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Dear Sir/Madam,
Subject: Economic Contribution & Opportunities

We report on the economic contribution and opportunities of the UK Thoroughbred breeding
industry in accordance with our contract dated 9 August 2013 (Appendix 1).

This report, which comprises 2 volumes, has been prepared for the purpose of completing an
Economic Impact Study on the UK Thoroughbred industry (volume 1) and an assessment of the
future risks and opportunities for the industry in the context of the global horseracing industry
(volume 2).

Our fieldwork was completed on 23 October 2013 and no further work has been performed since
that date.

Save as described in the contract or as expressly agreed by us in writing, we accept no liability
(including for negligence) to anyone else or for any other purpose in connection with this report
and it may not be provided to anyone else.

PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP is a limited liability partnership registered in England with registered number OC303525.
The registered office of PricewaterhouseCoopers LLP is 1 Embankment Place, London WC2N 6RH. PricewaterhouseCoopers LLP
is authorised and regulated by the Financial Conduct Authority for designated investment business.
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1 Key messages Contents

Key messages

c. 3,100 breeders in £281m p.a. economic Supporting almost
Great Britain contribution 10,000 jobs

Significant rural c. 2,500 recreational* c. 75 larger
impact - c.90% of breeders — commercial breeders

total contribution Entities with 1-2 mares Entities with 10+ mares
producing c.34% of foals producing c.43% of foals

NH sustains the £150m+ foreign Horses worth c. £54m
racing calendar in investment in exported from Britain
Winter, but breeders Thoroughbreds in 2012

are struggling

Annual foal
production of ¢c. 4,400
required to sustain
current racing

C. 34,000 acres in use 48% of horses in
‘Z) :Ol:ze;i(‘i;ngxp Ol}r;p 0s€s training in Britain
£48mp alz‘ : are GB-bred

programme

* smaller breeders many of whom are breeding Thoroughbreds as a hobby rather than commercially
A £31m investment in broodmares and £17m in other capital expenditure;

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
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2 Executive summary Contents

Executive summary (1/2)

« Great Britain has a reputation for one of the highest quality Thoroughbred industries in the world in
terms of breeding, training & racing

« There are around 3,000 breeders in Britain of which 2,500 are small, “recreational” breeders as well as
a small number (c. 75) larger commercial operations

« Whilst there is a substantial number of smaller breeders operating at a loss, they nevertheless make a
significant contribution to the economy as well as the breeding industry and wider racing sector

» We estimate that The Thoroughbred breeding industry contributes £281m to the UK economy and
supports almost 10,000 jobs, with ¢.90% of this value and employment in the rural economy

« The National Hunt calendar sustains the racing calendar in Winter, but many smaller NH breeders
struggle with the economics of production

« The vast majority of this economic value is generated through employment and spending with suppliers

« Whilst foal production has declined during the recession, there is now a better supply-demand balance and
improved quality

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
PWC S
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Executive summary (2/2)

« Potential beneficial improvements to the competitiveness of the British racing programme,
targeted by the HBLB, could require additional racing stock, but these changes could be difficult to
achieve in the short term without a marked increase in prize money and thereby owners

« The current breeder incentive schemes, whilst generally well received, could be improved in terms of
breadth and value

« An improving economy will drive increased demand for racehorses, both domestically and
internationally. The British breeding industry remains well placed to serve this but must maintain its
reputation for quality

« Foreign buyers are increasing as global prize money rises and new racing industries develop overseas

« Britain is one of the major exporters of Thoroughbreds globally. There are substantial future
opportunities in established and developing racing markets and the industry needs a plan to address

these

« However, this demand for British bred stock increases the risk of losing the best quality bloodlines

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
PwC 6
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|
We have assessed the economic impact of the British Thoroughbred

breeding industry, and the risks and opportunities it faces

 This report has been prepared on behalf of the Thoroughbred » The work covered by this report has sought to:
Breeders’ Association (TBA) to provide an objective assessment
of:

— The economic impact of the British Thoroughbred breeding
industry on the British economy

- Quantify the current value of the Thoroughbred breeding
industry and its contribution to the economy

Identify traditionally defined economic contribution in
terms of direct effects as well as indirect and induced
— The future opportunities & risks facing the British impacts

Thoroughbred breeding industry - Evaluate the broader qualitative impacts that the

Thoroughbred breeding industry contributes to Great
Britain and the relevance to the wider racing industry

- Identify potential opportunities & risks that the industry
faces, both within the Great Britain and from an
international perspective

A robust fact base for use by the Thoroughbred Breeders’ Association that helps to inform key stakeholders including
breeders, the wider racing industry, policy makers, HM Treasury and DCMS

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
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|
Industry overview
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3 Industry overview
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Great Britain has a reputation for one of the highest quality Thoroughbred

industries in the world in terms of breeding, training and racing

Top Thoroughbred world rankings
by country bred, 2012

% of total horses listed in IFHA World Thoroughbred Rankings

Source: IFHA, PwC analysis
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This is driven by a number of factors including the history and prestige of
the sport in this country as well as some of the highest quality bloodlines
and proven breeding grounds

« Theroots of the modern Thoroughbred can be traced back to » The history and connections to the Royal Family have ensured that
Britain in the 18th Century Britain continues to have a reputation as the most prestigious racing
- All modern Thoroughbred racehorses are descended from the country in the world
Byerley Turk (1680), the Darley Arabian (1704) and the + Thisis a critical factor in attracting foreign investment to race and
Godolphin Arabian (1729), all of which were imported to Britain train in Britain
+ Although flat (and to a lesser extent jump) racing is now an — “This is surreal. I've been involved with horses for 35 years, and
international sport, some of the oldest and most traditional this is the highlight. To win two major races on the first day at
Thoroughbred races (e.g. Royal Ascot, The Derby) are in Britain Royal Ascot is a dream”

American racehorse owner

Bloodlines Breeding grounds

For centuries, Britain has been producing some of the highest Britain’s climate lends itself favourably to the production and
quality racehorses in the world rearing of Thoroughbred horses

« Continued investment in the sport means that many of the top  This is something that many global racing industries (e.g. the UAE,
Thoroughbred bloodlines are currently in Britain Qatar) are unable to replicate. This has led to significant inward

. This includes Frankel, currently the highest ranked race horse investment as they set-up extensive breeding operations in Britain
globally, which was bred in Britain and is standing at Juddmonte — “The greatest lesson I have learnt in a lifetime of breeding was
Farms in Newmarket that it all comes down to the quality of the ground you raise your

young stock on”
American racehorse owner and breeder

Source: Press articles

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
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|
The recession has driven a sharp decline in the volume of British-bred

Joals, with the annual crop falling by c. 26% from 08-12. However, this has
resulted in a better supply-demand balance and should improve quality

Number of active broodmares and foals born in Great Britain, 2004-2012 » The breeding industry in Britain has
contracted sharply in volume terms

CAGR .
as a result of the recession

11,463 04-08 08-12
11,285 13142 11001

12,000

10740 1060 wacive  (L6%) (Gow) ° Asignificant fall in the m.lmber of
’ broodmares owners and over-supply in the
market led to an adjustment

9,826

10,000 mFoalsborn  1.8% (7.3%)

9,317 - Between 2008 and 2012, the
8,766 annual foal crop fell by c.26%

- This largely occurred from 2010
due to the time-lag of the
breeding process

8,000

» However, the general view in the
industry is that this has resulted in a
better balance between supply and
demand and is likely to drive
366 improvements in the quality of
British-bred stock

839
soo0 514 B727 Blago

Number of horses

4,000

- This adjustment has principally
happened at the lower end of the
industry, with many smaller,
recreational breeders ceasing to

2,000
produce foals

- Asaresult, there has been a
shift towards larger, commercial
breeders who typically breed

2004 2005 2006 2007 2008 2009 2010 2011 2012 from better quality stock
Source: Weatherbys

0
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Of the c.3,000 breeding operations in Britain, c. 2,500 are small with 1-2
broodmares, while the number breeding flat horses outnumbers National
Hunt, reflecting the wider population of horses in training

The Thoroughbred industry in Britain is characterised by a

large number of small breeders as well as a few larger, ...who predominantly breed horses for flat races
commercial operations...

Number of breeders by number of broodmares Number of breeders by purpose**
3,500 3,500
203 75 3,124
3,000 3,000
309
2,537
2,500 2,500
2 o
5 5
g 2,000 g 2,000 1,960
o) o)
S S
g 1,500 g 1,500
g g
p=) =}
z z
1,000 1,000
500 500
0 0
1-2 3-4 5-10 Over 10 Total # of Flat National Hunt Both Total # of
broodmares  broodmares broodmares broodmares breeders* breeders*

Note: *Data on the total number of breeders has been cleansed to account for some duplication. The number is therefore slightly different from previously published data from Weatherbys;
**Estimated split based on number of breeders who have registered a horse for each purpose
Source: Weatherbys
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In terms of foal production, the smaller breeders clearly play an important

role, producing c. 1,500 (34%) foals a year compared to c. 1,900 (43%) by
breeders with >10 broodmares

Due to their scale, larger commercials stud farms generate the

greatest economic impact on an individual basis ...

but as a group, the smaller / recreational breeders are

important and must be supported

At one end of the breeding industry, there are a small number of
large breeding operations, several of which have >100 broodmares

Due to the scale of these operations, the individual contribution of
each in terms of economic output and employment is considerably
larger than the typical smaller breeders

- The production costs and other supplier expenditure of these
stud farms can run into several millions

- Aswell as their own mares, many also board mares for small
breeding entities and partnerships, leading to additional
expenditure and employment

Estimated foal production by type of breeder

*  On the other hand, the industry also includes c.2 500 breeders with
1-2 broodmares often operating on a recreational rather than
commercial basis

»  We estimate that between them these breeders produce c. 1,500
(34%) of the total foal crop in Britain each year and as a result are
an important part of both the breeding and wider racing industries

« In addition, although often operating at a loss, the economic
contribution of these breeders is still significant

- We estimate that the direct costs of all breeders with 1-2
broodmares is c.£50m, the majority of which is spent on local
and rural small businesses

%
5,000 (43%)
1,867

» 4,000
s (13%)
+ 3,000 [
5 (34%) o) =
5 (1]
S 2,000 449 ]
E [
=)
Z 1,000

0

1-2 broodmares 3-5 broodmares 5-10 broodmares 10+ broodmares Total number of foals born

Source: PwC confidential survey, Weartherbys, PwC analysis
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Definition of terms

Supplier
expenditure
Wages & salaries

Gross value added
(GVA) at factor cost

Employment

Capital expenditure

The total amount of money that is received over a specified period in return for goods/services, e.g. in the case of
stallion services, revenue represents that value of stallion fees received in a given year.

