Frequently Asked Questions

How does RCR differ from other partnership programs?

First, we are regionally biased towards the central corridor of the U. S. While we will
take a horse where its talent indicates it can compete and where we stand to make the best
possible financial return for its partners, our primary focus is the heartland of the U.S.

Second, we are principally a pay for performance racing entity.
If our horses are winning or sell for large sums of money, RCR
as the management company receives a 10% commission.
Unlike many other racing partnerships, the margin we place on
the acquisition is small, there are no management fees, and the
expenses are passed through on a dollar-for-dollar basis. As
owners in each horse we manage, we try to keep costs low.

Third, we don’t buy the most expensive horses, nor the least
expensive. We buy in a range that we believe provides the
most opportunity for success as related to the capital invested.

How does RCR choose its horses?

First, our focus is on yearlings at auction. Second, we look for athleticism, conformation,
a good mind and the right amount of pedigree to be a potential winner of stakes races.

Why yearlings?

We are of the belief that too low of a price will not
gain these qualities and we also believe too high of a
price introduces more risk than most of our owners
wish to accept in something as unpredictable as a
thoroughbred race horse. We believe the “sweet spot”
of the market is in the $35,000 to $65,000 range for
yearlings. There are multiple examples of horses
purchased in the $1,000,000+ range that went on to
success and many examples to the contrary
(remember 2006, the Green Monkey at $16,000,000).

- There are very few examples of horses like Kentucky

Derby Winner Mine That Bird that was sold at
auction for $9,500. In our sweet spot there tend to be
a wide selection, some examples in 2008 and 2009
include horses such as: Curlin $57,000 yearling,
Zenyatta $60,000 yearling, Careless Jewel $40,000
yearling, Vale of York $36,000, Dancing in Silks
$26,000, etc.

Many partnerships buy two-year-olds in training, however, we believe that many two-
year-olds at those sales have been prepped in the months leading up to the auction solely



for performance at the auction. Their training, care,
diet, etc. has all been geared towards recording a
blindingly fast single furlong run and looking the part
over the two to three day auction. For many of these
two-year-olds, that day is their Kentucky Derby (the
financial reward of their owners is hinged to that
sale). All of this prep work and the demand of that
breeze (often times too early in the horse’s = FEEEEEEEE S M
development) may actually set back the appropriate S e
training of the horse. Additionally, the prices required at these sales to buy truly
promising horses, are typically well above the RCR target budget.

Should I invest more in one horse or less in multiple horses?

Different fractional owners have different opinions.
Some say, “If I own less than 10 to 25% I don’t feel
- as attached to the horse and its racing career and am
less likely to make a decision to travel to see the horse
run.” A counter opinion offered by many is that by
spreading ownership at lower levels over multiple
horses you have more action going at any one time
and less risk of disappointment if one of your horses
is not performing. Possibly not surprising, it is hard
to distinguish the 5% owner from the 50% owner when the shouting begins as the
thoroughbred is making his stretch run for the wire.

Why might I choose to invest in a filly?

Fillies tend to be at marginally lower acquisition costs, but
have lesser purse opportunities in female-restricted races.
However, the residual value for fillies is greater on average.
A filly with a modest, but respectable race record combined
with a strong pedigree often has future value as a broodmare.

Why might I choose a colt or gelding?

Typically there are more stakes races with higher purses
presented for colts and geldings. Obviously the Triple
Crown Series and most well known races tend to be run by
the boys (that is until Zenyatta and Rachel Alexandra came
along). A colt or gelding must earn their living on the race
course, as only the most outstanding colts each year have the opportunity to be a stallion
and otherwise, have very little residual value. The only exception is the rare colt that is a
shining star prior to the three-year-old Classic Series or is retired to stud, will usually
return substantial financial rewards.




Is there a minimum share requirement?

A minimum one (1) share commitment (4.5%) is strongly encouraged. If multiple shares
are being purchased 2 shares will be discussed on a case-by-case basis.

Why does one (1) share equal 4.5%?

Royal Colors Racing typically purchases a minimum 10%
ownership position.  Thus, the remaining 90% is
represented by 20 shares. Also, most states require all
owners with an ownership interest of 5% or greater to be
licensed, so in some, but not all, cases the 4.5%
ownership level prevents the added cost of getting
licensed.

