
UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

REDACTED

In re: Chapter 11

MAGNA ENTERTAINENT CORP., et a/., Case No. 09-10720 (MFW)

Debtors. Jointly Administered

THE OFFICIAL COMMITTEE OF
UNSECURD CREDITORS OF MAGNA
ENTERTAINENT CORP., et at.,

Plaintiff,

v.
Adv. Proc. No.

MID ISLANDI, an Icelandic Partnership,

Defendant.

ADVERSARY COMPLAINT OF THE
OFFICIAL COMMITTEE OF
UNSECURED CREDITORS FOR:

(1) Recharacterization;
(2) Equitable Subordination; and
(3) Fraudulent Transfer.
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Plaintiff, the Official Committee of Unsecured Creditors of Magna Entertainment Corp.,

et a/., (the "Committee") in the bankrptcy case of the above-captioned debtors and debtors-in-

possession! (collectively, the "Debtors" or "MEC"), by and through its undersigned counsel,

hereby files this Complaint, on behalf of the Debtors' estates and their creditors, against

Defendant MID Islandi SF (the "MID Defendant"). The Committee reserves the right to amend

this Complaint to supplement the parties and claims for the relief included herein. In support of

the requested relief, the Committee alleges, upon information and belief, as follows:

PRELIMINARY STATEMENT

i. The MEC bankrptcy did not need to happen. MEC had a plan for avoiding

bankrptcy: to survive, MEC intended to sell assets and raise equity. Even though its plan was

detailed, and it was shared with the investing public in SEC filings, at shareholder meetings and

on investor conference calls, MEC failed to turn its valuable properties into cash. Instead, MEC

elected to keep its prized assets and allowed its majority shareholder, MI Developments, Inc.

("MID"), to prop up MEC's failing business through a series of secured loans through MID's

wholly owned subsidiary, the MID Defendant. Each of these steps made it less and less likely

that MEC's bondholders and other unsecured creditors would ever be repaid.

i The Debtors in these chapter 11 cases, along with the last four digits of each Debtor's federal tax
identification number, if applicable, are: (i) Magna Entertainment Corp. ("MEC" or the "Company"),
8374; (ii) The Santa Anita Companies, Inc., 6180; (iii) Los Angeles Turf Club, Incorporated, 6200; (iv)
Gulfstream Park Racing Association Inc., 5367; (v) MEC Land Holdings (California) Inc., 7410; (vi)
Gulfstream Park Racing Association Inc., 6292; (vii) GPRA Thoroughbred Training Center, Inc., 2326;
(viii) MEC Dixon, Inc., 7005; (ix) MEC Holdings (USA) Inc., 8494; (x) Sunshine Meadows Racing, Inc.,
4288; (xi) Thistledown, Inc., 5742; (xii) MEC Maryland Investments, Inc., 4637; (xiii) 30000 Maryland
Investments LLC, 1704; (xiv) Remington Park, Inc., 2024; (xv) GPRA Commercial Enterprises Inc.,
6156; (xvi) Pimlico Racing Association, Inc., 4527; (xvii) The Maryland Jockey Club of Baltimore City,
Inc., 3840; (xviii) Laurel Racing Association Limited Partnership, 0504; (xix) Laurel Racing Assoc., Inc.,
0505; (xx) Prince George's Racing, Inc., 6493; (xxi) Southern Maryland Racing, Inc., 9850; (xxii)
Southern Marland Agricultural Association, 9661; (xxiii) Maryland Jockey Club, Inc. 3124; and (xxiv)
AmTote International, Inc., 1143; and (xxv) MEC Pennsylvania Racing Services, Inc. 9924.
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2. These bankrptcy cases are not, however, a result of a failed business plan or a

business that is the necessary victim of a sagging economy. Rather, the MID Defendant, MID,

members of MEC's Board of Directors, MEC management and Tom Hodgson worked together

to make sure that asset sales were limited and that key properties - properties that MEC told the

world would be sold to the highest bidder - were in fact set aside for MID and its controlling

shareholder, Frank Stronach ("Stronach"). MID, MEC management, Stronach, and those

working with them stubbornly refused to sell MEC's marketable assets, even after repeatedly

telling the investing public in SEC filings and on investor conference calls that they would; and

even after they knew that their refusal to act could violate their fiduciary duties. Instead of

marketing MEC's assets in good faith, Stronach and MID (which Stronach controls), larded

MEC with purported loans (secured no less) to keep the failing MEC temporarily afloat, thereby

ensuring that the MID Defendant would leapfrog ahead of the pre-existing unsecured debt

(including $225 millon in unsecured bonds issued in 2002 and 2003) in an effort to protect

MID's equity ownership over MEC's assets.

3. By these transactions, Stronach used his control of MID to set up a "heads I win,

tails you lose" financing modeL. Either MEC would improve its performance, in which case

MID and its shareholders would profit, or MEC would file for bankrptcy, in which case MID -

through credit bids - would retain MEC's most coveted assets. These transactions, which were

entered into even after both MEC and MID and their respective officers and directors recognized

that MEC was insolvent and that bankrptcy was a distinct possibility (if not inevitable), allowed

Stronach and MID to move MEC's unsecured creditors to the back of the line.

4. The Defendant's financial legerdemain should not survive judicial scrutiny. The

indisputable facts make plain that the series oftransactions at issue here were entered into for the
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benefit of Frank Stronach, as controllng shareholder ofMEC (through MID), in disregard of the

duties owed to MEC and its stakeholders. These facts also establish that these so-called loan

transactions were, in reality, equity infusions. Therefore, they should be recharacterized.

5. MEC ignored offers to purchase MEC assets and withheld material information

about such offers from the MEC Special Committee and Board. In certain instances, they failed

to heed dire warnings from their advisors about the deteriorating condition of the real estate

market.

6. Yet, despite these warning signs, and their knowledge that the MEC asset sale

process was inadequate at best, Stronach and MID increased lending to MEC dramatically over

the years in a manner that enabled MID to dominate and control MEC to the detriment ofMEC's

unsecured creditors and minority shareholders. In 2004, MEC owed MID $23.4 million and had

significant unencumbered assets sufficient to cover the bonds and unsecured debt. When MEC

fied for bankruptcy, this debt had grown to over $371 milion, all of it nominally secured by

MEC's substantial and prestigious assets and therefore effectively senior to MEC's unsecured

bonds and other creditors.

7. MID's so-called loans were, in reality, nothing of the sort. MID treated these

advances of funds as loans only when it suited Stronach and MID. On at least five occasions

between 2005 and 2006, MID waived its right to repayment on the "loans" it had made to MEC

when MEC sold assets (to MID subsidiaries or other Stronach-affiiated entities) for the

purported purpose of reducing MEC's overall debt. And, on at least one occasion, when MEC

violated a debt covenant with MID, MID not only waived enforcement of the covenant, but

rewrote it so that MEC could, in the future, meet new, lowered performance standards without

running afoul of the requirements of MID's so-called loans. Later, when MID extended another
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similar loan to MEC, it removed altogether the financial covenants that MEC had previously

failed to satisfy. And, when MID was told repeatedly by MEC that MEC was not selling

properties that MEC had promised it would sell to reduce debt and save the company from

bankruptcy, MID did not stop extending credit, did not call its loans and did not demand that

MEC sell its assets. Instead, MID extended the terms of MEC's existing loans and lent MEC

even more money. In other words, MID consistently treated its loans to MEC in a manner that a

third-party lender would not - all in an effort to keep MEC afloat for MID's and Stronach's

benefit.

8. Even though MID and MEC went through the motions of having special

committees of their boards, comprised of nominally independent directors, review and approve

all of these transactions, these Special Committees were nothing but window dressing. The

MEC Special Committee, for instance, continued approving MID/MEC transactions even after it

had concluded that MEC's management -- which included Frank Stronach -- was not acting in

good faith to sell assets and that it was withholding information from the Special Committee. As

everyone well knew, the ultimate decision making for any transaction rested in one place - with

Frank Stronach. REDACTED

9. Plaintiff, the statutory fiduciary on behalf of the unsecured creditors of the

Debtors and derivatively on behalf of the Debtors' estates, brings this action for: (i)

recharacterization as equity of the MID Defendant's claims with respect to the Gulfstream Park

Facility, the Meadows Facility, the Remington Park Facility, the Second Bridge Loan, the 2008
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Loan (each as defined below), and all amendments to each of these loans; (ii) equitable

subordination of all other claims asserted against the Debtors by the MID Defendant; and (iii) the

avoidance of fraudulent transfers against the MID Defendant.

JURISDICTION AND VENUE

10. This is an adversary proceeding pursuant to Rule 7001 of the Federal Rules of

Bankrptcy Procedure.

11. This Court has original jurisdiction under 28 U.S.C. § 1334(b), in that this is a

civil proceeding relating to the underlying case arising under title 11 ofthe United States Code.

12. This adversary proceeding is a "core" proceeding pursuant to 28 U.S.C. § i 57(b).

13. This Court has personal jurisdiction over the MID Defendant pursuant to Rule

7004 of the Federal Rules of Bankruptcy Procedure. The foreign entity named as defendant

herein has sufficient minimum contacts with the United States at large and/or has already

submitted to the jurisdiction of the Court. See In re Plasse in Intern. Corp., 352 B.R. 36 (Bankr.

D. DeL. 2006); Goodson v. Rowland (In re Pintlar Corp.), 133 F.3d 1141 (9th Cir. 1998), cert.

denied 524 U.S. 933, 118 S.Ct. 2334 (1998); Geyer v. Ingersoll Publications Co., 621 A.2d 784

(Del. Ch. 1992).

14. Venue of this adversary proceeding in this district is proper pursuant to 28 U.S.C.

§§ 1408 and 1409(a).

