Financial Management and Corporate Planning

Overview

Economic weakness and pessimism affecting
the major economies in the world in 2002/
2003 carried over to the first half of the
financial year. The impacts of the War on Iraq
on the global economy still lingered on.
Locally, SARS brought the economy to a
standstill and the property market was
seriously affected. The global and local
investment environments were far from
benign. Operationally, we had to incur extra
costs in SARS prevention and to provide rent
relief to some of our commercial tenants
whose business was the most seriously
affected.

Market conditions began to improve in the
second half of the year with the US economy
leading the recovery. Hong Kong was also
helped by the Central Government’s scheme of
allowing mainland tourists to visit Hong Kong
on an individual basis, and positive sentiments
generated by CEPA. The global and local
economies recovered significantly and the

Housing Society was able to benefit from this.
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For the year ended 31 March 2004, the
business operations of the Housing Society
generated a surplus of $274.5 million.
Including net realised return on investments
in securities of $166.7 million, adjusting for
net changes in value of housing inventory of
$86.1 million and finance cost of $0.7
million, the total net surplus of the Housing
Society for the year amounted to $526.6

million.

Treasury Management

In light of the revised long-term financial
requirements for the operations of the
Housing Society and the volatile and changed
conditions in the global investment market,
an Ad Hoc Committee was formed under the
Executive Committee in early 2003 to review
the investment objectives, strategies,
guidelines and manager structure in the
management of the funds of the Housing
Society. Watson Wyatt assisted in the review.
Following the review, it was decided that a
new medium-term fixed income portfolio

with an investment horizon of one to five
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years should be created. This portfolio was
funded with $3 billion in December 2003 and
three fund managers were appointed to
manage it. The market value of the portfolio
as at 31 March 2004 grew to $3.122 billion.
This was in line with the benchmark set to
gauge the performance of the fund managers.
For the long-term portfolio, the Ad Hoc
Committee recommended further funding and
to move away from the current balanced
mandate to a special fund manager approach.
However, implementation of this
recommendation was deferred till the long-
term cash flow implications were further
reviewed. This will be revisited in 2004/2005.
This long-term portfolio generated a yield of
28.3%, which was in line with the
benchmark. For the short-term fund managed
in-house, the average yield generated was 0.
85%, out-performing the 3-month HIBOR
benchmark that averaged 0.10%.
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Loan Administration

As at 31 March 2004, the Housing Society
continued to administer 35,579 loans under
the Government initiated Home Starter Loan
Scheme and Sandwich Class Housing Loan
Scheme with a total loan portfolio of about
$14.9 billion. In addition, the Housing
Society also managed 1,175 top-up loans
amounting to $601 million. These were
granted to purchasers of our housing projects

over the past few years.

To provide better service to our customers,
our loan administration system was
substantially upgraded and its functions
enhanced. All information regarding loan
status, repayment history, current arrears and
actions in progress are captured and can be
speedily retrieved, thereby enabling fast
response to enquiries and timely
implementation of the loan administration

processes.

Following the Government’s decision to
dispose of most of the loans under the
Sandwich Class Housing Loan Scheme and
Home Starter Loan Scheme to the Hong Kong
Mortgage Corporation, the system was
upgraded to cater for their reporting

requirements.

Corporate Risk Management

In line with the Housing Society’s core

value of prudence, we asked
PricewaterhouseCoopers last year to advise us
on the establishment of an enterprise-wide
corporate risk management system. The
Executive Committee and Audit Committee

endorsed their findings and
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Financial Management and Corporate Planning (Continued)

recommendations. During the year, new risk
management strategies were set up and a new

risk management structure was designed.

To test the new system and structure, it was
decided that urban renewal projects should
be used as a pilot run. We expect to fully
implement the risk management processes in

about 18 months.

Strategic Focuses

With economic, political and social changes
in the operational environment, the
Supervisory Board held two brain storming
sessions to take a hard look at the long-term
business directions of the Housing Society. It
was decided that the three strategic focuses of
urban renewal, elderly housing and property
management should continue as the long-
term needs of Hong Kong in these areas were
still strong. In addition, the Supervisory
Board felt that the Housing Society could
make more contributions socially by

promoting good building management

Expenditure Distribution for 2003/2004
SRS BRI L A

Property Development and
Related Costs

Property Leasing and Management
Operating Expenses

practices and maintenance for older
buildings, supporting researches on
construction standards for Hong Kong and
pursuing preservation, rehabilitation and

rejuvenation opportunities.

Corporate Planning

The strategic focuses described above were
communicated throughout the organisation
and made an integral part of the corporate
business plan. The Corporate Key Result
Areas were redefined to focus on the longer-
term corporate development issues, the
shorter-term operational performance issues
and on financial performance. Key
Performance Indicators and performance
measures were developed to align the
performance of the whole organisation with
the established directions. The planning
processes were made more rigorous, and the
top-down and bottom-up interactions were

enhanced.
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