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What is the Future?

John Walzak:

Thank you Ted. I’'m going to talk today about the future. What is the future of harness
racing, of horse racing? What is the future of the enterprise that we all take part in? The
format today is going to be fairly informal. What we would like to do is engage the
delegates as much as we can into a discussion with our panel and see if we can enlighten
ourselves. Maybe give ideas and exchange ideas and thoughts as we go along. We are
going to start though with a little bit of formality. We’re going to have each of our
panelists make a short opening statement about themselves and their companies. We have
a very unique grouping of companies who operate racetracks with us today.

On my far left, is Mr. Bill Carter. Bill operates Windsor Raceway who also operates two
smaller racetracks, Dresden and Woodstock. So he presents a unique blend of a racetrack
that operates 52 weeks of the year. Windsor Raceway, on the border with Detroit. It’s an
internationally known racetrack in the simulcast world as well as a track that operates two
smaller regional summer tracks that only operate in the summer and operate a very
limited number of days and do not simulcast their races out. They accept races in but
don’t broadcast out. Bill’s company is a privately held company for profit and is one of
the major Ontario small track operators. He is very important to our industry.

Next to Bill Carter is Jim McAlpine. Jim is from Magna Entertainment. Magna
Entertainment is probably the largest conglomerate of racetracks in the world today. They
have assembled a suite of the top racetracks in the US. They have just got into the
Canadian market with Flamboro Downs racetrack where we had our Friday afternoon
driver’s competition. Jim operates a company that is publicly held. They have
shareholders and they answer to their shareholders. They are a for profit company and
have a stated intention of being a consolidator. Now Jim’s probably going to talk about
that and how that works in their company. And they’ve also had a stated intention of
mixing the usage of their lands of things that happen at their racetracks.

Next to Jim is David Willmot. David is the leader of the Woodbine Entertainment Group.
That’s where we were Saturday night for the final leg of the Driver’s Championship.
Woodbine Entertainment Group is probably in the top 10 racing organizations in the
world in terms of race dates and amount handled through those racetracks. They operate
Woodbine and Mohawk Racetracks. They are internationally known for thoroughbred
and harness racing. They are the top notch racing in Canada. Because I'm from the
harness racing side, all I can think of is that they’re the top harness racing venue in North
America, if not the world. They’re a not for profit organization and privately held. They
are for the benefit of racing. Their core business is live racing. They’ve also started
talking about increasing the usage of their land. Increasing the types options and
entertainment venues that would be offered on the lands that they have their racetracks
on. Their racetracks are on very prime real estate in the Toronto market. They have also
recently expanded into British Columbia with Hastings racetrack, a thoroughbred track in
Vancouver. They are also starting to get a presence outside of their traditional market
areas on a very broad national level. Again, very active in the international simulcasting
market, both in selling and buying product.

So you have three distinct types of organizations that operate racetracks. Three distinct
views of the world. What I would like to do is have each of them come up and give a



short statement and then with some directed questions from me we will start our
discussion. Now I want to look at 3 basic themes today- where Racing is placed in the
sporting, gaming and entertainment market places. Threats and opportunities of bringing
alternate gaming to racetracks. All of the operators today have more than just pari-mutuel
betting at their tracks. They have slot machines and are actively trying to get slot
machines for those that don’t have them. And I want to talk about increasing
opportunities for our core product: wagering on horse races. What we can do to draw
business to live racing and betting on that live racing. So I’'m going to start off with Bill
Carter, Windsor raceway, talking about how his company operates in the Ontario market.
Bill Carter.

Bill Carter:

Thank you John. As John said, I'm the president and CEO and we operate 3 racetracks in
the province of Ontario. Windsor Raceway, Dresden raceway is sometimes known as
Ontario’s little Saratoga, and we also operate Woodstock raceway. A little background on
the three facilities that we operate with our partners. Our partners in these particular
facilities are the Ontario Harness Horse Association and all its members. As John said,
Windsor raceway is privately owned and the track opened back in October of 1965 so it
has a long tradition. And it opened back then as a Winter harness racetrack. In its early
years, the track, which is 5/8’s of a mile long, had a tartan surface and that surface was
probably well before its time because we’ve done away with it. The track surface is now
a banked stone chip surface. We used to have stabling at the racetrack and we closed that
in June of 2001 to meet some of the demands of the horsemen and we converted it into a
ship-in track. We race all year round. Our race dates, as approved by the Ontario Racing
commission have been 153 days. Our races run 2 days a week for the period April —
October, and 4 days week from November through March and we simulcast the product
in North America. Our racing includes both trotters and pacers and they race in both
claiming and condition races. Our major stake race of the year, the Provincial Cup, is a 3-
year-old open pace having a purse of approximately half a million dollars. We will be
celebrating the 38™ Annual Cup this December. In addition to the live racecard, we offer
simulcast wagering on our product from all over North America and periodically from
Hong Kong and Australia. Simulcast wagering is on both thoroughbred and standardbred
product and is offered 364 days of the year. In January of 1999, Windsor was the first
racetrack to open a slot facility under the slot racetrack program in Ontario that had been
negotiated between the racing industry and the province of Ontario. David Willmot, one
of our co-panelists today, was one of the key negotiators for the industry in this manner.
Our slot facility was renovated and expanded in 2000 and reopened in January of 2001
with twice the floor space holding about 750 slot machines. One point we will expand on
a little bit later is that Windsor raceway operates in one of the most competitive gaming
areas in Ontario. We have competition from a full service casino in downtown Windsor,
three major casinos in Detroit, and several racetracks in Michigan and Ohio with the
closest track being Hazel Park only 20 minutes away from our facility. The other two
tracks that we operate are Dresden and Woodstock. Both tracks were on the brink of
bankruptcy at the time that we acquired them and were being operated by the agricultural
societies. Agricultural societies are essentially not for profit organizations in rural and
smaller centres that have a mandate to promote agricultural activities including horse



racing. Both of those tracks are half-mile tracks and have the same surface as we do at
Windsor. These tracks, as John had indicated, only race in the summer time beginning in
early May and going until mid-September. Dresden has 20 race dates with racing
occurring on Sunday afternoons or the holiday Monday. Woodstock has 18 race dates on
the Saturday afternoon. Both tracks have survived by catering to the needs of the local
horsemen with the summer fair atmosphere. There is also year round simulcasting at both
facilities, and both facilities have 100 slot machines that operate year round. It helps
support the purses for those particular facilities. Dresden slot facility was opened in April
2001 and Woodstock in June of 2001. That gives you a little background on the facilities
that we operate from and where are perspective would be coming from. Now the topic is
the future of racing and how all of this would relate to the future of racing. In my opinion,
the future of racing can only be understood if we are able to identify and satisfy the needs
of the stakeholders. So you have a look down through that and say to yourself who are
the stakeholders in racing. Of course the racetrack owners who are there to provide the
stage for the show. We have the horsemen who are there to provide the product for the
show. But most importantly we have the patron. The person who may be a bettor or just
there to enjoy the sport and the related entertainment that may be at the facility. The
racetracks and the horsemen need to be a homogenous group that provides an
entertaining quality product in a seamless fashion if we are going to survive. The patron
and the bettor are the paramount people though. We have to look at what their needs are.
We need to spend more time asking the bettor about quality. What do they consider to be
a good handicapping opportunity- Is the purse size of indication a quality? How does
integrity affect quality? How should we address the risk reward equation? Does the bettor
want a player reward program or does he want lower takeout. Or do we need to provide
some blend that keeps the bettor with opportunities and still leave the horsemen and the
racetracks with a capital to sustain the support. All this needs to be analyzed within the
context that we are competing for the entertainment dollar in a very competitive gaming
environment.

