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�1.1 	The Report of the Committee.  This Report by the Public Accounts Committee responds to paragraph 1.1 to 1.57 of the Director of Audit’s Report No. 25 on “Review of the housing benefits provided by the Hospital Authority to its employees”.





1.2	The Establishment of the Committee.  The Public Accounts Committee was established by resolution of the Legislative Council (L.N. 97/78) on 10 May 1978.  The Committee function under the provisions of Standing Order 60A of the Council, a copy of which is at Appendix 1 to this Report.





1.3	The Membership of the Committee.  The President appointed the following Members of the Legislative Council to be members of the Committee -



	Chairman	The Hon Eric LI Ka-cheung, JP



		Members	The Hon Ronald Arculli, OBE, JP

			The Hon Albert CHAN Wai-yip

			The Hon Emily LAU Wai-hing

			The Hon CHAN Kam-lam

			Dr the Hon LAW Cheung-kwok

			The Hon SIN Chung-kai



	Clerk	Mrs Angela LEE



	Legal

	Adviser	Mr Jonathan Daw





�2.1	The Committee’s Procedure.  The practice and procedure have been determined by the Committee, in accordance with Standing Order 60A, paragraph 6, which is reproduced in Appendix 2 to this Report.





2.2	Committee Proceedings.  In the Committee’s deliberation of the Hospital Authority staff remuneration package, the Committee held 14 meetings, including three public hearings.  At the three public hearings, the Committee heard evidence from a total of 14 witnesses.  At Appendix 3 to this Report is a list of witnesses who attended public hearings of the Committee on the subject at issue.  A copy of the Chairman’s introductory remarks at the first public hearing held on 20 November 1995 is at Appendix 4.





2.3	A verbatim transcript of the Committee’s public proceedings has been prepared.  This is published together with the Committee’s Report.





�3.1	Following a review of the Hospital Authority (HA) remuneration package, the Director of Audit reported his findings that -



	-	the various components which made up the HA package were, in terms of cost, broadly comparable to those of the civil service package, with the exception of the housing benefits;



	-	a projection over a period of 20 years had indicated that the total housing benefits payable to HA staff in the two upper pay bands, i.e. Bands 1 and 2, would be in excess of the comparable benefits in the civil service by about $6,700 million at current prices.  This was because the encashed housing benefits in the HA package were not subject to a maximum entitlement period and the cash allowance was pegged as a percentage of salary which increased in line with annual salary adjustments; 



	-	the double-benefits rule had not been applied to the cash allowance received by the HA employees; and	



	-	because of the excessive housing benefits and the effect of the non-enforcement of the double-benefits rule, the total cost of the remuneration package of the HA employees would in the long term exceed considerably that of the civil service.



On the basis of his findings, the Director of Audit considered that the basic principle of cost comparability between the civil service and HA remuneration packages had been breached.





3.2	The Committee noticed that the Director of Audit’s Report had caused wide public concern not only on the cost of the HA remuneration package but also the increasing hospital costs in general and the efforts made to improve the hospital services since the establishment of the HA.  Whilst the Committee also shared the public concern, they decided that, having regard to their terms of reference, they should confine their investigation within the scope of the Director of Audit’s study rather than going into the general issue of hospital care.





3.3	For the purpose of looking into the issues raised in the Director of Audit’s Report, in particular whether the Executive Council (ExCo) had been made fully aware of the long-term cost implications of the HA package when it was invited to endorse the package in 1990, the Committee held three public hearings respectively on 20 November, 6 and 9 December 1995 to hear evidence from both the current and former public officers concerned.  The former Chairman of the HA, Sir Sze-yuen CHUNG and the Chief �Executive of the HA, Dr E K YEOH were also invited to attend before the Committee to assist in the deliberation of this subject.





Establishment of the Hospital Authority



3.4	In an opening statement at the public hearing on 6 December 1995, Sir S Y CHUNG invited the Committee to take note of the background to the establishment of the HA, which he considered to be of fundamental importance to the consideration of the Director of Audit’s Report.  He said that -



	-	the proposal to set up the HA dated back to the mid-1980s when hospital services faced strong public criticism about the quality of services provided by the then Hospital Services Department (HSD).  The morale of hospital staff was low and there were frequent industrial actions;



	-	in 1985, the Government commissioned an Australian consultancy firm to examine the situation.  The consultants recommended the establishment of the HA as a public body outside the Government with the objectives of attracting, motivating and retaining well-qualified staff and improving the efficiency and effectiveness of hospital services through the introduction of a new corporate culture and scientific management; and



	-	it should be noted that since the establishment of the HA, many improvements had been made on various aspects of hospital services, both in terms of patients’ care and staff morale.





3.5	In response to the Committee’s enquiry as to whether the hospital services in the early 1980s were in such a pathetic state that the Administration had no other choices but to set up the HA at all cost, without due regard to the principle of cost comparability, the Secretary for Health and Welfare said that there was then a very strong public aspiration for good quality hospital care service and the Administration was under immense pressure to set up the HA quickly to implement the necessary reform. The decision had so far proved to be a correct one, as evidenced in the tremendous improvement and the successful reform to the medical services since the establishment of the HA.  Mrs Elizabeth WONG, former Secretary for Health and Welfare, said that -



	-	apart from the objective of improving the public hospital services which she agreed were then in a mess, the other objective of setting up the HA was to bring subvented and public hospitals together under one roof in order to achieve higher efficiency;

�	-	the uppermost principle to which the Administration adhered then and now was the comparability of the overall cost to the employer, although the projection of future cost was not certain; and



	-	the calculations in respect of the HA package were done in an open manner, details of which were given to the ExCo and announced to the public immediately after the ExCo’s endorsement.





3.6	In reply to the Committee’s enquiries about the HSD’s staff reaction to the establishment of the HA and the bridging-over arrangements, Mr Barrie Wiggham, former Secretary for the Civil Service said that -



	-	whilst the staff were supportive of the idea of moving towards more cost-effective, more efficient and patient-friendly hospital services, they were also extremely concerned about the arrangements in respect of their future security of employment under the HA;



	-	the matter had not only caused concern to the affected hospital staff but also attracted the attention of civil servants in general, who were concerned about the “privatization” of government services and worried that the Government would make unilateral changes to their terms of employment;



	-	this was a huge and difficult exercise involving some 24,000 HSD staff and there were protracted negotiations between the management and the staff unions over the bridging-over arrangements because, having to work within the principle of cost comparability, the HA package had actually very little to offer other than the flexibility brought about by the encashment of the fringe benefits; and 



	-	even until early 1990, the indications were that the staff were dissatisfied with the bridging-over arrangements and the majority of staff were not in favour of moving over to the HA. It was under such circumstances that the Administration subsequently sought the ExCo’s endorsement of a revised HA remuneration package in July 1990, but still the revised package received very negative responses from the staff.

