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P.A.C. Report No. 62 — Part 1

Introduction

The Establishment of the Committee The Public Accounts
Committee is established under Rule 72 of the Rules of Procedure of the Legislative
Council of the Hong Kong Special Administrative Region, a copy of which is
attached in Appendix 1 to this Report.

2. Membership of the Committee  The following Members are appointed
by the President under Rule 72(3) of the Rules of Procedure to serve on the
Committee:

Chairman : Hon Abraham SHEK Lai-him, GBS, JP
Deputy Chairman : Hon Paul TSE Wai-chun, JP
Members : Hon CHAN Hak-kan, JP
Hon Alan LEONG Kah-kit, SC
Hon WONG Yuk-man
Hon NG Leung-sing, SBS, JP
Hon Kenneth LEUNG
Clerk : Mary SO

Legal Adviser . Stephen LAM
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Procedure

The Committee's Procedure The practice and procedure, as
determined by the Committee in accordance with Rule 72 of the Rules of Procedure,

are as follows:

(a)

(b)

(©)

(d)

(f)

the public officers called before the Committee in accordance with
Rule 72 of the Rules of Procedure, shall normally be the Controlling
Officers of the Heads of Revenue or Expenditure to which the
Director of Audit has referred in his Report except where the matter
under consideration affects more than one such Head or involves a
question of policy or of principle in which case the relevant Director
of Bureau of the Government or other appropriate officers shall be
called. Appearance before the Committee shall be a personal
responsibility of the public officer called and whilst he may be
accompanied by members of his staff to assist him with points of
detail, the responsibility for the information or the production of
records or documents required by the Committee shall rest with him
alone;

where any matter referred to in the Director of Audit's Report on the
accounts of the Government relates to the affairs of an organisation
subvented by the Government, the person normally required to
appear before the Committee shall be the Controlling Officer of the
vote from which the relevant subvention has been paid, but the
Committee shall not preclude the calling of a representative of the
subvented body concerned where it is considered that such a
representative could assist the Committee in its deliberations;

the Director of Audit and the Secretary for Financial Services and
the Treasury shall be called upon to assist the Committee when
Controlling Officers or other persons are providing information or
explanations to the Committee;

the Committee shall take evidence from any parties outside the civil
service and the subvented sector before making reference to them in
a report;

the Committee shall not normally make recommendations on a case
on the basis solely of the Director of Audit's presentation;

the Committee shall not allow written submissions from Controlling
Officers other than as an adjunct to their personal appearance before
the Committee; and
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(g) the Committee shall hold informal consultations with the Director of
Audit from time to time, so that the Committee could suggest
fruitful areas for value for money study by the Director of Audit.

2. Confidentiality undertaking by members of the Committee To
enhance the integrity of the Committee and its work, members of the Public
Accounts Committee have signed a confidentiality undertaking. Members agree
that, in relation to the consideration of the Director of Audit's reports, they will not
disclose any matter relating to the proceedings of the Committee that is classified as
confidential, which shall include any evidence or documents presented to the
Committee, and any information on discussions or deliberations at its meetings,
other than at meetings held in public. Members also agree to take the necessary
steps to prevent disclosure of such matter either before or after the Committee
presents its report to the Council, unless the confidential classification has been
removed by the Committee.

3. A copy of the Confidentiality Undertakings signed by members of the
Committee has been uploaded onto the Legislative Council website.

4, The Committee's Report This Report by the Public Accounts
Committee corresponds with Report No. 62 of the Director of Audit on the results of
value for money audits which was tabled in the Legislative Council on 16 April
2014. Value for money audits are conducted in accordance with the guidelines and
procedures set out in the Paper on Scope of Government Audit in the Hong Kong
Special Administrative Region - 'Value for Money Audits' which was tabled in the
Provisional Legislative Council on 11 February 1998. A copy of the Paper is
attached in Appendix 2.

5. The Government's Response The Government's response to the
Committee's Report is contained in the Government Minute, which comments as
appropriate on the Committee's conclusions and recommendations, indicates what
action the Government proposes to take to rectify any irregularities which have been
brought to notice by the Committee or by the Director of Audit and, if necessary,
explains why it does not intend to take action. It is the Government's stated
intention that the Government Minute should be laid on the table of the Legislative
Council within three months of the laying of the Report of the Committee to which it
relates.
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Committee Proceedings

Consideration of the Director of Audit's Report tabled in the
Legislative Council on 16 April 2014 As in previous years, the Committee did
not consider it necessary to investigate in detail every observation contained in the
Director of Audit's Report. The Committee has therefore only selected those
chapters in the Director of Audit's Report No. 62 which, in its view, referred to more
serious irregularities or shortcomings. It is the investigation of those chapters
which constitutes the bulk of this Report. The Committee has also sought and
obtained information from the Administration on some of the issues raised in two
other chapters of the Director of Audit's Report No. 62. The Administration's
response has been included in this Report.

2. Meetings  The Committee held a total of nine meetings and eight public
hearings in respect of the subjects covered in this Report. During the public
hearings, the Committee heard evidence from a total of 28 witnesses, including four
Directors of Bureau and five Heads of Department. The names of the witnesses are
listed in Appendix 3 to this Report. A copy of the Chairman's introductory remarks
at the first public hearing in respect of the Director of Audit's Report No. 62 on
5 May 2014 is in Appendix 4.

3. Arrangement of the Report  The evidence of the witnesses who
appeared before the Committee, and the Committee's specific conclusions and
recommendations, based on the evidence and on its deliberations on the relevant
chapters of the Director of Audit's Report, are set out in Chapters 1, 2 and 4 of Part 4
below.

4, The video and audio record of the proceedings of the Committee's public
hearings is available on the Legislative Council website.

5. Acknowledgements  The Committee wishes to record its appreciation
of the cooperative approach adopted by all the persons who were invited to give
evidence. In addition, the Committee is grateful for the assistance and constructive
advice given by the Secretary for Financial Services and the Treasury, the Legal
Adviser and the Clerk. The Committee also wishes to thank the Director of Audit
for the objective and professional manner in which he completed his Report, and for
the many services which he and his staff have rendered to the Committee throughout
its deliberations.
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Planning, construction and redevelopment of public rental housing flats

A. Introduction

The Audit Commission ("Audit") conducted a review to examine the
planning, construction and redevelopment of public rental housing ("PRH") flats.

Background

2. The Hong Kong Housing Authority ("HA™) is a statutory body established
under the Housing Ordinance (Cap. 283) to implement the majority of Hong Kong's
public housing programme, including PRH to assist low-income families who cannot
afford private rental accommodation.

3. The Housing Department ("HD"), as the executive arm of the HA, is headed
by the Permanent Secretary for Transport and Housing (Housing) who also assumes
the office of the Director of Housing. The HD also supports the Transport and
Housing Bureau in dealing with all housing-related policies and matters.

4, Housing in Hong Kong is provided through three channels, namely private
housing, PRH, and subsidized home ownership housing (primarily Home Ownership
Scheme ("HOS") flats). PRH and subsidized home ownership housing are primarily
provided by the HA.

5. The HD is responsible for the provision of PRH including, amongst others,
the planning, construction and redevelopment of PRH flats. As at end of December
2013, the HA had a stock of about 742 000 PRH flats in 210 estates, accommodating
some two million people (721 000 households) or about 30% of Hong Kong's total
population. As at 31 December 2013, out of a strength of 8 848 HD staff, about
2 135 staff worked in the Development and Construction Division which is
responsible for the production of new PRH flats.

6. Public housing resources are valuable and heavily subsidized. According
to the HD, the average construction cost for a PRH flat is about $0.7 million (not
including the land cost) and it takes about five years to complete a project containing
PRH flats, from site inception to works completion.
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The Committee's Report

7. The Committee's Report sets out the evidence gathered from witnesses.
The Report is divided into the following parts:

Introduction (Part A) (paragraphs 1 to 11)
Planning for the provision of public rental housing flats (Part B);

(@) Assessment of public housing supply and demand (paragraphs 12
to 24)

(b) Meeting the pledged production targets (paragraphs 25 to 27)

(c) Supply of land for public housing (paragraphs 28 to 46)
Management of public rental housing construction projects (Part C);

(@) Monitoring progress of construction projects (paragraphs 47 to 55)
(b) Monitoring costs of construction projects (paragraphs 56 to 59)
Redevelopment of public rental housing estates (Part D);

(@ Comprehensive Structural Investigation Programme (paragraphs
60 to 64)

(b) Refined Policy on Redevelopment (paragraphs 65 to 69)
(c) Exploring future redevelopment potential (paragraphs 70 to 73)
Way forward (Part E) (paragraphs 74 to 79); and

Conclusions and recommendations (Part F) (paragraphs 80 to 82).

Public hearings

8. The Committee held two public hearings on 5 and 12 May 2014 to receive
evidence from witnesses.
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Declaration of interests

Q. At the beginning of the Committee's first and second public hearings held on
5and 12 May 2014:

- Hon Alan LEONG Kah-kit declared that he was currently a member of
the HA; and

- Hon Kenneth LEUNG and Hon NG Leung-sing declared that they
were former members of the HA.

Opening statement by the Secretary for Transport and Housing

10. Professor Anthony CHEUNG, Secretary for Transport and Housing,
made an opening statement at the beginning of the Committee's first public hearing
held on 5 May 2014. The full text of his statement is in Appendix 5.

Opening statement by the Secretary for Development

11. Mr Paul CHAN Mo-po, Secretary for Development, made an opening
statement at the beginning of the Committee's first public hearing held on 5 May
2014. The full text of his statement is in Appendix 6.

B. Planning for the provision of public rental housing flats

Assessment of public housing supply and demand

Long-term housing demand assessment

12. According to paragraph 2.9 of the Director of Audit's Report (“Audit
Report"), in order to determine the quantum of PRH production required to maintain
the Average Waiting Time ("AWT")! at three years as pledged by the Government,
the HD had since 2000 used a statistical model for assessing the demand for new
PRH flats. As revealed in paragraph 2.17 of the Audit Report, the last assessment
was made in 2011-2012 covering the 10-year period from 2011-2012 to 2020-2021.
The HD had not made any assessment of long-term PRH demand since 2012-2013.

1 The Average Waiting Time ("AWT") for PRH applicants refers to the average of the waiting time between
registration on the WL and the first housing offer for all general applicants who were housed to PRH in the past 12
months, excluding any frozen period in between.
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13. The Committee noted from paragraph 2.10 of the Audit Report that the
Long-term Housing Strategy ("LTHS"™) Steering Committee, formed in September
2012, had adopted a new methodology for projecting the long-term housing demand.
Under the methodology adopted by the LTHS Steering Committee, housing demand,
which included demand for both private and public housing, was defined as the total
number of new housing units required to be built if each and every household was to
be accommodated in adequate housing over the long term.

14, As reported in paragraph 2.19 of the Audit Report, the methodology adopted
by the LTHS Steering Committee was built upon that used by the HD until recently,
and had taken into consideration similar factors in assessing the total housing
demand, except for not using the statistical model to determine the quantum of PRH
production required to maintain the AWT at about three years. The Committee
noted that according to the LTHS Steering Committee's recommendation, the
long-term housing demand projection would be updated annually to reflect any
changes in circumstances in a timely manner.

15. Given that the AWT was widely known and accepted as the measurement
for timeliness in satisfying PRH demand, the Committee enquired:

- why the HD had not used its statistical model to assess the long-term
PRH demand since 2012-2013; and

- whether the HD would continue to conduct assessments of long-term
PRH demand, duly taking into account the target of maintaining the
AWT at about three years for general applicants.

16. Mr Stanley YING Yiu-hong, Director of Housing, responded that:

- the regular exercise to assess the long-term housing demand for PRH
using the previous statistical model was to provide a broad-brush,
indicative reference for long-term land-use planning and reservation for
PRH for internal reference only. The assessment results were
presented to the Committee on Housing Development ("CHD™). The
assessment was meant to serve as a tool to facilitate CHD's deliberations
only, since the projected housing demand was only one of the many
factors considered by the CHD. The then assessments focused on
demand projection for PRH. Private housing demand was touched
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upon, but essentially as a residual under the then methodology. There
was however no detailed analysis into the demand of the private sector;

- the LTHS Steering Committee's objective was to assess the long-term,
overall housing demand for the whole of Hong Kong, whilst the HD's
statistical model was used to project the long-term PRH demand only.
The two had different focuses and objectives;

- to support the work of the LTHS Steering Committee, the HD had, in
collaboration with relevant bureaux/departments ("B/Ds"), developed
and submitted a proposal of a new methodology for the projection of
long-term housing demand for consideration by the LTHS Steering
Committee and hence, the HD had not used its statistical model to
conduct long-term housing demand assessment since 2012-2013;

- under this new methodology, housing demand (including both public
and private housing) was assessed as a whole. The result of the
assessment was that the total housing demand for public and private
housing was 470 000 units over the next 10 years, with a 60:40
public-private split.  The overall housing supply target and the
public-private split were guided by strategic policy considerations and
were not just limited to maintaining the three-year AWT target for
general PRH applicants;

- the Government would use this new methodology to project long-term
housing demand in future and would review it on an annual basis as
recommended by the LTHS Steering Committee; and

- the HD had been working on the operational details of the annual
updating of the long-term housing demand forecast. Such details
included establishing processes for the preparation of various data
inputs, internal process for validating data and projections, as well as
timing and method for the promulgation of the updated forecasts, etc.
The HD aimed to have them sorted out before the end of 2014.

17. Secretary for Transport and Housing provided, after the public hearings,
a paper on the new methodology adopted by the LTHS Steering Committee for
assessing the long-term housing demand (in Appendix 7).
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Demand for PRH flats

18. The overall demand for PRH broadly comprises demand from Waiting List
("WL") applicants and other demands. The HA maintains a WL of PRH applicants.
The HA's current target is to maintain the AWT at around three years for general
applicants (including both family applicants and single elderly applicants) and
around two years for single elderly persons (i.e. those aged 60 or above). The
demand from WL applicants has been increasing in recent years. As reported in
paragraph 1.9 of the Audit Report, as at end of December 2013, there were about
121 100 general applicants and about 122 200 non-elderly one-person applicants
under the Quota and Points System on the WL. The large number of WL applicants
indicates a great demand for PRH. This also put immense pressure on the HA in
meeting the AWT target of around three years for general applicants.

19. Other demands are housing requirements arising from redevelopment of old
PRH estates, urban renewal, clearance of squatters and roof-top structures,
compassionate rehousing, quota for civil servants and transfer from sitting tenants.
These demands are, to a large extent, dependent on the housing policies and
programmes of the HA and the Government.

20. Responding to the Committee's enquiry as to how the HA had allocated the
PRH flats to meet the demand from WL applicants and other demands in the past
years, Ms Ada FUNG Yin-suen, Deputy Director of Housing (Development and
Construction), said that the annual PRH Allocation Plan®, which served as a guiding
framework for the allocation work of the HA in the year, was drawn up taking
account of the anticipated supply of PRH flats and the anticipated demand for PRH
flats under various rehousing categories in the year ahead. The annual PRH
Allocation Plan was submitted to the Subsidized Housing Committee ("SHC") of the
HA each year for endorsement. Upon endorsement of the PRH Allocation Plan by
the SHC, the HA would publicize the approved PRH Allocation Plan onto the

2 In drawing up the PRH Allocation Plan, the HA would ensure the following targets/key performance
indicators("KPIs")/practices are met:

(@)  given the large number of applicants on the WL, the HA should allocate as many of the year’s available flats
as possible to this category in the light of PRH supply and other competing demand;

(b) the HA's AWT target of around three years for general applicants (excluding applicants subject to the Quota
and Points System);

(c) the HA's KPI on the percentage of vacant flats (which is currently set at below 1.5% of the PRH stock); and

(d) the HA's KPI on the percentage of overcrowded households (which is currently set at less than 0.55% of the
total PRH households).

-10 -
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HA/HD's website for public information. The actual allocation result, which
reflected the actual demand and changing circumstances, of PRH flats would be
reported to the SHC in the Allocation Plan of the following year.

Supply of PRH flats

21. The Committee noted from paragraph 2.11 of the Audit Report that the
overall supply of new PRH flats included production of new flats and flats recovered
from the surrender by and transfer of existing tenants. The total PRH production for
the past 10 years from 2003-2004 to 2012-2013 was 150 312 flats, i.e. 15 031 per
annum.

22. Responding to the Committee's enquiry as to how the PRH production level
for the past 10 years was derived, Secretary for Transport and Housing replied,
after the public hearings, in his letter dated 30 May 2014 (in Appendix 8) that:

- before the 2013 Policy Address, for a time the HA did not have fixed
targets for PRH production. The future PRH production was determined
taking into account the following factors:

(@) demand assessment for PRH;

(b) availability of land, including whether the sites identified were
suitable for PRH development and whether the sites would be
available in time;

(c) competing uses of land, including land for private housing, other
community uses, conservation, etc.; and

(d) measures to manage PRH resources, such as the well-off tenants
policies.

23. According to Figure 1 in paragraph 2.11 of the Audit Report, the annual
production of new PRH flats fluctuated between a high of 24 682 in 2004-2005 and a
low of 7 192 in 2006-2007 for the past 10 years. The Committee asked what had
caused such fluctuations in the PRH production over the past years.

-11 -



P.A.C. Report No. 62 — Chapter 1 of Part 4

Planning, construction and redevelopment of public rental housing flats

24, Deputy Director of Housing (Development and Construction) responded
that:

- subsequent to the cessation of sale and production of HOS flats in 2002,
some HOS projects had been transferred to PRH projects, resulting in a
significant increase in the PRH production at 24 682 units in 2004-2005;

- as a result of the Government's review of the reclamation proposal at the
South East Kowloon Development Area, the production of around 12 600
PRH units in the South East Kowloon Development Area, originally
scheduled for completion in 2006-2007 and 2007-2008, had been delayed.
Hence, only 7 192 new PRH units were produced in 2006-2007;

- implementation of public housing development depended on various
factors such as planning, construction and resource allocation, etc. PRH
production might vary from year to year, depending on the scale, site
specific characteristics/constraints and construction progress of
individual projects;

- the HD had put in place the Public Housing Construction Programme
("PHCP™), which was a rolling programme forecasting PRH production
of the coming five years, with the March PHCP as a baseline for each
financial year. The HD closely monitored the projects in the PHCP and
reported the progress of the projects to the HA's Building Committee
("BC") on a monthly basis; and

- in parallel, the HD had performed the Public Housing Development
Forecast ("PHDF"), which was a rolling programme forecasting PRH
production of the second coming five years. Production beyond the first
five years might be subject to changes due to a wide range of factors such
as the planning process, consultations, land matters, funding procedures,
infrastructures and site formation, etc. The PHDF was reviewed
periodically and reported to the CHD on a regular basis.

Meeting the pledged production targets

Increasing AWT expected
25. As reported in paragraph 2.29 of the Audit Report, as at December 2013, the

AWT reported by the HD was 2.9 years. Based on the assessment of the long-term
housing demand for PRH endorsed by the CHD on 22 December 2010, the AWT
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would reach 3 years by 2014-2015, 3.1 years by 2017-2018, 3.3 years by 2018-2019
and 4.6 years by 2020-2021. Based on the demand assessment in February 2012,
the AWT for general PRH applicants was projected to reach 3 years by 2014-2015,
3.4 years by 2015-2016, increasing to 3.5 years by 2018-2019 and 5 years by
2020-2021.

26. The Committee was of the view that the AWT was an important benchmark
for assessing the timeliness in satisfying PRH demand, albeit the AWT did not reflect
the average actual time for PRH applicants to be housed to the PRH. In view of the
higher PRH production target, the Committee asked what measures would be taken
by the HD to maintain the AWT at about three years for general PRH applicants.

27. Secretary for Transport and Housing responded and Director of Housing
supplemented that:

- the waiting time® was counted up to the first housing offer because an
applicant was provided with a housing opportunity at the first offer whilst
eligible applicants were given up to three offers. It was a matter of
personal decision if the applicant declined the first housing offer to wait
for subsequent offers;

- the assessments on the long-term housing demand for PRH conducted by
the HD were to provide a broad-brush, indicative reference for long-term
land-use planning and reservation for PRH for internal reference only.
Indeed, any long-term projection was subject to a number of limitations.
Due to the limitations of the previous method, a projection made in 2012
to project what would happen eight years later was likely to be inaccurate;

- besides, various changes in respect of Government policies and their
implementation had taken place after the HD's assessment made in 2012,
including increasing long-term supply of public housing. The objective
was to prevent the projected AWT of five years from happening;

3 The waiting time refers to the time taken between registration on the WL and the first housing offer, excluding any
frozen period in between (e.g. when the applicant had not yet fulfilled the residence requirement; the applicant had
requested to put his/her application on hold pending arrival of family members for family reunion; the applicant was
imprisoned, etc).
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- the HA would continue to strive at maintaining the AWT target at around
three years for general PRH applicants, albeit the fluctuations in demand
and supply might lead to occasional departure from this target;

- the HA would keep in view the number of new general applications in a
year (which could serve as a medium term reference for the number of
PRH flats required to meet the housing needs of these PRH applicants
after three years) and the changes in the actual AWTSs (which captured the
latest changes in the past 12 months). In addition, the HA would
continue the existing practice of publicizing the actual AWT on a
quarterly basis for public's reference; and

- the HA would also maintain the interchangeability of production between
PRH and HOS flats so that the supply of PRH flats could be adjusted
wherever necessary and feasible to meet the evolving needs of the
community in a timely manner.

Supply of land for public housing

28. The major source of land supply for PRH comes from the Government.
According to the Supplemental Agreement between the Government and the HA, the
Government would provide formed land and supporting infrastructure for the
implementation of the approved public housing development.

Shortfall in supply of PRH flats in the coming 10-year projection

29. According to paragraph 2.27 of the Audit Report, the HD's 2012-2013
projections had revealed that the production forecast for the first five-year period
from 2012-2013 to 2016-2017 was about 79 000 PRH flats. For the second
five-year period from 2017-2018 to 2021-2022, the Government had identified
sufficient sites to produce about 100 000 PRH flats. Although this meant about
179 000 flats would be produced for the 10-year period, there was currently still a
projected shortfall of supply when compared to the new production target of 200 000
PRH flats. The Committee asked what steps would be taken by the Government to
ensure a steady supply of new PRH flats for meeting the new production target of
200 000 PRH flats.

30. Secretary for Transport and Housing said that to meet the new production
target, it was imperative to secure timely supply of suitable sites for PRH
development and expedite the process of PRH projects to ensure that the delivery of
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ramped-up production in the second five-year period made up for the shortfall in the
first five-year period for the coming 10 years.

31. Secretary for Development advised that:

- asatJanuary 2014, some 150 housing sites had been identified and could
be made available for residential development in the coming five years
(i.e. from 2014-2015 to 2018-2019) providing over 210 000 public and
private units, subject to approval from the Town Planning Board for
amendments to their respective statutory plans, including land use
rezoning and/or increasing development intensity of the residential sites,
and the carrying out of the necessary works (infrastructures, clearance of
land, etc.);

- the relevant B/Ds would actively explore all feasible ways to increase
land supply for public housing development. These included:

(@) liaising closely with the concerned bureaux, government
departments, District Councils (*DCs") and local communities to
identify suitable sites for public housing development in different
parts of the territory;

(b) optimizing the development potentials of public housing sites
having regard to the principles of cost effectiveness and
sustainability. Where planning and infrastructure capacity
permitted, the Planning Department ("PlanD") and HD would strive
to achieve relaxation in plot ratios and height restrictions without
compromising the environmental quality; and

(c) examining the build-back potential of aged PRH estates so as to
increase the supply of PRH flats; and

- sites for subsidized housing development were tracked and driven by the
HD which liaised with relevant B/Ds and DCs and local communities on
the development programmes. The PlanD-HD Liaison Meeting
provided a forum for the two departments to discuss planning parameters
and land provision for subsidized housing development. Converting
some private housing sites to PRH sites and vice versa could also be
explored where necessary and feasible.
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Land supply and site production for PRH development

32, According to paragraph 2.39 of the Audit Report, increasing land supply
required not only identifying areas and land which were suitable for development,
but also undertaking comprehensive planning, with a view to providing adequate
infrastructure and facilities and addressing the impacts arising from developments,
thereby making the development of land better suit the needs of people and
community. Therefore, increasing land supply, either by way of optimal use of
developed land or identification of new land for development, had to go through
certain procedures. The Committee asked:

- what were the principles in identifying sites for PRH production; and

- what steps would be taken to ensure that the development of PRH sites
would not adversely impact on the surrounding living environment.

33. Secretary for Development responded and Mr LING Kar-kan, Director
of Planning, supplemented that:

- in reserving sites for public housing, the Government would adopt a
prudent approach to maintain a healthy balance between public and
private housing, taking into account various considerations such as
location, site area, local character, accessibility and housing mix. In
general, sites which were considered suitable for PRH included:

(@) those located within or in close proximity to the existing PRH or
HOS estates as these sites were suitable for extension of the existing
estates or for redevelopment purpose;

(b) preferably sizable sites that would facilitate comprehensive planning
of mass housing with supporting community facilities and achieve
cost-effectiveness of housing projects;

(c) those located in areas that were considered suitable for high-rise,
high-density developments; and

(d) sites that were/would be conveniently accessible and/or well-served
by public transport. To build a balanced community, it was also
necessary to maintain an appropriate mix of public and private
housing in a district;
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- before making the relevant proposals, the PlanD and other relevant
departments would assess all relevant aspects in accordance with an
established mechanism and criteria, e.g. whether there were sufficient
infrastructure and community facilities to meet the needs of the
proposed developments and the local community nearby; and

- the Government had commenced the consultation with DCs on the
proposed housing developments. The Government appreciated that
some DC members and residents would be worried that the proposals
would have adverse impact on the traffic, infrastructure, environment
and visual impacts, or community facilities and open space would not be
sufficient to cater for the population intake. Where necessary,
departments concerned would further conduct detailed technical
assessments and propose implementation of appropriate mitigation
measures. The Government hoped DCs and local communities would
understand that appropriate mitigation measures would be introduced in
phases and some impacts were just inevitable, albeit the Government
would endeavour to minimize any impacts brought about by the
proposed developments when converting the sites for housing
development.

34, The Committee noted from paragraph 2.47 of the Audit Report that as at
March 2014, a number of sites which had been earmarked for public housing had not
been included in the HD's PHCP/PHDF because the availability of these sites was
subject to technical assessments, engineering studies, rezoning, land resumption,
graves/land clearance, reprovision/relocation of existing/planned facilities, extensive
site  formation, availability of basic infrastructures such as sewage, land
decontamination, road works gazettal, etc.

35. On the measures to expedite the inclusion of the sites earmarked for public
housing in the HD's PHCP/PHDF, Secretary for Development replied in his letter
dated 29 May 2014 (in Appendix 9) that:

- as announced in the 2014 Policy Address, additional sites had been
identified in various districts with potential to be rezoned for residential
use. The Government had already commenced the consultation with
DCs so as to proceed with the proposed rezoning as soon as practicable.
The relevant B/Ds had also been working closely to carry out the
necessary assessments and/or resolve the technical issues involved, with a
view to expediting the land formation, infrastructure construction and
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other required procedures for the timely delivery of public housing units.
Furthermore, the PlanD and Lands Department ("LandsD") would
conduct site search for permanent and temporary reprovisioning of
affected facilities respectively;

- Dbesides, to enhance the capability in land supply and development, a new
team would be established in the Development Bureau ("DevB"), subject
to the Finance Committee's approval, to oversee the site production
process and enhance inter-bureau and inter-departmental coordination in
site tracking and land production; and

- the DevB would continue to liaise closely with the Transport and
Housing Bureau/HD to secure sufficient number of suitable sites and
discuss how best to streamline the procedures to fast-track the site
delivery for meeting the new PRH production target.

Public housing sites returned to the Government

36. According to paragraph 2.59 of the Audit Report, most of the sites identified
for PRH involved site constraints and issues to overcome before development could
proceed. Generally there were 15 general studies for potential PRH sites and 10
specific studies depending on the specific characteristics and constraints of individual
sites.

37. As reported in paragraph 2.60 of the Audit Report, during the period from
2001 to 2013, the HA had returned 24 PRH redevelopment sites to the Government
for other uses to tie in with local development needs, or to fully utilize the economic
benefits of individual prime sites. These sites were already formed and were thus
available for immediate PRH construction. In some cases, replacement sites were
provided by the Government in exchange for the return of existing PRH sites.
However, such replacement sites were usually at the early planning stage. They
might not be immediately available for PRH development since it would normally
involve rezoning of sites, land resumption clearance, large-scale site formation
works, technical feasibility study and other site development constraints.

38. In reply to the Committee's enquiry about the policies on the return of PRH
redevelopment sites to the Government and the mechanism for returning such sites to
the Government, Secretary for Development stated, after the public hearings, in his
letter dated 9 June 2014 (in Appendix 10) that:
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- the Government, when making the decisions regarding sites returned
from the HA for other uses, would take into consideration a host of
factors including the local context, planning parameters, technical
feasibility, housing mix, provision of government, institution or
community and open space facilities, other social needs, the prevailing
policy, etc.; and

- more importantly, whilst certain PRH sites were returned to the
Government, the Government had pledged to provide sufficient land to
the HA for PRH production to meet the production target. To this end,
the PlanD and the HD had been and were in close liaison to identify
sufficient sites for development of public housing. For instance, a
number of sites including those in Fanling Area 49, Tung Chung Area
39, Mok Cheong Street, Wah Fu North, San Hing Tsuen, Sau Mau Ping,
and the Fanling North and Kwu Tung North New Development Areas
had been identified as additional/replacement sites for PRH
development over the years.

39. Secretary for Transport and Housing stressed that on account of the then
demand and supply situation of both public and private housing, as well as the
prevailing policies and circumstances, the Government and the HA had come up with
the arrangements for the return of the 24 PRH redevelopment sites to the
Government for other uses. There was an internal coordination mechanism in the
Government which operated through the Steering Committee on Land Supply
("SCLS"), the Committee on Planning and Land Development ("CPLD") and the
CHD that together coordinated plans for development and supply of land for
different types of land use. In view of the new production target for the coming
10 years, the Government was working very hard to secure adequate land supply for
public housing development. In this regard, the HA had no plan to return PRH
redevelopment sites to the Government. Secretary for Transport and Housing
pledged that sites vacated by the demolition of aged PRH estates for redevelopment
would be retained for development of public housing.

40. Responding to the Committee's enquiry as to why the HA had returned the
the Ex-Homantin Estate redevelopment site to the Government in 2013, Secretary
for Transport and Housing explained that:

- the HA agreed to return the Ex-Homantin Estate redevelopment site
(referred to in Case 4 of the Audit Report) in 2005 after the announcement
of the Housing Policy Statement in 2002, subject to the availability of
replacement sites. Phases 2, 3, 5, 6 and 7 of the Ex-Homantin Estate
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redevelopment site were grouped into three sites: Phases 2 and 7 as Site |
(net site area being 20 810 square metre ("'sq.m.")), Phase 6 and part of
Phase 3 as Site Il (7 191 sq.m.), and Phase 5 and part of Phase 3 as Site |11
(5960 sg.m.). Since 2005 the three redevelopment sites had been in the
Government's total stock of sites, and considered together with all other
sites against the many demands for land that the Government had to meet;

- as a matter of fact, there had always been a need to ensure a steady land
supply for private housing for a healthy development of the property
market. The current-term Government similarly had to determine how
to use each site in the best way to meet demands for community uses,
conservation, private housing, public housing etc.;

- as Sites | and Il were considered suitable for private residential use, they
were included in the 2011-2012 Land Sale Programme in February 2011
pursuant to the 2010-2011 Policy Address. The two sites were made
available for sale by application in November 2011 after the LandsD had
finalized the sale conditions, and successfully tendered in March 2013
and June 2013 respectively through government-initiated sale. Site 111
was earmarked for Government, Institution or Community use; and

- whilst the three redevelopment sites had been used for other purposes, the
Government had allocated replacement sites to the HA for public housing
development, including major sites such as Queen's Hill, Tai Po Area 9,
Shek Mun, Lai Chi Kok Road-Tonkin Street and Kai Lung Wan in Pok
Fu Lam, etc.

Development costs written off

41. According to paragraph 2.62 of the Audit Report, in general, the HA was not
responsible for the costs of land formation. However, for redevelopment sites,
agreement between the Government and the HA was reached on a case-by-case basis.
There were often cases in which the HA had agreed with the Government to take up
the works and/or the costs of some site formation/reclamation to facilitate the
development process. The Government was, in general, responsible for funding the
land formation of the new sites. Nonetheless, in some cases, the sites returned to
the Government were finally sold to developers or converted to other uses, the
development costs incurred by the HA had to be written off in its financial
statements. The development costs for such returned sites written off in 2011-2012
and 2012-2013 were $84 million and $125 million respectively. The Committee
asked why the development costs of such returned sites were not borne by the
Government.
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42. Secretary for Transport and Housing explained that:

- the Government usually allocated sites to the HA under two types of
agreements, namely the Vesting Order ("VO") and the Short Term
Tenancy ("STT");

- for Ex-Homantin Estate, the HA was vested the control and management
of the relevant premises under a VO. For Inverness Road, the HA was
allocated the site under a STT to carry out site formation and road works.
Under both types of agreements, there was no provision for compensation
to be made to the HA upon revocation of the agreement; and

- for the remaining four sites, namely, Welfare Road Aberdeen, Wong Tai
Sin Police Quarters, Tseung Kwan O Area 74 South Phases 1 & 2, and
Sha Tau Kok Road Fanling, the Government had not allocated the sites to
the HA for public housing construction. They had been earmarked for
the HA to carry out preliminary studies or other preparations. As there
was no agreement between the Government and the HA, there was no
basis for the HA to seek reimbursement of the development costs
incurred.

Parties involved in development and supply of land

43. As reported in paragraph 2.34 of the Audit Report, the Steering Committee
on Housing Land Supply ("SCHLS"), chaired by the Financial Secretary, was set up
in October 2010 to coordinate the efforts of the various policy bureaux and
government departments concerned in making available land for the housing supply
targets set by the Government. The SCHLS had been re-organized into the SCLS
since February 2013. Apart from the SCLS, the CPLD and the CHD were also
involved in the development and supply of land for housing development. The
Committee asked about the roles and responsibilities of various committees in
meeting the pledged production target at 200 000 PRH flats over the coming 10
years.

44, Secretary for Transport and Housing replied that:

- under the existing mechanism, the CHD, chaired by the Permanent
Secretary for Transport and Housing (Housing) cum Director of Housing,
was responsible for assessing the housing demand, monitoring the timely
supply of suitable land for public housing development to meet the
anticipated demand, as well as the implementation of public housing
development programme to meet the housing supply targets set by the
Government, subject to timely availability of land,;
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- the CPLD, chaired by the Secretary for Development, coordinated land
use planning and land development matters, including planning and
allocation of land for various uses such as residential uses, and made
decisions on development proposals and development parameters of
individual sites;

- in 2010, on top of the CHD and CPLD, the then SCHLS was set up to
coordinate the efforts of the various policy bureaux and government
departments concerned on increasing housing land supply. The SCHLS
had been re-organized into the SCLS since February 2013, with its scope
of work expanded to coordinate the overall plans for development and
supply of land for different types of land uses including housing and
commercial uses; and

- with the announcement of the new housing supply target in the 2014
Policy Address, the SCLS would continue to coordinate the efforts of
B/Ds to increase land supply for housing with a view to meeting the target.
With the involvement of relevant policy secretaries and heads of
departments, the SCLS provided a forum for resolving inter-bureau and
inter-departmental issues affecting the availability of individual housing
sites, such as infrastructure provision, and had been coordinating the
overall land supply.

45, Despite the Government's pledge to increase the PRH production to 200 000
flats for the coming 10 years, the Committee noted from paragraph 2.14 of the Audit
Report that the LTHS Steering Committee had recommended that the new production
target should be adjusted flexibly to cater for changes in circumstances, in order to
give due consideration to and strike a balance between the two major objectives of
increasing the production of public housing to satisfy public demand and stabilizing
the private market. The Committee asked what measures would be taken by the
Government to ensure the continuity of housing policy.

46. Secretary for Transport and Housing advised that as stated in the LTHS
Steering Committee's report on public consultation, there was general support for the
recommendation to adopt a supply-led LTHS with public housing accounting for
60% of the new housing production at 470 000 units. With the announcement of
the new production target in the 2014 Policy Address, there was public expectation
that the Government would implement measures to increase land supply for public
housing and expedite the process of PRH projects to meet the new target. In
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consideration of the public expectation of increased PRH production level, there was
no ground for the discontinuation of housing policy upon the change of Government.

C. Management of public rental housing construction projects

Monitoring progress of construction projects

Construction works management

According to Table 7 in paragraph 3.4 of the Audit Report, since 2013 the
HA had streamlined the construction process to reduce the timeframe for PRH
construction from seven years to five years under the fast-track programme. The
Committee enquired whether consideration could be given to setting the life cycle of
all PRH construction projects at five years.

Deputy Director of Housing (Development and Construction) replied

in order not to compromise the quality of construction works and site
safety, the five-year duration was achievable only under fast-track
programme for completion of a 40-storey public housing block on "spade
ready" sites (i.e. sites which had been properly zoned for residential use,
and sites which were flat, resumed, cleared and formed with adequate
provision of infrastructure). The key to prompt delivery of public
housing hinged essentially on securing "spade ready" sites;

in addition, early support of DCs and the local communities as well as
having all the other resources including adequate manpower in place were
essential. Under the five-year fast-track programme, the HD had to
make best efforts to fast-track the preparatory work by compressing the
programme for various feasibility studies, consultations with DCs and
local communities, planning and design works from three years for a
normal project to one year for a fast-track project;

apart from "spade ready" sites and early community support, there were
occasions where construction works had taken longer than three and a
half years to complete. This had happened in cases such as building
exceeding 40-storey in height, or building sitting on podium with deep
and difficult foundation or hilly site with extensive site formation work;
and

-23-



P.A.C. Report No. 62 — Chapter 1 of Part 4

Planning, construction and redevelopment of public rental housing flats

- the HD would examine the nature and relevant features of a particular
project site for determining the project life cycle. In view of the
aforesaid, it was not advisable to rigidly set the life cycle of all PRH
construction projects at five years.

49, In the light of the new PRH production target and the compressed
timeframe, the Committee asked about the measures to expedite the construction
process of a PRH project. Deputy Director of Housing (Development and
Construction) responded that:

- the HD would continue to enhance and streamline the administrative
procedures for public housing development by bringing in advance
building technology and equipment. These included outsourcing
detailed design works and wider use of mechanization and prefabrication
technology. The HD had been extending adoption of precast elements to
roof and external works including precast parapet wall, water tank and
manhole. Since precast elements were cast independent of the in-situ
construction works, the use of precast elements and prefabricated
technology could help save construction manpower resources and shorten
construction time;

- besides, the HD would conduct a series of upfront measures to minimize
the risk of project delays. These included the implementation of more
investigation works to assess ground conditions, advanced trial pit for
underground utilities to ensure no underground obstruction, advanced
hoarding work and off-site drainage and plumbing work to facilitate the
building construction; and

- the HD would closely monitor the project progress at all stages to ensure
that the development programmes would be completed in a timely
manner. In addition, the project progress was reported to the HA's BC
on a monthly basis for programme monitoring.

Planned timeframe for PRH production

50. The Committee noted from paragraph 3.2 of the Audit Report that the HA
currently had six standing committees, including the Strategic Planning Committee
("SPC") and the BC. According to the terms of reference, the SPC considered the
viability of projects relating to public housing development, approved the inclusion
of sites in the production process, and reviewed all housing programmes relating to
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policy targets. The BC approved project budget, master layout plans and scheme
designs for public housing projects.

51. As revealed in paragraph 3.7 of the Audit Report, for the Tuen Mun Area 18
project, the HA's BC meeting was held 1.5 years after the SPC meeting. The
project was delayed because there had been a lengthy consultation between the HA
and the Tuen Mun DC on the provision of additional community facilities, causing
major changes to the original Project Brief. Given that it was not unusual for the
HD to encounter problems such as objections by the local concern groups or other
stakeholders during the process of the development of PRH projects, the Committee
asked what measures would be taken by the HD to minimize the risk of project
delays.

52. Deputy Director of Housing (Development and Construction) responded
that:

- the HA was entrusted by the relevant B/Ds to construct ancillary facilities
for the PRH residents and the local communities after constructing the
domestic blocks, despite the fact that the provision of community
facilities was not planned by the HA and was beyond the control of the
HA;

- during the process of the development of the project, there were
objections to the Tuen Mun Area 18 project from the local communities,
on the grounds of a high concentration of public developments and
inadequate community facilities in the district. The Project Team had
taken steps proactively to address the issue of the provision of a
Community Hall, and to actively liaise with all concerned B/Ds for
funding and technical approvals;

- the HA had revised the scheme design proposal continually during the
lengthy consultation with the Tuen Mun DC. In February 2009, the BC
approved the project scheme design and the project budget. There was
no delay to the completion of the domestic portion of the Tuen Mun Area
18 project and the respective Building Contract as the planned completion
date of the Community Hall was not specified in the relevant BC paper;
and

- after consolidating the experience from the Tuen Mun Area 18 project,
the HA had been conducting consultations as early as practicable to deal

-25-



P.A.C. Report No. 62 — Chapter 1 of Part 4

Planning, construction and redevelopment of public rental housing flats

with concerns and objections from the local communities or other
stakeholders, with a view to ensuring a timely delivery of both the
domestic portion and the community facilities. Where practicable,
development programmes in the same district would be bundled together
for consultation with the local communities or other stakeholders.

PRH construction project delays

53. According to paragraph 3.5 of the Audit Report, the period of construction
project could be significantly shortened by two years because the first four stages
relating to planning and approval would be compressed.

54. The Committee noted from paragraph 3.9 of the Audit Report that after the
land site was ready for construction, it normally took the HD around 3.5 years to
carry out the construction work. According to the 2012-2013 PHCP, six PRH
projects would be completed in 2012-2013 involving the production of 13 114 flats.
Audit found that there had been some project delays in these six projects. The
period of delay ranged from 2 to 7 months compared with the planned completion
dates stated in the relevant BC papers. Given that project delays would cause great
inconvenience to the incoming tenants and lengthen their actual waiting time for
PRH, the Committee asked:

- what had caused the delays in the six PRH projects completed in
2012-2013; and

- what measures would be taken by the HD to better monitor the progress
of the construction works and minimize construction programme

slippage.

55. Deputy Director of Housing (Development and Construction) explained
that:

- there were usually two months of extension allowed for delays due to
inclement weather for building contracts. The delays in the six PRH
projects were mainly due to extra inclement weather and some
legitimate or genuine grounds for extension of time that the contractors
were entitled to. There were also reasons for delay which were beyond
the control of the contractors or the HA. These included late
possession of site, delay by other parties such as the utility companies,
delayed utilities connections due to congested underground conditions
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and complex ground conditions.  As a result, most of these projects had
legitimate postponement of project completion date which resulted in no
or only very minor slippage. In order not to affect PRH in-take, the
HD staff concerned would endeavour to separate the domestic portion
and try to complete it earlier. This was the reason why the completion
of non-domestic portion was sometimes later than that of the domestic
portion in a PRH construction project;

- the HD had put in place a systematic performance monitoring and
reporting system underpinned by an objective Performance Assessment
Scoring System so that any delay or failure in performance could be
identified and mitigation measures would be implemented promptly;

- Dbesides, there was a Liquidated Damages provision in construction
contracts to deal with delays in various sections of the works. If there
was a delay to the construction works for which the contractor was
responsible, the Contract Manager would enforce the Liquidated
Damages provision and recover the damages from the payment due to the
contractor; and

- during the construction period, the Contract Manager, his representatives
and site staff would closely monitor the construction progress, pay
regular site visits, hold site meetings and perform site supervision and
inspection in order to ensure the contractor's performance meeting the
quality standard and adhering to the works programme.

Monitoring costs of construction projects

56. The Committee noted from paragraph 3.16 of the Audit Report that under
the current HA's budget system, the Project Construction Cost Ceilings are approved
by the SPC at the feasibility study stage. A Project Budget is approved by the BC at
the budget stage provided that it is within the Project Construction Cost Ceiling
previously approved by the SPC and the project budget is revised at the building
tender stage.

