 

83. California Business & Professions Code section 19605.73 mandates that Plaintiff 

CMC is to receive Statutory Distributions of 0.4% of the total amount handled by each California 

satellite wagering facility for parimutuel wagers taken on Thoroughbred races conducted at or 

during the Santa Anita and Golden Gate Fields meets. 

84. California Business & Professions Code section 19605.75 mandates that Plaintiff 

CTBL is to receive Statutory Distributions of 0.5% of handle for parimutuel exotic wagers taken 

on Thoroughbred races conducted at or during the Santa Anita and Golden Gate Fields meets. 

85. California Business & Professions Code sections 19607 and 19607.1 require, 

among other things, that up to 1.25% of the total wagers placed in the southern and central zones 

shall be deducted from handle and distributed to the Stabling and Vanning Fund, which is 

administered by SCOTWINC, to provide reimbursement for off-site stabling and vanning of 

approved horses from the off-site stabling locations.  

86. California Business & Professions Code section 19613(b) mandates that the 

Plaintiff Backstretch Pension is to receive Statutory Distributions of 1.0% of purse revenue 

generated by handle for parimutuel wagers taken on Thoroughbred races conducted at or during 

the Santa Anita and Golden Gate Fields meets.  Similarly, section 19604(f)(3)(A) mandates that 

the Backstretch Pension is to receive Statutory Distributions of one-half of an amount equal to 

0.00165 multiplied by the amount handled on advance deposit wagers that originate in California 
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during the Santa Anita and Golden Gate Fields meets as a supplement to those paid pursuant to 

section 19613, or any other provision of law. 

87. California Business & Professions Code section 19605.7(a) mandates that 

Plaintiff NCOTWINC is to receive Statutory Distributions of not more than 2.5% of handle for 

parimutuel exotic wagers taken on Thoroughbred races, including those conducted at or during 

the Santa Anita and Golden Gate Fields meets. 

88. California Business & Professions Code section 19605.71(a) mandates that 

Plaintiff SCOTWINC is to receive Statutory Distributions of not more than 2.5% of handle for 

parimutuel exotic wagers taken on Thoroughbred races, including those conducted at or during 

the Santa Anita and Golden Gate Fields meets. 

89. By virtue of the referenced sections of the Horse Racing Law, each of the 

Plaintiffs – as statutorily specified recipients – has legal and equitable rights to the Statutory 

Distributions, exclusive of all others.  The Horse Racing Law does not create an interest in these 

Statutory Distributions on behalf of the Defendants. 

Property and Trust Obligations Acknowledged by Defendants 
LATC and PRA in Their Applications for Operating Race Meets 

 
90. All of the events and transactions described herein occurred within the State of 

California.  

91. In October 2008, Defendants through their wholly owned subsidiary, LATC, 

submitted an application to the CHRB requesting the privilege of operating the 2008-2009 

Thoroughbred race meet at Santa Anita Park, beginning December 26, 2008 and running through 

April 19, 2009, for a total of 84 race days (the “LATC Application”).  The LATC Application 

was heard and considered by the CHRB at its November 18, 2008 public meeting, in Davis, CA. 

(A copy of the LATC Application is attached hereto as EXHIBIT 2.) 
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92. Also in October of 2008, Defendants through their wholly owned subsidiary, 

PRA, submitted an application to the CHRB requesting the privilege of operating the 2008-2009 

Thoroughbred race meet at Golden Gate Fields, beginning December 26, 2008 and running 

through June 28, 2009, for a total of 134 race days (the “PRA Application” and together with 

the LATC Application, the “Applications”).  The PRA Application was heard and considered by 

the CHRB at the same November 18, 2008 public meeting held in Davis, CA. (A copy of the 

PRA Application is attached hereto as EXHIBIT 3.) 

93. In each of the Applications, Defendants acknowledged that “[a]ll funds generated 

and retained from on-track parimutuel handle which are obligated by law for distribution in the 

form of purses, breeders’ awards or other benefits to horsemen, shall not be deemed as income to 

the association; shall not be transferred to a parent corporation outside the State of California; 

and shall, within 3 calendar days following receipt, be deposited in a segregated and separate 

liability account in a depository approved by the CHRB and shall be at the disposition of the 

Paymaster of Purses, who shall pay or distribute such funds to the persons entitled thereto.  All 

funds generated from off-track simulcast wagering, interstate wagering, and out-of-state 

wagering which are obligated by law for distribution in the form of purses and breeders’ awards, 

shall also be deposited within 3 calendar days following receipt, into such liability account.”  

94. In similar fashion, as a condition of being granted the privilege of conducting a 

race meet and parimutuel wagering activities in California, each of the Applications required the 

Defendants to “pay over to the simulcast organization within 3 calendar days following the 

closing of wagering for any day or night racing program, or upon receipt of the proceeds, such 

amounts that are retained from off-track simulcast wagering, interstate and out-of-state wagering, 

and which are obligated by statute for guest commissions, simulcast operator’s expenses and 
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promotions, equine research, local government in-lieu taxes, and stabling and vanning 

deductions.” 

95. This requirement is consistent with CHRB Rule 1470(a), which confirms that 

California-licensed racing associations must “maintain in an approved depository those amounts 

deducted from the parimutuel handle which are retained by the association for distribution for 

purposes specified in the law….”  The rule also confirms that “each association and its managing 

officers are jointly and separately responsible to assure the amounts retained from the pari-

mutuel handle are distributed under the law, rules or agreements.” 