	



3.7	At the request of the Committee, the Director of Audit provided vide Appendix 5 the percentages of ex-government hospital staff opting for the HA terms of employment, classified by bands, as follows -

�		Percentage



		Bands 1 & 2	83%

		Band 3	64%

		Band 4	51%

		Band 5	32%





3.8	On the Committee’s enquiry as to whether the Administration anticipated such a big difference in the option rates amongst different pay bands, Mr Barrie Wiggham said that due to the very negative staff reaction, it was impossible for the Administration to make an estimate of the staff’s option at that time.  Sir David Ford, former Chief Secretary, supplemented that the Administration had all along been working on the assumption that all HSD staff would transfer to the HA.





3.9	Referring to the significantly higher option rates in the upper pay bands, the Committee asked whether this reflected that the remuneration package of senior staff in the HA was more favourable than that of their counterparts in the civil service.  The Committee also questioned whether a situation of cross-subsidization between bands had occurred with the senior staff being provided with a more favourable package at the expense of the junior staff.   Sir S Y CHUNG said that when drawing up the staff remuneration package, the HA had never had the intention or policy of having cross-subsidization among different pay bands.  Mrs Elizabeth WONG said that as the calculation of cost-comparability was done on a per-band basis, there was no cross-subsidization between different pay bands.  The Chief Executive, HA said that -



	-	the HA followed strictly the approved rates of cash allowances for staff of different ranks and it did not have the flexibility of making internal adjustments.  The situation of cross-subsidization therefore could not and would not occur; and



	-	the decision of a HSD employee to switch to the HA terms of employment was very much a personal one.  For the senior staff, they might find the cash allowance more attractive because of the flexibility it carried, whereas for the more junior staff, they might prefer the job security provided under the civil service system.



The Secretary for the Treasury said that -



	-	the significant difference between the amount of cash allowance received by staff of different pay bands was mainly due to the different housing benefits received by different ranks of staff; and

�	-	there was no cross-subsidy from lower pay bands to higher pay bands.





The Principle of Cost Comparability



3.10	In response to the Committee’s enquiry about the principle adopted by the Administration in the funding of staff remuneration in subvented organisations, the Secretary for the Civil Service said that the general principle was that the total remuneration package of staff of subvented organizations should not exceed that of comparable ranks in the civil service.





3.11	On the Committee’s enquiry about the understanding of the application of the principle of cost comparability in drawing up the HA package, Sir S Y CHUNG said that -



	-	the HA pay package was designed on the basis that, in terms of total cost to the employer, it was comparable to that for the staff employed in the HSD as at 31 March 1989.  The cost difference between the HA and the civil service packages was then less than 1%;



	-	apart from the basic salary, there was significant difference in the other components (such as retirement benefits, housing and other job related allowances) in terms of percentage to the total package as shown in Appendix 6;



	-	during the negotiation between the Government and the HA, queries had been raised on the definition of “cost comparability” and there had been discussion on whether a range of variance should be allowed.  However, no agreement or conclusion had been reached on the matter;



	-	whilst the cost of HA package was comparable to that of the civil service package in 1989, it did not necessarily imply that comparability would remain unchanged in future.  It would be beyond the HA’s control unless the Government had an agreement with the HA that there would be regular adjustments but this point had not been considered at that time; and



	-	as he saw it, there were at least two factors affecting the long-term comparability, i.e. the change in the structure or components of the civil service package and the different rates of inflation for the various components.  As a result of changes of these two factors, the HA package could become better or worse than the civil service package in future.

	� Sir David Ford said that -



	-	there was no doubt that the HA remuneration package was a change of government policy in which various elements of civil service fringe benefits were encashed;



	-	the policy was taken by the Government and endorsed by the ExCo which aimed at devising an attractive pay package whilst remaining comparable to the civil service package in terms of total cost to the employer;



	-	because the cash allowance was paid in the form of a percentage of salary, it had to be increased on an annual basis in line with salary increase; and



	-	according to his understanding, the total cost of the HA package was still comparable to the civil service package now.



The Secretary for the Treasury said that -



	-	the principle of cost comparability, endorsed by the ExCo at its meeting on 27 March 1990 and as stated in the Finance Committee (FC) Paper and considered by the FC on 9 August 1991, was that in terms of total cost to the employer, the cost of the HA package should be comparable to that for civil servants then serving in the HSD; and



	-	whilst the principle related principally to the total cost, the HA and civil service packages were also comparable by broad pay bands as shown in the table at Appendix 7.





3.12	Responding to the Committee’s enquiry on whether the comparison of the HA and civil service packages, as considered by the ExCo, should be by pay bands with counterparts or on an overall basis, the Director of Audit pointed out that -



	-	in the report by the consultants appointed by the Provisional Hospital Authority (PHA) in 1989 to design the staff remuneration package, one of  the fundamental principles adopted was that “in terms of total cost to the employer, the cost of the package for HA employees should be comparable to that enjoyed by their counterparts in the civil service” and this principle was subsequently agreed between the Government and the PHA and endorsed by the ExCo;



	-	it was therefore very clear that the comparison of benefits between the HA and the civil service should be by pay bands with counterparts instead of on an overall basis in accordance with the principle endorsed by the ExCo; and



	-	unless cross-subsidization among the pay bands was explicitly allowed, a logical application of the cost comparability principle should be equating the different pay bands to the civil service counterparts.  In this connection, the HA had confirmed that there was no cross-subsidization among the pay bands and it followed that the cost of the HA and the civil service packages of each pay band should also be comparable.



Sir David Ford said that -



	-	the financial implications of the HA package as a whole were last discussed by the ExCo on 10 July 1990; and



	-	the ExCo’s concern at that time was the total cost of the package and it was not consulted on the band-by-band basis.  Such consideration was not a matter which the ExCo would normally wish to take a view on.



