APPENDIX 27

Ref: ED-2019025
2 January 2020

Mr Anthony Chu

Clerk, Public Accounts Committee
Legislative Council Complex

1 Legislative Council Road
Central, Hong Kong

Dear Mr Chu,

Public Accounts Committee
Consideration of Chapter 2 of the Director of Audit’s Report No. 73
Provision of consultancy, research and development and training services
by the Hong Kong Productivity Council

As required under your letter with reference (CB4/PAC/R73) dated 19 December 2019, the relevant
information and attachments relating to Case 1 in Paragraph 2.24 are provided as below:

In Case 1, HKPC was commissioned to develop a new type of portable water vaporised air conditioner
by a client. It was hoped that this project will help to further enhance HKPC’s capabilities and build up
the track record in provision of one-stop solution for clients in value-added new product development
from feasibility study, prototyping to engineering sample as well as whole manufacturing process,
tooling and equipment development. Due to the lack of precedence for developing this type of new
product, both parties were unable to define the specifications of the new product in the agreement,
and later whilst the product was developed according to the client’s requirements, the project became
more complicated than HKPC’s original anticipation. As a result, the project progress was unsatisfactory
to the client. HKPC finally proposed to the client to terminate the project and provided a full refund
with mutual agreement. HKPC acknowledged that the arrangement under this case was not ideal, and
will learn from it to improve the project risk management in future.

(a) For the copy of the project agreement signed between HKPC and the client, please refer to
attachments “al”, “a2”, and “a3”.

There was no specific clause in the project agreement governing variations in the client’s
request.

Under normal circumstances, if the client proposed changes to project requirements, this will
be considered as a modification to the agreement, and HKPC will charge the client for/any
additional costs.

However, in Case 1, HKPC’s project proposal did not clearly define the specifications of the
product but only listed out the “Tentative/TBC” specifications. Multiple product design
changes proposed by the client were made before the confirmation of the final specifications,
but the proposed design changes did not go beyond the scope listed in the tentative
specification in the proposal, therefore their suggestions and requests could not be
considered as variations to the agreement.
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(b)

(c)

Prior to signing the agreement with the client, the project team carried out relevant
feasibility study, including the analysis as below:

e Benefits to HKPC from this project: Project background document (attachment “b1”)
illustrated the background and justifications for the Director of HKPC to approve this
project. In attachment “b1”, Paragraph 7 explained that: “This project will support local
startup company to develop a new type portable water vaporized air conditioner that can
reduce energy consumption during summer” and the project “will also help to further
enhance HKPC capabilities and build up our track record in provision of one-stop solution
for manufacturers in value-added new product development from feasibility study,
prototyping to engineering sample as well as whole manufacturing process, tooling and
equipment development”.

e Project risk assessment: Project team completed the project risk assessment table
(attachment “b2”) which provided analysis to the Director of HKPC on the level of project
risk. In the project risk assessment, out of a total of 4 risk criteria, Resource Risk and
Schedule Risk were rated with a risk score of 3 (scale from 1 to 4 with 4 representing the
highest risk); Technical Risk and External Risk were rated with a risk score of 2. A risk score
of 2 and 3 are classified as moderate risk. Justifications/mitigations were mentioned in the
project risk assessment for the two criteria with a risk score of 3.

e Project cost: Cost calculation was done by the project team (attachment “b3”). The total
amount charged by HKPC in this project was equal to the sum estimated in the costing sheet.

The document submitted by the project team to the Director of Digital Branch seeking
approval to terminate the project is listed in attachment “c1”. That document had been
reviewed, approved and signed by the Director of Digital Branch (the signature on document
“c1” has been redacted). The settlement agreement (see attachment “c2”) prepared by
HKPC’s internal legal department, with arrangement to refund HKS400,000 and the
semi-finished deliverables to the client, and was mutually agreed with signature from both
the Director of Digital Branch and the client.

The requests from the client to change the product design (as described in point (a) above,
within the scope of the agreement) increased the technical difficulties to develop the product,
resulting in the overrun of the estimated man-hour. In October 2018, at the time when the
project team suggested to terminate the project, a total cost of HK$254,286 had been
incurred, in which man-hour cost was HK$230,992 (which accounted for 58% of the total
budgeted man-hour cost in this project). The entire project was planned to be‘completed
within 12 months and was divided into four stages. Stage 1 was planned to be completed in
the middle of May 2018. However, as the project team required additional time to implement
the client's requests to change the product design, as of October 2018, Stage 1 of the project
was still not completed yet, which meant the project was severely delayed for 5 months.

During the implementation of the first stage, the project team provided semi-finished
deliverables in batches, including 3D printed mock up parts, design drafts, and control circuit
board size drawings for seeking client’s acceptance, in accordance with the requirement of
the project agreement.
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By the time the project was terminated, the mock up parts still needed to be radically modified
before any of them could actually function, and the corresponding design drafts also could not
be used without significant modifications. These mock up parts and their corresponding design
drafts were the "semi-finished deliverables" mentioned in the settlement agreement between
HKPC and the client, and they could not be assembled into a prototype.

