For discussion L C Paper No. CB(2)1415/06-07(01)
on 26 March 2007

L egidative Council Subcommittee
to Study the Subject of Combating Poverty

Transport Support Scheme and Other
M easures Proposed in the 2007/08 Budget
to Help the Disadvantaged

Purpose

This paper invites Members to consider the proposed
modifications to the pilot Transport Support Scheme (TSS), and updates
Members on other measures in the 2007-08 Budget to help the
disadvantaged, viz. the setting up a child development fund and
supporting the development of social enterprises.

Transport Support Scheme
Background

2. At the last Subcommittee’s meeting on 8 March, Members
discussed the proposed features of the pilot TSS'. Members raised a
number of concerns, including the eligibility criteria and the amount of
the Job Search Allowance. The Administration has taken into account
Members' views and proposes further modifications to the pilot TSS.

(a) Eligibility Criteria

3. Members expressed concern that the requirement for applicants
to have or to seek afull-time job, and to require them to work 35 hours or
more per week for a single employer in order to be €ligible for the
allowance was too stringent.

4, In order to ensure that the TSS can benefit the targeted
beneficiaries, viz. needy low-income residents living in the four remote

1 LC Paper No. CB(2)1187/06-07(01) refers,
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districts, there is a need to set out the eligibility criteria. It is generally
accepted that the working poor refer to those who work either full time,
or at least six months a year, or more than a specific number of hours
over a period of time, and whose income is below a certain threshold?.
Taking into account the need to keep the Scheme simple and the
administrative costs low, the Administration proposed at the last meeting
to use 35 hours or more per week, which is the most common criterion
used in defining full-time employees, as a cut-off point for the pilot
Scheme.

5. The Administration understands that in doing so, some part-time
casual workers working for more than one employer may not benefit
under the pilot Scheme. After further deliberations and taking into
account Members concerns, the Administration is prepared to make
further modifications to the pilot TSS, including -

(@) relaxing the requirement that the applicant should have or seek a
full-time job and that the applicant should work 35 hours or more
aweek to 18 hours or more aweek; and

(b) removing the single-employer requirement, i.e. the applicant can
work for more than one employer so long as the total number of
hours worked across district(s) amounts to an average of 18 hours
or more aweek (i.e. 72 hours or more a month).

(b) Amount of Job Search Allowance

6. Some Members suggested the $600 Job Search Allowance
should be increased in order to encourage people to attend more job
interviews. Members may wish to note that the Job Search Allowance
was proposed as an incentive to encourage job searches. The Allowance
aims at subsidising only part of the transport costs and not the full cost of
job searches. Assuming an average of $20 subsidy for each job search,
the Allowance will subsidise about 30 job interviews for each eligible
applicant.

2 Paragraph 2.13 of the Report on Working Poverty by the Legislative Council Subcommittee to Study
the Subject of Combating Poverty refers (LC Paper No. CB(2) 1002/05-06).
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7. Given the proposed modifications in paragraph 5 above,
applicants for the Job Search Allowance would only need to be lawfully
employable, meet the persona asset limit requirement of $44,000 or
below, and declare their intention to actively seek employment to work
for an average of 18 hours or more a week. Taking into consideration
that the amount of allowance is at an acceptable level as an incentive and
the need to avoid abuses, for the purpose of the pilot, the Administration
does not propose to further raise the amount of Job Search Allowance.

(c) Slf-employed Persons

8. Members also expressed concern that some low-income
employees who may be in a so-caled “self-employed” status cannot
benefit from the Scheme. Members may wish to note that if low-income
self-employed persons are to be covered, there is no practical and easy
way to verify their self-employed status since their income, working
hours, work patterns and work locations are unstable. However, if the
applicants are employees in essence, they should be eligible to apply for
the allowance.

