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The Establishment of the Committee The Public Accounts Committee is
established under Rule 72 of the Rules of Procedure of the Legislative Council of the Hong
Kong Special Administrative Region, a copy of which is attached in Appendix 1 to this
Report.

2. Membership of the Committee The following Members are appointed by the
President under Rule 72(3) of the Rules of Procedure to serve on the Committee:

Chairman : Dr Hon Eric LI Ka-cheung, GBS, JP

Deputy Chairman : Hon Emily LAU Wai-hing, JP

Members : Dr Hon David CHU Yu-lin, JP
Hon SIN Chung-kai
Hon Howard YOUNG, SBS, JP

(with effect from 18 October 2003)
Hon LAU Kong-wah, JP
Hon Abraham SHEK Lai-him, JP
Hon Tommy CHEUNG Yu-yan, JP

(until 13 September 2003)

Clerk : Ms Miranda HON Lut-fo

Legal Adviser : Mr Jimmy MA Yiu-tim, JP

3. According to Rule 72(3) of the Rules of Procedure, the Committee consists of a
chairman, a deputy chairman and five members.  However, as Dr Hon Eric LI Ka-cheung,
Dr Hon David CHU Yu-lin, Hon SIN Chung-kai and Hon Tommy CHEUNG Yu-yan had
declared their personal interest in respect of the three chapters covered in this Report, the
Committee agreed that they be exempted from the examination of these three chapters.
Details of their declarations are given in the Deputy Chairman’s opening remarks at the
Committee’s public hearing on 14 May 2003, in Appendix 2.  Hon Howard YOUNG did not
participate in the study of the three chapters covered in this Report.
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The Committee’s Procedure The practice and procedure, as determined by
the Committee in accordance with Rule 72 of the Rules of Procedure, are as follows:

(a) the public officers called before the Committee in accordance with Rule 72
of the Rules of Procedure, shall normally be the Controlling Officers of the
Heads of Revenue or Expenditure to which the Director of Audit has
referred in his Report except where the matter under consideration affects
more than one such Head or involves a question of policy or of principle in
which case the relevant Director of Bureau of the Government or other
appropriate officers shall be called.  Appearance before the Committee
shall be a personal responsibility of the public officer called and whilst he
may be accompanied by members of his staff to assist him with points of
detail, the responsibility for the information or the production of records or
documents required by the Committee shall rest with him alone;

(b) where any matter referred to in the Director of Audit’s Report on the
accounts of the Government relates to the affairs of an organisation
subvented by the Government, the person normally required to appear
before the Committee shall be the Controlling Officer of the vote from
which the relevant subvention has been paid, but the Committee shall not
preclude the calling of a representative of the subvented body concerned
where it is considered that such a representative could assist the Committee
in its deliberations;

(c) the Director of Audit and the Secretary for Financial Services and the
Treasury shall be called upon to assist the Committee when Controlling
Officers or other persons are providing information or explanations to the
Committee;

(d) the Committee shall take evidence from any parties outside the civil service
and the subvented sector before making reference to them in a report;

(e) the Committee shall not normally make recommendations on a case on the
basis solely of the Director of Audit’s presentation;

(f) the Committee shall not allow written submissions from Controlling
Officers other than as an adjunct to their personal appearance before the
Committee; and
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(g) the Committee shall hold informal consultations with the Director of Audit
from time to time, so that the Committee could suggest fruitful areas for
value for money study by the Director of Audit.

2. The Committee’s Report This Report contains the Public Accounts
Committee’s supplemental report on Chapters 8, 9 and 10 of Report No. 40 of the Director of
Audit on the results of value for money audits which was tabled in the Legislative Council on
30 April 2003.  Value for money audits are conducted in accordance with the guidelines and
procedures set out in the Paper on Scope of Government Audit in the Hong Kong Special
Administrative Region - ‘Value for Money Audits’ which was tabled in the Provisional
Legislative Council on 11 February 1998.  A copy of the Paper is attached in Appendix 3.
The Committee’s Report No. 40 was tabled in the Legislative Council on 9 July 2003.

3. The Government’s Response The Government’s response to the Committee’s
Report is contained in the Government Minute, which comments as appropriate on the
Committee’s conclusions and recommendations, indicates what action the Government
proposes to take to rectify any irregularities which have been brought to notice by the
Committee or by the Director of Audit and, if necessary, explains why it does not intend to take
action.  It is the Government’s stated intention that the Government Minute should be laid on
the table of the Legislative Council within three months of the laying of the Report of the
Committee to which it relates.
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Meetings   The Committee held a total of 13 meetings and 3 public hearings in
respect of the subjects covered in this Report.  During the public hearings, the Committee
heard evidence from a total of 33 witnesses, including two Directors of Bureau.  The names
of the witnesses are listed in Appendix 4 to this Report.

2. Arrangement of the Report   The evidence of the witnesses who appeared
before the Committee, and the Committee’s specific conclusions and recommendations
based on the evidence and on its deliberations on the relevant chapters of the Director of
Audit’s Reports, are set out in Chapters 1 to 3 below.

3. The audio record of the proceedings of the Committee’s public hearings is
available in the Library of the Legislative Council for the public to listen to.

4. Acknowledgements   The Committee wishes to record its appreciation of the
cooperative approach adopted by all the persons who were invited to give evidence.  In
addition, the Committee is grateful for the assistance and constructive advice given by the
Secretary for Financial Services and the Treasury, the Legal Adviser and the Clerk.  The
Committee also wishes to thank the Director of Audit for the objective and professional
manner in which he completed his Reports, and for the many services which he and his staff
have rendered to the Committee throughout its deliberations.
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Audit conducted a review to examine the adequacy of the governance and
planning mechanism, and financial and performance reporting of the University Grants
Committee (UGC) funded institutions in the provision of various higher-education services.

2. At the Committee’s public hearing, Prof Hon Arthur LI Kwok-cheung,
Secretary for Education and Manpower, declared that he had been the Vice-Chancellor
of The Chinese University of Hong Kong (CUHK) during 1 August 1996 and 31 July 2002.
In this capacity, he had served as the Chairman of the Board of Directors of The Chinese
University of Hong Kong Foundation Limited, the Chairman of the Board of Directors of
The Hong Kong Institute of Biotechnology Limited, and a member of the Council of The
University of Hong Kong (HKU) during the period.

Corporate governance of institutions

3. The Committee noted that in May 2001, the Secretary for Education and
Manpower commissioned the UGC to launch a comprehensive review of higher education.
Led by Lord Sutherland, a senior member of the UGC and Principal and Vice-Chancellor of
the University of Edinburgh of the United Kingdom, the review covered all aspects of
higher education, including the governance of the eight UGC funded institutions.  The
UGC published its review report entitled “Higher Education in Hong Kong” (the Sutherland
Report) in March 2002, and submitted its final recommendations to the Secretary for
Education and Manpower in September 2002.  The Government accepted most of the
recommendations put forward by the UGC and announced in November 2002 a blueprint
for the further development of higher education in Hong Kong.  One of the
recommendations accepted by the Government was that the eight UGC funded institutions
should review their governance and management structures to ensure that they were “fit for
purpose”.

4. The Committee noted that the City University of Hong Kong (CityU) had not set
up a Court as its advisory body, although the City University of Hong Kong Ordinance
specified that there was to be a Court.  The response provided by the CityU in paragraph
2.22 of the Audit Report stated that the Chairman of the Court was the Chancellor of the
CityU (i.e. the Chief Executive of the Hong Kong Special Administrative Region).  In
view of the Chief Executive’s schedule, the CityU did not find it practical to establish the
Court under his chairmanship.  The Committee doubted whether the Chief Executive’s
busy schedule was a good reason for not setting up a Court for the CityU.  The Committee
asked whether the CityU would consider amending the relevant legislative provision if it
considered that there was no need to have a Court.
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5. Prof CHANG Hsin-kang, President of the CityU, advised that:

- the issue of setting up a Court had been discussed by the CityU Council on a
number of occasions.  It was considered that the CityU might not be able to
entice appropriate candidates to serve on its Court, if established, because of
the relatively short history of the institution; and

- a Review Committee on Governance and Management had been established
to review the governance and management structures of the CityU.  The
Review Committee would submit its report to the Council at its meeting in
November 2003.  The review would consider the appropriate time and the
appropriate way of setting up a Court.  The CityU hoped to set up a Court
within a year if the proposal was supported by the Review Committee.

6. The Committee noted that although the Court of the HKU was specified as the
supreme governing body in the University of Hong Kong Ordinance, it largely functioned
as an advisory body, whereas its Council had much wider powers in administering the
affairs of the institution other than those vested in the Ordinance.  The Committee also
noted that the HKU had appointed an international review panel (i.e. the Review Panel on
Governance and Management) to review its governance structure.  According to paragraph
2.23(b) of the Audit Report, the Review Panel had submitted its report to the HKU Council
in February 2003 and the report would be considered for adoption by the end of April 2003.
In this connection, the Committee enquired:

- whether the HKU Council had adopted the Review Panel’s recommendation
to recast the role of the Court as an advisory body and, if adopted, the timing
of implementing the recommendation; and

- if the answer to the above was in the affirmative, whether the HKU would
amend the University of Hong Kong Ordinance to ensure that the statutory
roles of its Council and Court reflected their actual functions.

7. Prof TSUI Lap-chee, Vice-Chancellor of the HKU, informed the Committee
that at its meeting on 27 April 2003, the HKU Council had approved the Review Panel’s
report.  In endorsing the recommendations in the report, the Council had set up an
Implementation Working Party to work out the mechanisms and procedures for
implementing the recommendations by the end of December 2003.
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8. On the question of whether the HKU would amend its Ordinance to ensure that
the statutory roles of its Council and Court reflect their actual functions, the
Vice-Chancellor of the HKU and Mr Henry WAI, Registrar of the HKU, stated at the
public hearing and in the Vice-Chancellor’s letters of 7 June 2003 and 8 July 2003, in
Appendices 5 and 6 respectively, that:

- the Review Panel was of the view that despite the fact that the University of
Hong Kong Ordinance specified that the Court was the supreme governing
body, it was clear from the powers of the Court and the Council as laid down
in the relevant Statutes of the Ordinance that the Council was the de facto
governing body, while the Court functioned as an advisory body.  As such,
the Review Panel did not consider it necessary to amend the Ordinance to
clarify the role of the Court; and

- despite the advice of the Review Panel, the HKU had no objection to
amending its Ordinance to define more clearly the role of its Court.  If such
amendment was considered necessary by the Public Accounts Committee, the
HKU would initiate the necessary legal procedure, but it would need the
Government’s assistance in dealing with the complicated legal procedure
involved.

9. The Committee noted from paragraph 2.27 of the Audit Report that the Council
of the CUHK could appoint life members under Statute 11 of The Chinese University of
Hong Kong Ordinance, but the maximum number of life members was not specified.  On
11 September 2002, the Chairman of the Council had also been appointed as a life member,
thus increasing the total number of life members from six to seven.  As of that date, over
10% (i.e. seven out of 56) of the Council members were life members.  According to
Audit’s findings, all of the six life members did not attend any of the nine Council meetings
held between July 2000 and November 2002.  The Committee understood that such
findings did not include the attendance of the Council Chairman as no Council meeting was
held between 11 September 2002 (i.e. the day the Council Chairman was appointed as a life
member) and 30 November 2002.
   

10. While the Committee appreciated that life members had made valuable
contributions to the CUHK, in view of their inability to attend the Council meetings due to
various reasons, the Committee asked whether the CUHK would consider adopting other
means that could help maintain an association with those persons who had made significant
contributions to the institution, instead of appointing them as life members to the Council.
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11. Prof Ambrose KING Yeo-chi, Vice-Chancellor of the CUHK, stated that the
CUHK was most grateful to the life members for their enormous contributions to the
CUHK in many aspects throughout the years.  Although they might not be able to attend
the Council meetings due to old age or other reasons, many of them still offered their wise
counsel to the Council and the CUHK as a whole.  The contributions made by the life
members towards the institution should not merely be measured by their attendance at
Council meetings.

12. The Vice-Chancellor of the CUHK advised, in his letter of 12 June 2003 in
Appendix 7, that the CUHK would recommend to its Council that from now on, new life
members should not be appointed.  Subject to the Council’s agreement, the CUHK would
consider adopting other means to maintain a link with its Council members who had made
significant contributions to the institution.

13. The Secretary for Education and Manpower supplemented that the main
purpose of appointing life members was to maintain a link with these prominent members
of the community.  The appointment of life members was usually made in recognition of
their valuable contributions.  In reality, life members could contribute in many different
ways, such as by participation in subcommittees of the Council and other activities of the
institution.  Attending Council meetings should not be considered as the only contribution
life members were able to make.

14. To ascertain the level of participation of each Council member of the eight
institutions in the governance and management of the respective institutions, the Committee
requested the institutions to provide the following information:

- the attendance records of each of the external members of the Councils of the
eight institutions in each of the three years of 2000-01 (July 2000 to June
2001), 2001-02 (July 2001 to June 2002) and 2002-03 (July to November
2002);

- their participation in subcommittees in the same period; and

- their years of service in the Councils.

The information was provided to the Committee via the Secretary for Education and
Manpower’s letter of 30 May 2003, in Appendix 8.
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15. Based on the information provided, the Committee learned that three of the
external members of the Council of the CUHK had not attended any of the Council
meetings in all the three years.  In the case of the HKU, there was one such member, who
was Prof Arthur LI Kwok-cheung in his former capacity as Vice-Chancellor of the CUHK.
In paragraphs 2.63(a) and 2.63(c) of the Audit Report, the Secretary for Education and
Manpower stated that the Education and Manpower Bureau had attached importance to the
attendance of external Court/Council members appointed by the Chief Executive or the
Chief Executive in the capacity as the Chancellor of the institutions, and that attendance
was one of the factors that would be taken into consideration in all re-appointment exercises.
In this connection, the Committee enquired whether those Council members with “zero”
attendance would not be re-appointed after their current term of office expired.

16. The Secretary for Education and Manpower replied in the affirmative.  As
regards the reason for his non-attendance at any of the HKU Council meetings, he
explained that this was in accordance with a special arrangement agreed between the heads
of the CUHK and the HKU.  Under the arrangement, the head of each of the two
universities was a member of the Council of the other university.  The purpose was to
enable the heads of the two institutions to be provided with the Council papers of the other
university so as to facilitate them in understanding the development and strategic direction
of each other.  It was also agreed that the heads of the two universities were not required to
attend each other’s Council meetings.

17. The Vice-Chancellor of the CUHK pointed out that the external Council
members of the CUHK were all community-minded persons who served on the Council on
a voluntary and non-remunerative basis.  They had all along been very generous in
contributing their time, efforts and other resources towards enhancing the development of
the university.  Since the CUHK Council was only one of many community or voluntary
service organisations soliciting their support, members might have to be absent from a
Council meeting where the date of the meeting clashed with their other commitments.  At
times, it was not always possible to reconcile the dates of Council meetings with external
members’ travel plans.  As far as he remembered, the three members mentioned by the
Committee were out of town on the dates of the Council meetings concerned, and were thus
unable to attend.

18. In view of the low attendance rate of the external members at the Council
meetings of the CUHK and the relatively large size of its Council as compared to the other
institutions, the Committee asked:
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- whether the CUHK would consider amending The Chinese University of
Hong Kong Ordinance to the effect that a Council member might be
appointed for a period of three years or less, so as to cater for special
circumstances such as where the member’s attendance rate at the Council
meetings was low; and

- whether the CUHK would consider reducing the size of its Council so as to
make it function more effectively.

19. The Vice-Chancellor of the CUHK responded, in his letters of 9 July 2003 and
12 June 2003 in Appendices 9 and 7 respectively, that:

- Statute 11.4 of The Chinese University of Hong Kong Ordinance
stipulated that:

“(1A) If an elected member of the Council ceases to be a member under
the proviso to subparagraph (1), the body which elected him shall duly elect a
successor whose membership of the Council shall be for a period not
exceeding 3 years.  The successor shall be eligible for re-election to which
subparagraph (2) shall apply.

(2) A body re-nominating or re-electing a member may re-nominate
or re-elect, as the case may be, such member for a period of 3 years or for a
period of less than 3 years.”;

- the CUHK would remind all nominating bodies (including the various
constituent or related organisations of the CUHK) to take into consideration
the attendance records of the Council members nominated by them when they
considered re-nominating their representatives to continue to serve on the
University Council; and

- the CUHK was conducting a review on the size and composition of its
Council.  It would inform the Committee of the outcome, which was
expected to be available in the last quarter of 2003.

20. The Registrar of the HKU informed the Committee that the HKU’s Review
Panel had recommended that the appointment term of Council members should be no more
than three consecutive three-year terms, and appointments should be made on the basis of
recognised expertise and contribution.  These measures would allow the appointment
terms to be reviewed regularly, thereby enhancing the effectiveness of the Council.
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21. The Committee enquired about the number of serving Council members who
would not be re-appointed to the Council if the above recommendation was adopted.  The
Registrar of the HKU responded that if such recommendation was put in place, five of its
serving Council members would not be re-appointed as they had served on the Council for
more than nine years.

22. According to paragraph 2.51 of the Audit Report, a good practice of corporate
governance for institutions was that their Councils should consist of a majority of
independent external members capable of exercising independent judgement on important
issues.  Audit also pointed out that, based on the respective ordinances of the eight
institutions, there should be a majority of external members in the Councils of the
institutions.

23. The Committee was concerned whether the external Council members present at
the Council meetings of the eight institutions constituted a majority, and whether the
existing practice of the institutions was in line with the good governance practice cited
above.  The Committee therefore requested the eight institutions to provide the attendance
rates of their external and internal Council members at each of the Council meetings held in
the three years 2000-01 (July 2000 to June 2001), 2001-02 (July 2001 to June 2002) and
2002-03 (July to November 2002).

24. Based on the information provided by the institutions, in Appendices 10 to 24,
the Committee compiled a summary, in Appendix 25, of the attendance data.  The
Committee observed that:

- the attendance rates of external members at meetings of the Councils of the
CityU and The Hong Kong Institute of Education (HKIEd) were generally
low (i.e. below 50% at some meetings);

- the attendance rates of the Hong Kong Baptist University (HKBU), the
CUHK and the HKU were particularly disappointing.  While the HKBU
held seven Council meetings, the CUHK held nine Council meetings, and the
HKU held 19 Council meetings between July 2000 and November 2002, the
attendance of the external members of these Councils constituted a majority
(i.e. 50% or more) at only one, two and four meetings respectively; and

- as a result, when decisions were required to be made at meetings of those
Councils, there might be over-reliance on the internal members.
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25. The two tables below contain figures relating to the attendance of external and
internal members at the Council meetings of the five institutions with unsatisfactory
attendance rates (i.e. the HKBU, the HKU, the CUHK, the CityU and the HKIEd).  These
figures provide useful reference for ascertaining whether the external members present at a
particular Council meeting constituted a majority at the meeting.

