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EE:
Mr O'Connell.  Would you? Thank you.
Mr E T O'Connell, Acting Official Receiver (Atg OR) :

Mr Chairman, on the first part of the question about complex cases and special
assignments, it is true — | think Members are aware — that over the years a number of highly
complex and high-profile insolvency cases have occurred in Hong Kong. | take Members
back to 1991, for example, the collapse of Bank of Credit and Commerce which was put
into liquidation, a very complex winding-up, and it was necessary to assign that to a couple
of experienced case officers. That is one example. In more recent times, Mr Chairman, the
collapse of a number of high-profile brokerages — CA Pacific, Peregrine, the Ming Fung
Group — have caused concern within the Office, and this in turn required the assignment of
specialised and experienced insolvency officers to deal with these complex windings-up.
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With regard to the latter part of the question, on whether or not the Official
Receiver’s Office is going to stipulate time periods, Mr Chairman, | am pleased to tell you
these have already been enacted. We welcome the Audit Report. There was a failure to
actually stipulate in the past a time span or a time period for the completion of the vast
majority of the cases. And from henceforward, Mr Chairman, we have laid down a time
span. In most cases we expect the insolvency officer to have completed the case within
nine months of receiving the file.
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Atg OR :

Mr Chairman, yes, at the time the guideline was issued in April 1999 to private
insolvency practitioners, they were expected to complete the case within one year. That is
under what we call our Panel B scheme. It is true, Mr Chairman, that there was no similar
directive given to in-house insolvency officers. As | have mentioned before, Mr Chairman,
that has since been addressed.

Chairman:
And the 40 hours? Is there any similar time limit? | think when you sub-

contract the case to the private insolvency practitioners you expect them to complete
smaller cases within 40 hours?
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Atg OR:
Yes, Mr Chairman, we do.
Chairman:

Is there a similar requirement in the Official Receiver’s Office?
Atg OR:

Well, we have laid down as a directive of nine months, because there are a
number of requirements that we have to undertake, including gazetting, advertising, these
all take time, and assessment of claims. That should take no more than 40 man hours.
We see no reason why the private sector should be treated any differently from the in-house

staff of the Official Receiver’s Office. These are new directives which have been since
implemented since the publication of the Director of Audit’s report.
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Chairman:
Mr O’Connell, would you like to take this?
Ms Emily LAU:
No, I think it is on policy. The Secretary should also give us a reply.

Chairman:

I will give Mr HUI a chance to supplement if he so wishes.
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Atg OR:

Mr Chairman, | am not making excuses. It is true. | am not going to make
feeble excuses in this Chamber. It is absolutely true that there were no time frames set for
the insolvency officers to complete these cases in the past. That is absolutely true. There is
no point denying that, and it is also true that since the publication of the Director of Audit’s
report we have in fact implemented a crash programme for the payment of the dividend.
And | am pleased to tell Members that, by the end of this month, for about 98 percent of
pre-1997 cases where a dividend can be paid, it will be paid. And the target is by the end
of July and August of this year all cases more than one year old where a dividend can be
paid, will be paid. There might be one or two exceptions to that, Mr Chairman, but that is
the target set for the Official Receiver’s Office.
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Atg OR:

Mr Chairman, since 1992 there were a number of measures in place which we
then thought tried to measure the performance of staff, for example prosecution action taken,
the number of cases handled by any particular 10, and the number of cases being put on a
dividend programme. Perhaps we now realise with the benefit of hindsight that these
performance indicators were not really the relevant or the key performance indicators which
the Director of Audit has highlighted in his report, namely the timely payment of dividend
should have been part and parcel of that key performance indicator. And we
wholeheartedly agree with that.

But there were measures in place, Mr Chairman, which we thought at that time
measured the efficiency of the insolvency officers. Unfortunately, Mr Chairman, what
happened was that over the years with the increasing workload the older cases just got left
so that the 10s could concentrate on the new ones. There was no proper prioritization of
tasks. We accept that. And as a consequence we have now, since 1998 and the Asian
turmoil and the downturn of the Hong Kong economy, the snowball has developed into an
absolute torrent of insolvencies. In particular, personal bankruptcies have absolutely
soared since 1998. | think Members are well aware of this and we have not really had any
increase in staff resources to address the soaring insolvency rate. All of these things come
together Mr Chairman, and | am afraid some of the older cases were just left and
unfortunately it is a fact, but we are addressing that now.
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FE:

