Financial Review

Despite the general down turn in Hong Kong’s property market, the Housing
Society’s cash flows remain robust. Over the past 12 months, the Society has
continued to apply prudent principles to treasury management and loan

administration.

Treasury Policy

As at 31 March 2001, the Society was administering HK$14.5 billion in loans
under the Home Starter Loan Scheme, the Sandwich Class Housing Scheme and
through top-up loans which are offered as second loans with a five-year interest-
free life. We have completed a review of our loan administration systems and, with
an increasing number of loans being activated over the coming three years, we
have looked at enhancements that are required in terms of both systems and staff.

To date, more than 18,500 families have been granted loans under the
Government’s Home Starter Loan Scheme, which is administered by the Housing
Society. Loan amounts average out at HK$510,000. Income and asset limits for
Home Starter Loan Scheme and Sandwich Class Housing Schemes were revised
during the year and new limits came into effect on 1 April 2001.
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Expenditure Distribution for 2000/2001 (HK$ million)
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Property development and related costs
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Marketing and selling expenses
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Estate management expenses
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The Society’s reserve fund is healthy. Our surplus cash is managed under two
portfolios — the liquid fund and the general fund. Both are designed to meet the
objectives of preserving capital, providing liquidity and generating an adequate

long-term return.

The liquid fund is managed in-house to ensure that cash is available to meet
working capital requirements. Instruments are restricted to short-term Hong
Kong dollar denominated vehicles other than equities and investments are held

to maturity.

The general fund is the core surplus that is set aside for long-term investments
managed by external fund managers in accordance with a benchmark approved
by the Executive Committee. The benchmark aims at minimizing volatility while
achieving a long-term return in excess of the rate of increase in Hong Kong’s
nominal gross domestic product. Instruments are confined to quoted equities,
government bonds, fixed interest securities and cash deposits in any part of the
world. Derivatives are not used except for the purpose of currency hedging back
to the US dollar and the HK dollar currencies. A global custodian bank
safeguards assets.

During the year, policy guidelines and restrictions on the management of funds
were strictly observed. As at 31 March 2001, 21% of the general fund
investments were hedged back to the US dollar and the HK dollar.
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Provision for bad and doubtful debts
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Depreciation on fixed assets
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