As explained in point (a) above, the project proposal did not clearly define the technical
specifications of the product, and the deliverables by HKPC project team must satisfy the
technical specifications to be finally accepted and agreed by the client. Therefore, it allowed
the client to request for multiple changes in the product design within the scope of the
agreement, resulting in the increase of technical difficulties in the project (see attachment “d”
for details on the technical difficulties). In addition, some of the technical challenges might
not be resolvable directly which meant identifying alternative approach would be necessary,
and in either case led to extra time and man-hour. Given that the project's cumulative
man-hour cost had already accounted for 58% of the total estimated man-hour cost and the
first stage had not yet been completed, the project's potential overrun costs were likely to
significantly exceed HK$254,000.

Furthermore, the client (via WhatsApp and/or email) repeatedly expressed concerns to the
project management staff on the progress of the project execution in April 2018, July 2018,
August 2018, and September 2018, emphasising that the development time of this electric
device was very critical to them because this electric device is a product for the summer
season. It was very difficult for a startup SME to survive with product development cost only
but no sales for two years. Another reason for the client to be very concerned about the
project schedule (as illustrated by the client’s email to HKPC on 26 September 2018) was
because the client obtained the approval to showcase this product in the Consumer
Electronic Show (CES) in USA in January 2019. CES is one of the most prominent consumer
electronic equipment show in the world, and the target market of this product is USA.
Furthermore, in the email on 26 October 2018 from the client to HKPC project team, the
client stated their intention to claim a liability of HK$400,000 in addition to the refund of
HKS400,000 to compensate for the loss of time in this product development.

To minimise the cost impact on HKPC, and considering the project execution schedule could
not meet the client’s requirement, HKPC project team decided to propose to terminate the
project. The Director of the Digital Branch eventually approved the project team’s request to
terminate the project, and invited the internal legal counsel of HKPC to provide legal advices
on the settlement agreement. Considering HKPC could not meet the requirements of the
client and the potential litigation risk, therefore it was decided to provide a full refund of
HKS$400,000 to the client and handover the semi-finished deliverables.

(e) Please refer to attachments “e1” and “e2” for the files related to communication with the
client. The relevant personal privacy information has been redacted.

(f) Please refer to attachment “f” for the other difficulties expected by the project team.

(g) According to HKPC Standard Practice No F3 (attachment “gl”), the Director of the Digital
Branch has the approval authority on project management of any project with value up_to
HK$1,500,000 which is higher than the project value of HKS1,050,000 of Case 1. Project
management authority including quotation, project approval, revision of project budget,
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project completion, project termination (by client or HKPC), etc. The Standard Practice did
not specify the approval authority of the detail arrangement of project termination (such as
whether to refund to the client or to allow the client to keep the semi-finished deliverables).
Normally, this kind of details would be listed under the settlement agreement after the
negotiation with the client, and will be signed by the officer who had approved the project
termination (same arrangement as in Case 1). HKPC believes this arrangement is reasonable.

In summary of the improvement areas as illustrated by Case 1: the project agreement did not clearly
define the product technical specifications mutually acceptable to both parties; the absence of definite
technical specifications significantly increased the potential technical risks; the project risk assessment
carried out at the beginning significantly underestimated the technical risks, and thereby the potential
extra costs and project execution time. Besides, the document submitted by the project team to the
Director of Digital Branch seeking for approval to terminate the project did not clearly describe the
details of the whole incident. HKPC will take this lesson learnt to improve project risk management.

Please feel free to contact me if you have any question about the information provided.

Yours sincerely,

/

L\Aol’gned D&Butt: X/

Executive Director
Hong Kong Productivity Council

c.c. Secretary for Innovation and Technology
Commissioner for Innovation and Technology
Secretary for Financial Services and the Treasury
Director of Audit (Attention: Mr. Anthony Lo, Senior Auditor)
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Ref: 0711/006/01/18
Date’ January 22, 2018

Dear

Re: Research and Development of an Eco-friendly Smart Portable Evaporation

Air Conditioner for Personal Use

Thank you for inviting our Council to render the captioned R&D service to your
company. | would Tike to inform you that our Council is pleased to offer this R&D

service to your Company with the following details

Background

In the recently decade. global warming is becoming a critical issue not only to
environment, but also to people's daily life. Especially in summer, air conditicner is
indispensable equipment for everyone in Hong Kong. However, traditional air
conditioner normally causes high energy consumption and even harms to the
environment due to the releasing of Freon. Moreover, since the large size scale and
heavy weight. the traditional air conditioner only can be used in the certain place
which cannot meet the need of mobile using for individual Therefore, air conditioner
is always looking for a smart method to save energy, minimize the size scale, and

reduce the weight.

Our concept is to apply an eco-friendly water avaporation method to provide hydrated
cooling, which could be much more powerful than water cooling without generates
greenhouse gas. The power usage will be controlied to lower than 10 Watts, thus a
standard. rechargeable battery could be used to provide sufficient power
Furthermore, by carefully controlling the size of water molecules, amount of water

molecules and air flow, the water evaporation could reach the highest efficiency to

- 725 -



g 1 i
rea ' i | Hong Kong
: * i Productivity Councit
T ) LI | &rexr888
$ wistial

provide maximum cooling power. Therefore, this product, we believe, would be small

enough to bring it to anywhere you want to and powerful enough ta cool yourself.

