CHAIRMAN'’S STATEMENT
FEHRE

| am greatly honoured to take up the
chairmanship of the Club as its twenty-fifth
Chairman. | take up this role with an
overwhelming sense of duty and deeply
conscious of the many great Chairmen
who have gone before me and whom it
was my pleasure to serve over many years
on the Board. Each Chairman builds on the
foundation laid by his predecessors and
| hope that my own term of office will
prove as productive and as impactful.
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| became Chairman just three weeks before the end of the racing
season at a time of great challenge for the Club and for the
community we serve. Over the past year we have had to contend
with both the social disturbances and the COVID-19 pandemic,

with the effects still unfolding. Although the Club has been tested as
never before, | believe we will look back on the last twelve months
as some of the finest in our history.

THE RACE GOES ON
RO AL SRR

In December, we staged a highly successful LONGINES Hong Kong
International Races week, featuring the LONGINES International
Jockeys’ Championship, the crowning of the LONGINES World’s
Best Jockey, and the finale LONGINES Hong Kong International
Races, one of the world’s greatest international racing events.
Millions of racing fans across the globe joined with fans at Happy
Valley and Sha Tin to cheer on the world’s top jockeys and 21
international Group 1 horses in a wonderful showcase of our city
and its world-class racing. Then came COVID-19 and the race
stands at both Sha Tin and Happy Valley fell silent.

Yet this was not the end of Hong Kong racing. At a time when many
other sports around the world closed down, including most horse
racing, Hong Kong raced on. Not a single race was lost throughout
the pandemic, including such highlights as the BMW Hong Kong
Derby and FWD Champions Day.

It was an extraordinary achievement, earning the Club praise and
accolades around the world. And it was only possible thanks to the
support of the Government, horse owners, trainers and jockeys, and
above all through the exceptional efforts of the Club’s management
and staff, which under the guidance of the Government implemented
measures to ensure the safety and continuity of racing. Moreover,
with the support of Mainland and Hong Kong authorities the Club
maintained full operations at Conghua Racecourse, including the
movement of horses to and from Hong Kong, meaning that our
horses could continue benefiting from Conghua’s superb facilities.
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Although unfortunately these measures meant that, at the height of
the pandemic, racing fans were unable to attend the races in person,
or visit Off-Course Betting Branches, or use most Telebet services,
the very fact that racing continued was highly appreciated.
Moreover, thanks to the Club’s longstanding investment in digital
technology, fans were able to watch and wager on every race via
online and mobile channels. Some 70% of turnover is already
generated via these channels, and this rose to over 90% at the
height of the closure period.

The continuation of racing also had significant benefits for
commingling. For with much of racing around the world closed
down, ours became even more attractive to the growing number of
overseas fans who wager on it via overseas partners. As a result,
commingling turnover increased by 25.3% to HK$23.6 billion,
constituting some 19.4% of total turnover for the season. Again this
success must be ascribed to the far-sightedness of the Club, which
has almost single-handedly pioneered commingling and is the
acknowledged leader in the field.

So although overall wagering turnover was down this year, this
primarily reflected the cessation of overseas football leagues during
the pandemic and the Club’s prudent decision to close the Mark Six
lottery in the interests of public health. Racing turnover for the
season by contrast was down just 2.6% to HK$121.6 billion. Overall
the Club returned HK$25.2 billion to the community in betting duty,
profits tax, Lotteries Fund contributions and approved Charities
Trust donations. Indeed, at HK$4.5 billion, Trust donations set a new
record for the Club.

STANDING STRONG TOGETHER
M | BRI

This speaks to the Club’s deep commitment to the betterment of
society, which is our ultimate purpose. This year we once again
rallied in support, committing some HK$346 million to tackle the
impact of COVID-19. This included funding the purchase of over
14 million face masks and almost half a million care packs, the
establishment of a HK$100 million emergency fund to provide
fast-track grants to NGOs providing essential services, and the
provision of free mobile internet data bandwidth to over 100,000
underprivileged students during the school closure period.
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The Club was no less concerned to protect its members,
implementing a wide range of precautionary measures. Although
these caused some inconvenience, members showed great
forbearance and were very considerate of the needs of fellow
members. Indeed, many have said how appreciative they were of
the Club’s efforts and how they found in the clubhouses a welcome
and safe retreat.

Making all of this possible were the Club’s employees, and | believe
it is very important to acknowledge and thank them for their efforts.
| am also pleased to say that the Club made extra efforts to look
after their health and welfare during this difficult time.

