ELITE TURF CLUB, LLC

September 5, 2024

C. Scott Chaney

Executive Director

California Horse Racing Board
1010 Hurley Way, Suite 300
Sacramento, CA 95825
cschaney@chrb.ca.gov

Re: Public Questions Regarding Computer Assisted Wagering
Dear Scott,

This letter addresses questions submitted by the public to the CHRB in the wake of your
June 20™ board meeting during which Computer Assisted Wagering ("CAW") was a primary
topic of discussion. This letter will not respond to every question received (many of which were
overlapping or duplicative) and instead endeavors to address the most commonly-raised issues
(paraphrasing/synthesizing the questions where necessary for the sake of clarity).

QUESTION 1: Who owns Elite Turf Club (""Elite')?
ANSWER: Elite is owned 80% by 1/ST Racing and 20% by NYRA.

QUESTION 2: Are Elite players granted access to wagering data/pools beyond what is
available to retail customers betting through traditional ADWs or at the racetrack?

ANSWER: No. AmTote delivers the same exact tote feed to Elite players as is delivered to retail
players wagering through traditional ADWs and at a racetrack or OTB. Retail players watching a
video display at a racetrack or OTB may have to wait for the odds display to cycle to the pool
they are interested in. But retail players wagering through a traditional ADW can watch any pool
they choose in real time just as Elite players can. Elite players do not receive any pool data, will-
pays, or other information that is not available to retail customers. Elite players do not see the
individual bets that make up the pool totals, nor can they see how much has been wagered by
location. In short, there is only one tote feed, and all wagering customers receive that same feed
whether at a racetrack or OTB, or betting through a traditional ADW or through Elite.

QUESTION 3: Can Elite players place and/or cancel bets after the wagering pools have
been closed to retail customers?

ANSWER: No. The wagering pools at a host track close simultaneously for all guest locations
wagering into those pools. It is not possible for any player (including any Elite player) to place a
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wager after the pools have closed. AmTote possesses detailed time synchronized transactional
logs and Inter Tote System Protocol (ITSP) logs between its respective guest hubs and host
racetrack hubs, archived indefinitely. AmTote can clearly demonstrate the time that each wager
transaction was received and validate that it was before the time of the stop betting command.
The only time an Elite player (or any other player) would be able to wager after a race starts is
the extremely rare circumstance where a track steward fails to close the wagering pools for a race
due to human error. In that circumstance, the wagering pool would remain open for all guest
locations until the error is rectified.

With respect to bet cancelations, Elite players are forbidden from canceling bets regardless of the
time or the reason.

QUESTION 4: Is it true that Elite players can wager directly into the pari-mutuel pools
whereas regular retail players don't have that ability? If so, how is that fair?

ANSWER: Elite players do not have direct access to racetracks' pari-mutuel pools. All Elite
wagers are processed through an AmTote hub and then sent by AmTote to the respective host
pari-mutuel pools via industry standard protocol. This is the same wager flow as takes place with
a retail account wagering customer betting through Xpressbet, TVG or TwinSpires. The Elite
wagers can be placed more quickly than manual retail wagers, but they do not flow directly into
the pools.

QUESTION 5: Are Elite players guaranteed the ability to place bets faster than non-Elite
players?

ANSWER: AmTote can process up to 2,000 bets per second from a single client, and any
customer with the technical wherewithal to wager at this threshold is welcome to do so. That
said, the California racetracks define a player placing more than five bets per second as a CAW
player and CAW players are subject to onerous requirements such as (i) a thorough vetting
process including initial and ongoing background checks as well as source of funds verification,
(11) a separate TRA code through which all wagers are tracked, (iii) an absolute restriction on
canceling wagers, and (iv) the requirement to develop an application programming interface that
communicates with the Amtote hub (from which the wagers are sent by AmTote to the
respective host pari-mutuel pools via industry standard protocol) which is necessary because
Elite does not maintain a consumer-facing Graphical User Interface. Consequently, many
potential Elite customers have decided to remain "non-CAW" customers after deciding that the
benefits of placing wagers more quickly are outweighed by the burdens and expense of having to
operate a CAW account.

240706.4 MCM 2



ELITE TURF CLUB, LLC

QUESTION 6: How does one become an Elite customer? What are the requirements of
membership?

ANSWER: Elite does not recruit players and instead operates strictly on an inquiry/referral basis.
A typical year may bring two or three earnest inquiries/referrals most of which do not reach
fruition. Elite has added a total of less than five new customers in the last four years. During that
time period a similar number of Elite players have had their accounts closed for failure to meet
the minimum wagering threshold described below. Total membership hovers between 12-20
players at any given time. While an account with Elite must be held in the name of a single
individual, all Elite players have hired support personnel to aid in their wagering activities (e.g.
develop betting algorithms/models, build technical infrastructure, handle administrative tasks,

etc.).