Table 1

Attendance of external and internal members at meetings
of the Councils of the HKBU, the HKU and the CUHK

HKBU HKU CUHK

Meeting Total no. of
Council

 Members

(Note 1)

External
members
present
at the

meeting
(Note 2)

Internal
members
present
at the

meeting
(Note 3)

Total no. of
Council

 Members

(Note 1)

External
members
present
at the

meeting
(Note 2)

Internal
members
present
at the

meeting
(Note 3)

Total no. of
Council

 members

(Note 1)

External
members
present
at the

meeting
(Note 2)

Internal
members
present
at the

meeting
(Note 3)

2000-01 (July 2000 to June 2001)
1st 30

(External : 17
Internal : 13)

43% 57% 52
(External : 30
Internal : 22)

50% 50% 52
(External : 30
Internal : 22)

41% 59%

2nd 30
(External : 17
Internal : 13)

54% 46% 52
(External : 30
Internal : 22)

52% 48% 54
(External : 32
Internal : 22)

49% 51%

3rd 32
(External : 17
Internal : 15)

48% 52% 51
(External : 30
Internal : 21)

50% 50% 55
(External : 33
Internal : 22)

46% 54%

4th 31
(External : 16
Internal : 15)

37% 63% 47
(External : 26
Internal : 21)

43% 57%

5th 50
(External : 29
Internal : 21)

48% 52%

6th 49
(External : 29
Internal : 20)

39% 61%

7th 47
(External : 28
Internal : 19)

39% 61%

8th 45
(External : 28
Internal : 17)

45% 55%
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HKBU HKU CUHK

Meeting Total no. of
Council

 Members

(Note 1)

External
members
present
at the

meeting
(Note 2)

Internal
members
present
at the

meeting
(Note 3)

Total no. of
Council

 Members

(Note 1)

External
members
present
at the

meeting
(Note 2)

Internal
members
present
at the

meeting
(Note 3)

Total no. of
Council

 members

(Note 1)

External
members
present
at the

meeting
(Note 2)

Internal
members
present
at the

meeting
(Note 3)

2001-02 (July 2001 to June 2002)
1st 31

(External : 16
Internal : 15)

42% 58% 49
(External : 26
Internal : 23)

46% 54% 54
(External : 33
Internal : 21)

49% 51%

2nd 33
(External : 18
Internal : 15)

44% 56% 48
(External : 26
Internal : 22)

45% 55% 53
(External : 32
Internal : 21)

49% 51%

3rd 33
(External : 18
Internal : 15)

45% 55% 48
(External : 25
Internal : 23)

44% 56% 54
(External : 32
Internal : 22)

46% 54%

4th 48
(External : 25
Internal : 23)

47% 53% 52
(External : 32
Internal : 20)

51% 49%

5th 46
(External : 24
Internal : 22)

46% 54%

6th 46
(External : 24
Internal : 22)

45% 55%

7th 46
(External : 24
Internal : 22)

41% 59%

2002-03 (July to November 2002)
1st 45

(External : 24
Internal : 21)

35% 65% 53
(External : 33
Internal : 20)

53% 47%

2nd 44

(External : 23
Internal : 21)

42% 58% 53
(External : 33
Internal : 20)

47% 53%

3rd 45

(External : 24
Internal : 21)

46% 54%

4th 45

(External : 24
Internal : 21)

52% 48%

Average
attendance

External members
constituted a majority at

only 1 of the 7 meetings (i.e. 14%)
held during the period

External members
constituted a majority at

only 4 of the 19 meetings (i.e. 21%)
held during the period

External members
constituted a majority at

only 2 of the 9 meetings (i.e. 22%)
held during the period
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Note (1) : denotes the actual number of Council members (broken down into external and internal
members) as of the date of the Council meeting

Note (2) : denotes the percentage of the external members present at the Council meeting against all
Council members present at that meeting (i.e. the total number of external members present at
the Council meeting ÷ the total number of Council members present at that meeting x 100%)

Note (3) : denotes the percentage of the internal members present at the Council meeting against all
Council members present at that meeting (i.e. the total number of internal members present at
the Council meeting ÷ the total number of Council members present at that meeting x 100%)

Table 2

Attendance of external and internal members at meetings
of the Councils of the CityU and the HKIEd

CityU HKIEd

Meeting
Total no. of

Council
 Members

(Note 1)

External members
present at the

meeting
(Note 2)

Internal members
present at the

meeting
(Note 3)

Total no. of
Council

 Members
(Note 1)

External
members present

at the meeting
(Note 2)

Internal
members present

at the meeting
(Note 3)

2000-01 (July 2000 to June 2001)
1st 31

(External : 17
Internal : 14)

42% 58% 27
(External : 16
Internal : 11)

54% 46%

2nd 30
(External : 16
Internal : 14)

50% 50% 27
(External : 16
Internal : 11)

47% 53%

3rd 32
(External : 18
Internal : 14)

44% 56% 27
(External : 16
Internal : 11)

41% 59%

2001-02 (July 2001 to June 2002)
1st 31

(External : 18
Internal : 13)

58% 42% 27
(External : 16
Internal : 11)

53% 47%

2nd 33
(External : 19
Internal : 14)

52% 48% 27
(External : 16
Internal : 11)

53% 47%

3rd 32
(External : 18
Internal : 14)

48% 52% 27
(External : 16
Internal : 11)

52% 48%

4th 27
(External : 16
Internal : 11)

45% 55%

5th 27
(External : 16
Internal : 11)

48% 52%

6th 27
(External : 16
Internal : 11)

57% 43%
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CityU HKIEd

Meeting
Total no. of

Council
 Members

(Note 1)

External members
present at the

meeting
(Note 2)

Internal members
present at the

meeting
(Note 3)

Total no. of
Council

 Members
(Note 1)

External
members present

at the meeting
(Note 2)

Internal
members present

at the meeting
(Note 3)

2002-03 (July to November 2002)
1st 31

(External : 17
Internal : 14)

39% 61% 27
(External : 16
Internal : 11)

44% 56%

2nd 27
(External : 16
Internal : 11)

80% 20%

3rd 27
(External : 16
Internal : 11)

47% 53%

Average
attendance

External members
constituted a majority at

only 3 of the 7 meetings (i.e. 43%)
held during the period

External members
constituted a majority at

only 6 of the 12 meetings (i.e. 50%)
held during the period

Note (1) : denotes the actual number of Council members (broken down into external and internal
members) as of the date of the Council meeting

Note (2) : denotes the percentage of the external members present at the Council meeting against all
Council members present at that meeting (i.e. the total number of external members present at
the Council meeting ÷ the total number of Council members present at that meeting x 100%)

Note (3) : denotes the percentage of the internal members present at the Council meeting against all
Council members present at that meeting (i.e. the total number of internal members present at
the Council meeting ÷ the total number of Council members present at that meeting x 100%)

26. In the light of the attendance rates in Tables 1 and 2 above, the Committee
doubted whether the Councils of the five institutions concerned were operating in line with
the good governance practice for a publicly-funded organisation that there should be a
majority of independent external members in the governing body when important decisions
were made.  The Committee asked the institutions whether and how they had ensured that
there was no over-reliance on the internal members when important decisions had to be
made at the Council meetings, especially in cases where the number of external members
present at a Council meeting did not constitute a majority.
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27. In his letter of 14 July 2003, in Appendix 10, the President and Vice-Chancellor
of the HKBU advised that:

- the number of regular Council meetings scheduled in each year was four.  In
order to enable all external members (and internal members as well) to attend
all Council meetings, the dates of these scheduled meetings were fixed one
year in advance and Council members notified accordingly so that they could
set aside the time.  Notwithstanding this, it was perfectly understandable that
the external members, being leaders and senior executives in their own
professions, often had to adjust their schedules to respond to urgent tasks.
So there was in practice no sure way to effectively guarantee that external
members would constitute a majority at every meeting;

- experience had clearly shown that when there were divided views on an
important issue being debated by the Council, the situation in most cases was
that the group which supported the issue was made up of both external and
internal members, and similarly for the group which opposed the issue.  In
other words, it was the substance of the issue being debated which counted
most, and thus it might be somewhat simplistic to infer from a mechanical
interpretation of the attendance data that there was over-reliance on internal
members whenever the number of external members present at a meeting did
not constitute a majority;

- unlike similar bodies in other organisations, a university council was so
constituted that the external members serving on it were not appointed (by the
Government) to represent specifically the interests of certain groups of people
in the university.  On that understanding, the HKBU Council had been
conducting its decision-making mainly through building consensus at
meetings rather than depending too heavily on the counting of votes; and

- the Hong Kong Baptist University Ordinance set out explicitly the procedure
for conducting the discussion and decision making of any matter for which a
Council member (whether internal or external) had a pecuniary or personal
interest.  This was further elaborated in the guidelines of procedure adopted
by the Council.  According to the pertinent procedure, such a Council
member would be required to withdraw from the meeting or refrain from
voting.
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28. The Vice-Chancellor of the HKU advised at the public hearing and in his letter
of 14 July 2003, in Appendix 12, that:

- the HKU’s Review Panel did not consider that external members’ attendance
at Council meetings should be the only major consideration in assessing their
contributions towards the institution, as many members were actively
participating in the work of other committees;

- in its earlier review of the governance and management structures of the
institution, the HKU Council resolved to revamp both the size and the
composition of the Council.  Following the international trend towards a
smaller-size governing body, legislative amendments had been made by the
HKU to change the size and composition of its Council and Senate.  As a
result, the size of the Council had been reduced to 24 members, with the ratio
of external members to internal members being 2:1.  Among the internal
members, the Vice-Chancellor would be the only ex-officio member.  All
other members, external and internal, would be appointed or elected ad
personam and served as trustee rather than delegate or representative of a
particular constituency.  This would not only provide for adequate presence
of external members on the Council, but could also ensure that internal
members, serving as trustees, would operate in the best interest of the entire
institution;

- apart from the Council, the size of the Senate had also been reduced to no
more than 50 members; and

- it was not uncommon in the past for members who were unable to attend
Council meetings to submit written comments before the meetings.

The Committee noted that the change to the size and composition of the Council and Senate
of the HKU had come into operation on 1 November 2003.

29. The Vice-Chancellor of the CUHK and Mr Jacob LEUNG, University
Secretary of the CUHK, said at the public hearing and the Acting Vice-Chancellor of the
CUHK stated in his letter of 14 July 2003, in Appendix 14, that:

- although non-staff Council members present at the Council meetings between
July 2000 and November 2002 did not constitute a majority, the average
numbers of non-staff Council members present, as set out below, were
already quite large:
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2000-01 2001-02 2002-03
Non-staff Council members

(External members) 16 (44%) 19 (49%) 18 (50%)

Staff Council members
(Internal members) 20 (56%) 20 (51%) 18 (50%)

- the Council did not and would not over-rely on the staff Council members
when making important decisions at Council meetings;

- the non-staff Council members who were present at the Council meetings
took an active part in the deliberation and their views were highly respected
and taken into careful consideration.  The Council resolutions were passed
usually by consensus with support of the non-staff Council members present,
after deliberations and debate; and

- Council members were able to participate in the deliberation of any matter on
the agenda of a meeting by making their views known in writing or through
another Council member attending the meeting even if they could not attend
the meeting in person.  Furthermore, Council business was transacted by
circulation of papers between Council meetings.

30. The Vice-Chancellor of the CUHK added that he agreed that the Council should
consist of a majority of external members.  However, in his view, the staff Council
members who represented different constituents or their own professions were also very
independent.  These members might not necessarily support all the proposals put forward
to the Council.

31. In his letter of 11 July 2003, in Appendix 16, the Acting President of the CityU
advised that:

- the CityU was well aware of the importance of good governance and believed
that the participation and input from external members was crucial to this;

- the Council conducted its business through its own meetings and those of the
Executive Committee and other Council Committees.  These committees
met at regular intervals and were chaired by external Council members, with
some other external members serving as members;
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- the proposals and decisions from these committees were presented to the
Executive Committee and/or the Council for approval or information.  The
Executive Committee, comprising the chairmen of the Council Committees,
met five times a year and acted on behalf of the Council when there were no
Council meetings.  This tiered committee system had worked very well and
ensured that proper debate on important issues could take place; and

- external Council members would provide input and ideas and participate in
thorough deliberation of various issues and proposals.  This mechanism
ensured that proposals and recommendations presented to the Executive
Committee and the Council were duly examined and considered, and
consultation was carried out within and outside the University as and when
appropriate.  In their experience, the committee structure effectively
prevented the Council from relying heavily on internal members in taking
decisions on major issues.

       

32. Regarding the attendance rates of external members of the Council of The Hong
Kong Polytechnic University (PolyU), Prof POON Chung-kwong, President of the
PolyU, advised at the public hearing and the Secretary to Council of the PolyU said in his
letter of 11 July 2003, in Appendix 22, that:

- the PolyU Council’s mix of external and internal representation was a good
assurance that there would not be over-reliance on internal members when
decisions were made at Council meetings.  The PolyU Council was made up
of 20 external members from the business and professional sectors appointed
by the Chief Executive, one external member from the alumni who was not
an employee of the institution and appointed by the Council, and eight
internal members (the President and Deputy President of the PolyU as ex-
officio members, two Deans of Faculty, three elected staff members, and a
student member elected by and from full-time students); and

- even when all the internal members were present and only 50% of the
external members attended a meeting, which was unlikely, the number of
external members would still outnumber the internal representatives.  In fact,
according to statistics of the past three years, on average external members
made up about 69% of members present at Council meetings.
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33. The Committee noted that the attendance rates of external members of the
Council of the Lingnan University (LU) was also encouraging.  In response to the
Committee, Mr Valiant CHEUNG Kin-piu, Deputy Chairman of the Council of the LU,
said that effective cooperation between the Council Secretariat and Council members was
conducive to the discharge of duties by Council members.  The Council Secretariat of LU
had provided Council members with ample opportunities to participate in the governance
and management of the institution.  LU Council members were always provided with
useful background information papers on issues to be discussed, which facilitated them in
deliberating the issues at Council meetings in a constructive and effective manner.

34. The Secretary to the Council of the LU advised in his letter of 14 July 2003, in
Appendix 24, that external members constituted an absolute majority in the LU Council’s
membership.  At any meeting, when external members were outnumbered by internal
members, it would not be possible to form a quorum.  The same situation also applied to
other standing committees of the Council.

35. In his letter of 14 July 2003, in Appendix 20, the Acting President of The Hong
Kong University of Science and Technology (HKUST) stated that:

- The Hong Kong University of Science and Technology Ordinance provided
for a ratio of 18 external members to 11 internal members on the Council.
Experience showed that the number of external members present at Council
meetings consistently constituted a majority; and

- when important decisions were made at Council meetings, e.g. in the
appointment of senior officers at the rank of Vice-Presidents and above, the
Ordinance even reserved the right to only the external members.

36. In his letter of 26 May 2003, in Appendix 26, the Secretary-General of the
UGC informed the Committee that all the eight institutions provided information packages
and orientation for their new Council members to help them discharge their responsibilities.
The types of information provided to new Council members were set out in the Annex to
the Secretary-General of the UGC’s letter.

37. According to paragraphs 2.69 to 2.71 of the Audit Report, a good corporate
governance structure should have an audit committee which consisted of a majority of
independent external members, who had the necessary financial expertise and time to
examine the institution’s financial affairs more vigorously than the governing body as a
whole.  The audit committee would assist the governing body by providing an independent
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review of the effectiveness of the auditing and financial reporting processes, internal
controls and risk management systems of the institutions. It would also help enhance
economy, efficiency and effectiveness and secure value for money in all areas of activities
of the institution.

38. According to Audit’s findings in Table 9 in paragraph 2.72 of the Audit Report,
five of the eight institutions had not established an audit committee, which was not in line
with good corporate governance practices.  These five institutions were the CityU, the
HKBU, the CUHK, the PolyU and the HKU.  In the case of the HKBU, apart from not
having an audit committee, it had neither an internal audit section nor a mechanism for
reporting the internal audit findings to its Council.  Other cases of deficiency detected by
Audit included the LU’s non-setting up of an internal audit section and the CUHK’s non-
reporting of the internal audit findings to its Council.  On the other hand, the Committee
noted that the HKIEd and the HKUST had set up both an internal audit section which
reported to their Councils and an audit committee, which represented a significant step
forward in achieving good corporate governance.  The Committee asked the institutions to
comment on Audit’s findings and recommendation.

39. The President of the CityU said that the CityU’s Review Committee on
University Governance and Management would consider whether it was necessary to set up
an audit committee in addition to the existing internal audit section which had been
functioning effectively since its establishment in 1998.  On average, the internal audit
section submitted some 20 reports to the Council each year.  The Review Committee
aimed at submitting its recommendations to the Council at its meeting in November 2003.

40. The President and Vice-Chancellor of the HKBU said that in view of the
relatively small size of the HKBU and the limited resources available, the HKBU would try
to explore other ways to perform the internal audit function by using the least resources.
He was prepared to take up the Audit’s recommendation of setting up an audit committee in
the context of the “fitness for purpose” review on the governance and management
structures of the HKBU.

41. Prof Edward CHEN Kwan-yiu, President of the LU, advised that:

- because of the relatively small size of the LU, it was not practicable and
economical to set up an internal audit section in view of the staff cost
involved.  In fact, the LU had established an internal audit committee to
perform the functions of an internal audit section.  The internal audit
committee, which was similar to an audit committee, comprised a small
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number of external members of the Council.  It would outsource the internal
audit work to external professional consultants when required, and would
report its work to the Council; and

- the LU was in the process of developing a five-year rolling internal audit
programme.

42. The Vice-Chancellor of the CUHK responded that the CUHK had set up a
professional and very rigorous internal audit section for a decade.  Audit’s
recommendation for an audit committee to be established under the Council would be
considered in the context of the governance review.  The CUHK’s decision on the audit
committee proposal was expected to be available at the end of 2003 or in mid-2004.

43. The President of the PolyU informed the Committee that in the light of Audit’s
recommendation, the PolyU had recently set up an audit committee under the PolyU
Council.  The audit committee comprised three members.  To enhance independence of
the audit committee, all the three members would not participate in the work of any
committees established under the Council.

44. In his letter of 29 July 2003, in Appendix 13, the Vice-Chancellor of the HKU
informed the Committee that the HKU had recently adopted, for implementation, the report
of the Review Panel on the governance and management structures of the HKU.  The
establishment of an audit committee, responsible directly to the Council, was among the
proposals of the review report.  The HKU was currently examining the role of an audit
committee and its relationship with other committees and administrative units, before
proposing the terms of reference for consideration by the new Council.  The Council had
requested that all the mechanisms and procedures recommended by the Review Panel be in
place by the end of 2003.  The HKU was aiming at setting up the audit committee before
the end of 2003.

45. The response of some institutions revealed that they lacked the resources required
for setting up an internal audit section but they would identify other ways to perform the
internal audit function, such as by outsourcing their internal audit work to external
professional consultants.  The Committee asked whether such an arrangement was
acceptable.
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46. Mr Dominic CHAN Yin-tat, Director of Audit, responded that outsourcing
internal audit work to external professional consultants was also acceptable, as long as the
internal audit function was performed independently and the audit findings were reported to
the Council directly without involving the Head of Institution or other members of the
senior management.  But those institutions without an audit committee should set up one
to strengthen their internal audit function and the corporate governance structure.

47. Mr Peter CHEUNG Po-tak, Secretary-General of the UGC, said that the
UGC also saw the importance of the role of an independent audit committee in the
institutions’ governance structure.  In her meeting with the Heads of Institutions in
November 2002, the Chairperson of the UGC had asked the Heads of Institutions concerned
to consider the proposal of establishing an audit committee under their Councils in the
context of the review on their governance and management structures.

Financial reporting of institutions

48. The Committee noted that in 1996, a Task Group on Uniform Accounting
Policies and Practices, comprising finance directors of the institutions, had issued a
Statement of Recommended Practice (SORP) for reference by the institutions for the
preparation of their financial statements.  The objective was to provide a standard to
enhance the usefulness and comparability of the published financial information among the
institutions.  Because of the peculiarities of the institutions which had rendered some of
the commonly accepted accounting standards inapplicable, the SORP allowed for
deviations from the Statements of Standard Accounting Practice of Hong Kong (HKSSAPs)
in the following three areas:

- recognition of expenses;

- accounting treatment of property, plant and equipment; and

- recognition of assets.