So looking back over this extraordinary year, | believe we have every
reason to be proud of the Club. We maintained our core racing,
wagering and membership operations. We kept our customers,
members, employees and licensed personnel safe and protected.
Above all we stayed true to our purpose. In short we did what was
right for the Club and what was best for Hong Kong.

MAKING PROGRESS
SHEED

Nor should we forget that in the midst of all these challenges the
work of the Club continued, with many achievements to celebrate.

Alongside its work during the pandemic, the Charities Trust
maintained its full support for a wide range of community needs,
with 210 projects benefiting from its HK$4.5 billion in approved
donations. This included HK$535.3 million for Haven of Hope
Christian Service to construct an integrated end-of-life care services
complex. Meanwhile one of the Trust’s largest projects, Tai Kwun —
Centre for Heritage and Arts, was honoured with the highest Award
of Excellence in the 2019 UNESCO Asia-Pacific Awards for Cultural
Heritage Conservation.

Hong Kong’s races and horses once again impressed on the world
stage, with ten of our 12 Group 1 races among the World’s Top 100
Group 1 Races and 20 horses in the World’s Best Racehorse
Rankings, including Beauty Generation, rated the best miler in

the world.
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Conghua Racecourse, which as | have noted functioned throughout
the pandemic, continued to deliver outstanding results. Horses
training there produced no less than 139 winners this season,
including such big race wins as the FWD Champions Mile. Aside
from Conghua’s support for Hong Kong racing, the Club remains
keen to showcase its potential contribution towards the development
of a world-class equine industry in the Greater Bay Area.

Commingling, as mentioned, is one of the Club’s great success
stories, enabling us to tap the rich potential of overseas markets and
in so doing earn additional revenue for Hong Kong. This year we
further expanded our network, with the Club now having more than
50 partners in 27 countries and jurisdictions. Even more encouraging
was the continued success of commingled World Pools, which aim
to combine the best in world racing with a truly international
wagering pool. Pioneered by the Club and overseas partners at last
year’s Royal Ascot, this year World Pools were offered for the first
time on Dubai Super Saturday and again at Royal Ascot, where
turnover was up 33% to HK$1.4 billion. Clearly there is a strong
global appetite for international wagering pools, and the Club is very
well positioned to benefit. Indeed, this represents an area of
considerable growth potential.
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Underpinning commingling, and making possible the remarkable
performance of our digital wagering this year, is the Club’s
technology strength. Under its Smart Channel 2.0 strategy, the Club
is now moving to the next stage, aiming to digitalise the entire
customer journey. Work also proceeds on a next generation
customer information and wagering system, which will transform our
ability to roll out new products and services and to customise them
for individual market segments.

Finally, there was some excellent news for our members. After many
years of planning, the New Clubhouse at Happy Valley will soon
begin welcoming members. Owing to some last minute obstacles
on account of the pandemic this will be a little later than anticipated,
with a full opening towards the end of 2020. | have no doubt
members will be duly impressed. Indeed, it is just part of a new
membership experience being progressively rolled out, which aims
to better serve the needs of both present members and the future
members we need to carry forward the Club’s world-class racing
and its commitment to the betterment of society.

TURBULENCE AHEAD
BERRAARR

Even though so much has been achieved over the past year, and
quite rightly we should congratulate ourselves on navigating its
many challenges, | do not believe we should rest easy. Indeed,

| have to sound a note of warning.

For the fact is that the pandemic has dealt a significant blow to our
finances. Despite an outstanding effort by our racing and wagering
teams, there is no disguising the decline in betting and lottery
revenue, which at HK$31.5 billion dropped back to 2014/15 levels.
EBITDA, at HK$5.2 billion, was back to 2013/14 levels, while our
operating surplus after tax, at HK$2.7 billion, was down 41% on last
year and 45% down on the HK$4.8 billion surplus we reported in
2017/18. The volatility in the financial markets also impacted
significantly on our investment portfolio, where our return this year
was essentially flat. Although these results are largely the product of
circumstances beyond the Club’s control, and we have done an
excellent job in saving the situation, the truth is that we have not
faced such a financial setback for many years.
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Furthermore, while it is tempting to regard these results as a one off,
quite clearly COVID-19 has brought huge instability to the social and
economic environment. How long and how deep the global
recession will be is much debated, as is the impact of potential
future waves of the pandemic. What shape the ‘new normal’ will
ultimately take is very hard to predict. What is crystal clear is that
the uncertainty we face is unprecedented.

All of which carries implications not just for the Club’s business
performance but for its support for the community. This, after all, is
what makes the Club wholly different from a commercial enterprise.
Our purpose is not to return dividends to shareholders but long-
lasting benefits to the community. Yet we can only achieve this by
maintaining healthy business growth. To put it bluntly, our ability to
donate depends on our business results.