Financial Implications

9. A summary of the scheme features taking into account the
proposed modifications in paragraph 5 above isat Annex A.

10. It is difficult to have an accurate estimate of the response and the
actual number of persons who will benefit from the Scheme. For the
purpose of estimating the financial implications, we propose a rough
estimate that some 80,000 will be eligible to apply for the allowances
under the revised scheme. The revised financial implications for the
one-year pilot are estimated to be around $336 million (administrative
costs not included). Inview of the modifications to the scheme features,
subject to Members' further comments, we need to further discuss with
non-governmental organisations in the four districts on the administration
costs.

11. The above revised estimate has taken into account the number of
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unemployed persons in the four districts (51 800 as at 2005) and the
number of low-income employees with monthly earnings less than or
equal to $5,600 and working 18 hours or more per week (86 500 as at
2005, an increase of 18 700 compared to the 67 800 low-income full-time
workers working 35 hours or more per week).

ADVICE SOUGHT

12. Members are invited to consider the proposed scheme features
and further modifications as summarised at Annex A. Subject to
Members comments, we aim to make a submission to seek the approval
of the Finance Committee of the Legislative Council in April 2007, with a
view to launch the pilot TSS in mid-2007.

Child Development Fund

13. At the Subcommittee's meeting on 19 January 2007, we updated
Members on the discussion of the Commission on Poverty (CoP) on the
way forward to promote child development, including the setting up of a
child development fund (“the fund”)®. The Administration has accepted
the CoP's recommendation, and has earmarked $300 million for the
establishment of the fund as announced in the 2007-08 Budget.

14, The Government keeps an open-mind on how best to make use
of the additional resources to promote child development, and has not
formed a definitive view on the detailed operation of the fund. The
following are the major broad principles supported by the CoP Task Force
on Children and Youth: -

(@ Instead of launching a universa scheme, the additional
resources should be targeted at the needs of children from a
disadvantaged background.

(b) The fund should be regarded as an additional measure to
promote child development, and should not overlap with the
existing services and programmes.

3 LC Paper No. CB(2)863/06-07(02) refers.
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15.

The fund should be used to encourage developing personal
development plans with specia targets by the participating
children, and to try out pilots which promote asset-building
habits among children from a disadvantaged background.

The CoP Task Force on Children and Youth will gather more

views from the key stakeholders on the objective, features, target
beneficiaries and mode of operation of fund in the next few weeks' time,
for instance -

@

(b)

(d)

Objective — Since the objective of the fund is to promote
personal development and to tackle intergenerational poverty, it
has been suggested that the targets in the personal development
plans of the participating children should be related to capacity
enhancement which can better equip children for future
challenges, rather than leisure-related extra-curricular activities.

Features — It has been suggested that the fund should encourage
targeted savings to go hand in hand with the persona
development plans of the participating children. However, the
Administration notes that some in the community remain
concerned that the needy might be too poor to save, and that
there is a need to further consider whether the targeted savings
element should be an essential feature of the fund.

Target beneficiaries — There is a need to consider the eligibility
criteria for children and youth from a disadvantaged
background (e.g. children and youth living in households
receiving Comprehensive Social Security Assistance, or those
who are recelving full grants from the Student Financial
Assistance Agency) and whether there should be any age limit
for the target groups.

Mode of operation — It has been suggested that
non-governmental organisations can apply for the fund to
organise trial child development projects, and to provide basic
training and on-going guidance and mentorship to the children
to achieve the targets in their personal development plans. In
order to track how the participants achieve their development
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targets, it has been suggested that the project period should be
for alonger period of time (e.g. two years). However, the CoP
considers that the children trust fund model of the U.K. (which
locks savings of the children until age 18) is not suitable for the
present needs of Hong Kong.

16. The CoP will discuss the detailed operation of the fund at its next
meeting on 3 May. The Administration will consult the Subcommittee
on the proposal.

Development of Social Enterprises

17. The Administration encourages and supports the development of
social enterprises (SEs). In the 2007-08 Budget, the Financial Secretary
reaffirms the Government’s commitment to promote and facilitate the
further development of SEs in Hong Kong, in collaboration with the
business, social welfare and education sectors.