96. Upon information and belief, prior to the approval of Defendants’ Applications 

and/or the start of the subject race meets, CHRB investigators were dispatched to verify with 

Defendants’ representatives certain representations contained in the Applications as well as 

compliance with relevant CHRB rules and regulations, including but not limited to CHRB Rule 

1470(a).  

97. Upon information and belief, Defendants reported their financial records to the 

CHRB and other interested parties on a consolidated basis, and therefore did not provide separate 

financials for the applicants LATC and PRA.  Nonetheless, Defendants’ officers and agents 

represented that the amounts deducted from the parimutuel handle which were to be retained by 

LATC and PRA for distribution for the purposes specified in the law were in fact held in 

separate depositories for the exclusive use and benefit of the intended recipients, including 

Plaintiffs.   

98. Based on the representations of Defendants’ authorized officers, employees, and 

agents and contained in Defendants’ Applications, Plaintiffs did not oppose Defendants’ 

Applications, nor did they request that the CHRB require Defendants to post a performance bond 
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or other form of suitable security as a condition of their licensure, despite public anxiety over the 

status of Defendants’ businesses as “ongoing concerns.”   

99. Upon information and belief, had Defendants provided separate financials for 

each of LATC and PRA, the reports would have placed interested parties, including Plaintiffs, on 

notice that despite specific requirements under the Horse Racing Law, CHRB rules and 

regulations, and Defendants’ own representations, Defendants evidently unlawfully failed to 

segregate the Statutory Distributions that legally and equitably belonged to Plaintiffs.  

100. Following approval of the Applications, beginning December 26, 2008 and at all 

times thereafter, as the then operating licensed Thoroughbred racing associations in the 

“northern” and “central” zones of California, Defendants received and retained the Statutory 

Distributions for the purpose of distribution to the statutory recipients in order to facilitate the 

disbursement of such monies, as specified by law.  

101. Under the parimutuel distribution arrangements established by the California 

legislature, including but not limited to Articles 9, 9.2, and 9.5 of the Horse Racing Law, LATC 

and PRA were entitled to retain – as their own commission revenue and property – only that 

portion of the takeout which remained after the payment of the Statutory Distributions.   

102. Nothing in Articles 9, 9.2, 9.5, nor any other article of the Horse Racing Law 

provides that a California licensed racing association owns either a legal or equitable interest in 

either that portion of handle due the holders of winning tickets or the Statutory Distributions to 

the specified recipients, including but not limited to the Plaintiffs herein.   

103. Upon information and belief, Defendants knew and understood that neither LATC 

or PRA, nor any other MEC entity, had either a legal or equitable interest in or claim to the 

Statutory Distributions.   
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104. Defendants’ authorized representatives and agents acknowledged and reiterated 

Defendants’ lack of a property interest in or claim to the Statutory Distributions at numerous 

industry and organizational meetings conducted over the five years prior to the Petition Date.  

Those representatives and agents included, but are not limited, to Mr. Frank DeMarco, V.P. of 

Regulatory Affairs and Assistant Secretary for LATC, Ms. Gina Lavo, V.P. Finance for LATC, 

and Mr. Aaron Vercruysse, Executive Director of Business Development for LATC. 

105. The information and belief upon which Plaintiffs assert such allegations and 

reliance are derived, in part, from Defendants’ representations and conduct occurring prior to the 

Petition Date. 

106. From the time the Defendants acquired PRA and LATC until shortly before the 

Petition Date, Defendants had in fact distributed the Statutory Distributions in accordance with 

the mandates of the Horse Racing Law and facilitated the prompt distribution of such 

distributions to the specified and lawful recipients, including but not limited to the Plaintiffs 

herein.  

107. As do all other California-licensed racing associations, until shortly before the 

Petition Date, LATC and PRA had simply served as facilitators with regard to the retention and 

payment of Statutory Distributions as required by the Horse Racing Law.   

108. At no time prior to the Petition Date did the Defendants make any express or 

implied claims or assertions to Plaintiffs or to the CHRB as to any entitlement to or inuring of 

legal or equitable rights to or interests in the Statutory Distributions.  

109. Until shortly before the Petition Date, Defendants retained as their own revenue 

from parimutuel wagering handle on Thoroughbred races conducted at or during such meets only 

that portion of takeout remaining after the Statutory Distributions were paid.  
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110. When not operating as an off-track, LATC and PRA accepted and received as 

their own revenue their Statutory Distributions from the handle from the Host Track, including 

certain of the Plaintiffs, as mandated by the Horse Racing Law.   

111. At all relevant times, Defendants’ authorized representatives also served as 

directors and/or officers of the two corporations specified by the Horse Racing Law to oversee 

and operate the authorized off-track parimutuel wagering facilities in the State, SCOTWINC and 

NCOTWINC, which receive Statutory Distributions to cover the cost of administering and 

operating such facilities and programs. 

112. SCOTWINC and NCOTWINC are critical and vital to the continued operation of 

Defendants’ California racing associations. 

113. While serving as directors of SCOTWINC and NCOTWINC, Defendants’ 

representatives repeatedly approved corporate actions regarding:  the administration and 

operation of such facilities; the retention and transmission of deductions from parimutuel 

wagering handle equal to the amount of winning wagers and Statutory Distributions, as 

facilitated by the Host Track; and, such other matters, expenses, and distributions specified by 

the Horse Racing Law.  

