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Annual overview
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After a brief recovery in 2021, Hong Kong's property market and overall economy dimmed again in

2022 with significantly rising uncertainty.

In 2022, the eruption of Russia-Ukraine War led to the price increase in energy, food and other bulk
commodities and deteriorated inflation of advanced economies. As a result, the central banks of
major economies started to tighten their monetary policies, which further restrained consumer
demand and the business expand of enterprises. Due to the weakening global demand, the Chinese
mainland witnessed a rapid shrinkage of foreign trades, with the addition of constant resurgence of
COVID-19 cases across China and the weakened real estate market, the GDP growth rate of China
declined significantly in 2022. Inflenced by the worsened economy in Chinese mainland and
worldwide, and impacted by its 5th wave of COVID-19 outbreak, Hong Kong also witnessed a very
restrained economic performance in 2022. The local property market had a brief recovery in Q2
when the 5th wave was controlled, followed by an immediate downturn due to the declining stock
market, rising interest rate and various bearish factors, and both the transaction volume and the

price declined persistently in the second half of 2022.
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Data review of the property market
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Price

Due to COVID-19 resurgence, weakened economy, increasing interbank offered rate various other
negative factors, Hong Kong’ s private housing price showed an overall downtrend in 2022. The
unprecedented scale of the 5th wave of COVID-19 came across the usual offseason during Spring
Festival, causing a dramatic price drop in Q1 2022, followed by a brief and slight price rebound in the
early April when the pandemic situation was eased. However, as US interest rate had risen
continuously since March, part of the potential property buyers adopted the wait and see approach,
which significantly demotivated the previous rising trend. The price maintained its moderate decline
until the end of July. Then, as information from various sources kept proving that Hong Kong’ s
banks would increase their interest rates following the Federal Reserve, the overall market went into

a pervasive gloom and the housing price started to drop substantially and persistantly.

According to the information from the Researching Department of Centaline Property, Centaline City
Leading Index (CCL) had declined to 157.67 on 4th December 2022, cumulatively dropped by 14.57%
compared with the beginning of the year and by 17.60% when compared with the record high of
191.34 on 8th August 2021. The current CCL has roughly went back to its level in May 2017. It also has
been the first time for the annual decline to exceed 10% since 2008. It is estimated that CCL will drop
to 144 during the spring festival, dropped by a further 9.49% compared to current level and by
24.74% compared to the record high, which is similar to the cumulative drop rate of 23.3% during the

2008 financial crisis.
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Transaction volume and amount

The general trend of transaction volume is basically in line with the trend of price as mentioned
above. The monthly numbers of primary sales and secondary sales are significantly lower than the
numbers of the previous two years. The secondary sales only rebounded for a short time in April and
May after the peak of the 5th wave of COVID-19 and stimulated by the new mortgage insurance
programme. In the second half of the year, as the wait-and se atmosphere is strong in housing

market, the monthly secondary sales dropped to a persist low level at a range from 2,200 to 2,400.

The sales of first-hand new sites were postponed generally because of the fifth outbreak, which
brought an extremely low transaction volume from February to April. The volume quickly rebounded
after the reduction of confirmed cases in May. In October, most buyers were waiting for the policies
for property markets in the policy address of the new chief executive of Hong Kong, and thus the

first-hand trading volume dropped again during the period.
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RIER R M EF IS 45T B8R 20224E 12814 According to Centaline Property Research Department, up to 14th December 2022, the total number
H 20 2FBEIWAGFEEESNESLDHE of registered S&P agreements of private residential properties is 40,940 and the total consideration is
40,940 R 48%883,864. 1B 0 At 2 ER R 2 about HKD 386.41 billion, dropped by 38.9% and 43.8% respectively compared with the figures of
42 40052 K2 4,00012 75 202 1 9 Bl BRAE 2021. The estimated annual number of transactions and considerations are about 42,400 and HKD
38.9% K 43.8% AT IRER AR TREN A 19964 400 billion respectively. The estimated transactions number is the 27-year lowest on record since
B LURTENFES & ©EEA2016F L0 1996, and the estimated consideration is the 6-year low since 2016.

RAVEERE 0

Hbh—FMAEETTIEAE B2002824F For primary private residential market, the estimated total number of transactions and
A2 210,400 & 1,150 70 82021 FE 98] considerations are about 10,400 and HKD 115 billion respectively, dropped by 40.5% and 51.4%
#£40.5%%51.4% - R8I R 25819 52013FLL respectively compared with the figures of 2021, and both figures are the 9-year low since 2013.
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Anuual Number of Registerd Agreement and Total Consideration of
Residential Primary Sales
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Source: Centaline Property Research Department
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For secondary private residential market, the estimated total number of transactions and

considerations are about 32,000 and HKD 285 billion respectively, dropped by 38.4% and 40.0%
respectively compared with the figures of 2021. The estimated transactions number is the record low

since 1996, and the estimated consideration is the 6-year low since 2016.

Overall, the primary residential market in Hong Kong is on the weak side as impacted by various
negative factors in 2022. In consideration of the continuous price drop in the second half of the year,
potential buyers have generally delayed their purchasing decision with a wait-and-see attitude, which
significantly restrained the transaction volume in the primary and the secondary market. It is estimated
that the low-transaction trend will last in the first quarter of 2023, and purchasing power will return only

if there are clear signs of bottoming out in the market.
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Anuual Number of Registerd Agreements and Total Consideration of Residential

Secondary Sales
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Pandemic prevention and customs clearance policies

The HKSAR Government gradually loosened the quarantine restrictions on persons arriving in Hong
Kongin the second half of the year. In August and September 2022, quarantines were cut from “3+4”
to “0+3” for individuals entering Hong Kong. Those to enter the Chinese mainland from Hong Kong
are required to make appointments through the online appointment system of the health station.
Only a limited number of appointments are available, and individuals should be under further
quarantines after entering the mainland. But quarantines had once been cut from “14+7” to “7+3”
in September 2022 and has then been reduced to “5+3” in November. People from all walks of life
expect quarantines reduced to “0+0” and loose customs clearance from Hong Kong to the mainland
and vice versa. They hope foreign institutions, investors and visitors can revitalize the overall

business environment in Hong Kong, reverse the downturn of its economy and property market.