Atg OR:

Mr Chairman, since the publication of the Director of Audit’s report, we have
implemented a number of re-engineering measures which we hope will address the
concerns raised by the Director of Audit. First and foremost in this re-engineering process
the chief insolvency officer, i.e. he is the person who heads up a team of insolvency officers,
will adopt a far more supervisory/monitoring role than he has in the past. And his basic
task will be to ensure that when the cases come in they are processed through very, very
quickly. The dividend will be release with a time frame of nine months, and monthly
reports are being made to the senior management to see how the situation is developing.
In this way we think this will address the concerns highlighted by the Director of Audit.
There was not in the past a properly supervisory monitoring role in place on the middle
management of the insolvency officers’ grade. This has since been addressed.

Chairman:

I think Mr L1I’s question is not only directed at the speed of finishing a case, but
also how do you monitor the performance of individual officers? It is not only looking at
it from the case angle but how an individual officer performs, whether he finishes a case
within 40 hours. How do you measure the output of individuals?

Atg OR:

Can | ask my AOR, Mr MAK, to address that particular point? Mr MAK?
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Atg OR :

Mr Chairman, the Management Services Agency were called in the middle of last
year by my predecessor to have a look at the functional operations of the Official
Receiver’s Office because obviously there were concerns expressed. Sometimes when you
are so close to a problem you cannot see what the problem is. Sometimes it takes an
independent to come in and to shake you up and make you aware of the problem. The
MSA came in and made a series of recommendations for re-engineering the department.
And we received their report in December last year, shortly before in fact the Director of
Audit published his report on the Official Receiver’s Office. We had already begun to
implement the series of changes as recommended by the Management Services Agency to
increase efficiency within the office, including for example, setting up specialised
bankruptcy teams to fast-track the vast majority of small bankruptcy cases through the
office. Because most bankruptcies now, Mr Chairman, are self-petitioned bankruptcies.
As you are most probably aware they are the overwhelming majority of cases now coming
into the Official Receiver’s Office.

So, we implemented nearly all of the recommendations of the Management
Services Agency, and as my colleague, Mr Mak, has already said, many of those in fact
closely reflected many of the recommendations contained in the Director of Audit’s Report
as well.
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Atg OR :

Yes, Mr Chairman, it is true that many of these cases in the past insolvency
officers did fail to complete the time records as they were required to do under the technical
circular. No excuses. That has since been addressed. They will from now on and have
been doing for the past several weeks, as | said, ever since the Director of Audit issued his
report. | cannot say anything more than that, Mr Chairman.
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Atg OR :

As far as | am aware, Mr Chairman, there has been no follow-up action against
the particular insolvency officers concerned.
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SCEERAYFRE - “I think | want to have a copy of the technical circular on time sheets”.

Atg OR:
| can let you have that, Mr Chairman.
Chairman:

And | want to know who is responsible for enforcing that particular technical
circular or the monitoring as a side answer.

Atg OR:
We will let you have a copy of the technical circular, Mr Chairman. With

regard to monitoring, it should have been the duty of the Chief Insolvency officers to
monitor their teams.
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Chairman:

It should be clear from the circular, but I think Ms Lau’s question still needs to be
answered, her earlier question, who should be responsible? Has any ...

Ms Emily LAU:
... continuous review ...
Chairman:

. continuous review, and has any follow-up action including, | suppose, she
implies, disciplinary action has been taken?

Atg OR:

Mr Chairman, since the Director of Audit published his report, our critical
priority has been to get the dividend out to the creditors in all cases where we can. As |
mentioned before we are targeting that, to complete that exercise by the end of July/early
August of this year. That is the critical priority. And then, Mr Chairman, obviously we
will have to go back and look at what went sadly wrong. | cannot comment any more on
that at the moment. It would be quite wrong to say that disciplinary action was going to be
taken without a complete review of what went on in the past. But our number one priority,
Mr Chairman, is to get the dividend out to the creditors as quickly as possible.

