
1

CSO/ADM CR3/1136/02

LEGISLATIVE COUNCIL BRIEF

REVIEW OF REMUNERATION OF
SENIOR EXECUTIVES OF STATUTORY AND OTHER BODIES

INTRODUCTION

At the meeting of the Executive Council on 25 June 2002, the
Council took note of the findings of the consultancy study of
remunerations of senior executives of major statutory and other bodies.

BACKGROUND

General Background

2 In response to increasing public concerns about the perceived
lack of transparency and impartiality in the remuneration policies
governing executives in some major public bodies, the Chief Secretary
for Administration (CS) announced on 4 January 2002 that the
Government would commission a consultancy study on the remunerations
of the senior executives of selected statutory and other bodies.  A
steering committee, chaired by CS, was subsequently set up to oversee
the exercise.

Consultancy Study

3. We appointed the Hay Group Limited to conduct the consultancy
study.  The Final Report submitted by the consultant is at Annex A.
The scope of the study covered 11 bodies and two of their subsidiaries, as
set out in Annex B.  The positions under study included mainly the top
three tiers of senior executives in the 11 bodies and the chief executive
officers of the two subsidiary companies.  These organizations were
selected for review because all of them had to compete with the private
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sector for managerial staff with special experience and expertise.  Many
of them are also required to operate under prudent commercial principles.

4. The main tasks of the consultancy study are to determine whether
the existing remuneration packages of the senior executives in the bodies
under study are in line with those holding comparable positions in the
private sector in Hong Kong; establish for them comparable and
competitive remuneration packages; formulate different sets of guidelines
on remuneration policy and practices for use by these bodies and advise
on effective adjustment mechanisms and suitable arrangements of
“disclosure” of remuneration information for these bodies.

5. As the Government is separately reviewing the role, mission and
range of services of Hong Kong Productivity Council, details of the
consultant’s findings pertaining to the Council are not included in the
Final Report but forwarded to the Secretary for Commerce and Industry
for reference.  Hence the report covers 10 selected bodies and two of
their subsidiaries.

Analysis of Remuneration Packages

6. The approach and methodology of the study are explained in
Parts 2 - 5 of the report.  In brief, the consultant invited about 160
private firms in Hong Kong to participate in a survey on the
remunerations of their senior executives.  Data were subsequently
collected from about 80 of them which agreed to take part in the study.
Different comparison groups were then proposed for the selected bodies
under review.  The number of private firms chosen for comparison with
each of the bodies varies from ten to 25.  The selection of comparison
companies for each body under study took into consideration:

(a) the talent pool from which the body draws its executive talents;

(b) the industry in which the body operates, or the characteristics of
the operating environment of the business; and

(c) the relevance of general executive and managerial capabilities,
where specific comparison companies could not be identified.
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7. The consultant has calculated various remuneration aggregates
such as base salary, fixed remuneration, short-term incentive, total
earning, long-term incentive and total direct compensation for each senior
position in these comparison companies.  Statistics on the median of the
total remunerations were then determined for each tier of the comparison
groups.  By introducing appropriate adjustments to these medians, the
consultant was able to derive different recommended remunerations for
the senior executives at different tiers of the selected organizations.  The
rationale for the adjustments is explained in Part 5 of the report.  The
major principles are:

(a) the median of the total remuneration of the relevant tier of the
comparison group should provide a reasonable and competitive
benchmark for the relevant position under review;

(b) qualitative factors pertaining to the position under review such as
prestige, job security and degree of public scrutiny should apply
in determining an appropriate adjustment of the median, if any;

(c) the prevailing mix (i.e. percentage of fixed pay versus variable
component) of remuneration packages applicable to the relevant
tiers of the comparison companies should provide the basis for
deriving the mix for the relevant body under study.  If the
consultant does not consider it appropriate for a certain position
under review to follow the market remuneration mix, it will
recommend a different mix for the post; and

(d) the governing board or committee of the concerned organization
will have the flexibility to use the consultant’s recommended
conversion factor to derive an equivalent remuneration package
with its preferred mix should it wish to have a more significant
portion of fixed pay versus the variable pay or vice versa.

8. As far as qualitative adjustment is concerned, the consultant has
assessed a number of factors including the size and complexity of the
organizations under review, their certainty of availability of resources, job
security, exposure to public scrutiny, and prestige and honor of the senior
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positions.  The consultant came to the view that some of these factors
could be justifications for higher salaries while others could work to
reduce the remuneration levels.  The impacts of these factors should
more or less neutralize one another for most of the positions reviewed.
The only two positions for which the consultant has proposed a
downward adjustment of 10% are the Chief Executive of Hong Kong
Monetary Authority and the Chairman of Securities and Futures
Commission.  There is general perception that these two positions are
most influential in that they would affect the functioning of Hong Kong’s
financial markets, which are among the largest in the world.  The two
positions enjoy relatively high prestige both locally and internationally.