The total spending on suppliers for goods and services within a specified period. Supplier expenditure excludes
capital expenditure and wages & salaries, so it is equivalent to operating expenditure minus wages & salaries.

The total compensation paid to all employees, including all income taxes and National Insurance.

Revenue minus supplier expenditure and wages salaries. Profit represents the income to businesses after
operating expenditure but before capital expenditure.

Gross value added is a measure of the contribution of a sector or business to economic output. GVA is the
recognised measure of economic activity at the sub-national level (i.e. for an individual sector, business or
region), while GDP is the recognised measure of economic activity at the national level. GVA is measured in factor
cost in this study, which means it excludes all taxes and subsidies on production and products.

GVA measures the value added to products during the production process (for example the breeding of a
thoroughbred horse), and can therefore be calculated as the value of output minus the value of supplier
expenditure. GVA can alternatively be calculated by summing the profits and wages generated during the
production process, which represent the income accruing to businesses and individuals as a result of production.

The number of employees supported within a business or industry. It is measured in full time equivalents (FTEs),
where one person working full time for 12 months and two people working 6 months a year are both equivalent to
one FTE.

The investment of business in assets such as land, machinery and, in the case of Thoroughbred breeders,
broodmares and studs.

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014

PwC
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Gross value added is the recognised measure of economic output at an
industry level

Gross value added is the recognised metric for measuring economic activity at the sub-national level (i.e. for individual sectors, businesses or
regions), while gross domestic product (GDP) is the recognised measure of economic activity at the national level. ' GVA is widely used and
recognised by the UK government departments as a measure of economic output — for example the Office of National Statistics use GVA to
measure the economic performance of different geographic areas in their “Regional GVA” publication.?

Throughout this study gross value added is measured in terms of factor cost, which means that all taxes and subsidies on production and
products are excluded. This differs from gross value added at basic prices, which excludes taxes and subsidies on products but includes taxes and
subsidies on production.

Two of the main methods of calculating GDP and GVA are the income and expenditure approaches. The income approach sums profits and wages,
while the expenditure approach sums household and government consumption, investment and net exports. Both approaches produce identical
estimates so components across different approaches are not additive - for example, exports and investment could not be added to the GVA from
the income approach, as it is already implicitly included within gross operating surplus.

1 ONS, Measuring the economic impact of an intervention or investment, 2010
2 http://www.ons.gov.uk/ons/taxonomy/index.html?nscl=Regional+ GVA

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
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Our approach to the economic impact study used established economic
methodologies as well as extensive quantitative and qualitative research

Economic Impact Study Methodology

1. Data collection 2. Qualitative and.quantltatlve 5 Ty oo s
analysis

« Information was collected from several
sources:

A confidential PwC survey sent to all
registered members of the TBA

Interviews and consultations with
thoroughbred breeders, owners,
trainers, bloodstock agents, industry
bodies, and other industry experts

Review of previous literature and

research on the economic contribution of

the sector

Analysis of a broad range of external
data including from Weatherbys,
Tattersalls, the British Horseracing
Authority, the International Federation
of Horseracing Authorities, auction
houses and other statistical data in the
public domain

» A detailed analysis of survey data and .
external data was undertaken to build a
profile of the average economic impact of
different types of breeders. This allowed fora ,
comparison of breeders between National
Hunt and Flat and by the number of
broodmares owned

This average was scaled up for the entire
breeding sector using a number of variables *
relating to the size and characteristics of the
breeder population

* A bespoke economic model has been built
which reflects the linkages of the breeding ~ *
sector with the other sectors of the economy.
This was then used to provide a detailed
estimation of the contribution of
thoroughbred breeding to the UK economy,
in terms of its direct, indirect and induced
impacts

» This quantitative analysis was complemented
with qualitative evaluations of specific
characteristics of the breeding industry, such
as its contribution to the rural economy and
its land utilisation

A preliminary findings workshop was held
with the TBA prior to completion of the
report

This ensured that all findings and conclusions
were agreed before publishing of the final
report

Caveats to our analysis

The results are based on analysing survey
data completed by members of the TBA as
well as data from external sources such as
Weatherbys

The survey data has been cleansed and
specific outliers have been excluded from
some analyses where identified

The British Thoroughbred Breeding Industry:

PwC
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25 March 2014
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The members survey produced a sample with similar statistical quality to
that achieved by the Office of National Statistics’ main business survey

Sample size and stratification Sample coverage of survey

* The members survey sought to obtain a stratified sample of 0% 5% 10% 15% 20% 25% 30% 35% 40%
breeding operations ranging from hobby breeders with 1-2 ' ' ' ' '
broodmares to large, professional breeding operations. This
would allow for more robust estimates when extrapolating for the 1-2 Broodmares
entire population of breeders.

* Our questionnaire structure is taken from the Office of National ] The coefficients of variation for the
Statistics (ONS) Annual Business Survey (ABS). This is the majority of broodmare categories were

: between 40% and 60%, compared to
survey that the government uses to construct its measure of GVA. approximately 50% in the Annual

Business Survey for the sector closest
to horsebreeding

3-4 broodmares
* The sample surveyed in the ABS covers a broad range of sectors,

and a statistical measure called the coefficient of variation is used

to measure the relative precision of survey responses for each

sector. It is used by the ONS as a measure of sampling quality for

a number of surveys including the ABS (Quality and Methodology 5-10 broodmares
Information, Annual Business Survey, 2011).

+ The coefficient of variation for the sector closest to that of
horsebreeding , “hunting, trapping and related service activities”,
is approximately 50%, compared to coefficients of between 40%
and 60% for the majority of broodmare categories in our sample
(the category with over 10 broodmares shows significantly more | | | | |

Over 10 Broodmares

variation due to a small number of very large breeders). . Greater coverage of the larger
businesses follows the approach of
+ This gives confidence that the survey responses are within the the Annual Business Survey:
statistical limits of survey quality considered acceptable by the Al including all of the large enterprises
. N . significantly reduces uncertainty on
ONS, when they publish at a similar level of granularity. the estimated total values”
| | | | | |
The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014

PwC 18



4 Economic contribution Contents

The survey questions were adapted from those used in the Annual Business
Survey

The survey of TBA members was based on the Annual Business Survey (ABS), the main survey of UK businesses conducted by the Office of
National Statistics.® The ABS collects financial information from a sample of 62,000 businesses across the majority of industries in the economy,
with the purpose of collecting representative data relating to gross value added and employment for each industry. The results of the survey
provide a number of high-level indicators of economic activity, as well as providing an input to the calculation of GDP for the UK.

The questions in the members survey were adapted from questions used in the ABS. They related to a number of financial variables such as
revenue, supplier expenditure and employee costs, which are required in order to calculate GVA. The survey also collected more detailed
information on the pattern of supplier expenditure and the sources of revenue for horsebreeders, which were used in the estimation of indirect
and induced impacts as described in the following slide.

1Regional GVA, ONS http://www.ons.gov.uk/ons/guide-method/method-quality/specific/business-and-energy/annual-business-survey/index.html

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
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The economic impact methodology uses a combination of survey data,
breeding industry data and national economic data

An economic impact study estimates the total contribution of an organisation or sector to the economy. There are three main types of impact
which are usually taken into account in an economic impact study — direct, indirect and induced impacts.* These impacts can be measured in
terms of both gross value added at factor cost and in terms of employment. All estimates presented in this study are gross rather than net, which
means they do not take into account what would have happened to the economy if the horsebreeding sector did not exist. The following diagrams
set out the approach for estimating direct, indirect and induced impacts:

ONS data on the structure of the

External data on horse
UK economy

breeding industry Modelling &

extrapolation Estimation of - Indirect and induced gross

- LIS TEELL multipliers value added at factor cost

External data on population added at factor cost
of horse breeders

- Indirect and induced
employment

- Direct employment

Survey data on financial
and employment
information

The impact on the economy from the operations of a business. Direct GVA is the sum of profits and wages for the

Direct impacts . o . .
P business, while direct employment is the total employment of a business

Indirect impacts The GVA and employment supported in the economy as a result of the supply chain expenditure of a business

Induced impacts The GVA ar.ld employment sppported by .the spending of a business’s employees, as well as the spending of the
employees in the supply chain of the business

A multiplier is an economic ratio which measures the indirect and/or induced impacts which are supported by a
given direct impact

Multiplier

1 ONS, Measuring the economic impact of an intervention or investment, 2010

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
PwC 20



4 Economic contribution

Contents

This study has estimated direct, indirect and induced economic effects of
the breeding industry, as well as evaluating other specific drivers of

activity

Economic framework of the Thoroughbred breeding industry

Thoroughbred Breeding Industry

Principal economic effects

DIRECT
Core Industry

INDIRECT
Suppliers

INDUCED
Wider Economy

Revenues

Supplier
expenditure

Wages &
salaries

Profit

Tax*

Gross Value Added at factor cost (GVA)

Employment

Note: *The total tax contribution of the industry was out of the scope of this analysis

Specific drivers of activity

Rural economy

Wider racing industry

Exports

Sponsorship

Inward investment from overseas

Capital expenditure and land use

Types of economic impact
quantified in this study

Direct

« The economic impact of all
Thoroughbred breeders in Britain

« Includes profits and wages
generated by all breeding
operations (stud farms,
individuals & partnerships)

Indirect

» The economic impact supported by
the supply chain expenditure of
Thoroughbred breeders

+ Includes all expenditure on
‘upstream’ suppliers, such as feed,
veterinary bills and rent

Induced

» Refers to the economic impact
supported by the employees of
Thoroughbred breeders spending
their wages

« Also includes employee spending
in the supply chain to
Thoroughbred breeders

The British Thoroughbred Breeding Industry:
PwC

Strictly private and confidential

25 March 2014
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Breeders’ main revenue stream is the sale of unraced stock while the

largest costs appear to be stud fees, healthcare and food

Revenue

Estimated % of total

Note: Percentages are estimated based on more detailed analysis of a smaller sample of 21
breeding operations; one outlier has been excluded on the grounds of an abnormal split between

revenue from sale of unraced stock and stud nomination fees
Source: PwC confidential survey

