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The Hong Kong Jockey Club’s unique “racing for charity”
operating model has been further enhanced with this year’s
introduction of legalised football betting. It enables the Club to
bring a greater variety of world-class sporting entertainment to
millions of fans and increases its contribution to the community
in the form of betting duties, taxes and donations to charity.
The Club continues to be Hong Kong's single largest taxpayer
and ranks amongst the world’s top charity benefactors.

Group Operations

All activities are conducted through The Hong Kong Jockey Club and its subsidiaries (the
“Group”), and The Hong Kong Jockey Club Charities Trust. The Group comprises mainly The
Hong Kong Jockey Club (the “Club”), The Jockey Club Membership Services Limited, The
Hong Kong Jockey Club (Managers) Limited, HKJC Football Betting Limited, HKJC Lotteries
Limited, The Hong Kong Jockey Club (Charities) Limited, and HKJC Reinsurance Limited.
The Hong Kong Jockey Club is a not-for-profit organisation, and is a company limited
by guarantee. It holds the sole licence for the operation and management of Hong Kong's
horse racing.
The Jockey Club Membership Services Limited manages

THE HONG KONG JOCKEY CLUB CHARITIES TRUST

SOURCES OF INCOME FOR THE ALLOCATIONS FUND AND

CHARITY DONATIONS

EERREEAEFTESHRESUARRNESEN

3/04 920 228 95|
03/0. 920 228 95
2, 3_
02/0: 600 113 74

Il Appropriation from The Hong Kong Jockey Club Group &8 % 5 S £ M
Il Financial income B A I Forfeited dividends and refunds A 24X & RIBH

Charity donations Z& 85k

AT BEREBEE (ZE)ERAE MU
K HKJC Reinsurance Limited °

ERESER—FERANRIER
NE . TRE—ERERERELENE
BTG AVHEAE o

ESS28FEKERAR  BEEE
SERLYLE  WASSRMEEREMN
BB WARFEREEABRZIEREN
W BEEY 0 =2BaRE -

Members' recreational facilities and provides services and
programmes for Members of the Club. It derives all its income
from membership fees and charges, and is totally self-financed.

HKJC Football Betting Limited operates the newly-
launched football betting business.
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The Hong Kong Jockey Club Charities Trust serves as the
vehicle through which all of the Club’s charitable donations
are distributed and administered.

Finance and Investment

Notwithstanding its not-for-profit nature, the Club and all its subsidiaries adopt prudent
commercial practices in managing their businesses. As a result, despite the persistent
decline in racing turnover since 1996/1997, the Club was successful in consolidating its
position as a world leader in the provision of horse racing, sporting, and betting
entertainment, and continued to be Hong Kong's premier charity and community benefactor.
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The decline in racing turnover has been caused by a number of factors. The poor
economic environment in recent years has hurt consumers’ confidence and reduced their
discretionary spending on racing. Rampant illegal betting, mainly due to the uncompetitive
pricing of the Club’s racing product as a result of high betting duty, has resulted in a
substantial leakage of turnover. Changes in the lifestyles and preferences of customers have
led to the loss of business to other forms of leisure activities and to nearby markets that are
considered less costly than Hong Kong.

To manage this decline, the Club has continued an emphasis on cost control and
productivity improvement, as well as business generation through the upgrading of
racecourse facilities and the improvement of customer services.

Cost control and productivity improvement measures have included the rationalisation
and reduction of payroll costs and benefits; the realignment of Off-Course Betting branches;
the streamlining of business systems and processes; and the outsourcing of non-core
functions and activities. Substantial annual operating cost
savings have therefore been realised.
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Racecourse facilities upgrades have included the
complete transformation of the Happy Valley Members’
Main Entrance and Public Entrance to enhance customers’
sense of arrival at the world’s premier city racecourse; the
installation of the Diamond Vision screen, the world’s
longest television display, at Sha Tin to improve the
presentation of the races to on-course customers; and the

DISTRIBUTION OF BETTING AND LOTTERY TURNOVER, 2003/2004
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upgrading of various boxes at the racecourses to increase
customers’ comfort.

Customer service improvements have included the introduction of a Club-owned private
digital certificate scheme to improve convenience to Internet betting account holders; the
launch of various relationship management programmes to focus on different customer
segments; and the creation of Easy Form, which provides user-friendly information on racing.

In August 2003, as a result of the Government’s decision to legalise football betting and
to appoint the Club as the sole operator, the Club began offering football betting to
customers. During 2003/2004, the Club introduced various popular bet types, creating a
legitimate and highly competitive product to combat illegal football betting. Behind these bet
types are comprehensive risk management systems and processes that address the
complexities of this new business. The Club’s Off-Course Betting branches, telephone and
interactive betting systems, as well as its computer and telecommunication networks, are all
undergoing significant modification and expansion in order to handle the increasing diversity
of the customer base and the growing volume and complexity of transactions. In this regard,
substantial investments have been made in the past year, and more are expected to be
made in the future.

