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Abstract

Nationally, the number of Thoroughbred mares bred decreased over the past two decades.
Thoroughbred breeding in Kentucky grew for most of this time period but has decreased
in recent years. In spite of the recent declines, Kentucky has gained market share and
remains the dominant state in the Thoroughbred breeding industry. In 2010, Kentucky
accounted for 43 percent of the Thoroughbred mares bred in the US. Kentucky assists the
horse industry by allocating the sales tax from stud fees to fund awards to breeders based
on their foals’ performances in races, shows, or contests. The state also allocates a
portion of pari-mutuel tax revenue to supplement horse racing purses. Recent declines in
Thoroughbred breeding and pari-mutuel wagering have led to less funding for these
assistance programs. In 2010, Kentucky’s Thoroughbred breeding industry created an
estimated 17,600 Kentucky jobs within the industry and in other sectors that provide
goods and services to the industry. The total earnings for all jobs created were estimated
to be more than $350 million.






Legislative Research Commission Foreword
Program Review And Investigations

Foreword

The authors would like to thank Lisa E. Underwood, executive director, and Jamie H. Eads,
director of Division of Incentives and Development, with the Kentucky Horse Racing
Commission; and David L. Switzer, executive director of Kentucky Thoroughbred Owners and
Breeders Inc.

Robert Sherman
Director

Legislative Research Commission
Frankfort, Kentucky
December 8, 2011






Legislative Research Commission Contents

Program Review And Investigations

Chapter 1

Chapter 2

Contents
....................................................................................................................................... vii
: Overview Of Kentucky’s Horse Breeding Industry.........ccccoecvveeiiiiniiiinciiiiieeee e 1

MaJOr CONCIUSIONS ...ttt ettt ettt e be e 1
Characteristics Of Kentucky Thoroughbred Farms ............ccccoevieviieiienciiiiieeieeeee. 2
Farm SIZe ....ooeieeieeeeee et 4

Farm EmMPIOYMENT .....cc.ooviiiiiiiiieiiccieeieeee et 5

Farm INCOME ......ooiiiiiiiiie et 6

How Kentucky Became The World Horse Breeding Capital ...........ccccoovveriieiiennnnnne. 9
€ eT0) 0} o VSRS 11

Trends In Thoroughbred Breeding............cccoovvieiiiiiiiiiieiieieie e 12
MaAres BIed.......oooiiiiiieee e 12

FOAIS ..t 15
COMPETING SEALES ..vveeeuvieeeiiieeiieeeiieeeiteeeeieeesteeesteeesaeeessaeeessseeessseeessseeensseennns 18

Trends In The Thoroughbred Racing Industry ..........cccoeviieiiieniiiiiiiniieeceiee 21
: Kentucky’s Programs To Assist The Equine Breeding Industry ............cccocoeiinenn 27
Kentucky Breeders Incentive FUnds ..........cccooviiiiiiiiiiiiieniieieieceeeeeee e 27
FUNAING .o 28
Kentucky Thoroughbred Breeders Incentive Fund.............ccccoeviieiiiiinnnnnne. 30
Proposed Changes..........cooueiiiaiiiiiiiiieeeeeee e 32

AWATAS .t 33

Kentucky Standardbred Breeders Incentive Fund ............cccooooiviiiiiniiinnnen. 34
Recommendation 2.1 ..............ccoeveeeceeneeecianieeieesie e 35

Kentucky Horse Breeders Incentive Fund...........cccooviiiiiiiiiiiiiiiiecee e 36
Equine Programs Funded By The Pari-Mutuel TaX ........ccccoevvevienenieniencnieneeeee, 38
Kentucky Thoroughbred Development Fund ............ccccoeevivieiiieinciieiieeee. 41
Kentucky Standardbred Development Fund.............ccoooveeiiiiiiiiiieniiiiee, 42
Unclaimed Pari-Mutuel TiCKets .........c.ooiiiiiiiiiiiiieeeeeeeeee e 44
Incentive Programs In Other States ...........cccoviiiiiiiiiiienieiieie e 44
FIOTIA@ ..o 45
INAIANA ... e 45
LOUISTANA . ..ttt ettt ettt e 45

INEW YOTK ettt 46
PennNSYIVANIA .....ovieiiieciie e e e en 46

WESE VITZINIA ..eiiiiiiiiiiieiiecie ettt ettt e e be e b e enseenes 47

Sales Tax Exemptions Related To Kentucky’s Equine Industry..........ccccceevveenennnnee. 48

