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�1.1	Reports on Value for Money Audits.  In November 1986, formal guidelines were agreed between the Public Accounts Committee and the Director of Audit and accepted by the Administration setting out the Director of Audit’s remit to conduct value for money audits into the economy, efficiency and effectiveness with which any branch, department, agency, other public office or audited organization has discharged its functions.  (See Appendix 1).  It was further agreed in October 1987 that the Director of Audit would report his findings on value for money audits to the Legislative Council twice each year.  The present arrangements in the submission of the Director of Audit’s reports to the Legislative Council are detailed in the Second Revised Codicil to the Paper “Scope of Government Audit in Hong Kong - ‘Value for Money’ Studies”. (See Appendix 2).





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 No. 60A of the Council, a copy of which is at Appendix 3 to this Report.





1.3	The Membership of the Committee.  The following is a list of Members of the Committee appointed by the President of the Legislative Council under Standing Order No.  60A -





	Chairman	The Hon Eric LI Ka-cheung, OBE, 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	Mr Simon CHEUNG



	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 No. 60A(6) as follows -



	(a)	the public officers called before the Committee in accordance with Standing Order No. 60A(4), 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.





2.2	The Committee’s Report.  This Report by the Public Accounts Committee responds to the Director of Audit’s Report No. 26 on the results of value for money audits which was tabled in the Legislative Council on 24 April 1996.



	

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







� 3.1	The Laying of the Reports.  The  Director of Audit’s Reports on the Accounts of the Hong Kong Government for the year ended 31 March 1995 and the Results of Value for Money Audits (Report No. 25) were laid in the Legislative Council on 8 November 1995.  The Committee’s subsequent Report was tabled on 7 February 1996, thereby meeting the requirement of the Audit Ordinance and of Standing Order No. 60A that the Report be tabled within three months of the Director of Audit’s Reports being laid.  The Committee also tabled, on 13 March 1996, their Report No. 25A which contains their deliberations on the subject of “Review of the housing benefits provided by the Hospital Authority to its employees” raised in the Director of Audit’s Report No. 25.





3.2	The Government Minutes.  The Government Minutes in response to the Committee’s Reports Nos. 25 and 25A were tabled in the Legislative Council on 1 May 1996 and 5 June 1996 respectively.  The Committee will refer to matters arising from these Minutes in their next Report.





�4.1	The Consideration of the Director of Audit’s Report No. 26 on the Results of Value for Money Audits.  In considering the Director of Audit’s Report, the Committee decided to investigate further eleven items raised therein.  The Committee decided not to consider further the subject of “Construction of Yau Ma Tei Replacement Typhoon Shelter Phase II and Jordan Road Reclamation Phase I - Delay in giving possession of site” because the Administration had accepted all the audit recommendations in full and had given assurances that they would take specific measure to prevent the recurrence of a similar case.





4.2	Meetings.  The Committee held 11 meetings, including three public hearings.  During the public hearings, the Committee heard evidence from a total of 28 witnesses including 3 Policy Branch Secretaries and 14 Heads of Government Departments.  The names of the witnesses are listed in Appendix 4 to this Report.  A copy of the Chairman’s introductory remarks at the first public hearing held on 6 May 1996 is at Appendix 5.





4.3	The Arrangement of the Report.  The evidence of the witnesses who appeared before the Committee and the Committee’s specific conclusions and recommendations, based on that evidence and on their deliberations on the relevant paragraphs of the Director of Audit’s Report, are set out in paragraphs 5.1 - 7.9 below.  The paragraph numbers quoted in this Report refer to the paragraphs in the Director of Audit’s Report.





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





4.5	Acknowledgement.  The Committee wish to record their appreciation of the co-operative approach adopted by all the persons who were called to give evidence.  In addition, the Committee are grateful for the assistance and constructive advice given throughout by our Clerk and our Legal Adviser.  The Committee also wish to thank the Director of Audit for the objective and professional manner in which he has completed his Report, and for the assistance which he and his staff have rendered to the Committee.





�5.1	The Committee noted from paragraph 1.1 of the Director of Audit’s Report that in recent years, the Government has placed heavy emphasis on the application of information technology (IT) in order to improve the efficiency, quality of service and cost-effectiveness of government departments, and to assist in controlling growth in the size of the civil service.  Consequently, the Government’s annual expenditure on IT has also increased.  As at 31 March 1992, the cumulative value of computers installed by government departments and used for administrative computer systems was $990 million.  Within three years, it reached $1,916 million.





5.2	Since October 1992, the Government has introduced a post-implementation review system for the monitoring of the costs and benefits of computerisation projects.  In addition, the progress of implementation of government computerisation projects is reported to the Finance Committee (FC) annually.  To ensure that post-implementation reviews (PIRs) are conducted cost-effectively and that they achieve the intended results, a two-tier approach is adopted.  A post-implementation departmental return (PIDR) is compiled by the user department concerned and is followed, if necessary, by a PIR conducted by the Information Technology Services Department.





5.3	In an audit review, it was found that the mechanism for monitoring the progress and costs and evaluating the results of government computerisation projects had generally been functioning satisfactorily.  However, the audit review also found that -



-	there were inadequacies in the information provided for monitoring the progress and costs and evaluating the results of computerisation projects;



-	there were inadequacies in the coverage of the PIDR/PIR arrangements; and



-	the effectiveness of the PIDR/PIR arrangements was due for review.





5.4	Noting that on the whole, the Secretary for the Treasury had made some positive response to the issue, the Committee questioned the Secretary whether there were any difficulties in implementing the measures to address the inadequacies highlighted by the audit review and when he would be able to implement these measures.  In reply, Mr Alan LAI Nin, Acting Secretary for the Treasury, said that the Administration had accepted in principle all the recommendations of the Director of Audit but did not have the exact time table for implementing these recommendations.

�Mr Michael J T ROWSE, Deputy Secretary for the Treasury (2), remarked that -



-	since 1995, all branches and departments had been required to spell out the types of information suggested by the Director of Audit in their funding submissions and improvements were expected to be made steadily; 



-	a financial circular introducing many of the changes would soon be issued; and



-	by implementing the Director of Audit’s recommendations, the Administration would be more systematic in monitoring computerisation projects, in setting out at the beginning of a project how much it would cost, when it would be completed and what benefits it would achieve in saving or in service improvement.





5.5	Mr Stephen MAK Hung-sung, Acting Director of Information Technology Services, added that regarding the monitoring mechanism, one important aspect to look at was whether the benefits, such as saving of posts, were actually realised.





5.6	The Committee considered that, as the Director of Audit had pointed out in paragraph 1.22 of its Report that the effectiveness of the PIDR/PIR arrangements was due for review, the Administration when submitting its annual report on computerisation projects to the Finance Branch should provide full information concerning the projects, the cost required, the completion dates, the objectives achieved, the benefits realised and the effectiveness of the computer systems.  In response, the Deputy Secretary for the Treasury (2) said that in the annual report to be submitted to the FC on the progress of implementation of government computerisation projects, actions were put in hand to gradually improve the quality of information and amount of information.





5.7	The Committee noted that of the 43 administrative computer systems approved before 1991-92, there were significant problems in two systems, i.e. the Computerised Land Information System of the Lands Department and the Computerised Customs Control System of the Customs and Excise Department.  The implementation of the first system had been delayed for a significant period while the second system had failed to achieve the expected staff savings.  The Committee showed serious concern for the large number of computer projects which had to be monitored and asked the Administration how it could meet the monitoring demands of the FC.  In reply, the Acting Secretary for the Treasury stated that -



-	the Administration had agreed to adopt the suggestions of the Director of Audit; and

�-	when the Public Accounts Committee (PAC) put forward its recommendations, the Administration would follow them up and would definitely incessantly put forward reports detailing progress.





5.8	Referring to paragraph 1.27 of the Director of Audit’s Report, the Committee asked why in some projects posts were either not deleted in accordance with the projects’ implementation schedules or there were delays in the deletion of posts.  In response, the Acting Director of Information Technology Services said that there were a lot of reasons for not deleting posts, such as delays in the implementation of the projects or new legislation was being introduced which required additional staff.



The Deputy Secretary for the Treasury (2) added that -



-	sometimes there was netting off of posts whereby due to the addition of new responsibilities and the growth of demand in other areas of work, the Administration might well have netted this off and allowed departments to delete only a smaller number of posts; and



-	the Administration would be very careful in not allowing this kind of netting off to occur frequently, as it was important for the Government to set out properly its account for resources.





5.9	In response to the Committee’s urging on the Administration to improve the monitoring mechanism of computerisation projects and to conduct a review on the effectiveness of the PIDR/PIR arrangements as soon as possible, the Acting Secretary for the Treasury said that he had accepted the Director of Audit’s recommendations and, after the Committee had put forward their recommendations, he would take them forward and inform the FC and the Committee about the progress in due course.