Racing is a sport. Racing is competitive. Racing provides a gaming opportunity. Racing
is the only sport in North America where a patron can wager as the event is conducted.
The patron can wager up to seconds before and can always be mindful about the weather,
driving changes, late scratches and the look of the product immediately prior to post.
What other sport allows this to happen? What other sport is as regulated as racing? What
other sport tests each driver before racing and does random checks throughout the
evening. What other sports test the athletes after they win to determine if there are any
drug enhancements? With all this, why is wagering flat? It takes me back to my earlier
comment on competition. In the past, Windsor has been hit very severely by competition.
For example, when the state of Michigan introduced full card simulcasting in the spring
of 1996, our intertrack and live wagering declined 30% overnight because our patrons
were provided with an alternative that was more convenient for them. We couldn’t get
the people to come back across the border from Detroit to our facility. Other examples of
competition relate to our slot floor. We have 4 full service casinos within 20 of our
facility. The result is a slot facility that is trying to compete in a saturated gaming market.
We also have every major sporting opportunity to compete with. We have the Detroit
Red Wings, the Detroit Lions, the Detroit Tigers and the Detroit Pistons. We have major
theatre, concerts, and festivals. It’s all about the entertainment dollar. Even my slot floor



to a certain extent is my competitor. We’ve seen some cannibalization where the dollars
that were spent up in the harness area are now being spent on the slot floor. People are
looking for stress relieving entertainment. We need to figure out how to provide it.
Perhaps we need to do this in a context of providing a total entertainment facility that
offers alternatives to our customers who come in groups who have varying needs. We
need to be perhaps an entertainment mall similar to an auto mall or a shopping mall. As
competition increases, we need to be smarter and determine what is needed to attract the
entertainment dollar. The three track participants today are representative of the growing
trend in the industry for multiple track ownership in conjunction with slot operations.
And Windsor certainly to a smaller degree than the companies represented by Mr.
Willmot and Mr. McAlpine. But the inevitable trend is towards consolidation and gaming
diversification. But that’s not bad, that’s actually good. It will help facilitate global
wagering. It will provide the resources for more comprehensive and effective marketing.
It will enable the racing industry to truly promote Internet wagering and it will provide
the stimulus to capitalize on the obsession with computers to establish a connection with
racing handicapping and its challenges and rewards. So in summary the future can be
bright if, as an industry, we work together to meet the needs of our stakeholders.
Although we compete with each other we need to focus as an industry in order to survive.
Thank you very much.

John Walzak:

Thank you Bill. May be a theme emerging here. We have to consolidate to expand.
Second speaker, Jim McAlpine, Magna Entertainment. As I say, probably the largest
consolidator of racetracks from all around the world and it’s all yours Jim. I should make
one point. I want to give a little bit of traffic thought here. What we are going to do is
give the delegates a chance to ask questions once we start our debates.

Jim McAlpine:

Thanks John and good morning everybody. John said I’'m the president and CEO of
Magna Entertainment corporation. I want to give you a little background on where we’ve
come from and where we think the future lies. First of all, our number one goal is to grow
horse racing as an entertainment business and produce an above average return for our
shareholders because as John said, we’re the public company at the table this morning so
our shareholders are very important to us. The first leg of our strategy was to acquire a
sufficient number of racetracks to allow us to anchor a wagering and betting channel
because in our opinion, this is what it’s all about. It’s about taking wagering and betting
opportunities to customers 24 hours a day, 7 days a week, 365 days a year. The number 2
strategy was to make racing and wagering more accessible to customers. We’re all
familiar with inter-track and off-track, but in home and international we believe are two
incredible opportunities for the future. But you need product and that means you have to
have a strategy to become the racetrack operator of choice whenever horse owners and
trainers are deciding where to run their horses. You also need to be totally focused on the
customer. Our customers have got an enormous number of choices today of where they
spend their entertainment dollar and many of them have in fact voted with their feet and
they go somewhere else today. And we need to fix that. We need to develop alternative
gaming expertise, both David and Bill are both very familiar with that as the province of



Ontario is one of the leaders of most of the jurisdictions which we operate, and that is not
the case today. And we need to attract more customers to our properties by creating what
we refer to as “Destination Retail Entertainment Centres,” and Bill referred to this. It is
critically important that we use our assets, our underdeveloped real estate in particular, to
expand the opportunities for entertainment that we will offer our customers. So how have
we done so far? Keeping in mind, we started in December of 1998, we now operate 15
racetracks across North America including our most recent acquisition, Flamboro Downs
here in Ontario. This map doesn’t show, but we also have a racetrack under construction
in Austria. And we are not partial. Initially, we were a thoroughbred company and people
thought that was all we cared about but what we care about is product. Sporting and
wagering product. So today we’ve got Flamboro Downs as a Harness track. We’ve got
the Meadows in Pittsburg as a Harness track. Our facility in Austria will include a
harness facility and we have a racing license application in the state of Michigan where
we will have a thoroughbred and harness track at the same complex. In terms of racedays,
you can see the calendar that we operate on today. Basically, everyday of the year there is
racing happening at a MEC property. In terms of live racedays, we’ve grown from 711
days in 2000 to over 1600 live racing days this year. OTB’s are critical to our growth and
as we have a national platform of racetracks, a national platform of OTB’s is as
complementary. We firmly believe the way to succeed in the future is to take the product
to the customer. So today we own 40 OTB’s and our goal is to grow this to 100 OTB’s
over the next few years. Express bet is our Internet account-wagering platform for both
telephone and Internet access. And we created horse racing TV, which is our 24 hour
dedicated horse racing television network that operates throughout the United States. Our
wagering handle has grown from a billion dollars in 1998, to an excess of five and a half
billion dollars by 2003, principally by acquisition. Our goal is to grow that to better than
10 billion dollars over the next few years. There is huge opportunity, we believe in this
industry. A lot of people think it is a zero sum game and that when we compete with Bill
and David it is really about grabbing each other’s market share. That’s not what we
believe at all. We believe if you get the distribution right, if you take this product to more
customers, make it more accessible to those customers, domestically and internationally,
there is a huge growth opportunity. One of the interesting things in North America is that
there are only about 3 million core customers. Think about it, 3 million core customers
bet about 16-17 billion dollars. But there are 72 million other people in North America
who have expressed an interest in participating in our sport when they’ve been
interviewed at shopping malls, theatres, or other sporting events. They’ve expressed a
keen interest in understanding our sport and participating in our sport both as sports fans
and as bettors. It’s a tremendous opportunity. Who is the competition? The competition is
gaming, family entertainment and other sports. What do they do in terms of handle. There
is 900 billion dollars wagered in North America, 15-16 billion of it on horse racing, 25
billion is invested by people buying tickets to go to live sporting events, 170 million is
spent at Indian casinos, 60 billion on lottery tickets, 30 billion on other types of sporting
events and 600 billion at casinos. So the market in our view is a 900 billion dollar market.
We are not constrained by the 15-16 billion that is involved in horse racing or we don’t
want to be constrained. But industry reform is critical and Bill referred to the excessive
regulation. There is a whole bunch of factors and factions and this is just a partial list of
the industry players and the problem is its really a bit like hurting cats. When you are



