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% Your Ref.:  SD/PAC/RSS fhd Fax Line: 2116 0615
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8 Jackson Road
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Hong Kong
By Fax (No. 2537 1204)

Dear Ms Hon,

The Director of Audit’s Report on the
Results of Value for Money Audits (Report No. 55)

Administration of the Direct Subsidy Scheme (Chapter 1)
And Governance and administration of Direct Subsidy
Scheme schools (Chapter 2)

Further to my letter dated 10 December 2010 on the above matter,
please find enclosed Annexes A to C.

Yours sincerely,

A
4
(Mrs. Michelle WONG)
for Secretary for Education

c.c. Secretary for Financial Services and the Treasury (Fax no.: 2147 5239)
Director of Audit (Fax no.: 2583 9063)
At http://www.edb.gov.hk ?LT% =% : edbinfo@edb.gov.hk
Web site: http://www.edb.gov.hk E-mail : edbinfo@edb.gov.hk
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Annex A
Fee Remission Related

Response to

e the letter of 1 December 2010 from Public Accounts Committee
regarding paragraph 1(e) (ii)

(e) regarding the 22 schools listed out in Table 1 in paragraph 3.3(b) of
Chapter 2:
(1) what the average monthly school fees received by each of the schools
in 2008/09 were. Please break down the schools according to the
ranges of “ underprovided amount” set out in Table 1; and

(i)  besides the school mentioned in paragraph 3.4, the number of
years during which the remaining 21 schools did not set aside
sufficient school fee income for running their fee
remission/scholarship schemes;

e the letter of 3 December 2010 from Public Accounts Committee
regarding paragraph 1(a)

(@) Table 1 of Chapter 2 showed that the amounts of school fee income set
aside by 22 schools for their fee remission/scholarship schemes were
less than those required according to the levels of their school fees.
It was mentioned at the hearing that although the Education Bureau
("EDB") had detected the problem of underprovision, it had applied
flexibility in determining whether the schools concerned had set aside
sufficient money for the purpose of running their fee
remission/scholarship schemes, such as allowing the schools to fund
the schemes from sources other than school fees.

Please explain in detail the mechanism of and the criteria adopted by
the EDB for determining whether or not Direct Subsidy Scheme
("DSS") schools have complied with the EDB's requirements on the
funding of school fee remission/scholarship schemes, including those
set out in paragraph 3.2 of Chapter 2. Please also explain the
flexibility allowed and the relevant justifications
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e the letter of 6 December 2010 from Public Accounts Committee
regarding paragraphs 4(a) to 4(d)

(& inaddition to the average monthly school fees received by the schools
in 2008/09 (which was sought under item (e)(i) of my letter of 1
December 2010), please also provide the average annual school fees
charged by the schools as well as their annual school fees (if they
charge different amounts for different class levels, please list out the
details);

(b) whether the schools should set aside their school fee income for their
fee remission/scholarship schemes according to the criteria mentioned
in paragraph 3.2(a) or 3.2(b) of Chapter 2;

(c) theactual amount of underprovision; and

(d) the utilization rate of the schools fee remission/scholarship schemes
in 2008/09.

Mechanism of and criteria adopted by the Education Bureau (EDB) for
determining whether or not Direct Subsidy Scheme (DSS) schools have
complied with EDB’s requirement on the funding of school fee
remission/scholarship schemes

1. For the purpose of running a fee remission / scholarship scheme, DSS
schools are required to set aside-

(@) 10% of the school fee income; or

(b) 50% of the amount of school fee which exceeds two-third of the DSS
subsidy rate if the school fee is between the range of 2/3 (two-third)
and 2 1/3 (two and one-third) of the DSS subsidy rate,

whichever isthe higher.

2. In the course of examining the annua audited accounts of DSS schools
each year, EDB would check whether all schools have set aside in the year
concerned a provision for fee remission/scholarship scheme not less than the
minimum 10% of the school fee income. For those provisions above 10%,
EDB counts on DSS schools' externa auditor to check if schools comply with
the requirements. If there is any shortfall, EDB Regional Education Offices
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(REO) would follow up with the schools concerned and request them to rectify
and make good the shortfall. In fact, EDB has recently conducted a detailed
check on the internal records of the ten schools which satisfied the criteria
under paragraph 1(b) above and are among the 22 schools as identified by the
Audit Commission (Audit) which have made inadequate provision for fee
remission/scholarship scheme. Out of these ten schools, only one school has
not complied with the requirement due to misinterpretation.

Differences in the assessment between Audit and EDB regarding compliance
with the above requirement

3. We note that in applying criteria under paragraph 1(b) in its calculations,
Audit has used 2008/09 projected DSS subsidy rate and the snapshot of
enrolment figures as of 30 September 2008, whereas EDB assesses with
reference to the 2008/09 finalized DSS subsidy rate and actual enrolment
figures adopted by most schools as the basis.

4. Noting that different schools may have adopted, having regard to their
unique circumstances, different accounting practices, we have adopted a
practical approach to assessing whether the requirement of setting aside
sufficient financial provision for the purpose of fee remission/scholarship
scheme has been met. Nevertheless, in so doing, we bear in mind the
objective of ensuring adequate provision for needy students. Hence, while
ensuring compliance with the requirement, we alow some reasonable variation
In respect of the account to which fee remission/scholarship scheme is charged.
Specificaly, apart from direct deduction of the required provision from the
school fee income, we would also allow the school to make aternative
arrangements to set aside the required amount from other funding sources,
including but not limiting to accumulated reserve balance, bursaries as well as
scholarship /fee remission expenses paid during the year from the Income &
Expenditure Account. In addition, we also accept schools using actual school
fees paid by students (i.e. after fee remission) for setting aside sufficient
amount as required under the criteria under paragraphs 1(a) or 1(b) above.

5. The EDB aso alows under-provision of an insignificant amount, say

0.01% (in one case the difference is only $10 and in another it is around $1,000
in 2008/09).
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Differencesin the assessment findings

6. According to the findings of the Audit in Table 1 of Chapter 2, 22 DSS
schools have under-provided fee remission/scholarship scheme in their 2008-09
accounts in varying degrees ranging from $1 to above $1 million. Upon
cross-checking with Audit’s findings, we have found that 16 out of the said 22
DSS schools were considered to have made adequate provisions for fee
remission/scholarship scheme purpose in 2008/09 accounts. This difference in
assessment is all but one due to the reasons listed in paragraphs 3 to 5 above.
Specifically these 16 schools can be accounted for as follows:

(@) paragraph 3: eight schools;

(b) paragraph 4 five schools,

(c) paragraph 5: two schooals;

(d) for the case of Hang Seng School of Commerce, EDB has only taken
into account the tuition fee income for 2008/09 in respect of Form
Six / Seven under DSS while Audit has used the total fee income
which also covered tuition fee income from pre-associate / associate
/ top-up degrees as well, hence giving rise to a significant difference
in the amount required for fee remission/ scholarship scheme.

7. For the remaning six schools with under-provision of fee
remission/scholarship scheme according to both EDB’s assessment and Audit’s
observation in its report, we have already informed them and they have al
agreed to top up funding in their 2009/10 accounts to make good the shortfall.
Of these six schools with under-provision of fee remission/scholarship scheme,
three had not set aside the required amount for fee remission/ scholarship
scheme in 2006/07, 2007/08 and 2008/09.

