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Mr MILLER, you may now proceed with your oral statement.
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Mr J A MILLER, Director of Housing:

Thank you, Madam Chair. Thank you for the opportunity to say a few
words on our various reforms.

We have aready circulated a detailed paper setting out the progress in the
implementation of the 50 initiatives proposed by the Housing Authority in its
"Quality Housing— Partnering for Change" consultative document. Many of
these initiatives were subsequently endorsed by the Construction Industry
Review Committee, and the paper cross-refers to that Committee's report where

appropriate.

In brief, we have implemented all the initiatives, which it is possible for us
to act on independently. In particular, we have stepped up supervision and
policing of our projects. | do not propose to recite the list of improvements here,
rather | prefer to focus on what is still to be done. The initiatives which remain
to be implemented are:

— the transfer of responsibility for Building Control over Housing
Authority projects to the Buildings Department;

— the setting up of a Construction Industry Workers Registration
Scheme;

—  the setting up of an Organised Specialist Sub-contractors Registration
System; and

— adjustments to the Housing Authority's Building Committee and List
Management Committee.

The first of these is a complex issue and will require amendment to
legidation. Pending this, as Members, | think, are aware, we have established
an Independent Checking Unit in the Housing Department, with the assistance of
colleagues from the Buildings Department. This is functioning well, but it is a
temporary arrangement, and | would like to say a few more words on this subject
in amoment.

The setting up of a Construction Industry Workers Registration Scheme and
an organised Specialist Sub-contractors Registration System are, | believe,
essential pre-requisites for lifting the overall quality of the industry's workforce
and their sense of pride in what they do. However, both require industry-wide
agreement and for this we are dependent on the work of the Provisional
Construction Industry Coordination Board. As regards the fourth item,
adjustments to the Housing Authority's Building Committee and List
Management Committee, these have been held in abeyance, pending the outcome
of the Government's review of the institutional framework for public housing.
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To come back to the subject of building control, | would like to make two
points in re-emphasizing the importance which | attach to this item. The first
point is philosophic: the public has, | believe a right to expect that there should
be only one standard for building safety in Hong Kong and only one Authority to
enforce it. The setting up of the Independent Checking Unit in the Housing
Department meets the first of these conditions, but not the second. It can
therefore be only an interim measure.

The second point concerns sanctions against those who flout the regulations
and potentially endanger public safety. To my mind this cannot be simply a
contractual matter. This cannot be something for which some small fine or
forfeit, whether in terms of temporary loss of tendering opportunities, or other
short-term disciplinary measure, is appropriate. This is a serious matter
deserving of criminal sanction. At present, building industry professionals
working on private sector projects are liable to such a sanction. Those working
on HA projects, whether public or private sector employees, are not. That
cannot beright.

In this context, | note that already a dozen building industry professionals,
mainly engineers, were sentenced to imprisonment, for terms of up to three years
and eight months, as a result of piling incidents, during the same time as the
problems which we encountered. | think that underlines the point.  In terms of
the mix of carrots and sticks proposed by the HA in its reform document, thisis
clearly avery big missing stick. The sooner it is put in place, the better.

Madam Chair, at this juncture | would like to stress that our pursuit of
improvements has not stopped with the publication of the Housing Authority's
reform document, rather we regard it as a starting point. The reforms proposed
by the HA involved both treatment of immediate symptoms, as well as a serious
attempt to understand and treat the causes of the wider malaise within the
construction industry. Early on in this saga, in a Housing Panel Meeting in this
Chamber before this Select Committee was established, | posed the question:
what is it about construction, which generates such alack of trust? Which other
industry is so litigious, hiring specialist claims lawyers to fire off letters to the
client even before the ink is dry on the contract?

In the Housing Authority's reform document we used the word " Partnering"
to characterize a joint desire to change the basis of the traditional relationship
between the Housing Authority as client and the contractors and consultants who
work with us. With the support of the industry, we have introduced
"partnering” arrangements on HA projects. We have had some success, some
limited success. The limitations are partly human ones. They relate to long-
established attitudes; progress on this front will require cultural change by all
parties. However, the limitations are also contractual .
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The two factors defining the relationship between client and contractor are
first, the method of procurement, and second, the form of the contract. In free
and open discussion with our partners, it became apparent that risks were
inequitably shared between client and contractor. This was particularly the case
with piling contracts. As you know, the Housing Authority moved quickly to
rectify the position, asis mentioned in the paper already tabled.

Superstructure contracts do not involve the same degree of risk as those for
sub-structures.  Nevertheless, ssmple economics manifestly still apply. If |
might quote from that great nineteenth century figure, John Ruskin: "It is unwise
to pay too much, but it is worse to pay too little. When you pay too much, you
lose a little money — that is all, when you pay too little, you sometimes lose
everything, because the thing you bought was incapable of doing the thing it was
bought to do. The common law of business balance prohibits paying alittle and
getting alot — it cannot be done.  If you deal with the lowest bidder, it iswell to
add something for the risk you run.  And if you do that, you will have enough to
pay for something better. "

Now the Housing Authority is already to some degree selective about those
with whom it does business, and, contrary to popular belief, it does not
automatically always award contract to the lowest bidder. Nevertheless, the
traditional public sector procurement philosophy has always tended to be price-
led. The industry has responded well to calls for improvements to quality, and
it has been a particular source of satisfaction to all concerned that flats
constructed during the "peak" have attracted remarkably few complaints after
occupation. Even so, two points are clear:

—  first, as we further tighten and elaborate our systems of supervision,
guality control and independent audit, the law of diminishing returns
beginsto operate;

— secondly, for aslong as a contractor's profit is the client's loss and vice
versa, there can be no sense of common purpose.

With these points firmly in mind, we looked to overseas experience, we
very quickly found that we were not the first to have asked the questions | posed
earlier. Exactly the same questions were posed by Sir Michael Latham in the
United Kingdom, when he was commissioned to review the industry's problems
there in the early nineties. There was a general sense of dissatisfaction in the
UK among client, contractor and consultants. The industry collectively spent
more on lawyers, courts, claims and disputes than it did on research and
development. United Kingdom Treasury research at the same time established
that almost all public sector contracts — building contracts were delivered |late and
over-budget, and tended to incur heavier than anticipated maintenance expenses.
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The result had been aradical reform to public sector procurement practice in the
United Kingdom, and reduced costs.

In November 2000, following further discussion with our partners, we
announced our intention to follow this example and move towards more
appropriate procurement systems, systems which fundamentally change our
relationship with our partners, and which are designed:

— tosharerisk and reward,

—  to spread that risk and reward equitably through the supply chain;
—  toreward excellence at al levels,

—  toensure Site safety;

—  tolift the status of the workforce through investment in new skills;
—  toencourage design innovation;

—  tooffer incentives for technical innovation;

—  to sharethe savings achieved through value engineering;

—  toavoid disputes; and

—  toensure speedy settlement at the end of contract.

These things obviously are easier said than done, but work is aready well
advanced. An essential component of such arrangements is a more selective
approach to choice of building contractors and the Housing Authority has already
established a "Premier League’. We will shortly be seeking the Housing
Authority's Building Committee's agreement to invite contractors in that League
to bid for the first project to be let on what is termed a "Guaranteed Maximum
Price", open book basis. Under this arrangement, contractors will be involved
in each project from the design stage, and will have every incentive to innovate,
to propose ways of producing savings and to secure quality. | regard this
initiative as particularly important, given the current depressed state of the
industry.

In advance of this, we have reviewing one other aspect of our procurement
arrangements and that is our listing system for approved suppliers. In the past,
with a high degree of standardization, the Housing Authority has sought to
maintain quality by operating a listing system for approved suppliers of a large
number of components. In some cases there have been abuses, and disciplinary
measures have been necessary.  For the future, however, | believe this approach
has largely outlived its usefulness.
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As we move deliberately away from an overly-standardized approach to
design and towards a more site-specific approach, we will be opening up the lists
of products and suppliers. Subject to broader quality specifications, we will be
giving both our designers and our contractors greater latitude in choice of
materials and components. Using the proposed new procurement arrangements,
the UK experience suggests strongly that this will result in both better quality and
significant savings.

Madam Chair, none of this in any way detracts from the need for
continuous review of and improvements to our methods of project management,
supervision and auditing, nor the need for discussion with and training of our
staff. Thelr skills and their professionalism, their experience and their vigilance
remain our first line of defence, and we will continue to invest in them.

Finaly, if | may say, a few words about corruption. My policy is zero
tolerance and constant vigilance. Where suspicions are aroused, whether by
internal audits or complaint, we work closely with colleagues in the ICAC to
identify and remove bad apples, be they public or private sector employees. We
also continue to work closely with colleagues in the ICAC to eradicate
opportunities for corruption by constant scrutiny of our design specification,
procurement, supervisory and checking systems.

Madam Chair, in closing | would like to place on record my sincere thanks
to the Hong Kong Construction Association, the Professional Institutes and the
many members of the CIRC and Provisional Board, who have given and continue
to give freely of their time and experience in helping devise and take forward our
reforms. Thank you.

Chairman:
Thank you very much, Mr MILLER.

Mr MILLER and Ms FUNG, may | first of al pose the following question
to you: could you please tell us whether the improvement initiatives proposed by
the Housing Department are basically addressing the problems arising from the
several incidents, in particular the Tin Chung Court and the Yuen Chau Kok
incidents or whether they are aimed at solving the building problems of public
housing at an institutional level from a macro perspective? Whose views of the
Housing Department were consulted before formulating the improvement
initiatives, apart from those associations mentioned in the last paragraph of Mr
MILLER's ora statement?

MrJAMILLER:
Thank you, Madam Chair.
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Chairman:
Mr MILLER.
MrJA MILLER:

| think the ssmple answer is the second of your two-part question.
Obvioudly the reform document started as a reaction to quite specific problems
and, to that degree, some of the recommendations in the origina reform
document deal with what one might call "the symptoms' of what we have
encountered but, even within that reform document as we drafted it and as we
consulted with the industry and those who work with the industry, it became
apparent that we had to deal with rather more than just symptoms. We had to
look for root causes.

Root causes, | have described here in my opening statement, as being partly
to do with the economics of our relationship as a Housing Authority with our
contractors and consultants; in addition to addressing problems which have been
identified by various independent reports in the way that the Housing Authority
and the Department have organised themselvesin the past. So there are, if you
like, two partsto this, possibly three parts.

One is the longer term contractual aspect; one is a look at the organisation
of the Authority's or Department's systems; and the other is the wider industry
reform which was picked up and elaborated in the CIRC report.

In answer to the second part of your question — who have we consulted?
There is a list, | think, attached to the origina reform document and its
elaborated form which, | think, was published in April 2000, that contains all of
those with whom we consulted. In short, they involve al of the professional
associations, the Hong Kong Construction Association, various academic bodies,
various non-professional associations who are associated with the industry and,
at the time we first started the consultation, we invited anybody who had an
interest to writein.  Clearly, we have also consulted in some detail with our own
staff and staff associations.