STANDING

15. Pursuant to paragraph 18(a) of this Court's April 22, 2009 Final Order (I)

Authorizing The Debtors to (A) Obtain Postpetition Financing Pursuant to 11 U.S.C. §§ 105,

361, 362, 363(c), 363(e), 364(c), 364(d)(1), and 364(e) and (B) Utilize Cash Collateral of

Prepetition Secured Lenders, (II) Granting Adequate Protection to Prepetition Secured Lenders,

and (II) Granting Related Relief, the Court granted the Committee the right to "investigate (i)
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the validity, perfection and enforceabilty of the Prepetition MID Secured Lenders' liens and

security interests and the obligations arising under the MID Loan Documents and (ii) any claims,

causes of action, counterclaims, objections and contests of any kind against the Prepetition MID

Secured Lender in connection with matters related to the MID Loan Documents, the Prepetition

MID Collateral and the Prepetition MID obligations. The Debtors and the Prepetition MID

Secured Lender agree that the Creditors' Committee is hereby granted standing to initiate and

prosecute a Lender Action against the Prepetition MID Secured Lender, if any, without need to

seek further order of this Court." (Docket No. 382 at 39-40).

THE PARTIES

16. The Committee, as Plaintiff in this adversary proceeding, on behalf of the

Debtors' estates and their unsecured creditors, was appointed on March 19, 2009, pursuant to

Section 1103 of the Bankrptcy Code.2

17. Defendant MID Islandi is an Icelandic partnership with its principal place of

business in Switzerland. MID Islandi is registered to do business in Florida and is a wholly-

owned subsidiary of MID, a Canadian real estate operating company based in Aurora, Ontario,

Canada. At all times relevant to this Complaint, MID controlled MID Islandi's lending to MEC.

MID Islandi was only used as a conduit for MID's investments in MEC as a tax benefit for MID.

MID Islandi was MID's alter ego and MID Islandi exercised no independent judgment

concerning MEC or any purported loans made to MEC. MID Islandi was merely MID's

instrument to effect its "heads I win, tails you lose" investment strategy in MEC.

2 The Committee consists ofGLG Partners LP, Madison Capital Management LLC, The Bank of New
York Mellon, Sunrise Partners LP (SBZ), Florida Thoroughbred Breeders' and Owners' Association, The
New York Racing Association Inc., and The Jockeys' Guild.
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FACTUAL ALLEGATIONS

A. The Debtors Were Formed So Frank Stronach Could Pursue His Interest in Horse
Racing

18. In 1957, Frank Stronach founded Magna International ("Magna"), which grew to

be a successfully diversified global automotive supplier. Stronach, based on the success of

Magna, became a very wealthy man.

19. As his wealth grew, Stronach developed a love for horses and horse racing, which

developed into a hobby that ultimately became a business for Stronach. In the second half of

i 998, shortly after Magna contributed substantially all of its real estate and non-automotive

assets and operations to MID (which was then a wholly-owned subsidiary), Magna and MID

acquired six horse racing facilties in quick succession and subsequently contributed these

properties to MEC, which was formed as a wholly-owned subsidiary of Magna in March 1999.

20. By 1999, Magna's investors had become disenchanted with Stronach's foray into

thoroughbred racing, and they demanded that the auto parts manufacturer focus its business on

what had made it successful in the first place -- manufacturing auto parts. Magna responded to

these criticisms by forming MEC, to which it transferred all of its horse racing and certain of its

real estate assets by November 1999.

21. But Magna did not stop there. In a Forbearance Agreement, dated February 8,

2000 between Magna and MEC and in which Magna's shareholders were named as express third

party beneficiaries, Magna made a commitment to its shareholders that it would not, during the

period ending May 31, 2006, make any further debt or equity investment in, or otherwise give

financial assistance to, MEC or any of MEC's subsidiaries. Significantly, MID was not a party

to, and was never bound by, the Forbearance Agreement.
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22. In March 2000, Magna spun off a minority interest II MEC to Magna's

shareholders, but retained majority control over MEC.

23. Beginning in 2002, MEC began posting serious financial losses. These losses

required the company to seek additional funding. Because of the Forbearance Agreement with

Magna, this funding could not come from Stronach's auto parts business. So, MEC went to the

public markets, raising $225 milion by issuing Convertible Subordinated Notes in December

2002 and June 2003 (together, the "Notes").

24. MEC management, including Stronach, knew the Notes were not enough to keep

MEC afloat. MEC's business was being run poorly. For it to survive, MEC needed a more

consistent source of funds.

25. In July 2003, Magna announced a spin-off of MID. In the spin-off, MID acquired

Magna's controllng interest in MEC. After the spin-off, Stronach viewed MID as "the financing

arm of MEC." The spin-off of MID from Magna gave Stronach the absolute control he needed

to pour money into his failing horse racing business.

26. There was no question that Stronach was in control. Through the "Stronach

Trust," Frank Stronach and several family members hold a majority voting interest in Magna. In

addition, the Stronach Trust also controls MID through its right to direct the votes of 66.4% of

MID's Class B Shares, representing 56.8% of the voting interests of MID. MID, in turn, is the

controllng shareholder of MEC, owning approximately 59% of MEC's equity securities and

96% of the voting interests ofMEC.

27. In addition to voting control, Stronach also exerts control over the MID

Defendant and the Debtors through his position as chairman of the Boards of Directors of

Magna, MID, and MEC, and his intermittent role as interim CEO ofMEC. Stronach has held the
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position of interim CEO of MEC at least three separate times since 2000, with the most recent

term beginning in June 2007 and ending after MEC fied its petition for protection under chapter

11 of the U.S. Bankrptcy Code. MEC fied its petition on March 5,2009 (the "Petition Date").

Stronach only left then because of significant concerns raised by the Committee regarding the

direct conflct of interest presented by his role as CEO.

28. By virte of its majority shareholder stake in MEC, MID (and thereby Stronach)

is able to elect all members ofMEC's Board of Directors and thereby control MEC's affairs. As

early as 2003, MEC acknowledged that due to MID's voting power, MID "is able to elect all

(MEC) directors and to effectively control MEC. As a result, MI Developments Inc. is able to

cause or prevent a change in (MEC's) control." MEC has also acknowledged that because

Stronach and MID are able to elect all MEC directors and to effectively control MEC, MEC's

relationship with MID is not at "'arm's length'" and that "conflicts of interest (...) may be

resolved in a manner detrimental to (MEC) or (MEC's) minority stockholders."

29. At all times material to this action, Stronach and MID used their power as the

controllng shareholders of MEC to cause their representatives to serve on the Board of

Directors. In furtherance of Stronach's divided loyalties, many of his Board members were hand

picked for their prior or present affiiations with other Stronach-controlled companies. Thus, the

Board, which should have been the ultimate authority in safeguarding and advancing the interests

of MEC, was hopelessly conflcted in fulfillng its fiduciary duties to the Debtors as a result of

the service of many of its members as fiduciaries of Magna, MID and the Bank of Montreal

("BMO") - MEC's largest lenders.

30. The Stronach Family's control of MID and MEC is highlighted by the high turn-

over of upper-level management of MEC, as well as Stronach's propensity to move employees
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between Magna, MID and MEC. Since 2000, for instance, there have been more than 30

changes in upper-level management at MEC, including directors and officers. Moreover, a

significant number of former Magna and MID executives have served in senior roles with MEC

and vice versa. For example, Dennis Mils, the CEO of MID since August 2008 and Vice

Chairman of the Board of Directors of MID since August 2004, served as the Vice Chairman of

MEC from August 2004 until August 2007 and was the Vice President of Magna from 1984 to

1987. Brian Tobin served simultaneously as CEO of MID and Vice Chairman of the .Board of

Directors of MEC from March 2004 to August 2004.

31. Executives that have been recruited from outside the Magna group of companies

have frequently not remained in their positions for long because of disagreements with Stronach.

For example, Marc Feldman and Michael Neuman each departed less than four months after

becoming the CEO ofMEC. When CEOs left MEC, they were often succeeded by Stronach.

32. Practically speaking, Stronaçh controls MEC, MID and the other Magna-related

companies and has the final say on everything within the companies. His approval or signature

is required for all agreements, including executive compensation, and any transactions involving

the sale and/or purchase of land. Stronach has run MEC as his pawn. Indulging his hobby of

horse racing, he used Magna, an automotive parts company, to create MEC and he in turn used

MEC to invest in racetracks and used MID to finance MEC's operations. The entire vision

behind MEC is Stronach's. For Stronach, MEC is not really a business; it is, rather, "a labor of

love." Indeed, although he has served as Interim CEO of MEC off and on for much of MEC's

existence, MEC has never reported paying Stronach a penny.

11
KL3 2729832 i



B. In 2004, MID Decided to Take MEC Private

33. By 2004, Stronach and the other members of management of MID and MEC

knew that MEC was experiencing financial diffculty. MEC had incurred net losses since as

early as 2002 and it had experienced a decline in revenue growth since 2003.

34. In the spring of 2004, as MEC was considering new potential financing

transactions, MID's management decided that a privatization of MEC would be a good

alternative to financing MEC on a project-by-project basis. Through this proposed transaction

(the "Privatization Offer"), MID would acquire all of the shares of MEC and could, as a result,

directly fund MEC's business.

35. On July 13,2004, MID announced its intention to purchase all outstanding shares

ofMEC not already owned by MID. MID's reasoning for the privatization, among other things,

included: (i) the Stronach related-party transactions between MID and MEC were diffcult to

structure on a project-by-project basis and a privatization would eliminate many of those

management distractions; (ii) MEC had certain capital requirements and taking MEC private

would lower the cost of capital for MEC; and (iii) privatization would provide greater flexibility

and efficiency in allocating MID's financial and managerial resources to MEC. The

Privatization Offer was not looked upon favorably by either MID's or MEC's minority

shareholders. In fact, a number of actions were brought in United States and Canadian courts

challenging this transaction.

36. By early August 2004, MID management came to the view that, in light of the

financial situation of MEC and the significant opposition to the transaction on the part of both

MID and MEC shareholders, MID should not proceed with the offer to take MEC private.

