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AHA is an organization in decline. The decline has reached levels that will soon be unsustainable. Why
do you say that? Because data from the past fourteen years, tells us:*

1. Membership numbers went from 24,219 to 14,734 a decline of 39%
2. Arabian horse registrations went from 4,912 to 2,116 a decline of 56%
3. Arabian horse transfers went from 9,244 to 3,953 a decline of 57%
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Arabian horse registrations in 1985 were 35,000 horses annually! We have declined from a high of 35,000 in 1985
to 2,100 today a decline of 94%!!

American Quarter Horse registrations in 2023 were 86,762, in 2022 they were 74,728, in 2021 they were 61,625
represents a 3-year compound growth rate of 12.1%

There were 114,143 Quarter Horse transfers in 2023 versus 3,953 Arabian horse transfers. That is 29x the
number of Quarter horse sales vs Arabian horse sales

AQHA is growing! AHA is declining!

When an organization is shrinking and in decline the first step is always to Define the Root Cause of the
Problem. What is the Root Cause of AHA’s decline? The Root Cause is not the economy nor the inflation
we are experiencing although those factors do create headwinds.

The answer: The Root Cause is that AHA has an ineffective governance and organizational structure
By examining the 5 why’s you can get past the Symptoms and drill down to the Root Cause

1. AHA has failed for years to increase the participation in our breed, we are losing market share to other
breeds — why? Because

AHA has failed to create an image of our breed that is inviting and stimulates outside interest, why? Because
By over emphasizing specialization AHA has become divided as a community versus united, why? Because
AHA has no compehensive vision, stategy, marketing, lacks transparancy and accountability, why? Because
AHA has an organizational structure born in the 1950’s which is not equipped to effectively solve problems
and position the organization to be competitive in a fast paced changing and dynamic 21 century world.
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AHA has an ineffective goverance and organizational structure
The way you permanently address a problem is to address the Root Cause not the Symptoms
Why does AHA need a new structure?

AHA is organized in the same structure that IAHA initiated back in the 1950s. The basic idea was similar to
many service organizations of that era: a large social club formed by a lot of smaller social clubs. This was
fine back then, but the 21st Century is a different time, with different social, economic, and
communication environments. It’s time to update AHA so it can function effectively in the 21st century.
While we may share the same love of the horse as the founders of AHA and want to promote these horses
as much as they did, successfully accomplishing that timeless mission requires us to rethink how we
function in today’s ever-changing world. That begins with the organization’s structure.

What will a new structure accomplish?

We are failing to compete successfully in the 21st century world because we are using a 1950s playbook.
We need a more agile, and responsive form of governance to facilitate innovation and growth.
Improvements this new structure will allow include:

e faster decision making and policy implementation
e leaders who are directly accountable to the membership
e outcomes evaluated on the basis of measurable market results



Attract/recruit the best minds money can buy!!! Why would we NOT do this??

Successful businesses and organizations have some common themes and characteristics here are a few,
today AHA is not equipped with any of these tools:

1.
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A successful organization must have a Vision that everyone understands — where are we going
and where do we want to be in 10 years. This informs all of your decisions. If | am going to go to
California from Texas there maybe more than one route but it is not east. Going east will not get
me there. If | think I'm going to CA and you think we are going to NY that’s a fundamental
problem. We have to start with a consensus view on where we are going long term — that is vision
and it will take some work

A successful organization must have a well understood strategy. What is a strategy anyway — a
strategy answers the question and defines the activities you will engage in to WIN — what do |
mean by Win with Customers and against your Competitors. Who are your Customers — they are
our members ... who are our Competitors —they are other breeds

Getting Strategy right is critically important for long term success— for example if you are a rail
road then strategy is the direction you lay your tracks ... if your tracks are going the wrong
direction it makes no difference if your trains run on time — tracks are very expensive to move ...
strategy can be expensive to change so it’s important to get strategy right first and then work on
operational efficiency or the ops plan

A successful organization must have an Operating Plan informed by the Strategy — it is the tactical
plan behind the strategy. It is the tactical HOW you are going to achieve your strategy ... it
contains goals which are targets or measurements ... it answers the question who is in charge of
what and by when. You cannot hit a target if you don’t have one. Some of the measurements
are daily, weekly monthly and quarterly. They all roll up to an annual plan that is in service to a
3-year plan which is all informed by a 10-year vision. On a daily basis it answers the question are
we winning or losing. If we are losing, what do we do to reverse that. The right strategy combined
with the right operating plan has the ability to move an organization from a reactive state where
life happens to it to a proactive state where it begins to drive results with informed intent, drive
its own destiny.

