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Horse racing in Maryland has undergone significant changes since its inception
more than 250 years ago. Many of these changes occurred in the last two decades as
competition for the legal gambling dollar increased and resulted in State financial relief.
The industry in Maryland has generally mirrored national trends, with a decline in market
share to other commercial gambling. Maryland’s harness tracks have been more
negatively affected than the thoroughbred tracks.

The Evolution of Racing in Maryland

Maryland’s long history of horse racing began in 1743, with the creation of the
Maryland Jockey Club formed to supervise a track located in Annapolis. In the early
1900s, horse racing was so fashionable that Alfred Vanderbilt was given Pimlico and
Laurel for his 21st birthday. By 1950, horse racing had expanded to include four mile
thoroughbred tracks, five half-mile thoroughbred tracks, and four harness tracks. Daily
license fees were $6,000, with tracks vying for the limited number of live racing days.
The State wagering tax rate was as high as 7 percent. As the only outlet for legalized
gambling, the horse racing industry was doing relatively well.

However, by the mid-1970s, competition for the legal gambling dollar was
changing the face of horse racing in Maryland. Tracks were consolidated, as well as the
ownership of those tracks. In order to help support live racing, Sunday racing, off-track
betting, and intertrack wagering were introduced. Daily license fees dropped to $25. A
major decrease in the State wagering tax rate in 1985 was followed by another drop in
1997. Other types of relief were granted as well, and an executive/legislative commission
was created to study ways to improve the financial viability of the racing industry.
Important changes that have occurred since 1980 follow.

Regulation - Commission Consolidation and Alternatives to Live Racing
® The Thoroughbred Racing Board and the Harness Racing Board were combined

into a seven-member Racing Commission, with the membership eventually
increased to nine.
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Sunday racing was authorized for all the tracks in 1983, with the exception of
Pimlico which did not receive authorization until 1987,

The Maryland General Assembly authorized the Commission to establish a system
of telephone betting at the tracks in 1984.

The State was given the first right of refusal if the Preakness is offered for sale.

Intertrack wagering and the receipt of out-of-state simulcasts was authorized in
1988. Full authorization to conduct “cross breed” simulcasting, whereby harness
tracks could receive in-state thoroughbred signals and vice versa, was authorized
in 1990, but did not begin until 1993.

Satellite simulcasting was authorized in 1992, with the first of five facilities
opening in 1993. A request to open a sixth facility is pending.

Track Ownerships - Changing Hands

Laurel Raceway’s name was changed to Freestate after it was sold to Frank De
Francis and Martin Jacobs in 1980. The racing operation (not the land) was sold
in 1987 to Mark Vogel, who had controlling interests in Rosecroft since 1984 and
Ocean Downs since 1986. Racing ceased at Freestate in 1989 and the land was
sold to a developer.

Rosecroft and Ocean Downs were purchased out of foreclosure in the early 1990s
by Colt Enterprises, Inc., then sold in 1995 to Cloverleaf Enterprises, Inc. Bally’s
provided financing and obtained an agreement that it could purchase a majority
interest in the tracks if legalized gambling was expanded in Maryland.

In May, Bally’s purchased Ocean Downs from Cloverleaf.

Bowie was sold by the Canadian company Gibralter Parimutuel to the Cohens,
owners of the Maryland Jockey Club and Pimlico, in 1983. The Cohens, in turn,
sold a half interest to John Schapiro.

Frank De Francis and Robert and John Manfuso purchased Laurel from John
Schapiro in 1984 and the Maryland Jockey Club and Pimlico from the Cohens in
1986. The half interests in Bowie were part of both purchases, resulting in full
ownership of Bowie by the partners. Joe De Francis purchased the ownership
interests of the Manfuso brothers in 1994.
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Financial Relief - Nearly $20 Million Since 1985

The 1985 Package. For the mile thoroughbred tracks (Pimlico and Laurel), the
daily license fee was reduced from $1,000 to $25 and the State wagering tax was
reduced from 4.09 percent to .5 percent. For the harness tracks (Freestate,
Rosecroft, and Ocean Downs), the State wagering tax was reduced from .75
percent to .5 percent except for Ocean Downs, which would remain tax exempt
until 1992 because of its low level of average daily wagering. The State also
relinquished its 50 percent share of the breakage at the harness tracks to the tracks.

The package totaled $11.7 million, split $11 million to the thoroughbred industry
(tracks: $7 million; purses $3.5 million; Bred Fund $.5 million) and $.7 million
to the harness industry (tracks and purses: $.2 million each; Bred Fund $.3
million).

The 1997 Package. For one year only, $5 million is diverted from the State
Lottery for purses, the state wagering tax is reduced from .5 percent to .32 percent
with the $1 million difference to be distributed to purses, and $500,000 of
uncashed parimutuel tickets from thoroughbred races is diverted from the State to
the Maryland Million, Ltd. to support the Maryland Million races. Beginning with
fiscal 1998, the State is assuming the responsibility for payment of the personnel
costs of the Maryland Racing Commission’s 48 “additional” employees from the
tracks, with the exception of pension contributions, relieving the tracks of nearly
$2 million of annual expenses.