How much does it cost?

Costs vary depending on the progression of
the horse and the racing campaign it
pursues. A typical racehorse will cost $65-
$75 per day when training at a remote site
and $100-$110 per day when in training at a
racing facility. Costs can escalate if unusual
occurrences demand unique veterinarian
care. Costs will also increase if a horse is
being transported frequently or over great
distances and if nomination fees are being
paid for Stakes Races. On the other hand, if
a horse is travelling and the partnership is paying fees it is usually because the horses is
competing at higher levels and is hopefully winning substantial purses. One should
estimate the total annual cost to be approximately $35,000 to $40,000.

What will be the return on my investment?

There are no financial guarantees. For every
financial home run hit in horse racing, there are a
lot more strike outs. We try to minimize the risk by
purchasing quality horses that have every right to be
competitive, but they are living animals that are
often as fragile as they are strong, and you can’t see
their heart until they run. While we cannot promise
a positive financial return on one’s investment, we
can promise it will be one of, if not the most fun
investment you will ever make.




Does RCR charge a management fee?

No. Many racing partnerships charge a monthly fee
whether the horse is racing or not. We don’t.

Does RCR profit on the horse’s maintenance
cost?

No. We pass expenses through just as we receive
them. Some companies get volume discounts or
credits based on volume of business, yet still bill
their members at retail rates. If we get a discount,
then the members receive that discount.

Does RCR profit on the sale of each
thoroughbred?

If a horse is sold, Royal Colors Racing reduces the
sales proceeds by a 10% retained commission.

How does RCR make money?

When the partnership gets paid, we get paid. Most other partnerships make money from

' g the minute they sell the horse to the members.
Profit margins added to the price presented for the
horse are often 25 - 100% of the actual acquisition
cost. Our model is based on a much lower margin
added to the purchase price of the horse and we
are compensated if our management of the horse,
with member input, results in the horse winning
purses and potentially selling in the future or
being syndicated to stud.

How are race purses paid?

Typically the purse is divided as based on finishing position. Below is an example of
how a $100,000 stakes purse might be distributed:

Finish Percentage Earnings
1" Place 60% $60,000
2" Place 20% $20,000
3" Place 10% $10,000
4™ Place 5% $5,000
5™ Place 3% $3,000
Others 2% $2,000




How much will I receive from purse winnings?

As an owner you will receive funds based on your percentage of ownership in the horse.
Here are estimated examples of a first and second place finish in a $45,000 purse race:

First Place Second Place
Purse Awarded $27,000 (60%) $9,000 (20%)
Trainer Commission $2,700 (10%) $900 (10%)
Jockey Commission $2,700 (10%) $450 (5%)
Management Commission $2,700 (10%) $900 (10%)
Stable/Groom’s Bonus $270 (1%) -
Pony-to-Post Fee $20 $20
Workman’s Compensation $60 $60
Winner’s Circle Photo $18 -
Purse Return to Partners $18,802 (69%) $6,670 (74%)

How often will I have to pay expenses or receive
disbursements?

RCR will bill for estimated training and other
expenses in advance each quarter. If purse earning
for the prior quarter are in excess of this amount, you
will receive a check for the balance of the proceeds.

Will I receive financial and tax information?

Yes, a quarterly statement will be sent with your .
invoice or purse reimbursements. In addition, you &
will receive a Schedule K-1 Statement for your tax
return no later than March 15" of each year.

Do you carry mortality insurance on the horses?

We purchase a one-year mortality policy on each yearling we purchase and maintain it
for the first 12-months. It is our opinion, that the first year is the most risky time in a
thoroughbred’s development. They are being broken, introduced to riders for the first
time, introduced to race tracks and unfamiliar environments and possibly seeing their first
races. This insurance is very affordable, approximately 3% of the auction price. To
continue to insure a horse after it begins racing is more expensive, often times four to six
percent of the horse’s value. We have chosen not to insure at that level. Any individual
partner can insure their respective interest in the horse. If you are interested in doing so,
we can put you in touch with multiple insurance firms we would recommend in the
industry.



