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Legislative Council Panel on Housing

Review of Domestic Rent Policy

PURPOSE

This paper briefs Members on the progress of the review of
domestic rent policy and the initial recommendations of the Ad Hoc Committee
on Review of Domestic Rent Policy.

BACKGROUND

2. In December 2001, the Housing Authority (HA) set up an Ad Hoc
Committee to review its domestic rent policy. The objective of the review is to
map out a rent policy that provides flexibility to take into account tenants’
affordability and income change whilst contributing to the long-term
sustainability of the public rental housing (PRH) programme.

3. The work of the Ad Hoc Committee was interrupted between 2002
and 2005 by the judicial review cases on HA’s decisions to defer rent reviews.
In November 2005, the Court of Final Appeal handed down its judgment in
favour of the HA. In brief, it ruled that —

(@ the HA’s decisions to defer rent reviews did not amount to
determinations of variation of rent;

(b) the HAis not under a statutory duty to review rents and revise them
S0 as to ensure that the 10% median rent-to-income ratio (MRIR) is
not exceeded,;

(c) the Appellant did not have a legitimate expectation that rents would
be revised at three-year intervals or at all so as to ensure that the
10% MRIR is not exceeded;



(d) the words “any determination of variation of rent” in section 16(1A)
of the Housing Ordinance (Cap. 283) mean any decision to increase
rent and do not extend to a decision to reduce rent;

() 10% MRIR is not a statutory definition of affordability; and

()  the HAis under a statutory duty to ensure that the revenue accruing
from its estates shall be sufficient to meet its recurrent expenditure.

4, The Ad Hoc Committee resumed its work upon conclusion of the
judicial review. It launched a three-month public consultation on its initial
findings between March and June 2006. The public consultation concluded on
9 June 2006. We also briefed this Panel on the consultation document on
17 March 2006.

PUBLIC RESPONSES

5. During the consultation, the Ad Hoc Committee collected views
from a wide cross-section of the community through a variety of consultation
channels. Members of the Ad Hoc Committee and representatives of the
Housing Department attended more than 100 consultation forums/meetings.
Over 400 written submissions were received from individuals and organizations.
A summary of the public responses is at Annex A.

AD HOC COMMITTEE’S INITIAL RECOMMENDATIONS

6. Having carefully considered the public responses, the Ad Hoc
Committee has drawn up a number of initial recommendations to improve the
HA’s domestic rent policy. These are set out at Annex B.

7. Amongst the most important initial recommendations put forward
by the Ad Hoc Committee is the establishment of a more rational and
sustainable rent adjustment mechanism based on the change in PRH tenants’
household income. Some issues central to the operation of the new
mechanism are highlighted below.



Income Index

8. The majority of public responses supports an income-based rent
adjustment mechanism which provides a closer link with tenants’ affordability.
The Ad Hoc Committee shares this view and recommends that the HA should
develop an income index tracking the movement in the household income of
PRH tenants to guide future rent adjustments. The main advantage of the
proposed income index is that, unlike median income or MRIR, the movement
of which is affected by factors other than changes in households income
(notably the changes in the distribution of household size), it can capture the
“pure income change” of PRH tenants by discounting the effects of changes in
household size distribution.

A New Rent Level

9. The Ad Hoc Committee accepts that the implementation of the
proposed income-based rent adjustment mechanism needs to be accompanied
by the introduction of a new rental basis which is considered suitable and
acceptable to the community. It is therefore necessary to look into whether
and, if so, how the current level of PRH rents should be adjusted to a new
starting point. To ensure coherence and consistency of the entire rent
adjustment framework, the Ad Hoc Committee considers that the new starting
point should be worked out according to the proposed income index. Given
that the rents of the existing PRH units were last adjusted in 1995, 1996 and
1997 respectively, an objective way to derive the new starting point is to adjust
the current PRH rents according to the changes in the income index since these
three reference years. Details of the possible rent adjustment options are set
out at Annex B. The Ad Hoc Committee considers that the new rent level
should be introduced at the same time as the introduction of the new rent
adjustment mechanism.



Timing for Rent Reduction

10. The existing statutory 10% MRIR cap effectively means that,
regardless of the string of extraneous factors accounting for the changes in the
MRIR?, rents can only go down once the cap is exceeded. To allow for the
proper operation of the proposed income-based rent adjustment mechanism so
that PRH rents can move both upwards and downwards when circumstances
warrant, amendments to the Housing Ordinance to remove the statutory MRIR
cap are necessary.

11. Questions have been raised as to why the HA cannot introduce rent
reduction prior to the implementation of the proposed new rent adjustment
mechanism and enactment of the necessary amendments to the Housing
Ordinance. On this, we share the Ad Hoc Committee’s view that the most
objective, logical and coherent approach is to determine the new rent level by
the future rent adjustment mechanism accepted by the community. Unless the
statutory MRIR provisions are suitably amended, the HA would continue to be
stuck in the current unsatisfactory and unsustainable situation where rents can
only go down but not go up in the foreseeable future. Given the significant
financial implications and the statutory requirement that the policy of the HA
shall be directed to ensuring that the revenue accruing to it from its estates shall
be sufficient to meet its recurrent expenditure on its estates, it would be highly
imprudent for the HA to introduce long-term rent reduction without having put
in place an effective administrative and legal framework that provides for both
upward and downward rent adjustments as and when circumstances justified.

