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For information
on 9 November 2012

Finance Committee of the Legislative Council

Old Age Living Allowance: Responses of the Government to the questions
raised by some Members of the Legislative Council

Purpose

Some Members of the Legislative Council (LegCo) wrote to the
Chairman of the Finance Committee (FC) on 7 November 2012 (see Annex),
requesting for written responses from the Government to their questions about
Old Age Living Allowance (OALA). This paper provides our responses to
those questions.

Positioning and payment rate of OALA [In response to items 2, 10, 18,
19 and 20 of the letter from the LegCo Members]

2. OALA aims at alleviating poverty. As a new form of financial
assistance falling between Comprehensive Social Security Assistance (CSSA)
which is the final safety net, and Old Age Allowance (OAA) which is not for
poverty alleviation, OALA seeks to supplement the living expenses of Hong
Kong (HK) elders aged 65 or above with financial needs. Accordingly, it is
reasonable to set the payment rate of OALA between the two existing measures
mentioned above. As stated in paper FCR(2012-13)54, setting the payment
rate of OALA at $2,200 per month fulfils the pledge of the Chief Executive in
his election manifesto (i.e. “build on the existing Old Age Allowance scheme
and introduce a special allowance for the elderly who are in need so that they
can receive about double the amount of the allowance ($2,200) every month
after a simple declaration of income and assets.”).

3. OALA will adopt the income and asset declaration mechanism for the
existing Normal OAA, which is familiar to elders and well established. We do
not consider that this will bring about a “labelling effect” on existing Normal
OAA recipients or future OALA recipients.

4, As for the proposal to enhance the CSSA Scheme, the Administration

just announced today (9 November) the terms of reference, composition and
membership of the new Commission on Poverty (CoP). A task force, with the
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Chief Secretary for Administration as chairman and the Secretary for Labour
and Welfare as vice-chairman, will be set up under the CoP to explore the
relevant matters.

Income and asset declaration for OALA [In response to items 1, 7-9, 17
and 21 of the letter]

5. How to handle personal savings and assets is a personal choice.
Moreover, after the implementation of OALA, elders aged 70 or above can
continue to receive OAA of $1,090 per month if they exceed the income and
asset limits for OALA or do not want to make a declaration. In the
circumstances, we have reservation about the argument that elderly people will
use up their savings deliberately to satisfy the eligibility criteria for OALA.

6. The definitions of “income” and “assets” for OALA will be identical to
those for the existing Normal OAA:

(@  “income” includes wages from employment; income from handiwork,
business, etc. (including salaries, wages, monthly commissions or
bonuses received, and monthly income from self-employment);
retirement benefits/pensions; and net income on rentals collected.
Contributions from family members, relatives or friends, and monthly
payments received under reverse mortgage schemes are excluded, but
any unspent and accumulated amount of savings/cash in hand
generated will be treated as “assets”;

(b)  “assets” ! include land and non-owner occupied properties®; cash in
hand; bank savings; investments in stocks and shares (including
bonds, unit trust funds and accrued retirement benefits); vehicle for
investment (e.g. taxi and public light bus) and its business licence;
and gold bars and gold coins, etc. (personal ornaments shall be
disregarded). Owner occupied properties, columbarium niches for
self-use in future, and the cash value of insurance schemes are
excluded.

7. The above income and asset requirements are well established and
familiar to many elders, and provide a relatively reliable basis for the
Government to make an assessment. As the payment rate of OALA is about
double that of the existing OAA, we believe that it is moderately generous to

1 Including those in HK, Macau, the Mainland or overseas.
2 Only the value of one residential property which is the principal place of residence in HK is disregarded.

Other properties separately or jointly owned by the applicant and/or his spouse are regarded as “non-owner
occupied properties” and should be taken into account for assessment of “assets”.
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continue adopting the existing income and asset limits for OAA for elders aged
65 to 69. In fact, the asset limit of $186,000 for OALA singleton elders is
more than four times that for CSSA singleton elders ($38,000). Besides, as the
needs of individuals vary, it is difficult for the Social Welfare Department (SWD)
to deal with the limits on a case-by-case basis according to the expenditure of
the individuals. At present, the monthly income limit for singleton elders is
$6,660, and contributions from family members, relatives or friends are
excluded. Elders whose monthly income is higher than $6,660 should be able
to meet their daily living expenses in general.