The Chinese State Council announced the “Ten New Measures” for dealing with COVID-19 on 7th
December 2022 for the relaxation of pandemic restrictions and indicating the shift away from the
previous zero-COVID approach. Recently press reports in Hong Kong quoted the information from
the relevant department of Guangdong Province, as saying that the governments of Guangdong and
Hong Kong are planning for reopening the normal traveller clearance between Hong Kong and the
Mainland, and the earliest implementation date is estimated to be within the first ten-day period of
January 2023. Based on currently information, it is very likely that the normal traveller clearance
between Hong Kong and the Mainland can be fully resumed in 2023, but the actually progress will

still be subject to the latest pandemics situation of the two sides.
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Mortgage rate

The US Federal Reserve (Fed) increased the Federal Funds Target Range for 7 consecutive times from
March to December 2022 in order to control the excessive inflation level. Target interest rates now
range from 4.25% to 4.5%, and the Fed suggested that the final interest rate may be higher than the

expected one.
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Interest rate hike
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The growing interest rate difference between Hong Kong and the US further has triggered carry
trades, which has weakened Hong Kong dollars’ exchange rate. Under the linked exchange rate
system, Hong Kong Monetary Authority has bought Hong Kong dollars while selling US dollars on a
trading floor for 40 consecutive times since May, so that the Hong Kong Banking System has seen its
aggregate balance dropping to less than HKD 100 billion in November from about HKD 330 billion in
May. Interbank liquidity significantly slows down while the offered rate keeps rising, which gradually
engulfs local banks’ efforts in maintaining their interest rates in the past decade. Several major
banks announced in September that they would increase the lending rate and the deposit rate
including the prime rate for mortgage lending and the HIBOR lock limit. The prime rate as of

November has been accumulated by 0.675% to 5.675%, which breaks the record of the past 14 years.
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Generally, the market expects the US interest rate during the interest-rate rise cycle may reach 4.5%
t05.05%, and peak in the first half of 2023 at the earliest. Hong Kong banks™ mortgage rates are likely
to follow the American banks, rising from the extra-low level of about 2% in the past consecutive 10
years to a normal level from 3% to 4%. That will further increase the burdens to repay home

purchase loans and investment costs.

*x: BumEERE

Table: Hong Kong Dollar Best Lending Rate

ELHETREERE

2022/12/16

2022/11/04
2022/09/23
2019/11/01

2019/09/28

HSBC's Hong Kong Dollar Best Lending Rate

5.625%
5.375%
5.125%
5.000%

5.125%
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Source: HSBC
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Mortgage Insurance Programme

WRIRE A DR M plan ) B2 (R 518 82022 The newly ammended Mortgage Insurance Programme (MIP), dubbed “Paul Chan’ s Plan” (the new
F2H23BHAB AR EER2019F 108 BY TARES
plany> ¥R R5t BIE—F 82T+ T 90% 52 80% /%
BHRBATH MY B LR WEZER

SREBEZE1,9208B T U TR

MIP), has taken effect since 23rd February 2022. Compared with the previous “Carrie Lam Cheng’ s
Plan” (the previous MIP) entering into effect in October 2019, the new one further increases the
maximum property value applicable for mortgage loans up to 90% loan-to-value (LTV) ratio and 80%

LTV ratio, and significantly extended the coverage of MIP to properties valued up to HKD 19.2 million.

EIRRAT B R — AR IR TIRIBRYIRIB R S _LRREILL
Comparison of the upper limits of LTV ratio of the newly amended MIP,
the previously amended MIP and ordinary bank mortgages
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3 2022 Annual Report
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New “Paul Chan’s plan”

Previous “Carrie Lam Ordinary bank mortgage

Cheng’s plan”
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The previous MIP only provided the coverage of mortgage loans with 80% LTV ratio for property

valued up to HKD 10 million, and if the properties valued slightly higher than HKD 10 million the
mortgagors could only apply for ordinary bank mortgage loans with a LTV ratio up to 50%. In other
words, a significant drop of LTV ratio is introduced by the previous MIP at the exact point of HKD 10
million, which has given rise to a large amount of private residential transactions with a
intentionally forged contract amount of HKD 10 million in the past 2 years, and the remaining small

amount not mentioned in the contracts was paid under the counter.

The new MIP, however, sets a mortgage loan cap of HKD 9.6 million for properties valued from HKD
12 million to HKD 19.2 million, and the LTV ratio of mortage loans can smoothly descent from 80%
(quotient of HKD 9.6 million and HKD 12 million) to 50% (quotient of HKD 9.6 million and HKD 19.2
million) as property values ascend. Therefore, the LTV ratio provided by the new MIP can
seamlessly connect with that by ordinary bank mortgages. It is supposed to effectively address the

issues above.

In terms of the influence on the property market, the new MIP with the extended coverage of
property values will mainly benefit high-income earners who can afford properties valued more
than HKD 10 million. Based on a loan of HKD 10 million and a 50% debt-to-income ratio (DTI), the
monthly income requirement after pressure test should be at least HKD 80,000. These high-income
earners account for slightly over 4% of all labor forces in Hong Kong, and most of them have
bought their first properties but may need replacing their existing property. In the future as the
property market recovers from the downtrend, the new MIP is conducive to helping relevant
individuals upgrade their residences, thus starting the chain of property acquiring and upgrading.
However, it now only plays a limited role in reviving the property market as most buyers hold a

wait-and-see attitude.
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Relaxation of stamp duty for property

B ER As the private residential market enters a downturn in 2022, the industry greatly expects the

BIE ke government to relax the current harsh measures of stamp duty. However, the Policy Address

issued in October didn’ t mention any action related to relaxation except that the extra stamp duty
paid could be refunded to eligible persons from outside Hong Kong upon their becoming

permanent residents.

Hong Kong Financial Secretary Paul Chan Mo-po proposed five arguments for not relaxing the
current measures and held the opinion that this adjustment phase of the housing market was
fairly mild and the external environment was relatively stable, so that it was unnecessary to take

administrative measures to rescue the market.

BATN B SREERIRTR

5 Arguments of the Financial Secretary on Relaxation

SERBBREFLEIET 5% H2019F FKF BEBEMBEIZITBEERED

The property price in this year dropped by 7.5% when compared with that in last year, equal to the level
in the beginning of 2019, so it was not necessary to overly concern a slight adjustment of the price

EERSFRFEETHRE BIBESFRE

The expected transaction volumes in 2022 and 2021 were close to those in the past 8 years

HEEAPMIEIN BUSERE BN BRETF LEREUTTZ

The supply increased but not significantly “rebounded”, and developers had few unsold units in
completed projects

BT RERBRKEA4% LT IRISFBHAES.I%NAE

The latest unemployment rate decreased to less than 4%, which differed from that rebounding to 5.9%
in 1998

BhEaRABE BRAINEER

Buyers were cautious about housing purchases, but few seller undersells properties
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IR FERERE HF LB N2 EHEREELE  According to declarations in recent years, the government would like to see an appropriate drop of
BFTEFE mEEMAIESIENERIEE property price as the overall economy going down, but would also be cautious about any policy
N SREENIRE R HERFIES(ETE2 T2 change that might cause speculations and rise of property prices. The harsh measures will only be
H R B EKER A KB EERIR- RSB relaxed if the property market and the overall economy suffer from a greater and deeper recession.
Em EROABH BB EMERERNMAR Although Hong Kong's economy today witnesses negative growth, the economy and the
U7 R ARERIE T N T PIRE B 2 W BN IR A — employment basis remain good. Therefore, the downturn of property market is more likely to be
RGBT IR BRI R D] BEME A A KRB 0] gE2 viewed by the government as normal adjustment, and it is unlikely to relax the measures in a short
BAA N AR BB IEEIEMR S TS 4B term. Similar measures may be taken in the future. For example, burdens of the stamp duty can be
B LDENTER B UGB EHIBEE R & indirectly reduced by post tax refund and other means to avoid a short-term fluctuation in the

market.
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Generally speaking, Hong Kong’ s property market is facing a mixed picture at the beginning of 2023.