Can I exit my partnership?

No. Once you become a member of a partnership you
will receive any financial returns coming to the
partnership and also be liable for your representative
interest in the partnership until it is terminated or
dissolved. There is not an easily accessed secondary
market for partnerships, so if you are interested in
selling or transferring your membership, you will need
to find your own buyer.

How are partnerships ended?

Partnerships can be ended in multiple ways. The most lucrative of these is through a
successful racing campaign culminated by a colt being retired to stud or a filly sold at
auction as a broodmare. Other successful
horses may be sold privately if a majority
of the ownership interest in the horse
votes to accept an external offer.
Typically a horse is raced as long as it is
competitive and able to provide returns to
the partnership. If a horse fails to compete
at the level desired by the partnership the
manager may recommend that the horse
be entered in claiming races. If a horse is
claimed, the partnership is ended. Finally,
if a horse fails to thrive as a racehorse,
develops an ailment that prevents future
racing, or injures itself to the point of halting its racing career, then the partnership will
entertain selling the horse or simply giving it away to a good home. If the horse is to be
given away, a member of the partnership can ask to take or place the horse.

Will I be kept informed?

Royal Colors Racing exists because of its member
partners. It is our obligation to keep you informed.
The primary method of doing so is through email and
the RCR website. Updates on each horse will be
emailed weekly. In addition, a monthly newsletter is
| sent to all owners. The cumulative update and
& newsletter history is also updated to the website
monthly. When a horse is scheduled or tentatively

- = scheduled to race you will be notified and
unscheduled updates will be provided if there is pertinent information to be shared.




How involved can I be? What access will I have to my horse and its races?

As an owner you may visit your horse and watch its workouts either at the pre-training
facilities or when the horse is training at a race track. Letting the RCR managing
member or the trainer know will ensure your visit is expected. You may visit your horse

at its stables. On race days you will
be present in the paddock area, able
to meet with the trainers and
jockeys, and will hopefully end the
race in the winner’s circle. Royal
Colors Racing has access to suites or
preferred seating at some tracks and
can usually arrange private dining or
seating for its owners attending their
horse’s race. In addition, we will
occasionally host conference calls
with the trainer to discuss current
training and race plans with the
horses in which you have ownership.

HT'.'EP'-

How will I know when my horses are racing?

How many partners are usually in each partnership?

Typically from 8 to 12.

Will I get to know any of the other partners?

Absolutely. A big part of the fun is sharing the ownership
Typically we will try to coordinate suite,
seating, or dining reservation in the same area for all of the
Royal Colors Racing members in attendance.

experience.

Emalls will be sent to each partner notlfylng them of a horse being entered in a race. If

their horse is nominated for any stakes races,
this will be shared as well. Stakes races are
scheduled well in advance, other racing
opportunities are published in a track’s
condition book typically two to four weeks in
advance of published racing opportunities. The
trainer will attempt to enter our horse into a race
typically 48 to 96 hours in advance of the race.
Once the track has reported its entries, we will
share information regarding the race promptly




Will I need to be a licensed thoroughbred owner in the states where my horse races?

Yes...or maybe no. One of the few frustrating aspects of racing horses is the various
licensing nuances throughout each state. Every state with pari-mutual wagering has a
State Racing Commission that has its own set of rules. Owners, even partial owners, in
most cases must be licensed. Different states however, do not require a license below
certain thresholds. Shown below is a sample of racing states and their requirements. It is
not all bad news though, by being a licensed owner you typically receive the following

benefits:

¢ Free admission to tracks

® Free upgraded or valet parking

e Access to the paddock and stable areas

e Priority reserved seating

e Often times an owner concierge that can

help make your arrangement when you
have a horse running.

STATE Fee (per year) | 5% or more 10% or more | Any % owner
Arizona $36 X
Arkansas $30 X
California $50 X
Delaware $50 X
Florida $40 Name on Ownership Papers only — RCR
Illinois $25 X
Indiana $35 X
Iowa $10 X
Kentucky $150 Name on Ownership Papers only — RCR
Louisiana $25 X
Maryland $75 ($100 yrl) X
Michigan $25 X
Minnesota TBD X
Nebraska TBD X
New Jersey $50 Name on Ownership Papers only — RCR
New York $50 ($186 yrl) X
Ohio $50 X
Oklahoma $50 X
Ontario $120 X
Pennsylvania $90 X
Texas $100 X
Virginia $50 X
West Virginia $15 X




Is now a good time to be buying a racehorse?