5.10	Conclusions and Recommendations.  The Committee -



-	express concern that inadequate information has been provided in the funding submissions on the cost and progress of implementation of computerisation projects, as this is necessary for evaluating the results;



-	recommend that the Secretary for the Treasury should ensure that user departments set quantitative productivity and performance indicators to justify their computerisation projects and include such indicators in the funding submissions so as to facilitate subsequent evaluation of the achievement of the intended benefits;



-	recommend that the Secretary for the Treasury should advise user departments to include the project implementation schedules in the funding submissions for all computerisation projects;



-	recommend that the Secretary for the Treasury should issue guidelines to user departments to ensure that post-implementation departmental returns are completed in a consistent manner;



-	recommend that the Secretary for the Treasury should incorporate the scheduled implementation/completion dates of the projects, the progress of the projects to date and any revisions to the original implementation schedule by revising the current:



(i)	quarterly returns submitted by controlling officers to the Director of Information Technology Services for necessary analysis at quarterly Computer Strategy Group meetings; and



(ii)	annual progress reports on the implementation of computerisation projects submitted by the Secretary for the Treasury to the Finance Committee;



-	note that the monitoring mechanism only covers the computer systems approved after 1991-92;



-	recommend that the Secretary for the Treasury should extend the monitoring mechanism to cover those computer systems approved before 1991-92 but were completed in 1995 or are still being developed;



-	recommend that a review system similar  to the post-implementation departmental return/post-implementation review arrangements for administrative computer systems should be introduced for non-administrative computer systems;



-	consider that the review of the post-implementation departmental return/post-implementation review arrangements is now overdue;



-	recommend that a review be carried out as soon as possible; and



-	wish to be kept informed of the results of the review to be conducted by the Secretary for the Treasury.



�5.11	The Committee were mainly concerned with the following three issues raised by the Director of Audit in his Report relating to the provision of additional office and Commercially Important Persons (CIP) accommodation at the Kai Tak Airport:



-	three capital works projects did not follow the normal funding arrangements for Government capital works projects, thus bypassing the mechanism of  financial control and proper accounting of the Government and circumventing the necessary legislative control.  One of the three projects, in particular, was in breach of the provisions of the Public Finance Ordinance (PFO);



-	the granting of rent-free period to nine members of the Airline Operators Committee (AOC) for fitting-out works of the CIP accommodation project, which was a departure from the Civil Aviation Department’s (CAD)  policy that no rent-free period should be granted to its tenants for fitting-out works for office and CIP accommodation at the Kai Tak Airport.  It was estimated that the revenue forgone for this rent-free concession amounted to over $3 million; and



-	non-compliance with safety standards for the Staff Common Room project due to the lack of adequate project administration by the CAD.





5.12	Between March 1991 and October 1992, the CAD accepted three proposals put forward by Cathay Pacific Airlines Limited (hereinafter referred to as “the Airline”) to design and build, initially at the Airline’s own expenses, the Airline’s First Class Lounge, the Airline’s Staff Common Room and the CIP accommodation for the AOC members.  Upon completion of the works, the Government agreed to repay the Airline by offsetting the costs of construction plus interest against the monthly rent of the accommodation due from the Airline.  Responding to the Committee’s enquiry as to why the three capital works projects did not follow the normal funding arrangements for Government capital works projects, Mr Alan LAI Nin, Acting Secretary for the Treasury, said that -



-	under the PFO, the Financial Secretary (and also the Secretary for the Treasury) had the power to decide what constituted a public works project;



-	only under exceptional circumstances would a decision be made not to treat a capital works project as a public works project;



	-	in this particular case, given the unique circumstance of the limited life of the Kai Tak Airport, it was considered necessary that the projects be � 	completed as early as possible.  If the projects were to go through the Government’s resource allocation exercise and the Public Works Programme (PWP), it would take longer time to complete the projects; and



-	all three projects had undergone internal vetting by the Finance Branch (FB) before approval was given for them to be built outside the normal funding arrangements for capital works projects.



Mrs Carrie LAM CHENG Yuet-ngor, Deputy Secretary for the Treasury (3), added that -



-	the Administration never had the intention of bypassing the normal capital works funding procedures;



-	this was evidenced by the fact that when the Finance Committee (FC) considered in December 1989 a public works project funding proposal to build 3,500 square metres of office accommodation and 1,630 square metres of CIP accommodation at the Kai Tak Airport, it was informed that the remaining shortfall in accommodation would likely be met by another public works project at a later date;



  -	although the main reason for fast-tracking the three projects was to meet the accommodation need at the Kai Tak Airport at an earlier date so as to improve passenger services, the financial benefits which could be reaped from such arrangement should not be ignored; 



-	the Administration’s study had revealed that if the project for building the CIP accommodation for the AOC members had followed the PWP procedures, there would have been a “loss” of $5 million to the Government because the completion of the project would have been delayed by one year, whereas the special financial arrangement would yield a revenue of $2.8 million at 1993 prices; and



 -	she accepted the criticism made in Director of Audit’s Report that, by circumventing the established financial and legislative controls, this showed a lack of public accountability on the part of the Government.





5.13	The Committee were of the view that the Government should have handled the evaluation and eventual approval of the three projects in a more appropriate manner in order to avoid public criticism about the Administration giving special treatment to any airline.  In reply, the Acting Secretary for the Treasury said that -

		

-	with hindsight, the Government should have handled this issue in a more suitable manner; and



-	although the proposals put forward by the Airline were in the main advantageous to the Government, he agreed that accountability to the public should have been taken into account in this incident.





5.14		Referring to paragraph 2.10 of the Director of Audit’s Report, the Committee observed that when the FB considered the CAD’s request for an agreement in principle to proceed with the project of building the Airline’s First Class Lounge in September 1990, a number of arguments against the proposal were put up.   At the invitation of the Committee to explain why the Government had considered that, on balance, a compromise was needed to approve the special funding arrangements proposed by the Airline, the Deputy Secretary for the Treasury (3) said that -



-	firstly, on the control of government expenditure, the Government had all along steadfastly adhered to the established mechanism of financial control and proper accounting.  Only under very exceptional circumstances would the Government deviate from the normal funding arrangements for government capital works projects; 



-	secondly, on the hypothecation of revenue, the Government’s stance against it was unquestioned.  The Government would never redirect any part of the Government’s general revenue to a particular use unless there was statutory approval for it to do so, as in the case of the Lotteries Fund whereby moneys received from Mark Six were allocated for social welfare purpose; 



-	thirdly, on the need for tendering, the FB was aware of the potential criticism that the Airline would be able to enjoy the use of additional accommodation without having to go through any competitive process; and



-	to address such concern, the Director of Civil Aviation had been requested to ensure that other airline operators would not, as a result of this special arrangement with the Airline, ask for similar arrangements, and that the Government would not get undue pressure from the airline operators seeking additional accommodation at the Kai Tak Airport.

		

Mr Albert LAM Kwong-yu, Acting Director of Civil Aviation, added that -



-	the CAD had a set of guidelines on the allocation of space  to airline operators and their subsidiaries;



-	when space became available, all airline operators and their subsidiaries would be invited to submit their applications for space;



-	in view of the shortage of accommodation at the Kai Tak Airport, the CAD would investigate the passenger volume handled by all applicants in order to ascertain whether their business warranted additional space, before determining which applicant should be allocated the space.  The purpose of this arrangement was to prevent airline operators not having an appropriate level of passenger volume from getting unjustifiable additional space; and



-	the tendering process for space had been examined and approved by the Independent Commission Against Corruption.  





5.15	The Committee noted that while the Airline’s First Class Lounge and Staff Common Room projects might not have been in breach of section 4 of the PFO, which stipulated that “no expenditure shall be charged on the general revenue except as provided by or under this Ordinance or any other enactment”, the CIP accommodation project for the nine AOC members obviously was.  This was because, in the latter project, the agreement had included forgoing of the rental revenue in respect of all accommodation, including the existing accommodation which was money already raised by virtue of the existing tenancy agreement.  The Committee enquired as to whether the Administration considered that it had indeed flouted the law and, if so, who should be held responsible for the consequences of such action.  In reply, the Acting Secretary for the Treasury said that - 



-	the funding arrangement for the CIP accommodation project for the AOC members was in breach of section 4 of the PFO,  but it was only a technical breach of the legislation;



-	he agreed that the Government’s handling of this project was wrong and lessons had already been learnt from it;



-	in future, more caution would be exercised to ensure that similar mistakes would not recur;



-	to prevent irregularities, the financial circular on capital works programme currently in force would be updated and revised to remind policy branches and departments of the need to comply with the provisions of the PFO when considering any alternative funding arrangements for new capital works projects; 



-	there was no deliberate flouting of the law on the part of the staff concerned, as they were simply adopting the earlier special funding arrangements for the Airline’s First Class Lounge and Staff Common Room projects, which were not regarded as public works items; and



-	as such, the responsibility for the mistake should be borne by the FB instead of by any individual staff member. 





5.16	The Committee were concerned that the contents of the revised financial circular might still give undue flexibility to policy branches and departments in complying with the provisions of the PFO and enquired whether the FC would be consulted on the revised financial circular before promulgation.  The Acting Secretary for the Treasury replied that - 



-	the FB would not issue any guidelines which would allow breaching of the law; and 



-	the views expressed by the Committee would be taken into account when revising the financial circular. 

	   



5.17	The Committee appreciated that the Administration should not be tied down completely by rigid rules and procedures with no room for exercising common sense and good judgement when the circumstances so required.  On the other hand, checks and balances should be put in place to ensure that public accountability would not be compromised.  The Committee asked what actions the Administration would take to ensure that when exercising flexibility,  public interest could still be served.  The Committee also asked whether there were other alternative means to expedite the normal funding procedures for public works projects, without circumventing legislative control over public finance and undermining public accountability.  In reply, the Acting Secretary for the Treasury said that -



-	in dealing with cases which required common sense, flexibility and good judgement, the rule to be observed was that the action or decision should be taken in the public interest and that there should be no deliberate violation of the law;



-	civil servants were required to record the whole decision-making process on file when exercising their flexibility in dealing with cases which justified deviation from the normal rules, so as to protect the public interest;

 

-	to ensure public accountability, consideration was being given to keeping the Legislative Council informed of any deviations from the normal capital works funding procedures; 



-	despite all these measures, there was no guarantee that problems would not occur in the future; and



-	these special funding arrangements were not likely to apply in other cases as the decisions were taken in response to a very unique situation at the Kai Tak Airport.





