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PART I. FINANCIAL INFORMATION
ITEM 1.

FINANCIAL STATEMENTS
CHURCHILL DOWNS INCORPORATED
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited) (in thousands)

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net of allowance for doubtful accounts of $4,164 in 2011 and $4,098 in 2010
Deferred income taxes
Income taxes receivable
Other current assets
Total current assets
Property and equipment, net
Goodwill
Other intangible assets, net
Other assets
Total assets
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Bank overdraft
Purses payable
Accrued expenses
Income taxes payable
Dividends payable
Deferred revenue
Deferred riverboat subsidy
Total current liabilities
Long-term debt
Convertible note payable, related party
Other liabilities
Deferred revenue
Deferred income taxes
Total liabilities
Commitments and contingencies
Shareholders’ equity:
Preferred stock, no par value; 250 shares authorized; no shares issued
Common stock, no par value; 50,000 shares authorized; 17,166 shares issued at September 30, 2011 and 16,571 shares
issued at December 31, 2010
Retained earnings
Total shareholders’ equity
Total liabilities and shareholders’ equity
The accompanying notes are an integral part of the condensed consolidated financial statements.
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September 30,
2011

December 31,
2010

$

26,883
50,472
33,083
16,417
—
18,782
145,637
482,005
213,712
106,729
8,787
$ 956,870

$

$

$

42,512
10,279
23,315
47,826
16,120
—
18,750
—
158,802
156,270
—
30,181
17,025
8,803
371,081

—
259,336
326,453
585,789
$ 956,870

26,901
61,891
33,307
16,136
11,674
20,086
169,995
507,476
214,528
113,436
12,284
$1,017,719

47,703
5,660
12,265
49,754
—
8,165
24,512
40,492
188,551
265,117
15,075
17,775
15,556
9,431
511,505

—
236,503
269,711
506,214
$1,017,719

CHURCHILL DOWNS INCORPORATED
CONDENSED CONSOLIDATED STATEMENTS OF NET EARNINGS
for the three and nine months ended September 30,
(Unaudited)
(in thousands, except per common share data)
Three Months Ended
September 30,
Net revenues:
Racing
Gaming
Online
Other

2011

2010

2011

2010

$ 66,539
51,922
42,015
5,873
166,349

$ 67,348
34,667
39,232
6,299
147,546

$246,372
160,468
125,344
15,405
547,589

$ 247,801
104,263
87,374
8,666
448,104

64,681
39,051
30,584
5,808
16,138
10,087

67,083
27,978
28,559
5,350
15,281
3,295

201,356
118,690
85,800
16,591
50,443
74,709

209,918
88,502
61,950
7,961
43,937
35,836

116
(1,576)
(467)
19,934
18,007
28,094
(8,374)
19,720

30
(1,625)
(470)
1,832
(233)
3,062
638
3,700

240
(7,497)
(423)
23,549
15,869
90,578
(34,054)
56,524

158
(4,303)
(317)
2,485
(1,977)
33,859
(10,034)
23,825

Operating expenses:
Racing
Gaming
Online
Other
Selling, general and administrative expenses
Operating income
Other income (expense):
Interest income
Interest expense
Equity in loss of unconsolidated investments
Miscellaneous, net
Earnings from continuing operations before provision for income taxes
Income tax (provision) benefit
Earnings from continuing operations
Discontinued operations, net of income taxes:
Earnings (loss) from operations
Gain on sale of assets
Net earnings (loss)
Net earnings (loss) per common share data:
Basic
Earnings from continuing operations
Discontinued operations
Net earnings (loss)

60
—
$ 19,780

$

$

1.17
—
1.17

$

1.16
0.01
1.17

$

$

Diluted
Earnings from continuing operations
Discontinued operations
Net earnings (loss)

$
$

Weighted average shares outstanding
Basic
Diluted

16,858
16,974

$

$

(4,389)
—
(689)

61
157
$ 56,742

(5,577)
—
$ 18,248

0.22
(0.26)
(0.04)

$

3.36
0.01
3.37

$

0.22
(0.26)
(0.04)

$

3.34
0.01
3.35

$

16,311
16,768

The accompanying notes are an integral part of the condensed consolidated financial statements.
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Nine Months Ended
September 30,

$

$

16,555
16,939

$

$

1.56
(0.36)
1.20
1.56
(0.36)
1.20
14,796
15,257

CHURCHILL DOWNS INCORPORATED
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
for the nine months ended September 30,
(Unaudited) (in thousands)
Cash flows from operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization
Asset impairment loss
Gain on sale of business
Equity in losses of unconsolidated investments
Gain on derivative instruments
Share-based compensation
Other
Increase (decrease) in cash resulting from changes in operating assets and liabilities, net of business acquisitions:
Restricted cash
Accounts receivable
Other current assets
Accounts payable
Purses payable
Accrued expenses
Deferred revenue
Deferred riverboat subsidy
Income taxes payable
Other assets and liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Additions to property and equipment
Acquisition of business, net of cash acquired
Purchases of minority investments
Acquisition of gaming license
Proceeds on sale of property and equipment
Change in deposit wagering asset
Net cash used in investing activities
Cash flows from financing activities:
Borrowings on bank line of credit
Repayments on bank line of credit
Repayment of note payable, related party
Change in book overdraft
Payment of dividends
Repurchase of common stock
Common stock issued
Change in deposit wagering liability
Net cash (used in) provided by financing activities
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
The accompanying notes are an integral part of the condensed consolidated financial statements.
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2011

2010

$ 56,742

$ 18,248

41,319
482
(271)
423
(3,096)
4,332
2,139

34,410
1,598
—
317
(612)
2,388
1,192

11,536
1,825
(3,865)
229
11,051
3,099
2,121
(40,492)
27,560
16,498
131,632

(20,395)
2,099
(1,549)
(6,656)
4,367
7,250
(3,225)
14,648
(554)
1,815
55,341

(16,802)
—
(158)
(2,250)
50
(117)
(19,277)

(56,493)
(32,408)
(400)
(2,750)
16
(37)
(92,072)

230,311
(339,158)
—
4,618
(8,165)
(732)
635
118
(112,373)
(18)
26,901
$ 26,883

204,260
(141,849)
(24,043)
6,929
(6,777)
(1,354)
459
(4)
37,621
890
13,643
$ 14,533

CHURCHILL DOWNS INCORPORATED
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
for the nine months ended September 30,
(Unaudited) (in thousands)
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest
Income taxes
Schedule of non-cash investing and financing activities:
Issuance of common stock for extinguishment of convertible note payable
Issuance of common stock in connection with LTIP and restricted stock plans
Issuance of common stock in connection with acquisition of business
The accompanying notes are an integral part of the condensed consolidated financial statements.
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2011

2010

$ 4,705
$14,524

$ 2,706
$ 7,014

$19,399
$ 4,408
$ —

$ —
$ 2,525
$86,497

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTE 1 — BASIS OF PRESENTATION
The accompanying Condensed Consolidated Financial Statements are presented in accordance with the requirements of this Quarterly Report on Form 10-Q and
consequently do not include all of the disclosures normally required by accounting principles generally accepted in the United States of America or those
normally made in Churchill Downs Incorporated’s (the “Company”) Annual Report on Form 10-K. The year-end Condensed Consolidated Balance Sheet data
was derived from audited financial statements but does not include all disclosures required by accounting principles generally accepted in the United States of
America. Accordingly, the reader of this Quarterly Report on Form 10-Q should refer to the Company’s Annual Report on Form 10-K for the year ended
December 31, 2010, for further information. The accompanying Condensed Consolidated Financial Statements have been prepared in accordance with the
Company’s customary accounting practices and have not been audited.
In the opinion of management, all adjustments necessary for a fair statement of this information have been made, and all such adjustments are of a normal,
recurring nature.
The Company’s revenues and earnings are significantly influenced by its racing calendar. Therefore, revenues and operating results for any interim quarter are
generally not indicative of the revenues and operating results for the year and may not be comparable with results for the corresponding period of the previous
year. The Company conducts the majority of its live racing during the second, third and fourth quarters, including the running of the Kentucky Derby and the
Kentucky Oaks during the second quarter, the quarter during which the Company typically generates the majority of its annual operating income. The Company
conducted 111 live racing days during the third quarter of 2011, which equals the amount of days conducted during the third quarter of 2010. For the nine months
ended September 30, 2011, the Company conducted 278 live racing days, which equals the amount of days conducted during the nine months ended
September 30, 2010.
During the year ended December 31, 2010, the Company ceased operations of Churchill Downs Entertainment Group, and its results of operations for the three
and nine months ended September 30, 2010, have been reclassified to discontinued operations.
Current Year Reclassifications
The Company expanded the classification of its Condensed Consolidated Statements of Net Earnings to include net revenues and operating expenses associated
with its Racing, Gaming, Online and Other operations. These reclassifications, which had no impact on operating income, results of operations, or cash flows, are
defined as follows:
Racing: net revenues and corresponding operating expenses associated with commissions earned on wagering at the Company’s racetracks, off-track betting
facilities (“OTBs”) and simulcast fees earned from other wagering sites. In addition, amounts include ancillary revenues and expenses generated by the parimutuel facilities including admissions, sponsorships and licensing rights, food and beverage sales and fees for the alternative uses of its facilities.
Gaming: net revenues and corresponding operating expenses generated from slot machines, table games and video poker. In addition, it includes ancillary
revenues and expenses generated by food and beverage sales, hotel operations revenue and miscellaneous other revenue.
Online: net revenues and corresponding operating expenses generated by the Company’s Advance Deposit Wagering (“ADW”) business from wagering through
the internet, telephone or other mobile devices on pari-mutuel events. In addition, it includes the earnings or losses from the Company’s equity investment in
HRTV, LLC and its information business that provides data services to the equine industry.
Other: net revenues and corresponding operating expenses generated by United Tote Company and United Tote Canada, (collectively “United Tote”), the
Company’s provider of pari-mutuel wagering systems. In addition, it includes the operations of Churchill Downs Simulcast Productions (“CDSP”), the
Company’s provider of television production services and miscellaneous corporate operating revenue.
Net revenues and operating expenses for the three and nine months ended September 30, 2010 have been reclassified to conform to the current year presentation.
There was no impact from these reclassifications on net revenues, operating income, results of operations, or cash flows.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Prior Year Revision
The three and nine months ended September 30, 2010 have been revised to reflect the classification of pari-mutuel and gaming taxes, in addition to free play
administered at its gaming properties. Previously, pari-mutuel and gaming taxes were presented as a reduction to revenues when they more properly should have
been presented as an operating expense. In addition, accrued points for free play were presented as an operating expense whereas they more properly should have
been presented as a reduction to revenues.
For the three and nine months ended September 30, 2010, the net impact of the pari-mutuel and gaming tax revision was an increase in net racing and online
revenues of $5.6 million and $15.7 million, respectively, with a corresponding increase in racing and online operating expenses. In addition, during the same
periods, gaming revenue increased $10.0 million and $33.9 million, respectively, with a corresponding increase in gaming operating expenses. Finally, the impact
of the free play revision was a reduction in net gaming revenue of $3.8 million and $12.8 million, respectively, with a corresponding decrease in gaming operating
expenses, for the three and nine months ended September 30, 2010. This revision, which the Company determined is not material, had no impact on prior period
operating income, results of operations, or cash flows.
Promotional Allowances
Promotional allowances, which include the Company’s customer loyalty programs, primarily consist of the retail value of complimentary goods and services
provided to guests at no charge. The retail value of these promotional allowances is included in gross revenue and then deducted to arrive at net revenue. During
the three months ended September 30, 2011 and 2010, promotional allowances of $5.6 million and $4.6 million, respectively, were included as a reduction to net
revenues. During those periods, Online promotional allowances were $2.8 million for both periods, Gaming promotional allowances were $2.3 million and $1.1
million, and Racing promotional allowances were $0.5 million and $0.7 million, respectively.
During the nine months ended September 30, 2011 and 2010, promotional allowances of $15.8 million and $9.4 million, respectively, were included as a
reduction to net revenues. During those periods, Online promotional allowances were $8.0 million and $4.6 million, Gaming promotional allowances were $6.4
million and $3.0 million, and Racing promotional allowances were $1.4 million and $1.8 million, respectively.
The Company’s guests may be awarded free play through its customer loyalty programs or through direct mail offers. Free play is deducted from gross revenue to
arrive at net revenues. During the three and nine months ended September 30, 2011, Gaming free play totaled $10.4 million and $28.0 million, respectively.
During the three and nine months ended September 30, 2010, Gaming free play totaled $3.3 million and $11.7 million, respectively.
Comprehensive Earnings
The Company had no other components of comprehensive earnings and, as such, comprehensive earnings is the same as net earnings as presented in the
accompanying Condensed Consolidated Statements of Net Earnings.
NOTE 2 — DISCONTINUED OPERATIONS
During the nine months ended September 30, 2011, the Company recognized a gain on sale of Hollywood Park of $0.2 million upon the expiration of an
indemnity of certain contractual obligations related to the sale of Hollywood Park in 2005.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Churchill Downs Entertainment Group, Ellis Park and Hollywood Park have been accounted for as discontinued operations. Accordingly, the results of operations
of the dissolved and sold businesses for all periods presented have been classified as discontinued operations, net of income taxes, in the Condensed Consolidated
Statements of Net Earnings. Set forth below is a summary of the combined results of operations of the dissolved and sold businesses for the three and nine months
ended September 30, 2011 and 2010 (in thousands):
Three Months Ended
September 30,
2011
2010

Net revenues
Operating expenses
Selling, general and administrative expenses
Operating loss
Other income (expense):
Miscellaneous, net

$—
—
(2)

$ 6,303
11,921
1,390
(7,008)

$—
12
(11)
(1)

$ 6,303
12,793
2,060
(8,550)

85
85
83
(23)
60
—
$ 60

(1)
(1)
(7,009)
2,620
(4,389)
—
$ (4,389)

85
85
84
(23)
61
157
$218

69
69
(8,481)
2,904
(5,577)
—
$ (5,577)

2

Earnings (loss) from operations before income tax (provision) benefit
Income tax (provision) benefit
Earnings (loss) from operations
Gain on sale of assets, net of income taxes
Net earnings (loss)

Nine Months Ended
September 30,
2011
2010

NOTE 3 — HORSE RACING EQUITY TRUST FUND PROCEEDS
Beginning in 2009, the Company has received payments from the Horse Racing Equity Trust Fund (the “HRE Trust Fund”) related to subsidies paid by Illinois
riverboat casinos in accordance with Public Acts 94-804 and 95-1008 (the “Public Acts”). The HRE Trust Fund was established to fund operating and capital
improvements at Illinois racetracks via a 3% “surcharge” on revenues of Illinois riverboat casinos that meet a predetermined revenue threshold. The funds were to
be distributed with approximately 58% of the total to be used for horsemen’s purses and the remaining monies to be distributed to Illinois racetracks. The monies
received from the Public Acts were placed into an Arlington Park escrow account due to a temporary restraining order (“TRO”) imposed by the United States
District Court for the Northern District of Illinois, Eastern Division, pending the resolution of a lawsuit brought by certain Illinois casinos that were required to
pay funds to the HRE Trust Fund (“Casinos”), and the monies were recognized as restricted cash and a deferred riverboat subsidy liability on the Company’s
Condensed Consolidated Balance Sheet. On July 8, 2011, the Seventh Circuit Court of Appeals issued a thirty-day stay of dissolution of the TRO to allow the
Casinos to request a further stay of dissolution of the TRO pending their petition for certiorari to the United States Supreme Court. On August 5, 2011, the United
States Supreme Court denied an application by the Casinos to further stay the dissolution of the TRO.
On August 9, 2011, the stay of dissolution expired and the TRO dissolved, which terminated the restrictions on the Company’s ability to access the HRE Trust
Funds held in this escrow account. As of September 30, 2011, the Company has received $45.4 million in proceeds, of which $26.1 million has been designated
for Arlington Park purses. Arlington Park intends to use the remaining $19.3 million of the proceeds to improve, market, and maintain or otherwise operate its
racing facility in order to conduct live racing, which the Company has recognized as miscellaneous other income in its Condensed Consolidated Statements of
Net Earnings for the three months ended September 30, 2011.
NOTE 4 — NATURAL DISASTERS
Kentucky Tornado
On June 22, 2011, a tornado caused damage to portions of Louisville, Kentucky including Churchill Downs Racetrack (“Churchill Downs”). Churchill Downs
sustained damage to its stable area, as well as several other buildings on the backside of the racetrack. The Company cancelled one day of its live racing meet as a
result of the incident. The Company carries
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
property and casualty insurance as well as business interruption insurance, subject to a $0.5 million deductible. The Company is currently working with its
insurance carriers to finalize its claim and as of September 30, 2011, it has received $1.0 million in partial settlement of its claim. During the three months ended
September 30, 2011, the Company recorded insurance recoveries in excess of losses of $0.6 million as a reduction of selling, general and administrative expenses.
Mississippi River Flooding
On May 7, 2011, the Board of Mississippi Levee Commissioners ordered the closure of the Mainline Mississippi River Levee as a result of the Mississippi River
flooding, and the Company temporarily ceased operations at Harlow’s Casino Resort & Hotel (“Harlow’s”) on May 6, 2011. On May 12, 2011, the property
sustained damage to its 2,600-seat entertainment center and a portion of its dining facilities, which remain closed. On June 1, 2011, Harlow’s resumed casino
operations. The Company carries flood, property and casualty insurance as well as business interruption insurance subject to a $1.3 million deductible for
damages. As of September 30, 2011, the Company has recorded a reduction of property and equipment of $8.4 million and incurred $1.1 million in repair
expenditures, with an offsetting insurance recovery receivable for the estimated damage associated with the flood. The Company is currently working with its
insurance carriers to finalize its claim, and it has received $3.5 million in partial settlement of its claim. The Company does not believe that the Mississippi River
flooding will have a material, adverse impact on its business, financial condition or results of operations.
Mississippi Wind Damage
On February 24, 2011, severe storms caused damage to portions of Mississippi, including Greenville, Mississippi, the location of Harlow’s. The Harlow’s
property sustained damage to a portion of the hotel, including its roof, furniture and fixtures in approximately 61 hotel rooms and fixtures in other areas of the
hotel. The hotel was closed to customers for renovations during the first quarter of 2011 and reopened during June 2011. The Company carries property and
casualty insurance as well as business interruption insurance subject to a $0.1 million deductible for damages. The Company recorded a reduction of property and
equipment of $1.4 million and incurred $1.0 million in repair expenditures, with an offsetting insurance recovery receivable for the estimated wind damage. The
Company filed a preliminary claim with its insurance carriers for $1.0 million in damages, which it received during the second quarter of 2011. Approximately
$0.4 million of insurance recoveries received have been recorded as a reduction of selling, general and administrative expenses against losses related to the
interruption of business caused by the wind damage during the nine months ended September 30, 2011. The Company does not believe that the Mississippi wind
damage will have a material, adverse impact on its business, financial condition or results of operations.
NOTE 5 — ACQUISITIONS AND NEW VENTURES
On December 16, 2010, the Company completed its acquisition of Harlow’s for cash consideration of approximately $140.4 million. The purchase agreement
contained provisions under which there may be future consideration received or paid related to the subsequent determination of working capital that existed at the
acquisition date. During the nine months ended September 30, 2011, the Company reduced goodwill by $0.4 million related to the resolution of the working
capital calculation and to the adjustment of certain deferred tax assets and liabilities.
On June 2, 2010, the Company completed its acquisition of Youbet.com, LLC (“Youbet”) and United Tote for an aggregate purchase price of $131.8 million.
During the nine months ended September 30, 2011, the Company reduced goodwill by $0.4 million related to the adjustment of certain deferred tax assets and
liabilities.
Pro Forma
The following table illustrates the effect on net revenues, earnings from continuing operations and earnings from continuing operations per common share as if
the Company had consummated the acquisitions of Harlow’s and Youbet, as of January 1, 2010. The pro forma results have been prepared for comparative
purposes only and do not purport to be indicative of the results of operations that would have occurred had the acquisitions of Harlow’s and Youbet been
consummated at the beginning of the period presented (in thousands, except per common share data).
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Net revenues
Earnings from continuing operations
Earnings from continuing operations per common share
Basic:
Earnings from continuing operations
Diluted:
Earnings from continuing operations
Shares used in computing earnings from continuing operations per common share:
Basic
Diluted

