Driving sustainable growth
for Thoroughbred racing
and breeding

@
(5 o] L

Selected Exhibits
August 2011




Sources of Insight

Regression analysis on 600,000+ races spanning 11 years

Developed a model of the industry and its likely evolution

150+ interviews with industry stakeholders

1,800 current and potential fans surveyed

30+ in-depth fan interviews
= 920 Thoroughbred owners surveyed

= 200+ interviews with regulators and opinion leaders



Executive summary

The core values of racing are still powerful, but we are losing the battle for new bettors
and new fans. Serious intervention is required to stabilize the fan base and position the
industry to resume growth.

* Without new growth strategies, Thoroughbred racing handle will decline 25% in the
next decade. The number of viable tracks will decline by 27%. The losses of an owner will
grow 50% and the foal crop will decline by at least 9%.

* Despite many laudable innovations, Thoroughbred racing has failed to keep up with
rising competition from other forms of gambling, sports, and entertainment. Racing
has a serious brand problem, a diluted product and insufficient distribution. Only 22% of the
general public has a positive impression of the sport, and only 46% of fans would
recommend racing to others.

* Now is the moment to turn this around, with disruptions in other professional sports
and in online gambling creating a unique window for action. Racing must:

— Refocus on the best racing through television, integrity reforms, and elevating the best
product

— Retain the core bettor by innovating wagering and providing an integrated on-track and
off-track wagering platform through a track integrated ADW. Enhance the ownership
experience through additional tools and transparency

— Reinvest in new fans through simplified betting, social games, and promoting
innovations in on-track experiences and new-look OTBs



Industry outlook — baseline or momentum view

Without new growth strategies, we project that Thoroughbred racing handle in 2020 will be

down 44% from its 2003 peak and down 25% from 2010

= All major metrics have been declining: real handle is down 37% from its peak in 2003; the
number of starters is down 23% since 1990, and race days are down 14% from 2000

= Although handle per race of Gl and Gll races has grown by 23% over the past 10 years,
they are only a small proportion of total races (0.53% of the 2010 races). The vast majority

of races are struggling. The largest group (claimers), have seen a handle decline of 4%

since 2000

* Racing is experiencing a shrinking share of wallet from a shrinking fan base:

— From our research, the average age of a fan today is 51 (vs. 43 for football and baseball,
35 for basketball, and 46 for poker). Approximately 2% of fans die each year, and the
average age will increase by 6 years by 2020

— Over the past 12 months, 5% of fans ‘lapsed’ (i.e., stopped following the sport) and only
3% of racing fans are new to the sport in the last 12 months

— Existing fans are wagering less on the sport: 16% of racing fans say that they bet less
now on the sport than they did one year ago (vs. 9% who say they bet more). The poor
economic environment was the top reason (57%), followed by worries of losing too much
money (23%), and concerns about past-posting (12%)

* The situation could be even worse than the scenario outlined above:

— An acceleration of the negative feedback loop between foal crops, starters and handle
could lead to further declines

— There is a risk that other forms of distribution collapse (e.g., greyhound tracks, net
importer Thoroughbred tracks) and that fans who attend those venues are not recovered
by other distribution outlets



Demand for the sport is down...

Real handle has fallen 37% since 2003 and 49% since 1975
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Attendance has been down by as much as 53% at tracks
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SOURCE: The Jockey Club Factbook, track data



...supply has contracted...

Starters are down 23% since 1990 Race days at tracks down by 14% since 2000
Annual number of starters Annual number of race days
1990-2010 2000-2010
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SOURCE: The Jockey Club Factbook, International Federation of Horseracing Authorities, Equibase | 5



...and the core fan base is shrinking

The fan population is stagnating with over half of Slow entry into the sport is causing racing to lose
all fans' having joined the sport 20+ years ago 4% of fans' each year
Length of involvement in the sport (% of fans) Fan attrition (%)
31% 100%
29 |
,,,,,, 4%
21% 96% 1
19% %
3%
o)
14% N
1%
30+ 21-30 11-20 6-10 1-5 <1year 2010 Deceased Lapsed New 2011
years years years years years Fans Fans Fans Fans Fans

1 A fan is defined as an individual who bets on or attends a Thoroughbred race at least 3 times per year

SOURCE: 2011 Jockey Club Consumer Research (N=1800) | 6



While the big events are resilient...