5.18	The Committee asked whether the Administration would inform the FC in future of any special funding arrangements for capital works projects which were not treated as public works items.  In reply, the Acting Secretary for the Treasury said that -



-	for cases similar to the Airline’s First Class Lounge and Staff Common Room projects, he did not consider it necessary to submit a paper to the FC as these projects were not public works projects and therefore did not require the approval of the FC;



-	however, to ensure public accountability, he agreed that special funding arrangements for capital works projects should be brought to the attention of the Legislative Council before commencement of works,  possibly through the relevant Panels or by setting up of a special committee to study the projects, if deemed necessary; and



-	for cases similar to the CIP accommodation project for the AOC members, he agreed that the approval of the FC should be obtained.

		



5.19	Subsequent to the public hearing, the Secretary for the Treasury provided the Committee with a reply (Appendix 6) on alternative arrangements which could speed up well-defined, urgent and special capital works projects without circumventing legislative control over public finance and undermining public accountability, with further elaboration on the plan to revise the financial circular.  He also provided the legal advice (Appendix 7) sought by the Director of Audit on whether the funding of the three capital works projects by offsetting against revenue was in contravention of the provisions of the PFO.





5.20	In respect of paragraph 2.37 of the Director of Audit’s Report, the Committee noted that, by acceding to the nine AOC members’ request for a rent-free period, the CAD had not adhered to its departmental policy that no rent-free period should be granted to its tenants for fitting-out works for office and CIP accommodation at the Kai Tak Airport.  When asked for the reasons for such an inconsistency in the application of the policy, the Acting Director of Civil Aviation said that -



-	under normal circumstances, rent-free periods would not be granted in regard to office and CIP accommodation but the CAD would consider each individual case on its own merits;



-	in deciding whether or not to grant a rent-free period to the AOC members for their fitting-out works, the CAD had considered the following factors -



(i)	all the airlines were in fact required by the CAD to move to the new CIP accommodation as their existing CIP lounges had to be repossessed by the CAD to make way for the expansion of passenger processing facilities;

		

(ii)	due to the repossession of space by the CAD, the airlines suffered financial losses as they had to vacate their existing CIP accommodation after using it for about three years, having spent millions of dollars on fitting-out works.  They had to re-invest a huge sum of money in decorating the new CIP accommodation as well as bearing the removal costs; and



(iii)	the conditions of the building at the time of handing over to the airlines were far from suitable for use as a Lounge for First Class Passengers;



-	as the CAD did not have the experience in handling tenants’ request for a rent-free period, it had consulted the Government Property Administrator who had advised that as there was no standard guideline or policy on the granting of rent-free periods, it was thus a matter of obtaining the best possible deal in the circumstances of a particular case; 



-	given that there were merits in the airlines’ request and having regard to the GPA’s reply, the CAD finally decided to grant the airlines a four-week rent-free period for fitting-out works; and



-	he assured the Committee that this case would not set a precedent for tenants to follow in future.





5.21	The Committee enquired as to whether the Administration would consider devising a standard guideline or policy on granting rent concession, having regard to the fact that many government departments and public bodies, such as the Housing Departments and the two Municipal Councils, had the authority to enter into rental agreements with tenants.  In reply, the Acting Secretary for the Treasury said that -



-	at present, there was no standard guideline or policy on granting rent concession; and



-	he agreed to give further thought to the suggestion.





5.22	At the invitation of the Committee, the Director of Civil Aviation provided after the public hearing further explanation (Appendix 8) for granting a rent-free period to members of the AOC.





5.23	The Committee questioned why the CAD handed over the site for the Staff Common Room project to the Airline for works to commence before obtaining the Buildings Ordinance Office (BOO)’s approval of the Airline’s proposed building plans.  This had resulted in the users of the Staff Common Room being deprived of a proper fire escape for about ten months.   In reply, the Acting Director of Civil Aviation said that -



-	the reason for handing over the site to the Airline for commencement of works before obtaining the BOO’s approval was because of the need to meet the tight time schedule for completing the project;



-	at that time, the CAD had not considered the provision of a proper fire escape to be a matter which warranted immediate handling, but eventually it had required the Airline to provide an additional fire escape to meet the safety standards; and



-	he agreed that the CAD should have obtained the appropriate approval for the proposed building plans before commencement of works.





5.24	Conclusions and Recommendations.  The Committee -



-	express grave concern that the three capital works projects at the Kai Tak Airport had bypassed the Government’s resource allocation exercise and the Public Works Programme and that the approval of the Finance Committee had not obtained;



-	consider it imperative that although in very exceptional circumstances branches and departments may exercise flexibility in fast-tracking the normal procedures for well-defined, urgent and special capital works projects, they must still obtain the approval of the Finance Committee before commencement of works so as to uphold the legislative control of public finance and public accountability;



-	recommend that the Finance Branch should issue clear administrative guidelines to branches and departments to draw their attention to the need to adhere to the established Finance Committee procedures and to fully comply with the statutory requirements of the Public Finance Ordinance;



-	express concern that the disputes over the rental area of the First Class Lounge arose mainly from the lack of a written agreement with concise terms;



-	recommend that, in future, all the basic terms of agreements should be covered in the initial negotiation process and that project agreements including all necessary details should be formally entered into prior to the commencement of works;



-	express concern that the Civil Aviation Department had:



(i)	handed over the Staff Common Room site to the Airline before obtaining the Buildings Ordinance Office’s approval notwithstanding that the statutory safety requirements had not been complied with; and



(ii)	granted a rent-free period to the tenants of the Commercially Important Persons accommodation for the Airline Operators Committee without adequate justification;



-	consider it inappropriate in the circumstances for the Civil Aviation Department to have entered into special agreements with the Airline which may give rise to criticism by the public that special treatments have been given;



-	recommend that the Civil Aviation Department should improve its project administration procedures to ensure necessary compliance with statutory safety standards in future works projects; and



-	urge that the Civil Aviation Department should strictly follow its established departmental rental policy.



�5.25	The Committee were concerned with two major issues raised by the Director of Audit in his Report regarding monitoring the sale and supply of controlled drugs.  The issues were:



-	the manpower planning of pharmacist inspectors in the Department of Health (DH) needed to be reviewed in order to achieve the planned frequency of at least two inspections a year for each licensed premises engaged in the sale and supply of controlled drugs; and



-	there was scope for improvement in the methodology and procedures for conducting inspections of premises engaged in the sale and supply of controlled drugs.  





5.26	According to paragraph 3.10 of the Director of Audit’s Report, it was revealed that, despite the recommendation by the Working Party on Psychotropic Substances in 1984 that the provision of additional staff to the DH should be made in order to conduct more frequent inspections of those premises engaged in the pharmaceutical trade, the average frequency of routine inspections of licensed premises dropped from more than twice a year in 1985 to about once a year in 1994.  Moreover, according to paragraph 3.12 of the Report, although the Forward Action Plan announced by the Governor following the Summit Meeting on Drugs held in March 1995 had included a target to increase the frequency of inspections from 1.25 inspections a year to about 1.6 inspections a year for each licensed premises, this frequency of inspection still fell short of the planned frequency of at least two inspections a year.  The Committee enquired whether the shortfall in the frequency of inspections had contributed to the easy accessibility of soft drugs through retail outlets, which was one of the causes of the growing problem of soft drug abuse among young people.  In reply, Dr Margaret CHAN FUNG Fu-chun, Director of Health, said that -



-	the problem of drug abuse was a very complicated issue which involved a lot of contributing factors;



-	to put the burden of blame for the growing problem of drug abuse on the reduction in the frequency of inspections would be unfair, as monitoring the sale and supply of controlled drugs was but one of the means used to combat the drug abuse problem;



-	the decline in the average number of inspections conducted by each pharmacist inspector in recent years had been due to the increasing complexity in the inspections, as evidenced by the following:

�(i)	increase in the number of licensed premises by 11% from 4,800 in 1985 to 5,375 in 1995;



(ii)	more stringent legislation on the sale and supply of controlled drugs;



(iii)	increase in the number of test purchases of controlled drugs carried out at retail outlets, from 105 in 1991 to 8,049 in 1995;



(iv)	increase in the number of inspections carried out at the unlicensed premises of medicine dealers such as medical stores, herbal shops, godowns and domestic flats, from 807 in 1991 to 2,233 in 1994;



(v)	increased participation in joint operations with the Police and the Customs and Excise Department.  These joint operations not only involved provision of expertise on-site, but also follow-up professional advice and assistance right up to prosecution (e.g. attendance in court) and subsequent disciplinary hearings; and



(vi)	the inspections of the premises of private medical practitioners, which had been implemented since 1991 and required a great deal of planning, liaison and co-ordination work; and



-	the increased complexity in the inspections invariably led to an increase in the number of prosecutions, thus entailing more work for the available manpower resources.





 5.27	Referring to paragraph 3.56 of the Director of Audit’s Report, the Committee noted that the Director of Health had agreed to review the existing manpower planning standards having regard to the changes in circumstances in recent years, and enquired when this review would be completed.  In response the Director of  Health said that -



-	a review on the manpower planning for pharmacist inspectors would soon be implemented and was expected to be completed within two to three months; 



-	bearing in mind the increased complexity of the inspections, consideration would also be given to ascertaining whether each of the seven categories of licensed premises engaged in the sale and supply of drugs warranted at least two inspections a year, so as to ensure cost-effectiveness in the inspection exercise; and



-	additional manpower was likely to be required, having regard to the increasing complexity of the law enforcement work. 