The rising interest rate is the main negative factor. The local property market will gradually lose the
ground of the ultra-low interest rate persisted for years, which will continuously weaken the purchasing

intention of investors and buyers in the long run.

The relaxation of pandemic restrictions in the Mainland China and the reopening Hong
Kong-Mainland’ s traveller clearance is the major positive factor. If the personnel exchanges as well as
the consuming and producing activities can be restored in a coordinated manner, it is very likely that
the economy of both the Mainland China and Hong Kong will enjoy a sound recovery phase in 2023.
Hong Kong’ s business environment can also benefit from the tourist and capital inflow from the

Mainland, which may also stimulate the local property market in Hong Kong.

However, due to the surprising speed and scale of China’ s relaxation measures for pandemic control,
the community level in China are, to some extent, troubled by the lack of material and mental
preparations, coupled with the winter peak season of COVID and the Spring Festival travel rush, making
a pendemic outbreak very likely to occur in China in 2023, similar to the one in Hong Kong at the
beginning of 2022. As a result, the relaxation measures are not fully a positive factor as it may cause new

uncertainties for the reopening traveller clearance issue and economic growth for both sides.

From the aspect of local property demand, the basis of local property market is still on the neutral or
positive side. Since housing demand in Hong Kong remains stabilized and the overall employment and
income are good, local buyers are still interested in house purchasing, but just hesitating as the price is
still going through the downward adjustment period and waiting for the best entry timing. Notably, the
relatively sluggish property transaction volume in 2022 also indicates the accumulation of a large

amount of purchasing power.
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Given that a year of sluggish housing market in Hong Kong will always followed by a year of significant

rebound , it is likely to see the market regain momentum in 2023, if there is no another “black swan”
event. The moment of bottoming out may happen when the US Fed announces to slow down the
interest rate increase, and the normal traveller clearance finally resumed. The trend of Hong Kong
stocks will also be considered as the bellwether of the property market. According to the experience in
the past years, it is likely that the property market will follow the uptrend if stock market is on a

continuous rising trend supported by improved economy environment.

It is expected that the current downtrend of housing market will continue at least through the first
quarter of 2023 and the will gradually be bottomed in Q2 or at the middle of the year. After the property
price bottoms out, it may greatly rebound in a short time because the influx of a large amount of local
purchasing power. However, whether the uptrend can persist largely relies on the external economy
environment. Due to geopolitical issues and COVID-19 resurgences in recent years, local economy is
still underpowered, and it is unlikely that the drop of housing price in the first half of 2023 could be
compensated by the possible growth in the second half of the year. It is estimated that there will be a

moderate price decline with a rate less than 5% in Hong Kong’ s private housing market in 2023.
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Supply of land and buildings for private residential purposes

A2EM RN FERNITISHES A H2 In order to fully reflect the new supply and potential supply of private housing, referring to the
ZEBERIFAANGFENZEEME ) EH BFAAE definition of Stage of Private Housing Development of Transport and Housing Bureau, this part
EIEENEEIBIZE D A SE S EL 1 = P ES divides the development process of private housing projects into several stages, and lists the
K REEBE LR BUE D BIF S IR RET IS FA AT data of each stage and key nodes respectively to show the development process of new private
EHEFRENZEEEIZLEBBENSE- housing supply and the number of relevant units.

(1)BEEESIMEEIEM - OFFRERNEFEE L RITHEFEEFNERATESZER (MER)EREEE
RBEEREF I EAETERARE B R EBTERN B T HEA T g Lt R iR EN A L itho
(1) Potential residential land supply [Raw Land] - include residential land unsold from the government, railway and URA development

projects with no approval for cooperative developer, and private land that has been granted planning permission for residential use but has not
yet reached the necessary land lease change or land exchange agreement with the government.

d

(2)EH AL MBMREN T MM -5 RN 2 & LAY ET it B 2B EUN M 7B 8 T M 2240 S8 2 B £ 3 22 3y
ENER/ HEBEREBEENCERBFIFAEEARIM AL

(2) Approved land and but not yet under construction [Disposed Land] - include residential land sold by the government, railway/URA
development projects with necessary land lease changes or land exchange agreements with the government and private land with planning

permission for residential use. These projects are ready to start.

BEEHEB-CRABME TIZ(WBRREYERIECMG LETR)NIER SR E L) KIBE REEE U
TAAETERER-

(3) Projects under construction - projects that have started foundation works (or superstructure works in case of railway property), including
projects from (2) and private residential reconstruction projects without change of land lease.

(4)EMAET- O o LI EE LSBT o BgT e

(4) Completed buildings - completed buildings with occupation permits issued.

ERRE: BER

Source: Housing Bureau
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N TEA~ ZEEER AMAFTEEEEEY As shown in the figure below, in chronological order, private residential development projects first
SEEEBRNNENE T KR A EES become disposed land that can be started at any time through land sources such as government land
TRy > fEERsE W EM B T B sk B EE D sales. After application and approval to start construction, they become projects under
BE/TEEM WAEEME MAERIET/IR construction/units  under construction, and after completion, they become completed
BoRIb AT EBEN LIREESEEHERT buildings/existing buildings. Therefore, disposed land, incomplete units and complete buildings are
TEPEENGFE Mt EEE 8§ TE &% the stock of residential supply in different stages, while land supply, construction commencement and

EEREETEBEEAFEENELE. completion are the transformation quantities connecting different stages of residential projects.
il
o . —FRANTEHES
Utg°Ing No. of Primary Domestic Sales
BAEHbeE | RO EEHTE B AR
Land Supply for Lan't,i No. of Domestic Units Uncnmpleted No. of Completed Private
tm Private Domestic Units Commenced Construction Units Domestic Units
Input
=1
Unsold
Completed
Units
o
BRFESHES, W/ HTHE EIETaEEl ANXBH
EERFAAEE LIS REEE Date of Commencement Pre-sale Consent OP bate
Government Residential Sites Sold, of Construction Application Approved
Railway/ URA/ Privately Owned
Residential Sites Processed
BETIRONEFEU L REEAEE 2 The following content will take the above schematic diagram as the outline to analyze various relevant
MAFEHEENZIEERME T data of private housing supply.
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Review of Private Residential Land Supply