8. The income and asset limits for OALA are not static, but will be
adjusted annually according to the Social Security Assistance Index of Prices
(SSAIP) under the established mechanism. As at the end of September 2012,
the 12-month moving average of the SSAIP registered an increase of 3.7% when
compared with that of last year. \We expect that the relevant data will continue
to register an increase when the current adjustment cycle ends at the end of
October. We will continue to closely monitor changes in the SSAIP, and then
make upward adjustments to the asset limits in February next year in accordance
with the established mechanism. In fact, the asset limits for Normal OAA to be
adopted by OALA have registered an accumulated increase of 8.8% since 2009.
We consider that a more pragmatic approach is for the Government to introduce
OALA first, to be followed by a review of the limits based on implementation
experience as necessary.

9. At present, nearly 90% of the elders aged 70 or above are receiving
CSSA, Disability Allowance (DA), or Higher OAA of $1,090 per month. It is
believed that if no declaration of means is required, more elders aged 70 or
above will have the incentive to apply for OALA which is $2,200 per month.
Since OALA has no quota and expenditure ceiling, we consider it appropriate to
take into account the additional allowance expenditure which may arise from the
said incentive when we estimate the financial implications.

10. Besides, the moderately liberal and simple declaration system of
OALA is premised on honest declaration by the beneficiaries. They have the
responsibility to declare their income and assets truthfully.  Applicants will
fulfil the eligibility criteria if their income and assets do not exceed the
respective limits at the time of the declaration. It is a personal decision of
elders as to how to handle their own assets, and they should do so carefully.
SWD will closely examine the circumstances of individual cases where the
declaration does not match the facts. If an elder intentionally withholds or
omits any information, he/she may breach the law. SWD will also duly recover
any overpayment.



Preparatory work of SWD [In response to item 3 of the letter]

11. After obtaining funding approval from FC, SWD will need to carry out
a series of preparatory tasks which are tightly intertwined, including computer
upgrading, selection of a suitable printing contractor through tender to produce
hundreds of thousands of letters (involving data testing and verification with
SWD’s Computer Section), issuance of letters to 290 000 “auto-conversion”
recipients, screening out from the computer database the data of elders who
indicate in their reply that they would opt out of OALA or whose income and/or
assets have exceeded the limits. Only after completing the above procedures
can SWD make use of a long period of holidays (a total of five days are needed)
to proceed with the conversion of computer data and calculation of allowance
payment for eligible recipients.

Grace period and the “auto-conversion” arrangement [In response to
items 5, 6, 11, 12 and 16 of the letter]

12. As the financial conditions of elders seldom change substantially,
SWD proposes that a grace period be provided for OALA, as in the case of
Normal OAA. For auto-conversion cases, postal submission cases and new
applications received within 2013, the grace period will be the 24 months
counting from the first day of the month of funding approval by FC (i.e. the
effective date of OALA). Even if an elder’s financial conditions change within
the grace period, which results in his/her income and/or assets exceeding the
limits, the amount of allowance granted will not be affected. For new
application cases submitted after 31 December 2013, the grace period will be 12
months counting from the application date or the eligibility date, whichever is
the later. The grace period arrangement is not applicable to cases of false
declaration.

13. After the grace period, if the income and/or assets of a recipient exceed
the limits or if there have been changes in his/her circumstances (e.g. separation,
home removal, etc.), the recipient has a responsibility to report to SWD. Under
normal circumstances, if the total value of a recipient’s income or assets exceeds
the limits, the recipient will cease to be eligible for the allowance starting from
the next payment month. The recipient will have to return all overpayment (if
any) to SWD.

14. “Auto-conversion” is a special arrangement for the public’s
convenience, enabling eligible elders to receive OALA as early as possible and
saving them the trouble of queuing up at the Social Security Field Units of SWD
for completing the application procedures. These elders have undergone



basically the same means declaration procedures in the past, and their income
and asset levels are unlikely to increase and render them ineligible over time.

15. While making these convenient arrangements, SWD will also make
arrangements at different stages to identify ineligible recipients:

(a) before the implementation of OALA, SWD will issue notification
letters to the existing OAA recipients who can switch to OALA
through “auto-conversion” to inform them of the arrangement. In
the letter, SWD will remind them of their responsibility to declare
truthfully whether their income and assets have exceeded the limits,
and that they should make a declaration to SWD promptly if they opt
not to switch to OALA, or if their income and/or assets have
exceeded the limits. SWD will state clearly in the letter that all
elders who do not opt out or do not declare that their income and/or
assets have exceeded the prescribed limits will be regarded as eligible
for OALA, and thereby benefit from the *“auto-conversion”
arrangement.