37. REDACTED
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REDACTED

38. On September 16, 2004, more than a month after MID's management first had

concerns, MID publicly disclosed that it would not be proceeding with the offer to take MEC

private. Faced with a looming financial crisis, MEC took on more debt by extending and

increasing secured credit it already had, and, in December 2004, taking on debt from MID.

39. On December 9, 2004, notwithstanding the company's already ailing balance

sheet, MEC announced that MID, through its wholly-owned subsidiary MID Islandi, had agreed

to provide $192 milion of project financing in the form of two construction loan facilities: (1)

$115 milion for the Gulfstream Park Facility (the "Gulfstream Park Facilty"), and (2) $77

millon for The Meadows Facility. The interest payments for these facilities were to be deferred

until January 2008 and each "loan" was secured by a first-ranking security over the lands

forming part of the racetracks that benefited from the financing.

40. The first advance of $22.2 milion under the Gulfstream Park Facility occurred on

December 9, 2004, with MEC paying an up front $3 milion "origination fee." This was the first

in what became a series of MID financings to MEC, all of which were made with the fuIJ

knowledge of both MID and MEC that MEC was in severe financial distress and would be

unable to repay these "loans" absent an unforeseeable financial upswing at MEC.

41. Also on December 9, 2004, MEC announced that MID, through MID Islandi, had

agreed to provide $77 milion under a new loan facility relating to The Meadows racetrack, for

the stated purpose of financing construction there ("The Meadows Facility"). The interest
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payments for this facilty were to be deferred unti January 2008 and the "loan" was secured by a

first-ranking security over the lands forming part of the racetrack.

42. Importantly, under the terms of The Meadows Facility, MID agreed, subject to

entering into a satisfactory intercreditor agreement, to subordinate its security interest in The

Meadows to a third party lender if such a lender would finance the cost of installng slot

machines. This term made the Meadows "loan" more of an equity-type investment. In a true

loan a lender would not subordinate its security interest to a new financing merely because the

new financing would increase the overall value of the property.

43. The Gulfstream Park Facilty set the pattern for future transactions between MID

and MEC. First, the MID and MEC boards were presented with a/ail accompli -- with no time

to get alternative financing and an emergency in the offing, there was little alternative but to

approve the transaction put together by MID and MEC management. In the case of the

Gulfstream Park Facility, because the renovations that the loan facilty was meant to finance had

been approved by the Board months before and work had already started, MEC needed the

Privatization Offer to close to stay in business - i.e., MEC started the renovation work without a

clear way to pay for it. REDACTED
The MID and MEC

boards were left with no choice but to approve the financings. In the words of one Director,

"What are you going to do at that point? There's a wrecking ball tearing the building down." RRDAC

REDACTED

Second, MID and MEC hired a team of

sophisticated American and Canadian attorneys to document the transactions as best as they

could to ensure that MID would come out on top should MEC fie for bankruptcy.
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44. By early in 2005, the officers and directors of MEC and MID all knew that a

MEC bankrptcy was a distinct possibilty, and they began to plan for the day that MEC fied for

bankrptcy. REDACTED

45. All told, MID, through MID Islandi, has provided an aggregate of$481 mílion in

financing to MEC from December 2004 to the Petition Date. REDACTED

REDACTED

Yet, he did not stop it, although he

could have.

46. From an economic perspective, Stronach was absolutely correct. Given that

MEC's cash flows before financing activities were consistently negative, MEC had no source of

funds to pay MID fees and interest other than with more MID loans. Thus, the fees and interest

charged by MID on an already-overleveraged company merely added to MEC's debt load.

C. The 2005 Recapitalization Plan

47. On July 22, 2005, MEC announced a 12 month Recapitalization Plan with the

goal of decreasing its debt burden by sellng $150 milion of non-strategic assets and applying

the sales proceeds to reduce loan principals. Tom Hodgson, then MEC's CEO, explained that

MEC had to strengthen its balance sheet, "paying down debt so that we are positioned properly

to fund future growth opportunities." But in the meantime, MEC was in desperate need of cash
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to continue its failing business. Rather than providing MEC with the additional funding it

needed in the form of an explicit equity infusion, the Defendant chose to burden an already

struggling company with additional debt and the interest charges and fees that came with that

purported debt.

48. The 2005 Recapitalization Plan had another critical component. REDACTED ,

REDACTED

49. Another aspect of the plan, unstated in the presentation materials to the MID or

MEC Boards, was that MEC would continue to use BMO as a secured lender for some of its

assets. REDACTED
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50. On July 22, 2005, REDACTED

MEC took on even more debt by amending past agreements and by

taking on wholly new "loans" from MID. On July 22, 2005:

A. MID and MEC amended the Gulfstream Park Facility and the payment
deferral period was shortened by one year to January 1, 2007. In
connection with this amendment, additional subsidiary guarantors were
added. MEC apparently received no consideration for these amendments;

B. The Meadows Facility was replaced by the Remington Park Facilty in
which MID, through MID Islandi, funded MEC $34.2 mílion for capital
expenditures at the Remington Park site (the "Remington Park Facility").
MID decided to replace The Meadows Facility with the Remington Park
Facility because the timetable for alternative gaming at Remington Park
was more certain and MID would begin to receive payments from MEC
sooner than it otherwise would have under The Meadows Facility; and,

C. MEC entered into the first of two MID Bridge Loans in an amount not to
exceed $100 millon. The proceeds were to be delivered in three tranches:
(i) $50 million on closing; (ii) $25 mílion on or after October 15, 2005;
and (iii) $25 mílion on or after January 15,2006. According to the terms,
MID was to receive a $1 milion arrangement fee upon closing and
$500,000 when each of the remaining tranches was made available to
MEC.

51. Even as MEC continued to suffer heavy losses from operations, the Defendant

allowed the Debtor to incur increasingly heavy interest payment obligations that guaranteed that

MEC would not be able to rehabiltate its balance sheet, as had been the ostensible business

purpose for the Bridge Loan, absent significant asset sales which the Defendant did not intend to

occur.

52. REDACTED

Through the numerous self-interested insider transactions that no reasonable lender would

have made, MID charged high rates of interest and massive fees to MEC. MEC incurred a total

of $55 millon in interest pursuant to the Gulfstream Park and Remington Park loan facilties
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alone. Since making its first so-called loan to MEC in 2004, MID has charged $88,451,152 in

interest payments and fees.

1. One Purpose of the MID Loans to MEC Was for MID to "Exercise
More Control over MEC's Operations"

53. In August 2005, MID and certain of its directors and officers were sued in Canada

by MID investor Greenlight Capital, Inc. and its affiiates (collectively, "Greenlight"), in part as

a result of having provided these financings to MEC in the face of a report prepared by

Corporate Governance Analytics ("CGA") and delivered to the MID Board of Directors on

November 9, 2004. CGA was retained to prepare an external analysis of the strategic business

plan ofMEC. Tom Hodgson, the president ofCGA and a director of MID at the time (and later

the CEO ofMEC), presented the report to MID's board, concluding what the Board and the MID

Defendant already knew or should have known: that MEC was in a precarious financial position

requiring that it raise $200 milion of capital funds in the form of equity and not debt. After the

presentation, MID's board unanimously readopted a resolution supporting the views expressed in

the report. Greenlight argued that MID's funding of MEC via purported "loans" was therefore

not justified in light of this report.

54. Ultimately, MID won its suit against Greenlight, both at trial, and on appeaL. The

trial court held that the 2004 and 2005 transactions between MID and MEC- including the

Gulfstream Park, Meadows, and Remington Loan Facilities and the Bridge Loan -- had two

purposes: "to preserve and enhance MID's investment in MEC and to exercise more control over

MEC's operations." (Emphasis added.) MID, on appeal, specifically cited and relied upon this

holding in securing an affrmance of its win at triaL.
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2. MID Waives Its Right to Repayment under the Bridge Loan

55. On October 19, 2005, MEC sold its subsidiary's stake in Flamboro Downs to

Great Canadian Gaming Corp. ("GCGC"). GCGC paid US $23.6 milion and $50 milion

(Canadian) in cash and assumed approximately $44.8 milion (Canadian) of Flamboro Downs'

existing debt, subject to a working capital adjustment. MEC recognized a non-cash impairment

loss on Flamboro Downs' racing license of$15 millon, reflecting a sale price below its carrying

value.

56. Under the terms of the Bridge Loan and MEC's senior secured revolving credit

agreement with BMO (the "BMO Credit Facility"), MEC was required to use the net proceeds

from the sale of Flamboro Downs to pay down principal of both loans on a pro rata basis.

However, by waiver signed November 15, 2005, both MID and BMO agreed to waive their

rights to the proceeds of the Flamboro Downs sale, allowing MEC instead to use proceeds to

fund additional construction costs at Gulfstream Park.

57. On October 14, 2005 MID acknowledged that MEC might not achieve the

EBITDA targets required pursuant to certain financial covenants provided for in the July 22,

2005 Bridge Loan. Section 4.1 of the Bridge Loan Agreement required, as a condition to the

advancement of Tranche 2 to MEC, that, as of October 15, 2005, "(t)he Borrower has established

to the satisfaction of Lender that the Borrower's EBITDA (excluding asset impairment write

downs and gains and losses on asset sales) for Q3 2005 is no worse than negative $22 mílion."

MID acknowledged that MEC might not be able to achieve the EBITDA requirement in Q3

2005; however, it nevertheless agreed to make Tranche 2 under the Bridge Loan available to

MEC on Monday October 17,2005.

58. At December 31, 2005 MEC was not in compliance with financial covenants

contained in both the BMO Credit Facility and the Bridge Loan. In February 2006, BMO agreed
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to waive compliance with a financial covenant in relation to Golden Gate Fields. The BMO

Credit Facility and July 22, 2005 Bridge Loan with MID contained identical financial covenants

relating to EBITDA Maintenance, requiring at the end of each quarter an EBITDA for Golden

Gate of at least $4 milion. In violation of this covenant, as of December 31, 2005 EBITDA for

Golden Gate was only $2.9 millon.