57. According to paragraph 3.20 of the Audit Report, Audit analyzed the six
projects completed in 2012-2013. All of them involved budget revisions. The
actual/estimated costs of all the six completed projects were within the approved
budgets. Comparing with the original budgets, variances of 27% to 37% were noted
for the actual/estimated costs of three of the six projects.
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58. On the measures to improve the accuracy of budgeting for PRH construction
projects, Deputy Director of Housing (Development and Construction) advised
that:

- the HA had in place a proper budget preparation and approval process,
and an effective budgetary control system. The Construction Cost
Ceilings/Budgets at the feasibility study and budget stage were prepared
based on the cost yardsticks with adjustments made for known
requirements and detailed design information of individual projects.
The construction cost yardsticks were compiled in June every year to
reflect the tender price movement and changes in design requirements
since last compilation. Blanket approval covering those developments
parameters requiring updating was sought from the SPC, or the BC where
the updating only involved changes resulting from the use of the latest
approved standard cost yardsticks, tender price inflation and contract
price fluctuation adjustment factors;

- when preparing the tender documents, the contract team of the HD was
responsible for monitoring costs against the approved budget parameters
and amending project design if required to bring costs within the
approved budget parameters. Revisions to the project budget would be
submitted to the BC for approval after the Tender Committee's approval
of the award of the contracts. Once the construction work started, the
project manager would carry out annual budget review for the latest
estimate of annual construction expenditure to avoid over/under spending;
and

- to further improve the accuracy of budgeting for PRH construction
projects, the HD had been enhancing the following aspects of the system:

(@) closer monitoring of construction market cost trends, in particular
the cost movements of construction labour and materials;

(b) closer monitoring of construction costs at the detailed design and
tender stages against the approved budgets; and

(c) closer monitoring of design variations at the construction stage
against the design upon which the approved budget was made.
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59. At the request of the Committee, Secretary for Transport and Housing
provided, after the public hearings, further information on the dates the original and
revised budgets for the three projects were compiled and the reasons for such
revisions (in Appendix 11), as well as the financial information of the HA for the
financial years from 2009-2010 to 2013-2014 (in Appendix 7).

D. Redevelopment of public rental housing estates

Comprehensive Structural Investigation Programme

60. As reported in paragraph 4.5 of the Audit Report, the Comprehensive
Structural Investigation ("CSI") Programme had been rolled out since September
2005. It included a detailed investigation which aimed to determine the material
strength and rate of deterioration of the structural elements of a building, focusing on
major aspects such as concrete strength, extent of spalling and cracks, and corrosion
of steel reinforcement bars, etc.

61. According to paragraph 4.8 of the Audit Report, primarily in consideration
of the estates' age, a total of 42 estates built in 1980 or earlier were included under
the CSI Programme in two batches. Up to January 2014, assessment on the 26
oldest estates had been completed. So far, all estates had been found to be
structurally safe. The CSI found varying extent of structural deterioration in the
older public housing blocks.

62. On the way forward of those PRH blocks or estates which remained
structurally safe after the CSI, Mr CHAN Siu-tack, Assistant Director of Housing
(Estate Management)2, said that:

- for those PRH blocks/estates which remained structurally safe but
required improvement works to enhance the structural capacity,
appropriate  works such as structural strengthening, recasting or
tailor-designed concrete repair would be arranged so that no major
structural repairs would be necessary for at least 15 years. Another
detailed CSI would be carried out near the end of the 15-year period;

- the expenses on maintenance and improvement works for old blocks
generally increased with age. Whilst it might be technically feasible to
extend the serviceable lifespan of the PRH blocks through various
upgrading works, the associated costs would at a certain point outweigh
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the benefits, thus making it uneconomic to retain the blocks. A
financial appraisal would be carried out for the costs of repair works to
determine its financial viability. Demolition might be considered if the
cost-benefit analysis suggested that the aged blocks or estates were
beyond economic repair;

- the estimated repair cost per flat varied amongst various estates. It
ranged from $1,200 to $47,900 per flat. So far, only So Uk Estate and
Tung Tau Estate Block 22 had been recommended for redevelopment
under the CSI Programme because their estimated structural repair costs
per flat (in the range of $46,200 to $47,900) were not economically
viable; and

- for those PRH blocks/estates which were identified for redevelopment in
the next few years, repair and maintenance works including those
concerning statutory compliance, safety and hygiene would be carried
out to maintain these blocks/estates in satisfactory conditions until their
clearance, instead of works for at least another 15 years.

63. The Committee noted from paragraph 4.10 of the Audit Report that in
consideration of the resource demand and the anticipated amount of works involved,
the HD currently adopted a manageable programme approach by conducting CSI for
only three to four estates per year. Audit noted that there were 42 estates included
in the CSI Programme from 2005 to 2018 (26 estates completed during the eight
years from 2005 to 2013), and more estates would probably be included in the next
CSI Programme beyond 2018. The Committee asked whether the HD had critically
assessed the resource requirements for conducting CSI and planned ahead for the
implementation of the next CSI Programme which was expected to start from 2018.

64. Assistant Director of Housing (Estate Management)2 responded and
Secretary for Transport and Housing replied, after the public hearings, in his letter
dated 30 May 2014 (in Appendix 11) that:

- to ascertain the building conditions of individual estates, the HD had
since 2005 conducted the CSI on ageing estates which was about 40
years old or above and often associated with soaring maintenance and
repair costs;

- the whole investigation process covered desktop study, visual
inspection, site and laboratory testing, and technical assessment. The

-30 -



P.A.C. Report No. 62 — Chapter 1 of Part 4

Planning, construction and redevelopment of public rental housing flats

findings would facilitate the consideration and planning of the necessary
follow-up actions such as monitoring, repair or clearance. If certain
blocks or estates were found to be structurally unsafe, demolition would
be recommended; and

- a total of 38 HD staff was currently involved in the CSI Programme.
Based on the HD's assessment, no additional resources was required for
the rest of the current CSI Programme from 2005 to 2018. The HD
would conduct an early review to assess the resource requirements for
the CSI and prepare an implementation plan ahead of the next CSI
Programme expected to start in 2018.

Refined Policy on Redevelopment

Refined Policy on Redevelopment of aged PRH estates

65. According to paragraph 4.18 of the Audit Report, in November 2011, in
response to an initiative announced in the Policy Address of 2011-2012 "to explore
ways to appropriately increase the densities and plot ratio of PRH projects without
compromising the living environment”, the HA implemented the Refined Policy on
Redevelopment of aged PRH estates by considering the build-back potential and the
availability of rehousing resources of the estates in addition to the structural
conditions of the housing blocks and the economic viability of repair works under the
current CSI Programme. The Committee noted from paragraph 4.20 of the Audit
Report that out of the 26 estates with the CSI completed, the HD had recommended
the way forward for 16 estates.

66. Deputy Director of Housing (Development and Construction) advised
that:

- as the redevelopment potential assessment of the 16 estates was
completed before the introduction of the Refined Policy on
Redevelopment in November 2011, the build-back potential of these 16
estates was not considered;

- of the 16 estates, two estates (i.e. So Uk Estate and Tung Tau Estate Block
22) had been identified for clearance based on an earlier set of
redevelopment criteria, i.e. structural safety and economic viability of
repair works;
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- as announced in the 2014 Policy Address, Wah Fu Estate was considered
suitable for redevelopment following the Government's decision to
partially lift the development moratorium at Pok Fu Lam South and
adjacent government sites to facilitate the use of the five government sites
for public housing development; and

- as for the remaining 13 retained estates, a preliminary review on the
redevelopment potential of these estates had been completed in early
2014. Such review was a starting point for the HD to conduct detailed
studies of selected aged estates in future.

Build-back potential for the old estates

67. Responding to the Committee's enquiry about the timeframe for conducting
a detailed review on the build-back potential of all aged estates with CSI completed,
Secretary for Transport and Housing responded and Deputy Director of Housing
(Development and Construction) supplemented that:

- up to February 2014, the HA had completed a preliminary review on the
redevelopment potential of 22 aged estates with CSI completed. The
completion of the preliminary review served as a starting point for
detailed studies of selected aged estates in the future, not a decision that
all 22 estates would be redeveloped in the near future with a firm
timetable;

- the HA had no plan to redevelop all 22 aged PRH estates in one go. In
fact, the HA was constrained by established policies and considerations in
deciding how many estates it could redevelop at one time;

- in deciding whether individual estates should be redeveloped, the HA
would consider the following three criteria holistically:

(@) whether the housing blocks were no longer safe or economic to
maintain as confirmed by the findings of the CSI;

(b) whether individual estates had a promising flat gain upon
optimization of development potential; and

(c) whether suitable rehousing resources were available nearby; and
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- the HD would prudently plan its redevelopment programme and would
allow adequate time for negotiations with the tenants, local community or
other stakeholders, and DC members.

68. As reported in paragraph 4.22 of the Audit Report, among estates in the
pipeline for the CSI Programme and the 2009 redevelopment potential review, Pak
Tin Estate had been identified with high redevelopment potential and promising flat
gain as well as suitable rehousing resources. In January 2012, the HA endorsed the
plan for the redevelopment of Pak Tin Estate. However, Audit found that new lifts
were installed shortly before the launching of the redevelopment of Pak Tin Estate.
The Committee asked what measures would be taken to avoid potential wastage of
resources due to the launching of redevelopment plan shortly after the completion of
major improvement works in an estate in future.

69. Deputy Director of Housing (Development and Construction) responded
that addition of lifts was to enhance mobility of the tenants especially the senior
citizens and disabled persons. The lift addition works at Blocks 2 and 12
commenced in January 2011, well before the implementation of the Refined Policy
on Redevelopment, and were completed respectively in July and August 2012.
Since the HA had adopted the Refined Redevelopment Policy in November 2011,
there had been an established mechanism to enhance coordination within the HD so
that the redevelopment programme of aged estates would be made known to the
parties handling various programmes of maintenance and improvement works to the
concerned estates to enable better planning.

Exploring future redevelopment potential

PRH Interim Housing blocks

70. According to paragraph 4.29 of the Audit Report, as at January 2014, the
HA had three Interim Housing ("IH")* estates, namely Shek Lei (I1) IH, Long Bin IH
and Po Tin IH, which provided a total of 4 914 units. The vacancy rates as at
January 2014 of the three IHs were 60%, 40% and 8% respectively. Two Transit
Centres, namely Po Tin Transit Centre and Lung Tin Transit Centre also provided

4 1tis the Government's policy to ensure that no people would be rendered homeless as a result of natural disasters,
fire, emergencies, as well as the Government's clearance and enforcement actions. At present, the HD provides
temporary accommodation to those in need in the Po Tin Transit Centre at Tuen Mun through the referral of the
Buildings Department or the LandsD. Those who have lived in the transit centre for three months, passed the
"homeless" test, and fulfilled the eligibility criteria for PRH can be rehoused to IH while awaiting PRH allocation
through the WL system.
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temporary accommodation. In view of the age, increasing maintenance cost and
high vacancy rates, the Committee asked whether consideration would be given to
making better use of the IH blocks and the Transit Centres.

71. Secretary for Transport and Housing replied that:

- it was the Government's policy that no person would be rendered
homeless as a result of natural disasters or clearance operations. Persons
affected by natural disasters and emergencies would be provided
temporary accommodation at the Transit Centres and thenceforth IHs for
those with genuine housing needs but not immediately eligible for the
allocation of PRH flats. To this end, there was a need to maintain
sufficient vacant IH and Transit Centre units;

- after the reviews in 2011 and 2013, decision was made to retain the Shek
Lei IH and clear the Long Bin IH in January 2016. The overall supply of
IH units had therefore decreased substantially by 840 units with the Long
Bin IH withheld from letting pending clearance; and

- from an operational perspective, there was a need to maintain the Shek
Lei IH, being the only IH in Extended-urban area, to accommodate
affected households of various emergencies taken place in
Urban/Extended-urban areas despite the fact that the HA's established
policy was to rehouse the affected persons to Transit Centres and IHs in
the New Territories. Over the years, the Shek Lei IH had been used as
a temporary accommodation for affected households of various natural
disasters and emergencies. The HD would continue to review the
provision of IH and Transit Centre units on a regular basis.

Better utilization of vacant sites

72, As revealed in paragraph 4.27 of the Audit Report, Audit found that some
PRH redevelopment sites which had been cleared a number of years ago were still
left undeveloped. An example was the Phases 3, 6 and 7 of Shek Kip Mei Estate.
The Committee considered that the HD needed to explore the better use of its
existing land resources and explore the feasibility and expedite the process of putting
the vacant sites into beneficial uses.
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73. At the request of the Committee, Secretary for Transport and Housing
provided, after the public hearings, in his letter dated 30 May 2014 (in Appendix 11)
further information on the steps taken by the HD to put the vacant sites into
beneficial uses after the demolition works were completed in the sites of Phases 3, 6
and 7 of Shek Kip Mei Estate.

E. Way forward

Financing the new PRH production target

74. The Committee noted that according to the 2014-2015 Budget Speech, the
HA would have an estimated balance of $68 billion at the end of 2013-2014, which
could meet the funding requirement of the development programme for the next four
years; however, to achieve the new housing production target, the HA should keep
enhancing cost-effectiveness and sustainability of its modus operandi in the long run.
In this connection, the Financial Secretary had indicated that the HA was expected to
assess the additional financial resources needed for the coming 10 years. The
Committee asked:

- what was the estimated construction expenditure for the 200 000 PRH
flats in the 10-year period from 2013-2014 to 2022-2023; and

- how such costs would be financed.

75. Director of Housing replied that:

- Dbetween 2003-2004 and 2012-2013, the HA's production target of
150 000 PRH units had generally been met. The HA had annual
consolidated surpluses for the past five years, after offsetting the PRH's
operating deficit from the surplus of other operations and investment.
With the fund generated from the annual operation and over $60 billion
balance carried forward in the past five years, the HA had been able to
meet the funding requirement of its operation and construction
programmes;

- with the new production target at 200 000 PRH units, the HA was

expected to produce an additional supply of 50 000 PRH units in 10 years
on top of the previous 10-year production level of 150 000 units;
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- currently, the construction cost of a PRH flat (not including the land cost)
was on average around $0.7 million. However, this might not reflect the
unit cost for constructing all the 200 000 PRH flats in the coming 10 years
as the unit cost would be affected by factors such as the site conditions,
the scale of development projects, the specific building designs to
overcome site constraints, price level changes of construction labour and
materials, etc.;

- the Housing Authority Tender Price Index ("HATPI") was compiled for
each quarter to provide an indication of the price level of tenders for new
building contracts returned in that quarter and accepted by the HA.
Nonetheless, the level of tender prices was not a determining factor in the
planning of public housing development programme. A comparison
between the HATPIs and the tender price indices of the two major private
guantity surveying consultant firms revealed that the HA's tender price
trend for building works was similar to that of the private sector in the
previous 10 years;

- under the established PRH rent adjustment mechanism, PRH tenants'
affordability was the objective basis for determining PRH rent, which
was adjusted in accordance with extent of changes in PRH tenants' overall
household income. That said, it was not possible for the HA to finance
its construction programmes by raising rents to unacceptable levels.
Apart from PRH rental income, the HA also generated revenue from the
Commercial and Home Ownership Assistance Operations; and

- itwasthe HA's practice to prepare budgets and forecasts on a rolling basis
covering the first and the second coming 5-year periods. In response to
the Financial Secretary's Budget Speech of 2014, the HA was in the
process of conducting an assessment on additional financial resources
needed for the next 10 years taking account of revenue increases and cost
savings before discussing with the Government on a feasible long-term
financial arrangement.

76. At the request of the Committee, Secretary for Transport and Housing
provided, after the public hearings, further information on the construction
expenditure for PRH each year in the past 10 years and the HATPIs over the same
period (in Appendix 12).
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Redevelopment of old PRH estates

77. Redevelopment of old PRH estates offers an opportunity for better utilizing
the plot ratio of the sites and providing additional supply of PRH flats. The
Committee asked about the HA's plan for implementation of PRH redevelopment
projects in future.

78. Secretary for Transport and Housing said that:

- according to the Refined Policy on Redevelopment of aged PRH estates,
in considering redevelopment of the existing estates, the HA would refer
to the findings of the CSI on structural safety and cost effectiveness of
repair works, and consider the build-back potential of individual estates
as well as availability of suitable and adequate rehousing resources
nearby;

- availability of rehousing resources alone could not determine a
redevelopment plan. The HA would review the development constraints
and opportunities pertaining to individual aged estates, conduct a series of
detailed technical studies and liaise with relevant B/Ds on the provision
of ancillary facilities such as community, welfare, transport and
educational facilities in order to confirm the build-back potential and flat
gain as well as feasibility of redeveloping a particular aged estate before
preparing an implementation programme;

- these factors might change over time for individual estates. Taking Wah
Fu Estate as an example, this estate was considered suitable for
redevelopment after the Government decided to partially lift the
development moratorium at Pok Fu Lam South and adjacent government
sites which could be used as reception resources; and

- as the Director of Audit had rightly pointed out, redevelopment of aged
estates would in the short term reduce the public housing stock and
generate additional rehousing needs from the affected tenants, resulting in
an immediate adverse impact on the AWT for PRH. The HA had to duly
take this into account in planning and implementing major PRH
redevelopment projects. In this connection, the HA would consolidate
the experience from the implementation of the redevelopment of Pak Tin
Estate before considering the launch of another redevelopment project.
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79. Responding to the Committee's enquiry about the steps to be taken to uphold
the quality of surrounding living environment during the redevelopment of PRH
estates, Secretary for Development replied that:

- Inassessing the development potential of redeveloping aged PRH estates,
apart from making reference to the Hong Kong Planning Standards and
Guidelines, the Government would consider a host of factors including
the development restrictions on the statutory plans (such as the maximum
plot ratio/total gross floor area, building height and site coverage),
development constraints, local context, environmental, traffic, air
ventilation and visual impacts of the redevelopment on the surrounding
area, infrastructure capacity, the concerns from the local communities,
provision of government/community facilities required by relevant
government departments/DCs, etc. Where necessary, the PlanD would
liaise with relevant B/Ds to explore with the feasibility of permanent and
temporary reprovisioning of affected facilities;

- the Government needed to reiterate that the development potential of
aged estates was just one of the factors to be taken into account in
considering redevelopment programmes.  According to the HA's
Refined Policy on Redevelopment, in considering redevelopment of the
existing estates, the development potential of the sites, structural
conditions of the housing blocks, economic viability of repair works and
availability of suitable rehousing resources nearby would be taken into
account; and

- the HA would conduct various technical studies on the traffic,
environment, ventilation, visual impacts, supporting facilities, etc. and
consult the relevant government departments to ensure that the public
housing development would be compatible with the development of the
district concerned and would not compromise the surrounding living
environment.
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F. Conclusions and recommendations

Overall comments

80. The Committee:

- affirms that as providing public rental housing ("PRH") to low-income
families and individuals is one of the most effective means of alleviating
poverty and having regard to the long queue for public housing, it is
incumbent upon the Hong Kong Housing Authority ("HA") and the
Housing Department ("HD") to maintain the average waiting time
("AWT") target of around three years for general applicants on the
Waiting List ("WL");

- expresses grave concern that the housing problem of the under-privileged
had not been adequately addressed as it should have been due to the
failures of the HA and the HD to secure an adequate supply of land for
PRH development, maximize the rational utilization of public housing
resources, effectively tackle abuse of PRH flats and ensure timely and
steady delivery of new PRH flats;

- urges the Government not to repeat its wavering housing policy by taking
away 24 sites reserved for PRH development for other uses during the
period from 2001 to 2013;

- notes that:

(a) the Secretary for Development has undertaken to ensure a steady
supply of land to meet the PRH production target at 200 000 flats for
the 10-year period from 2013-2014 to 2022-2023; and

(b) the Secretary for Transport and Housing has pledged to retain PRH
sites for PRH production;

- expects that the HA and the HD will continue to do their utmost to ensure

a steady supply of PRH flats so as to maintain the AWT for general
applicants of PRH at three years;

-39-



P.A.C. Report No. 62 — Chapter 1 of Part 4

Planning, construction and redevelopment of public rental housing flats

Planning for the provision of PRH flats

- notes that as stated in the 2014 Policy Address, the Government has
decided to accept the recommendation of the Long-term Housing
Strategy ("LTHS") Steering Committee to provide a total of 200 000 PRH
units in the coming 10-year period from 2013-2014 to 2022-2023, which
Is higher than the 10-year production target of 150 000 PRH units from
2003-2004 to 2012-2013;

- considers that despite a higher PRH production target, the HA should
maintain the AWT at about three years for general applicants on the WL;

Average Waiting Time

- expresses great dissatisfaction and finds it unacceptable that:

(a)

(b)

since 2012-2013 the HD had ceased to use a statistical model to
determine the quantum of PRH production required to maintain the
AWT at about three years for general applicants. This model has
been replaced by a new methodology adopted by the LTHS Steering
Committee for projecting the long-term demand for both private and
public housing, without reference to the AWT; and

although the AWT is an important benchmark for assessing the
timeliness in satisfying PRH demand, the AWT does not reflect the
average actual time for PRH applicants to be housed to the PRH.
The AWT for general applicants on the WL is defined by the HD as
the average of the waiting times between registration on the WL and
the first housing offer for all general applicants who were housed to
PRH in the past 12 months, excluding any frozen period in between;

- notes that:

(@)

(b)

the Secretary for Transport and Housing has pledged that the HD
will continue to strive at maintaining the AWT target at around three
years for general applicants, albeit the fluctuations in demand and
supply may lead to occasional departure from the target;

the HD has been working on the operational details of the annual
updating of the long-term housing demand forecast;
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()

(d)

the HD will keep in view the number of new general applications in a
year and the changes in the actual AWT. The HD will also maintain
the interchangeability of production between PRH and Home
Ownership Scheme ("HOS") flats so that the supply of PRH flats can
be adjusted wherever necessary and feasible; and

the HD had incorporated into the brochure on "Waiting List for
Public Rental Housing - Information for Applicants" and the
application form the definition and computation method of the AWT
for applicants, as well as publicizing the definition and computation
method of the AWT on the HA/HD's website to better inform the
PRH applicants;

Supply of land

- considers that:

(a)

(b)

the Development Bureau ("DevB") should actively explore ways to
ensure a steady supply of suitable land for public housing; and

the HA should liaise closely with the relevant bureaux/departments
("B/Ds") to secure sufficient land for the long-term sustainable
development of public housing;

- expresses grave dismay and alarm that:

(@)

(b)

(©)

whilst the Steering Committee on Land Supply ("SCLS"), chaired by
the Financial Secretary, provides the overall steer on land
supply-related matters, the task of driving and delivering individual
potential sites currently involves different parties and mechanisms
such as the Committee on Planning and Land Development, the
Committee on Housing Development and the Planning
Department-HD Liaison Meeting;

the Government had only identified sufficient sites to produce
179 000 PRH flats for the 10-year period from 2012-2013 to
2021-2022. As at January 2014, there was still a shortfall of land to
produce the remaining 21 000 PRH flats for meeting the new
production target;

the new production target of 200 000 PRH flats in the 10-year period
from 2013-2014 to 2022-2023 may be changed due to policy change
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and various considerations, as evidenced by the fact that the HA had
returned 24 PRH redevelopment sites to the Government for other
uses during the period from 2001 to 2013. In some cases, the sites
returned were eventually sold to developers or converted to other
uses. The development costs incurred by the HA were not borne by
the Government but had to be written off; and

(d) despite the Secretary for Transport and Housing's pledge that the
current-term Government would retain sites vacated by the
demolition of aged PRH estates for redevelopment and the
Secretary's power to retain such sites, the HA had returned three
PRH redevelopment sites in 2013,;

does not accept the explanation given by the Secretary for Transport and
Housing for the HA to return the three PRH redevelopment sites to the
Government in 2013 because such return was agreed to by the previous
Government in 2005;

notes that:

(@) as at January 2014, some 150 housing sites had been identified to
have potential for rezoning and could be made available in the
coming five years from 2014-2015 to 2018-2019 for providing over
210 000 housing units, with over 70% of them to be public housing;
and

(b) with the announcement of the new production target in the 2014
Policy Address, the SCLS would continue to coordinate the efforts
of various B/Ds to increase land supply for housing with a view to
meeting the target. With the involvement of relevant B/Ds, the
SCLS provides a forum for resolving inter-bureau and
inter-departmental issues affecting the availability of individual
housing sites, such as infrastructure provision, and has been
coordinating the overall land supply;

urges the SCLS to step up its efforts to coordinate the efforts of various
B/Ds in making available land for meeting the new PRH production
target;

reiterates the recommendations made in the Committee's Report No. 61

that to maximize the rational utilization of public housing resources, the
HA/HD should:
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(a)

(b)

(©)

(d)

(€)

expeditiously review the well-off tenants policies with a view to
enhancing recovery of PRH flats from well-off tenants for
reallocation to more needy families;

strengthen enforcement actions against the suspected abuse cases of
PRH resources;

step up its efforts to ensure better utilization of "unlettable” flats and
higher turnover of "under offer" flats;

exert greater efforts to ensure that the revised Prioritized
Under-occupation ("PUQ") threshold is strictly adhered to and the
Notice-to-quit is issued against those PUO households who refused
four housing offers without valid reasons; and

better monitor the conversion of Converted One Person and Housing
for Senior Citizens Type 1 units into PRH flats;

Financing the new production target

expresses grave concern that the HA may not have sufficient funds to

support its construction programmes for the coming 10 years;

notes that the HA will discuss with the Government on a feasible

long-term financial arrangements, after conducting an assessment on the
additional financial resources needed for the next 10 years taking account
of revenue increases and cost savings;

urges the HA to expeditiously come up with a timetable for working out

with the Government the financial arrangement for meeting the new PRH
production target and consult the relevant Panel of the Legislative
Council before implementation;

Management of PRH construction projects

(@)

eXPresses concern that:

in the four years from 2008-2009 to 2011-2012, the 10-year
production targets of the HA had remained unchanged at 150 000
PRH flats, despite the increasing projected 10-year demand for PRH
(from 151 900 to 186 100);
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(b)

(©)

(d)

there had been fluctuations in the PRH production from 2003-2004
to 2012-2013 due to policy change and various considerations;

the Tuen Mun Area 18 project was delayed because it took the HD a
long time to discuss and resolve the demand of the Tuen Mun
District Council on the provision of additional community facilities.
During the process of the development of PRH projects, it is not
unusual that the HD would encounter problems such as objections by
the local concerned groups or other stakeholders; and

in respect of the six PRH projects planned for completion in
2012-2013, all of them involved project delays of two to seven
months and budget revisions. Comparing with the original budgets,
variances of 27% to 37% were noted in three of these six projects
although their actual/estimated costs were within the approved
budgets;

notes that:

(a)

(b)

(©)

under the fast-track programme implemented in 2013, the HA has
streamlined the construction process to reduce the timeframe for
PRH construction from seven years to five years on "spade ready"
sites (i.e. sites which have been properly zoned, and which are flat,
resumed, cleared and formed with adequate provision of
infrastructure);

the HD would take measures to expedite the whole construction
process without compromising quality and site safety. These
include extending the adoption of precast elements to roof and
external works including precast parapet wall, water tank and
manhole, and conducting a series of upfront measures to avoid the
risk of project delays; and

the HD staff would actively liaise with all stakeholders to deal with
resistance or objections to PRH projects promptly, and to enhance
communications with the relevant B/Ds for necessary approval;

urges the HD to:

(@)

closely monitor the progress of PRH construction projects and
implement effective measures to ensure a steady supply of new PRH
flats;
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(b)

(©)

conduct consultation work with the local communities or other
stakeholders as early as practicable and enlist the support of the
relevant B/Ds in dealing with objections to the PRH projects where
appropriate; and

enhance its system of budgeting and monitoring of project costs with
a view to further improving the accuracy of budgeting for PRH
construction projects;

Redevelopment of PRH estates

Comprehensive Structural Investigation ("CSI") Programme

- notes that:

(@)

(b)

since September 2005 the HD has conducted a CSI Programme on
ageing estates which are about 40 years old or above and often
associate with soaring maintenance and repair costs. For PRH
blocks/estates which remain structurally safe, appropriate works
would be arranged so that no major structural repairs would be
necessary for at least another 15 years; and

of the 42 aged estates included in the current CSI Programme from
2005 to 2018, assessment on 16 estates had not been completed,;

- considers that for those PRH blocks/estates identified for redevelopment
in the next few years, the HD should carry out repair and maintenance
works to maintain them in satisfactory conditions until their clearance,
instead of maintenance works for at least another 15 years;

- expresses grave concern that the HD may not have sufficient resources to
cope with the increasing number of PRH blocks/estates requiring
inspection in the next CSI Programme beyond 2018;

- urgesthe HD to critically assess the resource requirements and plan ahead
for the implementation of the next CSI Programme which is expected to
start from 2018;
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Refined Policy on Redevelopment

- notes that:

(@)

(b)

under the Refined Policy on Redevelopment of aged PRH estates
implemented in November 2011, the build-back potential is one of
the factors to be considered for the redevelopment of PRH estates;
and

whilst redevelopment of old PRH estates may increase the supply of
PRH flats in the long term, it would in the short term reduce the
public housing stock and generate additional rehousing needs from
the affected tenants, resulting in an immediate adverse impact on the
AWT for PRH;

- eXPresses grave concern that:

(@)

(b)

up to December 2013, the HD had not completed detailed
assessment of the build-back potential of 22 aged estates with CSI
completed. These estates will continue to age and maintenance
costs are anticipated to rise. It is becoming imperative for the HD to
plan for the redevelopment of individual aged estates and make
better use of the valuable land resources in existing PRH sites; and

there was a lack of coordination within the HD to avoid wastage of
resources due to launching of redevelopment plan shortly after the
completion of improvement works in an estate (Case 7 in paragraph
4.22 of the Director of Audit's Report ("Audit Report") refers);

- urges the HD to:

(@)

(b)

expedite the detailed assessment of the build-back potential for all
aged PRH estates with CSI completed in order to facilitate the future
planning for redevelopment of PRH estates; and

take measures to enhance coordination within the HD in order to
avoid the possible wastage of resources due to launching of
redevelopment plan shortly after the completion of major
improvement works in aged estates;

- strongly urges the Planning Department and the HD to ensure that
relaxation in plot ratio and height restriction of individual PRH sites will
not compromise the surrounding living environment; and
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81.

Exploring future redevelopment potential

- considers that whilst there is a need to maintain sufficient vacant Interim
Housing ("IH™) units for accommodating persons affected by disasters
and emergencies, the HD should closely monitor the vacancy rates of IH
blocks and explore effective measures to make better use of the vacant
units.

Specific comments

The Committee:

Planning for the provision of PRH flats

Assessment of public housing supply and demand

- expresses great dissatisfaction and finds it unacceptable that:

(@)

(b)

prior to 2013, the HD had used a statistical model to determine the
guantum of PRH production required to maintain the AWT of
general PRH applicants at about three years. Since 2013, this
statistical model has not been used to assess the demand for PRH.
Instead, the overall demand for both private and public housing over
a 10-year period has been projected and a higher production target of
200 000 PRH units in the coming 10 years is set without reference to
the AWT; and

based on a PRH demand assessment in February 2012, the HD
projected that the AWT for general PRH applicants will reach three
years by 2014-2015 and further increase to well above three years;

- exXpresses concern that:

(@)

in the four years from 2008-2009 to 2011-2012, despite increasing
projected 10-year demand for PRH (from 151 900 to 186 100) based
on the long-term housing demand assessments endorsed by the
Committee on Housing Development, the 10-year PRH production
targets had remained unchanged at 150 000, resulting in projected
shortfalls in PRH production against demand forecasts; and
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(b)

with reference to the production target of 200 000 PRH flats for the
next 10 years (announced in the 2014 Policy Address), the HD's
2012-2013 PRH production forecast has still fallen short of the new
production target;

- notes that:

(@)

(b)

(©)

the HD has considered the PRH demand within the context of the
long-term housing demand assessment as adopted by the LTHS
Steering Committee and will continue to do so in its annual updating
of the demand assessment, taking into account the latest Government
policy changes and the prevailing economic circumstances;

the HD undertakes to closely monitor the number of applications on
the WL and maintain its objective to provide PRH for low-income
families who cannot afford private rental accommodation, with a
view to maintaining the AWT for general applicants on the WL at
around three years. The development plans for PRH can be
adjusted wherever feasible to maintain the target; and

the Director of Housing has agreed with the audit recommendations
in paragraphs 2.22 and 2.31 of the Audit Report;

Supply of land

- expresses grave dismay and alarm that:

(@)

(b)

the Government had only identified sufficient sites to produce
179 000 PRH flats for the 10-year period from 2012-2013 to
2021-2022. As at January 2014, there was still a shortfall of land to
produce the remaining 21 000 PRH flats for meeting the new
production target;

the shortage of land supply for public housing and the long time
taken for planning and land development process had posed
challenges to both the Government and the HA in meeting the PRH
production target in the past, and would pose greater challenges
ahead in striving to meet the even higher production target of
200 000 PRH flats in 10 years' time;

during the past 13 vyears, the HA had returned 24 PRH
redevelopment sites to the Government for other uses. These sites
were already formed and were thus available for immediate PRH
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(d)

(€)

construction. In exchange for some of these sites, the Government
provided replacement sites to the HA for PRH development.
However, such replacement sites were usually at the early planning
stage and might not be immediately available for PRH development;

returning ready PRH sites to the Government in exchange for sites
which take long time to develop will inevitably cause long delays in
the PRH supply. The Shui Chuen O Estate at Shatin Area 52
(Case 1 in paragraphs 2.61 and 2.62 of the Audit Report refers) was
delayed by 10 years for development into a PRH estate and the
Ex-Yuen Long Estate (Case 2 in paragraph 2.61 of the Audit Report
refers) will only be developed into a new PRH estate by 2015, 12
years after the old estate was demolished; and

In some cases, the sites returned to the Government were eventually
sold to developers or converted to other uses. The development
costs incurred by the HA had to be written off. The development
costs for such returned sites written off in 2011-2012 and 2012-2013
totalled $209 million. Another $99 million would be required to be
written off in coming years;

- notes that:

(@)

(b)

the HD will continue to liaise closely with the DevB/Planning
Department to secure sufficient number of suitable sites for public
housing development; and

the Director of Housing has agreed with the audit recommendations
in paragraphs 2.56 and 2.69 of the Audit Report;

Management of PRH construction projects

- EXPresses concern that:

(a)

(b)

for the PRH construction in Tuen Mun Area 18, it took the HD a long
time to discuss and resolve the demand of the Tuen Mun District
Council for more community facilities, and obtain the necessary
agreement/approval from the relevant B/Ds;

according to the 2012-2013 public housing construction programme,

six PRH projects were planned for completion in 2012-2013
involving the production of 13 114 flats. There had been project
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delays of two to seven months in these six projects. Such project
delays, not only affecting the timely delivery of PRH flats which
were in great demand, might also cause great inconvenience to the
incoming tenants and lengthen their actual waiting time for PRH;
and

(c) all six PRH projects completed in 2012-2013 had involved budget
revisions due to changes in construction cost yardsticks, award of
contracts, or contract price fluctuations, etc. Comparing with the
original budgets, variances of 27% to 37% were noted in three of
these six projects although their actual/estimated costs were within
the approved budgets;

- notes that:

(a) during the process of the development of PRH projects, it is not
unusual that the HD would encounter problems such as objections by
the public or local concerned groups, or construction delays caused
by reasons which are very often beyond the control of the HA or the
contractors;

(b) the HD undertakes to closely monitor the PRH construction projects
and take early remedial actions; and

(c) the Director of Housing has agreed with the audit recommendations
in paragraphs 3.14 and 3.22 of the Audit Report;

Redevelopment of PRH estates

CSI Programme
- expresses grave concern that:

(@) the HD currently conducts CSI on ageing estates which are about 40
years old or above and often associated with soaring maintenance
and repair costs, but such CSls are conducted for only three to four
estates per year. There are 42 estates, built in 1980 or earlier,
included in the CSI Programme covering 2005 to 2018 (26 estates
completed during the eight years from 2005 to 2013). More estates
would likely be included in the next CSI Programme beyond 2018.
Moreover, by that time, some of the retained estates of the current
CSI Programme would approach the end of the 15-year cycle and
thus would require another CSI; and
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(b)

the existing HD resources for conducting CSI may not be sufficient
to cope with the increasing number of PRH blocks requiring
inspection in future;

- notes that:

(@)

(b)

the HD undertakes to conduct an early review to assess the resource
requirements for the CSI and prepare an implementation plan ahead
of the next CSI Programme expected to start in 2018; and

the Director of Housing has agreed with the audit recommendation
in paragraph 4.12 of the Audit Report;

Refined Policy on Redevelopment

- expresses grave concern that:

(@)

(b)

(©)

(d)

under the Refined Policy on Redevelopment of aged PRH estates
implemented in November 2011, the build-back potential is one of
the factors to be considered for the redevelopment of PRH estates.
Up to December 2013, 22 estates with CSI completed had not been
assessed for their build-back potential. Pak Tin Estate was the only
estate with CSI completed and identified for redevelopment under
the Refined Policy;

new lifts at a cost of $32 million had been installed shortly before the
decision was made to launch the redevelopment of Pak Tin Estate,
and less than one year after the installation of the new lifts, 94% of
the tenants had moved out;

some PRH redevelopment sites had been cleared a number of years
ago, but were still left undeveloped. An obvious example is the
Phases 3, 6 and 7 of Shek Kip Mei Estate (Case 8 in paragraph 4.27
of the Audit Report refers); and

from past experience, while redevelopment of old PRH estates might
increase the supply of PRH flats in the long term, it would in the
short term reduce the public housing stock and generate additional
renhousing needs from those displaced tenants who would take
priority over those on the WL in the allocation of PRH flats. In
general, it would take a long time before the supply of new PRH flats
from the redevelopment can be realized,;
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- notes that:

(a) the HD has enhanced coordination within the department so that the
redevelopment programme of aged estates will be from time to time
made known to the parties handling various programmes of
maintenance and improvement works to the concerned estates to
enable better planning;

(b) under the Refined Policy on Redevelopment, the HD will launch the
redevelopment of aged PRH estates on a project-by-project basis.
The HD considers it prudent to contain the scale and pace of
redevelopment taking into account the availability of reception
resources, demand from the general applicants on the WL, and other
relevant factors;

(c) apart from making reference to the experience of the Comprehensive
Redevelopment Programme, the HD will also refer to recent
experience gained in the latest redevelopment projects such as Pak
Tin Estate as and when appropriate in terms of optimization of the
use of land and other resources; and

(d) the Director of Housing has agreed with the audit recommendations
in paragraphs 4.25 and 4.32 of the Audit Report;

Exploring future redevelopment potential

- expresses concern that as at January 2014, the HA had three IH estates,
namely Shek Lei (I1) IH, Long Bin IH (to be cleared in January 2016) and
Po Tin IH, which provided a total of 4 914 units, but had a vacancy rate of
60%, 40% and 8% respectively;

- notes that the HD will continue to closely monitor the demand and supply
of IH units and explore the feasibility of putting them into other beneficial
uses;

Way forward

- expresses grave concern that:
(@) there has been an increasing demand for PRH flats in recent years.

As at end-March 2014, the AWT for general PRH applicants was
3.0 years; and
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(b) there are challenges facing the HA and the Administration in
planning, construction and redevelopment of PRH estates for
meeting the new production target at 200 000 units and the
three-year AWT target; and

- notes that:

(@) the Government has accepted the LTHS Steering Committee's
recommendation to adopt a higher 10-year target of 470 000 units for
new public and private housing supply (with public housing
accounting for 60% of this target);

(b) the Government will take account of the LTHS consultation report
and other views collected during the consultation in formulating the
LTHS which is expected to be announced later in 2014; and

(c) the Secretary for Transport and Housing has agreed to take on board
the audit observations and recommendations in the Audit Report in
formulating the LTHS.

Follow-up action

82, The Committee wishes to be kept informed of the progress made in
implementing the various recommendations made by the Committee and the Audit
Commission.
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A. Introduction

The Audit Commission ("Audit") conducted a review of the overall
operation, management and effectiveness of the Mega Events Fund ("MEF").

Background

2. In May 2009, the Finance Committee ("FC") of the Legislative Council
("LegCo") approved a commitment of $100 million for setting up the MEF for three
years to provide financial support for local non-profit-making organizations to host
mega arts, cultural and sports events in Hong Kong ("original MEF").

3. In April 2012, the FC approved another commitment of $150 million to
support the MEF which would continue for another five years up to March 2017.
The MEF was at the same time modified into a two-tier MEF to enhance flexibility
and facilitate its effective operation ("modified MEF"). The modified MEF
covers:

- Tier 1 which is a new mechanism to attract new or established high
profile mega events to Hong Kong. These events may be owned or
operated by private event management companies or professional
organizations established outside Hong Kong; and

- Tier 2 which is essentially a revised version of the original MEF with
scope expanded to cover events with more entertainment elements™.

4, To be qualified for financial support from the MEF, an event (either Tier 1
or Tier 2) must meet the following four basic broad principles:

- the event should raise the profile of Hong Kong internationally, create a
branding impact, attract visitors to come to Hong Kong specifically for
the event and/or lengthen their stay in Hong Kong and generate media
coverage (both local and overseas);

1 Tier 2 improvements include expanding the MEF scope to cover entertainment events, removing the practice of
reducing the funding amount for repeated applications and allowing organizers to retain operating surplus for
organizing the same event in the following year.
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- the mega arts, cultural, sports or entertainment event should be of a
considerable scale, with at least 10 000 people involved (including
participants, spectators and reporters);

- the event should contain an international element and include
participants from the Mainland and overseas; and

- the event should allow participation by the local public.

5. When approving the MEF in May 2009, the FC set a funding condition
(which has continued to apply under the modified MEF) that the Government's
funding support for each event should not exceed 50% of the event's total cost. This
condition was set in order to give a clear signal to event organizers that it would be
their own responsibility to secure sufficient funding for the events and that they could
not rely solely on public funding. In other words, the Government would only
provide partial funding to the MEF events. Contributions may be made to the
events by the organizers, business sponsors or from event revenue (such as income
from tickets sold).

6. The MEF is administered by the Tourism Commission (“TC") of the
Commerce and Economic Development Bureau ("CEDB"), with the Permanent
Secretary for Commerce and Economic Development (Commerce, Industry and
Tourism) serving as the Controlling Officer of the Fund. A MEF Assessment
Committee was formed in June 2009 to advise the Government on the administration
of the MEF%.  Six TC staff, with other duties, formed the MEF Secretariat which
was set up to support the MEF Assessment Committee and the operation of the MEF.

7. For the operation of the MEF, the TC generally invites applications twice a
year through the mass media and its website. For each round of applications, the
MEF Secretariat conducts an initial screening of the applications and will consult
relevant Government bureaux/departments ("B/Ds") and the Hong Kong Tourism
Board ("HKTB") to assess the merits of the applications before making submissions
to the MEF Assessment Committee. In considering the applications®, the MEF
Assessment Committee takes into account the following assessment criteria:

2 Asat 12 June 2014, the MEF Assessment Committee is chaired by a non-official member and comprises seven
other non-official members from relevant fields and three official members. The terms of reference of the MEF
Assessment Committee under the original MEF and the modified two-tier MEF are in Appendices 13 and 14
respectively.

3 According to the TC, the assessment criteria for the Tier 1 scheme are being developed.
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- the economic benefits of the proposal, such as the number of visitors
and participants to be brought to the event, their likely length of stay,
jobs to be created, etc;

- public relations and other benefits of the proposal, such as the event's
ability to raise Hong Kong's international profile and the publicity value
that will be generated in local and non-local media;

- the scale of the event, particularly the number of participants;

- the applicant's technical and project management capability, background
and governance structure, track record, and whether the proposed
implementation plan of the proposed event is practicable and reasonable,
etc.; and

- financial viability of the project, whether the proposed budget is prudent
and realistic, with sufficient alternative sources of funding, and whether
the proposed performance indicators are reasonable.

In order to have a better understanding of selected applications, the MEF Assessment
Committee invites eligible applicants for a presentation before finalizing its view.
The MEF Assessment Committee will make recommendations on individual
applications to the Controlling Officer of the Fund who may, in his absolute
discretion, decide whether or not to approve an application; the appropriate amount
of MEF funding to be approved; and the appropriate terms and conditions that might
be applied to individual events. He may also decide to impose additional terms and
conditions in the agreement, including stipulate specific terms and conditions for the
use of the MEF funding.

8. A marking scheme detailing the above assessment criteria has been
developed (in Appendix 15). Applications that received an average overall score of
at least 60 (out of 100) and 60% of the maximum score for each of the five
assessment criteria would be eligible for being recommended for MEF funding
support. To enable the interested applicants to clearly understand their eligibility
and the assessment criteria, a detailed MEF Guide to Application and the marking
scheme were available at the dedicated MEF website.

Q. The application form for MEF funding and the Guide to Application is in
Appendix 16, and the standard MEF funding agreement (English version only) is in
Appendix 17.
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10. Since its inception and up to February 2014, the MEF had supported the
hosting of 24 events, involving approved MEF funding of $97 million ($51 million
under the original MEF and $46 million under the modified MEF). Of the
23 events already held, 22 had been completed by mid-February 2014, i.e. organizers
had already submitted their post-event evaluation reports and audited accounts for the
events as required by the MEF. Amongst the 22 completed MEF events as of
February 2014, nine (41%) events had been subject to financial sanctions imposed by
the TC, with funding reductions ranging from $0.1 million to $1.1 million. Two
event organizers were disallowed to apply for MEF funds in future. Financial
sanctions had been imposed due to the organizers' non-compliance with the terms
and conditions of the funding agreements and/or their less than satisfactory
performance.