Production costs

Estimated % of total

The British Thoroughbred Breeding Industry:
PwC

Strictly private and confidential

25 March 2014
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|
Overall, we estimate the Thoroughbred breeding industry contributes

£281m to the UK economy and supports almost 10,000 jobs

Industry highlights i Economic contribution

£281m

Total contribution

£65m £139m £77m
§ Direct GVA Indirect GVA Induced GVA i

3,124

Breeders S
6 6 '/ Employment
4,3 N ,
Foals born L § 9 . 7 5 6 |
1 Total employment

3,546 3,933 2,277 |

" Direct employment Indirect employment Induced employment

" PRt

Source: Weatherbys, PwC confidential survey, PwC analysis

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
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Larger breeders of flat horses generate more revenue on average than
smaller and NH operations as they produce more stock and the value of flat

horses is typically higher

Average revenue per breeder, by number of broodmares (Flat)

2,500 2,236
g
8 2,000
@
~ 1,500
@
g— 1,000
S5
g 900 14 133 130
>
@) 0 . — i — i
12

1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares

Average revenue per breeder, by number of broodmares (NH)

2,500 .
S Only one NH breeder in the survey sample had 5-10
8 2,000 broodmares — this has been excluded from the average
&“_/ 1,500 analysis for a_nonymity_purposes but is included in the
< extrapolated industry figure
2 1,000
g
g % 8 9 82
3 0 « . . .
= 1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares

Average revenue per breeder, by number of broo
purpose)

dmares (Dual-

2,500

o

8 2,000

K 1,500

‘g_ 1,000 350

o 500 28 89

2 5. 2 -
&3 1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares

Source: PwC confidential survey, PwC analysis

Although mainly from the sale of stock, breeders
also generate revenue from stud fees, boarding
fees and other minor sources

There is a direct correlation between the number
of broodmares (and therefore number of foals
produced) and the average revenue per breeder

However, there is also likely to be some pricing
benefit to the larger scale operations

- These breeders are typically able to stand
mares to the best stallions, with the resulting
offspring generating the highest level of
interest, and therefore price when sold

In addition, flat breeders generate considerably
more revenue on average than NH due to the
difference between the value of these types of
racehorse

- The average price for a for a yearling in the
Tattersalls October yearling sales in 2012 was
c.£75k

- This compares to £15k for the average price of
a NH store at the DBS Spring sales

The British Thoroughbred Breeding Industry:
PwC
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There is less variation in supplier expenditure per horse between breeding
operations of different sizes. While larger studs incur greater costs due to
their scale, the contribution of the c. 2,500 smaller studs is still important

Average supplier expenditure per breeder, by number of
broodmares (Flat)

1,174

g 1,500

o

)

) 1,000

2

5 500

5 24 78 105

u% 0 i i —
1-2 broodmares 3-4 broodmares 5-10 broodmares

Average supplier expenditure per breeder, by number of
broodmares (NH)

Only one NH breeder in the survey sample had 5-10

Over 10 Broodmares

Average supplier expenditure per breeder, by number of
broodmares (Dual-purpose)

§ 1,500 broodmares — this has been excluded from the average

@ analysis for anonymity purposes but is included in the

o 1,000 extrapolated industry figure

)

T 500

g 16 44 103

i 0 . i i i — .
1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares
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>

= 500
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g 0 . . . I

i 1-2 broodmares 3-4 broodmares 5-10 broodmares

Source: PwC confidential survey, PwC analysis

Over 10 Broodmares

Breeding supplier expenditure includes all
expenses incurred in the production of a
Thoroughbred and running of a breeding
operation (apart from capital expenditure and
wages & salaries)

Compared to revenue, there is less variation in
cost per horse produced between studs of
different sizes

- Although some of these costs (e.g. stud fees)
can vary considerably, there are many which
are reasonably consistent (on a per horse
basis) such as feed, vet and transport

Due to their scale, the average annual
production costs per breeder of larger studs is
much higher than those with few broodmares

However, given that the majority of breeding
operations in Britain have 1-2 broodmares, this
group contributes a significant (£c. 50m) to the
overall industry figure (see slide 23)

The British Thoroughbred Breeding Industry: Strictly private and confidential
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|
Due to their scale, larger stud farms are also able to employ more staff

than smaller breeding operations where production is often managed
solely by the owners or outsourced to stud farms...

[ . .
AF\ietrage number of FTEs per breeder, by number of broodmares ; . Employment supported by the breeding sector is
(Flat) comprised of:
@ 40 303 - Direct, full-time, part-time and voluntary
F 30 employment at breeding businesses
S 20 b . . .
5 P - Indirect employment in thp supply chain to
g 10 0.5 0.8 1.2 P the breeding sector (see slide 26)
Z 0 - - - SR . .
1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares | ! - Induced employment in the wider economy
P as a result of expenditure by employees in
Average number of FTEs per breeder, by number of broodmares P the breeding sector and its supply chain (see
(NH) P slide 26)
Only one NH breeder in the survey sample had 5-10 i\« Thescale of the larger stud farms means that the
» 30 broodmares — this has been excluded from the average ! : .. £ di t full-ti ivalent (FTE ) .
= analysis for anonymity purposes but is included in the E i maJ.Orltyo 1rect full-ime equivalents : S)1n
w extrapolated industry figure : ; the industry are employed by these operations
= 20 P yed by
g 10 » Lo « Many of these are full-time staff, often including
§ 0. 05 . : . . : . several full-time in an office as well as those
1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares | | employed to run the stud operations

« The average FTEs of smaller and more

Average number of FTEs per breeder, by number of broodmares recreational breeders is significantly lower

(Dual purpose)
- Many are small ‘hobby’ operations that are

0 ° P run by the owners themselves without the
w Lo y

L2 P assistance of additional employees or that

S 15 9.4 P use a small number of part-time or voluntary

[ I

0.2 0.4 13 H
> I
z -5 i - iti ny breeding entities an
1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares ¥ In addltlop’ many breed & e tities and
' partnerships board mares with larger studs

Source: PwC confidential survey, PwC analysis and therefore have no direct employment
The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
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... which flows directly through to the average wages and salaries

Average gross wages and salaries per breeder, by number of b +  The employment created by the Thoroughbred
broodmares (Flat) breeding industry results in significant wages

3 288 625 and salaries
S 400 + Aswell as generating a contribution through
w 208 . 4 . 18 . 28 . PAYE and NI payments to HMRC, these

1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares

elsewhere in the economy (see slide 25)

« The average wages and salaries per breeder are

Average gross wages and salaries per breeder, by number of directly correlated to the number of FTEs

incomes create additional induced spending
broodmares (NH)

« Asnoted above, the larger breeding operations

800 Only one NH breeder in the survey sample had 5-10 I\‘ are typlcauy able to employ more peop]e and
— 600 broodmares — this has been excluded from the average \ theref te higher levels of 1 t
3 analysis for anonymity purposes but is included in the : ererore generate mgher levels ol employmen
3 ) and related income than smaller breeders
« 200 3 20 8 !
0 T T T )
1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares

Average gross wages and salaries per breeder, by number of

S 400 extrapolated industry figure
broodmares (Dual-purpose)

800 ;

- 600 /

= h

8 400 !

Z 162 '

w 200 s = 59 /

1-2 broodmares 3-4 broodmares 5-10 broodmares Over 10 Broodmares ,

Source: PwC confidential survey, PwC analysis
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In terms of profit, the industry is polarised between smaller, recreational
breeders who are typically operating at a loss, and large scale commercial
stud farms who are able to generate a reasonable profit

Average profit per breeder, by number of broodmares (Flat)

Profit (£'000)
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Average profit per breeder, by number of broodmares (NH)

Profit (£/000)

550

350
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5y
)

-250

Only one NH breeder in the survey sample had 5-10
broodmares — this has been excluded from the average
analysis for anonymity purposes but is included in the
extrapolated industry figure

Over 10 Broodmares

! |
12) (54)

1-2 broodmares 3-4 broodmares 5-10 broodmares

Average profit per breeder, by number of broodmares (Dual-

purpose)

Profit (£'000)
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350
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-50 °
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(29)

Over 10 Broodmares

|
(84)
5-10 broodmares

(6) (13)

1-2 broodmares 3-4 broodmares

Source: PwC confidential survey, PwC analysis

(163)
Over 10 Broodmares

"
[

Overall, it is clear that the commercial success of
breeders is dependent on scale and the type of
horse they are breeding

The majority of the overall profit is generated by
large scale and flat breeding operations

- The scale and financial backing of these
operations means there is an increased
likelihood of producing stock that will sell at
the top end of the market

- This mitigates the financial impact of any
horses that are sold at a loss

At the other end of the industry, many breeders
are operating on a recreational rather than
commercial basis

- This is particularly the case for smaller and
National Hunt operations, where the
production costs per horses are often higher
than the revenue secured at auction

The British Thoroughbred Breeding Industry:

PwC
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|
However, due to the relative numbers of each type of breeder, all groups

play an important part in the overall direct economic contribution of the
sector

Total direct economic impacts for the
industry

Economic impact by type of breeder (Em)

100% I
|
|
192 | Revenue
80% 1
|
|
26.2 I
21.1 |
60% : 239
22.0 :
|
40% :
|
149.2 I
! m1-2 broodmares
0 79.3 !
20% : m 3-4 broodmares
| 5-10 broodmares
1 1
| 1
m Over 10 Broodmares !
0% : A ; ! £61m !
1 1
1
Although smaller breeders do not make a profit, :
their contribution to the economy through supply |
(20%) chain costs and employment is still significant T
|
1
|
|
(40%) The losses of small breeders offset almost all of :
the profits made by large breeders. 1
1
|
(60%) |
Revenue Supplier Wages and Profit 1 Employment
expenditure salaries !
Source: PwC confidential survey, PwC analysis
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The direct economic contribution of the sector is mainly generated through
wages and salaries, with a only a small amount generated through profits

Direct gross value added measures the pre-tax contribution of the Thoroughbred breeding industry to :
economic output, and it is calculated by subtracting the total supplier expenditure from the total revenue '
of the sector. Gross value added consists of profits and wages and salaries, which represent the respective
incomes earned by businesses and individuals from breeding