59. Although both MID and MEC knew that MEC had to pay down its debt, and

although they were conscious of the fact that they were driving MEC into bankruptcy by failing

to do so, the Defendant allowed MEC's debt to grow by nearly $130 millon by December 31,

2005. Consistent with the "heads I win, tails you lose" plan, the percentage of debt owed to MID

on a secured basis had grown from 4% of MEC's outstanding obligations in 2004 to more than

28% in 2005 (and would ultimately grow to 75% by the Petition Date).

D. In 2005 and 2006, MEC Continued to Fail to Improve its Finances

1. MEC Sold Assets to Magna and MID

60. As MEC's debt continued to grow, management announced its intent to eliminate

MEC's debt in 2005 through asset sales and other transactions. Although MEC did sell assets, it

failed to reduce debt. Many of these asset sales were to Magna, or MID and its affiliates.

61. On August 25,2006, MEC sold the Magna Golf Club to Magna for $46.4 millon,

with MEC recognizing an impairment loss of $1.2 mílion. MID waived its right to repayment,

and MID Islandi received a fee of 1 % of the net sale proceeds as consideration for waiving

repayment rights under the Bridge Loan.

62. On November 1, 2006, MEC sold the Fontana Golf Club in Austria to a

subsidiary of Magna for $38.3 million. MID again waived its right to repayment, and MID

Islandi again received a fee of 1 % of the net sale proceeds as consideration for waiving

repayment rights under the Bridge Loan.
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63. In 2007 and 2008, MEC made additional significant sales of non-core assets:

Most of these properties were bought by MID or related companies. The transactions included:

(i) the February 7, 2007 sale of two real estate properties to MID for $30 million; (ii) the March

28,2007 sale of 157 acres adjacent to the Palm Meadows Training Center to a subsidiary of MID

for $35 milion; (iii) the June 7, 2007 sale of San Luis Rey Downs to a subsidiary of MID for

$24 milion; (iv) the April 2, 2008 sale ofreal estate in Austria to Fontana Immobilien, an entity

in which a subsidiary of MEC had a 50% joint venture equity interest, for $1.2 mílion; and (v)

the April 1 i, 2008 sale of 225 acres of excess real estate at Magna Racino in Austria to a

subsidiary of Magna for approximately $31.5 milion.

64. Two of these transactions expressly contemplated that MID would remarket the

assets and mandated a sharing of certain proceeds with the Debtors only after MID achieved a

specified internal rate of return:

(a) The February 7, 2007 transaction involved MID's acquisition of all of MEC's
interests and rights in two real estate properties, a residential development

property in Aurora, Canada and excess land at Laurel Park in Maryland. As part
of the transaction, MEC was granted a profit participation right under which MEC
was entitled to receive 15% of the net proceeds from any sale or development of
either property, after MID first reaches a 15% internal rate of return.

(b) The March 28, 2007 sale of excess real estate at Palm Meadows Training Center
also involved a profit participation right retained by MEC, under which MEC was
entitled to receive 15% of the net proceeds from any sale or development of the
property, after MID first achieves a 15% internal rate of return.

65. Between 2006 and 2009, MEC sold properties to MID and its affliates for a

combined price of approximately $205 mílion. In spite of the substantial funds made available

to MEC as a result of these asset sales, MEC remained undercapitalized. All these transactions

accomplished, rather, was to allow MEC to retire non-MID debt, thereby increasing the

percentage of Debtors' indebtedness owed to MID.
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2. The 2006 Loan Amendments

66. As 2006 began, MEC knew that it was stíl in bad financial shape. Instead of

putting its fiscal house in order to eliminate the need for a going concern qualification to its

financial statements, MEC took on more debt. On February 9, 2006, MEC and MID amended

the Bridge Loan for a second time, this time granting MID further security interests in several

MEC properties and pledging the shares of certain MEC subsidiaries. After amending the

Bridge Loan, MEC received the final $25 milion tranche the next day and in turn paid MID an

additional arrangement fee of $500,000.

67. Through the beginning of 2006, MEC's financial position did not improve. And,

the Company did not make significant progress on its 2005 Recapitalization Plan. Despite this,

the Company made clear that certain of its assets were not for sale under any circumstances.

During a May 1, 2006 investor call, for instance, Stronach told investors that "Golden Gate wíl

not be for sale."

68. The February 2006 Bridge Loan amendment proved to be insufficient and, in its

First Quarter 2006 10-Q, MEC finally admitted to the investing public what it had known for

over a year: MEC's ability to continue as a going concern was in substantial doubt.

69. Despite these financial woes, MEC, on July 26, 2006, announced that it would

take on new debt in three new financings:

A. The third amendment and extension of the Bridge Loan: MID extended
the maturity date from August 31, 2006 to December 5, 2006, and MEC
agreed to pay $500,000 to MID as an extension fee. MEC also agreed to
pay an additional $500,000 if MEC failed to complete the sale of TheMeadows by November 6, 2006.

B. An amendment to the Gulfstream Park Loan: MID added a new tranche
of up to $25.8 mílion to be used in funding construction of gaming

facilities. MEC paid MID Islandi $257,500 as consideration for this
amendment.
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C. And, an amendment to MEC's senior secured revolving bank credit
facility with BMO: BMO extended the maturity date from July 31,2006
to November 6, 2006, and increased the maximum amount that could be
borrowed from $50 mílion to $64 mílion. The BMO loan required MEC
to repay $39 milion upon closing the sale of The Meadows, after repaying
the MID Bridge Loan. MEC paid BMO a commitment fee of $240,000 in
connection with this amendment.

70. On August 2, 2006, MEC issued its unaudited financial results for the second

quarter of 2006 and Stronach continued to spin a tale to the investing public, stating that MEC

"remain(ed) focused on reducing debt in the months ahead, and with the expected collection in

the fourth quarter of 2006 of the $175 milion note from the sale of The Meadows, the proceeds

of which wil primarily be used to repay debt, we expect that our balance sheet wil be much

stronger by year end."

71. One month later, MEC and MID amended the Bridge Loan again by increasing

the maximum permitted borrowings by $19 mílion to a total of $119 million - belying

Stronach's assertion that MEC was focused on reducing debt.

72. As of September 30, 2006, as a result of advances being made under three

separate tranches since July 22, 2005, a total of $100 million had been drawn under the MID

Bridge Loan. At this time, MEC had a working capital deficiency of $170.3 milion and MEC's

ability to continue as a going concern continued to be in substantial doubt. Clearly, the Debtors

were being kept alive solely by the constant cash infusions it received in the form of "loans"

from the MID Defendant. Even MEC's satisfaction of the ever greater fees and interest MID

was charging under the numerous loan facilities outstanding at the time would not have been

possible without MID's increasing investments in MEC. And unlike bona fide creditors of

MEC, the MID Defendant had nothing to lose - they had specifically structured their
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investments in the struggling company to ensure that their claims would be senior to those of all

other parties in the coming bankruptcy.

73. On November 1, 2006, MEC announced its unaudited financial results for the

third quarter ending September 30, 2006 and Stronach stated, "we remain burdened with too

much debt and interest expense, which contributed to an increased net loss from continuing

operations compared to the third quarter of 2005. While we made some progress on debt

reduction in the third quarter with the sale of Magna Golf Club (to Magna), we remain focused

on reducing debt further."

74. MEC sold The Meadows on November 14,2006 and used the proceeds from the

sale to payoff the Bridge Loan. The retirement of the Bridge Loan was short lived, however, as

the mismanaged and perennially unprofitable MEC required additional financing the following

year. It received this financing, per the plan hatched in 2004, from MID.

75. On December 22, 2006, MEC amended the Gulfstream Park Facility for a third

time to add a third tranche under which MEC could borrow up to an additional $21.5 millon.3

76. As announced as of December 31, 2006, MEC incurred net losses of $87.4

milion in 2006, $105.3 million in 2005, and $95.6 millon in 2004. MEC's 2006 1 OK/A warned

again that there was "substantial doubt about the Company's abilty to continue as a going

concern."

E. The 2007 Debt Elimination Plan: The Second Bridge Loan

77. In 2007, its 2005 Recapitalization Plan a failure, MEC's financial situation

worsened. As it did, MEC sought ways to finance its floundering business.

3 Between January 2007 and February 2009, the Gulfstream Park Facilty was amended at least six
more times, five of which amendments extended the deadline for repayment of $1 00 milion. On
September 12,2007 the parties accelerated maturity of the facilty's largest tranche from a date ten years

after completion of the project, to May 31, 2008; however this accelerated due date was not enforced.
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78. In February 2007, MEC hired a new CEO, Michael Neuman ("Neuman"), and

fied an SEC Form S-3 to enable it to sell up to $500 millon in equity securities in one or more

future offerings. The offerings were intended to give MEC the flexibility to take advantage of

financing opportnities when and if deemed appropriate.

79. MEC's 2007 plan was to sell assets, raise equity, decrease debt and improve

operations. REDACTED

80. By May 2007, MID and MEC had abandoned the idea of the securities offering

pursuant to MEC's February 2007 S-3. No securities were ultimately ever sold under this S-3.

Instead, MID and MEC considered an alternative proposal, REDACTED

REDACTED

81. In its May 2007, annual meeting, Neuman and Stronach presented the outlne of

this plan to MEC's shareholders. In his comments, Stronach specifically referred to the fact that

the sale of certain MEC assets could raise between $400 milion and $700 milion.

82. Believing that the sale of assets was critically important to addressing MEC's

financial situation, Neuman began planning to hire real estate professionals and investment

bankers to effectuate those sales. Stronach put an immediate end to those efforts, indicating to
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Neuman that Stronach, as Chairman, would control the asset sale process. A month later, on

June 22, 2007, Neuman, having been "boxed-out" of making any meaningful management

decisions to effectuate asset sales by Stronach, left MEC. Stronach became, once again, MEC's

CEO, a post he retained until after the filing ofMEC's bankrptcy.