114. While serving as directors of SCOTWINC and NCOTWINC, prior to the Petition 

Date, Defendants’ representatives did not represent or assert that either PRA or LATC had a 

legal or equitable interest in or claim to Statutory Distributions designated for others. 

 

Defendants’ Public Acknowledgements and Admissions 

115. Defendant MEC is a public company required to file with the Securities and 

Exchange Commission (“SEC”) a financial statement on SEC Form 10-K at the end of each of 
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fiscal year.  In its Form 10-K for the period ending December 31, 2007 (page 61), MEC 

represented that its “share of pari-mutuel wagering revenues is based on pre-determined 

percentages of various categories of the pooled wagers at [its] racetracks” and that the 

“maximum pre-determined percentages are approved by state regulators.”  (A copy of 

Defendants’ SEC Form 10-K for the period ending December 31, 2007 is attached hereto as 

EXHIBIT 4.) 

116. In promotional materials issued by MEC, the Defendants acknowledge that funds 

comprising parimutuel wagering pools, including the Statutory Distributions, do not constitute 

revenue to its companies. 

117. As of the time of filing of this Complaint, Defendants’ website for Santa Anita 

contained the following admission: “All wagering at Santa Anita Park is parimutuel…with Santa 

Anita acting as facilitator and retaining a commission.” 

(http://www.santaanita.com/content/how-wager) (emphasis added.)     

118. Likewise, on the website for Golden Gate Fields, Defendants publish a 

“Beginner’s Guide” to parimutuel wagering in which they make a similar representation, 

admitting that “the race track merely acts as the broker for the transaction and deducts a 

commission fixed by the state and shared by the state, track, and horsemen.” 

(http://www.goldengatefields.com/NR/rdonlyres/F17E11AE-97BB-4D61-91F3-

86317DEB5EBF/84/BeginnersGuidetoParimutuelwagering.pdf) (emphasis added.)     

119. Accordingly, both websites acknowledge and admit that LATC and PRA do not 

have any legal or equitable interests in parimutuel wagering handle other than that specific 

portion deducted as the association’s commission revenue. 
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120. For the live race meet beginning December 26, 2008, the official “Program” 

printed each race day at Golden Gate Fields included a page entitled “Wagering Information.”  In 

the second paragraph on the page, Defendants advise the public, and admit, that PRA simply acts 

as a “facilitator” with regard to parimutuel wagering handle, and its interests are limited to a 

percentage certain of each wagering dollar, as dictated by California law, which is split with 

other recipients. (A copy of the referenced official Program page is attached hereto as EXHIBIT 

5.) 

121. For the live race meet beginning December 26, 2008, the official “Program” 

printed each race day at Santa Anita included a page entitled “General Information.”  On that 

page, Defendants advise the public, and admit, that LATC simply acts as a “facilitator” with 

regard to parimutuel wagering handle, and that the “takeout, is “divided primarily among the 

racetrack, horsemen, and the State of California.” (A copy of the referenced official Program 

page is attached hereto as EXHIBIT 6.) 

122. Upon information and belief, prior to the Petition Date, Defendants made repeated 

representations consistent with the public admissions above, specifically disavowing, for tax and 

financial reporting purposes, any legal or equitable interests in the Statutory Distributions that 

improperly have been treated as part of the property comprising their bankruptcy estates.   

123. In the Debtors’ Motion For Authorization Pursuant To Section 105(a) of the 

Bankruptcy Code To Distribute Certain Statutory Disbursements filed November 18, 2009, the 

Debtors admitted that “[h]istorically, [they] have acted as conduits in transferring” certain 

Statutory Distributions from advance-deposit wagering (“ADW”) operators and certain ADW 

recipients, and that they “have held” at least a portion of the statutory “Distribution[s] in a 

segregated account.” 
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124. Subsequently, in deposition and hearing testimony before the Court in this case, 

the Debtors represented that the amount of the Statutory Distributions to which the Plaintiffs are 

entitled were in fact placed in a segregated account (the “Segregated Account”). 

Defendants’ Failure to Distribute the 
Withheld Statutory Distributions to Plaintiffs 

125. The Defendants have not distributed to Plaintiffs all of the pre-petition Statutory 

Distributions owned by Plaintiffs.  As of the Petition Date, the amounts of such distributions that 

Defendants have not disbursed to the Plaintiffs  are the amounts set forth on EXHIBIT 7. 

126. Upon information and belief, as of the Petition Date, some or all of the Statutory 

Distribution amounts set forth in EXHIBIT 7 were held by some or all of the Defendants in 

segregated accounts.  

127. Several of the Plaintiffs that operate off-track wagering facilities have indicated 

that the Defendants’ failure to distribute the Statutory Distributions jeopardizes their ability to 

operate and has forced them to limit or cease their operations. 

128. In addition, SCOTWINC’s exclusive source of revenue to pay all expenses, 

including the administrative costs of its off-track wagering operations, are the Statutory 

Distributions.  (Horse Racing Law sections 19605.71 and 19607.)  To the extent that the amount 

deducted exceeds the actual expenses incurred by SCOTWINC for a particular racing association 

or fair, it is refunded to such association or fair annually.  (Horse Racing Law sections 

19605.71(a) and (b).)  SCOTWINC is not intended to and does not operate at a profit.  