49. As the SORP had taken into account the HKSSAPs, where full compliance with
the HKSSAPs was considered inappropriate, such departures were highlighted in the SORP
and were required to be disclosed in the financial statements of the reporting institution.  It
implied that, in general, the institutions needed to comply with the HKSSAPs in all
accounting treatments, except in the three areas mentioned above.
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50. Audit’s examination of the institutions’ financial statements for the year ended 30
June 2002 revealed that, apart from the three areas of departure covered by the SORP, some
of the institutions had not complied with the accounting treatments laid down in some other
HKSSAPs.  There were two major areas of such departure.  First, with the exception of
the LU which did not have any subsidiary or associate, all the other seven institutions did
not prepare consolidated financial statements to present their financial affairs and those of
their subsidiaries and associates together.  Second, all the eight institutions did not disclose
transactions with related parties in their financial statements.

51. The Committee noted from paragraph 4.22 of the Audit Report that, in the
CUHK’s financial statements for the year ended 30 June 2002, the CUHK did not make
disclosures of its subsidiary or associate.  In its response in paragraph 4.24 of the Audit
Report, the CUHK stated that compared to the account of the CUHK, the account of its
subsidiary in question was not material.  Therefore, no disclosure of such account was
made in the CUHK’s financial statements.  This was a generally accepted accounting
practice.

52. Audit considered it desirable for the institutions to, as far as possible, prepare
consolidated financial statements to present their financial affairs and those of their
subsidiaries and associates together.  This practice was in line with the practices adopted
by universities in advanced countries.  The Committee asked whether the CUHK
would take on board Audit’s view and prepare consolidated financial statements to
present its financial affairs and those of its subsidiaries and associates together.  The
Vice-Chancellor of the CUHK said that the CHUK would do so if such accounting
arrangement was considered necessary.

53. According to paragraph 4.28 of the Audit Report, as required under the Statutes
of the University of Hong Kong Ordinance, the HKU needed to prepare a balance sheet and
an income and expenditure account, which were to be audited, for submission to the HKU
Council every year.  Audit considered that it was not desirable for the HKU to include the
financial results, and the assets and liabilities of the HKU School of Professional and
Continuing Education (HKU-SPACE) in its financial statements.  This was because the
HKU and the HKU-SPACE were separate legal entities which were individually required
under different Ordinances to prepare their own financial statements.  Therefore, there was
a need for the HKU to prepare a set of financial statements of its own every year (without
including the financial data of another legal entity).  In this connection, the Committee
asked whether the HKU would consider Audit’s view and prepare a set financial statements
of its own.
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54. Mr Philip LAM, Director of Finance of the HKU, said that:

- as the income of the HKU-SPACE accounted for 7.6% of the consolidated
income of the HKU as a whole in 2001-02, the inclusion of the financial
results as well as assets and liabilities of the HKU-SPACE in the HKU’s
accounts was desirable.  This would enable the Council to better understand
the HKU’s overall financial position; and

- nevertheless, in the light of Audit’s comment, the HKU would prepare a
separate set of its own financial statements, which would exclude the financial
data of the HKU-SPACE as another legal entity.

55. The Committee noted from Table 12 in paragraph 4.30 of the Audit Report that as
at 30 June 2002, as disclosed in the institutions’ subsidiaries’ financial statements, the
CUHK had made capital donations amounting to $4,082,231 to a subsidiary.  However, in
its response in paragraph 4.31(b) of the Audit Report, the CUHK described this sum as
capital injection.  The Committee therefore sought clarification from the CUHK as to
whether the money in question was capital donation or capital injection.

56. The University Secretary of the CUHK said at the public hearing and the
Vice-Chancellor of the CUHK advised, in his letter of 30 May 2003 in Appendix 27, that:

- there was no giving away of the CUHK’s assets to any external organisation
by way of donation or otherwise.  The amount of $4,082,231 represented
capital injection from the CUHK to the subsidiary, which was derived from
licence income arising out of technology transfers.  The subsidiary in
question was The Chinese University of Hong Kong Foundation Limited,
which was a non-profit-making company limited by guarantee established and
wholly controlled by the CUHK Council.  The five directors of this company
were all Council officers or members appointed by the Council; and

- the company was established to facilitate the CUHK’s engagement in
technology transfer and technology development.  The company itself did
not undertake any business operation.  It only served to hold the intellectual
property rights and investments related to technology development for and on
behalf of the CUHK.



University Grants Committee funded institutions -
Governance, strategic planning and financial and performance reporting

- 26 -

57. According to Table 12 in paragraph 4.30 of the Audit Report, the consolidated
balance sheet of a subsidiary of the PolyU for the year ended 30 June 2002 showed that the
group owed $890,816 to the PolyU with no fixed term of repayment.  The President of
the PolyU advised that this amount represented the accrued expenses payable for services
provided by the PolyU, and had now been fully settled.

58. In paragraph 4.48(b), Audit recommended that the Secretary-General of the UGC
should collaborate with the eight institutions and the Hong Kong Society of Accountants
(HKSA) to develop a set of revised SORP, which should comply with the HKSSAPs, for
compiling the institutions’ financial statements.  However, it appeared to the Committee
that the institutions’ non-compliance with certain HKSSAPs was primarily attributed to the
UGC funding rules, as revealed in the institutions’ response in the Audit Report.

59. The Secretary-General of the UGC explained at the public hearing and in his
memo to the Director of Audit of 30 May 2003, in Appendix 28, that:

- the preparation of financial statements to report on the financial performance
of an institution was a statutory responsibility of the institution.  The choice
of accounting policy and practice was therefore a matter for the institutions to
decide and their auditors to accept.  Nevertheless, the UGC supported that
the institutions should develop a SORP to harmonise accounting practices
among themselves, in order to encourage good practices and facilitate
comparison;

- apart from the statutory obligation, the institutions were required under the
funding rules of the UGC to report on the use of grants allocated to them.
The UGC provided institutions with different kinds of grants for different
purposes (e.g. the capital grants to cover the building and capital works
requirements, block grants to cover the bulk of the recurrent requirements of
the UGC funded activities, and earmarked grants for some specific purposes
like research projects);

- the UGC would need reports from the institutions to enable it to monitor how
these individual grants had been committed and spent.  Dependent upon the
nature of the grant, reporting requirements might need to be on a different
accounting basis.  For example, where the cost of a building was fully
covered by a capital grant, there should not be a depreciation charge in the
block grants although, under the HKSSAPs, building costs were normally
amortised in the recurrent account over the useful life of a building; and
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- the UGC appreciated the merits of institutions’ running a system which
satisfied both of the above requirements and was cost effective.  However, as
a matter of principle, the UGC considered that financial statements by and
large should comply with the HKSSAPs, even if on specific items, the
institutions would have to make adjustments for the particular purpose of a
separate report to the UGC.  Towards this, the UGC had been working with a
Task Force on Review of the SORP, led by the Director of Finance of the
HKBU, to devise the basic rules.  Good progress was being made for the
institutions to adopt a new set of SORP soon.

60. Mr Alex SHUEN, Director of Finance of the HKBU, stated that:

- throughout the years, all the institutions had appointed auditors, who were
certified by the HKSA, to audit their annual published financial statements.
All the audited financial statements prepared by the institutions were certified
by their auditors to have presented a true and fair view of the state of their
financial affairs for the financial year concerned.  The auditors’ report had
consistently expressed an unqualified opinion in this respect;

- the existing accounting practices adopted by the institutions had evolved from
the accounting practices of the Government and the funding rules prescribed
by the then University and Polytechnic Grants Committee back in the 1970s.
The major users of the financial statements were the University and
Polytechnic Grants Committee, the funding bodies and the governing bodies
of the institutions;

- the Task Force, under his chairmanship, worked through the whole of 2002 to
review the SORP with a view to narrowing the variance in accounting
practices as laid down in the SORP and the HKSSAPs; and

- a new funding arrangement had been put in place for about two years, which
enabled the institutions to carry up to 20% of their respective recurrent grant
in a triennium to the next as reserves.  He believed that this arrangement
could help address the concerns raised by Audit about financial reporting of
the institutions, except the issue of depreciation of fixed assets as HKSSAP
17 stipulated that non-profit-making organisations (i.e. including the
institutions) were exempted from this requirement.
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61. The Director of Audit pointed out that although HKSSAP 17 exempted non-
profit-making organisations from compliance with the depreciation requirement, such
organisations were encouraged to follow the accounting practices set out in this HKSSAP.
Since compliance with the depreciation requirement would help the institutions show the
full costs of operation in a financial period, the institutions, being publicly-funded
organisations, were strongly encouraged to comply with this requirement in order to set a
good example to the public.  Indeed, Audit’s research revealed that overseas universities
also adopted depreciation accounting for their fixed assets.

62. The institutions in general had reservations about Audit’s recommendation to
adopt depreciation accounting for their fixed assets.  The President of the CityU, the
Deputy Chairman of the Council of the LU, the President of the LU and the
Vice-Chancellor of the HKU said that:

- the institutions’ buildings and capital works requirements were already
covered by capital grants;

- the land on which the institutions were built was granted by the Government
and thus there was not a market value.  If the value of the land was required
to be reflected in the institutions’ financial statements, the institutions might
need to artificially create a market value which, in the view of the institutions,
would be of little or no reference value and would also waste human
resources in handling the work involved; and

- the accounting treatments of fixed assets adopted by overseas universities
might not be applicable to Hong Kong as some overseas universities were
built on private land.

63. Having regard to the response from the PolyU and the HKU in paragraph 4.53(b)
of the Audit Report that they would consider adopting all HKSSAPs if the UGC agreed to
change its funding model and surplus assessment method for the institutions, the Committee
enquired:

- whether the UGC would consider changing the existing funding arrangements
applicable to the institutions; or

- whether the institutions were agreeable to the UGC’s suggestion of preparing
two sets of financial statements, one of which would be in compliance with
the HKSSAPs while the other would serve as a report to the UGC on the use
of grants allocated to them.
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64. Mr Chris MONG, Associate Vice President & Director of Finance of the
PolyU and the President of the CityU said that it would be most desirable if the
institutions were to prepare only one set of financial statements which was in compliance
with the HKSSAPs and satisfied both their auditors and the UGC.  If this was not possible,
the institutions might need to first prepare a set of financial statements which was in
compliance with the HKSSAPs for audit purpose and to reconcile this set of financial
statements thereafter to cater for the requirements of the UGC.

65. The Secretary-General of the UGC and the Director of Finance of the HKBU
informed the Committee that:

- the Task Force on Review of the SORP had finished the review.  Comments
from the institutions’ auditors and the UGC had been sought and incorporated
into the revised SORP;

- the revised SORP essentially recommended a full compliance with the
prevailing HKSSAPs and gave further details on presentation of information
in the financial statements to enhance comparability among the institutions;
and

- the Task Force would submit the revised SORP to the HKSA for its comments.
The HKSA would be specifically invited to advise whether the revised SORP
was consistent with the HKSSAPs and whether those practices in the revised
SORP not covered by the prevailing HKSSAPs would enable the institutions
to present their financial statements in a true and fair manner.

66. In his letter of 9 October 2003, in Appendix 29, the Director of Finance of the
HKBU provided a copy of a letter of 7 October 2003 from a Senior Director (Professional
and Technical Development) of the HKSA, which set out the HKSA’s comments on the
revised SORP.  In her letter of 7 October 2003, the Senior Director (Professional and
Technical Development) provided the following response:

- although it was not currently possible, within the HKSA’s standard setting
framework, for the HKSA to offer official view or endorsement on the revised
SORP, it was able to offer some observations on certain aspects of the
document; and

- the institutions had already received professional opinion from their auditors
on the materials contained in the revised SORP.  This was appropriate
because, bearing in mind that the accounting issues being discussed were for
an extremely limited number of entities, the development and application of
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appropriate accounting policies should first and foremost rest with those
within the entity who took responsibility for the financial statements.  The
auditor should then express an opinion as to whether the accounting policies
were appropriate and whether they had been applied accordingly.

67.  In her letter of 7 October 2003, the Senior Director (Professional and
Technical Development) also highlighted the contents of paragraph 2 of HKSSAP 17,
which dealt with accounting treatments of property, plant and equipment, as follows:

“Charitable, government subvented and not-for-profit
organisations whose long-term financial objective was other
than to achieve operating profits (e.g. trade associations,
clubs and retirement schemes) are exempted from
compliance with this Statement provided that full disclosure
of their accounting policies is made.  Nonetheless, these
enterprises are encouraged to follow the accounting
practices set out in this Statement.”

68. In his letter of 9 October 2003, the Director of Finance of the HKBU advised that
further refinements would be made to the SORP in the light of the comments from the HKSA.
Moreover, comments from the institutions’ auditors had been duly taken into account in the
SORP and the auditors had, consistently in the past, certified the financial statements of the
institutions to the effect of presenting a true and fair view of their financial affairs.

69. At the invitation of the Committee, the Director of Audit provided, in his letter
of  17 October 2003 in Appendix 30, a response to the Senior Director (Professional and
Technical Development)’s letter, as follows:

- Audit fully appreciated that non-compliance with HKSSAP 17 on the
depreciation of assets per se by the institutions did not call into question
whether their financial statements were SSAP-compliant.  These were
separate and different issues.  Audit was aware that the scope of HKSSAP
17 on property, plant and equipment stated that charitable, government
subvented and not-for-profit organisations whose long-term financial
objective was other than to achieve operating profits were exempted from
compliance with this Statement.  However, it should be noted that the
Statement also stated that such enterprises were encouraged to follow the
accounting practices set out in the Statement; and
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- Audit’s research had shown that universities in advanced countries usually
adopted depreciation accounting for their property, plant and equipment.
Therefore, Audit made a statement in paragraph 4.41 of the Audit Report that
“it would be desirable for the institutions, which were the highest academic
institutions for advancing accounting knowledge, to adhere to the
international best practices on the preparation of financial statements”.

70. Conclusions and recommendations  The Committee:

Corporate governance of institutions

- expresses serious concern that:

(a) the attendance rates of external members at meetings of the Councils of
the City University of Hong Kong (CityU) and The Hong Kong Institute
of Education (HKIEd) were generally low (i.e. below 50% at some
meetings).  Those of the Hong Kong Baptist University (HKBU), The
Chinese University of Hong Kong (CUHK) and The University of Hong
Kong (HKU) were particularly disappointing.  While the HKBU held
seven Council meetings, the CUHK held nine Council meetings, and the
HKU held 19 Council meetings between July 2000 and November 2002,
the attendance of the external members of these Councils constituted a
majority (i.e. 50% or more) at only one, two and four meetings
respectively.  As a result, when decisions were required to be made at
meetings of those Councils, there might be over-reliance on internal
members; and

(b) five of the eight institutions had not established an audit committee,
which is not in line with good corporate governance practices;

- expresses concern that:

(a) the CityU had not set up a Court as its advisory body, although the City
University of Hong Kong Ordinance specifies that there is to be a Court;

(b) the Court of the HKU largely functions as an advisory body, while the
University of Hong Kong Ordinance specifies that the Court is the
supreme governing body;

(c) the size of the governing bodies of the CUHK and the HKU is larger
than that of the other six institutions and is not in line with the
international trend towards a smaller-size governing body; and
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(d) currently, over 10% (i.e. seven out of 56) of the Council members of the
CUHK are life members; all of the six life members did not attend any of
the nine Council meetings held between July 2000 and November 2002;

- commends the HKIEd and the HKUST for having set up both an internal
audit section which reports to their Councils and an audit committee;

- acknowledges that:

(a) the institutions are reviewing the attendance of external members and
will explore additional measures to facilitate high attendance of external
members;

(b) legislative amendments have been made by the HKU to change the size
and composition of its Council and Senate.  As a result, the size of the
Council has been reduced to 24 members, with the ratio of external
members to internal members being 2:1, and the size of the Senate has
been reduced to no more than 50 members;

(c) the CUHK is conducting a review of the size and composition of its
Council, the outcome of which is expected to be available in the last
quarter of 2003;

(d) the CUHK will recommend to its Council that new life members should
not be appointed.  It will also remind all nominating bodies (including
the various constituent or related organisations of the CUHK) to take
into consideration the attendance records of the Council members
nominated by them when they consider re-nominating their
representatives to continue to serve on the Council;

(e) the CityU hopes to set up a Court within a year if the proposal is
supported by its Review Committee on Governance and Management,
which plans to submit its report to the CityU Council in November 2003;

(f) in the light of Audit’s recommendation, The Hong Kong Polytechnic
University has set up an audit committee; and

(g) the HKU aims at setting up an audit committee before the end of 2003;
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- recommends that the Secretary-General of University Grants Committee
(UGC) should request:

(a) all the institutions to adopt measures to ensure that external members
will constitute a majority at the Council meetings;

(b) all the institutions to consider publishing the attendance records of their
Council members and uploading the records onto their websites for the
information of the public;

(c) that, as a matter of principle, the institutions should not re-appoint those
Council and/or Court members whose attendance at Council and/or
Court meetings is low;

(d) the HKU to amend the University of Hong Kong Ordinance to ensure
that the statutory roles of its Council and Court reflect their actual
functions;

(e) the CUHK to consider reducing the size of its Senate, apart from the
Council, so as to enable it to function more effectively;

(f) the CityU, the HKBU and the CUHK to set up an audit committee to
strengthen their internal audit function and the corporate governance
structure; and

(g) the institutions to conduct periodic (say every five years) reviews of the
effectiveness of their governing bodies;

Strategic planning of institutions

- expresses concern that:

(a) the HKUST and the HKU have not prepared a strategic plan to set out
the objectives, operational goals and actions for achieving the goals;

(b) the eight institutions have not developed an annual operational plan for
implementing the strategic plan; and

(c) the eight institutions have not adopted the good practices of setting
targets and reporting progress as in universities in advanced countries;
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- acknowledges that:

(a) the HKU is in the process of developing its strategic plan;

(b) to assist it in determining the allocation of funding for the 2005-08
triennium, the UGC will conduct another performance-based funding
scheme which will comprehensively and qualitatively look at the
institutions’ overall vision, strategic orientation, development and
operational plans, support mechanisms, efforts in key result areas and
how they are to be measured; and

(c) the UGC will include community service as an element in the
forthcoming performance-based funding exercise and in the
Comprehensive Audit in future;

- recommends that the Secretary-General, UGC should request:

(a) the HKUST and the HKU to expedite action to finalise their strategic
plans to set out their objectives, operational goals and actions for
achieving the goals;

(b) the Lingnan University, the HKUST and the HKU to upload their
strategic plans onto their websites for the information of the public;

(c) the eight institutions to develop annual operational plans to set out clear
targets for achievement;

(d) the eight institutions to prepare annual progress reports to present the
progress of achievement in respect of the targets set out in their annual
operational plans;

(e) the eight institutions to upload their progress reports onto their websites
for the information of the public; and

(f) the eight institutions to enhance their role in the provision of community
services by setting relevant targets for achievement in their annual
operational plans;
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Financial reporting of institutions

- expresses concern that:

(a) the eight institutions did not comply with some of the Statements of
Standard Accounting Practice of Hong Kong (HKSSAPs) in preparing
their financial statements, which included the recognition of expenses,
accounting treatment of property, plant and equipment, recognition of
assets, presentation of consolidated financial statements and disclosure
of related-party transactions;