Three Months Ended
September 30,
2010

Nine Months Ended
September 30,
2010

$

150,729
5,099

$

502,841
27,146

$

0.30

$

1.62

$

0.31

$

1.62

16,311
16,768

16,309
16,770

NOTE 6 — HOOSIER PARK CONSIDERATION
In accordance with the sale of the Company’s 62% ownership interest in Hoosier Park, L.P. (“Hoosier Park”) to Centaur Racing, LLC (“Centaur”), on March 30,
2007, the Company received a promissory note issued, jointly and severally, by three individual investors in Centaur (the “Note”) in the amount of $4.0 million,
which accrued interest at a rate of 8.25% per year. According to the terms of the Note, interest was due and payable in one lump sum upon maturity of the note,
which was March 30, 2010. As of September 30, 2011, approximately $5.1 million of principal and interest is outstanding. The Partnership Interest Purchase
Agreement documenting such sale to Centaur also includes a contingent consideration provision whereby the Company is entitled to payments of up to $15
million on the date which is eighteen months after the date that slot machines are operational at Hoosier Park. During June 2008, Hoosier Park commenced its slot
operations, fulfilling the terms of the contingency provision. However, due to uncertainties regarding collectability, the Company did not recognize the contingent
consideration at the date of sale.
On March 6, 2010, Centaur and certain of its affiliates filed Chapter 11 bankruptcy petitions in the United States District Court for the District of Delaware. On
February 1, 2011, the Company entered into a settlement agreement with Centaur and its affiliates whereby, subject to the conditions to the implementation of
Centaur’s reorganization plan being met, the Company would receive a cash payment of $8.5 million. On February 18, 2011, the U.S. Bankruptcy Court
(“Court”) in Delaware approved Centaur’s reorganization plan and the Company’s settlement agreement with Centaur. On October 1, 2011, the Company
received $5.1 million in repayment of the amount owed to the Company pursuant to the Note. In addition, the Company also received $3.4 million as the final
settlement of the contingent consideration provision of the Partnership Interest Purchase Agreement, which it will recognize as a gain in discontinued operations
during the three months ended December 31, 2011.
NOTE 7 — INCOME TAXES
The Company’s effective tax rate from continuing operations for the nine months ended September 30, 2011 and 2010 was 37.6% and 29.6%, respectively. The
prior year effective tax rate was impacted by the recognition of a benefit of $1.6 million during the nine months ended September 30, 2010 from the settlement of
a federal income tax matter related to prior years’ Personal Seat License revenues at Churchill Downs and the recognition of a $1.0 million tax benefit related to a
prior year deduction that had previously been treated as non-deductible. During the nine months ended September 30, 2011, the Company recognized tax benefits
resulting in a reduction to the effective tax rate of approximately 1.0%. These benefits were the result of a Tax Increment Financing Agreement (“TIF”) entered
during 2003 with the Commonwealth of Kentucky, as detailed below and were offset by tax expenses associated with income tax expense accrued for uncertain
tax positions as well as the true-up of prior year income tax expense.
Pursuant to the TIF, the Company is entitled to receive reimbursement of 80% of the increase in Kentucky income and sales tax driven by the 2005 renovation of
the Churchill Downs facility. The Company resolved uncertainties with the
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Commonwealth of Kentucky related to the computation of the tax increase during the nine months ended September 30, 2011, and the Company recognized a
$2.9 million reduction of its operating expenses related to the years 2005 through 2010 and the nine months ended September 30, 2011. In addition, the Company
recognized a $0.6 million reduction in its income tax expense, net of federal taxes, related to the years 2005 through 2010.
During the nine months ended September 30, 2011, the Company received a refund of $8.5 million related to the overpayment of its 2010 federal income taxes
and a refund of $1.0 million related to an amended prior year federal income tax return that served to adjust state lobbying expense deductions.
Certain tax authorities may periodically audit the Company, and it may occasionally be assessed interest and penalties by tax jurisdictions. The Company
recognizes accrued interest in its income tax provision related to unrecognized income tax benefits, while penalties are accrued in general and administrative
expenses. As of September 30, 2011, the Company had accrued $0.2 million of interest expense related to unrecognized income tax benefits and had gross
unrecognized income tax benefits of $2.4 million. The total amount of unrecognized income tax benefits that, if recognized, would affect the effective tax rate for
2011 was $1.6 million. The Company anticipates that the unrecognized income tax benefits will decrease over the next twelve months by approximately $0.7
million.
NOTE 8 — CONVERTIBLE NOTE PAYABLE CONVERSION
During 2004, the Company acquired 452,603 shares of its common stock from a shareholder in exchange for a convertible promissory note in the principal
amount of $16.7 million which could be immediately convertible, at any time at the option of the shareholder, into shares of the Company’s common stock.
During the nine months ended September 30, 2011, the shareholder exercised his conversion right, and the Company’s convertible note payable with a related
party was paid through the issuance of 452,603 shares of the Company’s common stock. The Company recognized a gain on conversion of $2.7 million in
miscellaneous other income and interest expense of $1.4 million as a result of the conversion of the note payable and the elimination of the short forward contract
liability and long put option asset.
NOTE 9 — GOODWILL AND INDEFINITE-LIVED INTANGIBLE ASSETS IMPAIRMENT TEST
Goodwill and indefinite-lived intangible assets are tested for impairment on an annual basis. In assessing whether goodwill is impaired, the fair value of the
related reporting unit is compared to its carrying amount, including goodwill. If the carrying amount of the reporting unit exceeds its fair value, the second step of
the goodwill impairment test is performed to measure the amount of impairment loss, if any. The second step of the goodwill impairment test consists of
comparing the implied fair value of reporting unit goodwill with the carrying amount of that goodwill. If the carrying amount of reporting unit goodwill exceeds
the implied fair value of that goodwill, an impairment loss is recognized equal to such excess. The implied fair value of goodwill is determined in the same
manner as when determining the amount of goodwill recognized in a business combination. The Company completed the required annual impairment tests of
goodwill and indefinite-lived intangible assets during the three months ended March 31, 2011, and no adjustment to the carrying value of goodwill or indefinitelived intangible assets was required.
NOTE 10 — FAIR VALUE OF ASSETS AND LIABILITIES
The Company endeavors to utilize the best available information in measuring fair value. Financial assets and liabilities are classified based on the lowest level of
input that is significant to the fair value measurement. Approximately $4.0 million of the Company’s cash equivalents and restricted cash as of September 30,
2011, which are held in interest bearing accounts, qualify for Level 1 in the fair value hierarchy which includes unadjusted quoted market prices in active markets
for identical assets. The Company currently has no other assets or liabilities subject to fair value measurement on a recurring basis.
The following methods and assumptions were used by the Company in estimating its fair value disclosures for financial instruments:
Cash Equivalents — The carrying amount reported in the balance sheet for cash equivalents approximates its fair value due to the short-term maturity of these
instruments.
Long-Term Debt — The carrying amounts of the Company’s borrowings under its line of credit agreements and other long-term debt approximates fair value,
based upon current interest rates.
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NOTE 11 — EARNINGS PER COMMON SHARE COMPUTATIONS
The following is a reconciliation of the numerator and denominator of the earnings per common share computations (in thousands, except per share data):
Three Months Ended
September 30,
2011
2010

Nine Months Ended
September 30,
2011
2010

Numerator for basic earnings from continuing operations per common share:
Earnings from continuing operations
Earnings from continuing operations allocated to participating securities
Numerator for basic earnings from continuing operations per common share

$19,720
—
$19,720

$ 3,700
(100)
$ 3,600

$56,524
(926)
$55,598

$23,825
(707)
$23,118

Numerator for basic net earnings per common share:
Net earnings (loss)
Net earnings allocated to participating securities
Numerator for basic net earnings (loss) per common share

$19,780
—
$19,780

$ (689)
—
$ (689)

$56,742
(929)
$55,813

$18,248
(542)
$17,706

Numerator for diluted net earnings per common share:
Earnings from continuing operations
Discontinued operations, net of income taxes
Net earnings (loss)

$19,720
60
$19,780

$ 3,700
(4,389)
$ (689)

$56,524
218
$56,742

$23,825
(5,577)
$18,248

16,858
116
—
16,974

16,311
4
453
16,768

16,555
105
279
16,939

14,796
8
453
15,257

Denominator for net earnings per common share:
Basic
Plus dilutive effect of stock options
Plus dilutive effect of convertible note
Diluted
Earnings per common share:
Basic
Earnings from continuing operations
Discontinued operations
Net earnings (loss)

$
$

Diluted
Earnings from continuing operations
Discontinued operations
Net earnings (loss)

$
$

1.17
—
1.17

$

0.22
(0.26)
$ (0.04)

$

1.16
0.01
1.17

$

$

0.22
(0.26)
$ (0.04)

$

$

3.36
0.01
3.37

$

1.56
(0.36)
$ 1.20

3.34
0.01
3.35

$

1.56
(0.36)
$ 1.20

Options to purchase approximately 18 thousand shares for each of the three and nine months ended September 30, 2011, respectively, were not included in the
computation of earnings per common share because the options’ exercise prices were greater than the average market price of the common shares. Options to
purchase approximately 191 thousand shares and 137 thousand shares for the three and nine months ended September 30, 2010, respectively, were not included in
the computation of earnings per common share because the options’ exercise prices were greater than the average market price of the common shares.
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NOTE 12 — SEGMENT INFORMATION
The Company operates in the following four segments: (1) Racing Operations, which includes Churchill Downs, Calder, Arlington Park and its eleven OTBs and
Fair Grounds and the pari-mutuel activity generated at its eleven OTBs; (2) Online Business, which includes TwinSpires, our ADW business, Fair Grounds
Account Wagering and Bloodstock Research Information Systems as well as the Company’s equity investment in HRTV, LLC; (3) Gaming, which includes video
poker and gaming operations at Fair Grounds Slots, Calder Casino, Harlow’s, a casino and hotel acquired on December 16, 2010 and VSI, an owner and operator
of more than 700 video poker machines in Louisiana; and (4) Other Investments, which includes United Tote, a manufacturer and operator of pari-mutuel
wagering systems acquired by the Company on June 2, 2010, CDSP and the Company’s other minor investments. Eliminations include the elimination of
intersegment transactions.
The accounting policies of the segments are the same as those described in the “Summary of Significant Accounting Policies” in Note 1 to the consolidated
financial statements included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2010. The Company uses EBITDA (defined as
earnings before interest, taxes, depreciation and amortization) as a key performance measure of the results of operations for purposes of evaluating performance
internally. Management believes that the use of this measure enables management and investors to evaluate and compare from period to period, the Company’s
operating performance in a meaningful and consistent manner. EBITDA is a supplemental measure of the Company’s performance that is not required by, or
presented in accordance with, GAAP (defined as generally accepted accounting principles). EBITDA should not be considered an alternative to net earnings or
any other performance measures derived in accordance with GAAP or as an alternative to net cash provided by operating activities or any other measures of the
Company’s cash flow or liquidity.
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The table below presents information about reported segments for the three and nine months ended September 30, 2011 and 2010 (in thousands):
Three Months Ended
September 30,
2011
2010

Net revenues from external customers:
Churchill Downs
Arlington Park
Calder
Fair Grounds
Total Racing Operations
Calder Casino
Fair Grounds Slots
VSI
Harlow’s Casino
Total Gaming
Online Business
Other Investments
Corporate
Net revenues
Intercompany net revenues:
Churchill Downs
Arlington Park
Calder
Fair Grounds
Total Racing Operations
Online Business
Other Investments
Eliminations
Net revenues
Reconciliation of Segment EBITDA to net earnings (loss):
Racing
Gaming
Online
Other Investments
Corporate
Total EBITDA
Depreciation and amortization
Interest (expense) income, net
Income tax (expense) benefit
Earnings from continuing operations
Discontinued operations, net of income taxes
Net earnings (loss)

6,005
30,208
24,396
6,739
67,348
17,089
9,329
8,249
—
34,667
39,232
6,235
64
$147,546

Nine Months Ended
September 30,
2011
2010

$

5,911
30,875
23,673
6,080
66,539
20,251
9,880
8,350
13,441
51,922
42,015
5,820
53
$166,349

$

$

381
1,468
582
21
2,452
186
1,148
(3,786)
$
—

$

3,993
3,160
1,129
799
9,081
601
2,900
(12,582)
—

$ 20,414
13,148
9,818
1,157
(1,540)
42,997
(13,443)
(1,460)
(8,374)
19,720
60
$ 19,780

$

$ 66,223
43,479
28,671
2,110
(1,329)
139,154
(41,319)
(7,257)
(34,054)
56,524
218
$ 56,742

336
1,199
557
39
2,131
152
589
(2,872)
$
—
1,254
7,892
5,818
1,792
296
17,052
(12,395)
(1,595)
638
3,700
(4,389)
$
(689)

$104,072
62,273
45,753
34,274
246,372
62,574
31,510
26,566
39,818
160,468
125,344
15,143
262
$547,589

$100,609
63,994
48,015
35,183
247,801
48,848
29,979
25,436
—
104,263
87,374
8,599
67
$448,104
$

2,872
2,542
932
586
6,932
533
1,604
(9,069)
$
—
$ 37,819
19,537
14,467
2,918
(2,327)
72,414
(34,410)
(4,145)
(10,034)
23,825
(5,577)
$ 18,248

As further discussed in Note 1, during the year ended December 31, 2010, the Company revised its Consolidated Statements of Net Earnings to appropriately
reflect the classification of pari-mutuel and gaming taxes, in addition to free play that is administered at its gaming facilities. For the three and nine months ended
September 30, 2010, the net impact of the revision
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on the Company’s net revenues from external customers is presented below. The revision, which the Company determined is not material, had no impact on
intercompany net revenues or segment EBITDA.
Three Months Ended September 30, 2010
Previously
Effect of
Reported
Revised
Change

Net revenues from external customers:
Churchill Downs
Arlington Park
Calder
Fair Grounds
Total Racing Operations
Calder Casino
Fair Grounds Slots
VSI
Total Gaming
Online Business
Other Investments
Corporate
Net revenues from external customers

$

5,449
29,445
21,604
5,942
62,440
13,161
8,600
6,545
28,306
38,739
6,195
64
$ 135,744

$

6,005
30,208
24,396
6,739
67,348
17,089
9,329
8,249
34,667
39,232
6,235
64
$ 147,546

$

556
763
2,792
797
4,908
3,928
729
1,704
6,361
493
40
—
$ 11,802

Nine Months Ended September 30, 2010
Previously
Effect of
Reported
Revised
Change

Net revenues from external customers:
Churchill Downs
Arlington Park
Calder
Fair Grounds
Total Racing Operations
Calder Casino
Fair Grounds Slots
VSI
Total Gaming
Online Business
Other Investments
Corporate
Net revenues from external customers

$ 96,979
61,533
42,848
32,367
233,727
34,906
27,716
20,202
82,824
86,089
8,599
67
$ 411,306
16

$ 100,609
63,994
48,015
35,183
247,801
48,848
29,979
25,436
104,263
87,374
8,599
67
$ 448,104

$

3,630
2,461
5,167
2,816
14,074
13,942
2,263
5,234
21,439
1,285
—
—
$ 36,798
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The table below presents information about equity in earnings (losses) of unconsolidated investments included in the Company’s reported segments for the three
and nine months ended September 30, 2011 and 2010 (in thousands):
Three Months
Ended
September 30,
2011
2010

Online Business
Other Investments

$(521)
54
$(467)

Nine Months Ended
September 30,
2011
2010

$(543)
73
$(470)

$(574)
151
$(423)

$(345)
28
$(317)

The table below presents total asset information for reported segments (in thousands):

Total assets:
Racing Operations
Gaming
Online Business
Other Investments
Eliminations

September 30,
2011

December 31,
2010

$ 915,764
242,324
182,258
184,451
1,524,797
(567,927)
$ 956,870

$ 951,062
254,237
189,962
191,160
1,586,421
(568,702)
$1,017,719

The table below presents total goodwill information for reported segments (in thousands):

Goodwill:
Racing Operations
Gaming
Online Business
Other Investments

September 30,
2011

December 31,
2010

$

$

50,401
34,690
127,363
1,258
$ 213,712

50,401
35,082
127,787
1,258
$ 214,528

The table below presents total capital expenditure information for reported segments (in thousands):
Nine Months Ended
September 30,
2011
2010

Capital expenditures, net:
Racing Operations
Gaming
Online Business
Other Investments

