Corporate Planning and
Financial Management

TERIENRFEE







&

®

k= Corporate Planning and Financial Management
e EREIRMBEER

Strategic Focuses

Improving the quality of living for the community continued to be the focus
of our activities this year. Under this strategic objective, the Housing
Society has undertaken business initiatives for each of our customers:
tenants, the elderly, the Government and community.

The Housing Society continued to implement actions to provide a safe and
comfortable living environment for our tenants. Improvement works and
greening works were carried out in our estates, and significant resources
were committed for the rehabilitation of our rental estates. Community
building programmes and activities were also held to promote happier
living among tenants.

The purpose of our long-term investment portfolio has always been to
serve as a reserve to provide funding for our long-term goals in housing
provision in Hong Kong. In the very long run, our rental estates have to be
redeveloped and substantial funding is required. The Executive Committee
last year decided that the long-term investment portfolio should be
earmarked for this purpose and be designated as a Sinking Fund for the
future redevelopment of our rental estates. It was also decided that this
should be topped up to HK$8 billion. However, as the amount required in
future would be far greater than this provision, additional fund will have to
be added some time in future.

To meet the changing needs and aspirations of our senior citizens, the
Housing Society has continued its momentum of enhancing the lives of
the elderly across the economic spectrum with quality accommodation
and services. Leveraging our experience gained from the two Senior
Citizen Residences Scheme (SEN) projects, we are working diligently to
finalise the project scope and design for the new elderly housing projects
in Shau Kei Wan, Tanner Hill and Wetland Park Road.
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For the community, funds were allocated to expand coverage of our
Building Management and Maintenance Scheme (BMMS) to assist owners
in need to carry out necessary maintenance for their buildings. The
“Operation Building Bright” (OBB) campaign was also launched in March
2009 by the Development Bureau with the participation of the Housing
Society and the Urban Renewal Authority. In addition to contributing
HK$150 million, the Housing Society also allocated manpower resources
to help administer the scheme. Also, to improve the living environment
of residents and businesses in dilapidated urban areas, the Housing
Society has committed resources for a number of urban renewal and city
revitalisation projects.

To ensure the alignment of the strategic focuses of the organisation
with operational tactics, we continued to refine our Balanced Scorecard
system. Our Scorecard emphasises a balanced approach from four
key perspectives: the provision of quality housing and related services
to satisfy target customers’ aspirations, financial strength required
to sustain operations, internal process for optimal efficiency and
effectiveness and an organisational culture that encourages continuous
learning, technology and skills enhancement and innovation spirit.

We also continued to develop and implement an enterprise risk
management framework to systematically identify potential events that
may affect our operations, to manage the pertaining inherent risks within
a defined risk appetite, and to provide reasonable assurance regarding
the achievement of the objectives of the Housing Society. The framework
comprises five key perspectives: risk governance, risk assessment,
risk quantification and aggregation, risk monitoring and reporting, and
balancing of risk and control.

Under the framework, key strategic management risks and operational
risks are identified, evaluated, prioritised and monitored. Moving forward,
the Management will continue to proactively monitor and manage the
risks faced by the Housing Society using a systematic approach.
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Financial Management

Last year will be remembered as a year of global economic healing
supported by massive policy responses globally to the financial crisis
that began in the second half of 2008. Governments around the world
supported their economies with quantitative easing and expansive
monetary and fiscal policies. Risky assets, notably equities, corporate
credits and high yield bonds, rallied substantially though with increased
volatility. This investment environment had helped us recoup most of our
losses that we reported in 2008/2009.

With the financial crisis still fresh in our memory, we conducted a review
of our investment strategies and decided to place more emphasis
on protecting the downside risk of our portfolios by diversifying our
investments further from traditional equity and fixed income instruments
to direct property, and to de-risk the long-term portfolio by reducing its
equity exposure from 70% to 60%. We also changed our benchmark for
fixed income to reduce exposure in US dollar denominated assets and
replaced three underperforming managers. The search for an investment
property commenced, and when one is found it will be incorporated into
our long-term portfolio next year. This should be a good match for our
funding needs when we redevelop our rental estates in future.

As at 31 March 2010, the Housing Society was managing HK$17.7
billion in investment assets. The recovery in global markets had lifted the
returns of our investments, and for the year ended 31 March 2010 the
Housing Society recorded a gain of 12.43% on our overall investments,
compared with a loss of 10.89% for 2008/2009. On an asset class
basis, we recorded a cash return at 0.54%, fixed income at 11.70%,
equity at 58.86% and hedge fund at 18.37%.

The long-term portfolio recorded a gain of 43.24%, outperforming the
benchmark by 0.89%. Our Hong Kong equity, hedge fund and global fixed
income managers outperformed their respective benchmarks but this was
partly offset by the underperformance of our global equity managers.
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For the medium-term portfolio, which was all in fixed income, a gain of
12.29% was recorded, which outperformed the benchmark by 4.30%.

For the short-term fund, we continued to manage it prudently by placing
our surplus cash in fixed deposits. We stayed away from risky strategies
that generated higher yields and continued our strategy of using the
interest rate differential between HK dollar and US dollar to capture
additional interest. For the year ended 31 March 2010, this strategy
accounted for an additional return of 0.07%. All in all, the short-term fund
achieved a return of 0.54%, outperforming the benchmark by 0.26%.

Loan Administration

As the 31 March 2010, the Housing Society was managing 14,878 loans
granted under various loan schemes. During the year, the repayment
holiday of 60 borrowers expired and these borrowers had to start their
monthly repayments. Meanwhile, 78 loans were granted to borrowers
under the Home Renovation Loan Scheme; 4,222 and 103 borrowers
under various loan schemes have fully redeemed and partially repaid their
loans respectively. Legal proceedings were instituted against 230 default
borrowers and 64 bankruptcy proceedings against those borrowers whose
repayment abilities were exhausted.

Financial Results

For the year ended 31 March 2010, the Housing Society achieved a total
net surplus of HK$1,965.2 million after taking into account investment
income/gain of HK$2,041.3 million, of which HK$1,403.4 million was
unrealised gains.

The Housing Society operations incurred a deficit of HK$76.1 million.
The operations deficit occurred as we continued to expand our social
commitments through participating in the Government’s OBB campaign as
well as our own BMMS. There was no major property for sale during the
year.
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