(b) there was a delay in conducting a review of the Statement of
Recommended Practice (SORP); and

(c) the HKU had included the financial results and the assets and liabilities
of the HKU School of Professional and Continuing Education
(HKU-SPACE), which is a separate legal entity, in the HKU’s financial
statements;

- acknowledges that:

(a) the Task Force commissioned by the finance directors of the institutions
has been reviewing the SORP for the sector, which will take into
account the need to comply with the generally acceptable accounting
practices as set out in the HKSSAPs; and

(b) the HKU has undertaken to prepare a separate set of its own financial
statements, which will exclude the financial data of the HKU-SPACE as
another legal entity;

Performance reporting of institutions

- expresses concern that:

(a) the UGC and the institutions did not disclose some of the institutions’
performance information to the public.  The information was gathered
in the annual data collection exercises and included student retention
rates, admission qualifications of programmes, language examination
results of newly admitted students, student admission ratios and student
unit costs; and

(b) compared with universities in advanced countries, the institutions had
disclosed less performance information to the public;
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- acknowledges that the UGC, with the assistance of the Commissioner for
Census and Statistics, is conducting a review on the data collection and
reporting system;

- recommends that the Secretary-General, UGC should:

(a) based on good overseas practices, discuss and work out with the
eight institutions a revised set of clear and quantifiable performance
indicators for assessing and reporting the performance of the
institutions;

(b) based on the agreed performance indicators, request the eight
institutions to provide the UGC with their annual performance data;

(c) publish the performance data provided by the eight institutions in the
UGC’s annual reports;

(d) upload the institutions’ performance data onto the UGC’s website;

(e) collaborate with the eight institutions with a view to jointly engaging an
independent firm to conduct common satisfaction surveys of the
stakeholders of the institutions; and

(f) disclose the results of the common satisfaction surveys in the UGC’s
annual reports and website; and

Follow-up actions

- wishes to be kept informed of:

(a) the progress of implementing the recommendations of the HKU Review
Panel on the governance structure of the HKU;

(b) the progress of the HKU’s action to amend the University of Hong
Kong Ordinance regarding the statutory roles of its Council and Court;

(c) the results of the “fitness for purpose” reviews on the governance
structures of the seven institutions;

(d) the result of the CUHK’s review of the size and composition of its
Council and Senate;
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(e) the measures adopted by the institutions to ensure that external members
will constitute a majority at the Council meetings;

(f) the attendance rates of external members of the Councils and Courts of
the institutions after measures to facilitate high attendance of external
members have been taken by the institutions;

(g) the decisions of the institutions on the proposal to publish the attendance
records of their Council members and upload the records onto their
websites;

(h) the decisions and progress of the CityU, the HKBU and the CUHK, and
the progress made by the HKU, in respect of the proposal to set up an
audit committee;

(i) the institutions’ decisions on the proposal to conduct periodic reviews of
the effectiveness of their governing bodies;

(j) the progress of the HKUST and the HKU in preparing their strategic
plans;

(k) the progress of the UGC’s performance-based funding scheme to assist
it in determining the allocation of funding for the 2005-08 triennium;
and

(l) the UGC’s review on the performance data collection and reporting
system for the institutions.
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Audit conducted a review to examine the systems and arrangements in the eight
University Grants Committee (UGC) funded institutions to examine whether cost-effective
administrative support was being provided.

2. At the Committee’s public hearing, Prof Hon Arthur LI Kwok-cheung,
Secretary for Education and Manpower, declared that he was the Vice-Chancellor of The
Chinese University of Hong Kong (CUHK) during 1 August 1996 and 31 July 2002.  He
had participated in the management and policy formulation of the CUHK during the period
covered by the Audit review.

Provision of senior staff quarters

3. The Committee had examined the problem of vacant senior staff quarters (SSQ)
in UGC funded institutions in 1998 and had urged the Secretary-General of the UGC and
the Administration to take actions to improve their usage.  In response, the Government
had set up a Task Force on Usage of UGC-funded Institutions’ Surplus Staff Quarters (Task
Force), chaired by the Secretary-General of the UGC, with representatives of the
institutions and the Administration as members, to monitor the status of surplus SSQ and
the return of these quarters to the Government at an appropriate time.  However, over the
years, the vacancy position of SSQ in some institutions had deteriorated rather than
improved.  The Committee considered that if the Task Force had handled the matter
properly, the vacancy rates of SSQ should have dropped.  In this connection, the
Committee asked about the reasons for the high vacancy rates of SSQ and the actions taken
by the UGC and the Administration to improve the situation.

4. Mr Peter CHEUNG Po-tak, Secretary-General of the UGC, explained that:

- the increase in the vacancy rates of SSQ was mainly caused by the
introduction of the Home Financing Scheme (HFS) to the institutions from
October 1998.  Since then, a large number of staff eligible for SSQ had opted
to join the HFS.  This had significantly reduced the demand for SSQ, thus
rendering a large number of these quarters vacant;

- some institutions had tried to lease out the vacant SSQ in the open market
with a view to reducing the vacancy rates.  However, they had encountered
difficulties in leasing them out at market rentals due to the SSQ’s less
favourable locations and conditions.  For example, some SSQ were built on
campus and thus were less conveniently located.  On the other hand, some
institutions with SSQ in their campus area were unwilling to lease them out to
outsiders due to security considerations; and
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- the Task Force had been conducting regular reviews on the usage of SSQ in
the institutions.  Measures considered to be useful in reducing the vacancy
rates had already been implemented, which included returning surplus SSQ to
the Government, converting them into other uses, and selling or leasing them
out in the open market.  A possible way to help institutions secure more
tenants was to allow them to determine the appropriate rental level flexibly.

5. The Committee noted the comments of the City University of Hong Kong (CityU)
in paragraph 2.16(c) of the Audit Report that selling or leasing out institutions’ SSQ to the
private sector might infringe the land grant conditions and thus waiver had to be sought
from the Government before the institutions could do so.  The Committee asked about the
problems the CityU had encountered in obtaining the Government’s waiver for selling or
leasing out its SSQ in the open market.

6. Prof CHANG Hsin-kang, President of the CityU, and Mr Gabriel CHAN,
Director of Finance of the CityU, said that since the vacancy rate of SSQ in the CityU was
not high all along, there was no imminent need to sell or lease them out in the open market.
Thus, the CityU had not sought any waiver from the Government to enable it to do so.
The CityU considered that even if it was granted the waiver, extra resources would be
required to deal with day-to-day problems and disputes unless the SSQ, which were all built
on campus, were sold or leased out in blocks with clear-cut liabilities and management
responsibilities.  Nevertheless, the CityU undertook to re-assess the current situation to
ascertain if there was a need for it to sell or lease out its surplus SSQ in the open market.
If such course of action was considered as necessary, the CityU would seek the
Government’s approval.

7. The Secretary for Education and Manpower informed the Committee that
after the vacancy problem of SSQ was brought up by the Committee in 1998, some
institutions had already applied for waivers to sell or lease out their SSQ in the open market
as a measure to reduce their vacancy rates.  Since such courses of action were not for
profit-making purposes, all these applications had been approved by the Government.
Based on this principle, he envisaged that similar applications by the CityU, if submitted,
would also be approved.

8. According to paragraph 2.45(a) of the Audit Report, the Hong Kong Baptist
University (HKBU) planned to return 21 SSQ to the Government.  The Committee
enquired about the timing of the HKBU implementing such a plan.
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9. Mr Alex SHUEN, Director of Finance of the HKBU, advised that the HKBU
Council supported in principle the plan to return 21 SSQ to the Government.  However, as
the proposal of delinking university pay had been made known to the institutions only
recently and there would most likely be changes to the arrangements for the provision of
housing benefits to university staff under a delinked environment, the HKBU would need to
conduct a careful study to re-assess the future demand for SSQ.  If such demand was
anticipated to be large, the HKBU might need to retain the 21 SSQ for use by its staff.

10. The Secretary-General of the UGC, informed the Committee that:

- after the implementation of the delinking proposal on 1 July 2003, the
mandatory requirement to offer the HFS as the only form of housing benefit
to newly appointed staff would be removed.  The institutions would be free
to determine the form of housing benefits to be provided to new staff.  He
believed that with such flexibility, the institutions would make use of the
vacant SSQ for their new staff and thus the problem of vacant SSQ would not
persist; and

- against this background, those institutions which had originally planned to
return some of their SSQ to the Government might choose to retain them for
use by staff after re-assessing their future demand for SSQ.  The UGC
Working Group on Housing Arrangement After Deregulation of University
Salaries, with the Director of Finance of The Hong Kong University of
Science and Technology (HKUST) as Convenor, was working on the
arrangements for the provision of housing benefits to staff of the institutions
after the delinking proposal had taken effect.

11. Referring to paragraph 2.21(b) of the Audit Report, the Committee questioned
why The Hong Kong Polytechnic University (PolyU) had not required its staff who were in
receipt of Private Tenancy Allowance (PTA) or Home Financing Allowance (HFA) and
were occupying SSQ to pay an extra amount equal to the difference between the market
rents of the SSQ they occupied and their entitlements to PTA or HFA.  The Committee
queried whether the absence of such a top-up requirement had resulted in additional
housing benefits being given to these staff.
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12. Prof POON Chung-kwong, President of the PolyU, said that:

- the PolyU had commissioned a professional surveyor to conduct an evaluation
on its SSQ located in Tsimshatsui East.  According to the surveyor, the
market rents of the SSQ were much lower than the rateable values assessed by
the Rating and Valuation Department due to the age and poor condition of
these quarters.  The PolyU had also engaged private property agents to help
lease out the SSQ, but these agents were also unable to offer assistance
because of the poor condition of the SSQ;

- in view of the current economic climate and the changing education policy
which might in turn have implications on the institutions’ requirement for
SSQ, it might not be opportune to spend a large sum of money on renovating
the SSQ at this moment.  Given the poor condition of the SSQ, he
anticipated that the staff in receipt of PTA or HFA and were occupying SSQ
would very likely move out if there was a top-up requirement; and

- an effective way to reduce the vacancy rates of SSQ was to adopt the market
rents assessed by the surveyor in leasing out the SSQ.

13. According to paragraph 2.21(c) of the Audit Report, the HKBU, the CUHK and
the HKUST had treated staff in receipt of PTA and HFA differently, i.e. the top-up
requirement applied to staff in receipt of PTA only.  The Committee asked about the
reasons for the institutions adopting different treatments to these two categories of staff.

14. Prof NG Ching-fai, President and Vice-Chancellor of the HKBU, advised
that:

- in the case of staff using PTA to rent SSQ, the HKBU had used the market
rents as the basis for charging rental.  After negotiation between the staff and
the institution, the rentals charged were sometimes lower than the rateable
values, whereas on some occasions the rentals were higher than the rateable
values.  The HKBU considered it an expedient way to reduce the vacancy
rates of SSQ; and

- leasing out SSQ to outsiders might not be a desirable option as it might pose
security problems.  In his view, as long as the SSQ were used for education
and research purposes, the institutions should be given a certain degree of
flexibility in the allocation of their SSQ.
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15. Mr Terrence CHAN, University Bursar of the CUHK, and Mr Paul Bolton,
Acting President of the HKUST, said that at a meeting to discuss the proposed HFS held
on 10 July 1998 between the Administration, the UGC and the institutions, their institutions
were under the impression that the Administration had agreed that the HFA should be
deemed as equivalent to the market rental and that staff should be allowed to contribute
their HFA for renting on-campus university accommodation.  Hence, they only applied the
top-up requirement to staff receiving PTA but not staff receiving HFA.  The Acting
President of the HKUST added that as a great number of staff of the HKUST were
currently using HFA to rent on-campus accommodation, the imposition of a top-up
requirement on them might result in their moving out of the quarters, which would further
aggravate the vacancy position of these quarters.

16. Mr Stanley YING, Deputy Secretary for the Financial Services and the
Treasury, said that:

- after further examination of the notes of the meeting on 10 July 1998, the
Administration thought that the then Secretary for Education and Manpower
had agreed with the then Secretary-General of the UGC that staff in receipt of
PTA should be required to pay market rents for renting on-campus university
accommodation.  A representative of the former Finance Bureau said at that
meeting that the Administration was prepared to allow the staff an option of
using the HFA to rent on-campus university accommodation.  The notional
rental value would be deemed to be equivalent to the HFA rates in these cases
and would be subject to sharing between the Administration and the
institutions according to the 70:30 formula; and

- reading from these notes of meeting, the focus of discussion at that time was
on the basis for determining the notional rental income for the purpose of
income sharing, not the basis for determining the level of rent which the
institutions should actually charge their staff who used the PTA or HFA to
rent the SSQ.

Provision of guest quarters

17. The Committee was concerned that the average vacancy rates of guest quarters
(GQ) in the eight institutions for the period from July 2000 to October 2002 were generally
high, especially the Lingnan University (LU) and The Hong Kong Institute of Education
(HKIEd) the vacancy rates of which stood at 63% and 62% respectively, as revealed in
Table 10 of paragraph 4.4 of the Audit Report.
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18. Referring to the response provided by the LU and HKIEd in paragraphs 4.12 and
4.14 of the Audit Report, the Committee enquired how these two institutions would
improve the occupancy of their GQ.

19. Prof Edward CHEN Kwan-yiu, President of the LU, replied that since the
demand for staff quarters was anticipated to increase after the implementation of the
delinking proposal, the LU planned to convert at least half of its existing GQ to staff
quarters to meet the greater demand and to alleviate the burden brought about by the vacant
GQ.

20. Mr Norman NGAI, Vice President (Resources & Administrative Services) of
the HKIEd, stated that at present, the supply of SSQ in the HKIEd was only slightly larger
than its demand.  In view of the anticipated increasing demand for SSQ after the
implementation of the delinking proposal, the HKIEd was considering converting its
existing GQ to SSQ in order to better meet the needs of its staff.  With a reduced number
of GQ after the conversion, the vacancy rate of GQ was expected to drop correspondingly.

Student hostels

21. In 1996, the Government endorsed a new policy on the provision of publicly-
funded student hostel places.  This represented the Government’s efforts to enhance the
quality of university education by fostering hostel life which would sharpen students’
communication skills, nurture their leadership quality, encourage independent thinking and
promote participation in community affairs.  According to the findings in paragraph 5.7 of
the Audit Report, as at 31 October 2002, of the 21,697 available hostel places, 1,821 (8.4%)
were vacant.  The Committee was concerned about the low occupancy rates of student
hostel places, in particular the PolyU and the HKBU as their percentages of vacant places
were 36.4% and 17.3% respectively.

22. The President of the PolyU said that:

- its student hostels had only come on stream in September 2002.  At the time
of construction of these hostels, the economy of Hong Kong was good and the
hostel project was well received by students.  The level of provision of
student hostels in the PolyU (i.e. 3,004 places) was calculated in accordance
with a set of criteria stipulated by the Government.  Unfortunately, the
economy was sluggish at the time the PolyU carried out its first round of
admission exercise for the newly built hostels; and
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- since the admission rate was not encouraging initially, the PolyU had taken a
series of measures to attract students to apply for hostel residence.  One of
these measures was the implementation of a Hall Resident Service Award
Scheme, under which students residing in hostel were awarded one-day hostel
residence free of charge, up to a maximum of 30 days, for every hour of
voluntary service they performed.  With the various measures in place, the
occupancy rates of student hostels had gradually climbed up to a higher level,
now reaching approximately 70%.

23. The Committee referred to paragraph 5.10(d) of the Audit Report which
indicated that 80% of the respondents of a survey conducted by the PolyU considered that
lowering the hostel fee would attract students to apply for hostel residence.  In this
connection, the Committee asked whether the PolyU had considered lowering its hostel fee
for the purpose of admitting more students.  It also enquired about the level of hostel fee in
the institution.

24. The President of the PolyU replied that the hostel fee in the PolyU was $40 per
day, i.e. around $1,200 per month.  In his view, lowering the hostel fee was only one of the
measures to enhance occupancy of student hostels.  As not all students had financial
difficulties, the PolyU had not adopted this measure.  Instead, the PolyU was making
continuous efforts to promote the educational objective of hostel life, e.g. by encouraging
students to take up voluntary service in exchange for free hostel residence or to engage in
part-time jobs in the institution.  This not only alleviated the financial burden on students
but was also conducive to their learning and personal development.

25. The Committee referred to paragraph 5.32(a) of the Audit Report, which stated
that the HKBU saw no difficulty with taking up the Audit recommendations on improving
the occupancy rates of student hostels.  However, no specific improvement measures were
mentioned by the HKBU.  The Committee enquired about the specific measures that
would be or had been adopted by the HKBU.

26. The President and Vice-Chancellor of the HKBU informed the Committee at
the public hearing and in his letter of 13 June 2003, in Appendix 31, that the HKBU was in
the process of implementing or had already implemented the following measures to
improve the occupancy position of student hostels:

- actively promoting the value of hostel life by organising hall activities with
participation from non-resident students;
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- expanding the scope of eligible applicants to include part-time undergraduate
students, taught postgraduate students and Associate Degree students;

- increasing the number and amount of scholarships (through donations) on
hall fees to outstanding undergraduate students;

- increasing the number and amount of bursaries (through donations) to
undergraduate students with genuine financial difficulties;

- at the time of admission, offering to first year undergraduate students with
good  academic results or other achievements guaranteed hall places for
the whole period of undergraduate study; and

- introducing shorter term residency, e.g. one semester or one month, though
not encouraged.

27. The Committee enquired whether the HKBU would consider lowering the hostel
fee in order to attract more students to apply for hostel residence.  The President and
Vice-Chancellor of the HKBU said that the HKBU considered it more appropriate to
provide financial assistance to needy students in the form of scholarships and bursaries
rather than reducing the hostel fee across the board as some students did not have genuine
financial difficulties in taking up hostel residence.

28. The Committee noted from Tables 11 and 12 in paragraphs 5.4 and 5.7 of the
Audit Report that the number of vacant hostel places in The University of Hong Kong
(HKU) was 110, and there were 900 new places currently under construction and would be
completed in early 2005.  The Committee was concerned whether the vacancy position of
student hostels in the HKU would worsen when the 900 new places became available in
2005.  The Committee also asked whether the HKU would consider lowering its hostel fee
to attract more students to live in hostels.

29. Prof TSUI Lap-chee, Vice-Chancellor of the HKU, informed the Committee
that in view of the great demand for student hostels in the HKU, the current supply of hostel
places, even including the 900 new places, was still short of the actual demand by some
600 places.
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30. As regards the reasons for having 110 hostel places vacant, the Vice-Chancellor of
the HKU and Mr Philip LAM, Director of Finance of the HKU, explained that the
vacancy position taken in early October 2002 was not an accurate indicator for the whole
residential year.  From experience, it was a norm that more students, especially first year
students, would withdraw from their hostels at the beginning of the school year due to various
reasons.  Such withdrawals would not create financial burden on the HKU as the hostel fees
collected would not be refunded unless there was another student taking up the returned
hostel place.  Normally, all the student hostel places in the HKU would be taken up.
   

31. The President of the LU stated that:

- the low occupancy rates of student hostels in many institutions were
attributed to the lack of financial assistance provided by the Government.
Although the Government had endorsed that hostel life was an integral part of
higher education, there was no corresponding policy to help achieve this
objective.  Under the existing policy, the level of grants and loans for
students was based on the living conditions of students.  Hostel
accommodation was not a factor for consideration in determining the level of
grants and loans.  He noted that a student living in Tseung Kwan O was able
to obtain government financial assistance to subsidise his travelling expenses,
but those who lived in student hostels were not given any financial support by
the Government; and

- the existing policy on students’ grants and loans should be reviewed to ensure
that it matched the Government’s objective to enhance the quality of
university education by fostering hostel life.