Total direct GVA
contribution

« The direct GVA of the

P Thoroughbred
Composition of gross value added at factor cost : breeding industry is
250 E £65m

* The Thoroughbred
breeding industry

Revenue Supplier expenditure Gross value added

200 generates significantly
P more income for
4 P employees than for
Profits mWages & salaries | businesses, with £61m
150 ; of GVA generated
through wages and
& i salaries and £4m
| generated through
100 .
; profits
50
| £65m
0 ¥

Source: PwC confidential survey, PwC analysis
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|
The sector generates additional gross value added in the economy through
its indirect and induced impacts

Direct, indirect and induced gross value added at factor * The Thoroughbred breeding sector supports a total of £281m of

cqs4 A gross value added in the economy.

i+ This consists of £65m of direct gross value added through
,5250 operations of breeding businesses, £139m of indirect gross value
< o added through the supply chain spending of breeding businesses,
k5 and £77m of induced gross value added through the spending of
%150 employees in breeding businesses and their supply chains.
g !
TE 26t / » As shown below, the GVA impacts of the Thoroughbred breeding
100 ! sector are proportionally similar to that of agriculture. Although the
o

breeding sector generates proportionately larger indirect and
induced impacts, it generates lower direct GVA due to its lower
profitability.

a
o

. -

Direct ' Indirect ' Induced Total ' « It should be noted that unlike the horsebreeding sector, the

GVA GVA GVA GVA ' agricultural sector is a net recipient of subsidies, which significantly
increases its direct GVA. Subsidies represent approximately 14% of
agriculture’s total output (Agriculture in the UK 2012, DEFRA).

Total GVA generated for each £1m of revenue in the breeding sector and the agricultural sector

£0.27m £0.59m £0.33m
Direct Indirect Induced
GVA (€AV/N GVA

£0.55m £0.44m £0.24m
Direct Indirect Induced
GVA GVA GVA

Source: PwC confidential survey, PwC analysis, ONS Input-Output Analytical Tables
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There are 41 indirect and induced FTEs supported by each £1m of revenue
in the breeding sector, over 20% more than the agriculture sector

Direct, indirect and induced employment * The Thoroughbred breeding sector supports a total
10,000 employment of 9,756 full time equivalents.
9,000 « This consists of 3,546 direct FTEs at breeding businesses,
8,000 oA 3,933 indirect FTEs supported through supply chain
@ 7,000 P spending of breeding businesses, and 2,277 induced FTEs
6,000 supported through the spending of employees in breeding
= businesses and their supply chains.
g 5,000 9,756 P
34,000 P * As shown below, the employment impact of the
g 3,000 Thoroughl?red breeding sector is prop.ortion.all}{ greater t‘han
5000 | that of agriculture. As a more-labour-intensive industry it
' i generates more direct employment per £1m of revenue, while
1,000 L it also produces more indirect and induced employment
U : - _ - - L through its economic linkages.
Direct Indirect Induced Total v
employment employment employment employment ;,

Total employment generated for each £1m of revenue in the breeding sector and the agricultural sector

17 FTEs 9 FTEs

Indirect Induced
empl. empl.

13 FTEs 12 FTEs

Indirect
empl.

Direct
empl.

Source: PwC confidential survey, PwC analysis, ONS Input-Output Analytical Tables
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The indirect and induced impacts of horse breeding are distributed across

a broad range of industries

Indirect and induced gross value added by sector
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Source: PwC confidential survey, PwC analysis, ONS Input-Output Analytical Tables

+ The largest GVA impact is in business
services at £42m, which is mostly
generated by indirect impacts through the
spending of breeders on auction fees,
accountancy, advertising and legal
services

» The second and third largest GVA impacts
are in manufacturing and health &
education at £27m and £25m respectively,
and they are also dominated by indirect
impacts. The items of expenditure driving
activity in these sectors are animal feed
and vets’ fees respectively

» The sectors with the largest employment
impacts are different to those with the
largest GVA impacts because of
differences in productivity and
profitability between sectors. Retail &
distribution and agriculture (including
horse breeding) have the largest
employment impact at approximately
1,300 and 1,200 FTEs respectively

» The employment generated in the retail &
distribution sector is driven by induced
impacts through employee spending,
while in the agriculture sector it is driven
by supplier spending, for example on
boarding fees and stud fees

The British Thoroughbred Breeding Industry:
PwC
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In addition to the principal economic contributions, there are a number of

other specific drivers of activity of the Thoroughbred breeding industry

Specific drivers of activity around the

Thoroughbred breeding industry

Inward @

o e Wider racin, 9 9 9 Capital
Rural economy indust 8 Exports Sponsorship investment from expenditure and
Ty overseas land use
e (. £24!.9m.t0ta1 . 48% f)f HIT in L4 Exports With a . Second largest ° £150m+ R £31m inVeStment
contribution Britain are GB- total value of sponsor of races investment in in breeding stock
bred £118m in 2012, of in the UK, with Thoroughbreds in
. Almost 9,000 o which £54m total prize money Britain® « £17m other
jobs supported . Pgtentlal .I‘ISk to (45%) were GB- of £6.9m capital
yn((ller ra(:_lfng bred * Significant other expenditure
Ln u(sl’Fry 1 tor investment and
reeding sector is emplovment . .
not supported ploy €.34,000 acres in

A £31m investment in broodmares and £17m in other capital expenditure; * - total value of all exports, irrespective of where they were bred

use for breeding
purposes

The British Thoroughbred Breeding Industry:
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The nature of Thoroughbred breeding means it is largely a rural industry.
We estimate the total rural contribution at c.£245m as well as supporting a

total of almost 9,000 rural jobs

Agriculture, forestry and fishing GVA,
2010

7,123 h
100% i

817 by
90% — P

80%

70%

The split is used as |
—a proxy for the ' \
breeding industry

60%

50%

40%

30%

20%

10%

0%
Agriculture, forestry and fishing

m Predominantly rural = Significantly rural = Predominantly urban

Source: DEFRA, PwC confidential survey, PwC analysis

Thoroughbred breeding industry

Predominantly Significantly Total
rural rural rural

Direct GVA
contribution £36m £21m £57m
Total contribution £158m £91m £249m
Direct employment
(FTEs) e 1,988 1,151 3,139
Total employment o 16 8.6

The inherent nature of breeding racehorses means that it is largely a rural
industry with the majority of its contribution distributed to local and rural
economies

Many of the production costs associated with breeding a Thoroughbred are
spent with local suppliers in the form of vets, farriers, feed suppliers and
other small businesses

As a result, we estimate that that the total contribution to rural economies
is £249m (compared with £281m in total)

In addition, the breeding industry plays an important role in rural
employment, directly employing 3,139 people and supporting a total
of 8,637 jobs taking into account those working in its supply chain.

The British Thoroughbred Breeding Industry:
PwC

Strictly private and confidential
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Due to the high number of British bred HIT in Britain (c.48%), any major
change in the foal crop could impact the volume of HIT and therefore the
wider racing industry, especially given the fall in overseas supply

British foal crop and horses in training » The population of horses training in Britain is predominantly
made up of British and Irish bred horses. Changes to the size
of the British foal crop therefore have the potential to impact
the number of horses in training

GB Irish Overseas
foal crop foal crop foal crop *  Whilst we believe that owners will ordinarily use imports to
adjust for moderate changes in the size of the British foal crop,
\ \1 US and Irish foal numbers have declined in recent years,

putting pressure on the number of overseas horses available

tII__I:i;si‘:IS lil:l British Irish Dthers Total < Itistherefore possible that larger declines in British foal crops
Britaign 48% 40% 12% c. 15,500 could have a detrimental effect on the number of horses in

training
2008-12 averages
* We have illustrated the impact of the foal crop changing by

5%-15% from the current level. However, we note that this is

Impact of changes in British foal crop on number of horses in based on a number of assumptions, and any changes in these
training, assuming owners do not adjust the number they import would effect the overall impact
Illustrative

High level assumptions

Ilustrative change in the foal crop + Changes to the size of the foal crop occur in year o and are
permanent

* The number of horses imported by owners remains the
same

» At any one time, c.50% of each year’s foal population enters
training

(2.5%) (1.5%) (1.0%)

sessreresasnnnereransnndierarainerenanannendearannsnenararasasadearasasnsnernsannnnirasasannereranannerfranannerenanannenesfrasnsnenanarasasnasfrasasnsnarasanannas

* ¢.25% of the population of horses in training retires each
year

% change in
number of horses

+ Flat/dual purpose horses enter training as 2 year olds,
whilst jumps horses enter as 3 or 4 year olds

Year 5 | (6.0%) | (4.0%) | (2.0%) | 0.0% | 2.0% | 4.0% @ 6.0%

Source: Weatherbys, PwC analysis
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The export of Thoroughbreds is a key part of the overall economic
contribution of the breeding industry with an estimated value of £118m in

2012, of which £54m (45%) were GB-bred horses

Value of Thoroughbred exports from the Britain, 2011 & 2012

140

118.2

120

100

80
m Other
m GB-bred

Exports (Em)

60

40
22%

20

0 :
Note: value of British-bred exports based2gn the percentage of total exports (volume) that were Britisipbped

Source: Weatherbys

A key part of the overall
economic contribution of
the industry is the export
of stock from Britain

In 2012, the total value of
exports of GB-bred horses
was £53.5m, 22% higher
than in 2011

Britain exports horses to
major racing industries
such as Ireland, France
and USA as well as many
other smaller countries —
see ‘International’ section
for further analysis
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|
The breeding industry is the second largest direct sponsor of races in the

Britain, as well as contributing to prize money through sales races and
schemes such as BOBIS and RPYBS

