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The Hong Kong Jockey Club (the “Club”) is a not-for-profit enterprise dedicated to the betterment
of Hong Kong. Through its integrated business model of world-class racing and racecourse
entertainment, membership, responsible wagering, and charities and community support, the Club
is able to contribute, very significantly, to the economic and social development of Hong Kong.

The Club is Hong Kong's largest single taxpayer, contributing a record HK$20.9 billion in 2015/16.
It is also one of the world’s largest charity donors, each year allocating surplus funds to charitable
and community projects in Hong Kong. In 2015/16, The Hong Kong Jockey Club Charities Trust
(the “Trust”) donated a record HK$3.9 billion to 215 charitable and community projects. The Club
is also one of Hong Kong’s largest employers, with over 22,000 full-time and part-time staff.

The Hong Kong Jockey Club Charities Trust
Sources of Income and Charitable Donations for the Allocations Fund (HK$M)
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GROUP STRUCTURE
The Club is a not-for-profit organisation, and is a company with liability limited by guarantee. Through
its wholly-owned subsidiaries, HKJC Horse Race Betting Limited, HKJC Football Betting Limited
and HKJC Lotteries Limited, the Club holds the sole licences for the operation and management of
Hong Kong’s horse race betting, football betting and Mark Six lottery. The Jockey Club Membership
Services Limited, another principal subsidiary, manages Members’ social and recreational facilities.
The Trust is a public charity and is primarily engaged in supporting charitable organisations and
community projects in Hong Kong.

KEY RELATIONSHIPS

The Club operates as a not-for-profit organisation without shareholders, being governed by an
elected Board of Stewards who possess a wide cross-section of business and community
experience and serve without remuneration.

In line with the Government’s policy of meeting the public demand for gambling through a
regulated and responsible channel, the Club provides all on-course betting and has been authorised
as Hong Kong’s sole provider of off-course betting services on horse racing since 1973. It has
been the authorised operator of the Mark Six Lottery since 1975. In 2003, to combat illegal betting
on football matches, it was further authorised by the Government to provide a regulated football
betting service. The Club’s betting licences are issued and overseen by the Home Affairs Bureau
in consultation with the Betting and Lotteries Commission, pursuant to the Betting Duty Ordinance
and Betting Duty Regulation.

In support of its commitment to promote responsible gambling, the Club engages with the
Government, police, gambling care agencies, customers, employees and international organisations
to establish measures to protect Hong Kong people from excessive and illegal gambling. The Club
also supported the Government to establish the Ping Wo Fund in 2003, an independent body which
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finances preventive and remedial measures to address gambling-related problems.

The Club’s wide-ranging role as Hong Kong’s largest provider of sporting and betting entertainment,
major source of tax and charity funding, prestigious membership club and significant employer,
means that most individuals and organisations in Hong Kong can be considered as the Club’s
stakeholders. The major stakeholder groups include the Club’s customers, Members, employees,
suppliers, Government departments, local community bodies, District Councils and the media. It
also has extensive relationships with various governmental and non-governmental bodies through
its charitable and community works.

Internationally, the Club maintains wide-ranging industry connections through its membership
of the Asian Racing Federation (Chairman), International Federation of Horseracing Authorities
(Vice-Chairman, Asia), and World Lottery Association (Member, Executive Committee) amongst
others. Through participation in these bodies, the Club is able to shape international standards,
policies and protocols for the benefit of the industry and in support of its own business development.

OPERATIONAL REVIEW

Notwithstanding its not-for-profit nature, the Group adopts prudent commercial practices in the
planning and management of its businesses. By maintaining a well-run business operation and a
strong financial position, the Club’s goal is to generate sufficient surplus to maintain and enhance
its role as Hong Kong’s top charity and community benefactor.

The Hong Kong economy grew modestly in 2015/16, impacted by financial volatility and the
slowdown in the global economy, which experienced its slowest growth since 2009. The decline
in inbound tourism also added pressures. The labour market stayed largely stable, notwithstanding
the slower growth in the overall economy. Over the medium term, the Hong Kong economy will
likely be confronted with a challenging and unsteady external environment.

Aside from the macro-economic environment, a number of other factors continue to impact on
the Club’s long-term competitiveness and performance. These include the globalisation of illegal
and unauthorised betting, including betting exchanges on racing, intensifying competition from
Macau’s gaming industry, the ageing population of racing fans, the overall change in customer
lifestyles enabled by technological innovations, and the unfavourable betting duty regime that
continues to challenge the Club’s betting revenue.

In this less favourable context, racing turnover for the full racing season declined by 1.7% this
year to HK$106,142 million but still generated HK$12,134 million in tax payments to the Government.
The Club nonetheless continued to serve its customers by providing responsible and best-in-class
wagering entertainment.

The Club also continued to focus on developing the world-class quality of its racing and
entertainment. This included focusing on improving the racing experience, in terms of both the
quality of the horses on the track and the customer facilities at the racecourse, at betting branches
and online. The multi-year Racecourse Master Plan continued to transform the two racecourses
into centres of world-class sporting entertainment, with five new and renovated venues opening in
2015/16 to serve the differentiated needs of customers. These, coupled with a full spectrum of
marketing initiatives, including the strengthening of the Happy Wednesday Brand, have successfully
positioned racing as a social and lifestyle based entertainment experience in the city in recent years.