$ 6,943
6,099
1,647
2,113
$16,802
17

$33,825
16,667
3,842
2,159
$56,493
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NOTE 13 — COMMITMENTS AND CONTINGENCIES
Legal Proceedings
The Company records an accrual for legal contingencies to the extent that it concludes that it is probable that a liability has been incurred and the amount of the
loss can be reasonably estimated. No estimate of the possible loss or range of loss in excess of amounts accrued, if any, can be made at this time regarding the
matters specifically described below.
Hialeah Race Course
On February 14, 2011, Hialeah Race Course (“Hialeah”) filed a lawsuit styled Hialeah Racing Association, South Florida Racing Association, LLC and Bal Bay
Realty, LTD vs. West Flagler Associates, LTD, Calder Race Course, Inc. and Tropical Park, Inc., (Case No. 11-04617 CA24) in the Circuit Court of the Eleventh
Judicial Circuit in and for Miami-Dade County, Florida. The plaintiffs allege that the defendants, including Calder and Tropical Park, have engaged in unfair
methods of competition and have committed unfair acts and practices by, among other things, engaging in concerted actions designed to prevent the enactment of
legislation to regulate thoroughbred racing dates, coordinating the selection of racing dates among Calder, Tropical Park and Gulfstream Park, soliciting the
revocation of Hialeah’s racing permit which prevented Hialeah from operating, participating in the drafting of a Florida constitutional amendment on slot
machines to ensure that Hialeah was excluded from obtaining the opportunity to conduct gaming under such a constitutional amendment and instituting litigation
challenging the validity of certain legislation in an effort to prevent the operation of slot machines at Hialeah. The plaintiffs have alleged an unspecified amount in
damages. Motions to dismiss on behalf of Calder and Tropical Park were served on March 14, 2011, and March 21, 2011, respectively. A motion to stay discovery
pending consideration of the motions to dismiss has also been filed. The Company is waiting for the court to rule on the three motions.
Balmoral, Maywood and Illinois Harness Horsemen’s Association
On February 14, 2011, Balmoral Racing Club, Inc., Maywood Park Trotting Association, Inc. and the Illinois Harness Horsemen’s Association, Inc. filed a
lawsuit styled Balmoral Racing Club, Inc., Maywood Park Trotting Association, Inc. and the Illinois Harness Horsemen’s Association Inc. vs. Churchill Downs
Incorporated, Churchill Downs Technology Initiatives Company d/b/a TwinSpires.com and Youbet.com, LLC (Case No. 11-CV-D1028) in the United States
District Court for the Northern District of Illinois, Eastern Division. The plaintiffs allege that Youbet.com breached a co-branding agreement dated December
2007, as amended on December 21, 2007, and September 26, 2008, (the “Agreement”) which was entered into between certain Illinois racetracks and a
predecessor of Youbet.com. The plaintiffs allege that the defendants breached the agreement by virtue of an unauthorized assignment of the Agreement to
TwinSpires.com and further allege that Youbet.com and TwinSpires have misappropriated trade secrets in violation of the Illinois Trade Secrets Act. Finally, the
plaintiffs allege that the Company and TwinSpires.com tortiously interfered with the Agreement by causing Youbet.com to breach the Agreement. The plaintiffs
have alleged damages of at least $3.6 million, or alternatively, of at least $0.8 million. On April 1, 2011, the plaintiffs filed a motion for preliminary injunction,
seeking an order compelling the defendants to turn over all Illinois customer accounts and prohibiting TwinSpires.com from using that list of Illinois customer
accounts. On April 18, 2011, the defendants filed an answer and a motion to dismiss certain counts of the plaintiffs’ complaint, and Youbet.com asserted a
counterclaim seeking certain declaratory relief relating to allegations that the plaintiffs Maywood and Balmoral breached the Agreement in 2010, leading to its
proper termination by Youbet.com on December 1, 2010. The preliminary injunction hearing took place on July 6, 2011 and on July 21, 2011, the court denied the
preliminary injunction. The parties remain engaged in the discovery process.
Other Matters
There are no other pending legal proceedings, other than litigation arising in the ordinary course of business.
NOTE 14 — RECENT ACCOUNTING PRONOUNCEMENTS
In September 2011, the FASB issued ASU No. 2011-09, Compensation-Retirement Benefits-Multiemployer Plans. ASU 2011-09 is intended to enhance the
disclosure requirements for employers participating in multiemployer pension plans to improve transparency and increase awareness of the commitments and
risks involved with participation in multiemployer plans. The new accounting guidance requires employers participating in multiemployer plans to provide
additional quantitative and qualitative disclosures to provide users with more detailed information regarding an employer’s involvement in multiemployer plans.
The new standard is effective for fiscal years ending after December 15, 2011. The Company has
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reviewed its level of participation in multiemployer plans and determined that the impact of adopting this guidance will have no impact on the Company’s
condensed consolidated financial statements.
In September 2011, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2011-08, Intangibles-Goodwill and Other: Testing Goodwill for
Impairment. ASU 2011-08 is intended to simplify goodwill impairment testing by adding a qualitative review step to assess whether the required quantitative
impairment analysis that exists today is necessary. Under the amended rule, a company will not be required to calculate the fair value of a business that contains
recorded goodwill unless it concludes, based on the qualitative assessment, that it is more likely than not that the fair value of that business is less than its book
value. If such a decline in fair value is deemed more likely than not to have occurred, then the quantitative goodwill impairment test that exists under current
GAAP must be completed; otherwise, goodwill is deemed to be not impaired and no further testing is required until the next annual test date (or sooner if
conditions or events before that date raise concerns of potential impairment in the business). The amended goodwill impairment guidance does not affect the
manner in which a company estimates fair value. The new standard is effective for goodwill impairment tests performed for fiscal years beginning after
December 15, 2011. The Company intends to adopt the standard during 2012.
In June 2011, the FASB issued ASU No. 2011-05, which updates the guidance in ASC Topic 220, Presentation of Comprehensive Income. ASU 2011-05 specifies
that entities are required to present total comprehensive income either in a single, continuous statement of comprehensive income or in two separate, but
consecutive, statements, and that entities must display adjustments for items reclassified from other comprehensive income to net income in both net income and
other comprehensive income. The provisions for this pronouncement are effective for fiscal years, and interim periods within those years, beginning after
December 15, 2011. The Company intends to adopt the standard during 2012.
In December 2010, the FASB issued ASU No. 2010-29, which updates the guidance in ASC Topic 805, Business Combinations. The objective of ASU 2010-29 is
to address diversity in practice about the interpretation of the pro forma revenue and earnings disclosure requirements for business combinations. ASU 2010-29
specifies that if a public entity presents comparative financial statements, the entity should disclose revenue and earnings of the combined entity as though the
business combination(s) that occurred during the current year had occurred as of the beginning of the comparable prior annual reporting period only. ASU 201029 also expands the supplemental pro forma disclosures to include a description of the nature and amount of material, nonrecurring pro forma adjustments
directly attributable to the business combination included in the reported pro forma revenue and earnings. ASU 2010-29 is effective for calendar year-end
companies beginning on or after December 15, 2010. The Company adopted the standard as of January 1, 2011, and there was no impact on the Company’s
condensed consolidated financial statements.
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ITEM 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Information set forth in this discussion and analysis contains various “forward-looking statements” within the meaning of Section 27A of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934. The Private Securities Litigation Reform Act of 1995 (the “Act”) provides certain “safe harbor”
provisions for forward-looking statements. All forward-looking statements made in this Quarterly Report on Form 10-Q are made pursuant to the Act. The
reader is cautioned that such forward-looking statements are based on information available at the time and/or management’s good faith belief with respect to
future events, and are subject to risks and uncertainties that could cause actual performance or results to differ materially from those expressed in the
statements. Forward-looking statements speak only as of the date the statement was made. We assume no obligation to update forward-looking information to
reflect actual results, changes in assumptions or changes in other factors affecting forward-looking information. Forward-looking statements are typically
identified by the use of terms such as “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “might,” “plan,” “predict,” “project,” “should,”
“will,” and similar words, although some forward-looking statements are expressed differently. Although we believe that the expectations reflected in such
forward-looking statements are reasonable, we can give no assurance that such expectations will prove to be correct. Important factors that could cause actual
results to differ materially from expectations include: the effect of global economic conditions, including any disruptions in the credit markets; a decrease in
consumers’ discretionary income; the effect (including possible increases in the cost of doing business) resulting from future war and terrorist activities or
political uncertainties; the overall economic environment; the impact of increasing insurance costs; the impact of interest rate fluctuations; the effect of any
change in our accounting policies or practices; the financial performance of our racing operations; the impact of gaming competition (including lotteries,
online gaming and riverboat, cruise ship and land-based casinos) and other sports and entertainment options in the markets in which we operate; our ability to
maintain racing and gaming licenses to conduct our businesses; the impact of live racing day competition with other Florida, Illinois and Louisiana racetracks
within those respective markets; the impact of higher purses and other incentives in states that compete with our racetracks; costs associated with our efforts in
support of alternative gaming initiatives; costs associated with customer relationship management initiatives; a substantial change in law or regulations
affecting pari-mutuel and gaming activities; a substantial change in allocation of live racing days; changes in Kentucky, Florida, Illinois or Louisiana law or
regulations that impact revenues or costs of racing operations in those states; the presence of wagering and gaming operations at other states’ racetracks and
casinos near our operations; our continued ability to effectively compete for the country’s horses and trainers necessary to achieve full field horse races; our
continued ability to grow our share of the interstate simulcast market and obtain the consents of horsemen’s groups to interstate simulcasting; our ability to
enter into agreements with other industry constituents for the purchase and sale of racing content for wagering purposes; our ability to execute our acquisition
strategy and to complete or successfully operate planned expansion projects; our ability to successfully complete any divestiture transaction; market reaction to
our expansion projects; the inability of our totalisator company, United Tote, to maintain its processes accurately or keep its technology current; our
accountability for environmental contamination; the inability of our Online Business to prevent security breaches within its online technologies; the loss of key
personnel; the impact of natural and other disasters on our operations and our ability to obtain insurance recoveries in respect of such losses (including losses
related to business interruption); our ability to integrate any businesses we acquire into our existing operations, including our ability to maintain revenues at
historic levels and achieve anticipated cost savings; the impact of wagering laws, including changes in laws or enforcement of those laws by regulatory
agencies; the outcome of pending or threatened litigation; changes in our relationships with horsemen’s groups and their memberships; our ability to reach
agreement with horsemen’s groups on future purse and other agreements (including, without limiting, agreements on sharing of revenues from gaming and
advance deposit wagering); the effect of claims of third parties to intellectual property rights; and the volatility of our stock price.
You should read this discussion in conjunction with the Condensed Consolidated Financial Statements included in this Quarterly Report on Form 10-Q and
the Company’s Annual Report on Form 10-K for the year ended December 31, 2010 for further information, including Part I – Item 1A, “Risk Factors” for a
discussion regarding some of the reasons that actual results may be materially different from those we anticipate, as modified by Part II – Item 1A, “Risk
Factors” of this Quarterly Report on Form 10-Q.
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Overview
We are a diversified provider of pari-mutuel horseracing content and technology for consumers and businesses through multiple platforms. We offer gaming
products through our casino operations in Mississippi, our slot and video poker operations in Louisiana and our slot operations and poker room in Florida.
We operate in four operating segments as follows:
1.

2.

3.

4.

Racing Operations, which includes:
•

Churchill Downs Racetrack (“Churchill Downs”) in Louisville, Kentucky, an internationally known thoroughbred racing operation and home
of the Kentucky Oaks and Kentucky Derby since 1875;

•

Arlington Park Racecourse (“Arlington Park”), a thoroughbred racing operation in Arlington Heights along with eleven off-track betting
facilities (“OTBs”) in Illinois;

•

Calder Race Course (“Calder”), a thoroughbred racing operation in Miami Gardens, Florida; and

•

Fair Grounds Race Course (“Fair Grounds”), a thoroughbred racing operation in New Orleans along with eleven OTBs in Louisiana.

Online Business, which includes:
•

TwinSpires, an Advance Deposit Wagering (“ADW”) business that is licensed as a multi-jurisdictional simulcasting and interactive wagering
hub in the state of Oregon;

•

Youbet.com, LLC (“Youbet”), an ADW business acquired by the Company on June 2, 2010. On November 16, 2010, the Youbet customer
wagering platform was integrated into the TwinSpires platform;

•

Fair Grounds Account Wagering (“FAW), an ADW business that is licensed in the state of Louisiana;

•

Bloodstock Research Information Services (“BRIS”), a data service provider for the equine industry; and

•

Our equity investment in HRTV, LLC (“HRTV”) a horseracing television channel.

Gaming, which includes:
•

Harlow’s Casino Resort & Hotel (“Harlow’s”) in Greenville, Mississippi, a casino and hotel acquired by the Company on December 16,
2010, which operates approximately 900 slot machines, 21 table games, a poker room, a five story, 105-room attached hotel, and dining
facilities;

•

Calder Casino, a slot facility in Florida adjacent to Calder, which opened on January 22, 2010 with over 1,200 slot machines and includes a
poker room operation branded “Studz Poker Club”;

•

Fair Grounds Slots, a slot facility in Louisiana adjacent to Fair Grounds, which operates over 600 slot machines; and

•

Video Services, Inc. (“VSI”), the owner and operator of more than 700 video poker machines in Louisiana;

Other Investments, which includes:
•

United Tote Company and United Tote Canada (collectively “United Tote”), which manufactures and operates pari-mutuel wagering systems
for North American racetracks, OTBs and other pari-mutuel wagering business;

•

Churchill Downs Simulcast Productions, LLC (“CDSP”), a provider of television production to the racing industry; and

•

Our other minor investments.