8. In response to the Public Accounts Committee Members request in
paragraphs 4(a) to 4(d) of LegCo’s letter dated 6.12.2010, we provide in the
Appendix to Annex A-1 the following information on the 22 schools which are
mentioned in Table 1 of Chapter 2 —

(@) thecriteriafor setting aside fee remission/scholarship scheme;
(b) the annual school fee income in 2008/09;
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(c) the actual amount of under-provision in 2008/09 per Audit's
calculations;

(d) the actua amount of under-provison in 2008/09 per EDB’'s
calculations;

(e) theutilisation rate in 2008/09 per EDB’s calculations; and

(f) thereasonsfor discrepancies between (c) and (d).

Way forward
9. To avoid misunderstanding arising from different interpretations of the

requirements for fee remission/scholarship scheme, we undertake to refine the
guidelines with aview to clarifying and standardising the practice.
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Response to the letter of 1 December 2010 from Public Accounts
Committee regarding paragraph 1(f)

(f)

the actions that had been taken by the EDB since September 2005 to
ensure that the school mentioned in paragraph 3.4 of Chapter 2 will set
aside sufficient amount of school fee income for running its fee
remission/scholarship scheme and the school’ s response

The school is operated in a DSS through-train mode. Its primary and
secondary sections started operation in September 2002 and September
2003 respectively.

Through checking of school’'s 2002/03 audit accounts in the 2004/05
school year, EDB started to find out that the school did not set aside the
required amount of school fee income for its fee remission/scholarship
scheme. We advised the school for rectification on 8 September 2005
accordingly. However, we found the same mal-practice through checking
of school’s audited accounts in the subsequent four years. Hence, EDB has
written to school for a number of times in February 2007, October 2007,
November 2008, September 2009 and August 2010 to request for
necessary rectification. School finally replied in September 2010 saying
that school has set aside the required amount of fee remission.  Although
the school has committed to set aside the required amount of fee remission,
it has not made rectification for the other mal-practices identified. Hence,
EDB issued awarning letter to school on 12 November 2010. In response,
the school gave EDB a reply to EDB dated 23 November 2010. EDB is
studying the school’ s response and will continue to liaise closely with the
school to follow up the issues.
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Response to the letter of 3 December 2010 from Public Accounts
Committeeregarding paragraph 1(b)

(b) according to paragraph 3.14 of Chapter 2, only two of the schools visited
by Audit had mentioned their fee remission/scholarship schemes in their
prospectuses. Please provide a copy of the relevant parts in the service
agreements signed by the school governing bodies of these two schools as
well as the relevant parts in their school prospectuses showing details of
their fee remission/scholarship schemes

. Please refer to Annexes A-2 to A-5 for School 1's information and
Annexes A-6 to A-9 for School 2’'sinformation.

*Note by Clerk, PAC:  Annexes A-2 to A-5, and Annexes A-6, A-7 and A-9
not attached.
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Angex A-1

Relevant Information of the 22 Direct Subsidy Schemes Schools mentioned in Table | of Chapter 2

Criteria for setting Annual Actual amount | Actual amount | Utilisation rate Reasons f
aside fee remission|  school fee of under- of under- in 2008/09 per & casons or
Jscholarship income in provision in provision in EDB's lsl:repanues
scheme 2008/09 2008/09 per 2008/09 per caleulations ctween
School No. . ! columns {(c) and
Audit EDB's 4
Commission’s calculations () (Note)
$ $ T $ %
(a) (b} () (d) {e) )
$1 to < $50.000 under-provided per Audit Commission's ¢classification / calculations: -
1 10% 2,666,610 26,021 Nil 90% (ii)
(paragraph 3.2(a))
2 more than 10% 37,108,900 46,395 Nil 6% {1}
(paragraph 3.2(b))
3 10% 12,110,994 1,099 Nil 88% iy
(paragraph 3.2(a))
4 more than 10%) 16,741,700 37,952 Nit 23% )
{paragraph 3.2(b))
5 10% 1,353,000 43,800 Nil 63% (if)
{paragraph 3.2(a))
6 10% 28,004,700 10 Nil 46% (ii1)
{paragraph 3.2(a))
7 10% 4,654 975 48,828 48,828 90% Under-provided
(paragraph 3 .2(a))
8 more than 10% 22,130414 13,650 Nil 100% (1)
(paragraph 3.2(b))
9 10% 6,539,454 27,365 27.365 96% Under-provided
(paragraph 3.2(a))
10 10% 1,612,687 38.434 Nil 100% (if)
(paragraph 3.2(a))
$50.000 to < $250.000 under-provided per Audit Commission's classification / calculations: -
11 more than 10% 26,588,557 201,700 Nil 35% 1]
(paragraph 3.2(b))
12 more than 10% 51,760,150 51,448 Nil 60% )
{paragraph 3.2(b))
13 more than 10%) 40,413,650 61,244 65,124 67% Under-provided
(paragraph 3.2(b))
14 more than 10% 16,125,900 226,355 Nil 20% 0
(paragraph 3.2(b))
15 10% 11,403,540 62,128 Nil 100% an
{paragraph 3.2(a))
$250.000 to < $500.000 under-provided per Audit Commission's classification / calculations; -
16 more than 0% 36,024,000 311,625 Nil 44% ]
(paragraph 3.2(b))
17* 10% 14,036,050 381,130 381,130 73% Under-provided
(paragraph 3.2(a))




Annex A-1

Relevant Information of the 22 Direct Subsidy Schemes Schools mentioned in Table 1 of Chapter 2

Criteria for sefting Annual Actual amount | Actual amoumt | Utilisation rate R 6
aside fee remission|  school fee of under- of under- in 2008/09 per di fwsons 9r
/scholarship ncome in provision in provision in EDB's 1screpancies
scheme 2008/09 2008/09 per 2008/09 per calculations Detween
School No. : ) columms (¢) and
Aundit EDB's
Commission's | calculations (d) (Note)
$ $ T $ %
{a) {b) {c) (d) {(e) €3]
er Audit Commission's classification / ealculations:
18 more than 10% 15,259,825 578473 Nil 53% {i1)
{paragraph 3.2(b))
19 more than 10% 58,002,000 697,803 Nil 100% )
(paragraph 3.2(b))
$750.000 to < $1 million under-provided per Audit Commission's classification / calculations: -
20 10% 4,244 400 856,165 Nil 100% {iv)
(paragraph 3.2(a))
21 * 10% 19,490,416 931,491 931,491 52% Under-provided
(paragraph 3.2(a))
$ | million and above under-provided per Audit Commission’s classification / calculations: -
22% 10% 40,028,000 3,056,950 3,056,950 24% Under-provided
{paragraph 3.2(a))

* Not meeting fee remission / scholarship scheme requirement in three consecutive years for 2006/07, 2007/08 and

2008/09.

Nate: Reasons for discrepancy

(i) In its calculations when applying the criteria under paragraph 1(b) of Annex A, Audit has used 2008/09 projected
DSS subsidy rate and the snapshot of enrolment figures as of 30 September 2008, whereas EDB assesses with
reference to the 2008/09 finalized DSS subsidy rate and actual enrolment figures adopted by most schools as the

basis.

(ii) Aparn from direct deduction of the required provision from the school fee income, EDB would also allow the

school to make alternative arrangements to set aside the required amount from other funding sources, including but
not limiting to accumulated reserve balance, bursaries as well as scholarship /fee remission expenses paid during the
year from the Income & Expenditure Account. In addition, EDB also accepts schools using actual school fees

received {i.e, after fee remission) for setting aside sufficient amount as required under the criteria under paragraphs
1{a) or 1(b) of Annex A.

(iit) Under-provision of an insignificant amount. The differences in school no. 3 and 6 are around $1,000 and 510
respectively.