(b) starting from 2014, SWD will conduct a postal review for elders who
have benefited from the “auto-conversion” arrangement. SWD will
issue letters to them and request them to declare afresh their income
and assets. SWD will also remind them through different channels
such as press release. If the recipients fail to declare afresh their
income and assets before the end of the grace period, OALA payment
to recipients aged between 65 and 69 will stop while recipients aged
70 or above will switch to Higher OAA instead. If the recipients
make a declaration after the end of the grace period, but with
reasonable explanation and their eligibility is confirmed later, SWD
will help them complete the necessary procedures and pay them back
the amount of allowance they should have received.

Staffing arrangements for handling cases of auto-conversion and new
applications at the initial stage [In response to items 12 and 14 of the
letter]

16. SWD will recruit additional staff to implement OALA and handle all
new applications and cases switching to OALA through the simplified
procedures. During the process, SWD will explain the application procedures
through different channels (including issuing letters to existing OAA and DA
recipients, issuing press releases and broadcasting Announcements in the Public
Interest on television and radio). Such work will be undertaken by SWD staff.
If any non-governmental organisation is involved, it will only be helping to
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explain the general procedures. SWD will not disclose the personal data of
applicants to these organisations.

Mechanism for review by means of random checks [In response to item
15 of the letter]

17. OALA will adopt the declaration mechanism for the existing Normal
OAA, under which applicants will only need to make a simple declaration of
their income and assets. As for the means test mechanism for the CSSA
Scheme, it requires the applicants to submit supporting documents for SWD to
verify their eligibility in detail, apart from declaring their income and assets.

18. SWD will, having regard to the risks involved, adopt a suitable
random-checking mechanism for review, and conduct regular data-matching
with other government departments and related organisations to cross-check the
information provided by OALA recipients. Besides, SWD operates a reporting
hotline, and its Fraud Investigation Teams will follow up suspected fraud cases.
SWD will look into the actual circumstances of each case carefully. If an elder
intentionally withholds or omits any information, he/she may breach the law.
SWD will also duly recover any overpayment.

The pre-application one-year _continuous residence rule [In response to
item 4 of the letter]

19. The requirement of having resided in HK continuously for at least one
year (i.e. the one-year continuous residence (OYCR) rule) helps identify those
applicants with a close connection with HK. It provides a basis for allocating
public resources and helps sustain the non-contributory social security system
amidst an increasing demand. This is a very important policy applicable to the
existing Social Security Allowance (SSA) Scheme as well as the future
Guangdong (GD) Scheme thereunder.

20. Applying the OYCR rule to the GD Scheme means that a substantial
number of HK elders who have already settled in GD would need to come back
to stay in HK for one year in order to be eligible. The decision of these elders
to move to GD some time ago has made it difficult for them to satisfy the OYCR
rule now even though a GD Scheme, which is meant precisely to facilitate HK
elders’ residence in GD, will now be available. We fully understand their
difficulties and sympathise with them. We will therefore put in place a special
one-off arrangement at the initial stage of implementing the GD Scheme to
allow elders who have satisfied all other eligibility criteria, except the OYCR
rule, to benefit from the GD Scheme without having to first return to stay in HK.
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The special one-off arrangement will only apply in the first year of the GD
Scheme.

21. The special one-off arrangement for the GD Scheme is only for
addressing the special circumstances of those HK elders who have already
settled in GD, and will only be applicable in the first year after the
implementation of the GD Scheme. Elders who will join the GD Scheme
through the special one-off arrangement can switch to OAA or DA in HK one
year after they first receive OAA under the GD Scheme. The arrangement will
be the same if they would like to switch to OALA in HK.

Fiscal discipline [In response to items 25 and 26 of the letter]

22. According to the Government’s established fiscal discipline, in seeking
FC’s approval for funding, departments cannot assume that FC must grant the
approval. Therefore, in general the effective date for the funding proposal
cannot be set before the date of FC approval. In accordance with this principle,
social welfare-related funding proposals have no retrospective effect in general.
Our proposal to set the effective date for OALA on the first day of the month of
FC’s approval is basically in line with the practice that funding proposals should
have no retrospective effect. Setting the effective date on the first day of the
month of FC’s approval is easy for the elderly to understand, and does not
conflict with the established principle.