In order to evaluate the performance of these operating segments internally, we use net revenues and EBITDA (defined as earnings before interest, taxes,
depreciation and amortization) as key performance measures of the results of operations for the purpose of evaluating performance internally. We believe that the
use of these measures enables management and investors to evaluate and compare from period to period our operating performance in a meaningful and
consistent manner. EBITDA is a supplemental measure of the Company’s performance that is not required by, or presented in accordance with, GAAP. EBITDA
should not be considered an alternative to net earnings or any other performance measures derived in
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accordance with GAAP or as an alternative to net cash provided by operating activities or any other measures of our cash flow or liquidity. See Note 12 to the
Condensed Consolidated Financial Statements for a reconciliation of EBITDA to net earnings.
During the nine months ended September 30, 2011, the overall weakness in the U.S. economy continued to result in negative pressure on consumer spending. As
a result, pari-mutuel wagering, which is driven, in part, by discretionary spending and industry competition, continued to decline. Total handle on U.S.
thoroughbred races, according to figures published by Equibase, declined 7.6% during the nine months ended September 30, 2011 compared to the same period of
2010 and declined 7.4% during the three months ended September 30, 2011 compared to the same period of 2010. This handle decline is partially attributable to a
5.2% reduction in U.S. thoroughbred race days, according to Equibase, and weather-related racing cancellations, all of which further negatively impacted our
business and contributed to a decline in our pari-mutuel handle from our Racing Operations of 3.8% during the nine months ended September 30, 2011, compared
to the same period of 2010 and a decline of 0.4% during the three months ended September 30, 2011, compared to the same period of 2010. Total handle for the
Company increased 5.2% during the nine months ended September 30, 2011 and increased 0.6% during the three months ended September 30, 2011 as our Online
Business benefitted from our acquisition of Youbet during 2010. On a combined basis, total handle for TwinSpires and Youbet declined approximately 2.8%
during the nine months ended September 30, 2011, compared to the same period of 2010 and increased 4.2% during the three months ended September 30, 2011,
as compared to the same period of 2010.
There continues to be pessimism about growth prospects for the U.S. and global economies, and unemployment in the U.S. continues to remain high. However,
we believe that, despite these uncertain economic conditions, we are in a strong financial position. As of September 30, 2011, there was $212 million of
borrowing capacity under our revolving credit facility, and we had unrestricted cash on hand of $27 million. To date, we have not experienced any limitations in
our ability to access this source of liquidity.
Recent Developments
Horse Racing Equity Trust Fund
Beginning in 2009, we have received payments from the Horse Racing Equity Trust Fund (the “HRE Trust Fund”) related to subsidies paid by Illinois riverboat
casinos in accordance with Public Acts 94-804 and 95-1008 (the “Public Acts”). The HRE Trust Fund was established to fund operating and capital
improvements at Illinois racetracks via a 3% “surcharge” on revenues of Illinois riverboat casinos that meet a predetermined revenue threshold. The funds were to
be distributed with approximately 58% of the total to be used for horsemen’s purses and the remaining monies to be distributed to Illinois racetracks. The monies
received from the Public Acts were placed into an Arlington Park escrow account due to a temporary restraining order (“TRO”) imposed by the United States
District Court for the Northern District of Illinois, Eastern Division, pending the resolution of a lawsuit brought by certain Illinois casinos that were required to
pay funds to the HRE Trust Fund (“Casinos”), and the monies were recognized as restricted cash and a deferred riverboat subsidy liability on the Company’s
Condensed Consolidated Balance Sheet. On July 8, 2011, the Seventh Circuit Court of Appeals issued a thirty-day stay of dissolution of the TRO to allow the
Casinos to request a further stay of dissolution of the TRO pending their petition for certiorari to the United States Supreme Court. On August 5, 2011, the United
States Supreme Court denied an application by the Casinos to further stay the dissolution of the TRO.
On August 9, 2011, the stay of dissolution expired and the TRO dissolved, which terminated the restrictions on our ability to access the HRE Trust Funds held in
this escrow account. As of September 30, 2011, we have received $45.4 million in proceeds, of which $26.1 million has been designated for Arlington Park
purses. Arlington Park intends to use the remaining $19.3 million of the proceeds to improve, market, and maintain or otherwise operate its racing facility in order
to conduct live racing, which we have recognized as miscellaneous other income in our Condensed Consolidated Statements of Net Earnings for the three months
ended September 30, 2011.
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Hoosier Park Consideration
In accordance with the sale of our ownership interest in Hoosier Park, L.P. (“Hoosier Park”) to Centaur Racing, LLC (“Centaur”), during 2007, we received a
promissory note (the “Note”) in the amount of $4.0 million plus interest. As of September 30, 2011, $5.1 million of principal and interest is outstanding. The
Partnership Interest Purchase Agreement documenting such sale to Centaur also includes a contingent consideration provision whereby we are entitled to
payments of up to $15 million on the date which is eighteen months after the date that slot machines are operational at Hoosier Park. During June 2008, Hoosier
Park commenced its slot operations, fulfilling the terms of the contingency provision. However, due to uncertainties regarding collectability, we did not recognize
the contingent consideration at the date of sale.
On March 6, 2010, Centaur and certain of its affiliates filed Chapter 11 bankruptcy petitions in the United States District Court for the District of Delaware. On
February 1, 2011, we entered into a settlement agreement with Centaur and its affiliates whereby, subject to the conditions to the implementation of Centaur’s
reorganization plan being met, we would receive a cash payment of $8.5 million. On February 18, 2011, the U.S. Bankruptcy Court in Delaware approved
Centaur’s reorganization plan and our settlement agreement with Centaur. On October 1, 2011, we received $5.1 million in repayment of the amount owed to the
Company pursuant to the Note. In addition, we also received $3.4 million as the final settlement of the contingent consideration provision of the Partnership
Interest Purchase Agreement, which we will recognize as a gain in discontinued operations during the three months ended December 31, 2011.
Income Taxes
During 2003, we entered into a Tax Increment Financing Agreement (“TIF”) with the Commonwealth of Kentucky. Pursuant to this agreement, we are entitled to
receive reimbursement of 80% of the increase in Kentucky income and sales tax driven by the 2005 renovation of the Churchill Downs facility. During the nine
months ended September 30, 2011, we resolved uncertainties related to the computation of the tax increase and recognized a $2.9 million reduction in operating
expenses and a $0.6 million reduction in income tax expense, net of federal taxes related to the years 2005 through 2010 and the nine months ended
September 30, 2011.
During the nine months ended September 30, 2011, we received a refund of $8.5 million related to the overpayment of our 2010 federal income taxes and a
refund of $1.0 million related to an amended prior year federal income tax return that served to adjust state lobbying expense deductions.
Convertible Note Payable Conversion
During 2004, we acquired 452,603 shares of our common stock from a shareholder in exchange for a convertible promissory note in the principal amount of
$16.7 million which could be immediately convertible, at any time at the option of the shareholder, into shares of our common stock. During the nine months
ended September 30, 2011, the shareholder exercised his conversion right, and the convertible note payable with a related party was paid through the issuance of
452,603 shares of our common stock. We recognized a gain on conversion of $2.7 million in miscellaneous other income and interest expense of $1.4 million as a
result of the conversion and the elimination of the short forward contract liability and long put option asset.
Kentucky Tornado
On June 22, 2011, a tornado caused damage to portions of Louisville, Kentucky including Churchill Downs Racetrack (“Churchill Downs”). Churchill Downs
sustained damage to its stable area, as well as several other buildings on the backside of the racetrack. The Company cancelled one day of its live racing meet as a
result of the incident. The Company carries property and casualty insurance as well as business interruption insurance, subject to a $0.5 million deductible. We
are currently working with our insurance carriers to finalize our claim and as of September 30, 2011, we have received $1.0 million in partial settlement of our
claim. During the three months ended September 30, 2011, we recorded insurance recoveries in excess of losses of $0.6 million as a reduction of selling, general
and administrative expenses.
Mississippi River Flooding
On May 7, 2011, the Board of Mississippi Levee Commissioners ordered the closure of the Mainline Mississippi River Levee as a result of the Mississippi River
flooding, and the Company temporarily ceased operations at Harlow’s Casino Resort & Hotel (“Harlow’s”) on May 6, 2011. On May 12, 2011, the property
sustained damage to its 2,600-seat entertainment center and a portion of its dining facilities, which remain closed. On June 1, 2011, Harlow’s resumed casino
operations. The Company carries flood, property and casualty insurance as well as business interruption insurance subject to a $1.3 million
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deductible for damages. As of September 30, 2011, we have recorded a reduction of property and equipment of $8.4 million and incurred $1.1 million in repair
expenditures, with an offsetting insurance recovery receivable for the estimated damage associated with the flood. We are currently working with our insurance
carriers to finalize our claim, and we have received $3.5 million in partial settlement of our claim. We do not believe that the Mississippi River flooding will have
a material, adverse impact on our business, financial condition or results of operations.
Mississippi Wind Damage
On February 24, 2011, severe storms caused damage to portions of Mississippi, including Greenville, Mississippi, the location of Harlow’s. The property
sustained damage to a portion of the hotel, including its roof, furniture and fixtures in approximately 61 hotel rooms and fixtures in other areas of the hotel. The
hotel was closed to customers for renovations during the first quarter of 2011 and reopened during June 2011. The Company carries property and casualty
insurance as well as business interruption insurance subject to a $0.1 million deductible for damages. We recorded a reduction of property and equipment of $1.4
million and incurred $1.0 million in repair expenditures with an offsetting insurance recovery receivable for the estimated wind damage. We filed a preliminary
claim with our insurance carriers for $1.0 million in damages, which we received during the second quarter of 2011. We do not believe that the Mississippi wind
damage will have a material, adverse impact on our business, financial condition or results of operations.
Legislative and Regulatory Changes
Federal
During 2011, two major pieces of Internet gaming legislation have been introduced in Congress. The first bill, the Internet Gambling Regulation, Consumer
Protection and Enforcement Act (“HR 1174”), would grant the Secretary of Treasury regulatory and enforcement jurisdiction over Internet gambling. Though
wagering on sports is excluded, it would expand Internet gaming beyond poker. HR 1174 has been referred to the House Financial Services Committee. The
second bill, the Internet Gambling Prohibition, Poker Consumer Protection, and Strengthening UIGEA Act of 2011, mirrors many of the safeguard provisions
proffered in HR 1174, however it limits Internet gaming to poker only. It has been referred to the House Commerce Committee. Should either of these pieces of
legislation become law, they could have a material, adverse impact on our business, financial condition and results of operations.
District of Columbia
In January 2011, the District of Columbia passed the Lottery Modernization Act (the “Lottery Act”), which authorizes the District of Columbia to offer games of
skill and chance via the Internet. All transactions are restricted to patrons located within the city’s geographic borders. The implementation date has been delayed
indefinitely due to controversy surrounding the measure. At this point, we do not know how this legislation could affect our business, financial condition and
results of operations.
California
Two competing Internet poker bills have been introduced in the California legislature. Senate Bill 40 (“SB 40”) and Senate Bill 45 (“SB 45”) would regulate and
monitor the operation of online poker for California residents. Under SB 40, all federally recognized California tribal governments and card room clubs would be
eligible for a license to operate online poker. SB 45 would require certain preferential criteria for licensing. The California legislature is expected to address one
or both of these bills during 2011. Should either SB 40 or SB 45 pass, it could have a material adverse impact on our business, financial condition and results of
operations.
Florida
Hialeah Race Course
During 2010, the Florida legislature passed Senate Bill 622 (“SB 622”), which contained a new Tribal Compact and which made Chapter 2009-170, Laws of
Florida, effective on July 1, 2010. Portions of Chapter 2009-170, Laws of Florida purport to permit the operation of slot machines at quarter horse facilities in
Miami-Dade County. In particular, Section 19, Chapter 2009-170, Laws of Florida, purports to permit Hialeah Race Course, located approximately 12 miles from
Calder, to open as a quarter horse facility and operate slot machines after two consecutive years of quarter horseracing. On June 18, 2010, in a lawsuit styled
Calder Race Course, Inc., vs. Florida Department of Business and Professional Regulation and South Florida Racing Association, LLC, (Case No. 2010-CA2132), Calder challenged the provisions of Section 19 of Chapter 2009-170,
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Laws of Florida, alleging that Section 19 violates Article X, Section 23, of the Florida Constitution when it expands the limits set in the constitution for slot
machine licenses. The Leon County Circuit Court held the statute to be valid, and an appeal to the Florida First District Court of Appeal was unsuccessful. If
allowed to proceed, the operation of a slot machine facility at Hialeah Race Course could have a material adverse impact on our business, financial condition and
results of operations.
On February 14, 2011, Hialeah Race Course (“Hialeah”) filed a lawsuit styled Hialeah Racing Association, South Florida Racing Association, LLC and Bal Bay
Realty, LTD vs. West Flagler Associates, LTD, Calder Race Course, Inc. and Tropical Park, Inc., (Case No. 11-04617 CA24) in the Circuit Court of the Eleventh
Judicial Circuit in and for Miami-Dade County, Florida. The plaintiffs allege that the defendants, including Calder and Tropical Park, have engaged in unfair
methods of competition and have committed unfair acts and practices by, among other things, engaging in concerted actions designed to prevent the enactment of
legislation to regulate thoroughbred racing dates, coordinating the selection of racing dates among Calder, Tropical Park and Gulfstream Park, soliciting the
revocation of Hialeah’s racing permit which prevented Hialeah from operating, participating in the drafting of a Florida constitutional amendment on slot
machines to ensure that Hialeah was excluded from obtaining the opportunity to conduct gaming under such a constitutional amendment and instituting litigation
challenging the validity of certain legislation in an effort to prevent the operation of slot machines at Hialeah. The plaintiffs have alleged an unspecified amount in
damages. Motions to dismiss on behalf of Calder and Tropical Park were served on March 14, 2011, and March 21, 2011, respectively. A motion to stay discovery
pending consideration of the motions to dismiss has also been filed. We are waiting on the court to rule on the three motions.
Destination Resort Casinos
We anticipate that proposals to authorize three “destination resort casinos” in Florida will be introduced and considered in the upcoming session of the Florida
legislature. Should such legislation be passed into law, it could have a material adverse impact on our business, financial condition and results of operations.
Kentucky
Historical Racing Machines
On July 20, 2010, the Kentucky Horse Racing Commission (“KHRC”) approved a change in state regulations that would allow racetracks to offer pari-mutuel
Historical Racing Machines (“HRMs”), which base their payouts on the results of previously-run races at racetracks across North America. Portions of
previously-run-races, the length of which is chosen by the player, can be viewed, and winning combinations are presented via video terminals through which the
player may place wagers in the pari-mutuel betting pools available via the HRMs. Previously, only Oaklawn Park Racetrack, in Arkansas, offered the HRMs. On
September 1, 2011, Kentucky Downs Racetrack opened a HRM facility with approximately 200 HRMs.
Despite the positive vote from the KHRC, there are questions with regard to the economic viability of the HRMs in a competitive wagering market such as
Louisville, as well as the legality of regulations enacted. At this time, we will not make any decisions on whether to pursue HRMs until both of these questions
are answered. A declaratory judgment action was filed in Franklin Circuit Court on behalf of the Commonwealth of Kentucky and all Kentucky racetracks to
ensure proper legal authority. The Franklin Circuit Court entered a declaratory judgment upholding the regulations in their entirety. The intervening adverse party
filed a notice of appeal, and the KHRC and the racetracks filed a motion to transfer that appeal directly to the Supreme Court of Kentucky. On February 28, 2011,
the intervening adverse party filed a motion to deny the transfer of the appeal to the Supreme Court of Kentucky. On April 21, 2011, the Supreme Court of
Kentucky denied the request to hear the case before the appeal is heard by the Kentucky Court of Appeals. The intervening adverse party’s brief was due on
August 23, 2011, and the Company’s brief was due sixty days thereafter. However, on September 1, 2011, the intervening adverse party filed an injunction for the
Kentucky Court of Appeals to grant emergency relief that would prevent Kentucky Downs Racetrack from operating its HRMs. The intervening adverse party’s
motions were denied by the Kentucky Court of Appeals. Both the Company and the intervening adverse party now have the required statutory time to file timely
responses.
Interstate Horse Racing Compact
The Kentucky General Assembly convened for the “short” 2011 session, and passed legislation allowing the state to join an interstate horse racing compact. On
May 2, 2011, the Governor of Kentucky signed the legislation into law. Under the new legislation, Kentucky may join with other states that conduct pari-mutuel
wagering to adopt and implement uniform rules and regulations. Kentucky is the first major racing jurisdiction to adopt the legislation, and the compact will
become effective after the model has been adopted by six states. At this point, we do not know how this legislation may affect our business, financial condition
and results of operations.
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Illinois
Illinois State Bills
On May 31, 2011, Senate Bill 744 (“SB 744”) received final passage by the Illinois General Assembly, which would authorize Arlington Park to operate up to
1,200 slot or video poker machines and would also authorize Quad City Downs, owned by Arlington Park, to operate up to 900 slot or video poker machines.
Existing casinos would be eligible to increase the number of gaming machines from the current limit of 1,200 machines to 2,000 machines by 2013. Five new
land-based casinos would be authorized, one of which could be located in Chicago with 4,000 gaming machines. In addition, slot machines could be located at
O’Hare and Midway airports. Under SB 744, gaming taxes would be established at a graduated rate that varies from 10% to 40% of gross gaming revenues
depending on the level of gross gaming revenues. On October 17, 2011, Governor Quinn issued a statement saying that he does not intend to sign SB 744 as it is
currently proposed. The legislative supporters of the bill are attempting to address some of the Governor’s stated concerns by drafting a separate “trailer bill” that
would include changes to SB 744 provisions. At this point, we do not know if the legislation will be enacted, what the provisions of SB 744 will be if enacted,
and if enacted, how it would affect our business, financial condition and results of operations.
Horse Racing Equity Trust Fund
During 2006, the Illinois General Assembly enacted Public Act 94-804, which created the Horse Racing Equity Trust Fund (“HRE Trust Fund”). During
November 2008, the Illinois General Assembly passed Public Act 95-1008 to extend Public Act 94-804 for a period of three years beginning December 12, 2008.
The HRE Trust Fund was funded by a 3% “surcharge” on revenues of Illinois riverboat casinos that met a certain revenue threshold. The riverboats paid all
monies required under Public Acts 94-804 and 95-1008 into a special protest fund account which prevented the monies from being transferred to the HRE Trust
Fund. The funds were moved to the HRE Trust Fund and distributed to the racetracks, including Arlington Park, in December 2009.
On June 12, 2009, the riverboat casinos filed a lawsuit in the United States District Court for the Northern District of Illinois, Eastern Division, against former
Governor Rod Blagojevich, Friends of Blagojevich and others, including Arlington Park (the “Federal Lawsuit”) (Empress Casino Joliet Corp. v. Blagojevich,
2009 CV 03585). While the riverboat casinos alleged violations of the Racketeer Influenced and Corrupt Organizations (“RICO”) Act against certain of the
defendants, Arlington Park was not named in the RICO count, but rather was named solely in a count requesting that the monies paid by the riverboat casinos
pursuant to Public Acts 94-804 and 95-1008 be held in a constructive trust for the riverboat casinos’ benefit and ultimately returned to the casinos. The defendants
moved to dismiss the complaint, and the plaintiffs moved for a preliminary injunction seeking to prevent distribution of the disputed funds from the HRE Trust
Fund to the racetrack defendants, including Arlington Park. On November 20, 2009, the trial court entered a temporary restraining order requiring that any funds
distributed from the HRE Trust Funds to the racetrack defendants be placed in a special interest-bearing escrow account separate and apart from other monies. On
December 7, 2009, the trial court dismissed the constructive trust count of the complaint and denied the plaintiffs’ motion for a preliminary injunction. The
plaintiffs appealed, and the court of appeals stayed dissolution of the temporary restraining order pending the appeal. On March 2, 2011, a three member panel of
the Seventh Circuit Court of Appeals reversed the trial court’s dismissal. We requested the Seventh Circuit Court of Appeals to rehear the matter en banc and, on
April 11, 2011, the Appellate Court issued an order to rehear the matter en banc. That hearing was held on May 10, 2011. On July 8, 2011, the Seventh Circuit
Court of Appeals issued a thirty-day stay of dissolution of the TRO to allow the Casinos to request a further stay of dissolution of the TRO pending their petition
for certiorari to the United States Supreme Court. On August 5, 2011, the United States Supreme Court denied an application by the Casinos to further stay the
dissolution of the TRO. On August 9, 2011, the stay of dissolution expired and the TRO dissolved, which terminated the restrictions on the Company’s ability to
access the HRE Trust Funds held in this escrow account. Public Act 94-804 expired in May 2008 and Public Act 95-1008 expired on July 18, 2011, the date the
tenth Illinois riverboat license became operational.
Arlington Park filed an administrative appeal in the Circuit Court of Cook County on August 18, 2009 (Arlington Park Racecourse LLC v. Illinois Racing Board,
09 CH 28774), challenging the IRB allocation of funds out of the HRE Trust Fund based upon handle generated by certain ineligible licensees, as contrary to the
language of the statute. The Circuit Court affirmed the IRB’s decision on November 10, 2010, and Arlington appealed this ruling to the Illinois First District
Court of Appeals. Hawthorne Racecourse filed a separate administrative appeal on June 11, 2010, (Hawthorne Racecourse, Inc. v. Illinois Racing Board et. al.,
Case No. 10 CH 24439), challenging the IRB’s decision not to credit Hawthorne with handle previously generated by an ineligible licensee for the purpose of
calculating the allocation of the HRE Trust Fund monies and the IRB’s unwillingness to hold another meeting in 2010 to reconstrue the statutory language in
Public Act 94-1008 with respect to distributions. On May 25, 2011, the Circuit Court rejected Hawthorne’s arguments and affirmed the IRB’s
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decisions, and Hawthorne appealed the Circuit Court’s decision. Hawthorne initially asked the court to stay the further distribution of HRE Trust Fund monies
pending the outcome of the appeal. The parties are currently filing briefs.
As of the date of the filing of this Quarterly Report on Form 10-Q, we have received $45.4 million from the HRE Trust Fund, of which $26.1 million has been
designated for Arlington Park purses. We intend to use the remaining $19.3 million of the proceeds to improve, market, and maintain or otherwise operate the
Arlington Park racing facility in order to conduct live racing. The trial court had originally ordered the State of Illinois to pay interest on the funds held in the
special protest fund. The appellate court overturned this order and the Illinois Supreme Court declined to reconsider the appellate court’s decisions. As a result,
the State of Illinois is not obligated to pay interest on these funds. The deadline for the casino plaintiffs to file a petition for certiorari has lapsed and, as a result,
we believe that this litigation is final with respect to Arlington Park.
Horse Racing Equity Fund – Tenth Riverboat License
Under legislation enacted in 1999, the Illinois Horse Racing Equity Fund is scheduled to receive amounts up to 15% of the adjusted gross receipts earned on an
annual basis from state tax generated by the tenth riverboat casino license granted in Illinois. The funds will be distributed to racetracks in Illinois and may be
utilized for purses as well as racetrack discretionary spending. In addition, the riverboats paying monies into the HRE Trust Fund will no longer be required to
pay monies into that fund. During December 2008, the Illinois Gaming Board awarded the tenth license to Midwest Gaming LLC to operate a casino in Des
Plaines, Illinois. This casino opened on July 18, 2011. The Illinois racing industry will be entitled to receive an amount equal to 15% of the adjusted gross receipts
of this casino from the gaming taxes generated by that casino. However, these funds must be appropriated by the state, and the current fiscal year budget contains
no such appropriation. Furthermore, the timing for the riverboats to cease paying monies into the HRE Trust Fund remains open.
Video Poker
On July 11, 2011, the Illinois Supreme Court upheld the 2009 Video Gaming Act which is the state’s public works program to fund statewide construction
projects, in part, by the expansion of video poker operations at additional facilities including bars, restaurants and truck stops. It is expected that up to 50,000
video poker games could be added, subject to the operational and licensing requirements of the Illinois Gaming Board. At this point, we do not know how this
legislation could affect our business, financial condition and results of operations.
Ohio
In November 2009, Ohio voters passed a referendum to allow five casinos in Ohio, with opening dates from 2012 through 2013. At this point, we do not know the
effect of this competition on our business, financial condition and results of operations.
On June 28, 2011, both houses of the Ohio General Assembly passed House Bill 277 (“HB 277”) allowing all seven state racetracks to apply for video lottery
licenses. The Governor signed HB 277 into law on July 15, 2011. The Ohio Lottery Commission is authorized to install video lottery terminals, and it is expected
that approximately 14,000 of the video lottery terminals will be installed at the Ohio racetracks as early as January 2012. In addition, on June 23, 2011, the Ohio
legislature passed legislation allowing the relocation of Ohio racetracks with video lottery terminal licenses. At this point, we do not know how this legislation
could affect our business, financial condition and results of operations.
Texas
On September 1, 2011, Texas House Bill 2271 (“HB 2271”) became effective. HB 2271 enacts certain restrictions on the acceptance of wagers on horse and
greyhound races from, and the placing of such wagers by, a person in Texas. Such restrictions cover wagers placed in person, via the telephone and via the
Internet. The potential effects of HB 2271 on our business, financial condition and results of operations cannot be determined at this time.
New York
On October 28, 2011, Aqueduct Racetrack is expected to open a gaming facility with in excess of 2,400 video lottery terminals and electronic table games. An
additional 2,600 gaming machines are expected to be installed during the remainder of 2011. As a result of the addition of gaming activities, New York purse
payments in 2012 may increase by $30 million from 2011 purse levels. These enhanced purses could affect our ability to attract top horses and trainers and could
have a material, adverse impact on our business, financial condition and results of operations.
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RESULTS OF CONTINUING OPERATIONS
Pari-mutuel Handle Activity
The following table sets forth, for the periods indicated, pari-mutuel financial handle information (in thousands):
Three Months Ended
September 30,
2011
2010

Racing and Online Operations:
Churchill Downs
Total handle
Net pari-mutuel revenues
Commission %
Arlington Park
Total handle
Net pari-mutuel revenues
Commission %
Calder
Total handle
Net pari-mutuel revenues
Commission %
Fair Grounds
Total handle
Net pari-mutuel revenues
Commission %
Online Business
Total handle
Net pari-mutuel revenues
Commission %
Eliminations
Total handle
Net pari-mutuel revenues
Total
Handle
Net pari-mutuel revenues
Commission %
NM: Not meaningful

Nine Months Ended
September 30,
2011
2010

Change
$

$ 41,277
$ 4,060
9.8%

$ 40,801
$ 4,113
10.1%

$
$

476
(53)

$251,540
$ 25,554
10.2%

$251,062
$ 25,123
10.0%

$
$

478
431

$198,665
$ 22,654
11.4%

$200,276
$ 23,622
11.8%

$ (1,611)
$ (968)

$ 27,114
$ 5,299
19.5%

$ 28,420
$ 5,828
20.5%

$201,535
$ 39,511
19.6%

%

%

$ 470,317
$ 42,234
9.0%

$ 487,146
$ 43,101
8.8%

$ (16,829)
$
(867)

-3%
-2%

$ 500,669
$ 54,436
10.9%

$ 528,758
$ 55,946
10.6%

$ (28,089)
$ (1,510)

-5%
-3%

-1%
-4%

$ 391,955
$ 43,169
11.0%

$ 394,803
$ 45,204
11.4%

$ (2,848)
$ (2,035)

-1%
-5%

$(1,306)
$ (529)

-5%
-9%

$ 246,549
$ 26,750
10.8%

$ 262,415
$ 27,872
10.6%

$ (15,866)
$ (1,122)

-6%
-4%

$193,415
$ 37,354
19.3%

$ 8,120
$ 2,157

4%
6%

$ 608,007
$ 118,894
19.6%

$ 421,037
$ 82,455
19.6%

$186,970
$ 36,439

44%
44%

$ (24,868)
$ (2,451)

$ (22,808)
$ (2,131)

$(2,060)
$ (320)

$ (97,105)
$ (9,081)

$ (78,418)
$ (6,932)

$ (18,687)
$ (2,149)

-24%
-31%

$695,263
$ 94,627
13.6%

$691,166
$ 93,909
13.6%

$ 4,097
$ 718

$2,120,392
$ 276,402
13.0%

$2,015,741
$ 247,646
12.3%

$104,651
$ 28,756

5%
12%

U: > 100% unfavorable

F: >100% favorable
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1%
-1%

Change
$

—
2%

-9%
-15%
1%
1%

Gaming Activity
The following table sets forth, for the periods indicated, statistical gaming information (in thousands, except for average daily information):
Three Months Ended
September 30,
2011
2010

Change
$

Nine Months Ended
September 30,
2011
2010

%

Change
$

%

Calder Casino
Net gaming revenues

$ 19,682

$ 16,562

$

3,120

19% $ 60,808

$ 47,144

$ 13,664

29%

Slot handle

$255,518

$202,523

$ 52,995

26% $790,264

$593,470

$196,794

33%

Net slot revenues
Average daily net win per slot machine
Average daily number of slot machines

$ 18,370
$
166
1,202

$ 15,821
$
142
1,213

$
$

2,549
24
(11)

16% $ 57,074
17% $
172
-1%
1,213

$ 45,140
$
145
1,235

$ 11,934
$
27
(22)

26%
19%
-2%

Average daily poker revenue

$ 14,264

$

8,052

$

6,212

77% $ 13,677

$

7,341

$

6,336

86%

Net gaming revenues

$ 17,926

$ 17,333

$

593

3% $ 57,109

$ 54,583

$

2,526

5%

Slot handle

$101,240

$ 96,843

$

4,397

5% $324,260

$313,321

$ 10,939

3%

Net slot revenues
Average daily net win per slot machine
Average daily number of slot machines

$
$

$
$

9,085
165
598

$
$

491
3
28

5% $ 30,543
2% $
179
5%
625

$ 29,147
$
177
603

$
$

1,396
2
22

5%
1%
4%

Average daily video poker revenue
Average daily net win per video poker machine
Average daily number of video poker machines

$ 90,761
$
129
702

$ 89,658
$
111
809

$
$

1,103
18
(107)

1% $ 97,310
17% $
129
-13%
753

$ 93,171
$
115
809

$
$

4,139
14
(56)

4%
12%
-7%

Net gaming revenues

$ 13,184

$

—

$ 13,184

F

$ 38,987

$

—

$ 38,987

F

Slot handle

$158,059

$

—

$158,059

F

$446,013

$

—

$446,013

F

Net slot revenues
Average daily net win per slot machine
Average daily number of slot machines

$ 11,648
$
146
865

$
$

—
—
—

$ 11,648
$
146
865

F
F
F

$ 34,906
$
163
865

$
$

—
—
—

$ 34,906
$
163
865

F
F
F

Average daily poker revenue

$

989

$

—

$

989

F

$

1,010

$

—

$

1,010

F

Average daily net win per table

$

1,050

$

—

$

1,050

F

$

985

$

—

$

985

F

15

F

15

F

Fair Grounds Slots and VSI

9,576
168
626

Harlow’s Casino

Average daily number of tables

15

—

15

—

Total
Net gaming revenues
NM: Not meaningful

$ 50,792
U: > 100% unfavorable

$ 33,895

$ 16,897

F: >100% favorable
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50% $156,904

$101,727

$ 55,177

54%

Three Months Ended September 30, 2011 Compared to Three Months Ended September 30, 2010
The following table sets forth, for the periods indicated, certain consolidated operating data for our properties (in thousands, except per common share data and
live race days):
Three Months Ended
September 30,
2011
2010

Change
$

%

Number of thoroughbred live race days
Net revenues:
Racing Operations
Gaming
Online Business
Other
Total net revenues from continuing operations

111

111

$ 66,539
51,922
42,015
5,873
$166,349

$ 67,348
34,667
39,232
6,299
$147,546

$ (809)
17,255
2,783
(426)
$18,803

-1%
50%
7%
-7%
13%

Operating income
Operating income margin
Earnings from continuing operations
Diluted earnings from continuing operations per common share

$ 10,087
6%
$ 19,720
$
1.16

$

$ 6,792

F

$16,020

F

$
$

3,295
2%
3,700
0.22

—

NM

Our total net revenues increased $18.8 million during the three months ended September 30, 2011, primarily reflecting revenues of $13.4 million from Harlow’s,
which was acquired in December 2010. In addition, Calder Casino revenues increased $3.2 million compared to the same period of 2010, reflecting improved
performance driven by a new direct mail and advertising strategy executed during 2011. Finally, Online Business revenues increased $2.8 million during the three
months ended September 30, 2011, primarily due to a handle increase of 4.2% from TwinSpires.com compared to the same period of 2010, which was partially
from growth in new customers and an increase in average daily wagering. Further discussion of net revenue variances by our reported segments is detailed below.
Consolidated Operating Expenses
The following table is a summary of our consolidated operating expenses (in thousands):
Three Months Ended
September 30,
2011
2010

Purses & pari-mutuel taxes
Gaming taxes
Depreciation and amortization
Other operating expenses
SG&A expenses
Total

$ 32,297
12,588
13,443
81,796
16,138
$156,262

Percent of revenue

94%

Change
$

$ 31,925
9,988
12,395
74,662
15,281
$144,251

$

372
2,600
1,048
7,134
857
$12,011

%

1%
26%
8%
10%
6%
8%

98%

Significant items affecting comparability of consolidated operating expenses include:
•

Other operating expenses increased $7.1 million primarily due to the effect of expenses of $6.7 million incurred by Harlow’s during the three months
ended September 30, 2011, which includes employee-related costs of $2.8 million, facility and maintenance expenses of $1.7 million and advertising
and promotional expenses of $0.5 million. Harlow’s was acquired in December 2010.
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•

Gaming taxes increased $2.6 million primarily due to the inclusion of $1.5 million at Harlow’s during the three months ended September 30, 2011. In
addition, Calder Casino incurred $1.0 million of higher gaming taxes related to the increase in gaming revenues during the three months ended
September 30, 2011.