this fragmented and this many power structures in the industry, it is very difficult to get
things done. So as an industry, we need to streamline these organizations. The ingredients
for success are obvious. There are lots and lots of participants in our business. But it is a
lot about horses, stadiums or racetracks and customers. And number one is the customer,
if we’re going to be successful. In this business because of all the participants, you get an
awful lot of Monday morning quarterbacks. And so you get a lot of people arguing about
yesterday rather than focusing on tomorrow. And the critical thing for us as an industry
group is to focus on tomorrow. We can learn from the past but let’s not get caught up
dwelling on it. If you think of the industry issues that face us today, they range from
uniform medication to our case in North America, the integrity of the tote systems,
rebators account, wagering, bet types, international simulcasting. There is just a whole
raft of issues that we have to focus on. The new reality has changed dramatically. You’ve
got companies like Magna Entertainment that come from nowhere in a short period of
time. You’ve got Churchill downs. You’ve got the Woodbine Entertainment Group who
is amongst the largest operators in North America and perhaps the world. We all know
what’s happening: on-track attendance and wagering is declining and off-track attendance
and wagering is growing. That is not a bad growth curve on the right hand side and that’s
where our focus is on the off-track, and frankly that’s where we all need to be focused.
What about slots? Slots do a bunch of things. First and foremost, ideally they add to the
purse account. Secondly, they provide the cash flow to upgrade facilities. Third, they give
us the marketing dollars to advertise and promote to customers and fourth, they support
government programs. The problem is that they’re really there for number four, not for
numbers 1,2 and 3. We get those as a by-product. But make no mistake the government is
looking for ways to generate money for the government and government programs. And
from our perspective, while this is a wonderful short-term shot in the arm, we need to
find ways as an industry to grow the entertainment value of what we do everyday and this
will help us, but it won’t be the long-term answer. We need to stay focussed on live horse
racing and other entertainment opportunities. Just to give you a quick overview of how
we’ve structured our company on how to deal with all of these factors. Obviously we’ve
got our racetrack group. We’ve got a separate group that focuses on distribution. We’ve
got another group focused on technology because as an industry, as least in North
America, we’ve really failed to invest in technology that supports our prime business.
We’ve got another group focused on hospitality. We’ve got a property development
group because we’ve got such large real estate holdings. We developed a gaming group
focused on alternative gaming at racetracks and we got a non-racing entertainment group
focused on how do we fill the stadiums with other activities. And if you look at our
overall structure, we say we are in the wagering and entertainment business, and it is built
around horse racing. That’s what we’re here for and that’s what we are here for today,
tomorrow and the future. But we’ve got all these other points of customers that are
critically important for us to grow. Our long-term vision is to become the world’s leading
electronic media wagering and entertainment company and we believe we are well on the
way to achieving that. The bottom line is it’s all about entertainment. And as an industry
we have to seize the opportunity to work together in North America and internationally.
We see as I said at the outset, the creation of a commercial wagering channel that
operates around the clock. That means that people in this room are hopefully our
customers and similarly we hopefully supply product to you. And many people in many



jurisdictions are afraid of that concept. But the reality there is a huge market out there for
us to grow and what we’ve learned is that if you take the betting opportunities and the
sporting opportunities to the customer whether it’s at the stadium or at the sports bar or in
their home, we will win. Every other sport in North America that stuck with television
from the beginning has been successful. Our sport divorced from television in the 50’s
and the result is we’ve lost a whole generation of customers. We need to get back in the
game. We need to promote our business through television and internationally and we
look forward to doing that.

John Walzak:

Thank you Jim. Maybe another emerging theme here which is expansion. And expansion
and wherever expansion can take us. And Jim mentioned some of the fears of their
industry and certainly when the Magna jug or not comes into town there has been a lot of
fear in North America of what’s it’s going to mean. I don’t know what you’re thinking
but he has pretty clearly put you in their targets as well as a place for expansion. Pretty
exciting idea. Our last speaker before we get into our discussion, and think about these
thoughts because they are pretty powerful thoughts and we’ve all got things you might
want to add to our discussion. Our last presenter is David Willmot from the Woodbine
Entertainment Group, as Jim said and as I said earlier, one of the top ten racing
organizations in the world. Somebody that is really the crown jewel of people we are very
proud of in Canada. David?

David Willmot:

Thank you John. On behalf of all of us at Woodbine. Welcome to Toronto. I hope you are
enjoying your conference to this point and the forecast for this week is beautiful. So as
you head up North, you are going to see some of the prettier parts of our country for
what’s known as the Canadian shield, the lake district North of here. So hopefully after a
number of days of working, you will get to enjoy some of the beauty of this country
during the course of this week. I was delighted to come today and speak with you. You
come from around the world. You represent racing jurisdictions with different views,
different cultures, different business standards and I think that is very important because
the comments you’re hearing today are very much a North American perspective. As
many of us have traveled around the world in racing, the culture of racing is very
different around the world. In some countries, it is very much a sport more than it is a
pure gambling activity. In North America, as much as we’d like it to be different, it’s
primarily a gambling based activity. As an example, on the morning of the Epson Derby
or the Grand National in England, if you walk down the high street of any town in
England, I imagine 8 or 9 out of 10 people will be able to tell you who the favourites of
those races were. Our two biggest races that we hold on the same weekend in June, the
Queen’s Plate (thoroughbred), the North America Cup (standardbred). If you were to
walk down Toronto and ask someone who the favourites of those two races were, I doubt
that 1 in 30 would be able to give you the answer. So there is a very cultural difference.
And the comments that you are hearing this morning from Bill and Jim and I have to be
taken in the context that we operate in the market which has gambling as it’s focus. I
don’t believe on a big day of racing here, if we didn’t offer wagering, I don’t believe that
we would have 5% of the people attending that we currently do. Whereas in Scandinavia,



it is much more of a sport. The participants in the sport are sporting heroes in the
countries. That is less so over here. That is part of the challenge. As Bill and Jim said, we
face that sport and entertainment competition as well as gambling competition and it is a
map that we have to maneuver every single day looking for competitive challenges in
North America. Our organization is the oldest of the 3. Our organization was founded
back in the 1880s. We thought like that for many years, probably more than a century.
Our name used to be the Ontario Jockey Club. We are now the Woodbine Entertainment
Group. We no longer operate just in Ontario. It is obvious to all of us that with
simulcasting and Internet account wagering and everything that is on the horizon, you
cannot be provincial or insular in your thinking any longer. We’re not a jockey, or
thoroughbred organization. That name was a complete misnomer. We are a true dual
breed organization, standardbred and thoroughbred organization, and committed to that
as the core of our business philosophy. And we are not a club, in the sense that we don’t
think like a club. We may have thought like a club in the past. We think like a business.
We want our employees, our horsemen and our customers to think of us as a business
providing good customer service and the top-racing product. While we are not for profit,
and I emphasize that doesn’t mean no profit because we are a very profitable not for
profit. What not for profit really means is that we must re-invest the net free cash flow
that we generate after expense and servicing our debt. We much re-invest our capital
back into horse racing whether it be facilities, purses, distribution networks, customer
service, and those types of things. So we don’t have an owner who benefits in his pocket
from profits generated by our company. Now that frees us in many ways to perhaps make
decisions which may not be in the best interest of the shareholder or in the best interest of
racing. But it also limits us in that we have no share capital. We have to operate financed
purely by debt. We are not able to go to the equity markets such as Magna is and float
100 or 150 million dollar stock issue if we want to make another acquisition. So we’re
constrained in terms of our growth but we know we don’t want to be orphaned in the
world today with the consolidation of racing and the rapidly forward thinking
technological movements. We have to continue to build and grow and that requires
capital. And so we are reinvesting as heavily and as quickly as we are able. Albeit
sometimes frustrated that we are not able to raise the capital that we need to do that more
quickly. We operate over 500 live racing days a year at our three racetracks. We have
over 3,000 employee and we’re committed to live racing. Yes we have slot machines at
two of our three tracks. Hopefully about to get them at our third track in Vancouver. So
we do have alternative gaming but we are committed to our core product which is horse
racing. Like racing, everywhere in North America and I believe around the world, in the
late 80s, early 90s, racing was slow to respond to the sport and entertainment and gaming
competition that developed. We were, as Jim said, bracing. We were all backward
thinking. We just couldn’t understand why our grandstands weren’t full the way they
used to be. We didn’t understand that our facilities were tired and old. Up until 4 years
ago, the washrooms in that grandstand hadn’t been touched since 1956. Well what’s the
point of marketing to try and bring women out to the racetrack when they walk into the
washroom and then leave screaming. And no amount of marketing dollars after that will
bring them back. So our focus was a two prong focus as we started to turn ourselves
around in the mid-90’s. It was an off-track distribution expansion but it was also a major
refurbishing and modernizing of our racetracks. In the firm belief that that off-track