WAY FORWARD

12, The proposals at Annex B only represent the Ad Hoc Committee’s
initial recommendations. The Ad Hoc Committee will finalize its
recommendations taking account of the views of the public. It aims to submit
the review report and its final recommendations to the HA for approval before
the end of this year. Subject to the HA’s approval of the Ad Hoc Committee’s
recommendations, our intention is to introduce an amendment bill to this

! These underlying factors include the upsurge in the number of households receiving Comprehensive Social
Security Assistance, major increase in the number of small-sized and elderly households, replacement of old
estates by new ones, exit of relatively “well-off” tenants through various subsidized home ownership schemes,
etc.



Council in the first quarter of 2007 with a view to effecting the new rent
adjustment mechanism as soon as possible.

Housing, Planning and Lands Bureau
September 2006



Annex A

Summary of Public Responses

Subject Public Responses
Rent Adjustment o There was general support for the establishment of
Mechanism a new mechanism to guide the adjustments of PRH
rents.

e There was a clear preference for an income-based
rent adjustment mechanism which could better
reflect the affordability of PRH tenants. Most of
the respondents, however, did not indicate clearly
whether they prefer using median monthly
household income or income index for guiding
future rent adjustments.

e Views were mixed on whether the new rent
adjustment mechanism should be given statutory
effect. Some respondents supported legislation
mainly on the ground that this would give tenants
greater protection. Some suggested otherwise so
as to maintain a higher degree of flexibility.

New Rent Level e A considerable number of respondents held the
view that for the proposed income-based
mechanism to operate fairly, it was important to
reduce the existing PRH rents to a suitable and
acceptable level.

o Not many respondents gave their views on how the
current PRH rents were to be adjusted. A few
respondents suggested referring to the second
quarter of 2000 when the MRIR exceeded 10% for
the first time as the base year for rent adjustment.
Some proposed using 1998 as the reference year




because the HA had since then not effected any rent
adjustment. Some suggested 1997 as they were
under the impression that the rents of most PRH
flats were frozen at the 1997 level®.

e Some respondents called for introducing rent
reduction before reviewing the rent adjustment
mechanism.

o Regarding the extent of rent reduction, views were
very diverse. Some respondents suggested an
across-the-board reduction of 10% to 20%. Some
requested the HA to reduce PRH rents to the extent
that it would bring down the MRIR to below 10%.
There were also suggestions for a one-off rent
remission in the form of a rent holiday so that
timely rent relief could be granted prior to the
establishment of a new rent adjustment mechanism.

Differential Rents e Views collected through different sources were
extremely divided. Findings from the telephone
survey showed a clear majority support for taking
account of factors such as floor levels, proximity to
unwelcome facilities and external views, etc., for
determining rents of PRH units. Responses from
the written submissions were finely balanced on
whether a system of differential rents should be
introduced.  However, participants at district
forums, resident groups and District Council
Members expressed strong objection to the notion
of differential rents.

e Quite a few respondents requested the HA to adopt
suitable measures to improve the letting rate of flats
in “unpopular” locations or vacant for a long time.

2 Since the Housing Authority waived the rent increases approved in 1998 and 1999 and deferred all rent
reviews since 1999, approximately one-third each of the PRH units had their rents last reviewed in 1995,
1996 and 1997 respectively.



Measure of
Affordability

The majority of the respondents did not support the
alternative affordability measures put forward in
the consultation paper. Many of them were
concerned about the potentially huge administrative
costs and disturbance caused to tenants in
conducting individual assessment of the household
income of all PRH tenants should these alternative
options be implemented.

A considerable number of respondents expressed
support for continuing to adopt the MRIR as an
indicator of affordability.

There was also considerable support for the HA to
collect more accurate and reliable income data for
calculating MRIR.

Views were diverse on whether Comprehensively
Social Security Assistance (CSSA) recipients and
households paying additional rents should be
excluded from the calculation of MRIR.

The majority of the respondents objected to the
proposal for excluding Government rates and
management fees from MRIR calculation.

A number of respondents requested the HA to
consider lowering the current MRIR benchmarks of
15% (for allocation standard 5.5 m? per person) and
18.5% (for allocation standard 7 m? per person).




Rent Fixing and
Review Cycle

There was limited public discussion on the rent
fixing arrangements for newly completed PRH
estates. Most respondents who commented on
this subject supported the continuation of the
current practice to conduct two rent fixing exercises
each year.

Views were mixed on how frequent the rents of
PRH estates should be reviewed. Some
respondents preferred a longer rent review cycle
(such as a three-year cycle) whereas the other
supported a shorter review cycle (such as a biennial
cycle).

On the question of whether PRH units should have
their rents reviewed in batches or in one go, most of
the respondents who commented on this subject
supported the proposal for reviewing the rents of all
PRH estates in one go.

Exclusive Rents

The majority of respondents objected to separating
the collection of rates and management fees from
PRH rents.

Fixed-term Tenancy

Views were mixed on whether a system of
fixed-term tenancy should be introduced to replace
the current monthly tenancy. On balance, more
respondents were against the idea. Most of them
were concerned that fixed-term tenancy would
undermine the security of tenure.

For those who supported fixed-term tenancy, they
pointed out that the occupancy of PRH flats is not a
perpetual right and PRH should only be provided to
those in real need. This observation was also
shared by a number of respondents who did not
subscribe to the idea of fixed-term tenancy.




Rent Assistance
Scheme

Respondents who commented on the Rent
Assistance Scheme (RAS) generally welcomed the
enhancements introduced in 2002 and 2006. A
number of them suggested further relaxations to the
scheme such as lowering the income eligibility
threshold and abolishing the requirement to move
to cheaper flats after receiving RAS for three years.
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