23. As regards the 2009 grade structure reviews (GSR) mentioned in the
FC paper FCR(2009-10)42, the Standing Commission on Civil Service Salaries
and Conditions of Service and the Standing Committee on Disciplined Services
Salaries and Conditions of Service submitted their respective reports to the
Government in November 2008. Upon receipt of the reports, the
Administration conducted two rounds of consultation with the staff side and
obtained the consent of the LegCo Panel on Public Service before seeking FC’s
funding approval in December 2009.

24. As the reference date for the GSR on the civilian directorate was
1 April 2008, 1 April 2009 was set as the effective date having regard to the
timeliness of the review.

25. The funding application for OALA is in line with the principles of
financial prudence which require the Government to keep expenditure within the
limits of revenue and spend only when necessary. It has been processed
according to the Government’s internal mechanism for resource allocation, and
has not violated fiscal discipline.



“Ex-gratia payment” [In response to items 32 and 33 of the letter]

26. Making an additional “ex-gratia payment” to eligible elders, which is
to be calculated with reference to the period between October this year and the
effective month of OALA, is de facto advancing the effective date of OALAto a
date before FC’s funding approval. At the same time, there is a lack of
justifications to peg the effective date of the “ex-gratia payment” to October
2012.

Figures on recipients and the related allowance expenditures [In response
to items 13 and 22-24 of the letter]

217. The numbers of elders currently receiving Normal OAA and Higher
OAA, and the related estimated expenditures, are as follows:

Normal OAA Higher OAA
Year Estimated Estimated
No. of recipients allowance No. of recipients | allowance
expenditure* expenditure*
80 000 - 450 000 -
2012 $1.1 billion $5.9 billion
(September 2012) (September 2012)
* Estimates
28. It is estimated that after the introduction of OALA, all existing Normal

OAA recipients as well as some existing recipients of Higher OAA and Normal
DA will switch to OALA. Assuming that the same proportion of the
population will receive OALA in future, the estimated total expenditure of
OALA up to 2041 is as follows:



Aged between 65 and 69

Aged 70 or above

Aged 65 or above in total*

Year No. of Estimated No. of Estimated No. of Estimated total
recipients allowance recipients allowance recipients allowance
expenditure expenditure expenditure
2013 | 0.09 million | $2.4 billion | 0.39 million | $10.3 billion | 0.49 million | $12.9 billion
2014 | 0.11 million | $2.9 billion | 0.40 million | $10.6 billion | 0.51 million | $13.5 billion
2015 | 0.12 million | $3.2 billion | 0.41 million | $10.8 billion | 0.54 million | $14.3 billion
2016 | 0.13 million | $3.4 billion | 0.42 million | $11.1 billion | 0.56 million | $14.8 billion
2017 | 0.13 million | $3.4 billion | 0.43 million | $11.4 billion | 0.59 million | $15.6 billion
2018 | 0.14 million | $3.7 billion | 0.45 million | $11.9 billion | 0.62 million | $16.4 billion
2019 | 0.15 million | $4.0 billion | 0.48 million | $12.7 billion | 0.64 million | $16.9 billion
2020 | 0.15 million | $4.0 billion | 0.50 million | $13.2 billion | 0.67 million | $17.7 billion
2021 | 0.16 million | $4.2 billion | 0.52 million | $13.7 billion | 0.70 million | $18.5 billion
2022 | 0.17 million | $4.5billion | 0.55 million | $14.5 billion | 0.74 million | $19.5 billion
2023 | 0.18 million | $4.8 billion | 0.57 million | $15.0 billion | 0.77 million | $20.3 billion
2024 | 0.18 million | $4.8 billion | 0.60 million | $15.8 billion | 0.81 million | $21.4 billion
2025 | 0.19 million | $5.0 billion | 0.63 million | $16.6 billion | 0.84 million | $22.2 billion
2026 | 0.19 million | $5.0 billion | 0.66 million | $17.4 billion | 0.88 million | $23.2 billion
2027 | 0.19 million | $5.0 billion | 0.70 million | $18.5 billion | 0.91 million | $24.0 billion
2028 | 0.20 million | $5.3 billion | 0.73 million | $19.3 billion | 0.95 million | $25.1 billion
2029 | 0.20 million | $5.3 billion | 0.77 million | $20.3 billion | 0.99 million | $26.1 billion
2030 | 0.20 million | $5.3 billion | 0.80 million | $21.1 billion | 1.02 million | $26.9 billion
2031 | 0.20 million | $5.3 billion | 0.84 million | $22.2 billion | 1.05 million | $27.7 billion
2032 | 0.19 million | $5.0 billion | 0.87 million | $23.0 billion | 1.07 million | $28.2 billion
2033 | 0.19 million | $5.0 billion | 0.91 million | $24.0 billion | 1.10 million | $29.0 billion
2034 | 0.18 million | $4.8 billion | 0.95 million | $25.1 billion | 1.12 million | $29.6 billion
2035 | 0.18 million | $4.8 billion | 0.98 million | $25.9 billion | 1.14 million | $30.1 billion
2036 | 0.18 million | $4.8 billion | 1.00 million | $26.4 billion | 1.16 million | $30.6 billion
2037 | 0.18 million | $4.8 billion | 1.02 million | $26.9 billion | 1.18 million | $31.2 billion
2038 | 0.18 million | $4.8 billion | 1.04 million | $27.5 billion | 1.20 million | $31.7 billion
2039 | 0.18 million | $4.8 billion | 1.06 million | $28.0 billion | 1.22 million | $32.2 billion
2040 | 0.18 million | $4.8 billion | 1.08 million | $28.5 billion | 1.23 million | $32.5 billion
2041 | 0.17 million | $4.5billion | 1.10 million | $29.0 billion | 1.24 million | $32.7 billion

