CHIEF EXECUTIVE OFFICER’S STATEMENT

This has been another outstanding year for

the Club, with combined turnover on racing,
football and lottery reaching HK$202.70
billion and the Club delivering its highest
return to the community, paying HK$20.91
billion in tax and duty to Government and
donating a record HK$3.90 billion to charity.
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This latter exceeded the HK$3.87 billion the Club
donated last year, a sum which ranked the Club
number six in the world for charity contributions —
an accolade we are proud to share with everyone
in Hong Kong.

All of this was achieved despite a challenging
economic environment. Indeed, racing turnover, at
HK$106.14 billion for the full season, and net margin
on racing, at HK$4.72 billion for the full season,
although down by 1.7% and 0.5% respectively,
were still the second highest in the Club’s history.
Meanwhile, football recorded another strong
performance, with turnover up 11% to HK$86.80
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billion, generating HK$5.95 billion in tax payments,
with a similar amount retained by the Club. And the
Mark Six, which had more snowball draws this year,
including its largest ever for its 40th Anniversary,
saw a jump of 10% to HK$8.55 billion, reversing
last year’s decline and generating HK$2.14 billion
in duty and HK$1.28 billion for good causes via the
Lotteries Fund.

What has enabled the Club to achieve these
excellent results in racing is the development of
a world-class racing product combined with a
rigorous focus on customer centricity.

With the support of Owners, Hong Kong has
succeeded in building up a population of top-class
thoroughbreds. This year, for the second year in
succession, 23 Hong Kong horses featured in the
LONGINES World’s Best Racehorse rankings while
all ten of our eligible races were listed in the World’s
Top 100 for 2015, with the Audemars Piguet QEIl
Cup ranked ninth. It is this level of performance,
delivered consistently, which earned the Club
promotion to Part | of the Blue Book, putting Hong
Kong firmly in the premier league of world racing
jurisdictions, despite lacking a breeding industry.
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Through pursuing a customer-centric approach,
providing differentiated value propositions,
dedicated customer service and technology
applications tailored to customer segments, we
have also succeeded in growing our customer
base. Our HK$6.5 billion racecourse revitalisation,
which this year saw the opening of five new or
refurbished venues, has seen Happy Valley and
Sha Tin racecourses substantially upgraded. Happy
Valley, through its distinct Happy Wednesday
brand, is now firmly established as the mid-week
social and entertainment event of choice, while
Sha Tin weekend meetings are the recognised
venue for Hong Kong’s world-class races, notably
the LONGINES Hong Kong International Races
in December, the Audemars Piguet QEIl Cup at
the end of April, and the Champions Mile and
Chairman’s Sprint Prize in May. All this, together
with the excitement generated by top-class horses
like this year’s Champion Award winners Werther,
Peniaphobia, Blazing Speed, Sun Jewellery, Mr
Stunning and Fabulous One, and star jockeys like
Champion Jockey Joao Moreira and Most Popular
Jockey Kei Chiong, helped push racecourse
attendance to just over two million for the fourth
consecutive year.

Fundamental to our customer-centricity has
been the development of new digital products to
meet customer demand for speed, convenience
and connectivity. We have pioneered digital
applications such as the HKJC TV App, which
from this season provides a one stop service for
all HKJC programming and data, and the newly
launched SpeedPRO, which provides enhanced race
analysis. Two years ago, the Club was also the first
racing organisation in the world to use Longitude

advanced odds calculation technology in its pool
betting products. Utilising this technology we have
relaunched the popular Quartet bet, created a
merged pool for the Quartet and First Four, and this
year launched Composite Win as an alternative way
to place Win bets.

