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Government Secretariat, Government of the Hong Kong Special Administrative Region
The People’s Republic of China i

Our Ref. : HWF/CR/7/5091/04 Pt 11
Tel. No. : 2973 8182
Fax.No. : 2524 7635 30 June 2006

Secretary General

(Attn.: Ms Doris Chan)
Legislative Council Secretariat
Legislative Council Building

8 Jackson Road

Central, Hong Kong

Dear Ms Chan,

Support after the Tide-Over Grant (TOG) Period
to NGOs Currently receiving TOG
- Special One-off Grant (SOG) and Other Support Measures

Further to the Panel meeting held on 30 March 2006, the
following documents are provided as requested -

(a) Regarding the legal opinions on the effect of Enhanced
Productivity Programme and Efficiency Savings on the
Benchmark Salary of non-governmental organisations (NGOs)
on LSG, the Department of Justice (DoJ) has reaffirmed that
their legal advice has been incorporated in the Administration’s
response to the Panel as set out in LC Paper No.
CB(2)1631/05-06(01). A Chinese translation of the LC Paper
No. CB(2)1631/05-06(01) is attached at Appendix .
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(b) Other information requested in the LC Paper No.
CB(2)/2265/05-06 (02) is provided in Appendix II.

As requested by your Secretariat, the technical paper LSGSC
12/2003 is attached at Appendix III. It is worth pointing out that this
paper is used to derive the amount for coming down to NGO’s Benchmark
as specified in paragraphs 2.6 and 2.7 of the Lump Sum Grant (LSG)
Manual (Edition 2) (Extract at Appendix IV). As illustrated in the
“Response of the Administration” in Appendix I, during the discussion of
this technical paper in the LSG Steering Committee on 21 October 2003, it
was agreed that NGOs should all try to achieve the Efficiency Savings.
Therefore, the technical paper should be read in the context of the
discussion in the meeting. Relevant paragraphs of the discussion, i.e.
paragraphs 52 to 54 are set out in the Annex to Appendix I.

Should your have any enquiries, please feel free to contact me.

Yours sincerely,

( Annie Kong )
for Secretary for Health, Welfare & Food
Encl.

c.c. Department of Justice (Attn: Ms Mary Ho)
Director of Social Welfare (Attn.: Miss Ann Hon)
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Appendix 11l

The Administration Responses to the

Follow-up actions mentioned in the LC Paper No. CB(2)/2265/05-06 (02)

)

(1)

Remuneration packages of different levels of senior staff and
junior/frontline staff in NGOs before and after their organisations
joined the Lump Sum Grant (LSG) subventions system

As stipulated in the LSG Manual issued in October 2000, SWD no
longer imposes input controls with regard to staffing structures, levels of
pay and individual items of expenditure under LSG. NGOs are given
flexibility in the deployment of funds to meet the changing community
needs in a timely manner. In line with the shift of SWD’s monitoring
focus from input controls to outcome monitoring, SWD does not keep
information on NGOs’ staff remuneration packages.

While given the flexibility in determining their staffing structure so as to
best serve the service users and meet the service demand, NGOs are
required to observe the statutory staffing requirements and essential
service requirements as stipulated in the respective funding and service
agreements. SWD monitors NGOs’ compliance of these requirements
through the subvention inspections, review visits under the Service
Performance Monitoring System and inspection visits paid by the
Licensing Office.

Reasons for the drop in the number of Snapshot Staff from 2000 up
to 1 April 2005, as well as the comparison with the drop in the
number of staff in SWD during the same period

The numbers of Snapshot Staff as at 1 April 2000 and 1 September 2005
were 21,455 and 14,269 respectively. It represents an average annual
turnover rate of 6.7%.

According to the “Social Work Manpower Statistics” published by the
Joint Committee on Social Work Manpower Planning, the turnover rate
of NGO staff has all along been higher than that of SWD, either before
and after the implementation of LSG, e.g. NGOs: 11.5%; SWD:2.0% in
1998-99 and NGOs: 11.1%; SWD:2.9% in 2003-04. The Joint
Committee has not identified factors leading to the discrepancies but it is
worth noting that NGO staff and civil servants are subject to very
different terms and conditions on their employment, retirement and
departure.

Moreover, the turnover rates of NGO staff in 1998-99 (i.e. 11.5%) and
2003-04 (i.e. 11.1%) also do not suggest substantive correlation between
the NGO staff turnover rate and the implementation of LSG, which
started in 2000-01.
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(V)

V)

The Administration’s plan and timetable on further improving the
LSG subventions system, including ways to better enable
stakeholders to reflect their views on the LSG implementation

164 out of 175 NGOs (or 94%) have voluntarily joined the LSG. The
subventions amount received by these 164 NGOs represent 99% of the
total subventions allocated by SWD. The figures reflected the degree of
acceptance by NGOs.

There is no need for a review but areas to be enhanced will be identified
on an on-going basis.

How the Administration would ensure that NGOs on LSG would
honour their contractual obligation to staff

Under Service Quality Standard 8, subvented NGOs are required to
comply with all related ordinances, including the Employment
Ordinance. SWD will conduct assessments and subventions
Inspections to monitor the compliance.