The Committee's Report

11. The Committee's Report sets out the evidence gathered from witnesses.
The Report is divided into the following parts:

- Introduction (Part A) (paragraphs 1 to 13);

- Achievement of the MEF objectives (Part B) (paragraphs 14 to 39);

- Assessment of applications (Part C) (paragraphs 40 to 63);

- Monitoring and evaluation of events (Part D) (paragraphs 64 to 104);
- Way forward (Part E) (paragraphs 105 to 112); and

- Conclusions and recommendations (Part F) (paragraphs 113 to 115).

Public hearings

12. The Committee held five public hearings on 12 and 17 May and 7, 9 and
17 June 2014 to receive evidence from witnesses. Mr Andrew WONG Ho-yuen,
Permanent Secretary for Commerce and Economic Development (Commerce,
Industry and Tourism), made a statement at the beginning of the first public
hearing held on 12 May 2014. The full text of his statement is in Appendix 18.
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Disclosure
13. At the beginning of each of the five public hearings,

- Hon Abraham SHEK disclosed that he and Hon Jeffrey LAM
Kin-fung, Chairman of the Mega Events Fund Assessment Committee
("MEF Assessment Committee™), were both members of the Business
and Professionals Alliance for Hong Kong. Mr SHEK also disclosed
that he had donated money to either Event C1, C2, C3 or C4 referred to
in the Director of Audit's Report ("Audit Report");

- Hon Paul TSE disclosed that he and Hon CHAN Kam-lam, Convenor
of the organizer of Events C1, C2, C3 and C4, were both candidates
contesting for a Kowloon East geographical constituency seat in the
2012 LegCo election. Mr TSE also disclosed that being a LegCo
Member returned from the tourism functional constituency, he might
have attended some MEF events during the period from 2008 to 2012;

- Hon Alan LEONG disclosed that he and Hon CHAN Kam-lam,
Convenor of the organizer of Events C1, C2, C3 and C4, were both
candidates contesting for a Kowloon East geographical constituency seat
in the 2004, 2008 and 2012 LegCo elections; and

- Hon CHAN Hak-kan disclosed that he and Hon CHAN Kam-lam,
Convenor of the organizer of Events C1, C2, C3 and C4, were both
members of the Democratic Alliance for the Betterment and Progress of
Hong Kong. Mr CHAN also disclosed that he had attended the Hong
Kong Well-wishing Festival 2013 and the Manchester United Asia Tour
2013 (Hong Kong Leg) funded by the MEF.

B. Achievement of the MEF objectives

Review of the funding procedures of the MEF by the Independent Commission
Against Corruption ("ICAC")

14, According to paragraph 1.10 of the Audit Report, since the inception of the
MEF, the ICAC had been providing advice to the TC on the funding procedures of
the Fund. In view of the risk of abuse, the ICAC conducted a follow-up study in
2010 to review the adequacy of the safeguards in the TC's procedures. In its
Assignment Report of September 2010, the ICAC made recommendations to further
enhance the application procedures to prevent corruption arising from the MEF
scheme.
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15. According to paragraph 1.11 of the Audit Report, after presenting the
Assignment Report to its Corruption Prevention Advisory Committee ("CPAC"), the
ICAC further recommended that the TC should issue more stringent guidelines for its
staff in evaluating events that involved substantial grants and carried a commercial
name. Furthermore, the ICAC raised its concern with the need for continuing the
MEF which was set up at a time of financial difficulties and, in view of the changed
economic situation, suggested that the TC should consider returning the unused funds
(i.e. the balance of the time-limited MEF of $100 million) to the Government. As it
transpired, the MEF had continued to operate and in April 2012, the CEDB/TC
introduced a modified two-tier MEF which comprised a new category called Tier 1
with Tier 2 which is essentially a revised version of the original scheme operated by
the MEF.

16. Noting that the CEDB did not mention the ICAC review, including the
doubts of the ICAC about the need for continuing the MEF, in its funding proposal to
the FC on 27 April 2012 for the setting up of the modified MEF, the Committee
enquired about the reasons for such non-disclosure and whether this was deliberate.

17. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) explained that:

- the Assignment Report of September 2010 on the administration of the
MEF did not contain any recommendation on whether the MEF should
be continued. When the Corruption Prevention Department ("CPD")
of the ICAC sent the Assignment Report to the TC in November 2010, it
mentioned in the covering letter that members of the CPAC also doubted
the need for continuing the MEF which was set up at the time of
financial difficulties and, in view of the changed economic situation,
suggested that the TC should consider returning the unused funds to the
Government. The TC informed the CPD that the Government would
examine the way forward to the MEF in 2011, and had indeed taken the
said view into account when reviewing the way forward for the MEF in
2011. The conclusion of the review was that Hong Kong's economic
situation had indeed changed, but Hong Kong was facing fierce
competition from neighboring cities in seeking to host mega events. In
view of this, the TC considered that the operation of the MEF should be
extended, but that the scheme should be revised. The conclusion of the
review was explained in the CEDB's submission to the FC on 27 April
2012;
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there was no question of the CEDB deliberately not informing the FC of
the concerns raised by CPAC members about the need of continuing the
MEF. The CEDB/TC's view then was that the Assignment Report
focused on the prevention of corruption through more corruption
prevention measures to the MEF. The recommendations had been put
into practice.  The suggestion made by CPAC members for the TC to
consider returning the unused funds to the Government contained in the
CPD's letter was more a policy question and not related to corruption
prevention. As the TC had returned the balance of the time-limited
MEF to the public coffer in accordance with the established practice of
other time-limited Government funds, the CEDB therefore did not flag
up the CPD's report nor the contents of the CPD's letter in the
submission to the FC; and

as Hong Kong was faced increasingly with challenges caused by zealous
effort of competitor cities such as Singapore, Seoul, Macau and
Shanghai in attracting mega events and entertainment projects through
providing financial and other incentives, the Government had therefore
decided to revamp the MEF by introducing a new Tier 1 system that
aimed at attracting new or renowned international mega events to Hong
Kong, and revising the previous system to form a more flexible Tier 2
system with a view to supporting local non-profit-making bodies to hold
events that had the potential of developing into mega events, especially
those that could showcase Chinese or local cultural features.

18. Miss Rosanna LAW, Deputy Commissioner for Tourism, supplemented

that:

in the update on the progress of the MEF for the meeting of the LegCo
Panel on Economic Development held on 22 November 2010, the
CEDB/TC had mentioned in paragraph 7 of the relevant paper that the
ICAC, amongst others, had been consulted on the modus operandi of the
MEF. In accordance with the ICAC's advice, a set of probity
guidelines for members of the MEF Assessment Committee, which
covered acceptance of advantage and entertainment, declaration of
conflict of interest, handling of confidential and privileged information
and misuse of one's official capacity was developed. Members of the
MEF Assessment Committee were also required to declare their
interests, including employment in public and other services, and such
information was open for public inspection upon request; and
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- as the LegCo Panel on Economic Development had been informed of
the ICAC review and the TC had accepted and implemented all of the
ICAC recommendations since December 2010, the CEDB/TC's view
then was that there was no need to include the ICAC review in the
CEDB's submission to the FC in 2012.

19. The Committee queried whether the reason for CPAC members to suggest
that the MEF should be discontinued was that there was a high risk of abuse of the
Fund.

20. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) responded that:

- the CPD did not mention in its Assignment Report of September 2010
on the administration of the MEF that there were serious flaws in the
control and monitoring mechanism of the Fund. Rather, the CPD's
study recommended a series of measures that should be taken to make
the existing mechanism more stringent from the corruption prevention
angle. The recommendations had been put into practice; and

- the concern raised by some CPAC members about the need to continue
the MEF in view of the improved economic situation was more a policy
question and not related to corruption prevention. Nevertheless, the
CEDB and the TC had taken into account the concern of these CPAC
members in their overall review of the MEF in 2011, as evidenced in the
TC's reply to the CPD dated 1 February 2011 enclosing a summary of
implementation status of the CPD's recommendations in which it was
stated that the Administration would examine the way forward of the
MEF in mid 2011 (in Appendix 19).

21. At the request of the Committee, Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism) provided the
CPD's Assignment Report of September 2010 on the administration of the MEF and
the CPD's covering letter dated 15 November 2010 sent to the TC (in Appendix 20).
The Report had set out a series of recommendations on further enhancing the
approval procedures and the monitoring system of the MEF. These include:
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- including the applicants' background and governance structure, track
records, and human, financial and technical resources in the marking
scheme to ensure that the successful applicants are capable of operating
the events to the Government's satisfaction;

- verifying the values of sponsorships in kind included in the proposed
budgets against the market prices of the sponsored items as appropriate;

- providing a copy of the Best Practice Checklists on procurement and
staff recruitment issued by CPD to the grantees and advising them to
seek CPD's assistance in adopting the best practices;

- requiring the grantees to establish a two-tier approval system for the
hiring of key personnel or award of major procurement contracts to
enhance checks and balances;

- issuing guidelines on the disposal of the equipment acquired with the
MEF funds, requiring the grantees either to sell the equipment and
return the proceeds to the Government or, if the grantees are allowed to
keep the equipment, to properly record it for audit checks;

- designing a standard monitoring report form for recording the
observations made in site visits by the TC's staff and the members of the
MEF Assessment Committee;

- requiring the staff concerned to randomly verify the number of staff
employed by the grantees when making site visits, and the number and
price of the equipment purchased; and

- issuing guidelines on different levels of enforcement action for
non-compliance with the funding conditions, taking into account the
nature of the breaches.

22, Noting from the CPD's covering letter to the TC in November 2010 that the
concern about the need to continue the MEF, in view of the improved economic
situation, was raised by CPAC members instead of by the ICAC as mentioned in
paragraph 1.11 of the Audit Report, the Committee sought clarification on why Audit
changed the concern raised from CPAC members to the ICAC.
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23. Mrs Josephine NG LEUNG Wai-fun, Deputy Director of Audit,
responded that:

it was the standard practice of Audit to provide the draft Audit Report to
witnesses for comments so that their comments could be incorporated
into the Audit Report before publication. As the ICAC was mentioned
in certain paragraphs of the draft Audit Report, the draft Audit Report
was also provided to the ICAC for comments;

in paragraph 1.11 of the draft Audit Report, Audit had followed the
wordings in the CPD's covering letter to the TC in November 2010 in
that the concern about the need of continuing the MEF were raised by
CPAC members; and

changes were subsequently made to paragraph 1.11 of the draft Audit
Report, after considering the suggested changes to the paragraph from
the ICAC. The reasons given by the ICAC for the changes were that it
was not the usual practice of the ICAC to quote whether and which
individual recommendations of its assignment reports were made by
CPAC members when making the issue known publicly. As the advice
from the CPAC on the draft report was an integral process of completing
and endorsing the assignment studies, the ICAC considered it
unnecessary to differentiate the recommendations made by the CPAC
members from other recommendations in the assignment report.

24, Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) said that Audit did not provide the revised
paragraph 1.11 of the draft Audit Report to the CEDB and the TC for comments. If
this had been done, the CEDB and the TC would not have agreed to the changes as
now presented in paragraph 1.11 of the published Audit Report.

25. At the request of the Committee,

Mr Simon PEH Yun-lu, Commissioner, ICAC, provided a response
on the reasons for the ICAC's suggested changes to paragraph 1.11 of
the draft Audit Report (in Appendix 21); and

Mr TSE Man-shing, Director of Corruption Prevention, ICAC,
provided a response on the reason for members of the CPAC to raise the
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concern about the need to continue the MEF and the number of CPAC
members who had raised such concern (in Appendix 22).

26. The Committee pointed out that one of the terms of reference of the MEF
Assessment Committee was to advise on any matters related to the MEF as referred
by the Secretary for Commerce and Economic Development or the Permanent
Secretary for Commerce and Economic Development (Commerce, Industry and

Tourism).

On the question as to whether the MEF Assessment Committee had been

informed of the concern raised by some CPAC members about the need of
continuing the MEF in view of the improved economic situation, Deputy
Commissioner for Tourism replied as follows:

during the course of the study by the CPD on the administration of the
MEF, the TC had informed the MEF Assessment Committee of the
progress of the study via email;

the TC did not provide to the MEF Assessment Committee the CPD's
covering letter dated 15 November 2010 sent to the TC and the
Assignment Report of September 2010 on the administration of the
MEF because the Assignment Report was focused on the prevention of
corruption through introducing more corruption prevention measures to
the MEF. The suggestion by members of the CPAC for the TC to
consider returning the unused funds to the Government contained in the
covering letter was more a policy matter and not related to corruption
prevention;

although the TC did not provide the MEF Assessment Committee with
the CPD's covering letter dated 15 November 2010 enclosing the
Assignment Report of September 2010 on the administration of the
MEF, the full set of CPD's recommendations was reported to the
MEF Assessment Committee through an MEF Assessment Committee
paper for discussion at its meeting on 2 December 2010. At the
meeting, the MEF Assessment Committee was further invited to endorse
a series of proposed measures that aimed to take forward the CPD's
recommendations; and

prior to seeking approval from the FC on 27 April 2012 for funding
commitment of $150 million for extending the operation of the MEF
under a modified two-tier system, the CEDB and the TC had consulted
the MEF Assessment Committee on the way forward of the MEF at two
meetings on 2 August 2011 and 14 February 2012. At the meeting on
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2 August 2011, the MEF Assessment Committee was also updated on
the implementation status of the ICAC's recommendations on the
administration of the MEF through an MEF Assessment Committee
paper (in Appendix 23). The views of members of the CPAC,
including that on returning the unused MEF upon the lapse of the
funding  scheme, were included in the summary of
recommendations/views attached to the MEF Assessment Committee

paper.

High percentage of rejected applications and frequent cases of MEF events subject
to financial sanctions

217, As revealed in paragraph 2.8 of the Audit Report, the number of rejected
applications remained high at 69%. This indicates that many of the applicants still
did not understand the MEF basic broad principles and/or many of the proposed
events could not reach the standard required by the MEF Assessment Committee and
the TC. The Committee enquired about the measures which would be taken to
address the high percentage of rejected applications, and if so, what they were.

28. Deputy Commissioner for Tourism responded that:

- in the past, the TC had, upon request, informed unsuccessful applicants
of the main reason(s) for their failure in applying for MEF grants, e.g.
which criterion/criteria they had failed to meet; and

- the TC would, starting from the next round of Tier 2 applications, state
in the regret letter for every unsuccessful application the main reasons
for the failure.

29. According to paragraph 2.10 of the Audit Report, even with the small
number of 24 applications approved and with 22 events completed by February 2014,
nine events had been subject to financial sanctions imposed by the TC. At the
request of the Committee, Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) provided, after the public
hearing on 17 May 2014, the guidelines on level of sanction to be imposed by the TC
on MEF grantees (in Appendix 24). The relevant guidelines have been in force
since December 2010.
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Reported achievements not always verified

30. According to paragraph 2.15 of the Audit Report, in April 2012, when
seeking approval for funding commitment for the modified MEF, the CEDB
informed the FC that the 16 MEF events approved as of March 2012 had created a
total of about 10 000 jobs and had attracted a total of over 900 000 participants
(including more than 170 000 non-local visitors).

31. Although the 16 events were reported to have created a total of about
10 000 jobs during the events periods, it is revealed in paragraph 2.17 of the Audit
Report that although the MEF Secretariat staff conducted headcounts on the number
of the organizers' staff present during on-site inspections, they did not randomly
verify the number of paid staff employed for the events, nor did they carry out
subsequent checks of the organizers' recruitment and payroll records. As a result,
there could be a risk of over-reporting in the number of paid jobs created. An
example of one event with inadequacies in the Secretariat's on-site inspection in
monitoring the number of paid jobs created is shown as follows:

- Event C4* was a one-day event (involving MEF approved funding of
$1.5 million) held in a popular tourist shopping district in early 2014.
In the funding agreement, the organizer undertook to create a minimum
of 3 100 paid jobs for the people of Hong Kong, including 3 000
performers of specified types; and

- on the event day, three MEF Secretariat staff conducted an on-site
inspection, accompanied by two Audit staff ( attending the event as
observers). Specifically, Audit noted the following:

(a) the event was, prima facie, smoothly run and had been able to
create a festive atmosphere;

(b) during the event, MEF Secretariat staff conducted a headcount of
the number of the organizer's staff present at the time of their
inspection along the parade route, and reported that about 2 650
performers and supporting staff participated in the event. The
number however could cover both "paid" and "non-paid"
performers/staff because the MEF Secretariat staff had not made

4 Event C4 was a repeated event and similar events (namely Events C1, C2 and C3) had been held by the organizer
from 2011 to 2013.
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any attempt to verify the attendance records of the paid
performers/staff; and

(c) nonetheless, many performers involved in specified shows on the
event day were not professional ones, with many young children
accompanied by parents/teachers and with some elderly people.

32. Responding to the Committee's enquiry about whether the MEF Secretariat
would conduct random verification on the number of employed staff for an MEF
event by the grantee, Deputy Commissioner for Tourism advised that the TC
would develop a robust mechanism to validate whether the deliverables and targets
of the MEF events (e.g. the target number of paid jobs created) had been achieved.
Details of the proposed enhancement measures included the following:

- conducting random checks on the deliverables and targets (e.g. number
of paid jobs created) as reported by the organizers in their post-event
evaluation reports. Resources permitting, random checks against the
employment contract, payroll records, bank statement or other evidence
as appropriate would also be conducted;

- conducting random verification on the staff employed for the events
against the attendance records on the spot during the MEF Secretariat's
on-site inspection;

- requesting the organizers to specify clearly the number of
local/non-local participants, visitors, employees and reporters
respectively without overlapping and identify ways for random checking;
and

- improving the documentation of the checking and/or clarifications made
with the organizers as appropriate, and continuing to endeavour to check
the validity of the events' recruitment as far as practicable.

33. On the numbers of participants in the MEF events, the Committee noted
from paragraph 2.22 of the Audit Report that the organizers were not required to
inform or agree with the MEF Secretariat beforehand the counting methods adopted
and the Secretariat seldom verified or raised queries on the counting methods or the
results the organizers reported in their post-event evaluation reports. The number of
non-local visitors was usually projected by the organizers based on the percentage of
non-local visitors interviewed in their feedback surveys conducted.
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34. Responding to the Committee's enquiry about the steps that had been/would
be taken by the MEF Secretariat to verify the number of participants in the MEF
events, Deputy Commissioner for Tourism advised as follows:

under the four prevailing broad principles for considering MEF
applications, an event should be of a considerable scale with at least
10 000 people involved (including participants, spectators and
reporters). An applicant for the MEF should state in its application
form the estimated number of people to be involved in the event. The
funding agreement signed between the Government and the successful
applicant (i.e. the event organizer) would stipulate the pre-determined
deliverables and targets that the event organizer should achieve,
including the number of people to be involved in the event. On the
event day/during the event period, members of the MEF Secretariat
would conduct on-site observation of the event's implementation,
including its attendance;

upon the completion of an event, the event organizer was required to
submit to the Secretariat of the MEF Assessment Committee an
evaluation report detailing the event result. The evaluation report
should set out, inter alia, the number of people involved in the event.
The event organizer must also submit the audited accounts of the event
certified by an independent registered Certified Public Accountant
("CPA™) who should provide his opinion on whether the organizer had
complied with all terms and conditions of the funding agreement
concerned and whether any non-compliance by the organizer of any
terms and conditions of the funding agreement was found;

when scrutinizing the post-event evaluation report, the Secretariat of the
MEF Assessment Committee would verify the number of people
involved in the event (including participants, spectators and reporters) as
stated in the report by cross-checking the Secretariat's on-site
observation. The MEF Secretariat would also make reference to the
evidence provided by the event organizer. For events held in a
self-contained venue, such evidence would include the clicking record at
the entrance(s) of the event venue, report on the admission tickets
sold/issued, or stubs of admission tickets. For events held in an open
area with free-flow of pedestrians, the Secretariat of the MEF
Assessment Committee would examine the survey report produced by
the event organizer, media clippings reporting the attendance of the
event, photos showing the event crowds, or where available the
pedestrian-flow figures released by the Hong Kong Police Force; and
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- the TC would consider requesting the organizers to develop more
scientific methods in counting participants such as by commissioning
tertiary institutions or professional entities to conduct the survey, etc.;
indicating their counting method in the application form; and assisting
the TC in counting the staff employed for the event during the MEF
Secretariat's on-site inspection as far as practicable.

35. At the request of the Committee, Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism) provided, after
the public hearing on 17 May 2014, information on the MEF-supported events
subject to financial sanctions due to failure to achieve target of number of people
involved in the event (in Appendix 25).

Developing special tourist packages

36. According to paragraph 2.26 of the Audit Report, although the MEF
funding agreements had generally laid down the requirement for the organizers to
develop special tourist packages to attract visitors to the events, no measurable target
was set in the funding agreements on the number of special tourist packages to be
developed. Audit reported in paragraph 2.27 of its Report that for nine of the 18
events with the requirement of developing special tourist packages included in the
funding agreements, the organizers reported in their post-event evaluation reports
that no such packages could be developed.  Given that the MEF aimed at attracting
visitors to come to Hong Kong specifically for the events, the Committee enquired
about the reason for not setting a measurable target in the MEF funding agreements
on the number of special tourist packages to be developed.

37. Deputy Commissioner for Tourism responded that:

- the reason for not setting a measurable target in the MEF funding
agreement on the number of special tourist packages to be developed
was because there were practicable reasons which could render it not
possible for the organizer to come up with such tours, such as lack of
capability and experience of the organizer to develop such packages and
not enough time to develop or sell such packages;

- the fact that no special tourist packages were developed for some events

as stipulated in the funding agreements did not necessarily mean that the
number of non-local visitors attending the events was less than the target
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numbers, as evidenced by the on-site inspections conducted by the MEF
Secretariat and other means such as the survey report produced by the
event organizer, media clippings reporting the attendance of the event,
photos showing the event crowds, or where available the
pedestrian-flow figures released by the Hong Kong Police Force; and

the TC, would consider, taking into account the circumstances of
individual events, setting a reasonable target in the MEF funding
agreements on the number of special tourist packages to be developed.

38. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) supplemented that:

although no measurable target was set on the number of special tourist
packages to be developed by the organizer, the organizer should provide
reason in the post-event evaluation reports on why no such packages
could be developed; and

there was no question of the MEF Assessment Committee not following
the guidelines and criteria in evaluating the performance of the grantee
in organizing the event. Although the grantees were required to
comply with all the terms and conditions in the funding agreements, it
was not realistic to expect the grantees, which were local
non-profit-making organizations, to do so as many of them lacked the
capability and experience to host large scale events. The MEF
Assessment Committee would take into account the nature, seriousness
and circumstances of the non-compliance and the overall outcome of the
event before making recommendation on the level of sanction to be
imposed. As mentioned in paragraph 2.10 of the Audit Report, two
event organizers were disallowed to apply for MEF funds in future for
failing to comply with the terms and conditions of the funding
agreements and/or their less than satisfactory performance.

Some MEF events also funded by other Government funding sources/schemes

39. Responding to the Committee's enquiry as to why a few MEF events were
also financially supported by other Government funding sources/schemes (paragraph
2.37 of the Audit Report refers), Deputy Commissioner for Tourism advised that:

an event for which public funding would normally be earmarked under
other Government funding sources/schemes would not be considered for
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MEF funding unless full justification was given to the satisfaction of the
MEF Assessment Committee and the Controlling Officer of the MEF
that the additional funds sought would be deployed strictly to organize
additional activities to significantly enlarge the scale of the event or
significantly raise its international profile;

- to prevent duplication of public funding for MEF-supported events,
applicants were required to mention in their application forms if they
would receive funding from other Government sources/schemes to cover
certain expenditures of the proposed events. Moreover, representatives
from the Home Affairs Bureau ("HAB") responsible for the policies on
sports, culture and arts also sat on the MEF Assessment Committee; and

- the Government's total contributions, including MEF funding, to an
MEF-supported event would not exceed 50% of the total cost of the
event.

C. Assessment of applications

Governance of the MEF Assessment Committee

Members' attendance

40. According to paragraph 3.5(a) of the Audit Report, up to January 2014, the
MEF Assessment Committee had held 14 meetings. Amongst the six non-official
members (not including the Chairman), the attendance of two was particularly low,
with one absent continuously for six meetings and another absent for four of the
seven meetings since November 2011. The two members' attendance in all 14
meetings was 50% and 57% respectively. The Committee considered that given
that members in the MEF Assessment Committee represented different sectors, their
low attendance might have deprived them of taking an active part in assessing the
applications and the Government could not always obtain their expert advice in the
assessment and selection of events.

41. Hon Jeffrey LAM Kin-fung, Chairman of the MEF Assessment
Committee, responded that the quorum of the MEF Assessment Committee meeting
was 50% of the membership of the Assessment Committee. To his knowledge, no
meeting of the MEF Assessment Committee had been cancelled due to lack of a
quorum.
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42. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) supplemented that:

although some of the non-official members of the MEF Assessment
Committee needed to travel extensively due to business needs and might
not be available for meetings as often as desirable, those members who
could not attend the meetings had often provided pertinent advice on the
basis of their vast experience in relevant sectors, in writing prior to the
meetings to facilitate the MEF Assessment Committee's discussion; and

to improve the attendance rate of the MEF Assessment Committee, the
MEF Secretariat would try to schedule a meeting which most members
could attend, take the lead to ask those members who would not be
available for a meeting to provide written advice prior to the meeting,
and arrange telephone or video conference where appropriate.

Conflict of interest

43. On how the MEF Assessment Committee managed conflict of interest in
assessing applications, Deputy Commissioner for Tourism advised that:

in accordance with the MEF Assessment Committee meeting
arrangements, should a member (including the Chairman) had any direct
or potential personal or pecuniary interest in any matter under
consideration by the MEF Assessment Committee, the member
(including the Chairman) must, as soon as practicable after he became
aware of it, disclose the details of such conflict prior to the discussion of
the item. The Chairman of the MEF Assessment Committee should
decide whether the member of the MEF Assessment Committee who
made the declaration of interests should refrain from taking part in the
discussion or deliberation of the relevant application and should
withdraw from the meeting. The MEF Assessment Committee should
decide on the case if the declaration was made by the Chairman of the
MEF Assessment Committee; and

there had so far been a total of 12 occasions whereby members
(including the Chairman) of the MEF Assessment Committee had made
declaration of interests in respect of individual applications put to the
MEF Assessment Committee for consideration. On these occasions,
all of the concerned members (including the Chairman) of the MEF
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Assessment Committee were allowed to stay at the meetings concerned,
albeit they were not allowed to give scores to the applications.

Assessment of applications

44, Chairman of the MEF Assessment Committee advised that:

in deciding whether or not to support an application for MEF funding,
major considerations had always been given to whether the proposed
events could raise the profile of Hong Kong internationally, attract
visitors to come to Hong Kong specifically for the events, generate
media coverage both locally and overseas and develop Hong Kong's
ability in hosting large scale iconic events; and

the MEF Assessment Committee assessed each application individually,
having regard to the four broad basic principles set out in paragraph 4
above and the five assessment criteria set out in paragraph 7 above.

45, On the steps that had been taken by the MEF Assessment Committee to
assess that the deliverables and target proposed in the applications for MEF funding
were reasonable, Deputy Commissioner for Tourism advised as follows:

under paragraph 5.1.4 of the MEF Guide to Application referred to in
paragraph 9 above, an applicant for the MEF was required to state, inter
alia, the event's deliverables, targets and methods for measuring
performance in the application form, and to provide necessary document
proof for the MEF Assessment Committee's consideration. Apart from
checking whether an application could fulfil the four broad basic
principles, the MEF Assessment Committee would also conduct a
preliminary assessment on the reasonableness of the application's
proposed deliverables and targets, including the estimated number of
participants/spectators (e.g. whether the proposed venue could
reasonably accommodate the expected number of
participants/spectators); the estimated number of visitors (e.g. whether
the suggested proportion of visitors out of the total number of attendees
seemed reasonable); and the estimated number of jobs to be created by
the event (e.g. whether the proposed number of jobs and their respective
duration were reasonable given the event's proposed scale); and
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in addition, the MEF Secretariat would pass the application to relevant
B/Ds and the HKTB for their views on the targets and deliverables
proposed by the applicant. Should the need so arise, the MEF
Secretariat would also seek further clarification and/or supplementary
information from the applicant. The MEF Secretariat would present
their assessment and the views collected for the MEF Assessment
Committee's consideration. The applicant would also be invited to
present the proposed event before the MEF Assessment Committee, and
members of the MEF Assessment Committee could raise questions on
all aspects of the application, including the event's proposed deliverables
and targets, during the presentation.

46. On how much weight did the MEF Assessment Committee give to the
proposed number of paid jobs that could be created by an event in assessing an
application for MEF funding, Deputy Commissioner for Tourism advised as

follows:

the number of jobs to be created by an MEF event was only one of the
four considerations to assess the economic benefits of hosting the event,
and economic benefits comprised 30% of the overall maximum mark of
an application. The other considerations to assess the economic
benefits of hosting the event were the event's ability to attract visitors
and participants from Mainland and overseas, and to attract their length
of stay in Hong Kong; the economic impact on related trades and
services, such as hotel, airline, food and beverage and retail; and
whether other local bodies, chambers or businesses could leverage on
the event to create business opportunities, conventions, exhibitions or
other related events;

comparing to 2009 when Hong Kong's economy was hard hit by the
global financial tsunami and the swine flu epidemic, less emphasis had
been placed by the MEF Assessment Committee on the ability of an
MEF event to create jobs as Hong Kong gradually recovered from the
economic downturn in 2011; and

job creation was never the major consideration in assessing applications
for MEF funding, having regard to the fact that most of the jobs created
were extremely short term and temporary in nature, with many lasting
for one to a few days only.
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47. Mr Philip YUNG Wai-hung, Commissioner for Tourism, supplemented
that although providing job opportunities was one of the justifications for setting up
the MEF mentioned in all of the CEDB/TC's papers on the MEF for the meetings of
the LegCo Panel on Economic Development and in the CEDB's funding proposals to
the FC for setting up the MEF, the CEDB and the TC had stressed at the relevant
meetings of the LegCo Panel on Economic Development and of the FC that the main
reasons for setting up the MEF were to enhance Hong Kong's position as a popular
traveller destination and events capital in Asia.

48. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) pointed out that the MEF Assessment
Committee, the MEF Secretariat and himself as Controlling Officer of the MEF
would consider a basket of factors before deciding whether, and if so, the level of
sanction that should be imposed on the grantee for non-compliance with the terms
and conditions of the funding agreement. Generally speaking, no sanction would be
imposed on the grantee if the MEF event achieved the major objective of the MEF to
raise Hong Kong's international profile and the failure, if any, to achieve a certain
key performance indicator ("KPI") or some KPIs was not serious.

49, Responding to the Committee's enquiry about whether the CEDB/TC
would consider removing the number of paid jobs to be created by an MEF event in
assessing applications for MEF funding in view of the improved financial situation of
Hong Kong, Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) said that the MEF Assessment Committee, the
MEF Secretariat and himself as Controlling Officer of the MEF would, in their
impending review of the operation of the MEF, take into account the
views/recommendations of the Committee as well as Audit before deciding on the
way forward.

Comments/reservations made by relevant B/Ds not always followed up

50. As revealed in paragraph 3.13 of the Audit Report, the MEF Secretariat did
not follow comments/reservations made by the relevant B/Ds in assessing application
for one case, i.e. Event G. Details are as follows:

- the MEF Secretariat did not adequately follow up the comments made
by (i) the HAB, the Leisure and Cultural Services Department ("LCSD")
and the TC that Event G was just merging and bundling together four
local re-run productions which had been staged many times in the past,
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including 11 shows of one performance (Performance A) which had
been staged in the LCSD venue one month before the organizers
submitted their application; and (ii) also the comments made by the
HAB/LCSD that the budgeted marketing expenses of $2.5 million for
Event G appeared high;

in the application submitted on 30 July 2009, 10 shows of Performance
A were included in Event G. It however transpired that in approving a
$2.5 million MEF funding to the organizers of Event G for promoting
the event, which comprised a total of 45 shows of four local production
performances over a period of three weeks in March and April 2010,
both locally and overseas, the MEF Secretariat did not set any
provisions in the funding agreement to govern the re-performance of the
four MEF performances on dates in close proximity to the MEF event
period, which might affect the attractiveness and attendance of the MEF
shows. The MEF funding agreement was signed on 5 February 2010;

according to the information published on the organizers' websites, after
the submission of their application on 30 July 2009, six shows of
Performance A had been staged in Hong Kong from 13 to 16 August
2009 (in the same venue as the MEF event), and four shows in
Guangdong Province between August and September 2009; and

Performance A was once again re-performed in Macau on the second
day after the funding agreement was signed, and three more times in
Canada two days after the last MEF show for Performance A was staged
in Hong Kong. Although the organizers reported in their post-event
evaluation report for Event G that $0.91 million had been spent on
promotion of Performance A locally and outside Hong Kong, the ticket
income for Performance A under Event G was only $0.87 million and
the average number of audience for Performance A in the 10 MEF
shows was not at all higher than that for the six shows staged by the
organizers before the MEF event period in the same venue.

The timetable for the repeated shows of Performance A is in Appendix 26.

The Committee enquired about whether the MEF Assessment Committee
and/or the MEF Secretariat were aware of the repeated shows of Performance A; and
If s0, the reasons for approving the application of Event G.
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52,

53.

Deputy Commissioner for Tourism responded as follows:

the MEF Assessment Committee and the MEF Secretariat knew that
Performance A had been performed many times locally and overseas in
the past, as such information was mentioned by the organizers of
Event G in their application;

the reasons why the MEF Assessment Committee supported the
application was that the organizers claimed that the four performances,
which had been successfully performed locally and overseas, could
increase the period of stay of non-local visitors in Hong Kong. The
event could also develop a brand for local musical productions,
showcase local cultural characteristics as well as building up an
audience base and helping performers to acquire experience to
complement the West Kowloon Cultural District;

whilst the TC considered that the organizers should have informed the
MEF Secretariat after they decided to re-perform Performance A in
Macau and Canada on dates in close proximity to the MEF event period,
the organizers did not do so; and

due to the TC's lack of experience in administering the MEF during the
early stage of the establishment of the MEF, the TC admitted that not
stipulating specific condition in the funding agreement to govern the
re-performance of the same performances under Event G was not
desirable.

The Committee asked the Representative of the organizers of Event G why

the organizers of Event G did not inform the TC of their plans to stage one show of
Performance A in Macau one day after the signing of the funding agreement, and
three shows of Performance A in Canada immediately after the last show of
Performance A was held in Hong Kong under Event G.

o4,

Mr KO Chi-sum, Representative of the organizers of Event G,
responded that:

the organizers of Event G had not decided to stage one show of
Performance A in Macau and three shows of Performance A in Canada
when the MEF funding agreement was signed on 5 February 2010; and
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- the MEF funding agreement did not contain a term prohibiting
organizers of Event G to stage the re-performance of the four MEF
performances on dates in close proximity to the MEF event period.

55. At the request of the Committee, Representative of the organizers of
Event G provided, after the public hearing on 12 May 2014, the exact dates on which
the organizers of Event G decided to stage one show of Performance A in Macau on
6 February 2010 and three shows of Performance A in Canada on 23 April and
1 May 2010 (in Appendix 27).

56. On the effect of staging the re-performances of the four MEF performances
on dates in close proximity to the MEF event period on the attractiveness and
attendance of the MEF shows, Representative of the organizers of Event G made
the following points:

- he did not consider that there had been negative effects, as the people
who attended the shows under Event G and the people who attended the
same shows not under Event G in Canada were basically two different
groups of audiences. This was particularly clear if the dates on which
the shows were held were in close proximity, as people from Canada
wishing to attend the show in Hong Kong would choose to come to
Hong Kong or vice versa;

- It was a common practice of the local performing arts community to,
after staging a show in Hong Kong, immediately stage the same show
overseas wherever possible;

- in the past, the HAB had specified in its funding agreements entered
with the local performing arts groups a "blackout period" to govern the
re-performance of the same performances funded by the HAB. The
LCSD had also prohibited partners of its Venue Partnership Scheme
from staging the same shows, which used the LCSD venues, in other
non-LCSD venues on dates in close proximity to the dates which the
same shows were staged at the LCSD venues. In recent years, both the
HAB and the LCSD had not included such "blackout period” in their
agreements with the local performing arts groups. Hence, inclusion of
a "blackout period"” in the funding agreements of projects funded by the
Government had become a norm rather than the rule. In the light of
this, the organizers of Event G did not see the need to inform the TC
when they decided to stage Performance A in Macau and Canada after
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the signing of the agreement for MEF funding on 5 February 2010. If
the TC was concerned that the organizers of Event G might stage
re-performance of the same performances under Event G on dates in
close proximity to the MEF event period, the TC should have included a
"blackout period" in the funding agreement in the first place; and

- he disagreed that there was a conflict of interest for the organizers of
Event G to re-perform Performance A on dates in close proximity to the
MEF event period, as the organizer of Performance A was only
remunerated to stage the shows in Macau and Canada. The organizer
did not have any involvement in the sales and ticket income of the
shows in Macau and Canada nor did the organizer take part in the
promotional activities in the run-up to the shows.  Moreover, as only
some 100 tickets of the Macau show were made available for public sale
by the operator, this should have minimal impact, if any, on the
attractiveness and attendance of Event G. To his understanding, some
Macau people who failed to obtain the tickets for Performance A in
Macau did come to Hong Kong for the show.

57. The Committee enquired about whether the application for MEF funding by
the organizers of Event G would not be approved, if the MEF Assessment Committee
were aware that the organizers planned to stage Performance A repeatedly on dates in
close proximity to the MEF event period.

58. Deputy Commissioner for Tourism responded that if the MEF
Assessment Committee were aware that the organizers of Event G planned to stage
Performance A repeatedly on dates in close proximity to the MEF event period, the
MEF Secretariat would certainly request the organizers to provide more information
for consideration by the MEF Assessment Committee in assessing their application.

59. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) supplemented that being the Controlling
Officer of the MEF, he might or might not approve the funding for Event G if he was
aware that the organizers planned to stage Performance A repeatedly on dates in
close proximity to the MEF event period. Should he approve their application,
specific terms might be stipulated in the funding agreement to ensure that the Fund
would be used as intended to achieve the objectives of the Fund.
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60. The Committee further enquired about whether, in accordance with the
funding agreement, the TC could seek indemnity from the organizers of Event G for
not informing the MEF Assessment Committee and the MEF Secretariat of their
plans to stage repeated shows of Performance A on dates in close proximity to the
MEF event period.

61. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) replied in the negative, as the TC had already
released to the organizers of Event G the remaining MEF approved funding.
Financial sanctions had been imposed on the organizers for failing to achieve the
pledged targets of participants and non-local visitors.

62. The Committee enquired why no action had been taken by the CEDB/TC
against the organizers of Event G for not informing the MEF Secretariat of their plan
to re-perform the MEF performances on dates in close proximity to the MEF event
period, having regard to the following provisions in the MEF funding agreement
signed with the organizers of Event G:

- Clause 9.1(b) stipulated that “the Grantee shall, during the continuation
of this Agreement and for six (6) months thereafter immediately notify
the Government in writing of all or any facts which may reasonably be
considered to give rise to a situation where the financial, professional,
commercial, personal or other interests of the Grantees or any of the
Project Co-ordinator or Deputy Project Co-ordinator or any of the
Grantees's  Directors, employees, agents, contractors and
sub-contractors, or any of their respective Associates or Associated
Persons, conflict or compete, or may conflict or compete, with the
Grantees's duties to the Government under this Agreement"; and

- Clause 9.4 stipulated that "the Grantees further agrees that, if so
required by the Government, it shall take all such steps as are lawful and
necessary to enforce such undertakings or to co-operate with the
Government in their enforcement”.
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63. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) responded that:

the CEDB and the TC did not do so because the CEDB and the TC were
not aware of the repeated performance of MEF performances staged
on dates in close proximity to the MEF event period, until these repeated
performances were discovered by Audit;

there had been cases whereby the CEDB and the TC had laid down
additional conditions in the MEF funding agreements to govern the
re-performance of the MEF performances; and

depending on the nature/type of individual cases, the TC would continue
its prevailing practice to disallow the organizer to stage similar events in
Hong Kong or in overseas within a reasonable period or require the
organizer to set out clearly the incremental costs on the advertising,
promotion or costumes solely arising from the staging of the
MEF-supported event. The MEF Assessment Committee would be
invited to take note of this and its potential impact on the attractiveness
of an event during assessment.

D. Monitoring and evaluation of events

64. Responding to the Committee's enquiry about the lessons that the
CEDB/TC had learnt from the Hong Kong Harbour Fest to ensure the proper use of
the MEF funding, Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) set out the following control
and monitoring measures that had been put in place:

the MEF Assessment Committee, with the support of the MEF
Secretariat, assessed applications for MEF funding in accordance with
the established procedures, guidelines and criteria;

to give a clear signal to event organizers that it would be their own
responsibility to secure sufficient funding for the events that they could
not solely rely on public funding, the Government's total contribution to
an MEF event (including the MEF funding) should be capped at 50% of
the total events' costs;

during the implementation stage, there would be close contact between
the organizer and the MEF Secretariat throughout the planning and
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implementation of the whole event. Members of the MEF Assessment
Committee and the MEF Secretariat staff would pay site
visits® and participate in working meetings of the event, observe the
attendance and collect feedback from participants on site, and record
such observations properly. Staff and equipment deployed by the
organizer would be inspected on site by the MEF Secretariat staff.
Major changes in the event's plan were subject to the endorsement of the
MEF Assessment Committee. As one of the financial control measures,
in general, only 50% of the approved funds was provided to the
successful application upon the coming into force of the funding
agreement; and

- after the completion of the event, the organizer was required to submit a
post-event evaluation report, a publicity report, a survey report
(collectively termed "post-event reports”) and the audited accounts of
the event within a specified time period®. The Controlling Officer, on
the advice of the MEF Assessment Committee, reserved the right to
Impose appropriate sanctions on the organizer if its performance in
organizing the event was not satisfactory or if it failed to achieve the
pledged targets and deliverables of the supported event, including to
terminate the funding agreement, reduce the level of funding, not to
disburse the outstanding fund or suspend the organizer from future MEF
application, etc.

Events C1, C2, C3and C4

65. According to paragraph 4.14(c) of the Audit Report, the majority of the
services, including the recruitment of performers, for Events C1, C2 and C3 were
procured from two associates of the organizer. However, there were no quotations,
invoices, staff recruitment and payroll records with performers' acknowledgement of
receipt available to support the recruitments of performers for these events. The
two associates together had been paid $1.5 million, $1 million and $1.4 million,
representing 48%, 36% and 44% of the total expenditures incurred for the three

5 According to the TC, as an integral part of the monitoring work over MEF-supported events, the MEF Secretariat
staff typically arranges staff members to conduct on-site inspection to the venue(s) of every event since the
inception of the MEF scheme in 2009. A standard form (in Appendix 28) has been in use since January 2011 to
facilitate the recording of on-site observation findings by the MEF Secretariat staff and the MEF Assessment
Committee members.

6 According to the TC, the deadline for submission of post-event reports and audited accounts under the original
MEF is within three months after the completion of the event. Under the modified MEF, such deadline was
changed to within four months after the completion of the event.
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events respectively. Noting from the post-event evaluation reports of Events C1,
C2 and C3 that expenditures on performers for the events were only supported by
self-declarations by the two associated service providers, the Committee asked why
the MEF Secretariat did not raise any queries on such self-declarations.

66. Deputy Commissioner for Tourism responded that:

the MEF Secretariat did not solely rely on self-declarations by the two
associated service providers to assess whether the expenditures on
performers were reasonable. The MEF Secretariat also made reference
to the findings of the on-site inspection to the events conducted by MEF
Secretariat staff, the number of manpower deployed for the events
reported by the organizer, and the applications submitted by the
organizer to the Guinness World Records to attempt or break a world
record, say, for the largest gathering of lion dance’. In addition, the
MEF Secretariat counterchecked the consistency between the post-event
evaluation reports and the final audited accounts of the events submitted
by the organizer of Events C1, C2 and C3; and

although the MEF funding was usually granted to finance specific
expenditure items, monitoring of the MEF-supported event by the MEF
Secretariat was on the event's total cost to ensure that the Fund was used
in a proper manner. Generally speaking, more random inspection was
conducted on those expenditure items which fell within the MEF
funding and less on those expenditure items which were not financed by
the MEF funding. The reason why less rigorous random inspection
was made on expenditure items not financed by the MEF funding was
that the MEF Secretariat relied to a large extent on the audited accounts
duly audited, dated, signed and certified as being accurate and complete
by a CPA. The independent CPA was expected to conduct appropriate
checks on the supporting documents. Also, the independent CPA was
required to express his opinion on whether the organizer and the Project
Account had complied with the terms and conditions of the funding
agreement, and included an assurance that funds were spent in
accordance with the terms and conditions of the funding agreement.