HENMAEE L MHERRLE4E  BUTE
Y EERIRE - HREBERERE UK
ANER/ERER -ESEYHEE (BF487)
ERFIF/R) MR BRESERMP(EER
FERI)BEFEERS TH +FEEEMHE
B MEEZFENARER I MHER R,
BRBEHSETIMAIORNTEAHES  HIEF
BBt El

R ANIZ (R B A Rk BURI & i
HEELBOFREARENRERE W
01 RERBRIE) T B ANEREHRELL
BIEH6: 458 2 7:3> AL B2019/20F EfE > A
ANFELHMHEEREN THAEESF 13,0000
B MBENERIMHERS b AREBIEER
B K e R AT EMAV(RZR2021 ) MEFFAAANME
TRMESFMHAEL2 00N E R

There are 4 sources of private residential land supply in Hong Kong: government land sales, railway

property development projects, URA development projects and private redevelopment/development
projects. Before the beginning of each fical year (from the beginning of April to the end of March of the
next year), the government will refer to total housing supply target for 10-year period under the latest
annual progress report of The Long Term Housing Strategy to determine the land supply target for
private housing in that year, and then formulate an annual land sales plan based on the predicted

supply of various land sources.

Due to the continuous shortage of new housing land supply, the government has shifted the focus of
land supply to public housing with more urgent demand in recent years, and adjusted the supply ratio
of public and private housing from 6:4 to 7:3 in the Long Term Housing Strategy Annual Progress Report
2018. Therefore, from 2019/20, the land supply target for private housing was lowered to about 13,000
units per year, and the actual land supply per year dropped to the same level correspondingly. The
newly released Long Term Housing Strategy Annual Progress Report 2021 maintains the target of

12,900 private residential land supply per year.
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RIBERBTET 2022/ 23 BEEEH =2 (R
BE2022FFK) T HHES 11,9000 EE
FEMHEERBIRLL A & AP &M #5
MELEERBEE - TEREE MMAZERERE
E 2 B4R H4Y5,370+3,000~925% 2,605 o
BREETE-FEHD QFRBRE (1
1,60080) DUR/NEE SR EEY) XS5 —
#(H91,40000) > BRI PIAEHE BB SR IE S5
—HII|EE (W1,5800) -HEBA BT =E
EBE DEAEEFRER/ESE (165
EFKEABEE (K20000) DUk HEE
et Rzt (K956010) °

Itis estimated by Development Bureau that the private housing land supply in 2022/23 have a capacity

to produce about 11,900 flats, accounting for over 90% of the annual supply target, among which the
capacity provided by government land sales (land sales), railway property development projects
(railway project), URA development projects (URA project) and private redevelopment/development
projects (private project) are about 5370, 3000, 925 and 2605 flats respectively. Two railway projects
have been announced in the first three quarters, including Tung Chung Traction Substation (approx.
1,600 flats) and Siu Ho Wan Depot Topside Development Phase 1 Package (approx. 1,400 flats), and the
Tung Chung East Station Package 1 (approx. 1,580 flats) may be announced later. Three URA projects
have been announced, including Sung Hing Lane / Kwai Heung Street Development Project (approx.
165 flats) and Queen’ s Road West/ In Ku Lane Development Scheme (approx. 200 flats) in Sai Ying Pun
and Wing Kwong Street / Sung On Street Project in To Kwa Wan (approx. 560 flats).

2013/14 - 2021/22 BiEFFANTE LI ES

Land Supply for Private Housing from 2013/14 to 2021/22

k&

No. of Units
30,000

25,000

19,870

20,000 ' 20,140
20,000 iy, 00 18,930
18,050 0 — 0_ 18,000
L] ° -
14,540 \
15,000 13,500 13,200

10,000

- I I I

12,900

N
B i m-R =
. 11,900
| |

0
2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23*
e BIRFEES HiRmEHRES m HEEERIER e FAN TR/ ERIEE - FELTIHHERER
Government MTR Project URA Project Private Development Annual Land
Land Sale /Redevelopment Supply Target

* RBF (MEE3F)
Provisional figures (Q1-Q3 of the fiscal year)

Project

FiR: WRR. WBEE

Source: Development Bureau, Lands Department
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Government land sale - residential lands

eEsH it Sold Lands

2022/23FEBUNEMTE T HBI3RETH The 2022/23 Land Sale Programme comprises 13 residential sites capable of providing about 8,250
> BB iR 498, 2501@(+ £ B 11 » E P8It &7 residential units, among which 8 sites are rolled over from the previous year. A total of 7 sites have been

HE—FERFEMIR BT TR put up for tender in the first three quarters.

it / 1B HAa T il SRIEEmE {EEIRGE
REEAN @ MHEE RGN 12k (2°F) (EE7T) (EFHK) GE/RFIR) RS

Sale/Tender Fiscal Year Lot No. Location Site Area Premium Max. GFA Unit Rate Successful Tenderer

Award Date (s. m.) (HK$ Million) (s. m.) (HK$/s. )

15/11/2022  2022/23  KCTL515 Lai Kong sn:fﬁfi?fn?ﬁew Territories Res%e%mial 3880 1100 23.280 4390 gﬁfﬁ«f Iﬁaﬁead)
9/1/2022  2022/23 L sai Niniff%ffﬁiﬁﬁﬂf Town, Re:ie%mial S/ <EREE 2t B (Grand Hafﬁﬁ?ilfﬁim Limited)
Hong Kong
5/10/2022  2021/22  TMTL 561 casuepejﬁiﬁﬁfﬁf A-A::ﬁfv%hmwﬁes Res%e%mial 3.3 4601 121,366.8 3522 (c%i«lifim?fﬁi)
AR Zdwepps STk Hin Wo L?jeﬁ zi?ﬁgﬁerri!ories Re:ie%mial L3833 8es8 82208 02 (Win?ii‘iﬁﬁgfﬁi?ked)
27/7/2022  2022/23 L8872 Hmﬁffﬁﬁ‘ kong Reﬁfﬂal 499.1 551 3,9928 12,820 ® wﬁiin Eli%rﬁilm\ted)
21/6/2022  2022/23 IL 9061 queens fféga:;}%ffhffm\g ong Reﬁi‘,al 1,266.6 1,962.168 10,794 16,888 (Svﬁii:fﬁiﬁﬁ i o
26/4/2022  2021/22  TMTL 561 Castle Peak iiiﬁjﬁﬂ?ﬁmfﬁ l\ffw Territories Res%e%mial 3.3 ) 1213668 ) cffdn;tﬁﬁzf?ﬁ%ﬁiw
the reserve price)
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Among the awarded tenders, the site in Tuen Mun Town Lot No. 561 at Castle Peak Road - Tai

Lam, Tuen Mun was tendered unsuccessful in April 2022 as the premiums of all the 5 received
tenders did not meet the Government's reserve price for the site. The site was re-tendered in
the same year and awarded in October with a unit price HKD 3,522 per sqg. ft., way lower than
HKD 5,000 to HKD 7,000 generally expected by the market in April, indicating that developers
tended more cautiously in consideration of the huge investment scale of the project and the

weakening trend of housing market.

