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We could do more,
given the opportunity

orse racing remained the key source of
H revenue, accounting for some 63.7%

of total turnover and 47.9% of net
margin after payment of dividends, rebates and
betting duties. During the financial year under
review, the 12 months to 30 June 2011, total
racing turnover grew 14.3% to HK$81.92 billion
while gross margin showed a 13.9% increase to
HK$13.45 billion.

However, direct comparisons with last
year can be a little misleading, as 85 race
meetings fell under financial year 2010/11
compared with only 79 in 2009/10, although both
racing seasons in fact featured 83 meetings.

For the actual 2010/11 racing season,
turnover was HK$80.41 billion and net margin
HK$3.59 billion. This is the highest turnover
figure since 2000/01, illustrating clearly that
our efforts to revitalise racing and reach out to
new audiences are paying off.

Once again, the Government was comfortably
the major beneficiary of this growth. Our betting
duty payments on racing during the financial
year increased to HK$9.74 billion, a growth
rate of 14.1% which is notably higher than the
Club’s 13.3% increase in net margin.
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During the year Hong Kong continued
to strengthen its reputation in the sport at
international level. The Cathay Pacific Hong Kong
International Races in December drew all the
major owners in world racing, reflected in a global
spread of winners from South Africa, the UAE,
the UK and Hong Kong. While locally-trained
horses only won one of the four International
Races this time — the lone star being Beauty
Flash in the Hong Kong Mile — this only serves to
underline the high calibre of the opposition.

Moreover, both springtime internationals
went to rising local stars, with Xtension taking
the BMW Champions Mile and Ambitious Dragon
—who had earlier won the Mercedes-Benz Hong
Kong Derby - securing the Audemars Piguet
QE II Cup. Our decision to run these two spring
internationals a week apart this year proved
very successful, with both racedays attracting
strong attendances and many overseas visitors
extending their stays to span the two events.

On overseas turf, Hong Kong horses also
continued to make their mark. Most notable was
the victory of Ultra Fantasy, trained by Ricky
Yiu and ridden by Alex Lai, in the Sprinters
Stakes at Nakayama, Japan. This marks the first

time a horse both trained and ridden by local
horsemen has won an International Group One
event overseas. This is well-deserved testimony to
the substantial efforts the Club has invested over
the years in nurturing home-grown talent.

Providing further evidence of this talent were
the performances of Vincent Ho, who captured
the Champion Apprentice Jockey title with 39
wins in his first full season in Hong Kong, and
Derek Leung, who graduated to senior ranks
in only his second season. The latest promising
addition to apprentice jockey ranks is Alvin Ng,
who brought home an impressive seven winners
from 43 rides in the final month of the season
after gaining extensive experience overseas.

All three talented young riders are products
of our Racing Development Programme and
Apprentice Jockeys’ School. An earlier graduate,
Matthew Chadwick, finished fifth in this year’s
Jockeys’ Premiership and also earned his first
Group One success.

n the World Thoroughbred Rankings for
I 2010, published in January this year, Hong
the world’s best, a remarkable achievement

Kong had a record 19 horses listed among
when you consider that it was only in 1998 that



we had our first such recognition. This level of
representation ranks Hong Kong sixth in the
world behind the USA, Great Britain, Australia,
France and Japan, which is quite extraordinary
for a jurisdiction that has only 1,300 horses in
training and no breeding industry of its own.

Near the end of the season we saw the
retirement of two of our most distinguished
top horses, all-time record stakes winner Viva
Pataca and Hong Kong Mile hat-trick hero
Good Ba Ba - but the highly positive side of
the equation is that there is a new generation of
up-and-coming stars already in line to replace
them. They include Beauty Flash and Horse
of the Year Ambitious Dragon, both of whom
notched up three Group One victories in the
season, as well as Xtension, Lucky Nine, Flying
Blue and California Memory.

This reflects the numerous initiatives the
Club has taken in recent years to uplift the
standards of Hong Kong racing by bringing in
top-quality thoroughbreds from overseas. As an
added incentive, we have further increased prize
money for the coming season by some HK$40
million, ensuring that Hong Kong retains its
position as one of the world’s most attractive
jurisdictions despite the fall in the dollar’s value
against many other major currencies.

o maintain the world-class status of the

I Cathay Pacific Hong Kong International

Races, which are already well established

as one of the world’s major racing events, we have

increased prize money for the Hong Kong Mile

by HK$4 million to HK$20 million, restoring its

position as the sport’s richest mile race on turf.

Total prize money for the International Races is

now HK$68 million, making it the 3rd richest
racing event in the world.

It is encouraging to note that not only
our Owners, but also our regular racing fans,
are taking more notice of the overseas racing
scene than ever. This is a direct result of the
Government’s decision to allow us 15 extra
overseas simulcast days from last season onwards,
which have really stimulated interest in the sport
at international level. Our simulcast turnover
grew an impressive 59.6% this year.

