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Report of the Public Accounts Committee on the Reports of the Director of
Audit on the Accounts of the Government of the Hong Kong Special
Administrative Region for the year ended 31 March 2004 and the Results of
Value for Money Audits (Report No. 43) (February 2005 - P.A.C. Report
No. 43)

DR PHILIP WONG: Madam President, on behalf of the Public Accounts
Committee, | have the honour to table our Report No. 43 today.

The Report corresponds with the Report of the Director of Audit on the
Accounts of the Government of the Hong Kong Special Administrative Region
for the year ended 31 March 2004 and his Report No. 43 on the results of value
for money audits, which were submitted to you on 29 October 2004 and tabled in
the Legislative Council on 24 November 2004.

The Committee’s Report contains three main parts:
(@ the Committee's assessment of the actions taken by the
Administration in response to our recommendations made in the

Committee’s previous Reports Nos. 40, 40A and 41;

(b) our observations on the Report of the Director of Audit on the
Accounts of the Government for the year ended 31 March 2004; and
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(c) the conclusions reached by the Committee on the Director of Audit’s
Report No. 43.

On the Director of Audit's Report No. 43, as in previous Yyears, the
Committee has selected for detailed examination only those chapters which, in
our view, contained more serious allegations of irregularities or shortcomings.
The Report tabled today covers our deliberations on the five chapters selected,
three of which relate to the English Schools Foundation (ESF).

| now turn to the substantive issues covered in this Report.

On the subject "Government subsidies to the ESF", the Committee is
concerned that there is a divergence of views between the Education and
Manpower Bureau (the Bureau) and the ESF on whether ESF schools are no
different from private international schools, and whether the existing government
subsidies to ESF schools should continue.

The Committee notes that since 1999, the Bureau has been discussing with
the ESF the gradual reduction of its recurrent subsidies to the ESF under a
phased programme. While the ESF has indicated its willingness to work with
the Government for a smooth transition, it has emphasized that the phasing-out
programme should stretch over a period of 13 years. The Bureau considers that
the focus of its discussion with the ESF was not on "whether" recurrent
government subsidies to the ESF should be withdrawn, but rather on "how" the
withdrawal should be phased. On the other hand, it is the ESF's view that the
discussion between the Bureau and itself over the years on the future of
government subsidies to the ESF was never concluded, and that the ESF is an
integral part of the local education system. Its position on the parity of subsidy
principle remains unchanged, and it should be entitled to government funding as
other schools in the aided sector.

The Committee strongly urges the Bureau to expeditiously complete the
review of government subsidies to the ESF. We also strongly urge the Bureau
and the ESF to come to an agreement expeditiously over the future of
government subsidies to the ESF.

| now turn to the subject "Corporate governance and Headquarters
administration of the ESF". The Committee notes that the Bureau only has a
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small representation on the ESF and its Executive Committee, and that the
Government's policy is to not micro-manage. Notwithstanding this, the
Committee is concerned that the Bureau has not ensured that the ESF, which
receives substantial recurrent government subsidies, adopts a high standard of
corporate governance.

The Committee condemns the ESF Headquarters senior executive
management for its failure to ensure that the ESF and its schools adopt a high
standard of corporate governance, and for its failure to exercise proper financial
and administrative controls to achieve value for money in the operations of the
ESF and its schools, as evidenced by the following.

The administration of some ESF schools was conducted in a chaotic and
negligent manner. The school administration guidelines provided by the ESF
were fundamentally inadequate. The ESF's existing arrangement for an
internal auditor to report directly to the Financial Controller is not sufficient to
help the ESF discharge its monitoring functions effectively. Besides, the
approval of the Executive Committee was not sought for extra payments made to
two senior staff upon their leaving the ESF in the 2002-03 ESF financial year.
The minutes of the Executive Committee meeting which discussed issues
concerning the termination of the employment of a senior staff member had not
been entered in the ESF's minute books.

In addition, prior approval had not been sought from the Executive
Committee for the sale of four ESF staff quarters. The ESF leased 10 staff
quarters for its senior staff, when it had 13 vacant ESF-owned Teaching-staff
Grade quarters.

Moreover, the ESF had been paying the rates and management fees of
leased staff quarters, as long as the monthly rent (excluding rates and
management fees) of the quarters did not exceed the rent entitlement of the staff
concerned. The ESF also reimbursed a senior staff member for the expenses on
treatment in a first-class ward at a hospital, when the staff member was only
entitled to receive treatment in a second-class ward.