il



Contents Legislative Research Commission

Program Review And Investigations

Chapter 3: Economic Contribution Of Kentucky’s Thoroughbred Breeding Industry.................. 53
Estimating Total Economic Contribution ............cc.eeevvieeiieeeiieesiieeeieeeeiee e 53
Estimated Contribution To Spending In Kentucky..........c.ccoevieriiiiiiiniieniiniiciieee 55
Estimated Contribution To Kentucky Employment ............cccccoeeiiiiiiiiiniiiicieeees 56
Estimated Contribution To Kentucky Earnings...........cccoeeveevieniieiiieniieenienie e 58
WOTKS CIEEA ...ttt et st b e et b et st et e bt et e eaeenas 59
Appendix A: How This Study Was Conducted.............coovueiiiiniiniiiiieiiieieee e 61
Appendix B: Kentucky Thoroughbred Industry SUIVEY ......ccceoviiiiiiiiiiiiieieeeie e 63
Appendix C: Thoroughbred Breeding Incentive Fund Awards ...........cccoevieviiinienciienienieee, 71
Tables
1.1 Surveyed Thoroughbred Farms BY TYPe.....cccveiiiiiiiiiiiiiieiieeiiecie ettt 3
1.2 Horse Ownership At Surveyed Thoroughbred Farms ..........ccccoeeviieeiiieiiiiecieeie e, 3
1.3 Acreage Of Surveyed Kentucky Thoroughbred Farms ...........cccccoevviiiniiniiiinieiiiiieeenee, 4
1.4 Horses Per Surveyed Thoroughbred Farm In 2010 ........cccoeiiiiiiiiieiiiieeeee e 5
1.5  Full-Time Employees Per Surveyed Thoroughbred Farm In 2010 .......cc.ccccevveniiiiniennenne. 6
1.6 Annual Income Per Surveyed Thoroughbred Farm In 2010...........ccccvveiiiieiiieeniieeieeeee, 7
1.7 Sources Of Income For Surveyed Thoroughbred Farms In 2010...........cccooieviiinieniiennns 8
1.8 Sales Income By Farm Size For Surveyed Thoroughbred Farms In 2010 .......................... 8
1.9  Foaling Area Of Kentucky-Sired Registered Foals, 2005 To 2009..........cccccvveeviriennenens 20
1.10  Thoroughbred Breeders Awards And Purse Supplements In Kentucky
And Selected States, 2000 T 2000 ......uumiiiieiiiiieeeeieeee e 25
2.1 Deposits To The Kentucky Thoroughbred Breeders Incentive Fund,
Fiscal Year 2006 To Fiscal Year 2011 .....oooiiiiioiiiiiieie e 30
2.2 Stallions And Mares Registered With The Kentucky Thoroughbred Breeders
Incentive Fund, 2007 TO 2011 ...oooiiiiiiiiiiieeeeeeeeeeee ettt 31
2.3 Award Structure Of The Thoroughbred Breeding Incentive Fund.............ccccoevveniennnne. 32
2.4 Kentucky Thoroughbred Breeders Incentive Fund Awards To Breeders,
2000 TO 2010 ..ttt ettt ettt ettt ettt et ettt b et eneenees 33
2.5  Deposits To The Kentucky Standardbred Breeders Incentive Fund,
Fiscal Year 2006 To Fiscal Year 2011 .....oooiiiiiiiiiiiiiiececee e 35
2.6 Deposits To The Kentucky Horse Breeders Incentive Fund,
Fiscal Year 2006 To Fiscal Year 2011 .....oooiiiiiiiiiiiiiieceeeeeeeeeeeceee e 36
2.7  Kentucky Horse Breeders Incentive Fund, 2010 ..........cccooiiiiiiiiiiiiieieeeecceeeee 37
2.8 Pari-Mutuel Tax Rates On Live Racing As A Percentage Of Amount Wagered.............. 39
2.9 Distribution Of Pari-Mutuel Tax Rate On Intertrack And Simulcast
Wagers At Thoroughbred Tracks.......c.oocviiiiiiiieiieciieieeeeee e 39
2.10  Distribution Of Pari-Mutuel Tax Revenue, Fiscal Year 2000 To Fiscal Year 2011 ......... 40
2.11  Kentucky Thoroughbred Development Fund Purse Supplements, 2006 To 2010 ............ 42
2.12  Kentucky Sales Tax Exemptions For Equine, Crop, Livestock, Poultry, And
Alternative Agriculture Production............cceeeiieiiieiiieiiecieeieee e 49
2.13  Equine Industry Fees And Sales Exempted From Sales Tax By State..........ccccccccvceeneenee. 49
2.14  Sales Tax Exemptions For Equine Industry Inputs By State..........cccceecveviieviienienciienen, 50

iv



Legislative Research Commission Conte

nts

Program Review And Investigations

3.1

3.2
33

34
3.5

3.6

1.A
1.B
1.C
1.D
1L.LE
1.F
1.G
1.H

1.1
1.J

1.K

2.A

2.B

2.C

Estimated Total Kentucky Spending Associated With The Thoroughbred Breeding
INAUSEEY TN 2010 10ttt e e et e e eta e e e e e e esaaeeenbaeennsaeeens
Distribution Of Estimated Indirect Spending By Industry In 2010 .........c.ccccvieviieniiennennne.
Estimated Kentucky Employment Associated With The Thoroughbred Breeding
INAUSETY TN 2010 ..ciiiieiie ettt ettt st e et eesbeebeeenseenseeenne
Distribution Of Estimated Indirect Employment In 2010 By Industry.........cccceevveeennnnn.
Estimated Kentucky Annual Earnings Associated With The Thoroughbred

Breeding Industry IN 2010 ......c.viiiiiieieeeeeeee et e en
Distribution Of Estimated Indirect Earnings In 2010 By Industry .........ccccooevievieniienennne.

