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Business Operations * Zi5HE5%

Property Development
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Our property development activities consist of planning
strategies which include exploring new areas of development,
evaluating new projects and their feasibility as well as identifying
suitable sites for development. This is followed by building and
construction which in turn is followed by marketing and sales.

Planning and Construction

In 2005/06, our activities focused on three key areas —
urban renewal comprising redevelopment, revitalisation and
preservation projects, support for the Building Management and
Maintenance Scheme (BMMS), as well as the redevelopment
and rehabilitation of our own estates. A highlight during the
year was the completion of the Elderly Resources Centre which
took just six months from conception to operation. Though this
was not a large project by our standards, it was challenging
nevertheless in view of the interactive education equipment
involved and the application of highly advanced simulation
techniques for a user-friendly approach. These efforts have
however been extremely worthwhile, in view of the positive
feedback received as well as the enthusiasm shown by the large
numbers of visitors to the Centre.
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Housing Society opens the first-ever Elderly Resources Centre in Hong Kong to
promote “aging in place

EHAREEE A RELEERF L) - #HERELZE]

Chairman of the Elderly Commission Dr Leong Che-hung visits the ERC
REEHFEES G T EREREEDRERELEEFPL ]

Hong Kong Housing Society I Annual Report 2006



The elderly trying out the interactive assessment devices in the ERC
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Construction work continues to focus on five main contracts
— the Kwun Lung Lau Phase | superstructure contract; two
contracts for the rehabilitation and renovation of vacant flats
and elderly flats at Moon Lok Dai Ha; drainage diversion
works at Ming Wah Dai Ha; as well as the commencement of
demolition work at our first urban renewal project site in Sham
Shui Po. We continue to reinforce our pioneering role in the
project management of these developments with an innovative
approach and the use of the latest building and construction
techniques.

Sales and Marketing

In our sales and marketing activities, the main thrust during the
year was the sale of the remaining units in Serenity Place as well
as the leasing of Senior Citizen Residences in Cheerful Court.
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Property Development

YE

Developments Completed « EE R 2% REEEB

(as at 31 March 2006)
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No. of Units
BAEHE

Full Market Value Development [~ ()
MEFEREIEH (3,146) 5 A)

Urban Improvement Scheme () O
PR 85,5200 D /0

Sandwich Class Housing Scheme
o620 | 5%

Flat-For-Sale Scheme
FE#E521(10,360)

0 Rural Public Housing
2 /0 MEAHEE(1,198)

Taking advantage of the positive property market in early
2005, plans commenced for the sale of the final 239 units in
Serenity Place in August that year. However to avoid any direct
competition with private developers, the decision was taken to
delay the sale until after the private launches were over.

Following the private launches, the market softened. We
therefore decided to wait until February 2006, just after the
Chinese New Year. This resulted in the sale of 200 units, leading
to a total sale of 221 units over the year. This exercise resulted
in the best first-hand property market sale since October 2005
and might have helped to kick-start the market. More than 12
private projects were launched within a two-month period after
our sale, against none at all in the three months preceding it.
Looking forward, we will continue selling the remaining units
under our existing strategies, which will be refined to suit
changing customer needs and the market situation.
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Visitors grasp the chance to practise yoga

on Cheerful Court Open Day

A low profile approach was also used in the promotion of
our Senior Citizen Residences developments which are fully
leased at both Jolly Place and Cheerful Court. Rather than
launching expensive promotion campaigns, the effective use of
Community Open Days, relying mainly on tenant referrals, was
used. The four Open Days held during the year were extremely
effective, bringing in about 3,700 visitors, 1,300 enquiries and
290 applications. They also served to provide entertainment
programmes for the sitting tenants. During the year, a total of
129 units were leased in the two developments.

With the Housing Authority’s decision to sell their surplus Home
Ownership Scheme flats in phases from 2007 onwards, we will
be launching all the remaining units in our Flat-For-Sale and
Sandwich Class Housing Schemes in phases between 2007
and 2009. Throughout this period, we will maintain close
coordination with the Housing Department to ensure the

smooth progress of this sale programme.