This is not something which simply stops with the original consultation.
What we have tried to engender as part of the reform, both within the department
and with our contractors and consultants, is an ongoing learning process. When
we encounter problems, we encourage all parties to address them. That is part
of the partnership approach. In my own visits to sites, we have joint meetings
of both my own staff and the consultants and contractors' staff in which we sit
down and we say, "What have we learned from this project?’ This | regard as
something which one has to keep doing, so we try to engender a culture of
continuous learning rather than simply say, "Well, we've dealt with the problem.
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Let's move on." It is not an area where | think we can ssimply say, "We'll shut
the book and stop.” Thank you.

e
Thank you, Mr MILLER. fr]#E Z&5E & -
Ir Dr Hon Raymond HO Chung-tai:

Thank you, Madam Chair. | would like to ask Mr MILLER about certain
opinions expressed by some organisations or individuals. | would like to put to
you the first one, for instance, some have suggested that the Housing Authority
should not really assume the role of services and product provider but rather it
should focus on the role of financing and monitoring because the Housing
Authority, as it is, if it is ssimply involved in both, it could result in a certain
amount of conflict of interest. What is your opinion, Mr MILLER?

Mr JA MILLER:

Madam Chair, am | entitled to offer an opinion as opposed to answering the
question in fact?

Chairman:
Y ou are here in your position as a representative.
Mr JAMILLER:

| am not reluctant to answer. Do not misunderstand me. | just wished to
make sure | was entitled.

Chairman:

| think you should respond in your official capacity and not your personal
view.

Mr JA MILLER:

Thank you. | think at the root of the question, if | understand Dr HO
correctly, is a perception that over time, the government's intervention in the
marketplace has become overly large and the organisation which is responsible
for implementing policy has grown with it. | have to say | agree with that.
Part of the long-term housing strategy has been to gradually reduce the
government's role in direct provision. This is a point on which both the Chief
Secretary and the Secretary of Housing have commented over the last 2 or 3
years, that gradually we should move away from the simple provision of bricks
and mortar and substitute various forms of financial subsidies.
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| think it is common international experience that where a large public
sector organisation intervenes in alarge way in the economy, then you get severe
dependencies between that organisation and bits of the industry with which it
interfaces. | think we have quite clear examples of that. One of the
consequences of that is that once you decide that you need to reverse out of this
position, you have to do so in a gradual way because it will take time for your
partner to adjust to the new position. Government has already made some
announcements about its intentions to move away from direct provision and
towards financial subsidies. That trandates into a reduced production by the
Housing Department of, for example, Home Ownership Scheme Units. Yes, to
that extent | agree with you, Sir.

Ir Dr Hon Raymond HO Chung-tai:

Mr MILLER, in fact, thisis a very wide subject. Perhaps we could focus
on small number of areas, so that we can go into them abit more deeply. Firstly,
are you saying that you should continue to be involved in policy decisions or
involved in making proposals to government in respect of housing policies?
That isthefirst one.

Secondly, will you be more involved in ensuring the end products are in
line with certain results of your R & D (Research and Development) efforts, so
that you can even take the lead of the construction industry in the future because
of the amount of housing construction that you are undertaking?

Chairman:
Mr MILLER.
MrJA MILLER:

To answer the first question, housing policy is set by Centra Government.
The macro housing policy is set by Centra Government, not by the Housing
Authority and not by the Housing Department. The Housing Authority or the
Department are the delivery agents for government's housing policy.

As to the second point, for as long as the Housing Authority and the
Department are responsible for significant volumes of housing production —
historically it has been two out of every three new housing units built and as long
as we are responsible for even half of that, then clearly we owe it to the
community to set a lead in terms of standards, a lead in terms of technical
innovation. | think the records show that, for example, in the area of
mechanisation and in the areas of modernisation, as | said previoudy in this
Select Commiittee, the Authority has traditionally led.
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Ir Dr Hon Raymond HO Chung-tai:

If | just take you a little bit further on the second area. If you have your
usual resources to undertake more R & D work so that you can establish more,
for instance, initial data, in that case you can produce better products in the end.
Would that be one of the areas you would be looking at?

Mr JA MILLER:

Yes. | think there are two waysin which we can do that. Thefirst oneis
research. | made the point just now that in the UK they found they were
spending more on lawyers and claimsin litigation than they wereon R & D as an
industry. | think you would, without too much research, probably find exactly
the same thing in Hong Kong. That was one of the reasons the Authority
proposed the establishment of aresearch fund and voted $20 millionto it. That,
| think, is very necessary.

There is another area. In the past, where the Authority has hired outside
consultants, it has tended to do so for what one might call "purely supervisory
work" and | have to say | think that's not really value-adding. If we are going to
hire outside expertise then we should be hiring that outside expertise for the
value added of new design and innovation.

Chairman:
Mr HO.
Ir Dr Hon Raymond HO Chung-tai:

Mr MILLER, can | go on to ask you for your opinion on certain people's
proposals and suggestions that, perhaps you should allow the private sector to
take part in certain of your projects, so that they can bring in their own ideas and
their own efforts to supplement yours or, in a way, to have some competition
with yours so that certain improvements can be achieved intheend. Would you
be considering thisin the future?

MrJA MILLER:

Yes, we have. In the past, government has already done that. One of the
objectives of the introduction of the Private Sector Participation Scheme back in
the early 80's was, in fact, to try and get a degree of competition in the design of
Home Ownership Scheme standard flats. More recently, as avery deliberate act,
the Housing Authority opened a project to community wide competition and the
am there was to try and help us lift the game as a community, not just the
Authority. We had pursued for several years in the interests of both achieving
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uniform standards and of reducing costs. We had pursued a policy of
standardisation. | think the consensus, both within the community at large and
within the industry, is that, the process has been taken about as far as it usefully
can and there is already quite alot of criticism about an overly standardised field
to the production. So we have deliberately gone about seeking new input
through this first competition.

The maximum price tender — open book arrangements, which | described in
my opening remarks, are designed to take that further. We want to bring the
private sector into the contract for each project prior to the design stage, so that
we will get input from the industry in terms of technical innovation, buildability,
in terms of design, right at the beginning and to use that to drive a process of
improvement both to standard, quality and cost-savings. It has been tried
successfully in the UK. There are some examples in the private sector in Hong
Kong of that type of arrangement. | see no reason why it should not also
succeed in the public sector.

Ir Dr Hon Raymond HO Chung-tai:

Mr MILLER, some people have also suggested that you should consider
privatising your own design team, so that in the end your design team would
have to compete for your own work, so that you can achieve the best results in
terms of costs and quality. Would you agree with that?

Chairman:
Mr MILLER.
MrJA MILLER;

Asl've said earlier, when you've built up a large machine and that machine
has an interface with avery large part of the industry, one has to be careful about
how quickly one adjusts it. The sort of measures | have just described are a
process of adjustment, just beginning. Thank you.

Ir Dr Hon Raymond HO Chung-tai:

Mr MILLER, would you also be considering the opinions of your own staff
in this respect because they may consider some loss in the sense of security in
their employment because in the end, they may have to go out to do this at the
risk of losing their own employment in the end?

Chairman:

Mr MILLER.
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MrJA MILLER:

In al of these reforms, we have discussed intensively with our staff and
we'll continue to do so.

Ir Dr Hon Raymond HO Chung-tai:
Thank you, Madam Chair.
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Chairman:
Mr MILLER.
MrJA MILLER:

Thank you, Charman. The simple answer is "Yes'. Before we
published the reform document in the year 2000, we had a period of
approximately 4 months in which we consulted widely with our partners. It was
a salutary experience. | think at the start there was a certain reluctance or
shyness on the part of our partners to be frank, but | think as the process went on,
and as Rosanna WONG encouraged them, and as | encouraged them, the
exchanges became more and more frank. There was an understanding that we
meant business, and by the end of the day, there were some really quite candid
comments being made about the way the Authority had previously conducted its
business, about the way our own staff had behaved; about the general
dissatisfaction on the part of al those involved, with what had become
confrontational situations on site; arecognition that things had got unhealthy.

It was, therefore, when we put the reform document out to consultation, the
industry welcomed it.  Since then, we've introduced, as | said, amost everything
which we said we would, in that report, and a few other things. Weve
obviously changed our opinion in some areas as we moved along. We continue
to get feedback from our partners. We haven't been able to introduce partnering
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arrangements with all projects. Bearing in mind that when we started we were
in the middle of the peak, an enormous peak, of production; and you cannot
simply change the engine while it's driving downhill at ahigh speed. Wehad to
do it as the new contracts camein.

| think if you do an honest survey of our partners, as we've tried to do,
you'll find a 50-50 response, and that reflects the fact that these measures have
been introduced progressively. The tail end of the old contracts is less
satisfactory than the contracts which have been let more recently. But even
then, with some of the old contracts which got into difficulties for one reason or
another, we've done our best to work with our partners to solve their problems.
This was particularly the case with piling contracts where the Authority
recognised that the previous contract form was unduly punitive in terms of, for
example, liquidated damages, and where contractors had difficulties, we
therefore eased those liquidated damages and helped them through to the end of
the project.

| said in my opening statement that we've had some limited success. |
think that's about it. We're making progress. There's quite a lot more to do.
Thank you.

RERFA -
ERE I

Chairman:
Perhaps, may | interject here? T v 5 7F [t $2 fi] — {6 [ &8

| just wish you, Mr MILLER, to tell us whether you sought understanding
from the professional bodies, and also your partners, so to speak, on your
inability to apply the new concept to existing contracts. Did you attempt to seek
that understanding? The reason why | ask this is that we have been seeing a
number of these professional bodies and they seem to give us the impression that
there is a lot of skepticism about this new concept caled "partnering”; and if
there is such skepticism amongst those who are supposed to be your partners,
then | don't think your new concept can apply.

MrJA MILLER:

Madam Chair, I've said in my opening statement that partnering is not a
panacea, and until we change fundamentally the basis on which we procure, then
we're not going to be making as much progress as we should. But, yes, we have
tried to work with the professional associations.
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If we look at — take the example of Consultant Architects, when the
Authority was faced with this massive peak of production, it deliberately took a
decision to try and outsource the excess production to Consultant Architects.
The experience has not been a happy onefor all. The performance of the larger
firms has been what one might expect, a good bell curve — very good, not so
good, awful. The experience in the smaller firms has been remarkably good.
That's a generalisation, but for many of the firms involved, this was a first-time
experience of working with the Authority on public housing projects; and for all
of those, it was a learning experience. Some, to be frank, came in with a pre-
conceived ideathat "it's only public housing”, and that somehow standards would
not be quite the same as were expected in private sector construction. It took
them a little while to wake up to the fact that we expected high standards. For
them, that was a difficult learning experience; for others, we had no difficulty at
all.

| think it's very difficult to generalise about the experience all the way
through this process. There are some with whom we've had serious problems,
and certainly the loudest complaints have come from them.

-
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Chairman:
Mr MILLER.
MrJA MILLER:

It has been an enormous help. | don't think you can solve problems
without first admitting they exist; and the first stage of the reform, in ssmply
talking to all our partners, was a general confessional. We were all admitting
that these problems exist, and looking for ways to improve on them. As I've
said, we have to take it further, and to my mind, the most important incentive, as
opposed to stick, if you're taking things further, is to look harder at our methods
of procurement.
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Chairman:

Just one point. The question is posed in Cantonese; the answer comes in
English. We understand, Mr MILLER, that you are conversant in both English
and Chinese, but the interpreter has difficulty.