Figures

Thoroughbred Mares Bred In The US, 1991 To 201 1.....cceeiiiieiiiiiiiiieciieieeeeee e
Thoroughbred Mares Bred In 2010.........cccuiiiiiieiiiieceieceeee e e
Percentage Of US Thoroughbred Mares Bred In Kentucky, 1991 To 2011......................
Mares Bred, Foals, And Live Foal Rate In The US, 1991 To 2010 .....cccoovvvvvviivinrnnnnnneen.
Foal Crop In Kentucky And Rest Of US, 1991 To 2010......cccoevceeeviieniieiieniieiieee e
Kentucky’s Percentage Of US Foal Crop, 1991 T0 2010.......cceoveviieriieiiiieeiee e
Foals Born In Kentucky, Six Selected States, And Remaining States, 1991 To 2009 ......
Percentage Of Foals Born In Kentucky, Six Selected States, And Remaining States,
TOOT TO 2000 ...ttt ettt ettt ettt ettt e
US Thoroughbred Pari-Mutuel Wagering, 1996 To 2010 ..........cccoveeeiieencieeeieeeieeeene
Consumer Spending On Thoroughbred Pari-Mutuel Wagering, Lotteries, And

Casino Gaming In The US, 1993 T0O 2009 ......ccooiiieiiieeiieeieeeee e
Thoroughbred Purses From Handle And Purse Supplements In The US,

1993 TO 2000 ...ttt ettt ettt ettt ettt et n et et e neeaeeneens
Deposits To Kentucky Breeders Incentive Funds, Fiscal Year 2006

TO FISCAl YA 20T 1.eeeiiiiiiiieieee ettt e
Kentucky Thoroughbred Breeders Incentive Fund, Races Resulting In Awards,

2000 TO 2070 .ttt ettt ettt ettt ettt sae e et ae et eneennes
Deposits To The Kentucky Standardbred Development Fund,

Fiscal Year 1994 To Fiscal Year 2011 .....ooouiiiiiiiiiiiiiiecccceeeeeeeeeee e






Legislative Research Commission Summary

Program Review And Investigations
Summary

The Program Review and Investigations Committee directed staff to examine Kentucky’s
Thoroughbred farms, identify trends related to the Thoroughbred breeding sector, examine
programs designed to assist the industry, and estimate the economic contribution that
Thoroughbred breeding farms make to the state. The report has one recommendation.

Survey Of Kentucky Thoroughbred Farms

Owners and managers of 150 Kentucky Thoroughbred farms responded to a survey done as part
of this study. The results of the survey indicated a small percentage of the farms accounted for
most of the horses, income earned, and spending by Thoroughbred farms in Kentucky.

For most of the respondents, the primary focus of their operations related to the broodmares they
owned and the sales of the offspring produced. Twenty-five percent of the respondents indicated
their operation was diversified, and that in addition to having broodmares of their own, the farm
offered a range of services such as boarding, training, sales preparation, and stud services.
Twenty percent of the farms boarded horses for others and depended on boarding fees for most
of their income.

Based on the survey results, the average Thoroughbred farm in Kentucky is 369 acres with

59 horses. Most of the horses on the Thoroughbred farms surveyed were owned by the farm, but
40 percent were owned by others and boarded at the farm. Two-thirds of the farms had fewer
than 50 horses each, accounting for 24 percent of the total horses. One-third of the farms each
had more than 50 horses; these farms accounted for 76 percent of the total horses.

A majority of the farms indicated they had full-time and part-time employees. Seventy-eight
percent of the employees were full time, and 22 percent were part time. More than 60 percent of
the farms had 5 or fewer employees. The average number of full-time employees on the farms
that responded to the survey was 13; the average number of part-time employees was 4.

Farms that responded to the survey earned income from stud fees, from weanling and yearling
sales, and by providing boarding services to clients. Other income earned by these farms came
from sales preparation fees and commissions. Most of the income generated by the
Thoroughbred farms that responded to the survey was concentrated among a relatively small
percentage of the farms.

History

Prior to the early 20" century, Kentucky’s position in the Thoroughbred industry varied
significantly. Sometimes, Kentucky was the leader or among the leaders in the industry; at times
other states or regions were dominant. A key cause for the variability was that wealthy owners of
farms and racetracks were willing and able to move their operations from one state to another.
Kentucky’s reemergence in the early 20" century as the leader in horse breeding was
accompanied by increased dependence on professionals such as managers and trainers to oversee
day-to-day operations of farms. Horse farms have also become more intertwined with local
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economics through the farms’ dependence on services such as specialized veterinary care and
feed operations.

Trends In The Thoroughbred Breeding Industry

A key measure of the Thoroughbred breeding industry is the number of mares bred each year.
Kentucky remains the dominant Thoroughbred breeding state, leading the nation in the number
of Thoroughbred mares bred and the number of foals produced.