Obiective & Scope

The objective of the project is to assist H {hereinafter

) to conduct an up- and down- stream research and development for
eco friendly smart portable evaporation air conditioner based on the proof of concept
model provided by H _Water evaporation method will be studied lo enhance
the cooling efficiency of the smart portable evaporation air conditioner. The functional
and reliability specification will be established. The weight and size of final product will
be minirmized.  Specific moulds for each mechanical part will be designed and
developed in this project. A mini membrane pump will be installed with the water tank
to improve the ability of water evaporation. Meanwhile, 3D-printing will be adopted to
build a prototype. All designed components will be fabricated and installed for testing
the new concept in Hong Kong. The combination of the parameters, including power
consumption, water evaporation rate. air flow speed, and relative cooling rate of the
fan outlet compared with the atmosphere nearby will be studied and identified after
the system have been installed. It is assumed that the minimum  functional

performance will not lower than the proof-of-concept modei.

H will fine tune the process parameters of the others specific shape on their
own affer project completion and technology transfer. HKPC will assist H to
prepare documents for applying certifications. The first target market would be the
Unit State of America In this project it will covers the most commoen test items
including EMC and RoHS for low voltage consumer electronic product. If more test
items are required, HKPC will suggest a 3 party certify body to H to carry out

the test in his own expense

Based on our understanding, discussion and mutual consent after back and forth

mectings, the following are the tentative specifications proposed for your reference

- Equipment )

, o Parameter (Tentative)
 Characteristics

| Voltage Input |5V DG, USB charging, TBC
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Power 1 <10W, TBC

|
3
i
|
J

- Overall Machine Size ’ 25cmx 15cm x 15cm, TBC

i ) Equivalent or not lower than the proof of concept model. f
| Air flow rate g
! { me e —]
i _ ' Equivalent or not lower than the proof of concept model.
. Water vaporized rate ’

R e 1BC S B |
| Weight | <600g, TBC g
— I . . . y —— BRSPS |

Our service will include the following activities and deliverables:
Stage Activity | Deliverable& ’ Estimated |
- Acceptance for Each E Time

Phase

! Initial 1. 3D model design 1. Device design 3 months
Designand 2. 3D assembly design , input |
5 Engineering . 3 2D drawing and | 2. 3D molding of the
Drawings, dimensioning z device and 20D
Electronic | 4. Electronic circuit design drawings.
circuit ’ 5. Functional and reliability ' 3. Electronic  circuit
. design, and specification : design
| Risk 6. Safety consideration 4. Functional and
managemen ' 7. Risk management reliability v |
Prototyping | 1. Rapid Prototyping (RP) | 1. Not more 10's| 3 months
and design|2 Design validation and Functional E
validation Engineering Change Prototype of the | |
3 Repeat RP(s) until the product

product meet the

specification defined at

the first stage
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| Mould 1. Mould fabrication 1. 10's Smart% %months
? Fabrication, 2 Parts fabrication % portable air
§ Assembly, 3. Parts assembly | conditioner ?
. Testing |4 Functional test of the§ machine g
engineering samples {Engineering

L Sample)

2. Experimental test
| Design 1. Design transfer to 1 Technical file (all 3 months
transfer H 1 design documents,
| | findings and

reports, etc.) —

{(Remark: HKPC wili only ass:st H to apply Research and Development Cash
Rebate Scheme under ITC (hereinafter "Cash Rebate”) by filling the pre-registration
form, provide necessary project infermation and submission of mid-term (if applcable)
and final report The final approval of the Cash Rebate is not guaranteed by 1TC.

H have to bear the risk of final granting approval.)

This is a R&D-based project with high technical risk. The performance of the
develonped water vaporized air conditioner cannct be guaranteed. HKPC 1s only
responsible for providing technical suppart to improve the performance of the original

proof of concept model provided by H

Methodology and Duration
Ihe whale project will tentatively be divided into 4 implementation phases and the

methodology is detailed in the attached proposed implementation plan. The project
will last Tor around 12 months to complete depending on the overall progress,
tentatively commence in January 2018 The consultancy service will include research
and development of the ecofriendly smart portable evaporation air conditioner,
functional specification establishing, prototyping, parts fabrication, parts assembly,
testing and parameters fine tuning. The confirmed implementation scnedule will be
subjected to mutual agreement upon project confirmation During the project

implementation period, our responsible consultanis will work closely with your
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Company'’s staff for the project implementation.

Our consultants will visit your Company regularly to provide service and monitor the
overall project progress. All the time being estimated is based on the assumption that
the management of your Company will fully support the project and can commit
adequate resources deemed necessary such as adherence to the project milestone,
consultant advice, project team formation, delegation, required supplies, people, etc.
for implementation and effort in working with our consultants throughout all stages of
implementation. The tentative project duration may be extended according to actual
situation with prior mutual consent from each party. However, the Council further
reserves the right to claim your Company for any additional or incremental costs and
expenses incurred arising out of, resulting from or in connection with any delay or
extension of the project attributable to or caused by your Company.

The Councii shall not be responsible or liable in any way for any delay or default in
delivery of services or goods. or faillure to perform any of its obligations under this
Agreement if such delay, default or failure was caused by (i) any delay or fault by your
Company or your selecied contraciors or suppliers, or (i} any other unforeseeable
events or circumstances beyond the Council's control, including but not limited to war,
riots, fiwe, flood, typhoon, lightning, severe weather, earthquake, explosion, strikes,
shortage of energy supplies. acts of state or governmental action or operational

disruptions

Project Team

A HKPC consultant will be assigned to serve as the project manager in this project to
manage the entire development work and service delivery. We will arrange sufficient
manpower such as an electronics expert, a mechanical expert or other relevant
experts to handic the project according to the actual situation whenever necessary

and consider appropriate.