Visitors viewing the show flats of Cheerful Court
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Artistes entertaining the visitors on Cheerful Court Open Day
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Housing Society freezes rents for the ninth consecutive year
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Business Operations * Z5HE5%

Property Management
MEEE

At the end of March 2006, the Housing Society's property
management portfolio stood at 32,309 domestic units in 20
rental estates, 23,272 units in 33 managed properties, 13,081
flats in three Tenants Purchase Scheme estates for Incorporated
Owners, 4,176 flats in two estates of the Hong Kong Housing
Authority under the Property Services Contract, 95,336 m2 of
non-domestic premises and 9,072 car parking spaces. Within
our residential estates, we maintained our rent freeze for the
ninth year running, benefiting around 100,000 residents living
in these units.

A major focus of our Property Management Division during the
year was the Building Management and Maintenance Scheme
(BMMS). In getting this initiative off the ground, not only did we
spend a great deal of time explaining the initiative and gaining
the support and understanding of the community, BMMS also
benefited from our strong management experience, technical
knowledge as well as our ability to invest the necessary resources
into the project. In the coming year, BMMS will continue to
form the major thrust in our property management activities.
In addition to opening more Property Management Advisory
Centres (PMACs) which will drive the formation of Owners’
Corporations (OCs), we will be promoting awareness of the
problem and fostering a sense of responsibility among owners
to take on the management and maintenance of their buildings

for themselves.
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The BMMS mobile services van shuttles through the old districts
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Population of Properties Managed by the Housing Society « Ei BB NEFAD

(as at 31 March 2006)
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At the same time, we continue to upgrade our own properties
with
as needed - the redevelopment of Kwun Lung Lau and

redevelopment or rehabilitation work being taken

rehabilitation of Moon Lok Dai Ha are just two such examples.
At the same time, major improvement work has been carried
out at eight of our estates. About HK$210 million has been
committed to improvement works at rental estates, with a
further HK$270 million being put aside for improvement work
for the coming year. A total of HK$700 million has also been
allocated to upgrade estate facilities in these five years through
to 2008.

During the year, we completed research studies on the repair
and maintenance of a number of old buildings in Hong
Kong. Reports were subsequently submitted to the Buildings
Department for their information and reference.

. 89,931

R FHHESBERREEIE &
FERAETYERNRE - fInEZERE
BRECRERNES - Zo RAIR\E
EWETAINRETLRE - BiHEsEH
MEBITENERXOR—E—TET
EXEH B TETERRFHRETIZ
X - ERNERFHEBEERAEDR
BAHENRESE = -_TRNFILAL
(Ey

FA BATKTZEANEERETH

HREENIRT  ARRECERETE
1E2E -

EREERHE N —OORFFRH

67



Business Operations « Z5HE5%

Property Management
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Property management staff strive to serve the residents well Residents having a good time at the Green Corner of Serenity Place
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Quality and Care

Hand-in-hand with these developments, “quality and care”
continue to form the focus of our property management services
as we seek to enhance the quality of life for our tenants. We
are thus constantly implementing new and improved quality
management systems. We are currently adopting the quality
5-S standard that encourages a cleaner, neater, safer and more
comfortable environment. Ten rental estates and managed
properties have received certification under this system so
far. Reflecting the system’s benefits, Lakeside Garden won a
Meritorious Prize in the Good Housekeeping Promotional
Campaign organised by the Occupational Safety and Health
Council. Attesting to the fact that our estates meet international
standards of management and care, they have all received
ISO 9001:2000 accreditation.

Our estates also received over 250 management service
certificates and awards. These ranged from ISO 14001 certificates,
5-S certification, Gold Wastewi$e Logos as well as awards for
outstanding building management, cleanliness, the quality of
the fresh water, environment-friendly practices and energy
efficiency, as well as good housekeeping practices and
volunteer services.