Attendance has risen slightly at the big races ...

Belmont Stakes
— Preakness Stakes

— Breeders’ Cup

Attendance '01-"10 — Kentucky Derby
2001-2010, 000s CAGR
%
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... as have television ratings ... ... and handle
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1. Represents '06 — 10 CAGR (from 2006 onwards, television coverage of The Breeders’
Cup moved from NBC to ESPN)
Note: 2004 and 2008 were years in which the Belmont Stakes featured potential Triple Crown winners, hence explaining the high variance of Belmont data between 2001-2010;
Additionally, in 2007, The Breeders’ Cup expanded to a two-day format, which is the likely reason for the rise in attendance and handle in recent years
SOURCE: Churchill Downs Incorporated, Thoroughbred Times | 7



..the majority of events are struggling

2010 2010 Handle % change
# of Races Race Class per Race since 2000
: 270 Grade | / Grade Il $2,786K 23%
1,860 Other Stakes $361K 5%
o Maidens $313K 5%
Allowance $258K 12%
Claiming and $187K 1% ;

Other!

1 Includes Waiver Claiming and Match races. All Claiming races (i.e., not including ‘Other’) have declined by 4% during this period

SOURCE: Equibase | 8



Projected Economics of the sport by 2020

Handle

Tracks

Owners’
\ losses

Foal crop

State
revenue



Main issues facing racing

Competition from Other
Forms of Gambling

2 Brand Perception

3  Dilution of the Best Racing

4 Fan Experience

5 Fragmented Distribution

| 10



1 Competition from other gambling options appears to be pulling fans
away from Thoroughbred racing

Sports fans and gamblers are twice as likely to ... but horse fans who also gamble in casinos are
follow racing as the average population... nearly twice as likely to lapse
% of consumer segments that bet or attend % annual lapse from Thoroughbred racing

Thoroughbred races 3+ times a year

13% 8
11%
5
5% 3
General Sports fans Casino All Racing Racingand Racing and
population gamblers fans’ Sports fans? Casino

gamblers3

1 A fan is defined as an individual who bets on or attends a Thoroughbred race at least 3 times per year

2 Defined as a person who bets or attends a Thoroughbred race at least 3 times per year and also attends or bets on other professional sporting events at
least 3 times per year

3 Defined as a person who bets or attends a Thoroughbred race at least 3 times per year and also gambles in a casino at least 3 times per year

SOURCE: 2011 Jockey Club Consumer Research (N=1800) | 11



2 Thoroughbred racing struggles against a strong negative public

perception

Despite recent safety
initiatives conducted by the
sport...

= Equine Injury Database (2008)

— Collects incident data from
85 racetracks, representing
over 90% of racing days in
North America

* Racing Medication and Testing

Consortium (2001)

— Develops, promotes and
coordinates policies,
research and education
programs designed to
promote equine and rider
safety

* Thoroughbred Safety

Committee (2008)

— Formed to review every
facet of equine health and
to recommend actions the
industry can take to
improve the health and
safety of Thoroughbreds

* NTRA safety and integrity

alliance (2008)

— Establishes standards and
practices to promote safety
and integrity in
Thoroughbred racing

...only 22% of the general public has a positive
impression of Thoroughbred racing...

% of respondents from the general population who
agree/strongly agree with the following statements

22%
v
1229
Is an All- 1
American sport !
' 549
Appeals to people | 24%
from all ages E
Appeals to people i 23%
from every socio- i
economic status |
I 0,
Is beneficial for 1.6 L
its local community i
o
Is a sport | associate 1 ./0
with modernity E 35%

1 Defined as NFL, NBA, MLB, NHL and NASCAR
SOURCE: 2011 Jockey Club Consumer Research (N=1800)

as with racing

“someone like me”

Racin
9 Racing Fans
Other Sports’
93%
83%
42%
72%
67% 14%

...and even horse racing fans identify
twice as much with their preferred sport!