5.28	The Committee questioned why private medical practitioners were exempted from routine inspections, despite their being a major channel of supply of controlled drugs to end-users and recent reports on the improper supply of controlled drugs to patients by some private medical practitioners.  The Committee also asked whether the Director of Health was empowered by law to require private medical practitioners to submit quarterly report recording the supply of controlled drugs to patients to the DH.   In response, the Director of Health explained that -



-	all medical practitioners, in particular those in private practice, were subject to the monitoring and inspections by the DH;



-	given that the number of medical practitioners (some 7,700 in total with around 4,000-5,000 in private practice) and in view of the fact that only about 20 of those in private practice were alleged to have been engaged in the improper supply of drugs, it was considered not cost-effective to conduct at least two inspections on each one of them;



-	the present strategy of conducting surprise inspections on those medical practitioners with high utilisation of controlled drugs and of acting upon complaints reported  by the public, the Police, the Social Welfare Department and other social works agencies was considered appropriate;



-	to further help in deterring improper supply of drugs by medical practitioners, the Medical Council of Hong Kong had recently promulgated a set of self-regulatory guidelines on the proper prescription and dispensing of dangerous drugs; and

	

-	the Dangerous Drugs Ordinance empowered her to require all medical practitioners to submit any relevant information for scrutiny upon request.





5.29	In reply to the Committee’s enquiry as to how the malpractice and illegal sale of drugs could be detected and deterred under the aforesaid guidelines, the Director of Health said that -



-	the guidelines should serve as a useful guide as to what were the proper and good clinical practices in the prescription of controlled drugs; 



-	in the past, there were occasions where it was not possible to prosecute and/or discipline those private medical practitioners who abused the system because of unclear definitions on what constituted proper and good clinical practices in the prescription of controlled drugs.  It was hoped that such incidents would not recur with the adoption of the guidelines; 



-	she should be given one to two years’ time to gather evidence to see if the guidelines had deterrent effect on improper supply of drugs; and



-	the DH would monitor closely the effectiveness of the measures taken by the Medical Council of Hong Kong for deterring malpractice and illegal supply of drugs by private medical practitioners and, if the measures proved to be ineffective, different approaches would be considered. 

 	

Subsequent to the public hearing, the Committee invited the Medical Council of Hong Kong to provide details on the recently adopted self-regulatory guidelines for the registered medical practitioners.  The reply is given in Appendix 9.





5.30	According to paragraph 3.41 of the Director of Audit’s Report, the Committee observed that licensed premises were selected systematically for inspection mainly based on the date of the last visit, and therefore it was not difficult for these licence holders to anticipate the timing of an inspection.   The Committee enquired whether the DH would, in order to increase the deterrent effect and to encourage compliance with the law, consider the Director of Audit’s recommendation, stated in paragraph 3.42 of his Report, that the present routine inspection be supplemented by a system of surprise inspections based on a random selection of premises.  In response, the Director of Health said that -



-	routine inspections were invariably carried out without prior notice to the licensees.  As such, there was already a surprise element in them.  Moreover, the licensees did not know how the DH operated the inspection system.  It would not be possible for them to make any accurate guess; 	



-	the surprise element was most distinct in the inspections of private medical practitioners, as staff involved in the exercise would only be briefed nearer the intended date and time of inspections; and



-	notwithstanding the above, she agreed to consider introducing a random element into the selection of premises for inspection.  The detailed arrangements would need to be worked out carefully, taking into account the manpower implications.



5.31	In order to expedite surprise inspections based upon a random selection of premises, the Committee invited the Director of Audit to comment on whether random samples of licensed premises could be manually-generated, without having to wait for the development of a computer programme to do the job.  The Committee also asked whether, to increase effectiveness, selection of licensed premises for surprise inspections should not be done totally at random and whether premises with poor records should be selected for inspection at more frequent intervals.   In reply, Mr Dominic CHAN Yin-tat, Director of Audit, said that - 



-	selection of licensed premises at random could be done manually; and 



-	an element of judgement should be included in the selection of licensed premises for surprise inspections, where appropriate. 





5.32	In view of the Director of Audit’s aforesaid reply, the Committee asked why surprise inspections based upon a random selection could not be implemented as soon as possible.  In response, the Director of Health said that -

		

-	it was important to wait for the outcome of the review of the manpower planning for pharmacist inspectors;



-	in fact, surprise inspections had been conducted on the authorised sellers of poisons.  This was evidenced by the fact that in 1995 an average of 3.3 inspections were carried out on these licence holders;



-	subject to the outcome of the review and manpower resources permitting, it would be possible to conduct surprise inspections on the remaining six categories of licensed premises; and



-	random samples of licensed premises could be manually-generated.



	

5.33	The Committee enquired whether the DH kept track of the whole process of transactions of controlled drugs from importers, wholesalers, distributors, to retailers as well as medical practitioners, so that the suppliers and recipients of controlled drugs could be traced and identified at any point.  In reply, the Director of Health said that the DH had all the requisite information to trace the whereabouts of the controlled drugs.





5.34	Following up on the Director of Health’s reply, the Committee questioned why then some of the controlled drugs could eventually find their way into unlicensed premises as evidenced by the fact that out of 8,049 test purchases carried out at retail outlets in 1995, 290 attempts were successful in detecting illegal sale of controlled drugs.  In response, the Director of Health said that -



-	the purpose of carrying out test purchases at unlicensed premises was to ensure that they did not sell controlled drugs;



-	authorised sellers of poisons were under stringent monitoring and control by the DH and they were also subjected to test purchases;

	

-	it was not possible for soft drugs such as flunitrazepam and triazolam to be sold in unlicensed premises such as the supermarkets, having regard to the fact that the DH had full knowledge of the whereabouts of these drugs;

	

-	it was not likely that the licence holders under the monitoring by the DH would attempt to break the law, as they could face life imprisonment or a fine of up to several million dollars if successfully prosecuted;



-	according to the information provided by the Police, the outlets which sold controlled drugs were in fact places such as amusement game centres, which were outside the jurisdiction of the DH.  Furthermore, according to a survey report published in 1993 by the Narcotics Division of the Security Branch,  some 60% of the youngsters said that they got the drugs from their friends and some 20% of them said they got them from retailers;



-	the reason why controlled drugs were available in retail outlets such as the amusement game centres could only be explained by the fact that they were illegally imported into Hong Kong; and



-	as the DH was only responsible for monitoring the sale and supply of controlled drugs which were legally imported into Hong Kong, controlled drugs which made their way into Hong Kong illegally were therefore outside its control. 



Subsequent to the public hearing, the Director of Health provided the Committee with a reply vide Appendix 10 stating that the Administration had proposed amendment to the Dangerous Drugs Regulations to tighten the control on the record-keeping of dangerous drugs.  The proposed amendments were tabled at the Legislative Council sitting on 22 May 1996.





5.35	The Committee asked whether the Director of Health would consider the Director of Audit’s recommendation, as set out in paragraph 3.54 of his Report, that when inspecting pharmaceutical manufacturers or wholesalers, the pharmacist inspectors should arrange follow-up visits to the recipients and that letters should be sent on a selective basis requesting confirmation from the recipients of controlled drugs.  In response, the Director of Health said that she would take these recommendations into consideration when reviewing the manpower requirement of pharmacist inspectors.





5.36	Conclusions and Recommendations.  The Committee -



Frequency of inspections



-	express concern that the abuse of psychotropic substances among young people is a growing problem in Hong Kong and that one of the causes of the problem is the easy accessibility of psychotropic drugs through retail outlets and some medical practitioners;



-	express concern and dissatisfaction that, despite the recommendation made by the Working Party on Psychotropic Substances in 1984 to conduct more frequent inspections of premises engaged in the pharmaceutical trade and the planned frequency of at least two inspections a year established in 1989, the average frequency of inspections of licensed premises dropped from more than twice a year in 1985 to about once a year in 1994; 



-	express concern and dissatisfaction that, because of the increasing complexity of law enforcement work, the output of pharmacist inspectors has fallen short of the planning standard of 880 inspections a year for each pharmacist inspector, and that the Department of Health has failed to achieve the planned frequency of at least two inspections a year for each licensed premises;



-	welcome the Director of Health’s acceptance of the audit recommendation to review the manpower planning for pharmacist inspectors;



-	urge that the review be completed as soon as possible and wish to be kept informed of the outcome of the review;



Methodology and procedures of inspections



-	welcome the Director of Health’s acceptance of the audit recommendation to supplement the present routine inspections of licensed premises with surprise inspections based upon a random selection of premises;



-	recommend that the Director of Health should conduct surprise inspections of the clinics of private medical practitioners to supplement the present strategy of acting upon complaints lodged and focusing attention only on those medical practitioners with known record of high utilisation of controlled drugs;



     -	note the assurance given by the Director of Health that the Medical Council of Hong Kong (the Medical Council) has recently issued a set of “Guidelines on the proper prescription and dispensing of dangerous drugs by registered medical practitioners” which aims to step up self-regulation for the medical profession against malpractice and illegal sale of drugs;



-	recommend that the Director of Health should, in conjunction with the Medical Council, devise a set of quantitative criteria for measuring the effectiveness of the guidelines and consider increasing inspections on private medical practitioners if the measures adopted by the Council prove to be ineffective;



-  	express concern and dissatisfaction that no routine inspections have been conducted on importers and exporters of pharmaceutical products other than controlled drugs, which is a departure from the established policy of conducting at least two inspections a year on each licensed premises;



-	recommend that the Director of  Health should review the reasons for the departure from the established policy to see if such a departure is justified;  



-	express concern that the existing file bring-up arrangement for the selection of licensed premises for routine inspections is prone to errors resulting in some licensed premises not being inspected for a long period of time;



-	welcome the assurance given by the Director of Health that action would be expedited to computerise the index card system and to improve the periodic bring-up arrangement for routine inspections of licensed premises;



-	express concern that there is a risk under the present inspection procedures that controlled drugs recorded as sales to authorised recipients are in fact sold illegally to other unauthorised persons; and



-	recommend that the Department of Health should follow through transactions selected randomly by:



(i)	selecting samples of sales of controlled drugs and arranging follow-up visits to the recipients (e.g. authorised sellers of poisons, hospitals and private medical practitioners);



(ii)	giving particular weight to repeated offenders in the sample selection under (i) above; and



(iii)	sending letters requesting confirmation from the recipients on a selective basis.





