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Legislative Council Panel on Transport
KCRC Corporate Governance
Purpose
This paper sets out how the Government representatives as members
of the KCRC Managing Board and together with the entire Managing Board
have resolved the recent incident on KCRC’s corporate governance issues.
Background
2.
Under the KCRC Ordinance (Cap.372) (“the Ordinance”), the
Managing Board, comprising the Chairman, Chief Executive Officer (“CEO”)
and other Members, shall be the governing body of the Corporation. Section
3(2A) of the Ordinance provides that the functions of the Chairman and the
CEO shall be the functions assigned to them by the Ordinance and any
functions that the Corporation may assign to them.
3.
The posts of the KCRC Chairman and the CEO were originally held
by one person. In 2001, in light of the expansion of KCRC’s network and
patronage, and the increasing public expectation on the services of the
Corporation, the Government strengthened the corporate governance of the
Corporation by separating the functions and duties of the Chairman and the
CEO to ensure that both strategic planning and day-to-day management receive
the undivided attention they deserve. The Government considers that the
separation of the post of the Chairman and CEO enables the Chairman and
CEO to complement each other and at the same time provides a
check-and-balance effect. This is also in line with the universal trend in good
corporate governance.
4.
Specifically, during the deliberation of the KCRC Ordinance
(Amendment) Bill in 2001, the Government explained that the Chairman
should concentrate on the following tasks –
(i)

reviewing and guiding corporate strategy and business
development plans;
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(ii)
(iii)
(iv)
(v)

overseeing financial planning, major capital expenditure,
acquisition and divestiture;
setting performance objectives and monitoring the achievement
of such objectives by the executives;
ensuring the adequacy and integrity of the accounting, financial
reporting and risk management systems; and
identifying candidates for key executive positions, overseeing
succession planning and determining executive remuneration.

On the other hand, the CEO should focus on –
(i)
(ii)
(iii)
(iv)

implementing the business strategies determined by the Board;
delivery of operational and financial performance objectives set
by the Board;
day-to-day management of the rail operation and rail construction;
and
internal administration of the Corporation.

5.
On the basis of the above division of functions and duties, to
facilitate the handling of the operation and business of the Corporation, the
Corporation has set out in its Corporate Governance Manual the roles of the
Chairman, CEO and Managing Board. The Manual has been uploaded on the
homepage of KCRC and the relevant provisions are at Annex.
The recent incident relating to corporate governance of KCRC
6.
The Government was made aware of the incident in the morning of 10
March 2006 when we received a letter from Mr Samuel Lai, Acting CEO,
addressed to the Managing Board which set out his concerns on the division of
functions and duties of the Chairman and the CEO. The Government was
very concerned about the incident and immediately discussed the matter with
the KCRC Chairman, Acting CEO, and other Managing Board Members with a
view to mediating and reaching a satisfactory solution.
7.
The KCRC Managing Board subsequently convened a meeting on 14
March 2006, the Board reached a consensus and reiterated their support for
enhancing transparency and accountability in KCRC and for the corporate
governance structure i.e. the parallel functions of the Chairman and CEO.
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The Board also further decided on a set of measures to delineate more clearly
the work of the Chairman and the CEO. These measures not only reinforce
the guiding principles set out in paragraph 4 above, but also delineate more
clearly the details of the division of work between the Chairman and CEO in
handling the day-to-day business of KCRC, including(a) the Chairman is responsible for the conduct of the business of
the Managing Board;
(b) the Chairman is responsible for ensuring that the contents and
order of the Managing Board’s agenda are correct and that
Members receive the relevant Board papers in good time. The
papers submitted by the Management may also set out the views
and comments of the Chairman;
(c) the CEO is responsible for the conduct of the Corporation’s
day-to-day business; and
(d) the CEO is responsible for public relations and will be the
spokesman for the Corporation. The Chairman may be the
spokesman on important matters, as decided by the Managing
Board.
8.
As regards railway operation, during this incident relating to corporate
governance, the railway operation staff of KCRC have been carrying out their
duties diligently as usual and Government has also been upholding its
regulatory role. Continued safe and reliable railway services are maintained
throughout the period.
Other issue: Personnel and disciplinary problem on 14 March 2006
9.
On 14 March 2006, while the KCRC Managing Board was having a
meeting to resolve issues relating to corporate governance, a group of 20 senior
KCRC senior executives made a declaration to the media at the room next to
the Board room. The KCRC Managing Board considered that matter very
serious and that such behaviour had caused serious damage to the reputation
and image of KCRC as a responsible and orderly public organization.
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10.
After careful consideration of the matter at the Managing Board
meeting held on 15 March 2006, the Managing Board unanimously resolved to
terminate the contract of Mr. Michael Lai, General Manager, Marketing, and to
issue written warning letters to the other 19 senior management staff. The
Acting CEO, Mr Samuel Lai, also tendered resignation to the Board as he
considered that, being the CEO of the Corporation, he should be held
accountable for the acts of his staff. The Managing Board, after careful
consideration, accepted Mr Lai’s resignation and agreed to invite Mr James
Blake to take over the post of CEO. Mr Lai has also agreed to stay in KCRC
to ensure a smooth transition.

ETWB
March 2006
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