Mr J A MILLER:
I'm going to apologize. I'm sorry.
Chairman:
| think the best way, in order for the trandlation to take place...
MrJA MILLER:
To slow down.
Chairman:

Because we're speaking two languages, one Cantonese, one English; for the
guestion to be asked and the trandlation, allow a bit of time for the translation to
filter through first, before you put in your answer. Similarly, if you answer in
English, and Mr CHAN or some other Member wishes to ask further questions,
allow time for the trandation to take place.

MrJAMILLER:

My apologies. Please accept this.
ZE

B S5 bR 3% 2 - Yes, Mr MILLER?
MrJAMILLER:

Could I ask Ms FUNG to elaborate on the point?
Chairman:

OK. MsFUNG?
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Chairman:
Mr MILLER.
Mr JA MILLER;

I'll say afew words first, and again I'll ask Ms FUNG to supplement. The
purpose of introducing this type of dispute settlement, the advisory system, is to
try and reduce the costs of litigation and arbitration which frankly become
excessive over time. If the relationship is confrontational, then at the end of the
day there is going to be a protracted dispute; both parties are going to have to pay
additional costs, and you may end up two or three years down the track before
the contracts are settled. To my mind thisis totally unheathy — point 1. Point
2: on the ground, while the arguments are going on, you'll get delays. That's
quite clear.

The advisory system has been used in other parts of the world. It has been
used elsewhere in Hong Kong. Our experience so far has been quite
encouraging. Essentially if any party to the project feels aggrieved and feels
they're not getting the treatment they deserve, or they're not getting sensible
decisions quickly enough, they can escalate this and bring in the adviser.

This is not a contractual thing. It's ex-contractual. It is advisory. It's
not binding, but we have found, along with the partnering arrangements, that it is
helping to, if you like, lubricate the system. | think as our partners become
more familiar with it, they'll find it a very useful avenue for taking things
forward.

Ms FUNG.
ZE -
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Chairman:

Mr MILLER or Ms FUNG?
BEEXT :
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Chairman:

Mr MILLER.
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MrJA MILLER:

I'll answer first, if | may. I'm conscious that there was considerable
dissatisfaction with the 50-50 system which was operating in 97-98. Prior to
that it was a negotiated fee system which applied, | think, in the two cases which
the Committee has looked at. The modified two-envel ope system, which we've
referred to, is now a 70-30 split for standard design; 80-20 for non-standard
design. The principa modification isthat we only open the fee envelope for the
top three technical score tenders. Everybody else we ignore. It's early days
yet. Wehave only had, | think, four projects so far.

But it is quite an interesting result in that in al the successful cases, the
tenders went to the tenderer with the highest or second-highest technical score.
So quite clearly the technical side is outweighing pure price. Obviously we will
continue to watch this, and we will be continuing to consult with the professional
institutes, sharing our experience with them on this.

EY&
wEHHE -
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Chairman:
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MrJA MILLER:

In general terms, regardless of whether it is the contractors or consultants, if
in the opinion of the department professionals or myself, the bids which comein
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for any contract are preemptively low, then we would draw that to the attention
of the Tender Board, with a recommendation that it be excluded. That's
practical common sense.

Chairman:
So you do look at the price first?
MrJAMILLER:

No. We'e talking about the 80-20 split per consultant. We open the top
three technical bids first, and then look at price. But if, in those circumstances,
we found that technically, the superior bid was there with a $1 price, then we
would throw it out.

FEBHA -

ERGEMN - WRERNHE o T A= F (2
DISHE AR = F BRI R B 2 55 R M) o 0 BB MR A A 05 T
P L P 7 R AR R R AT (R A B 7 o2
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{50 5 2 201 1T U 2

Chairman:
Mr MILLER.
Mr JA MILLER;

I think it's common sense, common business sense. |If somebody says
they're going to charge you a dollar, then you should expect they will only give
you a dollar's worth of quality, frankly. We wouldn't accept it. That's
practical common sense. The system is based on the assumption that all of our
professional partners will behave professionally in putting in their bids. I they
don't, then we treat them accordingly.

SFEFAFZA -

REEM MR 7067 AR R 2 B AR s
PR AR S AE ISR T o AR & — 5L B
BE IR A BT o FTREG A AY o WU 7E JE BRI o T LUKE 6 E 49
) (7 5 12 70 0 S 77 T8 ) 7 L » 401 52T 4l £ 1 » 7 %0 b1 common
sensedft BT —— I —E RN ATREHY o T S0 4 M RSB B -

28.05.2002 p.24



VEELAEFEREMNEEERZEY
Pu

Legiglative Council Select Committee on Building Problems of Public Housing Units

-
oo

o E R R EE - EARME2 S MR FD
B o MU AR MR E A - BLH R A E AR A IE - 2R RE
GE g ZE  WMEEMMTmER - MMEEET - &R
NEFEERALE? IRERZZ2RELE BAFEL » ArTDIE
EHRME M JRERRKPE . Gk WPIRLFEZ -

I 5 o [ A 953 A N NV [T = e 1 G N
i — {5 & B AE S ~ BT 3 o3 POl = 0 R R A BEARE AR L&
H A IR & f5 — {fl =] LA BE 77 0E ( E H A éE R 25 A - S8 TR O H
WXtk ERENE » AR LIGE—E+ o BEE . R EH
H A G A - 38 MR R 5 M S s - R B Ay R AE I -

il M el Em i Kk - ERAMHE AGH - BRERE . HIEE
TR ERMAE S —EE - RRMENE - HEM-EHsH
WER - g AT EEE S0y R EE -

QS(T RN &E) /T 1H » Ml A 22 L@ Z70: 30 [fjJE80: 20 75
o> B LIS AF I EE  £E T - AT ERA
o A EY K SEA R ~ EAS A 2 AT AE —(E S HE R > EA
FH—EHEANLEROAE > MmN BMESE8MEN > &5
) EEARAFE AFHREREDN -

Z/E

MAHBREEBE N HRREEFTEHERS NS SHBE - R
MENEMENER  EHRERERFRF ELLERES M-
E B AEBR Y R Y

ETFEFZAL -

ERE R o RS TR DU S B
i R

Z/E

HIPES

£ 15 HoBk

=F
-
g
il
=52
&
"B
&
N
=
_H_
(e
g
30
=F

D

[

28.05.2002 p.25



Vg ANEFREREEHNEERELERY
Legiglative Council Select Committee on Building Problems of Public Housing Units

HAT DA Fe HY 2 - TR RE R B A 2R AT - TREAT AN A - B R
B i 3% GE B S AN BE N F]) o R ANl Y B0 R o R R
KRS - AT E 5 —E (5 B R BE - A0SR B0 B o SR E
ARG ZR - WM FIHTHEER/SNES -

EY&
S GE TR
FEBHA -

[z - WRATE/NLREHE - (RE A 52 2] R A Rl E A%
G - e EE E A R R A AR - e flan— B @I RE”
I EREAKE - RNBEEIRGS - TIF&E > RETREAERM A
R RO DAEEBER - 82 - 5 LEMME R L Kt DUEE &

= e

fERAIANE » AT REE @R A HM I(E - R FEFwE LR
FHEEZE &5 8imith (iR FE L&A 2Ll Kets EE
Fiad (R E MR E > BAR E Cin-housefi 5 — L7k » R 2] T
VAR Al PR B2 - gk & O B & A - 02 75 1R A fim il B I 2

Chairman:
Mr MILLER.
MrJA MILLER:

It's a hypothetical question, but it's a perfectly valid one. Every Tender
Board faces that kind of decision, especially when the economy is not doing very
well. Every Tender Board has to make up its own mind on the best professional
advice it can get. | was fascinated in looking at the UK experience. The local
government, until the early 1990s, was legally bound to take the lowest bid,
regardless. We all know that that can be suicidal. We think we owe it to the
public to take a responsible view, whether it is for consultants or contractors.
The Authority traditionally has taken that view. We've modified the system;
we've improved the system under the reform package, and we are excluding more
lowest bids than we used to. Even in the past we have excluded preemptively
low bids. Thank you.
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Chairman:
Paragraph 12d of your written statement.
Mr JA MILLER:

Thank you. There's been debate on this subject over time. In the past,
the Authority has opted for a system where consultants can choose their own sub-
consultants. The complaint, the strongly voiced complaint in our consultation
within the industry, has been that that has allowed a process of fee bidding
informally to go on at this next layer down. Those who have been on the
receiving end of that fee bidding process feel that it has not been healthy.
We've therefore changed it.
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Mr JA MILLER:

The old system, we would hire one consultant, and we depend on that
consultant to provide all of the sub-consultants. Two problems with that, oneis
you don't have direct control; the other is discretion of informal precluding.
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Mr JA MILLER:

The industry advice, Madam Chair, is that it's preferable to what we had,
and that in most cases, sensible professionals would work together in a perfectly
normal and professional way. There might be exceptional circumstances
because of some historic dispute that might render them unhappy bedfellows.
In normal circumstances, this is the industry norm and they prefer it that way.
Thank you.

Z/E

Thank you. JREHER -
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Mr JA MILLER:

Madam Chair, all of these measures will be under constant review. Thank
you.
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Chairman:

Mr MILLER.
MrJA MILLER:

Madame Chair, my compliments first to the Honourable Member for his
excellent trandation. The second procedural point: | believe I'm not here to
offer matters of opinion but as a witness. However, | have previously, on the
21% of April last year, expressed a very firm opinion about the common
denominator involved in the more serious piling scams. This quote does not

28.05.2002 p.30



Vg ANEFREREEHNEERELERY
Legiglative Council Select Committee on Building Problems of Public Housing Units

reflect my opinion of criminal behaviour. It reflects my opinion of what best
public procurement practice should be. Thank you.

FENFEES -
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MrJAMILLER:

No, Madam Chair. As|'vesaid—sorry, | need to pause for tranglation.
Chairman:

Yes. | think you can start now.
Mr J A MILLER:

Madam Chair, as | have said on a number of occasions, contrary to popular
public opinion, the Housing Authority has not simply taken a price-led approach
to procurement. | have said that there are improvements which could be made
to the way in which the Authority procures its partner services, but as a matter of
historic record, since 95-96, in the works tenders, the Housing Authority has not
taken the lowest bid in 10% of cases. Since we introduced the reformsin April
2000, that figure has goneto 20%. Thank you.
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Chairman:

Mr MILLER.

B ANH%EWE - “The 20% referred to above relates to building tenders.”
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MrJA MILLER:

From memory, Madam Chair, | think one of the six was ruled out on
technical grounds of the financial standing of the company. | think four of the
others went to the second lowest as a result of the Preferential Tender Award
System scoring rather than any other factor. It was not simply ruling them out
because we thought the price wastoo low. These were technica adjustments on
review of either the financial standing or the performance of the tenderers by the
Building Committee.”