distribution was the means to bring people back to live racing. Some people think the
distribution is a threat to live racing. I personally think that it may be a short-term threat
but in the long-run if you do it properly it exposes racing to lapse customers who will
then come to the live venue. But if they come to the live venue, and see an old, tired,
dirty facility, with poor customer service, with a bunch of cigar chomping 60-year-old
men as the demographic of the racing fan screaming swear words at the tv as their horse
gets beat, or their driver makes a mistake. That doesn’t sell well with a whole New World
of clients that we’re trying to attract to our business. So at our racetracks we have
modernized them as you saw on Saturday night. There is still more work to be done. We
are going to keep them modern and friendly. We have free parking and free admission.
And in that I think we have a competitive edge over the professional sports teams, which
now cost to go see the Toronto Maple Leafs and to park and for food is easily $200 for a
night. Racing has a competitive advantage over professional sport in that the consumer is
empowered to spend what they want to spend. They can arrive. They can get in for very
low access cost. They can bet $2 or $200. They can buy a hamburger or they can buy a
steak depending on where they want to go on the racetrack. And they can leave when
they want to leave without feeling that because they’ve paid $100 dollars for a ticket
they’re stuck. They may be watching a lousy baseball or hockey game but if you paid
$100 for the tickets you are going to sit there and watch it. We can empower the customer
in racing and that is something that we are trying to do. With simulcasting and alternate
gaming and live racing, we’re open 365 days a year at Woodbine. We’re hoping we can
adjust to peoples behaviour patterns and have them come to the races when they want for
just a few hours or even an hour or two and then leave and empower that customer to be a
participating client with us in their own behaviour and their own customer choice. On the
other side, the distribution network, and Jim as touched on this. We have been focused
primarily on Canada even though we deal worldwide but we have just about built across
Canada distribution network which is based upon at the moment, telephone account
wagering with television distribution into the home by way of satellite. We have 4
channels on Bell Express Vu which is the biggest direct to home satellite provider in the
country. We are on digital tv networks across the country. We are on analogue tv with a
softer core product which doesn’t use all the jargon of horse racing. And we’re
committed to the kind of distribution that Jim was talking about. We have just had the
criminal code in Canada amended and are about 2 months away from introducing full
internet wagering with software that we have developed ourselves. That again is critical
to take the product to the customer. In North America, because the customer is so
gambling oriented, we firmly believe that the hook to get people interested is in the home
as anti-buyer of the daily racing form referred to it is as the gambling game of horse
racing. Now we’re not hard core gambling like casino gambling, but gambling is an
important part of what we do. When we talk about entertainment, we see a spectrum
where hard core gambling is at one end of the spectrum and pure entertainment is at the
other end of the spectrum. We want to move our activities back towards pure
entertainment so that a day or a night at the races is not just a challenging day of
gambling, but an entertaining day or night in good surroundings with good customer
service. And we believe as we take our distribution network out to the public, we can
generate new fans for racing. I have a very short story of what I’ve noticed. I have two
sons who are 16 and 18, and I live on a farm and our foaling barn is only 16 yards from



my home. We go out and watch our mares foal but I can’t seem to get my teenage sons
very interested in the sport of horse racing. They’re surrounded by horse racing but they
want to play other sports and do other things. But if they come into my living room and
I’m watching TRN, The Racing Network which is our Canadian network, and I'm
watching the races, they will say “Dad do you like anything?” And if say, “no, I'm just
watching the races,” they leave. They are gone to talk to their friends or whatever. If I say
“Ya I like a particular horse in here. Are you going to have a bet? Ya I may bet $10 on
that horse.” They will say, “Can I have two dollars of that?” And they will sit and they
will watch the race with me. And that’s what I mean about trying to take racing to the
public, and use the gambling game and nature of it as the hook, to generate interest in the
activity. And then I think as we bring people to our live racing venues, then we can really
introduce them to the entertainment for a nice day or evening out with good customer
service, etc. I believe that racing has the ability to fight back against all the competition
that we face. I don’t mean to pre-empt the discussion. I know John has a lot of questions.
That is the end of my comment. Thank you for coming and so I hope you enjoy the rest
of your stay.

John Walzak:

Thank you David. So what are we? Are we into sports? Are we a gaming event? Are we
an entertainment venue? For a couple of views on that, let’s just clarify a little bit about
that now with our 3 panels if we could. Where are we focusing? How should we mix in
our markets whether it be gaming, sporting, entertainment? Where are we doing best?
What are we most competitive at today? What is our strength within those 3 venues?
Bill?

Bill Carter:

Well for us, we basically are a sport. Any sport is entertainment. You can’t lose sight of
that. So you have to figure out how to provide the sport in a very entertaining fashion.
And I think that as Dave alluded to, gaming is the key to our sport. People are there to
enjoy the gaming opportunities. We have a lot of customers that come out to our
racetrack in Windsor just looking for a good entertaining evening or afternoon depending
on when we’re racing. So what we try to do is provide it in an entertaining environment.
We provide the people with an opportunity to come out and enjoy the sport and hopefully
they will do some gaming to help us support the product. Last evening we had the second
of our family fun days at Windsor raceway. Unfortunately I wasn’t able to be there. But I
was speaking with my people last week, and they said it doubled our capacity last night
in terms of the number of people that came out. Just because we put a different spin on it
and we advertised it as a family fun day, the families were out there. And as a sport, we
need to encourage the younger people to come out to our facilities and begin to build that
base.

Jim McAlpine:

Well I would like to think we’re a sport. The problem is we are a sport for horsepeople.
And if you look at the sport, we got some fundamental problems. We don’t really know
who the star is. If the star is the horse, the breeder, the trainer, the jockey....That’s one of
our fundamental challenges. So I think we are a sport for horsepeople and I think the



chart I showed with the 3 million core customers, some of those customers come for the
sport but the reality is the rest of those core customers and the other 72 million people
who’ve expressed an interest in our business are going to be hooked on the gambling
opportunity. That may be unique to North America, although I don’t believe it is. We
need to find creative ways to get people out to the game and we have to work overtime to
simplify the game. How do you explain to a first time customer what a pick 6 is or what a
pick 4 is. We’ve got technology that is so outdated. They step up to a teller’s window.
They’ve got a curmudgeon on the other side who hasn’t smiled in 10 years because they
didn’t need to, or they’ve got gambling technology, tote machines, pari-mutuel wagering
terminals that are so outdated where everybody today has a PC at home. We need
somehow to converge that technology. And we’ve got to create. I guess if you look at
gambling, and I showed a chart that the gambling market was 900 billion in North
America, and 800 billion of that roughly is invested in casinos and lottery tickets. Why is
that? Well in one case it is mindless, and in another case it has got life changing payoffs.
When was the last time we had a life changing payoff at a racetrack. And it isn’t
mindless, contrary to public opinion, it is a very complicated, intellectual challenge to
become a handicapper. So we’ve got some real issues in taking the sport part of this
thing, and identify the sport components, and make that more exciting and more
entertaining and simpler. At the same time, we’ve got to do some incredible things on the
gaming side to make gaming the kind of thing that people really come out to participate
in.