(ivy EDB has only taken into account the tuition fee income for 2008/09 in respect of Form Six / Seven under DSS
while Audit has used the total fee income which also covered tuition fee income from pre-associate / associate / top-

up degrees as well, hence giving rise to a significant difference in the amount required for fee remission/ scholarship
scheme.
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AnnexA -8/ K A-8

School 2/ 21 2

Fee Remission Scheme

To ensure that students will not be deprived of their opportunity to study at

School because of financial difficulty, our school offers a fee remission scheme to those
in need. Depending on the applicant’s financial situations, the scheme offers remissions
from 25% up to 100% of the school fee.

Procedures for the application for Fee Remission

1. Application is open throughout the year. Parents who want to apply for Fee
Remission have to write in for an application form.

2. An application form will be issued after the letter has been submitted to the office.

3

. Applicant has to submit the completed application form with supporting documents
within one week.

All cases are considered on an individual basis. Applicants should ensure that all
information submitted is true and accurate.

Eligible applications are to be approved by the Supervisor. Successful applicants and the
amount of remission will be notified individually in three to four weeks. Please note that
remission, if granted, is only valid for the current academic year and a new submission
must be made for any subsequent years.

On request, the applicant must provide proof of information for validation.
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ADDENDUM

(S!!!NDARY SECTION)

DIRECT SUBSIDY SCHEME (DSS) FINANCIAL ASSISTANCE
Fee Remission Reckoner
2010-2011

Reckoner

1. This Reckoner is adopted in assessing the eligibility of students for the 2010/2011 school
year, points will be awarded on two aspects — family income and dependants.

2. () Average Monthly Family Income from All Sources

Average monthly family income means:
Applicant family’s total salary, allowances and other income (see Note 1) during the 12
months from April 2009 to March 2010 divided by 12,

Average Monthly Income $ Point
05,145 20
5,146 — 7,035 16
7,036 — 8,925 12
8,926 - 10,710 8
10,711 - 12,495 5
12,496 — 14,385 4
14,386 — 15,855 3
15,856 — 17,220 2
17,221 - 18,690 i
18,691 — 20,160 0
20,161 — 21,945 -1
21,946 — 23,835 -2
23,836 — 24,886 -3
Over 24,886 discretion
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(II) Dependents

Dependent # Point Score for Each Dependent
Applicant’s Spouse 1
Dependent Parent 1
Dependent Children (including student-applicant) : Aided DSS
Attending full-time senior secondary course (S4-87) 1 4
and full-time Springboard Programme
Receiving full-time education up to first degree
(including pre-primary education, primary to junior
secondary  education (P1-S3), VTC, IVE, 1 3
post-secondary courses, €tc)
(see Note 2 & 3)
Attending evening/part-time/special training courses under 18 over 18
|OR not attending schools
(see Note 4) 1 0

# Dependents in receipt of Comprehensive Social Security Assistance (excluding Old Age
Allowance and Disability Allowance) are not eligible for any point score.

3. Level of Assistance

Point Score Fee Remission %
18 or above 100%
12-17 75%
8-11 50%
5-7 25%
4 or below 0%
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Note 1: Income from All Sources

A: Income that will be assessed B:* Income that will not be assessed

1. Basic salary (including contributions to 1. Old age allowance
provident fund, e.g. MPF)

2. Year-end double pay 2. Disability allowance

3. Allowance (including housing / travel / 3. One-off retirement gratuity /
meals / education / shift allowance, etc) provident fund

4. Leave pay/ pay in lieu of leave 4. Severance pay

5. Bonus 5. Traffic accident indemnity

6. Commission 6. Insurance indemnity

7. Wages in lieu of notice of dismissal 7. Injury indemnity

8. Profit from business / investment 8. Long service payment /

contract gratuity

9. Interest earned from bank deposits, 9. Inheritance
stocks & Shares, etc

10.Rent earned from property 10. Charity donations
11. Monthly pension / widow’s & children’s 11. Comprehensive Social
compensation / gratuity Security Assistance
12.Contribution from family members or 12. Loans
relatives

13. Alimony/living expenses from ex-spouse

14. Retraining allowance

* Income drawn under column B, though not assessed, should be listed in the application
form for reference.
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Note 2 :

Note 3 :

Note 4 :

Full-time Education

Full time education is defined as day courses last'ing for 1 year or more, with 5
meetings per week, each lasting more than 3 hours.

Vocational, Technical and Post-secondary Institutes Operating Full-time Courses

Hong Kong Institute of Vocational Education (Formerly known as Technical
Institutes/Technical Colleges)

Vocational Training Centre

Construction Industry Training Authority

Clothing Industry Training Authority

Skills Centre

The Hong Kong Academy for Performing Arts

Commercial schools

Hong Kong Institute of Education

Other post-secondary/tertiary institutions

Vocational or Special Training Institutes Operating Part-time Courses

School of Education attached to universities

The Prince Philip Dental Hospital

Schools of nursing

Police Training School

Private organizations/schools offering apprenticeship
Seminary, etc.
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Annex B
Fee Revision Related

Response to the letter of 3 December 2010 from Public Accounts
Committeeregarding paragraphs 1(c) and 1(e)

(c) regarding the revision of school fees:

(i) the criteria adopted by the EDB for approving or reecting DSS
schools' applications for increasing school fees; and

(if) the respective numbers of applications for increasing school fees
which had been regected and those with the level of increase reduced
since the introduction of the DSS, as well as the reasons for rejecting
the applications and requiring a reduced level of increase

(e) Please also explain the mechanism in place to ensure that the financial
projections made by DSS schools in their applications to increase school
feeswere fair and reasonable

Regarding items (c) (i) & (e)

The major considerations for assessing the fee revision applications

are:
(i) the financial situation of the school (e.g. the amount of operating
reserve available and the budget for the coming year);
(i1) thereasons and justifications for the fee revision; and
(iii) the due process with regard to the consultation with parents.
2. To ensure consistency in vetting applications for fee revision, a set of

internal guidelines with criteria for vetting fee revision applications has been
devised. These criteriaare summarised as follows:

(i) For schools intending to apply for fee increase and with total
accumulated surplus more than one-year’'s operating expenses,
Regional Education Office (REO) would only approve the fee
increase for schools having strong and reasonable justifications and
satisfied the due process with respect to parent consultation;

(i) In considering whether the applicant school has a large accumulated
surplus, REO may take into consideration other factors, e.g. whether
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(iii)

(iv)

(@) the surplus shown in the audited accounts for the preceding year
has already been spent in the current school year; or (b) substantial
portions of the surplus are in fact donations earmarked for specific
purposes. REO would also examine if there is substantial increase
in any expenditure items which would warrant an explanation;

For irregular items identified by the Finance Division (FD) of the
Bureau during the fee assessment such as high bonus payments,
REO would ask school to provide supporting materials and
justifications. If schools are not able to provide justifiable reasons
for such expenditure items, and the inclusion of such expenditure
items will have substantial impact on the level of fee increase (e.g.
inclusion of these expenditure items may lead to the situation
whereby the school is unable to meet the 2-month operating
expenses requirement), consideration should be given to whether
such items should be excluded from the expenditure lists in assessing
the justifications;

With regard to parent consultation, REO would assess, (a) whether
the schools have sought consent from parents; and (b) whether they
have properly addressed the concerns of the parents. Details of the
consultation arrangements are as follows:

< For fee increase exceeding the percentage threshold set by the
EDB (i.e. 7% for 2009 and 2010), the applicant is required to
obtain consent from the maority of the parents, i.e
three-quarter or more of the total number of respondents in the
survey or parents present in the meeting who agree to the
proposed fee increase;

< For schools with total accumulated surplus exceeding one year’s
operating expenses applying for fee increase, consent should be
obtained from the majority of parents, i.e. three-quarter or more
of the total number of respondents in the survey or parents
present in the meeting who agree to the proposed fee increase;
and

< For schools intending to apply for fee increase of not exceeding
the threshold and with total accumulated surplus less than one
year's operating expenses, they should at least consult their
Parent Teacher Associations/parent representatives.