Inorder to restrain the "nano flats" trend of providing overly tiny residential flats and to ensure
citizens’ basic living space, the government announced in December 2021 to include the
minimum flat size requirement of in the conditions of sale of the land requiring that requiring
each residential unit have at least 26 sq. m. (approx.. 280 sq .ft.) of saleable area. Since 25th
February 2022, the policy has been further applied to all government land sale sites, railway
property development projects and projects of the Urban Renewal Authority, as well as lease
modification/land exchange applications for private residential development projects. As a
result, all government land sale sites have the minimum flat size requirement included in
their conditions of sale, and the above-mentioned site at Castle Peak Road - Tai Lam, Tuen

Mun put up for tender in April 2022 is the first sites with the requirement applied.
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Construction volume has dropped to the average level

Influenced by COVID-19 resurgences and weakened market situations, the development of private

SEEREARTREEZE 202FMAEE
ERRBRER202IFHEANE E=FRAHT
£#99,1124k> 2021 F [ HR#Y 15,7000 T £
HHEE TBRA942% BB L F TR F o

housing in 2022 has significantly slowed down compared with that in 2021. The accumulated
commenced construction works in the first three quarters could provide about 9,112 domestic units,

decreasing by about 42% compared to that for the same period in 2021 (15,700), but still close to the

average level in the recent 5 years.

2010-20225(FCEN TEEE

Number of Domestic Units Commenced Construction from 2010 to 2022
BlugsE
No. of Units

25,000 22,726

20,842 21,495

20,000 18,152

15,000 14,327
12,129 11.861
11,061 '
o6 10,064

10,000

7,128
5,397 6,257

5,000
I E 6,660

0

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
LTS uZFEEFITE
Annual Number Number of the first 3 quarters

BHRE: BEFE

Source: Buildings Department
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Completion remains middle to high level

RBIE(EBYEBRE022) P EPTES > FAAE  According to the forecast of Hong Kong Property Review 2022 at the beginning of 2022, the
T2022FEFEREA 422, 85 1A E 1 2023F 8] completions of private residential units is about 22,851 in 2022 and 21,848 in 2023. According to the
401,848 B BB (oL TAETEI= 20224 22023 estimated figures, about 64% and 49% of the completions are from the New Territories in 2022 and
FEDREL64% LAONZEREREHFE, HA 2023 respectively. Among them, Yuen Long and Sha Tin are the major source of completions, while the
TEAR Y EHEMHESEE hEED LB completions in Kowloon City dominates Kowloon. According to the Hong Kong Property Review
EREAT MBEEMYEGLHBEN MY Monthly Supplement released by the Rating and Valuation Department, the actual completions is
(BEEYERES - ER@ER) EZE202260108 18,753 up to 31st October 2022, accounting for about 82% of the forecast completions.

31H BEEREARLS, 753U LTEASSRE

#82%¢°

2012-2023FFAAN (FSEHREERE

Annual Completions of Private Residential Units from 2012 to 2023

t® 25,000
Unit No.
. 22881 21,848
20,000 20,968 20,-888 '
17.791
15,000 - : 16?597
15719 - )
14/595
13'-643 14,386
10,000 gy 11,’230
10,149 -
8,254
5,000
0

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022* 2023#

* Rt EHF RN BT (EE202269H308)
Estimated annual figure & Provisional figure (up to 30/9/2022)

# W2 FRF
iR EMRERE

Estimated annual figure
Source: Rating and Valuation Department
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From the area of complete residential units, the proportion of the smallest Class A units (less than 40

sg. m. or 431 sq. ft.) has decreased continuously in 2020 and 2021, but has increased to about 47% in
2022. Since development of residential project may take several years, the proportion reflect the
development strategy and tendency of developers three or four years ago, as well as the overall
features of the land supply of the years, but is not sufficiently relevant to the current market demand

and conditions.

In recent years, Hong Kong’ s economy has greatly changed due to the pandemic and deteriorated
external environment. Local population structure has also dramatically changed as a result of the
immigration waves lasting for years. Besides, the amount of government land sales has become
limited and fluctuant because of the dropped supply target and the unstable supply of private
redevelopment / development project. In addition to that, the supply proportion of medium and small
units, influenced by the latest minimum flat size requirement, may also fluctuate in the future years, but
given that small units are still closest to the need and capacity of first-time home buyers, they will still

be the main body of supply supported by local housing demand.

2007-2022£FFh MESTEREE LU 15 (TR

Composition of Residential Units Completed from 2007 to 2022 - by Class

100% _—
20% —-—.— -_I_._._.J_-_ Al
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# [RISEF (BZE20226£9R830H)

il EMYRIEEE

Provisional figures (up to 30/9/2022) Source: Rating and Valuation Department
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The supply of private primary housing will remain stable in the short to medium term

EFEE2022F108 EMAEIERET  RR3E4
FER-—FRAEEHHEEPIEENBEUAY
H95,0000 > HRE14515,0008 258 Bk
EN8E (ERIERZ) 63,000 @R2EFRERE
EBU CRETESEM) > MUZ17,0000E 24t H
i P] FE B ) T AY 3t (BAdth) E o] B Ay B (e

NZBBEEAFNEERE AN20138E
017TFEMAEELHMHESEEBLH2F—
FAEEHES E2017TFFH BRHOAM K
EERBAKERREBIRE-—FTETEMUE
FIE(E - BIAY98,0001E E (- IR A FAAGET
T EERENR H—FATHEERER
2 BRI —E1R$790,000%295,000fk K F o
E2021FEMFR2022FE—2 HINFAAHE
[ /E R TE H RIZIE Ay T R IEIZ N
—FHEBARRBER @RHFEFLAZE
99,0001k 2K F o [F BF R 1A B T 21818 £ i 8
B RETEBUMLEAIthERRE Erfe

According to the data released by the Transport and Housing Bureau in October 2022, there are about
95,000 units that can be sold in the primary private housing market in the coming three to four years,
including 15,000 unsold units in completed buildings (completed but unsold units), 63,000 under
construction and unsold units (unsold units under construction), and 17,000 units from disposed sites

where construction may start any time (disposed land).