�5.37	In an audit review of non-departmental quarters (NDQs) owned or leased by the Government for the residence of officers who are eligible for quarters by their terms of service and for whom departmental quarters (DQs) are not provided, the Director of Audit observed that the number of vacant NDQs had remained at a high level since 1992 despite actions taken by the Government to dispose of surplus NDQs.  In 1995, there were 175 vacant NDQs and, according to Civil Service Branch (CSB)’s estimation, the number of vacant NDQs would continue to increase because of further decrease in demand for NDQs mainly because of officers joining the Home Financing Scheme (HFS) and that there would be 456 surplus NDQs by July 1997.  The Director of Audit estimated that the annual rental of these surplus NDQs was $271 million.





5.38	The Committee asked the Administration to explain its strategy for disposing of surplus NDQs and assess whether such strategy had been fully effective in reducing the number of surplus NDQs.  Mr LAM Woon-kwong, Secretary for the Civil Service, said that -



-	the Administration fully supported the idea that resources should be well used and the Government had adopted a proactive approach in tackling surplus NDQs;



-	the Government had already deleased 700 flats and saved $420 million and in the past five year, revenue of $5.2 billion was generated by disposal of some sites;



-	a plan had been put in place for the coming five years to lease out vacant NDQs and to selectively sell some of the sites; and



-	the Government had succeeded in obtaining quite a lot of savings for the public in the past and the work would continue in the future.





5.39	Mr Alan LAI Nin, Acting Secretary for the Treasury, added that -



-	it was expected that over the next thirty years the demand for NDQs would go down to nought because the eligibility would cease with the implementation of the new HFS in 1990;



-	the Government would replace leased NDQs with owned properties where possible;

�-	the Government’s strategy was to dispose of the properties either as they were or to dispose of the sites on which the properties stood; and



-	there would be opportunities for leasing the surplus NDQs as an interim measure while the Government was gradually running down its stock of NDQs to zero.





5.40	Mr Ian WOTHERSPOON, Government Property Administrator, supplemented that -



-	the Government was not a commercial organisation but it could lease out some of the NDQs as a temporary measure, pending either disposal of the sites or sale of individual units;



-	due regard had to be given to the age and state of maintenance of the properties;



-	usually the Government would not sell units which were on fully developed sites and which were quite modern but would tend to get rid of older sites which were probably of higher value and where the units on them were expensive to maintain;



-	in the interim, the Government could resort to leasing out units to the private sector; and



-	market forces had a great impact on the Government’s plans and actions.





5.41	In reply to the Committee’s enquiry about what actions the Government had taken to persuade civil servants to move out of NDQs located on prime sites so that the sites could be sold to generate revenue for the Government, the Secretary for the Civil Service said that-



-	the Government was considering various options to induce civil servants to vacate NDQs;



-	senior civil servants, in particular policy secretaries, had been persuaded to purchase their own homes;



-	staff associations had been briefed on the Government’s intention to run down the stock of NDQs.  The Civil Service Branch had consulted them on what premises to retain and what premises to vacate and an on-going dialogue had been maintained with them on the issue of NDQs; and



-	as an Administration, the morale of the civil service had to be taken into account as there should not be a perception that the Government was evicting civil servants from their existing NDQs purely for the purpose of selling the land.  The Government had to strike a balance between the needs of staff and the necessity to make savings, and so the Administration was proceeding in a very cautious and prudent manner.





5.42	The Committee noted that in December 1986, the then Secretary for Administrative Services and Information and the Secretary for the Civil Service had agreed that 50 NDQs should be set aside as a buffer stock to meet the demand arising from the following circumstances;



-	time lag between renovation and occupation of NDQs;



-	sudden demand for NDQs arising from arrival of expatriate officers;



-	sudden demand for NDQs from eligible officers not residing in NDQs; and

		

-	expatriate officers moving out of service flats after settling down in Hong Kong.



The number of NDQs required to be used as the buffer stock was reduced to 30 in March 1990.





5.43	The Committee considered that as circumstances had changed with the introduction of the new housing schemes and as the number of officers moving out of NDQs was much greater than that moving in, the need for a buffer stock of 30 NDQs was questionable.  The Committee considered that the Civil Service Branch should look into the need for, and the level of, such a buffer stock.





5.44	The Committee also noticed that as mentioned in paragraphs 4.43 to 4.48 of the Director of Audit’s Report, it had been decided in August 1992 that 80 Senior Staff Quarters of the former Hospital Services Department at 122 Pokfulam Road would be returned to the Government Property Agency for designation as NDQs.  However, due to the delay in carrying out the necessary refurbishment and additional works on the communal areas, the works were not completed until April 1995.  The Committee considered that it was essential that all government properties should be put to economic use as far as possible and that prompt action should have been taken to restore the property at 122 Pokfulam Road to a serviceable state.





5.45	Referring to paragraphs 4.24 and 4.25 of the Director of Audit’s Report, the Committee asked why in September 1993, the Civil Service Branch and the Government Property Agency had decided to discontinue the sale of government-owned flats with separate title deeds.  In reply, the Government Property Administrator said that -



-	the reason for stopping the sale of individual units was that in the early 1990s’, the Government considered that it made more sense in value terms to get rid of expensive leased units in which many civil servants were living; and



-	all but ten such expensive leased units were deleased, resulting in a recurrent saving of about $750 million a year.





5.46	In response to the Committee’s questions on the Government’s future actions to dispose of surplus NDQs, the Secretary for the Civil Service said that-



-	a Working Group chaired by the Deputy Secretary for the Civil Service had been set up in November 1995 with the specific aim of tackling the issue of surplus NDQs.  The Working Group comprised senior members from the Finance Branch of the Government Secretariat, the Government Property Agency, and the Planning, Environment and Lands Branch of the Government Secretariat, the Planning Department and the Lands Department.  It was expected to have an on-going remit to monitor the demand for NDQs and to oversee the disposal programme.  The Working Group had produced a forecast of demand for NDQs and a projection on the likely surplus and had already agreed on interim arrangements to tackle the immediate problem.  The Working Group’s projection on the likely surplus was based on a number of assumptions which would have to be refined as the picture emerged.  The Working Group had estimated that, if nothing was done to dispose of quarters, there would be some 450 surplus NDQs by July 1997; and



-	a five-year plan would soon be developed for the disposal of surplus units and the Legislative Council would be informed of the plan.

5.47	The Government Property Administrator added that -



-	the Working Group was looking at the feasibility of appointing sales agents to handle the leasing out of NDQs that were surplus to requirement;



-	detailed proposals were being developed covering short-term arrangements, selling of individual units, and then following that up with the disposal of very valuable, under-utilised sites; and



-	if the Administration decided to lease out units, it would do so on sites which were not going to be redeveloped within the period of the lease.





5.48	The Acting Secretary for the Treasury said that -



-	the Working Group had looked at every single NDQ site and had targeted suitable sites for disposal in the first five years; and



-	the programme would roll on each year, forecasting five years ahead.





5.49	Subsequent to the public hearing, the Secretary for the Civil Service provided  to the Committee vide Appendix 11 with a proposed Five-year Disposal Programme of NDQs.





5.50	Conclusions and Recommendations.  The Committee-



-	express serious concern that a significant number of non-departmental quarters have remained vacant for considerable periods of time since 1992;



-	consider that selling of surplus non-departmental quarters and non-departmental quarters sites to generate revenue should be the ultimate objective of the Administration as the Government is not supposed to function as a landlord or agent for leasing properties;



-	recognise the sale of sites on which quarters are situated is required to be included in the Land Sales Programme and the use of this method to reduce the number of surplus non-departmental quarters is not completely under the control of the Government Property Agency and the Civil Service Branch;



-	express the view that, after the introduction of the new housing assistance schemes for civil servants in October 1990, the Government has not seriously considered the feasibility of leasing out non-departmental quarters as an interim measure in order to make economic use of the surplus non-departmental quarters pending sale;



-	recommend that communication between the Government Property Agency and the Civil Service Branch should be enhanced and upgraded to a senior management level to ensure that early agreement is reached on appropriate actions to be taken to address the problem of surplus non-departmental quarters;



-	find it unacceptable that the Administration will need thirty years to completely dispose of all the non-departmental quarters;



-	welcome that a Working Group chaired by the Deputy Secretary for the Civil Service was set up in November 1995 with the specific aim of tackling the issue of surplus non-departmental quarters;



-	recommend that the Working Group should consider:



(i)	the leasing out option as a viable interim measure to put these valuable assets to economic use;



(ii)	taking prompt action to review the need for keeping an unjustifiable high level of buffer stock of non-departmental quarters;



(iii)	practical ways to dispose of all the non-departmental quarters within a reasonable specified time-frame; and



(iv)	issuing practical guidelines for the Government Property Administrator to ensure that quarters which require repair and refurbishment works are promptly restored to a serviceable state; and



-	wish to be kept informed of the progress of the Working Group.