18. The CoP has focused on three major areas of work, viz (i)
establishing the value and gaining public acceptance of SEs; (ii) creating
an enabling environment, including keeping in review our regulatory
framework and considering how it can be improved to support SE
development; and (iii) providing business facilitation and support,
including start-up funding under the Enhancing Self-Reliance Through
District Partnership Programme, SE training programme co-organised by
the HKCSS, etc. Anupdateisat Annex B.

19. In recognition of the growing community interest and support on
the subject, the CoP will further deliberate on the future direction in
promoting SE development in Hong Kong at its next meeting on 3 May.
From our discussions with the business and voluntary sectors, one of the
most important factors to the success of SE is whether the SEs can
become better businesses. In this regard, there is a need to explore the
following -

(@) promote more effective collaboration between the private sector
and SEs/non-governmental organizations interested in running
SEs;



7

(b) assist SEs which are usually smal and medium enterprises
(SMEs) to explore new market niches, e.g. through joint market
development efforts and establishing SE branding;

(c) provide more effective business support to SEs, such as
business advice and mentorship services; and

(d) explore new sources of financing for SEs, apart from start-up
support available from the Government.

Secretariat to the Commission on Poverty
Financial Secretary’s Office
March 2007



Annex A

Transport Support Scheme -
A Summary of the Key Scheme Features

Objective

e To provide an additional incentive to the needy low-income residents
who live in the four remote districts, viz. Yuen Long, Tuen Mun,
Islands and North districts to search for jobs and work across districts.

Job Search Allowance

* A Job Search Allowance of up to $600 will be provided to each
eligible needy job seeker on a reimbursement basis to search for jobs
within one year from the approval date of the application.

* Eligible needy job seekers refer to those who are (i) lawfully
employable; (ii) actively seeking employment®; and (iii) meet a
personal asset limit requirement of $44,000 or below.

* Job seekers include the unemployed or employees who wish to
change jobs’.

Cross-District Transport Allowance

e A Cross-District Transport Allowance of $600 per month for up to 6
months will be provided to each €eligible applicant within one year
from the approval date of the application (i.e. a maximum of $3,600

within one year).

* Eligible applicants need to (i) meet the persona asset limit

1 Job seekers should declare their intention to seek employment for an average of 18 hours or more a
week.

2 For the needy job seekers who are already in employment, their monthly income level should be less
than or equal to $5,600. For the purpose of the pilot, the self-employed and those in full-time
education or training are not eligible for the allowance. However, if the low-income applicants are
employees in essence, they should be eligible to apply for the allowances.
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requirement of $44,000 or below; (ii) work at least across one district
for an average of 18 hours or more a week (i.e. 72 hours or more a
month); and (iii) with amonthly income level® of less than or equal to
$5,600.

Duration

* The pilot will be implemented for one year. A review would be
conducted after the end of the one-year pilot.

Administration

e A new office will be established under the Labour Department to
oversee the implementation of the Scheme. Non-governmental
organisations with experience in delivering training and employment
assistance to job seekers will be engaged to implement the Scheme.,
A monitoring framework will be put in place to check against possible
abuses.

Avoidance of Double Benefits

« All applicants who fulfil the eligibility criteria can benefit from the
Scheme, including graduates of the Employees Retraining Board and
Comprehensive Social Security Assistance (CSSA) recipients.
Eligible applicants will be required to declare that they are not
receiving similar benefits concurrently. For the purpose of the pilot,
the Administration proposes not to count the allowances as earnings
under the CSSA Scheme.

3 Monthly income level refers to total incomes from al jobs in a month in the same district or
cross-district.  In determining the monthly income of an individua applicant, reference will be made to
the definition of wages under the Employment Ordinance if in doubt.