32. The President of the CityU also considered that the lack of means of students
was one of the reasons for the low occupancy rates of student hostels.  He learned from
family visits that a lot of the students of the CityU were from low-income families.  He
hoped that the Government would provide financial assistance to enable students to live in
hostels.       

33. According to Table 12 in paragraph 5.7 of the Audit Report, the vacancy rate of
student hostels in the CityU was not serious (only 1.1%).  However, there were 1,401
places under construction and some 600 under planning, as revealed in Table 11 of
paragraph 5.4 of the Audit Report.  The Committee was concerned whether these new
places, once available, would exert pressure on the occupancy position of student hostels in
the CityU.
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34. The President of the CityU responded that the CityU already had effective
measures to help students take up hostel residence, e.g. the introduction of shorter term
residency.  It would continue to explore measures to promote hostel residence and was
confident that there would not be a drastic drop in the occupancy rate of its student hostels
in future.

35. According to paragraphs 5.12 and 5.17 of the Audit Report, the costs of the
vacant hostel places, based on the total construction cost, were $211 million and
$48 million for the PolyU and the HKBU respectively.  The Committee asked if the
institutions agreed that the total construction cost was relevant.

36. The President of the PolyU said that he did not agree with the method used by
Audit for calculating the cost of vacant hostel places.  Mr Chris MONG, Associate Vice
President & Director of Finance of the PolyU, added that the PolyU had not commented
on the way Audit presented its findings in the Audit Report, unless the information
contained in the Report was factually incorrect.

37. The President and Vice-Chancellor of the HKBU said that the HKBU had
offered its views, in paragraph 5.32(b) of the Audit Report, that it did not see the relevance
of Audit bringing up the construction cost when calculating the cost of vacant hostel places.

38. Mr Dominic CHAN Yin-tat, Director of Audit, responded that Audit might
include all its findings in the Audit Report as long as they were facts.  He considered that
the construction cost was relevant.

39. The Committee understood that the yearly hostel fee for each student was only
approximately $10,000, which was relatively small when compared to some $200,000 of
subsidy being provided to each student for a year of university education.  Given that hostel
life had great educational value, the Committee asked whether the Administration would
provide subsidy to give needy university students an opportunity to experience hostel life.

40. The Secretary for Education and Manpower stated that the policy on the
provision of publicly-funded student hostel places, as promulgated in 1996, clearly
stipulated that the institutions were required to operate the student hostels on a self-
financing basis.  The level of hostel fees had to be determined by the institutions
themselves, having regard to the recurrent operating costs of the student hostels.
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41. The Secretary-General of the UGC added that it had been a long-standing
agreement between the Government and the institutions that hostel accommodation was not
a factor for consideration under the grants and loans schemes.  In view of the self-
financing nature of the operation of student hostels, the institutions might consider raising
funds from other sources for the provision of financial assistance to students in this regard.

42. In his letter of 10 July 2003, in Appendix 32, the Secretary for Education and
Manpower supplemented that:

- students studying at UGC funded institutions might apply for financial
assistance under the Local Student Finance Scheme (LSFS) and the Non-
means Tested Loan Scheme (NLS).  The LSFS provided financial assistance
to eligible students for their tuition fees, academic expenses, compulsory
union fees and general living expenses.  In addition, NLS provided
assistance to students for the difference between the maximum financial
assistance under LSFS and the actual amount received by students, subject to
the NLS loan maximum (equivalent to tuition fees payable) not being
exceeded.  In determining the level of grants and loans for students, hostel
accommodation was not a specific factor for consideration; and

- the Administration constantly reviewed its policy on students’ grants and
loans, taking into account new developments in the sector and comments from
relevant parties.  Students’ need for assistance in respect of accommodation
would be considered in this context as appropriate.

43. Conclusions and recommendations  The Committee:

Provision of senior staff quarters

- expresses serious concern that:

(a) although the Public Accounts Committee had examined the problem of
vacant senior staff quarters (SSQ) in University Grants Committee
(UGC) funded institutions in 1998 and had urged the Secretary General,
UGC and the Administration to take actions to improve their usage, the
vacancy rates of SSQ in some institutions had deteriorated rather than
improved; and
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(b) some institutions did not require their staff who were in receipt of
Private Tenancy Allowance (PTA) or Home Financing Allowance (HFA)
and were occupying SSQ to pay an extra amount equal to the difference
between the market rents of the SSQ they occupied and their
entitlements to PTA or HFA.  The absence of such a top-up
requirement resulted in additional housing benefits being given to these
staff;

- urges:

(a) the institutions with SSQ to take urgent action to make beneficial use of
the vacant SSQ;

(b) the institutions with SSQ to partner with private property agents with a
view to leasing out the vacant SSQ more efficiently;

(c) the institutions with SSQ, after the implementation of the delinking
proposal, to expeditiously devise a system to reduce the number of
vacant SSQ and address the problem of surplus SSQ; and

(d) the Task Force on Usage of UGC-funded Institutions’ Surplus Staff
Quarters (the Task Force) to closely monitor the status of all surplus
SSQ and take all necessary actions to ensure that the institutions make
optimal use of them, having regard to the observations in the Audit
Report;

Provision of junior staff quarters

- expresses concern that:

(a) a large number of junior staff quarters (JSQ) were provided to staff of
the institutions on operational grounds although, under their conditions
of service, the junior staff are not entitled to quarters as a housing
benefit; and

(b) in some institutions, there was a high percentage of vacant JSQ;

- urges those institutions which are still providing JSQ for operational reasons
to:

(a) critically review whether there is still an operational need to provide JSQ;
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(b) closely monitor the vacancy position of JSQ; and

(c) where necessary, draw up action plans to make optimal use of the vacant
JSQ;

Provision of guest quarters

- expresses concern that in some institutions, a high percentage of guest
quarters (GQ) were vacant;

- acknowledges that, in order to improve the vacancy position of GQ:

(a) the Lingnan University plans to convert at least half of its existing GQ
to staff quarters, after the implementation of the delinking proposal; and

 (b) The Hong Kong Institute of Education is considering converting its
existing GQ to SSQ, after the implementation of the delinking proposal;

- urges the institutions to:

(a) closely monitor the utilisation of their GQ, ascertain the reasons for the
high vacancy rates and take effective measures to improve the utilisation
of their GQ;

(b) critically review the future demand for the GQ, having regard to the
high vacancy rates; and

(c) if the number of GQ is found to be in excess of their requirements, draw up
action plans to properly dispose or make beneficial use of the surplus GQ;

Student hostels

- expresses concern that the vacancy rates of student hostels in The Hong Kong
Polytechnic University (PolyU) and the Hong Kong Baptist University were
36.4% and 17.3% respectively.  The high level of vacant hostel places not
only resulted in the loss of substantial amounts of hostel fees, but could also
adversely affect the effectiveness of fostering hostel life;

- acknowledges that as the provision of student hostels in the PolyU was a new
initiative, the PolyU had implemented a Hall Resident Service Award Scheme
to attract students to apply for hostel residence, and would continue to explore
ways to admit more occupants;
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- urges the institutions:

(a) in cases where the provision of student hostels is a relatively new
initiative, to take appropriate measures to foster a strong culture of
hostel life and enhance students’ understanding of the educational
objective of hostel life; and

(b) to critically review the operating costs of student hostels, in order to
identify possible cost reduction measures;

- shares the concern of the President of the Lingnan University that hostel
accommodation is not a factor for consideration in determining the level of
grants and loans for students, and his view that the relevant grants and loans
policy should be reviewed to ensure that it matches the Government’s objective
to enhance the quality of university education by fostering hostel life;

- recommends that the Secretary for Education and Manpower should consider
reviewing the existing policy on students’ grants and loans so as to enable
students who have financial difficulties to live in student hostels;

Outsourcing of institutions’ services

- expresses concern that although there would be substantial savings from
outsourcing institutions’ services, some institutions (e.g. The Hong Kong
University of Science and Technology and The University of Hong Kong) had
outsourced their services at a much slower pace than the other institutions and
maintained relatively large teams of in-house staff to perform various estates
management functions;

- acknowledges that the institutions will continue to consider further
outsourcing opportunities, taking into account the costs and benefits;

- recommends that the institutions should devise a long-term strategy for
progressively increasing the extent of outsourcing and draw up an action plan
to implement the strategy; and

Follow-up actions

- wishes to be kept informed of:

(a) the outcome of the deliberations of the UGC Working Group on
Housing Arrangement After Deregulation of University Salaries on the
provision of housing benefits to staff of the institutions;
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(b) the occupancy position of SSQ held by the institutions six months after
the implementation of the delinking proposal, i.e. in January 2004;

(c) the actions taken by the institutions regarding improving the vacancy
position of SSQ and the rent charging practices in respect of staff
occupying SSQ while receiving PTA or HFA;

(d) the actions taken by the Task Force to ensure optimal use of the vacant
SSQ;

(e) the results of the reviews undertaken by the institutions with regard to
the operational need for JSQ and the actions taken to make beneficial
use of them;

(f) the actions taken by the institutions to improve the vacancy position of
GQ;

(g) the actions taken by the institutions to improve the vacancy position of
student hostels;

(h) the outcome of any review by the Secretary for Education and
Manpower of the existing policy on students’ grants and loans; and

  
(i) the actions taken by the institutions to widen the scope for outsourcing

their services.
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Audit conducted a review to examine the basis of staff remuneration packages
and stipends in the eight University Grants Committee (UGC) funded institutions.

2. At the beginning of the public hearing, Prof Hon Arthur LI Kwok-cheung,
Secretary for Education and Manpower, declared that he was the Vice-Chancellor of The
Chinese University of Hong Kong (CUHK) during 1 August 1996 and 31 July 2002.  He
was involved in the formulation of policies by the CUHK in the period covered by the
Audit Report.

3. The Secretary for Education and Manpower then made an opening statement.
He said that:

- the Education and Manpower Bureau (EMB) welcomed Audit’s
recommendations which were in line with the Government’s policy on the
future development of higher education in Hong Kong;

- the Administration agreed that it was no longer appropriate to link the salaries
of the staff of UGC funded institutions to those of the civil service.  Hence,
in April 2003 the Administration proposed to the Finance Committee (FC) of
the Legislative Council (LegCo) that university pay should be deregulated.
The proposal was approved by the FC.  Starting from 1 July 2003, the
institutions were free to decide whether to retain their existing remuneration
systems or devise new ones.  Against this background, the Administration
agreed with Audit’s recommendation that the governing body of each
institution should conduct reviews of its own remuneration packages,
including contract gratuities and leave, and develop an effective mechanism
for future annual pay adjustment;

- since the bulk of the salary payments to university staff came from public
funds, there was a clear responsibility for disclosure to enhance transparency
and accountability.  The Administration agreed that information such as the
institutions’ salary structure and details of the fringe benefits and
remuneration packages of senior teaching and administrative staff (whether
paid for by public or private funds) should be disclosed;

- regarding the topping up of a Vice-Chancellor/President’s salary, the EMB
had no objection in principle to the institution’s arrangement if only private
funds were used and subject to the endorsement of the institution’s own
governing body.  Approval from the Government and the FC was not
necessary under a deregulated environment; but institutions should have an
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obligation of full disclosure to the donors/public and a sense of
proportionality in determining the remuneration of their senior staff, taking
into account the level of responsibility and comparable salaries in the market;

- as regards contract gratuity and administration of leave, the EMB generally
agreed with Audit’s recommendations.  In addition, the EMB understood
that the institutions had to honour their contractual obligations and comply
with the provisions of the Employment Ordinance when amending the terms
and conditions of service for their serving staff; and

- on the administration of stipends, the EMB agreed that the institutions should
review and stipulate clear assessment criteria for the provision of stipends to
research students.  Their policy on setting stipend rates should also be clear.

4. Prof Paul CHU Ching-wu, President of The Hong Kong University of
Science and Technology (HKUST) and Convenor of the Heads of Universities
Committee (HUCOM), also made an opening statement, the full text of which is in
Appendix 33.  In summary, he said that:

- the tertiary education sector of Hong Kong had made great strides in the past
decade.  Many more young people had had the opportunity to receive
university education that previous generations could only dream of.  A
better-educated workforce had helped the economy to stay competitive.
Institutions had developed remarkable strengths in different areas of research.
In some areas, research capabilities and achievements had already reached
international standards;

- tertiary institutions had created great value for the Hong Kong society in
many different ways.  Value was not just the money cost.  A value-for-
money audit could help review the cost-effectiveness of university operations.
But the value of tertiary education could not be measured simply in dollars
and cents.  All along, institutions had taken great care in managing the
public resources entrusted to them and managed these resources with due
regard to the principles of transparency, accountability and productivity;

- tertiary institutions in Hong Kong operated in a very different environment
from those in other countries.  To stay competitive internationally,
universities in Hong Kong could not rely only on local recruitment to satisfy
their needs.  But overseas academics had to overcome the difficulties in
moving their families into a different environment.  Therefore, institutions
had to pay a premium to attract academics from overseas to accept positions
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in Hong Kong.  This was particularly true in the building-up stage that some
institutions were now in;

- simple comparisons between the average pay of Hong Kong academics and
their United States (US) counterparts might not be very useful in
understanding the real picture.  In the US, aside from the different
remuneration conditions, there were big differences in pay between
universities, depending on an academic’s responsibilities and performance.
For example, the remuneration package for a university president varied from
more than a million US dollars to only US$100,000.  There also existed a
wide spread in faculty salaries, which depended on merit and could mean that
some faculty were higher paid than the university president, the mayor, the
governor, and until very recently the President of the US;

- care should also be exercised in comparing Hong Kong with the United
Kingdom (UK).  The UK had lost many of its talents in the past decade
because of its uncompetitive pay.  Just in the last ten years, the once
almighty Oxford and Cambridge had tried to lure some of the most talented
scholars from the US, especially their expatriates, back to the UK but failed;
and

- money was necessary in the development of world-class status universities.
One could easily find a simple yet rather reliable correlation between
professors’ pay and talent pool needed to develop a great society and
economy, be it among countries, states or even within a university system.
Universities were the great assets of Hong Kong.  As with all other assets,
their value might appreciate but it took a long time; however, it might
depreciate overnight.  It was hoped that this opportunity could be made to
further enhance the value of these great assets, and make them a beacon of
tertiary education in the region.

Pay structure

5. According to paragraphs 2.53 to 2.57 of the Audit Report, the pay levels of the
heads of institutions (HoIs) were set by the Government after systematic benchmarking
against comparable civil service posts and counterparts in overseas universities.  The pay
levels were approved by the FC in June 1996.  Audit’s examination of the remuneration
packages of the HoIs revealed that six universities topped up (by using non-UGC funds) the
salaries of their Vice-Chancellors/Presidents, either in the form of higher pay or by way of
cash allowance.  The top-up amounts ranged from 3% to 98% of the salaries approved by
the FC.  In one case, the amount of cash allowance paid was about $177,000 per month,
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which included about $138,000 paid in lieu of housing benefits and leave passage.  Only
one university had sought and obtained agreement from the Administration regarding the
top-up of the salary.

6. The Committee also noted the response of the Secretary-General of the UGC in
paragraph 2.65(e) that the UGC considered that the governing bodies of the institutions
should be given the flexibility in remunerating their HoIs but such should only be done by
using non-public funds.  In this regard, institutions were expected to observe the two
general principles of “transparency” and “external participation”.

7. Against the above background, the Committee asked whether:

- the institutions were required to apply for the EMB’s approval for topping up
the salaries of their Vice-Chancellors/Presidents by private funds; and

- the UGC had drawn up guidelines on the two principles of “transparency” and
“external participation” and whether all institutions were aware of the
principles.

8. The Secretary for Education and Manpower and Mr Peter CHEUNG Po-tak,
Secretary-General of the UGC, replied that:

- the institutions were not required to apply for the EMB’s approval as only
private funds were involved; and

- after the last salary review, the UGC had written to the institutions informing
them that the LegCo’s approval was necessary if there were changes to their
salaries paid for by government funds.  There was no such requirement if
they made use of funds from private sources.  In March 2003, an institution
approached the UGC for guidelines in this regard.  Hence, the UGC drew up
guidelines which emphasised the principles of “transparency” and “external
participation”.  All institutions were fully aware of the principles.

9. The Committee noted that The Hong Kong Polytechnic University (PolyU) paid
a monthly cash allowance of about $177,000 to its head.  The Committee enquired about
the source of the funds and whether the PolyU Council had discussed and approved the
payment of the cash allowance.
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10. Dr Sir Gordon WU Ying-sheung, Council Chairman of the PolyU, responded
that:

- the cash allowance was not paid for by public funds or donations to the PolyU.
The money was secured by the PolyU itself, such as by undertaking joint
projects with commercial organisations;

- the cash allowance was made up of two components, namely, the difference
between Directorate Pay Scale (DPS) point D8 and 98% of DPS point D10,
and housing benefits, which amounted to about $30,000 and about $130,000
respectively.  The reason for topping up the President’s salary was to make it
on a par with the salaries of the heads of The University of Hong Kong
(HKU), the CUHK, the HKUST and the City University of Hong Kong
(CityU);

- as for housing benefits, the President was provided with a residence by the
PolyU under his conditions of employment.  In the past, the PolyU had to
pay for the rent, rate, management fee, utility charges and maintenance cost of
the President’s rented residence.  The PolyU considered that the total cost to
the University would be less by paying a cash allowance to the President in
lieu of housing benefits and leave passage.  Moreover, he himself also
objected to spending money on refurbishing rented premises because the
University would have to pay for the refurbishment costs again whenever
there was a new President; and

- the decision relating to the cash allowance to the President was made by the
President’s Personal Affairs Committee (PPAC) which comprised of some
external members of the PolyU Council.  There was a high degree of
transparency in the PPAC’s decision.  The PolyU Council had all along
delegated to the PPAC the authority to handle such detailed matters as the
passage entitlement of the President.

11. Mr Alexander TZANG, Council Secretary of the PolyU, supplemented that:

- as the PolyU was a large organisation with a wide range of businesses to
handle, the PolyU Council established committees and standing committees to
take care of different aspects of work, such as strategic planning and fund
raising.  Before Sir Gordon WU assumed the position of Council Chairman
and he himself Council Secretary, the PPAC had already been set up by the
Council to look after matters concerning the President’s employment contract.
It was a committee with proper delegation by the Council; and
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- the PPAC was responsible for monitoring the performance of the President
and the renewal of the President’s employment contract, including the
detailed conditions of employment upon the renewal of contract.  According
to usual practice, the PPAC did not report to the Council the details of its
decisions.  Similarly, the PPAC’s decision relating to the President’s cash
allowance had not been reported to the Council.  However, if any Council
members wished to know the details, it was the PolyU’s policy to disclose all
the information to them.

12. Noting the reply of the Council Chairman and the Council Secretary of the PolyU,
the Committee pointed out that section 9(3)(c) of The Hong Kong Polytechnic University
Ordinance provided that the PolyU Council should not delegate to any committee appointed
by it the power to approve the terms and conditions of service of persons in the employment
of the University, other than persons in part-time or temporary employment.  The
Committee questioned whether, in the circumstances, the PolyU considered that the
provision of section 9(3)(c) of the Ordinance had been complied with.  The Committee
also asked for the records of discussions of the PPAC relevant to its decision relating to
cash allowance for the President.