The Secretary for the Treasury added that -



	-	according to his understanding, the calculations had always been intended and made in terms of the total cost of the package; and 



	-	when funding approval was sought from the FC, the submission also stated that “the HA package is comparable to the civil service package in terms of total cost to the employer”.





3.13	According to paragraph 1.55 of the Director of Audit’s Report, the Administration was aware of the imminent introduction of the Home Financing Scheme (HFS) when the HA package was approved in July 1990 but the decision was nevertheless taken not to take into account this new form of housing benefits.  The Committee questioned why the decision was so taken notwithstanding the fact that the HFS would have the effect of reducing long-term expenditure on civil service housing benefits.  The Secretary for Health and Welfare said that the ExCo made the decision with full knowledge of the imminent introduction of the HFS.  She further explained that in view of the urgent need to set up the HA and as the Administration had gone into an advanced stage in the negotiation with staff over the HA package, the ExCo considered it inappropriate to make further changes to the package as this might jeopardise the establishment of the HA.  It should be pointed out that the negotiation with staff had gone through a very tough process lasting for two years before the remuneration package was finalized in July 1990.

�3.14	The Committee observed from paragraphs 1.10 and 1.11 of the Director of Audit’s Report that the Administration had noticed in as early as April 1991 that if the housing benefits of  HA staff were linked to annual salary adjustment, the cost of the HA package would quickly outstrip that of the civil service.  As housing benefits constituted a major proportion of cash allowance, the Committee queried why the Chief Secretary still decided to accept the HA’s request for automatic linkage of cash allowance with salary adjustment.   The Secretary for Health and Welfare said that -



	-	the two paragraphs in the Director of Audit’s Report were related to the Home Loan Interest Subsidy Scheme (HLISS) which was only a small component of the HA package; and



	-	there was a ceiling in terms of annual total expenditure for the HLISS and that staff receiving benefits under the Scheme were subject to the double-benefits rule.



Sir David Ford said that -



	-	whilst the Administration would have preferred not to link the HLISS with salary increase, the decision was subsequently taken because an agreement was reached with the HA in putting a cap on the total expenditure of the scheme, thus ensuring that the cost would not exceed the comparable cost in the civil service; and



	-	it was understood that the cap had so far not been exceeded since the day the HLISS was introduced.



Sir S Y CHUNG said that -



	-	the HLISS was recommended by the consultants and it was funded by a fixed contribution of about 5% of basic salary deducted from the HA staff’s entitled fringe benefits;



	-	had the HA decided not to pursue the option of HLISS, the 5% funding would have been included in the cash allowance which would be linked to the salary and increased with the annual salary adjustments; and



	-	the Government therefore did not pay out extra money for the HLISS.





3.15	Referring to the analysis of three cases conducted by the Director of Audit in paragraph 1.24 of his Report showing a projection that in 20 years’ time, the total housing benefits payable to HA staff at Band 1 and Band 2 levels would be in excess of comparable benefits in the civil service by about $6,700 million at current prices, the Committee asked whether the Administration agreed that the principle of cost comparability had been breached.  The Secretary for the Treasury said that -



	-	the use of the HFS by the Director of Audit as a basis for financial analysis might not be a reasonable way to draw the comparison.  Such a method of calculation had taken the worst case scenario that all the staff of the former HSD had opted for the HFS;



	-	had the former HSD staff remained in the civil service, they would have had the option to choose from various forms of housing benefits, including the private tenancy allowance (PTA), departmental quarters or the HFS;

	

	-	it should be noted that during the period between 1989 and 1995, civil service salaries had increased by 89% (i.e. cash allowance under the HA package had also increased by this same percentage) while PTA rates and notional rental value of government quarters had increased by 125% and 96% respectively.  It could be argued that the civil service on-cost was slightly higher than that of the HA staff on-cost; and



	-	the calculations had shown that different assumptions might lead to different projections and results.  As such, the most reasonable way would be for the parties concerned, i.e. the HA, the Director of Audit and the Government to get together and work out some reasonable and mutually agreeable assumptions before doing the calculations.



The Chief Executive, HA said that -



	-	he agreed with the Secretary for the Treasury’s observation that different assumptions could come to different projections; and



	-	according to the initial analysis by the actuary engaged by the HA to examine its staff remuneration package, the HA housing benefits currently cost less than those of the civil service and the value of such savings was estimated to be in the region of $5 billion to $9 billion over the next 20 years.





3.16	At the request of the Committee, the Director of Audit made a comparison of the HA staff costs for Band 1 and Band 2 with their civil service counterparts for the past five years, with a view to ascertaining whether the principle of cost comparability had actually been breached. By comparing between the basic salary plus cash allowance and core benefits for staff in Band 1 and 2 of the HA and the basic salary plus staff on-cost for staff in comparable ranks in the civil service, the Director came to the findings that -

�	-	there was a trend of declining staff cost for the civil service largely due to the result of the Government policy of reducing long-term expenditure on the provision of housing benefits through the introduction of the HFS;



	-	the comparison had shown that the total staff cost for Bands 1 and 2 of the HA was already in excess of that for comparable ranks in the civil service by $425 million for the past five years;



	-	even in the short-term, for Bands 1 and 2 staff, the principle of cost comparability between the HA and the civil service packages had been breached as a result of the excess housing benefits of the HA; and



	-	in the long-term, the excess benefits would be on an increasing trend and the principle of cost comparability would continue to be breached.



A table summarizing the Director of Audit’s findings was in Appendix 8.





3.17	The Secretary for the Treasury expressed reservations about the Director of Audit’s findings.  He said that -



	-	he accepted that the housing benefits of the civil service had undergone major changes over the past years, particularly after the introduction of the HFS, and it was possible that this would affect the cost difference between the HA and civil service packages in the long-term; and 



	-	however, he believed that the principle of cost comparability was still being complied with in the short-term.  Apart from the reasons he gave in paragraph 3.15 above, it was also evidenced by the fact that the total on-cost for the civil service, other than the disciplined services, was 52% of the staff’s basic salaries which was comparable to the 51% applicable to the HA.