The demand clearly exists for a further
increase in simulcasts if we can be permitted to

offer them. This would not only earn valuable
extra revenue for the Government, but would also
reduce the opportunities for illegal and offshore
bookmakers to exploit gaps in the market,
especially during the summer months.

The current restriction on our offering
simulcasts between 16 July and 31 August should
be lifted to enable us to capture top European
races like the King George VI and Queen Elizabeth
Stakes, Sussex Stakes, Prix Rothschild and Prix
Jacques le Marois, in which some of the best
horses in the world participate.

In addition to providing world-class racing
on the track, we continue to invest substantially
in our racecourse facilities, in keeping with
our strategy of reaching out to new sectors of
the market and providing all customers with a
memorable racecourse experience. Phase 1 of
our Racecourse Master Plan has already been
completed, with our surveys on the enhanced
facilities showing strong increases in both
customer satisfaction and raceday utilisation.

I am pleased to report that the Board
of Stewards has now given the go-ahead to
implement Phase 2 of the Master Plan. This
HK$3.1 billion commitment over the coming
three seasons will include the provision of

Winfried Engelbrecht-Bresges
Chief Executive Officer
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more quality space for Owners and their
families, Members and younger, upscale
customers, as well as the upgrading of facilities
for the general public. We will also create a new
arrival experience at Sha Tin. These improvements
will help us catch up with other major leisure
and entertainment venues.

Another factor contributing to increased
turnover this year was the steadily growing
popularity of our special themed nights at Happy
Valley, especially among the young professional
set who are crucial to the long-term sustainability
of horse racing. This year’s programmes, marketed
under the “Happy Wednesdays” banner, included
an Oktoberfest, wine tastings, two French theme
nights and three live music events.

eanwhile, good early progress is
M being made on the development of
our new Conghua Racehorse Training

Centre across the border in Guangdong, on
the site of the venue that we built to stage the
equestrian events of the Guangzhou 2010 Asian
Games. Our Chairman has already commented
on the success of these events and the favourable
response the venues attracted from participating
riders and officials.

As soon as the venues were decommissioned
by the organisers in January 2011, we commenced
preliminary work on converting them to stabling
and training facilities. We remain on track to bring
the new centre into operation during 2014.

The Conghua training centre forms a
key part of our strategy to remain a world
racing leader, as it will enable us to expand the
existing racehorse population and undertake a
comprehensive refurbishment of the existing
Sha Tin training facilities, bringing them back
to top global standards. Conghua also has the
space to provide much-needed facilities that are
not feasible within the limited confines of Sha
Tin, such as an uphill training track.

Turning to football betting, this side of our
operations enjoyed a good year, boosted by
the final stages of the 2010 World Cup which
came into the financial year under review.
Total football turnover increased by 2.2% to
HK$39.76 billion, generating a net margin of
HK$3.56 billion and the same amount in betting
duty for the Government.
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To stimulate customer interest after the World
Cup, we increased the number of live match
broadcasts at our Off-Course Betting Branches
and introduced more In Play betting products.

Asregards the Mark Six lottery, I am pleased
to report that we saw an encouraging 7.7 % growth
in turnover in 2010/11 after several years of
flat performance. This followed our initiative to
raise the unit entry price from HK$5 to HK$10
in November 2010 and at the same time increase
the minimum first prize payout, as well as the
fixed payouts for 4th to 7th prizes.

Another contributory factor to the rebound
has been some alluring jackpots in recent
months. In May, the first prize pool reached
its highest figure yet of some HK$133 million
after eight consecutive draws failed to produce
a winner, and a bout of Mark Six fever hit town,
generating huge media interest. The record
jackpot was eventually shared by three lucky
customers, while the public purse was the biggest
winner of all, gaining HK$137 million from this
draw alone.

Total Mark Six turnover for the year was
HK$6.87 billion, generating a commission of
HK$0.41 billion and lottery duties to Government
of HK$1.72 billion. In addition, the Mark Six
contributed HK$1.03 billion to the Lotteries
Fund, which supports social welfare projects.
Since the launch of the Mark Six 35 years ago,
the Club has paid total Lottery Duty of some
HK$29.52 billion and contributed HK$15.63
billion to the Lotteries Fund.

On the Membership side, which operates on
a self-financing basis, a number of renovations
were undertaken to facilities at our three Hong
Kong clubhouses during the year, including an
extensive refurbishment of Oi Suen Restaurant
at the Sha Tin Clubhouse. In addition, we took
further initiatives to strengthen the quality
of service delivery and enhance our product
offerings in this highly competitive market.

Our Beijing Clubhouse, now open for more
than three years, goes from strength to strength.
Almost 8,000 of our Hong Kong Members have
visited or stayed overnight there, and it has
become a favourite venue for personal or business
gatherings. The Beijing Clubhouse is not only
providing a much-appreciated service to our

our ability to generate
the surpluses that
fund our charitable
donations.