Another promising area of growth has been commingling. Since its launch two years ago,
commingling has grown to encompass 13 overseas partners, including two new partners this racing
season. Commingling turnover grew from HK$152 million in the first season to HK$2,644 million
in 2014/15 and further grew to HK$3,477 million in the 2015/16 racing season. This success
illustrates the significant interest in and attractiveness of Hong Kong racing overseas, driven by
the quality and competitiveness of the Club’s racing product, the depth of its wagering pool, and
the Club’s reputation for integrity.

There were 84 and 81 race meetings in the 2015/16 and 2014/15 financial years respectively,
with both racing seasons having 83 meetings as they did not coincide with the financial years.
From next season, following approval from the Hong Kong SAR Government, there will be five
additional weeknight race meetings and eight additional simulcast days.

The Club’s strategic focus on world-class racing has continued to deliver outstanding results,
including at the elite world level. All 10 of the Club’s eligible races made the World’s Top 100 Group
1 Races in 2015, with the Audemars Piguet QEIl Cup a prominent ninth. Likewise a record-matching
23 Hong Kong horses were listed in the 2015 LONGINES World’s Best Racehorse Rankings. This
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was accomplished despite Hong Kong having only around 1,200 horses, or approximately 0.7 %
of the world’s thoroughbred racehorses in training. As a further mark of recognition, Hong Kong
has been promoted to Part | of the International Cataloguing Standards and International Statistics
Book from next season, with 17 pattern races in Hong Kong upgraded to international status for
2016/17.

Alongside the focus on world-class racing is an equally strong focus on technology. The Club
is currently developing its next generation customer information and wagering system, and has
also continued to use advanced odds calculation technology. Following the success of the merged
pool for the First 4 and Quartet last year, this season it launched Composite Win, which provides
an alternative way to pick winning horses in the Win pool.

To maintain Hong Kong’s leading role in global racing and to meet the demand for horse
ownership, the Club is currently constructing the Conghua Training Centre in Guangdong. Good
progress has been made this year, including a successful trial of the cross-border movement of
horses. The design of the Conghua Training Centre with ample space, state-of-the-art facilities
and different training tracks including an uphill gallop will help to upgrade training facilities to a
world-class standard and will provide urgently needed and dedicated spelling and rehabilitation
facilities. The site is due to commence operations in 2018.

Turning to football betting, since being authorised to offer regulated football betting in 2003, the
Club has become one of the world’s largest and most successful sports betting operators. The
main objective of the Club’s football betting service is to combat illegal and offshore bookmakers
and to prevent the siphoning of money from the Hong Kong community.

Through developing competitive products and expanding coverage of football matches, the Club
has successfully directed local demand for football betting to trustworthy and legitimate channels.
The Club has also made a great effort to provide high-quality customer service and information
content to meet customer needs. In view of the significant migration of customer demand to digital
platforms, the Club has been making use of technology to improve the customer experience via
internet and mobile applications.

During the year, the Club achieved another record high football turnover of HK$86,795 million,
representing an increase of 10.9% over last year and accounting for 43.1% of total amounts
wagered. This generated HK$6 billion in tax payments to the Government, with a similar amount
returned to the Club. This upward trend was driven by the Club’s continuing effort to develop
products to meet the demand for legal betting services.

To celebrate the 40th anniversary of the Mark Six lottery, the Club held the Mark Six 40th
Anniversary Snowball in March 2016, carrying the highest-ever snowball of HK$75 million. This
drew a strong public response and generated total turnover of HK$446 million, a record high in
Mark Six history.

The Trust’s allocations to charities achieved a new record of HK$3.9 billion, the third year in a
row that they have exceeded the HK$3 billion mark. While the Trust’s commitment to supporting
a broad range of community needs remains as strong as ever, it is also currently pursuing
three specific areas of focus, namely enhancing youth development, improving elderly care and
promoting sports.

The Club is strongly committed to reducing its environmental impact. In support of this, the Club
is focusing on reducing carbon emissions, improving energy efficiency and reducing and recycling
waste materials. The Club has invested in energy-efficient systems and IT solutions as well as
environment-friendly office renovations. Suppliers are expected to follow a set of sustainability
guidelines, while efforts have also been made to enhance the green awareness of the Club’s
employees. More details regarding the Club’s performance are provided in the Environment section
of this Annual Report.

The Club, through its wholly-owned subsidiaries, is licensed by the Government to provide
betting services on horse racing, football and the Mark Six lottery pursuant to the Betting Duty
Ordinance and Betting Duty Regulation. In doing so the Club provides a regulated channel to meet
gambling demand, and works with the Government to promote responsible gambling and to protect
the public from the dangers of credit betting, illegal gambling and associated crimes such as money
laundering. Embracing the highest standards for responsible gambling, in March 2015, the Club
was for the second time granted the highest attainable Level 4 accreditation under the Responsible
Gambling Framework of the World Lottery Association (“WLA”). The Club is also committed to
preventing its operations from being used for money laundering and has an Anti-Money Laundering
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(“AML”) policy and framework, which makes reference to the internationally recognised Financial
Action Task Force recommendations and industry best practice.