129. SCOTWINC has been operating at a significant deficit for the 2008-2009 racing 

season and through the date of this Complaint, and is anticipated to operate at a deficit through 

the remainder of 2010.  Accordingly, the Defendants’ failure to distribute the Statutory 

Distributions to SCOTWINC, and/or to address serious deficits resulting from the provision of 
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off-track wagering services by SCOTWINC during Defendants’ live meets, threatens to render 

SCOTWINC insolvent by the middle of 2010. 

130. Further, without distribution of the Statutory Distributions held by the 

Defendants, or means for the Defendants to address the serious deficits resulting from the 

provision of off-track wagering services by SCOTWINC during Defendants’ live meets, 

SCOTWINC has insufficient funds to pay the above-mentioned expenses.  Thus, the Defendants’ 

failure to distribute the Statutory Distributions and to address the serious deficits threatens to 

harm the other Plaintiffs, whose revenues, and thus expenses, may not be paid. 

Amounts Owed by SCOTWINC to LATC and the Simulcast Account Deficit 
Are Subject to Setoff Under Applicable Non-Bankruptcy Law 

 
131. SCOTWINC is the general partner of a limited partnership, Southern California 

Off Track Wagering, Ltd. (the “Limited Partnership”) among SCOTWINC, LATC, Hollywood 

Park Operating Co., Del Mar Thoroughbred Club, and numerous other horse racing associations 

in California (each a limited partner), pursuant to the Partnership Agreement. 

132. The Limited Partnership facilitates the operation of the audiovisual signal system 

provided by licensed racing associations and fairs pursuant to the Horse Racing Law, particularly 

the accounting for Statutory Distributions received by its limited partners pursuant to California 

Business & Professions Code sections 19605.7(a) and 19605.71(a), and reimbursement of certain 

of its limited partners’ designated expenses (defined as the “Simulcast Expenses” in the 

Partnership Agreement), including without limitation “all costs and expenses incurred by the 

[Limited] Partnership in connection with its organization and the simulcasting of horse racing 

meets.” 
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133. To facilitate this accounting and reimbursement, the Partnership Agreement 

requires SCOTWINC, as the general partner, to establish an operating account (defined as a 

“Simulcast Account”) for each limited partner and for itself as the general partner. 

134. SCOTWINC established a Simulcast Account for each limited partner, including 

LATC, and for itself as the general partner. 

135. Each limited partner’s Simulcast Account is credited with, among other things, 

99% of the Statutory Distributions disbursed pursuant to California Business & Professions Code 

sections 19605.7(a) and 19605.71(a) that is attributable to the revenue generated by that limited 

partner as the Host Track. 

136. Certain Simulcast Expenses (the “Allocable Expenses”), including, among other 

things, “miscellaneous/contingency items which are determined to be properly allocable on the 

basis of handle” (the “Miscellaneous Expenses”), are to be allocated among the limited partners’ 

Simulcast Accounts “on the basis of the estimated amount to be handled through satellite 

wagering facilities by a particular Limited Partner on conventional and exotic wagers during a 

Fiscal Year.” 

137. SCOTWINC, as the general partner of the Limited Partnership, is responsible for 

determining the allocation of the Allocable Expenses among the limited partners’ Simulcast 

Accounts, the accounting for the Statutory Distributions received from each limited partner, and 

the reimbursement of the actual expenses incurred by each limited partner. 

138. In certain circumstances, a limited partner is required to make an advance to the 

Limited Partnership (defined as a “Deficit Advance” in the Partnership Agreement). 
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139. Among other things, if a limited partner incurs expenses, falling within the 

Allocable Expenses, that exceed the balance of the limited partner’s Simulcast Account, the 

limited partner is required to make a Deficit Advance sufficient to cover the shortfall. 

140. In addition, SCOTWINC, as the general partner, may require a limited partner to 

make a Deficit Advance if SCOTWINC reasonably determines that the limited partner will be 

required to make a Deficit Advance at some future date (such as at the end of the fiscal year). 

141. Since about 2008, the Statutory Distributions received from the limited partners, 

including LATC, have been insufficient to pay for the limited partners’ Allocable Expenses or 

the actual expenses the limited partners have incurred. 

142. Accordingly, SCOTWINC, as the general partner, asked for Deficit Advances 

from each limited partner with respect to its Simulcast Account. 

143. Other than LATC, each of the other limited partners of the Limited Partnership 

that are still operating has made the requested Deficit Advances.  

144. Under the Partnership Agreement, SCOTWINC is authorized to use the funds 

from a limited partner’s Simulcast Account only to pay for that limited partner’s expenses.  

Further, since SCOTWINC operates on a not-for-profit basis, it does not have any funds of its 

own to pay for the expenses of a limited partner whose Simulcast Account is operating at a 

deficit.  Accordingly, SCOTWINC cannot pay any of the LATC expenses from any other funds 

other than those funds in LATC’s Simulcast Account.  

145. As of the Petition Date, the LATC Simulcast Account was operating at a deficit of 

approximately $600,000.  As of December 31, 2009, LATC’s Simulcast Account was operating 

at a deficit of approximately $1,350,000 (the “Simulcast Account Deficit”), of which 

approximately $750,000 is attributable to post-petition deficits.  
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146. LATC has not paid the Simulcast Account Deficit. 