The Vision, the Strategy and the Operating plan must be broadly communicated inside and outside the
organization. This creates awareness, drives alignment, and creates an implied accountability to result.

In summary:

Your Vision is your north star — Where you are going
Your strategy is What you are going to do to differentiate yourself from the competition
Your operating plan is How you are going to do it — the tactics

This is important because: working w/ people together in teams (board/management team) to reach a

desired result is difficult outside of clarity and alignment — think about a symphony in tune or out of
tune — the conductor provides the what, where and how to make music



i. The above requires a nimble and effective organizational structure. You cannot
do this kind of work otherwise. This is hard work and it requires skill, focus,
determination and total alignment between the board and management team

ii. This is why the optimal organizational structure can ultimately facilitate the
change in the organization that needs to occur.

iii. In the current state — the management team needs a board in the trench with
him, a board that has its back — can equip the team with the tools they need to
succeed. This is what is required in my experience.

I don’t understand how changing the structure will result in growth?

The answer: By itself changing the structure will not result in growth. What it will do is create an
organization that will be much more effective at solving problems. So let me say it again: The changes in
the organizational structure being proposed will in my experience create a more effective organization.

One of our primary problems is growth - we are shrinking at an alarming rate. So let me answer the
guestion with another question:

How will the changes to the organizational structure proposed in the Restructuring Resolution equip
the organization to be more effective at problem solving?

1. Reduces the size of board to a more manageable number (29 to14)

2. Equips the board with people who have experience in managing and turning around large
organizations and growing them — provides for a diversity of expertise and the formation
of a strong team —AHA is in unique position to have people with various areas of expertise
w/in the membership w/ a love and commitment to the Arabian horse and they will do
this hard and demanding work for free

3. Creates accountability and transparency with the membership

4. Sets up a decision-making process that will allow the board and management team to
move with much greater agility and speed — speed in decision making is a competitive
advantage

5. Provides a governance structure that resembles successful 21 century organizations.
AHA is operating with a legacy structure that was created in the 1950s and resembles a
social club model. It is not the optimal structure today given the macro challenges we are
facing and the competitive head winds we are experiencing.

Why will this new board be better able to turn around our downward trends than the current board?

Because the new board members will be voted on by our membership and our Regional Council members
based on their requisite business experience combined with their knowledge of the Arabian horse industry
and will be laser- focused on developing and implementing the strategic plan of the association. That will
be their primary charge. This board will be comprised of people voted in with the skill sets to fulfill this
task, and accountable for their results.




Why can’t this be done with the existing board and structure?

The better question is why hasn’t this been done with the existing board and structure when this change
has been needed for well over 20 years?

People, business experts, volunteers many of whom are members have tried to work with the existing
board and structure for years and their recommendations and initiatives have consistently FAILED to be
implemented. Why? The existing structure lacks accountability, lacks transparency, lacks basic 21 best
practices of well managed effective organizations. The structure being proposed in the resolution resolves
these issues and will result in an organization:

1. equipped to define the problems
2. develop plans to solve them and

3. execute those plans with accountability and transparency.

e Proof positive: AHA spent $500,000 on two consulting reports. The recommendations from these
reports have never been implemented. The Resolution addresses those very recommendations.

Why is a smaller board a more effective board?

The change management required cannot be executed with a 29 person working group. You cannot
assemble a group this size on a weekly basis. It simply will not be effective.

Why do small teams often get more done than larger ones? It’s not just “efficiency”. It's how our
brains are wired. Dunbar’s Number shows we can only maintain deep relationships with 5-15 people.

Beyond that, communication breaks down.

Cognitive overload: As teams grow, so does complexity. Our brains struggle with managing too many
connections.

Emotional intimacy: Small teams build stronger trust and empathy. Trust drives collaboration and speed.

Information overload: Large teams lead to more noise and confusion. We process information slower,
which harms decision-making.

The organizational shift: Companies are moving toward small, autonomous teams. These teams
communicate faster and bond deeper.

Emotional safety: In smaller groups, people feel safer to share ideas. This reduces social anxiety and
encourages risk-taking.