83. MEC incurred a $21 mílion net loss in the first two quarters of 2007, had an

accumulated deficit of $417.3 milion, and a working capital deficiency of $35.9 milion. In the

wake of these dismal results, and the departure of Neuman, MEC sought help. First, it turned to

MID to help develop a plan to address its financial problems. Under the guise of a "consulting

agreement," MEC needed MID personnel to take over, which confirmed the reality of the

situation -- Stronach and MID viewed MEC's assets, particularly the racetracks, as MID property

and wanted to control directly the possible sale of those assets. Moreover, everyone agreed that

MEC personnel lacked the necessary skil to handle the asset sales that were needed - even

though the 2005 Recapitalization Plan had already required asset sales. MID personnel were

needed and, therefore, provided to handle the asset sales. Second, MEC hired Tom Hodgson's

Greenbrook Partners as a consultant to put together, along with MID, a strategic plan to solve

MEC's financial problems.

84. MEC's new consultants -- Hodgson and MID -- presented another financing plan

consistent with Stronach's "heads I win, tails you lose" strategy, in what became known as the

Debt Elimination Plan, which was approved, on September 12, 2007, by the MEC board. The

2007 Debt Elimination Plan projected that MEC required $704 milion to eliminate its debt. By

having Stronach pay in $20 milion as equity and then having its "excess real estate" and "loss

operations" sold, MEC estimated that it could generate $331 milion. If it then sold Remington

Park, and a minority interest in Santa Anita, MEC estimated that it could raise $51 I milion.
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85. REDACTED

86. In essence, the 2007 Debt Elimination Plan was nothing but a plan to mollify

investors. MEC did not seriously consider sellng, nor did it take any steps to sell, anything but

those assets it considered "excess" or "losing." Stronach wanted to keep hold of his most prized

racetracks and refused to consider sellng any of them, despite numerous expressions of interest

from third parties. Instead, MEC and MID bet -- with the bondholders and the other unsecured

creditors' money -- that MEC could issue additional securities in 2008, even though it had failed

to do so before, the last time just months earlier. REDACTED

REDACTED

87. In connection with the Debt Elimination Plan, MEC and MID, through MID

Islandi, entered into a new Bridge Loan Agreement (the "Second Bridge Loan") whereby MID

pledged to make $80 milion available to MEC. Although styled as a loan, the Second Bridge

Loan was simply another equity infusion. REDACTED
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REDACTED

88. The Second Bridge Loan was, as the initial Bridge Loan had been, secured by aIJ

of MEC's assets and guaranteed by certain of MEC's subsidiaries. Under its terms, if by

February 29, 2008, MEC had not entered into agreements acceptable to MID Islandi for asset

sales that would yield aggregate net proceeds suffcient to repay the entire outstanding loan

principal, the interest rate would increase by another 1 %.

89. This Second Bridge "Loan" was an important part of the MID Defendant's

scheme to hinder, delay and defraud MEC's creditors. First, the MID Defendant structured the

transaction so that the Debtor would have to pay higher interest rates if it did not complete

sufficient asset sales - but as all relevant parties expected that Stronach or MID and its affiiates

would be the parties to purchase many of the assets, the only party that stood to benefit from the

higher interest rate, MID, was one of the parties able to control whether or not the increased

costs would be assessed. Thus, this term was merely a vehicle to unlawfully prefer the MID

Defendant over other creditors in the bankruptcy that the MID Defendant, MID, the MEC Board

of Directors and MEC management knew was fast approaching.

90. In addition, MID purposefully entered into this new loan as a secured lender in

order to further solidify its grasp over MEC's assets in the inevitable event of a bankrptcy.

Stronach and his MID manipulated MEC and the MEC Board of Directors, would cause the
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controlled company to sell its assets to MID to make money it needed to pay down debt that it

owed to MID, for which it needed to take out additional loans from MID which were secured by

MEC's assets. This circular arrangement benefitted no one but MID and in fact was entered into

with the intent to defraud MEC's bona fide creditors.

91. Also on September 12, 2007, MEC again amended the Gulfstream Park Facility.

In return for MID agreeing to waive any applicable make-whole payments for prepayments made

under either of the project financings prior to May 3 i, 2008, the amendments provided that under

the Gulfstream Park Facilty, (i) Gulfstream Park's obligations would be guaranteed by MEC;

and (ii) $100 milion of indebtedness under the Gulfstream Park Facilty would have to be repaid

by May 31, 2008.

92. In its public fiings, MEC underplayed the onerous terms of this new debt

instrument: "While the bridge loan is expensive in terms of interest rate, and obviously involves

incurring more debt in the short term, it is a necessary part of the plan to have the appropriate

time to effectively market MEC's assets in a way that maximizes expected realization from sale

for the benefit of all our shareholders."

93. In entering into the Second Bridge Loan, MEC also received advice from Tom

Hodgson's consulting firm, Greenbrook Capital Partners, Inc. ("Greenbrook"), but did not

announce its formal agreement with Greenbrook until September 13, 2007, the day after the

Second Bridge Loan closed. Greenbrook, whose senior partner, Tom Hodgson, was a former

President and CEO of MEC, was engaged to provide consulting services to assist MEC and its

subsidiaries with its Debt Elimination Plan.

94. In describing the Debt Elimination Plan during a conference call for MEC's

shareholders and investors on September 13, 2007, Tom Hodgson stated, "The principal
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objective of the plan is to eliminate (MEC)'s debt by December 31,2008. Let me repeat the key

words here--not to reduce debt, but to eliminate debt."

95. Greenbrook advised MEC that the Second Bridge Loan had to contain a

representation that MEC was solvent. MEC made a representation in the Second Bridge Loan

agreement, but it was far from a representation of solvency. In fact, the provision was, in its

unusual admission and conditional phrasing, the opposite of a solvency representation: it is an

admission that the company could not say it was solvent:

The Borrower has not entered into the transactions hereunder or any Loan
Document with the actual intent to hinder, delay or defraud any creditor, and the
Borrower has received reasonably equivalent value in exchange for its obligations
under the Loan Documents. Taking into account the Bridge Loan (and assuming
Advances requested by the Borrower are advanced by the Lender), the Fair
Enterprise Investment and the Borrower Restructuring Plan, the Borrower and
each of the Guarantors is solvent (as such term is used in all applicable laws
relating to bankruptcy, fraudulent transfers and èonveyances) . . . ."

The Borrower Restructuring Plan, renamed the Debt Elimination Plan a few months later, was

announced on September 13, 2007, the day after the Second Bridge Loan agreement closed. By

conditioning soIvency on the Borrower Restructuring Plan, a condition that had clearly not yet

been met, MEC announced that it was not solvent. This solvency "representation" in the Second

Bridge Loan agreement would have given any third-party lender considerable pause, and is

evidence that the "loan" transaction was not a loan at all.

96. The parties' actions speak louder than their words - MEC was not serious about

turning around its balance sheet problems, and MID was not serious about enforcing the terms of

its so-calIed lending agreements with MEC REDACTED

REDACTED
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REDACTED

97. MEC' s failure to sell its assets can not be attributed to a lack of potential buyers.

REDACTED

98. REDACTED

99. By the end of 2007, instead of eliminating debt, as required by the Debt

Elimination Plan, MEC had incurred even more debt. MEC's 2007 10-K reported how bleak the

Company's finances were. In 2007, MEC had suffered net losses of $113.8 milion, primarily

due to increased losses at Gulfstream Park and high debt service costs. Interest paid for the year

ended December 31,2007 was $52.2 millon, an increase from the $39.1 milion paid in 2006
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and the $29.9 milion paid in 2005. MEC warned shareholders: "We currently have a number of

debt obligations that we wil be unable to meet unless we can extend or restructure existing

facilties or raise capital from other sources, neither of which is assured. If we are unsuccessful

in negotiations with our existing lenders, we may have to seek protection from our creditors, be

unable to continue as a going concern and/or our stock may become iliquid or worthless."

100. MEC also acknowledged in its 2007 10-K that "(b)ecause of our financial

condition, our Board of Directors has a duty to our creditors that may affect the interests of our

shareholders. When a Delaware corporation is operating in the vicinity of insolvency, the

Delaware courts have imposed upon the corporation's directors a fiduciary duty to the

corporation's creditors."

101. As of December 31, 2007, MEC had $209.4 milion of debt scheduled to mature

in 2008 and had yet to close any significant transactions under its Debt Elimination Plan.

F. The 2008 Failed Restructuring and MEC's Bankruptcy

102. The Debt Elimination Plan involved a list of "assumed asset sales" REDACTED

REDACTED

103. REDACTED

And, as both the MID and MEC Boards well knew, MEC

operated under the presumption that either Magna, Frank Stronach or MID would be the

purchaser of many ofMEC's assets.
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104. REDACTED

105. REDACTED

even though

MEC was in dire financial condition, MID continued to charge MEC fees under the Second

Bridge Loan. On February 29, 2008, MID charged MEC a commitment fee under Second

Bridge Loan of $800,000.

106. REDACTED

3. The MEC Special Committee Suspected that MEC Management Was
Not Acting in Good Faith

107. Although the 2007 Debt Elimination plan focused on the sale of non-core and

excess assets, REDACTED

108. REDACTED
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109. REDACTED

110. REDACTED

111. REDACTED

More action was required of the MEC Special Committee, yet

they did not act.

112. REDACTED
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113. REDACTED

114. REDACTED

4. The MID/MEC Asset Sale Team Refuse to Sell Assets

REDACTED115.