13. The Council Chairman of the PolyU said at the public hearing and in his letter
of 24 May 2003, in Appendix 34, that:

- the PolyU was of the opinion that the PolyU Council had complied with the
provision of section 9(3)(c) of The Hong Kong Polytechnic University
Ordinance as the Council did retain and exercise its authority and
responsibility in approving the standard terms and conditions of service,
i.e. salary scale or range, types of leave, types of housing benefits, medical
and dental benefits and insurance, passage, and education allowances, etc. and
their extent where applicable, for all categories and grades of employees of
the University other than those in part-time or temporary employment;

- in the case of the President or previously the Director of the Hong Kong
Polytechnic, their terms and conditions of service were approved by the
Council.  The standard terms and conditions of service for the present
President were established by the Council when he first joined the institution
in 1991;
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- the establishment and operation of the PPAC in fact followed a practice since
the 1980’s or perhaps earlier when the then Hong Kong Polytechnic
established a Director’s Personal Affairs Committee.  The PPAC or its
equivalent in the past, among other things, handled the detailed execution and
implementation of the terms and conditions of service.  It handled details of
matters such as passage entitlement, class of air travel, rental limit for
domestic accommodation, salary for domestic servant, limit of utility charges
borne by the Institution as well as non-accountable entertainment allowance,
within the framework of terms and conditions of service established by the
Council;

- to ensure external participation, the PPAC was composed of a number of lay
members of the Council.  Currently it was composed of 7 lay members of
the Council including the Council Chairman who served as Chairman of
PPAC;

- the PolyU believed that the intent of the relevant stipulations in The Hong
Kong Polytechnic University Ordinance was not to require the full Council to
decide and approve individual package for each and every employee of the
institution.  That would be inappropriate and unrealistic as the Council was
to attend to policy matters and could not attend to or handle details of
personnel matters of an institution with around 3,000 employees; and

- to address the possibility of different interpretation of section 9(3)(c) of the
Ordinance, the PolyU intended to seek further clarification from both the
UGC and the Government and amendment or revision of The Hong Kong
Polytechnic University Ordinance in the near future, so that the full Council
would not degenerate into a human resource office.

14. On the records of discussions of the PPAC, the Council Chairman of the PolyU
provided the relevant PPAC paper to the Committee in the same letter.  He also advised
that the decision on the matter of cash allowance for the President was made by circulation
to members of the PPAC on 28 July 2001 following some informal discussions earlier.
The PPAC was then composed of six lay members of the Council, including the Council
Chairman who chaired the PPAC.  The matter was approved unanimously.
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15. In response to the Committee’s further enquiries, the Council Chairman of the
PolyU replied, in his letter of 4 July 2003 in Appendix 35, that:

- following the approval of the PPAC, the President’s letter of appointment and
employment contract had been revised accordingly.  In keeping with past
practice, the revision had not been submitted to the PolyU Council for
approval; and

- at its 34th meeting, the PolyU Council unanimously affirmed the PolyU’s
position and practice in this regard and that such practice did not breach the
provision of section 9(3)(c) of The Hong Kong Polytechnic University
Ordinance.  At the meeting, lay members of the Council were also informed
of the details of the President’s compensation package.

16.   The Committee asked for the UGC’s view on whether or not the PolyU had
complied with the provision of section 9(3)(c) of The Hong Kong Polytechnic University
Ordinance.

17. In his letter of 9 July 2003, in Appendix 36, the Secretary-General of the UGC
stated that the interpretation of section 9(3)(c) of The Hong Kong Polytechnic University
Ordinance was a legal issue on which the UGC was not in a position to offer a definitive
view.  At a practical level, however, the UGC could see a need for the PolyU Council to
exercise certain repetitive functions through sub-committees; but how this should be
arranged or legislated for was outside the terms of reference of the UGC.

18. At the invitation of the Committee, the Director of Audit offered his comments
on the matter.  In his letter of 31 July 2003, in Appendix 37, he said that:

- the payment of some $177,000 monthly cash allowance to the President in
lieu of housing benefits and leave passage was a significant variation in the
standard terms and conditions of service as approved by the PolyU Council.
Even putting the legal considerations aside, it would have been prudent to
seek the Council’s approval.  In this connection, he noted that the PolyU
Council had subsequently affirmed at its 34th meeting on 24 June 2003 the
University’s position and practice regarding the matter.  Lay members of the
Council were also informed about the details of the President’s remuneration
package at that meeting.  To enhance governance and accountability, in
future, the prior approval of the Council should be sought before offering any
remuneration packages involving significant variations in the standard terms
and conditions of service; and
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- the PolyU intended to seek further clarification from the Government/UGC
and amendment/revision of the Ordinance in the near future, in order to
address the possibility of different interpretations of section 9(3)(c) of the
Ordinance.  For the avoidance of doubt and for better governance and public
accountability, the need to seek the prior approval of the Council for
significant variations in the terms and conditions of service should be clearly
stated in the Ordinance.

19. The Committee referred to FC Paper FCR(96-97)30, in Appendix 38, which was
considered by the FC on 28 June 1996.  The Committee noted that, in proposing the salary
scale at the level of D8 for some of the HoIs (including that at the PolyU), the Government
had taken into account the subvention policy that the terms of service of staff in the
subvented sector should be broadly comparable to, but no better than, those of comparable
grades in the civil service.  Paragraph 5 of the paper also stated that “The Consultants also
concluded that the remuneration levels received by HoIs in Hong Kong are ……
considerably lower than those of HoIs in Singapore in terms of total cash but broadly in
line in terms of total remuneration”.

20. In the light of the FC paper, it appeared to the Committee that the total
remuneration package (i.e. including the basic salary and cash allowance) of the HoIs
should be subject to the “no better than” principle.  The Committee queried whether the
PolyU’s arrangement of paying its President a monthly cash allowance in lieu of housing
benefits and leave passage, as a result of which his total salary was higher than that
approved by the FC, was a breach of the “no better than” principle.

21. The Committee also understood that the President of the PolyU had received an
allowance under the Home Purchase Scheme (HPS) for about six years when he was
employed by another university.  The Committee asked whether, in the circumstances, the
PolyU’s arrangement of paying the President a monthly cash allowance in lieu of housing
benefits and leave passage was a breach of the conditions of the HPS, such as the
entitlement period.

22. In his letter of 4 July 2003, the Council Chairman of the PolyU responded that:

- in approving the proposal to pay the President a monthly cash allowance in
lieu of housing benefits and leave passage, the PPAC did not consider that
such an arrangement would be an act to pay the President a total “salary” that
was higher than that approved by the FC or one that might constitute a breach
of the “no better than” principle; and
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- the PPAC felt that it exercised flexibility in providing housing benefits and
leave passage to the President at no extra cost to the PolyU and not at the
expense of public funds.  The cash allowance was to cover the said benefits
which the President was entitled to, and was not a salary per se.

23. In his letter of 9 July 2003, the Secretary-General of the UGC said that:

- the UGC’s understanding was that the “no better than” principle applied
where public funds were involved.  Since the monthly allowance for the
President of the PolyU, provided in lieu of his housing benefits and leave
passage, was borne by the University’s non-public sources of funding, the
UGC did not consider the arrangement a violation of the “no better than”
principle; and

- since the monthly cash allowance payable to the President of the PolyU was
not from public funds and was not under the Government-sponsored Home
Financing Scheme, the UGC did not consider the 120-month entitlement
period relevant.

24. The Committee understood from paragraph 2.57 of the Audit Report that quite a
large number of senior staff quarters (SSQ) in the PolyU were vacant.  Audit considered
that there was a need for the PolyU to explore the possibility of using the vacant SSQ to
provide housing to its key management staff, instead of resorting to the encashment of
housing benefits.  In this connection, the Committee enquired why the PolyU had not used
its vacant SSQ to provide housing to its President so as to make full use of its existing
resources.

25. The Council Chairman of the PolyU explained that:

- the idea had been considered before but was rejected because a residence
converted from SSQ did not befit the status of a university President.  The
residence of a President should be of a reasonably substantial size and well-
located.  As the heads of the HKU, the CUHK, the HKUST, the CityU and
the PolyU were of the same rank, they should be provided with residences of
a similar standard.  In this regard, the HKU and the HKUST were fortunate
in having very grand residences for their heads; and
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- in the past the Government had given the PolyU a piece of land for
constructing student hostels.  At that time he had suggested that the PolyU
should build a quality penthouse at the top of the student hostels. The
proposal was not accepted for fear that putting the President’s residence
together with student hostels might infringe on the President’s privacy.

26. The Committee asked for a comparison of the premises provided by the UGC
funded institutions to their heads.  It also enquired:

- whether there were any standards for the provision of accommodation to the
HoIs; and

- about the alternative arrangements in respect of those institutions that did not
provide accommodation to their heads.

27. The Secretary-General of the UGC provided information on the existing
accommodation arrangements for the HoIs in his letter of 26 May 2003, in Appendix 39.
He also informed the Committee that:

- there were no set standards for the provision of accommodation to HoIs,
although by tradition, some HoIs were provided with accommodation on
campus.  However, where such facility was available, the accommodation
was more in the nature of an “official residence”, rather than staff quarters.
The premises were very often used for official functions; and

- the President of The Hong Kong Institute of Education (HKIEd) and the Vice-
Chancellor of the CUHK did not have accommodation provided.  This was
because they had joined the Home Financing Scheme before they were
appointed as HoIs.  The President of the PolyU was also not provided with
accommodation as he was given a monthly cash allowance in lieu of housing
benefits and leave passage.

28. Noting that a portion of the cash allowance payable to the President of the PolyU
was to make up for the difference between the President’s salary and the salaries of some
other HoIs, the Committee asked whether, after the deregulation/delinking of the university
pay structure, the institutions would be free to determine the salaries of their heads and
whether the salaries could be paid for by public funds.
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29. The Secretary for Education and Manpower and the Secretary-General of the
UGC explained that:

- the revised salary scales of the HoIs approved by the FC in 1996 had resulted
in a downward adjustment of the salary level of the heads of the HKU, the
CUHK and the HKUST.  When considering the salary scales, the FC did not
agreed to the UGC’s recommendation that the governing bodies of the three
universities be given the flexibility to offer their respective incumbent heads,
on expiry of their current contracts, the same salaries in dollar terms when
entering into further contracts provided that the amount of salary would be
frozen until the D8 salary level overtook it.  After discussing with the
institutions, the Administration and the UGC agreed that the institutions
would be allowed to use non-government funds to pay their heads a salary
higher than the D8 salary level.  However, the FC’s approval would be
required if they were to pay a higher salary with government funds;

- in a delinked environment, the governing bodies of the institutions were free
to determine the salary levels of their heads and staff.  In doing so, the
institutions should set up remuneration systems that were transparent and with
sufficient external participation.  The UGC would issue guidelines to the
institutions to ensure that they observed the principles of transparency and
external participation; and

- the deregulation of university pay was a cost neutral exercise.  The
Government would continue to allocate funds to the institutions on the basis
of the existing salary scales of the HoIs.  It would be up to the institutions to
deploy the funds allocated to them.

30. On the disclosure of the remuneration package of university senior staff, the
Committee noted Audit’s comment in paragraph 2.51 of the Audit Report that there was a
need for the institutions to enhance their transparency and public accountability by making
public disclosure of the remuneration package of senior teaching and administrative staff.
The Committee asked about the HoIs’s view on the suggestion.

31. The President of the HKUST and Convenor of the HUCOM said that he
welcomed the suggestion because transparency and accountability were important
principles.  All the institutions would be moving in this direction.  However, as there
were a lot of impending changes in the tertiary education sector, he hoped that the
institutions would be given flexibility as regards the implementation timetable.
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32. Prof TSUI Lap-chee, Vice-Chancellor of the HKU, also said that he agreed to
the suggestion.  In fact, he was required to disclose his salary to the public when he was
working in Canada.

33. Prof Ambrose KING Yeo-chi, Vice-Chancellor of the CUHK, stated that:

- in the CUHK, quite a number of the “executive” appointments, such as Pro-
Vice-Chancellors and College Heads, were held by professors who received
salaries for their substantive academic appointments.  They were only paid a
nominal responsibility allowance for taking up the additional executive roles.
As such, disclosing the salaries of Pro-Vice-Chancellors and College Heads
would in effect mean the disclosure of salaries of individual professors; and

- while he agreed that the range of salaries of professors should be disclosed, he
was opposed to disclosing the salaries of individual professors.  As regards
the remuneration package of HoIs, he agreed that this could be disclosed.

34. Prof Edward CHEN Kwan-yiu, President of the Lingnan University (LU),
added that:

- he had no objection to the disclosure of the pay levels of professors by way of
salary bands; and

- as the salaries of university staff were linked to the civil service pay scales
which were approved by the FC every year, there was already transparency in
the salary levels of different grades of staff at the universities.   Moreover,
the salaries of teaching staff in the professor grade could not exceed the
professorial average salary limit.

35. Prof K P SHUM, Chairman of the Federation of Hong Kong Higher
Education Staff Associations (FHKHESA) and Council Member of the Chinese
University Teachers’ Association, said that:

- the FHKHESA supported openness and transparency in the salaries of
different grades of staff in the universities.  However, openness and
transparency were not enough.  In a delinked environment, there would be a
lack of supervision on the universities as it would be up to the universities to
decide how to spend the funds allocated to them by the Government.  The
FHKHESA was worried that if the governing bodies of the universities
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decided to substantially increase the salaries of the HoIs while reducing those
of the teaching staff, there was no appeal channel in place for the staff to
lodge complaints against their decision; and

- the deregulation of the university pay scales as well as the Audit Report had
an adverse impact on the morale of the teaching staff.  He hoped that the
HoIs would communicate with the FHKHESA and front-line teaching staff.

36. In response to the Committee’s enquiry, the Secretary-General of the UGC
advised, in his letter of 26 May 2003, that the UGC would very soon start discussion with
the institutions and the Administration on the disclosure guidelines based on the principles
of “transparency” and “external participation”.  Depending on the progress, the UGC
expected that the guidelines would be available within six months (i.e. by the end of
November 2003).

37. The Committee noted from paragraphs 2.58 to 2.60 of the Audit Report that in
seven of the eight UGC funded institutions, the Heads of Finance were the highest-paid
non-academic staff (excluding Vice-Chancellors/Presidents and Pro-Vice-Chancellors/Vice-
Presidents).  Audit considered that the pay levels of some of these Heads of Finance
appeared to be higher than those of their comparable civil service counterparts.  There was
a need for the institutions to take this into account in determining the appropriate pay levels
in the future recruitment of Heads of Finance.  The Committee asked for the HoIs’ views
on Audit’s observations.

38. The Vice-Chancellor of the HKU responded that:

- the question basically concerned a judgement of the worthiness of the Heads
of Finance.  He had no knowledge about the work of the head of the finance
division of a government department and hence could not tell how it should
compare to that of the HKU’s Director of Finance;

- as he pointed out in paragraph 2.67 of the Audit Report, in addition to the
normal finance functions, the HKU’s Director of Finance was also the
Facilitator of its Estates Office, the Company Secretary of the HKU
Foundation for Education Development and Research, and responsible for
overseeing its efficiency unit and liaising and coordinating the operations of
the HKU’s subsidiary companies.  The HKU considered that its Director of
Finance was worthy of his salary; and
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- actually, the HKU’s Director of Finance had been invited by other
organisations to join them.  The HKU was glad that he finally accepted its
offer and agreed to stay with the University.

39. The Vice-Chancellor of the CUHK shared the view of the Vice-Chancellor of
the HKU.  He further said that in view of the complexity in the scope of work for the
Heads of Finance in the institutions, a comparison with the pay level of the financial
personnel in the private sector rather than that of the Government was more appropriate.

40. Mr Dominic CHAN Yin-tat, Director of Audit, said that, in determining the
appropriate pay levels, a systematic benchmarking of university salaries should be
conducted.  As the university pay scales were linked with those of the civil service, Audit
considered it proper to benchmark the salaries of the Heads of Finance against those of their
comparable civil service counterparts, i.e. the relevant Treasury Grade staff.

41. To ascertain the appropriateness of the remuneration of the Heads of Finance of
institutions, the Committee asked whether:

- the Administration was involved in determining the ranking and level of
remuneration for the Head of Finance posts of the institutions; and

- in the UGC’s view, the level of responsibility and the level of pay for the
institutions’ Heads of Finance should be compared to those of the head of the
finance division of a large government department or those of a large private-
sector company like the MTR Corporation.

42. In his letter of 26 May 2003, the Secretary-General of the UGC replied that:

- the eight UGC funded institutions were governed by their Councils set up
under their respective ordinances.  Prior to deregulation on 1 July 2003, the
institutions were required to adopt various salary scales approved by the FC,
including a common university salary scale for academic and equivalent
administrative staff applicable to senior administrative staff such as the Heads
of Finance.  Nevertheless, under a block grant system and in the spirit of
institutional autonomy, neither the Administration nor the UGC was involved
in the ranking of specific posts;
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- the UGC did not see a compelling case for benchmarking the pay package of
the Heads of Finance of universities against the Heads of Finance in
government departments or against staff of any particular organisation, the
operation of which did not bear sufficient resemblance to a university; and

- comparison of posts in different organisations for assessment of pay was
inherently difficult.  Posts with the same title might vary in terms of job
content, require different skills and expertise and carry different
responsibilities.  However, as a general point of reference, the Director of
Finance, or the Bursar as it was called in some other places, in a university
was generally the Chief Finance Officer and was normally within the top
three layers of a university’s management structure.

43. According to paragraph 2.28 of the Audit Report, the existing linkage between
the university salary scales and those of the civil service in Hong Kong, which had been in
place since the 1970s, modelling on the practice in the UK at that time, had not been
reviewed or revised for over 30 years, despite the significant changes in the tertiary
education sector in Hong Kong and worldwide.

44. Paragraphs 2.37 to 2.39 of the Audit Report further revealed that in general, the
average salaries of the academic staff of universities in Hong Kong appeared to be on the
high side, compared to those in other English-speaking countries.  Audit considered that
there was a need to have due regard to the international pay levels for academic staff in
advanced countries (e.g. the US, the UK, Australia and Canada) when the university pay
structure was reviewed in future.

45. The Committee asked about the views of the Administration and HoIs on Audit’s
observations and suggestion.  The Secretary for Education and Manpower responded
that:

- it was true that despite the delinking of the salaries of the UK university
teaching staff in 1991, the linkage between the university salary scales and
those of the civil service in Hong Kong had not been reviewed
correspondingly; and

- it was difficult to judge whether the salaries of the university teaching staff in
Hong Kong were high or low and different persons would have different
views on the question.  Moreover, the circumstances of the universities in
other countries were different from those in Hong Kong.  For example, the
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cost of living in the UK was lower than that in Hong Kong.  Academic staff
in the US received salaries for only nine months in a year.  The
Administration therefore supported the deregulation of the university pay
structure so that the institutions would be free to adopt remuneration systems
that suited their own circumstances and were competitive globally.

46. The Vice-Chancellor of the HKU said that the HKU was conducting a
comprehensive review of its governance and management structures.  The review also
covered the HKU’s entire human resource (HR) policy to cater for changes inside and
outside the university, including the deregulation of university salaries.  As part of the
review, a new remuneration system in the light of salary deregulation would be formulated.