3.18	Sir S Y CHUNG  and the Chief Executive, HA also questioned the assumptions and the methodology adopted by the Director of Audit in his calculations.  They pointed out that -



	-	any methodology used in the valuation of the HA package should take into account all the components of the civil service package, endorsed in the ExCo decision made in 1990 which included, amongst others, the valuation of departmental quarters as a fringe benefit rather than an accommodation provided on operational grounds.  The valuation of departmental quarters was a significant component of the cost of the HA package and had a major impact on the calculation of cost;

	-	as shown in Appendix 9, it could be seen that the rates of increase of residential property price and rental had greatly outstripped that in the civil service salaries;



	-	moreover, the pension cost in the civil service had also increased considerably since 1989 while the cost of the retirement benefit component in the HA package had been fixed at 15% of the employees’ salary; and



	-	it might be possible that the cost of the civil service package was still higher than that of the HA package.



	

3.19	In response to the Committee’s enquiries as to whether a long-term projection had been made on the cost comparability between the HA and civil service packages, Sir David Ford said that -



	-	the Administration had not made any long-term comparison because the civil service package was likely to change over time;



	-	with so many unquantifiable elements, a long-term comparison would tend to be meaningless; and



	-	the problem was already vividly demonstrated by the different analyses and conclusions reached respectively by the Director of Audit and the HA. 





3.20	In the light of Sir David Ford’s advice, the Committee asked how often the ExCo would take a position on a policy without examining the long-term financial implications.  Sir David Ford said that this would depend very much on the subject.  If the long-term financial implications were meaningful, the ExCo would certainly ask for such analyses. 



	

3.21	Responding to the Committee’s enquiry on whether any consideration had been given to the need for a mechanism for the Administration or the HA to review the package regularly in order to ensure that the principle of cost comparability could be maintained.  Sir S Y CHUNG said that according to his recollection, the possibility of review had not been explored and this had neither been a matter for discussion between the PHA and the Administration.  The Chief Executive, HA also advised the Committee that according to his records, neither the PHA nor the HA had been informed by the Government that there would be a review in future. 



Mrs Elizabeth WONG said that according to the minutes of the ExCo meeting on 10 July 1990 and as reported in paragraph 1.8 of the Director of Audit’s Report, the ExCo had considered the possibility of a review.  From that record, the ExCo did consider the matter but was not in favour of a review for the reason that it might result in a reduction in the value of the package offered to HA staff.  



	

The Double-benefits Rule



3.22	Observing that the double-benefits rule was generally applied to civil servants as well as staff of organizations fully subvented by public funds, the Committee asked why the HA should be an exception.  The Secretary for the Civil Service said that -



	-	when the HA remuneration package was first drawn up, the use of the flexible spending account made it very difficult to distinguish individual components of the fringe benefits.  It was then decided that the double-benefits rule should not be applied and the staff were so informed;



	-	later on although the flexible spending account approach was replaced by a simple non-accountable cash allowance and it was possible to identify the housing element in each pay band, by then as the staff had already been informed of the non-enforcement of the double-benefits rule, it was considered not advisable to go back on this undertaking in order not to delay the establishment of the HA; and



	-	if he were to draw up the package today and if the housing component could be clearly defined in the cash allowance, he would certainly suggest that the double-benefits rule be applied.



Sir David Ford said that -



	-	the inclusion of the housing element in the cash allowance already meant that it could not be separated from the total package and be subjected to the double-benefits rule; and



	-	the ExCo explicitly made the decision that the housing element in the cash allowance should not be regarded as a housing benefit for the purpose of the application of the double-benefits rule but that the rule should be applied to the HLISS. 



Sir S Y CHUNG and the Chief Executive, HA considered that the element of double-benefits had already been fully taken into account when the HA package was drawn up in 1989.  They said that -



	-	the total amount of the encashed benefits had already been net of any double-benefits for housing and education allowances because the rates of cash allowance were determined not on the basis of staff entitlement but on the actual take-up rate or utilization of fringe benefits by the HSD staff as at 31 March 1989.  In other words, the valuation had excluded housing benefits which were not taken up by eligible HSD staff who were then subject to the double-benefits rule applied to the civil service;



	-	the overall cost of the HA package with non-enforcement of the double-benefits rule was therefore equivalent to the cost of the civil service benefits allowing for the double-benefits rule; and



	-	because of this funding arrangement and the effect of cross-subsidization amongst staff within the same pay band, each HA staff might be receiving less than the maximum entitlement than their counterparts in the civil service.





3.23	In order to ascertain the extent of possible overspending as a result of the non-enforcement of the double-benefits rule, the Committee invited the HA to provide the number of HA staff whose spouses were employed with the civil service or publicly-funded organizations and who might be drawing housing benefits from their employers.  The Chief Executive, HA said that -



	-	the HA did not keep record of such information; and



	-	according to the legal advice obtained by the HA, staff were not obliged to divulge information about their spouses’ employment to the HA under their existing contract of employment.





Information provided to the ExCo and the FC



3.24	In reply to the Committee’s enquiry as to when and how the HA package had been considered by the ExCo, Sir David Ford said that -



	-	there were three major occasions on which the ExCo was consulted on the HA remuneration package, i.e. 6 February 1990, 27 March 1990 and 10 July 1990; and



	-	in addition, the ExCo had a number of discussions at its meetings under Any Other Business during the period between July 1990 to 1991.





3.25	Concerning the consultation with the ExCo, the Committee asked whether in finalizing the HA remuneration package in 1990, the ExCo had been made fully aware of all the relevant information, such as the cost implications, the impact of the possible introduction of the HFS, the non-enforcement of the double-benefits rule, etc.  On the issue of cost, the Director of Audit said that he had examined all relevant ExCo papers but could not find documentary evidence of the ExCo being informed of the long-term cost implications of the HA package.  Sir David Ford however said that the ExCo was aware of all the relevant information, including -



	-	the fact that the total cost of the HA package was comparable with that of the civil service package at the time of establishment of the HA but that the cost comparability could change as civil service package would change over time.  In the circumstances, the HA package could become more expensive as HSD staff had the option of remaining as a civil servant or transferring to the HA terms of employment and it was normal that the staff would opt for the terms to their best advantage; and



	-	the difficulties in quantifying the cost implications and making a long-term forecast.  As the long-term comparison could not be done, it was therefore not put to the ExCo but the ExCo was fully aware of the reasons why the cost projection could not be done.



Sir David Ford added that there had been lengthy discussion of the matter by the ExCo but it did not appear in the decision record because it was not a relevant decision at the time.