David Willmot:

I agree with Jim very much and I’ve been an owner and a breeder for over 30 years. |
own both trotters and thoroughbreds. And it truly is a sport only for those of us who are
involved. And that is not a demeaning comment, it’s just the truth. For us, it’s a sport, it’s
a business: if you’re not good at what you do, you can’t afford to be in this sport. But it is
not a sport for the everyday customer. They do not see it. When we have focus groups
and we talk to our customers, they do not see it. They do not like to be referred to as fans.
I made the mistake when I first came in as CEO to Woodbine in 1995. I had a group of
our biggest players (gamblers) in and had the discussion with them. And I made the
mistake of using the word “fan.” And this one fellow turned to me and said, “Don’t
insult me.” He said, “I’m not a fan to anything you and your rich buddies do around
here.” He said, “I am a gambler. I am a customer. I want to be treated with the respect of
a customer. I’'m not here purely to finance you elitist activity.” Now I’ve been involved
for horse racing for 25 years at that point. I’ve been on the board at Woodbine since
1984. I sort of understood what we did. Well I fell off the back of my chair. It opened my
eyes. We really do have two solitudes in racing. But they need not be mutually exclusive
and in fact, they are mutually dependent and they are very important. So there’s
absolutely nothing wrong with it being a sport, as Jim says for the participants. But to the
capital providers, the people who bet the money and provide the money to pay the purses
which makes the industry go around, it’s not much of a sport. I’ve used this analogy that
the driver who is a hero of winning a million dollar race on the weekend is a bum the
following Thursday when he makes a bad move in a $20,000 claiming race. So as Jim
says, it is pretty hard to make sports heroes out of these people. They are the means to a
gambling end. And again emphasize that this is more the case in North America but I do



believe that as technology takes the world of Internet gaming around with the globe, this
is going to become more and more important in terms of competition in all your
jurisdictions. And if we don’t believe that we all have to be aware of and very concerned
about the offshore pirates and rebators. If we think we have a sport that isn’t heavily
dependent on the gambler, we could be in danger in 5 or 10 years when trying to finance
a sport when all of the wagering money is going to illegal and off-shore operators. And
that’s a whole different topic. I'm on the executive council of an organization called the
International Federation of Horse Racing Authorities based in Paris. And we are working
on right now, being headed up by Larry Vong of the Hong Kong jockey club, and they
are facing their challenges there, the good neighbour policy. It sounds like a soft term but
really what it means is that all countries in the world engaged in horse racing have to sign
on to a charter which says that they will only provide their product to another country or
entity that has a commercial relationship with that country. And only by shutting out the
rebators and the pirates. And I think the pirates are even more of a concern than the
rebators only by shutting them out or having commercial arrangements with them which
recognize the fact that there is a product which has horsepeople and participants involved
and that there are purses that have to be paid. So the entertainment side, is to me the
definition of entertainment is what is fun. We can make horse racing a lot more fun than
it became in its dark years. And we can move back up the entertainment spectrum. The
other key use of entertainment venue or products is that I think there are people who you
could advertise and throw billions of dollars of an advertising budget to try and get new
customers out of the racetrack. They don’t believe that they are horse racing fans. They
don’t believe that they would want to bet on horse racing and they will not respond to
that advertising. If however you can get them out to the site where horse racing is
inducted and were able to generate trial by bringing them to site whether it’s a multi-plex
cinema or shopping. If they can come to the site, and then you are able to move them
easily without access costs or administration costs. You are able to expose them to the
fact that horse racing is conducted there, I believe they will wonder in, hopefully with
their kids if they come as a family. And be faced with a nice modern surrounding that
treats them with respect, I believe that we can convert those people to becoming racing
customers. So I think entertainment is a key way to pull them to the racetrack and cross
them over and cross-market.

John Walzak:
Delegates, do you have anything to add. Or questions to pose, or positions to describe or
what’s going on in the business in racing or the expansion in racing in your countries.

Mick Lombardo:

The last speaker mentioned life-changing situations with gambling. Do any one of the 3
of you think that you could introduce something that can change a person’s life by
winning.

Jim McAlpine:

I was the one who raised it and I do see that possibility. We’ve got these lotteries that are
based around ping-pong balls falling down a chute. People buy a ticket on Tuesday and
Saturday they sit in front of a television and watch the ping pong balls. Why couldn’t we



create a lottery bet built around horse racing so that they can sit the same afternoon or the
next day and watch seven live races running across North America and watch that bet.
Instead of what we have today, we’ve got local and national lotteries in some
jurisdictions. Why couldn’t we have an International lottery built around horse racing? I
think there is tremendous potential to do that kind of thing. It would mean we have to
market differently and have international relationships. But why can’t we create
enormous international pools built in a lottery type bet.

David Willmot:

It’s a very good question and I think that on a smaller scale the ability to offer huge
jumbo lottery basis with respect to horse racing. But we’ve been marketing very
aggressively to build our groups business and we find that it is growing dramatically. But
what we’re finding is that when you get groups into the racetrack, people who have never
been to the track before, these people are used to playing the lottery or they are used to
playing games if they gamble where they get a bigger payoff. When you bring in a new
person to racing and you tell them they might get back $5.00 if they bet the favourite,
their eyes glaze over. They are not interested in making the bet of risking $2 and only
making $5. The professional handicapper, the regular race goer, is much more used to
betting in that fashion. They bet more frequently and bet higher volumes of dollars. What
we are working towards is to explain to our groups the simplistic notion of a quick pick
triactor box. Back in the 20’s and the 30’s in New York and Brooklyn and what not the
mob used to run numbers. I mean that was simply three numbers that were determined by
the winners of a race that day. Nobody cared about the horses or anything; it was just
three numbers. But the payoff was larger and if we have new groups out to the racetrack,
and without the intimidation of a complex form of gaming. If we can simply say
something to that person in the group “listen a triactor box is pretty simple. You pick
three numbers and if they come 123 in any order you’re going to win. You may win $30
or $10,000 depending on what happens.” They understand that and now it’s worth
making a bet. And at least it pays off and a high enough pay off that you can introduce
that to a new customer.

Any delegate comments?

John Walzak translating for Jacques Chartier:

I think that was a little bit of a compliment to the way Woodbine is set up which is a not
for profit with the benefit going back to the industry, back to the sport of racing is an
important way of organizing the business and has been successful. As I understand in
France, that is the basis for your industry in France as well, is that not-for-profit is for the
benefit of the racing industry, the benefit of the sport.

John Walzak:

That’s a model that works in many countries and it’s working with one of our panelists as
well. And it’s a powerful model. Jim do you want to comment on the difference between
a shareholder corporation trading on the open market as opposed of a benefit of racing
corporation.

Jim McAlpine:



I think I got the essence of the question. And I guess my response would be a couple of
things. First of all, we’re all in business and it doesn’t matter whether we are not for
profit or for profit. The object in being in business I think is to grow and be successful
and I don’t see anyway we can avoid trying to achieve growth as a measure of our
success because if we don’t grow we’ll basically disappear. Someone else will take our
market share. One of the challenges I’ve observed in the industry is in many pockets
around North America in particular there has been a tremendous lack of innovation over
past 20 or 30 years. You can see it in technology. We’re using tote technology. I’ve got a
thing in my pocket called a blackberry and my cellphone has more technology in it than
the tote system has, which has been the backbone for our industry for hundreds of years.
My biggest concern with a sort of not-for-profit government controlled enterprise is that
they are very structured. It doesn’t encourage innovation and risk taking, and so we’re
where we are today. On the other hand, a critical element of growth in addition to having
innovation is having access to capital because this is an incredibly capital intensive
business. This is not about just trying to be a poacher and grab the distribution side in our
opinion. This is about controlling content and using that content to grow the business and
so it’s incredibly capital intensive. We’ve invested about a billion and a half over the past
4 years in content and distribution and we are going to invest another 700 million dollars
or so, or another billion maybe, to get where we want to go. It’s very difficult to do that
without access to the public markets. But our view is that it is critically important to have
access to those markets. That doesn’t mean that we’re any less interested in the core
horse racing business than any other participant is. It just means that we have a different
model and we think that our model in North America is the only model that works and so
we’re going to pursue that. This is just my point of view and I really do believe that
innovation and capital are the cores to success. You get that best in an environment of a
public shareholder company because the other thing you get is an environment where
managers can participate in the profits and they can be shareholders and they can have
stock options and they have lots of ways to benefit from the growth. And that’s how you
get the innovation.

