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OUTLOOK

We reiterate our Buy rating on shares of Churchill
Downs following the release of Q2 results. We
remain encouraged by the increasing impact of the

company’s online advance-deposit wagering
Current Recommendation Buy business, as well as the growth in Churchill’s
Prior Recommendation Hold alternative gaming segment. Additional growth in
Date of Last Change 11/19/2007 these areas could provide a catalyst going forward.
Our 12-month price target of $43 per share equates to
Current Price (07/29/09) $35.11 approximately 8x our 2009 EBITDA estimate.
Six- Month Target Price $43.00
SUMMARY DATA
52-Week High $50.48 Risk Level Above Average
52-Week Low $22.17 Type of Stock Small-Value
One-Year Return (%) -4.57 Industry L eisure& Rec/Gmg
Beta 1.29 ZacksRank in Industry 7 of 27
Average Daily Volume (sh) 29,398
Shar es Outstanding (mil) 14 ZACKSESTIMATES
Market Capitalization ($mil) $481 Revenue
Short Interest Ratio (days) 6.17 (in millions of )
Ingtitutional Ownership (%) 33 Q1 Q2 Q3 Q4 Year
Insider Ownership (%) 31 (Mar) (Jun) (Sen) (Dec) (Dec)
2007 478 A 1699 A 1039A 89.1A 410.7A
Annual Cash Dividend $0.50 2008 65.7A 1793 A 99.6 A 859A 4306 A
Dividend Yield (%) 1.42 2009 737 A 1800 A 1059 E 932 E 4530 E
2010 4730 E
5-Yr. Historical Growth Rates
Sales (%) -14 Earnings per Share
Earnings Per Share (%) 49
Dividend (%) 0.0 Q1 Q2 Q3 Q4 Year
(Mar) (Jun) (Sep) (Dec) (Dec)

. 2007 -$063 A $212A  $0.08A -$0.38A  $1L19A
PIEusing TTM EPS 20.2 2008 -$067A $210A $017A -$026A  $L34A
P/E using 2009 Estimate 18.7 2009 -$037 A $220 A 3022 E -$0.18E $188 E
P/E using 2010 Estimate 17.9 2010 $1.96 E

Note: Historical quarterly EPS do not sum to annual EPS due to variations in
Zacks Rank 3 share count.
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. CHURCHILL REPORTS SECOND QUARTER FINANCIAL RESULTS

On July 30, 2009, Churchill Downs Incorporated held its conference call to discuss financia results for the
second fiscal quarter of 2009. Net revenues from continuing operations increased slightly year-over-year
to $180.0 million.

Within the company’s Racing Operations segment, Calder Race Course posted an increase in revenues of
5% year-over-year, reflecting weakness in the year-ago period. Revenues declined at the company’s other
three tracks, however, with declines of 15% at Fair Grounds Race Course, 6% at Churchill Downs, and
9% at Arlington. Total Racing Operations revenue was down 6% year-over-year.

Revenues generated within the company’s on-line and gaming businesses fared better, however. On-line
revenues were up 33% year-over-year, and gaming revenues were up 31%, reflecting the impact of the
expansion of gaming at Fair Grounds Race Course in New Orleans.

Operating expenses increased 2% over the year-ago period, while SG&A expenses declined 12% year-
over-year. Operating income was up slightly at $51.1 million.

On a per-diluted-share basis, net income from continuing operations was $2.20 versus $2.10 in the year-
ago period. The results were $0.02 below our estimate, but $0.08 above the Street consensus. Our estimate
was the high on the Street.

EBITDA improved to $58.6 million versus $57.5 million in the year-ago quarter, marking the sixth
consecutive quarterly increasein EBITDA.

SLOTSFACILITY AT CALDER UPDATE

The company stated that it continues to expect the slot machine facility to be built at Calder Race Course
in Miami, Floridato open on budget and on time in early 2010. Construction began on the facility in June.
Management expects to create a 108,000 square-foot stand-alone facility, initially containing 1,225 slot
machines. The poker room is expected to be open in late October. Including machine acquisitions, the
company plansto invest approximately $85 million to develop the property.