�5.51	In examining the Director of Audit’s Report on the control and enforcement of conditions of stay by the Immigration Department, the Committee’s main concern was on individual Two-way Permit holders (TWPHs) staying beyond their limits of stay in Hong Kong and their taking up illegal employment while overstaying. 	





5.52	Referring to paragraphs 5.22 and 5.32 of the Director of Audit’s Report which revealed that the number of individual TWPHs visiting Hong Kong had increased eight and a half times, from 30,738 in 1983 to 260,313 in 1995, and that it was anticipated that the number of TWPHs who would arrive in Hong Kong in the coming years would increase, the Committee enquired whether there was a ceiling on the daily quota and whether such quota was solely determined by the Chinese authorities.  The Committee also asked what the current daily quota of Two-way Permits (TWPs) was.   In response, Mr Laurence LEUNG Ming-yin, Director of Immigration, said that -



-	the Hong Kong Government maintained close liaison with the Chinese authorities on all matters pertaining to the control and enforcement of conditions of stay of the mainlanders;



-	under an agreement between Hong Kong and China, residents in China might visit Hong Kong on TWPs issued by the Chinese authorities;  and



-	at present, the daily quota of TWPs was 680, which was agreed by both sides in February 1994.  Although the actual number of daily arrivals of TWPHs did fluctuate from day to day, on average it was still within the agreed quota.





 5.53	The Committee enquired whether the current daily quota of TWPs was appropriate, having regard to the rising overstaying rate of individual TWPHs visiting Hong Kong in recent years, from 8.3% in 1992 to 15.1% in 1995.   The Committee also asked for the number of mainlanders who were waiting for the issue of TWPs.  In reply, the Director of Immigration said that -



-	according to his observations, the demand for TWPs was very high.  In major cities such as Beijing and Shanghai, it was not unusual for an applicant to have to wait for one to two years to obtain a TWP to visit Hong Kong.  It was believed that similar situation existed in other provinces in China;

�-	there were no official statistics on the number of people in different provinces of China who were waiting for the issue of TWPs to visit Hong Kong, but he agreed to talk to the Chinese authorities on the possibility of compiling such statistics;

 

-	despite the enormous demand for TWPs, the Hong Kong Government had no intention to increase the existing daily quota.  This message had been conveyed to the Chinese authorities in Beijing during his visit there two months ago;



-	since the stepped-up operations carried out by the Task Force of the Immigration Department in September/October 1995 to detect immigration offenders such as illegal immigrants, overstayers and illegal workers, the overstaying rate of individual TWPHs had declined from over 15% in 1995 to 8.9% in April 1996; and



-	the Immigration Department regularly supplied the Chinese authorities with information on blatant TWP offenders to map out preventive measures which included educating TWPHs to abide by Hong Kong laws and withholding the issue of TWPs to repatriated offenders.





5.54	The Committee observed that according to paragraph 5.21 of the Director of Audit’s Report, at the end of December 1995 the number of 1,013 TWPH overstayers who visited Hong Kong in tour groups and who were still at large was relatively small when compared to the 23,667 individual TWPH overstayers who were still at large, and asked for the reasons for such disparity.   In reply, the Director of Immigration explained that -



-	at present, there were three tour operators in China who were authorised to organise group tours to Hong Kong.  They were accountable to the authorities in China and in Hong Kong should members of their groups disappear or overstay in Hong Kong;



-	tour group members were required to arrive in and leave Hong Kong as a group;



-	tour group members were accompanied all the way by staff members of the tour operators.  For example, a tour group of 20 to 40 persons was often escorted by three or four staff members; and



-	it was not possible to apply similar control on individual TWPHs, having regard to their huge number (260,313 in 1995) and that they travelled on their own. 





5.55	The Committee enquired whether, in order to deter overstaying of individual TWPHs, a sponsor system which required individual TWPHs to nominate Hong Kong residents to act as their guarantors could be considered.  In reply, the Director of Immigration said that -



-	a sponsor system for individual TWPHs was not feasible as the issuing authority of TWPs was China and not Hong Kong; 



-	assuming that the issuing authority of TWPs were the Hong Kong Government, there were still two major issues which needed to be addressed before any decision on the implementation of the sponsor system could be made.  They were, firstly, the question of whether the guarantor should be held legally responsible for the overstaying or disappearance of a TWPH, and secondly, whether the resources required to cope with the additional workload were justified; and



-	the only instance where Hong Kong came close to a sponsor system was when foreign workers (other than citizens of the United Kingdom) were required to prove that they had secured employment in Hong Kong before they were granted permission to take up employment here, and their employers would then effectively become their sponsors.





5.56	The Committee further enquired whether the idea of asking individual TWPHs to pay a deposit, which could be refunded to them if they departed for China within their limit of stay in Hong Kong, could be explored.  In reply, the Director of Immigration said that this proposal could not be pursued as Hong Kong could not impose such a requirement on the mainlanders, having regard to the fact that the issuing authority for TWPs was China.





5.57	Responding to the Committee’s enquiry on whether individual TWPHs were asked about the purposes of their visits and other relevant information upon arrival at the points of entry in Hong Kong, the Director of Immigration said that -



-	all visitors to Hong Kong, including TWPHs, were examined at immigration control points to check if their travel documents were genuine and, if necessary, questioned on the purposes of their visits;



-	visitors were each required to fill in an arrival card declaring their addresses in Hong Kong, the authenticity of which, however, was difficult to ascertain;



-	given the large number of people visiting Hong Kong, it was imperative that such examination be completed within one minute or less, except for doubtful cases which warranted more detailed questioning and examination time; and



-	apart from TWPHs, particularly those who had records of breaching the Immigration Ordinance, some visitors from South-east Asia also had the tendency to overstay in Hong Kong.  As such, more time and efforts had to be expended on the examination of these categories of visitors.





5.58	Noting that immigration officers in some overseas countries had the power to reject entry of persons possessing a valid visa, the Committee asked whether the Immigration Department could do the same and, if so, the number of individual TWPHs rejected entry into Hong Kong in the past.  The Director of Immigration replied that a total of 43 TWPHs were rejected entry into Hong Kong in 1994.





5.59	The Committee observed that, according to paragraph 5.32 of the Director of Audit’s Report, in November 1993 the Immigration Department had dispensed with the practice of requiring visitors to complete the Information Sheet, and the Director of Audit was of the view that this had contributed to the rising overstaying rate of individual TWPHs (from 8.2% in 1993 to 10.8% in 1994 and 15.1% in 1995), as such arrangement had given a wrong message to TWPHs that the immigration control on them had been relaxed.  The Committee enquired whether, to deter overstaying of TWPHs, the Immigration Department would consider devising a pre-examination system to verify the information provided by  TWPHs to the Chinese authorities before their arrival in Hong Kong.  In reply, the Director of Immigration said that -



-	the reasons for dispensing with the Information Sheet were twofold:



(i)	in view of the increasing number of TWPHs arriving in Hong Kong year after year, it had become necessary for the examination procedures to be simplified, as the Immigration Department simply did not have the manpower to cope and keep up with the heavy workload that entailed; and



(ii)	the information provided by TWPHs on the Information Sheet might not be reliable for locating TWPH overstayers;



-	as Hong Kong extended visa-free entry to some 170 countries, the idea of putting in place a scheme which was similar to a visa application procedure appeared to run counter to the long-standing policy of promoting and preserving ease of movement into and out of Hong Kong; and

 

-	the present strategy of maintaining close ties with the Chinese authorities on all immigration matters, stepping up action to detect illegal immigrants, introducing more stringent immigration legislation, and increasing the number of prosecutions on employers who hired illegal workers, was considered effective to combat the problem of overstaying.  





5.60	The Committee noted that, according to paragraph 5.11 of the Director of Audit’s Report, a provision of $219.8 million was made in the 1995-96 Estimates for the programme of control after entry and a total of 792 posts were provided to implement this programme.  Responding to the Committee’s enquiry about the number of posts, out of the 792 posts, deployed in detecting illegal immigrants, the Director of Immigration said that -



-	a Task Force had been set up in July 1994 to detect illegal immigrants.  In addition, this Task Force was deployed to assist in other duties during emergency situations such as helping out at immigration control points during peak travel seasons and helping in the recent naturalisation exercise;   



-	the Task Force started off with 46 immigration investigators and its size was increased to 92 in October 1995;



-	apart from the Task Force, there was a 80-staff members unit under the Investigation Division which was tasked with the responsibility, amongst others, of detecting illegal immigrants; 



-	generally speaking, about 170 staff members were wholly or partially involved in the investigations into overstaying; and



-	at present, there was no plan to increase the manpower of the Task Force.  However, there might be a need to acquire 100 additional staff to reinforce the Task Force in future.





5.61	The Committee enquired whether, in order to implement all the recommendations of the Director of Audit as set out in paragraph 5.61 of his Report, additional resources would need to be acquired and, if so, whether it would be cost-effective.  In reply, the Director of Immigration said that -



-	most of the recommendations put forward in the Director of Audit’s Report had been implemented.  Plans were in hand to implement the remaining recommendations;



-	all in all, the whole package of recommendations did not appear to require a lot of additional resources; and



-	it was difficult to determine what the most cost-effective manpower requirement for the Task Force was as the results of the raids did not necessarily hinge on the frequency of operations and the size of the Task Force.