Direct race sponsorship
Race sponsorship by economic sector, 2012

%0 » The bloodstock industry is the second largest sponsor of races in

Britain
82.2 - In 2012, the GB bloodstock industry sponsored 642 races which
80 had combined prize money of £6.9m
Other - Aswell as sponsoring several leading races throughout the year
20 o5 2 (e.g. Juddmonte International), British-based stud farms also
' = Broadcaster play an equally important role in other low profile races
60 Charity . . .
Other contribution to prize money
g icati . . o
a = Press/publication + As well as direct sponsorship of races, the Breeding industry
> .
o 50 _ . _ contributes through several other channels
5 ® Racing Authorities/bodies
§ - The main sales companies sponsor races directly as well as
3 40 = Construction contributing to prize-money through entries to specific races
g (e.g. The Tattersalls Millions series)
= = Private/Individual .
20 - Thoroughbred owners and breeders contribute through
= Einance participation in incentive schemes such as BOBIS, RPYBS and
EBF - see slide 47 for further details
20 Food & Drink
m Bloodstock
10
H Betting
0
Source: Economic Impact of British Horseracing, 2013
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The breeding industry in GB benefits from significant investment from
overseas, predominantly from the Middle East. This support is critical for
the future of the industry and every effort should be made to safeguard it

Foreign investors continue to play an important role in ...as well as providing significant investment and rural
purchasing racehorses, particularly at the top end of the employment through breeding operations and in the wider
market... ing indust
Tattersalls auction sales, domestic versus foreign buyers, * There are a number of major racing and breeding operations in GB
2012 ¢.4,800 c.£220m that continue to operate through significant contributions from

100% foreign investors, in particular from the Middle East

* Aswell as directly purchasing stock from breeders, the breeding
operations of these individuals make several other key
contributions to the breeding industry:

90%

80% - Capital investment: Several of the largest breeding

_The higher % on value terms operations in Britain are owned by these foreign investors.
70% indicates that foreign investors s g . . . .
Significant capital investment is required to purchase and run

are typically purchasing at the
higher end of the market these stud farms

I m Domestic
5 60% .. . " .
2 ’ buyers - Breeding industry supply chain: Although it is not possible
Z; to calculate the exact amount, the production costs of these
g 50% studs to the wider supply chain reach several million pounds
[
S - = Foreign each year
* ’ buyers - Rural employment: Sheikh Mohammed is Newmarket’s
biggest individual employer and between them the breeding
0, . . . .
30% operations of these investors generate many jobs in the rural
: , : ) economy
20% 2013 yearling s.ales. The dominance of foreign . o ) '
buyers has continued in 2013 - at the recent - Sponsorship: The breeding industry is estimated to
Lo Tattehrsalls B(oolk 1 yeargng lsal)es, theJtOﬁ t"‘l’:o contribute £6.9m in sponsorship of racing each year, with a
(] purchasers (volume and value) were Jonn Ferguson . s : . : :
on behalf of Godolphin (UAE) and Al Shagab Racing significant portion coming frqm the largest breeding operations
(Qatar) (e.g. The Juddmonte International)

0% T
Horses sold Value of sales
Source: Economic Impact of British Racing 2013, Press, Company websites, PwC interviews
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We estimate the breeding industry’s annual capital expenditure to be £31m
on breeding stock and a further £17m on other capital goods. The land used
by stud farms is estimated to be c.34,000 acres

Thoroughbred breeding industry estimated annual
capital expenditure

35

31.1

30
25
20
=
@
15
10

5

0

Breeding stock Other capital expenditure

+ Capital expenditure in the breeding industry is typically incurred on
the acquisition of breeding stock as well as other tangible assets
such as land & buildings and farm machinery

* Due to insufficient data from the main PwC breeder survey, we
have been unable to use this survey to estimate the total capital
expenditure in the industry

* However, based on analysis of a smaller sample of 21 breeding
operations, we estimate expenditure of c.£31m on breeding stock
and £17m on other capital items

Source: PwC confidential survey, PwC analysis

Geographical distribution and land use of stud farms in Britain

. Estimated number | Estimated total land
Region 5
of stud farms in use (acres)

South 78 6,100
East 65 16,800
West and Wales 63 2,800
Midlands 58 6,600
Scotland 18 1,400
North 20 500
Total 300 34,200

» We estimate a total of ¢.34,000 acres of land are used by stud farms

for breeding purposes in Britain

* The land use in the East of England is higher than other regions due

to the high concentration of large stud farms in and around
Newmarket

* However, outside this area, it is clear that the breeding sector is

broadly dispersed across Britain and focused on more rural areas

The British Thoroughbred Breeding Industry:
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The British industry sits between Ireland and France in terms of scale of
production but the distribution of different size operations appears to be
broadly similar

Number of broodmares, 2002-12 Number of breeders by broodmare, GB and Ireland, 2012*

25,000

| 3,124 6,491

20,700 )

20,000 18,867 18,817 19251 20.038 18 851 100% o s

: 16,938 oot

Lo 15,345 203

15,000 13,763 12952  90%

11,463 11,285 11,142 11,091 10.740 10.624
9,087 9,266 ' ' 9826 9317 g766

10,000
— 80%

5000 8323 8503 8661 8787 8691 9004 8775 8758 ;g75 7779

Number of broodmares ('000s)

0 70%
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
. 60%
e |reland == Great Britain France # Over 10 Broodmares
50% 5-10 broodmares
0
u 3-4 broodmares
Number of foals born, 2002-12 40% m 1-2 Broodmares
0
__ 14,000 10003 11747 12,000 12:633 12,419
§12,ooo 10,214 10,5745 m— 30%
€ 10,000
K% 7,588 7,550 7,546
S 8,000 5839 5,920 20%
2 5154 5,429 5514 5727 5489 o ' 5,595 0
%S 6,000 4,665 4,635 4366
S 4,000
= ’ 252 5,373 5,393 5,447 5,524 5,470
[S 4,461 4,402 4,931 5,25 4,984 10%
S 2,000
b4
0 « T T T T T T T r r r ) 0%
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 °
GB Ireland
e |reland === Great Britain France
* Data not available for France
Source: IFHA, Weatherbys, HRI, BHA
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While the total number of people employed in the British breeding industry
is similar to Ireland, FTE per broodmare is slightly higher, possibly
reflecting a difference in scale and use of labour between the two countries

Number of people direct employed in the racing and breeding

industry

20,000
18,000 c. 17,400
16,000
14,000
12,000

10,000

8,000

Number of people employed

6,000

4,000

2,000

GB (2012)

17,351

m Other ’

13,369

mEmployed in
breeding

.................

Ireland (2010)

Direct FTE per unit of breeding stock (broodmares & stallions),
GB and Ireland

0.39

The difference in FTE per unit of breeding stock
in Britain and Ireland could be driven by a
number of factors:

The Ireland figure is based on 2010 data and
the number of broodmares and stallions has
fallen by 15% from 2010. While we would
expect some corresponding decline in FTE, it
is unlikely to be at the same level

There is likely to be some difference in the
scale of operations and use of labour

between the two countries

o
w

FTE/unit of breeding stock
o
N

0.26

GB (2012)

Source: Economic Impact of British Racing 2013, The Economic Contribution and Financing of Racecourses in Ireland 2013, PwC Analysis

Ireland (2010)
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We have identified several domestic opportunities and risks to the

Thoroughbred breeding industry in Britain

Opportunity Affect on Description Actions required Level of Likelihood
/ risk flat/jumps impact
Demand for racehorses is strongly linked lealltcl;st:caodgoﬁ)lr;c:;ggg;?;;?:;ﬁﬁlghe
ey Recovery in the Both to the broader macro economy which is it i gt vl fhe el O O
macro economy forecast to improve over the next five L2 ducti £ 2 hich
years on malntalnlng production of a hig
quality product
Tramemsins Pre- ‘Increas'ing g11011))a11 (Il)rize n(liofney hls N eual }l?ri’ﬂsh bi'.eed;ll;s mus’;1 %)Clzls onh}')r}ciducing1
. A . increasing global demand for high quality igh quality Thoroughbreds which appea
Opportunity i:(())l:;lypnze f(‘llg?lnantly Thoroughbreds and attracting new to international buyers (see international . O
investors into the sport section for further details)
Further Britain’s two major incentives schemes,
improvements Pre- BOBIS and Racing Post’s Yearling Bonus Encourage further participation and
Opportunity in breeder dominantly Scheme are generally well received by funding of the schemes, but not at the O O
incentive flat breeders but there is some room for expense of prize money
schemes improvement
The Horserace Betting Levy Board
(HBLB) has proposed increasing the We do not believe the Levy Board’s
Changes to minimum number of races per fixture to objectives will stimulate a notable
Levy seven and minimum number of runners increase in demand for Thoroughbreds
Risk stimulating a Both per race to six. This would require an It is important that supply of high quality O G
supply/ demand additional c.3,200 horse starts a year. stock remains the principal objective of
imbalance However this will be difficult to achieve British breeders, and quality does not
without either marked increases in either deteriorate at the expense of quantity
prize money or owner numbers
Decline in The dechng of foal numbers has been Further financial incentives where
National Hunt greater for jumps than flat. Many of t}}e possible to aid NH breeders
Risk (NH) breeders  Jumps smaller NH breeders are struggling with Continued development of a mares onl O 0
and British the economics of production. There is : P i y
therefore a risk that many of these racing programme to increase quality,
bred foals demand and therefore value of NH mares

breeders cease to produce NH foals
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Demand for racehorses is strongly linked to the broader macro economy

which is forecast to improve over the next five years

Number of foals born in GB and Ireland vs. annual change in UK real GDP

Number of foals born (000s)

20

18

16

14

12

=
o

(e¢]

6

“Demand for Thoroughbreds rises and falls
with the state of the economy. We shouldn’t
be too disheartened when sales do fall during
recessions, and at the same time we
shouldn’t get too upbeat when they rise
during periods of growth. We have to

e [-0als born (GB & Ire) (LHS)

“The over-supply of 2006 was
caused by the fact that there was
high growth followed by the biggest
recession we've ever seen. It was
far from a soft landing.”

British Bloodstock Expert

Forecast

remember that we are selling a luxury item.”

British Bloodstock Expert

Sl T

“10 years ago breeding was almost
indiscriminate. That would be a very
dangerous place to go back to.”