147. LATC claims that as of December 31, 2009, SCOTWINC owes LATC the 

aggregate amount of approximately $1,300,000 (the “Alleged LATC Expenses”).  Of the 

Alleged LATC Expenses, approximately $600,000 was purportedly incurred pre-petition and 

approximately $700,000 was purportedly incurred post-petition. 

148. Under applicable California law, the Partnership Agreement, and section 553(a) 

of the Bankruptcy Code, SCOTWINC is entitled to setoff the amount of the Simulcast Account 

Deficit owed to it against any amounts owed by SCOTWINC to LATC.  

FIRST CLAIM FOR RELIEF 
(Declaratory Judgment That Under California Law, 

Defendants Have Held the Statutory Distributions in Trust for Plaintiffs, 
and the Statutory Distributions Are Not Property of the Estate) 

 
149. The allegations contained in each of the paragraphs 1 through 130 above are 

incorporated herein by reference as if set forth at length. 

150. Since the Petition Date, Defendants have asserted that the Statutory Distributions 

are property of their bankruptcy estate. 

151. As set forth in detail above, though, pursuant to the Horse Racing Law, each 

Plaintiff has the only equitable property interests in its respective Statutory Distributions, and the 

Defendants do not have any equitable interest in such Statutory Distributions. 

152. Accordingly, there is a real and immediate controversy between the parties 

causing Plaintiffs undue hardship, and the possibility of irreparable harm. 

153. At all times herein mentioned, Plaintiffs were the statutorily-mandated recipients 

and owners of the Statutory Distributions, pursuant to sections 19605.7, 19605.71, 19605.73, 

19605.75, 19607, 19613(b), and 19604 (a)(11), (f)(3)(A), and (f)(4) (among others) of the Horse 

Racing Law. 
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154. By virtue of the terms of their CHRB license and associated rules and regulations, 

Defendants, and their officers personally, were under an affirmative duty to hold Statutory 

Distributions, in separate accounts, in trust, for the exclusive benefit of the intended and 

specified statutory recipients, including the Plaintiffs. 

155. Said separate accounts were required by law so as to ensure that the Statutory 

Distributions were not misappropriated or otherwise commingled with Defendants’ own funds, 

commissions, and/or other revenues. 

156. The trust obligations and responsibilities imposed on Defendants were intended 

consequences of the California legislature’s authorization of parimutuel wagering, as expressly 

reconfirmed by Section 19597.5 to the Horse Racing Law. 

157. Moreover, the Debtors manifested their intent to hold the Statutory Distributions 

in trust for the benefit of Plaintiffs.  Among other things, this intent was manifested by (i) the 

Debtors’ acknowledgement, through the Applications, that Statutory Distributions did not 

constitute income to them and were to be kept in segregated accounts and that such distributions 

were to be placed in appropriate segregated accounts or to be disbursed to the required recipients, 

within no more than 3 days after they were received; (ii) the Debtors’ acknowledgement, on its 

websites, in race meet programs, and in other materials, that they acted as facilitator and/or 

broker with respect to Statutory Distributions; (iii) the Debtors’ admission in the Debtors’ 

Motion referenced above that “[h]istorically, [they] have acted as conduits in transferring” 

certain Statutory Distributions from advance-deposit wagering (“ADW”) operators and certain 

ADW recipients; (iv) the Debtors’ customary practice in similar transactions involving Statutory 

Distributions, up until shortly before the Petition Date, of distributing such distributions and 

facilitating their disbursement to specified and lawful recipients, in accordance with the Horse 
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Racing Law; and (v) the Debtors’ representations to CHRB personnel, the organization and 

individuals charged with enforcing rules regarding the accounting, segregation, and disbursement 

of Statutory Distributions. 

158. The following circumstances further establish the existence of a trust with respect 

to the Statutory Distributions:  (i) under the Horse Racing Law, as well as the CHRB rules and 

regulations, the Statutory Distributions were to be accounted for, segregated, and distributed 

within a very short time to the requisite recipients, and without any provision for the payment of 

interest; and (ii) the amounts of the Statutory Distributions were calculated according to rigid 

guidelines established by the Horse Racing Law, not subject to negotiations. 

159. Under the Horse Racing Law, as well as the CHRB rules and regulations (with 

which Defendants agreed to comply in, among other things, their Applications), Defendants hold 

the Statutory Distributions as trustees, in trust – statutory, express, constructive, or otherwise – 

for the benefit of Plaintiffs.  Accordingly, the Defendants were, and are, acting as fiduciaries 

with respect to the Statutory Distributions. 

160. Defendants were, and are, a mere conduit for the transmission of the Statutory 

Distributions between the bettors and the Plaintiffs. 

161. As a result of their wrongful retention and refusal to distribute the Statutory 

Distributions, Defendants have been unjustly enriched. 

162. The total amount of the Statutory Distributions in the possession of the 

Defendants as of the Petition Date is $2,606,589.34.  (A Schedule of such distributions is 

attached hereto as EXHIBIT 7.)   

163. Based on the foregoing and pursuant to 28 U.S.C. section 2201 and 11 U.S.C. 

sections 105 and 541, Plaintiffs are entitled to a declaratory judgment that (i) at all times since 
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wagers were made, Plaintiffs have had an equitable interest in their respective Statutory 

Distributions, and Defendants have not had any equitable interest in such distributions; (ii) the 

Defendants have held the Statutory Distributions in statutory and/or constructive trust for 

Plaintiffs; and (iii) the Statutory Distributions are not property of the estate. 