The package totaled about $8.5 million, with an estimated one-year benefit to the
thoroughbred industry of $6.4 million (ongoing benefit of $1.6 million) and for the
harness industry, $2.1 million (ongoing $.4 million).

National Trends in Horse Racing Show a General Decline

Based on observations of Arthur T. Johnson and Scott Messersmith, authors of

recent papers on this issue, horse racing in the United States is in general decline. Data
from the 1996 Fact Book and the August 1997 publication of International Gaming &
Wagering Business support their observations.

For several decades, horse racing has lost market share to other forms of
commercial gambling. Horse racing’s market share was around 28 percent in the
1960s. By 1982, this share had fallen to 9 percent. In 1995 and 1996, horse
racing’s share had dropped to 2.7 percent and 2.6 percent, respectively.
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L] Although horse racing handle (the total wagered) has continued to increase, other
competitors for the gambling dollar show far greater growth. From 1982 to 1996,
the average annual growth in wagering on horses was 1.8 percent, compared to
lotteries at 18.3 percent and casinos at 11 percent. From 1995 to 1996, horse
racing handle increased by 1.5 percent, compared to 4 percent for casinos, 47
percent for video gaming devices, and 11 percent for state lotteries.

L Horse racing’s total handle has increased only because of simulcasting. From 1982
to 1996, the average annual decline in live handle was 6 percent. During the same
period, simulcasting showed an average annual increase of 8 percent. From 1995
to 1996, live handle decreased by 14 percent while simulcasting increased by 9
percent.

° The number of live thoroughbred races run has declined each year since 1990, with
20 percent fewer live races run in 1996 compared to 1990, and a 6 percent drop
from 1995 to 1996.

° Purses have continued to increase because of the combination of fewer races and
increased handle from simulcasting.

Maryland Horse Racing Trends Generally Mirror the National Trends

® As shown in Exhibit 1, the national trends of market share loss, fewer live racing
days, growth in simulcast wagering at the expense of live race wagering, and purse
growth also exist in Maryland, although the trends are less distinct. The exception
is total wagering, which has shown inconsistent patterns.

® Of the $2.3 billion spent in Maryland in 1996 on legalized gambling, 25 percent
was spent on horse racing and 50 percent was spent on the lottery. From 1990 to
1994, lottery sales grew on average 4.3 percent per year while wagering on horse
racing grew on average 1.1 percent per year.

® The number of live days dropped by 25 percent from 565 in 1994 to 422 in 1996,
with simulcasting days increasing by a similar amount.

° Since its introduction, simulcast wagering has shown an increase every year at the
expense of on-track wagering on live races. In 1996, about 40 percent of total
wagering was by fans at the tracks on live race days, although nationally this figure
is nearer 33 percent.

® Average daily purse distributions have generally increased.
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° Total wagering peaked in 1994 at $587 million, but decreased to $547 million in
1996, due in large part to poor performances at the harness tracks.

Maryland’s Thoroughbred Tracks Hold Their Own While the Harness
Tracks Struggle

Compared to harness racing, Maryland thoroughbred racing attracts six times the
number of fans, with four and one-half times the level of wagering. Although exporting
races out-of-state is a growth business for all of Maryland’s tracks, it is “big” business at
the thoroughbred tracks. In 1996, the amount wagered out-of-state on live races at
Pimlico and Laurel was slightly more than that wagered off-track in Maryland. At
Rosecroft, the amount was slightly less.

Exhibits 2 through 4 show the last three and one-half years of wagering,

attendance, purse statistics, and profitability for Maryland’s thoroughbred and harness
tracks. Some observations follow.

The Maryland Jockey Club (Pimlico and Laurel)

° The Maryland Jockey Club has been profitable each year shown, with 1995 a
relatively good year as evidenced by the level of wagering, purse distributions, and
profits.

® Pimlico and Laurel generally track the national trends, with the exception of a rise
in attendance and a decrease in purses for the first six months of 1997.

Maryland’s Harness Tracks - Rosecroft and Ocean Downs

° Both Rosecroft and Ocean Downs are struggling. Since the early 1980s, Rosecroft
has changed ownership four times. During the same period, Ocean Downs has
changed ownership five times.

® Combined losses have been incurred each year shown, although the level of loss
has declined under the ownership of Cloverleaf.

® The trends at the harness tracks do not uniformly reflect the national trends.
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° Rosecroft has shown significant declines in every category since 1994 with the
exception of races sold out-of-state and average daily purse distributions.
Although unusual, on-track wagering at Rosecroft outpaces off-track wagering;
however, this spread is closing.

b Ocean Downs shows no consistent patterns, reflecting a minimal but erratic
number of race days and a clear struggle to stay open. Although the numbers
shown for 1997 look promising, the track is having difficulty attracting a field of
horses since the opening of Harrington (in Delaware) two weeks ago.

Summary

The horse racing industry in Maryland and around the country has been faced with
many challenges since its virtual monopoly over the legal gambling market ended by the
1970s. Numerous strategies have been employed over the years to stem the tide. Despite
all of the efforts, the challenge identified by Scott Messersmith as “dwindling consumer
demand” still exists and must be addressed if horse racing is to remain a viable industry.



