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One Club, One Team
taking on new global

challenges

eaf’2007/08 has surely been one of the most challenging and
demanding in The Hong Kong Jockey Club’s history, with such a wide
range of projects and events taking place concurrently.

In addition to our regular horse racing, betting, membership and
charitable activities, we successfully completed and handed over
the Olympic equestrian venues; we opened a new clubhouse in
Beijing; we put forward a major plan to conserve and revitalise the
Central Police Station Compound and conducted a six-month public
consultation exercise; we established a district project that will bring
2,500 badly-needed jobs to Tin Shui Wai; and we helped Taiwan
launch its first sports lottery.

All this was in addition to further enhancing our racing and betting
products; meeting extra demand for our football betting services
during the Euro 2008 tournament; and continuing to evolve our
Racecourse Master Plan so as to develop long-term strategies for
maintaining the Club’s — and Hong Kong’s — competitiveness in the
leisure market.

Despite facing all these challenges, | am pleased to say that
the Club achieved excellent business results in all areas, while
continuing to make a significant contribution to the community
in many different ways.

Through The Hong Kong Jockey Club Charities Trust, the Club once
again contributed well over HK$1 billion to support some 100
charitable and community projects of all types and sizes citywide.
Trust-supported projects that came to fruition during the year ranged
in scale from a new twin-lift system to help patients at United
Christian Hospital to the staging of a six-week series of shows by
equestrian theatre Zingaro, the commissioning of a new marine
education centre in Sai Kung, and the opening of a much-needed
third course at the Jockey Club Kau Sai Chau Public Golf Course.

As our Chairman has emphasised, however, this is only one
aspect of the Club’s far-reaching role in community life, as we also
contribute to society in our capacity as the largest single taxpayer;
as a major and well-respected employer; as an organiser of truly
world-class sporting events that enhance Hong Kong’s reputation
internationally; and as a provider of regulated betting services that
help contain illegal gambling and meet the public’s demand for
betting services in a reliable and responsible manner.

It was especially pleasing this season to see continued growth

in our core racing business, where turnover grew 5.8% from
HK$64.0 billion to HK$67.7 billion. This is the first time for more
than a decade that turnover growth has been achieved in two
consecutive seasons. The Rebate Programme was a significant
contributor to this. Introduced as a result of the betting duty reforms
approved in 2006, this programme is aimed at luring back turnover
from illegal operators, who target our high-value bettors. It is worth
noting, though, that Government itself has been the main beneficiary
of this change, as the success of rebates has increased racing
turnover and therefore tax payments (up from HK$8.0 billion to
HK$8.3 billion), but reduced the Club’s net stake receipts in
percentage terms.

Our continuing efforts to create more "showcase" racedays with
added prize money and special oncourse attractions are clearly
paying off. In 2007/08 season, a total of nine Sha Tin meetings
attracted turnover in excess of HK$1 billion, compared with only
three the previous season; meanwhile three Happy Valley night
meetings produced turnover of more than HK$800 million,
compared with none in 2006/07.

The Racing Club, launched at the start of the season to spur the
next generation of horse owners, has got off to a promising start 10
with nearly 300 members already accepted and many more 1
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applications under processing. The introduction in April of Jockey
Challenge, Hong Kong’s first fixed-odds racing bet, has also been
well received.

Meanwhile the quality of our horses continues to grow. Hong
Kong now has three horses ranked in the top ten of the World
Thoroughbred Racehorse Rankings and during the season, had
ten horses ranked at international rating of 115 or above, both of
which are incredible achievements for a jurisdiction with such a
small horse population.

Sacred Kingdom’s runaway win in the Cathay Pacific Hong Kong
Sprint in December made him the world’s top-ranked sprinter on
turf, the third year in a row that Hong Kong has had that distinction.
Good Ba Ba became the first locally-trained horse to win two
International Group One races in a single season (the Cathay Pacific
Hong Kong Mile and Champions Mile) and likewise became the
world’s leading miler. In addition, Viva Pataca and Armada both
claimed second places in International Group One events overseas.

To ensure that our valued Owners can continue to invest in
bringing top-quality horses to Hong Kong at a time of sharply rising
bloodstock prices, we have increased the prize money for next
season by some HK$52 million, a 7.2% increase, which follows

a HK$33 million increase the previous year. This includes HK$6
million in first win incentive bonuses for private purchases and
International Sale griffins.

On a sadder note, we were sorry to learn in January of the
passing of George Moore, a legendary figure in the racing industry
who played a huge role in helping Hong Kong make a successful

transition into the professional era in the early
1970s. He was Hong Kong’s champion trainer 11
times and an outstanding ambassador for the
sport. We are happy, though, that the Moore
family’s long association with Hong Kong
continues to be upheld today, with son John Moore
maintaining one of our most consistently
successful stables.

Our football side enjoyed strong growth, especially
in the final month of the season when the Euro
2008 tournament captured wide public interest.
Total football turnover grew 14.1% to HK$34.4
billion. The growing popularity of In Play betting
was another positive factor, with the introduction
of new interactive services like tWin having made
it possible for customers to place bets through
their TV screen while watching live broadcasts of
top matches. We are pleased to report that the
Club’s football betting licence was renewed by the
Government in March 2008 for a further five-year period, with no
changes to the existing betting duty rate or licence conditions.

