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Introduction

In January 2002, | took up the job as
Managing Director of the Urban Renewal
Authority (URA), the successor to the
Land Development Corporation (LDC)
vested with a new mandate for
implementing urban renewal. Although

| was looking forward to this new
challenge, | realised there was a
monumental task lying ahead of me.

Fortunately, the Authority could count on
the Government which has demonstrated
its strong support and unwavering
commitment in setting up the URA. In so
doing, a promise had been kept to the
many thousands of Hong Kong people in
dire need of help to improve their living
environment.

The scale of our city’s urban decay
problem is enormous. Over 9,000 private
buildings in the metropolitan area are
more than 30 years old and many are in
need of improvement. Public expectation
had grown unabated for the Authority to
deliver, and was voiced in the clamour for
the URA to immediately announce its
Corporate Plan and to start work on the
25 projects inherited from the LDC.
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Redevelopment project at
Cherry Street, Tai Kok Tsui.
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At its inception and for some time afterwards,
the financial position of the URA was a cause
for concern. The economy was still reeling from
the effects of the Asian economic crisis and
the property market had not ceased its

downward spiral.

Back in August 2001, the URA had already
undergone major restructuring whilst retaining
the majority of the former LDC staff.
Nonetheless, it was clear that we needed to
continue to shape the organisation and its
culture to meet its wider mandate which
encompassed the 4Rs — redevelopment,
rehabilitation, preservation

and revitalisation.

The priorities for action were clear. The
financial position had to be strengthened and
costs brought under control. We needed to
prepare progressive but realistic 5-Year
Corporate and annual Business Plans. We also
needed to launch projects as soon as possible
to get on with the work of the URA. One thing
was obvious, it would be difficult for the
Authority to shoulder its enormous task alone.
Closer relationships with our stakeholders must
be fostered to build support for a practical and
achievable renewal programme and where
appropriate, strategic alliances with other
associates should also be forged.



Bt 76 % 2 il B A<
TERHMERERERN RESFE
R - MERGTHIBEEANEE
MEESR  RERBERDEEN
ERAMETHES  WEEMERE
ZEEE - URRE[CFER]ETF
HERER - BEEFIREHMHE
WEEMEREN=Z2=F¥ - 25
HWEBENRIBEEVE - BIABEAREE
a2 5+ A BRI B2 HASE
FIA—EHARReREBNTE -
BIFHIELKABIES - HE - 7
AEEERFEEBHEFRIERML+
“EFERBEEF  WERERRE
M Hh R RA S Y - EET 4k
B _B T8 -

LWEBHNMBONAERERED - 2
MEBERETHER TR =—+—
NTETAE BFATHYME
uﬁ ﬁ%ﬁmzﬁﬁ% BRARFEE=T

BT Wi SENFRNE—FE
ENFHET e Et’;l\ BRRgnmE
ERMBNTERZ EET T HUER
KHAMME - EHITER _TZZ
FLAWE  SARFEERZENE
7T o RFRBIE—IEEER - B
EAHE—E -

Tr

4\

Financial and Cost Control

The URA's redevelopment formula is a capital-
intensive one. The compensation package paid to
owners of properties within the URA's project areas
was recommended by Government on the basis of
proposals from the Legislative Council and agreed
by the URA Board. The compensation rate is
intended to be based on the estimated value of
a 7-year-old flat in the same area. Often owners
receive an amount 3 to 3.5 times the current value
of their properties. This compensation is paid early
in the lifecycle of a project before any returns can
be realised — with heavy interest payment and
obvious consequences for cash-flow. It is a
daunting task to manage this cost. Indeed,
acquisition costs including compensation and re-
housing costs came to around HK$21 billion which
constitute over half of the total development cost in
the 42 new redevelopment projects of our first
5-Year Corporate Plan projects.

Compounding the issue are the challenges
posed to the URA's financial position by the
HK$2.16 billion in liabilities inherited from the
LDC. To help addressing the financial problem,
the Government has committed an initial capital
injection of HK$2 billion to the URA this year
and a further HK$8 billion over the next four
years. In addition, Government will levy only a
nominal premium for urban renewal sites and
land used for URA re-housing purposes. We
received this first tranche of the capital injection
in July 2002 which has reduced our net liabilities to
HK$0.8 billion. Once we receive the second tranche
next year, the situation will be much improved.