From the change of the data in recent years, as the supply of private housing land continuously
exceeded the annual primary sales from 2013 to 2017, the accumulated first-hand residential units
provided by disposed land, incomplete and unsold units and complete but unsold units reached the
peak, i.e. about 98,000 units. Since then, as the supply of private housing land and primary sales are
roughly the same, the overall figure has remained within the range from 90,000 to 95,000. As of Q4 in
2021 and QI in 2022, the overall figure surged to 99,000 in a short time because private
development/reconstruction projects surged. This led to huge increase in land supply, while the
primary sales plumped. Since the amount of commenced constructions exceeded land supply at the

same period, the proportion of unsold units under construction also increased sharply.

[RIR3-AEFANET—FHIRMETRRT| SRt

Variation of "Estimated Private Housing Supply in Primary Market in 3-4 years"
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Source: Housing Bureau
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Along with the rising overall stock of residential units in recent years, the number of completed but

unsold units has also increased continuously. Among them, some accumulated by developers for
years are for rental or self-use purpose, or valuable special units that are reluctant for sale, in addition
to those temporarily uncompleted new site units. As of the end of September 2022, existing buildings
at the end of the goods across Hong Kong rocketed to 15,000 from 9,000 to 12,000 in the last 5 years,
which demonstrates that the first-hand market is sluggish and the trading volume is smaller than the

yield for the same period.

And the latest potential supply of 95,000 units allocated to the future 3 to 4 years means that 24,000 to
32,000 units can be provided to the first-hand market per year, which is sufficient for fulfilling the sales
of first-hand residences each year recently (15,000 to 20,000). First-hand new sites will be stably
supplied, but developers may face large pressure to sell their stock in a middle or short term only due

to uncertain prospects and increasing interest rate.

FR3-AERAAEE—F BT (20226£9H308)

Estimated Private Housing Supply in Primary Market in

3-4 years (30 Sep 2022)

S5
%uﬂ!, Unsold Completed Units
Disposed Land BEMER LSRG
it it eIpErsEI TIER Hnsold Units il\Completed Projects
Units from Disposed Sites Where
Construction May Start Any Time 1 5'000
17,000
#£5195,000 {EIE (i
95,000 units in total
BTEIETE
Unsold Uncompleted Units
BRI
Unsold Units Under Construction
63,000
HERR: BER
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Redevelopment of aged building is crucial for releasing Hong Kong’ s land resources. To speed

up the consolidation of property interests for redevelopment, the Chief Executive in his 2022
Policy Address suggested lowering the compulsory sale application thresholds under the Land
(Compulsory Sale for Redevelopment) Ordinance, which again arouses the market’ s interest in
acquisition of aged buildings in Hong Kong. The purpose of this topic is to review the aging
situation of buildings, changes in compulsory sale policies and market response, and put
forward some suggestions on the administration and planning related to aged buildings

through this amendment.

Current situation of aged buildings

According to the Development Bureau, private buildings aged 50 years or above (including
residential, composite, commercial and industrial), there are 9,162 private buildings as of the
end of 2021. Currently, those aged between 30 to 49 years are 17,868. If no building is going to be
demolished, 16,722 aged buildings will be accumulated in 2031, and the number will rocket to
27,030 in 2041. Not only the number but also building aging will be concerned widely across

Hong Kong.

LESIEANMEFIR0FHLL LBR TR (BE202145)

Statistics of Hong Kong's Private Buildings by Ages of 30 or More(As of 2021)

60£F=(LAE - 3,545

60 or more - 3,545

50-59fF - 5,6171&
50-59 - 5,617

—

* WAMSEIEES. SAME. AERTE

* Private buil including r

* 2021E BEE2021512331BIIGRETEF

* Statistics as of Dec. 31, 2021

cial and industrial buildings

—

G 30-39£F - 10,3081E
30-39 - 10,308

40-494F - 7,5601E
40-49 - 7,560

i - HREE

Source: Development Bureau
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Overview of the Land (Compulsory Sale for Redevelopment) Ordinance

IR & EREE B 19994 & i £
(HEMEREMABHEE) KO (FEEHHE
545%) (LT ESBIRIn R A) BB R ZH
DBEAN(RET/HER) DT HEHRER D
BE5 RflE BRI AN AR DB ER D
Yo EmE SR LRTA R

—RME REZ/EERBTAUTHRER @
Bl At E F R TR R IR RS

(D EBEAZMET DI90% AR

Q)REEFNEERLEEER ZERENERE

Q) ERIMEEY BLUBEGZMER B TR o
EIZERMNDY

ITHESEEMERBRRER KET/HERED
BREEBRL PPN RER N ERET
FREEFE T AR ABENERUER T
SR ENETTEWRIEE AR MERE T
FRBNXT BEEEHERENMGERS
WRLDBOBEAANEI)RGEEEREE
LA XAEMEL PFER THEIE
WA ZFERET RN RELHEER 7 HE

EESe

FERIRA T > 2 3F R B FIBR AR UL IEAY BB (L
SRR MEREMRETAMRNE SEE
WU Sz R AR UL FEBY B 1L o 2 SR B 7R L IR 3 B
WIREBE MEEMENERZEB YR
B BeRfFnEERERE RIZREE
BURBEENLEL BOBEMESHNR S

In order to accelerate urban renewal, the government has implemented the Land (Compulsory
Sale for Redevelopment) Ordinance (Cap. 545 of the Laws of Hong Kong) since 1999, enable
persons who own a specified majority of undivided shares in a lot to make an application to the
Lands Tribunal for compulsory sale order of all the undivided shares, thus integrating all

ownership of the lot.

In general, a majority owner/developer may apply to the Lands Tribunal for compulsory sale order

after satisfying the following conditions:

(1)A majority owner/developer who owns not less than 90% of the undivided shares in a lot.

(2)The age or state of repair of existing building justified its redevelopment.

(3)Reasonable steps have been taken to obtain all the undivided shares of the lot.

After the Lands Tribunal accepts its application for compulsory sale, the majority owner/developer
should publish an official notice on the application at least on a Chinese newspaper and an English
one in Hong Kong, and display the application at a prominent place in the building. The owners
affected will also receive documents on the application which is submitted by the applicant to the
Lands Tribunal, including the valuation report of the proposed auction reserve price. When
minority owners dispute the valuation, they may entrust a professional surveyor to propose
grounds for appeal. The Lands Tribunal should only issue a sale order after hearing and ruling on

the dispute.

Under the Ordinance, not only the remaining unpurchased properties but also the entire lot will be
publicly auctioned, including those having been or not been purchased. The reserve price is not
the existing value of the lot, but its redevelopment value. The total amount of earnings from the
successful auction will be apportioned among the owners according to the proportion of the

existing value of each property after relevant expenses of the auction are deducted.
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Lower the threshold for compulsory sale for the first time

B[R LB HIENEREFHE1999F % After the launch of the Ordinance , the market doesn’ t witness a sensational reaction. Records
2005 T B R EFTIZENRINERE RS show that, from 1999 to 2005, the Lands Tribunal only received less than 10 applications for

fE iR I0ORU T - ER—ERREZ 8 ) E1g compulsory sale. One reason was that total number of units in some aged buildings may be

DR T0EEE L — (BB LIPS T e nE less than 10, so a unit would take up over 10% of undivided shares. If an owner refused to sell
%%&1 FEBIB MR8 FEHDh AR the unit, the majority owner/developer would fail to satisfy the compulsory sale threshold, i.e.
HEBM KRET/EEMBPARERECHERZ it should have over 90% of ownership of the lot, thus the redevelopment would be impeded.