Staff concerned may also report the non-compliance to SWD. For
genuine non-compliant cases, SWD may withhold or even stop the
subventions of the NGOs concerned.

The existing mechanism is effective in ensuring NGOs honouring their
contractual obligations to staff.

Impact of the LSG implementation on the NGOs concerned, such as
their staffing structure, reasons for their staff attrition and the
number of staff suffering injuries at work

The Administration does not see any direct correlation between the LSG
implementation and staff attrition or injuries. According to the
information of the Labour Department, the number of injuries per 1,000
staff in welfare sector in 2000 and 2005 were 33.0 and 27.1 respectively.
The figures suggest that the staff injury rate has been on a decreasing
trend upon the implementation of LSG.



For discussion on Paper LSGSC 12/2003
21 October 2003

Lump Sum Grant Steering Committee

Implementation of the Benchmark
Under Lump Sum Grant

Purpose

At the last meeting on 13 June 2003, in the context of discussing the impact
of the Efficiency Savings on NGOs’ finances, the Department undertook to provide a
technical paper on the Benchmark issue.

Background

2. Upon switching to Lump Sum Grant (LSG), NGOs with Snapshot Salary™!
above the Benchmark™* ? Salary are given the Snapshot Salary in their LSG
subvention. For NGOs with Snapshot Salary below the Benchmark Salary, they will
receive the Benchmark in one step. This arrangement ensures that NGOs joining
LSG will not receive an allocation less than what they should have got under the
conventional subvention system. In addition, to safeguard Existing Staff, Tide-over
Grants are provided up to 2005-06 for NGOs on LSG in cases where the projected
salary of the Existing Staff who remain in the same NGO exceeds the salary portion of
LSG in respect of the same group of staff. However, to achieve standard costs in the
services and to equitably ensure that NGOs delivering the same type and level of
services will receive the same level of funding from the Government, LSG has built
into it the requirement for NGOs with Snapshot Salary above the Benchmark to come
down to the Benchmark by gradual reductions to its Snapshot in steps of 2% per
annum starting from 2006-07.

01 1 ymp Sum Grant provision allocated to NGOs consists of Salaries, Salary-related Allowances,
Provident Fund, Other Charges and Recognized Fee Income. Snapshot Salary refers to the

salary portion of LSG provision which is calculated on the basis of the Snapshot as at 1 April
©2000.

"o 2 Benchmark only concerns the salary portion of the LSG provision to each NGO and is

determined on the basis of the mid-point salaries of the pay scales as at 31 March 2000 of the
NGO’s recognized establishment as at 1 April 2000 in respect of service units subvented under
two subvention modes, namely Model System and Modified Standard Cost System.



3. The above arrangements were conceived to ensure that all NGOs switching
to LSG would have sufficient financial resources to operate their services and honour
their contractual commitments with Existing Staff during the transitional period, i.e. up
to 2005-06. NGOs switching to LSG are expected to carry out re-engineering
measures within the agency with a view to meeting the requirement of delivering all
Funding and Service Agreement services within the LSG provision at the Benchmark
level, i.e. without TOG after 2005-06, and for NGOs above the Benchmark, they are
additionally required to have their LSG Snapshot Salary provision brought down to the
Benchmark Salary in line with other NGOs. To allow individual NGOs to do so at
their own pace, it was agreed that NGOs with Snapshot above the Benchmark will
have their LSG Salary portion reduced by 2% per year until they reach the Benchmark.

The Implementation

4, Since the Benchmark concerns only the salary portion of the LSG provision,
its determination would only take into account the price adjustment factors effected
after 2000-01, i.e. salary increases and decreases, based on the civil service
adjustments.  Since 2000-01, there had been only two occasions of price adjustment
to the PE portion of the LSG provision, namely a salary increase in 2001-02 and a
salary reduction in 2002-03.  On both occasions, a simple weighted average has been
adopted to adjust the LSG provision. It is logical for the Benchmark to be adjusted
likewise to ensure consistency. Other across-the-board adjustments to the subvention
allocations such as Enhanced Productivity Programme and the Efficiency Savings will
have no effect on the Benchmark.

5. For administrative simplicity and to moderate the reduction somehow, the
Department proposes to calculate the 2% annual reduction as required using the
“reducing balance method™, i.e. a reduction based on the adjusted Snapshot Salary for
the concerned year (rather than based on the original Snapshot Salary at the baseline
year) until the NGO reaches the Benchmark.