I 16. A key component of MEC' s Debt Elimination Plan was the sale of assets. As of

May 2007 the Company identified "excess real estate" to be sold having an estimated value of

between $400 milion and $700 milion. Between September 2007 and May 2008, however,

MEC closed only $53.4 milion in assets sales. A commitment to closing additional asset sales

was needed to rescue the Company. Although the MEC 2007 Debt Elimination Plan called for
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the Company to actively market and sell certain of its real property, the joint MEC/MID

management team tasked with selling assets failed to market those properties in good faith,

REDACTED

MEC Keeps the A ventura Property Off the Market

117. As approved by the MEC and MID Boards, and announced in MEC's September

12, 2007 Form 8-K, one of the MEC lands to be sold was the Aventura property located near

Gulfstream Park in Florida. REDACTED

118. REDACTED

119. REDACTED

Despite that decision, no

steps seem to have been ever taken to actively market the Aventura property. Instead, the

A ventura property was set aside for MID.

120. REDACTED
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121. MEC management and the Asset Sale Team effectively put a permanent hold on

selling A ventura and never actively marketed the propert. REDACTED

122. REDACTED

123. REDACTED

MEC Sets Austrian Assets Aside for Frank Stronach

124. MEC's Austrian subsidiary operates the Magna Racino, a horse-racing operation

outside of Vienna, Austria. In addition to the Magna Racino, MEC's Austrian subsidiary owns a

number of parcels of real property, including (i) the lands surrounding Magna Racino (the

"Racino Land"), (ii) the property referred to as the "Fontana Lands", (iii) Golf course

Ebreichsdorf (the "Golf Course"), (iv) certain excess property surrounding the Golf Course (the

"Excess Golf Course Propert") and (v) the forest lands (the "Forest Lands" and, together with
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the Racino Land, the Fontana Lands, the Golf Course and the Excess Golf Course Property, the

"Austrian Real Propert"). MEC recognized that MEC needed to sell Magna Racino, as it was

cash flow negative and a drain on MEC's finances. Accordingly, MEC anticipated sellng the

Austrian Real Property, including the actual Magna Racino, under the 2007 Debt Elimination

Plan. However, Frank Stronach expressed a personal interest in the Magna RacinoREDACTED

REDACTED

125. REDACTED

126. REDACTED
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127.

128.

129.

130.
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REDACTED

REDACTED

REDACTED

REDACTED
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REDACTED

131. REDACTED

5. The March 2008 Reorganization Proposal

132. As the Asset Sale Team was dragging its feet in the sale of MEC's assets, MID

and MEC were working to construct a plan for MID to take over MEC and retain MEC's assets.

133. On March 31, 2008, MID announced that it had received a reorganization

proposal on behalf of various shareholders (the "March 2008 Reorganization Proposal"). The

proposal contemplated the sale of MID's controllng equity investment in MEC for $25 milion

in cash. Under the terms of the proposal, MID would contribute to a limited partnership

controlled by the Stronach Group all of MID's loans to MEC, $150 millon in cash, and all of

MID's development lands in Aurora, Ontario.

134. This proposal was not accepted and MEC's financial condition did not improve.

MEC's 10-Q released on March 31, 2008 announced a net loss of $46.5 milion, an accumulated

deficit of $556.5 milion, and a working capital deficiency of $149.6 milion--with $229. i

million of debt due to mature in the next 12 months.

6. Further Attempts to Save MEC

135. As MEC's financial situation became more dire, the terms under which MID was

willing to offer help became more onerous. At the May 22, 2008 MEC Board meeting, the

Board approved amendments to the Second Bridge Loan under which the maximum commitment
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available to MEC was increased to $110 milion and MEC was permitted to redraw $21.5 milion

that it had previously repaid. The maturity date was also extended to August 31, 2008. In

connection with this amendment, MEC paid MID a fee of$1.1 million on May 23,2008.

i 36. The amendment also provided that if the March 2008 Reorganization Proposal

were not approved by August 1, 2008, MID would pocket an additional fee. Indeed, on August

1, 2008, MEC paid the additional arrangement fee, which was $ 1.1 milion, as the MID

reorganization was not approved by that date.

137. During the same time, MEC also amended the Gulfstream Park Facilty with MID

Islandi and extended the deadline for repayment of $ i 00 million under the Facility from May 3 i,

2008 to August 31, 2008.

138. REDACTED

139. On August 13, 2008, the Second Bridge Loan was amended again and the

maturity date was extended from August 31, 2008 to September 30, 2008. In connection with

this amendment, MEC incurred a fee of $500,000. On the same date, MEC amended the

Gulfstream Park Facility again, and extended the deadline for repayment of $100 milion under

the facility from August 31, 2008 to September 30, 2008.
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140. In August 2008, MEC also had to deal with its loans from BMO. REDACTED

REDACTED

141. On September 15,2008, the Second Bridge Loan was amended for a third time to

extend the maturity date. This time, the parties slipped in a term that revealed once and for all

that the parties did not genuinely expect or intend the loan to actually mature. The parties

extended the maturity date from September 30, 2008 to October 3 I, 2008, "or such later date or

dates as may be determined in writing from time to time by the Lender in its sole discretion, with

such later date or dates being subject to such conditions as may be determined by the Lender in

its sole discretion." With this agreement, the parties gave MID Islandi the power to set any date

beyond October 31, 2008 as the maturity date. In connection with this amendment, MEC

incurred a fee of $500,000.

142. MEC also amended the Gulfstream Park Facilty again and extended the deadline

for repayment of $1 00 milion under the facilty from September 30, 2008 to October 31, 2008 -

42
KL3 2729832 i



with a proviso, identical to the one in the Second Bridge Loan agreement, giving MID Islandi the

sole discretion to choose any later maturity date it determined. The parties inserted the same

proviso in the Remington Park Loan agreement.

143. As of September 30, 2008, MEC stíl had not closed any significant asset sale

transactions under the Debt Elimination Plan and had not entered into any strategic transactions.

144. REDACTED

145. REDACTED

"

146. On October 15, 2008, REDACTED

the Second Bridge Loan was amended for a fourth time, with MID, through MID Islandi,

agreeing to loan the soon-to-be debtor an additional $15 milion for a total of $125 milion, and

permitting MEC to redraw amounts it had repaid in July 2008 (approximately $4.5 milion). The

maturity date was also extended from October 31, 2008 to December 1, 2008. In connection

with this amendment, MEC incurred a fee of $1.25 milion. MEC also amended the Gulfstream

Park Facility on the same day, extending the repayment deadline for $100 million from October
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31, 2008 to December 1, 2008. MEC incurred a fee of $1 millon in connection with the

extension ofthe deadline.

147. In November 2008, MEC also found it increasingly diffcult to meet its various

purported loan obligations to MID Islandi and MEC announced a proposed out-of-court

restructuring of those obligations. On November 25, 2008, MEC amended the Second Bridge

Loan for a fifth time and entered into an agreement (the "Transaction Agreement") with MID.

The Transaction Agreement between MEC and MID looked awfully familiar -- for it was

modeled on past, failed attempts by Stronach and MID to ensure that Stronach could continue to

control MEC's racetracks.

148. Under the Transaction Agreement, MID was to implement a proposed

reorganization that included the spin-off ofMEC to MID's existing shareholders. The proposed

transaction provided for: (i) MID to finance MEC's working capital and fees in connection with

Laurel Park's slot machine application; (ii) an extension of Bridge Loan maturities until March

31, 2009; (iii) MEC and its affiliates to market certain core racetrack and joint venture assets on

a commercially reasonable efforts basis; (iv) MID to purchase certain unimproved real estate of

the Debtors for a price of between $100 and $120 milion; (v) completion ofa $30 milion rights

offering in MEC to certain Stronach affiliates; (vi) MID's spin-off of its interests in MEC to

MID's shareholders; and (vii) consummation of the strategy that had been put in place years

before with the conversion of any remaining "indebtedness" of MEC to MID Islandi into equity

interests of MEC. In connection with the extensions of the Second Bridge Loan maturity date

and the Gulfstream Park Facilty $100 milion obligation, MEC incurred fees of $2.5 milion and

$2 milion respectively.
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149. To successfully implement the Transaction Agreement, MID and MEC needed

the increasingly impatient BMO to extend again the terms of its loans to MEC. REDACTED

REDACTED

On

November 26, 2008, BMO granted the requested extension to the earlier of March 16, 2009, or,

if MID's proposed reorganization failed, fifteen days after the reorganization of MID was either

rejected or withdrawn, the date MEC received net proceeds from the sale of its assets, or the

entire balance became due by acceleration. For this extension, MEC paid a fee of $1.75 milion.

i 50. Like its predecessors, the November 2008 Transaction Agreement was

imandoned. However, even if everything had gone perfectly under the Transaction Agreement,

MID would stil only be repaid through a conversion to equity. In its formation, the Transaction

Agreement showed what had motivated Stronach and MID, the company he controlled,

throughout -- keeping personal control of the "core" racetracks at the center of his horse racing

empire.

151. REDACTED

152. On November 7, 2008, MEC released its dismal 2008 third-quarter 10-Q. The

figures were staggering: MEC had an accumulated deficit of $621.1 milion, a working capital
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deficiency of $195.4 milion - and $255.4 milion of debt due by September 30, 2009. Yet, on

December I, 2008, with bankrptcy all but inevitable, the Debt Elimination Plan moribund, and

MEC's debt burden as high as it had ever been, MID advanced $50 milion to MEC, dressing the

advance up, once again, as a debt obligation. The parties executed a loan agreement (the "2008

Loan") under which MID was to advance $125 milion in four tranches, starting with $50

million, which MID did, in fact, advance. A second tranche, of $30 millon, was to be advanced

to fund application costs for the addition of slot machines to MEC's Laurel Park property. A

third tranche, of $15 milion, was to fund repayment of principal on a subsidiary's debt, and the

fourth tranche, of $30 milion, was to fund the construction of slot facilities at the Laurel Park

property, should MEC's slots application be approved. Interest was set at LIB OR plus 12%.

MEC incurred a $1 millon arrangement fee to MID at closing, and was to pay additional fees

totaling $ 1.5 milion in the event MID advanced the second, third, and fourth tranches. In

addition, MEC granted MID security interests in its most profitable properties, Santa Anita Park

near Los Angeles, and Golden Gate Fields in San Francisco, as well as Pimlico.