47. The Vice-Chancellor of the CUHK said that:

- as pointed out in the Audit Report, the average salaries of the university
academic staff in Hong Kong were lower than those of the public doctoral
universities in the US.  Over the past 20 years, the universities in Hong Kong
were indeed competing with the upper segment of the market salaries of
public doctoral universities, instead of the average salaries.  In this regard,
Hong Kong had been able to attract quality staff from the international
academic community.  In the case of the CUHK, 58% of the new appointees
recruited from overseas in the past five years were from the leading
universities in the US; and

- the university teaching staff in Hong Kong were well-paid.  But their salaries
were not disproportionately high, particularly when compared to the pay
levels for the comparable professional positions, such as lawyers and
accountants, in the private and public sectors.

48. The President of the HKUST and Convenor of the HUCOM supplemented
that:

- he entirely agreed that it was difficult to compare the university salaries in
Hong Kong with those of other jurisdictions.  It was also inappropriate to
simply compare the average pay of the Hong Kong academics and their US
counterparts.  Although the US academic staff received salaries for only nine
months in a year, they could earn extra income from research work;
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- universities in Hong Kong had to pay a premium in order to attract overseas
academics to accept positions in a different environment.  This was also
because of the less favourable research environment for the academics in
Hong Kong; and

- the institutions accepted that they had to pay attention to accountability and
transparency and make their remuneration systems as fair as possible because
they were spending public money.  The Audit Report provided a good
reference point for them.  At the same time, the institutions should also be
given the flexibility to formulate salary scales that would fit their purpose.

49. The Council Chairman of the PolyU said that:

- the most important mission of the universities was to educate the next
generation by making the best use of the funds from the Government and
private donations.  The universities in Hong Kong had made significant
contributions to the community.  For instance, the contributions of doctors
and medical and healthcare personnel in the recent battle against the Severe
Acute Respiratory Syndrome were beyond doubt and many of these personnel
were graduates of the HKU and the CUHK;

- the universities should certainly take great care in spending the taxpayers’
money.  At the same time, in planning the future direction, the value and
contributions of the universities should not be debased and the quality of
university education must not be compromised; and

- the starting salary of professors in Hong Kong was in fact not high.  The
professors had spent considerable time and made great efforts before they
obtained their doctorates.  The universities would not be able to employ
high-quality professors if the pay was not attractive enough.

50. The Committee referred to the submission of the FHKHESA of 12 May 2003 in
Appendix 40, and Audit’s response of 13 May 2003 in Appendix 41.  In response to the
Committee’s enquiries, Dr CHAN Chi-wei, Vice-chairman of the FHKHESA and
Chairman of the Hong Kong University Academic Staff Association, said that:

- the university academic staff in Hong Kong had to teach part-time courses at
night and during Saturdays and Sundays, but they did not receive additional
income for such duties.  Moreover, they had to work five and a half days in a
week whereas academic staff in the UK and the US only worked five days in
a week.  Hence, their workload was heavier; and



University Grants Committee funded institutions -
Staff remuneration packages and stipends

- 71 -

- it was inappropriate for Audit to simply compare the university salaries
between Hong Kong and other countries without taking into account the
different circumstances of different places.

51. The Director of Audit responded that Audit had consulted some professors of
the institutions and understood that some of the teaching staff who taught part-time courses
did receive additional income.  Although Audit would like to consult more staff, even
students, in the course of the Audit review, it was unable to do so due to time and resource
constraints, given the large number of students and teaching staff in the eight institutions.

52. Referring to the opening statement of the President of the HKUST and Convenor
of the HUCOM that “the UK has lost many of its talents in the past decade because of its
uncompetitive pay”, the Committee asked for information which would bear out this
statement.  It also asked why the institutions had concentrated on hiring academic staff
from the US, but not other English-speaking countries such as India and Pakistan.

53. The President of the HKUST and Convenor of the HUCOM said that in the
globalised environment nowadays, the best talents, be they in India, Pakistan or other places,
were attracted to the US.  Thus, the institutions had to look to the US for world-class
academics.  In his letter of 4 August 2003 in Appendix 42, he provided information to
support the claim made in his opening statement about the situation in the UK.

54. As requested by the Committee, the Acting President of the HKUST provided
information on the quality academics whom the universities were able to attract from the
international community, in his letter of 26 May 2003 in Appendix 43.  This letter, and the
letter of the Acting President of the HKUST of 11 July 2003 (in Appendix 44), also
contained the institutions’ elaboration on the recruitment and retention difficulties faced by
them.

55.  The Committee noted from paragraph 2.73(a) of the Audit Report that despite
offering mainly degree and postgraduate courses, the HKIEd’s salary scales for its
academic staff were significantly lower than those in the other seven UGC funded
institutions.  The Committee asked how this had affected the HKIEd’s ability to attract
quality staff.
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56. Prof Paul Morris, President of the HKIEd, responded that the HKIEd had had
difficulties in attracting staff with local experience because its salaries were about 20%
lower than those of the other seven UGC funded institutions.  The lack of university title
had also significantly affected the institute’s capacity to attract students.

57. The Secretary for Education and Manpower responded at the hearing and in
his letter of 10 July 2003, in Appendix 45, that

- owing to historical developments, the common university salary scale
applicable to staff engaged in degree-level work of the other UGC funded
institutions had not been extended to the HKIEd, due mainly to the fact that
initially the bulk of the HKIEd’s programmes were at sub-degree level.
With the deregulation of the salary scales of all UGC funded institutions from
1 July 2003, the HKIEd would have the flexibility to design its own
remuneration packages for staff engaged in programmes at different levels of
study, similar to other UGC funded institutions; and

- as for the status of the institute, the Government had upgraded the HKIEd to a
degree-awarding institution.  From the 2004-05 academic year onwards, all
graduates of its pre-service training programmes for primary and secondary
school teachers would be degree holders.

58. The Committee enquired about the progress made by the institutions in
establishing a new remuneration system in the light of the impending deregulation of their
salary scales.  The Secretary-General of the UGC advised, in his letter of 26 May 2003,
that under the delinking proposal, institutions were given the freedom to decide whether or
not to adopt their own remuneration systems.  Where there was a decision to delink, the
timing was also left to their discretion.  In the same letter, he provided information on the
progress made by the institutions in this regard.

59. As regards the Administration’s involvement, the Secretary for Education and
Manpower stated, in his letter of 27 May 2003 in Appendix 46, that the EMB had been
working with the UGC and the Financial Services and the Treasury Bureau on the detailed
funding arrangements for the UGC sector under a deregulated environment, with a view to
facilitating implementation of new remuneration systems by the institutions.
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Contract gratuity

60. The Committee was concerned that, as revealed in paragraphs 3.6 to 3.10 of the
Audit Report, during the period May 1999 to October 2002, some of the institutions did not
follow the government guidelines on the provision of contract gratuity for non-professional
and supporting staff.  Many of those newly recruited staff were awarded a contract gratuity
of 15%, instead of 10% as stipulated in the guidelines.

61. The Committee also noted from paragraph 3.16(a) of the Audit Report that in
1999, the CUHK did not implement the revised contract gratuity rate immediately because
it wanted to wait for the Government’s decision on changes in the civil service terms and
benefits, in order to implement all changes in one go.  In response to members’ request,
the University Bursar of the CUHK provided, in his letter of 16 May 2003 in
Appendix 47, documents recording the CUHK’s considerations at that time.

62. In reply to the Committee’s enquiry, Mr Norman NGAI, Vice President
(Resources & Administrative Services) of the HKIEd, said that as the salary scales of the
HKIEd were less favourable than those of the other institutions, the HKIEd Council had
wanted to wait for the decisions of the other institutions before implementing the revised
contract gratuity rate.  At the end of 2002, the HKIEd Council had approved changing the
rate with effect from 1 April 2003.

63. The Committee asked about the PolyU’s decision in this regard.  In response,  
Prof POON Chung-kwong, President of the PolyU said that the PolyU would critically
review the level of contract gratuity in conjunction with the impending review of the
remuneration package.  The rate of 10% of the basic salary was one of the indicators for
the review.

64. The President of the LU said that:

- the LU had not ignored the government guidelines on contract gratuity.
After receiving the guidelines, the LU had discussed the gratuity
arrangements several times.  But the revised rate was not implemented at
that time because the LU had wanted to follow the arrangements of the other
institutions.  Moreover, the LU in principle doubted the rationale for setting
the gratuity rate at 10% for staff with pay points below Master Pay Scale
(MPS) point 34 and at 15% for staff with higher pay points; and
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- the LU had now approved changing the contract gratuity rate for staff with
pay points below MPS point 34 to 10%.

Administration of leave

65. The Committee referred to Audit’s observation in paragraph 4.9 of the Audit
Report that as far as the leave benefits of the institutions were concerned, the previous
guiding principle that the terms and conditions of staff in the subvented sector should be
broadly comparable to, and no better than, the civil service terms was not strictly complied
with in the past.  As a result, some staff of the institutions were currently still entitled to
leave benefits which were better than those of the comparable staff in the civil service.

66. Table 6 in paragraph 4.7 revealed that for those non-clinical academic and
equivalent senior administrative staff who were entitled to the old terms of leave benefits, the
leave entitlements of the HKU staff were the most favourable among the institutions.
According to paragraph 4.28, the HKU noted that more than half of the staff eligible for such
favourable leave entitlements would continue to remain in service for over ten years.  The
Committee asked whether the HKU had any effective measures to address the problems
associated with the excessive leave entitlements of its staff.

67. The Vice-Chancellor of the HKU and Mr Philip LAM, Director of Finance of
the HKU, replied that:

- in addressing the problems, the HKU was bound by the need to honour its
contractual obligations and the provisions of the Employment Ordinance
whereby any unilateral alteration to an employee’s terms and conditions of
service without consent was liable to litigation;

- the HKU was conducting a review of its entire HR policy and hoped to devise,
in a year’s time, more effective measures to address the problems of excessive
leave entitlements of its staff;

- out of the 5,000 staff of the HKU, only about 388 staff were entitled to long
leave.  They were permitted to accrue leave up to a maximum of 365 days
beyond which leave days were forfeited automatically.  Actually, it was rather
common for the accumulated leave of these staff being in excess of the allowed
limits to be forfeited.  Moroever, some staff were still engaged in research or
other academic pursuits while on leave; and
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- there would be financial burden on the HKU when these staff left the
University as they might encash their accumulated untaken leave.  The cost
of paying for the untaken leave upon the departure of these staff would be met
by freezing other posts.

68. In her letter of 22 May 2003, in Appendix 48, the Senor Assistant Registrar
(Vice-Chancellor’s Office) of the HKU provided a summary of the leave forfeited by the
HKU staff who were entitled to long leave.

Stipends for research postgraduate students

69. The Committee understood from Table 10 in paragraph 5.6 of the Audit Report
that, based on the records of the institutions or information provided by the institutions
upon Audit’s enquiries, all institutions offered stipends wholly or partly for the purpose of
providing financial assistance to research postgraduate students.  Audit pointed out in
paragraph 5.7 that as a form of financial assistance, stipends should only be provided to
those students with genuine financial needs.  However, the institutions granted stipends to
almost all research students, without assessing their actual financial needs.

70. On the other hand, in paragraph 5.30(e), the HoIs had commented that research
postgraduate studentships were scholarships and were not a purely financial assistance
scheme to meet the individual financial needs of students.  The Committee asked:

- why there was a discrepancy between the information provided by the
institutions in response to Audit’s enquiries and their later response; and

- whether the HoIs agreed that the institutions’ present policies and regulations
on the provison of stipends were not entirely clear, in particular as regards
whether stipends were really intended to be financial assistance.

71. The Vice-Chancellor of the HKU said that the purpose of awarding stipends to
research students was to provide some form of financial incentive to attract talented
students to undertake research work.
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72. The President of the LU explained that:

- the discrepancy was due to the difficulty in defining stipends.  In fact, stipends
awarded to research students were something between scholarships which were
awarded based on merit, and loans and grants given to undergraduates with
financial difficulties.  There was not an equivalent term for stipend in Chinese;
and

- the LU had not specified the minimum academic attainments required for the
award of stipend because it had already put in place stringent criteria for
admitting research postgraduate students.

73. Prof NG Ching-fai, President and Vice-Chancellor of the Hong Kong Baptist
University (HKBU), added that:

- as research funds were limited, the universities would only admit research
students with good academic attainments and high potential.  There were
always more applicants than the research postgraduate places available.  Even
if the minimum academic attainments for the award of students had been laid
down, the institutions should still assess applicants by other parameters in
addition to academic achievements, such as relevant experience; and

- postgraduate studentships were not a financial assistance scheme.  A research
student would not be deprived of studentship because he was rich.  This was
in line with the international practice.

74. The President of the PolyU said that:

- he entirely agreed that no university would waste funds on unsuitable research
students as the universities had to spend a lot of teachers’ time and research
funds on each research student;

- each university had its own research policy.  In the case of the PolyU, it
emphasised application and professional training.  Many of its research
students had had working experience and wanted to obtain a higher degree for
career development.  Although some students’ academic attainments were less
satisfactory, their experience enabled them to perform well in research pursuits.
For example, the PolyU offered design courses.  A person with good academic
achievements was not necessarily a good designer.  Hence, a student’s quality,
experience and other achievements should all be taken into account in
determining who should be awarded the studentship; and
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- many research students were expected to be financially independent and were
not drawing support from their families.  Stipends provided them with a
means to support their living while engaging in full-time research pursuits.  In
the US, all research students were given stipends, which were neither
scholarships nor financial assistance.  Stipends were similar to some kind of
remuneration which students received for undertaking research duties for the
universities.

75. The Committee was concerned that in the absence of a formal UGC coordinating
mechanism for the setting and reviewing of stipend rates, there was a risk that the institutions
would compete with each other for the intake of research students by setting their stipend
rates at levels higher than what were necessary to meet the actual needs of the students.

76. Prof CHANG Hsin-kang, President of the CityU, responded that:

- in the CityU, stipends were some form of scholarships mainly based on
academic merit.  The purpose of providing stipends was to nurture talents.  It
was not necessary or appropriate to focus all the attention on the definition of
stipends or the small difference in the stipend rates among universities; and

- the suggestion that the institutions should standardise their stipend rates was in
conflict with the Government’s move to deregulate the common universities
salary scale to foster competition among the eight institutions.

77. The Committee enquired about the views of the Administration and the UGC on
Audit’s observations.

78. The Secretary for Education and Manpower replied that the EMB agreed that
the institutions should review and stipulate clear assessment criteria in the provision of
stipends to research students.  The EMB would discuss with the UGC in this regard.

79. The Secretary-General of the UGC said that in the tertiary education sector, it
was clear that stipends were not entirely equivalent to financial assistance or scholarships.
In principle, the institutions awarded stipends mainly based on merit.  The UGC would
discuss with the institutions the establishment of a formal coordinating mechanism for the
setting and reviewing of stipend rates.
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80. According to paragraph 5.20(c) of the Audit Report, the CUHK and the HKUST
had increased their stipend rates since 1997-98, despite the downward trend of the
Composite Consumer Price Index (CPI) during the period.  The Committee questioned
why the CUHK had not followed its own policy to make the necessary downward
adjustments to the stipend rate to reflect the changes in the cost of living.

81. Mr Terence CHAN, University Bursar of the CUHK, explained that compared
to the stipend rates of the other seven institutions, the CUHK’s current rate of $13,615 was
only in the middle of the scale.  While it was the CUHK’s policy to periodically review its
stipend rate in the light of the cost of living, it also had to maintain its competitiveness in
attracting prospective research students.  In view of the present economic environment, the
CUHK had reduced its stipend rate by $1,000 in 2003-04.

82. The President of the HKUST and Convenor of the HUCOM said that the
HKUST, in reviewing its stipend rate, had to consider its ability to compete with overseas
universities for quality research students.  He agreed that the cost of living should also be
taken into account in determining the rate.  The HKUST was working on the matter.

83. The President of the PolyU said that the PolyU had reduced its stipend rate by
$2,000 to $13,500 in 2003-04, in the light of the drop in the cost of living.  The PolyU’s
rates were high in the past because it had taken into account the fact that the PolyU had no
student hostels for research students and they had to hire their own accommodation.  As
there were hostels for them now, the rate was reduced.

84. The President of the LU said that the LU’s stipend rates had been reduced by
more than the drop in the CPI due to the lack of funds.

85. Conclusions and recommendations  The Committee:

Pay structure

- expresses concern that:

(a) the existing linkage between the university salary scales and those of the
civil service in Hong Kong, which has been in place since the 1970s,
modelling on the practice in the United Kingdom at that time, has not
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been reviewed or revised for over 30 years, despite the significant
changes in the tertiary education sector in Hong Kong and worldwide;

(b) in general, the average salaries of the academic staff of universities in
Hong Kong appear to be on the high side, compared with those in other
English-speaking countries;

(c) the pay levels of some of the key management staff of the University
Grants Committee (UGC) funded institutions appear to be on the high
side, compared with those of their comparable civil service counterparts;
and

(d) although the UGC funded institutions are entrusted with huge sums of
public money, there are currently no guidelines on the public disclosure
of the remuneration of their senior staff;

- expresses serious concern that:

(a) The Hong Kong Polytechnic University (PolyU) pays from its non-
government fund its President a monthly cash allowance of about
$177,000, which includes about $138,000 provided in lieu of housing
benefits and leave passage.  As a result, his total monthly cash
remuneration (i.e. basic salary plus cash allowance) is not only higher
than that approved by the Finance Committee, but is also the highest
among the heads of all the institutions; and

(b) the President’s Personal Affairs Committee (PPAC) of the PolyU had
not sought the PolyU Council’s prior approval to pay the President a
monthly cash allowance in lieu of housing benefits and leave passage,
which appears to be in breach of section 9(3)(c) of The Hong Kong
Polytechnic University Ordinance as it specifies that the PolyU Council
shall not delegate to any committee the power to approve the terms and
conditions of service of persons in the employment of the University,
other than persons in part time or temporary employment;

- considers that even putting the legal considerations aside, it would have been
prudent for the PPAC to seek the PolyU Council’s prior approval;
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- acknowledges that:

(a) some of the institutions are formulating, while others will conduct a
comprehensive review to consider formulating, a new pay structure for
remunerating their staff, in the light of the Government’s decision to
deregulate/delink the university pay structure; and

(b) the UGC will, in consultation with the institutions and the
Administration, develop guidelines on public disclosure of remuneration
of the institutions’ senior staff, and expects that the guidelines will be
available by the end of November 2003;

- recommends that:

(a) the institutions should:

(i) in the comprehensive review of their pay structure, pay due regard to
the international pay levels for university academic staff and the
changes in local pay trend;

(ii) as part of the above comprehensive review and in consultation with
the Universities Joint Salaries Committee (UJSC), develop an
effective mechanism for future annual pay adjustment exercises;

(iii) critically review the current remuneration packages of all their key
management staff and, in this regard, explore the possibility of using
their vacant senior staff quarters to provide housing to their key
management staff, instead of resorting to the encashment of housing
benefits;

(iv) conduct a review to enhance, as far as possible, the transparency and
accountability in the application of funds obtained from non-public
sources; and

(v) in consultation with the Administration, review the future role and
functions of the UJSC, including its role in the benchmarking and
sharing of university staff remuneration information, both locally
and internationally;

(b) the PolyU should further review the effect of section 9(3)(c) of The
Hong Kong Polytechnic University Ordinance and its proper application;
and
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(c) the Secretary for Education and Manpower should, having regard to the
recent upgrade of The Hong Kong Institute of Education (HKIEd) to a
degree-awarding institution, make sure that it is provided with adequate
resources on a par with the other seven UGC funded institutions;