To take forward our world-class racing, the
Club is now building the Conghua Training Centre
in Guangdong. This is undoubtedly the most
significant project the Club has undertaken since
the construction of Sha Tin Racecourse. Indeed,
with Sha Tin’s facilities now almost forty years old,
and working at full capacity, Conghua is essential if
we are to meet the strong demand for ownership.
In terms of project progress, construction is on
schedule, pre-opening preparations are well in hand,
and recruitment and training of staff, including of the
first work riders, has begun. A successful trial of the
cross-border movement of horses has also been
carried out. We look forward to the opening in 2018.

Alongside the progress made here in Hong
Kong, it has also been encouraging to see Mainland
China continuing to develop its own racing industry.
In this regard, in September 2015 the Club was
pleased to sign memoranda of understanding for
strategic co-operation with the two key governing
bodies, the Chinese Equestrian Association and
the China Horse Industry Association. The Club
has since lent its assistance to both organisations,
and we look forward to the further development of
the sport.
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Fundamental to

our customer-
centricity has been
the development of
new digital products
to meet customer
demand for speed,
convenience and
connectivity.
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COMMINGLING

The strongest indicator of the attractiveness of Hong
Kong’s world racing brand is its growing presence
overseas, both through the broadcast of races
and through commingling. The Club now has 13
overseas commingling partners in Australia, New
Zealand, Macau, Singapore, South Africa, Europe
and the U.S.A.

What attracts overseas racing fans is the
competiveness of our racing, the depth of our
wagering pools and above all our reputation for
integrity. Their enthusiasm is already bringing
significant benefits to Hong Kong. Commingling,
which only began two seasons ago, had a turnover
of HK$3.48 billion this racing season, up 31.5% on
last season and representing 3.3% of total racing
turnover. It is a very promising area of growth, rich
with potential benefit for Hong Kong.

FOOTBALL BETTING

One of the Club’s great success stories has been
football. Since its launch in 2003 with the objective
of combating rampant illegal betting on football,
the Club’s service has provided a highly effective
wagering channel. Indeed, though racing turnover
again exceeded HK$100 billion this year, football
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was undoubtedly our key revenue driver. With a
turnover of HK$86.80 billion, yielding a return of
HK$5.95 billion to the Club, football contributed
very significantly to our operating surplus. In fact, the
Club’s record charity donations of HK$3.90 billion
this year, compared with the HK$1.01 billion we
donated in 2002/03, would not have been possible
without the success of football betting.

FOR THE BETTERMENT OF HONG KONG
As | continually emphasise, everything the Club does
is for the betterment of Hong Kong. This is what
makes our integrated business model so unique.
Through Members’ support for racing, the success
of our world-class racing and responsible wagering
services, and our commitment to return surpluses to
the community, the Club is able to provide superior
levels of support for Hong Kong, with charity
donations doubling over the last four years alone.
This substantial increase in charity funding has
enabled the Club to simultaneously maintain its
existing support for charity and community while
embarking on a significant programme to address
three key areas of need, namely youth, elderly and
sports. This year, for example, saw the launch of
a major initiative to teach primary school children
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computational thinking and coding, which are
essential skills for the 21st century economy. To
help Hong Kong cope with its ageing population,
the Club has established a project to evaluate
the age-friendliness of the city, with a view to
implementing district level projects. One initiative
already in progress is an E-health project to promote
self-management of health needs and to build up
community capacity in providing health support. And
with 2016 being an Olympic year, a key focus has
been “Sports for All”, with a variety of programmes
launched to encourage everyone, from kindergarten
children to retirees, to make sport and fitness a part
of their daily routine.

All of the Club’s charity and community support,
| should stress, is ultimately dependent on the
success of the Club’s core business operations
and results. This year, thanks to the success of
the business strategies | have outlined above, the
Club’s operating surplus after tax was HK$3.96
billion, of which HK$3.50 billion, or 88%, was
donated to the Charities Trust. It is to better reflect
this key connection between the Club’s business
performance and charity donations that from this
year the Club is adopting operating surplus after
tax, and before taking into account aspects like
financial investments and the results from the sale of
properties, as the basis for determining its donations
to the Charities Trust.
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OFFSHORE AND UNAUTHORISED
OPERATORS

It is important to keep the Club’s contributions
in mind in view of the complex and challenging
wagering landscape Hong Kong is now facing.