7 According to the organizer of Events C1, C2, C3 and C4, an independent CPA was engaged for each event to
count the number of people participated in the Guinness record-breaking performance.
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67. Responding to the Committee's enquiry as to why there were no quotations,
invoices, staff recruitment and payroll records with performers' acknowledgement of
receipt available to support the recruitments of performers for Events C1, C2 and C3,
Hon CHAN Kam-lam, Convenor of the organizer of Events C1, C2, C3 and C4,
explained that:

- the organizer of Events C1, C2 and C3 did not have staff recruitment
and payroll records with performers' acknowledgement of receipt, as the
organizer did not directly recruit the performers for the events;

- as the organizer had procured the services of the two associates of the
organizer to recruit performers for the events, the organizer therefore did
not see the need to know which performer recruited was paid or not paid,
and if paid, how much was paid. Payments to the two associated
service providers were based on the actual numbers of, say, lions and
dragons, that had participated in the events; and

- he had turned over to the MEF Secretariat all the information relating to
recruitment of performers that the two associated service providers had
provided to him.

68. As MEF funding support for an event could be up to 50% of the total
event's cost, the Committee queried whether the organizer of Events C1, C2 and C3
had overstated the target number of paid jobs to be created by these events and/or
overstated the expenditures on performers for these events in order to obtain more
funding support from the MEF.

69. Convenor of the organizer of Events C1, C2, C3 and C4 pointed out
that:

- - there was no incentive for the organizer of Events C1, C2 and C3 to
overstate the target number of paid jobs to be created by these events
and/or overstate the expenditures on performers for these events in order
to obtain more funding support from the MEF, as the MEF funding only
financed two specific expenditure items of Events C1, C2 and C3,
namely, to enhance publicity of the events, both locally and overseas;
and to enrich the quality and content of the events; and

- the main objective of organizing Events C1, C2, C3 as well as C4 was to
showcase Chinese cultural characteristics so as to raise the profile of
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Hong Kong internationally. Job creation was never the major
consideration for organizing these events.

70. Deputy Commissioner for Tourism supplemented that:

- the MEF Assessment Committee must satisfy that the costs budgets
proposed in the application for MEF funding were reasonable, before
recommending the application for MEF funding support; and

- although 50% of the approved MEF funding would normally be released
to the successful applicant upon the coming into force of the funding
agreement, disbursement of the remaining 50% of the approved MEF
funding would only be made if the MEF Assessment Committee was
satisfied with the post-event reports and the audited accounts of the
event submitted by the successful applicant. The MEF Secretariat
would scrutinize the contents of and countercheck the consistency
between the final audited accounts and the post-event evaluation reports,
as well as invite comments from relevant B/Ds.  The Secretariat might
also request the successful applicant to provide supporting documents,
proofs and payment receipts relating to the event, including those
expenditures not financed by the MEF, and to give reasons to account
for any deviation exceeding 10% between the budget and the actual
amounts for each income or expenditure item. In other words, the total
contribution of the MEF to an event might not be the original approved
amount indicated in the funding agreement even if the grantee was
successful in achieving the pre-determined deliverables and targets and
had not breached any terms and conditions as stipulated in the funding
agreement.

71. The Committee noted that allowances for the dancing teams for Event C4
was $732,340, which was drastically lower than that for Events C1, C2 and C3 at
$1.5 million, $1 million and $1.4 million respectively. The Committee queried
whether this had something to do with the wide public concern over the use of MEF
funding following the publication of the Audit Report on the operation of the MEF in
April 2014.
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712. Convenor of the organizer of Events C1, C2, C3 and C4 explained that:

- the contents of Events C1, C2, C3 and C4 were different. For example,
Event C1 was mainly a gathering of 1 111 lions, whereas that of Event
C2 was mainly a gathering of 88 dragons; and

- the expenditure on performers for Event C4 was much lower than that
for Events C1, C2 and C3 because the actual number of performers
employed for Event C4 was 1 376, as opposed to the target number of
3 101, which was attributed by the following:

(@) the number of lions participating in the event was reduced from 500
to 300, thereby reducing the need of hiring some 600 to 700
performers;

(b) the actual number of Happy Buddhas was 936 as opposed to the
target number of 1 000;

(c) of the 936 Happy Buddha performers, only 545 were paid
performers; and

(d) more students had turned up to participate in the event than
expected, thereby obviating the need to hire several hundred paid
performers.

73. As also revealed in paragraph 4.14(c) of the Audit Report, the organizer of
Events C1, C2 and C3 had neither made any declaration of conflicts nor sought
permissions from the TC for procurement from associated service providers in
accordance with the funding agreements.  The Committee also noted from the
MEF funding agreement entered with the Convenor of the organizer of Event C4 that
the organizer of Event C4 had also neither made any declaration of conflicts nor
sought permissions from the TC for procurement from associated service providers in
accordance with the funding agreement. In the light of this, the Committee queried
whether the prices charged by the associated service providers for Events C1, C2, C3
and C4 were above the then prevailing market prices.

74, Deputy Commissioner for Tourism responded that:

- the MEF Assessment Committee knew during the application stage of
Events C1, C2, and C3 that the organizer of these events intended to
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procure the services of the two associates of the organizer for forming
the dancing teams for the events. Such arrangements were mentioned
in the application forms submitted by the organizer and at the meetings
with the MEF Assessment Committee members to present its proposed
events;

the main reason why the MEF Assessment Committee did not object to
the organizer for procuring the services of the two associates of the
organizer to form the dancing teams for the events was that the
organizer assured the MEF Assessment Committee that the two
associates of the organizer, who were venerable figures in the lion and
dragon dance market, had the ability to line up large scale lion and
dragon dances for the one-day events which fell on a public holiday;

to assess whether the budgeted costs for staging the lion and dragon
dances for Events C1l, C2, C3 and C4 were reasonable, the MEF
Secretariat had checked with those B/Ds and the HKTB which staged
lion and dragon dances from time to time on the prices they had paid for
such performances; and

the CEDB/TC agreed with Audit's observation that the work in the area
of requiring proper declaration of interests by applicants was
insufficient. Hence, arrangement would be made to insert a specific
entry in the relevant documents to mandate the declaration of potential
and possible conflict of interests by applicants.

75. Convenor of the organizer of Events C1, C2, C3 and C4 pointed out that
money paying to the associated service providers for lining up dancing teams for
Events C1, C2, C3 and C4 was 30% to 40% below the then prevailing market prices
for staging similar performances.

76. The Committee enquired about the reasons for the following phenomenon:

no financial sanction was imposed by the MEF Assessment Committee
on the organizer of Events C1, C2 and C3, whereas a 7% financial
sanction was imposed on the organizer of Event C4 on the grounds that
the organizer failed to, amongst others, meet the pre-determined target
on creation of paid jobs and the target number of Happy Buddhas
participating in the Guinness record-breaking performance as stipulated
in the funding agreement;
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no performers list was contained in the post-event evaluation reports of
Events C1, C2 and C3, whereas such a list was contained in the
post-event evaluation report of Event C4; and

no non-compliance with the terms and conditions of the MEF funding
agreement was mentioned in the independent CPA's reports on Events
C1, C2 and C3, whereas it was mentioned in the independent CPA's
report on Event C4 that the bank accounts used by the organizer
contained brought forward bank balance of $10,781 that was not related
to Event C4 and there was no evidence that the organizer had sought
permission from the Government in procuring services from the
associated service providers.

77, On the imposition of financial sanctions or otherwise on the organizer of
Events C1, C2, C3 and C4, Deputy Commissioner for Tourism responded that:

the MEF Secretariat had always endeavoured to closely monitor the
proper use of the MEF funding by the grantees. Following the
publication of the Audit Report on the operation of the MEF, an
additional staff with accounting background was deployed within the
TC to assist the MEF Secretariat in the scrutiny of the reports submitted
by the organizer of Event C4 after the completion of the event. With
the assistance of this staff member with accounting background, a sum
of $40,755 was excluded from both the total income and expenditure of
the event; and

resources permitting, the TC would recruit staff member with
accounting/audit background/knowledge to serve the MEF Secretariat
with a view to enhancing the effectiveness of its monitoring work.

78. On why the performers list was only provided in the post-event evaluation
report of Event C4, Convenor of the organizer of Events C1, C2, C3 and C4
explained that:

the performers list for Event C4 was provided to him by the two
associated service providers;

he did not know why the same two associated service providers did not

provide the performers lists for Events C1, C2 and C3 to him in the past;
and
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he did not know the contents of the independent CPA's report on
Event C4 until the report was made available to him on 8 May 2014.
Whilst he respected the opinions made in the independent CPA's report
regarding the event's accounts and the procurement of services from
associated service providers which were factually true, he could not
concur with these opinions for the following reasons. The balances in
the event's accounts totalling $10,781 were surplus accumulated from
past MEF events which were permitted under the funding agreement?,
and the related party transaction was permitted by the MEF Assessment
Committee, albeit such permission was not clearly stated in the relevant
documents of the MEF.

79. Although the deadline for the organizer of Event C4 to submit the
post-event reports and the audited accounts of Event C4 to the MEF Secretariat was
30 April 2014, the actual submission dates of the post-event reports and the audited
accounts of Event C4 were 7 and 8 May 2014 respectively. The Committee
enquired about whether the organizer of Event C4 had sought prior approval from the
MEF Secretariat for extension of submission deadline; and if so, the reasons given by
the organizer.

80. Deputy Commissioner for Tourism responded that:

the Convenor of organizer of Event C4 issued an email to the MEF
Secretariat on 25 April 2014 seeking the latter's agreement to extend the
date of submitting the post-event reports and the audited accounts from
30 April 2014 to 7 May 2014. The reason given by the organizer was
that additional time was required for the audit work. The MEF
Secretariat replied to the organizer on 28 April 2014;

8 Under Clause 14.3 of the MEF funding agreement, when the grantee submits the final audited accounts, the grantee
may submit an application to the MEF Assessment Committee for approval for retaining the operating surplus in
the project account for the sole purpose of organizing the same event in the following year in Hong Kong subject
to a series of conditions.

Further, under Clause 14.4(a) of the MEF funding agreement, where approval is granted to the application under
Clause 14.3, the grantee shall warrant and undertake in writing to the Government that it shall immediately return
the surplus, plus all interest generated in the project account, to the Government if the grantee discontinues with
organizing the new event in the following year; or the grantee does not apply for the MEF for the event or decline
to receive any fund from the MEF for organizing the event; or the grantee does not apply to use the surplus or
declines to use the surplus to organize the new event; or the surplus has been left idle in the project account for
more than 24 months, whichever is earlier.
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- on 7 May 2014, the Convenor of organizer of Event C4 issued another
email to the MEF Secretariat seeking further extension of the
submission deadline of the post-event reports and the audited accounts
from 7 May 2014 to 17 May 2014. Subsequently to this email, the
organizer of Event C4 submitted the post-event reports to the MEF
Secretariat on 7 May 2014. It also submitted the audited accounts of
the event on 8 May 2014; and

- the MEF Secretariat typically reminded the organizers to observe the
requirement and ensure the timely submission of the post-event reports
and the audited accounts within the prescribed period after the
completion of the event. In cases where the organizers could
demonstrate a genuine need for a deferral of the submission deadline,
the MEF Secretariat would give agreement to such requests for deferral.
Reasons for deferral accepted in the past included the fact that the
independent CPA required more time to complete the final audited
accounts, or that inputs from the organizers' overseas counterparts were
pending.

81. At the request of the Committee, Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism) provided, after
the public hearing on 7 June 2014, details of the MEF-supported events seeking
extension of deadline for submitting the post-event reports and the audited accounts
(in Appendix 29).

82, Noting that the dates on which the post-event reports and the audited
accounts of Event C3 were submitted to the MEF Secretariat were 27 February 2013
and 22 February 2013 respectively, the Committee enquired about the reasons for the
much longer time taken for the submission of the post-event reports and the audited
accounts of Event C4.

83. Convenor of the organizer of Events C1, C2, C3 and C4 responded that:

- the reason for the much longer time taken to submit the post-event
reports and the audited accounts of Event C4 to the MEF Secretariat was
because he did not receive all supporting documents relating to the
income and expenditures of the event until late April 2014;

- as regards the reason for seeking further extension of the submission
deadline of the post-event reports and the audited accounts of Event C4
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from 7 May 2014 to 17 May 2014, this was because additional time was
needed for the audit work given that there were only two clear working
days between 1 and 7 May 2014; and

- there was no question of the organizer delaying the submission of the
post-event reports and the audited accounts of Event C4 in order to
allow more time for the organizer to fudge the information to be
provided in the reports because of the findings made by Audit, as the
organizer did not know that Audit staff attended Event C4 as observers
until the publication of the Audit Report and the supporting documents
relating to the income and expenditures of the Event C4 were provided
to the independent CPA upon receipt since the end of March 2014.

84. According to paragraph 4.14(h) of the Audit Report, for one event
(Event C2), the organizer received a sponsorship of $0.8 million from one sponsor.
Because the event had an unspent balance of $0.28 million, the organizer refunded
$0.28 million to the sponsor.  As the organizer should have refunded the unspent
event balance of $0.28 million to the Government under the funding agreement, the
Committee enquired about the reason why this was not done.

85. Deputy Commissioner for Tourism responded that:

- in March 2014, the organizer explained to the TC that the sponsor had
committed to use its sponsorship to make up for any deficit of the event
and, with an unspent event balance of $0.28 million, it refunded the
amount to the sponsor; and

- the TC admitted that the above refund of an unspent balance to sponsor,
instead of the Government, was not desirable. In future, the TC would
state explicitly in the funding agreement that the organizer must notify
the TC in writing and seek its prior consent, should there be any special
arrangement for returning sponsorships to commercial sponsors.

86. At the request of the Committee, Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism) provided, after
the public hearing on 7 June 2014, the breakdown of the expenditure items which fell
within the scope of expenditure that may be covered by the MEF funding for Events
C1, C2, C3 and C4 (in Appendix 30).
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Events E1 and E2

87. The Committee noted from paragraph 4.9 of the Audit Report that the agent
(a company) employed by the organizer of Events E1 and E2° was related to the
organizer in that the shareholders of the agent were also ex-officio members of the
organizer's executive committee. Services of $2.9 million and $2.7 million had
been provided by the agent in the two events, representing 12% of the total
expenditures incurred. However, the organizer had neither made any declarations
of the relationship nor sought the Government’s permissions for procurements from
the related agent.

88. Deputy Commissioner for Tourism explained that:

- the MEF Assessment Committee and the MEF Secretariat knew from
the application forms of the organizer of Events E1 and E2 and from the
organizer's presentations on their proposed events at the meetings of the
MEF Assessment Committee that (a) the agent would be employed by
the organizer to organize the proposed events; (b) the agent had been
providing services to the organizer at a fee prior to the latter's
application for organizing Event E1; (c) the reason why the shareholders
of the agent were also ex-officio members of the organizer's executive
committee was because the agent was assisting the organizer in
organizing tennis tournaments; and (d) the two shareholders of the agent
who were also ex-officio members of the organizer's executive
committee did not have the right to vote at meetings of the executive
committee;

- the reason why the MEF Assessment Committee did not object to the
organizer employing the agent to organize Events E1 and E2 was
because from the documents provided by the organizer the agent had a
track record of staging successful tennis tournaments; and

- the CEDB/TC agreed with the audit recommendation that
applicants/organizers of MEF-funded events should be required to
disclose in their applications and post-event reports their management
teams and the related organizations that might take/had taken an active
part in organizing the events. On this, the TC would insert a specific
entry in the relevant documents to mandate the declaration of potential
and possible conflict of interest by applicants/organizers.

9 The organizer of Events E1 and E2 was a limited company which was dissolved on 28 January 2014.

-902 -



P.A.C. Report No. 62 — Chapter 2 of Part 4

Mega Events Fund

89. As the agent was a profit-making company and would receive payments
from the organizer of Events E1 and E2 for organizing the events, the Committee
considered that the CEDB/TC should have required the organizer of Events E1 and
E2 to operate a proper procurement/tendering system for the events with sufficient
checks and balances as stipulated in the funding agreement.

90. The Committee noted from paragraph 2.37 of the Audit Report that the
MEF funding agreement of Event E1 had not defined the specific use of the MEF
funding. Responding to the Committee's enquiry as to why this was the case,
Deputy Commissioner for Tourism explained that this was due to the lack of
experience of the MEF Secretariat during the initial stage of the MEF's operation.
However, the organizer of Event E1 well understood that the MEF funding was
granted to finance the organizer to enhance its ability to line up more players so as to
increase the attractiveness of the event; and to enhance publicity of the event, both
locally and overseas.

91. The Committee enquired as to why the MEF Secretariat did not raise any
queries on the organizer of Event E1 making an unbudgeted bonus payment of
$0.2 million to the agent.

92. Deputy Commissioner for Tourism responded that:

- the organizer of Event E1 explained to the TC that the making of a
bonus payment to the agent was in line with the past practice that if the
agent had staged successful tennis tournaments in the past year, the
agent would be awarded a bonus payment; and

- as the actual amount of MEF funding provided to the organizer of Event
E1l was $7,883,719, as opposed to the original approved funding of
$9 million, because the agent was able to generate more income than the
budget income through sponsorship and ticket sales, the TC therefore
did not object to the organizer making an unbudgeted bonus payment of
$0.2 million to the agent.

Event J

93. According to paragraph 4.19(a) of the Audit Report, under the funding
agreement which was executed in January 2013, the organizer undertook that no
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similar matches would be held by the organizer/team in the Southern China and
"nearby South East Asian countries" during the 2013 tour. However, the team had
held a match in Thailand (which is in South East Asia) during its 2013 tour. Even
though the MEF Secretariat had been informed of the match in Thailand, yet because
the funding agreement had not defined clearly the term "nearby South East Asian
countries", the funding condition of requiring the organizer/team not to hold similar
matches in "nearby" places was difficult to enforce. The Committee enquired about
the rationale for setting down such term in the funding agreement of Event J.

94, Deputy Commissioner for Tourism responded that:

- to expect the team of such high international stature to only come to
Hong Kong to hold matches was not realistic; and

- in order not to undermine the attractiveness and attendance of Event J, a
condition was specified in the funding agreement to prohibit the
organizer/team for holding matches in "nearby South East Asian
countries" which should be taken to mean places such as Macau,
Shenzhen and Guangzhou, which were within one to two hours
travelling time to Hong Kong.

Event G

95. As revealed in paragraph 4.14(a)(i)-(ii) of the Audit Report, almost all
expenditures on overseas TV advertisements of $240,000 were spent on TV
promotion in Canada and solely for Performance A, instead of all four MEF
performances. Moreover, the organizers of Event G made no reference to any of
the TV advertisements in Canada in their publicity report submitted to the MEF
Secretariat. The Committee was concerned that the money might have been spent
on promoting the three shows of Performance A staged in Canada two days after the
MEF shows in Hong Kong.

96. Representative of organizers of Event G responded that there was no
question of the organizers of Event G charging the expenditures on TV promotion in
Canada on the three shows of Performance A staged in Canada two days after the
MEF shows in Hong Kong to the MEF funding. He further said that:

- the organizers of Event G were invited by an organization to stage the
three shows of Performance A in Canada two days after the MEF shows

-94 -



P.A.C. Report No. 62 — Chapter 2 of Part 4

Mega Events Fund

in Hong Kong. The three shows staged in Canada were for charity and
the organizers of Event G only received fees for producing the shows.
The organizers of Event G were not involved in the promotion of the
three shows in Canada nor did they have a share in the income of the
shows;

- the main reason for allocating most of the overseas advertising budget of
Event G on promoting Performance A in Canada was because the
organizers of Event G considered that Performance A best suit the taste
of Canadian Chinese people visiting Hong Kong. In fact, survey
results revealed that Performance A had the highest numbers of overseas
audience and attendance; and

- the organizers of Event G had provided the MEF Secretariat with the TV
advertisements they planned to air in Canada and the contents of these
TV advertisements were all on promoting Performance A of Event G.

97. Responding to the Committee's enquiry as to when the organizers of
Event G decided to allocate most of the overseas advertising budget of Event G on
promoting Performance A in Canada, Representative of organizers of Event G
advised that this should be between after the signing of the funding agreement on
5 February 2010 and before the organizers decided to stage the three shows of
Performance A in Canada on 8 April 2010. Representative of organizers of
Event G surmised that the inviting organization might have decided to invite the
organizers of Event G to stage three shows of Performance A in Canada on 23 April
and 1 May 2010 after watching the TV advertisements in Canada on promotion of
Performance A under the MEF event.

98. The Committee noted from paragraph 4.14(a)(iii) of the Audit Report that
of the $240,000 expenditures spent on overseas TV advertisements, a payment of
some $92,000 was not properly supported by any official invoice. The receipt in
support of the payment was not an official one because it did not bear the customer
name and there was no description of the service provided (such as the nature,
duration and period of the advertisements). There was no authorized signature and
no official company chop. Another payment of $32,970 for promotion in North
America for all four performances was not supported by invoice or official receipt,
but only by a bank exchange memo for purchase of Canadian dollars. The
Committee asked why the MEF Secretariat had paid the organizers for these two
expenditure items which were not supported by documents, proofs and/or payment
receipts.

-05-



P.A.C. Report No. 62 — Chapter 2 of Part 4

Mega Events Fund

99. Deputy Commissioner for Tourism admitted that as Event G was one of
the first batch of applications for MEF funding, verification of supporting documents
was not conducted thoroughly enough by the MEF Secretariat staff due to lack of
experience.  Nevertheless, the MEF Secretariat had randomly inspected the
documents, proofs and payment receipts relating to the event and had asked the
organizers to provide explanation should there be any missing parts or irregularities.
The fact that nothing was documented in the files of the MEF Secretariat in respect
of the two expenditures referred to in paragraph 4.14(a)(iii) of the Audit Report
showed that the MEF Secretariat was satisfied with the two expenditure items.

100. Representative of organizers of Event G advised that after the completion
of Event G, the organizers had provided the MEF Secretariat with all supporting
documents, proofs and payment receipts relating to the two expenditure items
referred to in paragraph 4.14(a)(iii) of the Audit Report. The organizers of Event G
might no longer have these documents, having regard to the fact that the MEF
Secretariat had already settled the account with them back in 2011.

101. The Committee pointed out that under Clause 12(1) of the MEF funding
agreement, the grantee must maintain all relevant records of the MEF-supported
event, including separate and complete books of accounts, a register of equipment
procured and all relevant receipts, for inspection and checking by the MEF
Assessment Committee or the MEF Secretariat as and when required. Such records
must be kept for a period of seven years following completion of the event.

102. After the public hearing held on 7 June 2014, Representative of
organizers of Event G informed the Committee (in Appendix 31) that:

- the organizers of Event G could not provide any more supporting
documents relating to the payment of some $92,000 and another
payment of $32,970 for overseas TV advertisements referred to in
paragraph 4.14(a)(iii) of the Audit Report; and

- the organizations which the organizers of Event G used to place TV
advertisements for Performance A under the MEF event (paragraph
4.14(a)(iii) of the Audit Report refers) did not retain the relevant
transaction records.
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Disbursement of funds not in accordance with pre-set milestones

103. In June 2009, shortly after the inception of the MEF, the MEF Assessment
Committee endorsed that disbursement of funds would be made by phases "in
accordance with business plan, budget and cash flow requirement of the successful
event, .... subject to fulfilment of pre-set and clearly defined milestones/targets
acceptable to the Assessment Committee.” However, according to paragraph 4.26
of the Audit Report, instead of disbursing funds in accordance with the pre-set
milestones of the events, payments were made to the organizers in all 22 completed
MEF events based on the same payment schedule, i.e. 50% upon the execution of the
funding agreements and the remaining 50% after the successful completion of the
events and the submission of post-event reports and audited accounts to the
satisfaction of the MEF Assessment Committee and the Controlling Officer.

104. Deputy Commissioner for Tourism responded that:

- the reason 50% of the approved MEF was released to 22 MEF events
upon the coming into force of their funding agreements was because the
funding agreements were executed very close before the event dates.
Because many of these organizers had relatively less experience than
professional and commercial event organizers in organizing large scale
events, long time was often taken to finalize their operation plans and
event budgets which formed part of the funding agreements;

- following a brainstorming session held with the MEF Assessment
Committee in March 2014 to look into ways to improve the Tier-2
scheme, the TC was considering starting each round of applications
earlier as well as adding another round of invitation for applications per
year. Such arrangements would allow interested local
non-profit-making organizations to come to apply for the Fund way
ahead of their event dates, and this in turn would enable the
disbursement of the Fund by phases, subject to the fulfilment of pre-set
milestones; and

- without waiting for the funding agreements to be finalized, the MEF
Secretariat had taken steps in a proactive manner to monitor the
implementation of the events and remind the organizers to observe the
terms and conditions of the yet-to-be executed agreements.
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E. Way forward

105. According to paragraph 2.12 of the Audit Report, no Tier 1 events have
been held as of March 2014 since the modified MEF was launched in May 2012.
The Committee asked why this was the case.

106. Deputy Commissioner for Tourism explained that:

as the CEDB informed the FC in April 2012, to take forward the new
Tier | scheme, an independent consultant would be engaged to conduct a
comprehensive survey to identify a list of potential Tier | events to be
introduced to Hong Kong.  After consideration by the MEF
Assessment Committee and obtaining the approval-in-principle approval
from the Controlling Officer, i.e. the Permanent Secretary for
Commerce and Economic Development (Commerce, Industry and
Tourism), the TC would approach the relevant owners of the identified
events according to the agreed priority to explore whether they were
interested in bringing these events to Hong Kong;

a consultant was appointed in September 2012. The consultant's report
was accepted by the MEF Assessment Committee in May 2013. Given
that the MEF funding was limited, and was designated for use of both
Tier 1 and Tier 2 events, the MEF Assessment Committee considered it
prudent to adopt a step-by-step approach to take forward the Tier 1
scheme, and advised the TC to concentrate efforts on one or two mega
events with real potential to be introduced to Hong Kong. In
accordance with the MEF Assessment Committee's advice, the TC had
been discussing with the organizers of two potential Tier 1 events the
possibility of introducing such events to Hong Kong.  These
discussions were ongoing and the TC would continue to follow up this
matter in a proactive matter; and

also as the CEDB informed the FC in April 2012, given that Tier 1
events would entail substantial amounts of public funds and would
involve commercial event organizers or professional sports associations
established outside Hong Kong, the TC would need to develop a more
versatile monitoring and control mechanism for Tier 1 events. Based
on the existing monitoring mechanism for Tier 2 events, the TC had
recently worked out a more versatile monitoring and control mechanism
for Tier 1 events. The ICAC had been consulted on the enhanced
mechanism for Tier 1 events from the corruption prevention angle.
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The TC was presently studying the replies and comments from the
ICAC. As the Government would be entitled to sharing profits of the
supported event in a manner commensurate with the MEF's sharing of
funding contribution in relation to other financiers towards the event on
a pro rata basis, the TC was presently working out the additional
requirements that should be included in the relevant documents for Tier
1 events.

107. According to paragraph 5.19(a)(i) of the Audit Report, Permanent Secretary
for Commerce and Economic Development (Commerce, Industry and Tourism)
agreed that there was a need to improve the governance of the MEF Assessment
Committee. When considering appointment/re-appointment of members of the
MEF Assessment Committee in future, the TC would, bearing in mind that the
continuity of the MEF Assessment Committee was important in ensuring the
consistency of assessment, consider introducing new blood to the Assessment
Committee.

108. On 12 June 2014, the Government announced an appointment and
re-appointments to the MEF Assessment Committee for a term of two years with
effect from 15 June 2014. With the exception of one non-official member who was
newly appointed, the Chairman and six other non-official members of the MEF
Assessment Committee were re-appointed. In view of the various deficiencies on
the monitoring and evaluation of MEF events identified by Audit and that only six of
the 24 MEF events approved as of February 2014 were brand new events with the
rest being ongoing and/or repeated events, the Committee enquired about the reason
for re-appointing all existing non-official members and only introducing one new
member to the MEF Assessment Committee.

1009. Permanent Secretary for Commerce and Economic Development
(Commerce, Industry and Tourism) responded that:

- all six re-appointed non-official members were experts from the tourism,
culture, arts, sports, event management and entertainment sectors who
had provided the CEDB/TC with valuable advices on bringing in more
signature mega events to Hong Kong. Besides, the CEDB/TC
considered it important to ensure continuity and retain experience in the
assessment of applications for MEF funding. To enhance the
assessment and supervision work of the MEF Assessment Committee,
an additional non-official member who had rich knowledge of the
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tourism sector as well as profound professional accounting knowledge
was appointed to the MEF Assessment Committee; and

- as not all local non-profit-making organizations had the experience and
the capability to organize large scale events, the CEDB/TC considered it
appropriate to provide MEF funding support to those local
non-profit-making organizations to host events which had the potential
to become mega events in Hong Kong.

110. As Hon Jeffrey LAM Kin-fung was re-appointed as the Chairman of the
MEF Assessment Committee for a third term, the Committee enquired Mr LAM
about whether he considered the monitoring of Events C1, C2, C3, C4, E1, E2 and G
satisfactory and what measures he would suggest to the Government on addressing
the deficiencies on the operation of the MEF identified by Audit.

111. Chairman of the MEF Assessment Committee responded that:

- whilst the monitoring of Events C1, C2, C3, C4, E1, E2 and G was less
than desirable, these events had been staged in line with the aim of the
MEF; and

- the MEF Assessment Committee would shortly meet to examine ways
on enhancing the existing control and monitoring mechanism of the
Fund. In particular, he had recently raised with the Permanent
Secretary for Commerce and Economic Development (Commerce,
Industry and Tourism) the need for the TC to step up its checking and
controls over the operation of the MEF events. Hitherto, the Secretary
for Commerce and Economic Development had appointed a new
member who had rich knowledge of the tourism sector as well as
profound professional accounting knowledge to the MEF Assessment
Committee and the TC would add new staff with accounting knowledge
to the MEF Secretariat.

112. At the request of the Committee, Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism) provided, after
the public hearing on 17 June 2014, a list of measures/actions that would be taken by
the TC to enhance the control and monitoring mechanism of the MEF (in Appendix
32).
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F. Conclusions and recommendations

113.

Overall comments

The Committee:

expresses grave dismay and finds it inexcusable that:

(a)

(b)

(©)

the failure to ensure the compliance of the terms and conditions in
the funding agreements of the Mega Events Fund ("MEF") by the
Commerce and Economic Development Bureau ("CEDB") and the
Tourism Commission ("TC") of the CEDB in areas, such as
procurement of equipment and services; return of surpluses to the
Government; seeking the prior written consent of the MEF
Assessment Committee and the Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism) if
there is any material change to any information provided in the
funding agreement; and keeping of books and records, had resulted
in a number of irregularities and suspected irregularities identified
by the Audit Commission ("Audit") in the MEF-supported events;

the failure to carry out the avowed intention of the CEDB to inject
new blood into the MEF Assessment Committee, i.e. the chairman
has taken up the office since the inception of the MEF in 2009 and
only one of the seven non-official members is a new member
(appointed on 12 June 2014), might not be conducive to the
identification of new events, having regard to the facts that only six
of the 24 approved events held thus far were brand new events and
only one new event had been approved in the recent five rounds of
applications (since mid-2011) and no Tier 1 events have been held
even though the two-tier MEF has been implemented since May
2012; and

the MEF Secretariat, with only six staff all without
accounting/auditing background and all having other duties, failed
to provide sufficient support to the MEF Assessment Committee for
carrying out its remit in an effective manner;

Monitoring and evaluation of events

finds it unacceptable and inexcusable that the CEDB failed to draw
sufficient lessons from the experience from the Hong Kong Harbour
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Fest in that the TC had not taken adequate safeguard measures to ensure
the proper use of the MEF, as evidenced by the following shortfalls:

Monitoring of event implementation

(a)

(b)

(©)

(d)

failure to require organizers of Events C1, C2, C3, C4 and G to
provide full supporting documents for all event expenditure items,
as a result of which a number of irregularities and suspected
irregularities in these events had been identified by Audit;

failure to require organizers of Events C1, C2, C3, C4 and E1 to
disclose in their applications and post-event evaluation reports
their management teams and related organizations that might take
and had taken an active part in staging the events, as a result of
which abuses had occurred in these events in that payments were
made by the organizer of Events C1l, C2, C3 and C4 to its
associated service providers based on the latter's self-declarations;
and an unbudgeted gratuitous bonus payment of $200,000 was
made to the agent employed by the organizer of Event E1;

although the related party transactions in Events C1, C2, C3, C4,
E1l and E2 were made known to the MEF Assessment Committee
and the MEF Secretariat by the organizers of these events, neither
did the MEF Secretariat document the reasons/justifications for
exempting the organizers of these events from carrying out the
tendering procedures for procuring services, including staff
recruitments, as stipulated in the funding agreements or for
waiving the organizers from complying with the relevant clauses
in the funding agreements; nor did it conduct additional checks on
the organizers' procurement and recruitments; and

although it is provided in the funding agreements that the
organizers shall establish a two-tier approval system for the
recruitment of key personnel/staff and the award of major goods,
services and equipment contracts in procurement/tendering
exercises conducted for the events, no adequate measures had been
taken to ensure such implementation by the organizers;
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Evaluation of events

(€)

(f)

achievements reported by organizers were not always adequately
verified in that:

(i) the MEF Secretariat did not conduct random verification on
the numbers of jobs created by the events during the on-site
inspections and did not conduct adequate check on the
organizers' recruitment and payroll records; and

(if) organizers were not required to inform or agree with the MEF
Secretariat their methods in counting participants in the events,
and the MEF Secretariat seldom verified or raised queries on
the counting methods or the results;

failure to ascertain the underlying reasons why organizers could not
develop special tourist packages required in their funding
agreements; and

Disbursement of funds not in accordance with pre-set milestones

(@)

although disbursement of MEF funding should be subject to the
fulfilment by the organizers of the pre-set milestones, payments
were made to the organizers in all 22 completed MEF events based
on the same payment schedule, i.e. 50% upon the execution of the
funding agreements and the remaining 50% after the completion of
the events and the submission of post-event reports and audited
accounts to the TC;

notes that the MEF Secretariat has started:

(@)

(b)

the practice of holding "kick-off" meetings with the organizers of
MEF-supported events upon approval of their MEF applications
and receipt of their acceptance of the conditional offers to inform
the organizers of the expectations of the Government and the MEF
Assessment Committee, as well as the obligation to facilitate the
MEF Secretariat's monitoring work; and

documenting the checking and/or clarifications made with the
organizers of MEF-supported events during the verification and
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cross-checking of the post-event reports and audited accounts
submitted by the organizers;

notes that the MEF Secretariat will also take the following
measures/actions in the near future:

(@)

(b)

(d)

(€)

put a specific requirement in the Guidelines to MEF Application,
application form, funding agreement and evaluation form, such that
organizers of MEF-supported events must declare any potential
conflict of interest, in particular those involving monetary
transactions. Such declarations must either be done in writing or
be recorded properly in writing;

put a specific requirement in the application form and evaluation
form, such that organizers of MEF-supported events must declare
their management team and any related-parties who will be actively
involved in organizing the events. Such declarations and the
Government's agreement thereto must either be done in writing or
be recorded properly in writing;

put a specific requirement in the application form and evaluation
form, such that organizers of MEF-supported events must disclose
any intention on their part to organize in Hong Kong or overseas
any kind of activities/events of similar contents and nature to the
MEF-supported events. The MEF Secretariat will also develop a
standard clause in the funding agreement on such requirement and
the need for the organizers to seek the Government's consent;

step up monitoring of the declaration of interests in relation to the
procurement of services and recruitment of key personnel by the
organizers of MEF-supported events; and

step up random verification on the deliverables and targets as
reported by the organizers and request the organizers to ensure that
all event expenditure items should be supported by official
invoices/receipts. The MEF Secretariat will check whether the
organizers have fulfilled these requirements when conducting the
random document checks;

urges the MEF Secretariat to take steps to execute MEF funding
agreements as early as practicable, so that disbursement of funds to the
organizers could be made in phases subject to their fulfillment of the
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pre-set milestones laid down in the funding agreements so as to secure
better financial control;

finds it unacceptable and inexcusable that some MEF funding had been
wasted due to the lax attitude adopted by the TC in administering the
MEF scheme, as evidenced by the following:

(@ an overpayment of $227,000 was made to an organizer, albeit
such overpayment was subsequently recovered from the organizer
by the MEF Secretariat after being informed by Audit;

(b) a refund of an unspent event balance of $280,000 was made by
the organizer of Event C2 to a sponsor, instead of the
Government, as the MEF Secretariat did not require organizers to
seek its prior approval should there be any special arrangement
for returning sponsorships to sponsors;

(c) a payment of $100,000 and another payment of $200,000 for
financing the publicity costs of commercial sponsors, which
should not have been borne by the MEF, were funded by the MEF
funding because the TC did not explicitly state in the funding
agreement that charges relating to commercial sponsors should
not be covered by the MEF funding; and

(d) no queries had been raised with the organizer of Event E1 on the
latter's making an unbudgeted gratuitous bonus payment of
$200,000 to its agent employed for organizing the event;

notes that the MEF Secretariat will state explicitly in the funding
agreement that charges relating to commercial sponsors should not be
covered by MEF funding, and that the organizers of MEF-supported
events must notify the Government in writing and seek the
Government's consent should there be any special arrangement for
returning sponsorship to commercial sponsors;

finds it unacceptable and inexcusable that:

(@ only after the publication of the Director of Audit's Report
("Audit Report™) did the CEDB and the TC see the need to deploy
staff with accounting background to the MEF Secretariat to
enhance the effectiveness and professionalism of the supervision
and scrutiny work; and
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(b) some MEF funding might have been wasted due to the lack of
foresight of the CEDB/TC to assign staff with accounting
knowledge in the MEF Secretariat upon the inception of the MEF,
as evidenced by the overpayment of $227,000 in one event to the
organizer (paragraph 4.14(d) of the Audit Report refers) and the
irregularity of $40,775 identified by staff with accounting
knowledge more recently deployed by the MEF Secretariat to
conduct document inspection checks of Event C4;

notes that the TC will seek resources for recruiting/deployment on a
longer term basis staff members with accounting/auditing knowledge to
the MEF Secretariat to enhance the effectiveness of its monitoring work;

Independent Commission Against Corruption ("ICAC™)'s review on the

operation of the MEF

notes that in its review of the adequacy of the funding procedures of the
MEF to prevent corruption conducted in 2010, two members of the
Corruption Prevention Advisory Committee ("CPAC") of the ICAC also
raised their concern about the need for continuing the MEF, which was
set up at a time of financial difficulties and, in view of the changed
economic situation, suggested that the TC should consider returning the
unused funds to the Government;

finds it unacceptable and inexcusable that the failure of the CEDB to
mention the concern raised by two members of the CPAC of the ICAC
about the need of continuing the MEF in its funding proposal to the
Finance Committee ("FC") of the Legislative Council ("LegCo") in
April 2012 for setting up the modified two-tier MEF might have
hindered the FC from making an informed decision on whether or not to
support the funding proposal;

does not accept the explanation given by the CEDB that the concern
raised by two members of the CPAC of the ICAC in November 2010
about the need of continuing the MEF was more a policy question and
not related to corruption prevention and, because the TC had taken the
relevant view into account when reviewing the way forward for the
MEF in 2011, the CEDB did not see the need to inform the FC of such a
policy view. Even if this was the case, the CEDB should have
informed the FC the CPAC's policy view in its funding proposal for
setting up the modified two-tier MEF in April 2012;
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urges the CEDB and the TC to periodically consult the ICAC on the
need to develop more stringent monitoring and control measures for the
MEF scheme to ensure that public money is properly handled;

Way forward

expresses astonishment and finds it unacceptable that although the
modified two-tier MEF has been implemented since May 2012, no
Tier 1 event has been held;

notes that the TC has been discussing with the organizers of two
potential Tier 1 events the possibility of introducing such events to
Hong Kong, and urges the TC to continue to follow up this matter in a
proactive manner;

expresses astonishment and finds it unacceptable that since the inception
of the MEF in 2009, only six of the 24 approved MEF events were
brand new events;

notes that the TC will introduce measures, such as enhancing the
transparency of the MEF application schedule, proactively providing the
reasons for failure of unsuccessful applications to the relevant applicants,
and introducing a mechanism for eligible unsuccessful applicants to
submit reviewed applications for further consideration by the MEF
Assessment Committee, with a view to supporting more new Tier 2
events;

urges the CEDB to review whether it is still necessary and appropriate to

make the number of paid jobs created as an criterion to assess

applications for MEF funding given the prevailing economic situation;

notes that:

(@) the TC will consider whether, and if so how, the assessment criteria
for MEF applications and the key performance indicators ("KPIs™)
for MEF-supported events should be updated and revised; and

(b) the Government will conduct a comprehensive review on the future
of the MEF before its expiry in March 2017; and
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114.

expects the CEDB and the TC to expeditiously take on board the audit
recommendations and other improvement measures as well as to adopt a
more stringent and proactive approach in administering the MEF.