Turnover on the Mark Six lottery, on the other hand, fell by 3.1%
to HK$6.4 billion. Although this is not a huge decrease and
turnover is always influenced by the incidence of large jackpots,
which can vary from year to year, we believe that the Mark Six is
now at a stage when new initiatives will be necessary to refresh
public interest.

During the year, the Club also provided consultancy and supporting
services to Taipei Fubon Bank for the establishment of Taiwan’s

first sports lottery, which was duly launched in early May 2008.

The lottery’s introduction will create thousands of jobs and business
opportunities for the underprivileged in Taiwan, while part of the
proceeds will be used to finance internationally-recognised sports
events and activities. As well as assisting the bank to develop and
implement this new business, the Club helped build and train from
scratch a new operational control and risk management team within
a very short time frame, drawing on its success in establishing HKJC
Football as the largest sports book operator in the world.

On the Membership side, the major development of the year was
without doubt the opening of our Beijing Clubhouse in April, in good
time for the Beijing 2008 Olympics. As illustrated elsewhere in this
report, the amenities offered in this new Clubhouse are truly superb,
blending stylish modern decor with traditional Chinese architecture.
By the end of June, more than 700 of our Hong Kong members had
already made use of this facility, while nearly 100 Mainland-based
individuals and corporate bodies had been accepted for membership,
with many more applications under review.



A number of enhancements have also been made during the year
to our Sha Tin and Beas River Clubhouses, while an extensive
refurbishment of the upper floors of Happy Valley Clubhouse will
take place in the coming months.

With this very busy year now behind us, it is important that we make
use of the valuable momentum generated by the Olympics, which
has led to a significant growth of public interest in sport in general,
and equine sports in particular. Hong Kong’s success in qualifying an
equestrian team for the Olympics for the first time is an achievement
of which we can all feel justly proud.

As Hong Kong’s premier provider of sporting entertainment and

a long-standing community benefactor, we believe that the Club

is in excellent position to work with relevant parties including
Government, the District Councils and sports associations to further
the development of various sports at a grass roots level. Moreover,
the signing of a Co-operation Agreement with the International
Olympic Committee in April offers us a unique opportunity to
promote sport and the Olympic spirit in Hong Kong, Mainland

China and the region.

It is our plan to establish the Hong Kong Olympic Museum at Sha
Tin at an early opportunity, to keep alive Hong Kong'’s legacy as an
Olympic city for the future enjoyment of residents and visitors. This
will be the first Olympic Museum in China.

It is important to reiterate, though, that the Club’s long-term ability
to support sporting and community development projects remains
dependent on the continued success of our core racing business,
which is coming under ever-increasing external threat. While the
betting duty reforms agreed in 2006 have helped us win back some
business from illegal and offshore operators, they do not address
the wider challenge Hong Kong faces from the growing seepage of
community resources to other channels, such as the casino junket
operations which often target Hong Kong residents. We need the
Government to close these loopholes and level the playing field if
Hong Kong is to maintain its leadership position.

When Macau issues licences for sports betting next year, its casinos
will be able to offer betting on all types of sport around the world,
24 hours a day and seven days a week, through multimedia
channels. Indeed, many illegal and offshore operators are already
doing this. It would be naive to think that these much greater betting
opportunities will not be used to lure Hong Kong residents away and
attract them on to hard casino games.

We are not afraid of competition, and Hong Kong’s world-class racing
product could bring in a lot more revenue for the public purse from

overseas racing jurisdictions that would like to channel their
bets into our attractive pools. However, the present betting duty
system effectively imposes double taxation on such commingling
arrangements, making them often unviable. This can provide a
sound basis for export, but the window of opportunity is limited
and Hong Kong cannot afford to stand still.

Conversely, we have the situation that many of our Hong Kong racing
fans would like the opportunity to bet on more top overseas races,
especially those featuring Hong Kong-trained horses. Yet often they
are unable do so, as our current licensing conditions restrict us to
offering just ten simulcast races per season, all of which have to be
on existing racedays.

Hong Kong has worked hard to establish its position as a global
leader in horse racing and football, but this leadership position is
now being eroded by a trend of betting deregulation that is fast
taking root throughout this part of the world. If the Club is not
allowed the ability to remain competitive, the major losers will be
the public purse and the community at large.

This message cannot be emphasised strongly enough to our
legislators and policy makers. While there are sensible historic
reasons for Hong Kong’s limitations on gambling, we are in a new
era of technology and travel where maintaining an over-conservative
approach will simply be self-defeating.

Having said all that, | remain generally optimistic about the Club’s
business in the coming year and beyond. We could be in for a
belt-tightening year with inflation rising and some world economic
uncertainties, but the resurgence of public interest in horse racing
and the ever-growing quality of our horse population give us
confidence that our business has strength in depth to survive such
challenges, with continued Government support. Hong Kong’s
staging of the Olympic equestrian events will further underline its
reputation as The Equine Capital.

Most of all, we are fortunate to have behind us the very wide-ranging
business experience of our Board of Stewards, and the support of
an extremely professional team of managers and staff. They have all
been asked to work harder than ever in this very busy year, but they
have done so with good grace and the same dedication as always.

| look forward to another successful year ahead.

WINFRIED ENGELBRECHT-BRESGES
Chief Executive Officer
24 July 2008
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