Cost Estimate and Terms of Payment
The total service charge is HK$1,050,000. The project will commence after
confirmation and receipt of deposit. The service charge will be payable to the Council

based on the following tabulated payment schedule which are non-refundable after
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confirmation.

Description

1% instaliment

2" instaliment

3" installment

4" instaliment

Ao,

Hong Keng

o

HREENRER

i

Upon Project
Acceptance

i
|
|
i
i
{
£

Completion  of Initial
' Design and Engineering

Drawings,
circuit design, and Risk
management. And

H accepts

Completion of

- Completion of Mold

Prototyping. H

- accepts the overall |
performance and agree |

to move to next stage,

Fabrication. H
accepts the overall

performance and agree

!
|
i
|
i

5" instaliment

Rémark '

1. HKFC is only responsible for the purchase of hardware, software and exlernal

o move to next stage.

. After Design Transfer

Productivity Council

Payment Schedule

Electronic |

to |

ok

. Service Cover

All activities and
deliverable(s) mention in the
Initial Design and
Engineering Drawings,
Electronic circuit design. and
Risk management stage

All activities and

' deliverable(s) mention in the
| Prototyping and design
validation stage

Mould Drawings
Production Failure
Mode Effect and
Analysis

BOM

Overali management of -

mould fabrication

HKS

400,000

150,000

200,000

All activities and

deliverable(s) mention in the |

' Mould Fabrication,

| Assembly, lesting stage

All activitics and

deliverable(s) mention in the |

_ Design transfer stage

200,000

100,000

subcontracted services up to maximum amount of HK$850,000. H
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be responsible for paying the additional cost for any hardware, software and |
externai subcontracted services if so required to complete the project due to
whalever reasons.

i
|
i

The consultancy fee quoted does not include cost of certified material, equipment

calibration. hardware and software investment cost, etc. necessary for carrying out
the R&DD process. The service charge does not also include the transportation and
hote! accommodation for our staff working in the PRC if necessary. H is
responsible for such logistic arrangements and bears the associated costs fully Iif
H cannot arrange the required logistics service to our staff, our staff will
arrange by themselves and charge H directly for the logistic cost incurred
H will be required to settle the payment within 45 days from the date of the
receipt. Otherwise, HKPC will suspend the service until ali outstanding costs are
settled by H . The Council further reserves the right to claim the H for
any additional or incremental costs and expenses incurred arising out of resulting
from or in connection with any delay or extension of the project attributable to or

caused by H

This quotation remains valid for two weeks from the date of this letter. If you need
further details, please do not hesitate to contact my colleague, Mr. A
Consultant at (852) , Mr R . Principal Consultant at (852)

or directly to me at (852)

Thank you for your consideration and | am looking forward fo your favorable reply

S00n.

Yours sincerely.

Mr K
General Manager

Hong Kong Productivity Council
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Background of the project {
1. This is a consultancy project on "Research and Development of an Eco-friendly
Smart Portable Evaporation Air Conditioner for Personal Use” for H
{(hereinafter ). a local startup SME focusing on
developing portable cooling device. This project has been pre-registered for R&D
Rebate Scheme under ITC of HKSAR government.

2 This project aim to assist H (hereinafter ) to
conduct an up- and down- stream research and development for eco-friendly
smart portable evaporation air conditioner based on the proof of cancept model
provided by Water evaporation method will be studied to enhance the
cooling efficiency of the smart portable evaporation air conditioner The
functional and reliability specification will be established. The weight and size of
final procuct will be minimized. Specific moulds for each mechanical part will be
designed and developed in this project. A mini membrane pump will be installed
with the water tank to improve the ability of water evaporation. Meanwhile.
3D-printing will be adopted to build a prototype. All designed components will be
fabricated and installed for testing the new concept in Hong Kong. The
combination of the parameters, including power consumption, water evaporation
rate. air flow speed, and relative cooling rate of the fan outlet compared with the
atmosphere nearby will be studied and identified after the system have been
installed. It is assumed that the minimum functional performance will not lower
than the proof-of-concept model.

3. will fine tune the process parameters of the others specific shape on

their own after project completion and technology transfer. HKPC will assist

to prepare documents for applying certifications. The first target

market would be the Unit State of America. In this project it will covers the most

common test items including EMC and RoHS for low voltage consumer

electronic product. If more test items are required, HKPC will suggest a 3rd party
certify body to H to carry out the test in his own expense

-732-



Fuse

2

Description of the project methodology. stage. work & duration
4 The consultancy service scope covers research and development of the device,

prototype. engineering samples and testing.

5. This project will be divided into 4 implementation phases and tasks under each

phase are as follows:

i Initial Design and Engineering Drawings, Electronic circuit design, and
Risk management: Modify the current functional prototype provided by
the Client, define specification and risk management. details 3D. 2D
and circuit design:

i Prototyping and design validation: construct the prototype by Rapid
Prototyping (RP) and design validation;

iii. Mould Fabrication, Assembly and Testing: fabricate the moulds, parts,
and circuit board, carry out functional test.

iv Design transfer. Transfer the design and design documents to the
Client for mass production.

6. This project will commence by md of February 2018 upon client formal
acceptance of project  Project duration is around 12 months.

