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(Housing)

Miss Mary CHOW Shuk-ching, JP
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Mr Wilson WONG
Representative

Mr Wilson CHAN
Representative

Mr Louis LOONG
Secretary General

Estate Agents Authority

Mr Steven POON Kwok-lim, JP
Chairman

Ms Sandy CHAN
Chief Executive Officer

Mr Pius CHENG
Director of Regulatory Affairs & General Counsel

Consumer Council

Mrs Pamela CHAN, BBS, JP
Chief Executive
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Ms Sarah YUEN
Senior Council Secretary (1)6

Ms Michelle NIEN
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VI Arrangementsfor thedisposal of surplusHome Ownership Schemeflats

(LC Paper No. CB(1)394/06-07(07) -- Information paper provided by the
Administration

L C Paper No. CB(1)394/06-07(08) -- Background brief on arrangements
for the disposal of surplus Home
Ownership Scheme and Private
Sector Participation Scheme flats
prepared by the Legidative Council
Secretariat)

Loss arising from the cessation of sale of Home Ownership Scheme (HOS) flats

71. Noting that HA had incurred expenses for carrying out regular maintenance
and necessary defect rectification works for the surplus HOS flats, and would incur
loss in income due to the postponement of sale of HOS flats given possible difference
in property pricesin 2002 vis-a-vis now, Mr Frederick FUNG expressed concern about
the negative impact on the financial position of HA, which might lead to increasesin
public rental housing (PRH) rents and reduction in the production of new PRH flats.
In this connection, he enquired whether HA would consider claiming compensation
from the Government in respect of the additional expenditure and possible financial
loss as aresult of the postponement of the sale of HOS flats.

72. The Deputy Director (Corporate Services), Housing Department (DD(CY
HD) explained that HA had agreed to cease the construction and sale of HOS flats in
2002 so that it could refrain from competition with the private sector in view of the
overlap between HOS and private residential property, against the background of the
unstable property market at that time. While acknowledging that HA would incur
financial loss resulting from the cessation of the production and halting of the sale of
HOS flats, HA had no intention to claim compensation from the Government. He
further pointed out that the sale of surplus HOS flats would generate net income for
HA. By way of illustration, the 3 056 flats to be sold under Phase 1 of 2007 might
generate an accounting profit of around $1.2 billion. DD(CSHD) added that to help
HA tie over its stringent financial position in the past few years, the Government had
made arrangements including waiving the land premium payable by HA in the
divestment of HA'sretail and car-parking facilities.
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Defect rectification and maintenance works for the surplus HOS flats

73. Mr Frederick FUNG queried the adequacy of offering a one-year defects
liability period (DLP) for the surplus HOS flats as flats had been left vacant for along
period of time. He considered it more appropriate for HA to provide atwo-year DLP
instead. Inresponse, the Assistant Director (Housing Subsidies), Housing Department
(AD(HS/HD)) advised that in addition to regular maintenance carried out for the
surplus HOS flats, the Housing Department would arrange defect rectification and
mai ntenance works at these flats to bring them to areasonable standard before sale. To
provide after-sale service to flat purchasers, a customer service team would be posted
on site during theinitial four months of thein-take period. Flat ownerswould be given
seven days to report defects found in the flats to the team as opposed to the common
practice of allowing only two days to report defects in the private residential market.
HA staff would attend to the defects reported by owners and arrange necessary
rectification works promptly. He added that a DLP of one year would be provided
counting from the date of assignment of individual flats for flats that had never been
sold and occupied before. This was in line with the normal practice in the private
market. In order to instil purchasers confidence on the structural safety of HOS flats,
AD(HS/HD) said that for unsold HOS blocks/developments, a 10-year structural
safety guarantee (SSG), to be counted from the first sale of the unsold blocks, would be
provided. SSG would be extended to 20 yearsfor unsold HOS blocksin Tin Shui Wali.

Flat pricing of the surplus HOS flats

74, Given that the surplus HOS flats had been completed for some years, Dr
YEUNG Sum asked whether HA would consider providing higher discount in flat
prices for the flats than the 30% discount of market value as prescribed in the general
guideline. In response, DD(CS/HD) said that the market value of HOS developments
put up for sale was assessed by reference to recent sale transactions of comparable
developments in the second-hand market in the vicinity of HOS developments. He
added that in ng the market value of the surplus HOS flats, due regard had been
given to the fact that these flats had been completed for some time.

Impact of the sale of surplus HOS on the private residential market

1. Dr YEUNG Sum expressed concern that a large supply of HOS flats might
have a negative impact on the private residential market and enquired about the
timetable for selling all surplus HOS flats. In reply, DD(CS/HD) said that HA had
decided in April 2006 to dispose of the some 16 000 surplus HOS flats in batches from
2007 to 2009, with two batches per year of around 2 000 to 3 000 flats in each batch.
The sale programme, including the specific HOS devel opments to be included in each
batch, had been published so asto give aclear picture to the private residential market
well beforehand, in order to minimize any potential impact on the market. HA would
continue to monitor developments in the private market and would review the sale
programme only when there was a drastic downturn in market conditions.

75. The Chairman expressed concern about the split ratio of 4:1 between Green
Form (GF) and White Form (WF) applicantsin the sales arrangements. He considered
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that such ratio would not be able to meet the housing aspirations of the sandwiched
class families which were not eligible for PRH as their asset and/or income exceeded
the Waiting List income and asset limits. From his observation, many new private
residential developments were targeted at the middle class and were beyond the
affordability of the sandwiched class families. On the other hand, the latter might not
afford the down-payment of 30% for the second-hand private residential property. To
bridge the gap, HOS had been playing an important role in meeting the home
ownership aspiration of these sandwiched class families. As such, the Chairman
suggested that consideration should be given to suitably adjusting the split ratio
between WF and GF applicantsin future sale programme of surplus HOS flatsin order
to provide more opportunities to WF applicants. Mr Frederick FUNG echoed the
Chairman’'s view. He further stressed that HOS had an important role in meeting the
home ownership aspiration of the low-income families, particularly when private
property prices were on the rise with continuous improvement in the economy, and the
problem of wealth disparity was deteriorating. Given the long lead time of around
seven years for planning and construction of HOS flats, Mr FUNG opined that the
Government and HA should critically review the role of HOS and examine the need of
reviving HOS as soon as possible.

76. On the concern about the split ratio between GF and WF applicants,
DD(CS/HD) said that HA had to achieve abalance in the split ratio as public resources
were involved in offering a discount for HOS flats. As the sale of HOS flats would
have an impact on the private residential market, it was the original plan of the
Government in 2002 to sell the surplus HOS flatsto GF applicantsonly. Inview of the
need to meet the housing aspirations of WF applicants and with a view to minimizing
the impact of the sale on the private market, HA had subsequently decided to adopt the
split ratio of 4:1 between GF and WF applicants. He assured members that HA would
review the split ratio for subsequent batches having regard to the take-up situation in
Phase 1 of 2007.
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