Chairman:

| think, Mr MILLER, we want to understand more about how you are
treating this item called "price" because we have heard earlier on that you ruled
out those bids that are unreasonably low. That we understand, but of the
remaining bids that you do look at, do you compare the prices there with your
pre-tender estimate? Because we are concerned that there may be a scenario
where actually all the prices are much lower than your pre-tender estimate,
although it may not be unreasonably low. So how do you deal with such
circumstances?

Mr JA MILLER:

In fact, | tried to answer that question earlier. All of the consideration of
tenders, whether it is for building contracts or for consultant services or for the
supply of sub-contracted products such as fire services and so on, are reviewed
by our Quantity Surveyors. They are given, if you like, a technical screening
first. They are also then looked at by Quantity Surveyors, either in-house or
contracted out, to establish whether or not there are any obvious errors in terms
of pricing relative to known market price of the goods we are buying. Clearly
there is a rough knowledge within the market-place by Quantity Surveyors of
what certain products are going to cost; and if there are glaring errors, then we
would revert to the tenderer and give him an opportunity to explain himself.

Having said that, once we have got through that process of technical review
and Quantity Surveyor's examination, we still need to look at whether or not the
bids are either competitive or what one might call "pre-empted”. Now, in most
cases, a Quantity Surveyor will use his words carefully and will say, "Thisis a
highly competitive bid." On the other hand, it may be that there is such a huge
variation in terms of individual items in the tender between two tenderers, that
any sensible man is going to raise the question, "Well, surely, this can't beright."

FANHBZBEE - “Of the six building tenders not awarded to the six lowest, three

were due to the operation of the Preferential Tender Award System, one due to the
financial standing of the tenderer, one due to adverse performance and one due to
risk management consideration.”
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There are grey areas between that. As I've said earlier, at the end of the
day, the Tender Board has to make a judgment. Is the tender price being
offered by your partner realistic? |If it is not realistic, then you are duty-bound
not to accept it.

ZE
FHEANEA -
Hon LEE Cheuk-yan:

Madam Chair, that exactly is my question. How do you define realistic
and unredlistic? Do you compare it with a pre-tender estimate? Say, if it's
below the pre-tender estimate by, say, 20%, then it is unrealistic or in any item,
not just the pre-tender estimate. Maybe Mr MILLER has mentioned, actually
any item whereby you felt it was unredlistic, then you will raise the question to
the Tender Board that this may be unrealistic, but how do you define
"unrealistic" and the margin by which you define it?

Chairman:
Mr MILLER.
MrJA MILLER:

We don't define it mathematically. But if you know that a pre-tender
estimate is X and if everybody comes in with X minus 5%, then clearly the
Quantity Surveyors are going to look at what's happening in the market-place.
If their assessment is that the tender price has, in fact, moved 5% between the
time that the pre-tender estimate was drawn up and the time that the tender was
submitted, then fine. One would look at all of those bids and say whether they
are redlistic; they are competitive.

If, on the other hand, one of the tendersis coming in at X minus 15%, 20%,
and all of the others grouped around a much narrower margin, then we will have
to ask a question about that exception. It comes down at the end of the day to
professional judgment, but it isinformed judgment, not simply arbitrary.

ZE
FHEANEA -
Hon LEE Cheuk-yan:

What is the difference between the present system and the previous system?
Because theoretically with the previous system, you also have QS to go for a
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technical screening. Does that mean the only difference now you are saying is
that the Tender Board will exercise more judgment when you look at a tender
than previoudy?

Chairman:

And how do you define "more judgment”?
Hon LEE Cheuk-yan:

And how do you define "more judgment™?
Chairman:

Mr MILLER.
Mr J A MILLER:

| think one can safely say, given the experience of the last few years,
everybody, including myself, would be more cautious. But having said that,
one of the chief differences on the work side is the better operation of the
Preferential Tender Award System, i.e. not the disincentives but the incentives
for better performance. Obviously we are running a publicly accountable open
system and, even so, the Authority needs to choose its partners more carefully.

The introduction of the Preferential Award System after discussion with the
industry, after the introduction of a much more objective scoring system, is
paying dividends. We are finding that it produces a much clearer definition of
who is performing well, and we are finding that we are not getting so many
grumbles from those who are affected by these choices.

FE
7
Ms Ada FUNG Yin-suen:

May | offer just a very brief supplement on this very interesting topic for
discussion. In fact when we assess the tenders, we are not purely looking at the
price. There are other non-price factors, such as risks, technical and financial,
and when it comes to the financia side, we will adopt the Preferential Tender
Award System where we count 80% for the price and 20% for their previous
performance based on the PASS assessment. So basically this is what we have
introduced.

But | think one very important point underpinning this whole system is how
do we choose our partners? So in the year 2000, we have established our own
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list of piling contractors; and earlier on this year, we've established our list of
ground investigation contractors as well. By doing so, we have a better control
on our partners, as to how they perform on the work they are doing for us by
regular monitoring, and we can have a kind of listing arrangement whereby they
will not be allowed to tender or be demoted, so on and so forth. By doing so,
we can have better control over who we can get for partners as a pre-tender
exercise before they are permitted to tender. Whereas for building contractors,
we have had this list established since 1990, and we introduced the Preferential
Tender Award System in 1999. So it is the whole 9 years of the assessment
where we have a solid background on data about how they behaved and how they
performed before we launched the system. But for the others, like M & E,
Buildings Services and aso for piling and ground investigation, we've just started,
SO give us some more time.
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Chairman:
Mr MILLER.
MrJA MILLER:

Chairman, if we are going to be more selective about those with whom we
do business — or, quite clearly, there are going to be those who no longer do
business with us — the way we select will be on the sustained quality of
performance of our partners. There have been arguments advanced in the past
that government, because it is big, because the program is big, should do more to
encourage smaller new entrantsand so on. | agree. We should and we should
do that on smaller jobs. But when it comes to the big, heavy stuff, there's no
point taking a risk with somebody who's new and hungry and possibly not very
experienced and possibly hasn't got the best staff. That's not the sort of risk
which an agency like the Authority should be taking. We should do things to
encourage new entrants, and we will be doing that. But for the mgjor stuff, | am
convinced that we need something like the "Premier League’ and, more
important than that, we need the sort of procurement arrangements which | have
described in my opening statement, i.e. those which bring the contractors into the
process early on under a procurement system and a contract system which allows
shared savings. The experience elsewhere has been that this both lifts quality
and produces saving.

FENHFEE -

T - WA 2 £ “Premier League” - E T E @G E®R - HE
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MrJA MILLER:

H

We tend to use it for more bigger and more complex projects, but when we
interviewed applicants for the "Premier League”, we asked them to commit to
two particular things. The first was that they would be willing to experiment
with new forms of procurement and, in particular, that they would be prepared to
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go for what is known as "open book contracts’, so that their books are open to us
and the independent Quantity Surveyors, so it is atransparent exercise. Clearly,
if we are going to experiment with different forms of procurement, as a
responsible public agency, then it has to be a transparent process.

| have to say that this type of arrangement has been used in the private
sector. It has been used on some private sector projects at the airport, for
example. It has worked well, but it does require a culture change on the part of
all parties and, with the greatest respect, it will require a certain open-mindedness
on the part of the whole chain of public accountability agencies. We have,
therefore, been consulting with the Director of Audit, Treasury, ICAC and so on
in moving forward.

Chairman:

OK.
FENFER -
EJE » #k“open book contracting” iy il B - AJ 15 2% (EEERE © RS
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Mr MILLER.
Mr JA MILLER:

| have to apologise in not answering that more specifically. We will be
learning to walk before we start running. It will be a couple of experiments.
We haven't set afixed percentage. We want to see how it works first. It will
be a minority of production.
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Hon LEE Cheuk-yan:

Do you mean that the "Premier League” is only to be introduced into some
experimental pilot projects and not to all the housing tenders?

MrJA MILLER:

Essentially, yes. It does not mean that those same firms may not bid in
open competition for other jobs.

Chairman:
Could you explain further the open book system?
Mr JAMILLER:

I will ask Ms FUNG to explain it. Some of the technical detail is quite
interesting.

FE -
o
Ms Ada FUNG Yin-suen:

Maybe | can just give a very brief explanation, bearing in mind that we are
just learning how to adopt the system. The open book system is that for some
of the sub-contract packages, the contractor will have to involve the Developer
and the Consultants and the Architects and Quantity Surveyors in letting those
tender packages for those sub-contracts, so it is transparent to all parties, first
point. And where there are savings that can be achieved, then the savings will
be shared between the employer and the contractor on an agreed split ratio. It is
a kind of "pain shared, gain shared" approach, whereby there is an incentive to
get the best value to the employer.  So basically, the concept islike this.

Asto the details, | think we will not be discussing it here. But the answer
to Mr LEE's question about the "Premier League" and the number of contracts —
when we first started to develop the system, the "Premier League" scheme, we
are saying that about 10% of the annua production, or the annual number of
contracts will be earmarked for exclusive tendering by the "Premier League"
contractors. That means those which are exceptionally complicated and of a high
technical risk and high financial value to the Housing Authority will be
earmarked for them to bid. But apart from that, all the other new Works
contracts will be going out in a similar manner as if they are normal, which
means they will not have an exclusive right over the others in tendering.
Although by virtue of their performance score, they may be authorised to bid.
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They may win or they may not; so it depends. So we are not driving the others
out of business. Thisisthefirst point.

The second point — we do encourage our partners to innovate and to get
onto the League. So for those who are capable, they can always get in.  They
can apply or we can invite them to be included in the League, so there is no
barrier to entry assuch. Itisavery open system. Thank you.

Mr J A MILLER:
Madam Chair.
Chairman:
Yes, Mr MILLER.
Mr J A MILLER:

If Members would like some brief papers describing how guarantee
maximum price...

Chairman:
That would be very helpful.
Mr JAMILLER:

And how the open book tenders work, then we would be happy to provide
them.

Chairman:

Y es, thank you.
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Chairman:
Mr MILLER.
MrJA MILLER:

Thank you, Madam Chair. | think in fairness thisis an issue on which the
industry is divided. Some of the smaller contractors, particularly the piling
contractors, feel that the wholly integrated contract would work to their
disadvantage. | have to say that my own view is that ultimately we should
move in that direction, of having a single contract; and frankly, if we go the
procurement route which | propose, then that will follow — a single contract
embracing both the sub-structure and the superstructure.

There are certainly efficiencies in terms of time and probably costs which
would result, but | think more important is that it produces a single point of
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responsibility for the finished product, and avoids argument in the event of
problems, between currently the two separate contractors. As | say, thisis a
matter on which some bits of the industry are not comfortable. We need to
work gradually onit.

F/E -
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Mr J A MILLER:

| think we've addressed that dlightly earlier.
e

e
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Hon Albert HO Chun-yan:

Thank you, Madam Char. Now, | would ask a question on the
distribution of risk. It has been suggested that in order to have a fairer
distribution of risk, the Housing Department would in due course conduct more
extensive ground investigation. Will you please tell us how extensive the
ground investigation will be, and how would such investigations benefit your
partners, benefit the contractors?