Justifications for the project

7. This project will support local startup company to develop a new type portable
water vaporized air conditioner that can reduce energy consumption during
summer. It will also help to further enhance HKPC capabilities and built up our
track record in provision of one-stop solution for manufacturers In value-added
new product development from feasibility study, prototyping to engineering
sample as well as whole manufacturing process, tooling and equipment

development

STAFFING AND FINANCIAL IMPLICATIONS

8 Budgeted estimation of this pro;ect are as below:

: ; =
i Income % Staff Cost | Other Cost Recovery Rate % Charging Rate |
HKD1 050 OOO> HKU399 884 | HKDSSO OOO E 100.0{} C35

Al e S ek v

‘9 Project payment will be in 5 instaliments, 38.10% upon acceptance, 14.29%
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upon completion of initial design and engineering drawings, electronic circuit
design. and Risk management. 19.05% upon completion of prototype. 19 05%
upon completion of mould fabrication, 9.52% balance after design transfer.

10. This project. if approved, will not create additional manpower or financial
implications on SMD, and even if there are additional manpower and financial
implications, they will be absorbed within the existing resource of SMD

ADVICE SOUGHT

11.We would like to seek your approval for launching this consultancy project at
value of HK$1.050.000 in accordance with Section 3 (a) of SP F3 "Approval
Authorities for Project Management System”.

Best regards.

12 February, 2018
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SMD Project Risk Assessment
(for the consultancy projects over HK$300K)

..............

Research and Development of an Eco-friendly Smart Portable
Evaporation Air Conditioner for Personal Use

Project Code : 10006528

Project Title

Using the scale below, please rate the risk level of the following areas

gaimn ¢

Risk Level | Low ~ Moderate | High
Risk Score 1 ; 2 3 4
Risk Area Risk Score | Impacts and Measures
| Technical Risk 4 The Client already got a proof of concept mode!

- technical feasibility, viability

Rescurce Risk
- staff loading. staff expertise 3
and equipment

Our R&D team is busy, but stili have capability to
handle this project

Schedule Risk ;
- We have included 2 months buffer for the
- project schedule, delivery, | 3
procurement | development
External Risk 2 ' No background IP found

~ contractual issues, hability, (P

Prepared by . A
Date . February 12. 2018

‘ Additional comments or control action required (if any)

By GM/SM
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Project Proposal / Quotation Cost Summary

Section | - Background information

Potential Client H

Project Title /Brief  [Research and Development of an Eco-friendly Smart Portable Evaporation Arr Conditioner for
Description Personal Use

Estimated Project

HK$1.050,000

Sum
12 months
Estimated Project
Duration
Section ll - Income
External HK$1,050.000
Section Il — Concession
Concession Rate C35
Justification The Client is a starl-up SME (from Inno Space] and the project nature is R&D
Section IV - Staff Cost
Project Activity Grade Rate Man Hours Amount (HKS)
8 2,560 0 HKS$C
initial Design and 6 1.600 78 HK$12,480
Engineering Drawings. 5 810 50 HK330.500
Eiectronic circut
design and Risk 4 350 150 HK$52,500
management 3 320 150 HK§48.000
2 320 180 HK$48,000
8 2.560 0 HKS$0
6 1 600 7.8 HK$12 480
Prototyping and 5 610 4638 HK$28,548
design validation 3 150 70.2 HK$24 570
3 320 78 HK$24 960
2 320 78 HK$24 960
8 2 560 4] HK$0
6 1.600 78 HK$12.480
Mould Fabrication, 5 610 156 HKS9.516
Assembly, Tesling 4 350 39 HKS13.650
3 320 78 HK$24,860
2 320 78 HK$24 G660
Design transfer 8 610 12 HK$7,320
HKS$399 884
[Section V ~ Project Other Costs & Expenses
Mechanical components HK$200,000
Electrical/Electronic components HK$85 000
Mould. jig and fixture : )
Project Other Costs Ti L alnisle U
Testing HKS60 000
Operation cost (eg Transportation) HK$5.000
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[Total ] HK$650,000]

Section Vi — Financial Highlight

Value Added HK$399 884
Operating Resuilt HK$116
Remark Nit

Section Vli — Prepared by

Signature Date

Project Officer in
charge, Division R 1A 24/112018
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Memorandum
Dute [ o 2OOGT 2018,
fa % DBD via DGM/I4L
From A /1
s BidweE GM/FP
Subject 437 Project Termination for 1006328

Background
We are implementing a consultancy project entitied “Research and Development of an

Eco-friendly Smart portable Evaporation Air Conditioner for Personal Use™ (Project
code: 10006528). The project actual commencement date was 20 March 2018 right after the

settlement of down payment by the client and the proposed project duration is 12 months.

Justification

[he project team has been preparing some ground works including the initial mechanical
design and electronics design of the device based on requirement agreed al the proposal.
During the project implementation and back and forth design review meeting held, the project
team experienced that both parties cannot compromise on both mechanical and electronic
design up to this stage. [t is because the requirements have changed several times by the client
and he also insisted to stick to his own design which our team doesn’t agreed due to several
risk. cost and functional factors. Our team therefore suggested with prior consent from the
client o terminate this project at this stage due to the expected difficulty in further cooperation

with each other.

We have received HKS400,000 down payment from the client out of which 1TK$254 286 has
been used tor engineering preparation work including some components purchased for initial
testing. We theretore will refund the down pavment of HKS400.000 to the client for mutual
settlement. Our in-house legal has prepared @ termunation agreement (o be signed by both

parties to protect the Council from further negotiation by the client.