Investment Portfolio Management

The financial assets of the Group and the Charities Trust are managed in accordance with an
overall strategic framework provided by the Finance and General Purposes Committee,
which regularly reviews and approves all investment objectives and guidelines. These assets
are managed by external professional fund managers and by the Club’s Treasury
Department. Extensive financial modeling takes place before investment strategies are
implemented to ensure that investment objectives are met within the approved risk
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parameters. This year, the effectiveness of this process was again illustrated by the Club’s
returns on its financial investments, and by the receipt of the “Institutional Investor of the
Year” award from the respected magazine, Asian Investor. According to

the magazine, “(the Club’s) accomplishments are the manifestation of

good corporate governance and a professional, disciplined
approach that is shared by both the Jockey Club’s management ‘—‘ ’
and its (Stewards)”.
The in-house portfolios are managed primarily to meet ,
immediate operational and liquidity requirements, and are invested 4 / '
/

mainly in bank deposits and debt instruments. In each of the past
five years, the performance of these portfolios have exceeded their /
/

?";/’

respective benchmark returns by a range of 103 to 158 basis points
per annum, despite a dampening of their returns due to historically
low interest rates currently experienced in Hong Kong.

The portfolios managed by external fund managers are mainly for
long-term growth. These portfolios adopt an active global balanced

approach aimed at achieving diversification, and are therefore less of the
susceptible to the high volatility of a single market. The upturn in the Year
global markets since the beginning of the year, coupled with the 2004
strong performance of the fund managers, have resulted in significant

i i ! - i Hong Kong
gains in the Club’s externally-managed portfolios. R ockey Club

= _—
The Year in Review N
%

Despite improved economic conditions in Hong Kong (partly helped by the significantly larger
number of visitors from mainland China due to the Individual Visit Endorsement Scheme),
and rallies in the local stock and property markets, racing turnover continued to register
record declines. The Group’s turnover improved from HK$77,589 million in 2002/2003 to
HK$88,065 million

this year only as a GROUP OPERATING COSTS AND TURNOVER

result of the launch SR A R T B SRR .
i HKSME &8 T HKSMBE&E#E T
of legalised football 4,600 100,000
betting and higher
4,300 4,207 93,000
volumes from Mark 88,977 87,707
Six lotteries. 4,000 _'3,930 88,065 86,000
Total income of . ./.3,929 I~ 3,892 o000
HK$6,753 million was ' BZcE ‘
o } 77,589
significantly higher 3,400 72,000
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than in 2002/2003.
Betting income
amounted to HK$5,516
million, HK$1,348 million higher than last year’s total of HK$4,168 million as a result of the
improved total turnover. Financial income was also higher, partly due to the upturn in global
financial markets.

Total operating expenses of HK$4,207 million were HK$315 million or approximately
8% higher than in 2002/2003, reflecting the net impact of savings from cost control
and productivity improvements, and higher expenditures due to investments in systems
and infrastructure for racing and the newly-launched football betting business, as

mmmm Group operating costs 5 EIAE & B A Group turnover S E & ¥£5
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well as employee and

TAX CONTRIBUTION %3k HKSME 5% 7T other operating costs
0 3,000 6,000 9,000 12,000 15,000 to su ppo rt various
03/04 ENZE T NI 286 business initiatives.

The Group remains
Hong Kong's single
largest taxpayer, with
total tax payments
(including betting duty,
lottery duty and
corporate profits tax)
of HK$12,181 million.
This payment s
equivalent to 11.5% of
the total taxes collected
by Hong Kong'’s Inland
Revenue Department.

The Group's net surplus for the year amounted to HK$2,260 million. The appropriation for
charities purposes amounted to HK$1,120 million, 87% higher than in 2002/2003. In
2003/2004, the Charities Trust approved a total donation of HK$975 million to charitable
organisations to fund capital projects and agency subventions.
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10,503 1,0065¥¥1
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Il Racing betting duty EEEEH I rootball betting duty BEREZH
I Lottery duty 2% % B Profits tax FI5%
% of Club's total tax contribution on taxes collected by IRD
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* Tax payments included racing betting duty, football betting duty, lottery duty and
profits tax
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Membership Services

Catering turnover was 10% higher than last year, reflecting improved economic conditions
and consumer sentiment. Catering operations in 2002/2003 were also adversely impacted
by the SARS outbreak, which was severely damaging to Hong Kong's recreation and leisure
industries. During 2003/2004, The Jockey Club Membership Services Limited made
significant progress towards its goal of becoming the best membership club in Hong Kong
and Asia. This included making a number of improvements to facilities at the Clubhouses,
and the development of a new Membership Management System that will facilitate the
provision of more personalised services.

The Jockey Club Membership Services Limited Development Fund, dedicated to
improving membership facilities and services, stood at HK$699 million, including HK$64 million
appropriated from

this year’s SUI’p|US. THE JOCKEY CLUB MEMBERSHIP SERVICES LIMITED
DEVELOPMENT FUND
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