Each individual needs to answer that question on their own, but, in our opinion it is as
good of a time as the industry has presented in the past decade. While handle and purses
were both off about 10% in 2009, the average and median price at auction was off nearly
25%. The total foal crop has been reduced from a consistent 37,000 per year through
2006 to potentially the lowest crop in 33 years, 30,000 foals in 2010. So, while purses
may be down 10%, the number of horses competing for those purses is less at this point
and the value one is getting at auction is substantially better than in prior years. For those
buying a 2009 yearling, your chance of winning the Kentucky Derby just improved from
one in 37,000 to one in 34,000.
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Historically how do yearlings purchased at auction, such as Keeneland September
Yearlings perform?

Each horse is different, thus history may not be a good indicator, but the table below
shows the statistical results of ten years worth of yearlings sold at Keeneland’s
September sale. These numbers represent all sold horses, however, the typical Royal
Colors Racing yearling is purchased at a price point in the top third among those sold.
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Statistically, how many thoroughbred foals experience a successful racing career?

The numbers shown in the chart below are typically much stronger for those born from
sires ranking among the top 1% of all sires. The majority of Royal Colors Racing horses
are offspring from Sires that rank or have ranked in that top 1%.

Averages for the Breed

Averages for the Breed statistics are designed to provide a baseline to
evaluate the performances of contemparary racenorses, sires, and dams.
Statistics shown in the column on the left below reflect the worldwide
performances of all named foals born in North America between 1992-
2001 . Statistics in the column on the right reflect the same data for foals
by the top 1% of all sires by total earnings for the same decade. All statis-
tics are based on data in the Jockey Club Information System's world-
wide database. The Jockey Club database includes complete records
for racing in the United States, Argenting, Australia, Brazil, Canada,
England, France, Germany, Hong Kong, Ireland, ltaly, Japan, Puerto Rico,
Saudi Arabia, and United Arab Emirates for soma, but not all of tha years
covered by these statistics.

Statistics below are designed to give a snapshot of whal an average
“good” horse should accomplish.

All foals, 1992-2001 Foals by top 1% of sires

Starters/foals Ba.1% Fa.4%

Winners/foals (starters) 46.2% (67 8% 58.6% (77.6%)

Repeat winners/foals (starters) 37.3% (54.8%) 51.85% (6B.4%)

Stakes-placed/foals [starters) 5.35 (7.9%) 9.4% (12.4%)

Stakes winners/foals (starters) 3.4% (5.0%) T.0% (9.3%%)

Graded SWifoals (starters) 0.6% (0.2%) 2.3% {3.0%)

Grade 1 SW/feals (starters) 0.1% (0,254 0.6% (0.8%)

Two-year-old starters/foals 32.2% 39.2%

Two-year-old winners/foals [2yo strirs)  10.4% (32.3%4) 14.B% (37.3%)

Two-year-old SW/foals (2yo strirs) 1.0% (2.9%) 1.7% (4.4%)

Three-year-old starters/foals ET.0% BE.7 %

Four-year-old starters/foals 45.8% 52.6%

Five-year-old and up starters/foals 29.09 34.0%

Avg. career starts/foal 14 16

Avg. career starts/starter 20 21

Avg. winning distance in fur. 6.73 .

Avg. winning turf distance in fur. 7.92 8.06

Avg. earnings/starter 542 298 80,304

Avg. earnings/starter male {female} 548,606 (335,770) 505,884 (5G64.281)

Avg. earnings/start $2,078 33810

Avg. earnings/start male {femalg) F2.073 (32 085) 3,652 ($4,080)
| Average Racing Index 1.09 195

I
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How do I get started?

Simply contact us. Ask any questions you may have about ownership with RCR, the
horses available, or our team. If you remain interested, we will send you a participation
agreement and the operating agreement for signature and funding and at that point...you
are off the races.