Specific comments

The Committee:

Achievement of MEF objectives

finds it unacceptable and inexcusable that:

(@)

(b)

although a high percentage of applications has been rejected
during processing, there was no evidence that the Administration
had taken effective measures to address the issue;

although the funding agreements signed by the TC with the event
organizers have set out in detail the event deliverables, targets and
KPIs (such as number of paid jobs created, number of participants
and special tourist packages to be developed) against which the
latter have to report the actual outcome in their post-event
evaluation reports, there were inadequacies in the TC's
mechanism in verifying the achievements of these deliverables,
targets and KPIs. In particular, Audit has found that:

(i)  with regards to the number of paid jobs created, the TC did
not randomly verify the staff employed for the events
against any attendance records on the spot and did not
conduct subsequent checks against the organizers'
recruitment and payroll records.  As a result, the number of
paid jobs reported might have been overstated. For
example, with Event C4 reported in Example 1 in the Audit
Report, although the event was expected in the funding
agreement to create a minimum of 3 100 paid jobs for the
local people of Hong Kong, including 3 000 performers of
specified types, the organizer informed the TC on Audit's
enquiries that the event had only created 1 317 paid jobs for
performers;
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(i) although the CEDB reported to the LegCo in April 2012
that a total of about 10 000 paid jobs had been created by
the 16 MEF events approved as of March 2012, it is
apparent that the 5 000 jobs created as a result of Events C1
and C2, which had been included among the "10 000 paid
jobs", had been overstated; and

(ili) with regards to attracting over 900 000 participants
(including more than 170 000 non-local visitors), as
reported by the CEDB to the LegCo in April 2012, it was
noted that a large number of the reported figures were
related to a few events which were held in open area with
free-flow pedestrians. The organizers were not required to
inform or agree with the TC beforehand the counting
methods adopted and the TC seldom verified or raised
queries on the counting methods or the results the organizers
reported in their post-event evaluation reports;

(c) many of the MEF events had not been too successful in attracting
overseas visitors to come to Hong Kong specifically for the
events. For nine of the 18 events with the requirement of
developing special tourist packages included in the funding
agreements, the organizers reported that no such packages could
be developed; and

(d)  only six brand new events had been held since the inception of the
MEF (May 2009), but three of them had been subject to financial
sanctions by the TC. Only one brand new event had been
approved since mid-2011. Unless new events are approved in
the future, the MEF will be supporting only a few repeated events.
The imbalance between new and repeated events supported by the
MEF is an issue which needs to be addressed,;

notes that the TC (and the MEF Assessment Committee) had imposed
financial sanctions on some of the organizers for their failure in meeting
the agreed targets and delivering the deliverables as set out in the
funding agreements;

notes that the Permanent Secretary for Commerce and Economic

Development (Commerce, Industry and Tourism), as the Controlling
Officer of the MEF, has generally agreed with the audit
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recommendations in paragraph 5.16 of the Audit Report. In particular,
the TC has undertaken, amongst others, to:

(a)

(b)

(©)

(d)

(€)

look into the operation of the MEF (both the Tier 1 and Tier 2
schemes), including developing a robust mechanism to validate
the deliverables and targets reported to have been achieved by the
organizers in their post-event reports;

endeavour to identify worthwhile Tier 1 events and appealing new
Tier 2 events for possible support by the MEF;

enhance the operation of the Tier 2 scheme, including stating in
the regret letter the main reasons for the failure in the case of
unsuccessful applications, and holding kick-off meetings with the
organizers in order to inform them the Government's and the MEF
Assessment Committee's expectations and the obligations on their
side;

explore with the Labour Department to define the meaning of
"paid jobs" in the funding agreement so as to avoid counting those
non-local/local children as employees of the event; and

ask organizers of MEF-supported events to develop more
scientific methods in counting participants;

- requests the Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) to set a timetable for
implementing the various measures the TC has undertaken in paragraph
5.17 of the Audit Report;

Assessment of applications

- finds it unacceptable and inexcusable that:

(@)

(b)

there were inadequacies in the governance of the MEF
Assessment Committee, such as low attendance of two
Committee members;

there were also inadequacies in the competence of some of the

event organizers which must be local non-profit-making
organizations but, very often, they were of a small scale and
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(©)

(d)

(€)

lacked the experience and ability to host large-scale events.
They often had to struggle with the problem of inadequate
financial and human resources and the challenge in managing the
logistics of mega events, all of which would affect the success of
the MEF events;

there were inadequacies in the TC's assessment of the associates
of the organizer of Events C1, C2, C3 and C4 which had assumed
key roles in organizing the events, such as the lack of information
on the associates' capability, and the relationship and the extent of
arm's length dealings between the organizer and the associates.
For example, two associated major service providers in three
events, i.e. Events C1, C2 and C3, held from 2011 to 2013 were
even named as "Event Co-organizers" in all publicity documents
for the events, but they were not so named in the funding
agreements and were not joint applicants in the application forms.
However, the TC had not raised any enquiries with the organizer;

comments/reservations made by relevant bureaux/departments
("B/Ds") in assessing the applications were not always followed
up by the TC; and

in Example 7 reported in paragraph 3.13 of the Audit Report,
although relevant B/Ds had commented that Event G was just
merging and bundling together four local re-run productions
which had been staged many times in the past, the TC had not
included any provisions in the funding agreement to govern the
re-performance of the four MEF performances on dates in close
proximity to the MEF event period. It transpired that the
organizers had staged one of the four performances (Performance
A) several times locally and abroad on dates in close proximity to
the MEF event period, without informing the TC and the MEF
Assessment Committee, and the attractiveness of the event was
also affected in that it had failed to attract the pledged numbers of
participants and non-local visitors to the event;

notes that the Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) has agreed with the

audit recommendations in paragraph 5.18 of the Audit Report. In

particular, the TC has undertaken, amongst others, to:
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(a)

(b)

(©)

(d)

improve the governance of the MEF Assessment Committee.
For example, the MEF Secretariat has started arranging to use
tele-conference facilities to enable MEF Assessment Committee
members to take part in the meetings and will record the scores
awarded to each MEF application under each individual
assessment criteria in the minutes of the corresponding MEF
Assessment Committee's meetings;

require organizers in future to duly disclose their management
teams and any associates who will be actively involved in
organizing the proposed events in the application forms and
post-event evaluation reports, and to record properly such
declarations for the TC's checking;

require organizers to disclose in the application forms and
post-event evaluation reports in detail should they intend to
organize in Hong Kong or overseas any kind of activities/events
of similar content or nature in close proximity to the
MEF-supported events; and

include a standard clause in the funding agreement to require the
organizer to make such a disclosure on (c) above and to secure the
Government's prior consent as appropriate;

- requests the Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) to set a timetable for
implementing the various measures the TC has undertaken in paragraph
5.19 of the Audit Report;

Monitoring and evaluation of events

- finds it unacceptable and inexcusable that:

(a)

in some MEF events, related agents were employed or major
services were procured from associated services providers, but
most organizers concerned had neither made written declarations
of their relationship with the related parties nor notified the TC in
writing of any related party procurements or staff recruitments
they had made, as required by the funding agreements;
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(b)

(©)

(d)

irregularities were identified by Audit from its examination of
selected MEF events, including suspected improper charging of
the organizers' advertising and promotion expenses incurred for
other shows against the MEF funding, payments not properly
supported by official invoices/receipts, service procurements and
recruitment of performers from related parties without
Government permission, procurements and recruitments not
supported by quotations/invoices/staff recruitment and payroll
records with performers’ acknowledgement of receipt,
overpayment of $227,000 to an organizer and improper refund of
an unspent event balance of $280,000 to a sponsor;

the TC had generally not set any conditions in the funding
agreements to govern the distribution of tickets resulting in that
for one MEF event, 93% of the tickets were issued as free tickets
to various parties, with only 7% sold to the general public; and

owing to the poor condition of the Stadium turf pitch, Event J
received some negative publicity. Apart from venue
management, there was also scope for improvement in various
aspects on the organization of Event J, such as lack of a concrete
contingency plan and the difficulty to enforce the funding
condition of requiring the organizer/team not to hold similar
matches in "nearby" places;

notes that the Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) has generally agreed
with the audit recommendations in paragraph 5.20 of the Audit Report
and the TC has undertaken, amongst others, to:

(@)

(b)

(©)

step up the monitoring of the declaration of conflicts of interest in
relation to procurement and staff recruitment by the organizers;

depending on the nature/type of individual cases, disallow the
organizer to stage similar events in Hong Kong or overseas within
a reasonable period or require the organizer to set out clearly the
incremental costs on the advertising, promotion or costumes
solely arising from the staging of the MEF-supported event;

request organizers to ensure that all event expenditure items

should be supported by official invoices/receipts as described in
the Guide to Application and the TC will check whether the
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(d)

(€)

(f)

organizers have fulfilled the requirement when conducting the
random document inspection checks;

consider specifying in the funding agreement the minimum
number of tickets required to be made available for public sale for
fee-charging events;

with the experience from EventJ, consider defining key terms
under the funding agreement to avoid enforcement difficulty, will
request the organizers to explore and develop a contingency plan,
and will specify such requirements in the funding agreement; and

conduct a wash-up meeting with the organizer of the
MEF-supported event within a month after the event has been
held;

- requests the Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) to set a timetable for
implementing the various measures the TC has undertaken in paragraph
5.21 of the Audit Report;

Way forward

- expresses astonishment and finds it unacceptable that:

(a)

(b)

(©)

although the modified MEF has been implemented since May
2012, no Tier 1 event has been held and the number of approved
Tier 2 events was also reducing;

although the Administration informed LegCo in April 2012 that it
would consult the ICAC to develop more stringent monitoring
and control measures relating to Tier 1 events, it had not yet
worked out a more versatile monitoring mechanism for Tier 1
events; and

no measurable and quantifiable key performance targets had been
set to justify the commitment of $150 million for the modified
MEF;

- urges the CEDB to develop a more versatile mechanism for monitoring
both Tier 1 and Tier 2 events;
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- notes that the Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) has agreed with the
audit recommendations in paragraph 5.22 of the Audit Report. In
particular, the TC has undertaken, amongst others, to:

(@) consult the ICAC on the monitoring and assessment mechanism
for future Tier 1 events; and

(b) look into whether it is still necessary and appropriate to use the
number of additional paid jobs created as one of the key criteria
to measure the performance of the Tier 2 events in future;

- requests the Permanent Secretary for Commerce and Economic
Development (Commerce, Industry and Tourism) to set a timetable for
implementing the various measures the TC has undertaken in paragraph
5.23 of the Audit Report; and

- notes that the Government will conduct a comprehensive review on the
future of the MEF before its expiry in March 2017.

Follow-up action

115. The Committee wishes to be kept informed of the progress made in
implementing the various audit recommendations and other improvement
measures/actions.
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The Audit Commission ("Audit") conducted a review of the administration
of the CreateSmart Initiative administered by Create Hong Kong ("CreateHK") under
the Commerce and Economic Development Bureau.

2. The Committee noted the following findings from the Director of Audit's
Report:

- Dbecause CreateHK was late in sending declaration forms to CreateSmart
Initiative Vetting Committee members for completion, few members
returned their declarations on time;

- of the 15 projects examined by Audit, some expenditures ($547,000 for
two projects) did not have supporting documents. Grantees of
12 projects did not keep a designated bank account. Grantees of three
projects used funds to cover unallowable costs ($63,000). The grantee
for one project examined (and its two earlier projects) was allowed,
under an alternative funding approach, to retain the unspent balances
($1.35 million for the three projects) and use funds to cover otherwise
unallowable costs ($100,000 for the project examined); and

- for projects funded by two instalments, CreateHK neither reviewed their
progress nor informed the CreateSmart Initiative Vetting Committee of
their progress. For 30 projects reviewed by Audit, all site visits were
attendance to open ceremonies, press conferences, exhibitions or music
shows and for 18 of the projects, inspecting officers did not even meet
the project staff.

3. The Committee did not hold any public hearing on this subject. Instead, it
asked for written responses regarding the details of the CreateSmart Initiative
projects, the control of use of funds and the monitoring and evaluation of projects.
The replies from the Permanent Secretary for Commerce and Economic
Development (Communications and Technology) are in Appendix 33.

4, The Committee wishes to be kept informed of the progress made in
implementing the various recommendations made by Audit.

-116 -



P.A.C. Report No. 62 — Chapter 4 of Part 4

Promoting the development of social enterprises

A. Introduction

Background

A social enterprise (“SE") is a business to achieve specific social objectives.
Its profits will be principally reinvested in the business for the social objectives that it
pursues, rather than distributed to its shareholders. A number of programmes have
been launched by various bureaux/departments ("B/Ds"), including the Home Affairs
Bureau ("HAB"), the Home Affairs Department ("HAD") and the Social Welfare
Department ("SWD"), to support the development of SEs in Hong Kong. The
HAB, with the support of the HAD, is responsible for the SE portfolio.

2. The Audit Commission ("Audit") conducted a review of the Government's
efforts in promoting SEs. Notably, Audit found that:

- there are areas for improvement in implementing the SWD's Enhancing
Employment of People with Disabilities through Small Enterprise
Project ("the 3E Project”) and the HAD's Enhancing Self-Reliance
Through District Partnership Programme (“the ESR Programme");

- more need to be done in creating synergies amongst the various B/Ds'
programmes for SEs; and

- there have been concerns from the SE sector and the Legislative Council
("LegCo") about the lack of a clear definition of SEs.

The Committee's Report

3. The Committee's Report sets out the evidence gathered from witnesses.
The Report is divided into the following parts:

- Introduction (Part A) (paragraphs 1 to 5);

- Government policy on SE (Part B) (paragraphs 6 to 19);
- The 3E Project (Part C) (paragraphs 20 to 48);

- The ESR Programme (Part D) (paragraphs 49 to 73);

- Publicity and promotional work (Part E) (paragraphs 74 to 77); and
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- Conclusions and recommendations (Part F) (paragraphs 78 to 80).

Disclosure
4. Hon CHAN Hak-kan disclosed that the New Territories Association of

Societies with which he was affiliated might have applied funding under
the 3E Project and the ESR Programme.

Public hearing

5. The Committee held one public hearing on 5 May 2014 to receive evidence
from witnesses. Mr TSANG Tak-sing, Secretary for Home Affairs, made a
statement at the beginning of the public hearing. The full text of his statement is in
Appendix 34.

B. Government policy on SE

6. The Committee noted from paragraph 1.2 of the Director of Audit's Report
("Audit Report™) that the Government did not have a universal definition of SE.
The Committee further noted that unlike many overseas jurisdictions, such as the
United Kingdom ("UK"), the focus of the Hong Kong Government in developing
SEs was mainly from the angle of the number of jobs that could be created for the
socially disadvantaged rather than treating SEs as businesses with social objectives.
The Committee considered that the occurrence of repeated grants under different
funding schemes for setting up SEs of similar businesses in the same venue, as
exemplified in Case 2 referred to in paragraph 2.32 of the Audit Report; the absence
in Hong Kong of entrepreneurial SEs similar to those founded by Jamie Oliver to
offer young, unemployed people the experience of learning to work in the restaurant
business; and the lack of co-ordination in the provision of funding schemes operated
by different B/Ds for different social/policy objectives', were testament of a lack of
an overall strategy and policy to support the development of SEs in Hong Kong. To

1 Apart from the 3E Project administered by the SWD, the ESR Programme administered by the HAD, the
Community Investment and Inclusion Fund administered by the Labour and Welfare Bureau ("LWB") and the
Revitalising Historic Buildings Through Partnership Scheme administered by the Development Bureau which are
listed on the SE website of the HAB (paragraph 5.17 of the Audit Report refers), there are three other government
funding schemes supporting the setting up of SEs. They are the Social Innovation and Entrepreneurship
Development Fund under the Commission on Poverty, the Partnership Fund for the Disadvantaged administered by
the SWD, and the Environmental and Conservation Fund administered by the Environment Bureau (paragraphs
5.19-5.20 of the Audit Report refer).
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ensure a long-term sustainable development of SEs in Hong Kong, the Committee
enquired whether consideration would be given to drawing up a comprehensive and
holistic policy on SE, such as establishing a definition and a regulatory framework
for SEs as adopted in the UK in the form of Community Interest Companies?,
providing tax concession to SEs and conducting social impact assessments of SEs.

7. Secretary for Home Affairs responded as follows:

- the Government had an overall policy on SE. As stated on the SE
website of the HAB and reproduced in paragraph 1.3 of the Audit
Report, the Government's objectives in promoting the development of
SEs were to enable the socially disadvantaged to be self-reliant through
employment, and to meet the needs of different community groups with
entrepreneurial thinking and innovative approaches, with a view to
cultivating a caring culture as well as promoting social cohesion and
mutual help. The HAB had also set up the Social Enterprise Advisory
Committee ("SEAC")? in January 2010 to advise the Government on
the development of SEs;

- in the past, the general public had little knowledge about SE. Through
the concerted efforts of the Government, the business sector and the
community, the situation had vastly improved in recent years as
evidenced by the over 400 SEs presently operating in Hong Kong.
Similar to many overseas jurisdictions, SEs in Hong Kong were
operated either by non-profit-making bodies, some of which might be
provided with start-up funds from the Government, or by profit-making
bodies. These SEs carried out different trades which were not confined
to providing jobs to the socially disadvantaged and included meeting
social needs, such as providing post-natal and babysitting services to
new mothers and operating a taxi service for the frail elderly. There

2 A community interest company ("CIC") is a new type of company introduced by the UK Government in 2005
under the Companies (Audit, Investigations and Community Enterprise) Act 2004, designed for SEs that want to
use their profits and assets for the public good. CICs are intended to be easy to set up, with all the flexibility and
certainty of the company form, but with some special features to ensure they are working for the benefit of the
community.

3 The SEAC is chaired by the Secretary for Home Affairs and its members comprise SE practitioners, persons from
the business and the academic sectors, and government representatives from the HAB, the HAD, the LWB and the
Commerce and Economic Development Bureau.
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was no lack of successful entrepreneurial SEs in Hong Kong. The
iIBakery was a case in point;

- there was no question of the Government viewing SEs as welfare
businesses. As SE was a business to achieve specific objectives, which
included but not limited to creating employment opportunities for the
socially disadvantaged, the task of developing SEs was placed under the
purview of the HAB and the HAD. At the outset, the objective of
funding non-governmental organizations ("NGOs") for setting up SEs
was to provide job opportunities for the socially disadvantaged. This
was understandable as Hong Kong was then at a time of financial
difficulties. As time passed and with the recovery of the economy, the
objectives of the SEs funded by the Government had become varied,
such as protecting the environment and providing care services to the
elderly;

- the question of whether or not to provide a legal definition for SE had
been intermittently discussed by the SEAC. Some members
considered that SEs should be allowed to distribute some of their
surpluses to their shareholders or owners so as to better attract people to
invest in SE, whilst some other members held the view that all surpluses
should be reinvested into the SE. There was also the debate on the
maximum percentage of surpluses that should be allowed to distribute to
shareholders or owners. After deliberations, the SEAC considered that
providing a strict definition of SE would limit the development of the
SE sector which was still at its early stage. This was particularly
pertinent given the diversity of SEs (in respect of their trades, business
scales, development stages and operation modes) in Hong Kong. The
Government had taken into account the views of the SEAC. Hitherto,
the Government had encouraged and supported sector-led initiatives to
enhance public understanding of SEs, such as launching of the SE
Award Scheme” in August 2011 to give recognition to outstanding SEs
which operated and created social impact in Hong Kong. The Award
Scheme had also provided a platform for SEs to share their best
practices;

- the fact that there was no legal definition of SE did not mean that the
Government did not attach importance to the development of SEs in

4 The awardees of the SE Award Scheme in 2011 and 2013 are in Appendix 35. According to the HAB, all
awardees are still in operation.
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Hong Kong. In formulating new initiatives involving public resources
to support individual SEs, the SEAC had endorsed a working definition
for SEs (paragraph 5.35(b) of the Audit Report refers). This had
guided the HAB in further deliberations of measures that would support
individual SEs, recognizing the need to support for-profit SEs;

nevertheless, the HAB agreed that there was a need to keep in view the
case for adopting a more refined definition of SE. As mentioned in
paragraphs 5.36-5.37 of the Audit Report, the HAB had commissioned
an independent research study to capture the existing landscape of SEs
in Hong Kong. The study was now at its final stage. Its initial
findings concurred with the views of the SEAC that there was no
imminent need of any form of regulation for SEs given the small scale
and the healthy growth of the SE sector thus far. At this stage, the
Government should continue maintaining its current approach for
defining SEs as set out in paragraph 5.39 of the Audit Report;

as the research study mentioned above would provide the up-to-date
reference for considering the work required in the development of SEs,
it was the Administration's plan to have the next update for the LegCo
Panel on Welfare Services as and when the study was completed before
the end of 2014;

except for the ESR Programme, the funding schemes listed in Table 10
referred to in paragraph 5.17 of the Audit Report served various policy
objectives, e.g. environmental protection, enhancing employment of
persons with disabilities, etc. These other funding schemes were not
dedicated for the development of SEs, notwithstanding the fact that SEs
might apply for and be funded under them. Accordingly, processing
and vetting of applications of a funding scheme should fall under the
B/Ds responsible for the relevant policy objective. This explained why
the HAB/HAD should not coordinate the processing and vetting of other
funding schemes;

however, he agreed with the audit recommendation that the HAB and
the HAD should periodically take stock of the progress and outcome of
the efforts made by relevant B/Ds that might contribute to the
development of SEs, in particular their funding schemes for setting up
SEs, with a view to promoting best practices, identifying service gaps as
well as creating synergies. In this regard, the HAB had been
stocktaking the various government initiatives that could benefit SEs
and make available such information on the SE website and in the
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HAB's reports to LegCo. The HAB would continue to engage SEs,
stakeholders and B/Ds with a view to creating partnership and synergies;
and

- both the Government and the SEAC strongly believed that SE was an
important link in social, economic, cultural and environmental
improvement and further development of SEs in Hong Kong was worth
pursuing.

8. Noting the views of the Secretary for Home Affairs in his article
"Mt DERE S FE" dated 21 April 2013 posted on the HAB website
(in Appendix 36), the Committee asked the Secretary for Home Affairs whether he
would consider, with the assistance of the SEAC, creating an enabling environment
for Hong Kong to adopt a social finance approach to further the development of SEs
as practised in the UK.

9. Secretary for Home Affairs responded that as Hong Kong was an
international financial centre, consideration could be given to exploring the viability
of adopting a social approach to finance SEs, such as issuing social impact bonds.
As social entrepreneurs were crucial to the adoption of social finance, the HAB had
put in a lot of resources in nurturing social entrepreneurs by, say, liaising with local
tertiary institutions on organizing social entrepreneurship courses and sponsoring
seminars and workshops to encourage young people to develop an interest in and
knowledge about SEs as well as nurture in them social entrepreneurship.

10. Noting that members of the SEAC comprised, amongst others, persons from
the business sector, the Committee enquired about the measures taken to manage
conflict of interests.

11. Secretary for Home Affairs advised that the SEAC followed the standard
procedures for all advisory and statutory bodies in managing potential conflict of
interest.  SEAC members were required to disclose their general pecuniary interests
on appointment to the SEAC and annually thereafter, in addition to the report of
conflict of interest as and when they arose. SEAC members were also required to
report any potential conflict of interest in matters placed before the SEAC for each
meeting/circulation. Should there be any such conflicts reported, the Chairman
might request a member to withdraw from the deliberation and record such judgment
in the meeting minutes.
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12. On the provision of repeated grants under different funding schemes for
setting up SEs of similar businesses in the same venue, Mrs Pamela TAN KAM
Mi-wah, Director of Home Affairs, advised that the HAD and the SWD had made
changes to the format of their respective SE database and had improved their
communication to prevent the problem from happening again.

13. Ms Carol YIP, Director of Social Welfare, supplemented that:

- since April 2012, the SWD had amended paragraph 2.3 of its Guide to
the 3E Project to specify that an application which sought to replace a
business of the same nature which was funded by the Project and was to
be run by another organization at the same venue was in principle
considered not eligible for funding under the Project;

- under the mutual verification system set up between the SWD and the
HAD, if an organization came to apply for funding under the 3E Project,
SWD staff would send a copy of the application to HAD staff to check
whether the same organization had applied for funding under the ESR
Programme for setting up a SE of the same nature and in the same venue
and vice versa; and

- except for the two venues cited in Case 2 of the Audit Report, there was
no repeated funding for setting up similar businesses in the same venue
in other cases.

14, The Committee was of the view that in developing SEs, the Government
should be mindful of not creating unfair competition for small and medium
enterprises ("SMEs").

15. Secretary for Home Affairs responded that in developing SEs, the HAB
was mindful of the views of SMEs in ensuring an environment for fair competition in
the market. Hitherto, the HAB was not aware of any complaint from SMEs that the
Government policy on SE had undermined their interests.

16. On the question of how the Government could ensure that SEs would
reinvest profits into their businesses, Secretary for Home Affairs replied that:
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- to his understanding, no SE had been found to distribute all of its profits
to its shareholders or owners, despite the fact that there was no
regulatory framework for SEs;

- there was at present a voluntary Social Enterprise Endorsement system
run by the Hong Kong General Chamber of Social Enterprises Ltd.
awarding a Social Enterprise Mark to any SE who successfully passed
an assessment on its SE capabilities; and

- he agreed with the audit recommendation that the HAB and the HAD
needed to adjust the strategy for promoting the development of SEs in
Hong Kong, having regard to changing social and economic
environment and relevant overseas experience. In this regard, the HAB
had already commissioned a study on the latest developments of SEs as
mentioned in paragraph 7 above to outline the current situations of local
SEs, ascertain the public perception of SEs and identify the best
practices and innovative approaches in running an SE.

17. In 2008, as a policy support to promote the development of SEs, the
Government launched a pilot scheme for priority bidding of selected government
contracts by SEs.  Under the pilot scheme, eligible SEs were first invited to bid for
the selected contracts. Only when no suitable SEs were identified for the contracts
would non-SE service providers be invited to bid. In administering the pilot scheme,
the HAB provided the policy steer, whilst the HAD co-ordinated the implementation
and compiled the lists of eligible SEs.

18. The Committee noted from paragraph 5.13 of the Audit Report that in July
2012, the HAD decided to discontinue the pilot scheme for priority bidding of
selected government contracts by SEs. The Committee further noted from
paragraph 5.14 of the Audit Report that although the HAD had all along reported to
the LegCo Panel on Welfare Services on the implementation of the pilot scheme, the
Panel had not yet been informed of the event. The Committee enquired about the
reasons for discontinuing the pilot scheme and for not informing the LegCo Panel on
Welfare Services of the cessation of the scheme.
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19. Ms Gracie FOO Siu-wai, Deputy Secretary for Home Affairs (1),
responded that:

- as the pilot scheme had achieved its mission of familiarizing
participating B/Ds with SEs and gaining their confidence in SEs' general
capability in fulfilling contract requirements and having regard to the
Government's procurement principles of fairness and open competition,
the HAD concluded that the scheme should be a transitional measure
only for helping SEs establish themselves, and after the July 2012
review, therefore decided to discontinue the scheme;

- in informing B/Ds of the cessation of the pilot scheme in December
2012, the HAD had encouraged them to continue their support to
promote the development of SEs by including SEs in their quotation
invitation lists for procurement of stores and services; and

- in the next update for the LegCo Panel on Welfare Services on the
development of SEs when the research study, referred to in paragraph 7
above, was completed before the end of 2014, the HAB/HAD would
include the cessation of the pilot scheme for priority bidding of selected
government service contracts by SEs.

C. The 3E Project

20. In the 2001-2002 Budget, the Financial Secretary announced in March 2001
a package of initiatives to provide better care for the disabled, including a one-off
provision of $50 million for NGOs to create employment opportunities for persons
with disabilities ("PWDs"). With the approval of the Finance Committee ("FC") of
LegCo in June 2001, a new non-recurrent commitment of $50 million was created for
the SWD to launch the 3E Project in September 2001.

21. In October 2011, the commitment of the 3E Project was increased by
$4 million to $54 million under delegated authority to meet imminent cashflow
requirements. In order to encourage more NGOs to participate in the 3E Project to
sustain the momentum in creating more job opportunities for PWDs, the commitment
of the Project was further increased by $100 million to $154 million which was
approved by the FC in January 2012.
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22, An applicant for funding under the 3E Project should be a bona fide
charitable NGO which possesses the tax exemption status under section 88 of the
Inland Revenue Ordinance (Cap. 112). Applications may be submitted throughout
the year.

23. The maximum funding support for an approved project under the 3E Project
is $2 million, comprising a capital grant and an operating grant. A grant to support
the operation of an SE from the date of commencement should be confined to the
funding period currently at three years’. The funded SE is expected to become
self-sustaining after the funding period. Progress reports are required to be
submitted during the contract period®.

24. The funded SE will be required to employ PWDs of at least 50%’ of the total
workforce in the business. This is to ensure that the objective of the Project in
improving the employment opportunities of PWDs is safeguarded while recognizing
that in some cases, the employment of able-bodied persons is necessary to ensure the
smooth operation of the business.

25. The SWD has set up the Advisory Committee on Enhancing Employment of
People with Disabilities to assist it in administering the 3E Project. The Advisory
Committee comprises 16 non-official members (including the Chairman) and two
official members. At the request of the Committee, Director of Social Welfare
provided the criteria adopted by the Advisory Committee for examining and
recommending applications under the 3E Project (in Appendix 37).

5 According to Note 6 referred to in paragraph 2.6 of the Audit Report, the funding period was set at one year when
the 3E Project was launched in September 2001. It was revised to two years in November 2006, and further
revised to three years in April 2012.

6 According to Note 7 referred to in paragraph 2.6 of the Audit Report, the contract period was set at three years
when the 3E Project was launched in September 2001, i.e. a one-year funding period plus a two-year monitoring
period. It was revised to four years in April 2012, i.e. a three-year funding period plus a one-year monitoring
period.

7 According to Note 9 referred to in paragraph 2.7 of the Audit Report, when the 3E Project was launched in
September 2001, the requirement on the proportion of PWDs employed was set at 60%. It was revised to 50% in
November 2006.

According to the SWD, 48% of PWDs employed by businesses funded under the 3E Project are ex-mentally ill
persons, 36% are mentally-handicapped persons, 6% are physically-handicapped persons, 4% are visually-impaired
persons and the remaining 6% are hearing-impaired persons, language-impaired persons or persons with other types
of disabilities.
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Effectiveness of the 3E Project

Sustainability of funded SEs

26. The Committee noted from paragraph 2.30 of the Audit Report that funding
support available under the 3E Project had to be justified mainly on the basis of
commercial viability of the business proposal as the business and jobs created had to
be sustained on a self-financing basis after the funding period. As at September
2013, amongst the 81 approved projects, the funding period had expired for 69 of
them. Out of the 69 SEs which had completed the funding period, 24 (35%) ceased
business. The Committee further noted from paragraph 2.31 of the Audit Report
that as at 30 September 2013, 45 SEs were operating beyond the funding period
(excluding 24 terminated projects and 12 projects which were still within the funding
period). For these 45 SEs, Audit noted from their last progress reports submitted to
the SWD that 16 (36%) were still operating at a deficit. The Committee queried
whether the 3E Project had fallen short of achieving its intended social and economic
Impacts.

217, Secretary for Home Affairs responded that comparing with the life span of
commercial enterprises in Hong Kong, that of the SEs, the majority of which
operated on a small or very small scale, was not short. In some cases, SES even
fared better than commercial enterprises. This could be attributed to the fact that
operators of SEs were mostly people seeking to make a social impact who were
willing to put in a lot of efforts without asking for the same returns. Also, some
members of the general public were ethical consumers who were more willing to
patronize SE goods and services.

28. Director of Social Welfare supplemented that:
- as at 30 April 2014, 59 of the 88 approved projects (67%) were still
operating. Of the 26 approved projects which had ceased operation,

about 70% of them were due to expiry of venue contracts®; and

- of the 59 funded businesses still in operation, one-fourth of them had
been operating over nine years and was still operating.

8 According to the SWD, as at 30 September 2013, 16 approved projects had ceased operation due to expiry of
venue contracts. Amongst these 16 projects, six provided food and beverages services.
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29. The Committee noted from paragraph 2.30 of the Audit Report that 160
PWDs were employed by the 24 funded businesses which had ceased operation.
The Committee enquired about whether the SWD had tracked the whereabouts of
these PWDs.

30. Director of Social Welfare responded that:

- as the SWD would only track the whereabouts of the PWDs who had
left a funded business during the funding period, the SWD therefore did
not track the whereabouts of the PWDs employed by the 24 funded
businesses which had ceased operation after the funding period; and

- all PWDs wishing to enhance their work opportunities could seek
assistance from the various rehabilitation services operated by the SWD.

Jobs created for PWDs

31. The Committee questioned the effectiveness of the 3E Project in achieving
its objective of creating job opportunities for PWDs, thereby facilitating their
self-reliance and integration into the community. The Committee noted from
paragraph 2.33 of the Audit Report that according to the SWD's survey on operating
projects as at 30 September 2013, the actual number of PWD jobs for 52 of the 57
operating projects® was lower than the target by 42 (10%).

32. Director of Social Welfare explained that after years of operation, some
funded businesses had to adjust their operating modes in response to changing
circumstances such as market condition and business environment, etc. Business
re-organization and/or downsizing had resulted in reduction of the total number of
employees, including those with disabilities. For example, a cleaning business at its
peak used to hire over 50 employees with disabilities but only two were retained now
due to the loss of a service contract from a large corporation.

33. Director of Social Welfare also advised that according to management
information compiled by the SWD from data collected from 52 operating projects as

9 According to Note 1 of Table 3 referred to in paragraph 2.33 of the Audit Report, there were 57 operating projects
as at 30 September 2013 (excluding 24 projects which had terminated business). The SWD survey covered only
52 projects because five projects were recently approved and had not yet commenced business.
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at September 2013, there were a total of 385 PWD jobs involving the employment of
1 882 PWDs since the commencement of these projects. Amongst the PWD
employees, 49 of them ceased receiving the Comprehensive Social Security
Allowance after they were employed by the funded SEs. This was a good
indication that the PWDs had become self-reliant because of the jobs created by
funded SEs.

34, The Committee noted from paragraph 2.38 of the Audit Report that for all
the 81 approved projects (as at 30 September 2013), the average grant per PWD job
ranged widely from $12,500 to $368,800. The Committee asked about the reasons
for such wide variation.

35. Director of Social Welfare explained that:

- the average grant per job for PWD calculated in the Audit Report had
not differentiated the proportion of the capital grant, which however had
great influence on the amount of average grant per job. The business
with an average grant of $12,500 per job for PWD stated in the Audit
Report was a company providing cleaning service, whilst the one with
an average grant of $368,800 per job for PWD was a business providing
catering service. A capital grant of $21,000 was approved for the
former for purchase of equipment, whereas a capital grant of $1,385,000
for both renovation of the premises and purchase of equipment was
given to the latter. Hence, the average grant per job for PWD was
affected by the nature of the business and the business delivery mode.
The average grant per job for PWD would be comparatively lower for
some labour intensive and non-premises-tied businesses; and

- In addition, the average grant per job calculated in the Audit Report had
not taken into account the jobs provided for able-bodied persons by the
businesses funded under the 3E Project. Therefore, the average grant
per job should be lower than that stated in the Audit Report.

36. The Committee noted from paragraph 2.33 of the Audit Report that of the
385 actual PWD jobs recorded as at 30 September 2013, 115 (30%) jobs were
full-time ones. The Committee enquired how many of these full-time jobs were
managerial ones.
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37. Director of Social Welfare responded as follows:

- In the compilation of the employment data of the businesses funded
under the 3E Project, information about managerial posts was not
collected in the past; and

- SWD had since April 2014 started to collect such information. As at
April 2014, six out of the 132 full-time PWDs employed had taken up
managerial posts.

38. On the salary levels of the PWDs employed by businesses funded under the
3E Project, Director of Social Welfare advised that they were determined by the
business operators taking into account the market rates and abilities of individual
employees. In any case, the fixing of remuneration must comply with the related
employment legislation including the Minimum Wage Ordinance (Cap. 608).

Processing of applications

39. According to paragraph 2.9 of the Audit Report, the SWD took a long time to
process applications, with an average of 184 days from submitting an application to
signing the funding agreement. The Committee considered that the long time taken
in processing applications would delay the commencement of business and thus the
creation of jobs for PWDs. It would also delay the payment of grants to applicants,
which could be made only after the agreements were signed.  In this connection,
the Committee enquired about whether a review of the procedures to streamline the
process had been/would be conducted by the SWD.

40. Director of Social Welfare advised that the SWD had since April 2012
implemented the following monitoring mechanisms to expedite the processing of
applications:

- an Assessment Panel meeting would be held within five weeks upon
receipt of a complete application; and

- the applicant would be notified of the result within three weeks after the

Assessment Panel meeting if no supplementary information was
required from the applicant.
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41. Director of Social Welfare further advised that for all the projects approved
since April 2012, the two-month timeframe from receipt of applicants' relevant
information to notification of assessment results had been strictly adhered to.

42. At the request of the Committee, Director of Social Welfare provided
information on the time taken to process the following four types of applications
under the 3E Project as well as the reasons for approving or rejecting these
applications (in Appendix 37):

- approved application for a project which had the highest average grant
per PWD job to be created;

- approved application for a project which had ceased operation;
- approved application for a project which is still operating; and

- rejected application.

Determination of capital and operating grants

43. According to paragraph 2.22 of the Audit Report, whilst the SWD had
generally adopted the deficit basis for determining the operating grant to meet the
operating loss during the funding period, in practice, it was not applied on a
consistent basis. Audit estimated that if the deficit basis had been adopted for the
projects, the total operating grants involved would have been reduced by some
$3 million.  In the light of this, the Committee enquired about the actions that had
been/would be taken by the SWD to reduce ambiguity and to ensure fair treatment to
all applicants.

44, Director of Social Welfare responded as follows:

- different calculation bases of operating grants were adopted in the past
as the 3E Project Guide did not provide detailed information on the basis
for determining operating grants; and

- with effect from April 2012, the gross deficit basis had been adopted in

assessing all applications. Arrangements would be made to elaborate
this calculation basis clearly in the 3E Project Guide.
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45, According to paragraph 2.17 of the Audit Report, the capital grant is
approved on an item-by-item basis, but the 3E Project Guide does not specify what
items are eligible. Audit found that eight of the 29 approved projects in retail
business examined included items of refundable deposits with a total amount of
$0.53 million.  The Committee enquired about the actions that had been/would be
taken by the SWD to address the problem.

46. Director of Social Welfare responded that the SWD would set out in the 3E
Project Guide that as a matter of principle, a refundable deposit would not be
approved, but if a grant was approved for this purpose due to special need, a special
provision would be included in the agreement signed between the SWD and the
grantee to specify that the deposit should be returned to the SWD immediately after
the grantee had recovered the sum.

47. The Committee noted from paragraph 2.19 of the Audit Report that although
cost of trading stock was an operating expenditure for calculating the operating loss
which was funded by the operating grant, the cost of trading stock received double
funding from both the capital grant and the operating grant in some of the 29
approved projects in retail business examined by Audit. The Committee considered
that the SWD needed to lay down guidelines to ensure that the cost of trading stock
was not counted twice and did not receive double funding from both the capital grant
and the operating grant.

48. Director of Social Welfare responded that in a meeting of the Assessment
Panel held as early as May 2010, it was determined that trading stock should not be
funded under the capital grant. As such, the SWD had not approved any capital
grant for trading stock since August 2010.

D. The ESR Programme

49, The Financial Secretary announced in the 2006-2007 Budget Speech that an
additional $150 million would be earmarked for strengthening district-based poverty
alleviation work, including support for SEs, from 2006-2007 to 2010-2011. The
initiative was subsequently implemented through the ESR Programme administered
by the HAD.
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50. In the 2009-2010 Policy Address, the Government indicated its commitment
to encouraging further development of SEs and reinforcing the district-based
approach in alleviating poverty through implementing the ESR Programme. The
HAD submitted a request in May 2010 to the Financial Services and the Treasury
Bureau ("FSTB") for additional funding of $150 million for continued
implementation of the ESR Programme for another five years from 2011-2012 to
2015-2016. A time-limited funding of $150 million was approved by the
Administration in September 2010 for extending the ESR Programme.

51. An applicant for funding under the ESR Programme should be a bona fide
charitable NGO which possesses the tax exemption status under section 88 of the
Inland Revenue Ordinance (Cap.112). Applications can be submitted all year
round, but deadlines are set roughly on a half-yearly basis to enable the processing of
applications in batches™.

52, The maximum funding support for an approved project is $3 million,
comprising a capital grant and an operating grant. The funding period is currently
three years counting from the date of funding agreement™. A grantee has to submit
to the HAD progress reports during the funding period and the monitoring period is
three years™.

53. The HAB has set up the Advisory Committee on Enhancing Self-Reliance
Through District Partnership Programme ("ESR Advisory Committee") to assist it in
administering the ESR Programme. The ESR Advisory Committee comprises a
Chairman, 21 non-official members (from different sectors of the community), and
three official members (from the HAD, the Labour Department and the SWD).
At the request of the Committee, Director of Home Affairs provided the criteria
adopted by the ESR Advisory Committee for examining and recommending
applications under the ESR Progamme (in Appendix 38).

10 According to Note 13 referred to in paragraph 3.4 of the Audit Report, as at September 2013, the ESR Programme
had operated for 14 phases, with Phase 14 still in the processing stage. Phase 13 was completed within
2012-2013.

11 According to Note 14 referred to in paragraph 3.5 of the Audit Report, for Phases 1 to 9, the funding period is two
years counting from the date of funding agreement. From Phase 10 onwards, the funding period is three years.

12 According to Note 15 referred to in paragraph 3.5 of the Audit Report, for Phases 10 to 12, the monitoring period

is two years following the funding period. For other Phases (i.e. Phases 1 to 9, and Phase 13 onwards), the
monitoring period is three years.
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Effectiveness of the ESR Programme

Sustainability of funded SEs

54, According to paragraph 3.35 of the Audit Report, the ESR Programme has
been in operation for over seven years since its launch in 2006. The effectiveness
of the ESR Programme can be assessed by the sustainability of the SEs created and
the jobs created for the socially disadvantaged. As at September 2013, of the
145 approved projects, 25 (17%)" had ceased operation after the funding period.
Also, according to paragraph 3.38 of the Audit Report, of the 120 projects operating
as at 30 September 2013, 41 were still within the funding period and 79 were beyond.
Of these 79 projects, 39 (49%) were operating with a deficit. The Committee
queried whether the ESR Programme had fallen short of achieving its intended social
and economic impacts.

55. Director of Home Affairs responded that the ESR Programme was
successful, as evidenced by the following figures:

- of the 150 operating projects as at 5 May 2014, 105 were beyond the
funding period™. Of these 105 projects, close to 80% had operated for
five or six years; and

- according to the HAD's survey on the funded projects conducted in 2013,
some 60% of the 78 grantees who responded to the survey indicated that
their SEs operated at a surplus or at least attained breakeven during the
past year. The survey results also revealed that some 70% of the
projects operating during the monitoring period were able to attain a
surplus or breakeven.

56. At the request of the Committee, Director of Home Affairs provided the
research report entitled "Social Return on Investment of Enhancing Self-Reliance
Through District Partnership projects™ published by the "Fullness Social Enterprises
Society" (in Appendix 39).

13 Of the 25 terminated projects, six (24%) were terminated at the end of the funding period, 17 (68%) during the
monitoring period, and two (8%) after the monitoring period.

14 The funding period was two years at the outset and later changed to three years.
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Jobs created by funded SEs

According to paragraph 3.41 of the Audit Report, the actual number of jobs
created had fallen short of the target by 39% for full-time jobs and 22% for part-time
The Committee enquired about the reasons for the shortfall in jobs and what
actions had been/would be taken by the HAD to address the problem.

Director of Home Affairs responded as follows:

SEs under the ESR Programme ("ESR SEs") had to meet two essential
objectives, i.e. the economic and social objectives. In so doing,
ESR SEs were required to strike a balance between sustaining business
and job creation. Amongst others, in order to sustain their business,
SEs needed to adjust their operation, including the number of employees,
from time to time having regard to the market situation;

the number of jobs created in the 99 ESR SEs set out in paragraph 3.40
of the Audit Report was just a snap shot of the number of employees in
the selected ESR SEs, and not the holistic picture. If staff turnover was
taken into account during the operation of these SEs, which showed a
more complete picture, the number of beneficiaries would be much
higher than the number of posts created. Hitherto, the jobs created by
the 99 SEs under study had employed more than 2 900 people; and

the number of jobs created by the 99 ESR SEs under study had reached
about 90% of the targets in the first year of operation. Expecting
business growth, the SEs had set even higher targets for the second year
of operation. That was why there was a wider gap between the number
of jobs created and the targets, even though the number of jobs created
in the second year was more or less the same as that in the first year.
The HAD would remind the applicants to set more realistic targets in
their applications in the future.

The Committee noted from paragraph 3.44 of the Audit Report that the
average grant per job varied widely from $9,000 to $360,000. The Committee
enquired about the reasons for such wide variation.
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60.

Director of Home Affairs explained as follows:

the average amount of grant per job was calculated on the basis of the
number of jobs under the direct employment of the ESR SEs. When
approving funding applications, the ESR Advisory Committee™ would
also take into account other job opportunities to be generated by the SEs.
For example, some SEs would provide indirect job opportunities like
those under self-employment for clothing processing work, finished
goods consignments, short-term service ambassadors, etc. Taking into
account the number of indirect jobs created (which was nearly four
times more than the number of direct jobs) to be provided by the three
ESR SEs with the highest average grant per job as mentioned in the
Audit Report, the amount of the average grant per job would be much
lower; and

besides, the average grant per job would vary with the business nature of
the SEs. Some SEs by their business nature would require a higher
start-up cost, like catering business. Some on the other hand would be
able to provide a higher number of job opportunities, like domestic
service. Despite that, it was one of the HAD's aims to fund SEs with
different business nature in order to offer a variety of job opportunities
to suit the needs of different disadvantaged groups. Nevertheless,
according to standing practice, the ESR Advisory Committee would take
into account the number of jobs to be created when considering an
application.

Processing of applications

61.

According to paragraph 3.22 of the Audit Report, the HAD took a long time

to process applications, with an average time of 239 days from submitting an
application to signing the agreement. The Committee enquired whether the HAD
had reviewed the procedures to streamline the process.

15 According to paragraph 3.3 of the Audit Report, the ESR Advisory Committee was set up by the HAD to examine

and recommend applications, monitor and evaluate approved projects, and advise the Government on the
administration of the ESR Programme. The ESR Advisory Committee comprises a Chairman, 21 non-official
members (from different sectors of the community), and three official members (from the HAD, the Labour
Department and the SWD).

- 136 -



P.A.C. Report No. 62 — Chapter 4 of Part 4

Promoting the development of social enterprises

62. Director of Home Affairs advised that:

- in the past, the HAD had strived to shorten the processing time for
funding applications through measures like setting deadlines (normally
14 days) for applicants to provide supplementary information; fixing the
target dates of milestones, like interview dates at Assessment Panel,
beforehand etc. In the last phase of applications with closing date on
31 October 2013, the HAD managed to approve eligible applications
within 112 days, compared with an average of 126 days over the
previous phases, despite there were Christmas and Lunar New Year
holidays during the period; and

- the HAD would continue to explore ways to further shorten the

processing time through, for example, taking the steps involved in the
process concurrently, instead of sequentially, whenever possible.

63. At the request of the Committee, Director of Home Affairs provided
information on the time taken to process the following four types of applications
under the ESR Programme as well as the reasons for approving or rejecting these
applications (in Appendix 38):

- approved application for a project which had the highest average grant
per PWD job to be created;

- approved application for a project which had ceased operation;
- approved application for a project which is still operating; and

- rejected application.

Determination of capital and operating grants

64. According to paragraph 3.31 of the Audit Report, there were inconsistencies
in determining the provision of operating grants on a deficit basis or an expenditure
basis to projects under the ESR Programme.  The Committee enquired about the
actions that had been/would be taken to address the inconsistencies.

65. Director of Home Affairs responded that the inconsistencies arose in
projects which were approved before 2010. Since 2010, the ESR Advisory
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Committee had already clearly laid down guidelines with consistent basis (details as
set out in paragraph 3.30 of the Audit Report) for determining the operating grants.
In other words, the inconsistencies had discontinued since then.

66. On the measures to take to prevent funding of refundable deposits as well as
that of trading stock under the capital grant of the ESR Programme, Director of
Home Affairs advised that:

- rental and utility deposits were common cost items for starting a
business.  As the ESR Programme was a funding scheme to provide
seed money, the HAD considered it necessary to fund these costs to
enable the start-up of SEs. As the deposits were refundable in nature,
the HAD would require the grantees to return the deposit to the
Government when such deposits were no longer required by the
landlords or the utility companies; and

- the HAD agreed with Audit that capital grants should not be the funding
source for trading stocks. The HAD would revise its guidelines to put
this into practice.