John Walzak:
Any comments from the delegates?

Rod Pollock:

Racing because of its history often lacks the capability to reinvest in the industry and
often has underutilized assets, which have been pointed out. Governments regard our
industry as an industry whereby they take money off us or inhibit our ability to control in
a commercial sense our own business environment. When governments turn tale and
decide that they want more money out of us, what strategies do you have in place when
they use the anti-wagering philosophies, which can be utilized to impose even more
regulatory control on racing?

Bill Carter:

I will make a couple of comments about that. I guess we just experienced that in Ontario
recently. The Ontario Racing Commission approached us and wanted to over a period of
3 years double its budget. And after some negotiations with them we were able to reduce



their expectations, but they immediately then came on and used that money to look at
putting more regulation on us. We have a very regulated environment already, and I think
Jim spoke a little bit about that it’s a bit dysfunctional and fractured in terms of how it
operates. Canada’s a little better than the United States in the sense that we only have two
bodies to worry about, the CPMA and the ORC in Ontario. But it’s a very difficult
question. In today’s environment you cannot ignore your responsibilities for gamblers.
You cannot ignore the push by the government to ensure that your entertainment, if you
want to refer to it as that, is handled in a very responsible fashion. I think the best thing
that we find is that you have to work in partnership with these people to ensure that
you’re continuing to look in the same direction that they are looking in and to continue to
make it a safe environment.

Jim McAlpine:

I guess I will just add a little bit to that. I think we have to get down and dirty in terms of
educating the powers that be. If you look at it and we’re in the automotive business in the
other part of Magna and I walked into town and told any Mayor or any state government
that we were going to bring 500 jobs to town, they would roll out the red carpet. They
would sprinkle money and gold all along the carpet. They would give any infrastructure
support that they could possibly give. It’s unbelievable. If I walk in and say I’m in the
horse racing business they sort of thumb their nose. They look at their tax accounts to see
how much money is that contributing to the local budget and they say thank you very
much goodbye. They have not got a clue. And we as an industry have done a terrible job.
But it’s like selling motherhood and apple pie in my opinion. We create jobs. We are an
agricultural business at our core and the agricultural businesses that we run and employ
people who frankly in many other cases wouldn’t otherwise get employed. Everybody
can’t be a doctor or a lawyer or a high-tech guru. There’s a whole lot of people in the
country who need the jobs that are offered at racetracks and we’ve just got to do a better
job of showing the government what the economic engine of horse racing and
agricultural really provides, and I think we’ve done a bum job. But that’s the answer on
my behalf.

David Willmot:

It’s a very good question and I think it is different in each jurisdiction. But the challenge
is exactly the same. I don’t think governments know what to think of us and it changes
from government to government. Governments are heavily lobbied by other areas of the
gambling industry, which are trying to tell government that horse racing is a dying,
contracting, outdated industry. Why put your support behind horse racing? We are the
people that can deliver you the most money the fastest. We, being the casinos or other
forms of gaming operators. Don’t pay any attention to horse racing and they were
certainly successful n North America for their lobbying for a number of years. Racing has
been able to make a much stronger case of the fact that we are labour intensive. Nothing
will ever change that. You’re not going to invent a machine to drive or ride a horse.
We’ve been able to make that case. The other case we made here in Ontario was when we
successfully lobbied the government here to reduce the pari-mutuel tax. We had been
trying to bring about that reduction for 40 years. And we tried everything. We tried that
the fact that you are taxing us out of existence, that you’ve layered on gaming



competition against us, that you’ve done all of these things. In order to allow us to be
competitive you will have to reduce the pari-mutuel tax. None of that had any effect.
Where we were ultimately successful is once the government itself got into gambling,
and in this country the government is under our criminal code. The government must
conduct and manage gaining. Now they can sub-contract that to a certain extent. But once
they introduce their own gaming establishments and their own forms of gambling in the
province of Ontario, we analyze how they taxed their own gaming activities and we went
to them and said “You’re taxing us, the only private sector business that’s competing
against your gambling activities. You’re taxing us at a higher rate of tax.” So really the
only way that we were able to convince them that a reduction for the pari-mutuel tax was
necessary was on the basis of fair taxation. We finally found that point where they
couldn’t justify taxing us again. When we showed them their own numbers on their own
gaming activity, we were able to convince them that we ought to be put on a level playing
field. And at the same time, we also convinced them we should be given a second product
line in order to compete and here in the province of Ontario that was the slot machines.

Any delegates have anything to perhaps add to this question of innovation. How we get
innovation into our industries? Think about that because one of the key questions for the
future is how do we create that innovative spirit or products? One of the products we
heard about is this life changing betting and quick pick for tri’s. Are there any things on
the horizon in your operations gentlemen in terms of the wagering product that are
becoming part of your strategy? Anyone want to talk about that?

Edward Rennell:

Probably in New Zealand and Australia there has been quite a trend towards our course
betting. So there has been quite a bit of innovation in terms of the betting products
provided. The one thing that is being developed, and has been developed in New South
Wales and has just been taken on board by the New Zealand TAB. Now what they’ve
done is they’ve reduced the units to a bet down to 5 cent units but when you take a
percentage bet there is a minimum amount that you must spend of $5 and it is based on
the casinos. Previously you were betting on one line. Now people are spending 2 cents on
20 lines. They are spending more. They are getting more options. And what the TAB has
found is since it is in New Zealand it’s only been in 4 months. The total percentage
betting on tri-fectors and triples, which is the triactors and the pick three’s here, has
increased 13%. Though the total betting has only been on the races since it’s come and it
has increase 6%. So it has transferred some of the betting from win and place onto
trifectas and triples, which has an advantage because the takeout on those was higher.
And that was something that was counted here where a dollar is the minimum unit that
bets can be taken on and have increased the amount that people are spending. Any
comments on that?

Dave Willmot:

Well I couldn’t agree with you more and I think it’s a great opportunity because on our
slot floors, the nickel machines are very popular. One of the things that we have as an
industry I think as an advantage over the casinos and the traditional gambling industry is
that the casinos don’t want to see people win. The gambler’s betting against the house.



I’ve never seen a casino operator happy when he sees someone winning big or small in
his casino. In our industry we simply take a rake as we all know so we’re happy to see
people win. And I think maybe the key to generating new fans is to create new winners.
Now that doesn’t mean to say they win in totality but it may mean they win in more bets.
And if they can make more bets because of a smaller denomination. If they are able to
make more bets worth $5 and that enables them to get one or two winning combinations
and experience the thrill of winning. I think that is a real growth engine for the future and
I would agree. We’ve been after our tote company to try and develop something like that
but as Jim was saying the tote companies in North America just want to suck money out
of the industry. I believe that the industry is going to have to buy or develop its own tote
company and bring about the innovation, which you talk about.