Since 1991, the number of Thoroughbred mares bred in the US has decreased by more than

40 percent. Comparatively, the number of mares bred in Kentucky demonstrated strong growth
during the 1990s but has grown at a slower pace since 2000. Over the past 4 years, the numbers
of mares bred in Kentucky, the US, and states other than Kentucky have declined.

Kentucky has captured a larger share of the Thoroughbred breeding market. The number of
mares bred in the US has fallen as the number of mares bred in Kentucky has increased. During
the past 2 decades, the percentage of US mares bred in Kentucky has continued to climb,
reaching 43 percent in 2010.

The number of foals registered each year is commonly referred to as the foal crop. The trends in
the foal crop for the US and Kentucky mirror the trends for the number of mares bred.
Kentucky’s share of the US foal crop has grown from 19 percent in 1991 to nearly 34 percent in
2010.

Staff compared Kentucky’s annual foal crop to foal crops of six states that compete with
Kentucky in the Thoroughbred breeding industry: Florida, Indiana, Louisiana, New Y ork,
Pennsylvania, and West Virginia. The annual foal crop in these six states increased over the past
two decades, but the rate of growth was less than the growth in Kentucky’s foal crop.

Thoroughbred Racing Industry

The Thoroughbred racing industry has experienced increasing competition from other forms of
gaming such as lotteries and casinos. The racing sector grew during the 1990s as a result of off-
track wagering, but in the past several years a weak economy and increased competition have led
to nearly across-the-board declines in the racing sector.

Over the past decade, some states began to provide assistance to the industry. Assistance has
been mainly in the form of breeders awards and purse supplements. West Virginia was the first
state to use gaming receipts to supplement Thoroughbred purses. A number of states have
followed suit by increasing their purse supplements with gaming receipts or a combination of
revenue sources.

viii
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Kentucky’s Programs To Assist The Equine Industry

Kentucky provides assistance to its horse breeding industry primarily by allocating the sales tax
collected from stud fees to three breeders incentive funds established in 2006. The Kentucky
Horse Racing Commission administers the funds. Eighty percent of the sales tax from stud fees
is allocated to the Thoroughbred Breeders Incentive Fund, 13 percent is allocated to the
Standardbred Breeders Incentive Fund, and 7 percent is allocated to the Horse Breeders Incentive
Fund.

KRS 230.802(2)(b) directs the Kentucky Horse Racing Commission to promulgate
administrative regulations for disbursing awards from the Standardbred Breeders Incentive Fund.
No such regulations have been issued.

Recommendation 2.1

The Kentucky Racing Commission should promulgate administrative regulations
establishing the conditions and criteria for the distribution of money from the Kentucky
Standardbred Breeders Incentive Fund.

Awards from the breeders incentive funds are paid to breeders based on how their horses
perform in races, shows, or contests. To qualify for an award, the foals produced by the horse
breeder must be Kentucky sired, Kentucky bred, or both.

In fiscal year 2006, the breeders incentive funds received $16.2 million. In the past 4 fiscal years,
allocations to these funds have fallen as the number of mares bred and stud fees have declined. In
FY 2011, $11.6 million was distributed to the three funds.

Additional assistance is also provided to the horse industry via the pari-mutuel tax. A portion of
this tax is dedicated to the Thoroughbred Development Fund, which provides purse supplements
to the owners of Kentucky-sired, Kentucky-bred horses that win races in the commonwealth. The
Standardbred Development Fund is also funded by a portion of the pari-mutuel tax. It and the
Standardbred Breeders Incentive Fund serve as the funding source for purses for the Kentucky
Sire Stakes series of Kentucky races for 2- and 3-year-old trotting and pacing fillies and colts.
Revenue collected from the pari-mutuel tax has declined from more than $18 million in FY 2000
to just less than $11 million in FY 2011. As a result, less money has been allocated to the
Thoroughbred Development Fund and the Standardbred Development Fund.

Economic Contribution

Kentucky’s Thoroughbred breeding industry contributes to the state’s economy directly through
the workers it employs and expenditures by the farms to purchase products and services from
other businesses. Staff used the survey results from Kentucky Thoroughbred farms and economic
multipliers to estimate the contribution the Kentucky Thoroughbred breeding industry makes to
Kentucky’s economy.
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Staff estimated that spending within the Thoroughbred breeding industry was approximately
$912 million in 2010. Due to this initial direct spending, total spending in Kentucky’s economy
that can be linked to the Thoroughbred industry was estimated to be $1.58 billion.

In 2010, Kentucky’s Thoroughbred breeding industry created about 10,800 jobs within the
industry and 6,900 jobs in the ancillary sectors that provided goods and services to the industry.
In total, more than 17,600 Kentucky jobs can be linked to the Thoroughbred breeding industry.