5.62	The Committee observed that according to paragraphs 5.35 and 5.36 of the Director of Audit’s Report, the number of TWPHs prosecuted for taking up illegal employment in 1995 was 2,034, whereas only 819 employers of TWPHs were prosecuted during the same year.   The Committee asked whether stepping up the prosecution of employers of TWPHs might discourage them from hiring illegal workers.  In reply, the Director of Immigration said that -



-	it was sometimes difficult to prosecute the employers of TWPHs as they were not at the scene during the time of the raid to detect illegal workers.  To rectify this problem, consideration was being given to closing the loophole in the existing legislation;



-	plan was underway to amend the Immigration Ordinance to require the employer to inspect the job seeker’s travel document, in addition to the existing requirement to check his/her identity card;



-	to help the employers identify the job seeker’s immigration status, action was in hand to issue identity cards with a “W” prefix to foreign domestic helpers working in Hong Kong, in line with the current procedure for employing imported workers. It was envisaged that the whole identity card replacement process for foreign workers would be completed in three years’ time; and



-	at the same time, the maximum penalty which would be imposed on employers for employing of illegal workers had been increased.





5.63	Subsequent to the public hearing, the Director of Immigration provided the Committee with further clarifications on the issues raised in the Director of Audit’s Report and during the public hearing (Appendix 12). 





5.64	Conclusions and Recommendations.  The Committee -



Two-way Permit holders



-	express concern that the number of individual Two-way Permit holder (TWPH) overstayers visiting Hong Kong has continued to rise and the deterrent effect of the current measures and prosecution policy on TWPH overstayers are ineffective in curbing such an increase;



-	welcome the Immigration Department’s undertaking to take more proactive action to detect TWPH overstayers and review more frequently the policy of prosecuting them, including:



(i)	closer monitoring of the effectiveness of the new level of fines imposed on TWPH overstayers introduced in January 1996;



(ii)	closer monitoring of the situation of illegal employment and, where justified, a review of the maximum penalty which can be imposed on employers engaged in hiring illegal workers;



(iii)	imposing standard procedures at immigration control points to distribute information leaflets and displaying public notices warning TWPHs of the various offences and penalties attached if they violate their conditions of stay; and



(iv)	increasing efforts of liaison with the Chinese authorities to take concerted efforts in order to prevent abuse by some female TWPHs coming to Hong Kong to give birth to babies rather than for visits;

Foreign domestic helpers



-	express concern that the Immigration Department’s computerised system lacks the capability to keep track of foreign domestic helpers who have completed their employment contracts but do not request extension or renewal of their employment contracts;



-	note the Department has given assurance that it will enhance its computerised system to enable more proactive action to be taken to detect overstaying foreign domestic helpers subject to availability of resources;



-	recommend that the Immigration Department should draw the attention of the employers of foreign domestic helpers to the requirement of the employment contracts that they should inform the Department within seven days of the termination of such contracts;



Overseas visitors and People’s Republic of China transittees



-  recommend that more detailed computer reports showing the cumulative position of overstaying overseas visitors and People’s Republic of China transittees should be produced to facilitate planning and devising more effective control and enforcement measures; and



-  recommend that the Immigration Department should step up its publicity campaign to draw the attention of employers to the possibility that they will be prosecuted and will face a penalty if they employ overseas visitors and People’s Republic of China transittees, even for temporary work.





�5.65	The Committee noted from the Director of Audit’s Report that Hong Kong had a very simple tax system and there were only three types of income chargeable to tax i.e. profits, salaries and property income.  In 1994-95, the Inland Revenue Department (IRD) collected about $74,295 million of earnings and profits tax but the amount of arrears of tax was also significant in dollar terms.  As at 31 March 1995, the total outstanding tax was $4,305 million.  The Committee were concerned about the amount of tax debt and the effectiveness of the enforcement system.  





5.66	Referring to paragraph 6.2 of the Director of Audit’s Report about the Commissioner of Inland Revenue’s discretionary power under section 71(5) of the Inland Revenue Ordinance (Cap. 112) to impose a 5% surcharge which was first introduced in 1947 for late payment of taxes, the Committee asked whether the 5% surcharge was payable immediately and, if not, whether it would encourage people to delay payment of the taxes until the last moment.  In response,  Mr WONG Ho-sang, Commissioner of Inland Revenue, said that -



-	the 5% surcharge was only applicable to tax in arrears for less than six months;



-	even if the 5% surcharge was paid at the end of the sixth or fifth month the annualized interest rate already exceeded the nominal 5% rate of interest (calculating it from a compound interest system, the 5% surcharge reflected a very high rate of interest); and



-	the IRD would not wait until the end of six month before taking action against a tax-defaulter.  In the second or third month, the IRD would contact his employer and, if he owned a property, the IRD would approach his tenant to get the rent to recover the tax.  Besides, the IRD might even freeze his bank accounts if that person was in business.



The Commissioner produced at Appendix 13 a chart showing tax recovery procedures for the Committee’s reference.





5.67	The Committee noted that in May 1974, the Inland Revenue Amendment Ordinance was enacted to empower the Commissioner of Inland Revenue to impose a further surcharge of 10% on any amount (including the original 5% surcharge) in default six months after the original due date for payment.  However, since 1985 the 10% surcharge had rarely been imposed.  The available records showed that, from April 1992 to January 1996, there were only 36 cases where the 10% surcharge had been imposed.  In reply to the Committee’s �enquiry as to why the 10% surcharge had to be justified and whether he was neglecting his duty if he did not invoke his discretionary power to impose the 10% surcharge very frequently, the Commissioner of Inland Revenue explained that -



-	if the 10% surcharge rule was applied rigidly, it would only increase the amount of outstanding tax which might ultimately have to be written off;



-	many steps had already been taken by the IRD before the sixth month;



-	additional manpower would have to be acquired as not every task could be done by the computer and many duties such as verbal or written enquiries had to be dealt with manually;



-	there were many reasons why a person failed to pay the tax six months after the original due date for payment.  For example, he might have left Hong Kong or was missing and could not be traced.  He might have passed away and there was no estate left.  The person might have gone bankrupt and was on public assistance.  The person’s company might have been in receivership, etc.  Therefore, if the amount was still outstanding after six months, it was quite often that the IRD had genuine difficulties in recovering the amount;



-	the IRD worked according to work priorities and there was the problem of manpower constraints; and



-	between 1985-86 and 1995-96, there was a five-fold increase in the amount of tax collected and the number of tax demand notes issued had increased from 850,000 to 1.8 million a year.





5.68	Subsequent to the public hearing, the Commissioner of Inland Revenue provided the Committee vide Appendix 14 with an analysis of the $597.1 million of tax debts collected in 1994-95 which were overdue for six months or more and the reasons why these debts were left outstanding for such a long period of time before they could be collected.





5.69	The Committee noted that the Commissioner of Inland Revenue had accepted most of the recommendations of the Director of Audit to encourage more prompt tax payments and to step up efforts to collect tax debts, except the recommendation to print on the tax demand notes the total amount payable including the surcharge if payment was overdue.  The Committee invited the Commissioner of Inland Revenue to explain why he was reluctant to accept the recommendation.  In response, the Commissioner of Inland Revenue said that -

-	a warning had already been printed on the tax demand note to warn the taxpayer that if he did not pay the amount by the specified due date he might be liable to a surcharge of 5% at the discretion of the Commissioner;



-	there was a provisional tax system in Hong Kong and so a number of different figures were shown on the demand note;



-	for various reasons, taxpayers could apply for a delayed payment of part of the provisional tax and this hold-over arrangement created an additional column of figures in the tax demand note; and



-	it was difficult to follow the practice of printing the surcharge on rates and water charges demand notes because ordinary citizens would have difficulties in understanding the tax demand note if they saw a large number of figures on it.



Mr Alan LAI Nin, Acting Secretary for the Treasury, added that technically speaking, it might be rather confusing to the taxpayer if there was multi-listing of amounts shown on the tax demand note.





5.70	At the request of the Committee, the Commissioner of Inland Revenue subsequently supplied specimen designs of tax demand notes which incorporated the surcharge figure for late payment of tax together with comments for the Committee’s consideration.  The Commissioner of Inland Revenue advised that -



-	judging from the specimen samples produced, it was expected that taxpayers would find the demand notes with pre-printing of  the surcharge figure confusing; and



-	a possible alternative would be to print a pre-warning of imposition of 5% and then 10% surcharge in bold red ink to draw taxpayers’ attention.





5.71	Referring to Table 5 in paragraph 6.32 of the Director of Audit’s Report, the Committee questioned why other countries such as Australia, New Zealand and Singapore, which had even more complex taxation systems, could still manage well with surcharge and other collection methods.  The Commissioner of Inland Revenue explained that -



-	the countries concerned had more complex taxation systems and their systems were very different from that of Hong Kong;



-	they had a “pay-as-you-earn” system so on pay day every month the employers withheld part of the employees’ earnings for payment to the Inland Revenue authorities; and



-	at the end of the year, while part of their salaries had already been deducted throughout the year, people still had to fill a tax return to pay the outstanding amount.  To a large extent, they filled in tax returns to get refunds from the Inland Revenue authorities.  So their systems were totally different from that of Hong Kong.





5.72	In response to the Committee’s enquiries as to whether the existing enforcement approach really served as a deterrent, the Acting Secretary for the Treasury said that the imposition of surcharge was to encourage taxpayers to pay tax on time.  The surcharge could serve as a deterrent against late payment.  In the light of experience, the situation in Hong Kong was not too bad.  If imposition of the 5% surcharge was not effective, the Administration could impose a 10% surcharge more frequently.