% of respondents who agreed/strongly
agreed that sports or racing was for

General Public

75% 74%

Thoroughbred Racing

Other Sports

| 12



2 Just 46% of current fans would recommend their friends follow
Thoroughbred racing

The majority of Thoroughbred fans' would not

actively recommend other people follow the sport

% of fans responding to the statement “I would

recommend other people to follow it”

Baseball
fans

Football
fans

Poker
players

Thoroughbred
racing fans

55%

46%

82%

81%

1 A fan is defined as someone who bets or attends an event 3+ times

per year

SOURCE: 2011 Jockey Club Consumer Research (N=1800)

Thoroughbred fans who do not promote the sport
are less likely view the sport as having positive

family and social value

Responses with the largest difference in Promote
% of Thoroughbred fans who agree with

each statement

Good way to spend
time with the family

Feel proud to
be a fan

Beneficial for the
local community

An All-American
sport

Has spokespeople
that | respect

Makes me feel | am
part of a community

Do not promote

91%
40%
91%
22%
88%
41%
85%
34%
73%
20%
70%
13%
| 13



2 Animal welfare is a growing concern for the US public...

Animal welfare is a growing concern for the US public... ...and horse welfare in particular is on the rise
Number of articles from U.S. publications on Animal Welfare Number of articles from U.S. publications on horse health
10,000 r 80 /
60
+25% p.a.
+10% p.a. 40 L
8,000
20 &
0
6,000 2001 02 03 04 05 06 07 08 09 2010

Number search results on horse welfare (thousands)

4,000 18 -
16 r
14 ¢
12 ¢ +37% p.a.
2,000 r 1.0 L
0.8 r /
06
0.4
0 0.2
2001 02 03 04 05 06 07 08 09 2010 0

2001 02 03 04 05 06 07 08 09 2010

SOURCE: Factiva, Google News | 14



2 ...and concerns over animal safety/welfare and medication are
consistent themes in consumer and stakeholder research

Survey (2011) Stakeholder interviews (2011)
% of horse racing fans' who agree (to any degree) with = Medication of horses was highlighted as an
each statement issue adversely affecting Thoroughbred racing

in 78% of stakeholder interviews

— 50% believed inconsistent regulation hurt
field size

78% — 25% felt medication issues adversely
impacted wagering among fans

Would stop betting
if they knew horses
were not treated well2

HANA Survey (2009)

* 59% reported they were “extremely concerned”

Would bet more if with illegal use of medication and drugs

they knew horses
were not given drugs

38% = Stiffer penalties for drug positives was voted as
the #2 policy issue behind lower takeout rates

NTRA Survey (2008)
Medication is one of * Top three concerns among Thoroughbred fans:
o)
the top three 36% — Health and safety of the horses

issues facing racin _
d 9 — Performance enhancing drugs

— Therapeutic overages

1 Fan is defined as someone who bets or attends a Thoroughbred race 3+ times per year

2 Also includes concerns regarding Thoroughbred safety
SOURCE: 2011 Jockey Club Consumer Research (N=1800), HANA, NTRA

| 15



3 Horses are starting less, and shorter fields are on the rise

Horses are running much less often...

Annual starts per horse, total population

7.9 7.7 71

6.5 6.1

1990 1995 2000 2005 2010
Annual starts per horse, top 100 trainers?

5.0 4.7

4.2 3.8 3.9

1990 1995 2000 2005 2010

Lifetime starts for top 3 Kentucky Derby finishers
1990 2000 2008

25.3 1.7 8.0

1 Defined as the top 100 trainers by total purse winnings in each of the years indicated

SOURCE: The Jockey Club Factbook, Equibase

... and field size has dropped by nearly one

starter per race

Average field size

W’
8.9

8.2

1990 2010

| 16



3 There is a large number of overlapping races, contributing heavily to
fan confusion
This contributes to consumers’ perception that the
sport is difficult to follow

Consumer attitudes about Thoroughbred racing vs.
other sports and gambling products, % agree

Sports Gambling M Racing
77% of races occur within 5 minutes of another race at Well covered by . 92%
tracks with large average purses the media g 11% 42%
(o]
Minutes between post at tracks with >$200k in average daily Easy access to the 71%
0,
purses, 2010 information | need § 29, 08%
36% 80%
Many ways to learn n/al
19% 22% about the sport I 22%
(o) 0,
13% 7% Easy to undgrstand 55% 76%
2% 1% how it works _ 28%
0 1-2 3-5 6-10 11-20 21-30 30+

“I find it very difficult to figure out which races to
watch”

“There are so many races that | can gamble on—
I’m not sure which tracks | should even look at...”