Contract gratuity

- expresses concern that some of the institutions did not follow the government
guidelines on the provision of contract gratuity for non-professional and
supporting staff during the period May 1999 to October 2002;

- acknowledges that:

(a) some of the institutions have already reduced, while others (except the
PolyU) will reduce, the contract gratuity rate for their non-professional
and supporting staff; and

(b) the PolyU will critically review the level of contract gratuity for its
non-professional and supporting staff, with the rate of 10% of the basic
salary being one of the indicators for the review;

Administration of leave

- expresses concern that:

(a) as far as the leave benefits were concerned, the previous subvention
guiding principle that the terms and conditions of staff in the subvented
sector should be no better than the civil service terms was not strictly
complied with in the past;

(b) as a result, some staff of the institutions are currently entitled to leave
benefits which are better than those of the comparable civil service staff;
and

(c) the recurrent and/or one-off leave encashment schemes, which were
implemented by some institutions to address the problems associated
with the excessive leave entitlements of their staff, imposed a heavy
financial burden on the institutions concerned, especially in times of
financial stringency;

- acknowledges that some academic staff of the institutions are still engaged in
research and other academic pursuits while on leave, and considers that this
should be encouraged and commended;
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- notes that:

(a) the institutions will be free to devise their remuneration packages,
including leave entitlements, under a deregulated/delinked environment;
and

(b) The University of Hong Kong (HKU) is conducting a review of its entire
human resources policy and hopes to devise, in a year’s time, more
effective measures to address the problems of excessive leave
entitlements of its staff;

- recommends that the institutions should:

(a) critically assess the impact of the excessive leave entitlements of some
of their academic and equivalent senior administrative staff on their
overall staffing needs;

(b) take more effective measures to address the problems associated with
such excessive leave entitlements;

(c) seek the UGC’s advice before implementing any recurrent or one-off
leave encashment schemes;

(d) explore the possibility of implementing a set of revised regulations on
the accumulation of annual leave, in order to reduce the amount of
untaken leave that may be accumulated in the future; and

(e) explore other ways and means of reducing the untaken long leave, such
as by better management of staff vacation leave plans;

Stipends for research postgraduate students

- expresses concern that:

(a) the present policies and regulations of the institutions on the provision of
stipends are not entirely clear, in particular regarding whether stipends
are intended to be financial assistance;

(b) apart from the HKU, none of the institutions has established clear
requirements for the minimum academic attainments of students who are
eligible for the award of stipends in the form of scholarships;
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(c) in the absence of a clearly stated policy on the provision of stipends,
including the basis and mechanism for the setting and reviewing of the
stipend rates, there is a risk that the stipend rates may be set at an
arbitrary level; and

(d) there is no formal coordinating mechanism among the institutions for the
setting and reviewing of stipend rates;

- notes that the UGC has undertaken to discuss with the institutions the
establishment of a formal coordinating mechanism for the setting and
reviewing of stipend rates;

- recommends that the institutions should:

(a) review the existing criteria for the award of stipends with reference to
the institutions’ policy on the provision of stipends; and

(b) for the award of stipends as scholarship, consider establishing clear
requirements for the minimum academic attainments, including relevant
experience, of students to ensure that such scholarships would only be
awarded to those students who meet the requirements; and

Follow-up actions

- wishes to be kept informed of:

(a) the progress of the institutions’ reviews of their pay structure and the
formulation of their own remuneration packages, in the context of the
implementation of the Government’s decision to deregulate/delink the
university pay structure;

(b) the progress of the development of disclosure guidelines on the
remuneration of senior staff of the institutions, in order to enhance the
institutions’ transparency and public accountability;

(c) the progress of any review undertaken by the institutions to enhance the
transparency and accountability in the application of funds obtained
from non-public sources;

(d) the results of the review of the future role and functions of the UJSC;
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(e) the result of any further review by the PolyU of the effect of section
9(3)(c) of The Hong Kong Polytechnic University Ordinance and its
proper application;

(f) the measures taken by the Secretary for Education and Manpower to
make sure that the HKIEd is provided with adequate resources on a par
with the other seven UGC funded institutions;

(g) the result of the PolyU’s review of the level of contract gratuity for its
non-professional and supporting staff;

(h) the measures devised by the HKU to address the problems of excessive
leave entitlement of its staff;

(i) the progress of the implementation of measures taken by the institutions
to address the problems associated with the excessive leave entitlements
and the encashment of leave; and

(j) the progress of the implementation of measures taken by the institutions
to improve the administration of stipends, including the establishment of
a formal coordinating mechanism for setting and reviewing stipend
rates.





CHAPTERS IN THE DIRECTOR OF AUDIT’S REPORT NO. 40 DEALT WITH
IN THE PUBLIC ACCOUNTS COMMITTEE’S SUPPLEMENTAL REPORT

- 86 -

Director of
Audit’s Report
No. 40

Chapter Subject

P.A.C.
Report
No. 40A

Chapter

8 University Grants Committee funded institutions -
Governance, strategic planning and financial and
performance reporting

1

9 University Grants Committee funded institutions -
General administrative services

2

10 University Grants Committee funded institutions -
Staff remuneration packages and stipends

3



- 87 -

APPENDIX 1

RULES OF PROCEDURE OF
THE LEGISLATIVE COUNCIL OF

THE HONG KONG SPECIAL ADMINISTRATIVE REGION

72. Public Accounts Committee

(1) There shall be a standing committee, to be called the Public Accounts
Committee, to consider reports of the Director of Audit –

(a) on the accounts of the Government;

(b) on such other accounts required to be laid before the Council as
the committee may think fit; and

(c) on any matter incidental to the performance of his duties or the
exercise of his powers as the committee may think fit.

(2) The committee shall also consider any report of the Director of Audit laid
on the Table of the Council which deals with examinations (value for money audit)
carried out by the Director relating to the economy, efficiency and effectiveness of
any Government department or public body or any organization to which his
functions as Director of Audit extend by virtue of any Ordinance or which receives
public moneys by way of subvention.

(3) The committee shall consist of a chairman, deputy chairman and
5 members who shall be Members appointed by the President in accordance with an
election procedure determined by the House Committee.  In the event of the
temporary absence of the chairman and deputy chairman, the committee may elect a
chairman to act during such absence.  The chairman and 2 other members shall
constitute a quorum.

(4) A report mentioned in subrules (1) and (2) shall be deemed to have been
referred by the Council to the committee when it is laid on the Table of the Council.

(5) Unless the chairman otherwise orders, members of the press and of the
public shall be admitted as spectators at meetings of the committee attended by any
person invited by the committee under subrule (8).

(6) The committee shall meet at the time and the place determined by the
chairman.  Written notice of every meeting shall be given to the members and to any
person invited to attend a meeting at least 5 clear days before the day of the meeting
but shorter notice may be given in any case where the chairman so directs.
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(7) All matters before the committee shall be decided by a majority of the
members voting.  Neither the chairman nor any other member presiding shall vote,
unless the votes of the other members are equally divided, in which case he shall
have a casting vote.

(8) The chairman or the committee may invite any public officer, or, in the
case of a report on the accounts of or relating to a non-government body or
organization, any member or employee of that body or organization, to give
information or any explanation or to produce any records or documents which the
committee may require in the performance of its duties; and the committee may also
invite any other person to assist the committee in relation to any such information,
explanation, records or documents.

(9) The committee shall make their report upon the report of the Director of
Audit on the accounts of the Government within 3 months (or such longer period as
may be determined under section 12 of the Audit Ordinance (Cap. 122)) of the date
on which the Director’s report is laid on the Table of the Council.

(10) The committee shall make their report upon the report of the Director of
Audit mentioned in subrule (2) within 3 months (or such longer period as may be
determined by the Council) of the date on which the Director’s report is laid on the
Table of the Council.

(11) Subject to these Rules of Procedure, the practice and procedure of the
committee shall be determined by the committee.
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APPENDIX 2

Opening Remarks by
Deputy Chairman of the Public Accounts Committee,

the Hon Emily LAU Wai-hing, JP,
at the Public Hearing of the Committee

on Wednesday, 14 May 2003
  

Good morning, ladies and gentlemen.  The Director of Audit’s Report
No. 40 contains three chapters relating to the University Grants Committee (UGC)
funded institutions.  This morning, the Public Accounts Committee will only hold a
public hearing on Chapter 10 which concerns the “Staff remuneration packages and
stipends” of the UGC funded institutions, to receive evidence on the issues examined
in this chapter.  The Committee will hold a public hearing on Chapter 9 which
concerns the “General administrative services” of the UGC funded institutions at
another date.  As regards Chapter 8 which concerns the “Governance, strategic
planning and financial and performance reporting” of these institutions, the
Committee has, for the time being, decided to seek further information from the
institutions for its consideration in writing.  The Committee will also hold a public
hearing on this chapter as and when necessary.

I would like to draw your attention to the fact that my colleagues, Hon Eric LI
(Chairman of the Committee), Dr Hon David CHU, Hon SIN Chung-kai and
Hon Tommy CHEUNG, have declared interest in respect of Chapters 9 and 10.

Hon Eric LI has declared that he is a serving Member of the Court of The
Hong Kong Polytechnic University.  He was also a Member of the University Council
from 1 April 1995 to 31 March 2001.  Dr Hon David CHU has declared that he is a
serving Member of the Hong Kong Baptist University Council.  Hon SIN Chung-kai
has declared that he is a serving Member of The Hong Kong University of Science
and Technology Council.  Hon Tommy CHEUNG has declared that his spouse is a
member of the teaching staff of one of the UGC funded institutions.  The Committee
considers that it is proper for them to make the declaration because:

(a) Hon Eric LI, Dr Hon David CHU and Hon SIN Chung-kai, being
members of the governing bodies of some of the institutions, are
involved in the formulation of policies by these institutions on some of
the matters referred to in these two chapters; and

(b) Hon Tommy CHEUNG’s spouse is a member of the teaching staff of
one of the UGC funded institutions.  Matters referred to in these
chapters include housing benefits for senior staff of the institutions
(examined in Chapter 9), and pay structure, contract gratuity and leave
benefits of staff of the institutions (examined in Chapter 10).  The
Member’s spouse has an interest in these matters, which is of such a
nature that the Member considers it necessary, in the present context,
that he should be exempted from participating in the Committee’s work
on them.
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In line with the Committee’s practice, the members concerned have
disclosed their personal interest in these particular chapters, so as to avoid any
conflict of interest and in order that the impartiality and integrity of the Committee may
be maintained.  The Committee has agreed that the four members be exempted from
the examination of these two chapters.  They will not participate in the public hearing,
nor in the discussion and compilation of the Committee’s report on these chapters.
Neither will they make any public comment on the issues relating to these chapters.

Today, in addition to the two Directors of Bureau and their colleagues, the
UGC Secretary-General, and Heads of the eight institutions and their colleagues, the
Committee has also invited the representatives of the Federation of Hong Kong
Higher Education Staff Associations to appear before the Committee in response to
their request for attending today’s public hearing on Chapter 10.

Finally, I wish to mention that when addressing the Committee, witnesses
other than Government officers are not covered by the protection and immunity
provided under the Legislative Council (Powers and Privileges) Ordinance
(Cap. 382).

I now declare the Committee to be in session.
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APPENDIX 3

Paper presented to the Provisional Legislative Council
by the Chairman of the Public Accounts Committee

at the meeting on 11 February 1998 on
Scope of Government Audit in the

Hong Kong Special Administrative Region -
‘Value for Money Audits’

SCOPE OF WORK

1. The Director of Audit may carry out examinations into the economy,
efficiency and effectiveness with which any bureau, department, agency, other public
body, public office, or audited organisation has discharged its functions.

2. The term “audited organisation” shall include -

(i) any person, body corporate or other body whose accounts the
Director of Audit is empowered under any Ordinance to audit;

(ii) any organisation which receives more than half its income from public
moneys (this should not preclude the Director from carrying out similar
examinations in any organisation which receives less than half its
income from public moneys by virtue of an agreement made as a
condition of subvention); and

(iii) any organisation the accounts and records of which the Director is
authorised in writing by the Chief Executive to audit in the public
interest under section 15 of the Audit Ordinance (Cap. 122).

3. This definition of scope of work shall not be construed as entitling the
Director of Audit to question the merits of the policy objectives of any bureau,
department, agency, other public body, public office, or audited organisation in respect
of which an examination is being carried out or, subject to the following Guidelines, the
methods by which such policy objectives have been sought, but he may question the
economy, efficiency and effectiveness of the means used to achieve them.
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GUIDELINES

4. The Director of Audit should have great freedom in presenting his reports to
the Legislative Council.  He may draw attention to any circumstance which comes to
his knowledge in the course of audit, and point out its financial implications.  Subject to
these Guidelines, he will not comment on policy decisions of the Executive Council
and the Legislative Council, save from the point of view of their effect on the public
purse.

5. In the event that the Director of Audit, during the course of carrying out an
examination into the implementation of policy objectives, reasonably believes that at
the time policy objectives were set and decisions made there may have been a lack of
sufficient, relevant and reliable financial and other data available upon which to set
such policy objectives or to make such decisions, and that critical underlying
assumptions may not have been made explicit, he may carry out an investigation as to
whether that belief is well founded.  If it appears to be so, he should bring the matter to
the attention of the Legislative Council with a view to further inquiry by the Public
Accounts Committee.  As such an investigation may involve consideration of the
methods by which policy objectives have been sought, the Director should, in his
report to the Legislative Council on the matter in question, not make any judgement on
the issue, but rather present facts upon which the Public Accounts Committee may
make inquiry.

6. The Director of Audit may also -

(i) consider as to whether policy objectives have been determined, and
policy decisions taken, with appropriate authority;

(ii) consider whether there are satisfactory arrangements for considering
alternative options in the implementation of policy, including the
identification, selection and evaluation of such options;

(iii) consider as to whether established policy aims and objectives have
been clearly set out; whether subsequent decisions on the
implementation of policy are consistent with the approved aims and
objectives, and have been taken with proper authority at the
appropriate level; and whether the resultant instructions to staff
accord with the approved policy aims and decisions and are clearly
understood by those concerned;
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(iv) consider as to whether there is conflict or potential conflict between
different policy aims or objectives, or between the means chosen to
implement them;

(v) consider how far, and how effectively, policy aims and objectives have
been translated into operational targets and measures of
performance and whether the costs of alternative levels of service and
other relevant factors have been considered, and are reviewed as
costs change; and

(vi) be entitled to exercise the powers given to him under section 9 of the
Audit Ordinance (Cap. 122).

PROCEDURES

7. The Director of Audit shall report his findings on value for money audits in the
Legislative Council twice each year.  The first report shall be submitted to the President
of the Legislative Council within seven months of the end of the financial year, or such
longer period as the Chief Executive may determine. Within one month, or such longer
period as the President may determine, copies shall be laid before the Legislative
Council.  The second report shall be submitted to the President of the Legislative
Council by the 7th of April each year, or such date as the Chief Executive may
determine.  By the 30th April, or such date as the President may determine, copies
shall be laid before the Legislative Council.

8. The Director’s report shall be referred to the Public Accounts Committee for
consideration when it is laid on the table of the Legislative Council.  The Public
Accounts Committee shall follow the rules governing the procedures of the Legislative
Council in considering the Director’s reports.

9. A Government minute commenting on the action Government proposes to
take in respect of the Public Accounts Committee’s report shall be laid on the table of
the Legislative Council within three months of the laying of the report of the Committee
to which it relates.

10. In this paper, reference to the Legislative Council shall, during the existence
of the Provisional Legislative Council, be construed as the Provisional Legislative
Council.
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Witnesses who appeared before the Committee
(in order of appearance)

Prof Hon Arthur LI Kwok-cheung,
  GBS, JP

Secretary for Education and Manpower

Miss Irene YOUNG Principal Assistant Secretary for Education
and Manpower (Higher Education)

Mr Peter CHEUNG Po-tak, JP Secretary-General, University Grants
Committee

Prof Paul CHU Ching-wu President, The Hong Kong University of
Science and Technology, and Convenor,
Heads of Universities Committee

Mr Paul Bolton Vice-President for Administration and
Business, The Hong Kong University of
Science and Technology

Prof CHANG Hsin-kang, GBS, JP President, City University of Hong Kong

Mr Gabriel CHAN Director of Finance, City University of Hong
Kong

Prof NG Ching-fai President and Vice-Chancellor, Hong Kong
Baptist University

Mr Alex P C SHUEN Director of Finance, Hong Kong Baptist
University

Prof Edward CHEN Kwan-yiu, GBS, JP President, Lingnan University

Mr Herdip Singh Comptroller, Lingnan University

Prof Ambrose KING Yeo-chi, SBS, JP Vice-Chancellor, The Chinese University of
Hong Kong

Mr Terence CHAN University Bursar, The Chinese University of
Hong Kong

Prof Paul Morris President, The Hong Kong Institute of
Education

Mr Norman NGAI Vice President (Resources & Administrative
Services), The Hong Kong Institute of
Education
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Dr Sir Gordon WU Ying-sheung,
  KCMG, FICE

Council Chairman, The Hong Kong
Polytechnic University

Prof POON Chung-kwong, GBS, JP President, The Hong Kong Polytechnic
University

Mr Alexander TZANG Deputy President and Council Secretary,
The Hong Kong Polytechnic University

Prof TSUI Lap-chee Vice-Chancellor, The University of Hong Kong

Mr Philip LAM Director of Finance, The University of Hong
Kong

Hon Frederick MA Si-hang, JP Secretary for Financial Services and the
Treasury

Mr Alan LAI Nin, JP Permanent Secretary for Financial Services
and the Treasury (Treasury)

Mr Stanley YING, JP Deputy Secretary for Financial Services and
the Treasury (Treasury) 1

Prof K P SHUM Chairman, Federation of Hong Kong Higher
Education Staff Associations, and Council
Member, Chinese University Teachers’
Association

Dr CHAN Chi-wei Vice-chairman, Federation of Hong Kong
Higher Education Staff Associations, and
Chairman, Hong Kong University Academic
Staff Association

Mr Aaron LI Wing-yuen President, Chinese University Staff
Association

Dr CHAN Chun-wah President, Hong Kong Poly  University Staff
Association

Mr Martin SIU Assistant Secretary-General (Finance),
University Grants Committee

Mr Valiant CHEUNG Kin-piu Deputy Chairman of the Council, Lingnan
University

Mr Chris MONG Associate Vice President & Director of
Finance, The Hong Kong Polytechnic
University
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Mr Philip WONG Director of Finance, The Hong Kong
University of Science and Technology

Mr Henry W K WAI Registrar, The University of Hong Kong

Mr Jacob LEUNG University Secretary, The Chinese University
of Hong Kong
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*Note by Clerk, PAC:

The report of the review panel and the report entitled “A Profile of New Full-time
Undergraduate Students 2002” not attached.
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*Note by Clerk, PAC:  Annex B not attached.
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*Note by Clerk, PAC:  The circular and the PPAC paper not attached.
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APPENDIX 35

*Note by Clerk, PAC:

The revisions made on the terms and conditions
of employment of the PolyU President not
attached.

See Appendix 34 for the letter of 24 May 2003.
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*Note by Clerk, PAC:  The letter of 23 April 2003 not attached.
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*Note by Clerk, PAC:  Chinese version only.
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APPENDIX 43

  

*Note by Clerk, PAC:
Appendices I and II not
attached.
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*Note by Clerk, PAC:  Appendices 1, 2 and 3 not attached.
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*Note by Clerk, PAC:  Attachment 2 not attached.
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