3.26	As to whether the ExCo had been made fully aware of the non-enforcement of the double-benefits rule, the Committee were given differing versions of statements. The Director of Audit said that from his reading of the relevant ExCo papers, the Administration had not properly addressed the matter.  According to his understanding, the reference to the non-enforcement of the double-benefits rule in the ExCo memorandum was made in relation to the possibility of encashing the HLISS benefit (which eventually did not materialize) rather than the cash allowance which was pegged as a percentage of the salary.  The Secretary for Health and Welfare disputed the Director of Audit’s observation. According to her record, she was confident that the ExCo was fully aware that the double-benefits rule would not apply to the cash allowance paid to the HA staff. (see Appendix 10)    The Secretary for the Civil Service, on the other hand, said that the reference to the double-benefits rule was contained in a rather complex paragraph in the ExCo memorandum which dealt with a HLISS proposal from the PHA, an alternative additional cash allowance and how the double-benefits rule would be applied.  The Secretary for the Civil Service agreed that it might have been open to interpretation as to exactly what elements of the package the double-benefits rule would not applied to.  With hind sight, he accepted that more information could have been included in the ExCo memorandum. (see Appendix 11)



	

3.27	As regards the adequacy of the information provided to the FC, the Secretary for the Treasury said that it was always a matter of balance between the amount of information to be included in FC papers and the need to keep such papers clear and concise.  





Looking to the Future



3.28	Referring to paragraph 1.55 of the Director of Audit’s Report concerning the Secretary for Health and Welfare’s advice that she had set up an inter-departmental working group to review the HA remuneration package, the Committee invited the Secretary to provide more details on the work of the working group and the progress which had been achieved so far.  The Secretary for Health and Welfare said that -



	-	the working group was set up in May 1995, which was chaired by herself and composed of representatives of the Health and Welfare Branch, the Civil Service Branch and the Finance Branch;



	-	the group would examine various components of the HA remuneration package vis-à-vis the changes that had taken place in the civil service since 1989.  Attempt would be made to assess both the short-term and long-term cost implications of the HA package, and whether the principle of cost comparability was still maintained and how it could be maintained in future;



	-	apart from examining the HA remuneration package, the group would also take a macro approach to look at the expenditure in hospital care in general and assess whether the expected rate of medical cost increase would still be within the affordability of the community;

	

	-	in November 1995, an expert sub-group was set up under the working group.  The Director of Audit and the HA would be invited to join the sub-group with a view to agreeing on the assumptions to be adopted for the various cost calculations;



	-	she hoped that the working group’s review could be completed by May 1996; and



	-	if the working group recommended policy changes, a submission would be made to the ExCo.  Should there be financial implications arising from the policy changes, funding approval would be sought from the FC.

�The Secretary for the Treasury added that -



	-	the most important task of the working group was to come up with common assumptions agreeable by all parties concerned as well as a mechanism which would be capable of ensuring continued cost comparability should there be changes either in the HA or civil service packages; and	



	-	a comparison of the projected long-term costs between the civil service package and the HA package depended very much on the assumptions adopted because different assumptions would give rise to different conclusions.



	

3.29	The Committee asked if the review could be expedited in order that any problems identified could be rectified without delay, the Secretary for Health and Welfare said that -



	-	the review was a very complex and difficult task which inevitably would need some time to complete because benefits in the civil service were not represented by cash but for a comparison to be drawn with the HA benefits, it was necessary to convert the civil service benefits into cash; and 



	-	a new mechanism for cost comparison had to be devised because the methodology adopted in 1989 for cost comparison was no longer applicable as the HSD had ceased to exist.



The Secretary for the Civil Service said that -



	-	any proposals or changes recommended by the working group would have to be balanced against the commitments and undertakings to existing HA staff; 



	-	having said that, it was his personal view that if the working group could come up with some reasonable and feasible options during the course of deliberations, these could be implemented before the working group finalized its report in May 1996; and



	-	the working group would surely take into account the recommendations made by the Director of Audit and the views expressed by the Public Accounts Committee.

�The Chief Executive, HA assured the Committee that -



	-	the HA was mindful of the fact that it was funded fully by public revenue and its staff salaries constituted a substantial part of the cost of medical expenditure;



	-	whilst the HA believed that the costs of the HA and civil service packages were still comparable as of to date, it was willing to take part and co-operate with the Administration in the review with a view to identifying a mutually agreeable mechanism to facilitate a reasonable cost comparison and further reviews in future;



	-	apart from the cost consideration, he considered that the review should also take into account other factors such as the community’s aspirations for health care and the need to maintain good hospital services; and



	-	more importantly, there should be wide consultation with staff before introducing any changes to the HA package.





3.30	In response to the Committee’s enquiry about the terms of employment of the existing HA staff, the Chief Executive, HA said that 99% of HA staff were on permanent employment terms.  At the request of the Committee, the Chief Executive provided after the public hearing detailed statistics as at November 1995 as follows -



			No. of staff



	staff on civil service employment	7,448



	staff on HA permanent employment		37,713



	staff on HA contract employment	283



	staff on ex-subvented hospital employment	64

			________

 			45,508





3.31	In view of the large number staff on permanent employment terms, the Committee recognized that it might be difficult to make unilateral changes to the terms of employment of existing HA staff, the Committee enquired whether it was possible to impose a cut-off date after which newly employed HA staff, whose spouses worked in the HA or the civil service, should be subject to the double-benefits rule.  The Secretary for Health and Welfare said that -



	-	in respect to the application of the double-benefits rule, this was a policy recommendation which had to be considered very carefully;



	-	it was not simply a matter between the staff of the HA and the civil service.  It should be noted that there were HA staff whose spouses were employed with different kind of publicly-funded institutions;



	-	due regard should also be given to the contractual obligations and the commitment made to the HA at the time it was established; and



	-	as the working group’s review was still in progress and there was not yet a conclusion on whether or not the principle of cost comparability had been breached, it would not be appropriate to draw any conclusion prior to the completion of the review.



The Secretary for the Civil Service said that -



	-	he would definitely look into the Director of Audit’s recommendation  about the enforcement of the double-benefits rule on civil servants whose spouses were employed with the HA;



	-	the enforcement of the rule would be relatively simple if it was to apply to new recruits of the HA, subject to the relevant staff being given sufficient advance notice; and



	-	it would not be a straightforward case for the rule to be applied to existing staff whose employment contract did not bar them from receiving double benefits.