-312-



3. Every year, before the annual fee revision exercise, a briefing session
is organized for REO colleagues to help them get a better understanding of the
internal guidelines. This would again help achieve consistency in vetting
applications for fee revision by DSS schools. Where required, meetings are
held between REO, the FD and the policy section of the DSS to consider
complicated cases.

4, In sum, after REO’s initial vetting, all the fee applications are passed
to FD for their professional comments. Based on REO’s initial vetting and the
scrutiny of the schools' audited accounts, FD would spot out irregular items
such as high bonus payments for follow-up by REO (please refer to para.2(iii)
above for elaboration of the follow-up action).
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Regarding (c)(ii)

Table 1. Number of Schools under Direct Subsidy Scheme with Fee Increase
Applications Re ected for 2008/09 to 2010/11 school years

Number of Schools

School . I
Year | Applicationsfor | Applicationsfor Main Reasonsfor Rejection
Feelncrease Feelncrease
wholly Regjected | Partially Rejected
e School faled to provide the
relevant audited account for
2008/09 1 2 EDB to review the financial
situation of the school;
e School possessed sufficient
accumulated surplus and failed
2009/10 0 0 to provide strong justifications;
and
e School falled to provide
concrete evidence showing that
parents had full understanding of
2010/11 > 0 the reasons for fee increase.

Table 2. Number of Schools under Dss that were Granted Approval Subject to
Reduced Level of FeeIncreasefor 2008/09 to 2010/11 school years
School Main Reasonsfor Requiring
Year Number of Schools Schoolsto Reduce L evel of Fee
Increase
2008/09 0 e Taking into account the school's
accumul ated surplus and
judtifications, reduction of fee
2009/10 2 Increase is necessary; and
* School was requested to take into
consideration parent's
2010/11 0 affordability for the proposed
increase of fees.

-314-



Response to the letter of 3 December 2010 from Public Accounts

Committeeregarding paragraph 1(d)

(d) according to paragraph 4.3 of Chapter 2, for 2008/09 and 2009/10, the
EDB approved 30 and 18 applications respectively for school fee

increases. Inthisregard:

(i) what the levels of operating reserves of each of the above schools at
the time when they applied for school fee increases were;

(i) whether the above schools included the ones referred to in Table 6

in paragraph 5.3(b); and

(iii) for the two schools with the highest levels of approved school fee
increases (i.e. with an increase from $4,500 to $22,000 and from
$48,000 to $60,000), please provide a copy of the documents issued
by the schools to obtain consent from parents for increasing the

school fees

Regarding paragraph 1 (d) (i) &(ii)

EDB requires schools to maintain operating reserve sufficient to meet at least
two months operating expenses al the time. We also consider that an
operating reserve between two to 12 months of a school’s operating expensesis
reasonable. The levels of operating reserves of the schools at the time when
they applied for school fee increases are listed in table below:

Fee Application cases

Operating reserve of schools*
Based on audited accounts
Reserve level (at equivalent no. of monthly
expenditure)
Deficit
0 - 2 months
Above 2 months to 12 months
Above 12 to 14 months
2006/07 information not available asitisanew DSS
school in 2007/08
Total
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2008/09 2009/10
30 18
2006/07 2007/08
3 3
6 2
18 12
2 1
1 0
30 18



* schools have to submit their audited accounts of last year, the revised
estimate of current year and the budget for next year to EDB for fee assessment.
The operating reserves of these three years will be taken into account.

2. Table 6 in paragraph 5.3(b) includes operating reserve of 64 schools as at

31 August 2009. One school out of the 30 schools and three schools out of
the 18 schools listed above are not on the list of the said 64 schools.
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Regarding paragraph 1 (d) (ii1)

(iii) for the two schools with the highest levels of approved school fee
increases (i.e. with an increase from $4,500 to $22,000 and from
$48,000 to 360,000), please provide a copy of the documents issued
by the schools to obtain consent from parents for increasing the

school fees

Document 1 (for the school with an increase of school fee from $4.500 to

$22.000)

16™ Januery 2009

22/F, Landmark North,
39, Lung Sum Avenue,
Sheung Shui N.T.

Dear Ms Chung,
jcatio AL i ool B ¢ J008/09 Sc,

[ reter to your letter dated 8% January 2009 advising us the contents of the letter
10 be issued ‘o our parents.

! advise that we have wbied the attached lemer for discussion in our PTA
Executive Committee meeting held on §° Jenvary 2009. The parents present in the
meeting did not have any negative comments on the letter. On 12 Junuary 2009 we
have {ssued it to all of our parents.

1 will keep you updated on 23" January 2005, By then we would confirm if the
parents affected would have any concerns and how we would have addressed them.

Yours sincerely,

Principal

DTCEIVED
i 18 AN 2008
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12" lanuary 2009

Dear Parents,

Upd lication, f i £ 50}

Since the last School Year 200708, we have communicated with you in several
occasions explaining our application to the Education Bureay (EDB) for the school fee
adjustment. This includes our diseussion in the Fxecutive Committee meetings of PTA (on
12 October 2007, 27 June 2008 and 28" November 2008 respectively) and our letrers 1o
the parents (dated 29" November 2007 and 17" Seprember 2008 respectively). We were
plessed to receive acknowledgamnent of our caute of fee adjostment and our request for
suppont of our cause from cach and every family of the srudents, and that has been
communicated 1o EDB.

EDB has been hesitant in granting us approval for our applicstion daspite that we
confirmed and re-confimned to themn that we have carried out the due process in informing
and xpleining to our parents, and indicating to them the proper channe! for feedback and

query.

I, our last yound of negotistion with EDB on 18" December 2008 in the presence of

the Principal Assistant Secretary at the headquarters of EDB, we hive come 1o & consensus
that the following actions would be required:

3) There is no increase for Form 6 school fee in 2008-09. (Rafund will be arranged
once we receive confirmation fror EDB, and the detaifs will be advised Lo the
parents concerned under separate cover).

b} Our sehool hag to ensure that there it no concern from the Form ] Parents
regurding the schoo] fee adjustment which applies 1o Form 1 in 2008-09 and
works progressively in Form 2 end beyond in the subsequent years. And if there is
any, qur achool has ways 10 address them properly.

¢} Qur school is required to imform EDB by the muiddle of Janunry that the above
requirements have been ¢arried out so that they would consider our application.

In this regard, 1 you have any concern abou® our application for fer adjusmnent, please

write in the form attached and sent it w0 the undersigned on or before 22™ January 2009,
Otherwise, we will reply to EDB that our parents do not have any concern about owr
application for school fee adjustment, as we have informed and explained 1o them,

-318 -



We would also take this opportunity to rejteate that it is our policy 10 encourage our
students to work towards excellence in their formetion and to provide financial assistance to
those who are 1n need. We pledge to continue with this policy in future, as what we have
upheid in the past years. For details, please refer to the anachment of this lener.

We feel sorry to bother our paren's agein on this issue,-but sincerely hope our parents
understand our current situation and support our cause in providing guality education to our
students, Please refer to the Financial Summaery in our School Annual Report 2007-08
posted on cur website, Should parents require further information or assistance oa this,
please free fell contac

Yours sircerely,

Principal
To R PSS
From {Paresit’s Name)
Pareatof (Student’s Name) in {Clasc)
Date
Re ¢ Response 1o Letter on Adjustment of Schoo! Fees dated 12* Janusry 2009
Comments:
{Parent’s Signature)
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Scholsrships and Grants

The policy af our school is to encourage our students 1o work towards excellence in
their formation and to provide financial sssistance to those who are in need. We offer
scholarthips and granss to eligible srudents, who are the dest suited to nd would benehit
from our programmes.