153. This new "loan" had no set maturity date. Certain dates for repayment were given

in the agreement, but MID Islandi, in its sole discretion, could opt for any later date it chose.

Using the mechanism established in the agreement, MID Islandi could easily opt for no maturity

date at all. In language nearly identical to the unorthodox solvency representation in the Second

Bridge Loan, MEC provided a solvency clause that implicitly conveyed a statement that MEC

was insolvent. It conditioned its solvency on a condition that had not yet occurred, the

successful implementation of the Transaction Agreement. The Transaction Agreement was

abandoned six weeks later.
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154. At the end of December 2008, when MEC was on the brink of bankrptcy, Knott

Partners Management LLC, of which MEC's Independent Director and Special Committee

member Anthony Campbell is a member, sold approximately 169,000 shares of MEC stock,

approximately 54% of the daily trading volume, in a ten-day period to avoid a potential loss of

approximately $137,000.

155. In February 2009, to complete the first phase of restructuring, MEC fied an

application with the Maryland gaming authorities for authorization to place slot machines at the

Laurel Park, Maryland racing facilty. MEC did not, however, include the required $28.5 milion

license fee with the application because MEC was not sure whether the fee was refundable. The

application was denied for failure to submit the required fee.

156. On February 18, 2009, just six days after the application was rejected, MID

terminated the Transaction Agreement with MEC. This unilateral action by MID accelerated

MEC's obligations to MID Islandi and BMO to March 20, 2009, and forced MEC to fie for

Chapter 1 i protection.

157. On January 26, 2009, just over a month before MEC fied for bankrptcy, Charlie

Wiliams stepped down as a director of MEC. Shortly thereafter, on February 20 and 25, 2009,

respectively, independent directors Jerry Campbell and Anthony Campbell also stepped down

from MEC's Board.

158. On March 5, 2009, the Debtors fied for bankruptcy.

159. On March 9, 2009, the Debtors fied a motion pursuant to Sections 105, 363 and

365 of the Bankruptcy Code in which they sought an order authorizing and scheduling an

auction. The proposed bidding procedures, if approved, would have allowed MID to offer to

purchase certain MEC assets, including the A ventura property that MEC had refused to sell in

47
KL3 2729832 i



2008, for a total purchase price of $179,795,000, of which $135,629,000 would have been a

credit bid. That motion was withdrawn after the Committee objected.

CLAIMS FOR RELIEF

First Claim for Relief

Recharacterization of the Gulfstream Park Facilty

160. Plaintiff repeats and realleges each and every allegation in paragraphs 1 through

159 as if fully set forth herein.

161. The substance and character of the Gulfstream Park Facilty is one of an equity

contribution.

162. Considering the totality of the circumstances, the MID Defendant's claims against

the Debtors should be recharacterized as equity interests based on the following factors:

a) The parties never intended to enforce MEC's repayment obligations. MID

entered into the Gulfstream Park Facility a few months after abandoning a
plan to purchase all of MEC's outstanding shares and take MEC private,
and a month after learning from its financial advisor that MEC needed an
infusion of $200 milion in equity.

b) REDACTED

c) The parties intended to inject capital on an expedited basis to eliminate the
issuance of a going concern qualification in MEC's public fiings at the
end of2004.

d) The parties never intended to enforce a maturity date. Indeed, the parties'
continual amendment of the loan documents to extend the maturity date
belied the existence of any intent for the loan to mature. Though the
parties inserted a term accelerating the loan in one of their amending
agreements, the accelerated date was never enforced. Instead, the date
was pushed back over and over again. Ultimately, in September 2008 the
parties covenanted to give MID the right in its sole discretion to choose as
a maturity date any date beyond that given in the agreement.

e) Because the only source of funds to pay MID fees and interest was more

MID loans, the economic reality of the situation is that the fees and
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interest were paid through the issuance of additional "debt" that remains
outstanding today.

f) The parties did not abide by a real plan to pay down the debt. To the
contrary, the parties amended documents to increase the debt, from $ i i 5
millon originally to $140.75 milion in July 2006, and to $162.25 milion
in December 2006.

g) MID loaned money to MEC when no other lender would have done so
given MEC's dire financial straits and demonstrated inability to earn a
profit. The only third-party lender MEC ever had, BMO, extended its loan
to MEC in order to help MID make it appear that there were willing third-
part lenders. BMO did so because MID was the affiiate of a
longstanding and powerful corporate customer, Magna.

h) At the time of the original Gulfstream Park Facility in late 2004 and its

numerous subsequent amendments, the Debtors were inadequately
capitalized and arguably insolvent.

i) This transaction was not an arm's-length transaction. MID indirectly

owns 100% of Class B stock of MEC and advanced 100% of the loan,
ilustrating the identity of interest between MEC and MID, and MEC has
acknowledged in its public fiings that its relationship with MID is not at
arm's length.

j) MID, as both MEC's lender and its controllng shareholder, wielded 96%
of the voting power of MEC and had the right to elect all members of
MEC's Board of Directors and therefore had full control of MEC.
Additionally, many of MEC's board members and executives were
conflcted as a result of their positions with the lender and its affliates.

k) On September 12, 2007, MID waived the requirement that certain
proceeds of asset sales by MEC be used to pay down the Gulfstream Park
loan prior to May 31, 2008, further demonstrating the fact that the parties
did not view this purported loan as a true obligation.

163. For the reasons set forth above, the MID Defendant's claim with respect to the

Gulfstream Park Facilty and its amendments should be recharacterized as equity.

Second Claim for Relief

Recharacterization of The Meadows Facilty

i 64. Plaintiff repeats and realleges each and every allegation in paragraphs i through

163 as if fully set forth herein.
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165. The substance and character of The Meadows Facilty is one of an equity

contribution.

166. Considering the totality of the circumstances, the MID Defendant's claims against

the Debtors should be recharacterized as equity interests based on the following factors:

a) On December 9, 2004, MEC announced that MID, through MID Islandi,
had agreed to provide $77 mílion for The Meadows Facilty, for the
purpose of financing construction. The interest payments for these
facilities were to be deferred until January 2008 and the "loan" was
secured by a first-ranking security over the lands forming part of the
racetrack.

b) Under The Meadows Facility, MID agreed to subordinate its security in
The Meadows to a third party lender if such a lender would finance the
cost of installing slot machines. The fact that MID announced its
wilingness to subordinate its claims if it would be beneficial to MEC is
strong evidence that the parties in fact intended The Meadows Facility as
an equity investment.

c) At the time of this transaction, the Debtors were inadequately capitalized

and arguably insolvent. MID loaned money to MEC when no other lender
would have done so. The only third-party lender MEC ever had, BMO,
extended its loan to MEC in order to help MID make it appear that there
were willng third-party lenders. BMO did so because MID was the
affiiate of a longstanding and powerful corporate customer, Magna.

d) This transaction was not an arm's-length transaction. MID indirectly

owns 100% of Class B stock of MEC and advanced 100% of the loan,
ilustrating the identity of interest between MEC and MID.

e) MID, as the lender and MEC's controllng shareholder, wielded 96% of

the voting power of MEC and the right to elect all members of MEC's
Board of Directors and therefore had full control over MEC.

t) On January 27, 2005, The Meadows Facility was replaced by the
Remington Park Facility in which MID, through MID Islandi, agreed to
fund $34.5 milion in capital expenditures at MEC's Remington Park site.
MID decided to substitute the Remington Park Facility for The Meadows
Facilty because the timetable for alternative gaming at Remington Park
was more certain and MID would begin to receive payments from MEC
sooner that it otherwise would have under The Meadows Facility. This
shows that MEC and MID did not interact with each other as would a third
part lender and borrower. Acting like an equity investor and not a lender,
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MID happily altered its financing arrangement with MEC in order to
pursue a potentially more attractive return on its investment in MEC.

167. For the reasons set forth above, the MID Defendant's claim with respect to The

Meadows Facility should be recharacterized as equity.

Third Claim for Relief

Recharacterization of the Remington Park Facilty

168. Plaintiff repeats and realleges each and every allegation in paragraphs i through

167 as if fully set forth herein.

169. The substance and character of the Remington Park Facilty is one of an equity

contribution.

i 70. Considering the totality of the circumstances, the MID Defendant's claims against

the Debtors should be recharacterized as equity interests based on the following factors:

a) The parties never intended to enforce MEC's repayment obligations under

the Remington Park Facility, and never intended to enforce a maturity
date. In exactly the same way as they handled the Gulfstream Park

Facility, and on precisely the same dates, the parties amended the
Remington Park loan documents to nullify the maturity date.

b) MID entered into the Remington Park Facility, replacing the Meadows
Facilty because the timetable for alternative gaming at Remington Park
was more certain, such that MID would begin to receive payments from
MEC sooner that it would have under The Meadows Facilty. This shows
that MEC and MID did not interact as would a third party lender and
borrower. Acting like an equity investor and not a lender, MID happily
altered its financing arrangement with MEC in order to pursue a more
attractive return.

c) At the time of this transaction, the Debtors were inadequately capitalized
and arguably insolvent. MID loaned money to MEC when no other lender
would have done so given MEC's demonstrated inability to earn a profit.

d) This transaction was not an arm's-length transaction. MID indirectly

owns 100% of Class B stock of MEC and advanced 100% of the loan,
ilustrating the identity of interest between MEC and MID.
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e) MID, as the lender and MEC's controllng shareholder, wielded 96% of

the voting power of MEC and the right to elect all members of MEC's
Board of Directors and therefore had tremendous control over MEC.

171. For the reasons set forth above, the MID Defendant's claim with respect to the

Remington Park Facility should be recharacterized as equity.

Fourth Claim for Relief

Recharacterization of the Second Bridge Loan

172. Plaintiff repeats and realleges each and every allegation in paragraphs 1 through

171 as if fully set forth herein.

173. The substance and character of the Second Bridge Loan is one of an equity

contribution.