3.32	Observing that there had been changes in the conditions of employment within the civil service and that civil servants were subject to different terms of employment dependent on their dates of appointment, the Committee enquired whether the HA could adopt similar arrangements.  In response, the Secretary for the Civil Service said that -



	-	it was true that there had been changes in the terms of employment in the civil service from time to time, for example the introduction of the HFS, the new pension scheme, etc., and the principle was that the new recruits would follow the new practice;



	-	existing staff were not compelled to change to the new terms but they would normally be given an option to either remain in the existing terms or change to the new terms, and



	-	the different terms of employment had given rise to certain difficulties in terms of management but this was unavoidable.



The Chief Executive, HA agreed that similar arrangement could be applied in the HA, subject to consultation with staff.





Observations by the Committee



3.33	From the evidence given to the Committee, there appeared to be different interpretations of the policy of cost comparability and cost implications of the HA remuneration package and the Committee considered it necessary to seek clarifications on a number of issues, including -



	-	whether the principle of cost comparison between the HA and civil service packages should be made in terms of total cost to the employer or only in terms of staff cost of relevant pay bands;



	-	whether the ExCo, when approving the HA package in 1990, was fully aware of both the short-term and long-term cost implications of the package;



	-	whether the ExCo had discussed the need for future periodic reviews in the course of considering the HA package; and



	-	whether the ExCo was made fully aware that the double-benefits rule would not apply to the cash allowance paid to HA staff.





3.34	In an attempt to clarify the conflicting evidence given to them, the Committee exchanged correspondence (Appendices 12 to 15) with the Chief Secretary with a view to obtaining the relevant ExCo memoranda and excerpts of the ExCo minutes of meetings for perusal.  The request was however declined by the Administration.   In her reply to the Committee’s request on 2 January 1996 (Appendix 13), the Chief Secretary asserted that -



	-	in the overall public interest, the proceedings of the ExCo should remain confidential and that ExCo papers and records of discussions, which were equivalent to Cabinet papers, should not as a class be made public and there was no overriding reason why an exception should be made in this case; 



	-	all relevant information had already been given to the Committee; and



	-	moreover, issues related to the setting up of the HA were also discussed in the ExCo on occasions other than when formal submissions were made, and as only record of decisions rather than verbatim transcript of proceedings were kept for ExCo deliberations, it was not possible to produce documentary evidence of those discussions and disclosure of ExCo papers and notes of decisions would provide little assistance to the Committee.



	

3.35	On the various concern expressed by the Committee, the Chief Secretary advised that -



	-	there was no explicit definition of the cost comparability principle in the relevant ExCo papers, and the Director of Audit’s interpretation was taken from the PHA’s Report endorsed by the ExCo at its meeting in March 1990 subject to a number of changes.  Although the PHA Report made reference to “counterparts in civil service’ which, when taken in isolation, could be interpreted to mean cost comparability in terms of individual pay bands, the Administration was confident that it was the total cost of the remuneration package which was the interpretation of the cost comparability principle endorsed by the ExCo.  This principle was also clearly set out in the Administration’s subsequent submission to the FC for funding approval;



	-	the cost comparability principle in the setting up of the HA and the government policy in respect of terms of service of staff of subvented organizations were two separate issues.  Whilst it was government’s general policy that the terms and conditions of service of staff of subvented organizations should not be superior to those provided to comparable grades in the civil service, the situation of the HA was a unique one as the HA was set up to take over from the HSD the management of all government hospitals and there was the need to offer a comparable remuneration package to encourage the 24,000 HSD staff to opt for the HA employment terms;



	-	all ExCo memoranda contained assessments of the proposals’ financial implications.  In this case, the ExCo Members were aware of the financial implications assessed on the basis of the HA total remuneration package prevailing at the time, and the reasons for not being able to analyse the longer term cost implications had already been explained to the Committee;



	-	the subject of future periodic reviews of the HA remuneration package was not mentioned in any of the formal submissions to the ExCo but there was on record of the ExCo meeting of 10 July 1990 that the Administration was committed to a review in the light of significant changes in civil service fringe benefits between the date of the HSD valuation done in 31 March 1989 and the date of establishment of the HA; and



	-	the policy decisions relating to the HA remuneration package were made with the clear endorsement of the ExCo. 





3.36	The  Committee disagreed with the assertions made by the Chief Secretary.  In their further letter dated 12 January 1996 (Appendix 14) to the Chief Secretary, it was pointed out that -



-	it was an essential function of the Committee to carry out independent evaluation of the Director of Audit’s reports, and in a situation where a Director’s Report drew on and/or interpreted ExCo papers, as in this particular case, it was necessary for the Committee to have sight of the papers, in order to ensure independent evaluation and to fulfil the Committee’s duty to report upon the Director’s Report;



-	for the Administration to apply the “class” objection and deny the Committee of the access to the ExCo papers, which were the subject of the Director of Audit’s Report and which did not appear to contain sensitive and security information, it was a negation of the principles agreed by the Administration in the Guidelines relating to the conduct of value for money audits by the Director of Audit and tabled by the Chairman of the Committee in the Legislative Council on 19 November 1986 (Appendix 16).  Paragraph 2 of the Guidelines referred to “...... further inquiry by the Public Accounts Committee” in the event that the Director of Audit concluded in his Report 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.......”; and



-	the circumstances surrounding the formulation of the HA remuneration policy by the ExCo were precisely the situation into which the Committee were inquiring, and hence the need to have sight of the relevant documents.





3.37	In response to the Committee’s above observations, the Chief Secretary replied vide Appendix 15 that -



-	having consulted the ExCo, the Administration maintained that it was in the public interest for ExCo memoranda and records of the ExCo discussions as a class to remain confidential and that it was essential to uphold this principle in order to ensure that there was no inhibition in the free exchange and presentation of views in the ExCo;



-	it would be against the public interest to compromise the above principle; and 



-	the public interest was already adequately protected by the fact that the Director of Audit was allowed access to the ExCo documents and could form an independent judgement.