British Breeder

= % change in UK real GDP (RHS)
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Source: Economic Intelligence Unit, July 2013 forecasts; ONS; Weatherbys

Long run average foals born (GB & Ire) (LHS)

Yearly % change in GDP
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Global prize money increased by c.5% p.a. in the top 30 countries between
2007 and 2011, increasing international demand for horses. Maintaining a
high quality British Thoroughbred is essential to serving this demand

Prize money by top paying countries, jumps and flats, 2002-2011

Prize money (euro billions)

Note: data for individual countries for some years is not available and has therefore been estimated based upon historicals

3.5

3.0

25

2.0

1.5

1.0

0.5

0.0

“Overseas prize money is really important. Prize money
here is generally deemed to be low, so the second hand
market is the only way anyone is making a return. This

is being driven by overseas investors, particularly in the

5% CAGR

m Top 10 countries

US and Hong Kong” - .
British Bloodstock Expert 2.9 ® Top 20 countries
28 2.8
2.7 2.7 :
2.6 Top 30 countries
25 25" 2.5 2520 2.5
’ : 2.5 . . :
2.4 24 0 g%t 2.4 24 24 2.4
) 2.3
2.2 2.2
2.2 21 2.2
I I21 I I21 I
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Source: IFHA, PwC analysis

CAGRs
02-07 07-11

(2.9%) 5.4%

(2.6%) 5.1%

(2.7%) 5.0%
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Increased international demand has had an impact on prices, with median
prices of lots in Tattersalls’ July sales increasing by 50% between 2010 and
2013, whilst attracting foreign owners to the sales

Average price of all GB horses sold in Tattersalls' July sales (Europe’s premier midsummer sale), 2002-2013

500
Increasing global prize money continues to attract international buyers into
the market who are willing to pay prices over and above those seen 460.0
450 historically. This has seen lots such as ‘Business As Usual’ who was sold for
460,000 guineas in 2010. These investors are increasing demand across the
400 market.
. . . 9 out of the top 20 lots were
7 350 “The emergence of the Qataris are important. They are buying at all levels of bought by foreFi)gn owners
s the market. They bought the most expensive yearling ever last year for 2.5m . . -
2 ; . . - (excluding Irish owners) in 2013
= guineas, but they are also buying breeze-ups for 10-15K guineas
-? 300 British Bloodstock Expert
c
[+ .
» high
3 250 250.0 260.0
<
= low
()
£ 200 200.0 200.0
o
150
130.0 132.0
100 110.0 100:0
90.0 83.0
65.0
50
0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8
- | — T T T T T T T T T T T -
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
(gfﬁg:;\ns) 6,000 6,200 8,000 8,500 10,250 10,000 8,000 7,000 5,000 6,000 6,500 7,500
There appears to be a lag between changes in prize money and its impact on prices. The peak and
troughs in prize money in 2005 and 2007 respectively, can be seen in prices in 2007 and 2010
Note: excludes lots which were not sold or withdrawn from the sale
Source: Tattersalls
The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014

PwC a7



5 Domestic opportunities & risks Breeder incentives Contents

The two major breeder incentive schemes used in Great Britain work in
different ways to boost the income of breeders and incentivise the breeding
of quality of stock

Lifecycle of a race horse

Breeders Owners/trainers Owners/breeders
Sales * Horses are sold by breeders as foals ¢ Horses in training are sold in both domestic and international markets * Retired horses may be sold as
or yearlings to both domestic and + Horses that have been proven on British race courses can attract a high breeding stock both in the domestic
international markets premium and overseas markets
Incentive . . . .
schemes BOBIS: prizes split between owners, breeders, trainers, jockeys and stables
(" Incentivises higher sales
i prices for horses registered | <— | Yearling Bonus scheme: prizes paid to owners
\_______ withthescheme ’
Income + Sales income . Sa}es income + Sales income
* BOBIS * Prize money * Cover fees
* Yearling Bonuses
* BOBIS
Expenditure * Cover fees * Trainers’ fees * Transport costs
» Horse upkeep (feed, veterinary * Transport costs * Horse upkeep (feed, veterinary fees,
fees, stable fees etc.) * Horse upkeep (feed, veterinary fees, stable fees, etc.) stable fees, etc.)

Source: bobis.co.uk, Racing Post, PwC interviews
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These schemes are generally well received by breeders, but there is some
room for improvement

Scheme

Summary

Advantages

Disadvantages

BOBIS

/ YEARLING BONUS )

\ T 4

) £10,000 4

» BOBIS qualified horses win £6,000 if
they win a BOBIS race. This money is
split between: owners (60%); breeders
(30%); trainer, jockey and stable (10%)

» The scheme is funded through a
combination of registration and
nomination fees from breeders and
owners, and funding from the
Horserace Betting Levy Board (HBLB)

*  Only horses with a British based dam
or sire are eligible. The dam must be
GB domiciled and have not left the
country for a continuous period of
longer than 9 months (for covering) in
the year prior to the year of birth. The
sire must be recorded by Weatherbys
as standing in GB

» Pays £10,000 to the owner of an
eligible winner of a selected ‘Racing
Post Yearling Bonus’ maiden

+ Funded solely through registration
fees paid by owners and breeders

 British and Irish horses are eligible

« BOBIS prizes provide additional
money directly to breeders

+ Incentivises breeders to breed
higher quality horses

+ Entirely self-funded by breeders
and owners, encouraging both
high quality breeding and
training

+ Incentivises owners to invest
more in their horse purchases,
and has helped encourage
exports e.g. to Poland

Exclusion of Irish horses from BOBIS
eligibility has led to some criticism of the
scheme with some suggestion that inclusion
of Irish bred horses could be beneficial to the
industry. This would require collaboration in
scheme funding contributions between GB
and Ireland

Yearling Bonuses do not give money directly
back to breeders

Breeders believe the level of administration
required to sign up to both schemes is high,
and further improvement in both the
registration process and tightening of policies
is required

Source: bobis.co.uk, Racing Post, PwC interviews, various press
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The income received by the Horserace Betting Levy is declining due to
horseracing’s decreasing share of the gambling market and the movement
of online betting operations offshore, where they are exempt from the levy

Gross gambling yield (Ebn)

=
P N WO N OO

CAGRs
02-07 07-12 12-15

Total gambling  519%  (1.1%) 1.7%

= Other betting 14.9%  (14.4%) (2.0%)

2003

Horseracing
share of total 12%

gambling

2004 2005 2006 2007 2008 2009 2010 2011
12% 12% 11% 10% 9% 9% 8% 7%

% of total UK gross gambling profit attributable to online operators not
licensed in the UK

25%

2

Percentage

Source: British Horseracing Authority, Horserace Betting Levy Board, H2 Gambling Capital, PwC analysis

0%

15%

10%

5%

0%

3%

Forecast

21%  21%
20%
19%

2012
7%

22%

2013
7%

22%

|

2003

17%
15%
12%
10%
8%
I I I

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

2014

2015

Horseracing (1.1%) (7.2%)  (4.1%)

H Lotteries (1.1%) 4.5% 4.2%

® Gaming 7.6% 1.7% 1.6%
2014 2015
6% 6%

The Horserace Betting Levy requires the British UK’s
licensed betting industry to make a financial return to
racing in exchange for their ability to take bets on it.
Levy payments are currently 10% of gross profit
from racing, and have decreased from c.£100m in
2003/04 to c.£75m in 2011/12

The relocation of a large number of online betting
operators offshore, where they are exempt from
contributing to the levy, has contributed to this
decline. ¢.20% of the UK’s total gross gambling profit
is now made by these offshore online operators

Whilst the amount of online betting for horse racing
is likely to be lower than other sports such as
football, this trend is continuing to put pressure on
levy payments
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|
This has put pressure on the Horserace Betting Levy Board (HBLB) to find

other ways to increase their income. In their 2013 objectives, they aimed to
do this through two major initiatives...

HBLB 2013 objectives
1. Number of races per fixture 2. Number of horses per race

* The first major aim of the HBLB is to * The second major aim of the HBLB is
increase the number of races per to increase the number of runners in
fixture to seven across both flat and each race to a minimum of 6
jumps racing » Races with larger number of runners

* The increase in races will promote stimulate increased gambling by
more gambling both on and off consumers, and higher potential
course profits for bookmarkers, and

therefore greater levy

Flats Jumps Flats Jumps
Potential impact D ) Potential impact D ()
Likelihood of impact D d Likelihood of impact @ @

Source: Horserace Betting Levy Board

The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014
PwC 51



5 Domestic opportunities & risks Levy Board changes Contents

The number of fixtures with the current minimum of 6 races has decreased
strongly since 2008 in both jumps and flat racing, but there were still 239
fixtures with 6 races in 2012

Number of fixtures with the current minimum number of 6 races*

CAGR
600 578 08-12
546 Total  (19.8%)
500 Jump  (14.1%)
182 467
178

mFlat  (22.9%)
400

300

200

Number of fixtures with less than 7 races

100

2008 2009 2010 2011 2012

Total number of

fixtures 1421 1,424 1,386 1,466 1,367

Notes: *excludes races that were scheduled to have the minimum of 6 races but for various reasons were unable to complete their scheduled number of races (c. 10 fixtures p.a.)
Source: Weatherbys
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For the HBLB’s target of seven races per fixture to be achieved, there
therefore would need to be an additional c.240 races and ¢.1,400 horse

starts
Additional number of horse races required to meet HBLB target number of races per fixture Jumps mFlats
12,000
0 9,787 140 99 10,026
Y 10,000
o
S 8,000 3,558 3,657
é 6.000 An additional 239 races would be required in the
3 ' racing calendar to meet the HBLB'’s objective of 7
4,000 races per fixture. This is based upon the number of
fixtures in 2012 which had the minimum of 6 races
2,000

Average number of races
(2010-12)

Additional flat races required Additional jumps races required Number of races required to meet HBLB
objective

Additional number of horse starts required to meet HBLB target number of races per fixture

100,000
90,000
80,000
70,000
60,000
50,000
40,000
30,000
20,000
10,000

Number of starts

92,192

32,525

Jumps mFlats

840 594 93,626

33,119

If there are 6 runners in each of these
additional races, this would require an
additional 1,434 horse starts

Average number of horse starts
(2010-2012)

Additional flat horse starts required Additional jump horse starts required Number of starts required to meet HBLB
objective

Source: British Horseracing Authority, Horseracing Betting Levy Board, PwC analysis
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In 2012, the number of races with fewer than six runners accounted for 10%
and 16% of the racing calendar for flat and jumps respectively. This
number has grown strongly since 2006 for both flat and jumps