(A) Schojarshlps

®)

©

)

Form } — 3 Potential Development Scholarships
Form ¢4 - 5 Potentiz]l Development Scholarships
Form 6 - 7 Potential Development Scholarships

Progress Grants

Form | Frogress Grants
Form 2 Progress Grants
Form 3 Progress Grants
Form 4 Progress Grants
Form § Progress Grants
Form 6 Progress Grants
Form 7 Progress Grants

Specinl Progress Granty

Special Progress Granta for Form 6
Special Progress Grants for Form §
Special Progress Grams for Form 4
Specisl Progxess Grants for Form 2/3

AWE (Activity Week Experience) Scholsribips and Graots

AWE Scriolarships
AWE Grants
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chol ibs and Grants

(A) Scholarships

Form 1 - 3 Potent{al Developnerit Scholarships

Purpose
To encourage Primary § students with outstanding qualities, such as achieving
straight A in core subjects and high order achievernents in extracurricular activities.

Amougt
Full amount of the school fees for studying from Form | to Form 3, renewable upen

1 satisfactary review of the student's performance at the end of the school year.
(Based on the cutrent annual school fee of $22,0007 for Form 1 in 2008-09, the total
anount of this scholarship is $66,000 per stodent.)

ing Citeria
Candidates should show the highest level of attainment academically in English,

Chinese and Mathernatics, and produce s portfolio of extrecurricular activily
participation and ackievement. Proof of other specia! talents could also be provided.

Form 4 — 5 Poientinl Development Schalarskips

Purposs

To encourage students in Farm 3 excelling in academic achievement to continue with
Fonn 4-5 studies and finish their HKCEE in our school.

Ampunt
Full amount of the school fees for atudying in Form ¢ and Form 5, rencwable upon 3
satisfactory review of the student's performance at the end of each school year.

Awardinpe Critera
Candidates should obtamn the best year end results in Form 3, together with 2
satisfactory standard of conduct, Other enteris include participation in extracurricular

activities and service.

° Subjcet 1o appraval by the Education Butesu
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Scholarships and Grants

Form 6 - 7 Potential Development Scholarships

Purpose
To commend students who attsin 2 high scoring in HKCEE and 1o encoursge them w0

continue their studies for the HKAL in our school.

LAmount
Full amount of the school fees for studying in Form 6 and Form 7, revewable ypon 8

satisfactory review of the student's performance at the end of each school year.

wrardi iterin
Candidates should obtain at jeast 20 points in 6 best subjects. Only the top students
will be sclected for the award. Candidates should also reach a satisfaciory conduct
standard, and be able t contribute to school activities in Form 6-7.

(B) Progress Grants
Form 1 Progress Grants

Burpose
Te support students with finencial difficulties who are not qualified in other awards

but are making substantis] progress azademically.

Amount
Full or ha!f of the amount of annual gchool fee for studying in Form |. (Based on the

cwrent annual school fee of $22,000' for Form | in 2008-09, the full grant is
$22,000 per annum and the half gram is 311,000 per annum.)

Application Procedure
Students could apply for the Grant by completing the Progress Grant Application

Form when they register for admission to Form | in our school. Eligible candidaies
should show a} proof of financisl needs, b) substantial/sustained improvernent in their
academic performance and c) satsfastory conduet racord.

* Subyect to approve! by the Educasion Buresy



cholarships and Grants

Form 2 Progress Grants

Eurposg
To support srudents with financial difficulties who sre not qualified in other awards

but are making substantial progress academically.

Amount
Fuil or half of the amount of annual schoo] fee for studying in Farm 2.

pplication P e
Students could spply for the Grant by completing the Progress Grant Application
Form after the reicase of the year end results at the end of the school year of Form 1.
Eligible candidates should show e} proof of financisl needs, b) substantial/sustsined

improvement in their academic performance and ¢) satisfactory conduct record.

Form 3 Progress Granfs

Purpose
To support students with financial difficulties who are not qualified in other awards

but are making yubstantial progress academically.

Amount
Ful or half of the amount of annual school fee for studying in Form 3.

Application Procediyre
Srudents could apply for the Grant by completing the Progress Gramt Application

Form after the release of the year end results at the end of the school year of Foem 2.
Eligible candidates should show a) proof of financial needs, b) substantial/sustained
improvement in their academic performance and ¢) sstisfactory conduct record.
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Scholarships apd Grapts

Form 4 Progress Geanls

Byrpose
To support students with financial difficulties who are not qualifiad in other awards

but are making substantial progress academically.

Ampunt
Full or half of the ammount of annual schoo] fee for studying in Form 4.

ioa cedure
Students could apply for the Grant by completing the Progress Grant Application
Foern after the release of the year end resuits at the end of the schoo! year of Form 3.
Eligible candidates should show ) proof of finsncial nesds, b) substantisl/gustained
improvemnent in their academic performance and c) satizfactory conduct record.

Foru § Progress Grants

Burpose
To support students with financial difficulties who are not qualified in other awards

but are making substantal progress academically.

Amount
Full or half of the amount of annual school fee for studying in Form $.

Apphication Procedurs

Students could apply for the Grant by completing the Progress Grant Application
Form sfter the release of the year end resulis at the end of the sehool year of Form 4.
Eligible candidates should show a) proof of financial needs, b) substantisl/sustained

improvement in their academic performance and ¢) satisfactory conduct record.
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Scholarshipy snd Grants

Form 6 Propress Gants

Purpose
To support students with financial difficulties who cre aot qualified in other swards

but are malang substantial progress academicelly.

Amount
Full or half of the amount of annual school fe¢ for studying in Form 6,

jeati ur
Students could apply for the Grant by completing the Progress Grant Application
Form when they register for admission to Form 6 in our school. Eligible candidates
should show a) proof of financial needs, b) substantial/sustained improvement in their
acedemic performance and ¢ satisfactory conduct recerd.

Form 7 Progress Granty

2umose
To support students with financial difficulties who are not qualified in other awards

but are making substantial progress scademically,

Amount
Full or balf of the smoun! of annual school fee for studying wa Form 7.

Application Procedure

Studenty could apply for the Grast by completing the Progress Graat Application
Form after the release of the your end results et the end of the school year of Form 6.
Eligible candidates should show a) proof of financial needs, b) substantial/sustained

improvement in their academic performance and c) satisfactory copduct record,
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Scholarshipy and Grapt

(C) Special Progress Grants
Special Frogress Grants for Faym 6

Purpose

To commend students who angin a good scaring in HKCEE but not meeting the
requiremcnt for the Potentisl Development Scholarship, and to encoursge them
tontinue their studies for the HKAL in our school.

ount
40% or 20% of the amount of wanual school fee for studying in Form 6 and Porm 7,
renewable upon a satisfactory review of the student’s performance at the end of each

school year.

rinting Criteri
Students with 20 points or above in the best 6 subjects in HKCEE, other than those

who receive the Potential Development Scholarships, will be granted with the amount
of 40% of the ennual school fze. Students with 16 to 19 points in the best § subjects in
HKCEE will be granted with the amount of 20% of the annual school fee.

Special Progress. Grants foxr Form §

Purpose
To students, who are required repesting in Form 5 with payment of the new school

fee, to achieve better HKCEE results upon complction of their study in that school
yeRr.

