Chief Executive Officer’s Statement

AT AR

Connecting more closely
with our customers

To remain sustainable
and competitive,

the Club needs the
wherewithal to make
substantial investments
in its racecourse
facilities and meet
customers’ ever-growing
expectations.

After the tough economic challenges of the previous year, 2009/10
has been an encouraging year of recovery and consolidation,
though not without a few challenges of its own. I'm pleased to
report that at the end of our financial year on 30 June, total Club
turnover reached a new record of HK$116.93 billion, generating
a gross margin of HK$21.15 billion after payment of dividends
and rebates. The Government’s share of this through betting
duties was HK$13.34 billion, a record high, while the Club's share
was HK$6.82 billion. Meanwhile our donations to charitable and
community projects set another new record of HK$1.52 billion.

At the same time, the recent World Cup, during which police
seized illegal betting records worth more than HK$361 million in
Hong Kong alone, has served to highlight some of the competitive
challenges we still face, alongside the continued development of
more sports betting and gaming markets in the region. To ensure
the Club remains sustainable and can continue contributing
to Hong Kong, we need to revitalise our racing product and
services, making the sport attractive and relevant to different
customer segments. We must also become more customer-centric
than ever, an issue I will address later in this report.

Horse racing continues to be our core revenue driver. In
2009/10, our racing results were boosted not only by the effect of
the improving economy, but also by the five extra racedays and
15 additional simulcast days we were allowed to introduce this
year. For the financial year under review, total racing turnover

increased by 5.9% to HK$71.65 billion and total gross margin
by 3.7% to HK$11.81 billion, of which the Government’s share
grew 3.8% to HK$8.54 billion and the Club's share by 3.3% to
HK$3.23 billion. However, the five extra racedays all fell in the
first half of July, after the official year-end. If we add these in,
total racing season turnover grew 13.0% to HK$75.50 billion.

Hong Kong once more distinguished itself in international
racing circles, with four of our six international races on home
turf going to locally-trained horses. Sacred Kingdom and Good
Ba Ba scored memorable repeat successes in the Cathay Pacific
Hong Kong Sprint and Mile respectively, while Able One and Viva
Pataca uniquely reprised their 2007 double in the Champions
Mile and Audemars Piguet QE II Cup. Overseas, Green
Birdie made it two Hong Kong wins in a row in the KrisFlyer
International Sprint in Singapore, and Joy And Fun took the Al
Quoz Sprint in Dubai.

In total, Hong Kong had 15 horses listed in the World
Thoroughbred Rankings for 2009, an all-time high and a
remarkable achievement for a jurisdiction with a racehorse
population of only 1,200.

To enhance our international competitiveness, we are
embarking on a major new training centre development in
Conghua, north-east of Guangzhou. As well as extending our
training capabilities and overcoming current capacity constraints,
this important project will enable us to put a comprehensive
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refurbishment of our 30-year-old Sha Tin stabling and training
facilities under way, upgrading them to world-class standards.

Our strategic efforts to train local racing talent are also
paying off, as demonstrated by Matthew Chadwick's graduation
from apprentice ranks in January after just 56 weeks, easily a
new record. Along with Derek Leung’s recent victory in the
Asian Young Guns Challenge, it capped another impressive
season all round for our young riders. Since we established the
Racing Development Board in 2005, it has made a significant
contribution to our recruiting and training of home-grown talent.
We are delighted that six RDB training courses have now received
official endorsement by the Hong Kong Council for Accreditation
of Academic and Vocational Qualifications, which means these
qualifications will be recognised by other tertiary institutions.

The additional overseas simulcasts attracted strong support
from our racing fans, with thousands coming to our Off-Course
Betting Branches to watch the live broadcasts. This illustrates
the growing interest among local fans in following top overseas
races, especially those featuring Hong Kong horses and jockeys.
However, many fans remain disappointed as there are still
important races we cannot bring them, having only been allowed
15 simulcast days rather than the 20 we requested, based on
the schedule of major overseas races that have relevance to
Hong Kong.

We also completed a number of racecourse facility
improvements during the year, notably an upgrade of the
Public Stand and renovations of the 6/F and 7/F Owners’
Boxes at Happy Valley, and renovation of the Stewards’ and
Voting Members’ Boxes at Sha Tin. In the coming year, further
renovations will be put in hand as part of the HK$3 billion first
phase of our Racecourse Master Plan, which has recently been
endorsed in principle by the Board of Stewards and will embrace
a comprehensive upgrading of our facilities at both racecourses
to meet customer demand.