SECOND CLAIM FOR RELIEF 
(In the Alternative, Declaratory Judgment That, Because of 

Defendants’ Fraud or Negligent Misrepresentations, Defendants Have 
Held the Statutory Distributions in Trust for Plaintiffs, 
and Such Distributions Are Not Property of the Estate) 

 
164. The allegations contained in each of the paragraphs 1 through 130 above are 

incorporated herein by reference as if set forth at length. 

165. In the event it is determined that Plaintiffs do not have the only legal or equitable 

property interests in their respective Statutory Distributions pursuant to Horse Racing Law as set 

forth in the First Claim for Relief, Plaintiffs allege as follows. 

166. At all times prior to the Petition Date, Defendants misrepresented to Plaintiffs, 

and others, that they: 

a. Had or would assert no legal or equitable right to or interest in the 

Statutory Distributions to specified recipients, as set forth in the Horse 

Racing Law, including but not limited to Plaintiffs herein; 

b. Would pay over to the simulcast organizations within 3 calendar days 

following the closing of wagering for any day or night racing program, 

or upon receipt of the proceeds, such amounts that are retained from 

off-track simulcast wagering, interstate and out-of-state wagering, and 

which are obligated by statute for guest commissions, simulcast 
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operator’s expenses and promotions, equine research, local 

government in-lieu taxes, and stabling and vanning deductions; and, 

c. Maintained in approved depositories those amounts deducted from the 

parimutuel handle which are to be retained by the association, held in 

trust for the benefit of others, for distribution for purposes specified in 

the Horse Racing Law. 

167. Upon information and belief, when Defendants made these representations, 

(i) they knew them to be false and made them with the intent to defraud and deceive Plaintiffs, 

and others, or (ii) they made them without reasonable grounds for believing the representations 

to be true, and should have known that they could not reasonably make such representations. 

168. Upon information and belief, Defendants made these representations to induce 

Plaintiffs to act in the manner herein alleged. 

169. Plaintiffs, at the time these representations were made and at the time they took 

the action herein alleged, were ignorant of the falsity of the Defendants’ representations and 

believed those representations to be true.   

170. In reliance upon Defendants’ representations, Plaintiffs were induced to and did:  

a. Refrain from attempting to require Defendants to secure a performance 

bond as a condition for CHRB approval of Defendants’ Applications 

heard by the CHRB on November 18, 2008; 

b. Pay to the Defendants that portion of the takeout representing the 

Statutory Distributions to Plaintiffs; and, 
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c. Refrain from attempting to obtain written proof from Defendants of 

the establishment of separate depositories into which Defendants 

would place and hold Statutory Distributions. 

 
171. Upon information and belief, Plaintiffs’ reliance on Defendants’ representations 

was reasonable and justified because Defendants repeatedly made such representations, holding 

them out to be fact, in oral and written form, in legal filings, and in public and private meetings, 

without qualification or exception, and with the expressed intent to induce reliance by Plaintiffs, 

the CHRB, bettors, government officials, and the public in general.   

172. Upon information and belief, all such representations were made by Defendants’ 

representatives, employees, and/or agents, each of whom was expressly or apparently authorized 

to make such representations. 

173. Given the foregoing, Defendants obtained the Statutory Distributions by fraud or 

negligent misrepresentation. 

174. Accordingly, even if it is determined that Plaintiffs do not have the only legal or 

equitable property interests in their respective Statutory Distributions pursuant to the Horse 

Racing Law, Defendants were and are involuntary trustees of such distributions for the benefit of 

Plaintiffs, pursuant to California Civil Code section 2224 and other applicable California law. 

175. Based on the foregoing and pursuant to 28 U.S.C. section 2201 and 11 U.S.C. 

sections 105 and 541, Plaintiffs are entitled to a declaratory judgment that (i) at all times since 

Defendants received the Statutory Distributions, Plaintiffs have had an equitable interest in their 

respective distributions, and Defendants have not had any legal or equitable interest in such 

distributions; (ii) the Defendants have held Statutory Distributions in constructive trust for 

Plaintiffs; and (iii) the Statutory Distributions are not property of the estate. 
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THIRD CLAIM FOR RELIEF 
(Injunctive Relief Requiring Defendants to Return the Amount of the 

Statutory Distributions Held in Trust and/or Defendants’ Assets Held on the 
Petition Date That Have a Nexus with the Statutory Distributions) 

 
176. The allegations contained in each of the paragraphs above (except paragraphs 131 

through 148) are incorporated herein by reference as if set forth at length.  

177. Defendants have held the Statutory Distributions in statutory and/or constructive 

trust for the Plaintiffs. 

178. Defendants have stated that the amount of the Statutory Distributions are being 

maintained in the Segregated Account. 

179. Whether or not the Statutory Distributions were commingled with other funds 

prior to the Petition Date, Defendants held funds and/or other assets that, on the Petition Date, 

had a nexus with such distributions (such funds and/or other assets referred to as the “SD Trust 

Property”). 