“When | first got into Thoroughbred racing, it was
very hard to know where to start”

1 Consumers were not asked if they believed there were many ways to learn about gambling

SOURCE: Equibase, 2011 Jockey Club Consumer Research (N=1800), Fan and Non-fan ethnographic research | 17



3 Uncoordinated scheduling of races costs tracks significant handle...

There is a large number of race meets on any given day,

particularly during summer weekends ...

Number of race meets per day/month, 2010

M
Tu
W
Th

F
Sa
Su

SOURCE: Equibase

Jan Feb Mar
6 6 7
5 5 6
9 9 N
1 10 12
16 16 20
17 17 23
12 12 17

Apr

8
9
12
9
22
27
18

May Jun Jul
14 12 14
12 15 14
10 13 M1
14 18 17
28 36 34
36 43 41
27 33 33

11
12
14
19
33
38
29

16
10
13
13
27
34
26

14
11
14
12
20
28
19

9
8
13
12
19
22
14

Aug Sep Oct Nov Dec

7

5

10
11
13
14
12

... and eliminating bad
competition can benefit handle

Original Race: Delaware Park

Month October

Other Races 200

Purse $4,600

Handle = $80.5k

Keeping all else constant,
moving the race to a day with
25% fewer races could generate
an incremental $9.4k in handle...

Month October

Other Races 150
$4,600

Purse

Handle = $89.9K

| 18



3 ...especially for Grade | and Grade Il Stakes EXAMPLE

On April 4, 2009, Oaklawn, Keeneland and Aqueduct each featured a
Grade | Stakes race within a period of 22 minutes

Oaklawn Keenelan Aqueduct
d
Post Time 4:57 PM 5:05 PM 5:19 PM
Field Size 5 9 8 In 2010 alone,
there were 30% of
Purse $500,000  $400,000  $750,000 Grade | and Grade

Il stakes races that
occurred within 15
Handle $963K $150M $238M minutes of a
similar race; if
these overlaps

Our predictive model suggests if these tracks were to have scheduled were eliminated it
the races more effectively, handle could have been 4-9% higher could generate an
additional $4.7M
New Post Time  4:57 PM 5:15 PM 5:31 PM (+5%) in Grade | &
Il handle
New Handle $1.01M $1.63M $2.49M
% change in +4.4% +9.2% +4.6%
handle

Keeneland would benefit most from this new sched-
uling, since it faces competition from two stakes races

Regression controls: Race Type, Track, Year, Season, Racino vs. non-Racino, Weekday vs. Weekend

SOURCE: Equibase | 19



3 Alarge number of races are inadequately funded ...

Since 1999, more than 25% of races have been inadequately funded??2

30.1%  30.0% 09,79
% 2919 29.39 7%
28.3% 291%  29.1% o779, 284%  283% 9.3% 28.4%

26.8%

% Inadequately
Funded

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

1 An inadequately funded race is one in which the live handle contribution from all sources to the tracks and purse account is less than the purse paid out to horsemen
2 Contribution is assumed to be 16.62% of handle, representing total takeout on live races net of taxes, fees to state wagering boards, and other miscellaneous

expenses; this is the upper bound of contribution, since actual contribution likely to be lower due to host fees from off-track and ADW wagering (~7.18%, blended)
Note: All figures exclude racino tracks and all races on the days of the Breeders' Cup, the Kentucky Derby, the Preakness Stakes, and the Belmont Stakes

SOURCE: Equibase | 20



3 ... and 49% of race days do not generate enough handle to adequately
fund purses and the cost of running the day

Since 1999, ~49% of race days have been inadequately funded?23

51.0% 51.3%  508% 4949

49.2% 49.5%  486% 492% 486% 492% 494% 49.1%

% Inadequately
Funded

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

1 An inadequately funded day is one in which the live handle contribution from all sources to the purse account and the track (16.62% of handle) is less than the purse
paid out to horsemen and the cost of the day