•

Depreciation and amortization expense increased $1.0 million primarily due to the impact of depreciation and amortization expense of $1.5 million
recognized by Harlow’s during the three months ended September 30, 2011. Partially offsetting this increase was a decrease of depreciation and
amortization expense in our Racing Operations and Gaming segments of $0.1 million and $0.3 million, respectively, during the three months ended
September 30, 2011 driven by a reduction in capital spending as well as older assets becoming fully depreciated during the period.

•

SG&A expenses increased $0.9 million primarily due to the inclusion of $0.7 million in additional SG&A expenditures during the three months
ended September 30, 2011 related to our 2010 acquisition of Harlow’s, which includes employee-related costs of $0.6 million. In addition, equity and
long-term incentive compensation expense increased $3.1 million during the three months ended September 30, 2011, primarily resulting from the
favorable financial performance of the Company. Finally, other employee-related costs increased $1.0 million during the three months ended
September 30, 2011, primarily due to increased compensation expense associated with the annual incentive compensation plan, which also reflects
the Company’s favorable financial performance.
Partially offsetting these increases was a decrease in Online Business employee-related costs of $2.3 million as expenses related to the reorganization
of Youbet were incurred during the three months ended September 30, 2010, and we began to benefit from cost synergies related to the merger
during the three months ending September 30, 2011. In addition, we received insurance recoveries in excess of losses of $0.6 million related to the
tornado damage at Churchill Downs during the three months ended September 30, 2011. Finally, legal and development expenses decreased $0.6
million during the three months ended September 30, 2011, primarily related to legal expenditures incurred related to the acquisition of Harlow’s.

•

Purses and pari-mutuel taxes increased $0.4 million, primarily due to an increase of $1.0 million of purses and pari-mutuel taxes within our Gaming
and Online businesses as a result of increased pari-mutuel revenues during the three months ended September 30, 2011. This increase was partially
offset by a decrease of $0.6 million in purses and pari-mutuel expenses within our Racing Operations as a result of lower pari-mutuel revenues
during the three months ended September 30, 2011.

Other Income (Expense) and Income Tax Provision
The following table is a summary of our other income (expense) and income tax (provision) benefit (in thousands):
Three Months Ended
September 30,
2011
2010

Interest income
Interest expense
Equity in loss of unconsolidated investments
Miscellaneous, net
Other income (expense)

$

116
(1,576)
(467)
19,934
$18,007

Income tax (provision) benefit
Effective tax rate

(8,374)
30%

$

30
(1,625)
(470)
1,832
$ (233)
638
-21%

Change
$

%

$

86
49
3
18,102
$18,240

F
-3%
-1%
F
F

$ (9,012)

U

Significant items affecting the comparability of other income and expense and the income tax (provision) benefit include:
•

Miscellaneous other income increased $18.1 million primarily reflecting the impact of recognizing income of $19.3 million from the release of the
restrictions on the HRE Trust Fund proceeds during the three months ended September 30, 2011. Partially offsetting this increase was a decrease of
$1.3 million as we recognized a gain related to a third-party settlement during the three months ended September 30, 2010.
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•

The effective tax rate for the three months ended September 30, 2010 was affected by the recognition of approximately $1.0 million of income tax
benefits recorded during the third quarter of 2010 primarily related to the adjustment of permanent differences to reflect positions taken on federal
income tax returns.

Net Revenues By Segment
The following table presents net revenues, including intercompany revenues, by our reported segments (in thousands):
Three Months Ended
September 30,
2011
2010

Churchill Downs
Arlington Park
Calder
Fair Grounds
Total Racing Operations
Calder Casino
Fair Grounds Slots
VSI
Harlow’s Casino
Total Gaming
Online Business
Other Investments
Corporate Revenues
Eliminations
Net Revenues

$

6,292
32,343
24,255
6,101
68,991
20,251
9,880
8,350
13,441
51,922
42,201
6,968
53
(3,786)
$166,349

$

6,341
31,407
24,953
6,778
69,479
17,089
9,329
8,249
—
34,667
39,384
6,824
64
(2,872)
$147,546

Change
$

$

(49)
936
(698)
(677)
(488)
3,162
551
101
13,441
17,255
2,817
144
(11)
(914)
$18,803

%

-1%
3%
-3%
-10%
-1%
19%
6%
1%
F
50%
7%
2%
-17%
-32%
13%

Significant items affecting comparability of our revenues by segment include:
•

Gaming segment revenues increased as we benefitted from the acquisition of Harlow’s during December 2010. During the three months ended
September 30, 2011, Harlow’s recognized total net revenues of $13.4 million. Calder Casino revenues increased $3.2 million compared to the same
period of the prior year, reflecting improved performance driven by a new direct mail and advertising strategy executed during 2011. Fair Grounds
Slots reported higher revenues of $0.6 million during the quarter, reflecting an increase in the number of slot machines available compared to the
same period of 2010.

•

Online Business revenues increased $2.8 million, which reflects a 4.2% increase in TwinSpires.com handle, partially from growth in new customers
and an increase in average daily wagering during the three months ended September 30, 2011.

•

Racing Operations revenues decreased $0.5 million primarily reflecting a decline in pari-mutuel revenues of $1.1 million which corresponds to a
0.4% decrease in Racing Operations handle during the three months ended September 30, 2011. Pari-mutuel revenues decreased despite an increase
in revenues at Arlington Park of $0.4 million during the quarter, which benefitted from the expiration of New Jersey gaming subsidized purses at
Monmouth Park. According to figures published by Equibase, the pari-mutuel industry handle declined 7.4% compared to the same period of 2010,
which was reflective of the continued weakness in the industry.
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Segment EBITDA
The following table presents EBITDA by our reported segments (in thousands):
Three Months Ended
September 30,
2011
2010

Racing Operations
Gaming
Online Business
Other Investments
Corporate
Total EBITDA

$20,414
13,148
9,818
1,157
(1,540)
$42,997

$ 1,254
7,892
5,818
1,792
296
$17,052

Change
$

%

$19,160
5,256
4,000
(635)
(1,836)
$25,945

F
67%
69%
-35%
U
F

The table below presents management fee expense (income) included in the EBITDA of each of the operating segments during the three months ended
September 30, 2011 and 2010.
Three Months Ended
September 30,
2011
2010

Racing Operations
Gaming
Online Business
Other Investments
Corporate Income
Total management fees

$ 2,830
2,053
1,659
595
(7,137)
$ —

$ 1,676
809
1,258
244
(3,987)
$ —

Change
$

$ 1,154
1,244
401
351
(3,150)
$ —

%

69%
U
32%
U
79%

Refer to Note 12 of the Condensed Consolidated Financial Statements included in this Quarterly Report on Form 10-Q for further information about our reported
segments, including a reconciliation of EBITDA to earnings from continuing operations.
Significant items affecting comparability of our EBITDA by segment include:
•

Racing Operations EBITDA increased $19.2 million primarily reflecting the net impact from the release of the restrictions on the HRE Trust Fund
proceeds of $19.3 million during the three months ended September 30, 2011. In addition, during the three months ended September 30, 2011, we
received insurance recoveries in excess of losses of $0.6 million for the tornado damage at Churchill Downs. Partially offsetting these increases in
EBITDA was an increase in the corporate overhead allocation of $1.2 million during the three months ended September 30, 2011.

•

Gaming EBITDA increased $5.3 million during the three months ended September 30, 2011, as we benefitted from the acquisition of Harlow’s
during December 2010. Harlow’s generated $4.0 million of EBITDA, which included a management fee expense of $0.5 million. In addition, Calder
Casino EBITDA increased $0.9 million to $3.3 million, which included a management fee expense of $0.8 million, due in part, to a successful direct
mail and advertising strategy. Fair Grounds Slots and VSI EBITDA increased $0.3 million to $5.8 million, reflecting an increase in the number of
slot machines available at Fair Grounds Slots and improved performance at our video poker locations compared to the same period of 2010.

•

Online Business EBITDA increased $4.0 million as we benefitted from a 4.2% increase in handle resulting in an increase of $2.2 million in parimutuel revenue during the three months ended September 30, 2011. Additionally, EBITDA improved due to the fact that compensation expense
related to the reorganization of Youbet was recognized during the three months ended September 30, 2010 and did not reoccur. We also benefitted
from merger-related synergies during the three months ended September 30, 2011. Finally, EBITDA improved $0.5 million related to our equity
investment in HRTV during the three months ended September 30, 2011.
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•

Corporate EBITDA decreased $1.8 million primarily reflecting the recognition of a gain related to a third party settlement of $1.3 million during the
three months ended September 30, 2010.

Nine Months Ended September 30, 2011 Compared to Nine Months Ended September 30, 2010
The following table sets forth, for the periods indicated, certain operating data for our properties (in thousands, except per common share data and live race days):
Nine Months Ended
September 30,
2011
2010

Change
$

%

Number of thoroughbred live race days
Net revenues:
Racing Operations
Gaming
Online Business
Other
Total net revenues from continuing operations

278

278

$246,372
160,468
125,344
15,405
$547,589

$247,801
104,263
87,374
8,666
$448,104

$ (1,429)
56,205
37,970
6,739
$99,485

-1%
54%
43%
78%
22%

Operating income
Operating income margin
Earnings from continuing operations
Diluted earnings from continuing operations per common share

$ 74,709
14%
$ 56,524
$
3.34

$ 35,836
8%
$ 23,825
$
1.56

$38,873

F

$32,699

F

—

NM

Our total net revenues increased $99.5 million primarily related to the continuing expansion of our Gaming and Online Business segments, including the effects
of the Youbet and Harlow’s acquisitions. Harlow’s, which was acquired during December 2010, generated $39.8 million of total revenues, despite its closure for
twenty-five days during the nine months ended September 30, 2011 due to the Mississippi River flooding. Calder Casino, which opened on January 20, 2010,
increased total revenues by $13.7 million compared to the same period of 2010 reflecting improved performance driven by a new direct mail and advertising
strategy executed during 2011 and the effect of having a full nine months of operation during 2011. Pari-mutuel revenues generated by the Online Business
segment increased $36.4 million during the nine months ended September 30, 2011, compared to the same period of 2010, primarily reflecting the acquisition of
Youbet in the second quarter of 2010. We benefitted from nine months of operations of Youbet during the nine months ended September 30, 2011 compared to
approximately four months of operation during the nine months ended September 30, 2010. Finally, other operating revenues increased $6.7 million
predominantly due to revenues generated by United Tote, which was acquired as part of the Youbet acquisition during the second quarter of 2010. Further
discussion of net revenue variances by our reported segments is detailed below.
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Consolidated Operating Expenses
The following table is a summary of our consolidated operating expenses (in thousands):
Nine Months Ended
September 30,
2011
2010

Purses & pari-mutuel taxes
Gaming taxes
Depreciation and amortization
Other operating expenses
SG&A expenses
Total

$ 98,641
39,442
41,319
243,035
50,443
$472,880

Percent of revenue

86%

Change
$

$ 97,329
33,885
34,410
202,707
43,937
$412,268

$ 1,312
5,557
6,909
40,328
6,506
$60,612

%

1%
16%
20%
20%
15%
15%

92%

Significant items affecting comparability of consolidated operating expenses include:
•

Other operating expenses increased $40.3 million primarily as a result of an increase within the Online Business segment of $22.9 million, which
includes racing content acquisition expenses incurred related to the operations of Youbet during the nine months ended September 30, 2011, and
compares to four months of operation by Youbet during the same period of 2010. In addition, we incurred $18.0 million of operating expenses related
to Harlow’s. Finally, we incurred incremental expenses of $7.4 million related to the operations of United Tote during the nine months ended
September 30, 2011.
Partially offsetting these increases were reductions in sales taxes, software impairment costs, and marketing expenses of $2.9 million, $1.3 million,
and $1.3 million, respectively. We recognized a reduction in sales tax expense at Churchill Downs Racetrack involving the TIF agreement with the
Commonwealth of Kentucky during the nine months ended September 30, 2011. Pursuant to the agreement, we are entitled to receive reimbursement
of 80% of the increase in Kentucky income and sales taxes driven by the 2005 renovation of the Churchill Downs facility. In addition, during the
nine months ended September 30, 2010 we recognized an impairment loss of $1.3 million associated with the Youbet acquisition. Finally, the
reduction in marketing primarily reflects a decrease in Kentucky Derby related marketing expenses at Churchill Downs during the nine months
ended September 30, 2011.

•

Depreciation and amortization expense increased $6.9 million primarily due to the effect of including $5.3 million of expense at Harlow’s during the
nine months ended September 30, 2011. In addition, depreciation and amortization expense of the Online Business and United Tote increased $2.5
million and $1.3 million, respectively, during the nine months ended September 30, 2011. Partially offsetting these increases was a decrease of $2.0
million at Calder Casino, primarily reflecting an accelerated amortization period of the annual slot license fee in the prior year. Finally, depreciation
and amortization expenses decreased $0.9 million within Racing Operations during the nine months ended September 30, 2011 due to a reduction in
capital spending as well as the fact that older assets are becoming fully depreciated in the current period.

•

SG&A expenses increased $6.5 million primarily due to the effect of including $4.9 million of additional SG&A expenditures during the nine
months ended September 30, 2011, compared to the same period of 2010 related to our 2010 acquisitions of Youbet and Harlow’s. In addition, equity
and long-term incentive compensation expense increased $6.8 million during the nine months ended September 30, 2011 primarily resulting from the
favorable financial performance of the Company. Finally, employee-related costs increased $2.3 million during the nine months ended September 30,
2011, primarily due to increased compensation expense associated with the annual incentive compensation plan, which also reflects the Company’s
favorable financial performance.
Partially offsetting these increases were lower legal and development expenses of $3.6 million, which we incurred during the nine months ended
September 30, 2010 related to our merger with Youbet. In addition, Online Business employee-related costs decreased $2.3 million as we incurred
compensation expense related to the reorganization of Youbet during the nine months ended September 30, 2010, and we benefitted from cost
synergies related to the merger during the nine months ending September 30, 2011. In addition, we received insurance proceeds in excess of losses at
Churchill Downs and Harlow’s of $0.6 million and $0.4 million, respectively, related to the interruption
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of business as a result of the tornado damage at Churchill Downs and wind damage at Harlow’s during the nine months ending September 30, 2011.
•

Gaming taxes increased $5.6 million primarily due to the recognition of $4.5 million at Harlow’s during the nine months ended September 30, 2011.
In addition, Calder Casino incurred $0.6 million of higher gaming taxes related to the increase in gaming revenues during the nine months ended
September 30, 2011.

•

Purses and pari-mutuel taxes increased $1.3 million primarily due to an increase of $3.1 million of purses generated at Calder Casino resulting from
improved performance during the nine months ended September 30, 2011. In addition, purses increased within our Online Business as a result of our
acquisition of Youbet during the nine months ended September 30, 2011. This increase was partially offset by a decrease of $3.0 million within our
Racing Operations as a result of lower pari-mutuel revenues during the nine months ended September 30, 2011.

Other Income (Expense) and Income Tax Provision
The following table is a summary of our other income (expense) and income tax provision (in thousands):
Nine Months Ended
September 30,
2011
2010

Change
$

%

Interest income
Interest expense
Equity in loss of unconsolidated investments
Miscellaneous, net
Other income (expense)

$

240
(7,497)
(423)
23,549
$ 15,869

$

158
(4,303)
(317)
2,485
$ (1,977)

$

82
(3,194)
(106)
21,064
$ 17,846

52%
74%
33%
F
F

Income tax provision
Effective tax rate

$ (34,054)
38%

$ (10,034)
30%

$ (24,020)

U

Significant items affecting the comparability of other income and expense and the income tax provision include:
•

Miscellaneous other income increased $21.1 million primarily reflecting the impact of recognizing income of $19.3 million from the release of the
restrictions on the HRE Trust Fund proceeds during the nine months ended September 30, 2011. In addition, we recorded a gain of $2.7 million from
the conversion of a related party convertible note payable through the issuance of 452,603 shares of our common stock and the elimination of the
associated short forward contract and long put option during the nine months ended September 30, 2011. Partially offsetting these increases was a
decrease of $1.3 million in miscellaneous other income, as we recognized a gain related to a third-party settlement during the nine months ended
September 30, 2010.

•

Interest expense increased during the nine months ended September 30, 2011, primarily due to the recognition of $1.4 million of interest expense
associated with the conversion of a related party convertible note payable. In addition, we experienced higher average outstanding debt balances
under our revolving credit facility, which was used to finance the acquisitions of Youbet and Harlow’s.