With a total full-time and part-time workforce of around 22,000, the Club is committed to being
a caring and responsible employer. It supports and promotes diversity in the workplace and provides
corporate wellness programmes to encourage staff to adopt a healthy work-life balance. Leadership
capability building and talent retention help ensure the long-term growth and sustainability of the
Club’s operations. Spearheading the Club’s learning and development drive is The Hong Kong
Jockey Club College, which provides a variety of learning opportunities through formal training,
e-learning and external learning opportunities.

The Club is designated as a public body under the Prevention of Bribery Ordinance and all full
and part-time employees are required to adhere to a Code of Conduct which highlights potential
areas of risk such as procurement and conflict of interest. They also receive training in data security,
data privacy and anti-corruption measures.

FINANCIAL HIGHLIGHTS
The Group’s total revenue increased by 4.6% from HK$34,428 million in 2014/15 to HK$36,009
million this financial year. The increase was mainly attributable to higher amounts wagered on
football betting and the lottery, together with the effect of a one-off gain from sale of properties
during the year. Net margin and commission of HK$10,975 million was 4.8% higher than 2014/15,
driven by the revenue increase.

Operating costs of HK$9,642 million were HK$681 million or 7.6% higher than last financial year,
primarily driven by general inflation and higher employment costs, as well as by the increase in
depreciation following completion of capital projects during the year.

]
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The Club continued to invest substantially in operating assets and new technology platforms to
meet growing public demand and to improve asset health. During the financial year, the total capital
expenditure of the Group was HK$2,659 million, an increase of HK$44 million on last year.

As a result of volatile financial markets, the Group recorded net financial costs of HK$933 million
in 2015/16. The Group’s financial portfolio, while not immune to volatility in financial markets, is
globally diversified across different geographical regions and asset classes, making it not significantly
susceptible to sudden movements arising from any particular region or investment.

The financial assets of both the Club and the Trust are managed under a rigorous framework,
with oversight provided by the Finance and General Purposes Committee, which regularly reviews
and approves all investment policies. These assets are managed by the Club’s Treasury Department
and external professional fund managers. The portfolios managed by the in-house Treasury team
are primarily for working capital and liquidity, and are predominantly invested in bank deposits and
high credit quality debt securities. The portfolios managed by external fund managers are mainly
for long-term capital growth, and are invested in an array of asset classes across the globe with
the aim of achieving consistent returns with effective risk diversification.

The Group remains Hong Kong'’s single largest taxpayer, with total tax payments (comprising
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betting duty, lottery duty and profits tax) of HK$20,912 million in 2015/16. These payments were
equivalent to 7.2% of the total taxes collected by the Inland Revenue Department. Due to higher
amounts wagered and revenues, the Group’s total tax contribution over the past year increased
by 4.3% or HK$863 million.

Tax Contribution (HK$M)
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The Group’s net surplus for the year, excluding the surplus / deficit from the Contingency Fund
and donations to the Trust, was HK$3,639 million, 28% or HK$1,392 million lower than last
financial year.

In supporting its charitable projects and beneficiaries, the Group aims to ensure that its funding
is steady and stable. In order to provide a transparent basis for this, and taking into consideration
the performance of its core racing and wagering businesses, the Group has adopted operating
surplus after tax for determining its donations to the Trust. Being linked to the Group’s operating
performance, and excluding gain on sale of properties and investment returns, this is a more stable
basis for calculating such donations. As such it differs from net surplus after tax, which was the
basis the Group adopted in the past, and which included investment returns, and was therefore
susceptible to the volatility of financial markets. During the year, the Group’s operating surplus after
tax, excluding gain on sale of properties and investment returns, amounted to HK$3,956 million.

Donations to the Trust were HK$3,500 million. This represented an increase from 84% of the
Group’s operating surplus after tax, excluding gain on sale of properties and investment returns,
in 2014/15, to 88% in 2015/16. During the year, the Trust approved record donations of HK$3,901
million to charitable and community projects.

MEMBERSHIP SERVICES

Catering revenue in the current financial year amounted to HK$790 million, a 0.9% increase over
last year. In the face of severe competition in the hospitality and service industry, The Jockey Club
Membership Services Limited (“JCMSL”) continued to provide Members with the pinnacle of
experiences through racehorse ownership, racecourse and clubhouse hospitality and lifestyle
events. JCMSL also improved productivity, including through direct sourcing and by maximising
central production kitchen output.

To address future growth, and to provide a wider range of services and recreation facilities for
Members, JCMSL began work on a major new extension to Happy Valley Clubhouse in 2014/15.
The project is on track, with site formation and foundation work ongoing.

Beijing Clubhouse has been widely recognised for its high quality services and products, its
racing heritage and its charitable role as a community benefactor. It continues to set the standard
for hospitality excellence for both Hong Kong and Mainland-based Members.