The science is clear: If you want better trust, speed, and outcomes, Keep it small
AHA has recently put together a strategy. We need time for this to work?
That strategy was developed by an outside consultant outside of the board and management team. It

does not equip or set the organization up for success. See the requirements above of successful 21°
century organizations.



If this gets approved what then? What is your vision?

The new board working with the management team will work diligently (daily and weekly) to develop the
optimal Vision for AHA, Strategy and next 3-year Operating Plan. This process will be transparent to the
membership, results will be regularly published — and the board and team will be accountable to the
results.

This transparency will include benchmarking — well run organizations benchmark (compare) themselves
to similar organizations especially those that are outperforming them. This creates awareness of what
GOOD looks like? All effective well run organizations benchmark and aspire to continuously improve.

That said - the themes that have been discussed and would potentially inform these plans include the
following:

¢ Unite our broad base of Arabian horse lovers.

¢ Revamp how the Arabian breed is perceived, highlighting their emotional intelligence, beauty,
and rich history.

e Innovate and transform our Arabian horse shows into “events” that are fun, rewarding,
entertaining, educational and competitive experiences, appealing to participants and spectators
alike.

o Develop the best horse registration system in the world.

o Market the Arabian horse to potential buyers and significantly expand the community.

As a staff member/delegate of AHA/ | cannot/l am hesitant to/ support this Resolution:

Response: | want to respectively challenge that assertion because if changing the structure of AHA will
equip it to be more effective at problem solving then Yes | am asking Stan, Deborah and each one of you
to support this Resolution and | see no reason why we can’t all get behind this if we agree it is good for
AHA:

1. We have to get this organization united around a common vision and get to work or nothing else
will matter. We can be strong united —but a house divided cannot stand. We have to get together
on this!

2. This Resolution is informed by principles that are accepted in the business and non-profit world
as best practices, and is consistent with the recommendations made in two assessments provided
by outside 2 consulting firms several years ago.

3. Concern has been expressed around job security for existing staff. Let me be direct. Oftenin a
“cocktail party” setting people ask me about my business they say ... so you buy underperforming
businesses ... you must replace management? My answer — absolutely not — that would be
financial suicide — if we don’t think that we can work with the existing team then we don’t do the
deal.

4. What we actually do is better equip our teams, train mentor and coach our leaders, improve
processes and create new processes where needed. We develop, working with the team, the
vision, the optimal strategy and the operating plan from which to execute the strategy. This has
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to built by the management team working with the board. There must be ownership and
collective buy-in and ultimately accountability up and down the organization.

5. Let’s talk about the role of a board for a minute. It is important to recognize that a board’s role
in any organization profit or non-profit varies depending upon the state of the organization at any
given time. Meaning in a turnaround, or a crisis or when executing on a performance
improvement plan the board must engage more deeply and more frequently in the organization.
Once you hit cruising altitude and the turbulence subsides the board can step back into basically
a governance role. | have learned this over time being in many different situations across many
different organizations.

Today AHA requires the board to go deep in its support of the organization and we need a structure to
accommodate that requirement.

A couple of closing comments:

1. It is important to note that all businesses and organizations have problems from the very
successful to the not so successful. A key attribute of successful organizations is that they identify
and admit their problems quickly and solve them permanently — solving problems permanently
vs addressing the symptoms is what improves execution. We call this treating the Root Cause not
the symptom — permanently solving problems versus kicking the can down the road.

2. All organizations and industries have a life cycle. You have seen Lisa’s life cycle chart. That chart
is taught at all major business schools in the US because it has proven to be true over a long period
of time. You have the start-up phase, then growth, then maturation and then decline. At the end
of maturation or early in decline renewal must occur or decline will continue at some point the
end will be the result. AHA is clearly in late stages of decline not early — | believe it can be reversed
but it’s not going to be easy and it won’t happen fast. We did not get here overnight, and we
can’t solve this overnight. Immediate things can be done that will make a difference but turning
an aircraft carrier around takes time ... this is an aircraft carrier not a PT boat.

3. We have a great product in the Arabian horse. But just because you have the best product does
not guarantee market success. Two examples — Apple in the early days against Microsoft. Steve
Jobs had concurrency in I0S before Microsoft — the ability to run multiple programs
simultaneously i.e. graphical interface or windows but Gates out maneuvered him commercially
and became the worldwide standard in business applications. Apple has come back but this shows
the importance of how strategy can drive market position early on. Another example is VHS vs
Beta.