•

The increase in the effective tax rate is primarily due to the recognition of a benefit of $1.6 million during the nine months ended September 30, 2010
from the settlement of a federal income tax matter related to prior years’ Personal Seat License revenues at Churchill Downs. Additionally, the
effective tax rate for the nine months ended September 30, 2011 was affected by the recognition of approximately $1.0 million of income tax benefits
related to the adjustment of permanent differences to reflect positions taken on federal income tax returns. During the nine months ended
September 30, 2011, we recognized income tax benefits resulting in a reduction to the effective tax rate of approximately 1.0%. The benefits were the
result of a TIF agreement with the Commonwealth of Kentucky and were offset by tax expenses associated with taxes accrued for uncertain tax
positions as well as the true-up of prior year taxes.
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Net Revenues By Segment
The following table presents net revenues, including intercompany revenues, by our reported segments (in thousands):
Nine Months Ended
September 30,
2011
2010

Churchill Downs
Arlington Park
Calder
Fair Grounds
Total Racing Operations
Calder Casino
Fair Grounds Slots
VSI
Harlow’s Casino
Total Gaming
Online Business
Other Investments
Corporate Revenues
Eliminations
Net Revenues

$108,065
65,433
46,882
35,073
255,453
62,574
31,510
26,566
39,818
160,468
125,945
18,043
262
(12,582)
$547,589

$103,481
66,536
48,947
35,769
254,733
48,848
29,979
25,436
—
104,263
87,907
10,203
67
(9,069)
$448,104

Change
$

$ 4,584
(1,103)
(2,065)
(696)
720
13,726
1,531
1,130
39,818
56,205
38,038
7,840
195
(3,513)
$99,485

%

4%
-2%
-4%
-2%
NM
28%
5%
4%
F
54%
43%
77%
F
-39%
22%

Significant items affecting comparability of our revenues by segment include:
•

Gaming segment revenues increased as we benefitted from the acquisition of Harlow’s during December 2010. During the nine months ended
September 30, 2011, Harlow’s recognized total net revenues of $39.8 million despite its closure for twenty-five days due to the Mississippi River
flooding. Calder Casino, which opened on January 22, 2010, increased revenues $13.7 million compared to the same period of the prior year,
reflecting a full nine months of operation and improved performance driven by a new direct mail and advertising strategy executed during 2011. Fair
Grounds Slots and VSI reported an increase in revenues of $2.7 million compared to the same period of 2010, reflecting an increase in the number of
slot machines available at Fair Grounds Slots and improved performance at our video poker locations compared to the same period of 2010.

•

Online Business revenues increased $38.0 million as we benefitted from the acquisition of Youbet during June 2010.

•

Other Investments revenues increased $7.8 million during the nine months ended September 30, 2011, primarily reflecting the contribution by United
Tote, which was acquired as part of the Youbet acquisition during June 2010.

•

Racing Operations revenues increased $0.7 million primarily reflecting a strong performance from Kentucky Oaks and Derby week during the nine
months ended September 30, 2011. Partially offsetting this increase was a decline in pari-mutuel revenues of $5.5 million which corresponds to a
3.8% decrease in Racing Operations handle during the nine months ended September 30, 2011. According to figures published by Equibase, the parimutuel industry handle declined 7.6% compared to the same period of 2010, which was reflective of the continued weakness in the industry.
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Segment EBITDA
The following table presents EBITDA by our reported segments (in thousands):
Nine Months Ended
September 30,
2011
2010

Racing Operations
Gaming
Online Business
Other Investments
Corporate
Total EBITDA

$ 66,223
43,479
28,671
2,110
(1,329)
$139,154

$37,819
19,537
14,467
2,918
(2,327)
$72,414

Change
$

%

$28,404
23,942
14,204
(808)
998
$66,740

75%
F
98%
-28%
43%
92%

The table below presents management fee expense (income) included in the EBITDA of each of the operating segments during the nine months ended
September 30, 2011 and 2010, respectively and reflects the continuing benefit to Racing Operations from the expansion of the Gaming and Online Business
segments.
Nine Months Ended
September 30,
2011
2010

Racing Operations
Gaming
Online Business
Other Investments
Corporate Income
Total management fees

$ 8,820
5,540
4,349
951
(19,660)
$
—

$ 9,148
3,123
3,284
387
(15,942)
$
—

Change
$

$ (328)
2,417
1,065
564
(3,718)
$ —

%

-4%
77%
32%
U
23%

Refer to Note 12 of the Condensed Consolidated Financial Statements included in this Quarterly Report on Form 10-Q for further information about our reported
segments, including a reconciliation of EBITDA to earnings from continuing operations.
Significant items affecting comparability of our EBITDA by segment include:
•

Racing Operations EBITDA increased $28.4 million partially reflecting the net impact from the release of the restrictions on the HRE Trust Fund
proceeds of $19.3 million for the nine months ended September 30, 2011. In addition, Racing Operations benefitted from increased profitability of
$6.4 million from Kentucky Oaks and Derby week during the nine months ended September 30, 2011. Additionally, during the nine months ended
September 30, 2011, we recognized a $2.9 million reduction in operating expenses at Churchill Downs involving the TIF agreement with the
Commonwealth of Kentucky. Finally, during the nine months ended September 30, 2011, we received insurance recoveries in excess of losses of $0.6
million for the tornado damage at Churchill Downs. Partially offsetting these improvements in EBITDA was a decline in our pari-mutuel handle of
3.8% during the nine months ended September 30, 2011, which negatively affected our racing results and was indicative of the continued, overall
weakness of the pari-mutuel industry .

•

Gaming EBITDA increased $23.9 million as we benefitted from the acquisition of Harlow’s during December 2010, which generated $13.0 million
of EBITDA that included business interruption insurance recoveries of $0.4 million received during the nine months ended September 30, 2011. In
addition, Calder Casino generated EBITDA of $10.6 million, compared to $1.8 million in the prior year, which included $1.1 million of preopening
expenses and reflects a successful direct mail and advertising strategy executed during 2011. Fair Grounds Slots and VSI EBITDA increased $2.2
million to $19.9 million, reflecting an increase in the number of slot machines available at Fair Grounds Slots and improved performance at our
video poker locations compared to the same period of 2010.

•

Online Business EBITDA increased $14.2 million as we benefitted from the operations of Youbet for the nine months ended September 30, 2011,
which conducted only four months of operations during the same period of
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2010. Additionally, the increase in EBITDA was due to one-time charges related to the reorganization of Youbet during the nine months ended
September 30, 2010, while we realized merger-related synergies during the nine months ended September 30, 2011. Finally, our equity investment in
HRTV increased $0.2 million during the nine months ended September 30, 2011.
•

Corporate EBITDA increased $1.0 million primarily due to the recognition of a gain of $2.7 million related to the conversion of a related party
convertible note payable during the nine months ended September 30, 2011. In addition, we incurred lower development expenses of $3.2 million
related to our merger with Youbet during 2010. Finally, the corporate overhead allocation increased $3.7 million during the nine months ended
September 30, 2011. Partially offsetting these increases in EBITDA were higher equity and long-term incentive compensation expenses and other
employee-related costs of $7.3 million during the nine months ended September 30, 2011 related to the financial performance of the Company. In
addition, we recognized a gain related to a third-party settlement of $1.3 million during the nine months ended September 30, 2010.

Consolidated Balance Sheet
The following table is a summary of our overall financial position as of September 30, 2011 and December 31, 2010 (in thousands):

Total assets
Total liabilities
Total shareholders’ equity

September
30,
2011

December
31,
2010

$

$956,870
$371,081
$585,789

$1,017,719
$ 511,505
$ 506,214

$ (60,849)
$(140,424)
$ 79,575

Change
%

-6%
-27%
16%

Significant items affecting comparability of our consolidated balance sheet include:
•

Significant changes within total assets include decreases in net property and equipment of $25.5 million, income taxes receivable of $11.7 million,
and restricted cash of $11.4 million. The decrease in property and equipment is due to current year depreciation expense of $32.4 million, which is in
excess of current year capital expenditures of $16.8 million primarily due to lower expansion-related capital spending during 2011. In addition,
property and equipment decreased $9.8 million, which was offset by a corresponding increase in insurance recovery receivable, reflecting the
estimated property damage related to the Mississippi River flooding and wind damage at Harlow’s. The decrease in income taxes receivable
primarily reflects the receipt of a refund of $9.5 million related to a prior year overpayment of income taxes and amended federal income tax returns,
in addition to income taxes payable generated by current year net earnings. Finally, restricted cash decreased by $11.4 million which includes a
reduction of $14.4 million related to the Company’s portion of the HRE Trust Fund proceeds. Partially offsetting this decrease was an increase of
$2.3 million in restricted cash at Calder related to the timing of its stakes race payments.

•

Significant changes within total liabilities include a decrease in long-term debt of $108.8 million, reflecting repayments of acquisition debt funded by
cash from operations and the receipt of the HRE Trust Fund proceeds and federal income tax refunds. In addition, a convertible note payable of $15.1
million was paid through the issuance of 452,603 shares of our common stock. Finally, the release of the HRE Trust Funds eliminated the deferred
riverboat subsidy liability of $45.4 million and increased purses payable and other liabilities by $10.4 million and $15.7 million, respectively, for
future purses to be paid by Arlington Park.
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Liquidity and Capital Resources
The following table is a summary of our liquidity and cash flows (in thousands):
Nine Months Ended
September 30,
2011
2010

Operating activities
Investing activities
Financing activities

$ 131,632
$ (19,277)
$ (112,373)

$ 55,341
$ (92,072)
$ 37,621

Change
$

$ 76,291
$ 72,795
$(149,994)

%

F
-79%
U

•

The increase in cash provided by operating activities is primarily due to the recognition of proceeds from the HRE Trust Fund, the expansion of the
Gaming and Online segments, and the increased profitability of the Kentucky Oaks and Derby week. We anticipate that cash flows from operations
over the next twelve months will be adequate to fund our business operations and capital expenditures.

•

The decrease in cash used in investing activities is primarily due to cash used to fund the acquisition of Youbet during the nine months ended
September 30, 2010. In addition, we substantially completed our capital expenditures associated with the opening of Calder Casino and purchased
land adjacent to Arlington Park during 2010.

•

The increase in cash used in financing activities is primarily due to the repayment of net borrowings under our revolving loan facilities of $108.8
million during the nine months ended September 30, 2011, which were incurred primarily to finance the acquisitions of Youbet and Harlow’s.

During the nine months ended September 30, 2011, there were no material changes in our commitments to make future payments or in our contractual
obligations. As of September 30, 2011, we were in compliance with the debt covenants of our revolving credit facility. As of September 30, 2011, we have $212
million of borrowing capacity under our revolving credit facility.
Free cash flow, which we reconcile to “Net cash provided by operating activities,” is cash flows from operations reduced by maintenance-related (replacement)
capital expenditures. Maintenance-related capital expenditures are expenditures to replace existing fixed assets with a useful life greater than one year that are
obsolete, worn-out, or no longer cost effective to repair. We use free cash flow to evaluate our business because, although it is similar to cash flow from
operations, we believe it will typically present a more conservative measure of cash flows as maintenance-related capital expenditures are a necessary component
of our ongoing operations. Free cash flow is a non-GAAP measure and our definition may differ from other companies’ definitions of this measure.
Free cash flow does not represent the residual cash flow available for discretionary expenditures and does not incorporate the funding of business acquisitions or
capital projects that expand existing facilities or create a new facility. This non-GAAP measure should not be considered a substitute for, or superior to, cash
flows from operating activities under GAAP.
The following is a reconciliation of free cash flow to the most comparable GAAP measure, “Net cash provided by operating activities,” during the nine months
ended September 30, 2011 and 2010, respectively (in thousands):
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Nine Months Ended
September 30,
2011
2010

Maintenance-related capital expenditures
Capital project expenditures
Additions to property and equipment

$ 11,896
4,906
16,802

$ 10,455
46,038
56,493

Net cash provided by operating activities
Maintenance-related capital expenditures
Free cash flow

$131,632
(11,896)
$ 119,736

$ 55,341
(10,455)
$ 44,886

During the nine months ended September 30, 2011, the decrease in capital project expenditures as compared to the same period of 2010 primarily reflects the
completion of our capital expenditures related to Calder Casino and the Arlington Park land purchase during 2010. The increase in cash provided by operating
activities is primarily due to the recognition of proceeds from the HRE Trust Fund, the expansion of the Gaming and Online segments, and the increased
profitability of the Kentucky Oaks and Derby week.
Recently Issued Accounting Pronouncements
In September 2011, the FASB issued ASU No. 2011-09, Compensation-Retirement Benefits-Multiemployer Plans. ASU 2011-09 is intended to enhance the
disclosure requirements for employers participating in multiemployer pension plans to improve transparency and increase awareness of the commitments and
risks involved with participation in multiemployer plans. The new accounting guidance requires employers participating in multiemployer plans to provide
additional quantitative and qualitative disclosures to provide users with more detailed information regarding an employer’s involvement in multiemployer plans.
The new standard is effective for fiscal years ending after December 15, 2011. The Company has reviewed its level of participation in multiemployer plans and
determined that the impact of adopting this guidance will have no impact on the Company’s condensed consolidated financial statements.
In September 2011, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2011-08, Intangibles-Goodwill and Other: Testing Goodwill for
Impairment. ASU 2011-08 is intended to simplify goodwill impairment testing by adding a qualitative review step to assess whether the required quantitative
impairment analysis that exists today is necessary. Under the amended rule, a company will not be required to calculate the fair value of a business that contains
recorded goodwill unless it concludes, based on the qualitative assessment, that it is more likely than not that the fair value of that business is less than its book
value. If such a decline in fair value is deemed more likely than not to have occurred, then the quantitative goodwill impairment test that exists under current
GAAP must be completed; otherwise, goodwill is deemed to be not impaired and no further testing is required until the next annual test date (or sooner if
conditions or events before that date raise concerns of potential impairment in the business). The amended goodwill impairment guidance does not affect the
manner in which a company estimates fair value. The new standard is effective for goodwill impairment tests performed for fiscal years beginning after
December 15, 2011. We intend to adopt the standard during 2012.
In June 2011, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2011-05, which updates the guidance in ASC Topic 220, Presentation of
Comprehensive Income. ASU 2011-05 specifies that entities are required to present total comprehensive income either in a single, continuous statement of
comprehensive income or in two separate, but consecutive, statements, and that entities must display adjustments for items reclassified from other comprehensive
income to net income in both net income and other comprehensive income. The provisions for this pronouncement are effective for fiscal years, and interim
periods within those years, beginning after December 15, 2011. We intend to adopt the standard during 2012.
In December 2010, the Financial Accounting Standards Board issued ASU No. 2010-29, which updates the guidance in ASC Topic 805, Business Combinations.
The objective of ASU 2010-29 is to address diversity in practice about the interpretation of the pro forma revenue and earnings disclosure requirements for
business combinations. ASU 2010-29 specifies that if a public entity presents comparative financial statements, the entity should disclose revenue and earnings of
the combined entity as though the business combination(s) that occurred during the current year had occurred as of the beginning of the comparable prior annual
reporting period only. ASU 2010-29 also expands the supplemental pro forma disclosures to include a description of the nature and amount of material,
nonrecurring pro forma adjustments directly attributable to the business combination included in the reported pro forma revenue and earnings. ASU 2010-29 is
effective for calendar year41

end companies beginning on or after December 15, 2010. We adopted the standard for the nine months ended September 30, 2011, and there was no impact on
our condensed consolidated financial statements.
ITEM 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

At September 30, 2011, we had $156.0 million outstanding under our revolving credit facility, which bears interest at LIBOR based variable rates. We are
exposed to market risk on variable rate debt due to potential adverse changes in these rates. Assuming the outstanding balance of the debt facilities remain
constant, a one-percentage point increase in the LIBOR rate would reduce annual pre-tax earnings by $1.6 million.
ITEM 4.

CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures
As of the end of the period covered by this report, the Company carried out an evaluation, under the supervision and with the participation of the Company’s
Disclosure Committee and management, including the Chief Executive Officer and the Chief Financial Officer, of the effectiveness of the design and operation of
our disclosure controls and procedures pursuant to Exchange Act Rule 13a-15(b). Based upon this evaluation, the Chief Executive Officer and the Chief Financial
Officer concluded that our disclosure controls and procedures were effective as of September 30, 2011.
(b) Changes in Internal Control Over Financial Reporting
Management of the Company has evaluated, with the participation of the Company’s Chief Executive Officer and Chief Financial Officer, changes in the
Company’s internal control over financial reporting (as defined in Rule 13a-15(f) of the Exchange Act) during the quarter ended September 30, 2011. There have
not been any changes in the Company’s internal control over financial reporting (as defined in Rule 13a-15(f) of the Exchange Act) that occurred during the
quarter ended September 30, 2011, that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial
reporting.
PART II. OTHER INFORMATION
ITEM 1.

LEGAL PROCEEDINGS

HORSERACING EQUITY TRUST FUND
During 2006, the Illinois General Assembly enacted Public Act 94-804, which created the Horse Racing Equity Trust Fund (“HRE Trust Fund”). During
November 2008, the Illinois General Assembly passed Public Act 95-1008 to extend Public Act 94-804 for a period of three years beginning December 12, 2008.
The HRE Trust Fund was funded by a 3% “surcharge” on revenues of Illinois riverboat casinos that met a certain revenue threshold. The riverboats paid all
monies required under Public Acts 94-804 and 95-1008 into a special protest fund account which prevented the monies from being transferred to the HRE Trust
Fund. The funds were moved to the HRE Trust Fund and distributed to the racetracks, including Arlington Park, in December 2009.
On June 12, 2009, the riverboat casinos filed a lawsuit in the United States District Court for the Northern District of Illinois, Eastern Division, against former
Governor Rod Blagojevich, Friends of Blagojevich and others, including Arlington Park (the “Federal Lawsuit”) (Empress Casino Joliet Corp. v. Blagojevich,
2009 CV 03585). While the riverboat casinos alleged violations of the Racketeer Influenced and Corrupt Organizations (“RICO”) Act against certain of the
defendants, Arlington Park was not named in the RICO count, but rather was named solely in a count requesting that the monies paid by the riverboat casinos
pursuant to Public Acts 94-804 and 95-1008 be held in a constructive trust for the riverboat casinos’ benefit and ultimately returned to the casinos. The defendants
moved to dismiss the complaint, and the plaintiffs moved for a preliminary injunction seeking to prevent distribution of the disputed funds from the HRE Trust
Fund to the racetrack defendants, including Arlington Park. On November 20, 2009, the trial court entered a temporary restraining order requiring that any funds
distributed from the HRE Trust Funds to the racetrack defendants be placed in a special interest-bearing escrow account separate and apart from other monies. On
December 7, 2009, the trial court dismissed the constructive trust count of the complaint and denied the plaintiffs’ motion for a preliminary injunction. The
plaintiffs appealed, and the court of appeals stayed dissolution of the temporary restraining order pending the appeal. On March 2, 2011, a three member panel of
the Seventh Circuit Court of Appeals reversed the trial court’s dismissal. We requested the Seventh Circuit Court of Appeals to rehear the matter en banc and, on
April 11, 2011, the Appellate Court issued an order to rehear the matter en banc. That hearing was held on May 10, 2011. On July 8, 2011, the Seventh Circuit
Court of Appeals issued a thirty-day stay of dissolution of the TRO to allow the Casinos to request a further stay of dissolution of the TRO pending their petition
for certiorari to the United States Supreme Court. On August 5, 2011, the United States Supreme Court denied an application by the Casinos to further stay the
dissolution of the TRO. On August 9, 2011, the stay of dissolution expired and the TRO
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dissolved, which terminated the restrictions on the Company’s ability to access the HRE Trust Funds held in this escrow account. Public Act 94-804 expired in
May 2008 and Public Act 95-1008 expired on July 18, 2011, the date the tenth Illinois riverboat license became operational.
Arlington Park filed an administrative appeal in the Circuit Court of Cook County on August 18, 2009 (Arlington Park Racecourse LLC v. Illinois Racing Board,
09 CH 28774), challenging the IRB allocation of funds out of the HRE Trust Fund based upon handle generated by certain ineligible licensees, as contrary to the
language of the statute. The Circuit Court affirmed the IRB’s decision on November 10, 2010, and Arlington appealed this ruling to the Illinois First District
Court of Appeals. Hawthorne Racecourse filed a separate administrative appeal on June 11, 2010, (Hawthorne Racecourse, Inc. v. Illinois Racing Board et. al.,
Case No. 10 CH 24439), challenging the IRB’s decision not to credit Hawthorne with handle previously generated by an ineligible licensee for the purpose of
calculating the allocation of the HRE Trust Fund monies and the IRB’s unwillingness to hold another meeting in 2010 to reconstrue the statutory language in
Public Act 94-1008 with respect to distributions. On May 25, 2011, the Circuit Court rejected Hawthorne’s arguments and affirmed the IRB’s decisions, and
Hawthorne appealed the Circuit Court’s decision. Hawthorne initially asked the court to stay the further distribution of HRE Trust Fund monies pending the
outcome of the appeal. The parties are currently filing briefs.
As of the date of the filing of this Quarterly Report on Form 10-Q, we have received $45.4 million from the HRE Trust Fund, of which $26.1 million has been
designated for Arlington Park purses. We intend to use the remaining $19.3 million of the proceeds to improve, market, and maintain or otherwise operate the
Arlington Park racing facility in order to conduct live racing. The trial court had originally ordered the State of Illinois to pay interest on the funds held in the
special protest fund. The appellate court overturned this order and the Illinois Supreme Court declined to reconsider the appellate court’s decisions. As a result,
the State of Illinois is not obligated to pay interest on these funds. The deadline for the casino plaintiffs to file a petition for certiorari has lapsed and, as a result,
we believe that this litigation is final with respect to Arlington Park.
HIALEAH RACE COURSE
On February 14, 2011, Hialeah Race Course (“Hialeah”) filed a lawsuit styled Hialeah Racing Association, South Florida Racing Association, LLC and Bal Bay
Realty, LTD vs. West Flagler Associates, LTD, Calder Race Course, Inc. and Tropical Park, Inc., (Case No. 11-04617 CA24) in the Circuit Court of the Eleventh
Judicial Circuit in and for Miami-Dade County, Florida. The plaintiffs allege that the defendants, including Calder and Tropical Park, have engaged in unfair
methods of competition and have committed unfair acts and practices by, among other things, engaging in concerted actions designed to prevent the enactment of
legislation to regulate thoroughbred racing dates, coordinating the selection of racing dates among Calder, Tropical Park and Gulfstream Park, soliciting the
revocation of Hialeah’s racing permit which prevented Hialeah from operating, participating in the drafting of a Florida constitutional amendment on slot
machines to ensure that Hialeah was excluded from obtaining the opportunity to conduct gaming under such a constitutional amendment and instituting litigation
challenging the validity of certain legislation in an effort to prevent the operation of slot machines at Hialeah. The plaintiffs have alleged an unspecified amount in
damages. Motions to dismiss on behalf of Calder and Tropical Park were served on March 14, 2011, and March 21, 2011, respectively. A motion to stay discovery
pending consideration of the motions to dismiss has also been filed. The Company is waiting on the court to rule on the three motions.
BALMORAL, MAYWOOD AND ILLINOIS HARNESS HORSEMEN’S ASSOCIATION
On February 14, 2011, Balmoral Racing Club, Inc., Maywood Park Trotting Association, Inc. and the Illinois Harness Horsemen’s Association, Inc. filed a
lawsuit styled Balmoral Racing Club, Inc., Maywood Park Trotting Association, Inc. and the Illinois Harness Horsemen’s Association Inc. vs. Churchill Downs
Incorporated, Churchill Downs Technology Initiatives Company d/b/a TwinSpires.com and Youbet.com, LLC (Case No. 11-CV-D1028) in the United States
District Court for the Northern District of Illinois, Eastern Division. The plaintiffs allege that Youbet.com breached a co-branding agreement dated December
2007, as amended on December 21, 2007, and September 26, 2008, (the “Agreement”) which was entered into between certain Illinois racetracks and a
predecessor of Youbet.com. The plaintiffs allege that the defendants breached the agreement by virtue of an unauthorized assignment of the Agreement to
TwinSpires.com and further allege that Youbet.com and TwinSpires have misappropriated trade secrets in violation of the Illinois Trade Secrets Act. Finally, the
plaintiffs allege that the Company and TwinSpires.com tortiously interfered with the Agreement by causing Youbet.com to breach the Agreement. The plaintiffs
have alleged damages of at least $3.6 million, or alternatively, of at least $0.8 million. On April 1, 2011, the plaintiffs filed a motion for preliminary injunction,
seeking an order compelling the defendants to turn over all Illinois customer accounts and prohibiting TwinSpires.com from using that list of Illinois customer
accounts. On April 18, 2011, the defendants filed an answer and a motion to dismiss certain counts of the plaintiffs’ complaint, and Youbet.com asserted a
counterclaim seeking certain declaratory relief relating to allegations that plaintiffs Maywood and Balmoral breached the Agreement in 2010, leading to its proper
termination by Youbet.com on December 1,
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2010. The preliminary injunction hearing took place on July 6, 2011, and on July 21, 2011, the court denied the preliminary injunction. The parties remain
engaged in the discovery process.
OTHER MATTERS
There are no other pending legal proceedings, other than litigation arising in the ordinary course of our business.
ITEM 1A.