For every $1 in earnings paid in the Thoroughbred breeding industry, an additional $1.10 in
earnings would be paid in other industries within the economy. Direct earnings paid in the
Thoroughbred breeding industry in 2010 were estimated to be $167.9 million. Total earnings
associated with the industry were estimated to be $352.7 million.
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Chapter 1

Overview Of Kentucky’s Horse Breeding Industry

The Program Review and Investigations Committee directed staff
to study Kentucky’s horse breeding industry and to examine how
the Thoroughbred breeding industry affects the state’s economy.
This report describes the characteristics of Kentucky
Thoroughbred farms, summarizes how the horse breeding industry
developed in Kentucky, examines trends in the horse breeding
market, analyzes how Thoroughbred breeding operations affect
employment and earnings, and discusses Kentucky’s efforts to
promote the horse breeding industry. The study covers issues
related to all breeds of horses, but portions focus primarily on the
Thoroughbred breeding industry.

Kentucky still dominates the Thoroughbred industry, but increased
competition from other states in the form of incentives offered to
breeders and racehorse owners has narrowed the gap between
Kentucky and these states. Competition with other states is not the
sole factor affecting Kentucky’s Thoroughbred industry.

A major factor affecting the industry is the long-term trend in
declining handle due to competition from other forms of gaming
and entertainment. In recent years, economic conditions have
reduced the level of discretionary income of racetrack patrons and
limited investment in many businesses, including the
Thoroughbred industry.

Major Conclusions

This report has five major e Large farms are a small share of the total number of
conclusions. Thoroughbred farms but have large percentages of total horses
and income.

e In 2010, Kentucky’s Thoroughbred breeding industry created
an estimated 10,800 jobs within the industry and 6,900 jobs in
other sectors that support the industry and its workers.

e In 2010, Kentucky’s Thoroughbred breeding industry
contributed an estimated $168 million in earnings from
workers directly employed within the industry and
$185 million in earnings from workers employed in other
sectors that support the breeding industry.
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In August and September 2011,
staff surveyed members of the
Kentucky Thoroughbred Owners
and Breeders Association about
their Kentucky farms.

Nearly 40 percent of the surveyed
Thoroughbred farms focused on
breeding.
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e Kentucky allocates sales tax revenue from stud fees to fund
incentives for breeders and allocates a portion of the pari-
mutuel tax to development funds that provide purse
supplements to horse owners. Recent declines in breeding, stud
fees, and pari-mutuel wagering have resulted in less available
funding to support the equine industry.

e The number of Thoroughbred mares bred has declined in
recent years in the US and in Kentucky, but Kentucky
continues to gain a larger share of the nation’s Thoroughbred
breeding activity. A few other states are also gaining a share of
the nation’s breeding activity, but their shares are relatively
small.

Characteristics Of Kentucky Thoroughbred Farms

Staff surveyed members of the Kentucky Thoroughbred Owners
and Breeders Association about their Kentucky horse farms. The
survey was conducted in August and September 2011.* Of the
640 farms for which staff had valid addresses, 158 completed the
survey, yielding a response rate of 25 percent. Appendix B
contains the questionnaire and tabulated responses.

Table 1.1 shows surveyed Thoroughbred farms by type of
operation. Thirty-nine percent of the farms were breeding
operations, which kept studs or broodmares. The majority of these
operations owned broodmares and their offspring. Approximately
23 percent of the farms were mainly commercial boarding
operations, relying on boarding fees for income. Twenty-

seven percent of the farms provided a wider range of services such
as stud services, boarding, sales preparation, and training.

* Staff compared results on acreage, number of horses, and employment from the
2011 survey to results from a 2001 survey conducted by the Kentucky
Thoroughbred Owners and Breeders Association (Matrix). The results were
similar.
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Table 1.1
Surveyed Thoroughbred Farms By Type
Type Of Operation Percent
Breeding 39.3%
Boarding 22.7
Diversified 27.3
Other 10.7
Total 100.0%

Note: 150 respondents. The reported type of
operation is as of the time of the survey (August
and September 2011).

Source: Staff survey of Thoroughbred farms.

About 47 percent of the horses on Table 1.2 shows ownership of the horses at Kentucky
the farms were owned fully by the Thoroughbred farms. Eighty-seven percent of the horses on these
farm. Thirteen percent were farms were broodmares, foals, weanlings, or yearlings. Of the

d partially by the farm. Th
?e\zlvrgaeiniﬁgrr:irzesywe?e ?)Wned t?y horses at surveyed farms, 47 percent were fully owned by the farm

others and boarded at the farm. and 13 percent were owned in partnership with others.
Forty percent of the horses were boarded on the farms and owned
by others.
Table 1.2
Horse Ownership At Surveyed Thoroughbred Farms
Percent Of

Ownership Horses  Total Horses
Owned fully by farm 3,972 46.9%
Owned partially by farm 1,105 13.0
Boarded for others 3,396 40.1
Total 8,473 100.0%

Note: 150 respondents. Reported ownership is as of January 1, 2011.
Source: Staff survey of Thoroughbred farms.
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One in six farms stood a stallion in
2010.