Chairman:

Mr MILLER.
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MrJA MILLER:

Thank you, Chairman. Obviously the problems we had with a couple of
piling sites made us focus first on the risks inherent in piling contracts, and we
took a number of measures to spread the risk more evenly. These included
introducing into contract better definitions of "unforeseeable ground conditions”,
making that alegitimate ground for extra time, and so on.

In the specific — to go to the specific question, we have in effect doubled the
density, if you like, of ground investigation done on each site prior to the
drawing up of the geological report and the letting of the contract. This will
provide usin the first instance with a better picture of what the ground conditions
are on a particular site, and will therefore provide the Geotechnical Engineers
with far better data on which to base their recommendations for piling type.

Second part, we are now in more cases than not, employing an Engineer's
design for the piling contracts, whereas in the past we relied on the Contractor's
design. The borehole data, the log data, will be made available — is aready
made available — to the contractor and engineer.

EE
R #E -
Hon Albert HO Chun-yan:

| understand that your Department would very often obtain the Foundation
Advisory Report which would provide you with professional advice on certain
precautions with regard to various types of piling work to be done. Now, it is
your current practice, as | understand it, that you would only keep this Advisory
Report to yourselves, and would not make it available to your partners. Do you
think you should consider changing this practice?

Chairman:
Mr MILLER.
MrJA MILLER:

| think | should clarify that. The Foundation Advisory Report is
interpretative, and it is designed to assist the HA's engineers in assessing what
type of piling foundation would be best for a particular project. However, al of
the bore log data, as opposed to the report — al of the raw data — is made
available to the tenderer for reference.
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Hon Albert HO Chun-yan:

So in short, you would still maintain the view that the Foundation Advisory
Report would only be kept to your own Department and won't be provided for
the benefit of your partners?

FE -
o
Ms Ada FUNG Yin-suen:

Maybe | can supplement better on this point. Nowadays, as we use more
and more Engineer's designs instead of the Contractor's design and build
contracts, actually there is no need for the contractor to have a copy of this
Foundation Advisory Report, because he will have what he needs in the tender
dready. For the remaining handful of projects where we still have the
Contractor's design and build contracts, | think if we adopt the spirit of partnering
in future, apart from purely giving them the site investigation reports, we may
consider releasing that to them; but there should be a disclaimer clearly
mentioning that that should not influence them in any way about the design.

What we intend is that since we move away from this approach anyway,
thisisnot avery important point in the future.

MrJA MILLER:

Madam Chair, | note that concern was expressed by Members on this point
previously. | think we have to be careful on the legal point. We don't
particularly want to get involved in complex arguments over liability on the basis
of whether or not our interpretation was right and so on. In practice, because
we've moved away from purely Contractor's design, | think the concern is rather
less of aproblemthanit wasinthepast. Asl| have said, the raw dataisthere.

Hon Albert HO Chun-yan:

OK. We understand that, even with the benefit of advanced technology, it
is still rather difficult to have an accurate assessment of the underground
conditions. In order to reduce the risk of the piling contractors having to cut
corners, the Housing Department has introduced the re-measurement method in
place of the lump sum payment method in respect of piling contracts. What is
the proportion of this re-measurement payment type of contracts, compared with
the lump sum payment type of contracts?
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MrJA MILLER:

| don't have that figure to hand, obviously, as we introduced this
progressively. I'mnot sureif Ms FUNG has the figure.

FE -
o
Ms Ada FUNG Yin-suen:

No. | think, off my head, | can't recall it. It's about 80% of our tenders
being made on Engineer's design with re-measurement.

Hon Albert HO Chun-yan:
| see. S0 80%?
Ms Ada FUNG Yin-suen:
Yes.
Chairman:
Mr MILLER.
Mr JA MILLER:
That's 80% of new contracts issued.
Hon Albert HO Chun-yan:
| see.
MrJA MILLER:
If one looks at the quantum currently in place, 80% may not be accurate.
Hon Albert HO Chun-yan:

It has been suggested by some professional bodies that it is not unusual for
the Housing Authority to change the design in the course of construction, so
invariably time would have been wasted. It is suggested by them that there
should be some more time given to them in between the time where the tender is
awarded and the time for commencement of work, to enable them to have a
better understanding of the ground conditions. The suggestion is that there
should be at least half a month's period. What is your response to that? And
also | understand that in the new proposal...

28.05.2002 p.44



Vg ANEFREREEHNEERELERY
Legiglative Council Select Committee on Building Problems of Public Housing Units

Chairman:
One and a half months.
Hon Albert HO Chun-yan:
One and ahalf months. Do you think it's feasible?
Chairman:
Mr MILLER.
Mr J A MILLER:

Thank you, Madam Chair. The answer is "Yes, | do". In the past the
Authority has been very pressed for time. This was particularly the case six or
seven years ago, when the market was moving in an erratic manner. With the
wisdom of hindsight, | think we should take far more care with the riskiest part
of the undertaking — and that's the underground part. | am perfectly receptive to
theidea of alowing extratime.

Hon Albert HO Chun-yan:

OK. It has also been suggested by one other expert who came to this
inquiry that the Australian method of expert determination process should be
adopted in place of the provision for liquidated damages. In case there is any
delay, it should be resolved by the sort of expert determination. Now, what is
your view on this proposal, if it isin compliance with you?

Mr JA MILLER:

Madam Chair, | have to confess that it's the first time I've heard that
particular expression. What we've sought to do in our own reforms is to change
the economics in the piling contracts so that the liquidated damages do not
become so onerous as to become, "impossible”, in the event that problems are
encountered.

The other amendments to the contract, including alowance for overseeing
ground conditions and so on, have radically reduced or radically altered the way
inwhich risk is shared. I'm perfectly receptive, again, to looking at any further
proposals for change. | think in the longer run, though, it's the change to
procurement practice which is more important. Thank you.

Hon Albert HO Chun-yan:

Now, another question on sub-contracting: | understand that the Housing
Authority has decided to tighten up control on sub-contracting, particularly in
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respect of piling work. Are there any concrete measures that could be adopted,
to ensure that the contractors would not be able to hide as the sub-contractor by
various schemes?

Chairman:
Mr MILLER.
MrJA MILLER:

Madam Chair, crime is not going to go out of fashion, but all that is
humanly possible is being done to try and ensure that the multi-layer type of
system isremoved. | think the most important advance we can make — and for
this we are dependent on the Provisional Board — would be the setting up of the
register of specialist contractors, the sub-contractor system. However, in
advance of that, as Ms FUNG pointed out earlier, we have already drawn up our
own interna list of piling contractors, and we have introduced contractual
arrangements with them, which require them to identify themselves, their
operatives and their equipment. They have to own the equipment. It's not too
difficult to identify equipment on site.  If they don't own the equipment, then the
question has to be asked, "What's it doing there?"

We think that those measures together in effect will preclude the sort of
whol esal e sub-contracting which previously concerned us.

Hon Albert HO Chun-yan:

So quite a lot of the screening work has to be done before awarding the
tender, isn't it?

Mr JA MILLER;
Yes.
Chairman:

Can | seek clarification here concerning the time for construction of the
sub-structure, because we are a bit confused here. Previoudly it was 9 months
plus one, so it is altogether 10 months. The current arrangement — the revised
arrangement is that you allow 12 months.

MrJA MILLER:

Yes.
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Chairman:

Then Mr HO's earlier question is "Would you be prepared to allow a further
one and a half months between the award of the tender and the commencement
of the construction?"

MrJA MILLER:
Yes.
Chairman:

You said you were certainly amenable to that. So how does this al fit
together? What time of time frame are we talking about for construction of the
sub-structure?

Mr JA MILLER:

In practical terms, we're still talking about 9 plus 1 as being what one might
call a standard.

Hon Albert HO Chun-yan:
| see.
Mr JA MILLER:

The reference | think announced in a previous session — to 12 months —
relates to our experience since the establishment of the Independent Checking
Unit; that internally more time is required for Engineer's designs to be processed
by the equivalent of the Buildings Department within the Housing Department.
That is something which sensible programming will accommodate. If we are to
introduce an additional one and a half months as proposed earlier by Mr HO,
then that would be in addition to the 9 plus 1, shall we say, rather than additional
tothe 12.

Chairman:
| see. OK. Thank you.
Hon Albert HO Chun-yan:
OK.
MrJAMILLER:

In practice, Madam Chair, every contract is unique. When we have
difficult sites, 9 plus 1 isirrelevant; but we use 9 plus 1 as merely a guideline.
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Hon Albert HO Chun-yan:

Madam Chair, | would like to switch to another topic on the site supervision.
In the paper entitled Enhancing Public Housing Quality, there are suggestions
that the Housing Department would implement measures to ensure that all the
site work would be under the supervision of competently experienced and
qualified staff. Can you describe in more detail as to what measures would be
put in place with regard to manpower and the assessment of the qualifications of
these peopl e, the site supervising staff?

Mr J A MILLER:
Areyou referring to...
Chairman:
Site supervision.
MrJA MILLER:
Are you referring to Housing Department staff?
Hon Albert HO Chun-yan:
Y es, Housing Department.
MrJA MILLER:

The first point is clearly a training point. The problems which we
encountered certainly highlighted a number of deficiencies and we are making
amends for that by the introduction of additional training for staff.

The second is a matter of deployment. We are satisfied that, following the
additional deployment of staff in early 2000, we fulfilled the pledge we made in
the reform document to ensure that there were both adequate professional and
technical staff deployed to all contracts then in train and that continues to be the
position today.

It is arequirement for the Project Manager for all projects that he examines
the project and ascertains the appropriate levels of experience and qualifications
for staff who will be working with him on that project. Obviously that hasto be
audited as well and that has been done by my own internal audit set-up. So we
are satisfied that internally we both have sufficient manpower and that they are
appropriately trained and experienced for the jobs in hand.

Chairman:

Mr HO.
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Hon Albert HO Chun-yan:

Thank you, Chairman. Now, in our inquiries, it has come to our notice
that in the past where unfortunately some construction projects were entrusted to
some site staff who were not sufficiently qualified or experienced to undertake
the job. Now, especiadly in some projects, some site staff, such as Works
Supervisors, were only employed for one project on an ad-hoc basis. So do you
think that there should be some improvement in this arrangement, to ensure that
these people would be sufficiently qualified and experienced?

Mr JA MILLER:

I think it's the specific incidents, which you referred to, are to be regretted.
| think that the arrangements now in train for deployment and the responsibility
given to Project Managers to vet, if you like, the qualifications of those working
to them have avoided that problem. Certainly, an internal audit recently
conducted has ensured that, in al cases, the appropriate level and qualification of
staff were deployed. | do not know whether Ms FUNG wishes to supplement
on that.

Chairman:
Ms FUNG.
Ms Ada FUNG Yin-suen:

Thank you, Madam Chair. | may just briefly supplement on the daily
operation of how our site supervisory teams are working at the moment. We
have already deployed professional engineers to al piling sites, and some of
these will also be deployed to complicated complex building sitesaswell.  That
will strengthen our teams in terms of supervision and, furthermore, the Clerk of
Works in charge of projects will always provide a kind of on-the-job training to
his assistants and Work Supervisors, in addition to the training we give to new
recruits as induction training or the regular kind of training given to them. So
these will ensure that they will know what exactly is to be expected of the
performance of contractors on site in terms of workmanship, material storage and
so forth; and the team will work together as awhole.