Most of the ESF staff having an annual budget for entertainment expenses
used up all, or a large portion of, their budgets. Of the total entertainment
expenses reimbursed to staff in the 2002-03 ESF financial year, 77% were
related to staff functions.
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On corporate governance, the Committee acknowledges that the ESF has
approved the draft guidelines for restructuring the governance and management
of the ESF. A task force appointed by the Executive Committee has started
work on the proposed restructuring. The ESF has also set up an audit
committee which will report to the Executive Committee.

The Committee has made other comments and recommendations on the
aspects of financial management, staff remuneration and recruitment, staff
housing and medical benefits, and entertainment expenses. The Committee
urges the ESF to implement these recommendations and to keep it informed of
the progress made.

The Committee acknowledges that the objective of the audit review on the
subject "School administration of the ESF" is to examine the administration of
ESF schools. The Committee has therefore focused on matters pertaining to
that objective, rather than the quality of education provided by ESF schools.

On the corporate governance of ESF schools, the Committee is dismayed
that the council of one school did not hold any meeting during a period of 23
months when the post of Chairman of the school council was vacant.
Moreover, most schools did not require council members to declare their
personal interests which might conflict with their roles.

On financial and administrative matters, the Committee is seriously
dismayed that the guidelines on internal control principles and/or procedures
provided by the ESF to schools were inadequate, and that the internal control
procedures of those schools were generally crude. Some ESF schools had not
set up their own internal control procedures to suit their particular
circumstances. Some schools had spent too generously on staff functions.
The ESF had not set any guideline on the provision of staff welfare and benefits
by schools, and that the provision was made solely at the schools" discretion.
Besides, the propriety in managing travelling expenditure for official duties by
school staff could have been improved.

Regarding human resources management, the Committee is alarmed and
finds it unacceptable that some schools did not properly record, in an assessment
form, the interviewer's assessment of an applicant showing his relative merits
together with the reasons for recommending or not recommending him for
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appointment. Most schools did not seek the approval of their school councils to
endorse the most suitable applicant for appointment to school posts. Moreover,
the ESF had not set any guideline on the conduct of performance appraisal of
school staff. As a result, some schools did not have a proper arrangement for
conducting regular performance appraisal of their staff. Salary increments
were granted to ESF staff automatically, taking no account of work performance.
In addition, some unregistered teachers had worked as supply teachers in some
ESF schools.

In examining the subject "Grant of land at Discovery Bay and Yi Long
Wan", the Committee acknowledges that the development of Discovery Bay
began in the 1970s and 1980s and took place against the particular background
which existed at those times.

The Committee is alarmed and strongly resents the fact that the lease
conditions of the Discovery Bay site failed to specify the requirements for
achieving the development concept. The original resort concept of the
Discovery Bay development, as reflected in the Governor-in-Council’s decision
of 6 July 1976, had changed from a holiday resort and residential and/or
commercial development to that of a first-home community. Nevertheless, the
Administration had failed to obtain the Executive Council’s endorsement of that
change.

The Committee urges the Secretary for Housing, Planning and Lands to
expeditiously seek the Executive Council's endorsement of the change of
concept.

The Committee is astonished and seriously dismayed that the approval of
Master Layout Plan 5.0 had in effect deleted the requirement to provide a public
golf course, notwithstanding its specification in the lease conditions. In
addition, the Lands Department had failed to assess the implications, financial or
otherwise, of the deletion of the facilities in the Discovery Bay development.

The Committee is astonished and finds it inexcusable that the Lands
Department failed to maintain a record of the public recreational facilities
actually provided in the Discovery Bay development. It failed to verify the
specific as-built facilities in the development with those agreed with the
developer to ensure that they had in fact been built. It also failed to document
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the reasons for not assessing and/or charging premium for the changes in those
Master Layout Plans.

The Committee condemns the then land authorities for having failed to
assess whether premium should be charged for the changes made in the Master
Layout Plans after the land grant and prior to 7 June 1994, including the deletion
of the public golf course in Master Layout Plan 5.0 and the cable car system in
Master Layout Plan 5.1.