RISK FACTORS

Information regarding risk factors appears in Part I – Item 1A, “Risk Factors” of the Company’s Annual Report on Form 10-K for the year ended December 31,
2010. There have been no material changes from the risk factors previously disclosed in the Company’s Annual Report on Form 10-K.
In addition to risks and uncertainties in the ordinary course of business that are common to all businesses, important factors that are specific to our industry and
Company could materially impact our future performance and results. The factors described in Part I – Item 1A, “Risk Factors” of our Annual Report on Form
10-K are the most significant risks that could materially impact our business, financial condition or results of operations. Additional risks and uncertainties that
are not presently known to us, that we currently deem immaterial or that are similar to those faced by other companies in our industry or business in general may
also impair our business and operations. Should any risks or uncertainties develop into actual events, these developments could have a material, adverse impact
on our business, financial condition or results of operations.
ITEM 2.

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

The following table provides information with respect to shares of common stock repurchased by the Company during the quarter ended September 30, 2011:

Total Number of
Shares Purchased

Period 1
Period 2
Period 3
(1)

7/1/11- 7/31/11
8/1/11- 8/31/11
9/1/11- 9/30/11

—
535(1)
5,455(1)
5,990

Average Price
Paid Per Share

$
$
$

—
42.72
39.03
39.36

Total Number of
Shares Purchased
as Part of Publicly
Announced Plans
or Programs

—
—
—
—

Shares of common stock were repurchased from grants of restricted stock in payment of income taxes on the related compensation.
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Approximate Dollar
Value of Shares
That May Yet Be
Purchased under
the Plans or
Programs

—
—
—
—

ITEM 3.

DEFAULTS UPON SENIOR SECURITIES

Not applicable.
ITEM 4.

REMOVED AND RESERVED

ITEM 5.

OTHER INFORMATION

Not applicable.
ITEM 6.

EXHIBITS

See Exhibit Index.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by
the undersigned, thereunto duly authorized.
CHURCHILL DOWNS INCORPORATED
October 26, 2011

/s/ Robert L. Evans
Robert L. Evans
Chairman of the Board of Directors and Chief
Executive Officer
(Principal Executive Officer)

October 26, 2011

/s/ William E. Mudd
William E. Mudd
Executive Vice President and Chief
Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT INDEX
Number

Description

By Reference To

10(a)

Employment Agreement dated as of October 10, 2011 by and between
Churchill Downs Incorporated and William E. Mudd

Exhibit 10(a) to Quarterly Report on Form 10-Q for the fiscal quarter
ended September 30, 2011

31(i)(a)

Certification of Chief Executive Officer Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

Quarterly Report on Form 10-Q for the fiscal quarter ended September
30, 2011

31(i)(b)

Certification of Chief Financial Officer Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

Quarterly Report on Form 10-Q for the fiscal quarter ended September
30, 2011

32

Certification of CEO and CFO Pursuant to 18 U.S.C. Section 1350, As
Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(furnished pursuant to Rule 13a – 14(b))

Quarterly Report on Form 10-Q for the fiscal quarter ended September
30, 2011

101

Interactive data files pursuant to Rule 405 of Regulation S-T: (i) the
Condensed Consolidated Balance Sheets at September 30, 2011 and
December 31, 2010; (ii) the Condensed Consolidated Statements of Net
Earnings for the three and nine months ended September 30, 2011 and
September 30, 2010, respectively; (iii) the Condensed Consolidated
Statements of Cash Flows for the nine months ended September 30,
2011 and September 30, 2010, respectively; and (iv) Notes to
Condensed Consolidated Financial Statements.*

* Pursuant to Rule 406T of Regulation S-T, the interactive data files on Exhibit 101 hereto are deemed not filed or part of a registration statement or prospectus
for purposes of Sections 11 or 12 of the Securities Act of 1933, as amended, are deemed not filed for purposes of Section 18 of the Securities and Exchange
Act of 1934, as amended, and otherwise are not subject to liability under those sections.
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EXHIBIT 10(a)
EMPLOYMENT AGREEMENT
THIS EMPLOYMENT AGREEMENT (this “Agreement”) is dated as of October 10, 2011 (the “Effective Date”), by and between Churchill Downs
Incorporated, a Kentucky corporation (the “Company”), and William E. Mudd (“Executive”).
WHEREAS, the Company desires to continue Executive’s employment and to embody herein the terms of such continued employment, and considers it to be in
its best interests and in the best interests of its stockholders to employ Executive during the Employment Term (as defined in Section 1 below); and
WHEREAS, Executive is willing to accept such continued employment with the Company upon the terms and conditions of this Agreement;
NOW, THEREFORE, in consideration of the premises and mutual covenants herein and for other good and valuable consideration, the parties hereby agree as
follows:
1. Term of Employment. Unless terminated earlier in accordance with the provisions of Section 7, Executive’s employment under this Agreement shall be
effective for a term commencing on the Effective Date and ending on March 31, 2015 (the “Employment Term”). Thereafter, the Employment Term shall be
automatically extended for subsequent one (1)-year periods unless written notice to the contrary is given by either the Company or Executive at least ninety
(90) days prior to the expiration of the Employment Term or the expiration of any subsequent one (1)-year extension thereof.
2. Position and Duties. As of the Effective Date, Executive shall serve as the Chief Financial Officer and Executive Vice President of the Company. In such
position, Executive shall report directly to the Company’s Chief Executive Officer (the “CEO”) and have such authority, responsibilities, and duties customarily
exercised by a person holding such position and as assigned to him or delegated to him by the CEO. During the Employment Term, Executive will devote
substantially all of his business time and best efforts to the performance of his duties.
3. Base Salary. Beginning on the Effective Date and continuing during the Employment Term, the Company shall pay Executive a base salary (the “Base
Salary”) at the annual rate of $420,000.00, payable in regular installments in accordance with the Company’s usual payroll practices. The Base Salary shall be
prorated in 2011 based upon the proportion of the year remaining as of the Effective Date. The Compensation Committee of the Board shall review and may
consider for increase (but not decrease) at any time Executive’s Base Salary in its sole discretion based on Executive’s performance.
4. Incentive Compensation. Executive shall be eligible to participate in any annual or long-term, cash or equity based, incentive plan or other arrangements
of the Company, as they exist from time-to-time. Executive shall be eligible to participate in an annual performance bonus plan, with a target bonus for each
performance period of 70% of Base Salary.
5. Equity Grants. Executive shall retain all outstanding equity grants awarded prior to the Effective Date, whether or not vested as of the Effective Date, in
accordance with the terms of the applicable plan documents and award agreements, and shall continue to be eligible