3.38	Conclusions and Recommendations.  The Committee -



The ExCo’s deliberations



	-	condemn the Administration and the ExCo for their refusal to provide the Committee with the relevant ExCo documents to clarify the circumstances surrounding the policy formulation in respect of the HA remuneration package, without which the Committee’s scope of investigation is constrained by the inadequate evidence and the secondary information provided to them.  As such, the Committee are not in the best position to understand the formulation of the HA remuneration policy by the ExCo in 1990 and reach a definitive opinion as to whether the principle of cost comparability between the HA and the civil service remuneration packages has been upheld;



	-	emphasize that the Government accepted a paper presented by the Chairman of the Public Accounts Committee on 19 November 1986 in the Legislative Council that the Committee should make further inquiry in cases where it appears from the Director of Audit’s report that in the setting of policy objectives there may have been a lack of sufficient, relevant and reliable financial and other data available and that critical underlying assumptions may not have been made explicit;



	-	consider that this particular case fits exactly the described situation where the Committee believe it imperative to have sight of the relevant documents in order to ascertain what data had been made available to the ExCo in its setting of policy objectives and whether critical underlying assumptions had been made explicit in such documents;



	-	consider it wholly unacceptable that the Administration, having implied in the Chief Secretary’s first letter to the Committee that exceptions can be made in the disclosure of ExCo papers, chooses to resort to blanket claims of “class” confidentiality in denying the Committee’s access to the ExCo papers �rather  than considering the actual “contents” of such documents; particularly in this case where it appears that such documents do not contain sensitive and security information;



	-	consider that the act of the Administration is a negation of the principles and undertakings made by the Administration in 1986 and is totally against its professed commitment to co-operate with the Committee to facilitate the performance of their duties;



	-	do not accept the Administration’s assertion that all proceedings of the ExCo are required to be kept confidential at all times, and consider that such claim must be balanced against the wider public interest and that it is in the spirit of an open and accountable government to improve the transparency of its decision making process;



	The principle of cost comparability



	-	express concern that there were gross inadequacies in the process of formulating the HA remuneration package by the Administration and the ExCo as evidenced by the fact that -

�

(a)	there was lack of a clear definition of the principle of cost comparability between the civil service and the HA packages, resulting in an interpretation of the policy by the Director of Audit materially different from that of the Administration and the HA;



(b)	the HA package was designed on a misleadingly narrow basis of cost comparability in that it was intended to be comparable to the overall remuneration package of the staff employed in the former HSD only as of 31 March 1989;



(c)	when finalizing the HA package, no regard had been given to the Home Financing Scheme for civil servants approved by the ExCo just one month earlier, which has a maximum 10-year entitlement period, a fixed amount of allowance and, most important of all, reduces government expenditure in civil service housing benefits in the long-term;



(d)	whilst recognizing that changes in the structure and components in the civil service package could affect the long-term cost comparability, consideration had not been given to fully apprising the ExCo of the long-term financial implications and the need for a review mechanism to ensure cost comparability in future; and



(e)	some important discussions and decisions relating to the formulation of the HA package had not been properly documented;



	The double-benefits rule  



	-	cannot accept the HA’s assertions that the encashed housing benefits in its staff remuneration package have already factored-in the double-benefits element, and consider that the basis of such assumption is flawed.  As it was virtually inevitable that after the establishment of the HA, spouses of former HSD staff, who were previously not entitled to housing allowance under the double-benefits rule, would start to make such claims, there was no way to factor-in increases in housing benefits resulting from such new claims.  Consequently, there was a strong likelihood of additional expenditure being incurred as a result of not applying the double-benefits rule;



	Need for a review mechanism



	-	consider it incumbent upon the Administration to examine the long-term cost implications when formulating policy with far-reaching effects on the public purse, and regret that the Administration had failed to perform its duty in this particular case, and do not agree that the difficulties in performing a long-term cost analysis are insurmountable;



	-	consider that in the absence of a long-term cost analysis, it is crucial to have in place at the outset a review mechanism to ensure the continued adherence to cost comparability at all times;

	

	The Administration’s review

	

	-	welcome the establishment of an inter-departmental working group by the Secretary for Health and Welfare in May 1995 to review the HA remuneration package and the initiative and the co-operative attitude adopted by the HA in taking part in the review;



	-	urge the Secretary for Health and Welfare to expedite the review, in view of the likely excess benefits involved in future and notwithstanding the assertions made by the Administration and the HA as to the difficulties of making unilateral changes to the terms of employment of serving HA employees;



	-	urge the review working group to take into account the following recommendations of the Committee -



(a)	to clearly define and properly document the principle of cost comparability, i.e. whether the comparison between the civil service and the HA packages should be made in terms of total cost or only in terms of staff cost of relevant pay bands, and whether the comparison should be made in absolute terms or otherwise, etc.;



(b)	to critically consider whether there are fair ways and means of implementing any changes to the HA remuneration package for serving as well as newly recruited staff;



(c)	to introduce a mechanism for regular review and adjustments of the HA package, so as to ensure that the principle of cost comparability is adhered to at all times and that there is no over-spending in future;



(d)	to enforce the double-benefits rule with respect to newly recruited HA staff as soon as possible; and



(e)	to examine the feasibility of enforcing the double-benefits rule with respect to serving HA staff, having regard to the legal, contractual and staff relations difficulties;



	-	welcome the Secretary for the Civil Service’s suggestion that should the working group come up with reasonable and feasible options during the course of its review, for example the application of the double-benefits rule to newly recruited staff, these can be implemented without having to wait until after the completion of the review in May 1996;



-	recommend that the Administration should keep the relevant Panel(s) of the Legislative Council informed of the progress of the review; and

	

	Information to the ExCo and the LegCo



	-	expect that the Administration should in future ensure that where information affects significantly the long-term cost of a policy option, such information and financial analysis should be explicitly given to the ExCo and the FC.
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�APPENDIX 1





Standing Order 60A of the Legislative Council





	60A. 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 �





(a)	on the accounts of the Government;



(b)	on such other accounts required to be laid before the Legislative 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.





	(1A)  	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.





	(2)  	The committee shall consist of a chairman and six members who shall be Members appointed by the President in accordance with an election procedure determined by the House Committee.  The chairman and two other members shall constitute a quorum.  In the event of the temporary absence of the chairman, the committee may elect a chairman to act during that absence.





	(3)	A report mentioned in



	paragraphs (1) and (1A) of this order shall be deemed to have been referred by the Council to the committee when it is laid on the table of the Council.



�	(3A)	Unless the chairman otherwise orders, members of the public and of the press shall be admitted as spectators at sittings of the committee attended by any person invited by the committee under paragraph (4).