Annex B

For information on CoP Paper 4/2007
8 January 2007

Commission on Poverty (CoP)

“From Welfare to Self-Reliance” -

Social Enterprise Development - An Update
PURPOSE

This paper updates Members on the initiatives to further encourage the
development of social enterprises (SEs) in Hong Kong, including training and
business support, as well as efforts to creating an enabling environment for SEs.

BACKGROUND

2. At the Commission meeting on 12 September 2005, Members supported
the direction to further encourage the development of SEs to facilitate work
integration of the unemployed through providing them with a real work
environment to acquire the necessary skills and work habits. A number of
initiatives have been launched to further promote SE development in the past
year —

(a) establishing the value and gaining public acceptance (through
conferences and seminars, publicity and researches);

(b) providing facilitation and support measures (including start-up funding,
training and business support); and

(c) creating an enabling environment (exploring a more SE-friendly public
procurement regime, and relevant regulatory framework).

3. Members were updated at the last meeting on 20 November 2006' on
the start-up funding provided through the Enhancing Self-Reliance Through

' CoP Paper 21/2006 refers.



District Partnership Programme under the Home Affairs Department. This paper
will update Members on training and business support, as well as efforts to creating

an enabling environment for SEs.
SE TRAINING AND BUSINESS SUPPORT

4. Recognising the lack of personnel with business mindset and experience
as well as social purposes to run SEs, the CoP Ad Hoc Group on SE Training has
held a number of informal brainstorming sessions with the universities/skills
training institutes/private sector and non-governmental organisations to explore
the training needs in Hong Kong. As a start, the Hong Kong Council of Social
Services (HKCSS) in collaboration with a number of tertiary institutes with
expertise on business management and social enterpreneurship has undertaken to
develop a training programme that caters for the training needs of middle to senior
management mid-careers from the NGO or private sector. The curriculum,
which includes drawing up business case studies on the factors leading to the success
and failure of social business, is being developed. The programme will be
launched in the first half of 2007. Suitable accreditation will be issued to the
participants who complete the programme.

5. The SE training programme should help equip SE practitioners and
those interested to start a SE, including applicants of the Enhancing Self-Reliance
Through District Partnership Programme, with essential business knowledge and
operational skills. The programme will be complemented by business mentorship.
Existing support to small and medium sized enterprises (SMEs) available under the
Trade and Industry Department and its SME Committee (business advisory service;
business information and other activities for SMEs) is also available to the potential

social entrepreneurs.

6. Besides more practical SE training programme and business support for
SE practitioners and mid-careers, it is equally important to promote the concept of
SEs in the universities which can act as an important bridge between the social
sector and the private sector, by promoting the concept of corporate social
responsibility and social entrepreneurship among students who may work with
SE/NGOs or businesses willing to partner with SEs in the future. In this regard,
the tertiary institutes would be invited to consider adapting the SE training
programme as part of their business study modules in future. Separately, the
tertiary institutes will jointly hold a Hong Kong Social Enterprise Challenge in the



first half of 2007 to encourage students to partner with SEs or NGOs in drawing up
viable SE business plans, and to educate them on the needs of the community and
the potential benefits of SEs.

FACILITATING SE IN THE PUBLIC PROCUREMENT PROCESS

7. In the 2006/07 Budget, the Administration has undertaken to facilitate
the participation of SE in public procurement, subject to the principles of
transparency, fairness and value for money. In the case of SEs employing people
with disabilities, procuring departments would consider giving them preferential
treatment through the use of restricted tender or the award of additional weighting
in open tender exercises. Such preferential treatment however should not apply to
the case of SEs employing the able-bodied unemployed in order to avoid
displacement of SMEs. This is also in line with the policy to regard such SEs as
competitive businesses instead of welfare operations.