for Performance Share Awards under the Terms and Conditions of Performance Share Awards Issued Pursuant to the Churchill Downs Incorporated 2007
Omnibus Stock Incentive Plan, as amended and restated as of December 19, 2008. As of the date the Compensation Committee shall have approved this
Agreement, the Company shall grant Executive 15,000 Restricted Shares of Common Stock which shall vest on March 31, 2015; provided, however, that
March 31, 2015 is prior to a Termination of Employment (as defined in Section 10(s)). Notwithstanding the foregoing, in the event the Executive’s Termination of
Employment is covered under Section 7 (b), (c), (d) or (e), then the Restricted Shares shall vest and the restrictions thereon shall lapse on the later of [1] the date
of such termination or [2] six months after the date of this Agreement.
6. Other Benefits.
(a) Retirement Benefits. During the Employment Term, Executive shall be provided with the opportunity to participate in the Company’s qualified
401(k) retirement plan and non-qualified deferred compensation plan, as may exist from time-to-time, in each case, in accordance with the terms of such plans.
(b) Welfare Benefits. During the Employment Term, Executive shall be provided with the opportunity to participate in the Company’s medical plan
and other employee welfare benefit plans on a comparable basis as such benefits are generally provided by the Company from time-to-time to the Company’s
other senior executives, in each case, in accordance with the terms of such plans.
(c) Miscellaneous Allowance. The Company will provide Executive with an annual allowance of $10,000 to be paid ratably throughout the year
pursuant to the Company’s normal payroll practice, so long as similar benefits are provided to other senior executives. The Company may terminate such benefits
at its discretion.
(d) Reimbursement of Business Expenses. During the Employment Term, all reasonable business expenses incurred by Executive in the performance
of his duties hereunder shall be reimbursed by the Company upon receipt of documentation of such expenses in a form reasonably acceptable to the Company,
and otherwise in accordance with the Company’s expense reimbursement policies.
(e) Indemnification Agreement. The Company agrees to enter into an agreement with Executive whereby the Company shall: (a) indemnify
Executive to the maximum extent allowed under Kentucky law and (b) maintain directors’ and officers’ liability insurance for the benefit of Executive in a form
at least as comprehensive as, and in an amount that is at least equal to, that maintained by the Company at such time for any officer of the Company.
7. Termination. Notwithstanding any other provision of this Agreement:
(a) For Cause by the Company or Voluntary Resignation by Executive Without Good Reason. If Executive is terminated by the Company for Cause
(as defined in Section 10(d)), or if Executive voluntarily resigns without Good Reason (as defined in Section 10(n)), Executive shall be entitled to receive as soon
as reasonably practicable after his date of
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termination or such earlier time as may be required by applicable statute or regulation: (i) his earned but unpaid Base Salary through the date of termination;
(ii) payment in respect of any paid time off days accrued but unused through the date of termination, to the extent provided by Company policy;
(iii) reimbursement for all business expenses properly incurred in accordance with Company policy prior to the date of termination and not yet reimbursed by the
Company; and (iv) subject to Section 7(g), any earned but unpaid annual bonus in respect of any of the Company’s fiscal years preceding the fiscal year in which
the termination occurs (provided, however, that if Executive’s termination is by the Company for Cause and such event(s) and/or action(s) that constitute Cause
are materially and demonstrably injurious to the business or reputation of the Company, then no payment will be made pursuant to this clause (iv)) (the aggregate
benefits payable pursuant to clauses (i), (ii), (iii) and (iv) hereafter referred to as the “Accrued Obligations”); and except as provided herein he shall have no
further rights to any compensation (including any Base Salary or annual bonus, if any) or any other benefits under this Agreement. All equity-based awards shall
be treated as set forth under the terms of this Agreement and the applicable plan, award or agreement. Except for amounts subject to Section 7(g), the remaining
Accrued Obligations shall be paid to Executive in a lump sum amount within sixty (60) days following the Executive’s date of termination. All other accrued and
vested benefits, if any, due Executive following Executive’s Termination of Employment pursuant to this Section 7(a) shall be determined and provided or paid in
accordance with the plans, policies, and practices of the Company; provided such benefits shall be provided or paid no later than the later of (A) sixty (60) days
following Executive’s date of termination or (B) the date provided under the applicable plan, policy or practice of the Company covering such benefits.
(b) Without Cause by the Company or Voluntary Resignation by Executive for Good Reason. If Executive is terminated by the Company other than
for Cause, Disability (as defined in Section 10(i)) or death, or if Executive voluntarily resigns for Good Reason, Executive shall receive: (i) the Accrued
Obligations; and (ii) subject to Section 7(g), (A) cash payments equal to the product of 1.5 times the sum of (x) Executive’s Base Salary plus (y) Executive’s
target bonus for the year of the Termination of Employment, payable in equal installments over the 18 months following Termination of Employment,
(B) treatment of all equity-based awards per the terms of this Agreement and the applicable plan, award or agreement, and (C) the continuation of medical
benefits through the end of the calendar quarter in which Termination of Employment occurs; provided, however, that such benefit shall be reduced or eliminated
to the extent Executive receives similar benefits from a subsequent employer. Except as provided herein, Executive shall have no further rights to any
compensation (including any Base Salary) or any other benefits under this Agreement. Except for amounts subject to Section 7(g), the remaining Accrued
Obligations shall be paid to Executive in a lump sum amount within sixty (60) days following the Executive’s date of termination. All other accrued and vested
benefits, if any, due Executive following Termination of Employment pursuant to this Section 7(b) shall be determined and provided or paid in accordance with
the plans, policies and practices of the Company; provided such benefits shall be provided or paid no later than the later of (A) sixty (60) days following
Executive’s date of termination or (B) the date provided under the applicable plan, policy or practice of the Company covering such benefits.
(c) Termination following a Change in Control. If, during the 2-year period following a Change in Control (as defined in Section 10(e)), Executive is
terminated by the Company other than for Cause, Disability or death, or if Executive voluntarily resigns for Good
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Reason, Executive shall receive: (i) the Accrued Obligations; and (ii) subject to Section 7(g), the benefits set forth in Section 7(b)(ii) (with any payments due
pursuant to clause (A) of Section 7(b)(ii) payable in a lump sum on the sixtieth (60th) day following such Termination of Employment), (B) the vesting of any
then-unvested Restricted Stock granted pursuant to Subsections 5 above, and any then-unvested but outstanding equity granted prior to the Effective Date shall
vest according to the terms of this Agreement and the applicable plan, award or agreement, and (C) a Tax Gross-Up Payment for purposes solely of reimbursing
Executive for the effect of any excise tax under Code Section 4999 with respect to an excess parachute payment under Code Section 280G. Except for amounts
subject to Section 7(g), the remaining Accrued Obligations shall be paid to Executive in a lump sum amount within sixty (60) days following the Executive’s date
of termination.
(d) Death. Following a Termination of Employment for death, Executive’s estate shall be entitled to receive: (i) the Accrued Obligations; and
(ii) subject to Section 7(g), (A) a pro-rata bonus, if any, for the year of death, based on the target bonus for which Executive was eligible for such year, and paid
when bonuses under such applicable bonus plans are normally paid, (B) treatment of all equity-based awards per the other terms of this Agreement and the
applicable plan, award or agreement, (C) all other benefits and payments per the applicable plan or program, and (D) life insurance benefits paid per such
applicable plans. Except as provided herein, Executive’s estate shall have no further rights to any compensation (including any Base Salary) or any other benefits
under this Agreement. Except for amounts subject to Section 7(g), the remaining Accrued Obligations shall be paid to Executive in a lump sum amount within
sixty (60) days following the Executive’s date of termination. All other accrued and vested benefits, if any, due Executive following a Termination of
Employment for death shall be determined in accordance with the plans, policies, and practices of the Company.
(e) Disability. Following a Termination of Employment for Disability, Executive shall be entitled to receive: (i) the Accrued Obligations; and
(ii) subject to Section 7(g), (A) a pro-rata bonus, if any, for the year of Termination of Employment, based on the target bonus for which Executive was eligible
for such year, and paid when bonuses under the applicable bonus plans are normally paid, (B) treatment of all other equity-based awards per the other terms of
this Agreement and the applicable plan, award or agreement, (C) all other benefits and payments per the applicable plan or program, and (D) short-term and longterm disability benefits per the applicable plans. Except as provided herein, Executive shall have no further rights to any compensation (including any Base
Salary) or any other benefits under this Agreement. Except for amounts subject to Section 7(g), the remaining Accrued Obligations shall be paid to Executive in a
lump sum amount within sixty (60) days following the Executive’s date of termination. All other accrued and vested benefits, if any, due Executive following a
Termination of Employment for Disability shall be determined in accordance with the plans, policies, and practices of the Company.
(f) No Mitigation or Offset. In no event shall the benefits set forth in this Section 7 be subject to mitigation or offset.
(g) Release. Notwithstanding any other provision of this Agreement to the contrary, Executive acknowledges and agrees that any and all payments to
which Executive is entitled under this Section 7, which are described as being subject to this Section 7(g) are conditioned upon and shall not be payable unless
(A) Executive, or, if applicable, his or his
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estate’s personal representative, executes a general release and waiver, in such reasonable and customary form as shall be prepared by the Company, of all claims
Executive may have against the Company and its directors, officers, subsidiaries and affiliates, except as to (i) matters covered by provisions of this Agreement
that expressly survive the termination of this Agreement and (ii) rights to which Executive is entitled by virtue of his participation in the employee benefit plans,
policies and arrangements of the Company, within the minimum time period required under applicable state and federal laws, or if no such period, ten business
days following the date of Executive’s termination, and (B) Executive, or, if applicable, his or his estate’s personal representative, has not revoked such release
agreement within the time permitted under applicable law. Payments subject to this Section 7(g) shall commence or be made, as applicable, on the sixtieth
(60th) day after the Termination of Employment, with any payments scheduled to occur between the Termination of Employment and such sixtieth (60th) day
provided on such day.
8. Covenants.
(a) Confidentiality. Executive agrees that Executive will not at any time during Executive’s employment with the Company or thereafter, except in
performance of Executive’s obligations to the Company hereunder, disclose, either directly or indirectly, any Confidential Information (as hereinafter defined)
that Executive may learn by reason of his association with the Company. The term “Confidential Information” shall mean any past, present, or future confidential
or secret plans, programs, documents, agreements, internal management reports, financial information, or other material relating to the business, strategies,
services, or activities of the Company, including, without limitation, information with respect to the Company’s operations, processes, products, inventions,
business practices, finances, principals, vendors, suppliers, customers, potential customers, marketing methods, costs, prices, contractual relationships, including
leases, regulatory status, compensation paid to employees, or other terms of employment, and trade secrets, market reports, customer investigations, customer
lists, and other similar information that is proprietary information of the Company; provided, however, the term “Confidential Information” shall not include any
of the above forms of information which has become public knowledge, unless such Confidential Information became public knowledge due to any act or acts by
Executive or his representative(s) in violation of this Agreement. Notwithstanding the foregoing, Executive may disclose such Confidential Information when
required to do so by a court of competent jurisdiction, by any governmental agency having supervisory authority over the business of the Company and/or its
affiliates, as the case may be, or by any administrative body or legislative body (including a committee thereof) with jurisdiction to order Executive to divulge,
disclose or make accessible such information; provided, further, that in the event that Executive is ordered by any such court or other government agency,
administrative body, or legislative body to disclose any Confidential Information, Executive shall (i) promptly notify the Company of such order, (ii) at the
reasonable written request of the Company, diligently contest such order at the sole expense of the Company as expenses occur, and (iii) at the reasonable written
request of the Company, seek to obtain, at the sole expense of the Company, such confidential treatment as may be available under applicable laws for any
information disclosed under such order.
(b) Non-Compete. During the Employment Term and for one (1) year immediately following a Termination of Employment for any reason,
Executive shall not, without the prior written consent of the Company, participate or engage in, directly or indirectly
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(as an owner, partner, employee, officer, director, independent contractor, consultant, advisor or in any other capacity calling for the rendition of services, advice,
or acts of management, operation or control) any business for a Competitor (as defined below). The term “Competitor” shall mean any entity whose principal
business involves the operation of a pari-mutuel or casino gaming or advance deposit wagering business.
(c) Non-Solicit. During the Employment Term and for one (1) year immediately following a Termination of Employment for any reason, Executive
shall not, without the prior written consent of the Company, solicit or induce any then-existing employee of the Company or any of its subsidiaries to leave
employment with the Company or any of its subsidiaries or contact any then-existing customer or vendor under contract with the Company or any of its
subsidiaries for the purpose of obtaining business similar to that engaged in, or received (as appropriate), by the Company.
(d) Cooperation. Executive agrees that during the Employment Term or following a Termination of Employment for any reason, Executive shall,
upon reasonable advance notice, assist and cooperate with the Company with regard to any investigation or litigation related to a matter or project in which
Executive was involved during Executive’s employment. The Company shall reimburse Executive for all reasonable and necessary expenses related to
Executive’s services under this Section 8(d) (i.e., travel, lodging, meals, telephone and overnight courier) within ten (10) business days of Executive submitting to
the Company appropriate receipts and expense statements.
(e) Survivability. The duties and obligations of Executive pursuant to this Section 8 shall survive the termination of this Agreement and Executive’s
Termination of Employment for any reason.
(f) Remedies. Executive acknowledges that the protections of the Company set forth in this Section 8 are fair and reasonable. Executive agrees that
remedies at law for a breach or threatened breach of the provisions of this Section 8 would be inadequate and, therefore, the Company shall be entitled, in
addition to any other available remedies, without posting a bond, to equitable relief in the form of specific performance, temporary restraining order, temporary or
permanent injunction, or any other equitable remedy that may be then available.
(g) Limitation. If the duration, scope, or nature of any restriction on business activity covered by any provision of Section 8(b) or (c) above is in
excess of what is valid and enforceable under applicable law, such restriction shall be construed to limit duration, scope or activity to an extent that is valid and
enforceable, with such extent to be the maximum extent possible under applicable law. For each of Section 8(b) and (c) above, Executive hereby acknowledges
that such Section shall be given the construction which renders its provisions valid and enforceable to the maximum extent, not exceeding its express terms,
possible under applicable law.
9. Miscellaneous.
(a) Resolution of Disputes and Reimbursement of Legal Costs. Except as otherwise provided in Section 8, the Company and Executive agree that
any controversy or claim
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arising out of or relating to this Agreement or the breach thereof shall be settled by arbitration administered by the American Arbitration Association in
accordance with its Commercial Arbitration Rules then in effect. Venue for any arbitration pursuant to this Agreement will lie in Louisville, Kentucky. Any award
entered by the arbitrator(s) shall be final, binding and nonappealable and judgment may be entered thereon by either party in accordance with applicable law in
any court of competent jurisdiction. This arbitration provision shall be specifically enforceable. Each party shall be responsible for its own expenses relating to
the conduct of the arbitration (including reasonable attorneys’ fees and expenses) and shall share the fees of the American Arbitration Association and the
arbitrator(s), if applicable, equally.
(b) Governing Law. This Agreement will be governed by, and interpreted in accordance with, the laws of the Commonwealth of Kentucky applicable
to agreements made and to be wholly performed within the Commonwealth of Kentucky, without regard to the conflict of laws provisions of any jurisdiction
which would cause the application of any law other than that of the Commonwealth of Kentucky.
(c) Entire Agreement/Amendments. This Agreement contains the entire understanding of the parties with respect to the employment of Executive by
the Company. There are no restrictions, agreements, promises, warranties, covenants or undertakings between the parties with respect to the subject matter herein
other than those expressly set forth herein. This Agreement may not be altered, modified, or amended except by written instrument signed by the parties hereto.
Sections 7 and 8 of this Agreement shall survive the termination of Executive’s employment with the Company, except as otherwise specifically stated therein.
(d) Neutral Interpretation. This Agreement constitutes the product of the negotiation of the parties hereto and the enforcement of this Agreement
shall be interpreted in a neutral manner, and not more strongly for or against any party based upon the source of the draftsmanship of the Agreement. Each party
has been provided ample time and opportunity to review and negotiate the terms of this Agreement and consult with legal counsel regarding the Agreement.
(e) No Waiver. The failure of a party to insist upon strict adherence to any term of this Agreement on any occasion shall not be considered a waiver
of such party’s rights or deprive such party of the right thereafter to insist upon strict adherence to that term or any other term of this Agreement.
(f) Severability. In the event that any one or more of the provisions of this Agreement shall be or become invalid, illegal or unenforceable in any
respect, the validity, legality and enforceability of the remaining provisions of this Agreement shall not be affected thereby.
(g) Successors.
(i) This Agreement is personal to Executive and shall not be assignable by Executive otherwise than by will or the laws of descent and
distribution. This Agreement shall inure to the benefit of and be enforceable by Executive’s legal representatives.
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(ii) This Agreement shall inure to the benefit of and be binding upon the Company and its successors and assigns. The Company shall
require any successor (whether direct or indirect, by purchase, merger, reorganization, consolidation, acquisition of property or stock, liquidation, or otherwise) to
all or a substantial portion of its business and/or assets, by agreement in form and substance reasonably satisfactory to Executive, expressly to assume and agree
to perform this Agreement in the same manner and to the same extent that the Company would be required to perform this Agreement if no such succession had
taken place. Regardless of whether such an agreement is executed, this Agreement shall be binding upon any successor of the Company and such successor shall
be deemed the “Company” for purposes of this Agreement.
(h) Notice. For the purpose of this Agreement, notices and all other communications provided for in this Agreement shall be in writing and shall be
deemed to have been duly given if delivered personally, if delivered by overnight courier service, if sent by facsimile transmission or if mailed by United States
registered mail, return receipt requested, postage prepaid, addressed to the respective addresses or sent via facsimile to the respective facsimile numbers, as the
case may be, as set forth below, or to such other address as either party may have furnished to the other in writing in accordance herewith, except that notice of
change of address shall be effective only upon receipt; provided, however, that (i) notices sent by personal delivery or overnight courier shall be deemed given
when delivered; (ii) notices sent by facsimile transmission shall be deemed given upon the sender’s receipt of confirmation of complete transmission, and
(iii) notices sent by United States registered mail shall be deemed given two days after the date of deposit in the United States mail.
If to the Company, to:
Churchill Downs Incorporated
Attn: General Counsel
700 Central Avenue
Louisville, KY 40208
If to Executive, to
William E. Mudd
4217 Ashleywood Ct.
Louisville, KY 40241
(i) Withholding. The Company may withhold from any amounts payable under this Agreement such Taxes (as defined in Section 10(q)) as may be
required to be withheld pursuant to any applicable law or regulation.
(j) Counterparts and Signatures. This Agreement may be signed in counterparts, each of which shall be an original, with the same effect as if the
signatures thereto and hereto were upon the same instrument. Signatures delivered by facsimile or PDF file shall constitute original signatures.
(k) Code Section 409A. It is intended that any amounts payable under this Agreement and the Company’s and Executive’s exercise of authority or
discretion hereunder
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shall comply with Code Section 409A (including the Treasury regulations and other published guidance relating thereto) so as not to subject Executive to the
payment of any interest or additional tax imposed under Code Section 409A. To the extent any amount payable under this Agreement would trigger the additional
tax imposed by Code Section 409A, the Agreement shall be modified to avoid such additional tax.
10. Definitions.
(a) “Agreement” — see the recitals to this Agreement.
(b) “Base Salary” — see Section 3.
(c) “Board” means the Board of Directors of the Company.
(d) “Cause” for termination by the Company of Executive’s employment with the Company means any of the following:
(i) the willful and continued failure of Executive to perform substantially his duties to the Company (other than any such failure resulting
from incapacity due to disability), after a written demand to cure such failure (the “Demand to Cure”) is delivered to Executive by the Chief Executive Officer
which specifically identifies the manner in which the Board believes that Executive has not substantially performed his duties;
(ii) Executive’s conviction of, or plea of guilty or no contest to (A) a felony or (B) a misdemeanor involving dishonesty or moral turpitude;
or
(iii) the willful engaging by Executive in illegal conduct or gross misconduct which is materially and demonstrably injurious to the business
or reputation of the Company.
For purposes of this definition, no act or failure to act, on the part of Executive, shall be considered “willful” unless it is done, or omitted to be done, by Executive
in bad faith or without reasonable belief that Executive’s action or omission was in the best interests of the Company. Any act, or failure to act, based upon
specific authority given pursuant to a resolution duly adopted by the Board or upon instructions of the Chief Executive Officer or based upon the advice of
counsel of the Company which Executive honestly believes is within such counsel’s competence shall be conclusively presumed to be done, or omitted to be
done, by Executive in good faith and in the best interests of the Company. The Company shall give written notice to Executive of the termination for Cause. Such
notice shall state in detail the particular act or acts or the failure or failures to act that constitute the grounds on which the Cause termination is based and such
notice shall be given within six (6) months of the occurrence of, or, if later, the Company’s actual knowledge of, the act or acts or the failure or failures to act
which constitute the grounds for Cause. Executive shall have sixty (60) days upon receipt of the Demand to Cure in which to cure such conduct, to the extent such
cure is possible.
(e) “Change in Control” means the first to occur of the following events:
(i) the acquisition, directly or indirectly, by any individual, entity or group (within the meaning of Section 13(d)(3) or 14(d)(2) of the
Exchange Act) (a “Person”) of
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beneficial ownership (within the meaning of Rule 13d-3 promulgated under the Exchange Act) of more than 50% of either the then outstanding voting securities
of the Company (the “Outstanding Company Common Stock”) or the combined voting power of the then outstanding voting securities of the Company entitled to
vote generally in the election of directors (the “Outstanding Company Voting Securities”); provided, however that for purposes of this subsection (i), the
following acquisitions shall not constitute a Change in Control: (w) any acquisition directly from the Company, (x) any acquisition by the Company or any of its
subsidiaries, (y) any acquisition by any employee benefit plan (or related trust) sponsored or maintained by the Company or any corporation controlled by the
Company, or (z) any acquisition by any corporation pursuant to a transaction which complies with clauses (A), (B) and (C) of subsection (iii) of this definition;
(ii) individuals who, as of the Effective Date, constitute the Board (the “Incumbent Board”) cease for any reason to constitute at least a
majority of the Board; provided, however, that any individual becoming a director subsequent to the Effective Date whose election, or nomination for election by
the Company’s shareholders, was approved by a vote of at least a majority of the directors then comprising the Incumbent Board shall be considered as though
such individual were a member of the Incumbent Board, but excluding, for this purpose, any such individual whose initial assumption of office occurs as a result
of an actual or threatened election contest with respect to the election or removal of directors or other actual or threatened solicitation of proxies or consents by or
on behalf of a Person other than the Board;
(iii) consummation of a reorganization, merger or consolidation or sale or other disposition of all or substantially all of the assets of the
Company or the acquisition of assets of another entity (a “Corporate Transaction”), in each case, unless, immediately following such Corporate Transaction,
(A) all or substantially all of the individuals and entities who were the beneficial owners, respectively, of the Outstanding Company Common Stock and
Outstanding Company Voting Securities immediately prior to such Corporate Transaction beneficially own, directly or indirectly, more than 50% of, respectively,
the then-outstanding shares of common stock and the combined voting power of the then-outstanding voting securities entitled to vote generally in the election of
directors, as the case may be, of the corporation resulting from such Corporate Transaction (including, without limitation, an entity which as a result of such
transaction owns the Company or all or substantially all of the Company’s assets either directly or through one or more subsidiaries) in substantially the same
proportions as their ownership, immediately prior to such Corporate Transaction, of the Outstanding Company Common Stock and Outstanding Company Voting
Securities, as the case may be, (B) no Person (excluding any corporation resulting from such Corporate Transaction or employee benefit plan (or related trust) of
the Company or such corporation resulting from such Corporate Transaction) beneficially owns, directly or indirectly, 50% or more of, respectively, the thenOutstanding Company Common Stock resulting from such Corporate Transaction or the Outstanding Company Voting Securities resulting from such Corporate
Transaction, except to the extent that such ownership existed prior to the Corporate Transaction, and (C) at least a majority of the members of the Board resulting
from the Corporate Transaction were members of the Incumbent Board at the time of the execution of the initial plan or action of the Board providing for such
Corporate Transaction; or
(iv) approval by the shareholders of the Company of a complete liquidation or dissolution of the Company.
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(f) “Code” means the Internal Revenue Code of 1986, as amended from time-to-time.
(g) “Common Stock” means the common stock, no par value, of the Company.
(h) “Company” — see the recitals to this Agreement.
(i) “Disability” means that Executive becomes “disabled” within the meaning of Section 409A(a)(2)(C) of the Code or any successor provision and
the applicable regulations thereunder.
(j) “Effective Date” — see recitals to this Agreement.
(k) “Employment Term” — see Section 1.
(l) “Exchange Act” means the Securities Exchange Act of 1934.
(m) “Executive” — see recitals to this Agreement.
(n) “Good Reason” for termination by Executive of Executive’s employment means the occurrence (without Executive’s express written consent) of
any one of the following acts by the Company or failures by the Company to act:
(i) the assignment to Executive of any duties inconsistent in any material respect with the position of Executive Vice President and Chief
Financial Officer (including status, office, title and reporting requirements), or the authority, duties or responsibilities of the Executive Vice President and Chief
Financial Officer, or any other diminution in any material respect in such position, authority, duties or responsibilities unless agreed to by Executive;
(ii) the Company’s requiring Executive to be based at, or perform his principal functions at, any office or location other than a location
within 35 miles of the Main Office unless such other location is closer to Executive’s then-primary residence than the Main Office;
(iii) a material reduction in Base Salary;
(iv) a material reduction in Executive’s welfare benefits plans, qualified retirement plan, or paid time off benefit unless other senior
executives suffer a comparable reduction;
(v) any purported termination of Executive’s employment under this Agreement by the Company other than for Cause, death or Disability;
and
(vi) the Company’s notice to Executive of non-renewal of the Agreement, or failure of the parties to reach mutually agreeable revised
extension terms within 60 days following a party’s notice of non-renewal of the Agreement.
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Prior to Executive’s right to terminate this Agreement, he shall give written notice to the Company of his intention to terminate his employment on account of a
Good Reason. Such notice shall state in detail the particular act or acts or the failure or failures to act that constitute the grounds on which Executive’s Good
Reason termination is based and such notice shall be given within six (6) months of the occurrence of the act or acts or the failure or failures to act which
constitute the grounds for Good Reason. The Company shall have sixty (60) days upon receipt of the notice in which to cure such conduct, to the extent such cure
is possible.
(o) “Main Office” means 700 Central Avenue, Louisville, Kentucky.
(p) “Restricted Shares” see Section 5(a).
(q) “Taxes” means the incremental United States federal, state and local income, excise and other taxes payable by Executive with respect to any
applicable item of income.
(r) “Tax Gross-Up Payment” means an amount payable to Executive such that, after payment of Taxes on such amount, there remains a balance
sufficient to pay the Taxes being reimbursed, which amount shall be payable in a lump sum to Executive not later than the end of the taxable year of Executive
next following the taxable year of Executive in which the related Taxes were remitted. The amount of Taxes eligible for reimbursement in one taxable year of
Executive shall not affect the amount of Taxes eligible for reimbursement in another taxable year of Executive.
(s) “Termination of Employment” means a termination by the Company or by Executive of Executive’s employment with the Company.
11. Section 409A. Notwithstanding the foregoing, to the extent required in order to avoid accelerated taxation and/or tax penalties under Code
Section 409A and the rules and regulations thereunder (“Section 409A”), if Executive is a “specified employee” (as defined under Section 409A) as of the date of
his “separation from service” (as defined under Section 409A) from the Company, then any payment of benefits scheduled to be paid by the Company to
Executive during the first six (6) month period following the date of a termination of employment hereunder shall not be paid until the earlier of (a) the expiration
of the six (6) month period measured from the date of Executive’s “separation from service” and (b) the date of Executive’s death. All payments and benefits that
are delayed pursuant to the immediately preceding sentence shall be paid to Executive in a lump sum as soon as practicable following the expiration of such
period (or if earlier, upon Executive’s death) but in no event later than thirty (30) days following such period. To the extent required in order to avoid accelerated
taxation and/or tax penalties under Section 409A, no amount or benefit that is payable upon a termination of employment or services from the Company shall be
payable unless such termination also meets the requirements of a “separation from service” under Section 409A. In addition, the parties shall cooperate fully with
one another to ensure compliance with Section 409A, including, without limitation, adopting amendments to arrangements subject to Section 409A and operating
such arrangements in compliance with Section 409A.
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IN WITNESS WHEREOF, the parties hereto have duly executed this Agreement on dates set forth next to their respective signatures.
WILLIAM E. MUDD
Date: October 10, 2011

/s/ William E. Mudd

CHURCHILL DOWNS INCORPORATED
Date: October 10, 2011

By: /s/ Robert L. Evans
Robert L. Evans
Chairman and Chief Executive Officer
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EXHIBIT 31(a)
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Robert L. Evans, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Churchill Downs Incorporated;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d.

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: October 26, 2011

/s/ Robert L. Evans
Robert L. Evans
Chairman of the Board of Directors and Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 31(b)
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, William E. Mudd, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Churchill Downs Incorporated;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d.

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: October 26, 2011

/s/ William E. Mudd
William E. Mudd
Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

EXHIBIT 32
Certification of CEO and Chief Financial Officer Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002
In connection with the Quarterly Report on Form 10-Q of Churchill Downs Incorporated (the “Company”) for the quarterly period ended September 30, 2011 as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), Robert L. Evans, as Chairman of the Board of Directors and Chief
Executive Officer (Principal Executive Officer) of the Company, and William E. Mudd, as Executive Vice President and Chief Financial Officer (Principal
Financial Officer) of the Company, each hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, to the
best of his knowledge, that:
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
/s/ Robert L. Evans
Robert L. Evans
Chairman of the Board of Directors and Chief Executive Officer
(Principal Executive Officer)
October 26, 2011
/s/ William E. Mudd
William E. Mudd
Executive Vice President and Chief Financial Officer
(Principal Financial Officer)
October 26, 2011
This certification is being furnished to the Securities and Exchange Commission as an exhibit to the Report and shall not be deemed filed by the Company for
purposes of § 18 of the Securities Exchange Act of 1934, as amended.
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the signature that
appears in typed form within the electronic version of this written statement required by Section 906, has been provided to Churchill Downs Incorporated and will
be retained by Churchill Downs Incorporated and furnished to the Securities and Exchange Commission or its staff upon request.