290CT 20% |
HKPC - BOROITICE

| TS

RECLIVED
L

HEPC RG4S
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Recommendation

We would like to scek your prior approval to terminate this project due to the abovementioned

redasons.

Thank vou

Yours sincerely,

A

Consultant/ 14U

HEPG - ADSS
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THIS SETTLEMENT AGREEMENT ("Agreement”) is made 29 October 2018

BETWEEN

(i)

Hong Kong Productivity Council of HKPC Building, 78 Tat Chee Avenue,
Kowloon, Hong Kong ("HKPC"): and

(iiy H

WHEREAS:

{A)  On 15 February 2018, HKPC and H have entered into a bonsuhancy
services agreement (the "Contract”) in relation to “Research and Development
of an Eco-friendly Smart Portable Evaporation Air-Conditioner for Personal
Use” (the "Project”}.

(B)  Pursuant to the Contract H has paid the 1% installment of HK$400.000
to HKPC upon its acceptance of the Project.

(C)  However subsequently, both parties have certain disagreement on the
technical specifications and function requirements of the project deliverables.

(D) Upon recent discussions and negotiations between the parties, HKPC and H

have reached a mutual agreement to fully and amicably resolve and
settle all disputes and outstanding matters arising out of and/or in connection
with the Contract and the Project, subject to the terms and conditions as set
forth hereunder.

NOW THEREFORE. in consideration of the mutual promises and covenants
contained herein, both parties hereby agree as follows:

HKPC and H shall terminate the Contract and abandon the Project
with immediate effect.

Within 14 days after signing of this Agreement. HKPC wili (a) refund the
amount of HK$400.000 (the "Refund”) to H by way of cheque. and (b)
handover the semi-finished deliverables per the attached list on “as-is’
condition without any warranty to H
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Upon receipt of the Refund and semi-finished deliverables by H
HKPC shall owe no further obligations and/or liabilities tc H relating to
the Project under the Contract.

Each party shall irrevocably forego and waive all its rights to claim against the
other party as well as fully release and forever discharge the other party
(including its members, directors. officers, employees. agents. subsidiaries
and affiliates) from any and all claims, demands, complaints, actions, liabilities
and causes of actions, of every kind, nature and character arising out of
and/or in connection with the Contract and/or the Project.

Each party shall confirm and agree that neither this Agreement nor any
compromise made hereto. shall be taken or construed to be an admission or
concession to any liability or fault by either party arising out of and/or in
connection with the Contract and/or the Project

Both parties shall keep confidential and not disciose to any third party the
terms and conditions of this Agreement.

Both parties shall represent and warrant that it will not take any steps to
publicize the contents of this Agreement, and will not undertake to aid or assist
any third party in publicizing the contents of this Agreement.

This Agreement constitutes the entire agreement and understanding of the
parties and supersedes all prior negotiations, understandings and agreements.
proposed or otherwise. written or oral, concerning the subject matter hereof.
Furthermore, no modification of this Agreement shaill be binding uniess in
writing signed by each party.

Should any provision of this Agreement be declared illegal or unenforceable
by any court of competent jurisdiction and if such provision cannot be modified
to be enforceable, such provision shall immediately become nuil and void,
leaving the remainder of this Agreement in full force and effect

Each party shall use all reasonable efforts to take. or cause 10 be taken. all
actions and to do. or cause to be done, ail other things reasonably necessary.
proper or advisable to consummate as promptly as practicabie the
transactions contemplated by this Agreement

This Agreement is governed by and shalil be construed in accordance with the
laws of Hong Kong. Each party irrevocably agrees to submit to the exclusive
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List of semi-finished deliverables

1, mock up sample and

2, disc {including design content)

Ty
*
Y

i an
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jurisdiction of the courts of Hong Kong over any claim. dispute or matter
arising under or in connection with this Agreement.

IN WITNESS WHEREOF . all the parties have executed this Agreement as of the day
and year first above written.

SIGNED BY )
for and on behalf of )
Hong Kong Productivity Council )
SIGNED BY }
for and on behalf of )
H Limited )
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Standard Practice No.: F3
Subject: Project Management
Prepared by: Finance and Procurement Division
Date issued: (dd/mm/yyyy) 7/8/2018
Supersedes that issued on: 30/11/2017
Policy

1. The Council strives to exhibit quality project management meeting the expectation of corporate

governance and management efficiency.

Objective

2. The Standard Practice depicts the principle and guidelines on project management so as to
ensure the project initiation, planning, execution, controlling and completion processes are

properly carried out.

3. Timely and accurate project management in a transparent and documented manner help alert
project managers and the management to the Council’s business operations and financial

performance.

Principle

4. As the Council engages in projects of very diverse nature, the system and process stipulated
herewith on project management serves to provide broad guidance only. Staff, particularly
project managers, should exercise their professionalism and due judgment reasonably in
managing details connected with overall project management even if those details are not
explicitly stated in the Standard Practice.

5. Project managers (who must be at Consultant rank or Senior Project Officer rank or above) are
responsible for the overall relevance, accuracy and timeliness of the project activities related

information contained in the Council’s enterprise resources planning (ERP) system.

Regulations

6. Details required for project management are set out in the “Guidance Notes on Project

Management”.

- 748 -



(@) project should be properly approved by management in accordance with internal approval

matrix (paragraph 7 below); and

(b) Project details and milestones should be recorded in the ERP system in accordance with

the agreed proposal with the client and the signed agreement with client.