8. That said, it is possible to facilitate SEs employing the able-bodied
unemployed to participate in public procurement through taking into account the
additional benefits they can bring, e.g. in terms of facilitating training and work
integration of the unemployed alongside mainstream service delivery. We have
drawn references to overseas practices and explored with relevant bureaux and
departments on possible models to operationalise this objective. We are working
on a pilot operational model which requires successtul bidders to employ a certain
percentage of the unemployed persons who have completed a relevant retraining
programme offered by the Employees’ Retraining Board (ERB). The tendering
process is non-discriminatory - SEs and for-profit enterprises can bid for the
contracts so long as they can deliver the required outcomes (e.g. quality of
mainstream service, plus engaging a number of trainees from relevant training
schemes). There is however a need to modify the procurement requirements and
to work out a costeffective method to manage such contracts. Our aim is to
identify some pilot contracts for the purpose of testing out this operational model
in the first half of 2007. More details are available at Annex A.

9. In facilitating SEs to participate in the public procurement process, we
are weary that most of the SEs are relatively small-scale operations at the moment
and there are limitations to the size and type of contracts they can bid. In addition,



most of the outsourced social and personal services are currently provided by
NGOs. Nevertheless, taking into account the additional community benefits
brought by SEs in the procurement process is a small but important step. At the
same time, we would continue to promote the products and services of SEs to those
responsible for public procurement at both the central and district level, and we
encourage the same among NGOs and the private sector.

REGULATORY FRAMEWORK

10. SEs may take different legal forms (companies, subsidiaries of charities,
co-operatives, etc.) appropriate to the background and the needs of the particular
operations. With voluntary membership structure and democratic member
control, co-operatives are often used for groups of people to form self-help
organisations to meet their specific needs in a collective manner. In terms of
economic activities, some co-operatives provide goods and services to their
member-owners e.g. the more traditional type of co-operatives among the
agriculture and fisheries sector or for building civil servants’ flats. In recent
years, there have been more co-operatives of an SE nature and operate more like
small enterprises such as tuck shops and domestic cleansings.

11. At present, co-operatives are registered with the Agriculture, Fisheries
and Conservation Department (AFCD) under the Co-operative Societies
Ordinance (Cap.33). Some have proposed that the Administration should
review the Co-operative Societies Ordinance to facilitate the formation of
co-operatives. Specifically, it has been suggested that the requirement to have a
minimum number of 10 members and to re-invest 25% of their net profits into

the co-operatives for further development should be relaxed.

12. The Administration is aware of the need to keep our regulatory
framework relevant to the changing environment. In considering whether and
how our regulatory framework can be improved to support SE/co-operative
development, we need to consider the suitable regulatory framework for
co-operatives which are both voluntary associations and business enterprises. The
challenge is to have adequate protection of the interests of co-operative members
and third parties, yet be flexible enough to accommodate the rapid changes in the
society -

(a) Checks and balances: The present regulatory framework for co-operatives




13.

adopts a “light touch” approach and relies on the self-regulation among
member-owners and the check and balances within the co-operatives to
protect the interests of its members, instead of adapting the regulatory
requirements for companies. Relaxation of the membership and profit
allocation requirements of co-operatives would affect this regulatory
balance and may require new additional safeguard measures against
possible abuses.

Nature of regulatory framework: The SE-type co-operatives operate more

like business operations compared to the more traditional form of
co-operatives. The question becomes whether a separate regulatory
regime should be put in place for SE-type co-operatives, and if so, the
suitable regulatory framework for such operations, taking into account
the need to avoid unfair regulatory advantage over SMEs.

Alternative regulatory framework: Some co-operatives of a more

enterprising nature may register as companies under the company law.
Separately, a new form of companies, the Community Interest
Companies (CICs), have recently been introduced in the U.K. which
cater for the special needs of SEs. Some information on CICs is at
Annex B. We need to consider the need to have a more modern legal
vehicle to promote SE development in Hong Kong,.