2 Contribution is assumed to be 16.62% of handle, representing total takeout on live races net of taxes, fees to state wagering boards, and other miscellaneous
expenses; this is the upper bound of contribution, since actual contribution likely to be lower due to host fees from off-track and ADW wagering (~7.18%, blended)

3 Assumes cost of a race day is $62,000 in 2010 (inflation-adjusted 2.25% p.a. for earlier years)

Note: All figures exclude racino tracks and all races on the days of the Breeders' Cup, the Kentucky Derby, the Preakness Stakes, and the Belmont Stakes

SOURCE: Equibase | 21



3 Consolidation of races and race days could be beneficial for tracks
and horsemen

We built a predictive model based on data from over 600,000 races over 11 years; controlling for track, race type, state, year,
season, racino vs. non-racino, and weekdays vs. weekends, we can draw the following conclusions ...

Eliminating one claiming race at Beulah Park during March 2010 and redistributing the
purses and starters into 7 other similar races that week would have boosted handle 6.5%

/

6.5%
— $686K
$667K
644K
Total Handle 5
Step 1 Step 2 Step 3
Description Original Card Eliminate one If other tracks do
of step race; redistribute the same, the
purses and effect
starters evenly compounds
change
Horsemen net $30,000 $30,775 $31,549 +3.4%
Track net $15,695 $16,342 $17,637 +12.4%

Additionally, cutting 10% of race days could benefit tracks a substantial amount of money
in variable cost savings

5,948 ° 10% ° $61,000 e $36.2M

Unprofitable Variable costs of Incremental
Race Days . .4
days eliminated one race day cost savings
1 Based on the estimated variable costs for running a race day at a median track | 22

SOURCE: Equibase



3 The case of Monmouth’s 2010 Elite summer meet shows that fewer
race days can actually drive up handle

In 2010, Monmouth held an “Elite” summer meet, with This resulted in a huge increase in handle, boosting
fewer race days, higher purses and larger field sizes revenues and decreasing Monmouth’s annual losses
Elite Meet Figures' Elite Meet Figures'
2009 2010 A 2009 2010 A
(o)
Summerrace 93 49 (47%) rande rooom sem e
days
....................................................... Revenue $157 M $248 M +58%
R d 10 12 +20%
aces peraay ° Annual Figures
Average field 7.4 9.3 +26% 2009 2010 A
Sl e E_I_-I_a{ﬁaié""""""§2§éi\7l """"" $477M - + éé_%“i
Cas'no purse $11 M $14 M +27% E .................................................................... i
enhancements . ' Revenue $39 M $45 M +15% !
Average purse $350K $782K +123% T |
per day Op. Expense $48 M $51 M +5%
SV N R
Total purses $32.5M $38.3M +18% Profit ($9 M) ($6 M) +339%

* Monmouth’s Elite summer meet cut summer race days by 47% and boosted purses by 123%, which caused field
size to jump 26%, handle to increase 117% and revenue to climb 58%

* If Monmouth had been able to negotiate higher host fees, the financial benefits of the Elite summer meet would
have been even greater

1 2010 Elite meet days vs. comparable 49 days in the summer of 2009

SOURCE: Monmouth Park | 23



4 High takeout is a very important concern for serious betters

Takeout is a concern for frequent bettors!...

Respondents who believe that takeout is too high, (% strongly agree)

71%
Respondents who believe takeout to be the most important issue in
Thoroughbred racing, (% first choice)

49% Rebates and rewards offer a targeted
set of pricing levers to address the
concerns of core bettors, an approach
that has proven effective in other forms

...but casual fans do not appear to be price-sensitive? of gambling
19% <1% 1.3%
Fans who state that Lapsed fans who Non-fans who cite
takeout for racing is  cite takeout as their takeout as their
higher than for most reason for leaving reason for not
other forms of the sport betting
gambling
1 Frequent bettors defined as members of HANA | ~