Amount and Granting Critenia

Refund will be made to the students who can betier HKCEE results upon completion
of their study in that school 15 follows:

Painty achieved Amount refunded
+14 $12,000
14 $10,000
1213 $8,000
101 $£6,000
Bwy $4.000
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Scholarships apnd Graats

Special Progress Grantyfor Form 4

Eurpose
To support students with financial difficulties who used to pay the old school foe but

&re required repeating Form 4.

' t !; ing Criteri

If the srudent is able o achieve “D" grads or above in the corc subjects (Baglish,
Chinese and Mathematios) and “E* grade or above in all other subjects (inctuding the
Other Leaming Expevience subjects) in the overal] results of that year, the difference
of the old and new school fecs will be refunded 10 hir in Tuly.

Special Progress Grents for Form 2/ 3

Sumpose
To support students wath financial difficulties who used to pay the old school fee but

are required repeating Foom 2 or Form 3.

Armgunt and Granting Criteris

If the student is sble lo achieve "D" grade or sbove in the core subjects (English,
Chinesc and Mathcnatics) and “E™ grade or above in all other subjects (including the
Other Learning Experience subjects) in the overall results of that year, the difference

of the oid and new school fees will be refunded o him in July.

(D) AWE (Activity Experience Week) Scholsrships and Grants

AWE Scholarships

For stadents with best scademic performance at each formation level 5o as to
facilitate them joining the AWE programmes

AWE Grants

For students who need financial support and have shown satisfactory academic and
conduct results, facilitating them to participate in the AWE programumes
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23" January 2009

22/F, Landmark North,
39, Lung Surn Avenue,
Sheung Shui, N.T.

Trefer to our letter dated 16°) munfuz , in which we encloged the copy of the
letter dated 12 January 2009 addressed to our pareats on the sbove subject, the
contents of which are based on your guidelines in your letter dated 8™ Janvary 2009
and the consensus we reached in our m:;ﬁ{g dated 18® December 2008.

w3

By the deadline indicated in ol Jetter (1.6, 22° January 2009); we have reseived
ning responses out of a total of 945 letters sent to our parents, representing 0.95% as
the response rate. Among the responses, five of them indicated that they had concerng
while the other four indicated their understanding ot support o ous proposal on schoo]
iee adjustment, We spoke to the five parents who had concerns and have dealt with
them accordingly. The details of these responses and the sotions we have taken to dea)
with the parents who had concerns are summarized in Appendix I for your refarence.

We trust the actions we have taken fom October 2007 to now bave properly and
adequately informed and ¢xplained to our parents, and have dealt with those who had
concems satisfactorily. We would communicate with the Form 6 pareats in Febrvary
fur the arrangement in effecting the refund, as mentioned under poiot a) in our letter
dated 12* January 2009.

Your kind consideration and spproval of our fee adjusiment application is greatly
appreciated.

r\ou:s sincezely,
1 A 4 r\

Supervigor
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Appr ixl

ummary of the parects® responses (0 our letter dated 12 January 2009 re Update on Application for Adjustment of School Fe

'. Pareni’y name

{ Student's name

Form

Parest's comments (quoted in full)

Actions {sken to address parent's cancerns

LHIUUICT }

!

i

It is unclear to me on item b) in the action
list whether “no™ concern fram the Form 1
parents implics that there is no refund be
arranged 1o the concerned parents/students.
Does it imply the EDB has in principle
agread to the schaol's application to the
incrcase in schoot fe¢ to Form 1 students in
200809, and beyond in subsequent years?

We caliod and spoke to the pareat on 22/1/2009, We
found ber concerns were 10 seck clartfication on the
fallowing paints; 1) aoy refund arrangement for F .1, 2)
details about the Spocial Progreas Grants, and 3) the
Sikelihood of scbool fec ndjustmant in the coming
years. We advised her that our application 10 EDB was
under praccss. We would act according to the outcome
of thiz process, xad armaoge the refund with imediate
effect should any refund be toquired. After keaming
that we would not have any plan to apply for further
sdjustment at preseat, she indicated her satisfaction
with the information provided and said that she had no
more congern.

{mother)

The percentage of the increase is up to
1000%. If the increase is by phage, it will be
much easier to be accepted and financislly
managed by parents, Anyway, | support
what the school has made their decision.

We spoke to the pacent on 2171/2009. She admitted
that the percentage she expressed waa incorrect. She
schually supported our propossl s she indicsted her
undesstanding that with $450 per month as school fee,
the school coutd hardly operate.

{mother)

{mother)

1 am pleased o hear that our school provides
the scholarship schemes 1o students.

Very disagreed to incresse the school fee

We spoke to the parent oa 21/1/2009. She miscead that
the adjustment woudd affect her son. After learning the
mtionale of our prapasal, which covers the balsacing
of the existing parcats’ interesls and the oew parcats’
rights of choice, she said that she had no more concern.
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App iIx1

Parcol’s nema

{father)

{mother)

{mother)

(father)

{fether)

l Student's nawme

¥

Parent’s comments {(guoicd ia full)

Actions takeo fo sddress parent’s concerns

I agree the adjustment of achool fres so i
have no comments.

We understand the new fee systern and the
ways it operates. Thanks very much for
informing us the details!

1 The school fees arc too ‘cxypmsivc.

We called and spoke 10 the parent op 217172009 She |
misread that the adjustibent would apply to ber son as
well. After learning the ratiommic of our gropossl,

which copsiders the balancing of ibe existing pareats’
interests and the new pareats® rights of chojce, she said
that she had no further concexn.

Try your best to keep the fee for the coming
fow yoars,

‘We spoke to the parent on 21712009, He confirmed
that ke did not bave asy concem becausc his son
would not be sffectod. We told him that we would oy
our best to keep the school fres as proposed inthe
coming fow years,

There is oo free hunch in the world. What |
need is quality. T observed shat my son is
developing very well in especiaily
in the past two years. He got proper guidance
and improvement both academically and
morsily. [ am pleased to Jet Dastoond
conlinue his atudy at this scheol. 1 suppor
adjustmany of school fees proposed by the

Princival,




Document 2 (for the school with an increase from $48,000 to $60,000)

8 Septernber 2008
Dear Parents, Studants, Stafl Alimnl snd Friends of

When we joined the Direct Subsidy Scheme, we set our sighls on building on cur mesitorious
fraditions and on contiauing our pursul of quality education.

Now, six years on, we have witnessed a number of milestone developments of the Schocl - e
maost recant ores being the opening of the sampus of our primary school ard
the commencement of redavelopment of the secordary school campus on

Out various inifiatives are now paying off, among them having 3 new, state-ofthe-ert campus,
better school facifities, a higher teacher-student ralio and a diverse range of mutti-disciplinary
curmicula. Not only have we sirengthened our positicn as 3 leeding schoal in Hong Kong, we have
also better prepared our students for the globalised wodd of the 21# cenlury.

in fact, the latest Comprehensive Review by an independent professiona agency fom ‘he
University of Hong Komg conchudad that “the School nas clearly delivered quailty educational
axperignce and Iis student achiovement well maiches the vision of its instial propassi {0 secure
058 siatug”

Since 2002, the very Fret year of our conversian 1o & DSS school, the annual kition lses have
basn kept 2t $48,000 for afl forms - despite governmant approval for an annual luition fee of
$60 000 for Forros § ane 7. Moreover, fee remission has always beeo available to any studentin
financial need.