Given the above, it is uncertain whether moving piecemeal relaxation

of the co-operatives requirements under the Co-operative Societies Ordinance

(Cap.33) at present is the best way forward to facilitate SE development. We

will conduct a technical examination with the relevant bureaux and departments
on the issue, including assessing the impact of the relaxation of the existing
co-operatives requirements on the regulatory environment for all types of
co-operatives, the appropriate regulatory framework which can cater for the
needs of SE-type co-operatives as well as SEs, as well as the applicability of the
latest development overseas to Hong Kong. We will include the findings on the
suitable legal framework to facilitate the operation of SEs in Hong Kong in the
future in the report of the Commission due April/May 2007.

14. Separately, the HWFB has met some co-operatives to better
understand their concerns, and understands that the main difficulties they face at
present relate to business and financial viability, the need for training, business



support and start-up assistance. The supporting initiatives (paragraphs 4 - 9
above) hopefully can address the concerns of the co-operatives.

ADVICE SOUGHT

15. Members are invited to note the progress of the initiatives to further
encourage the development of SEs in Hong Kong, including -

(a) training and business support (paragraphs 4 - 6 above);

(b) facilitating SEs in the public procurement process (paragraphs 7 - 9
above); and

(c) exploring the suitable legal framework to facilitate the operation of SEs
in Hong Kong in the future (paragraphs 10 - 14 above).

Commuission Secretariat
January 2007



Annex A
Facilitating Social Enterprises in the Public Procurement Process
PURPOSE

This note sets out the efforts of the Administration to facilitate the

participation of social enterprises (SEs) in the public procurement process.
OBJECTIVE

2. The primary objective of public procurement is to secure, under a
transparent and fair system, the delivery of goods and services with the best value
for money which serve the needs of the community. The ultimate test is whether
the bidders, be they SEs or for-profit enterprises, can deliver the types and quality
of services required by the procuring agencies.

3. SEs which employ people from disadvantaged background have the
potentials to bring additional benefits to the community through their
participation in the public procurement process. Given their social objectives, SEs
could help the Government meet more than one objective with roughly the same
expenditure, i.e. training or work integration for the disadvantaged groups and the
delivery of the required mainstream service at the same time.

APPROACHES

4. In facilitating SEs to participate in the public procurement proccess, we
have adopted different approaches in handling SEs employing people with
disabilities (“PWDSEs”), and those SEs which facilitate the work integration of
“able-bodied” unemployed (“WISEs”) (paragraphs 5 - 9 below).

SEs Employing People With Disabilities (“PWDSEs”)

5. In the case of PWDSEs, procuring departments may give preferential
treatment through the use of restricted tender or the award of additional weighting
in open tender exercises. This is clearly permissible under the World Trade
Organization Agreement on Government Procurement (WTOGPA)'.

' Exceptions relating to the products or services of handicapped persons under Article XXIII of



6. A number of non-government organisations (NGOs) have set up
PWDSEs in recent years to create employment for people with disabilities through
innovative business operation. The Social Welfare Department has relaxed the
required ratio of disabled employees of the “Enhancing Employment of People
with Disabilities Through Small Enterprise” Project (3E’s Project) from 60% to
50%. In addition, the 3E’s Project is extending the funding period from one to
two years. These new measures will widen the scope of business types that
PWDSEs can run, enhance their flexibility and sustainability, thereby creating
more employment opportunities for people with disabilities.

7. Procuring departments may consider giving appropriate preferential
treatment to PWDSEs which employ more than 50% of PWDs. Some public
bodies have also given enhanced weighting to the employment of disabled persons
when awarding contracts. For instance, the Hospital Authority (HA) has
increased the weighting of the employment of disabled persons in awarding
contracts from 5% to 10% of the total score since November 2005.

8. The Government would continue its efforts in enhancing the
employability of PWDs and in facilitating PWDSEs to bid for public contracts by
encouraging procuring departments and public bodies to make use of the restrictive
tender mechanism, or to give them additional weighting in open tender exercises.
PWDSEs will also be encouraged to take on PWDs as trainees in providing them
with vocational training in real work settings, thereby enhancing their
opportunities of seeking employment in the open market.