Project Approval Authorities

7. Project approval authorities are in accordance with project value as listed in the table below.

Table of Project Approval Authorities

Project Value* Approved By
Above HK$1,500,000 Executive Director
Up to HK$1,500,000 Branch Director
Up to HK$500,000 General Manager

* Project value refers to the estimated income or estimated cost, whichever is the higher.

Commencement Date

8. The Standard Practice will commence on the date of its promulgation.

Related Guidance Notes, Appendices and Forms

Guidance Notes on Project Management

Appendix A: Project Definition

Appendix B: Table of Credit Note Approval Authorities.
Appendix C: Table of Timesheet Approval Authorities.
Certificate of Project Completion (CPC) Template

Issued by: Executive Director Issued to: All Staff Member
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Guidance Notes on Project Management

Classification of Project Type

1. HKPC has a duty to report on the kinds of activity it engaged and so project is classified
according to its nature. Project has to be set up according to its Type, or Business Area, in
ERP system.

2. Definitions and details reference on Business Areas are listed in Appendix A (“Project
Definition”) of this Guidance Notes.

Project Approval Authority

3. For each project, there are only one Project Manager (PM) and maximum two Deputy Project
Managers (DPM). PM has responsibility on the project management and maintenance of
project information in ERP. PM and DPM must be either Associate Consultant / Senior
Project Officer Grade or above. If a project involves more than one unit, there should have

one PM and not more than 2 DPMs in each unit.

4. Before releasing the project proposal to client, PM is required to upload and input the
following to ERP:
(a) Enter the preliminary project financial information into the quotation summary with
management approval (as per Project Approval Authority)

(b) attach a draft project proposal
FPD will validate the above information in ERP.

5. Ifthe client accepts the proposal, PM is required to upload and input the following to ERP:
(a) Signed Agreement and other relevant documents
(b) Project details (Work Breakdown Structure and Easy Cost Planning)
(c) Billing Schedule (Billing Plan and Billing Request)
(d) Staff Cost and Other Cost projected to end of project (Period Split)

(e) Manpower planning (Capacity Planning and Personnel Assignment)

Then PM should submit the project to management for acceptance and FPD validation in
ERP.
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For Low Value project with value up to HK$100,000 and project duration not exceeding 3
months, the project could be approved and accepted in one step with simplified project
information:

(@) Project details (Work Breakdown Structure and Easy Cost Planning)

(b) Billing Schedule (Default at the beginning of the project)

(c) Manpower planning (Personnel Assignment only)

Then PM should upload signed agreement and submit the project to GM for acceptance and
FPD validation in ERP.

If the project is cancelled or rejected by client, PM should obtain approval from management
per Table of Project Approval Authorities and change the project status according to the
approval workflow in ERP.

Billing plan and pavment terms

10.

11.

Once billing plan is confirmed on project acceptance, PM cannot change the billing schedule
in ERP without GM approval. Should the billing schedule be revised, either in billing amount
or postpone in billing date, PM should provide supporting document in ERP to justify the
revision with approval from GM. FPD will then yalidate the billing schedule in ERP

accordingly.

Exception to paragraph 8 above is allowed for amendment in billing plan:
(@) GA and CB type project, for internal monthly income recognition
(b) Billing for Patent / Trademark application
(c) CG, SA, SB, SC, and TA type project.

Invoice will be sent to client by FPD as per billing plan. Credit note can only be issued upon

request from PM with justification and approval from management per Appendix B.

Payment terms and payment schedule must be included in the project plan in ERP. Deposit

payment is required as per SP F1 (Deposit/Payment).

Project costs

12.

13.

For staff cost, PM applies standard staff cost rate as per Standard Practice (SP) F7 (Pricing)

on estimated working hours for the staff.
Staff needs to fill out timesheet and submit to GM for approval. Timesheet submission and

GM approval should be done at least once a week during the month and before weekly cut-

off day. Timesheet submission and GM approval should be done no later than the last day of
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14.

15.

the calendar month.

For Out of pocket project expenses such as travelling cost, this should be complied with SP
A5 (Official Expenses).

As part of project opening validation, PM should declare on whereby assets purchased for a
project will remain with HKPC and become HKPC’s own fixed asset during or at the end of

the project.

Amendment of project plan, budget, and project end date extension

16.

17.

18.

19.

20.

PM and project members should execute the project as per project plan. If there is any

foreseeable deviation, the project plan in ERP should be amended.

Project fee should be amended in ERP if the project scope is increased due to additional jobs.

If the actual outlay booked is more than the project budget, no further purchase requisition or
purchase order can be processed. PM should provide justification and revise the project
budget in ERP accordingly. In case the revision of the project budget will exceed 20% in each
category at WBS Level (or as per the respective Government Funding Guideline, which may
allow for a higher percentage) of the original budget, or result in higher total Project Cost,
PM should obtain management approval per Table of Project Approval Authorities (except
for cross unit budget transfer under the same line item).

If the estimated end date of the project is required to be extended, PM should obtain
management approval per Table of Project Approval Authorities with justification and client’s
consent to the extension of the project end date. Relevant supportive document should be
attached to ERP.

Percentage Of Completion (POC%) indicates the portion of work completed. It is calculated
automatically in ERP based on actual total cost incurred against estimated total cost of the

project. The information is used for the calculation of deferred income.

Project completion

21.