Number of flat races with different numbers of Number of jumps races with different numbers
runners, 2006-2012 CAGR of runners, 2006-2012 CAGR
1 * i *
lllustrative 06-12 lllustrative 06-12
7.0 4.0 3.9 3.9
Total 1.6% B Total 0.8%
63 63 63 6.3 races 02 . races
6.1 m 6.1 3.5
6.0 Bl - - i - 3.5 3.4 3.4 3.4 i
5.6 5.7 . B 32 == == 33
I i m21+ 6.1% l — . i 1.0 1.0 w21+ (5.2%)
runners 3.0 runners
2 50 21 20 2.0 —~ 09
8 2.3 2.0 %
= o
S) 2.4 S
= g m16-20  (8.3%) S ,¢ m16-20  (13.7%)
§ runners 8 : runners
40 8
5 o
3 o 20
£ 11-15 (3.6%) g - 11-15 (4.9%)
E; runners [= runners
z 3.0 S
P4
15
m6-10 5.4% m6-10 3.4%
20 runners runners
1.0
m2-5 12.5% m25 14.1%
1.0 runners 05 runners
0.0 0.0
2006 2007 2008 2009 2010 2011 2012 HBLB 2006 2007 2008 2009 2010 2011 2012 HBLB
% of races target % of races target
with 2-5 5% 5% 7% 7% 9% 10% 10% 0% with 2-5 8% 10% 8% 10% 13% 17% 16% 0%
runners runners
Note: *All values shown are the same as 2011 except races with 2-5 runners which are all assumed to become races with 6-10 runners
Source: British Horseracing Authority, Horseracing Betting Levy Board, PwC analysis
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In order to achieve a minimum of six runners per race, an additional
c.1,800 horse starts would be required each year

Additional number of horse starts required to meet HBLB target number of runners per

race (based upon average number of races and runners from 2010-2012)

Number of starts

100,000

90,000

80,000

70,000

60,000

50,000

40,000

30,000

20,000

10,000

92,192

32,525

Average number of horse starts ~ Additional flat horse starts

(2010-2012)

878 888

lllustrative

Jumps

m Flats

93,957

33,412

required required

Source: British Horseracing Authority, Horseracing Betting Levy Board, PwC analysis, Weatherbys

Additional jump horse starts

Number of starts required to
meet HBLB objective

The number of horse races in
Britain changes every year, as
does the number of races with
less than 6 runners

If the number of races and
runners per race is in line with
recent years (average of 2010-
12), ¢.1,765 additional horse
starts would be required to
meet the HBLB’s target of 6
runners minimum per race

This is based upon an average
of c.4.5 runners in races with 2-
5 runners

The total number of
additional horse starts
required to achieve both of
the HBLB’s objectives is
therefore c.3,200
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An increase in the number of horse starts would lead to increased demand
Jor horses in training (HITs). The number of British based HITs has

however been declining for both flat and jumps horses since 2009/10

Number of horses in training for flat racing,

2008-2013*
Growth rate
2.1%
CAGR (1.6%)
2
10008 1?1 10027 oo
10,000 ‘ 9,568 9,573
1,566 1,849 Total
1,971 1,911
1,912 2,007
8.000 5 year old +
g " 1,267 4 507
.% ’ 4 year old
E m 3 year old
¢ 6,000
S m 2 year old
<
©
9]
o)
£ 4,000
=}
Z
2,000
0
2008 2009 2010 2011 2012 2013
# of starts
per GB 6.2 6.1 6.1 6.1 N/A N/A
based HIT

Number of horses in training for jumps racing,
2008-2013*

12,000

10,000

8,000

6,000

Number of horses in training

4,000

2,000

# of starts

per GB
based HIT

The lower number of horses in training for both flat
and jumps racing is likely to reflect both a reduction
in the number of owners, and a 35% decline in
British and Irish foals born between 2008 and 2012.
Whilst this impact can already be seen in flat HITs

Total
(the majority of which are 2/3 year olds), it will not
yet have impacted jump HIT numbers (the majority 5 yearold +
of which are 5 year olds +) 4 year old
m 3 year old
m 2 year old
Growth rate o
15.7% CAGR (1.2%)
/ — 2
4,302 4,380
3,719 sgso 4028 4106
3333 785 384 500 3581 3685
369 508 526 413 435 416
2008 2009 2010 2011 2012 2013
9.7 7.9 7.1 9.1 N/A N/A

Note: *Excludes horses categorised as dual purpose and hunters (1080 horses in 2013) **Based upon 2009-2011 average
Source: British Horseracing Authority, PwC analysis, Weatherbys
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The target 3,200 additional starts* requires either 1 in 4 current HITs to
run once more each year, or an additional c.470 HITs (requiring a ¢.3%
increase in the existing population of HITs)

Percentage of 2013 HITs required to run once more each llustrative ~ Additional number of HITs required to achieve both lllustrative
year to achieve both HBLB objectives HBLB objectives if number of starts per horse remains
unchanged**
Jump HITs
. 40% mFlat HITs
0 36%
>
= 282 185
S 35% 13670 14,146
(]
o 14,000 : —
o
E 30%
2 12,000 4,291
s 4,106
c
2 2% 23%
e 10,000
B =
= 0 =
3 % 18% S 8,000
5} o !
é £
%]
2 15% S 6,000
= Z
E 9,573 9,855
g 10% 4,000
=
]
o
o 0,
o 5% 2,000
0% ; ; . - ; ; ; .
Flats Jumps Total Number of HITs Additional flat Additional jumps ~ Number of HITs
(2013) horses required horses required required to meet

HBLB objective

Note: *Number to meet both objectives of HBLB; **Based upon 2009-2011 average number of starts per horse. Excludes horses categorised as dual purpose or hunters (1080 horses in 2013)
Source: British Horseracing Authority, PwC analysis, Weatherbys
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We do not believe the Levy Board’s objectives will stimulate a notable
increase in demand for Thoroughbreds. It is important that supply of high
quality stock remains the principal objective of British breeders

Increasing
the number
starts per
HIT or
number of
HITs requires
additional
incentives for
owners...

...without
which it will
be difficult to
meet the
HBLB’s
objectives

Source: PwC interviews

» Toincrease the number of horses raced in the Britain, either the existing population of HITs need to race more often, or

there needs to be more HITs. The British industry is driven by horse resale values rather than prize money. GB’s average
prize money per race is lower than a number of other countries, but owners are attracted to the prestige and challenge of
British race courses. British race courses are renowned as being some of the most challenging in the world, and as a
result, horses that are ‘proven’ in Great Britain have much higher resale values. The British industry is therefore driven
more by resale values than prize money, and so owners are reluctant to run their horses more frequently

— “The real problem is that you are never going to get people to run horses more often — this is pie in the sky unless
prize money goes up... if you have a nice horse (anything rated above 80), you want to protect it, and restrict the
number of times it races so that you don’t damage its resale value”

British Trainer
For there to be more HITs, there needs to be an increase in the number of owners, or incentives for existing owners to
own and train more horses. With the number of owners in decline, increased prize money would be required to achieve
this objective

— “[The HBLB’s objectives] should generate more money for the industry, but there is only a certain number of owners
around. More races does not necessarily mean more owners. Owners might buy more horses, but from my
experience I can’t really see a direct correlation”

British Owner/Breeder

+ As aresult of the above challenges, we believe it will be difficult for the horseracing industry to achieve either the increase

in races per horse or increase in HITs required to meet the HBLB’s objectives. Attempts to extend the racing programme
before the owner or horse population is in place to support it may lead to more fixtures with fewer than 6 runners rather
than less

— “If they reduce the number of fixtures they may get somewhere close to achieving the number of races per fixture. If
they don't, you'll end up with 3 horse fields”
British Bloodstock Agent/Breeder
It is important that any increase in demand is met by additional supply to maintain a balance. However, breeding high
quality racehorses should continue to be the paramount objective for British breeders, to enhance the value of British
bred horses in both the domestic and international markets. We believe that increasing the number of horses bred at the
expense of quality would represent a significant risk to the industry

— “If the racing programme is too full, people put moderate mares in foal which breed to the lower market. This is not

an economic way of running things, because these foals often barely cover their costs when sold”
British Bloodstock Expert
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Britain has a long-standing reputation for the production of quality NH

horses. However, many smaller breeders have recently ceased production
as they struggle to cover the costs of production

» Although the total number of

Number of foals born in GB by type of racing foals bred in Britain declined
5,000 between 2008-2012, the
impact was more severe in
4,500 4297 horses bred for the jumps vs.
the flat
4,000 + Thisis in part due to the
economics of producing a NH
3,500 foal
- Whilst the cost of
© 3,000 production of a flat and
2 national hunt foal are not
o 2,500 materially different, the
£ sales price of jumps
2 2000 horses, and in particular
\ fillies, is significantly less
1,500 1565 - As medlan sgles prices
declined during the
1,000 recession, many smaller
breeders struggled to
500 cover the costs of
production and as a result
0 ceased to breed foals
Jumps Flat
=2008 ®=2012
Note: number of foals excludes ‘unclassified’. A change in the way that unclassified is recorded between 2008 and 2012 may impact these numbers slightly
Source: Racingpost, Weatherbys, PwC analysis
The British Thoroughbred Breeding Industry: Strictly private and confidential 25 March 2014

PwC 59



5 Domestic opportunities & risks National Hunt Contents

|
These issues are exaggerated for NH fillies - far fewer end up in the sales

and those that do achieve considerably less at auction. As a result, many
breeders, particularly at the lower end, are losing money on each filly sold

GB & Ireland 2013 NH sales, Geldings and Fillies

.