WEG AR/ DN N EENRIPE SR WEBRMmS Therefore, the government believed that there was room for the application threshold (90% of

FfER oA B It N2 A N B RS PIiEA ownership) to improve, and it then consulted the public in 2006 and made an amendment in

s ZEED B 2006 F B A RS Wit 2010. Under the same compulsory sale conditions, the application threshold for the following

2010 ETEFD TRENRIPKEET 5L three types of specified lots is allowed to be lowered from the previous 90% to 80% of the
T =EERE R ARV EEPIRRE ARE undivided shares.

BYTLRR T B] 20 B ZE A D 8L TR E )\ BRK T o

( )Hﬁﬁxig—m B R RLZNHMERAE (1)Each unit on the lot representing more than 10% of the undivided shares of the lot.
O] 70 B ZE R BRB910%

(2)MIES FRR A EREY RSB YIES0E I UL £ (2)Each building erected on the lot aged at least 50 years.
(3)MIEG T JENI A T2 &> MM EX EFr AR (3)Industrial Buildings located in a non-industrial zone and aged at least 30 years.

EYIIRI0FEBE R ENTEXRE
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Number of applications for compulsory sale order
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After the compulsory sale threshold was lowered, the applications surging from 8 in 2009 to 21 in
2010, and 48 in 2021. Records show that a total of 69 applications were made in 2 years, which
surpasses the sum of applications in the 11 years after the policy was launched (64 applications in
total within 11 years). The number climbed to 57 in 2012, breaking the history record. The number of
applications fell to 17 in 2013 and continued dropping since then, mainly because the government
actively sold lands, also the compulsory sale procedures were complicated while minority owners
held firm to their pricing so developers slowed down their acquisition. After 2017, as the government
shifted the focus of residential land supply to public housing causing the number of land sales was
relatively limited. Developers needed to increase their land reserve through acquisition of aged

buildings, which pushed the number of compulsory sale in recent years to a higher point.

EiRnEiERS (RER)

BEEX
TSP

Recommended to further
lower the application threshold

57
80%ERZEPIIE

1
I
40 I
1
1
1
1
1

22

0

1999 2002

*ERESHT (20226 E3%)
*Provisional figures (Q1 to Q3 in 2022)

BE202260983082022F 2 FE 22T
HHEF ETRASBEENERS AR
ERFRPMEERTEH - NELE-—#E
18 1 AR I E4919,800°F 5 PR o M7= &2 # & Kz
FESHETEEEILR £ H4RABAPHE R
2 ERYRINFF T AIRUINIBMIM 1R AL
PO YE & BB M AR BRI FF T B3
PRESHMERBE ISURET e

2005

2014 2017

2020

2008 2011 2022*

RiE: LEHE
Source: The Lands Tribunal

22 applications for compulsory sale were recorded temporarily for the year as of September 30, 2022,
among which New World Development applying for compulsory sale order in Percival Street,
Causeway Bay and Lee Garden Road, with the area of sites of 19,800 square feet, attracted much
attention. Wang On Properties and Wheelock Properties also took active actions and submitted 4
such applications. Wang On Properties applied for the compulsory sale of 3 buildings in Ap Lei Chau
and 1in Yau Tong, while Wheelock Properties applied for the compulsory sale of 3 buildings in Wong
Nai Chung Road, Happy Valley and 1 in Wong Chuk Hang.
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Table: Orders of Compulsory Sale in the First 3 Quarters of 2022

ik HuBsTEE (EAIR) R

Address Site area (square feet) Developer

RHTEATS4Z6058, FIEILLESET198
RHTEHT62268A%. FIEWLIET3E1958

REEHT70ET658. EEAT605R. FIELBE1ZE2758 19,800 it REE
54 - 60 Percival Street, 5 - 11 Lee Garden Road ! New World Development

62 - 68A Percival Street, 13 - 19 Lee Garden Road,
70 - 76 Percival Street, 60 Russell Street, 21 - 27 Lee Garden Road

BRI IAT 37 =398R 1504 P
37 - 39 San Shi Street, Ap Lei Chau 5 S <

RERRIM AT 1721958 &
17 - 19 Main Street, Ap Lei Chau 1,648 Wang On Properties

In random order

REBINA 21 Z2235RE2 R SBER LR R
21 - 23 Main Street, Ap Lei Chau and 5B Ping Lan Street ' Wang On Properties
JHEEROLLf 1822205 &
18 - 20 Sze Shan Street, Yau Tong 41,680 Wang On Properties
EITHUES25% e
52 Wong Chuk Hang Road 7,830 Wheelock Properties
I EREIES SSRES 75 2R
55 - 57 Wong Nai Chung Road, Happy Valley 6,646 Wheelock Properties
eI 5955 6195 R R i 3648 3858 are
59 - 61 Wong Nai Chung Road, Happy Valley and 36 - 38 Ventris Road 5,646 Wheelock Properties
IS EIRIBIE63%655R 2R
63 - 65 Wong Nai Chung Road, Happy Valley 5172 Wheelock Properties 4:
@)
o
]
o
EHRER LB RERHIREN i
Data sources: the Lands Tribunal and market information c
#ZE202259H3080 C
As of September 30, 2022 <C
HEF %S ~
N
o
N
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Lower the compulsory sale threshold again
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551

Building Type

Previous threshold of compulsory sale

Lower the requirement for undivided shares

Given that it has been over a decade when the threshold of compulsory sale was lowered last
time. The Chief Executive mentioned in his 2021 Policy Address that the government intended
to lower the threshold again and the 2022 Policy Address had disclosed details of his
suggestion. Among them, the application threshold for private buildings aged 50 to 70 years
decreases to 70% from 80% of ownerships, and further to 60% for those aged 70 or above.
Besides, for industrial buildings in non-industrial zoning, the threshold will be lowered to 70%

of ownership for those aged 30 years or above.