CDD coordinates with PM to issue a Project Satisfaction Poll and record the feedback in ERP
as per Standard Practice G9 PSP.
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22. As soon as the deliverables are performed, all other outstanding items such as outstanding
purchase order and staff claim should be cleared and the project should be completed in ERP

within 3 months (except for government funding scheme projects, within 12 months.)

23. PM should analyze and report income and cost variances during project execution. Post
project review report should be prepared and uploaded to ERP if, the income or total cost
variance is more than 5% or above HKD10,000 against budget, whichever is higher; or actual

recovery is below 100%.

24. Upon project completion, PM should declare on whereby assets# purchased for a project will

be delivered to client or remained at HKPC.

#Assets include fixed assets (defined under SP A06/01) and low-value moveable items
(defined under SP A06/05).

PM should transfer assets declared in paragraph 15, or fixed assets come into existence

incidental to project execution, to HKPC’s own fixed asset pool upon project completion.

25. PM should attach a “Certificate of Project Completion” (CPC) confirmed and signed by client
in ERP upon project completion. CPC should be obtained before the final billing as per the
Agreement (except final billing will be issued before final project deliverables per

Agreement). The CPC is not required in the following circumstances:

(@) Project value not exceeding HK$50,000

(b) Government Funded Project (e.g. GA, CB type and BUD project)
(c) Projects from Hong Kong Government Departments

(d) Project under PAG Scheme

(e) Multi-client project (SA and TC)

(f) Internal projects (IA, IB and IC)

(9) In-Class Training (e.g. TA type)

(h) Projects from WFOEs

26. When all outstanding items are cleared, PM submits the project for completion to
management for approval per Table of Project Approval Authorities. Then FPD validates the
project completion process.

Project termination

27. Project termination is defined as any on-going project being terminated by either the client or
HKPC before its completion.
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28.

PM submits justification for termination request and management approves as per Table of
Project Approval Authorities.

Value-added Content Consideration

29.

30.

31.

HKPC provides value-added services to its clients through direct consulting services instead
of by trading equipment and/or subcontracting its services to third parties. To maintain a
reasonable level of staff contribution in each project, the staff cost assigned to a project should

be no less than 30% of the total project cost.

Government Funded projects (GA, CB), Study Mission (TC) and Patent projects are
exempted due to their inherent high third-party costs.

If the above requirement is not met, approval is required as per table of project approval

authorities. The following factors may be considered before granting approval-

(i) to secure business from a new client;
(if) the project concerned is considered a stepping stone to more consultancy projects;
(iii) the overall risks and opportunities trade-off to HKPC; and

(iv) any other valid justification.

Project Risk Assessment and Contingency Expense

32.

As a prudent risk management measure, divisions should, if circumstances warrant, include
contingency expenses within their project cost estimation to protect HKPC from any
unnecessary exposure to financial loss. In so doing, divisions should take into account the
following factors-

(i) the special nature of the product, for example, whether the project involves unpredictable

level of novelty; whether HKPC has little or no prior exposure in such projects, etc.;

(i) the scale of the project, for example, whether the overall project sum is of an inordinate
scale and therefore certain margin of errors should be allowed;

(iii) the complexity of the project, for example, whether the project is highly complex
whereby the satisfactory delivery of the project is beyond the control of HKPC (such as

involving many different business partners and stakeholders);

(iv) the duration of the project, for example, whether the project lasts over an extended period

of time; and/or
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33.

34.

35.

(V) other miscellaneous factors such as staff cost increment, fluctuation in inflation rate,
currency exchange rate; or any other regional or global financial situation that poses

unpredictable financial risks.

Should the risk factors determining the contingency expense do not eventuate at the end of

the project, the contingency portion would be retained by HKPC for future development need.

PM should explicitly provide a statement at the inception of a project that he/she has assessed
any expected risk, either financial or non-financial in nature, in engaging the project, and that

measure, if applicable, has been built into the project to deal with the expected risk.

The level of contingency expenses should under no circumstances exceed 15% of the overall

project cost.

Report to the Business Development Committee (BDC) of Council on projects funded by the

Innovation and Technology Fund (ITF)

36.

For completed ITF projects, except those with project funding below $1M each, a final
performance review with detailed assessment of the impact created by individual projects
should be conducted within one year after project completion for submission to the BDC of
Council. This applies to ITF projects with HKPC as applicant/ co-applicant/ implementing
organization. The review should cover target achievements, industry response and new

service opportunities for HKPC.

Enquiry: Manager, Management Accounting Issued to: All Staff Member

(ext. 5875)

Reviewed by: General Manager, Finance and

Procurement; and
Director, Corporate Services

Issue Date : 7 August 2018
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Appendix B

Table of Credit Note Approval Authorities

Credit Note Value

Approved By

Above HK$100,000

Branch Director & GM/FP

Up to HK$100,000

General Manager & GM/FP
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Table of Timesheet Approval Authorities

Appendix C

Staff

Approved by

General Manager

Branch Director

Principal Consultant and Below

General Manager
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Project Title

Project Code

Client

Deliverables

Date of Completion

We certify and confirm that all the above Deliverables have been (i) duly delivered by
HKPC in compliance with project requirements; and (ii) accepted by us to our satisfaction.

Client’s Authorized

Representative

Signature

Name :

Title :

Date :

HKPC Officer-in-charge

Signature

Name :

Title :

Date :

AF569 (06/2016)
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