All prospective Elite players must undergo a thorough vetting process that includes an initial
background check and completion/certification of various due diligence forms. Prospective
players who pass this phase of the application process must then demonstrate the ability to
develop technical infrastructure necessary to communicate with AmTote for the purpose of
placing bets. Finally, the prospective player must meet Elite's minimum wagering threshold of
$20 million per year, subject to an appropriate ramp-up period. Once a player begins wagering
the player is subject to ongoing semi-annual background checks as well as strict anti-money
laundering protocols.

Each Elite player is issued a unique TRA code so that every wager through Elite can be tracked
to a specific player. Elite players can (and many do) have multiple sub-accounts which they
utilize for various purposes. For example, a player may want to keep his Thoroughbred and
harness wagers separate so he maintains a separate sub-account for each. But all sub-accounts
roll up under the unique TRA code so all wagers placed by the player can be traced back to him.
No player is allowed to have multiple TRA codes.

Under normal industry practice, no TRA code can bet into the pari-mutuel pools of a US
racetrack without the consent of such racetrack. Therefore, even if a new player is approved by
Elite, such player must still be approved by each racetrack prior to betting into that racetrack's
pools. Certain jurisdictions also require regulatory approval for each new TRA code betting into
the pari-mutuel pools.

QUESTION 7: Retail players have soured on the game because they feel unable to compete
with Elite players. Shouldn't this spur the industry to curtail Elite's operation?

ANSWER: The very nature of pari-mutuel wagering mandates that winning players cash tickets
at the expense of losing players. Players who make the greatest investment into handicapping
and betting infrastructure will naturally be rewarded more often than others. This is not an
indictment on everyday horseplayers who may not have the time or resources needed to enhance
their betting operation... it is simply a reflection of reality in a competitive wagering
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environment. Removing Elite players from the equation would not necessarily result in the retail
players winning more; it would only empower the next level of "sharps" while dramatically
hurting liquidity in the pools. Therefore, when addressing disillusioned retail customers, the
industry might be best served increasing access to wagering tools rather than curtailing Elite
players that have invested significantly in the game.

QUESTION 8: With regard to California racetracks, what percent of total handle across
all pools is derived from CAW?

ANSWER: Each racetrack individually determines its handle objectives and accepts or restricts
CAW play in accordance with those goals. For example, Santa Anita Park believes that in a
healthy betting ecosystem CAW play should hover around 20% of its total handle (plus or minus
a few percent), and should have a win rate (meaning cashed tickets divided by wagers) that is not
materially higher than 90%. For the most recently-completed calendar year, the CAW play on
Santa Anita Park races was within these parameters. CARF, Del Mar, and Los Alamitos may set
different targets and use the tools at their disposal (host fees, pool restrictions, etc.) to achieve
the desired balance between retail and CAW play.

QUESTION 9: What percent of CAW handle on races conducted at Del Mar and Santa
Anita Park goes back to the California horsemen?

ANSWER: Roughly four percent (4.00%) of every CAW dollar bet into the pools at Del Mar and
Santa Anita Park is funneled into the respective track's purse account and set aside for horsemen
participating in live racing. This is true for all CAW platforms (Elite, RGS, etc.) because the
California tracks charge them all the same fees. The roughly four percent (4.00%) figure from
CAW is materially more than is contributed to the purse accounts at Del Mar and Santa Anita
Park from wagers made at many brick & mortar wagering locations such as Las Vegas casinos,
racetracks in other states, and OTBs in states like Kentucky, New York and Florida.

QUESTION 10: Horseplayer advocate groups have called on racetracks to lower their
blended takeout rate across all pools... 12% has been cited as an ideal number. If this came
to fruition but with the caveat of no rebating, would Elite players continue to wager? If yes,
would their handle be affected?

ANSWER: Yes. Elite players would continue to wager, but their handle would decrease
materially. The idea of an across-the-board takeout decrease has been widely discussed in the
industry. Aside from the impact on CAW play, such a takeout decrease would present
opportunities and also many challenges which are beyond the scope of this letter.
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QUESTION 11: Is the stability of the tote system impacted by Elite players placing wagers
in the last few seconds before the pools close? Are these wagers the cause of the late odds
changes that the betting public finds so frustrating?

ANSWER: Late odds shifts are frustrating to everyone, including CAW players. But they are
becoming more and more of a reality of pari-mutuel wagering given the continuing shift of
horseracing customers away from brick & mortar wagering and toward online wagering. Even
customers physically located at a racetrack no longer have to walk to a mutuel window, stand in
line, and get their bets down early in order to avoid being shut out. Customers can now stay in
their seats and bet at the last moment using a traditional ADW account.