As you all know, Hong Kong has experenced sustained infltion in the past lew years, Tn:s hes
rasulled in significant ingreases n salades for teachers and other operaling expenses of the
School. Athough increases in teachers’ salaries are parlially covered by increases in granis frem
the Govenment, the School has to fnance par of these increases due fo our higher
teacher-sturent rafio compared with & normal aided schoo!, Further, we foresee @ substantia:
increasa In the operating and maintenance costs for much larger and belter-equipped camihises
for both tha primmary and secondaty schaois,

Our financial projections ngicate that the Schoot will be operaling at a defict from 2008110

onwards it sehool feas are maintalned ot the currenl level. In the absance of a fee adjustment, the
Sehool wilf 1ot be able to maintain a seund fnancial postiicn as reguired by the Educalion Bureau.
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After thorough discussions and lengthy deliberations, the Councll has reluctantly decided to
increase fuition fees with effect from the school year 2009/10. The annual tuition fee for the
primary school wil be increased 10 $60,000 while that for the secondary school wif be incraased to
$52,000, with the latter being adjusted in stops o the same level over the period of the
redevelopment of the which is expected to taka approximately five
years. Tha Council will keep the situation under constant review and will only consider further
increases In tultion fees in the future In the light of lnflationary preasures.

1 sincerely hope you will understand that the fee adjustment is necessary to sustain the schools’
operation without compromising the quality of education for which -has long been renowned.

We are committed lo providing quality education to all students irrespective of the financiel
drcumstiances of their families. Hance we are enhancing the Fes Romission Scheme when tuliion
fees are increasad in the following manner:

For students currently In the Fee Remission Scheme, the fee remission arrangements will be
revised so that thay will not be asked 1o pay any additional tultion fees than what they are currently
paying.

Additionally, the Scheme will be expanded to include students whosa tamily income is marginally
higher than the maximum lovel under the ferms of the cument Fes Remission Scheme. For
exampile, a family of four with a disposable income of no more than $630,000 willt become eligible
for foe remission under the enhanced Scheme. Detalls of the Revised Fee Remission Scheme can
be found on the school websita { )

Pleasa note that there are no limits on the number of students in the Fee Remission Scheme as
any student whose family income falls within the financlal parameters of the Scheme wil be
Included.

Please do not hesitale 1o let ur know shotdd you have any questions about the fee adjustment.

Sincerely yours,

Chairman
The Council of



27 May 2009
Dear Parents,

Following the letter of 8 September 2008 from Council Chairman Professor regarding the
tuition fee adjustments for the coming school year (.. .. .. _ e A 8
1 write to provide you an update and seek your understanding of the School's financial position.

As you all know, since 2002, the School has made every endeavour nof to increase tuition fees,
which have been kept at $48,000.for all forms.

It should be noted that tuition fees are never used for constructioh and redevelopment of the campus
as these are primarily covered by the funds the School has raised through its Charitable Trust.

However, we foresee a substantial increase in the operating and” maintenance costs for the much
larger and better-equipped campuses of both the primary and secondary schools. If tuition fees are
maintained at the current level, we may not be able to continue to subsidise the programmes that we
have been providing to our students over the past seven years, such as the Student Activities Week,
sports training and musical instrument classes, community service and student exchange

programmes. Neithes will the School be able to maintain 8 sound financial position as required by
the Education Bureau, :

Under the given circumstances the Council decided to edjust the tuition fees, and announced on 8
September 2008 that the annual tuition fee for the primary school would be increased to 360,000 in
2009/10. At the same time, it was also announced that our Fee Remission Scheme, which is among
the most generous of its kind, would be expanded and enhanced to ensure that students in need wil
not be worse off. The letter from the Council Chairman was copied to all parents and was also
uploaded onto the school website. Meetings were held with our staff, Parent-Teacher Associations
and Alumni Association. A press briefing was alse held for the interest of the general public.

As always, we maimain an open and transparent communication whereby parents and other
stakeholders are welcome 1o voice thelr views and concerns, 1 hope you will understand that the fee
adjustments are necessary to sustain the School’s operation without compromising the quality of
educstion for which we have long been renowned. Should you have any questions, please retum the
Reply Slip to the Class Teacher on or before 4 June 2009. Thank you.

Yours sincerely,

Headmistress
- REPLY BLIP

To: Headmistress, _ Please retust to

[0 1 have received your letter of 27 May 2009.
(1€ applicable) I have the following questions:

Name of Student: (.

Class ©

Signature of Parent:

Date:

OF-0% % 4 1A ITiNk
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Response to the letter of 3 December 2010 from Public Accounts
Committeeregarding paragraph 1(e)

(e) Table 4 in paragraph 4.10(a) of Chapter 2 showed that there were
significant variances between the projected and actual operation reserves
of eight DSS schools for 2008/09. Please provide an analysis of the
reasons for the variances for each of these eight schools.

For a school which applied for fee increase in 2008/09, it had to submit,
among other information, the following financial information around May
2008:

(i) theaudited accounts of 2006/07;

(ii) therevised estimate of 2007/08; and

(iii) the budget for 2008/09 taking into account the impact of fee increase

applied.

2. Thefollowing reasons explain the significant variances.

Time Gap

3. The 2008/09 projected reserve of a school would be made in May 2008,
about 16 months before the actual operation reserve of 2008/09 was concluded
as at 31 August 2009 for most schools. In other words, there is a time gap of
about 16 months between the projected and actual result in income and
expenditure items. Difference between the projected income or expenditure
and the actua income or expenditure will result in variance between the
projected reserve and the actual reserve as highlighted by Audit Commission.

Difference between projected and finalised DSS unit subsidy

4. When the school prepared the budget for 2008/09 in May 2008, it had to
make reference to the 2007/08 projected DSS unit subsidy rates which were the
latest data available at that juncture (the 2007/08 and 2008/09 finalised rates
would only be available in October of 2008 and 2009 respectively). The
2008/09 finalised rates were higher than the 2007/08 projected rates in the
range of 6% to 16%, resulting in higher DSS subsidy income and hence a
higher actual operation reserve than estimated.

5. The reasons for the variances between the projected and actual operation
reserves for the eight DSS schools for 2008/09 in Table 4 are as follows:
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No. of

Reasons

- schools
Variance in income and expenditure due to time gap 3
and higher DSS subsidy income than projected

Higher DSS subsidy income than projected 3
Higher DSS subsidy income than projected and 5
substantial underspending in various areas (Note) -
Total 8

Note :

(i) One school has incurred less expenditure than estimated by 22% for
several reasons (including the delay of a school self-financed extension
construction project, lower-than-expected expenses on major repairs and
teachers salary, etc.)

(i) The other school had included a provision in the 2008/09 budget for
large-scale repair works/self-financed construction works. However,
about $1,4 million was not used in that school year.
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Annex C

Response to the letter of 3 December 2010 from Public Accounts
Committee regarding paragraph 1(f)

() whether there had been any change in the manpower, in terms of number
of staff or man hours etc., deployed for undertaking duties relating to
school audits of DSS schools and taking follow-up actions during the
years from 2005 to 2010; and the reason why the glaring practices of the
three schools identified by the EDB, as set out in Table 4 in paragraph
5.12 of Chapter 1, had not been rectified after a long time

Regar ding whether there had been any change in the manpower, in terms of
number of staff or man hours etc., deployed for undertaking duties relating to
school audits of DSS schools and taking follow-up actions during the years
from 2005 to 2010

The Finance Division and the Regional Education Offices (REO) of the
Education Bureau (EDB) take up a range of duties in respect of school
education services. Currently, there are around 4,000 schools including aided,
government, DSS, caput and private schools as well as kindergartens in Hong
Kong. The 15 District School Development Sections under 4 REOs are
responsible for providing support to the administration and development of
schools.  Asregards the school audits of DSS schools and the follow-up work
required, there is no designated post specifically created for such purposes.