Over the last few years, Macau casinos have
undergone a wholesale transformation, significantly
increasing their capacity. With a slowing economy
and a drop in VIP customers they are now
aggressively targeting Hong Kong. The opening of
the Hong Kong-Zhuhai-Macau Bridge in 2017 will
undoubtedly exacerbate the problem.

Hong Kong is also a major target for illegal
operators. lllegal gambling is not a new problem, as
the high-profile arrests of criminal gangs during Euro
2016 reminded us. But in addition to locally based
operators, Hong Kong is increasingly threatened
from overseas. Based in jurisdictions which have
little or no respect for the rights of others, these
unauthorised operators use the Internet and digital
technology to target Hong Kong and other law-
abiding jurisdictions. It must also be stressed that
these operators have no regard for the social costs
of their activities, offering credit betting, targeting
youngsters, and in many cases being involved in
criminal activities such as money laundering.
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To combat illegal operators, the Club’s principal
strategy has been to develop the strength and
coverage of its products, which as | have shown are
world-class. But when it comes to the key issue of
price, the Club has to overcome the disadvantage
of having one of the highest betting taxes in the
world. lllegal and unauthorised operators by
contrast pay little or no tax and are therefore able
to offer a higher return. Until this fundamental issue
is properly addressed, Hong Kong will remain at a
disadvantage. If it is not, there is a real possibility
that the Club will no longer be able to sustain its high
levels of tax and charity support.

GOING FORWARD
Mindful of these challenges, the Club continues to
invest in its sustainability and future.

First, we are continuing to focus on making
racing and racegoing a unique customer experience,
including expanding the reach of the Happy
Wednesday brand. In this regard, the addition of
five weeknight race meetings and eight simulcast
days from next season, taking the total to 88 and
23 respectively, will help utilise the full potential of
both racecourses as well as ensure that racing fans
and tourists will be able to enjoy more of our popular
mid-week race meetings.
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Second, we will continue to develop
commingling as a major driver of the Club’s strategic
growth. In addition to further developing the potential
of current markets we will develop partnerships in
new jurisdictions, especially in Europe. Furthermore,
with Japan now taking simulcasts of overseas
races featuring Japanese horses, we will broadcast
major events such as the LONGINES Hong Kong
International Races and the Audemars Piguet
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QEIl Cup to Japan, with the potential, in time, of
developing commingling in Japan.

Third, to maintain our position as a technology
leader, we will move ahead with our multi-billion
next generation customer information and wagering
system. We will also continue to provide an
innovative customer experience through our front-
end digital platforms, improving our connectivity with
customers and their lifestyles.

Fourth, having helped to develop its original
technology platform and subsequent versions, we
will continue to support the China Sports Lottery,
including providing management and training, as
it takes forward its football and basketball sports
lottery products through over 80,000 terminals
across Mainland China.

Fifth, we will maintain our charity and
community support at approximately current levels
over the next few years to ensure our strategic focus
on youth, elderly and sports is fully maintained.

Last, but by no means least, is our significant
investment in the new extension at Happy Valley
Clubhouse. Members are fundamental to the Club,
not only because as Owners they purchase and
race the horses that are essential to our growth, but
because they are at the heart of our commitment to
Hong Kong. As the Chairman has reported, good

progress has been made this year and we look
forward to the opening of the new extension in 2020.

| would like to close by offering my thanks to
the Board of Stewards, and most particularly our
Chairman, Dr Simon S O Ip, for their guidance and
support. And, as always, my deepest appreciation
to the management team and our staff for their hard
work and outstanding performance this year.

Winfried Engelbrecht-Bresges
Chief Executive Officer
22 July 2016
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