(3B)	The committee shall sit at the times and the place determined by the chairman.  Written notice of every sitting shall be given to the members and to any person invited to attend a sitting at least five clear days before the day of the sitting but shorter notice may be given in any case where the chairman so directs.





(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 have a casting vote.





	(4)  	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.



	

	(5)  	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.





	(5A)  	The committee shall make their report upon the report of the Director of Audit mentioned in paragraph (1A) 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.





	(6)  	Subject to these Standing Orders, the practice and procedure of the committee shall be determined by the committee.



�APPENDIX 2





The Procedure of the Public Accounts Committee





	The practice and procedure have been determined by the Committee, in accordance  with paragraph 6 of Standing Order 60A,  as follows �



	(a)	the public officers called before the Committee in accordance with paragraph (4) of Standing Order 60A, 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 Branch Secretary of the Government Secretariat or other appropriate officer shall be called.  Attendance 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;



	(b)	where any matter referred to in the Director of Audit’s Report on the accounts of the Government relates to the affairs of an organization subvented by the Government, the person normally required to attend 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 can assist the Committee in its deliberations;



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



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



	(e)	the Committee shall not normally make recommendations on a case on the basis solely of the Director of Audit’s presentation;

�

	(f)	the Committee shall not allow written submissions from Controlling Officers other than as an adjunct to their personal appearance before the Committee; and



	(g)	the Committee shall hold informal consultations with the Director of Audit from time to time, so that the Committee can suggest fruitful areas for value for money study by the Director of Audit.
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Witnesses at PAC Public Hearings on the subject of

“Review of housing benefits provided by the Hospital Authority to its employees”

(in order of appearance)







Mrs Katherine FOK, OBE, JP	Secretary for Health and Welfare



Mrs Doris HO, JP		Deputy Secretary for Health and Welfare (1)



Mr P L PO			Principal Assistant Secretary (Health and 				Welfare) (Special Duties)



Mr Daniel CHENG		Acting Principal Assistant Secretary (Health 			and Welfare ) (Medical) (2)



The Hon Michael SZE Cho-	Secretary for the Civil Service

cheung, CBE, ISO, JP	



Mr M V Stone, JP		Deputy Secretary for the Civil Service (2)



Mr D W Pescod		Principal Assistant Secretary (Civil Service) (1)



Mr K C KWONG, JP		Secretary for the Treasury



Dr E K YEOH		Chief Executive, Hospital Authority



Mr Andy LEE		Deputy Director (Finance), Hospital Authority



Sir S Y CHUNG, GBE, PhD, 	Former Chairman of Hospital Authority

   FEng, JP



Sir David Ford, KBE, LVO, JP	Former Chief Secretary



Mr Barrie Wiggham, CBE, JP	Former Secretary for the Civil Service



The Hon Mrs Elizabeth WONG	Former Secretary for Health and Welfare

   CHIEN Chi-lien, CBE, ISO, JP	
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Introductory Remarks by the Chairman

of the Public Accounts Committee,

the Hon Eric LI Ka-cheung, JP

at the First Public Hearing of the Committee

on Monday, 20 November 1995









	Good morning, ladies and gentlemen.  I would like to welcome observers to this public hearing of the Public Accounts Committee.



	For the benefit of those attending the hearings of the Public Accounts Committee for the first time, I would like to say a few words about the work of the Committee.  The Public Accounts Committee is a standing committee of the Legislative Council which plays the role of a watchdog over public expenditure through consideration of the reports of the Director of Audit laid before the Council.



	For the Committee, public hearing is a crucial part of our work, the purpose of which is to explore the background and the facts surrounding the issues raised in the Director of Audit’s report.  Our approach, as always, will be fact finding and problem solving rather than simply laying blames and expressing opinions, and we hope that through this exercise the lessons that we learnt in the past will point forward to more efficient use of public funds in the future.



	The Director of Audit tabled two reports in the Legislative Council on 8 November 1995, namely his Report on the Accounts of the Hong Kong Government for the year ended 31 March 1995 and his Report No. 25 on the results of value for money audits completed between March and September 1995.  Following preliminary study of the Director’s reports, the Committee have decided to look into some of the issues raised and for this purpose we have invited the public officers and relevant parties concerned to appear before the Committee and answer our questions.  Apart from this morning, we have also set aside the mornings on 25 and 27 November for our public hearings, and after we have studied the issues and the evidence taken, we will then produce our own set of conclusions and recommendations.  These recommendations will be made public when we report back to the Legislative Council in about three months’ time.  Before then, we will not as a committee, or individually, be making any public comment on our conclusions.



	I now declare the Committee to be in formal session.

� APPENDIX 16



Paper presented to the Legislative Council

by the Chairman of the Public Accounts Committee

at the sitting on 19 November 1986 on

Scope of Government Audit in Hong Kong �

‘Value for Money’ Studies





SCOPE OF WORK





The Director of Audit may carry out examinations into the economy, efficiency and effectiveness with which any branch, department, agency, other public body, public office, or audited organization has discharged its functions.





The term “Audited Organization” shall include:



	(i)	any person, body corporate or other body whose accounts the Director of Audit is empowered under any Ordinance to audit;



	(ii)	any organization which receives more than half its income from public moneys (this should not preclude the Director from carrying out similar examinations in any organization which receives less than half its income from public moneys by virtue of an agreement made as a condition of subvention);



	(iii)	any organization the accounts and records of which the Director is authorized in writing to audit by the Governor in the public interest under section 15 of the Audit Ordinance.



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 branch, department, agency, other public body, public office, or audited organization 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.



�GUIDELINES





1.	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 and Legislative Councils, save from the point of view of their effect on the public purse.





2.	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 question, not make any judgement on the issue, but rather present facts upon which the Public Accounts Committee may make inquiry.





	The Director of Audit may also,





3. 	consider as to whether policy objectives have been determined, and policy decisions taken, with appropriate authority.





4. 	consider whether there are satisfactory arrangements for considering alternative options in the implementation of policy, including the identification, selection and evaluation of such options.





5. 	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.

�

6. 	consider as to whether there is conflict or potential conflict between different policy aims or objectives, or between the means chosen to implement them.





7.	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, etc. have been considered, and are reviewed as costs change.





8. 	be entitled to exercise the powers given to him under section 9 of the Audit Ordinance.
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