SOURCE: 2011 Jockey Club Consumer Research (N=1800), HANA




4 Existing fans feel racing is inaccessible to new fans due to its

complexity
Complexity of the sport is seen as a major issue ...and may inhibit fans from recommending
even among existing fans... horse racing to their social groups
% of respondents indicating an issue is the #1 or #2 % of horse player respondents who agree (top 3 boxed
most important issue facing horse racing today scores) with eagh statements
i SRttt Sttt ! Casual fans
 Insufficient efforts to reach 39% | 19% of fans say they Regular fans
| out to new fans : don’t bet because the O
: Difficulty to learn how o 7968 i i Heavy fans
! to handi d bet 29% | you can make are 579%
L O handicapandbet y | too complicated 0 559%
Limited awareness due 279%
to low ad\./ertllsmg 47%
Use of horse medications 26%
and drugs
Lack of .integrity of 19% 359% 36%
people in the sport
Low quality races 18%
0,
High take-out rates 17% 21%
Lack of central authority 10%
(o]
to govern sport
Poor use of technology 9%
during the race
Issues with pari-mutuel 79
tote system ° The different ways to The amount of
bet are too complicated information is intimidating

SOURCE: 2011 Jockey Club Consumer Research (N=1800) | 25



4 The on-track experience can undermine new fan development and be
unappealing to families

Track environment, rather than the sport itself, is the
leading cause for a poor fan experience

Top reasons racetrack visitors did not have a good experience

(selecting all that apply)

The bathrooms were dirty

The building was not
well maintained

There was no food court/
food was not good

Didn’t have other forms
of entertainment

Customer service was poor

The racetrack was
almost empty

The time between
races was too long

Simulcast didn’t show
the races | wanted

SOURCE: 2011 Jockey Club Consumer Research (N=1800)

3%

15%

12%

10%

8%

23%

42%

37%

16%

% of respondents who think an activity is a “very good way to
spend time with family”

68%

Thoroughbred Racing

Other Sports

Thoroughbred racing is not perceived as family friendly

| 26



5 Low television exposure is hurting fan development

Coverage of racing is at an all-time low... ... with a clear impact on new fan development

Hours on television (excluding subscription based channels such % of respondents who said an important/exciting race on TV was
as HRTV and TVG) the single most important reason they got involved in the sport

2003

9%
2011
~175
8%
>150
50
92 &
50
43
~35

m

Thoroughbred Poker Bowling 30+ years 10-29 years  1-10 years Past year
Racing ago ago ago

1 Fan is defined as someone who bets or attends a Thoroughbred race 3+ times per year

Note: 9% of fans who joined in the past year indicated that they were motivated to join by a movie (likely Secretariat)
SOURCE: 2011 Jockey Club Consumer Research (N=1800), Press articles



5 ADWSs have grown to ~20% of handle and are likely to get bigger

ADWs account for ~21% of all handle today, and are growing
quickly relative to on- and off-track methods of betting

2010 market share, %
2007-2010 market share CAGR, %

ADW
+7.9% CAGR
21
69 11
On-Track Live
Other o
Off-Track -2.5% CAGR

-1.6% CAGR

SOURCE: The Jockey Club Factbook, State racing commissions and/or wagering boards

If ADWs grow
consistently as a % of
total handle, by 2020,
they will account for
44% of all handle

| 28



5 ADWSs are not attracting new fans to the sport...

Fans first involvement at the sport is predominantly at the track

Source of Thoroughbred fans’ first involvement with the sport (%)

Online sources

Watched an important / 4.3%
exciting race on TV 6.7%
Family has always been / 81%

involved with horses

Key distribution channels are

not acting as sources of new
fan development

Friend/relative who
bets suggested it /

Friend/relative took me
to a track as a child

Friend/relative took me
to a track as an adult

Other 13.0%

Joined in the past 10 years

SOURCE: 2011 Jockey Club Consumer Research (N=1800)

Less than 1% of fans say
they first became involved
because of online sources

Less than 1% of fans say
they first became involved
through off-track betting
locations

| 29




5 ...in part because the ADW sign-up experience can be daunting: only
53% of people who submit an ADW application end up making a bet

The complexity of the sign-up process for ADWs significantly inhibits the number
of people betting on Thoroughbred racing online

ADW applicants (%) |[EXAMPLE OF LEADING ADW

100.0%

30.0%

I :
= 13% rejected for et 52.5%

bogus applications

= 17% rejected for
‘administrative’
reasons (i.e.,
mismatch with
residency database)

Submit an Application Fail to Make a Bet
application to ADW rejected fund account

SOURCE: Leading ADW | 30