SEs Facilitating Work Integration of “Able-bodied” Unemployed (“WISEs”)

9. Unlike PWDSEs, our approach in facilitating the development of WISEs
is not, and should not be viewed as a welfare policy initiative as this may be
counter-productive in fostering its growth as a viable business option, and may
cause unfair competition to small and medium sized enterprises. WISEs should
not receive any special preference in the procurement process. The key is to
provide a level playing field for SEs to compete and grow. This is also in line with
the practice in the European Union and our obligations under the WTOGPA.

10. That said, we could encourage the development of WISEs through

WTOGPA.



examining the way we commission public services, in recognition of the additional
benefits such SEs could bring to the community. Combining mainstream service
delivery with training for disadvantaged groups requires innovative lateral thinking
and joined-up approach in the public procurement process. As a first step, we
propose to explore how we can better recognise the additional benefits WISEs can
bring in terms of facilitating training and work integration of the unemployed
alongside mainstream service delivery (paragraphs 11 - 13 below).

OPERATIONAL MODEL - FACILITATING WORK INTEGRATION

11. Helping the able-bodied unemployed to enhance their employability and
to find employment is the ultimate way to help them move out of poverty. In
this regard, the Government invests a lot of resources in the various vocational
training and retraining programmes ($4,721 million in 2004%).  Studies have shown
that training complemented by suitable placement opportunities would be more
effective in helping the unemployed gain more work experience, and for those
long-term unemployed, to adjust to the requirements of the mainstream labour
market.

12. Other than providing subsidies for work trials in the private sector and
offering placement opportunities in the public service, the Government may also
explore achieving the training objective through the Government procurement
process to facilitate the work integration of the unemployed. One possible
operational model is for the Government to identify some contracts suitable for
work integration of the able-bodied unemployed, and to require successtul bidders
to employ a certain percentage of the unemployed persons who have completed a
relevant retraining programme offered by the Employees’ Retraining Board (ERB).
The tendering process is non-discriminatory - SEs and for-profit enterprises can bid
for the contracts so long as they can deliver the required outcomes (e.g. quality of

mainstream service, plus the number of trainees from recognised training schemes).

13. We are working with the ERB and relevant departments on a sample
tender specification to facilitate cost-effective contract management. We will
identify some small pilot contracts for the purpose of testing out the operational
model in the first half of 2007. We also need to avoid selecting contracts which are
more suitable to help enhance employability of the PWDs, and instead identify

> Detailed breakdown is at Annex F to CoP Paper 19/2005 “Assisting the Unemployed :
Welfare-to-Work” for the meeting on 28 June 2005.



contracts which require a skill level commensurate with that of a semi-skilled
able-bodied trainee.

WAY FORWARD

14. The Administration would continue to promote a SE-friendly public
procurement regime through the following direction -

(a) continue to facilitate bidding by SEs employing PWDs (paragraph 5 - 8
above);

(b) test out the operational model through pilot contracts in accordance
with the approach set out in paragraphs 9 - 13 above; and

(c) continue to promote the concept of SEs among those responsible for
public procurement at both the central and district level, and remove
any barriers and obstacles unique to SEs.

15. Besides the public sector, the NGO sector and the private sector also
offer many procurement opportunities suitable for SEs. We should encourage
such “caring procurement” among the NGO and private sectors which are
potentially important partners of SEs.  For instance, the Education and Manpower
Bureau (EMB) has encouraged schools to procure services provided by SEs
employing PWDs and those from disadvantaged backgrounds as and when
opportunities arise. Given the relatively small-scale of SEs in Hong Kong at the
moment, a fraction of the opportunities from the different sectors would greatly
enhance the potential market and business viabilities of SEs.