ANNUAL REPORT 2001-2002 ‘

39



40

I

THHBE®RE MANAGING DIRECTOR’S STATEMENT

TEREEN B BHANIHRE R -

Close-up inside the Western Market, an
Edwardian building managed by URA.
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To control costs, a series of measures have
been taken during the financial perod:
Refinancing of the debt for the 5-year-old Tsuen
Wan Town Centre project to save HK$123.5
million in interest costs — though revaluation of
the site incurred a further provision of HK$230
million resulting in a total estimated loss of
HK$4,954 million on this project.

Consideration to use interest rate swaps and
other measures to hedge against interest rate
fluctuation risks on the URA's outstanding
bank loans.

Relocation of URA headquarters to new
premises achieving a HK$30 million or 70%
saving in annual office rent.

Adjustment of the staff terms and conditions in
line with the market, in particular the introduction
of a variable pay system, thus achieving both cost
savings and productivity gains.

The organisation restructuring which took place
in August 2001 and the departure of some staff
subsequently also had the effect of reducing

costs by some 15%.

The First 5-Year Corporate Plan and
Annual Business Plan

One of the urgent tasks for the new URA was to
prepare its 5-Year Corporate Plan and annual
Business Plan (which in effect formed the first
year of the 5-Year Corporate Plan). Both Plans
are required by the URA Ordinance and must
be approved by the Financial Secretary. The
Corporate Plan comprises 52 projects, 10 of
which were taken over from the former LDC
and include the Tsuen Wan Town Centre
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Fountain at Grand Millennium Plaza, a
milestone project of redevelopment.
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Project. They cover activities under the 4Rs and
projects concentrated in the nine target areas.

The Plans map out the URA's work for the
coming five years with the aim that in 13 years’
time, and subject to certain assumptions, the
projects will broadly break even after full
implementation. In total, 42 projects will be
launched over the plan period, including the 25
‘announced’ projects inherited from the LDC
and others chosen from the 200 projects
identified by Government in its Urban Renewal
Strategy (URS) issued in November 2001.
Many factors govern the selection and priority
of the URA's projects such as physical
conditions and the need to redevelop,
availability of housing accommodation for
people affected, financial viability, a fair
distribution in the districts and target areas and
the merits of alternatives such as rehabilitation.

The 42 projects will cover an area of 13.5
hectares, with 6,200 property interests and
10,400 tenant households. Based on current
estimates, they will provide around 18,000 flats
with one million square meters domestic gross
floor area, 13,400 square metres of public
open space, 220,000 square metres of
commercial floorspace and around 40,000
square metres of community facilities. Of
course, these are necessarily ballpark figures
and will require updating and adjustments
upon more detailed individual project planning
and implementation.
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The Corporate Plan also includes the
URA's activities in pursuing its new
initiatives for rehabilitation, preservation
and revitalisation. The total capital costs
before interest for the programme of 42
projects and these initiatives will be
around HK$39 billion.

The Business Plan for 2002/03 contains
eight projects, including the first three
‘early launch’ projects which were started
in January 2002. In total these eight
projects will cover an area of 2.2
hectares, and affect around 1,000
interests and 1,750 tenant households.

The ‘Early Launch’ Projects

The three ‘early launch’ projects, in Wan
Chai, Tai Kok Tsui and Sham Shui Po are
part of the 25 projects announced by the
LDC in 1998. Taken together, these
projects cover an area of 0.8 hectares,
affecting over 400 interests and around
570 tenant households based on our
surveys. Specially endorsed by the
Financial Secretary ahead of giving his
approval for the Corporate and Business
Plans, the ‘early launch’ projects
demonstrate the determination of the
Government and the URA in speeding up
the urban renewal process and in
responding to the anxiety of residents.
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URA Managing Director,
Mr Billy Lam, briefs the

media on the ‘early launch’

projects.
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The projects also serve a very practical purpose
in testing the merits and efficiency of our new
procedures. We can assess the need to control
acquisition costs, the methods of applying the
new compensation policy, and how the
acquisition, resumption and development
process might be expedited. Although not
specifically required by Government on this
occasion, we undertook social impact
assessments both as a real exercise and a way
to devise a pragmatic approach for future use.