{EFTRUBISIAPIHE ST RABAAPIR

Recommended threshold of compulsory sale

SOSFEETOFHIBEAVER
Buildings aged 50 to 70 years

705LA LiEESHIEEE

Buildings aged 70 years or above

FILHERIESOFBE A LNTE

Industrial buildings aged over 30 years in non-industrial zones

REBEHEETOFULNER BNEERENTD
AR ER BB AR A BN R E M
MERNBT RS ERNEEREUHERNS =
DI E L EEREE I E R DB
BEEAR MBNEETREE LETEMUS
R E TG A B DB Z RO EU LIRS
ERFmENEBET HRETARIBEBHS
MAXRE . AMELEEEES K- HAERONE
BARmMfE R ERmEB AR EMmMR®
REREE-

80% 70%
80% 60%
80% 70%

If a building aged more than 70 years which has the redevelopment potential but hasn’ t been
rebuilt, it is likely to have complicated ownership issues. While the younger a building is, the
more floors and units will be involved and hence more fragmented ownership will be. Besides,
ground floor is usually for commercial use, which normally possesses higher market value than
residential units on upper floors. Also, the shops might account for more undivided shares. If
the shop owner refuses to move out or ask for a sky-high price during the acquisition, the pace
of urban renewal would be slowed down. It is convinced that a lower threshold of compulsory

sale will help developers to consolidate ownership and thus accelerate urban renewal.
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Allow averaging of undivided shares for adjoining lots

Under the current regime, if buildings on lots are connected by common staircases and the average
ownership of the lots reaches the ownership threshold, developer could apply compulsory sale
order as a merge site. Otherwise, ownership in each lot should be calculated as individual basis and
application could be made once the developer has fulfilled the requirements in each lot. In order to
encourage the developer undertake redevelopment of larger sites, the government suggests, on
adjoining lots, the average of ownership can be taken no matter whether the buildings erected
thereon are connected by common staircases, given that ownership on each lot reaches 60% or

more.

Let’ s assume that there are 5 adjoining lots (Lot A to E), where buildings erected thereon aged 50
years or above without common staircases. If the undivided shares of Lot B and Lot D fail to reach the
ownership threshold, the developer cannot integrate the entire site, so that Lot A, Lot Cand Lot E can
only be developed separately. In this case, new and old buildings will emerge by turns, which not
only influences the coordination of urban landscapes but also lower the redevelopment potential of
the entire site. With the new suggestion, the government allows the developer to transfer the
undivided shares of adjoining lots. More flexible application requirements for compulsory sale will

help site amalgamation and better utilization of land resources.

RiTHEH B
Current Regime Proposed Regime

______________ —
'wmalwme weclwmo wre | wmaA mee wec weo HOER E |
| Lot A | Lot B | Lot C | Lot D | Lot E | | Lot A Lot B Lot C Lot D Lot E |
| | | | | || |
| | | | | | |
I 90% | 68% I 90% | 68% I 90% | | 90% 68% 90% 68%  90% |

| | |

L L L 1 L ______________ |

HHERA. HBERC MRitbERETESIFAERGEIEA

Application for Lot A, Lot C and Lot E as separate site

HBERAEHMERERT SHEREESRIA

Application for Lot A to Lot E as merged site

iR : ILEE

Source: Legislative Council
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Opinion of Centaline Surveyors
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Although lowering the compulsory sale application thresholds helps the developer to accelerate

ownership consolidation, the developer still faces many difficulties and considerations during
acquisition. Besides, projects with high redevelopment potential will be fewer as time gone by, so
the following suggestions are provided to increase developer’ sincentives in multiple aspects for the

redevelopment.

Review the current plot ratio

To accelerate redevelopment, the plot ratio is crucial, which is the ratio of gross floor area permitted
for development to site area. The higher the ratio is, the more permitted floor area can be built. The
ratio of some old district has been maximized, so it is hard to attract developers for redevelopment,
thus burdens will be imposed on URA directly. Meanwhile, the problem of aged buildings in New
Territories cannot be ignored as the government intends to develop Northern Metropolis. By taking
Shek Wu Hui, Sheung Shui as an example, buildings in Fu Hing Street, San Hong Street, San Kung
Street and Tsun Fu Street generally aged 60 years or above. However, the maximum plot ratio for
domestic use is 5 only while the government lease also contains the development restrictions, so it
is hard to attract developers given the limited redevelopment potential. With the help of Northern
Link, the traffic in New Territories North will be greatly improved, which allows lots within the area to
construct high-density residential developments. The government can consider relaxing the plot
ratio within the territories and making the calculation of land premium transparent, so that

developers can easily calculate the redevelopment costs and profit.

Centaline Surveyors Limited | 2022 Property Market Report | All Rights Reserved



CENTALINE

)
SURVEYORSE s

S8 S

Topic Compulsory Sale of Aged Buildings

T RIRTRLUE N RET
EEPEWBERE T EHEE30%RE
EREE15%ME K ENTE MU 15% R EE]
TERR B AN BT EEEEHFEGH25.75%
BYIRAR (15%BIERENTERR MU BENTEIR S
—IRERE TIRETHEL BI10.75%) BA)
REERBOM—ER URBERIE-MUE
LR —FREINENEISITEA NGRS E
B HBRENEEZRBNEEFTEM N
ETREFAEE ANRERESETERLESR
BRI ERIRR RIVKEREEOIELF B
EERFBENEEERFEY R ANIEBTTEN
— X B LUK T F 5t TETRBIS0%ENTEIRRY
BN EEENEERBEERBWIBAIN A5
BEEEBNESNTHFE ) BRI ZEE
MERRERERTHRRZE AIMERET
By BUE R PIER > ] KSR BB
M IE > f5 A — =t 12 a0 4y Bl 42 R (0] 8% T 28
7o [E R 7R P ST E R R B (B3R
LEREVRNFF AREEEREINRERM
B MmNk R BRI ERE

Make early tax refunds to increase developers’ cash flow

Developers need to prepay 30% of tax, including 15% of the Buyer’ s Stamp Duty (BSD) and 15% of
the Ad Valorem Stamp Duty (AVD), when acquiring aged buildings. Although the government allows
25.75% of tax refunds (15% of BSD and the difference between Scale 1 and Scale 2 of the AVD, i.e.
10.75%) in case of redevelopment, the prerequisite are unified ownership and demolishment of
existing building. In the past, developers can only receive tax refunds after obtaining the occupation
permit for the new building, which is usually around 6 years after the ownership consolidation.
Developers can now receive tax refunds after the consent to commerce work (Foundation) is issued
by the Building Authority, or the building plans are approved by the department after building being
demolished. The tax refund time is shortened by about four to five years. However, the largest
challenge facing a developer during acquisition is consolidation of all ownerships which may take
decades. Therefore, it is undoubted that costs for redevelopment will be increased when 30% of the
stamp duty should be paid in advance. In order to alleviate the financial pressure on developers
during acquisition, the government may consider to review the current tax refund arrangements. For
instance, partial tax refunds may be made at first when developers’ undivided shares reach the
threshold of compulsory sale, and the remainder can be refunded after successful ownership
integration and building demolition. At the same time, the government may consider to handle a
developer’ s application for tax refunds when it succeeds in compulsory sale, which will help

alleviating pressure on their cash flow and hence accelerating urban renewal.
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