For Work Supervisors, they may be just new recruits, but provided with
training, and not only induction training but also on-the-job mentoring, the
regular kind of mentoring as well, so we strengthen the entire system in operation
on al fronts.

Hon Albert HO Chun-yan:

Would there still be hiring of site staff on an ad-hoc basis, one-off basis for
out-sourced projects?
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MrJA MILLER:

As we come out of the peak of production of the building activity, we do
not need to indulge in the sort of out-sourcing we previously had. So in normal
circumstances the answer is"No." Were we suddenly have to increase the level
of production again; then yes, we would have to take on additional contract staff.
That does not seem likely in the foreseeable future.

Hon Albert HO Chun-yan:
OK.
Chairman:

May | ask whether you insist on the site staff having relevant experience
because | think it's important to have the right qualifications and the right on-the-
job training, but one of the problems encountered is that they do not have
relevant experience. For example, with a particular type of piling, they may
have piling experience of one type but not of the other, and it happens that this
particular site is using the other type of piling and, therefore, the person does not
have the relevant experience.

MrJA MILLER:

In discussion with staff, there was a certain amount of debate over what the
rights and responsibilities of specific staff were. In norma terms, we have a
great schedule to alocate staff appropriately to two jobs, but we make it clear to
the professionals responsible, in this case, the RSE responsible for the site.
They do have aright to question the qualification and experience of staff, and if
they feel they're not appropriate, then to demand that they be changed.

Chairman:
Thank you. Mr HO.
Hon Albert HO Chun-yan:

It has also been suggested by one professional body that future
developments should be that the Housing Department should resort to new
technology by bringing in more pre-fabricated parts for better quality control;
and they would also bring in the incidental benefit of reducing manpower on site.
What is your view on this?

Mr JA MILLER:

Madam Chair, the Authority has actually led the way in Hong Kong in
terms of both mechanisation and off-site production of components for housing
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production, and some of this work is now done off-shore, it is done in the Delta.
We've always encouraged our contractors to put forward proposals for increasing
the amount of pre-cast, pre-fabricated work. Over the last couple of years,
we've seen some really quite ingenious proposals put forward. We have one
project, for example in Tseung Kwan O, where the entire bathroom unit has been
pre-fabricated off-site and then shipped in. We have some more radical
proposals which are on display at the Integer Pavilion to which the Housing
Authority contributed, and we have made it clear to all of our contractors —
particularly the "Premier League" contractors — that if they have ideas for this
type of off-site production, they should put them forward either at the tender
stage or during construction. We are quite relaxed about it and within
allowances to test them out.

| visited some of the off-site yards and there really is considerable ingenuity
being employed in looking at ways of lifting the standard of industry and
reducing the amount of wet trade operation on site.  One other example which is
very ssimple but which has proved very effective, in an environmental sense, in
cleaning up our sites has been the off-site production of tiled panels for hanging
in corridors.  With one innovation, we have improved the quality of the tiling
work in corridors, while at the same time, reducing the amount of wet work on-
siteradically.

Hon Albert HO Chun-yan:

How about the idea of having some material which has to be tested be
subject to test before bringing it into the site, for instance, pre-test of the steel
bars before taking them to the site to ensure that no sub-standard steel bars will
not be used wrongfully by the workers?

MrJA MILLER:

We have no difficulty with the idea of pre-delivery testing, but it still has to
be supplemented by audit testing on-site to avoid any replacement.

Hon Albert HO Chun-yan:
| see, so technically it's not quite feasible?
Mr JAMILLER:

Technically, it isfeasible to do it off-site but one would still have to double
check on delivery...

Hon Albert HO Chun-yan:

| see.
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MrJAMILLER:
In case of a substitution.
Hon Albert HO Chun-yan:

| see. Now, about the idea of dedicated engineering inspectorate staff
mentioned in the paper, can you tell us something more about this? For
instance, is this only suitable for in-house or out-sourced project? What is the
composition of this inspectorate staff? What is the duty and what sort of
qualifications these people are responsible for, say, concrete testing, etc.?

MrJAMILLER:
Madam Chair, can you refer me to the paragraph, please?
Chairman:

It's your paper enclosed with your letter dated 8th May, our reference SCI-
H0270. And Mr HO is referring to the Annex — the implementation progress of
the 50 quality housing initiatives. On page 6, reference is made to the dedicated
engineering inspectorate staff. Have you got the position, Mr MILLER?

MrJA MILLER:

Y es, that has already been done.  In fact, to answer your previous question,
and possibly because | wasn't sure it was something different. Following the
discovery of the problems in 1999, ailmost as soon as the reform document was
published, we deployed RSEs to all piling projects; that continues to be the case.
We also deploy RSEs to complex superstructure projects as well.

Hon Albert HO Chun-yan:

Can you tell us something more about the qualifications of those staff
responsible for, say, concrete testing, and explain to us in more detail about the
mechanism of the working of thisteam?

MrJA MILLER:

Concrete testing is done by accredited laboratories together with the
Housing Department's own in-house |aboratory.

Hon Albert HO Chun-yan:

Y es, but | thought you mentioned a competent person in the team.
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Chairman:

Yes, we are trying to find the location of "competent person”, but we are
concerned about the concrete testing. We are not referring to the laboratory
section but the checking of the concrete cores and checking of the sample chips.

Mr JA MILLER:

In piling contracts or in superstructure contracts?
Chairman:

In piling contracts.
Hon Albert HO Chun-yan:

In piling contracts, yes.
Chairman:

We're talking about the big...
MrJA MILLER:

The diameter bored piles?
Chairman:

The diameter bored piles, yes.
MrJA MILLER:

We've improved both the supervision and the testing of large diameter
bored piles. There were problems in both public and private sectors on this, and
the Buildings Department certainly intensified its own requirements for the
private sector. We did the same thing, but | think we have gone dlightly further
than they have. We now have 100% sonic tubes for the large diameter bored
piles and we have 100% interface coring which | think goes beyond the BD
requirements.

Chairman:
But you still need somebody to check the chips, the rock chips?
MrJAMILLER:

Yes.
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Chairman:

| think reference was made in some document — we are still looking at the
right location of that document; but we are concerned about the person who is
supposed to check the quality of those rock chips.

Ms Ada FUNG Yin-suen:

Perhaps | could briefly supplement, Madam Chair. These will be done by
engineers initially. They have to look at the chippings and identify whether
they can satisfy the Specifications or not. But thereafter, some of these are
just — similar checking will be done by site staff when they're available. It is
very essential that these will be checked by engineers, whereas to establish a
benchmark; and thereafter, say, in the same piles and same excavation that they'll
have the similar kind of benchmark for the others.

Chairman:

Soitisdtill adelegation process. The engineers will look at the chippings,
set a benchmark and then the rest of the work will be done by others, so to speak
competent persons.

Ms Ada FUNG Yin-suen:

Yes, bearing in mind we have Resident Engineers full time on-site
nowadays. That is the first point. Madam Chair also asked whether we have
any supervision on the concrete cubes. | think that's another part of the question
aswell.

For concrete, are you referring to cubes or cores? May | clarify this point
first.

Hon Albert HO Chun-yan:
Cores.

Ms Ada FUNG Yin-suen:
Cores.

Hon Albert HO Chun-yan:
Yes. Concrete cores.

Ms Ada FUNG Yin-suen:

Concrete cores. Now, if it isinterface cores, it is 100%. For the concrete
cores, that means for the full length drilling, it would be 5%.
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Hon Albert HO Chun-yan:
| see.
Chairman:

Sorry. May | interject here? We've found the location where the word
"competent” appears. It's page 4 of the Annex that we referred to earlier,
against Item 1.6 under A. The last sentence reads. "The employment of
competent persons to inspect core samples and verify rock quality”.

MrJA MILLER:

Yes. | think it refers to the point which Ms FUNG just made; i.e. the
engineer to establish the benchmark and then for subsequent tests to delegate to
experienced site staff.

Hon Albert HO Chun-yan:

| think it's basically similar to the requirements set out in the manual, isn't it?
The only difference is that you would expect that there would be strict adherence
to this requirement.

Mr JA MILLER:

Strict adherence, plus the presence of the Resident Engineer to deploy in
the...

Hon Albert HO Chun-yan:

Yes, now you use the Resident Engineer to make sure that a qualified
competent person is always available.

MrJA MILLER:

Yes, that is the biggest thing.
Hon Albert HO Chun-yan:

Yes, a all the critical stages.
MrJAMILLER:

Yes.
Chairman:

Would you say that the competent person must necessarily be the Resident
Engineer?
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Ms Ada FUNG Yin-suen:

Madam Chair, | think he would be an engineer. He can be the Resident
Engineer or the Project Engineer or Senior Engineer of the project.

Chairman:

So that competent person must be an engineer as against what previously
happened, that the job ended with the Works Supervisor. That would not

happen again?
MrJAMILLER:
Yes.
Chairman:
Thank you.
Hon Albert HO Chun-yan:

| understand that there has been a review of the SO 9000 and, subsequent
to that, there are certain amendments to your manual, resulting in more
delegation down the line. Now, in our inquiry into the four incidents in
question, we have found that regrettably, sometimes the work was delegated
down to the lowest level, namely the Works Supervisor, who sometimes is not
experienced enough to handle the job properly.

My concern is whether, with this increased delegation, the problem will
become more aggravated; there would be further delegation down to the lower
level, such that even people like the Clerk of Works would treat themselves as
only working in the office, looking at papers. How would you allay our
concerns on this?

Mr JA MILLER:

| think the simplest way to say thisis that you have to look at the whole of
what is proposed, not just one part of it. Clearly the more significant change is
the appointment of Resident Engineers to the sites. The general question of
greater delegation throughout the system is designed to overcome problems of
undue rigidity, which were also identified in various reports earlier on, to ensure
that at an appropriate level, staff have the discretion to make decisions without
unnecessary referral upwards. Thereisalearning processinvolved in all of that.
If you're moving from what has been described as an unduly bureaucratic system
to one which is more discretionary, then clearly all parties need a little time to
adjusttoit. I'm satisfied that that processis now well intrain.
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It is not the intention to delegate, as you put it, to the lowest common
denominator, decisions which properly are the responsibility of professional
persons.

Hon Albert HO Chun-yan:
Yes.
Ms Ada FUNG Yin-suen:
Madam Chair, may | supplement?
Chairman:
Ms FUNG.
Ms Ada FUNG Yin-suen:

In the course of the operation, these kinds of changes have been put in place,
apart from delegation to the project team itself. In terms of the site supervision,
we have in fact strengthened the need for more senior site staff, like a Project
Clerk of Works who will go to walk a site with the Assistant Clerk of Works and
also the Work Supervisors on a regular basis, first establishing benchmarks
before sending them out to the inspection and; secondly, the routine, a kind of
surveillance check and to discuss with them, what are the critical stages and
points they have to be very careful about; and not just delegating it down to the
Works Supervisory level, asking them to go on the frontline and do it on their
own, all the time.