180. Based on the foregoing and pursuant to 28 U.S.C. sections 959(b) and 2202, and 

11 U.S.C. sections 105 and 541, Plaintiffs are entitled to have Defendants immediately turn over 

to the Plaintiffs (i) the Statutory Distributions; or (ii) if such Statutory Distributions were 

commingled, the SD Trust Property. 

FOURTH CLAIM FOR RELIEF 
(Declaratory Judgment for Conversion and for Allowance of Plaintiffs’ Claims with 

Respect to Statutory Distributions Balance) 
 

181. The allegations contained in each of the paragraphs above (except paragraphs 131 

through 148) are incorporated herein by reference as if set forth at length. 

182. With respect to any portion of the Statutory Distributions that did not have a 

nexus with the assets held by Defendants on the Petition Date (such portion of the Statutory 

Distributions referred to as the “Statutory Distributions Balance”), Plaintiffs allege as follows. 
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183. Under California law, a party is liable for conversion where another has 

ownership rights over certain property in the first party’s possession, and the first party refuses to 

recognize those rights, restore the property to its owner, distribute as directed by the owner or 

law, or otherwise acts to interfere with such property without lawful justification.  

184. Defendants had and have no legal or equitable interest in the statutory 

Distributions Balance in the possession of Defendants. 

185. Nonetheless, Defendants have continuously refused to restore Plaintiffs’ property 

or to distribute the Statutory Distributions Balance to Plaintiffs at the times required by the Horse 

Racing Law or since then. 

186. Accordingly, the Plaintiffs are entitled to an award of damages in the amount of 

the Statutory Distributions Balance. 

187. Further, given the foregoing, the amounts of the Statutory Distributions Balance 

are due and owing to the Plaintiffs. 

188. Each Plaintiff has submitted a proof of claim in this bankruptcy case in the 

amount of, among other things, its respective Statutory Distributions held by Defendants. 

189. Accordingly, each Plaintiff is entitled to an allowed claim in the amount of its 

respective Statutory Distributions Balance.  

FIFTH CLAIM FOR RELIEF 
(Declaratory Judgment for Breach of Contract and for Allowance of Plaintiffs’ Claims with 

Respect to Statutory Distributions Balance) 
 

190. The allegations contained in each of the paragraphs above (except paragraphs 131 

through 148) are incorporated herein by reference as if set forth at length. 

191. With respect to the Statutory Distributions Balance, Plaintiffs allege as follows. 
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192. The Defendants entered into agreements with the Plaintiffs which supplement the 

statutory scheme encompassed by the Horse Racing Law and spell out the respective obligations 

of the Host Track, SCOTWINC and the California Satellites with respect to satellite wagering, 

including the obligation of the Host Track to pay the California Satellites (the “Agreements”).  

The Agreements, in conjunction with the Horse Racing Law, and the CHRB rules and 

regulations, function as a single integrated scheme.  The Agreements require, among other 

things, that all parties comply with all applicable law, including but not limited to the Horse 

Racing Law.  

193. Pursuant to the Agreements, the amount of the Statutory Distributions Balance are 

due and owing to the Plaintiffs. 

194. Nonetheless, Defendants have continuously refused to disburse the Statutory 

Distributions Balance to Plaintiffs as required by, among other things, the Agreements. 

195. Accordingly, the Plaintiffs are entitled to an award of damages in the amount of 

the Statutory Distributions Balance. 

196. Each Plaintiff has submitted a proof of claim in this bankruptcy case in the 

amount of, among other things, its respective Statutory Distributions held by Defendants. 

197. Accordingly, each Plaintiff is entitled to an allowed claim in the amount of its 

respective Statutory Distributions Balance.  

SIXTH CLAIM FOR RELIEF 
(Declaratory Judgment On Right To Setoff 

Pursuant To 11 U.S.C. § 553(a)) 
 

198. The allegations contained in each of the paragraphs above are incorporated herein 

by reference as if set forth at length.  
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199. Under the Partnership Agreement, SCOTWINC, as general partner, is and was 

entitled to require the limited partners of the Limited Partnership, including LATC, to make 

Deficit Advances as described above.  

200. An actual controversy exists between the parties as to whether Plaintiff 

SCOTWINC has a valid right to setoff any amounts owed by SCOTWINC to Defendant LATC 

pursuant to the Partnership Agreement against the Simulcast Account Deficit owed by LATC to 

SCOTWINC.  

201. As of the Petition Date, the LATC Simulcast Account was operating at a deficit of 

approximately $600,000.  As of December 31, 2009, LATC’s Simulcast Account Deficit was 

approximately $1,350,000, of which approximately $750,000 is attributable to post-petition 

deficits.  

202. LATC has not paid the Simulcast Account Deficit. 

203. LATC claims that as of December 31, 2009, SCOTWINC owes LATC Alleged 

LATC Expenses in the aggregate amount of approximately $1,300,000.  Of the Alleged LATC 

Expenses, approximately $600,000 was purportedly incurred pre-petition and approximately 

$700,000 was purportedly incurred post-petition. 

204. Under applicable non-bankruptcy law, SCOTWINC has the right to setoff the 

Simulcast Account Deficit against any amounts owed by SCOTWINC to LATC. 