John Walzak:

New products? How they are being integrated into your facilities? Facility of the slot
machines. I see you are starting to create some innovative ideas here. I really like the idea
of this handicap pick. A 5 cent bet on a handicap pick starts making new comers experts
and gets them over that expert learning hump. Innovation is something we need to attract
customers and we’ve talked about the difficulty of creating an innovative system. We
have this layer of regulation on us. One of the parts of the regulatory structure that drives
our businesses is this idea of protecting the integrity of the business and of the sport. So
where is our integrity focussed now? How are we working this integrity focus? Where
does integrity fit into what we’re trying to sell here and how do we regulate that kind of
this environment of integrity?

Jim McAlpine:

I guess I would answer that in two ways. First of all let’s talk about the gaming side and
the integrity to be there. It’s financial integrity. People are putting their money at risk to
ensure that everything related to that money transaction is wrapped with integrity.
Another aspect to it is on the racing side and here I think we’ve got some real challenges.
It’s not the most popular thing to talk about but medication is critical to us and it doesn’t
matter whether you are a breeder, a trainer or a fan, it seems to me medication is a critical
issue that we need to address as an industry and develop uniform standards because if the
bettor ever understood, and I’m not talking about the big bettors because they get it. But
the masses of people. If they ever understood the difference in the medication laws from
one state to another and they knew that a horse in state A could be stimulated with drug X
but it couldn’t in state B and they look at past performance in the racing form without the
knowledge of what the drugs mean, we got a real problem. And as an industry it is
something we seriously need to address from what I would call the sports integrity side. I
see that as an enormous challenge in North America and I suspect in other jurisdictions as
well.

David Willmot:

Well I think integrity is the cornerstone of our whole sport. When I talked earlier about
the two solitudes between the participants in our industry and the customer who bet. If
those customers don’t have confidence that what they’re betting on is integral there is no
future for our industry. If anybody went to a casino and thought that somebody was



dealing off the bottom of the deck, how long is that casino going to stay in business?
There is a built in paranoia by people who bet. They are going to spend time awake late
at night dreaming of all the ways they’re going to be screwed as gamblers. So as an
industry we have to be absolutely committed to providing an integral product so that that
doubt doesn’t exist in their minds. We may be able to get away with questionable
practices, as Jim says with a seasoned, hard nosed core gambling group who understand
that certain things go on. But I don’t know how we’re going to build new customers
forward if they don’t have absolute faith in the integrity of the product and the
participants. I think it is absolutely the first step to begin building our business.

Bill Carter:

Just one other part that does with integrity and that is what happens on the racing surface
itself. In my facility, the one thing I hear from the people who are betting the product is
“did you see what happened in that last race?”” They’re worried about how jockey/ driver
handled the horse. So we not only have to worry about the medication part of it but we
have to ensure that there is integrity when this sport is being conducted.

Jim:

This is really fundamental. If you think about the challenge that we’ve got today. In
North America we’ve created this incredibly complicated betting business with all these
exotics and multi-leg bets and the average Joe coming to the racetrack unfortunately
could spend 4 or 5 hours and win nothing. We’ve got a wealth transfer happening where
you’ve got this big sea of, what I refer to as retail bettors-those are the unsophisticated,
uneducated bettors, and then you’ve got this layer of professional traders just like they
have in the stock market. Everyday wealth is being transferred from the little guy to the
pro-trader. And it’s not right. That’s an issue of integrity in my opinion. When you look
at the future of horse racing and you look at this international environment, now you’ve
got a bigger wealth transfer because if you look at some of these off shore rebators and
these pirates, we know that they’re win rate in many cases is damn close to 100%. Well
with a 20% takeout, how could they be winning 95, 98 or 102%? They’ve got highly
sophisticated computer tools that are operating like pro-traders use in the stock market.
When we look at the settlement sheets and we see what we’re paying out to those people,
so if I’ve got Santa Anita park and my payout to some of these customers International
and some of these rebators is about 80%, I’'m actually moving money out of Santa Anita
park to that foreign jurisdiction. I’ve stripped my customers at a racetrack of the
potential, the pool, to reinvest at my racetrack. The longer we let this go on the bigger
problem we have, and I think that is another piece of integrity that we all need to look at.

John Walzak:
Delegates, any comments on integrity?

Dean Leifso:
I just wanted to pick up on Jim’s comment. How do we deal with that Jim, the rebators

and the pirates? You guys are the ones making the contracts with the rebators.

Jim:



Well my own view is that it’s not about regulation. We’ve already got too much
regulation. It’s about creating parody in North America and internationally so that all of
us can compete head to head with these guys. I'm a big believer that if you create the
environment, innovation will correct a lot of wrongdoings. There are those in government
that think somehow we can fence off North America and we can regulate these guys out
of business. That’s baloney! Give me account wagering. Give me the ability to rebate.
Give me the right to use technology and I’ll beat them at their own game. But don’t try to
fence up the borders because it just doesn’t work, and it sure isn’t going to work going
forward in a big technology era as the internet gets more customer friendly, as cell
phones become more like little computers. It’s just gets more complicated. I think you’ve
really got to change the rules. I will just give you two quick examples. I don’t know how
familiar you are with some of the impediments in North America but just a simple thing,
simulcast. Traditional simulcasting. What we do everyday. We operate three racetracks in
California. In California we are only allowed to import 21 races a day (non-California
races). It’s ridiculous. The biggest state in the country, 35 million people, only get access
to California racing and 21 other races a day. It’s nonsense. The state of Florida. When
we’re not running live at Golf Stream park, one of the finest tracks in America. When
we’re not running live, we’re dead. It’s not a dark day in simulcasting. It’s a day where
you turn off the lights and you send everybody home and you lock the door. So for 8
months of the year that facility is totally locked up because it is illegal to simulcast when
there is another live racetrack in the state. It is absolutely ridiculous! And you take that
kind of mind set, and you take it onto these complicated things we’re talking about like
technology, the regulators don’t get it. I spoke before the RCI, which is Racing
Commissioners International, and I was on a panel with regulators, talking about de-
regulation. And when I asked them what they thought their job was, it ranged from we’re
the police organization for horse racing to we are the group that’s supposed to provide
integrity. And I challenged them and said, “well did any of you think you’re job was to
foster growth in the horse racing industry because if not, eventually you’re not going to
have a job.” If all we had were police officers in society, we wouldn’t have a growing
economy. These guys just don’t get it. So to me the issue is all about understanding the
business model. The integrity, the role of government is absolutely critical. It’s not that
we don’t need government and we don’t need rules. We need rules. We’ve got rules on
the highway; you can’t drive over a certain speed. We’re used to that. There are rules in
every profession. But we’ve got to unencumber the operators and let them compete fairly
with these bandits. And we will eat the bandits. There is no question in my mind.

Dean Leifso:

You’ve been sort of let off easy John. You’re asking the questions. As a representative of
the horsemen’s group, how do you feel about it? The horsemen also have a stake in
dealing with the rebators and the off shore bettors because you are providing as much as
the racetracks are. What is the horsemen’s point of view on that?

John Walzak:

Having a system that respects that is our goal. We depend on the operators of the
racetrack to take that goal outside of our country when they make the contracts with the
other bodies. When they are going into areas where there is not money flowing back into



purses, we very much support the concept that they adjust that market place to make up
for that. We recognize the outflow of value that Jim talked about that people that win if
they are not in our racetrack take value out of our racetrack. In the short-run that is
certainly there. Our interests are money goes to purses. If there is money coming off
betting, it should go to purses. If people are short circuiting that, we think it should be
adjusted. Frankly, when we see our racetrack partner make a deal that short-circuits that
relationship we question it. We’ve been lucky where I don’t think that has happened
under our watch. And when it does happen we do know that our partners are making
adjustments for some of those takeouts, and some of that money that we then share in our
revenue. It is a strong economic reality that we have to face is that where there are
winners somebody else is losing. How we manage the losers is a tough thing to figure
out. It leads into the whole question of international simulcasting. Delegates are you
willing to let, and are you encouraging, some of these operators for example in coming to
your countries to market their racing and market their betting products? What would it
take for you to make that a winning situation? Are you looking to come into their
markets? How are we going to manage that revenue flow so that the entertainment and
the sport part of our businesses both get fueled? As horsepeople we are extremely
worried that the sport side of the business, the purses, are going to get short shrift. So
we’re very interested in talking about what are some of the options out there in ensuring
the sport side gets taken care of. Anybody want to take a crack at that?