Meanwhile the Racing Club is continuing to show healthy
growth, attracting new interest in racing and horse ownership
among the young professional set. During the year, Racing
Club horse Young Elite firmly established himself in Class One
company with an end-of-season rating of 117.

On the football side, turnover for 2009/10 grew by 10.8% to
HK$38.91 billion, generating total gross margin of HK$6.41 billion
which was shared equally between Government and the Club.
World Cup 2010 was obviously a significant factor in this growth,
although these figures do not reflect its full impact, as most of the
knockout stages took place after the financial year-end. Our total
World Cup 2010 turnover reached HK$4.44 billion.

The Mark Six lottery produced rather disappointing results
this year, with the Club’s commission showing a 0.8% fall to
HK$383 million and the Lottery Duty paid to Government falling
by a similar percentage to HK$1.59 billion. In addition, we made
a HK$956 million payment to the Lotteries Fund which supports
social welfare projects. The growth trend on the Mark Six has
been flat for two or three years now, and we need Government
support to find ways of revitalising the lottery.

Following its record HK$1.37 billion donations to charitable
and community projects in 2008/09, The Hong Kong Jockey
Club Charities Trust made a further substantial increase in
its donations this year, supporting some 107 different projects
with a total commitment of HK$1.52 billion. This represents an
11.2% increase, significantly higher than the 6.4% increase in
the Club’s total share of gross margin from its racing, football
and Mark Six operations, underlining our guiding principle
that the needs of the community in any given year are always
considered independently from business performance.

In making this year’s donations, we have paid particular
attention to helping Hong Kong achieve a more sustainable future
— for example by funding youth development, nurturing future
leaders, supporting the city’s creative industries and promoting
elderly care in the face of an increasingly ageing population. Our
Chairman has mentioned a number of notable examples in his
report. In the coming year, we will be proactive in working with
Government, NGOs and other community partners to see how
we can further contribute to Hong Kong's long-term sustainable
development.

Our Membership services, which operate on a self-financing
basis, continue to prove popular. During the year we completed
renovations of the outdoor pool at Happy Valley Clubhouse (with
the indoor pool soon to follow) and the private function rooms
at Beas River Country Club. Close-season refurbishment of
Oi Suen Restaurant at Sha Tin Clubhouse is currently under
way. More than 6,500 Hong Kong-based Members have now
made use of our Beijing Clubhouse, which celebrated its second
anniversary in April. We are committed to making further
substantial enhancements of our Members’ facilities at the
clubhouses and racecourses in the coming years as part of our
Racecourse Master Plan.

In setting our long-term goals for the Club’s development,
however, a major concern is the current disparity between
turnover growth and gross margin growth in our core horse
racing operations. The package of betting duty reforms agreed
with the Government in 2006 has been successful in its goal of
luring back revenue from illegal operators, but the benefits have
not been shared equitably.

Since 2006, the Government’s share of gross margin on racing
has risen from HK$7.81 billion to HK$8.54 billion, yet the Club's
share has remained static at HK$3.23 billion. Meanwhile over
the same period, our operating costs have increased significantly
with inflation and the need to run more races, thus putting
further pressure on our plans to upgrade the racing facilities.

The prime reason for this is Hong Kong’s exceptionally high
betting duty rate on horse racing — the highest in the world
at 72.5 to 75%, and nearly five times the current UK rate. On
top of this, to sustain the fight against illegal bookmakers, we
introduced rebates for high-volume bettors as part of the 2006
reforms. A lot of the subsequent turnover increase has been
generated by these large-scale bettors.

As a result, the Club’s total share of gross margin since 2006
is in fact HK$800 million less than it would have been under the



status quo, and contrary to the agreed intention, our effective
tax rate has actually increased. This is an issue that needs to be
addressed in the coming years through a comprehensive review
of the existing taxation framework.

In the meantime, we will urge Government for an early
elimination of double taxation on bets placed on Hong Kong racing
from overseas, which is stopping Hong Kong from reaping the
benefits of exporting its world-class racing product. Commingling
is an issue I first raised at the Asian Racing Conference back in
2007 as a means of helping Asian racing jurisdictions fight illegal
gambling and compete on the global stage, and I'm encouraged
to see that a number of them have now successfully established
commingled pools. Ironically, however, Hong Kong is not among
them. Yet this is something that can be readily implemented and
there is no downside to the public at all; it is simply overseas
revenue that is not coming our way at the moment.