16. Social and personal services are some of the areas where SEs may bring
additional benefits to the community. However, we are mindful that most of
such services are provided by NGOs. There may be little room left for adopting
the proposed model under current funding/subvention arrangements

Commuission Secretariat

January 2007



Annex B

Community Interest Companies (CICS)

Social enterprises (SEs) can operate in different legal forms, as registered
charities, in the form of companies, or as co-operatives. The U.K. introduced in
2005 a new type of companies, called the Community Interest Companies (CICs)
(TTirTﬁ 22 2 i), designed specifically for those wishing to operate for the benefit of
the community rather than for the benefit of the owners of the company. This

provides a unique type of companies to facilitate SE development.
Background

2. The CIC concept was first raised in the U.K. in 2002. CICs are
companies which are limited either by shares or by guarantee or limited by
guarantee and having a share capital. They are subject to Part 2 of the Companies
(Audit, Investigations and Community Enterprise) Act 2004 (which 1s a
free-standing item of primary legislation quite separate from the Companies Act)
and the Community Interest Company Regulations 2005, in addition to the general
requirements applicable to ordinary companies under the UK. Companies Act.
In this respect, companies already formed and registered under the Companies Act
as well as completely new companies can apply to become CICs. However, once
they have been formed and registered as CICs, they are subject to the additional
statutory requirements set out in the 2004 Act and the Community Interest
Company Regulations 2005 as well as their existing statutory obligations under the
Companies Act.

Special Features

3. The special features of CICs include a "community interest test" and an
"asset lock", which ensure that the CICs are established for community purposes
and the assets and profits are dedicated to these purposes.

4. The "community interest test", in gist, is whether a reasonable person
might consider that the company’s activities (or proposed activities) will be carried
on for the benefit of the community. The criteria used are broader and more
flexible than those used in the public interest test for “charities”. In line with
regulation of charities, a CIC cannot be formed to support political activities.



5. Limited companies that do not have charitable status may find it difficult
to ensure that their assets are dedicated to public benefit. The statutory “asset
lock” ensures that the assets and profits of a CIC are either retained within the CIC
and used solely for the community pruposes for which it was formed, or
transferred to another asset-locked organisation such as another CIC or charity.
The “asset lock” however does not prevent a CIC from using its assets for normal
business activities, meeting its financial obligations or paying allowable dividends.

6. CICs limited by shares can pay dividends to individual shareholders,
subject to a cap, but stakeholders in CICs will still have the assurance of
community benefit provided by the asset lock.

7. CICs do not enjoy any special tax advantage over other companies by
virtue of its legal form. However, they may benefit from other programmes for
particular activities or regions. For instance, the Community Investment Tax
Relief (“CITR”) gives tax relief to individuals and corporate bodies investing in
Community Development Finance Institutions (CDFIs). These CDFIs then
provide finance to qualifying profit-distributing enterprises, social enterprises or
community projects in disadvantaged communities that are excluded from

mainstream sources of finance.
Regulation

8. Registration of a company as a CIC has to be approved by an
independent regulator (i.e. not the UK Companies House) appointed by the U.K.
Secretary of State for Trade and Industry, who also has a continuing monitoring
and enforcement role. The Government expects the Regulator to be a “light
touch regulator” who will encourage the development of the CIC brand and
provide guidance and assistance on matters relating to CICs.

9. The accounting requirements for a CIC is the same as those of other
companies, but CICs have an additional obligation to prepare an annual
community interest report to be filed with their accounts in order to enhance
transparency of their activities.



Benefits

10. CICs offers an additional legal form for SEs to operate in - a
non-charitable company form to conduct activities and operate more
“commercially”, but with a clear assurance of not-for-profit distribution status.
The new and unique status also helps raise the profile of SEs. Nevertheless, SEs
may choose to use other legal forms that suits the needs of their organisations best,
and some may view the additional benefits from the legal form may not outweigh
the additional complexity and regulatory requirements.

11. More information about CICs is available at
http://www.cicregulator.gov.uk and http://www.nearbuyou.co.uk/.
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