Ms Emily LAU:

Chairman, | certainly agree with Mr O’Connell, yes, | agree with that. You
have my full support. But | think my question was prompted by what the Secretary for
Treasury had said that throughout the years there was continuous review of the operations,
whether they need to set draft guidelines and all that. And then when that was not
adequate then you brought in the MSA and that is the sequence of events that we are led to
believe. So, that is why | want to ask Mr O’Connell whether he is aware of such review,
because by reading the Director of Audit’s report I do not think that has taken place.
Maybe, Chairman, maybe the Director of Audit can assist by telling us whether they are
aware of this so-called continuous review over the years? | did not notice any continuous
review being undertaken. Could the Director of Audit assist here? £ - FTEELE|H AN

B eI > e S EREE ? FAEBRAUGIRMRE) 2

-
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Mr Dominic CHAN Yin-tat, Director of Audit (D of A):

Mr Chairman, as far as we are aware there is no continuous review, as far as we
are aware.

Ms Emily LAU:

Thank you very much. That is what | thought but the Secretary and the Director
seemed to tell us something else.

Chairman:

Mr O’Connell?
Atg OR:

Could 1 just make one point of clarification, Mr Chairman? Perhaps | have
misunderstood. In cases where the Official Receiver only acts as the provisional liquidator
before the case is passed on to a private insolvency practitioner, time sheets are completed.
I misunderstood the question for the purposes of making an application to the court for the
purposes of reimbursement of time costs recovery. | misunderstood the question before,
Mr Chairman. | just wanted to make that clarification.

Chairman:

On the continuous review, maybe Ms Denise YUE can take this up?
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Atg OR:

Mr Chairman, as | said, in the past there was perhaps an over-elaboration of
procedures which the case insolvency officers were expected to follow which led to delay.
Secondly, as we have already said, there were no time frames put in place in the past for
these cases to be completed. That has since been addressed. W.ith the exception of the
filling-in of time sheets for where the Official Receiver acted as provisional liquidator, it is
true that many other cases, and the smaller cases, the insolvency officers did not follow the
requirements of the technical circulars issued by management with regard to the keeping of
time records. That is accepted. That has since been addressed.

There are other problems as well, in particular as | said the snowball of
insolvency cases since the commencement of the Asian financial turmoil. This in fact led to
many insolvency officers leaving the older cases behind and not dealing with them in the
way that they should have been dealt with, but just to address the new cases that were
pouring in. All of these factors combined, | think, Mr Chairman to lead to delays.

Now, there are certain cases by their very nature which cannot be completed
within nine months or a year because they are very, very complex. | think Members are
aware of some of the very large liquidations. Bank of Credit and Commerce comes to
mind. Peregrine is another one. Some of the big, the more complex, the more
sophisticated insolvency cases may take several years of on-going investigations, chasing of
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assets, payment of interim dividends for these cases. So there are in certain cases, Mr
Chairman, good reasons why these cases cannot be completed within nine months or a year.

Chairman:

I think Mrs LEUNG’s is a more general question. If | may slightly rephrase it,
it is that professional in the management of this particular type of part, are you aware or
should you be aware or at least your predecessors, should they be aware that there could be
other type of practices in the monitoring of staff workload, particularly for example in the
private sector which conducts similar work?  Should your predecessor be aware of the fact
that there are probably better type of management styles and systems elsewhere? Because
you are making quite tough demands on the private practitioners.

Atg OR:

Yes, | think obviously there are different management styles elsewhere, including
in the commercial sector. | cannot speak for my predecessor. | mean | cannot comment
on what he thought or what he did not think. It is not for me to say. But as | said what we
are determined to do in the interim, of course, is learn from this and to drive forward and
draw a line under what has happened in the past with a view to learning from it. And to
move forward to ensure that there is no repetition of this ever occurring again.
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Mrs Sophie LEUNG:

Chairman, may | follow that? Of course everyone can say after something
happens that we will look forward and make some corrections and changes whatsoever.
But | guess what | am asking is since all of you today present are really in the management
and | think this is management of your staff and of your productivity as a whole. So | am
asking, is it because of your own profession that you practice this way or, as | understand it
In the private sector, your profession definitely does not practice in such a manner. | mean
they are very, very concerned about time log and productivity at the end of each job. But
anyway, | would just like to give you a chance for all of you present to explain yourself so
that the community would not get a wrong impression of what Government officials are
incapable of as far as management of staff is concerned.
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Chairman:

Mr O’Connell, I think in some ways your reply would be very important on how

we are going to follow-up the case as well. | think Mrs LEUNG is really asking you as the
controlling officer for the Department, not only just in the future but in a way it depends on
your former colleague as well. | think it is important how you actually give an answer.
Mr Manning?