On average, farms had 32
broodmares.

|
There were a relatively large
number of small farms, but they
accounted for a relatively small
share of total horses. There were
a few large farms that accounted
for a larger share of total horses.
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Farm Size

Survey respondents were asked to provide the number of stallions,
mares, foals, weanlings, yearlings, 2-year-olds, and older horses on
their farms in 2010. One of six farms stood a stallion. Typically,
farms with stallions had 1 or 2 studs; however, 22 percent of these
farms had 10 or more stallions. Survey respondents reported

114 stallions, which is equal to 41 percent of the stallions standing
in Kentucky in 2010.

Farms responding to the survey had on average 32 broodmares.
Applying this average to the number of farms belonging to the
Kentucky Thoroughbred Owners and Breeders Association
suggests that there are more than 17,000 broodmares in Kentucky.b

As shown in Table 1.3, numerous small farms accounted for a
small share of the horses and a few large farms accounted for a
large share of the horses. More than 63 percent of farms had

250 acres or less. These smaller farms accounted for 25 percent of
the horses. About 7 percent of farms had more than 1,500 acres.
These large farms accounted for about 34 percent of the horses. On
average, farms covered 369 acres and had 59 horses.

Table 1.3
Acreage Of Surveyed Kentucky Thoroughbred Farms

Percent Average Percent

Of Total Number Of Total
Size In Acres Farms Of Horses Horses
100 or less 33.3% 15 6.7%
101 to 250 29.9 51 18.3
251 to 500 18.8 65 20.5
501 to 1,499 11.1 106 20.5
1,500 or more 6.9 226 33.9
Total 100.0% 100.0%

Average: 369 acres, 59 horses

Median: 175 acres, 32 horses
Note: 141 respondents. The reported farm size is as of January 1,
2011. Percentages may not add to 100.0 due to rounding.
Source: Staff survey of Thoroughbred farms.

® According to the Jockey Club, 17,165 mares were bred in Kentucky in 2010
(Fact Book: US).
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About 34 percent of the farms
accounted for 76 percent of the
horses.

Most of the employees at
Thoroughbred farms worked full
time. About 22 percent worked
either part time or seasonally.

Table 1.4 shows the distribution of farms and horses based on the
number of horses on each farm. Two-thirds of the farms each had
fewer than 50 horses, accounting for 24 percent of the total horses.
Only one-third of the farms had more than 50 horses each, but
these farms accounted for 76 percent of the horses. Nearly half the
Thoroughbreds were on the 12.6 percent of farms that each had
more than 100 horses.

Table 1.4
Horses Per Surveyed Thoroughbred Farm In 2010
Percent Of Percent Of
Horses Total Farms Total Horses
20 or fewer 35.0% 5.6%
21 to 50 314 18.7
51 to 100 21.0 26.7
More than 100 12.6 49.0
Total 100.0% 100.0%
Note: 141 respondents. The number of horses is the reported daily
average for 2010.

Source: Staff survey of Thoroughbred farms.
Farm Employment

Thoroughbred farms are relatively labor-intensive operations
requiring diverse skills. Employees are needed to perform general
farm upkeep, provide basic horse maintenance, and provide
specialized skills associated with managing stallions and breeding
mares. Seventy-eight percent of the employees on surveyed
Thoroughbred farms in 2010 were full-time, year-round
employees, and 22 percent were part-time or seasonal employees.
Table 1.5 summarizes full-time employment on the surveyed
farms. More than one-third of the farms each had fewer than 3 full-
time employees, 62 percent had 5 or fewer, and 75 percent had
fewer than 10. Nearly 11 percent of farms each had more than

25 employees.
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On average, farms had about 13
full-time employees and 4 part-
time or seasonal employees.

Twenty percent of the
Thoroughbred farms accounted
for nearly 84 percent of the
income earned by farms.
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Table 1.5
Full-Time Employees Per Surveyed
Thoroughbred Farm In 2010

Percent Of
Employees Total Farms
0to3 37.7%
3to5 24.6
6to 10 12.3
11to25 14.6
26 to 100 8.5
More than 100 23
Total 100.0%

Note: 117 respondents. Reported employees
are for 2010. Ten farms (7.7 percent) among
these respondents reported no full-time
employees.

Source: Staff survey of Thoroughbred farms.

The farms employed 1,727 full-time employees in total in 2010
and maintained 8,473 horses, which was 4.9 horses per full-time
employee. The average number of full-time employees was 13.3,
and the median number of employees per farm was just under 4.
As farm size increased, the number of horses per employee
declined.

Almost three-quarters of the Thoroughbred farms had part-time or
seasonal employees. On average, farms had four part-time or
seasonal employees per farm, but this measure was heavily
influenced by the number of part-time or seasonal employees on
large horse farms. Most of the farms that used part-time or
seasonal employees—68 percent—had one or two employees who
worked for almost 6 months. Based on the survey responses, many
of these employees would be classified as full-time seasonal
employees because they worked at least 40 hours per week.