6. Taking account of the above, the implementation of the “2% annual
reduction” in respect of NGOs above the Benchmark is illustrated at the Annex.
Naturally, the length of period required to reach the Benchmark will vary from one
NGO to another depending on the “over-provision” of their Snapshot Salary.
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Overall Impact on NGOs

7. Taking account of a few mergers, there are now a total of 153 NGOs
operating on LSG. Slightly over half, or 79 are above-Benchmark NGOs, with the
“over-provision” in their Salary provision ranging from 0.1% to 29.1%, totaling $116
million in annual recurrent subventions. Our analysis of these 79 NGOs reveals that
51 of them will reach the Benchmark within three years; another 19 will do so two
years later, i.e. taking a total of five years. This then leaves nine NGOs which are
quite substantially above the Benchmark. However, these are very small NGOs and
the total “over-provision” from these nine NGOs to be returned to SWD beyond the
fifth year amounts to only $740,000.

g. SWD will need to ascertain in due course whether the amounts to be clawed
back from the “above-Benchmark” NGOs have to be returned to the Centre under the
“financial envelope™ system. If not, SWD will have greater discretion to
sympathetically consider any appeal from those NGOs with genuine hardship or to
redeploy the funds to meet growing demands in welfare services. In any case, we do
not consider it an opportune time to come to an alternative arrangement which might
be perceived as unfair by those NGOs “below the Benchmark™ and would prolong the
full implementation of LSG to arrive at standardising the cost of services.

Advice Sought
9. Members are invited to note the contents of this paper and offer comments if
any.

Subventions Liaison Section
SWD/SL 101/3 11
October 2003



Annex

Illustration on Above-Benchmark NGO Coming Down by 2% Annually to Benchmark
(With Salary Adjustment)

Mid-point Salary based on
recognized establishment as at
1.4.2000

Salary based on Snapshot of
staff strength as at 1.4.2000

LSG Salary determined in
accordance with paragraph 2.6
of LSG Manual

LSG Salary

2% Reduction to Benchmark for
NGO above Benchmark

Assumptions:

2000-01

2000-01

2000-01

2000-01
2001-02
2002-03
2003-04
2004-05
2005-06

2006-07
2007-08
2008-09
2009-10
2010-11

2.56
(1.82)

100,000

100,000
102,560
100,693
100,693
100,693
100,693

100,693
100,693
100,693
100,693
100,693

NGO “A” NGO “B”
Above. Below_
($) (%)
110,000 90,000
110,000 100,000
110,000 100,000
112.816 102,560
110,763 100,693
110,763 100,693
110,763 100,693
110,763 100,693
108,547 100,693
106,377 100,693
104,249 100,693
102,164 100,693
100,693 100,693

L. The above two NGOs have the same establishment but difference set of staff strength as at

1.4.2000.

3]

4= W

(4

EPP and Efficiency Savings are excluded.

There is no cessation of any service unit during the period.

For simplicity, full year effect is taken for the salary adjustment.

The salary adjustments from 2003-04 onwards have not been taken into account.



Appendix [V

Extract from Lump Sum Grant Manual (Edition 2)

Model System

- Paragraphs 2.6 and 2.7

2.6 LSG replaces the Model System and consists of the total of
Salaries, Salary-related Allowances, Provident Fund, Other Charges and
Recognised Fee Income calculated as follows : -

(a) Salarles

(1)

(i)

(V)

First of all, the Benchmark for the LSG of each NGO
1s determined on the basis of the mid-point salaries
of the pay scales as at 31 March 2000 of its
recognised establishment (i.e. all approved posts
including fractional posts) as at;1 April 2000;

A Snapshot of staff strength of each NGO as at 1
Ap}il 2000 1s taken and its salary subvention for
2000-01 wunder the current subvention rules 1is
projected;

This Snapshot is then compared with the Benchmark;

Agencies with Snapshot above the Benchmark will
recetve the Snapshot.  There will be no top-up and no
claw-back except for adjustment as explained in
paragraph 2.13 below.  Their Snapshot will be
reduced annually in steps of 2% per annum starting
from 2006-07 to reach the Benchmark; and

For agencies with Snapshot below the Benchmark,
they will receive the Benchmark in one step provided
that their service has alreadv been fully commissioned
(otherwise in line with the agreed phased
commissioning of the facility/service). Likewise,
there will be no top-up and no claw-back except for
adjustment as explained in paragraph 2.13 below.



Appendix [V

Extract from Lump Sum Grant Manual (Edition 2)
- Paragraphs 2.6 and 2.7

(b) Salary-related Allowances

Salary-related allowances include the provision for relief
workers, hardship allowance, responsibility allowance,
training allowance and cross-charging to the Hospital
Authority. The provision for these items are based on the
existing formulae or the amount recognised for 1999-2000.

(¢) Provident Fund (PF)

Arrangements for Provident Fund (PF) are explained in
paragraphs 2.17 to 2.20 below. ‘

(d)  Other Charges (OC) and Allowances

(i)  The provision for OC is based on the existing
recognised level; and

(1) OC allowances include the provision for overtime
allowance for drivers in day care centre for the elderly,
special allowance on holiday fort home help service,
house parent allowance and incentive payment for
sheltered workers. The provision for these items is
based on the existing formulae.

(e) Recognised Fee Income

Income from fees recognised for the purpose of subvention
is deducted from the LSG.

Modified Standard Cost System

2.7 Those units under Modified Standard Cost System which
have been vetted (including hitherto unvetted units undergoing
regularisation) have their LSG calculated in the same way as units under
Model Svstem as explained in paragraph 2.6 above.