2. In brief, the School Audit Section of the Finance Division of the EDB will
conduct audit of DSS schools to evaluate whether the DSS schools have put in
place proper financial management and procurement arrangements, and
whether their financial and accounting operations comply with the relevant
letters, circulars and guidelines issued by the Education Bureau.

3. After thefield audit inspections, the School Audit Section will continue to
follow up with the schools in respect of any outstanding documents/
information / clarifications which cannot be provided by the school on-site.
Management letters would be issued to the schools concerned by the School
Audit Section after seeking comments from the policy division. In addition to
the above, the Finance Division also deploys staff to examine the audited
accounts and fee revision application of DSS schools.
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4. Schools are required to respond to the management letters and REO would
take appropriate follow-up actions where necessary. Other than follow up on
audit inspection, with regard to DSS schools, REOs are responsible for
handling major repairs exceeding $2 million, fees revision, complaints
handling, renewal of service agreement, enhancement of school facilities and
other school administrative work (e.g. crisis management, appointment of
school head, trading operation). For optimization of resources, there is no
post in REOs designated solely for handling DSS schools.

5.  The manpower as indicated in the tables below refers to (a) the number of
School Audit Section’s staff deployed for undertaking duties relating to school
audits of DSS schools and the related follow-up work; and (b) the
apportionment of staff resources devoted to the overal administration and
support of DSS schools and is worked out based on the relative workload of
DSS schools as compared to other types of schools.

Year
2005 2006 2007 2008 2009 2010
(Plan)

No. of audit 4 2 6 6 8 12
inspection on DSS
schools:
No. of School 0.9 0.4 1.3 1.3 1.7 2.5
Audit Section’s
staff involved in
DSS schools
audit inspections

2005 2006 2007 2008 2009 2010

No. of REO staff 3.2 38 4.2 49 53 54
devoted to the

overal
administration and
support of DSS
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Regarding “the reason why the glaring practices of the three schools
identified by the EDB, as set out in Table 4 in paragraph 5.12 of Chapter 1,
had not been rectified after a long time”

According to Para. 5.12 of Chapter 1 of the Report No. 55 of the Director
of Audit, the schoolsinvolved in the glaring practices as identified by the Audit
include Tak Sun Secondary School, HKCCCUU Logos Academy and Good
Hope School. Details pertaining to the respective schools are set out below.

(1) Tak Sun Secondary School (Tak Sun)

According to the Audit Report, Tak Sun was found to be involved in
improper use of government funds (e.g. meal expenses incurred by staff but
met by government funds) and lack of procurement policy and procedures.

Use of government funds

2. On improper use of government funds, EDB’s School Audit Section
detected a similar mistake committed by the school during the school audit in
January 2007 and issued a management letter to the school requesting
rectification. Upon receiving the management letter from EDB in May 2007,
the school replied in writing in July 2007 that separate accounts had been set up
for government and non-government funds and the mistake had been rectified
(i.e. charging the expenses in question to the account for non-government fund).
In view of this, no follow-up action would be required by EDB. However,
Audit discovered at its visit to the school in May 2010 that an expenditure of
about $29,000 incurred for holding an annua dinner for staff was charged to
the government fund account for 2009/10. The school explained that they
were confused about charging different expenditure items to the government
and non-government funds. Upon Audit's query, the school has aready
transferred the expenditure in question from the government fund account to
non-government fund account. Relevant accounting records have been
forwarded to EDB.

Procurement policy and procedures

3. During the school audit in January 2007, EDB’s School Audit Section
reminded the school of the need to establish proper procedures for tendering
and purchasing of goods and services. On receiving the management letter
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from EDB in May 2007, the school replied in writing in July 2007 that such
procedures had been set up and it would ensure that al quotation records would
be properly kept. Given the school’s written confirmation, no follow-up
action would be required by EDB. However, during the Audit’s vigit, it was
found that no formal procurement policy and procedure were laid down by the
school. While the school informed Audit that it had followed the procedures
promulgated in EDB Circular No. 15/2007, no tender exercise was carried out
for some procurements and no record was available proving that the departure
from the procurement guidelines had been approved by the Incorporated
Management Committee. In response to Audit’s query, the school has drawn
up a procurement policy in line with the EDB guidelines. The school advises
that the policy has been implemented since September 2010. Relevant
documents have been forwarded to EDB for record.

(2) HKCCCU L ogosAcademy (L ogos)

The Audit report noted that L ogos was involved in the following two incidents-

(a) The trust arrangement used to hold one of the two properties purchased

using school funds was not approved by the SMC. This was first
identified by EDB’s school audit in March 2009; and

(b) The same trust arrangement used to hold a third property was also not
approved by the SMC, asidentified by the Audit at itsvisit in 2010.

2. The trust arrangement was first identified by EDB in the school audit
inspection in March 2009.  After obtaining additional information and seeking
clarification from school, EDB issued a management letter to the school in
February 2010 highlighting that the relevant documents regarding the trust
arrangement were not available for inspection.. EDB had also requested in
the same letter justification/rectification of the arrangement and other financial
irregularities in writing within one month. In the absence of any response
from the school, written reminders were issued to the school for a reply in
March and August 2010 respectively. Despite repeated reminders, there was
no response or action from the school on rectifying the trust arrangement and
other financial irregularities, advisory letters were then issued to the school in
September and October 2010 respectively. A warning letter was issued to the
school in November 2010 requiring the school to provide, among other
irregularities detected, detailed information and concrete actions to be taken in
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respect of the above arrangement, including proper documentation and
justifications for the purchase of the properties as well as the approval of the
SMC for the purchase and making the trust arrangement. A reply dated 23
November 2010 was finally received from the school. The school undertook
to take rectification actions promptly. EDB is studying the reply and will
monitor the situation closely. EDB will keep in view the need to take any
further actions where necessary.

(3) Good Hope School

Good Hope School was found to be involved in:
(a) Improper use of school funds (loan to athird-party company); and
(b) Lack of tender exercise for a procurement involving a substantial amount.

Improper use of school funds (loan to a third-party company)

2. During the school audit inspection in December 2007, EDB’s School Audit
Section found the improper use of school funds involving an amount
comprising a loan of $60,000 to and an investment of around $200,000 in the
school bus company. A management letter was issued to the school on 28
October 2008. In response to the management letter, the school provided a
written reply on 27 February 2009 confirming that the school had worked out
with the company on the plan of settlement of loan. The company has started
to repay the loan to the school in three phases commencing in December 2008.
Audit reveded the same irregularities in 2010 when the school was in the
course of resolving the situation with the company.

3. Regarding the investment, after rounds of discussions, the school bus
company eventually agreed with the school on 17.9.2009 that the company
would be dissolved on 31.8.2010. The investment in the company was
recovered by the school upon the former’s dissolution. The school Supervisor
confirmed that all the loans and investments with the company had been
recovered in August 2010. The school no longer holds any shares of the
company.

Lack of tender exercise for a procurement involving a substantial amount

4. EDB’s School Audit Section issued a management letter to the school in
October 2008 advising that the school should seek separate tenders for single
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purchases exceeding $50,000 each from at least 5 suppliers.

5. During the visit from 24 May to 10 June 2010, the Audit revealed that in
one procurement exercise where the amount involved was $587,000, no proper
tendering exercise was carried out. The school confirmed that the
procurement exercise was for the emergency repair of the stage lighting of the
school hall. The school had only obtained three quotations instead of
conducting proper tendering in accordance with the relevant guidelines.

6. Following EDB'’s advice, guidelines on tendering and procurement of
goods and services were drawn up and incorporated in the Staff Handbook to
ensure compliance with relevant ordinance, regulations and school circularsin
October 2009.
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