Hong Kong Housing Society £ Annual Report 2006
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Surveys are also carried out on an annual basis to gauge
tenant satisfaction. During the year we were extremely pleased
to achieve a satisfaction rate of over 80%. Building on this
achievement, we have pledged to maintain tenant satisfaction
at no less than 80% for the year to come. In caring for our
tenants and the elderly in particular, we work through our Elderly
Resources Centre as well as our Housing Society Community
(HSC). Formed in 2003, the HSC provides organisation and
structure for the community activities that our tenants and
homeowners participate in. These include recreational activities,
libraries, educational visits, workshops and exhibitions as
well as a wide range of charity and environmental initiatives.
Membership currently stands at 34,000. In 2006/07, our aim is

to increase numbers to 36,000.

Within our commercial portfolio, our aim is to maintain a low
shop vacancy and a reasonable rent level. We are therefore
aggressively upgrading our premises and spending a great deal
of effort to secure quality business operators as anchor tenants.
Additionally, our commercial premises at Cho Yiu Chuen and Lai
Tak Tsuen will be upgraded and renovated with special themes
such as health and specialty cuisines.
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HSC regularly organises activities to foster relations among the residents
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Residents show appreciation for our quality service
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Staft and Support Services
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Human Resources

Our total staff force grew by 84 people taking our headcount
to 978 at the end of March 2006. This growth was mainly
due to our Building Management and Maintenance Scheme
(BMMS). At the same time, to support the growing demands in
our Property Management Division, a central pool of staff was
established to provide resources both for trainee development
as well as the handling of ad hoc projects, such as the inspection
of aluminium windows.

Staff Progression, Learning and Development

Quality staff translate into quality services. We thus make every
effort to bring out the best in our people, maximising their
potential while at the same time giving them every opportunity
to further their careers and hasten the pace of their future
development. Every emphasis is therefore placed on the training
and career progression of our people.

A major initiative in this direction was the roll-out of our two-
tiered Accelerating Development Scheme (ADS) in June 2005.
The first tier of the Scheme focuses on developing our managers.
With the launch of ADS, success profiles for Directors and Senior
Managers were drawn up, an Executive Resources Board was
formed for the selection of candidates and a transparent and
open process was adopted to ensure fairness among staff. 30%
of tier one staff responded positively to the Scheme, resulting
in over 10 nominations, including self-nominations, being
received. Candidates were selected after a rigorous assessment

Headcount by Division « P& T A
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process, which included input from all Directors and immediate
supervisors as well as independent evaluations from external
consultants.

Development plans for the candidates include attendance either
at the Ivey Business School Consortium Programme or the
Hong Kong University of Science and Technology Consortium
Programme. The remaining nominees will participate in
programmes which will strengthen their job expertise while
also honing management skills such as business writing and
executive presentations. The second tier of this programme,
due to commence in the coming year, will involve the same
process for Assistant Managers and Senior Officers.

Extensive training was provided to BMMS staff, ensuring that
they are able to handle every aspect of their jobs. The structured
five-day curriculum covered various aspects, ranging from legal
and risk issues, dealing with people and difficult situations,
people psychology and body language, to self-defence in
case staff ever find themselves in an awkward or potentially
dangerous situation. Over 600 counts of participants attended
these courses. Making sure that our maintenance staff also
have every opportunity for advancement within the Housing
Society, a career progression programme was implemented. As
a result, we were able to maintain the overall staff turnover rate
at 12.5% despite the improving employment market.

Our corporate-wide team-building exercises continue to build

alignment and team work among our people. Ten sessions
were held on Palm Island on the Mainland and five at Tai Tong

Staff's Years of Service « E TRISEHA
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Staff and Support Services
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in the New Territories providing an excellent opportunity for
everyone to get to know each other and the management in
a relaxed and informal atmosphere. Internal 5-S training was
also conducted for internal auditors. These audits subsequently
took place at the end of 2005, resulting in the 5-S accreditation
of our Corporate Services Division in January 2006. As part of
this process, we were able to improve our information storage,
computer and document management systems and practices.