67. As to whether the HAD had required any SE, which had completed the
funding period under the ESR Programme, to return surplus to the HAD after they
ceased operation, Director of Home Affairs advised that should an SE cease
operation within the funding or monitoring period, the Government might request the
grantee concerned to return any surplus involved. Up to now, only one such SE had
been found to have surplus upon finalization of the accounts and it had returned the
surplus amount in full ($21,212) to the Government.

Conflict of interest of ESR Advisory Committee members

68. According to paragraph 3.20(a) of the Audit Report, members of the ESR
Advisory Committee are required to declare interests at the start of their two years'
term of service and annually thereafter. Members are also required to declare
possible conflict of interest prior to discussing applications in an Advisory
Committee meeting. In September 2008, the HAD reminded members of the
requirements that members with possible conflict of interest regarding an application
were required to withdraw from the meeting, or the Chairman would decide whether
they needed to withdraw from the meeting when the application was discussed.
Further, according to paragraph 3.21 of the Audit Report, Audit noted that at four
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Advisory Committee meetings held after September 2008, some members declared
possible conflict of interest regarding five applications but none of the members
concerned withdrew from the meetings. There was, however, no explicit
documentation in the meeting minutes of the Chairman's rulings as to whether the
members concerned needed to withdraw from the meetings when the applications
were discussed. The Committee enquired about why the members concerned did
not withdraw from the meetings.

69. Director of Home Affairs explained that:

- why the members concerned did not withdraw from the four meetings
referred to in paragraph 3.21 of the Audit Report was that they in effect
did not have conflict of interest regarding the applications for discussion
at the meetings. For example, some of these members were former
members of the NGOs applying for funding under the ERS Programme,
and the reason they declared such history was to ensure fairness in the
consideration of the applications; and

- since 2014, the HAD had requested the Secretary to the ESR Advisory
Committee to document in the meeting minutes of the Chairman's
rulings as to whether the members concerned needed to withdraw from
the meetings when the applications were discussed.

Funding arrangements

70. As revealed in paragraph 3.9 of the Audit Report, for similar funding
schemes providing seed moneys for setting up SEs, other B/Ds had, in each case,
created a non-recurrent commitment item in the Estimates to account for the
expenditure. As the amount involved was more than $10 million, approval of the
FC was sought in each case. The Committee enquired about the reasons why the
practice adopted by the HAD, i.e. charging the funding of the ESR Programme to a
recurrent subhead thereby obviating the need of obtaining FC approval, was not
consistent with the common practice adopted by other B/Ds.

71. Director of Home Affairs explained that:

- community building had all long been one of the HAD's major
programme areas. Considering that the funding for the ESR Prgramme
to strengthen district-based poverty alleviation work was to enhance the
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HAD's work in this area, the HAD decided to put the funding under
recurrent expenditure, as part and parcel of the HAD's on-going
district-based community building work; and

- the HAD had kept the LegCo informed of the launch, extension and
funding of the ESR Programme. In June 2006, an information paper
was submitted to brief the LegCo Subcommittee to Study the Subject of
Combating Poverty on the launching of the ESR Programme. In April
2011, the LegCo Panel on Welfare Services was informed of the
extension of the ESR Programme and the increase in funding.

72. The Committee enquired about the details, including the authority, rationale
and pros and cons, of the arrangement that time-limited programmes or projects
within the core policy areas of B/Ds might be charged to a recurrent subhead or a
non-recurrent subhead.

73. Ms Elizabeth TSE Man-yee, Permanent Secretary for Financial Services
and the Treasury (Treasury), advised that:

- as reflected in paragraph 3.12 of the Audit Report, expenditure items
under the General Revenue Account ("GRA™) could be charged to the
following three categories of subheads:

(@) Recurrent subheads - mainly covered expenditure items which were
recurrent in nature, such as remuneration for public servants and
recurrent subventions for organizations;

(b) Non-recurrent subheads - mainly covered expenditure items which
were one-off in nature and cost more than $150,000 each but did
not involve acquisition or construction of a physical asset, such as
injection of funds and launching of major one-off
projects/programmes; and

(c) Capital Account subheads - covered capital expenditure items such
as minor capital works, acquisition of motor vehicles, dinghies and
launches;

- expenditure items which sought to cover time-limited programmes or
projects within the core policy areas of B/Ds might either be charged to
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a recurrent subhead or a non-recurrent subhead. Controlling Officers
were responsible and accountable for the charging of different
expenditure items to the appropriate subheads having regard to the
nature of the items;

all GRA expenditure items, whether funded under a recurrent or
non-recurrent subhead, were subject to a statutory approval process
prescribed in the Public Finance Ordinance (Cap. 2) ("PFO"). Under
section 6 of the PFO, expenditure items which formed part of the annual
estimates of expenditure introduced concurrently with the Appropriation
Bill every year were subject to LegCo approval. The Appropriation
Bill sought funding, primarily recurrent funding, for the bulk of
government services for the relevant financial year. It was one of the
most important Bills for the Government each year and was subject to a
rigorous vetting process;

under section 8 of the PFO, changes to the approved estimates of
expenditure were subject to the approval of FC upon a proposal of the
Financial Secretary. These in-year changes might provide for the
creation of new heads or subheads, supplementary provision in approved
or new subheads, increases in the limit to non-recurrent commitments,
etc.; and

whether a funding proposal should be classified as a recurrent item or a
non-recurrent item depended on the nature of the funding proposal, and
how the proposal fit in with the established programme areas set out in
the relevant Controlling Officer's Report. From the perspective of the
FSTB, the overriding consideration was whether the charge to public
funds for any time-limited programme was justified from
value-for-money considerations and was properly authorized following
internal due process and statutory requirements. Regardless of the
accounting arrangement adopted, Controlling Officers should take
measures to ensure accountability and transparency in the use of public
funds.

E. Publicity and promotional work

According to paragraph 4.25 of the Audit Report, the HAD agreed with the
audit recommendation to make better use of the SE website to disseminate updated
information of promotional activities of SEs. The Committee enquired about the
improvement measures that had been/would be made.
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75. Director of Home Affairs responded that:

- the HAD was in the course of reviewing the content of its SE website
with a view to making it more informative. Resources permitting,
enhancements to the design of the SE website would be made to make it
more attractive; and

- the HAD aimed to expeditiously complete revamping its SE website.
The timeframe was within six months.

76. In 2008, the HAD set up the Partnership Programme to enhance cross-sector
collaboration to promote the development of SEs. The Partnership Programme
comprises the Mentorship Scheme and the Matching Forum. The HAD’s Social
Enterprises Support Unit is responsible for implementing the Partnership Programme.
The Committee enquired whether consideration would be given to extending the
Mentorship Scheme under the Partnership Programme to the 3E Project and other
government funding schemes supporting the setting up of SEs.

77. Director of Home Affairs responded that due to limited resources, the HAD
considered that the Mentorship Scheme should give priority to the ESR SEs,
especially newly formed ones. Furthermore, as SEs formed under various funding
schemes had different operation mode and business nature, such as conservation,
revitalization of historical buildings and assistance to people with disabilities etc, it
would be more appropriate for the responsible B/Ds of the funding schemes to
consider and start, if considered appropriate, their own mentorship schemes. The
HAD stood ready to share its experience.

F. Conclusions and recommendations

Overall comments

78. The Committee:

Government policy on social enterprise ("SE")

- considers that:

(@) public money spent on SEs could and should have been more
effective in addressing social problems had the Home Affairs
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Bureau ("HAB") and its executive arm, the Home Affairs
Department ("HAD"), looked at SEs not merely as welfare
businesses or welfare undertakings; and

(b) it is high time for the HAB/HAD to adopt a sea change in
promoting SEs as businesses with social or environmental missions,
so that Hong Kong could reap the full benefits of SEs;

- notes:

(@) the HAB/HAD's commitment in promoting the development of SEs
in that:

(i) the HAB/HAD will periodically take stock of the progress and
outcome of the efforts made by relevant bureaux/departments
("B/Ds") that might contribute to the development of SEs, in
particular their funding schemes for setting up SEs, with a
view to promoting best practices, identifying service gaps as
well as creating synergies; and

(i)  the HAB had commissioned an independent research study to
provide up-to-date reference for considering the work
required in the development of SEs. The HAB/HAD plan to
report to the Panel on Welfare Services of the Legislative
Council ("LegCo") as and when the research study is
completed before the end of 2014; and

(b) the vision of the Secretary for Home Affairs for Hong Kong to
become a place which is conducive to nurturing social
entrepreneurship and social innovations as exemplified in the
Secretary's article "/t & /= F it e F" (in Appendix 36);

- awaits with keen interest the findings and recommendations of the
research study and the follow-up actions that would be taken by the
HAB/HAD to promote the development of SEs in a more effective and
proactive manner;
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The Enhancing Employment of People with Disabilities through Small

Enterprise Project ("the 3E Project™) and the Enhancing Self-Reliance

Through District Partnership Programme (“the ESR Programme")

Processing of applications

expresses concern about the long time taken for the Social Welfare
Department ("SWD") and the HAD to complete processing the
applications under the 3E Project (an average of 184 days) and the ESR
Programme (an average of 239 days). The long time taken would
dampen applicants' enthusiasm and their capability to seize
opportunities in a fast changing economic environment;

notes that:

(@) the SWD had since April 2012 directed that the two-month
timeframe from receipt of applicants' relevant information to
notification of assessment results had been strictly adhered to; and

(b) the HAD would continue to explore ways to further shorten the
processing time through, for example, taking the steps involved in
the process concurrently, instead of consequentially, whenever
possible;

urges the SWD and HAD to continue monitoring the processing of
applications and take appropriate actions, where necessary, to prevent
the processing time from becoming unduly long;

Repeated seed funding to different non-governmental organizations for
setting up SEs in the same venue

expresses serious concern that there was no co-ordination in the
processing and vetting of applications under various funding schemes
administered by different B/Ds for the setting up of SEs serving
different social objectives, as a result of which repeated grants under
different funding schemes for setting up SEs of similar businesses in the
same venue had occurred (Case 2 referred to in paragraph 2.32 of the
Director of Audit's Report ("Audit Report") refers);
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- notes that the SWD and the HAD had taken improvement measures to
prevent the occurrence of the provision of repeated grants under the 3E
Project administered by the SWD and the ESR Programme administered
by the HAD for setting up SEs of similar businesses in the same venue;

Determination of capital and operating grants

- in respect of the funding of the 3E Project which comprises a capital
grant and an operating grant, expresses serious concern that:

(@)

(b)

(©)

whilst the SWD had generally adopted the deficit basis for
determining the operating grant to meet the operating loss during
the funding period, in practice, it was not applied on a consistent
basis. The Audit Commission ("Audit") estimated that if the
deficit basis had been adopted for the projects, the total operating
grants involved would have been reduced by some $3 million;

as the Guide to the 3E Project did not specify what items were
eligible under the capital grant, there were occasions whereby
refundable deposits were funded by the capital grant. Audit found
that eight of the 29 approved projects examined included items of
refundable deposits involving a total amount of $0.53 million; and

although cost of trading stock was an operating expenditure for
calculating the operating loss which was funded by the operating
grant, the cost of trading stock received double funding from both
the capital grant and the operating grant in some of the 29 approved
projects examined by Audit;

- notes that:

(a)

(b)

with effect from April 2012, the gross deficit basis had been
adopted in assessing all applications. Arrangements would be
made to elaborate this calculation basis clearly in the Guide to the
3E Project;

the SWD would set out in the Guide to the 3E Project that as a
matter of principle, a refundable deposit would not be approved,
but if a grant was approved for this purpose due to special need, a
special provision would be included in the agreement signed
between the SWD and the grantee to specify that the deposit should
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be returned to the SWD immediately after the grantee had
recovered the sum; and

(c) at the Assessment Panel meeting held as early as May 2010, it was
determined that trading stock should not be funded under the
capital grant. As such, the SWD had not approved any capital
grant for trading stock since August 2010;

urges the SWD to expeditiously update its Guide to the 3E Project to
ensure that operating grants would be determined consistently amongst
the projects and no refundable deposits would be funded by capital
grants as a matter of principle;

in respect of the funding of the ESR Programme which comprises a
capital grant and an operating grant, expresses serious concern that:

(@) there were inconsistencies in determining the provision of operating
grants on a deficit basis or an expenditure basis to projects; and

(b) there were occasions whereby refundable deposits were funded by
the capital grant and the cost of trading stock received double
funding from both the capital grant and the operating grant;

notes that:

(a) the HAD had already laid down guidelines for determining the
operating grants since 2010. Henceforth, the inconsistencies had
discontinued;

(b) the HAD would require the grantees to return the deposits to the
Government when such deposits are no longer required by the
landlords or the utility companies; and

(c) the HAD would revise its guidelines to make clear that capital
grants should not be the funding source for trading stocks;

urges the HAD to expeditiously update its guidelines to ensure the
proper funding of the capital and operating grants;
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Funding arrangements

considers that there is merit for the HAD to create a commitment for the
non-recurrent expenditure of the ESR Programme and seek the approval
of the Finance Committee ("FC") of LegCo; and

urges the HAD to consider creating a non-recurrent commitment for
similar projects in future as far as possible and seek the FC's approval as
appropriate.

Specific comments

79. The Committee:

The 3E Project

expresses serious concern that according to the Guide to the 3E Project,
operating grants should be determined on a deficit basis. However, the
deficit basis was not applied consistently among the projects;

eXPresses concern that:

(@)

(b)

(©)

(d)

(€)

SWD had taken a long time (184 days on average) to complete the
processing of applications. The long time taken would delay the
commencement of projects and thus the creation of jobs for
PWDs;

both the number of approved projects and the target number of
PWD jobs to be created showed a decreasing trend in recent years;

24 of the 81 approved projects had ceased operation. Of the 45
projects operating beyond the funding period, 16 (36%) were still
operating at a deficit;

the actual number of PWD jobs created by projects had fallen
short of the target number by 10%, with the shortfall particularly
significant for projects operating beyond the monitoring period;

the average grant per PWD job to be created varied widely from
$12,500 to $368,800;
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() the SWD did not collect information about why PWDs left the
jobs created by the projects to ascertain whether they had moved
on to open employment or had reverted to other rehabilitation
services;

() many grantees submitted progress reports and annual audited
accounts late, which was not desirable for project monitoring; and

(h) the SWD had not taken adequate follow-up actions to recover
unspent operating grants from grantees;

notes that:

(@) the SWD will provide detailed guidelines in the Guide to the 3E
Project by mid-2014 to address the issues identified by Audit;

(b) the Director of Social Welfare has agreed to implement the audit
recommendations mentioned in paragraphs 2.14, 2.23, 2.42, 2.43,
and 2.53 of the Audit Report; and

(c) the Director of Home Affairs has also agreed to implement the
audit recommendation mentioned in paragraph 2.43 of the Audit
Report;

The ESR Programme

notes that the HAD did not create a non-recurrent commitment for the
expenditure of the ESR Programme and was not required to seek
funding approval from the FC of LegCo;

expresses serious concern that operating grants were generally
determined on a deficit basis or an expenditure basis. However, there
were inconsistencies in applying the bases. Moreover, the basis and
the justifications for determining the operating grant of an approved
project were not always clearly documented;

expresses concern that:

(a) the HAD took a long time (239 days on average) to complete the
processing of applications. The long time taken would dampen
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(b)

(©)

(d)

(€)

(f)

(@)

applicants' enthusiasm and their capability to seize opportunities in
a fast changing economic environment;

25 of the 145 approved projects had ceased operation. Of the 79
projects operating beyond the funding period, 39 (49%) were still
operating at a deficit;

the actual number of jobs created by projects had fallen short of
the target number by 27%. The shortfall would call into question
the effectiveness of the ESR Programme in creating employment
opportunities for the socially disadvantaged;

the average grant per job to be created varied widely from $9,000
to $360,000;

the Guide to the ESR Programme did not clearly specify the types
of socially disadvantaged groups for job creation under the
Programme,;

grantees submitted progress reports late and the HAD took a long
time to finalize progress reports, resulting in late payment of
operating grants; and

the HAD did not take adequate follow-up actions on grantees with
unspent operating grants;

- notes that the Director of Home Affairs has agreed to implement the
audit recommendations mentioned in paragraphs 3.16, 3.24, 3.33, 3.51
and 3.62 of the Audit Report;

Publicity and promotional work

- EXPresses concern that:

(@)

(b)

the SE website maintained by the HAD did not provide updated
information of promotional activities of SEs;

the recruitment of mentees of the Mentorship Scheme was
confined to projects under the ESR Programme only, depriving
other SEs of the opportunities to participate in the Mentorship
Scheme; and
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(©)

the activities of the Matching Forum were low. Only a few
proposals of forming partnerships with SEs were received from the
business sector;

- notes that:

(@)

(b)

(©)

the HAB will continue to make good use of various means (online
platforms and publications) to disseminate useful information on
SEs for public consumption;

the Secretary for Home Affairs has agreed to implement the audit
recommendations mentioned in paragraph 4.22 of the Audit
Report; and

the Director of Home Affairs has agreed to implement the audit
recommendations mentioned in paragraphs 4.23 and 4.40 of the
Audit Report;

Way forward

- notes that:

(@)

(b)

(©)

from its inception in January 2010 to September 2013, the Social
Enterprise Advisory Committee ("SEAC") was mainly involved in
implementing a number of initiatives (e.g. the SE Award Scheme).
It is now timely for the SEAC to advise the Government on the
necessary updates on the strategies, programmes and activities for
promoting the development of SEs in Hong Kong;

there is a need for the HAB and the HAD to take stock of how far
the various government funding schemes providing start-up funds
to set up SEs may have contributed to the development of SEs and
to identify the challenges they are facing, with a view to
promoting best practices, identifying service gaps, creating
synergies and providing them with necessary assistance, if
required; and

there is merit for the Government to adopt a more refined
definition of SEs for formulating support strategies and
programmes, and for providing a clear identity to SEs to enhance
public understanding and acceptance;
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- expresses concern that:

(@) the pilot scheme for priority bidding of selected government
service contracts by SEs was discontinued in July 2012, but the
LegCo Panel on Welfare Services had not yet been informed of the
latest development; and

(b) the implementation of the 3E Project has been affected since the
launch of the ESR Programme in 2006, because of the overlapping
of their target groups, and the more favourable terms of the ESR
Programme; and

- notes that:

(@ the SWD will work with the HAD to identify synergistic effects
between the 3E Project and the ESR Programme;

(b) the Secretary for Home Affairs has agreed to implement the audit
recommendations mentioned in paragraphs 5.9, 5.15, 5.27, 5.38
and 5.42 of the Audit Report;

(c) the Director of Home Affairs has agreed to implement the audit
recommendations mentioned in paragraphs 5.27, 5.28 and 5.42 of
the Audit Report; and

(d) the Director of Social Welfare has agreed to implement the audit
recommendation mentioned in paragraph 5.28 of the Audit Report.

Follow-up action

80. The Committee wishes to be kept informed of progress made in
implementing the various audit recommendations.
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The Audit Commission ("Audit™) conducted a review of the staff recruitment
work of the Civil Service Bureau ("CSB") and four bureaux/departments (*B/Ds"),
namely the Correctional Services Department ("CSD"), Education Bureau, Food and
Environmental Hygiene Department and Leisure and Cultural Services Department.

2. The Committee noted the following findings from the Director of Audit's
Report:

- whereas the CSB was responsible for setting recruitment policies and
recruiting staff for 14 general grades, B/Ds were responsible for the
recruitment of staff for the other grades in the civil service. However,
the CSB did not have an established mechanism to periodically collect
information on recruitment exercises conducted by B/Ds and monitor
their completion time. In 2010-2011 and 2011-2012, some 20% of the
open recruitment exercises conducted by B/Ds took over eight months to
complete;

- for 50 open recruitment exercises conducted between 2010-2011 and
2012-2013, email was not used in 43 exercises. 43% of the 258 000
applicants were found not meeting the stated entry requirements;

- due to heavy workload from large-scale recruitment exercises, the CSD
took 356 to 714 days to complete 10 small-scale recruitment exercises.
It had more recently commenced a comprehensive review of its overall
recruitment process;

- there was room for improvement in the open recruitment processes,
including vetting applications, shortlisting candidates and holding skill
tests/examinations; and

- Workman | and Workman Il were two of the controlled grades with
open recruitment controlled by the CSB. Due to the reduced pool of
candidates and high decline rates, nine in-service recruitment exercises
conducted by three B/Ds failed to recruit sufficient officers to fill the
vacancies. As at 31 March 2013, these three B/Ds had some 930
Workman [I/Workman Il vacancies.  Such in-service recruitment
generally did not reduce civil service vacancies service-wide, but
resulted in competition among B/Ds for staff and high staff turnover.
The operations of a B/D would also be adversely affected when a large
number of its staff were transferred out to other B/Ds.
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3. The Committee did not hold any public hearing on this subject. Instead, it
asked for written responses regarding open recruitment of civil servants and
recruitment of non-civil service staff. The replies from the Secretary for the Civil
Service, Commissioner of Correctional Services, Secretary for Education,
Director of Food and Environmental Hygiene and Director of Leisure and
Cultural Services are in Appendices 40, 41, 42, 43 and 44 respectively.

4, The Committee wishes to be kept informed of the progress made in
implementing the various recommendations made by Audit.
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APPENDIX 1

RULES OF PROCEDURE OF
THE LEGISLATIVE COUNCIL OF
THE HONG KONG SPECIAL ADMINISTRATIVE REGION

72. Public Accounts Committee

(1) There shall be a standing committee, to be called the Public Accounts
Committee, to consider reports of the Director of Audit —

(@) onthe accounts of the Government;

(b)  on such other accounts required to be laid before the Council as
the committee may think fit; and

(c) on any matter incidental to the performance of his duties or the
exercise of his powers as the committee may think fit.

(2) The committee shall also consider any report of the Director of Audit
laid on the Table of the Council which deals with examinations (value for money
audit) carried out by the Director relating to the economy, efficiency and
effectiveness of any Government department or public body or any organization to
which his functions as Director of Audit extend by virtue of any Ordinance or which
receives public moneys by way of subvention.

(3) The committee shall consist of a chairman, deputy chairman and
5 members who shall be Members appointed by the President in accordance with
an election procedure determined by the House Committee. (L.N. 214 of 2005)

(3A) The chairman and 2 other members shall constitute a quorum of the
committee. (L.N. 214 of 2005)

(3B) In the event of the temporary absence of the chairman and deputy
chairman, the committee may elect a chairman to act during such absence.
(L.N. 214 of 2005)

(3C) All matters before the committee shall be decided by a majority of the
members voting. Neither the chairman nor any other member presiding shall vote,
unless the votes of the other members are equally divided, in which case he shall
give a casting vote. (L.N. 214 of 2005)

(4) A report mentioned in subrules (1) and (2) shall be deemed to have

been referred by the Council to the committee when it is laid on the Table of the
Council.
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(5) Unless the chairman otherwise orders, members of the press and of
the public shall be admitted as spectators at meetings of the committee attended
by any person invited by the committee under subrule (8).

(6) The committee shall meet at the time and the place determined by the
chairman. Written notice of every meeting shall be given to the members and to
any person invited to attend a meeting at least 5 clear days before the day of the
meeting but shorter notice may be given in any case where the chairman so
directs.

(7) (Repealed L.N. 214 of 2005)

(8) The chairman or the committee may invite any public officer, or, in the
case of a report on the accounts of or relating to a non-government body or
organization, any member or employee of that body or organization, to give
information or any explanation or to produce any records or documents which the
committee may require in the performance of its duties; and the committee may
also invite any other person to assist the committee in relation to any such
information, explanation, records or documents.

(9) The committee shall make their report upon the report of the Director
of Audit on the accounts of the Government within 3 months (or such longer period
as may be determined under section 12 of the Audit Ordinance (Cap. 122)) of the
date on which the Director's report is laid on the Table of the Council.

(10) The committee shall make their report upon the report of the Director
of Audit mentioned in subrule (2) within 3 months (or such longer period as may be
determined by the Council) of the date on which the Director's report is laid on the
Table of the Council.

(11) Subject to these Rules of Procedure, the practice and procedure of the
committee shall be determined by the committee.
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APPENDIX 2

Paper presented to the Provisional Legislative Council
by the Chairman of the Public Accounts Committee
at the meeting on 11 February 1998 on
Scope of Government Audit in the
Hong Kong Special Administrative Region -
‘Value for Money Audits'

SCOPE OF WORK

1. The Director of Audit may carry out examinations into the economy,
efficiency and effectiveness with which any bureau, department, agency, other
public body, public office, or audited organisation has discharged its functions.

2. The term "audited organisation” shall include -

0] any person, body corporate or other body whose accounts the
Director of Audit is empowered under any Ordinance to audit;

(i)  any organisation which receives more than half its income from
public moneys (this should not preclude the Director from carrying
out similar examinations in any organisation which receives less
than half its income from public moneys by virtue of an agreement
made as a condition of subvention); and

(i)  any organisation the accounts and records of which the Director is
authorised in writing by the Chief Executive to audit in the public
interest under section 15 of the Audit Ordinance (Cap. 122).

3. This definition of scope of work shall not be construed as entitling the
Director of Audit to question the merits of the policy objectives of any bureau,
department, agency, other public body, public office, or audited organisation in
respect of which an examination is being carried out or, subject to the following
Guidelines, the methods by which such policy objectives have been sought, but he
may question the economy, efficiency and effectiveness of the means used to
achieve them.
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GUIDELINES

4, The Director of Audit should have great freedom in presenting his reports
to the Legislative Council. He may draw attention to any circumstance which
comes to his knowledge in the course of audit, and point out its financial
implications.  Subject to these Guidelines, he will not comment on policy
decisions of the Executive Council and the Legislative Council, save from the point
of view of their effect on the public purse.

5. In the event that the Director of Audit, during the course of carrying out
an examination into the implementation of policy objectives, reasonably believes
that at the time policy objectives were set and decisions made there may have
been a lack of sufficient, relevant and reliable financial and other data available
upon which to set such policy objectives or to make such decisions, and that
critical underlying assumptions may not have been made explicit, he may carry out
an investigation as to whether that belief is well founded. If it appears to be so,
he should bring the matter to the attention of the Legislative Council with a view to
further inquiry by the Public Accounts Committee. As such an investigation may
involve consideration of the methods by which policy objectives have been sought,
the Director should, in his report to the Legislative Council on the matter in
guestion, not make any judgement on the issue, but rather present facts upon
which the Public Accounts Committee may make inquiry.

6. The Director of Audit may also -

0] consider as to whether policy objectives have been determined,
and policy decisions taken, with appropriate authority;

(i)  consider whether there are satisfactory arrangements for
considering alternative options in the implementation of policy,
including the identification, selection and evaluation of such
options;

(i)  consider as to whether established policy aims and objectives have
been clearly set out; whether subsequent decisions on the
implementation of policy are consistent with the approved aims and
objectives, and have been taken with proper authority at the
appropriate level; and whether the resultant instructions to staff
accord with the approved policy aims and decisions and are clearly
understood by those concerned;
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(iv)  consider as to whether there is conflict or potential conflict between
different policy aims or objectives, or between the means chosen
to implement them;

(v)  consider how far, and how effectively, policy aims and objectives
have been translated into operational targets and measures of
performance and whether the costs of alternative levels of service
and other relevant factors have been considered, and are reviewed
as costs change; and

(vi) be entitled to exercise the powers given to him under section 9 of
the Audit Ordinance (Cap. 122).

PROCEDURES

7. The Director of Audit shall report his findings on value for money audits in
the Legislative Council twice each year. The first report shall be submitted to the
President of the Legislative Council within seven months of the end of the financial
year, or such longer period as the Chief Executive may determine. Within one
month, or such longer period as the President may determine, copies shall be laid
before the Legislative Council. The second report shall be submitted to the
President of the Legislative Council by the 7th of April each year, or such date as
the Chief Executive may determine. By the 30th April, or such date as the
President may determine, copies shall be laid before the Legislative Council.

8. The Director's report shall be referred to the Public Accounts Committee
for consideration when it is laid on the table of the Legislative Council. The Public
Accounts Committee shall follow the rules governing the procedures of the
Legislative Council in considering the Director's reports.

9. A Government minute commenting on the action Government proposes
to take in respect of the Public Accounts Committee's report shall be laid on the
table of the Legislative Council within three months of the laying of the report of the
Committee to which it relates.

10. In this paper, reference to the Legislative Council shall, during the
existence of the Provisional Legislative Council, be construed as the Provisional
Legislative Council.
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APPENDIX 3

Witnesses who appeared before the Committee
(in order of appearance)

Professor Anthony CHEUNG
Mr Stanley YING Yiu-hong

Miss Agnes WONG Tin-yu

Ms Ada FUNG Yin-suen

Mr Anson LAl Yat-ching

Mr CHAN Siu-tack

Mr Lawrence CHUNG Kam-wing

Mr Paul CHAN Mo-po

Mr Thomas CHOW Tat-ming

Mr Thomas CHAN Chung-ching

Mr LING Kar-kan

Ms Christine TSE

Mr TSANG Tak-sing
Mrs Pamela TAN KAM Mi-wah

Ms Gracie FOO Siu-wai

Secretary for Transport and Housing
Director of Housing

Deputy Director (Strategy)
Housing Department

Deputy Director (Development &
Construction)
Housing Department
Assistant Director (Strategic Planning)
Housing Department

Assistant Director (Estate Management) 2
Housing Department

Assistant Director (Project) 3
Housing Department
Secretary for Development

Permanent Secretary for Development
(Planning and Lands)

Deputy Secretary for Development
(Planning and Lands) 1

Director of Planning

Assistant Director of Planning (Special
Duties)

Secretary for Home Affairs
Director of Home Affairs

Deputy Secretary for Home Affairs (1)
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Mr Patrick LI Pak-chuen
Mr Eric HUI Kwok-sun
Ms Carol YIP

Mr FONG Kai-leung

Ms Elizabeth TSE Man-yee

Mr Andrew WONG Ho-yuen

Mr Philip YUNG Wai-hung

Miss Rosanna LAW

Ms Emily MO Yuen-ching

Hon Jeffrey LAM Kin-fung

Hon CHAN Kam-lam

Mr KO Chi-sum

Mr Gregory SO Kam-leung

Deputy Director of Home Affairs (1)
Assistant Director of Home Affairs (2)
Director of Social Welfare

Assistant Director (Rehabilitation & Medical
Social Services)

Permanent Secretary for Financial Services
& the Treasury (Treasury)

Permanent Secretary for Commerce &
Economic Development (Commerce,
Industry & Tourism)

Commissioner for Tourism

Deputy Commissioner for Tourism

Assistant Commissioner for Tourism cum
Secretary to the Mega Events Fund

Assessment Committee

Chairman, Mega Events Fund Assessment
Committee

Convenor of the organizer of Events C1, C2,
C3&C4

Representative of the organizers of
Event G

Secretary for Commerce & Economic
Development
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APPENDIX 4

Introductory Remarks by
Chairman of the Public Accounts Committee,
Hon Abraham SHEK Lai-him, GBS, JP
at the First Public Hearing of the Committee
in respect of the Director of Audit's Report No. 62
on Monday, 5 May 2014

Good morning, ladies and gentlemen. Welcome to the Public Accounts
Committee's public hearing relating to Report No. 62 of the Director of Audit on the
results of value for money audits, which was tabled in the Legislative Council on 16
April 2014.

2. The Public Accounts Committee is a standing committee of the
Legislative Council. It plays the role of a watchdog over public expenditure
through consideration of the reports of the Director of Audit laid before the Council
on the Government's accounts and the results of value for money audits of the
Government and those organisations which receive funding from the Government.
The consideration by the Committee of the Director's reports involves gathering
evidence relevant to the facts contained in the Director's reports, so that the
Committee may draw conclusions and make recommendations in a constructive
spirit and forward-looking manner. | also wish to stress that the objective of the
whole exercise is such that the lessons learned from past experience and our
comments on the performance of the public officers or other personnel concerned
will enable the Government to improve its control over the expenditure of public
funds, with due regard to economy, efficiency and effectiveness.

3. The consideration of the Director's reports follows an established process
of public hearings where necessary, internal deliberations and publication of the
Committee's report. The Committee has an established procedure for ensuring
that the parties concerned have a reasonable opportunity to be heard. After the
Committee is satisfied that it has ascertained the relevant facts, it will proceed to
form its views on those facts, followed by a process of formulating its conclusions
and recommendations to be included in its report. In accordance with Rule 72 of
the Rules of Procedure of the Legislative Council, the Committee is required to
make its report on the Director's report to the Legislative Council within three
months of the date at which the Director's report is laid on the Table of the Council.
Before then, we will not, as a committee or individually, be making any public
comments.
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4, Following a preliminary study of Report No. 62, the Committee has
decided, in respect of three chapters in the Report, to invite the relevant public
officers to appear before the Committee and answer our questions. We have,
apart from this hearing, also set aside 12 May 2014 for public hearing on the other
chapter.
5. The public hearing today is on Chapter 2 of Report No. 62 on the subject
of "Planning, construction and redevelopment of public rental housing flats". The
witnesses are:
e Professor Anthony CHEUNG (Secretary for Transport and Housing),
e Mr Stanley YING Yiu-hong (Director of Housing),

e Miss Agnes WONG Tin-yu (Deputy Director (Strategy) of Housing
Department),

e Ms Ada FUNG Yin-suen (Deputy Director (Development &
Construction) of Housing Department),

e Mr Anson LAI Yat-ching (Assistant Director (Strategic Planning) of
Housing Department),

e Mr CHAN Siu-tack (Assistant Director (Estate Management)2 of
Housing Department),

e Mr Lawrence CHUNG Kam-wing (Assistant Director (Project)3 of
Housing Department),

e Mr Paul CHAN Mo-po (Secretary for Development),

e Mr Thomas CHOW Tat-ming (Permanent Secretary for Development
(Planning and Lands)),

e Mr Thomas CHAN Chung-ching (Deputy Secretary for Development
(Planning and Lands)1),

e Mr LING Kar-kan (Director of Planning), and
e Ms Christine TSE (Assistant Director of Planning (Special Duties)).

6. I will now invite members to declare their interests in relation to the
subjects covered in this chapter. Does any member want to declare interests?

(After members have declared their interests)
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7. The Secretary for Transport and Housing has requested to make an
opening statement. Mr CHEUNG, please ......

(After the Secretary for Transport and Housing
has made his statement)

8. The Secretary for Development has requested to make an opening
statement. Mr CHAN, please ......

(After the Secretary for Development
has made his statement)

9. | would like to invite Hon Kenneth LEUNG to ask the first question.
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APPENDIX 5

For PAC 5.5.14

Opening Remarks by Secretary for Transport and Housing at
the Legislative Council Public Accounts Committee’s Public Hearing on
“Planning, Construction and Redevelopment of
Public Rental Housing Flats” (Chapter 2) of
the Director of Audit’s Report No. 62

Regarding Chapter 2 of the Director of Audit’s Report No. 62 (the
Audit Report), as quoted in the Response of the Housing Department (HD)
therein, we generally agree to the observations and accept the
recommendations.

As Secretary for Transport and Housing, | would like to elaborate on
some points concerning housing policies.

The three major parts discussed in the Audit Report touch upon key
issues raised on other occasions in the past two years.

2. First, public housing supply. In the latter part of the last term
Government (i.e. the 2011 Policy Address) the following supply targets for
public rental housing (PRH) and Home Ownership Scheme (HOS) flats were
formally announced:

- To provide about 75000 PRH units in the next five years i.e. an
average of 15 000 units per year;

- To plan to provide more than 17 000 HOS units over four years
from 2016/17 onwards; and

- As more sites become available, the planning target would be set at
an 5 000 HOS flats a year on average.

3. However, not all the required housing sites had been secured at that
time. Since this term Government assumed office in July 2012, we have
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continued our efforts in securing land. Up till 2013 when the Chief Executive
delivered his first Policy Address, we had confirmed the land required for the
original supply target in the first five years. We had also advanced the
production of about 4 000 PRH units, which had originally been scheduled for
completion in 2017/18, so that the total supply in the first five years would
become 79 000 units. At the same time, the Chief Executive pledged the
supply of 100 000 PRH units in the five years starting from 2018. This meant
an average of 20 000 units in each year.

4. One of the missions of the LTHS Steering Committee was to
estimate the overall public and private housing demand in the coming 10 years.
Based on the net increase in the number of households, those who would be
displaced by redevelopment and those who are inadequately housed, and taking
into account other factors as well as the vacancy situation of private flats', the
LTHS Steering Committee came up with the total supply target of 470 000 flats.
At the same time, the LTHS Steering Committee recommended that the
public-private split should be 60:40 in order to convey a clear message to the
community that the Government would take the lead in increasing public
housing supply to avert the problem of housing supply-demand imbalance and
to ensure the stable and healthy development of the private property market.

5. In his 2014 Policy Address, the Chief Executive adopted in advance
the above total housing supply target as proposed by the LTHS Steering
Committee. He also adopted the public housing target of 280 000 units,
within which there would be 200 000 PRH units and 80 000 HOS units. This
public housing supply exceeds the Government’s previous pledge by 36%.

6. We mentioned at the meeting of the LegCo Panel on Housing on 28
January 2014 and at the joint meeting of the Panel on Housing and Panel on
Development on 29 January 2014 that we had secured the land required for the
total of 179 000 PRH units as pledged last year, and the relevant preparation
work was also underway. As for the 21 000 additional PRH units in the new
PRH supply target as announced this year, the Government was in the
processing of identifying the land required. Paragraph 2.27 of the Audit
Report notes the difference between the above and the target of 200 000 PRH
units. Therefore, while it is true that we are still looking for land, we have

! Based on the number of vacant flats in the private market at the beginning of the projection period

and the average vacancy rate of private property market
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made this fact apparent. Various problems including the tight land supply,
planning issues and the need to solicit support of local communities are
well-known to the public. The Government will adopt a pragmatic approach
and endeavor to secure land expeditiously.

7. Second, waiting time for PRH.  When we attended the public
hearing of the Public Accounts Committee at the end of last year (November)
in relation to Chapter 3 of the Director of Audit’s Report No. 61, we explained
in detail how we calculated the average waiting time (AWT) of about three
years in respect of general applicants (i.e. family and elderly applicants).
Waiting time refers to the time taken between registration as a general applicant
and first flat offer, excluding any frozen period’. The AWT for general
applicants refers to the average of the waiting times for the first offer of general
applicants housed to PRH in the past 12 months. The HD reviews the
implementation situation on a regular basis.

8. The AWT target of an average of three years has been the policy
target adopted by the Government since 1997 ®. The actual AWT
progressively dropped from 6.6 years as at end-March 1998 to 2.9 years as at
end-June 2002.

9. The number of applicants for PRH has continued to increase in
recent years. The change in the number of new “family and elderly
applicants” varied more substantially : it increased by 22% from 25 800 in
2010/11 to 31 600 in 2011/12; and then dropped 11% from 30 600 in 2012/13
to 27 300 in 2013/14. However, the AWT has continued to increase, from 2.0
years as at end-March 2011 to 2.6 years as at end-March 2012, and then to 2.7
years as at end-March 2013. As at end-March of this year, there were about
121900 general applicants and about 126 200 non-elderly one-person

For example, when the applicant has not yet fulfilled the residence requirement; the applicant has
requested to put his/her application on hold pending arrival of family members for family reunion;
the applicant is imprisoned, etc.

In his speech at the Ceremony to Celebrate the Establishment of the Hong Kong Special
Administrative Region of the People’s Republic of China on 1st July 1997, the former Chief
Executive pledged to reduce the AWT for PRH to three years. The 1997 Policy Address also
stated that “We will reduce the waiting time for PRH from the present average of six and a half
years to under five years by 2001, to four years by 2003 and to no more than three years on
average by 2005.” The LTHS White Paper issued in February 1998 also mentioned one of the
pledges of the then Chief Executive, i.e. to reduce the AWT for PRH to three years by the end of
2005. The actual AWT progressively reduced from 6.6 years as at end-March 1998 to less than
three years: it decreased from 3.2 years as at end- March 2002, to 2.9 years as at end-June 2002.
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applicants under the Quota and Points System. The AWTs for general
applicants was 3.0 years, and that for elderly one-person applicants was 1.6
years.

10. We fully understand that it has become increasingly challenging to
uphold the target of maintaining the AWT for general applicants at around three
years. This has indeed been pointed out time and again by the former Director
of Housing and me to the Panel on Housing *. The LTHS Steering Committee
also stated in its Consultation Document (Paragraph 6.5) issued last September
that despite the possibility of occasional departure, the Government should
strive to maintain the AWT target.

11. The Audit Report mentioned an internal assessment made in 2012,
which indicated that the AWT would rise to five years in 2020. | would like
to point out that first, the HD has indeed conducted such internal assessments.
However, any long term projection is subject to its limitations. Due to the
limitations of the method, a projection made in 2012 to project what would
happen eight years later is likely to be inaccurate.  Therefore, these
assessments were only meant to be a tool for internal reference tool and alert.

12. Besides, after the assessment in 2012, we have made various
changes in terms of policies and actual work, including increasing long-term
supply. The objective of these changes is precisely to prevent that five years’
AWT from becoming a reality.

13. Third, 1 would like to highlight the redevelopment of public
housing estates. Under the current redevelopment policy, apart from
structural safety of buildings and economic repair, we have to consider the
build-back potential of individual estates and the availability of suitable
rehousing resources. As we have to take into account whether suitable PRH
flats are available for rehousing the clearees, as well as its impact on applicants
for PRH, manpower and other constraints, we have to strike a balance, thus
rendering it impossible for us to launch many major redevelopment
programmes at the same time. The Audit Report shares the same concerns,
which can be seen in Paragraph 4.31.

For instance, the former Director of Housing mentioned at a meeting of the Panel on Housing last
November that “...while the HA is still able to maintain the AWT within the target of around three
years, it is increasingly challenging to do so given the increasing number of WL applicants.
There is a real prospect that the AWT will lengthen in future.”
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14. Lastly, the Audit Report recommends (in Paragraphs 2.68 to 2.69)
that the HD should consolidate experiences from the previous cases of return of
PRH sites in order to minimise delays in PRH construction programmes. |
must stress that it was on account of the then demand and supply situation of
both public and private housing, as well as the prevailing policies and reality,
that we came up with the said return arrangements. In view of the current
circumstances and future prospect, as Secretary for Transport and Housing, |
have made it clear in the LegCo on many occasions that sites vacated by the
demolition of aged public housing estates for redevelopment will be retained
for development of PRH.

15. Chairman, | would like to thank the Director of Audit for
recognising the future challenges of the Housing Authority in the conclusion of
his Audit Report, in particular the shortage of land supply for public housing
development, the long lead time for planning and land development process,
the need to meet the target of maintaining the AWT at around three years, and
the challenges of securing financial support for the 10-year PRH development
programme. We will take full account of the audit observations and
recommendations when formulating the Government’s LTHS. Moreover, we
will follow up on the views and comments of the Public Accounts Committee.
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APPENDIX 6

Audit Report on Planning, Construction and Redevelopment of Public
Rental Housing Flats

Opening Remarks by Secretary for Development at the Public Accounts
Committee on 5 May 2014

(Translation)

It is the Government’s top priority to provide sufficient land to achieve
the new housing supply target, especially to facilitate the grassroots to move
into public rental housing (PRH). This is a challenge for us and the
community as a whole. As explained at the Legislative Council and on other
occasions, the Government is taking forward various land use planning and
developments, including the Kwu Tong North and Fanling North New
Development Areas, Hung Shui Kiu New Development Area, Tung Chung New
Town Extension, reclamations outside Victoria Harbour, development of the
New Territories North and Lantau, to name a few. These medium to long term
measures however require time to materialise, and there are not many easy
options to increase and expedite housing land supply in the short to medium run.
The fastest and most effective way is to make optimal use of the developed
areas in the existing urban areas and new towns, as well as the nearby land in
the vicinity of existing infrastructures.

2. As already mentioned by the Secretary for Transport and Housing in his
opening speech just now, with the joint efforts by the Planning Department
(PlanD), Housing Department and other relevant departments, the Government
has already identified sufficient land to construct the 179 000 PRH and 17 000
Home Ownership Scheme flats as previously pledged. We are working closely
with the Transport and Housing Bureau to identify more sites suitable for
housing development so as to achieve the new housing supply target, namely, to
provide 470 000 housing units in ten years’ time, with subsidised housing
accounting for 60%. Various on-going land use reviews of the Government
have begun to bear fruits, and the Government has reported so in the Policy
Address this year. We estimate that some 150 sites could be made available in
the coming five years (i.e. from 2014/15 to 2018/19) for providing over 210 000
public and private housing units, subject to timely completion of town planning
procedures to convert their land use and/or increase the development intensity
as well as completion of such works as infrastructure and land clearance to be
expeditiously carried out by various departments. Our preliminary estimate
shows that among these 150 or so sites, about 60% are for public housing
development, and in terms of flat number to be constructed thereat, over 70%
are public housing units.
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3. We have commenced our consultation with District Councils (DCs) on
the said housing sites. The Government appreciates that it is not an easy task
for each and every one in our society to accept the proposed housing
developments. For example, when we earlier consulted a few DCs and local
communities, some DC members and residents were worried that the proposals
would have adverse traffic, infrastructure, environment and visual impacts, or
community facilities and open space would not be sufficient to cater for
additional population intake.