KENTUCKY GAMING UPDATE

In June, ameasure that would have legalized video lottery terminals at Kentucky racetracks was blocked
in the state Senate. The company stated that it will continue to work with legislators to pass this bill. We
consider the addition of alternative gaming to be vital to the industry’slong-term health, and expect that
similar legislation will eventually be passed. The timing of such a move, however, remains very much
uncertain.
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NIGHT RACING AT CHURCHILL

During the quarter, the company experimented with night racing at Churchill Downs Racetrack.
Attendance over the three evenings was 89,115, as was deemed to be successful by the company.
Management is currently reviewing the financial results of the night racing experiment, and we would
expect the company to offer more evening post-times going forward.

. INVESTMENT THESIS& RECOMMENDATION

We believe that a proper valuation of Churchill’s shares should reflect not only the value of the current
operations, but also the potential for increased revenue and earnings stemming from additional
alternative gaming at the company’s properties. Further, the company’s low leverage and significant real
estate holdings should be taken into account.

The company faced a number of irregular issues in 2008, including disputes with horsemen’s groups in
Foridaand Kentucky. These disputes hindered the company’s ability to fully utilize its ADW operations,
including twinspires.com, as the company was unable to receive wagers on races from Churchill Downs
racetrack during the 2008 meet. Additionally, the dispute with the Florida HPBA negatively impacted
operations at Calder Race Course, and delayed the announcement of the company’s plans to introduce
slot operations at Calder.

We believe that the company’s operations weathered these issues well, and we are encouraged by the
growing impact of the company’s ADW business and gaming operations on its overall EBITDA
generation.

Additionally, we continue to believe that the expansion of alternative gaming holds significant potential
for Churchill. The temporary slots facility at Fair Grounds in New Orleans generated better-than-
anticipated returns, and the company opened the permanent slots facility in mid-November. This
permanent facility features approximately 600 slot machines, and should enable record purses for the
2008-2009 Thoroughbred racing meet at Fair Grounds. Although slot gaming will not be introduced at
Calder before early 2010, we continue to believe that such an operation could generate significant returns
for CHDN.

The shares are currently trading at approximately 6.6x our 2009 EBITDA estimate.

Our 12-month price target of $43 per share equates to approximately 8x our 2009 EBITDA estimate.
While we expect that the current economic recession will create challenges for the company during 2009,
we believe that the stock could trade higher asthe year progresses and focus turns towards 2010 and the
expansion of alternative gaming at Calder.
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DISCLOSURES

The analysts contributing to this report do not hold any shares of CHDN. Zacks EPS and revenue forecasts are not consensus
forecasts. Additionally, the analysts contributing to this report certify that the views expressed herein accurately reflect the analysts’ personal
views as to the subject securities and issuers. Zacks certifies that no part of the analysts’ compensation was, is, or will be, directly or indirectly,
related to the specific recommendation or views expressed by the analyst in the report. Additional information on the securities mentioned in this
report is available upon request. This report is based on data obtained from sources we believe to be reliable, but is not guaranteed as to
accuracy and does not purport to be complete. Because of individual objectives, the report should not be construed as advice designed to meet
the particular investment needs of any investor. Any opinions expressed herein are subject to change. This report is not to be construed as an
offer or the solicitation of an offer to buy or sell the securities herein mentioned. Zacks or its officers, employees or customers may have a
position long or short in the securities mentioned and buy or sell the securities from time to time. Zacks uses the following rating system for the
securities it covers. Buy- Zacks expects that the subject company will outperform the broader U.S. equity market over the next one to two
guarters. Hold- Zacks expects that the company will perform in line with the broader U.S. equity market over the next one to two quarters. Sell-
Zacks expects the company will under perform the broader U.S. Equity market over the next one to two quarters. The current distribution of
Zacks Ratings is as follows on the 1044 companies covered: Buy- 23.8%, Hold- 67.6%, Sell — 8.1%. Data is as of midnight on the business day
immediately prior to this publication.

Zacks Investment Research Page 4 www.zacks.com


http://www.zacks.com