GOFFS FDBS

Tattersalls Ireland

| |
| |
| |
250,000 : :
| |
| |
| |
216,694 : :
1 1
200,000 ! 1
1 1 X Median
| |
| |
| |
1 1
| |
% 150,000 | |
3 | | :
2 138,684I | High
= 1 1
~ | |
3 I I
= 1 1
a. 100,000 1 1 100,000
| |
1 1
I 1 Low
1 73,676 1
| |
| |
50,000 : :
: : 36,000
w0008 16,469 | 22,53 | 16,000 \l/
) 1 2 ) 7,000
: 300 \l/ 7,801 |
Geldings Fillies Geldings Fillies Geldings Fillies
254 46 250 35 102 27
Note: analysis based on all NH filly and gelding NH store lots sold. This excludes HIT and lots that were unsold, withdrawn or purchased by the vendor;
Prices from Goffs Land Rover and Tattersalls Derby have been converted to £ using a constant rate of 1.5 €/£
Source: Tattersalls Ireland, Goffs, DBS, PwC analysis
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The TBA and HBLB have worked together to launch three well-received
initiatives aimed at improving the quality, popularity and therefore value,
of British-bred National Hunt horses, and in particular fillies

Improved racing .
i programme for mares |

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Despite a 71b weight allowance, NH mares
struggle to compete with geldings and there is
a lack of top quality mares-only racing

As a result, there are fewer chances to win
prize money with mares and they are less
popular with owners and trainers

Objective

Encourage more fillies and mares into
training, thereby increasing demand and
average sales prices

Provide a suitable test of mares in terms of
athleticism, stamina & soundness to ensure
the most suitable are sent to stud

Elite National Hunt
Mares Incentive
Scheme

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Funding is being provided to ease the cost of
producing a NH foal and encourage owners of
Elite mares to breed with the best British-
based stallions

Encourage retention of the best British NH
bloodstock and breeding of exceptional
quality horses to compete in the best races

National Hunt
breeders’ prize
scheme

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Additional prizes of up to £10,000 for
breeders of British-bred and British-sired
horses

Reward production of high-class NH
racehorses to drive improvements in quality
and excellence

PwC view: these three initiatives should stimulate increased demand for NH horses that in turn drives better prices at auction and improved
returns to NH breeders. This is a good example of how different stakeholders in the racing industry have worked together to achieve mutually
beneficial outcomes — more racing for the HBLB, and more economical breeding for NH breeders
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Anecdotal evidence from 2013 suggests that these schemes are increasing

the number and price of fillies sold. There is however a risk of further
significant decline in the number of GB bred jumps horses

Number of NH stores sold, geldings and fillies,

« Figures from the recent NH sales suggests that that the introduction
2012-2013*

of mares-only racing is starting to increase demand for fillies
900 7ﬁ Total - Between 2012 and 2013, the increase in both volume and
3 ?88 116 18 average price of National Hunt store horses was greater for
%2 .y e .
£ 600 102 DBS Spring fillies than geldings
2 500 254 . . . .
S 400 ; s Derb « However, while the introduction of more mares-only racing is
= B Tatt oy o e . . . .
& 300 /31 attersals berby undoubtedly positive, it is likely that this will take some time to
s igg 362 i result in material increases in the average prices of fillies at the
z m Goffs Land Rover
0 | = | -_\ sales
2012 2013 2012 2013
Geldings | Filies | e Inthe meantime, there is a risk that that more breeders are forced

to cease breeding, resulting in further declines in the numbers of
British bred National Hunt horses

Average price of NH stores, geldings and fillies, “You really have to ask yourself if this is sustainable. I don’t think it is
2012-2013* and there is a real risk that National Hunt breeders just stop in this
country. I certainly won’t be doing it in 12 months time unless there
25,000 are signs of improvement to the economics of it”

/ British NH breeder

20,000 16,217
15,000
10,000
5,000
0

Average price (£)

2013 |

Geldings Fillies

Note: *analysis based on all NH filly and gelding store lots sold. This excludes HIT and lots that were unsold, withdrawn or purchased by the vendor;

Prices from Goffs Land Rover and Tattersalls Derby have been converted to £ using a constant rate of 1.5 €/£. Store horses refer to horses than have been bred specifically for jumping, rather than
having already raced on flat or in Point to Point

Source: Tattersalls Ireland, Goffs, DBS, PwC analysis
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National Hunt breeding sustains the racing calendar in Winter. An

increase in the National Hunt racing programme throughout the year
could assist HBLB in achieving its objectives

Number of fixtures by type of race, 2012 - Between November and April the

140 racing calendar is dominated by

Whilst flat races fixtures dominate the 127 Jumps races a.nd the betting .

summer season, jumps races form the industry is reliant on them during
120 - majority of the races during the winter this period of the year

months and therefore are of significant

importance for the betting industry

+ Asa consequence, jumps races
account for a significant proportion

100 .
of overall betting revenues
8 « Jumps races could potentially assist
2 80 - the Levy Board with its objectives
b 69 Flat to increase the number of races per
5 fixture and the number of horses
Qo
c 60 ===Jumps per race
>
z
41
40 36
20
0
@ 9] > > 5 = > @ > @ 9] o]
£ ¢ § § 5 & £ 35 3 3 £ 3
s 8§ & 3 = < g2 8
o [ - L 8 (@]
z a 3
Source: BHA, PwC analysis
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“Thee Thoroaghisrd Breeders” Assncintion {"TEA"}
Stanstead House

HThe Avenue

Hewmarken

Suffalk

ChE gAA

Far the attention of Phili

o Amiggust Sivizy
Dcar Sir

FROJECT ARKLE

Thank you for engaging us b peisvide you with sesvees an torms which are deseribod in this letter and
the atinched ferme of business. These ingether form the agresment botwesn us,
Enchground and purpose

This piece of work hes fwo pims:

»  To complete an Esonomi: Tmpact Study to develiop  full fact hase on the UK tharaughbred
Indbastry and to understand thi disect and indireet eeonemie contribution it makes to the UK
eoommy and hew that costribution has dissdaped over Hme

Tir understand the futare debs and apportunities for the industry in a rpidly changing gotal
skt bacing indusiry and to make revommendations for o b act apan for the s of your
members.

The serviees

Yous havie insgriched us bo provide the servioes set ot in schedisle 1.

Timsetalsle nnd duration

As agreed with you, we commenosd witk on 5 Auguss 2013 snd stimate that we will submit our drad
deliverables s o for discussion by 1 Octalver 2003, We will abso update vou on our progress at an
interim update mesting oo 3 September 2002 This ks an estimate in advmnee of starting work and we
will kg vou infisemed of our progress and of any propesed changes in this timetable

[

o e by s i e sy e ST

Stalfing

Bzl Hampscon i the person in charge of providing the service to you, assisbed by Archie Mason and
such ather stafl as we belivve are required. e belicve that it & necessary far i 00 change any of the
named individuals we will ket pou know.

oas have disignatin Philip Neneton to be our primary contact when debvering the serviees as.a person
with the knmeledge, experience and ablliry to mabe decisions in nelation to the services and our
recoanminilatho,

Fees

O fees: will be mlvalated in accordano with the “Resis of fees” dause in the attnched terms of
‘huslmess, unless aternalive arrangements are agreed. Detndls af aur fes arrangesnents are set ot in
achedule 2

Terms of basiness

Liability limisation

W ddraw yoiir atbention bo classes B and 12,3 in the aitached terss of usiness which amangst other
thimgs linit (i) our botal Habdlity for ol claims eonsected with the srvices oc the agreement, which we

v griad will b 33 times fees or £a000,000, whickever bs grester and (i) the time for bringing amy
emch claim.

Erovisien of dellverables to ywar meembers and the puldic

W understand that o wish i prnvide copries of our detiverables to vour membens and o publish the
ileliverabides on vomr website for pablic ssesum gtion (ke public, including vour members, shall
hereafter be refermed i m the “recipiemsT).

Wee agres, for the: pusposes of clause 2,2 (i) of e sttached terms of basiiness, that the deliverables may
b tnarde available to the recipients, provided that o relensse them in their entirety and di nint
mudiy the i b iy vy s (i) ypou ensure our disclabser anid copyright notice (in the form
set et in the delivershles) are desrly visihio o the website.

Nutwithestanding our cossent to the pubfiestion of our deliversbies on voar website, our detiverabies
remain sddrissed ba you and it is o matter for yon bo decide wheiber the puldication of the delivershles
o your website is approprise
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Futher, you agres that we aevept s labiline inchuding liability for negligenced to you for asy
axsiisapuinies of disclosing the deliverables, or giving explasations suncerning the deliverables. to the
recipients, includizg where the disd sssne;

& leads to a ol being brengi agninst you;
b, pesult i the recipients or anyone else mesnsing vosr confidential information.

Confirmation of agreement

Please eonfirm your seceptance of the agreement by signing, the enclosed copy and retising it o us.

Vaurs Taithsfully

fior and an behald of Pricswate thisiis:Cooper LLP

Ciapry letter 1o hae retwmed 1o PricewaterbouseCoopsers LLP

Larvept the tesms of the agreensent for and oo behalf of The Thoroughbred Breedess” Assnelntion

LA RTET S S

Date iz

i

pwc

Schedule 1

This schedule sets out the scope of the specific services that we will provide under our. gement
)mzrdnadwwmmmmmhﬂwﬁhinﬂﬁuwﬂupﬂyudymﬂmﬁu
specified in this schedule.

Scope of our work

A. Economic Impact Study

We will review the various data sources listed befow and comment on the dicect and indirect economic
contribution the UK thoroughbred industry makes to the UK ecomomy and how that contribution has

over time.

1. Core industry: Number of Breeders, Number of Breeding entities, Number of
Numbers of Stalfions, Value of Sales by Public Auction and estimate of Private Sales, Value of
Exports by British Breeders, Division of Values of Commercial Farms versizs Owner Breeder

operations
2. Stmd farms: Volume of land in use for Breading purposes, number and variety of Stud Farms,
full and part tim ! of staff, capital expenditure and

operating costs

3 Adjacent industries: Feed, veterinary, transportation, sales/auctions, employment, economic
contribution ete.

4. Indirect benefits: ibution to naral i ion o the UK racing industry,
contribution to taxation and balance of payments, benefits to the wider equine industry,
benefits to cultural and other intangible factors

5. Taation and Revenue generated by Indistry

B. Risks and Opportunities Study

The purpase of our work is to identify the fture risks and ities for the Briish g
Breeding Industry in a changing global racing industry. This will include:

1. Evaluation of how the global racing and breeding industry i likely to change over the next 10~
20 years

2 don of the ities that the ogh Breeding industry in Britain can
exploit given its current pre-eminent position

3. Analysis of the ahsolute and relative impact of the opportunities identified in 2 above on the
UK indastry over time

4. ‘What options for action could the TBA take to address or influence a changing racing and
breeding environment
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Nour responsibilities

As pari af this work, you will facilitaie access to all matesial thind party organisations that may have:
informartion redevamt to this work.

In addition, yom will provide access to all your members through a survey to collect informatian
required for the Economic Impact Stady

Deliverables

In nndertaking the services, we will produce the fllowing dediverablas:

®  Awritten Powerpoint repart for ench of the two individual studies canlined above
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