This ability is already being impacted. Whereas last year, the
Charities Trust’s approved donations of HK$4.3 billion were
matched by the Club’s HK$4.3 billion donation to the Trust, the
Club’s reduced surplus this year as a result of COVID-19 meant it
was only able to donate HK$2.55 billion to the Trust. Whilst this year
the Trust can tap into its accumulated reserve, ultimately the Club’s
donations to the Trust depend on its underlying business results.

In this respect we need to be very mindful that uncertainties in the
global economic and political environment, combined with the
ongoing effects of COVID-19, will likely have significant impacts on
our operating surplus and financial income.

Bringing added urgency to the situation is the onslaught from illegal
gambling. While illegal gambling has always been part of the
landscape, what is new and alarming is the sophistication and scale
of operators, many of them based overseas and many armed with
the latest technology. They also offer betting on many sports for
which there is currently no legal and regulated channel. Seventeen
years ago, faced with a similar problem with respect to football, the
Government licensed the Club to provide a football betting service.
Not only did this address a major area of criminality, but over the
years it has brought significant tax benefits to the community and
revenue benefits to the Club, which in turn have enabled us to
substantially increase our charity donations. This was only possible
because the Government took such swift and decisive action. Had it
waited it would have been far more difficult to defend ourselves.

| would argue that Hong Kong is facing a similar situation with
respect to other sports and it is timely to consider expanding
regulated betting to them.
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THE WAY FORWARD
RERR

So where do we go from here? At root the Club’s purpose must,
and will, remain the same. We will continue to enhance our much
admired position by doing the right things and doing them right.
We will strive hard to improve our business results so that we can
maintain our charity donations.

In the turbulent times ahead this means the Club will have to
manage its costs and resources with great prudence. At the same
time it also needs to invest strategically for long-term growth.

We must continue to lead in our IT capabilities, notably via the new
customer information and wagering system | have mentioned.

We will also proceed with the ongoing racecourse redevelopment
programme, including the much needed redevelopment of Sha Tin
stables, which are over 40 years old. Next season this will involve
work to improve the arrival experience at Sha Tin Racecourse and to
expand members’ car parking there. We should also continue to
develop the potential of Conghua Racecourse in support of both
Hong Kong racing and the Greater Bay Area.

We also need to be constantly alert for new opportunities. Here
commingling has significant growth potential, with World Pools
presenting new opportunities to benefit from the very best overseas
racing in addition to our own. To this | would add simulcasting,
which has long attracted the wagering interest of local fans, and
which also offers significant opportunities when combined with
World Pools hosted by the Club.

Ultimately everything comes back to the Club’s purpose —

the betterment of our society. Through careful management of our
resources and through continuing to invest in the Club’s
development, our aim is to ensure that we can sustain our support
for the community long into the future. Judging by our track record,
which has seen Charities Trust donations more than quadruple over
the last 12 years, with the Trust now ranked among the top ten
donors in the world, | have no doubt we will succeed.
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None of this would be possible, however, without our members.
Members make the Club. As its custodians they have ultimate
responsibility for upholding its values, standing up for its interests
and carrying forward its purpose. It is therefore beholden upon us to
recruit members of the highest calibre, and as members to maintain
the very highest standards and the most uncompromising integrity.
This is what has sustained the Club through the last 135 years, and
it is what will carry us through the present challenging times. By
steadfastly adhering to our values and by always keeping our
purpose in mind, we will win through.

| am very conscious that the achievements of the past year owe a lot
to my predecessor Dr Anthony Chow. | would therefore like to offer
my sincere thanks to Dr Chow for his remarkable efforts on behalf of
the Club over almost two years as Chairman, including during such
trying times. | would also like to thank Mr Lester Kwok, who retired
as Deputy Chairman in April, and to welcome Mr Lester Huang, who
joined the Board of Stewards at the same time. | have already
greatly benefited from the kind and generous support of our new
Deputy Chairman, Mr Michael Lee. My sincere thanks to him and to
all my fellow Stewards.

My final word of thanks must go to the Club’s management and
staff. During one of the most difficult years in the Club’s history
they have shown extraordinary commitment to the Club, displaying
exceptional agility and resilience. Much of this is due to the

capable and inspirational leadership of our Chief Executive Officer,
Mr Winfried Engelbrecht-Bresges. Only testing times can show the
true colours and great capabilities of people. | would also like to
recognise the efforts of staff at every level who each, in their own
way, have contributed to the Club’s sterling performance. With their
support, and with the support of all our members, | look forward to a
very successful year ahead.

Philip N L Chen
Chairman

24 July 2020
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