On the site boundaries of Discovery Bay and Yi Long Wan developments,
the Committee is gravely dismayed that, despite a lapse of 28 years after the land
grant of the Discovery Bay site, the Lands Department had not yet set out the
boundaries of the site. Some 41 200 sg m of government land adjoining the
Discovery Bay site had been occupied without authorization for over 20 years.
But the Lands Department did not take timely actions to rectify the
encroachments. Besides, although certain buildings of the Yi Long Wan
development were found outside the boundaries of the land grant, the Lands
Department had not taken any follow-up action to resolve the encroachment
problem.

On the subject "Control and monitoring of District Council expenses and
related activities”, the Committee notes that since April 1996, the District
Council members® remuneration package has been expanded to include
allowance and grant for various office expenses incurred by District Council
members for discharging their duties. The Committee is seriously concerned
that, notwithstanding the above, the Commissioner of Inland Revenue continued
to adopt the administrative measure which allows, without query, a deduction of
50% of the honorarium for a District Council member as tax deductible
expenses.

The Committee is concerned that the tax treatments for the honorarium of
District Council members and those of Executive Council Members and
Legislative Council Members are not the same. The honorariums of Executive
Council Members and Legislative Council Members are all taxable, whereas a
tax deduction of 50% of a District Council member"s honorarium is allowed.

The Committee notes that the Commissioner of Inland Revenue plans to
remove the above administrative measure for the 2005-06 final and subsequent
years of assessment.
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The Committee recommends that the Director of Home Affairs should
consider revising the existing remuneration package of District Council members
by converting 50% of a District Council member*s honorarium to the Operating
Expenses Allowance, which is not taxable. As such, District Council members®
honorarium, similar to those of Executive Council Members and Legislative
Council Members, is all taxable.

Madam President, as always, in performing its duty, the Committee is
mindful of its role in safeguarding public interest by continuing to prod for the
delivery of high quality public services in an efficient and cost-effective manner.

I wish to record my appreciation of the contributions made by members of
the Committee. Our gratitude also goes to the representatives of the
Administration and the ESF who have attended before the Committee. We are
grateful to the Director of Audit and his colleagues as well as the staff of the
Legislative Council Secretariat for their unfailing support and hard work.

Thank you.
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MR BERNARD CHAN: Madam Deputy, the issues of concern to the elderly
are real and valid. With our population ageing, it is not surprising that the
elderly, and anyone thinking ahead to retire, are worried about such things as
long-term care, health services and retirement protection. We should all be
worried about these issues.

The percentage of elderly over 65 years old in Hong Kong will almost
double to around 25% by 2030. Expectations of a comfortable retirement will
continue to rise. Demand for health services and other care will become
significantly higher. Yet, even today, our facilities for the elderly are stretched,
and our system for health care funding is unsustainable.
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Many Members of this Council will simply demand more government
expenditure to tackle this growing problem. But we are talking about a
long-term trend in which the number of taxpayers might go down, and the
number of people wanting welfare and subsidies will rise. Whatever solutions
we find, they cannot revolve around higher and higher levels of recurrent
government expenditure.

There are sustainable ways to ensure that Hong Kong people can enjoy a
comfortable and healthy retirement. We need to restructure our system of
health care funding, so that those who can afford to pay more will do so. That
will set free resources for the disadvantaged. We need to encourage people to
save more for their retirement, and to start saving earlier in their working life.

Perhaps, we need to see how both the elderly and the taxpayers can benefit
by making it easier for people to retire on the Mainland, where the cost of living
Is so much lower than that in Hong Kong. And maybe we need to look at the
whole issue of demography and migration. We need to examine whether we
will suffer a shortage of younger workers in the long term, and what we can do
about it.

We need to explore new ideas and different alternatives. Insisting on
more government spending is not going to help.

Thank you.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 22 were present, 14 were in favour of the amendment, six against
it and two abstained; while among the Members returned by geographical
constituencies through direct elections, 27 were present, 19 were in favour of the
amendment, two against it and five abstained. Since the question was agreed by
a majority of each of the two groups of Members present, she therefore declared
that the amendment was carried.
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DR RAYMOND HO: Madam President, generally speaking, the wealthier a
household is, the more waste it will generate. In Hong Kong, we produce
approximately 1 kg of waste per capita per day. At the same time, commercial,
industrial and construction activities will produce more waste than a less
developed city. Without proper and timely measures, or without appropriate
government policies, it will lead to serious environmental problems. In Hong
Kong, most of our solid waste is disposed of at landfills. However, as we all
know, these landfills will be exhausted shortly. Under these circumstances, it
IS necessary for us to take some measures, including encouraging citizens with
incentives to produce less refuse at source, in order to cope with the imminent
problems.