With these, we have strengthened our systems dramatically. It means they
have to spend more time walking around the sites. Also, the Senior Clerk of
Works are now employed to oversee all the projectsin the district, whereas in the
past we had to ask them to supervise, in addition one project as the Clerk of
Works as well. In many of these areas, we have strengthened the system to
ensure that the junior staff will not be there left alone on their own.

Chairman:
Mr MILLER.
MrJA MILLER;

| think an additional point which was raised in the same context was that
site staff felt they were becoming increasingly paper-bound; that there was too
much bureaucracy in the system.  Quite apart from the 1SO 9000 you mentioned,
since 1998 weve been through the manuals and the volume, there has been
reduced by about 35%. In all my own site visits, I've encouraged both our own
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staff and the Consultant Architects, plus the contractor, to continuously review
whether or not any part of the paper process is really serving a useful function.
Clearly as a public body, an accountable body, there has to be a degree of audit
trail throughout the system, and that demands some paper. In the longer term
we may solve some of that by IT, but so far, | think we've reduced it by about
35%.

That means, as Ms FUNG hasjust said, that staff who were not able to walk
the site as often they wanted before, are now better able to do so.

Chairman:

Apart from reducing the paperwork and reducing the number of forms, you
are carrying out some review to streamline the process even further. Isthat so?

Mr JAMILLER:

Yes, that's correct.
Chairman:

If that isthe case, then what is the timing?
Ms Ada FUNG Yin-suen:

In fact we have been rigorously reviewing the procedures now, after we've
come off in a bunching, and our staff can now focus our attention to streamlining
the manuals and the processes. The revised ISO system is likely to be
introduced in October this year, so that we will be accrediting ourselves to
SO 9000, the year 2000 edition, which focuses more on the end product or the
output rather than many of the detailed procedures.

In fact, we have aready been reducing some of the cheeks and review our
processes to allow ourselves not to be so paper-bound.

Hon Albert HO Chun-yan:
| see.
Ms Ada FUNG Yin-suen:

So that's in the year 2000, but now we may have a complete overhaul
system very soon, and we'll be accrediting to this new system after the first audit
trial by HKQAA, and the second and final assessment next year, before final
accreditation, in about one year's time.
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Hon Albert HO Chun-yan:
So it'll take about one year's time for the new system to phase in?
Ms Ada FUNG Yin-suen:
The phasing-in will start this October.
Hon Albert HO Chun-yan:
This October?
Ms Ada FUNG Yin-suen:

Yes, but we have to run for a while, have QAA to check it, and then there
may be some fine-tuning before they come back again with the final assessment
before we can get accreditation to the new system. Thisis our timetable, but to
answer it in avery short way, we will be introducing it in October this year.

Chairman:
Mr HO.
Hon Albert HO Chun-yan:

Another problem we have come across, in the course of the inquiry, is about
supervision of sitework after 7 pmin the evening. Now, obvioudly site staff are
reluctant to work after 7 pm, for the fear of offending any environmental
protection legislation. On the other hand, we all know that concreting work has
to be continued. If the concreting material is only brought to the site, say, at 3
pm to 4 pm, it will take maybe another 6 to 7 hours before the work can be
completed.

After the occurrence of the incident in question, have you thought of any
method to ensure that there will be continued site supervision after 7 pm, but at
the same time without offending environmental issues? Have you realy sat
down with the Environmental Protection Department to see whether you can
obtain available licences?

Chairman:
Mr MILLER.
MrJA MILLER;

Madam Chair, we sat down with al parties. The Environmental
Protection Department will make exceptions in exceptional circumstances, but it
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will not make — quite rightly — generalised exceptions. We made it clear to our
contractors that they are obliged, under the terms of the contract and law, to
comply with the Noise Control Ordinance. In practical terms on site that means
they must be competent in planning the progress of work on site — that is, they
must plan the delivery times for their concrete such that it is possible to complete
the concrete pours before 7 o'clock.

If they can't, there are certain consequences which are made quite clear to
them. That is, if any concrete is poured after hours, then it is at their own risk
and their own cost, because we will insist that anything which we discover to
have been poured after work hours is subject to extreme test. There are very
simple processes involved. It's not difficult to organise your work to ensure that
you comply with the standing Ordinance. Everybody has to do the same thing.

If you break that rule, it is very obvious on the ground that you've broken
that rule, because work which wasn't completed at 7 o'clock the day before is
suddenly visible the day after. Quite clearly we would discourage that by going
to extreme lengths and testing it.

Hon Albert HO Chun-yan:
So in other words...
ZE
v
Ms Ada FUNG Yin-suen:

Madam Chair, can | supplement on this point: | think Mr MILLER is very
right in pointing out that contractors have been reminded not to breach the Noise
Control Ordinance in the first instance; and furthermore, we have already
lengthened the contract period by certain duration, by 1 month or 2 months, or a
reasonable time for different contracts. So the need for working beyond 7 pm
has been dramatically reduced.

MrJA MILLER:

Madam Chair, if | may make one final point first, you mentioned concerns
of staff about whether or not it was proper for them to be present if something
was done after hours.

Hon Albert HO Chun-yan:

Yes.
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MrJA MILLER:

We have aso made it clear to staff that if they need to be on site because
there's a marginal dlip in time — there's work which is in progress and it's not
quite finished, and so on — then that's not a problem. They're entitled to clam
overtime for being on site to ensure that that pour is finished. Even so, that
work will be checked.

Hon Albert HO Chun-yan:
| see.
Ms Ada FUNG Yin-suen:

For those critical sites which will require 100% checking, there will be site
staff supervising there until the end. That has been made very clear to
colleagues concerned. Of course, we do not encourage working beyond
permitted hours, but if there is any such need there will be somebody to
supervise.

Chairman:

How do you make it clear to your colleagues? Is there a circular or
something in writing?

Mr JA MILLER:

| believe circulars have been written, but aso throughout this process of
reform, there has been constant dialogue with staff about the critical areas, about
what can be done and what cannot be done. They raised the concern in the first
place, and we made it quite clear that they should not feel inhibited, by
generalised rules about overtime, from doing sensible thing. But the most
important thing is that the contractors must work by the book.

Hon Albert HO Chun-yan:

We are also concerned about the problem of controlling the transfer of
building material in and from a building site. In the 50 measures, is there any
item to deal with this?

MrJA MILLER:

| can't remember off-hand whether within the 50 there is, but certainly we
haven't stopped with the 50 measures. As problems become apparent, we've
obviousdly followed both this inquiry and other inquiries, including inquiries by
the ICAC, in trying to establish what may or may not have gone wrong on the
site.  We have followed up to try and ensure that such things do not recur.
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Certainly after the case in Tung Chung when there were problems with the
reinforcing bars, we have taken immediate measures to ensure that that does not
happen again, with clear instructions to site staff on how they should behave.

| have to say, Madam Chair, without getting too philosophic, that thereis a
law of diminishing returns. You can tighten up a supervisory system; you can
tighten up audit; you can tighten up and improve the systems. And we've done
that. But beyond a certain level it becomes self-defeating. Let's take an
extreme example, are you going to count in to the site every nut, bolt, rivet, bar,
piece of concrete, electrical appliance, window frame and test every one of them
asthey goin. Obviously not. You have to rely on a certain amount of audit.
There is a balance to be struck. And for as long as we contract out the tasks of
construction, then we have to balance supervision plus audit and enforcement
against the efficiency of the operation.

Chairman:
Mr HO.
Hon Albert HO Chun-yan:

Certainly | agree that mechanical and routine checking on all minute details
would not be as useful as one would expect it to be, but obviously, after hearing
from so many people during the inquiries, it seems that there are two important
questions. One is risk assessment, under the standard nature of the risk; and
secondly is audit. Random checking and random audit is of paramount
importance. Have you ever addressed these two issuesin great details?

Mr JA MILLER:

Yes, we have. We take the most precautions with the high risk items.
The high risks are clearly items of reinforcement, concrete, things which by their
nature become buried as the process of construction goeson. That is where the
focus of our attentionis.  But the audit is essential and | note that in the case, for
example, of the Shek Yam incident, the problems were picked up by the audit
team.

ZE
i - MEERER -
Ir Dr Hon Raymond HO Chung-tai:

I would like to cover a few areas very quickly. Earlier on, Mr MILLER,
you told us that you would not stop thinking of corporatising part of your staff so
that they would have to compete for the design work later on. But since the
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several housing sites problems, particularly the ones that we are investigating, the
staff have been affected, would you consult fully your staff first before you
consider anything like privatisation of your Department?

Chairman:
Mr MILLER.
MrJA MILLER:

Sir, a no point have | said that | intend to privatise the Works Division of
my Department. There is a privatisation/outsourcing exercise in train which is
related to the management and maintenance parts of the department, but at no
point have | said | will privatise the works side. What | have said and what we
have done is that work in excess of our capacity has been contracted out.

Ir Dr Hon Raymond HO Chung-tai:

I've asked an earlier question: Would you consider in accordance with some
of the proposals made by some parties which came to our inquiries, that certain
of your design staff could compete for your design work in the future?

Mr JA MILLER:

What we've done so far is, through the use of, in one case, competition and
in the other through the deliberate employment of a private sector architect,
we've encouraged a competition between public and private sector in the design
of public housing. As we move forward, | think you will see that kind of
competition, will continue. | think it is always good to test what we know we
can do against what the private sector thinks they can do. That kind of
exchange of ideas in a practical way using individual projects is a good way to
move.

| am aware that in other parts of the world the sort of internal competition
between semi-autonomous bits of an organisation has been fine with differing
results. At the moment | have not contemplated doing it within the Department.

Ir Dr Hon Raymond HO Chung-tai:

In other words, Mr MILLER, you are now instituting these 50 measures for
improving various aspects of your Housing Department work. What you need
is further strengthening the morale of your staff. Will you not consider any
other factor that would possibly adversely affect this morale aspect in the future,
like privatisation?
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MrJA MILLER:

I think you have touched on avery valid point. The impact of the problem
cases and al that followed on the morale on the professiona staff of the
Department was certainly severe and a key part of the reform program has been
gradually pulling that back together. | think that has been done with some
degree of success.

Ir Dr Hon Raymond HO Chung-tai:

Next, Mr MILLER, | would like to ask about things that you are
contemplating at the moment, i.e. early participation of contractors and
consultants in the new projects. That is, before any design is done, you would
invite these companies to come along and express an interest to participate. |Is
that the case?

Chairman:
Mr MILLER.
MrJA MILLER:

That's perhaps a somewhat over-simplified version of what is proposed. |
have already volunteered that we would provide some basic information on
guaranteed maximum price tender and open book tender and how we think that it
should be run for the benefit of Members but perhaps that should be done outside
the context of today's meeting. The aim is to secure innovation, efficiency and
savings through getting the industry involved after the design stage starts.