The amount of money currently wagered overseas on Hong
Kong races is around HK$3 billion, for which the Club only receives
a small commission. If overseas fans of Hong Kong races were
able to bet directly into Hong Kong pools, it would generate an
extra HK$100 million for the public purse. This would clearly be a
win-win for all parties, as well as for the community at large.

Generating new revenue streams is becoming more and more
crucial to us with the burgeoning growth of alternative leisure
options in Hong Kong and the surrounding region, especially
the new generation of integrated leisure resorts in Macau
and Singapore. To remain sustainable and competitive, the
Club needs the wherewithal to make substantial investments
in its racecourse facilities and meet customers’ ever-growing
expectations. We have to create innovative venues that meet
the needs of different customer groups, achieve more service
differentiation and enhance our customers’ racing experience.

Our studies show that the amount of money lost by Hong
Kong people in Macau casinos alone has more than doubled
in the past four years from HK$9 billion in 2005/06 to HK$22
billion in 2009/10. To put this into perspective, this is larger than
Hong Kong’s total gross margin on racing, football and the Mark
Six combined, counting both the Government’s and the Club’s
shares. This challenge will be further exacerbated when Macau
casinos start general sports betting in 2011.

This is not just about competition for the Club; it is about
gaming revenue being lost to Hong Kong, to the public purse
and to the hundreds of charitable and community projects that
the Club’s not-for-profit operations support. It is also about
preserving and creating jobs for Hong Kong people.

We are especially concerned about the proliferation of largely
unregulated junket activities in Hong Kong, offering potential
customers attractive incentives to visit Macau, then pushing
them to gamble on credit when they get there. Worse still, they
are no longer just targeting high-value VIP customers but are
increasingly enticing young people and vulnerable groups to
gamble money they do not have. This is entirely contrary to the
not-for-profit model that we and Government have established
in Hong Kong for funnelling the public demand for betting to

good community causes, through a regulated and responsibly-
run channel.

It is important that our Government and legislators look at
the wider picture when considering gambling issues. Since the
Club was authorised to offer off-course betting in 1973, our total
charitable donations have exceeded HK$27 billion, and we have
contributed a remarkable HK$261 billion to the public purse. We
have also sustained employment for tens of thousands of people,
often creating jobs at times and places where they are most needed.
A good example is the 2,500 new jobs we created in Tin Shui Wai
during 2009, when many other organisations were still cutting
back their staff levels after the financial downturn. This innovative
project has won numerous awards during the past year.

To address the many challenges facing us, we are committed
to making the Club more customer-centric and connecting our
sporting businesses and charitable operations more closely
with the community we serve. For this reason, we have recently
announced an Organisational Transformation Plan that will
embrace behavioural changes, structural changes within the
organisation, and a series of strategic programmes that can
accelerate our competitiveness and appeal to customers.

With this new structure in place, I believe that the Club
will be well placed to add even greater value to Hong Kong in
the years ahead, so long as this value is fully understood and
appreciated by our decision-makers in the community and we
can count on their continued support.

May I take this opportunity to thank all our hard-working
employees for their contributions to channelling public betting
demand to good causes, achieving pride for Hong Kong through our
world-class racing, providing excellent membership and customer
services, and serving the community through our many charity
and community projects. Going forward, I hope that our new and
more customer-centric organisation will help them connect ever
better with our customers, with our charity partners, with the
wider community we serve and with each other.

I should also like to thank our partners for helping to make
the Club’s charitable donations effective in serving every segment
of the community. Independent surveys show that some 30% of
Hong Kong people have made use of Club-supported charity and
community projects.

Last but not least, may I thank the Board of Stewards for
their counsel and support. They all dedicate a lot of valuable time,
acting in an entirely honorary capacity, to help the Club create
value for the community, be it through committee work, raceday
duties or overseeing our charity donations. Most especially can
I thank our retiring Chairman John Chan, a most passionate
racing fan and a great community leader, with whom it has
always been a tremendous pleasure to work. I look forward to
another successful year ahead.

Winfried Engelbrecht-Bresges
Chief Executive Officer
23 July 2010
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