Mr D F Manning, Assistant official Receiver (Financial Services):

Mr Chairman, could | just make a point here, that I think it should be borne in
mind that time sheets were not quite as relevant in the Official Receiver’s Office as they are
in the private sector. As is mentioned later on the report, for the private sector, the basis
for levying fees is on the basis of time cost which is recorded on time sheets. They also
use the time sheets obviously to see the number of hours that people are actually working,
etc, and this has been the subject of some comment indeed by the courts about the number
of hours that are being charged on time sheets. The only area where the Official Receiver
is entitled to get any money on the basis of time costs is where he is the provisional
liquidator. So the same emphasis was not placed on time sheet basically for a charge. So
the point made earlier on whether public coffers were suffering as a consequence of not
keeping time sheets, is not valid. They are kept in relation to when we do provisional
liquidations. So we can substantiate any bill we put to the court against an estate.

But as | say up to relatively recently, and indeed it was really only during the
Peregrine case when it really came out in the courts here about the importance of time
sheets and the backing of information to substantiate these, in particular in the private sector.
This emanated from a case in the UK, the Maxwell case, a couple of years ago. We have
become very much aware of this, and indeed in some areas of our office we do keep
timesheets. We do have targets. We do have deadlines and we give our staff man days
to complete certain tasks. We will measure that against the actual man days that they do to
see inefficiency level. That again is one area, but as | say there was never any great
emphasis placed on time sheets by management up to fairly recently. We now | think have
responded here and said, yes, time sheets if we are going to go on to, and basically the
Director of Audit has alluded to and indeed stated it may need a change in the legislation
whereby we would start charging fees on the basis of time costs if we want to go for full
cost recovery. Because at the moment the majority of our fees are generated on a
percentage basis. The fixed fees generate very, very little money. It is basically on
realisation of assets, distribution and interest on monies place in the company’s liquidation
account. That is where the major source of revenue, about 75 percent of the revenue of the
ORO comes from that area. So time sheets in itself are not necessarily the only way of
measuring or managing staff, but it seems we are going in this direction and saw the time
sheets as the ultimate way of managing staff. We do it in areas certainly for different
functions and different management reasons.
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Chairman:
Mr O’Connell?
Atg OR:

Mr Chairman, just a follow-up to what Mr Manning said, that the 85 percent of
the cases that come into our offices have little or no assets because that is the nature of
small under-capitalised companies with little or no assets. At the moment the law proscribes
that we can charge a fee in accordance with the companies fees and percentage order which
basically, as Mr Manning says, prescribes the percentage. A percentage of nothing equals
nothing. It is very, very difficult to generate fees. That is why there is this inequilibrium
between the amount of fees and the amount of costs, But in those cases where stuff is being
passed out to the private sector - there are a small number of cases, maybe thirty to forty,
where the Official Receiver acts as provisional liquidator - time costs are kept to justify
payment of fees when we make the application to the court, but they are the minority of
cases, Mr Chairman.

FE:

PFIRAE R et I A I E E R > R B R rsT HRAAIEHRE - 1A
REMERMARAEHE L - FISHES -

FIZHZES -
A ZR e A BB E B E 0 E B RS A LR BIRE R 2 R B R

fet > NMEEEEREL T A ? AlGeibil— - MEANALHEER - B5H
R ? AR dEF R R g EEEEREA -

T

TEERERIGE. ...
FIZHZES -

KO E REFEHERIAL - HEANBTFAZIE ?
-

ae o 7 R Bhie 19981 H Bin A FHHENHER - RIS A -

-25- Thursday, 6 April 2000



Services provided by the Official Receiver’s Office

BEEEEZRMORE

BEFFES

I o BRICAIN - WA R E = AE — E R PR 7Y » Al &iE 2
TR EE BB T ? B AR RIS - B/ NE AP - ERMRE
E T TR -
EE:

DI S5 H AT RE B R 25 2 FLRAN R A ) ARG I - aa Tt TS E
A8 B R B Z 2 T I BUAH AR AR - 20 ERY TI/EE#E 4 - Mr O’Connell,
special cases, if you could give slightly more elaboration. We had two, Ming Fung and
Peregrine, but | am sure there are more. Thank you.
Atg OR :

Yes.
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