The results of these projects are very
encouraging so far. Between March and August
2002, more than 70% of owners have voluntarily
accepted our purchase offers. This is by no
means a small achievement, considering that in
the LDC’s experience it usually took a much
longer time to reach this percentage. These are
still early days, however, and the knowledge
gained will doubtless require adjustment and
refinement of our policies and procedures, in
particular the best way to join hands with the
developers and other stakeholders to speed up
the whole urban renewal programme under the

umbrella of the 4Rs.



=ERBEIERIEN - B —FT_F
ZAENRESILENAEAR - B2
BRENZETHERIEZTHMANK
BEd ERIERENKELEE
FRABTR N B o TP IEEMIE 2 F
B - BB A RPN E
ERNEEMIER - LEREERRD
MEMABALSKEENRED
% NEEARKREEE T - IR
EEmREZBINHX -

REEMER A

MEERZE—AREMNER - FRH
BETOEMR  BEETERBNIE
BEDARKY) - BPIAFEAERBHA
BRALHXSR - EE T ERMESR
HERR  fIIRMCBBBEER
e (B2 MNEBEEERS (B %
ENRAETE  MEREKE/ET
EREEVENERRERLEREM -

BNE—ZZ_FARXMHIRE
FEABRTREEEETERHE
FiprER RIS IR - BIRREEE
RAFEIR LR - 4T
& WPABEE - Tt - ARBATRA
EinRR - KE#ETHREZE -

mEBNEHSEEFESZ R - B
MMEBRAEEAFE IR - WK
EREESE N AFEBRMEZNA -

FEREHERETERELFENHTIRMEE -
Both Housing Authority and Housing Society provide
re-housing for tenants affected by URA projects.

Strategic Partnership

The task of urban renewal is so enormous and
the process so complex that it is obviously
difficult for the URA to tackle it alone. We will
need the support of our stakeholders and
partners and we have made significant progress
in this direction already. For example, we have
signed Memoranda of Understanding with the
Hong Kong Housing Authority and the Hong
Kong Housing Society (HKHS) to provide re-
housing for residents affected by our projects.
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An artist’s impression of
Cherry Street, Tai Kok
Tsui, after completion of
redevelopment.
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The Government’s Report on the Review of the
Institutional Framework for Public Housing’
(RIFPH) published in June 2002 has
recommended that a strategic partnership be
developed between the URA and the HKHS.
This partnership would aim to achieve a
synergy of operation and use of staff resources
to facilitate the implementation of the urban
renewal programme by carrying out projects
through joint ventures, entrustment or agency
arrangements.

Discussions at a senior level between the URA
and HKHS are already well advanced and
hopefully concrete plans for cooperation could
be formulated in the near future in time for

incorporation in our second 5-Year Corporate Plan.

Looking Ahead

In the foreseeable future, keeping a tight rein
on the URA's finances and ensuring steady
progress of our various programmes will remain
our top priority as the local economy and
property market in particular are still weak. We
will continue to pursue financial prudence in all
our activities. Together with our stakeholders,
we will explore better ways and means to
generate revenue and develop new modes of
operation, thereby speeding up the whole

renewal programme.
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Whilst we begin our pursuit of the 4Rs in
earnest, it is important that we do not lose sight
of present day realities and the need to see
early results. We shall endeavour to deliver
concrete results as soon as possible, well
before the expiry of the current 5-Year
Corporate Plan.

On top of the redevelopment work with which
we have made a good start in our first year, we
will also begin to focus on the other three Rs —
rehabilitation, revitalisation and preservation.
These activities would probably bring benefits to a
wider range of people in a shorter period of time.

Whilst our priorities will move with the times,

I am confident that the result of our efforts will
be more widely felt in the years to come. | am
grateful to the staff for their support and for
taking on the various changes introduced since
the establishment of the URA. To the Board,

I am grateful for its wise counsel and dedication
to the cause of urban renewal.

Billy LAM Chung-lun
Managing Director
6 September 2002
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