In our constant attempts to broaden our horizons, international
scholars are invited on an annual basis to present seminars
on the latest management concepts and techniques to our
senior staff. Building on the talk presented by Yale University
in the previous year, professors from the Harvard Business
School delivered “Dynamic Negotiation Skills for Changing
Organisations” to 42 senior Housing Society executives. The
value of e-learning was further enhanced with the extension
of our Harvard ManageMentor Plus e-programmes to Officers
and above while four new programmes were introduced to our
management development curriculum. Attesting to the diversity
of our programmes, a “Professional Executive Image” seminar,
helping executives to project a “professional look™ while on the
job, was also held during the year.

These programmes contribute to a comprehensive and
structured programme of training for all staff. During the
year, each member of staff received an average of five days
of training, representing 4,949 training days in total. Training
costs are maintained in the region of 1.8% of total staff payroll,
which was HK$307.5 million for the year.

Our commitment to quality continues to reap rewards. The
winning of the European Quality Award (EQA) and the Grand
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Outdoor team-building programmes are
organised to strengthen team spirit
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Corporate Services Division practises 5-S
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Housing Society attaches great importance on staff
development and regularly organises training for staff
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A Harvard University professor shares negotiation skills with the management
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Asia-Pacific Busines:

Housing Society is granted the European Quality A
2006 from the APBEST Academy

s Excellence STandard (AFBEST) A

£ 17

ward (EQA) and the Grand Award
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Award 2006 from APBEST (Asia Pacific Business Excellence
Standards) Academy for example, reflect our commitment and
achievement, both in Hong Kong and throughout the region.

Staff Care

Recognising the contribution made by our staff, our Executive
Committee and senior management commend staff for their
hard work, team spirit, flexibility and adaptability in meeting
the many new and changing requirements experienced within
the Housing Society. Our Smart Awards too provide recognition
while seeking to motivate staff. During the year, 157 team
and 32 individual awards involving 1,857 counts of staff were
presented and 223 letters of appreciation were sent to staff in
recognition of their contribution to the Housing Society.

A wealth of safety, health, wellness and social activities

contribute to staff well-being and a safe and healthy working
environment. Taking no chances on the health of our staff for
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* The increase for 2005/06 was mainly attributable to the provision of corporate-wide team-building exercise
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example, precautionary measures were taken to prevent flu
with vaccinations for all staff members arranged on a voluntary
basis.

During the year, we strengthened corporate safety within
our offices with enhancements to our Corporate Safety
Management System. These included Job Hazard Analysis,
assessing the potential occupational risks of various positions,
safety quizzes, and workshops tackling subjects such as
“Managing Personal Risks”. Hand-in-hand with this initiative,
a safety management website was launched in March 2006
to provide one-stop information on safety in the workplace.
The “Health Corner” also offers news on health and safety as
well as the importance of maintaining a balanced and healthy
lifestyle.

In conjunction with these incentives, activities such as our
Annual Dinner and Family Fun Day build team spirit and
interaction not only among staff but also their families. During
the year, the quality of the workplace also improved with the
completion of renovation work both at our head office in the
World Trade Centre and our Dragon Centre regional office.
These renovations provide both greater safety and increased
comfort for staff.

Information Technology

In today’s rapidly changing technological world, it is imperative
that our IT systems keep up with developments, to ensure the
efficient, timely and data integrity of our information operations.
The introduction of IT best practices through the IT Infrastructure
Library (ITIL) quality framework during the year has given our IT
services a significant boost in this direction. Promoting service-
oriented support and business awareness, ITIL will support
comprehensive and customer-focused IT services.
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“Safety Management System Website” and “Health
Corner” are developed to promote occupational safety
among staff
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Our Integrated Property Management System (IPMS) and
Enterprise Resource Planning System were upgraded to support
this framework, improve information flows and enhance
efficiency. IPMS was upgraded in August 2005, enabling the
roll-out of our planned maintenance module at the end of 2005.
This system streamlines tenancy information and maintenance
work flows with the creation and issuing of electronic work
orders.