9. As for the conversion factor for enabling the conversion of some
variable portion of a package into fixed remuneration, the consultant has
adopted an across the board conversion factor of 1.5 in its calculation.
The consultant explained that some private firms have used conversion
factors ranging from 2 to 3.5 when they sought to replace a certain
portion of the fixed pay of their staff by short-term variable pay.  Taking
into consideration the nature of the bodies under study and the limit to the
reasonable extent of trade-off between certainty of remuneration and
variability of total earnings, the consultant considered the use of the
factor of 1.5 reasonable.
 
10. A summary of the consultant’s proposed remunerations for the
senior executives of the bodies reviewed is at Annex C.  The tables
contain the following detailed information for each position/ tier of
positions reviewed:

(a) the median level of remuneration of the comparison companies;

(b) the prevailing market mix;

(c) the adjustment for qualitative factors; and

(d) the proposed remuneration level and proposed mix for the
position/ tier under review.
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Regular Adjustment Mechanism and Disclosure Arrangements

11. On the annual or regular adjustment of remuneration, the
consultant has proposed that each of the bodies under review should track
the levels and trends of its designated group of comparison companies
following a consistent and defensible methodology.  It should focus on
ensuring that the total direct remunerations of the concerned positions are
competitive, with a mix consistent with market practices or as adjusted in
line with the characteristics of the organization concerned.  Each body
should have a committee designated to deal with remuneration issues.
The committee should set the remuneration policy for the senior
executives, determine the organization’s budget for salary adjustments
and variable incentive awards, review the market pay levels and trends,
and recommend to the governing board or committee the actual salary
levels, revisions and bonus payments particularly for the chief executive
officer.  Where specific legislative provisions apply, the governing board
or committee should seek the final approval of the statutory authority as
required.

12. The consultant has not included in the Final Report the current
remunerations of the senior executives of the bodies under review.
Publication of such data would require the consent of the concerned
individuals.  It will be for the governing boards or committees of these
bodies to consider whether and how to address public enquiries about the
comparison of their employees’ existing remunerations with the
consultant’s recommended packages.  Nevertheless, the consultant has
proposed that in the longer run, details of the remuneration of the chief
executive of a body should be made public, as well as the aggregate
information on the remunerations for the other senior executives.  Such
arrangement is in line with the trend in overseas countries such as UK.
Details of the consultant’s recommendations on the adjustment
mechanism and disclosure arrangements are in Part 5 of the report.

Assessment

13. The consultant’s recommendations on the remuneration levels
and mixes of the bodies under review are based on its analyses of the
remunerations of the comparison companies and application of the
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adjustment principles explained above.  The methodology is acceptable.
We also consider the concept of introducing adjustments for qualitative
factors and enabling conversion between the fixed and variable
components of a remuneration package agreeable.  The consultant has
exercised its professional judgment in the selection of the comparison
companies, determination of the percentage figure as the adjustment
factor, and calculation of the conversion factor.

14. The governing boards or committees of the concerned
organizations should continue to have the discretion to take into account
other factors in determining the remunerations of their senior executive
appointments.  These factors may include:

(a) the market pay condition for special functional areas;

(b) the competence, qualification and performance of a
particular individual; and

(c) differences in job nature for positions at the same tier and in
levels of accountability for positions at different tiers.

If an organization considers the background, capability or performance of
a particular individual serving as the chief executive should justify a
higher or lower remuneration than the market median, it could offer him
or her a correspondingly different package from what the consultant has
recommended.  In these circumstances, we expect the governing board
or committee of the organization to say so when it discloses information
on the remuneration of the individual concerned in future.  For the
second and third tier positions, we generally consider variations within
the range of plus or minus 25% from the consultant’s recommended
remuneration levels acceptable, particularly to take account of the diverse
functions and responsibilities that individual division heads may carry out
at these levels.  In other words, the remunerations proposed by the
consultant should be regarded as indicative rather than absolute
references.

15. As for the adjustment and disclosure arrangements, the key
principles should be objectivity and transparency.  The consultant’s
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suggestions provide a useful framework for the selected bodies to review
their existing policies and mechanisms.

The Way Forward

16. The concerned governing boards or committees play an
important role in overseeing the propriety and transparency of the
remuneration policies and arrangements, and formulating their
recommended remuneration packages to the relevant authority for
approval.  We will send a copy of the consultant’s Final Report, together
with the detailed findings and recommendations pertaining to individual
organizations to the respective governing boards or committees for
consideration of adoption.  We will invite the governing bodies to report
to the responsible Directors of Bureaux the outcome of their deliberations
and the implementation of the consultant’s relevant recommendations in
six months.  We will make it the Administration’s policy and require
each of these bodies to report annually to its Director of Bureau the
detailed remuneration arrangements for each of the three layers of its
senior executives, the compliance of the remuneration arrangements with
the established principles set out in the consultancy report, any deviations
from the principles with justifications, together with a full list of
comparison companies used in coming up with the remuneration
packages.  The Director of Bureau should also be kept informed
whenever adjustments to the remuneration policy or packages are made.
The concerned boards or committees will also be reminded that their
decisions to modify existing remuneration packages should not affect on-
going contracts of the senior executives.  Rather, they should apply only
upon renewal of the contracts of the incumbents or appointment of new
executives.  We will also remind the governing boards or committees of
the need for public disclosure of their remuneration packages and
compliance with the established guidelines on an annual basis.  In
respect of those bodies that are receiving recurrent subvention from
Government, they should also give due regard to the subvention
guidelines, particularly if they were to consider an increase in the
remuneration levels.
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FINANCIAL AND STAFFING IMPLICATIONS