174. Considering the totality of the circumstances, the MID Defendant's claims against

the Debtors should be recharacterized as equity interests based on the following factors:

a) The parties never intended to enforce a maturity date. Instead, the parties
continually covenanted to push the date back. Indeed, the maturity date
was a nullty, a fact expressed in later amending agreements of the loan,
which granted MID the right in its sole discretion to choose any date as the
maturity date.

b) The $80 milion loan was undertaken despite the parties' own conclusion
that (i) MEC needed $704 milion in net proceeds to eliminate debt, and
(ii) MEC would be unable to raise $704 milion without obtaining
substantial equity financing.

c) The parties never intended to enforce MEC's repayment obligation. Just

eight and a half months after establishing the loan, the parties increased
the principal 37.5% to $110 milion. Five months after that, in October
2008, while MEC's own bankrptcy counsel was preparing MEC's
bankrptcy filing, the parties increased the principal again, to $125
millon.

d) The solvency "representation" in the loan agreement, which, in essence,
conceded that MEC was actually insolvent, would have given any third
party lender considerable pause and is evidence that the loan was nothing
like an arm's length transaction.
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e) MEC assumed that MID would purchase many of the assets it was holding
out for sale.

t) MEC took out "loans" from MID, sold assets to MID, and then used the
proceeds of those sales to repay MID for the "loans." This circular cash
flow shows that MEC's Bridge Loan under the Debt Elimination Plan was
ultimately to be repaid by the lender.

g) At the time of this transaction and at the date of each of its subsequent
amendments, the Debtors were inadequately capitalized and insolvent,
facts acknowledged by the Debtors' own public fiings.

h) MID loaned money to MEC and continued increasing the principal
amount when no other lender would have done so. The only third-party
lender MEC itself (Le., rather than its subsidiaries) ever had, BMO,
extended its loan to MEC in order to help MID make it appear that there
were wiling third-party lenders. BMO did so because MID was the
affiiate of a longstanding and powerful corporate customer, Magna.

i) This transaction was not an arm's-length transaction. MID indirectly

owns 100% of Class B stock of MEC and advanced 100% of the loan,
ilustrating the identity of interest between MEC and MID.

j) MID, as the lender and MEC's controllng shareholder, wielded 96% of
the voting power of MEC and the right to elect all members of MEC's
Board of Directors and therefore had tremendous control over MEC.

k) The Bridge Loan contained no financial covenants.

i 75. For the reasons set forth above, the MID Defendant's claim with respect to the

Second Bridge Loan should be recharacterized as equity.

Fifth Claim for Relief

Recharacterization of the 2008 Loan

176. Plaintiff repeats and realleges each and every allegation in paragraphs 1 through

i 75 as if fully set forth herein.

177. The substance and character of the 2008 Loan is one of an equity contribution.

178. Considering the totality of the circumstances, the MID Defendant's claims against

the Debtors should be recharacterized as equity interests based on the following factors:
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a) The parties never intended to enforce MEC's obligation to repay the $50

millon tranche MID advanced under the 2008 Loan. MEC had an
accumulated deficit of $626. I millon -- with $255.4 million of debt due
within ten months -- and no prospects of raising any new capitaL.

b) The parties never intended to enforce a maturity date. The given maturity

dates in the parties' loan agreement were mirages, undercut by a provision
in the agreement granting MID in its sole discretion the right to choose
any date beyond those given in the agreement as a maturity date.

c) The solvency "representation" in the loan agreement, which, in essence,

conceded insolvency, would have given any third party lender
considerable pause and is evidence that the loan was not an arm's length
transaction.

d) No third party lender would have advanced a loan to MEC under these
severely distressed circumstances, and, in fact, BMO, the only third-party
lender MEC ever had, finally decided to allow the company to default.
BMO gave its last extension of maturity in December 2008.

e) Even assuming that the entirety of the Transaction Agreement went
according to the plan, MEC would not have been able to repay the 2008
Loan and it would have been converted to equity.

179. For the reasons set forth above, the MID Defendant's claim with respect to the

2008 Loan should be recharacterized as equity.

Sixth Claim for Relief

Equitable Subordination Pursuant to 11 U.S.C. § 510

180. Plaintiff repeats and realleges each and every allegation in paragraphs 1 through

179 above as if fully set forth herein.

181. The equities in this case demand that the amounts allegedly owed to the MID

Defendant on account of the Gulfstream Park Facility, The Meadows Facilty, the Remington

Park Facility, the Second Bridge Loan, and the 2008 Loan should be subordinated to all other

claims except those of equity interest holders under 11 U.S.C. § 510(c)(l).
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182. MID breached its fiduciary duties of good faith, honest governance, loyalty and

care to MEC and its creditors by, among other wrongs, looting and engaging in self-dealing

transactions to the detriment ofthe Debtors.

183. The MID Defendant's inequitable conduct injured MEC by causing them to incur

high levels of debt that served no one's interests but those of the MID Defendant, and ultimately

pushed the Debtors into bankruptcy. The MID Defendant abused their control over MEC to keep

it artificially afloat through cash injections in the form of "loans" that MID knew could not be

repaid, while it extracted enormous sums of money from the insolvent MEC in the guise of

interest and lending fees. In addition, the MID Defendant acted inequitably toward MEC by

putting it in a position whereby -- as a result of crushing debt service obligations on the loans

that the MID Defendant had, serving their own self-interest, advanced to MEC -- it had no choice

but to sell assets to MID in an attempt to alleviate its severe financial distress.

184. Plaintiff believes that equitable subordination of the MID Defendant's debt to all

other claims except those of equity interest holders is consistent with the provisions of the

Bankrptcy Code. The MID Defendant's conduct with respect to the Debtor has been so

egregious that MID's own Chairman accused MID of 'raping' MEC. The MID Defendant

should not be permitted to profit from a financial collapse that it itself wilingly brought about, in

violation of its fiduciary duties of good faith and loyalty.

i 85. For the reasons set forth above, Plaintiff believes that the MID Defendant's

claims, in total, against the Debtors, should be subordinated to all other claims asserted against

the Debtors because ofthe MID Defendant's inequitable conduct.
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Seventh Claim for Relief

Fraudulent Transfer

186. Plaintiff repeats and realleges each and every allegation in paragraphs 1 through

185 as if fully set forth herein.

187. MEC transferred fees, security interests, interest payments, and principal

repayments to the MID Defendant within two years prior to the Petition Date.

188. Those transfers are as follows.

a) MEC granted security interests in all of its assets in connection with a so-
called loan, the Second Bridge Loan.

b) MEC granted security interests in Santa Anita Park, Golden Gate Fields,
and Pimlico in connection with a so-called loan, the 2008 Loan.

c) MEC transferred approximately $14.205 milion in extension and
arrangement fees in connection with the Second Bridge Loan, the 2008
Loan, and extensions on the Gulfstream Park Facilty.

d) MEC transferred approximately $61.7 milion in so-called interest
payments on principal in connection with the Second Bridge Loan, the
2008 Loan, the Gulfstream Park Facilty, and the Remington Park Facility.

e) MEC transferred approximately $52.7 milion in repayment of principal in
connection with the Second Bridge Loan, the Gulfstream Park Facility,
and the Remington Park Facility.

189. MEC was controlled and dominated by MID on the dates these transfers were

made.

190. MEC (i) was insolvent on the dates these transfers were made, or became

insolvent as a result of the transfers; (ii) was engaged in business or a transaction, or was about

to engage in business or a transaction, for which the property remaining with it was an

unreasonably small capital; or (iii) intended to incur, or believe that it would incur, debts that

would be beyond its ability to pay as such debts matured.
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191. To the extent the loans are recharacterized as equity, the Debtors received less

than a reasonably equivalent value in exchange for the transfers because the transfers were

distributions on account of MID's equity interests while MEC was insolvent.

i 92. To the extent that the so-called loans are not recharacterized as equity, the

Debtors received less than a reasonably equivalent value in exchange for these transfers because

the loans - the Second Bridge Loan, the 2008 Loan, the extensions of the Gulfstream Park

Facilty, and the extensions of the Remington Park Facilty - had no value to MEC and were

given for the benefit of MID. The financings and maturity extensions did not improve MEC's

financial condition nor were they reasonably equivalent value in exchange for the fees paid and

security interests granted by MEC. Rather, they kept MEC temporarily afloat for the benefit of

MID and Frank Stronach, and ensured that MID would jump ahead of MEC's unsecured

creditors in bankrptcy proceedings.

193. By reason of the foregoing, these transfers were constructively fraudulent and

must be avoided pursuant to Bankruptcy Code § 548(a)(1)(B).

194. By reason of the foregoing, pursuant to Bankruptcy Code § 550(a) Plaintiff may

recover the value of the transfers from the MID Defendant.

i 95. Furthermore, MEC made the transfers with actual intent to hinder, delay and/or

defraud MEC's creditors. MEC was controlled by Stronach and MID, and made the transfers to

MID in furtherance of MID's scheme to keep MEC temporarily afloat for the benefit of MID and

Frank Stronach, and to ensure that MID would jump ahead of MEC's creditors in bankruptcy

proceedings.

196. By reason of the foregoing, these transfers were intentionally fraudulent and must

be avoided pursuant to Bankrptcy Code § 548(a)(1)(A).
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197. By reason of the foregoing, pursuant to Bankrptcy Code § 550(a), plaintiff may

recover the value of these transfers from the MID Defendant.

PRAYER FOR RELIEF

WHEREFORE, the Debtors respectfully request that the Court enter an order granting

the relief requested and such other or further relief as is just.

Dated: Wilmington, Delaware
July 21,2009

LSKI STANG ZIEt~)NES LLP

and

KRAMER LEVIN NAFT ALIS & FRANKEL LLP

Kenneth H. Eckstein (pro hac vice)
Timothy P. Harkness (pro hac vice)
Joshua K. Brody (pro hac vice)
1177 Avenue of the Americas
New York, New York 10036
Telephone: (212) 715-9100

Counsel for the Offcial Committee of Unsecured
Creditors
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