Farm Income

Table 1.6 shows that most of the income reported by surveyed
Thoroughbred farms was concentrated among a relatively small
percentage of the farms. Forty-three percent of the farms each
reported gross income of less than $250,000, which together
accounted for only 2.5 percent of the income earned by all of the
surveyed farms. For 20 percent of the farms, gross income of more
than $1 million each was reported, accounting for nearly

84 percent of the total income earned by the surveyed farms.
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Table 1.6
Annual Income Per Surveyed Thoroughbred Farm In 2010

Percent Of Percent Of

Income Total Farms Total Income
$250,000 or less 43.2% 2.5%
$251,000 to $500,000 16.2 3.7
$500,001 to $1,000,000 20.4 10.0
More than $1,000,000 20.2 83.8
Total 100.0% 100.0%

Note: 118 respondents.
Source: Staff survey of Thoroughbred farms.

Thoroughbred farms earn income Thoroughbred farms generate revenue based on the production

by standing stallions, selling activities that take place on the farm. Farms that stand stallions

weanlings and yearlings, boarding o5 stud fees. Breeding farms generate revenues from selling

horses, and other activities. . . .
weanlings and yearlings but also earn revenue by boarding horses.
Farms also earn income from other sources such as sales
preparation fees, training fees, and sales commissions.

Twenty-four percent of Table 1.7 summarizes the Thoroughbred farms’ income by source.

Thoroughbred farms’ income Total gross income for the 118 farms that responded to this

came from horse sales. question was $183.1 million in 2010. The surveyed farms earned
$55.6 million in stud fees, which was 30.4 percent of the total
income earned by these farms. Approximately 15 percent of the
farms received income from stud fees. The vast majority of these
farms had only one or two studs, bred fewer than 150 mares per
year, and earned less than $500,000 in stud fees. The larger stud
farms had 10 or more studs and bred more than 1,000 mares in
2010.

Almost one-quarter of the income earned by the farms surveyed
came from equine sales, and nearly 23 percent came from boarding
fees. Sales commissions, sales preparation, and training and
management fees accounted for 5.7 percent of income.

Farms with less than $100,000 in gross income were less
diversified and were highly dependent on sales in the commercial
market. They did not generate substantial income from boarding,
sales commissions, sales preparation, or stud fees.
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Table 1.7

Sources Of Income For Surveyed Thoroughbred Farms In 2010

Source Of Income

Gross Percent
Income Of Gross
($ millions) Income

Equine sales $44.0 24.0%
Stud fees 55.6 30.4
Boarding fees 41.6 22.7
Commissions, sales preparation, training and management fees 10.4 5.7
Other 31.4 17.1
Total $183.1 100.0%

Note: 118 respondents. Income and percentages do not add to totals shown due to rounding.
Source: Staff survey of Thoroughbred farms.

Thoroughbred farms indicated
they sold 1,128 horses in 2010 for
an average price of $91,000 per
horse.

Of the foals that are born in a particular year, a small percentage
are sold as weanlings, a much larger percentage are sold as
yearlings, and some are sold as 2-year olds. Sales of these horses
are an important source of income for the farms. Farms sell horses
they own and also serve as sales agents for owners of other horses.
Survey respondents sold 1,128 foals for $102.7 million in 2010. A
portion of this amount represents income for the farm; the
remainder is income for the owner of the horse. The average price
received per horse was $91,000.° Table 1.8 shows sales income per
horse for farms of different sizes. Generally, sales income per
horse was higher for larger farms. The exception was farms with
more than 1,000 acres, which earned less per horse than farms with
251 to 1,000 acres.

Table 1.8
Sales Income By Farm Size For
Surveyed Thoroughbred Farms In 2010

Sales Income

Size In Acres Per Horse
Less than 100 $20.476
101 to 250 29,328
251 to 500 157,740
501 to 1000 167,395
More than 1,000 105,059

Note: 93 respondents.
Source: Staff survey of Thoroughbred farms.

¢ The average price for weanlings, yearlings, and 2-year-olds from the survey is
higher than the $64,811 average price paid for yearlings purchased at the
Keeneland September yearling sales in 2010 (Blood-Horse).
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The surveyed farms earned Total expenditures in 2010 for the surveyed farms were
approximately $82 per horse net $182.4 million, which is close to the total income of
of expenses.

$183.1 million. However, eight farms reported expenditures but
did not report income. Staff calculated the average income per
horse and the average expenditure per horse for the respondents.
The average income per horse was $21,613, and the average
expenditure per horse was $21,531. The net income was $82 per
horse, yielding a 0.38 percent return over expenses.*

How Kentucky Became The World Horse Breeding Capital

Prior to the Revolutionary War, New York and Maryland were the
centers of horse racing interests. When gentry horsemen began
moving into the Bluegrass region of Kentucky after the war, most
of the early Kentucky farms raised a variety of livestock and
breeding was a side issue, with little thought given to pedigree

(Domer).
Kentucky horse racing grew As Kentucky’s horse racing industry grew during the early and
during the early and middle parts middle parts of the 19™ century, some of central Kentucky’s

th . . ..
of the 19" century. wealthier farmers placed more emphasis on raising racehorses

(Domer). Robert A. Alexander’s Woodburn Farm in Woodford
County opened in 1849 and served as the foundation on which
Kentucky’s legacy as the horse capital of the world would be built
(Wall).