205. Further, in light of the foregoing, and pursuant to Section 553(a) of the 

Bankruptcy Code and Bankruptcy Rule 7001 (2), (7) and (9), SCOTWINC is entitled to a 

declaratory judgment that (i) the Simulcast Account Deficit was and is lawful debt owed by 

Defendant LATC to SCOTWINC; (ii) SCOTWINC has a valid right under applicable non-

bankruptcy law and Section 553(a) of the Bankruptcy Code to setoff the Simulcast Account 
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Deficit owed by LATC to SCOTWINC against the amounts owed by SCOTWINC to LATC, and 

(iii) SCOTWINC is a secured creditor under Section 506(a)(i) of the Bankruptcy Code to the 

extent of its right of setoff.  

SEVENTH CLAIM FOR RELIEF 
(Relief From The Automatic Stay To Exercise 

Setoff Pursuant To 11 U.S.C. § 362(d)(1)) 

206. The allegations contained in each of the paragraphs above are incorporated herein 

by reference as if set forth at length. 

207. Under the Horse Racing Law Section 553(a) of the Bankruptcy Code, 

SCOTWINC has the right to setoff the Simulcast Account Deficit against any amounts owed by 

SCOTWINC to LATC. 

208. The Simulcast Account Deficit owed by LATC to SCOTWINC is secured only by 

SCOTWINC’s right to setoff these claims against the amounts owed by SCOTWINC to LATC.   

209. LATC has not paid the Simulcast Account Deficit owed to SCOTWINC. 

210. SCOTWINC’s exclusive source of revenue to pay all expenses, including the 

administrative costs of its off track wagering operations, is the Simulcast Account Deficit and 

Statutory Distributions. 

211. SCOTWINC is not intended to and does not operate at a profit.   

212. Under the Partnership Agreement, SCOTWINC is authorized to use the funds 

from a limited partner’s Simulcast Account only to pay for that limited partner’s expenses.  

Further, since SCOTWINC operates on a not-for-profit basis, it does not have any funds of its 

own to pay for the expenses of a limited partner whose Simulcast Account is operating at a 

deficit.  Accordingly, SCOTWINC cannot pay any of the LATC expenses from any other funds 

other than those funds in LATC’s Simulcast Account. 
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213. If SCOTWINC operates at a deficit, the amount of such deficit is passed on to the 

particular racing association or fair, as described above.   

214. SCOTWINC has been operating at a significant deficit for the 2008-2009 racing 

season and through the date of this Complaint, and is anticipated to operate at a deficit through 

the remainder of 2010.   

215. Accordingly, LATC’s failure to pay the Simulcast Account Deficit to 

SCOTWINC threatens to render SCOTWINC insolvent by the middle of 2010.   

216. In light of the foregoing, and pursuant to Sections 362(d)(1) and 553(a) of the 

Bankruptcy Code, cause exists to modify the automatic stay to enable SCOTWINC to exercise 

its right to setoff the Simulcast Account Deficit owed by LATC to SCOTWINC against any 

amounts owed by SCOTWINC to LATC. 

EIGHTH CLAIM FOR RELIEF 
(In the Alternative, Relief From The Automatic Stay To 

Exercise Setoff Pursuant To 11 U.S.C. § 362(d)(2)) 

217. The allegations contained in each of the paragraphs above are incorporated 

herein by reference as if set forth at length. 

218. Under applicable non-bankruptcy law and Section 553(a) of the Bankruptcy 

Code, SCOTWINC has the right to setoff the Simulcast Account Deficit against any amounts 

owed by SCOTWINC to LATC. 

219. As of December 31, 2009, the approximate amount of the Simulcast Account 

Deficit owed to SCOTWINC (approximately $1,350,000), exceeds the amount LATC asserts 

that SCOTWINC owed to LATC (approximately $1,300,000).  

220. LATC has no equity in the Simulcast Account Deficit. 

221. The Simulcast Account Deficit is not necessary to an effective reorganization of 

LATC.   
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222. In light of the foregoing, and pursuant to Sections 362(d)(2) and 553(a) of the 

Bankruptcy Code, SCOTWINC is entitled to relief from the automatic stay to enable it to 

exercise its right to setoff the Simulcast Account Deficit owed by LATC to SCOTWINC against 

any amounts owed by SCOTWINC to LATC. 

 WHEREFORE, Plaintiffs pray entry of a judgment against the Defendants as 

follows, for: 

1. Declaratory judgment as requested above;  
2. Injunctive relief, including an order that Defendants turn over to the 

Plaintiffs the Statutory Distributions, or if the Statutory Distributions were 
commingled, the SD Trust Property, as set forth above; 

3. Damages in the amount of the Statutory Distributions Balance, as set forth 
above; 

4. Declaratory judgment with respect to SCOTWINC’s setoff rights, as set 
forth above; 

5. Relief from the automatic stay with respect to SCOTWINC’s setoff rights, 
as set forth above; 

6. Prejudgment interest; 
7. All costs of suit, including attorneys’ fees, expenses and disbursements; 

and 
8. Such other and further relief as the Court deems proper. 
 
 

Dated: February 8, 2010   
/s/  Michelle McMahon    
BRYAN CAVE LLP 
Lawrence P.  Gottesman, Esq. 
Michelle McMahon (3900) 
1290 Avenue of the Americas 
New York, New York 10104-3300 
Tel:  (212) 541-2000 
Fax:  (212) 541-4630 

 
Counsel for the Plaintiffs 

 
 
 

















































































































































































































































































































Exhibit 4 



















































































































































































































































































































































































Exhibit 7 
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