4, We fully understand the concerns of the local residents about the
Impacts brought by the proposed housing developments. Nevertheless, as
reiterated on various occasions, before making the relevant proposals, PlanD
and other professional departments have already assessed all aspects in
accordance with our well-established mechanism and criteria, e.g., whether the
relevant infrastructure and community facilities are capable of meeting the
needs of the proposed developments and the local community nearby. This
effectively ensures that the proposals will not cause unacceptable impacts. If
necessary, departments will conduct detailed technical assessments and propose
and implement appropriate mitigation measures. The Government will
endeavour to minimise any impacts brought about while converting sites for
housing development, but in reality some impacts are inevitable and | hope the
DCs and local communities will show their understanding.

5. In face of the urgent housing needs of Hong Kong people, especially
the pressing needs of the grassroots waiting to move into PRH or to improve
their living environment, the community as a whole would need to put the
overall housing needs of Hong Kong above interests of individuals. Thinking
of the tens of thousands of families who are living in *“sub-divided units” and
waiting for allocation of a PRH flat as a decent place to live, | could not accept
procrastination in our rezoning work. All relevant Government departments
will continue to work closely to secure community support and complete the
necessary assessments and procedures in a timely manner, so that we could
further increase our land supply and achieve the new housing target.

Development Bureau
Updated June 2014
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APPENDIX 7

Legislative Council Public Accounts Committee
Public Hearing on Report No. 62 of the Director of Audit’s Report

Chapter 2 — Planning, construction and redevelopment
of public rental housing flats

Purpose

This paper provides supplementary information on some of the
issues raised by Members during the first public hearing held on 5 May
2014 on Report No. 62 of the Director of Audit, Chapter 2 — Planning,
construction and redevelopment of public rental housing (PRH) flats
(hereinafter referred to as the “Report™).

Background

2. At the public hearing held on 5 May 2014, Members requested
the Government to provide information on various issues. In the time
available we have managed to prepare such information on some of the
issues, which is presented in this paper. We are working on the other
information which we will submit as soon as it is ready.

Supplementary Information

Fluctuation in PRH production (Paragraph 2.11 and Figure 1 of the
Report refer)

3. In respect of the query as to why there were fluctuations in PRH
production in the past 10 years as shown on Figure 1 of the Report, we
reckon from our experience that implementation of public housing
development depends on various factors such as planning, construction
and resource allocation, etc. In addition, each individual project varies in
scale, site specific characteristics/constraints and construction progress.
Thus, PRH production for every year may vary.

4, The peak in 2004-05 with a PRH production of 24,682 units
was mainly due to the transfer of some HOS projects to PRH as a result
of the ceasing of sale and production of HOS in 2002, resulting in an
increase of PRH production in 2004-05.
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5. The low PRH production in 2006-07 was mainly because of the
delay of around 12,600 PRH production from the South East Kowloon
Development Area, which were originally scheduled for completion in
2006-07 and 2007-08, due to the Government’s review of the reclamation
proposal at the South East Kowloon Development.

Tender Price Trends (Figure 1 of the Report refers)

6. In respect of the request for information on the construction
price levels for the respective years in Figure 1 of the Report, Annex 1
presents this information by integrating the Housing Authority Tender
Price Indices (TPI) with the PRH production in Figure 1 for easy
reference of Members. It is noted that the TPI was relatively low when
we embarked upon the works programme for completion in 2004-05.
Nevertheless, this observation is for information only since we have
already clarified at the public hearing on 5 May 2014 that the level of
tender price is not a determining factor in planning the public housing
development programme.

Financial Information for construction expenditure (Paragraph 1.5 of the
Report refers)

7. In respect of the query on construction expenditure as stated in
paragraph 1.5 of the Report, the operating income and expenditure for
PRH in 2013-14 are estimated at $11.9 Billion (B) and $12.7 B
respectively (i.e. an operating deficit at about $0.8B). The construction
expenditure for 2013-14 is budgeted at $9.9 B. The HA maintains
recurrent operating account and capital account separately. The annual
operating expenditure under the operating account of PRH includes
personal emoluments, cleansing and security, maintenance and
improvements, and depreciation of completed buildings, etc. It does not
include construction expenditure incurred in the year which is under the
capital account. In accordance with the HA's approved accounting
policy, capital expenditure incurred during the construction period is
accounted for as construction in progress asset. The total construction
costs of a building will be transferred and classified as fixed asset of the
HA upon its completion. Depreciation is then recorded as an annual
operating expenditure by allocating the total construction costs of the
building over the estimated useful life of the building of 50 years on a
straight-line basis.

8. The related financial information of HA for the last five years is
attached at Annex 2 for Members' information. As shown in the Annex,
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the HA has annual consolidated surpluses for the last five years, after
offsetting the PRH's operating deficit from the surplus of other operations
and investment. With the fund generated from the annual operation and
over $60B balance carried forward in the period, the HA has been able to
meet the funding requirement of its operation and the construction
programmes.

Long Term Housing Demand Projection

9. In respect of the request for information on how we plan to take
forward the long term housing demand projection under the Long Term
Housing Strategy review and its annual updating, we have compiled a
note attached at Annex 3 for Members' reference.

Advice Sought

10. Members are invited to note the content of this paper.

Transport and Housing Bureau
9 May 2014
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Annex 2

Financial information of the Hong Kong Housing Authority (HA)
for the financial years from 2009-10 to 2013-14

1. The HA's annual consolidated surplus comes from the operating accounts of Rental Housing,
Commercial, and Home Ownership Assistance, as well as Funds Management Account. The
Financial Statements are prepared in accordance with the Housing Ordinance and accounting
policies approved by the HA.

2. As stated in paragraph 1.5 of the Report No. 62 (Chapter 2) of the Director of Audit, the
operating income and expenditure for public rental housing (PRH) in 2013-14 are estimated at
$11.9 billion (B) and $12.7B respectively (i.e. an operating deficit at about $0.8B). The
construction expenditure for 2013-14 is budgeted at $9.9B.

The corresponding figures for the past five years are summarised as follows:

(i) Rental Housing Operating Account  2009-10  2010-11  2011-12 201213  20+3-14
Actual Actual Actual Actual gi\gai?
($B) ($B) ($B) ($B) ($B)
Total Income 9.9 9.5 10.6 104 11.9
Total Expenditure (11.4) (10.4) (11.2) (11.6) (22.7)
Operating deficit (1.5) 0.9 (0.6) (1.2) (0.8)

The operating income under Rental Housing Operating Account mainly comes from PRH rental
income, while the operating expenditure includes personal emoluments, cleansing & security,
maintenance & improvements, and depreciation of buildings, etc.

(II) Construction Expenditure 2009-10 2010-11 2011-12 2012-13 2R0e]\-/?ég-3

Actual Actual Actual Actual Budget

($B) ($B) ($B) ($B) ($B)
Total Construction Expenditure 5.8 6.4 7.6 8.9 9.9

In accordance with the HA's approved accounting policy, capital expenditure incurred during
the construction period is accounted for as construction in progress asset. The total construction
costs of a building would be transferred and classified as fixed asset of the HA upon its
completion.  Then depreciation is recorded as an annual operating expenditure by allocating
the total construction costs of the building over the estimated useful life of the building of 50
years on a straight-line basis.
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3. The HA's annual surplus incorporating the above operating deficit from Rental Housing
Operating Account and surplus from other accounts for the past five years are summarised
below:

2009-10 2010-11 2011-12  2012-13 é%{,?;é
Actual Actual Actual Actual Budget
(3B) ($B) (3B) ($B) ($B)
Surplus for the year 77 8.2 4.4 5.8 5.6

4. With the fund generated from the annual operation and over $60B balance carried forward in the
period, the HA has been able to meet the funding requirement of its operation and the
construction programmes, as summarised in the following cash flow movement:

200010 201011 201112 201213 apod
Actual Actual Actual Actual Budget
($B) ($B) ($B) ($B) ($B)
Cash & Investment Balance at beginning of year 56.5 62.4 69.7 69.4 69.2
Surplus for the year 7.7 8.2 4.4 5.8 5.6
Add: Adjustments on non-cash items
(mainly Depreciation) and others 4.5 6.1 3.8 3.8 4.2
Less: Payment of capital expenditure
(@) Construction works 5.8 6.4 7.6 8.9 9.9
(b) Other improvement works and
computer assets 0.5 0.6 0.9 0.9 1.0
Cash & Investment Balance at end of year 62.4 69.7 69.4 69.2 68.1
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Annex 3

Long Term Housing Demand Projection

The Government set up the Long Term Housing Strategy (LTHS) Steering
Committee in September 2012 to make recommendations on Hong Kong’s LTHS for
the next ten years. An important task of the LTHS review was to project the long
term housing demand. To support the work of the LTHS Steering Committee, the
Housing Department (HD), in collaboration with relevant Government
bureaux/departments, developed a proposal for a new methodology for the projection
of long term housing demand and submitted the proposal for consideration by the
LTHS Steering Committee. Since a new methodology was being developed after the
setting up of the LTHS Steering Committee, the HD has not used its old long-term
housing demand assessment method since 2012. Based on the proposal submitted
by HD, the LTHS Steering Committee adopted a new method. We briefed the
Subcommittee on the Long Term Housing Strategy under the Panel of Housing of the
Legislative Council (LegCo) on this new methodology vide LegCo Paper No.
CB(1)194-13-14(02) on 11 November 2013.

2. Under the new method, the LTHS Steering Committee considers that every
household in Hong Kong should be adequately housed, irrespective of whether they
live in public or private housing; or in owned or rented accommodation. For the
purpose of projecting long term housing demand, housing demand is defined as the
total number of new housing units required to be built if each and every household is
to be accommodated in adequate housing over the long term. When projecting the
number of new housing units required, the LTHS Steering Committee considered the
following major components -

(@ netincrease in the number of households;
(b) those who would be displaced by redevelopment; and
(c) those who were inadequately housed.

In addition, the new method adds a “miscellaneous” factor, which included private
permanent living quarters occupied by “mobile residents only” households, non-local
students who might take up accommodation in Hong Kong, and the demand of
non-local buyers who may take up flats but without channelling them back to the
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market. This is one of the major areas where the LTHS method is different from
HD’s old method. Another major difference under the new method is the use of an
econometric modeling exercise to produce a range of projections to take into account
the impact of different economic and property situations, thereby obtaining a more
comprehensive gauge of the estimated housing demand under different economic and
property market situations.

3. Using the new method, the LTHS Steering Committee projected that the
total housing supply in the next ten years should range between 440 000 and 500 000
units, with a proposed supply target of 470 000 units (mid-point). The Government
will use this new methodology to project long term housing demand in future and will
review it on an annual basis as recommended by the LTHS Steering Committee.

4. As for the way forward, we have been working on operational details of the
annual updating of the demand forecast. Such details include establishing processes
for the preparation of the various data inputs, internal process for validating data and
projections, and timing and method for the promulgation of the updated forecasts, etc.
While not all such details need to be featured in the text of the Government’s Long
Term Housing Strategy, we aim to have them sorted out before we present our Long
Term Housing Strategy before the end of this year.
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APPENDIX 8

EHEERZER®
Hong Kong Housing Authority

Your Ref.: CB(4)/PAC/R62 Tel No.: 2761 5009
Our Ref.: HD (AU) AC Fax No.: 2762 1110

Date: 30 May 2014
Clerk

Public Accounts Committee
Legislative Council
Legislative Council Complex
1 Legislative Council Road
Central, Hong Kong.

(Attn.: Ms. Mary SO)

Dear Mary,

Public Accounts Committee
Consideration of Chapter 2 of the Director of Audit’s Report No. 62

Planning, Construction and Redevelopment of Public Rental Housing Flats

With reference to your letter dated 9 May 2014 addressed to the
Secretary for Transport and Housing on the subject issue and our reply dated 16
May 2014, | set out the Administration’s bilingual response for questions no. d,

e ,],k0,p, 0q,r,S5, tand u at the Annex for your reference, please.

Yours sincerely,

A

(Ms. Ada Y.S. FUNG)
for Secretary for Transport and Housing

HHNAEACHBREGIGEREZERER
Housing Authority Headquarters, 33 Fat Kwong Strest, Ho Man Tin, Kowloon, Hong Kong.

LA
Internet Homepage Address: hitp://www.hausingauthority.gov.hk
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Encl.

c.c. Secretary for Transport and Housing (fax no. 2523 9187)
Secretary for Development (fax no. 2151 5303)
Secretary for Financial Services and the Treasury (fax no. 2147 5239)
Director of Audit (fax no. 2583 9063)
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Annex
(P.1 of 12)

Supply of new PRH flats

(d) what measures would be taken by the Government to ensure that
the setting of the new PRH production target at 200 000 flats in
the coming 10 years from 2013-2014 to 2022-2023 as pledged in
the 2014 Policy Address would not contravene Article 5 of the
Basic Law;

As Members noted at the hearings, Basic Law Article 5 stipulates
among other things, that the previous capitalist system “shall remain
unchanged for 50 years”. In considering this provision in relation to
our current target of supplying 200 000 Public Rental Housing (PRH)
units in 10 years, the following facts may be relevant.

Currently, PRH accounts for around 30% of total stock of permanent
residential flats in Hong Kong. If the future develops in accordance
with our current targets, after 10 years PRH units will increase from
766 000 to 966 000. But under our plan other flats will also increase
from 1 850 000 to 2 120 000. PRH units will then account for 31%.
It may also be relevant that in 1990, when the Basic Law was
adopted, PRH units accounted for 40% of total stock of permanent
residential flats.
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Annex
(P.2 of 12)

(e) what is the estimated construction expenditure for the 200 000 flats
in the 10-year period from 2013-2014 to 2022-2023, and how will
such cost be financed;

The HA’s practice is to prepare budget and forecast covering rolling
5-year periods. Therefore, we have not prepared estimates showing
expenditure for 10 years.

To assess the additional financial implication of the plan to produce
200 000 PRH flats in 10 years, a very rough approach could focus on
the extra supply of 50 000 flats on top of the previous production
level of 150 000 flats, and the cost of each such extra unit. Currently,
a PRH unit costs on average around $0.7M, but this may not be the
cost for all units throughout 10 years, as it will be affected by factors
like the site condition, the scale of development, the specific
building design to overcome site constraint, price level changes, etc.
Also, if one looks at the overall financial situation of the HA, the
revenue from Commercial and Home Ownership Assistance
Operations needs to be taken into account.

The 2014 Budget Speech says that “apart from adequate supply of
land and manpower resources, we have to ensure that there will be
sufficient funding for the HA as well. .......... The HA must keep
enhancing cost-effectiveness and sustainability of modus operandi in
the long run.” The Budget Speech expects the HA to do an
assessment on “additional financial resources needed for the next ten
years after consolidating revenue increases and cost savings” so as to
facilitate discussions with Government on a feasible long-term
financial arrangement. We are proceeding accordingly.
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Annex
(P.3 of 12)

PRH supply and demand forecast

(i)

()

how is the 10-year baseline planned PRH production of 150 000
PRH flats from 2008-2009 to 2011-2012 (referred to in Table 4 in
paragraph 2.16 of the Audit Report) arrived at;

what are the reasons for maintaining the 10-year baseline planned
PRH production at 150 000 PRH flats from 2008-2009 to 2011-
2012 despite the rising PRH demand forecasted during the same
period (Table 4 in paragraph 2.16 of the Audit Report refers);

(k) what are the wide range of factors referred to in paragraph 2.18(a)

of the Audit Report;
[Combined response to (i), (j) & (k)]

We do not have “ten-year baseline planned PRH production”. We
regularly issue a five-year rolling Public Housing Construction
Programme. In parallel, as an internal working tool, we keep track
of production in the second five years. Production beyond the first
five years is subject to a wide range of factors such as the planning
process, consultations, land matters, funding procedures,
infrastructures and site formation works, etc.  Our internal
programmes are therefore snapshots that are prone to changes as and
when they are affected by circumstances not anticipated in the
programmes. Before the Policy Addresses in the past two years
which announced targets for ten-year PRH production, for a time we
did not have fixed targets for PRH. The future PRH production was
determined taking into account factors such as:

(@) demand assessment for PRH;
(b) availability of land, including whether the sites identified are
suitable for PRH developments and whether they will be

available in time;

(c) competing uses of land, including land for private housing,
other community uses, conservation, etc.; and
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Annex
(P.4 of 12)

(d) measures to manage PRH resources, such as well-off tenants
policies.

In the 2013 Policy Address, the Chief Executive (CE) committed to
build 75 000 PRH flats for the five-year period from 2012-13 to
2016-17, and that the production target should be at least 100 000
PRH flats for the five-year period from 2018 onwards. The HD has
since strived to advance the production of about 4 000 PRH flats to
2016-17, increasing the total PRH production target for the first five-
year period from 2012-13 to 79 000 flats. In his 2014 Policy Address,
the CE further announced that the housing supply target of a total of
470 000 units in the coming ten years would be adopted, with public
housing accounting for 60%. To meet this new target, the
Government aims to provide an average of about 20 000 PRH units
and about 8 000 Home Ownership Scheme (HOS) units per year.
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Annex
(P.5 of 12)
Meeting the pledged production targets

(o) what are the roles and responsibilities of the Committee on
Housing Development, Steering Committee on Land Supply, and
Committee on Planning and Land Development in meeting the
pledged PRH production target as stated in the 2014 Policy Address;

In order to achieve the then housing production target of 85,000 flats
a year, the Steering Committee on Land Supply for Housing
(HOUSCOM) chaired by the Financial Secretary was set up in 1997.
It had a mandate of “making more land available for residential
development to meet the housing needs of the community”. At the
same time, to underpin HOUSCOM, the Housing Project Action
Team (HPAT) chaired by the then Secretary for Housing was set up
for the same purpose. The HOUSCOM and HPAT ceased operation
in 2002 when the Government repositioned its housing policy. The
Committee on Housing Policy (CHP)! and Committee on Housing
Development (CHD) were then set up to monitor timely provision of
residential land for both public and private housing.

Under the existing mechanism, the CHD chaired by the Permanent
Secretary for Transport and Housing (Housing) cum Director of
Housing, is responsible for assessing the housing demand,
monitoring the timely supply of suitable land for public housing
development to meet the anticipated demand, as well as the
implementation of the public housing development programme to
meet the housing supply targets set by the Government subject to
timely availability of land.

The Committee on Planning and Land Development (CPLD),
chaired by the Secretary for Development, coordinates land use
planning and land development matters, including planning and
allocation of land for various uses including residential uses, and
makes decisions on development proposals and development
parameters of individual sites.

! Since July 2007, following the reorganization of the Government Secretariat, housing issues and
planning and land issues have been overseen separately and respectively under Secretary for Transport
and Housing and Secretary for Development. Under the new set up, the CHP ceased to operate and the
long-term housing demand (both public and private) was subsequently monitored and endorsed by the
new CHD which also monitored the land supply for public housing.
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Annex
(P.6 of 12)

In 2010, on top of CHD and CPLD, the then Steering Committee on
Housing Land Supply (SCHLS) was set up to coordinate the efforts
of the wvarious policy bureaux and government departments
concerned on increasing housing land supply. SCHLS has been re-
organised into the Steering Committee on Land Supply (SCLS) since
February 2013, with its scope of work expanded to coordinate the
overall plans for development and supply of land for different types
of land uses including housing as well as commercial uses.

With the announcement of the new housing supply target in 2014
Policy Address, SCLS will continue to co-ordinate the efforts of
B/Ds to increase land supply for housing with a view to meeting the
target. With the involvement of relevant policy secretaries and
heads of departments, SCLS provides a forum for resolving inter-
bureau and inter-departmental issues affecting the availability of
individual housing sites, such as infrastructure provision, and has
been coordinating the overall land supply.
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Annex
(P.7 of 12)

Land supply and site production for development

(p) why 38 hectares of land are needed for the PRH production target
of about 200 000 PRH flats for the next 10 years, whereas only 16
hectares of land are needed for the production target of 180 000
PRH flats (paragraph 2.46 of the Audit Report refers);

On Audit’s figure of 16 hectares, we suspect Audit might have got it
from our internal paper in October 2013 which indicated an
additional 16 hectares of land was required to meet the production
target of 180 000 PRH flats. We had no document showing that 38
hectares of land was required to meet the production target of
200 000 PRH flats. We suspect that Audit might have seen our usual
assumption used for planning purpose that one hectare would
produce around 1 000 PRH flats and estimated that the additional
land required to increase the production target by 20 000 flats (from
180 000 to 200 000 PRH flats) would require an additional 22
hectares of land. Adding 22 to 16 would give 38 hectares.

The shortfall in land requirement for the 200 000 PRH units was
reported to the Legislative Council Panel on Development and Panel
on Housing Joint Meeting on Increasing Housing Land Supply
(Paper Number: CB(1) 781/13-14(01)) in January 2014. As reported
in the paper, the Government had identified land to produce 179 000
PRH flats for the 10-year period from 2012/13 to 2021/22. To meet
the new target of 200 000 PRH flats, work was underway to identify
additional land. Some 150 potential housing sites had been
identified and assessed to have potential for rezoning and made
available for housing development in the coming five years (from
2014-15 to 2018-19) to provide over 210 000 flats.
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Annex
(P8 of 12)

(q) what measures had been/would be taken by the relevant B/Ds to
expedite the inclusion of the sites earmarked for public housing in
the HD's Public Housing Construction Programme/Public Housing
Development Forecast referred to in paragraph 2.47 of the Audit
Report;

Please refer to Development Bureau’s response to question (b) of

Public Accounts Committee’s letter ref. CB(4)/PAC/R62 dated
9 May 2014 to Development Bureau.
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Annex
(P.9 of 12)

Public housing sites returned to the Government

(r) what are the policies on the return of PRH redevelopment sites to
the Government; and what is the mechanism for returning such
sites to the Government;

In view of the new production target, the Government is working
very hard to secure adequate land supply for public housing. Under
such circumstances, we have no plan to return PRH redevelopment
sites to the Government.

There is an internal coordinating mechanism in the Government
which operates through the Steering Committee on Land Supply, the
Committee on Planning and Land Development and the Committee
on Housing Development that together co-ordinate plans for
development and supply of land for different types of land use.
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Annex
(P.10 of 12)

(s) what are the reasons for returning the three PRH redevelopment
sites to the Government during the current-term Government; and
what are the location, size and intended use of the sites involved;

We understand the question is about the Ex-Homantin
redevelopment sites.

Ex-Homantin redevelopment sites (mentioned in Case 4 of the Audit
Report) Phases 2, 3, 5, 6 and 7 were grouped into 3 sites: Phases 2
and 7 as Site | (Net Site Area being 20,810 sq.m.), Phase 6 and part
of Phase 3 as Site Il (7,191sg.m.), and Phase 5 and part of Phase 3 as
Site 111 (5,960 sq.m.).

These three sites were agreed to be returned to the Government in
2005 after the announcement of the Housing Policy Statement in
2002 subject to the availability of replacement sites. Since then they
have been in the Government’s total stock of sites, and considered
together with all other sites against the many demands for land that
the Government has to meet. Sites | and Il were considered suitable
for private residential use. As a matter of fact, there has always been
a need to provide the market with steady land supply for private
housing to ensure healthy development of the property market. Sites
I and Il were included in the 2011-12 Land Sale Programme in
February 2011 pursuant to the 2010/11 Policy Address. They were
made available for sale by application in November 2011 after the
Lands Department had finalized the sale conditions, and successfully
tendered in March 2013 and June 2013 respectively through
government-initiated sale. Site Il was earmarked for Government,
Institution or Community use. The current-term Government
similarly has to determine how to use each site in the best way to
meet demands for community uses, conservation, private housing,
public housing etc. While the three sites have been used for other
purposes, the Government has allocated many sites to the HA for
public housing development, including for example major sites such
as Queen's Hill, Tai Po Area 9, Shek Mun, Lai Chi Kok Road-
Tonkin Street and Kai Lung Wan in Pokfulam, etc.
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Annex
(P.11 of 12)

(t) whether the Government had conducted any impact assessments
before the return decision was made; if not, why not; and

Please refer to the Development Bureau’s reply to question (d) of

Public Accounts Committee’s letter ref. CB(4)/PAC/R62 dated
9 May 2014 to Development Bureau.
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Annex
(P.12 of 12)
Development costs written off

(u) why the development costs for the sites returned to the Government
referred to in paragraph 2.62 of the Audit Report were not borne by
the Government.

The Government usually allocates sites to HA under two types of
agreements - Vesting Order (VO) or Short Term Tenancy (STT).
For ex-Homantin Estate, HA was vested the control and
management of the relevant premises under a VO. For Inverness
Road, HA was allocated the site under a STT to carry out site
formation and road works. Under both types of agreement, there are
no provisions for compensation to be paid to HA upon their
revocation.

For the remaining four sites, namely Welfare Road Aberdeen, Wong
Tai Sin Police Quarters, Tseung Kwan O Area 74 South Phases 1 &
2, and Sha Tau Kok Road Fanling, the Government had not allocated
the sites to HA for public housing construction. They had been
earmarked for HA to carry out preliminary studies or other
preparations. As there was no agreement between Government and
HA, HA had no basis to seek reimbursement of development costs.

-194 -



LR 48 &
R
R & 3 B R

BELERZE 2%
BFAREEE 17 2

APPENDIX 9

Planning and Lands Branch
Development Bureau
Government Secretariat
17/F, Central Government Offices,
West Wing, 2 Tim Mei Avenue,
Admiralty, Hong Kong

&E5E Tel: 3509 8805
KE1&E5% Our Ref. DEVB(PL-CR) 4-35/19 BE Fax: 2868 4530

SRER 3% Your Ref. CB(4)/PAC/R62

By Fax 2840 0716 & E-mail
(vnmyuen@Iegco.gov.hk)

29 May 2014

Clerk to the Public Accounts Committee
Legislative Council

Legislative Council Complex

1 Legislative Council Road

Central, Hong Kong

(Attn: Ms Mary So)

Dear Ms So,

Consideration of Chapter 2 of the Director of Audit’s Report No. 62
Planning, construction and redevelopment of public rental housing flats

Thank you for your letters of 9 and 16 May 2014 to the Secretary for
Development requesting for more information to facilitate the further
consideration by the Public Accounts Committee (PAC) on the captioned
Chapter. After consultation with the Transport and Housing Bureau (THB)
and Planning Department (PlanD), our reply to questions (a) and (b) in the
letter dated 9 May 2014 and question (b) in the letter dated 16 May 2014
raised by PAC is as below: -

Question (a) (letter dated 9 May 2014): what measures had been/would be
taken by the relevant bureaux/departments (B/Ds) to expedite the provision of
formed land and supporting infrastructure for the implementation of the
approved public housing development according to the Supplemental
Agreement between the Government and the Hong Kong Housing Authority
referred to in paragraph 2.33 of the Director of Audit Repot (Audit Report);
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Question (b) (letter dated 9 May 2014): what measures had been/would be
taken by the relevant B/Ds to expedite the inclusion of the sites earmarked for
public_housing in the Housing Department’s Public Housing Construction
Programme/Public Housing Development Forecast referred to in paragraph
2.47 of the Audit Report; and

Question (b) (letter dated 16 May 2014): whether there are any policy and/or
measure(s) to ensure a steady and sufficient supply of land for constructing
200 000 public rental housing flats in the coming 10 years as pledged in the
2014 Policy Address.

As reported to the Legislative Council Panel on Development and
Panel on Housing Joint Meeting on “Increasing Housing Land Supply”
(Paper Number: CB(1)781/13-14(01)) in January 2014, the Government has
already identified sufficient land to construct 179 000 Public Rental Housing
(PRH) and 17 000 Home Ownership Scheme (HOS) flats. The
Development Bureau has been working and will continue to work closely
with THB to identify more sites suitable for housing development so as to
achieve the new housing supply target, namely, to provide 470 000 housing
units in ten years’ time, with public housing accounting for 60%.

In this connection, as announced in the Policy Address 2014, the
Government has identified additional sites in various districts with potential
to be rezoned for residential use. Including the sites identified earlier from
various land use reviews, we estimate that some 150 sites could be made
available in the coming five years (i.e. from 2014/15 to 2018/19) for
providing over 210 000 housing units, with over 70% of them to be public
housing (PRH and HOS), subject to timely completion of town planning
procedures to convert their land use and/or increase the development intensity,
as well as completion of such works as infrastructure, land
resumption/clearance, reprovisioning of existing/planning facilities, etc. We
understand that some of these sites have already been included in the Housing
Department’s (HD’s) Public Housing Construction Programme/ Public
Housing Development Forecast.

The Government has already commenced the consultation with
District Councils so as to proceed with the proposed rezoning as soon as
practicable. The relevant B/Ds have also been working closely to carry out
the necessary assessments and/or resolve the technical issues involved, with a
view to expediting the land formation, infrastructure construction and other
required procedures for the timely delivery of public housing units. For
instance, the Lands Department (LandsD) will continue to work closely with
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HD to shorten the clearance/resumption process, where practicable, taking
into account the necessary statutory procedures, and the scale and
complications of the land resumption/clearance involved. PlanD will also
expedite the amendments to the concerned Outline Zoning Plans subject to
the availability of relevant information and broad assessments on the housing
projects. Furthermore, PlanD and LandsD will conduct site search for
permanent and temporary reprovisioning of affected facilities respectively.

Besides, to enhance the capability in land supply and development, a
new team will soon be established in DEVB, subject to the Finance
Committee’s approval, to oversee the site production process and enhance
inter-bureau and inter-departmental co-ordination in site tracking and land
production. All the above efforts will help facilitate the provision of formed
land and supporting infrastructure for public housing development.

We will continue to liaise closely with THB/HD to secure sufficient
number of suitable sites and discuss how best to streamline the procedures to
fast-track the site delivery for meeting the new PRH production target.

As more time is needed for obtaining and compiling the information
as requested by PAC in respect of the remaining questions, we shall provide
PAC with a written response as soon as possible.

Yours sincerely,

-

A

( Kdvin Choi )
for Secretary for Development

C.C.
Secretary for Transport and Housing (Fax No.: 2523 9187)

Director of Housing (Fax No.: 2762 1110)

Secretary for Financial Services and the Treasury (Fax No.: 2147 5239)
Director of Audit (Fax No.: 2583 9063)
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Clerk to the Public Accounts Committee
Legislative Council

Legislative Council Complex

1 Legislative Council Road

Central, Hong Kong

(Attn: Ms Mary So)

Dear Ms So,

APPENDIX 10

Planning and Lands Branch
Development Bureau

Government Secretariat
17/F, Central Government Offices,
West Wing, 2 Tim Mei Avenue,
Admiralty, Hong Kong

&E5E Tel: 3509 8805
BE Fax: 2868 4530

9 June 2014

By Fax 2840 0716 & E-mail

(vnmyuen@Iegco.gov.hk)

Consideration of Chapter 2 of the Director of Audit’s Report No. 62
Planning, construction and redevelopment of public rental housing flats

Thank you for your letters of 9 and 16 May 2014 to the Secretary for
Development requesting for additional information to facilitate the further
consideration by the Public Accounts Committee (PAC) of the above Chapter.
Further to our reply of 29 May 2014 and after consultation with the Transport
and Housing Bureau and Planning Department (PlanD), we set out in the
ensuing paragraphs our replies to Questions (c), (d) and (e) in PAC’s letter
dated 9 May 2014 and Questions (a), (c) and (d) in its letter dated 16 May
2014. We understand that the Housing Department (HD) have already

replied to the other questions in the letters.
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Question (c) (letter dated 9 May 2014): What are the reasons for returning
the three public rental housing (PRH) redevelopment sites to the Government
during the current-term Government; and what are the location, size and
intended use of the sites involved?

Please refer to HD’s response to question (s) in PAC’s letter (ref.
CB(4)/PAC/R62) dated 9 May 2014 addressed to the Secretary for Transport
and Housing (STH).

Question (d) (letter dated 9 May 2014): Whether the Government had
conducted any impact assessments before the return decision was made; if
not, why not?

The Government, when making the decisions regarding sites
returned from the Housing Authority (HA) for other uses, would take into
consideration a host of factors including the local context, planning
parameters, technical feasibility, housing mix, provision of government,
institution or community and open space facilities, other social needs, the
prevailing policy, etc. More importantly, while certain PRH sites were
returned to the Government, the Government has pledged to provide
sufficient land to HA for PRH production so as to meet the set production
target.

To this end, PlanD and HD have been and are in close liaison to
identify sufficient sites for development of public housing. For instance, a
number of sites including those in Fanling Area 49, Tung Chung Area 39,
Mok Cheong Street, Wah Fu North, San Hing Tsuen, Sau Mau Ping, and the
Fanling North and Kwu Tung North New Development Areas have been
identified as additional/replacement sites for PRH development over the
years. The Government will continue to strive to provide sufficient land for
public housing development for meeting the set production target, with PlanD
and HD working closely on this front.
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Question (e) (letter dated 9 May 2014): Why the development costs for the
sites returned to the Government referred to in paragraph 2.62 of the Audit
Report were not borne by the Government?

Please refer to HD’s response to Question (u) of PAC’s letter (ref.
CB(4)/PAC/R62) dated 9 May 2014 addressed to STH.

Question (a) (letter dated 16 May 2014): What are the principles in
identifying sites for PRH production?

In reserving sites for public housing, the Government will adopt a
prudent approach to maintain a healthy balance between public and private
housing, taking into account various considerations such as location, site area,
local character, accessibility and housing mix. In general, sites which are
considered suitable for PRH include: (i) those located within or in close
proximity to the existing PRH or Home Ownership Scheme estates as they
are suitable for extension of the existing estates or for redevelopment purpose;
(if) preferably sizable sites that will facilitate comprehensive planning of
mass housing with supporting community facilities and achieve
cost-effectiveness of housing projects; (iii) those located in areas that are
considered suitable for high-rise, high-density developments; and (iv) sites
that are/will be conveniently accessible and/or well-served by public
transport. To build a balanced community, it is also necessary to maintain
an appropriate mix of public and private housing in a district.

Question (c) (letter dated 16 May 2014): Notwithstanding the need to adhere
to the Hong Kong Planning Standards and Guidelines, what are the other
considerations in assessing the redevelopment of aged PRH estates with a
plot ratio lower than the maximum permissible?

In assessing the development potential of redeveloping aged PRH
estates, apart from making reference to the Hong Kong Planning Standards
and Guidelines, the Government will consider a host of factors including the
development restrictions on the statutory plans (such as the maximum plot
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ratio/total gross floor area, building height and site coverage), development
constraints, local context, environmental, traffic, air ventilation and visual
Impacts of the redevelopment on the surrounding area, infrastructure capacity,
the concerns from the locals, provision of government/community facilities
required by relevant departments/District Council, etc.

However, we need to reiterate that the development potential of aged
estates is just one of the factors to be taken into account in considering
redevelopment. According to HA’s current policy, there are four basic
principles. Apart from development potential, the structural conditions of
the housing blocks, their economic repair and the availability of suitable
rehousing resources nearby will also be taken into account. Please refer to
the answers of HD to the relevant questions issued on 30 May 2014.

Question (d) (letter dated 16 May 2014): What steps would be taken to
ensure that the development and redevelopment of PRH sites would not
adversely impact on the surrounding living environment?

HA will conduct various technical studies on traffic, environment,
ventilation, visual impacts, supporting facilities, etc., and consult the relevant
government departments to ensure that the public housing development
would be compatible with the development of the district concerned.

Yours sincerely,

( Kevin Choi )
for Secretary, for Development

C.C.
Secretary for Transport and Housing (Fax No.: 2523 9187)

Director of Housing (Fax No.: 2762 1110)

Secretary for Financial Services and the Treasury (Fax No.: 2147 5239)
Director of Audit (Fax No.: 2583 9063)
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EREEEAR .
Hong Kong Housing Authority
Your Ref.: CB(4)/PAC/R62 Tel No.: 2761 5009
Our Ref.: HD (AU) AC Fax No.: 2762 1110
Date: 30 May 2014
Clerk

Public Accounts Committee
Legislative Council
Legislative Council Complex
1 Legislative Council Road
Central, Hong Kong.

(Attn.: Ms. Mary SO)

Dear Mary,

Public Accounts Committee
Consideration of Chapter 2 of the Director of Audit’s Report No. 62

Planning, Construction and Redevelopment of Public Rental Housing Flats

With reference to your letter dated 16 May 2014 addressed to the
Secretary for Transport and Housing on the subject issue, | set out the

Administration’s bilingual response at the Annex for your reference, please.

Yours sincerely,

s

(Ms. Ada Y.S. FUNG)
for Secretary for Transport and Housing

Encl.

c.c. Secretary for Transport and Housing (fax no. 2523 9187)
Secretary for Development (fax no. 2151 5303)
Secretary for Financial Services and the Treasury (fax no. 2147 5239)
Director of Audit (fax no. 2583 9063)

SHEMAREAASAHIIGEEEE SN
Housing Authority Headguarters, 33 Fat Kwong Straet, Ho Man Tin, Kowloon, Hong Kong.

HRESRANE ¢
Internet Homepage Address: htip://www. housingauthority.gov.hk

- 202 -



Annex
(P.1 of 22)

Public rental housing ("PRH") supply and demand forecast

(@) whether there will be a mechanism under the new methodology to
review/update long-term housing demand to determine the
quantum of PRH production required to maintain the Average
Waiting Time (“"AWT™) at three years as pledged by the
Government;

We continue to strive at maintaining the AWT target at around three
years for general applicants. Fluctuations in demand and supply may
lead to occasional departure from this target, and the increasing
demand in recent years presents a mounting challenge.

The previous housing demand projection model included a long term
projection of PRH demand. We do not intend to resume this method
for reasons we explained at the hearings.

Instead, the Long Term Housing Strategy Steering Committee
suggested that we move on to a new method of projecting long term
housing demand, which includes PRH demand. We are working on
this new method, in the course of formulating our Long Term
Housing Strategy. Our current thinking is that instead of trying to
guess the AWT in the next 10 years, we will keep in view the
number of new general applications in a year (which can serve as a
medium term reference for the number of flats required to satisfy the
needs of these PRH applicants after three years) and the changes in
the actual AWTs (which capture the latest changes in the past 12
months). These will be more reliable references. We will also
maintain the interchangeability of production between PRH and
Home Ownership Scheme flats so that the supply of PRH flats can
be adjusted wherever necessary and feasible to meet the evolving
needs of the community in a timely manner. In addition, we will
continue our existing practice of publishing the actual AWTSs on a
quarterly basis for public’s reference.
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PRH sites returned to the Government

(b) why the Transport and Housing Bureau did not refuse to return
the three PRH sites (which were agreed to during the previous term
Government) to the Government in 2013;

Please refer to our response to question (s) of Public Accounts
Committee’s letter ref. CB(4)/PAC/R62 dated 9 May 2014.
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Construction works management

(c) whether consideration could be given to setting the life cycle of a
PRH construction project at five years, provided that the site is
properly zoned, resumed, cleared and formed with adequate
provisions of infrastructure, and early support from the District
Council concerned and the local communities secured (paragraph
3.4 of the Director of Audit's Report (""Audit Report') refers); if
not, why not;

We have been striving to expedite the whole construction process
without compromising quality and site safety.

The five-year duration is achievable only under fast-tracked
programme for completion of a 40-storey public housing block on
“spade ready” sites. (i.e. sites which are flat and have been properly
zoned for residential use, and sites which are resumed, cleared and
formed, with adequate provisions of infrastructure).

The five-year programme includes one year for the fast-tracked
planning and design stage, half a year for tendering, and three and a
half years for foundation and construction works. That implies
making the best effort to fast-track the preparatory work by
compressing the programme for wvarious feasibility studies,
consultations with District Councils and local communities, planning
and design works from three years for a normal project to one year
for a fast-tracked project.

However, the key to prompt delivery of public housing hinges
essentially on securing “spade ready” sites. In addition, early
support of District Councils and the local communities as well as
having all the other resources including adequate manpower in place
are essential.

We cannot take “spade ready” sites and early community support for
granted, but even assuming we can, construction itself sometimes
takes longer than three and a half years. This happens in cases such
as building sitting on podium with deep and difficult foundation, or
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building exceeding 40 storeys and hilly site with extensive site
formation work.

The five-year duration is achievable only under very favorable
conditions. Therefore it is not advisable to rigidly set the life cycle of
a PRH construction project at five years. We have to examine the
nature and relevant features of particular project sites.
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(d) what steps have been/will be taken to enhance the works at various
stages of a PRH construction project, so that the project can be
completed in a timely manner or earlier than the planned
completion date;

We will closely monitor the project progress at all stages so that the
programme can be completed in timely manner.

As for the construction works, we will conduct a series of upfront
measures to avoid risk. These include implementation of more
ground investigation works to assess ground condition to avoid delay
for foundation, advanced trial pit for underground utilities to ensure
no underground obstruction, advanced hoarding work and off site
drainage and plumbing work to facilitate the building construction.

We have been extending adoption of precast elements to roof and
external works including precast parapet wall, water tank and
manhole.

Since precast elements are cast independent of the in-situ
construction works, the construction sequence can be smoothened on
site and also relieve the labour strength in the local construction
industry.

We report the project progress to the HA’s Building Committee (BC)
on a monthly basis for programme monitoring.
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Planned timeframe for PRH production

(e) what lessons have been learnt from the project delay of PRH
construction at Tuen Mun Area 18, and what steps have been/will
be taken to avoid similar incidents from recurring;

PRH construction project delays

() what is the period of delay of the whole contract in the Tuen Mun
Area 18 project referred to in Table 9 in paragraph 3.9 of the Audit
Report;

[Combined response to (e) & ()]

The domestic portion was completed on time. Table 9 indicates that
there was no delay to the domestic portion and Building Contract
because there was no planned completion date for the Community
Hall as stated in the Building Committee Paper.

There were objections to the Tuen Mun Area 18 project from the
local communities, on the ground of high concentration of public
developments and inadequate community facilities in the district.
The Project Team had taken steps actively to address the issue of the
provision of a Community Hall, and to liaise with all concerned
government bureaux and departments for funding and technical
approvals.

The case shows that consultations may take a long time, and that
sometimes it may be difficult to complete consultations within a pre-
determined schedule. We have been conducting consultations as
early as possible to deal with concerns and objections from the local
communities or other stakeholders, in order to ensure that both the
domestic portion and the community facilities are delivered in a
timely manner.
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(g) what are some of the other legitimate or genuine grounds for
extension of time, which were not contained in the contract, that
the contractors were entitled to;

These legitimate or genuine grounds for extension of time were
delays which were beyond the control of the contractors or the HA,
such as exceptional inclement weather, late possession of site, delay
by other parties such as the utility companies, delayed utilities
connections due to congested underground conditions and complex
ground conditions.
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(h) what measures would be taken by the HD to monitor the
performance of contractors and progress of the construction works,
and minimize construction programme slippage;

During the construction period, the Contract Manager, his
representatives and site staff closely monitor the construction
progress, hold regular site visits, site meetings and perform site
supervision and inspection in order to assure that the contractor’s
performance meeting the quality standard and adhering to the works
programme.

The HD has a systematic performance monitoring and reporting
system underpinned by an objective Performance Assessment
Scoring System (PASS) such that any non- performance is identified
and mitigation measures would be implemented promptly.