As a result of the shifting manner in which horseplayers get their bets down, an ever-increasing
percentage of the pari-mutuel pools now come in during the last minute or two. Yes, this
includes CAW bets processed by Elite, but it also includes bets from regular retail horseplayers.
The extent to which Elite players are the "cause" of late odds shifts is a function of what
percentage of late money is CAW money, and also a function of whether multiple CAW players
back the same horse(s).

Santa Anita Park regularly conducts audits of a random sampling of races to determine what
percentage of late money is coming from CAW versus from retail players. The audit also
includes an analysis of how correlated the CAW wagers were, and whether the CAW players
won or lost money on the race. In a recent sampling of Santa Anita Park win pools, CAW wagers
constituted an average of approximately 17% of the pools studied, and constituted approximately
43% of the wagers coming into the pools in the last 60 seconds. So yes, CAW wagers did
contribute to any late odds shifts that may have occurred in those pools; but 57% of the cause
must be assigned to non-CAW players. Interestingly, in several of the races included in the
random sampling, the CAW players collectively lost 100% of the wagers they placed. So in
those races retail players with winning tickets received a higher payoff than they would have
expected based on the odds at 60 seconds before off time.

QUESTION 12: How come the win odds on the video screen I am watching sometimes
change after the gates have opened and the horses are already racing?

ANSWER: The common industry practice is for the host racetracks' stewards to close betting
pools (i.e., issue a stop betting command) when the gate opens at the beginning of the race. This
stop betting command is disseminated to the entire commingling network near instantaneously,
at which point the tote can no longer accept wagers. However, it typically takes between 3-5
seconds after the stop betting command for Amtote (which is the tote operator for all California
racetracks) to receive all win pool data from all guest operator hubs around the world. Upon
receipt of the data, it takes on average roughly 10-12 seconds to have the resultant odds
calculated and updated, along with exotic pool totals and will pays. Thus, the actual odds are
known roughly 13-17 seconds after the last bet is taken (prior to the stop betting command). But
sometimes there can be additional delays in the posting of the win odds to third-party video
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display devices such as television feeds, website streams, and sometimes even infield tote
boards.

QUESTION 13: Bill Nader of the TOC stated at the CHRB meeting: ""So what we're trying
to do is make sure that the core customers and the retail market is not feeling too much of a
pinch because if they are and their money dries up too quickly, or their experience is not up
to their expectation, then we do run the risk they'll go away. And that's not good for
anyone, including CAW, because CAW needs a robust retail market to deliver them a
sustainable business model. So even talking to CAW, they would agree that that balance
has to be protected and preserved. Otherwise, everyone is going to be worse off, including
them in the long run." It seems that TOC and the California racetracks are offering up
retail players as payment to the CAW that prey upon the retail players. Is this true?

ANSWER: No. Nader's point was that we must always respect the core retail segment of our
customers to ensure that they are treated fairly regarding effective takeout. Nader's view is that if
we fail to do this and the effective takeout on the core retail segment is too high, then we have
failed at every level.

QUESTION 14: How has Elite's management determined that allowing Elite players to
wager into the pools at California racetracks increases the effective takeout for retail
players by two and a half percent (2.50%)?

ANSWER: The impact of winning players on the rest of the players in the pool is a function of
the winning players' percentage of the pool and win rate. This is true whether the winning
players are CAW players or non-CAW "sharp" players.

The statement made by Elite management does not apply to all racetracks. As discussed above,
each racetrack individually determines its handle objectives and accepts or restricts CAW play in
accordance with those goals. Santa Anita Park believes that in a healthy betting ecosystem CAW
play should hover around 20% of its total handle (plus or minus a few percent), and should have
a win rate (meaning cashed tickets divided by wagers) that is not materially higher than 90%.
Santa Anita Park is operating within these parameters, but CARF, Del Mar, and Los Alamitos
may set different targets and use the tools at their disposal (host fees, pool restrictions, etc.) to
achieve the desired balance between retail and CAW play.