A new Management Information System platform was also
introduced in September 2005, upgrading our Data-mart
facilities and improving the storage, flow and evaluation of
data. Our workflow system too saw the implementation of a
new middleware platform. With the integration of workflow
data through this platform, data requests receive virtually
instantaneous responses while maintaining data integrity.
Looking ahead, these developments will continue apace. Material
purchasing, for example, is planned for roll-out in 2006.

Investment in Information Technology « EF R K IRE

The IT system is constantly upgraded to boost efficiency
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Business Operations « #5#5%

Financial Management and
Corporate Development
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Strategic Focuses

Revisiting our strategies during the year, Members agreed that
the Housing Society should and would continue to focus on
our current three strategic areas — building management and
maintenance for aged buildings, elderly housing and urban
renewal.

With regard to building management and maintenance,
on top of offering incentives and loans, we have set up
a task force consisting of professionals from within the
industry to support the Government’s promotion of building
management and maintenance initiatives, including the study
for the implementation of the Voluntary Building Classification
Scheme.

Our medium and long term strategies for elderly housing were
reviewed in consultation with various concern groups and
research organisations. Our “housing with care” and “aging in
place” concepts were endorsed for on-going implementation
across the economic spectrum for the elderly in Hong Kong.
With regard to urban renewal, we will continue to balance the
needs of the community as we evaluate projects against the 4R
philosophy — redevelopment, rehabilitation, revitalisation and
preservation.

Income Distribution for 2005/06 « —ZZH ‘SXEEWA S
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Expenditure Distribution for 2005/06 « —Z2ZH "EXRFEZHS#H
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Property Leasing and
Management Operating
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As Hong Kong makes the transition to a knowledge-based  FR + HFIERAI F& =D R INEEIES
society, our Hong Kong Housing Society Academy will continue  EZHEBT A - E2LER T A LBHIIE
to promote professional development and knowledge sharing — &RIZEEHHISREE KA RABERIE RN - IF
within the housing industry, both in Hong Kong and on the {Ri&&EHNEEHIZORERRE 1t
Mainland. This initiative is fully supported by our partners in 5 » ERENFEHE BN LXK E
tertiary education, the professional sector as well as our Members. 2 EmMEE S tATEMNIESHE - B
W AEEEEIRE -

During the year, our Balanced Scorecard framework was

established as a key communications tool. In addition to  BIEXFzRIE

providing a clear view of our strategies and our future direction,  FfIEFREB ST A S BRI K
the framework facilitates the alignment of operational tactics — FREIZ®E « 1T T 2HRE - &IERED
with our strategic focuses. It maps out corporate strategic AFTH @WK UKFARFEANIEZ
objectives, turning them into key perspectives, which are then o F@HZENEF—EAETZER - 2

further broken down into pilot operation units. REERBEEAENEEB - Bt - &
P BB GER  EEBEERERE
Financial Results HEMNEREBERENEE -

During the year, we conducted a comprehensive review of the
new financial reporting standards promulgated by the Hong &EZEZZTZEAF=A=1+—HILHYPKRF
Kong Institute of Certified Public Accountants. As a result, new ER @ ERHFAESKATONERT &=
accounting policies were introduced to comply with the latest +&7T ' EFRAIH BILEDR @ (H+1E
applicable standards. One of the key requirements of the new ATt BNTEIT - ENFHHRERMESE
accounting standards was the determination of fair value for J\EEE @ U LFMMBRERRE 1
assets and liabilities. Independent valuers were therefore engaged BATHLEZ+E LB AERHF -
to assess the fair value and carrying value of assets and liabilities. HPag TRREMSNTFRET - RE
REHREAFAE KB BEBENR
B FREERMRERRANENLTN
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Financial Management and Corporate Development
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Net Assets Value « EEF{E
Year Net Assets Value (HK$ Million)
F1p BEFE (B¥EET)
2002
2003

2004

2005

2000 T 24,767

For the year ended 31 March 2006, the Housing Society achieved
a net surplus of HK$1,451.3 million. A major portion of this net
surplus, HK$1,067.9 million, was investment income. As disclosed
in Note 8 to the Financial Statements, HK$569.2 million of this
income represented unrealised gain on investments resulting
from a very benign investment environment and reversals of
provisions made in the past. The income from investment that
was actually realised was HK$498.7 million. Whether or not the
unrealised gain in the value of the investments will materialise will
be subject to the volatility of the market in the months ahead.