| am not saying that people should be encouraged to buy less in order to
reduce waste, or not to carry out construction in order not to produce
construction and demolition waste. To solve the problems, the Government
should adopt a sustainable development policy and support the development of
the environmental industry. | am glad that as reflected in the 2005 policy
address, the Government realizes the importance of environmental protection to
the future development of Hong Kong, and plans to build a Recovery Park in
Tuen Mun for exclusive use by recycling industries. According to the policy
address, the first phase of the Recovery Park will be commissioned in late 2006.
| hope that the Government will keep the progress of the plan on schedule.

Landfill facilities have been our traditional measure to deal with waste, but
they are not a sustainable and economic measure. Currently, the landfills and
the disposal of solid waste cost taxpayers some $1.5 billion annually. Our
existing landfills only have sufficient capacity to last another 10 years or less.
If we continue to rely solely on landfills for the disposal of solid waste, for
instance, we will need an area of 400 hectares to develop new landfills at a likely
cost of around $12 billion just to meet our needs up to 2030.
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As a long-term solution, the Government should adopt a waste
management strategy based on a four-tier waste management hierarchy, namely,
Tier 1: reducing waste generation; Tier 2: recovering and recycling remaining
waste; Tier 3: reducing the volume of remaining waste (including the use of the
best available technologies for thermal or biological treatment); and Tier 4:
disposing of any remaining waste at sanitary landfills as a last resort.
Obviously, this waste management strategy can only be implemented by the
Government in concert with citizens, manufacturers and any other possible
refuse producers as well as the recycling industry.  As a result, it will definitely
be necessary for the Government to enhance public awareness of environmental
protection, encourage manufacturers to use recycled products, offer support to
those firms engaged in the recycling industry, and, most important of all,
formulate appropriate policies to put all these suggestions into practice.

Hong Kong is in transition to a knowledge-based economy. We need to
provide a quality living environment to attract talents from all over the world to
work for Hong Kong. | hope that the Government will formulate relevant green
policies to achieve this objective and the ultimate aim of economic growth.

Madam President, | so submit. Thank you.
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Miss CHOY So-yuk rose to claim a division.
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Functional Constituencies:
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Geographical Constituencies:
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 22 were present, eight were in favour of the amendment and 14
abstained; while among the Members returned by geographical constituencies
through direct elections, 20 were present, 14 were in favour of the amendment
and five abstained. Since the question was not agreed by a majority of each of
the two groups of Members present, she therefore declared that the amendment
was negatived.
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Adjourned accordingly at eight minutes past Eleven o*clock.
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Appendix |
WRITTEN ANSWER

Written answer by the Secretary for the Environment, Transport and
Works to Mr LAU Kong-wah's supplementary question to Question 3

As regards whether any of the accidents involving passengers falling onto tracks
in 2004 happened in platforms retrofitted with platform screen doors (PSDs),
according to the MTR Corporation Limited, amongst those 32 accidents, none of
them happened in platforms retrofitted with PSDs.
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Appendix 1
WRITTEN ANSWER

Written answer by the Secretary for the Environment, Transport and
Works to Mr LAU Kong-wah's supplementary question to Question 3

As regards whether any of the accidents involving passengers falling onto rail
tracks happened in platforms retrofitted with platform screen doors (PSDs), and
the causes of the 32 accidents in 2004, we have stated in our reply of 4 March
2005 that none of these accidents happened in platforms retrofitted with PSDs,
and hereby provide the causes of the 32 accidents in 2004 for Members'
reference.

According to the MTR Corporation Limited (MTRCL), there are various
causes for the 32 accidents, including suicide, attempted suicide, passengers
trying to retrieve personal belongings from tracks, personal health conditions and
deliberated trespass.

The MTRCL indicated that it would continue to adopt stringent safety
standards and safety devices to facilitate the monitoring and management of
platforms. The MTRCL organizes platform safety campaigns and makes
available public education pamphlets as well as safety guides, to enhance
passengers' awareness on using the MTR service in a safe manner. Warning
labels and messages are also displayed in stations to keep passengers vigilant.