As for the calculation referenced by Elite management, assume (a) a 20% takeout, (b) 80% of the
pool is retail money, (¢) 20% of the pool is CAW money, (d) the CAW money has a win rate of
90%, and (e) a total pari-mutuel pool of $100,000. The impact of the CAW players on the retail
players can be determined as follows:
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Theoretical CAW Return= 20% x 80% x $100,000 = $16,000
Actual CAW Return=20% x 90% x $100,000 = $18,000

CAW Win Above Theoretical= $18,000- $16,000 = $2,000
Theoretical Retail Return= 80% x 80% x $100,000 = $64,000
Actual Retail Return= $64,000- $2,000 = $62,000

Actual Retail Win Percentage= $62,000 / $80,000 =0.775 =77.5%
Actual Retail Takeout= 100% - 77.5% = 22.5%

The above calculation is not intended to show that CAW is good or is bad. It is merely a
mathematical calculation of the impact winning players have on the rest of the players if the
winning players constitute 20% of the pari-mutuel pool and win at 90% instead of 80% (against a
theoretical takeout of 20%). As discussed above, in a pari-mutuel pool the winners always cash
tickets at the expense of the losing players. [f CAW players were excluded from the pools of the
California racetracks tomorrow, there would still be winning players. And those winning players
would cause a takeout increase on the rest of the players in the pools.

QUESTION 15: What entities regulate Elite? Is the CHRB involved? Does HISA apply?

ANSWER: Pursuant to the Interstate Horseracing Act in general, and California horse racing law
in particular, the CHRB is authorized to grant or deny permission for a wagering operator to take
bets on racing conducted in California. Consequently, the CHRB could restrict Elite customers
from the pools of the California racetracks if such restriction was for a valid regulatory purpose
and not arbitrary, capricious or otherwise unlawful. HISA has no jurisdiction over betting
activities and thus is not involved in supervising Elite.

Racetrack operators play an important role in regulating Elite's activities by determining an
acceptable ratio of CAW play to retail play and adjusting host fees paid by Elite players (which
incentivizes more/less wagering) to achieve the desired balance. Under the Interstate Horseracing
Act, horsemen's groups in most states (including the TOC in California) have consent rights to
the sale of racetrack simulcast signals to wagering platforms such as Elite.

In addition to the above, Elite itself closely monitors the wagering activity of its customers. Elite
conducts a daily handle review, and its employees are trained to identify any appearance of
suspicious activity and comply with anti-money laundering best practices. Moreover, existing
Elite customers are subject to semi-annual background checks as well as periodic audits
conducted by certain host tracks. Also, Elite's U.S. wagering license is overseen by the North
Dakota Horse Racing Commission which employs a robust regulatory framework related to
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advance-deposit wagering, and Elite's international wagering license is issued and overseen by
gaming regulators in Curacao.

QUESTION 16: Does Elite contribute to California racing by making donations to local
racing-related charities?

ANSWER: Elite is owned by 1/ST Racing and NYRA, two of the largest contributors to racing-
related charitable causes in the industry. Affiliates of Elite, including its parent company 1/ST
Racing, its sister company Los Angeles Turf Club (which operates Santa Anita Park), as well as
Elite customers and personnel donate to local racing charities including, but not limited to,
CARMA, Winners Foundation, The California Thoroughbred Horsemen's Foundation, and The
Race Track Chaplaincy. They also help finance various programs that assist the backstretch
community at Del Mar and Santa Anita Park.

QUESTION 17: What is Elite's annual profit?

ANSWER: Elite primarily provides value to its owners (1/ST Racing and NYRA) by driving
handle on the 1/ST and NYRA racetracks, which handle generates significant host fees that the
tracks share with their horsemen in the form of purses. That said, Elite does tum a profit by
charging its members a service fee, which fee is a small fraction of the fee charged by traditional
ADW platforms such as TwinSpires, TVG and Xpressbet. As stressed during the June 20™
CHRB meeting, Elite's financials are confidential and therefore Elite does not believe it is
appropriate to share them publicly. However, Elite is willing to provide racing stakeholders
(including the CHRB) with information needed to help illuminate Elite's economic model as it
relates to the California racetracks.

QUESTION 18: Over the past decade have any executives/leadership (or their spouses) at
the Thoroughbred Owners of California (TOC) or California Horse Racing Board (CHRB)
been hired by Elite or received compensation for services rendered to Elite (e.g. consulting
work)?

ANSWER:No.

QUESTION 19: Outside of CAW players and their representatives, and employees of Elite
Turf Club, California racetracks and the TOC, have representatives from any other
organizations been involved in CAW-related negotiations between CAW players and the
California racetracks over the past ten years? If so, explain the circumstances.

ANSWER: Yes. Elite is not the only CAW operator with players who have wagered on the
California racetracks over the past decade. RGS and Velocity (owned by Churchill Downs) also
operate as CAW platforms and thus have engaged in negotiations on behalf of their customers
with the California racetracks regarding CAW activities.
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QUESTION 20: Do either of the owners of Elite (1/ST Racing and NYRA), or any of their
affiliates, have any ownership interest in any of the Elite players?

ANSWER:No.

Please let me know if you have any further questions.
Best regards,

Scott J. Daruty Oh éJ

President
Elite Turf Club

Cc: Bill Nader/TOC
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