For construction contracts, there is Liquidated Damages provision
for delay for various sections of the works. In case there is delay to
the construction works which the contractor is responsible for, the
Contract Manager will impose Liquidated Damages which will be
deducted from the payment due to the contractor.
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Monitoring costs of construction projects

(i) when were the original and revised budgets for the three PRH
projects, i.e. Kai Tak Development Site 1A (Phases 1 & 2), Ex-
Cheung Sha Wan Police Quarters, and Heung Fan Liu Street,
Shatin Area 4C, compiled, what were the construction cost
yardsticks used during the time period concerned, and what caused
the budgets for the three projects to be revised up and then down;

The dates of approval for the original and revised budgets of the
three PRH projects, and the bases and reasons of budget revisions
were as follows -

Kai Tak Development Site 1A (Phases 1 and 2)

Original budget
($3,188.05M)
approved by the
Building Committee
(BC) on 21
November 2008

Revised budget 1
($3,199.22M)
approved by the BC
on 20 March 2009

Revised budget 2
($2,373.62M)
approved by the BC
on 20 October 2009

Revised budget 3
($2,230.89M)
approved by the BC
on 6 September 2010
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based on June 2008 Construction
Cost Yardsticks (CCY) at
Housing Authority Tender Price
Index (HATPI) of 960 for
2Q/2008 and contract price
fluctuation (CPF) allowance at
6% per annum

based on June 2008 CCY for
addition of gatesets to flat
entrance due to the change of HA

policy

following approval of the June
2009 CCY at HATPI of 852 for
20Q/2009 and CPF allowance at
2% per annum after the financial
tsunami in late 2008

after Tender Committee’s (TC)
approval of the award of building
contract



Revised budget 4
($2,343.07M)
approved by the BC
on 9 October 2012

Original budget
($861.38M)
approved by the BC
on 17 October 2008

Revised budget 1
($864.37M)
approved by the BC
on 20 March 2009

Revised budget 2
($578.75M)
approved by the BC
on 20 October 2009

Revised budget 3
($564.46M)
approved by the BC
on 21 July 2010

Revised budget 4
($584.37M)
approved by the BC
on 9 October 2012
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due to increase in CPF mainly
caused by the sharp increase in
the costs of construction labour
and some construction materials
since the second half of 2011

Ex-Cheung Sha Wan Police Quarters

based on June 2008 CCY at
HATPI of 960 for 2Q/2008 and
CPF allowance at 6% per annum

based on June 2008 CCY for
addition of gatesets to flat
entrance due to the change of HA

policy

following approval of the June
2009 CCY at HATPI of 852 for
20Q/2009 and CPF allowance at
2% per annum after the financial
tsunami in late 2008

after TC approval of the award of
building contract

due to increase in CPF mainly
caused by the sharp increase in the
costs of construction labour and
some construction materials since
the second half of 2011



Original budget
($809.32M)
approved by the BC
on 19 September
2008

Revised budget 1
($811.90M)
approved by the BC
on 20 March 2009

Revised budget 2
($581.79M)
approved by the BC
on 20 October 2009

Revised budget 3
($482.26M)
approved by the BC
on 21 July 2010

Revised budget 4
($491.31M)
approved by the BC
on 7 September
2011

Revised budget 5
($523.87M)
approved by the BC
on 9 October 2012
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Heung Fan Liu Street, Shatin Area 4C

based on June 2008 CCY at
HATPI of 960 for 2Q/2008 and
CPF allowance at 6% per annum

based on June 2008 CCY for
addition of gatesets to flat
entrance due to the change of HA

policy

following approval of the June
2009 CCY at HATPI of 852 for
2Q/2009 and CPF allowance at
2% per annum after the financial
tsunami in late 2008

after TC approval of the award of
building contract

due to additional street shops and
footbridge

due to increase in CPF mainly
caused by the sharp increase in the
costs of construction labour and
some construction materials since
the second half of 2011



Annex
(P.12 of 22)

(J)) what measures would be taken to enhance the HD's system of
budgeting and monitoring of project costs with a view to further
improving the accuracy of budgeting for PRH construction
projects;

HA already has in place a proper budget preparation and approval
process, and an effective budgetary control system. We have been
enhancing the following aspects with a view to further improving the
accuracy of budgeting for PRH construction projects-

(i) closer monitoring of construction market cost trend in particular
the cost movements of construction labour and materials;

(if) closer monitoring of construction cost at detailed design and
tender stages against approved budget; and

(iii) closer monitoring of design variations at construction stage
against approved budget.
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(k) how are the Hong Kong Housing Authority's Tender Price Indices
(""HATPI') compiled and how are the HATPI compared with
similar indices used by other Government departments and the
private sector;

Housing Authority Tender Price Index (HATPI) is compiled for each
quarter to provide an indication of the price level of tenders for new
works building contracts returned in that quarter and accepted by HA.

Comparison of HATPI and the tender price indices of Architectural
Services Department (ArchSD) and two major private quantity
surveying consultant firms are as follows-

Tender Price Indices
(Base: 4th Quarter 1968 = 100 for RLB)

(Base: 1st Quarter 1970 = 100 for HA, ASD, L&S)

Sy & £ & F & & S Y & IF LY QL O 9 Y Yy O
A A . . A - S S S (S

Year
(Year Marked at 1st Quarter)

Remarks : HA = Housing Authority; ASD = Architectural Services Department; L&S = Langdon & Seah; RLB = Rider Levett Bucknall
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(P.14 of 22)
Year 19681 1970 2003 2004 2005 2006 2007
Quarter | 4 1 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4
HA 100 | 476 | 474 | 474 | 474 | 481 | 488 | 494 | 501 | 522 | 531 | 531 | 532 | 540 | 570 | 615 | 627 | 658 | 675 | 717 | 766
ASD 100 | 720 | 723 | 722 | 681 | 685 | 712 | 704 | 701 | 711 | 716 | 718 | 697 | 714 | 730 | 751 | 789 | 821 | 859 | 906 | 998
L&S 100 | 855 | 878 | 8951 895 | 940 | 952 | 933 | 930 | 945 | 955 | 963 | 970 | 970 | 980 | 985 | 990 | 1020 1074] 1175 1150
RLB 100 | 160 | 1205 1230 1195 1210 1255 1265 1230 ] 1220 | 1260 | 1270| 1275] 1280 1300| 1310 | 1360 | 1410 1440 1475] 1535 | 1595
Year 19681 1970 2008 2009 2010 2011 2012
Quarter | 4 1 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4
HA 100 | 858 | 960 | 960 | 904 | 852 | 852 | 864 | 864 | 881 | 899 | 929 | 952 | 976 | 997 | 1018 ] 1039 1043] 1059 1076 | 1110
ASD 100 | 1118 | 1305 1401| 1262 | 1074 | 983 | 1111] 1107 | 1134 ] 1161 | 1249 1266 | 1273 | 1320 | 1369 | 1408 | 1414 | 1438 1467 | 1496
L&S 100 | 1239 1360 | 1355] 1281 | 1245| 1242 | 1253 1273 | 1297 1315| 1342 1367 | 1385 1425| 1452 1491 1511 1552 1595 1632
RLB 100 | 160 | 1680 1810 1865 1750| 1630 1605 | 1620 | 1655 1670 1730| 1750 1785 1840 1870 | 1925 | 1955 | 1995 | 2045 2075 | 2100
Year 19681 1970 2013
Quarter | 4 1 1 2 3 4
HA 100 § 1135 1161
ASD 100 J 1516 | 1532
L&S 100 | 1688 | 1713
RLB 100 | 160 | 2145] 2190

Remarks : HA = Housing Authority; ASD = Architectural Services Department; L&S = Langdon & Seah; RLB = Rider Levett Bucknall

The above comparison reveals that HA’s tender price trend for
building works is similar to those of ArchSD and the private sector.
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Further planning needed for the Comprehensive Structural Investigation
("CSI™) Programme

() how many HD staff are currently involved in the CSI Programme,
and whether additional resources are required for the rest of the
CSI Programme from 2005 to 2018 and for the next CSI
Programme beyond 2018; if so, how much additional resources are
required;

A total of 38 staff is currently involved in the CSI Programme.

No additional resources are required for the rest of the CSI
Programme from 2005 to 2018. We will keep in view the next CSI
Programme beyond 2018 and assess the resource requirements in
due course.
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Build-back potential for the old estates

(m) what is the way forward recommended for the 16 of the 26 estates
with the CSI completed (paragraph 4.20 of the Audit Report refers);

Of the 16 estates with the redevelopment potential assessment
completed before the Refined Policy effective in November 2011,
two estates (So Uk Estate and Tung Tau Estate Block 22) have been
announced for clearance based on the earlier set of redevelopment
criteria, i.e. structural conditions and beyond economic repair. And
as set out in the 2014 Policy Address, Government decided to
partially lift the development moratorium at Pok Fu Lam South to
facilitate the use of the five government sites for public housing
development as well as the redevelopment of Wah Fu Estate.

As for the remaining 13 retained estates, their preliminary review on
redevelopment potential have also been completed in early 2014 as a
starting point for detailed studies of selected aged estates in future.
Please also see our answer in (n).

-218 -



Annex
(P.17 of 22)

(n) what is the timeframe to conduct a detailed review on the build-
back potential of the 22 aged PRH estates with the CSI completed;

Our policy on redevelopment is detailed in the Audit Report
paragraphs 4.17 to 4.19.

We will not be redeveloping all 22 aged PRH estates in one go, nor
have we decided to redevelop these estates in accordance with a firm
timetable. We will consider redevelopment on an estate-by-estate
basis.

We will be constrained by established policies and considerations in
deciding how many estates we can redevelop at one time, and in
considering whether an individual estate should be redeveloped. The
determining factors such as availability of rehousing resources,
development constraints and opportunities, etc. may change over
time. We can only decide whether and when to redevelop estate-by-
estate, taking into account the changing circumstances.

-219 -



Annex
(P.18 of 22)

(0) whether consideration would be given to not carrying out
repair/strengthening works required to sustain aged PRH
blocks/estates under the CSI for at least another 15 years across
the board, so that the works required to sustain aged PRH
blocks/estates under the CSI could be less than 15 years, and hence
less costly, if these PRH blocks/estates had been identified for
redevelopment in the next few years;

For those blocks/estates identified for redevelopment in the next few
years, repair and maintenance works including those concerning
statutory compliance, safety and hygiene will be carried out to
maintain them in satisfactory conditions until their clearance, instead
of works for at least another 15 years.
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(p) what measures would be put in place to avoid the wastage of
resources due to the completion of major improvement works
shortly before the launching of redevelopment plan as illustrated in
the case of Pak Tin Estate (paragraph 4.22 of the Audit Report
refers);

Since HA adopted the Refined Redevelopment Policy in 2011, there
has been an established mechanism to enhance coordination within
HD regarding the redevelopment programme of the aged estates and
various maintenance and improvement programmes.
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Better utilization of vacant sites and PRH Interim Housing ("1H") blocks

(q) what actions had been taken by the HD after demolition works
were completed in the sites of Phases 3, 6 and 7 of Shek Kip Mei
Estate (Appendix Q of the Audit Report refers);

Although the demolition work of Phases 7 and 3 were completed in
2000 and 2008 respectively, building work has yet to start. Phases 3
and 7 are adjacent sites and were subject to a number of constraints.
They were small in size, subject to a stringent height limit of only
+30mPD under the Outline Zoning Plan (OZP) (maximum of only 5
to 6 storeys could be built), and were earmarked for cultural and
heritage development. It was therefore considered that development
as PRH should only proceed if these two sites were combined
together and with the height limit restriction being relaxed. The HD
then liaised with the PlanD to review the possibility of increasing the
height limit and arrived at a proposal of relaxing the height limit to
around +50mPD to +60mPD. The HD also liaised with other
concerned government departments and local concerned groups
trying to resolve all potential problems. In 2013, the HD put forward
the public housing proposal of Phases 3 and 7 to the Sham Shui Po
District Council and obtained their general agreement. At present,
the HD is in active liaison with the PlanD on the amendment to the
OZP.

For Phase 6, the demolition works were completed in 2008. In 2009,
the HD put forward a proposal for PRH development to the Sham
Shui Po District Council. DC members objected to the proposal and
counter-proposed the HD to liaise with the Food and Health Bureau
(FHB) to include the adjacent old existing Shek Kip Mei clinic
building together with the PRH development. The HD then liaised
with the FHB about this counter-proposal and co-ordinated the
redevelopment plan of the clinic such that the PRH development
could cope with the clinic redevelopment. Both parties worked
together closely to resolve interface issues. In 2013, the HD put
forward the proposal of Phase 6 to the Sham Shui Po District
Council and obtained their general agreement. Planning application
will be submitted to the Town Planning Board for minor relaxation
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of building height to allow the development proposal to proceed.
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(r) whether consideration would be given to making better use of the
IH blocks and the Transit Centres referred to in paragraph 4.29 of
the Audit Report; if not, why not.

It is the Government policy that no one will be rendered homeless as
a result of disaster or clearance operations. Persons affected by
disasters and emergencies will be provided temporary
accommodation at transit centres (TC) and thenceforth IH for those
with genuine housing needs but not immediately eligible for
allocation of PRH flats. We must therefore have sufficient vacant IH
and TC units, at any time, and in assessing how many vacant units
are sufficient, we believe we should err on the safe side.

Having said that, HD regularly reviews the provision of IH and TC,
and will continue to do so. After the reviews in 2011 and 2013, we
decided to retain Shek Lei IH and clear Long Bin IH in January 2016.
The overall supply of IH has decreased substantially by 840 units
with Long Bin IH frozen for letting to pave way for the clearance.

From an operational perspective, we need to maintain Shek Lei IH,
the only IH in Extended-urban, to accommodate affected households
of various emergencies occurred in Urban/Extended-urban areas
despite the fact that our established policy is to rehouse them to TC
and IH in New Territories. Over the years, Shek Lei IH has been
used as temporary accommodation for affected households of
various natural disasters and emergencies.

- 224 -



APPENDIX 12

EEEEZERA®
Hong Kong Housing Authority
Your Ref.: CB(4)/PAC/R62 Tel No.: 2761 5009
Our Ref.: HD (AU) AC Fax No.: 2762 1110
Date: 16 May 2014
Clerk

Public Accounts Committee
Legislative Council
Legislative Council Complex
1 Legislative Council Road
Central, Hong Kong.

(Attn.: Ms. Mary SO)

Dear Mary,

Public Accounts Committee
Consideration of Chapter 2 of the Director of Audit’s Report No. 62

Planning, Construction and Redevelopment of Public Rental Housing Flats

With reference to your letter dated 9 May 2014 addressed to the
Secretary for Transport and Housing on the subject issue, | set out the
Administration’s bilingual response for questions no. a, b, ¢, f, g, h, I, m, and n

at the Annex for your reference, please.

I will set out the Administration’s bilingual response for the

remaining questions to you by early next week. Thank you.

Ym;rs sincerely,

/2{{441 £

(Ms. Ada Y.S. FUNG)

for Secretary for Transport and Housing

HD 111
FRAEMNVEREENEEEZERSR/ANER
Housing Authority Headquarters, 33, Fat Kwong Street, Ho Man Tin, Kowloon, Hong Kong.
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Encl.

c.c. Secretary for Transport and Housing (fax no. 2523 9187)
Secretary for Development (fax no. 2151 5303)
Secretary for Financial Services and the Treasury (fax no. 2147 5239)
Director of Audit (fax no. 2583 9063)
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Demand for public rental housing ("PRH") flats

(@) what is the number of general applications on the Waiting List
(""WL'") for PRH from 1 April 2013 to 31 March 2014 and the
years of residence of these applicants in Hong Kong;

As at end-March 2014, there were 121 900 general applications for
PRH. In the period from 1 April 2013 to 31 March 2014, there were
27 300 new registrations of general applicants.

At the time of allocation, at least half of the family members
included in the general application must have lived in Hong Kong
for seven years and all family members must be still living in Hong
Kong. For children under the age of 18, they are deemed to have
fulfilled the seven-year residence requirement under the following
circumstances -

(@) one of the parents, regardless of the children’s place of birth,
has lived in Hong Kong for seven years; or

(b) the children were born in Hong Kong with established
permanent resident status.

Applications which have not fulfilled the residence requirement will
be frozen from allocation. Among the 121 900 general applications
as at end-March 2014, about 6 600 applications were frozen on
grounds that they have not yet fulfilled the seven-year residence
requirement.

Although each household member included in an application is
requested to provide their date of entry if they were not born in Hong
Kong, we will only input into our computer system information in
respect of individual household members who fail to meet the seven-
year residence requirement for frozen cases. The objective is to
enable us to follow up these frozen cases in future in a timely
manner. Therefore, we are unable to provide the years of residence
in Hong Kong for all the general applicants.
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(b) whether consideration would be given to modifying the calculation
method of the Average Waiting Time (“"AWT") for general
applicants as the period between registration on the WL and the
date the housing offer was accepted by the applicant; if not, why
not;

The AWT for general applicants refers to the average of the waiting
time of general applicants housed to PRH in the past 12 months.
Waiting time refers to the time taken between registration and first
flat offer, excluding any frozen period during the application period
(e.g. when the applicant has not yet fulfilled the residence
requirement; the applicant has requested to put his/her application on
hold pending arrival of family members for family reunion; the
applicant is imprisoned, etc). This definition has been in place for a
long time, and the continued use of the same definition will ensure
consistency and provide a better reference to keep track of the extent
to which we are able to achieve the AWT target.

In calculating the AWT, Housing Department (HD) can only include
factors which are within HD’s control. The waiting time is counted
up to the first offer because while eligible applicants are given three
flat offers, the applicants are provided with a housing opportunity at
the first offer. In other words, an applicant will be housed if he
accepts the first offer. It is a matter of personal decision if the
applicant declines the first flat offer to wait for subsequent offers.
The decision as to whether or not to accept the first, second or third
offer rests entirely with the applicant and is NOT under the control
of the HD. There are also circumstances where the applications have
to be frozen due to various reasons not within the control of the HD
(e.g. applicants have to await fulfillment of the residence
requirement; applicants request to put the application on hold
pending arrival of family members, etc.). However, since we have
allowed these general applications to remain notwithstanding the fact
that their applications are actually being frozen, individual applicants
may tend to count their waiting time starting from the date of
registration and pay no regard to the period whereby their
applications are frozen. In the light of the recommendations of the
Audit Report No. 61 and PAC’s recommendations, we have already
stated clearly the definition and method of calculating the AWT in
the “Information for Applicants” for PRH applicants.  The
information is also available in the Housing Authority/HD’s website.
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(c) which bureaux/departments ("'B/Ds') determine the quota and

actual allocation of the quota for each of the other demands
referred to in Table 3 in paragraph 2.4 of the Director of Audit's
Report (""Audit Report'), and whether consideration would be
given to publicizing the actual allocation of such quota;

Every year, the PRH allocation plan is submitted to the Subsidised
Housing Committee (SHC) of the Housing Authority (HA) for
endorsement. The relevant paper on the allocation plan includes the
figures of the actual PRH allocation for different categories in the
previous year as well as the planned allocation figures for the
coming year. Our normal practice is to upload the relevant SHC
paper onto the HA/HD website for public information upon
endorsement of the allocation plan by SHC. A press release on the
planned allocation as endorsed by SHC will also be issued.

Supply of new PRH flats

() what is the construction expenditure for PRH each year in the past

10 years and the annual construction price index over the same
period;

The construction expenditure (i.e. the project costs paid to
contractors) for PRH (including associated facilities of car parks and
commercial centres, etc.) each year in the past 10 years and the
construction price indices (i.e. HATPI) over the same period are as
follows —

PRH Construction Expenditure vs HATPI

Financial Year 200304 [ 2004-05 | 2005-06 | 2006-07 | 200708 | 2008-09 | 2009-10] 2010-11 | 2011-12] 2012-13
PR.H Construction _ _ . . _ R . " 1. _ "
Expenditure (SM) 58147 | 41243 ] 2.1589 | 2.7496 | 3.950.8 | 45769 | 43902 | 49485 | 5.988.2 | 7.1093
474 488 331 570 675 9650 852 8990 997 1059
(202003 | Qo004 | (202005 | 2Q2006) | 2Q00Ty | Q2008 | (220003 | 202010y | 202001y | poaoiy
474 494 331 615 717 960 864 929 1018 1076
HATEI (302003 | Qaroody | (3200 |06 | goooony | o208y | (32009 | (3q2010) Jizo2nn | ooy
(Quarter/Year) 474 501 532 627 766 904 364 9352 1039 1110
Q2003 | (4Q (4Q/20035) | (4Q/2006) | 4Q2007) ] (4Q /2008y | (4Q/2000) ] (4Q/2010) | {4Q2011) | 4Q.2012)
481 2 540 658 838 852 881 976 1043 1135
10,2004) | (1Q2003) | (1Q/2006) | (1Q2007) | (1Q2008) | (1Q/2009) | (1Q/2010) | (1Qv2011) J(1Q2012) ] (1Q.2013)

- 229 -




Annex
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Housing Authority Tender Price Index (HATPI) is compiled for each
quarter to provide an indication of the price level of tenders for new
building works returned in that quarter and accepted by HA. The
construction expenditure is mainly spread over the building contract
period of 30 months in general.

(g) how are the construction expenditures for PRH recognized and
depreciated in the Financial Statements of the Hong Kong
Housing Authority according to the Government's accounting
policy on fixed assets;

Our reply to this question is already set out in paragraphs 7 and 8 of
Paper R62/2/GENS issued to Members on 9 May 2014.

PRH supply and demand forecast

(h) what are the reasons for the fluctuations in the PRH production
from 2003-2004 to 2012-2013 as shown in Figure 1 in paragraph
2.11 of the Audit Report, and what measures had been taken to
stabilize the PRH production;

Our reply for the fluctuations in the PRH production is already set
out in paragraphs 3, 4 and 5 of Paper R62/2/GEN3 issued to
Members on 9 May 2014.

We will closely monitor the programme of the projects in the Public
Housing Construction Programme and report the progress of the
projects to the Housing Authority’s Building Committee on a
monthly basis.
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() why no assessment of long-term PRH demand was made by the
Housing Department (""HD"") since 2012-2013;

(m) what is the methodology to be adopted by the HD for assessing
long-term PRH demand, and when will such methodology be
adopted;

Our replies to the above two questions are already set out in Annex 3
of Paper R62/2/GEN3 issued to Members on 9 May 2014.

Meeting the pledged production targets

(n) what steps will be taken by the Government to meet the PRH
demand within the context of the long-term housing demand
assessment as adopted by the Long-term Housing Strategy Steering
Committee (""LTHS Steering Committee);

The Government has identified sufficient land to provide about 179
000 public rental housing (PRH) units in ten years (i.e. from 2012/13
to 2021/22), and to build about 17 000 Home Ownership Scheme
(HOS) units from 2016/17 to 2019/20.

The Government has adopted the Steering Committee’s
recommendation to provide 470 000 units as the new public and
private housing total supply target for the coming ten years, with
public housing accounting for 60% of the new production. With the
new supply target (i.e. an annual average of about 20 000 PRH flats
and 8 000 HOS flats), the supply of public housing in the coming ten
years will increase by 36% when compared to the Government’s
previous pledge. Action is already underway by the Government to
identify additional land required to achieve the new supply target. In
addition to resolving technical issues, the key to prompt delivery of
PRH also hinges on securing the community support as well as
having all the other resources including adequate manpower in place
timely.

It is a big challenge to the Government to achieve the new housing

supply target recommended by the Long Term Housing Strategy
Steering Committee. Nevertheless, the Government will adopt a
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multi-pronged approach to increase land supply through optimizing
the use of the developed land, actively developing new land and
allocating land suitable for public and private housing in order to
meet the new housing target.

The Government has been carrying out various land use reviews
with a view to identifying more suitable sites for conversion to
residential use. These reviews have started to bear fruits. It is
estimated that there will be around 150 sites that could be made
available for residential development in different districts throughout
the territory in the coming five years (i.e. from 2014-15 to 2018-19)
providing over 210,000 public and private units subject to approval
from TPB for amendments to their respective statutory plans,
including land use rezoning and/or increasing development intensity
of the residential sites, and the carrying out of the necessary works
(infrastructures, clearance of land, etc.).

We will also actively explore all feasible ways to increase the land
for public housing development including:

(1) liaising closely with the concerned bureaux, government
departments, district councils and local communities to
identify suitable sites for public housing development in
different parts of the territory;

(i) optimising the development potentials of public housing sites
having regard to the principles of cost effectiveness and
sustainability. We will strive to achieve relaxation in plot
ratios and height restrictions where planning and infrastructure
capacity permit as well as without compromising the
environmental quality; and

(ii1) examining the build-back potential of aged estates so as to
increase the supply of PRH.
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APPENDIX 13

Mega Events Fund Assessment Committee
Terms of Reference

(as at June 2009)

1. To advise the Secretary for Commerce and Economic Development
(SCED) on the use of the Mega Events Fund (the Fund).

2. To make recommendations to the Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism)
(PSCIT) as the Controlling Officer of the Fund on the following
matters relating to the administration of the Fund :

a. the procedures, guidelines and criteria for assessing
applications;

b. the merits of individual applications, and upon selection of
successful applicants, the terms, amount and forms of funding
support;

c. any subsequent need to change the terms, amount and forms of
support to a funded event in view of any material variation of or
modification to the implementation of the event;

d. compliance of funded events with the terms of support and their
effectiveness in achieving stated objectives; and

e. follow-up actions in respect of any non-compliance,

non-performance or default in meeting pre-determined
performance indicators in relation to a funded event.

3. To advise on any other matters related to the Fund as referred by
SCED or PSCIT.
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APPENDIX 14

Mega Events Fund Assessment Committee
Terms of Reference

(since June 2012)

1. To advise the Secretary for Commerce and Economic Development
(SCED) on the use of the Mega Events Fund (the Fund).

2. To make recommendations to the Permanent Secretary for Commerce
and Economic Development (Commerce, Industry and Tourism)
(PSCIT) as the Controlling Officer of the Fund on the following
matters relating to the administration of the Fund :

a. the procedures, guidelines and criteria for assessing
applications;

b. the merits of individual applications, and upon selection of
successful applicants, the terms, amount and forms of funding
support;

c. for applications under Tier-1, the additional procedures and
requirements which should be set in the selection and
assessment process;

d. any subsequent need to change the terms, amount and forms of
support to a funded event in view of any material variation of or
modification to the implementation of the event;

e. compliance of funded events with the terms of support and their
effectiveness in achieving stated objectives; and

f. follow-up actions in respect of any non-compliance,

non-performance or default in meeting pre-determined
performance indicators in relation to a funded event.

3. To advise on any other matters related to the Fund as referred by
SCED or PSCIT.
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Assessment Criteria for Mega Events Fund Tier-2 Applications

Criterion Brief Description Maximum
Marks Note
1. Economic The events’ ability to attract visitors and participants from Mainland and overseas?
benefits Is it able to increase visitors” length of stay in Hong Kong?
The number, nature and duration of jobs to be directly created?
The economic impact on related trades and services, such as hotel, airline, food 30
and beverage, retail, etc.?
Can other local bodies, chambers or businesses leverage on the event to create
business opportunities, conventions, exhibitions or other related events?
2. Public Does the event contain international elements?
relations and )
other To what extent can the event raise Hong Kong’s international profile?
benefits - L
To what extent can the event create a positive branding impact for Hong Kong? 20
Will the event be able to enhance/reinforce Hong Kong’s position as the events
capital of Asia?
What level of publicity will be generated in local and non-local media?
3. Scale of the Over 10 000 participants? Number and coverage of venues? Duration of the 10

event

event?

GT XIAN3ddVv
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Criterion

Brief Description

Maximum
Not
Marks "

4. Technical
feasibility

Is the event manageable?

Is the event’s implementation schedule practicable and reasonable?
Is the workplan reasonable?

Is there sufficient expertise to manage the event?

What are the technical and project management capabilities of the applicant(s)?

What are the past performances of the applicant(s)?

20

5. Financial
viability

Is the event financially sound?

Is the budget prudent and realistic, with sound justifications for the proposed
income and expenditure items?

Are there sufficient alternative sources of funding for the event? What are the
nature, amount and sources of the alternative funding?

Are the manpower, marketing and promotional plans reasonable?

What are the proposed performance indicators, deliverables and key milestones
of the event? Are they appropriate and acceptable?

20

Total :

100

Note: The passing mark for each individual criterion is 60% of their respective maximum mark.




APPENDIX 16

To: Secretariat, Mega Events Fund Assessment Committee (Official Use Only)
Tourism Commission, -
22/F, West Wing, Central Government Offices, Date of Receipt
2 Tim Mei Avenue, Tamar, Hong Kong Reference No. :

Email ;. mefsecretariat@cedb.gov.hk
Fax: (852)2121 8791

Application Form for
Mega Events Fund (MEF)
(for Funding Support under Tier-2)

(3rd Round Application: September 2013)

1. Please read and comply with the provisions therein the Guide to Application for MEF (for Funding
Support under Tier-2)" available at the  Tourism Commission's  website  at
http:/fwww.tourism gov.hk/english/mef/mef.html carefully before completing this application form.

2. Applicants must be the organizer of the proposed mega arts, cultural, sports or entertainment event.  if
the proposed event will be organized by two or more organizations, the principal or lead organization
should filt in this form, and a joint application should be submitted.

Please attach supplementary sheet(s) if more space is required.

Applicants wishing to apply for the MEF for more than one event should complete a separate application
form for each individual event.

5. The perscnal data provided in the applications and related supporting documents and supplementary
information will be used by Government and the MEF Assessment Committee for the following purposes:
(a) processing and assessing the applications, conducting relevant checks, and authenticate the

applications for the MEF;
(b} payment of the MEF funding;
{c) preparing statistics and research;
{d} arranging public announcement and publicity;
(&) meeting any disclosure requirements;
(i  monitoring the performance of the agreement(s) and evaluating the funded events;
{g) taking any remedial or follow-up action cn the funded events; and
()  purposes relating to the above.

6. Your provision of all the personal data requested in the applications is obligatory. Your applications may
not be considered if you fail to provide all information as requested. Subject to exemptions under the
Personal Data (Privacy) Ordinance (Cap. 486), you have the right of access and correction with respect to
your personal data. if you wish to exercise such a right, please contact the Secretariat, MEF Assessment
Committee.

7. Wherever possible applicants should endeavour to provide all information requested in this form and
attach relevant supporting documents to facilitate assessment of the applications.

8. Applicants should notify the Secretariat immediately in respect of any material variation or modification to
the proposed event including change of implementation timetable, event scope, cordents or nature, or
change to the approved budget, cash-flow projection, or change of the key personnel of the event team.

Event Title (Eng)

(Chi)

Applicant(s) (Eng)

(Chi)

MEF (9/2013
¥ Please put a tick in the appropriate box(es)
#  Please delete as appropriate
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Section A — The Proposed Event'

1. Event Title

(Eng)

(Chi)

2. Event Nature

O Arts event [ Cultural event [0 Sports event

1 Entertainment event

3. Event Date and Venue

(a) Event Date (day/month/yesr)

From / / To / / 0 Proposed O Confirmed
(b) Commencement Date for the organization of the event (day/monthiyear) T

(c) Event Venue(s)

Venue Name

Venue Address

Has the venue(s) been confirmed? O Yes O No

4, Event Summary
(FPlease sfate the scale, nature, status and significance of the event, as well as whether the content of
the svent contains an intemational element.)

5. Event Objective(s)
{Please state concisely, preferably in point form, the objectives that the event aims to achieve.)}

' Only mega arts, cultural, sports or entertainment events proposed to be organized in Hong Kong on
or before 31 March 2017 will be considered by the MEF for funding support under Tier-2.
Examples of entertainment events are street parade, beer festival, pop concert, fashion show, etc.

MEF 09/2013

4 Please put a tick in the appropriate box(es)
#  Please delete as appropriate
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6. Operational and Business Plan — Implementation Plan

(a) Please provide the implementation plan in detail.

(b) Key Implementation Stages

Stage Period Key Milestones /
{please name or number (day/month/year) Key Deliverables
the stage(s))
{ ! o 1

7. Marketing and Promotion Strategy of the Event

(a) Please describe the channels / means for promotion, both locally and outside
Hong Kong.

(b} Sales and ticketing methods.

MEF 0972013
¥1 Please put a tick in the appropriate box(es)
# Please delete as appropriate
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(c) Others (if applicable).

8. Description of Event Deliverables
{Please provide details for event deliverables e.g. total number of visifors / Mainiand and overseas
participants to be attracted to the event, their expected length of stay, econamic and tourism benefits
to be generated for Hong Kong, promotion plan (both locally and outside Hong Kong). number of

non-focal reporters, frequency of local and non-local media coverage efc.)

Number of people
involved

Local

Visitors

Total

Participants
(e.qg. players/
coaches/agents)

Spectators/Audience

Reporters

Total

Expected length of

stay of visitors

Participants

Spectators/Audience

Reporters

Economic and
tourism benefits
to be generated
by the event

Estimated job
opportunities
directly created
by the event and
details

(number, nature
and duration of
the jobs)

MLEF (9/2013
¥l Please put a tick in the appropriate box(es}
Please delete as appropriate

#
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(a)

Please state in clear and specific terms, the justifications for the event including the
tangible and intangible benefits and contributions of the event to Hong Kong including
the following areas:

N

Mow can the event generate economic benefits to Hong Kong, particularly on the
promotion of tourism?

How can the event attract Mainland and overseas participants?

How can the event attract visitors and extend their length of stay in Hong Kong?

(4)

How can the event raise the profile of Hong Kong internationally?

)

How can the event help in Hong Kong's city branding work?

(6)

How can the event attract local and non-local media coverage?

(7)

- Other justifications:

MEF 09/2013
¥ Please put a tick in the appropriate box{es)
Please delete as appropriate

#
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(b) If there are similar events in the community or you have organized similar events in
the past, please illustrate the edges of the proposed event.

9. Evaluation Method(s)

(a) Please state (a minimum of 3) proposed performance indicators of the event.

(b) Please state the evaluation methods (e.g. scoring of feedback survey(s), number of
media reports etc.) to be used for assessing the effectiveness of the event
Evaluation in relation to each performance indicator, deliverable/target and/or key
milestone is preferred.

10, Risk Assessment

(a) Please list the most probable risks to which the event may be subject.

(b) Please state the proposed risk control / contingency plan.

MEF 06/2013

#  Please put a tick in the appropriate box(es)
Please delete as appropriate

#
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11. Staffing / Key personnel for organizing and implementing the event

Please give details on the key personnel for organizing and implementing the event.

{A) Event Co-ordinator (B) Deputy Event Co-ordinator
Name (Eng) Name (Eng)
(MriMs/Prof/Dry* (MrMs/Prof/Dry*
Name {Chi} Name (Chi)
Post Title Post Title
Organization Organization
Address Address

Tel No. Tel No.

Fax No. Fax No.

Email Address Email Address
Website Website

Please describe the experience, expertise and track record of the Event Co-ordinator and
Deputy Co-ordinator in the organization and implementation of events.

Please provide a brief description of other supporting staff including their responsibilities.

MEF 092013
¥ Please put a tick in the appropriate box(es)
# Please delete as appropriate
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Section B — Financial Viability of the Event

1. Budget of the Event

(a) Income / Contribution from Applicant(s) and Sponsorship from other sources’ (Value in HK3)

Item(s) * Formof | First12  Remaining Total  Remarks
{Please itemize, as Contribution | months period ?
appropriate) (Cash/Manpower/ / to [/ /I to /
Sponsorship in (mmsyy} (mmiyy}
kind}

(A) Box Office

(B) Sponsorships /

Donations*

(C) Others

(Please specify, e.q.
advertisements, TV

broadeasting fees,

etc.)

Applicant’s
Contribution
(A) + (B) +(C)

(D) Other public
funding

(E) Amount of MEF
money required

Total Income
(A)*+(B)+(C)+(D)+(E)

Detailed Explanation
{Please provide details for each income item, including how would you raise income from the events.)

(A) Box Office

Applicants are required to provide funding from their own sources and/or from other sources (such
as contributions or sponsorships from third-parties) to meet at least 50% of the total actual event
cost. Applicants should also explain whether and how they would raise income such as charging
admission fees from the events. Please provide documentary proof of contribution from the
Applicant(s) and secured sponsorship (in cash and in kind) from other sources. Please note that
the Government’s total contribution {including MEF’s support) must not exceed 50% of the total
cost of the event.

Revenues generated from the event should be itemized and show calculation.

Applicants should submit documentary proof on the secured sponsorship (in cash and in kind). For
in kind sponsorship, please also provide proof to demonsirate that the claimed values of the
sponsored items or services are comparable with the market prices.

MEF 09/2013

1 Please put a tick in the appropriate box(es)
# Please delete as appropriate
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(B) Sponsorships / Donations (Please list out the items separately with details. e.g. are they in
cash or in kind? What are the categories (services, food and beverages, accormmodation,
transportation, manpower, consumable items elc.)? Please also provide appropriate documents to
demonstrate that the claimed values of the sponsored items or services are compatrable with market
prices.)

{C) Others (Pisasc list out items separately, such as funding from your own Sources, advertisements,
TV broadcasting income, etc.)

(D) Other Public Funding (Please provide the sources and whether they have been secured /
approved)

MEF 09/2013

¥l Please put alick in the appropriate box{es)
Please delete as appropriate

#
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(b) Expenditure® (Value in HK$)

Item(s) ' First12 Remaining @  Total Remarks
(Please itemize, as months period
appropriate) / to / / to /
{mm/yy) (mmfyy)

(A) Manpower®

Subtotal (A)
(B) Eq uipment7 (Please indicate whether each equipment itern is procured or leased)

i

Subtotal (B)
(C) Other Direct Cost® (Please list out items separately, including insurance and audit cost)

Subtotal (C)

Total Event Cost
(A) + (B) + (C)

® Please state the total expenditure actually and directly required for organizing the event. All
expenditure items must be incurred between the proposed commencement and completion dates
of organizing the event. Costs for maintaining the applicant/joint applicants organizations' own
operation or administration and other expenditure items not directly related to the proposed-event
should not be included in the event's budget. Please use supplementary sheets if the space
provided is insufficient.

Only the salary (including the employer’s contributions to the Mandatory Provident Fund, other
allowances, fringe benefits, gratuity, year-end doubie-payment, etc.) of the additional manpower
directly incurred for the event should be included. Please state clearly the number of persons to
be recruited in organizing the event, and the number of man-hours/man-months to be contributed
by each of them, their respective positions and hourly rates/monthly salary, as well as the total
salary cost.

Only the cost of procuring or leasing of additional equipment for implementing the event should be
included in the budget. Please list the additional equipment required. If more than one unit of
the same equipment is required, please set out its unit cost, quantity required and the relevant total
cost.

This includes alt other costs, directly incurred in organizing the event.

MEF (09/2013
¥  Please put a tick in the appropriate box(es}
#  Please delete as appropriate

8
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Detailed Explanation
{Please provide justifications and breakdown for each expenditure item.)

{(A) Manpower

(B) Equipment (Piease also specify whether the Applicani(s) possesses similar equipment and, if so, the
reason why the existing equipment cannot be deployed for this event.)

(C) Other Direct Costs (Please list out items separately)

(c) Cash flow projection ° (Value in HK
First 12 months Remaining Period
Q| 2™atr | 37Qtr | 4"Qtr | 1MQtr | 2@ Qtr | 39Qr 4" Qtr
Period / o / fo /o / fo / lo /o / fo / lo
(mm/yy) / / / / / / / /
Receipts
MEF funds
applied
Other income
Sub-total (A)

Payments

Expenses

Sub-total (B)

Net cash flow

requirement
(A) - (B)
(d) Wil you still proceed with organizing the proposed event without MEF funding support?
0 Yes O No

® Please state the cash flow projection assuming that the total amount of the Funds applied for was

approved.
MEF 09/2013
¥ Please put a tick in the appropriate box{es)
# Please delete as appropriate
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2. Other Funding Information "° 2"

Is the event a new event or an existing event?
O New event 00 Existing event

If it is a new event, has public funding been earmarked under other HKSAR Government
funding sources / schemes for the event, or have you sought / going to apply for
funding / financial support from other Government department(s) or public funding
source(s)/schemes?

0O Yes O Neo

If Yes, please provide the details.

If it is an existing event, was it financially self-sufficient in the past?

O Yes O No

If Yes, please provide the details.
{Please provide evidence on separate sheets, including an attachment of audited financial statements
management accounis of the event in the last 3 years (if any).}

if it is an existing event receiving government funding or has normally been earmarked with
public funding, please provide the details, and elaborate what are the details of the
additional activities you are going to organize. How would you plan to significantly enlarge
the scale of the upcoming event or significantly raise its international profile vis-a-vis the

past event(s)?
{Please provide full justification and evidence on separate sheets, including a comparison with the past eveni(s)
in terms of budget involved, deliverables and scale.)

If it is an existing event which has been financially self-sufficient, what are the details of the
additional activities you are going to organize? How would you plan to significantly enlarge
the scale of the upcoming event or significantly raise its international profile vis-a-vis the

past event(s)?
(Please provide full justification and evidence on separate sheets, including a comparison with the past eveni(s)
in terms of budget involved, deliverables and scale.)

An event for which public funding will normally be earmarked under other HKSAR Government
funding sources/schemes will NOT be considered under the MEF UNLESS full justification is
given to the satisfaction of the Assessment Committee and the Controlling Officer of the MEF
that the additional funds sought will be deployed strictly to organize additional activities to
significantly enlarge the scale of the event or significantly raise its international profile.

An existing event which is financially self-sufficient will NOT be considered under the MEF
UNLESS full justification is given to satisfaction of the Assessment Committee and the
Controliing Officer of the MEF that the additional funds sought will be deployed strictly to
organize additional activities to significantly enlarge the scale of the event or significantly raise its
international profile.

MEF 0972013

¥ Please put a tick in the appropriate box(es)
#  Please delete as appropriate

1
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3. Control

Please list out measures of cost/budget control of the event. (Please aiso state who will be
responsible for carrying out the cost control measures of the event and his/her qualifications, experience and
track records.)

MEF 09/2013
1 Please put a tick in the appropriate box{es}
#  Please delete as appropriate
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Section C — Particulars of the Applicant'?

tn case of a joint application, the principal applicant should fill in this form and supply all
necessary information with the consent of the joint applicant(s).

1. information of the Organization
Name (Eng)
(Chi)

Address (Eng)

(Chi)

Tel No. Fax No.

Email Address

Website

2. Name and Details of the Contact Person

Name (Eng)

(Mrms/ProfiDr® (Chi)

Post Title  (Eng)

(Chi)

Address {Eng)

(Chi)

Tel No. Fax No.

Email Address

3. Registration Information

The status under which the Applicant is registered :

(Please altach the related documentary proof, and provide photocopy of relevant registration certificates and
the Constitution of Society / Company’s Memorandum and Arficles of Association, whichever is applicable.)
(Please provide documentary evidence on the non-profit-making status and bona fide nature of the
organization, including an attachment of audiled financial statements / management accounts of the
organization in the last 3 years (if any).)

O Charitable institution or trust of a public character under section 88 of the Iniand
Revenue Ordinance {(Cap. 112)

O The Societies Ordinance (Cap. 151)
OO0 The Companies Ordinance (Cap. 32)
O Other Ordinances (Please specify)

Date of establishment [ [ Number of Members

2 Only registered local bona-fide non-profit-making organizations, such as sports organizations,

non-governmental organizations, arts associations / arts festivals, chambers of commerce, etc.,
are eligible to apply:-

{(a} Applicant{s) should be registered in Hong Kong under the Societies Ordinance (Cap. 151), or
incorporated under the Companies Ordinance (Cap. 32), or formed by statute in Hong Kong,
or registered on the list of approved charitable institutions or trusts of a public character
under the Inland Revenue Ordinance (Cap. 112); and

(b) Applicant(s} are required to provide documentary evidence on their non-profit-making status
and bona fide nature to the satisfaction of the MEF Assessment Committee.

MEF 09/2013
& Please put a tick in the appropriate box{es)
#  Please delete as appropriate
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History and
background of
the organization

Aims /
Objectives of the
organization

Core services
and activities of
the organization

MEF 09/2013
¥ Please put atick in the appropriate box{es}
# Please delete as appropriate
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Governance
structure of the
organization
(with names of
Board Members
and Senior
Management,
and an
organization
chart)

Experience(s) in
running events
of similar scale
(if any), and
elabarate how to
support these
events in human
resources,
financial and
technical
aspects.

4, Other applications submitted by the applicant in this round of application or
in the iast 12 months

0 No

O  Yes (please specify the event title and application date) :

Please fill in the following sections if this is a joint application and use a separate
sheet for each of the joint applicant.

5. Information of the joint applicant(s)
Name Enrgy
(Chi)

Address (Eng)

(Chi)
Tel No. Fax No.
Email Address
Website
MEF 0972013

¥l Please put a tick in the appropriate box{es)
#  Please delete as appropriate
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6. Contact Person of the joint applicant(s)

Name (Eng)

(MriMs/Prof/Dey* (Chi)

Post Title  (Eng)

(Chi)

Address (Eng)

(Chi)

Tel No. [ Fax No. |

Email Address

7. Registration Information of the joint applicant(s)

The status under which the joint applicant(s) is registered :

(Please attach the related documentary proof, and provide photocopy of relevant registration certificates and
the Constitution of Society / Company's Memorandum and Articles of Association, whichever is applicable.)
(Please provide documentary evidence on the non-profit-making status and bona fide nature of the
organization, including an attachment of audited financial statements / management accounls of the
organization in the last 3 years (if any).}

[0 Charitable institution or trust of a public character under section 88 of the Inland
Revenue Ordinance {Cap. 112)

O The Societies Ordinance (Cap. 151)
O The Companies Ordinance (Cap. 32)
O Other Ordinances (Please specify):

Date of establishment | | Number of Members

History and
background of
the organization

MEF 09/2013
¥ Please put a tick in the appropriate box(es)

#

Please delete as appropriate
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Aims /
Objectives of the
organization

Core services
and activities of
the organization

Governance
structure of the
organization
(with names of
Board Members
and Senior
Management,
and an
organization
chart)

MEF 09/2013

¥ Please put a tick in the appropriate box(es)
Please delete as appropriate

#
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Experience(s) in
running events
of similar scale
(if any), and
elaborate how to
support these
events in human
resources,
financiai and
technical
aspects.

Nature and
details of
collaboration
with the principat
applicant

Responsibility of
the joint
applicant(s)

8. Other applications submitted by the joint applicant(s) in this round of
application or in the last 12 months

O No
L) Yes (please specify the event title and application date) .

MEF (9/2013
71 Please put a tick in the appropriate box(es)
# Please delete as appropriate
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Please fill in the following sections if a company / person (whether profit-making or
not) is / will be engaged as an agent of 