4. What is the worst thing that could happen? | believe there is more risk in doing nothing than
changing our organizational structure in ways that will equip AHA to be more effective at problem
solving.

In closing, one of the business principles | embrace is “structure drives behavior”. Having the optimal
structure is one of the key’s to driving the behavior within an organization that will produce the desired
outcomes.



Aren’t all breeds in decline?

To a certain extent, but the Arabian Breed has declined faster and farther. Our decline is second only to
the Tennessee Walking Horses, astoundingly. Many other breeds have already restructured their breed
organizations. Other breeds are already innovating new events and approaches to promotion that are
leaving us behind. Our organization must be able to respond quickly and decisively to external events. Our
organization needs to encourage innovation and value creativity. We need a 21st century association that
is accountable to its members for tangible results.

Isn’t the economy the problem? Everything has gotten so expensive that is the issue, how is a
restructured AHA going to solve that problem?

Horses are expensive, they are a luxury item there is nothing anyone can do about that. This does not
change the fact that there are approximately 7.2 million horses in the United States contributing over $50
billion to the nation’s GDP. The question is are we (AHA) doing everything we can do to increase demand
for our breed? Are we doing everything we can do to market our breed? Are we gaining market share?
Are we getting our share of the market? The answer to all these questions is a resounding NO!

What is Marketing? Why is it important?

Marketing is the generation of demand.

Marketing is all the activities you engage to INCREASE DEMAND. Even a brand as well-established as Coca
Cola requires marketing. There would be substantially less Coke sold without marketing. Marketing must
be executed and informed by strategy. AHA has no strategy and hence its marketing is ineffective at
increasing demand.

What about the Purebred Arabian Trust?

Per the Merger Agreement that PAT has Veto rights over this Resolution. The PAT has approved the
Resolution in current form and agreed not to Veto it. The Restructuring Team will ensure that any
resolution that comes forth will have the approval of the Purebred Arabian Trust.

The Resolution takes the PAT’s representation on the board from 6 members to 3 members.

AHA'’s Financial condition is not distressed — today we are profitable and have adequate cash reserves
so there is no crisis or sense of urgency right?

o If | was looking at this from a strategy perspective | would conclude that this is a melting ice
cube. While there is adequate liquidity and CF today — this is good news because it provides time
ie runway and resources to execute a restructuring —the organizationis living on borrowed time.

e AHA, if the current trends continue, most liklely has 5 to 7 years before it will be a bankruptcy
candidate or will be forced to materially scale down its operations — there is an old saying in
business: “manage your assets or someone else will manage them for you”



With declining registrations and transfers, horse shows shrinking and some disappearing we have
very little time before contribution from horseshows begins to shrink and it potentially could
potentially happen sooner than many realize

A key business principle | apply is to look where the puck is going not where it is today (Wayne
Gretzy) if you want to win. Where the puck is going can be discovered by looking at the key drivers
that make the horse shows profitable — people and horses showing up! Both have been declining
for 30 years and the rate of decline is increasing. [see chart showing decline of registrations,
transfers and members]

The way you go broke is very slowly over a period time and then all of a sudden!

The number one value driver (metric) in any business or organization is market share. How much
do you have and are you growing your share year over year. If your organization is growing its
market share then it is creating value and the organization is becoming more valuable - if your
organization is not growing market share it is destroying value and one day will die if this dynamic
is not reversed. AHA has been losing market share arguably for 30 years. This is not sustainable.

Operating cash balance at the end of 2023 was $3.6 million — of this cash approximately $1.0 was
generated from PPP loans that were later forgiven, and $1.0 million was generated from the sale
of headquarters building. This $2.0 million or half of cash balance is not a recurring cash inflow;
they are non-operating onetime cash events that will not repeat. The organization is generating
approximately $1.2 million per year in positive cash flow from its production of horse shows - so
theoretically given the registration trends the organization has a few years (estimate of 5 to 7
years) before it is at bankruptcy risk or is forced to substantially scale down its operations.

Horse show revenue generates approximately a 20% net contribution margin. The operation is
break even below this contribution. Said differently, 2023 horse show revenue of $7.0 million can
fall by approximately $1.4 million assuming all else remains equal until you hit a break even or a
loss scenario. Fixed administrative overhead is running $2 to $2.5 million per year.

In order to reverse these trends a turnaround plan must be implemented. Turn around plans are

very difficult to execute and in order to succeed they require an organizational structure that will
accommodate the demands this process will place on the organization.
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