* The figures under individual age groups are projected separately according to the data of
the respective groups, and therefore may not add up to total.




29. SWD has not projected the future number of and expenditure on CSSA
old age cases because the projection will involve a number of variable socio-
economic factors (including the economic performance of HK, wage trends, and
their impact on the income and assets of CSSA families, etc.).

30. As regards new applications, SWD estimates that there will be more
than 40 000 new applications for OALA in 2013-14 by making reference to the
number of new applications for Normal OAA in recent years and assuming that
about 80% of the Higher OAA applicants will be eligible for OALA.

“Universal old age pension” [In response to items 27-31 of the letter]

31. The retirement protection system in HK comprises mainly three pillars:
the Mandatory Provident Fund (MPF) system, voluntary private savings and the
non-contributory social security system (comprising CSSA, OAA and DA at
present). This model was adopted in the 1990°s after lengthy discussion by
different sectors of the community.

32. The Central Policy Unit (CPU) is conducting studies on the
sustainability of the existing three-pillar system, and had completed five relevant
studies between 2007 and 2010. A summary of these studies was appended to
the Administration’s paper submitted to the meeting of the Subcommittee on
Retirement Protection on 19 July 2011 in the previous term of the LegCo.
Some of the study findings have been released in different forms. For example,
two study reports on filial piety in HK have been uploaded onto CPU’s website.
As regards the studies on the concepts of filial piety, elderly care, and
intergenerational support within and savings of families, some findings were
presented at the conference on “Strengthening HK’s Families: Obligation and
Care Across the Generations” in June 2010. The relevant powerpoint slides
were also uploaded onto CPU’s website.

33. As the socio-economic environment in HK has undergone many
changes after the financial tsunami and there have been adjustments to relevant
policies, CPU has commenced a new round of territory-wide household survey
to update the relevant data, and explore the financial situation of elders and their
retirement planning as well as the sustainability of the three-pillar system. The
initial findings are expected to be available by the end of this year at the earliest.

34. To make a more accurate assessment of the impact of the welfare
measures introduced in the past few years and of adjustments to the MPF system
on the financial situation of elders, CPU will, apart from conducting a household
survey to update the data, invite experts to carry out a systematic analysis and
project the changes in income and expenditure of each pillar under HK’s
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retirement protection system in the coming 30 years by using the findings from
the household survey. This will provide an evidence basis for formulating
policy measures to enhance the retirement protection system in HK.

35. The Administration will make reference to CPU’s study findings in
assessing the financial sustainability of the existing three-pillar system, and
explore the future direction. As mentioned in paragraph 4 above, the Chief
Secretary for Administration will chair a task force under the CoP to study
matters on social security and retirement protection, including ways to enhance
the existing system.

Labour and Welfare Bureau
Social Welfare Department
November 2012
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