Woodburn was one of the first American farms to keep pedigree
records for all its horses. Alexander used the records to select
breeding pairs in an attempt to improve the quality of the offspring
(Domer). Alexander gained an international reputation as the most
talented breeder in the nation.

By the early 1860s, Alexander and a handful of local competitors,
such as Nanutra Stud, Stone Wall Farm, and Bosque Bonita Farm,
had put central Kentucky on the map as one of the best places in
the country for breeding and raising high-quality bloodstock.
Kentucky was also garnering national attention because of
Woodburn Farm’s annual sales, which drew horse enthusiasts,
breeders, and media from all over the country (Wall).

A contributing factor to Kentucky’s rise to the top of the horse
industry was the impact of the economic downturn on horse-
breeding operations in the Northeast in the 1840s. During a period

¢ An analysis was done by farm size that compared income to expenditures.
There was no strong pattern in the data.
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of runaway inflation and the collapse of many financial
institutions, the Northeast saw a decline in public support for
gambling in general, and horse racing in particular. By the 1840s,
New York’s horse breeding industry had all but collapsed and
racetracks struggled to find enough horses to fill their race cards.
This provided Kentucky horsemen with the opportunity to sell
their horses and to showcase the quality of their product (Wall).

The quantity and quality of Kentucky’s bloodstock dramatically
declined during the Civil War because of military conscription and
thievery. Kentucky lost a large portion of the commercial horse
market when most southern racetracks closed. Then, Kentucky’s
horse industry lost a large portion of its labor force at the end of
the war, as freed slaves moved off the farms and into cities. Many
Kentucky horse farms went bankrupt because of the war.

As Kentucky struggled to keep its horse-breeding industry alive, a
small group of Wall Street tycoons and wealthy bankers from the
Northeast revived horse racing in New York and New Jersey. Men
such as William R. Travers, James R. Keene, and August Belmont
invested their own money to construct extravagant horse farms and
lavish racetracks such as Saratoga. By the late 1870s, their efforts
had reawakened public interest in horse racing. Once they began
retiring their best horses to breeding careers on their own farms,
they had little need for Kentucky-bred horses.

By the 1880s, some 300 racetracks were operating across the
United States. Breeders looked to states other than New York and
New Jersey for high-caliber horses, which would eventually help
renew Kentucky’s importance to horse breeding.

In 1885, August Belmont moved his New York breeding
operation, Nursery Stud, to Lexington. Belmont’s move to
Lexington brought attention and money to the state’s struggling
horse industry. Following his lead, several other wealthy horsemen
eventually moved their breeding operations to Kentucky.

During the 1890s, as Kentucky’s horse industry was reemerging,
horse racing elsewhere was affected by the wave of Progressive
Era reforms limiting perceived vices such as gambling. Horse
racing was largely banned in every state except Kentucky and
Maryland. In 1897, 314 racetracks operated in the United States;
by 1908 there were 25 (Liebman).

Between about 1890 and 1920, most horse breeders had to struggle

to keep their operations afloat. It was during this period that many
breeders turned to Kentucky and found great success. James A.

10
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In the 20t century, the horse
breeding and racing businesses
became more intertwined with the
local economy. Professional
horsemen such as managers and
trainers handled day-to-day
operations. Businesses such as
veterinary specialists and horse
feed operations emerged to
support the growing Kentucky
horse industry.

The limestone in central Kentucky
is associated with land that is rich
in calcium and phosphorus, which
are important to a horse’s
development. Mare owners in the
state indicate that the land, soil,
and forages that are unique to
Kentucky are important to them.

Keene purchased Castleton Farm in 1892, and by 1912 he had bred
more than 100 stakes winners. Edward R. Bradley founded Idle
Hour Farm in 1906 and would eventually own or breed four
Kentucky Derby winners. In 1910 near Paris, Arthur B. Hancock
started Claiborne Farm, which he and his sons would parlay into a
breeding dynasty. August Belmont’s son had a horse that foaled
Man o’ War at the Nursery Stud farm in Lexington.

Kentucky’s return to prominence during the early part of the

20™ century was accompanied by a change in how the state’s horse
industry operated. Nineteenth-century horse farm owners had
played an integral role in running their farm, but many of the new
owners rarely visited their farms. They relied on a new class of
workers—the professional horsemen—to run their day-to-day
operations. These professional horsemen included specialists such
as farm managers, bloodstock agents, and trainers. Additionally,
many ancillary businesses, such as veterinary specialists, horse
feed operations, and banking and insurance services, emerged to
meet these farms’ needs. As successive farms opened, the business
of breeding and raising racehorses became more intertwined with
local economies. The emergence of the professional horsemen
provided the state’s horse industry with the necessary support to
develop its horse breeding industry.

Geology

The rolling terrain and the geology of the Bluegrass region,
particularly its limestone, are believed to provide the
commonwealth with a natural advantage in raising and breeding
horses. Specifically, Middle Ordovician limestone, which formed
between 490 million and 438 million years ago in the central part
of the state, is associated with land that is rich in calcium and
phosphorus. Many minerals are important in the deve