17. Implementation of the consultant’s recommendations will have
no financial or staffing implications for the Government.

ECONOMIC IMPLICATIONS

18. Setting the remunerations of senior executives of statutory
organizations and other relevant public bodies with due regard to the
respective remuneration structure and trend in the corresponding
segment of the manpower market, as well as the particular characteristics
and requirements of each of the organizations involved, will enable those
organizations to continue to attract and retain the appropriate managerial
and professional expertise at the senior level required for conducting
their proper functions.  In this respect, the recommendations should be
positive for both the local manpower market and for the roles such
organizations are expected to play for the economy.

SUSTAINABILITY IMPLICATIONS

19. The consultancy study and its recommendations should have no
major sustainability implications.  Implementation of the study
recommendations should in the long run enhance the objectivity and
transparency of the remuneration policies and adjustment mechanisms of
the bodies under study, whilst maintaining their competitiveness in terms
of attracting and retaining well qualified and experienced personnel from
the private sector.

PUBLICITY

20. We shall arrange to brief Legislative Council Members and the
media. A press release will be issued and a spokesman will be available
to answer the media and public enquiries.
 
ENQUIRY

21. Enquiries to this Legislative Council Brief may be directed to
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Mr Sidney Chan, Assistant Director of Administration (Review) at
telephone no. 2810 2205.

Administration Wing
26 June 2002 

















































Annex B

Review of Remuneration of
Senior Executives of Statutory and Other Bodies

Scope

1. Airport Authority Hong Kong

2. Hong Kong Monetary Authority*

3. Hong Kong Productivity Council

4. Hong Kong Science and Technology Parks Corporation

5. Hong Kong Tourism Board

6. Hong Kong Trade Development Council

7. Kowloon-Canton Railway Corporation

8. Mandatory Provident Fund Schemes Authority

9. Mass Transit Railway Corporation Limited

10. Securities and Futures Commission

11. Urban Renewal Authority

* The study also covers two subsidiaries of the Hong Kong Monetary
Authority, viz. the Exchange Fund Investment Limited and the Hong
Kong Mortgage Corporation Limited.



Annex C

Summary of Proposed Remuneration 

HKMA SFC MPFA MTRCL KCRC AAHK URA STP HKTB TDC
Chief Executive
Comparison Group Median* 9,558   9,558   5,292   6,934   5,941   5,941   4,920   3,875   3,800   5,084   
Market Mix (% variable) 64% 67% 36% 48% 40% 40% 40% 46% 37% 27%

Qualitative Factor -10% -10% 0% 0% 0% 0% 0% 0% 0% 0%
Proposed Mix (% variable) 20% 15% 15% 40% 40% 40% 25% 25% 20% 25%

Total Remuneration (at Proposed Mix)* 7,250   7,033   4,902   6,721   5,941   5,941   4,652   3,579   3,569   5,047   

(*in HK$000)
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Annex C

Summary of Proposed Remuneration 

HKMA SFC MPFA MTRCL KCRC AAHK URA STP HKTB TDC
Second Tier Executives
Comparison Group Median* 5,011   4,734   3,654   4,074   4,074   3,299   2,963   2,094   2,157   3,075   
Market Mix (% variable) 42% 46% 34% 33% 33% 32% 32% 20% 16% 26%

Qualitative Factor 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Proposed Mix (% variable) 15% 15% 15% 30% 30% 30% 20% 20% 15% 20%

Total Remuneration (at Proposed Mix)* 4,536   4,219   3,410   4,029   4,029   3,275   2,836   2,094   2,149   3,009   

HKMA SFC MPFA MTRCL KCRC AAHK URA STP HKTB TDC
Third Tier Executives
Comparison Group Median* 3,280   2,734   2,469   3,299   2,093   1,565   1,472   2,184   
Market Mix (% variable) 45% 34% 29% 32% 20% 21% 26% 20%

Qualitative Factor 0% 0% 0% 0% 0% 0% 0% 0%
Proposed Mix (% variable) 15% 15% 15% 30% 20% 20% 15% 20%

Total Remuneration (at Proposed Mix)* 2,935   2,552   2,348   3,275   2,093   1,559   1,415   2,184   

(*in HK$000)
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