Chairman:

Perhaps you can let us have a short paper on that one.
Mr JA MILLER:

| would be happy to.
Ir Dr Hon Raymond HO Chung-tai:

I would like, at this point in time, to relate this proposal to "Premier
League" that we discussed earlier on. Very briefly, would you be concerned
that, having installed this "Premier League" arrangement, gradually there would
be a kind of monopoly of the industry, whether it is construction or design work,
by certain premier companies, thus affecting the healthy growth of the industry
asawhole?
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Chairman:
Mr MILLER.
MrJA MILLER:

In answer to an earlier question by the Honourable LEE Cheuk-yan, we
made the point that initially we would be relying on our "Premier League"
partners to help with essentially experiments on some larger and more complex
projects, but that is a minority of projects. | hope that, as we encourage higher
quality production by all of those with whom we do business, we will find that
we eliminate the non-performing part of the industry.

Although, as a public organisation, | believe we should be as open as
possible, 1 don't think that we would be responsible if we continue to employ
people who do shoddy work. | have absolutely no compunction about de-listing
those who do not perform. | do not think that will result in monopolisation of
work. | think it will ensure that all of our partners are quality partners.

Ir Dr Hon Raymond HO Chung-tai:

Mr MILLER, if nearly al of your projects are large ones, that would mean
only a very minima amount of work trickles through to the other smaller
companies. That means you would just rely on the well-known brand names to
do the work for you. Would there be any chance at all for those smaller
companies?

MrJA MILLER:

All of our projects are not large ones and, as | said in answer to an earlier
guestion, we would be quite happy to keep our minds open and our lists open to
new entrants in working on smaller projects.

Ir Dr Hon Raymond HO Chung-tai:

Another area | would like to touch on, Mr MILLER, is. Since the work is
merely done by contractors, would you put more emphasis in stipulating
qualified or adequately qualified and experienced people to be employed by the
contracting companies before they are awarded the contracts? Could this be
one of the considerations in the award of contracts?

Chairman:

| thought in an earlier answer, this was already answered as part of the
technical assessment, the type of people that is being offered to do the job.
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Ir Dr Hon Raymond HO Chung-tai:

What | mean is the number of qualified people in different disciplinesin the
tender documents to be included as part of your assessment.

MrJA MILLER:

| think we have covered that already. | don't know if you are referring to
QCEs.

Hon Albert HO Chun-yan:

No, not QCEs. Different disciplines or professionals, such as Qualified
Engineers, Qualified Surveyorsin the contractors teams.

Chairman:
It will be as detailed as that, won't it?
MrJA MILLER:
Essentially, yes.
Chairman:
That has been answered. Isthat part of the technical assessment process?
Mr J A MILLER:
Yes.
Ir Dr Hon Raymond HO Chung-tai:
Have you asked a question on QC Engineers, impartial ...
Chairman:
No.
Ir Dr Hon Raymond HO Chung-tai:
OK.
Chairman:

Perhaps we can refer briefly to that.
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Ir Dr Hon Raymond HO Chung-tai:

Yes, just one simple question, actually. So far the QC Quality Control
Engineer is employed by the contractor, but that would mean his work is not
undertaken in an impartial way. Would you consider making any change to this,
so that the QC Engineers employed by either the Housing Authority or the
consultants, so that the work carried out by the QC Engineer isindependent?

Mr JA MILLER:

Are you proposing that, Madame Chair, for the industry, public and private
together, or just for the Housing Authority?

Ir Dr Hon Raymond HO Chung-tai:

I'm not making a proposal. I'm just asking whether you would consider
making any arrangement to change this aspect, so that the QC Engineer is
employed or paid for by the contractor?

Mr JA MILLER:

| think it comes back to the question of balance that | mentioned earlier.
Under the current arrangements, we have contractors employ a QCE plus his own
professiona staff. We have our own professional staff or the consultants,
professiona staff involved in the supervision. That's already two teams of
professiona staff working together, watching each other's work, checking each
other's work. I'm not sure what value-added work you would get out of having
athird team of professional staff. Nor am | quite clear who you think would be
employing them?

Ir Dr Hon Raymond HO Chung-tai:

It's the party who employed this QC Engineer that I'm talking about;
whether he continues to be employed by the contractor. In that case, he'll have
to more or less listen to the contractor more than the real employer, i.e. the
Housing Department.

Mr JA MILLER:

But we've already had supervisory staff over there, whether they're in-house
or consultant-employed. Maybe I'm misunderstanding you, but there is a system
I'm aware of, in France, where as part of the building control system, the
insurance companies employ professional surveyors of various disciplines to
oversee the work, whether it's public or private. Until they are satisfied with
both the design and the execution of the work, the client who is building, whether
it's public or private sector, will not be able to get insurance for the final product.
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That's somewhat different from the system which operates in Hong Kong, but
perhaps that's what you had in mind.

Chairman:

| don't think that is what Mr HO had in mind. He has in mind the
impartiality of the Quality Control Engineer. He believes that if the QCE can
be somebody not engaged by the contractor, then that QCE will be more
independent and therefore more impartial, therefore more vigilant, in ensuring
quality.

Mr JA MILLER:

In the Hong Kong context, the parties are: the contractor's professionals,
which include te QCE in this case; the client's professionals — our own
supervisors, whether in-house or contract; and the Buildings Department. At
the moment, we substitute for the ICU. That's aready three sets of
professionals. | query whether you need a fourth set. It's rather like having
three surgeons watching over the first surgeon.

Ir Dr Hon Raymond HO Chung-tai:

| don't think Mr MILLER understandsit. | will leaveit for the time being.
I will leave it, Chairman.

Chairman:

| think that's just what Mr MILLER's answer. You don't have to debate
with him on thisissue.

Ir Dr Hon Raymond HO Chung-tai:

No. That'sright. | hope he understandsit inthefuture. Thank you.
e
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Chairman:
Mr MILLER.
MrJA MILLER:

Thank you, Madame Chair. As | said in my opening statement, the
establishment of the Independent Checking Unit is essentially an interim
arrangement. My strong preference, and the Housing Authority's clear view, is
that ultimately building control for Housing Authority projects must revert to the
Buildings Department.

In the meantime, the Independent Checking Unit has been established, and
functions essentially as a mini Buildings Department within the Housing
Department itself. Quite deliberately it has distanced itself from the design and
supervisory professionals within the Department. They're required to interact
with the Independent Checking Unit as if it were a Buildings Department. That
has involved alearning process on both sides.  1'm indebted to senior colleagues
from the Buildings Department who have provided an advisory service within the
ICU. The professional staff of the Department has quite rapidly got used to the
new method of operation.

It has meant that there is some additional time taken in processing plans,
and clearly moving forward. That additional time has to be factored into our
programming for new public housing, but it is no different, in essence, from the
time which a private sector developer has to allocate to securing approval from
the Buildings Department. So | don't regard it in any sense as either additional
or excessive paperwork. | regard it as something which is essential to ensuring
that we satisfy the Building Regulationsin their entirety, and they're seen to be so
doing.

Chairman:

Mr MILLER, do you have any timetable whereby the interim measure will
cease to be interim, and you will revert to the control of the Buildings
Department?

MrJA MILLER:

My persona timetable would be yesterday, but it is not within my control.
It is not an easy question, Madam Chair. Quite apart from what would appear
to be a simple legidlative change, there are other parts in the government which
would be affected by this type of arrangement. | understand that the Housing
Bureau is consulting vigorously with them.
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MrJA MILLER:

The complication is historical. In the past the government has regarded
itself as being exempt from the provisions of the Ordinance. That means
everything which the government builds. Quite apart from the Housing
Department, there is ASD, Works Departments and so on. They all need to be
consulted on how this would impact on them. There is a separate problem, of
course, of the professional staff who would be affected by this change. That
consultation is proceeding in parallel. 1 think the legislative change itself would
be remarkably smple. It isthe preparation for it which has to take time.

In reality, purely from the point of view of the Housing Department, we do
need time to adjust our own internal processes to fall 100% in line with the sort
of processes which the ordinary developers and professional staff have
traditionally had to follow, and to build up the reservoir of expertise, both in-
house and within the Independent Checking Unit, such that that body of expertise
can be transferred into the Buildings Department to manage the extrawork.
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Mr JA MILLER:

| think it's something which has to be talked through very gently, and it is
being talked through very gently.
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Chairman:
Mr MILLER.
MrJA MILLER;

Thank you for the question. Have Members read the report?
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Chairman:
No, we have not, but it is forthcoming to us.
Mr JAMILLER:

| think Members should be aware that it was commissioned by the
Association of Architects Practitioners (the AAP), who | think have appeared
before this Committee and whose chairman, | think, is involved in one of the
cases.

Chairman:

He'sinvolved in one of the cases?
Mr JA MILLER:

Yes.
Chairman:

| see, but the Chairman did not appear before us, the Association did.
Mr J A MILLER:

| just wish to clarify.
Chairman:

Y es, we are aware of that.
MrJA MILLER:

The report is fascinating. When we received it, our eyebrows were raised,
because some of it seemed improbable, and we endeavoured to clarify some of
the methodologies of the report. | have to say that to this day some of the
questions remain unanswered. But one of the authors had very kindly agreed to
brief the Building Committee on thereport. The briefing was also fascinating.

In the first part, he regaled us with alecture in economics without clarifying
the details. | have to say that some of this was difficult to take seriously, but
one has to take it seriously. There was a figure quoted that the average PSPS
costs identified by the report was $4,048 per GFA metre square. Thisisto be
measured against the then standard costs advertised by respectable Quantity
Surveyors of between $7,609 for private sector production, so haf of the
allegation, if you like, was that PSPS projects were coming in at half the normal
cost of production of ordinary quality private sector residential. This seemed to
usto be alittle bit improbable.
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There were certain technical problems with the methodology which we
have identified and we have produced a paper for Members of the Buildings
Committee and we are quite happy to share that with Members.

Chairman:

So your short answer to the question is that you are aware of the report, but
you do not agree with the findings because you disputed the methodol ogy?.

Mr JA MILLER:

If I might, Madam Chair, at the end of the fascinating briefing, we asked the
very specific question of the then gentleman and that was, "Have you tested this
$4,048 against the private sector contractor?' He ducked the question, first of
al, and then he said something quite strange. He said, "Well, whatever price
you ask them to build at, the industry would build for you." This struck me as
somewhat undermining the scientific nature of the report.

Separately, the Housing Authority has commissioned its own report, as we
promised in the reform document, to test our own costs against the private sector.
That is aso a Hong Kong University report — a Levett and Bailey report — and it
demonstrates pretty conclusively that for our standard designs, the construction
costs come in at generally between 30 to 45% below private housing. | think
the principal problem, apart from the purely technical problem with the original
Hong Kong University report, isthat it unfortunately compares apples with pears.
It isnot a very sensible comparison.

| am trying to be polite, Madam Chair, and perhaps when you have seen the
report and our technical demolition job, you'll realise that it is slightly odd.

Chairman:

We will bear your comments in mind when we read the report.
Mr J A MILLER:

Thank you.
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Mr JA MILLER:
Thank you, Madam Chair.
Ms Ada FUNG Yin-suen:
Thank you, Madam Chair.
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