Also included in the net surplus is a favourable reversal of
HK$315.2 million of write-downs in the value of housing inventory
effected in previous years. Again whether or not this write-back
can be realised depends on market conditions prevailing at the
time when the housing inventories will be disposed of.

The surplus of the Housing Society from business activities
amounted to HK$152.9 million. Together with realised
investment income of HK$498.7 million, the total realised
surplus amounted to HK$651.6 million.

Financial Management
Both the world economy and the Hong Kong economy
continued to grow more robustly than anticipated. The global
and local equities markets fared well despite the continued rise
in interest rates. On the reverse side of the coin, fixed income
markets did not fare as well.

Hong Kong Housing Society I Annual Report 2006
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As at March 2006, the Housing Society managed HK$14.2 billion
in investment assets. Against the backdrop of rising interest
rates, returns on cash enjoyed reasonable levels during the year
at a rate of 3.52%. However, in view of market conditions, our
fixed income investments recorded a return of only 0.67%. In
contrast and reflecting the strong global economy, return on
equities was a positive 25.16%. Overall, the Housing Society
achieved a return of 7.24% on our total investments for the
year, compared to 2.83% in 2004/05.

Our investments are separated into long term, medium term
and short term portfolios with long term investments focusing
on global equities and global fixed income products, medium
term on global fixed income investments and the short term
portfolio mainly on bank deposits.

The restructuring of our HK$4,526 million long term portfolio
from a balanced mandate to a specialist mandate began to
see results in 2005/06. The portfolio, currently managed by
three equity managers and a fixed income specialist manager,
achieved a return of 19.6%, outperforming the benchmark
by 300 basis points. The managers were able to outperform
the benchmark and the best exceeded the benchmark by a
substantial margin of 780 basis points.

Investment Portfolio for 2005/06 « — ST FH "EXFENKREAS

(HK$ Million)
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During the year, a great deal of effort was put into a search for
hedge fund managers. Twelve managers were listed for evaluation
with four managers subsequently being invited for an interview.
In the end, Blackstone was appointed to manage US$25 million.
This portfolio was funded in March 2006, performing very
strongly for the month with a return of 1.62%.

The three fund managers for our medium term portfolio, with a
value of HK$3,261 million, all did well with a return of 0.94%,
outperforming the benchmark by 0.49%.

With regard to our short term portfolio of HK$6,405 million
which was managed in house, we continued to explore options
to enhance yields. However, as interest rates went up and given
the unknown risk of some short term investment products, no
appropriate products were identified. We therefore continued
to use the interest rate differential between HK dollars and
US dollars to enhance yields, gaining an additional return of
18 basis points. In total, however, the cash portfolio under-
performed the benchmark by 0.22% at 3.52%.

Looking ahead, the opportunities to generate surpluses from
business operations will be limited. Urban renewal projects
are expected to just break even if the market stays buoyant
and elderly housing projects are expected to do likewise at
best. The Housing Society will become increasingly dependent
on investment income, which by nature is subject to market
volatilities, to finance our long term social commitments and
pursue our long term mission. We will need to be very prudent
in the management and utilisation of our financial resources.

Loan Administration

A total of 5,643 loans woke up during the 2005/06 financial
year, taking the toll of active loans to 26,448. During the year,
78 loans were granted to borrowers from Albert House and 81
loans were granted to Home Renovation Loan Scheme (HRLS)
applications. During this time, 4,655 and 460 borrowers had
fully redeemed and partially redeemed their loans respectively.

During the year, though we made every effort to help those who
are genuinely in need, but we still had to institute legal proceedings
against 1,835 defaulters and bankruptcy proceedings against 677
borrowers who are unable to keep up with their loan payments.

Hong Kong Housing Society I Annual Report 2006
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