Members but also performing a valuable role in
establishing the Club’s brand in Mainland China.
It is one of the best hospitality experiences to
be found anywhere in China and reflects our
commitment to excellence.

Most importantly of all this year, the
Club’s Charities Trust was able to increase its
donations to HK$1.62 billion, a 6.6% increase
on last year’s record HK$1.52 billion. Our
Chairman has already outlined some of the
most significant donations in his report, and he
and his fellow Stewards take a close personal
interest in the many projects supported by the
Charities Trust.

I am delighted that this strong commitment
to society has been recently recognised by no
less an organisation than the International
Olympic Committee, who honoured our Chairman
with the 2011 IOC Trophy under the banner of
“Sport and Social Responsibility” for his many
years of involvement in community projects
through horse racing and rugby.

I was especially gratified to hear IOC
President, Count Jacques Rogge, praise the
Club for its dual roles as a world-class sporting
organisation and a major contributor to the
community, describing it as truly a valuable
asset to Hong Kong.

e would like to do still more and
W we could do more, if given the
opportunity to do so — for as the

Chairman has highlighted, there is an indivisible
link between the success of our business operations
and our ability to generate the surpluses that
fund our charitable donations.

To achieve this, however, we need a better
understanding from our Government, legislators
and the wider community that the global gaming
environment has changed dramatically in the
past ten years, and continues to do so. Borders
have become irrelevant with the expansion of
the internet. Failing to address these challenges
will see the Club’s revenues — and therefore its
ability to contribute to the community — becoming
rapidly eroded.

The Club has been successful over the years
in establishing Hong Kong as a world leader in
horse racing and sports betting on racing and
football, but this leadership position is now being
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threatened by other jurisdictions who embrace
these global trends. We cannot afford to adopt a
“wait and see” position, because only leaders are
able to shape their future — followers cannot.

A good example is the commingling of racing
bets between different world jurisdictions, which
is a fast-growing global trend. Hong Kong could
be at the very forefront of this trend, given the
world-class quality, holistic information and
integrity of the Club’s racing product, combined
with the attractiveness of its large betting pools.
Yet instead we find ourselves lagging most other
major jurisdictions and in danger of getting left
behind, due to an impasse in resolving the key
issues of double taxation and reciprocity.

In the meantime, many overseas betting
operations and jurisdictions are already offering
local pools on Hong Kong horse racing, but only
a fraction of the potential revenues come back
to Hong Kong. And a further new dimension
has recently been added with both licensed
and unlicensed operators consolidating their
activities in tax havens, aiming to attract our
major customers.

I make no apologies either for raising once
more the question of Hong Kong’s extraordinarily
high tax rates on horse race betting — the highest
of any major jurisdiction in the world at between
72.5% and 75.0%. This simply has to be addressed
as it is becoming increasingly difficult for us to
compete with casino operators in Macau, who
pay a flat 35%, or illegal bookmakers, who of
course pay no tax at all.

Most worrying still, while the Club remains
strongly committed to responsible gambling
practices, Macau junket operators are freely able
to solicit the Club’s high-value customers with
generous credit loans. Recent reports indicate
that the high-stakes VIP segment now accounts
for 74% of all Macau casino revenue, and an
estimated 90% of this business is brought in by
loosely-regulated junket agents.

Such has been the impact of this phenomenon
that Hong Kong people’s losses in Macau now
exceed the Club’s total revenue from racing,
football and the Mark Six. Our latest estimates
indicate that Hong Kong people’s spending in
Macau casinos in 2010 was nearly HK$26 billion,
compared with the Club’s total betting and

lottery revenue of HK$23.7 billion in 2010/11.
We are concerned that over time, this will create
serious social problems.
n the meantime, we continue our efforts to
I address these new competitive challenges by
strengthening our operational efficiency and
making our organisation truly customer-centric.
We began year 2010/11 by launching a staff
programme called Connect to foster a new way
of thinking among our 27,000-strong workforce
and encourage them to work more effectively
as a team, by connecting much better with the
Club’s customers and with each other.

Connect also embraces the development of
key strategic initiatives for the next few years
and a series of structural changes within the
Club. I am happy to see that this programme has
already received strong buy-in from our staff, and
that we are already able to respond to customer
demands more effectively. This is undoubtedly
another factor behind our encouraging 2010/11
performance. [ should like to thank all our hard-
working staff for their steadfast backing. All of
us take pride in our work that contributes so
much to the community of Hong Kong.

May I also thank our many community
partners for their strong support, without which
our many charitable initiatives would not be
possible, and most of all our Chairman and
Stewards for the tremendous amount of work
they contribute — all on a voluntary basis — to
guiding and overseeing the operations of the Club
and the Charities Trust. Notwithstanding the
many challenges that lie ahead, I am confident
the Club can continue bringing multiple benefits
to the Hong Kong community for many years
to come.

Winfried Engelbrecht-Bresges

Chief Executive Officer
22 July 2011
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