David Willmot:

Well John that’s where my comments earlier with respect to this good neighbour policy
are crucial. There is incredible opportunity of that wireless environment and all of us
being distributors of each other’s product. It has to be on a commercially reasonable
basis. And I don’t believe it becomes a threat as long it’s on a commercially reasonable
basis amongst the participants worldwide recognizing that we all have bricks in order and
fixed overheads that we have to pay for, and we all have purses that we have to pay for.
We need technology to grow but the more that our signals are out there, the more that
these off-shore pirates can simply pull that signal down if they simply offer track odds at
our take out rates and limit their exotics as they do. We have a broadcasting product. We
are a great risk and the only power we have is our International pools. We’ve got to
determine who these operators are. At the very end point of some simulcast distribution
there are some very strange things going on. There is always someone that thinks that that
last point of distribution is incremental money when it is not. It’s a means into our
international pari-mutuel pools, which is transferring the capital as Jim said earlier. I
don’t believe that wide-open deregulated environment allows us to compete with those
characters. We can’t. They don’t have the costs, purses, and operating that we have as
racing operators. And if they are able to sell our product at a 3-4% take out we can’t
compete. So in that area we need, if not regulation, we need cooperation within the
industry to make sure that our commercial contracts with each other are absolutely water
tight and we don’t allow these pirates into our pools.

Jim McAlpine:
Maybe I can just add another thing here. There is no question that our pools are our
ultimate control. I would just like to say it more broadly. And that is to say that each of us



have something. We must have one of two things. One is we’ve got a product. The other
thing is we’ve got customers. If we didn’t have one of two things we wouldn’t be in
business. So our goal as a company, and my personal goal, would be to see all of us do as
well with whichever one of those things we have, and if we’ve got both that’s wonderful.
But this isn’t about us as Magna Entertainment coming to another jurisdiction trying to
put that other jurisdiction out of business. It’s us coming to that other jurisdiction to try to
export our product and at the same time we want to bring your product back into our
network so that we can deliver our 24-hour wheel of gambling. We can’t make it on
admission and parking. We have to make it on entertainment. And some of that
entertainment is going to be me shipping you a product that you can show to your
customer, and you shipping your product back to me so I can show it to my customer. I
don’t think there is a jurisdiction is North America that has allowed full card simulcasting
that racing hasn’t grown. So we need to work together. And we need to grow the business
by simulcasting.

Jim Carter:

Maybe just a couple of comments from the smaller racetrack perspective. I'm on the
board of OHRIA and I represent a number of racetracks in Ontario and one of the biggest
concerns they have is being able to get their product out. At our racetrack in Windsor we
deal with the issue of simulcasting our product across North America, but as Jim said
there are plenty of jurisdictions where I can’t get my product into. They’re protecting
their own product. We’ve already met with full card simulcasting across the border from
us and we’ve met with it in our own facility. We actually enjoy the full card-simulcasting
coming in because it brings people into our facility and hopefully we can turn those
people into customers that will bet on our product as well. It gets back to getting a fair
piece of the mix. We all have to be able to make money by doing this and I don’t think
we’re going to be able to keep our head in the sand much longer and not be able to
simulcast across the world. Our biggest problem right now is having the space for
everybody that’s in the game to get their product up. Currently most racetrack would not
make money on a live race date in Ontario. So they’ve got to be able to simulcast their
product to other jurisdictions.

John Walzak:

I want to make maybe a bit of a jump here. Are we getting to the point where we’re
saying our basic products here is our pools. That is where our expansion lies and opening
our pool and having attractive enough pools that we will attract other bettors. We want a
life-changing bet we’re going to have to have pools large enough that are going to create
a payout that truly is life changing. Is it time we started looking at a centralized control
process for simulcasting? Is that the future of the sport, a centralized control structure for
getting our pools accessed around the world, or even within our local jurisdictions?

Mick Lombardo:

In Australia, every single race whether it be a dog, thoroughbred or harness racing is
broadcast. Every single race in Australia is a non-stop all day long until late at night. And
some of the pools are combined. For instance, in Australia we’ll go into the Victorian
pool and that makes one heck of a difference for the punter and when we can’t get into



that pool we see it straight away and I think that what you say is probably the way to go.
Every single race can be viewed in any part of Australia on any track anywhere. It’s a
pretty good system.

Rod Pollock:

The other thing that is important is competition for customers. If a racing system can
build its credibility and worthiness in pain it should benefit from that. And that will
ultimately put us into competition with those that are not doing it well. And as you said,
the only way to come back, the rebators and others, in to compete against them in there
own environment and take them out. Otherwise they will continue to bleed us because
they will actually control our smaller pools in this regard. We’re looking very carefully at
areas of cross border betting and internet gambling that’s going across and we have a
strong racing product which can go international and does, and this is the only way we
can look at it. Our regulators have just come down with a report done by the regulators
but with consultation of the industry, which has deemed to endeavour to try and close the
gate in this area. If not, we want a slice of the action and that is a critical point because
we find no one will reinvest in our industry itself unless that is adjourned.

I just one to take exception of one word that John used and that is centralization. To me
centralization smacks of another organization that has to regulate it. I think left to our
own devices this is about International pools; I will call it, instead of centralization. And I
think that all of us if we believe in it, we have to get to the biggest pool possible and that
means we have to break down this tax regime that have caused us to segment the pools
around the world.

FakckErench remarks that need translated™ %%

John Walzak:

France is one of the corner stones of this centralized idea. I think it is a principle that is
well founded. It is a time to think some more about how that fits. The contract between
operators is probably the surest way to go in terms of international simulcasting. Are we
on a road to international pools, and if we aren’t, what do we need to get there?

Dave Willmot:

International pools, as Jim says, is just a matter of tax treaties and tote technology. The
difficulty is, I’'m hearing two different things. I’'m familiar with Australia and with France
and they are centralized and consistent distribution structures. All products having access
to the structure with equal distribution and wagering. One of the problems we have about
centralization in North America is it smacks as greater regulation and control. But we’re
a mid-sized operation. We’re net exporters in Canada but we’re net importers in North
America, and one of the more appealing things to those of us who are not big operators,
who are net exporters of simulcast product, is this controlled or centralized structure. At
least then there is a fair access to the distribution system. On the other hand, for a big
public company that is investing a ton of money to build its company and distribution
system, they shouldn’t be told who should be allowed to be in their distribution system by
regulation. It should be a matter of negotiation. It’s difficult. And whenever you’re a net



importer and you feel that you are at the mercy of the big net exporter for product, which
your customers are now used to getting...they want the choice, they want the action. And
you say sorry I haven’t been able to work out a deal with this other simulcast partner, you
don’t have the product. It’s a challenge. It’s that wrestling between deregulation and
productive regulation to protect and promote all participants.

Jim McAlpine:

I just would reiterate what I said earlier. Each one of us must have customers or a product
and hopefully each one of us have both. That’s what makes the world go round. I think
that model that needs to evolve is one where we work together. I’'m not anything but a
believer that we need the distribution system so we will make a deal with the distribution
outlets around the world that have got customers and I think they will be good economic
deals or else you don’t make them. They have to be win, win. And ultimately I think the
free market will make that happen.