5.73	The Commissioner of Inland Revenue added that the amount of tax collected by the IRD each year was quite substantial and in the current year the IRD collected $102 billion in tax but the amount of overdue tax was only around 4%.





5.74	The Committee noticed in paragraphs 6.3 and 6.30 of the Director of Audit’s Report that tax due and payable was recoverable as a civil debt due to the Government.  If the outstanding tax remained unpaid, the Commissioner of Inland Revenue could take civil action at a District Court.  But, unlike the practice of the Legal Department, the IRD did not charge interest on its claims under civil action from the date of commencement of proceedings to the date of judgment.  Only the statutory interest collectible in accordance with section 50 of the District Court Ordinance (Cap. 336) was charged on the judgment debt for the period from the date of judgment to the date of payment of the judgment debt.  This had resulted in considerable loss of interest on tax debts and the interest collected on judgement debt could not even cover the loss of interest on overdue tax.  Besides, the Committee were concerned about the substantial amount of costs of civil proceedings not recovered and the lack of actions taken to recover such costs.





5.75	To address the Committee’s concern, the Acting Secretary for the Treasury said that -



-	the Administration had actually accepted all the recommendations of the Director of Audit except printing the surcharge figures on the tax demand notes; and



-	the Finance Branch would discuss with the Commissioner of Inland Revenue the bidding for resources to implement the recommendations made by the Director of Audit.





5.76	Conclusions and Recommendations.  The Committee -



-	express grave concern that the Commissioner of Inland Revenue has rarely invoked section 71(5A) of the Inland Revenue Ordinance to impose a 10% surcharge in order to deter late payment of tax and, as a result,  a considerable amount of tax is collected after six months in default and that the interest loss to the Government for these long overdue payments is substantial; 



-	recommend that the Commissioner of Inland Revenue should:



(i)	step up efforts to educate the public and to heighten their awareness about the importance of prompt payment of tax;



(ii)	consider the feasibility of printing in prominent bold letters on the tax demand note a sentence such as “Tax in default will be surcharged” or “Non payment of tax on due date(s) is liable to surcharge” as a measure to increase awareness; 



(iii)	conduct a review to simplify and streamline the procedures for imposing the 5% surcharge; and



(iv)	exercise his discretionary power under section 71(5A) of the Inland Revenue Ordinance to impose on a wider scale a 10% surcharge on tax debts overdue for more than six months;



-	consider that the Inland Revenue Department’s existing practice of charging interest on civil action is inadequate to protect the public revenue because it does not address the Government’s right to interest from the date of issue of proceedings to the date of judgment;



-	recommend that the Commissioner of Inland Revenue should charge interest on each civil action from the date of commencement of proceedings to the date of judgment;

-	express concern that a substantial amount of costs of civil proceedings was not recovered and that little action had been taken to recover such costs;



-	recommend that the Commissioner of Inland Revenue should critically examine the feasibility of claiming and recovering all costs of civil proceedings;



-	express concern that a report to assess the deterrent effect of the 10% surcharge has not been submitted to the Executive Council; and



-	recommend that the Commissioner of Inland Revenue should submit such a report to the Executive Council after imposing the 10% surcharge on a wider scale for a period of time.



�5.77	In examining the audit review on the enforcement of textiles export controls, the Committee noted that bilateral textiles agreements between Hong Kong and the European Union, Canada, Norway and the USA limit textile exports of Hong Kong.  These bilateral textiles agreements allow Hong Kong’s textiles products to have access to these markets.  Therefore, it is important to demonstrate to these importing regions/countries the integrity of Hong Kong’s textiles export control system.





5.78	The Committee were concerned with the following problems highlighted by the Director of Audit -



-	there was no proper follow-up action on shipments of textiles products without export licences or notifications;



-	there were non-submission and late submission of cargo manifests to the Trade Department;



-	factories registered with the Trade Department for the purpose of applying for certificates of origin had not been inspected according to the target factory inspection cycle; and



-	the backlog of consignment check cases on textiles licences and notifications had increased during the years 1992 to 1995.





5.79	The Committee noticed that shipping companies were required to submit cargo manifests together with the export licences to the Trade Department (TD) within 14 days, but according to the Director of Audit’s Report only 38% of the cargo manifests were submitted to the TD on time.  The TD rarely issued warnings to these shipping companies and so far not even one single shipping company had been prosecuted.  And even if the shipping companies did not submit the cargo manifests at all to the TD, the TD would not take any follow-up actions.  The Committee questioned whether the present arrangement was conducive to achieving the objective of having an effective and vigorous control system on textiles quotas.  In response,   Mr John A MILLER, Director-General of Trade, said that -



-	the integrity of the textiles and clothing licensing system was very important;



-	Hong Kong had attracted very favourable comments from its trading partners because Hong Kong had a very tight textiles export control system;

�-	the twin key to that system was the licensing system together with the quota allocation system which went with it, and the Certificate of Origin Scheme which backed it up;



-	although the checks might not be as thorough as they might be on the cargo manifests because of the failure of carriers to submit their manifests, that did not in any way undermine the integrity of the scheme; and



-	the TD had instituted a number of improvements and started reminding carriers of their obligations under the law and issuing warning letters to repeated offenders.  Those repeated offenders would be referred to the Customs and Excise Department (C & ED) for investigation and, where appropriate, for prosecution as well.





5.80	In reply to the Committee’s enquiry as to whether any complaints or criticisms had been received from Hong Kong’s trading partners about the monitoring system in Hong Kong, the Director-General of Trade said that -



-	the criticisms by the Director of Audit on the manifest checking aspect of the control system did not reflect on the fundamental integrity of the controls themselves;



-	no serious complaints had been received from Hong Kong’s major trading partners in recent years because the licensing part and the quota allocation part of the scheme had been very tight;



-	any exporter who tried to export textiles goods from Hong Kong to one of the restrained markets without an export licence simply would not have his goods received at the other end; and



-	the presentation of the manifest by the carrier helped both the TD and the C & ED create a paper chain of documentation and therefore facilitated the investigation of any suspected fraud but it did not undermine the integrity of the scheme.





5.81	In response to the Committee’s question on the number of non-submissions and late submissions of manifests of sea cargo involving empty vessels or vessels carrying non-prohibited goods, the Director-General of Trade subsequently provided a written reply at Appendix 15.



5.82	In reply to the Committee’s question on the criteria for referring non-lodgement or late lodgement of cargo manifests to the C & ED for follow-up action, Mr Donald M WATSON, Commissioner of Customs and Excise, said that -



-	if each and every case was referred to the C & ED for follow-up investigation, this would become an enormous additional burden for which the Department had not budgeted in terms of resources; and



-	he and the Director-General of Trade would work out the criteria for referring cases to his Department for taking further action.



Subsequent to the public hearing, the Commissioner of Customs and Excise provided a written reply, at Appendix 16, setting out, among other things, the criteria for referring cases involving the non-submission or late submission of sea cargo manifests to his Department for investigation.





5.83	Referring to the third inset of paragraph 7.7 of the Director of Audit’s Report, the Committee asked whether the legislation could be amended so that the owner of a vessel, aircraft or vehicle, in or on which textile products were exported, could submit the export cargo manifest to the TD within a longer period of time than 14 days.  In response, the Director-General of Trade said that he agreed that 14 days might be a bit tight and his Department had recently commissioned a review of the textiles licensing procedures including manifest checking to see if the Department could simplify the procedures on one hand and reduce the cost of the system on the other.





5.84	The Committee noted that factory inspections had a deterrent effect on frauds involving certificates of origin and questioned whether the recent revision of the target factory inspection cycle from once a year to once every two years would affect the whole inspection system of deterring frauds.  In response, the Director-General of Trade said that -



-	the TD had recently reviewed the procedures for selecting registered factories for re-inspection by the C & ED;



-	it had been decided that the existing practice of referring registered factories for re-inspection by the factory registration number should continue so as to ensure that every registered factory was re-inspected on a regular basis; and



-	as an improvement, the TD was developing a computer programme which would generate quarterly reports to identify those registered factories which, for whatever reason, had fallen within the selected number range but somehow had not been re-inspected, and others which had not been re-inspected for whatever reason for a long period.  These would be referred to the C & ED for immediate checking.





5.85	The Committee noted that the wastage of Assistant Trade Control Officers (ATCOs) in the Trade Controls Branch of the C & ED was very high.  The wastage was as high as 22% in 1993 and in 1994.  The high wastage rate of ATCOs had an adverse effect on the Trade Controls Branch’s efficiency, effectiveness and training resources.





5.86	In response to the Committee’s enquiry on the present situation of wastage of ATCOs, the Commissioner of Customs and Excise said that -



-	they had a very serious wastage problem of ATCOs in the past;



-	the C & ED addressed the problem by conducting a review of the ATCO grade and a re-organisation of the Trade Controls Branch took place in October 1995;



-	one of the major benefits of the re-organisation was that the promotion prospects of the ATCOs were improved; and 



-	since the re-organisation, the wastage of the ATCO grade had gone down by 41%.





5.87	Conclusions and Recommendations.  The Committee -



-	express concern at the lack of follow-up action on shipments of textiles products without export licences or notifications;



-	recommend that the Trade Department should take action to ensure that carriers comply with the law by not accepting consignments of textiles products without export licences or notifications;



-	recommend that the Trade Department and the Customs and Excise Department should closely follow up on shipments of textiles products without export licences or notifications;



-	express concern about the non-submission and late submission of cargo manifests by carriers to the Trade Department;



-	recommend that the Trade Department should take effective measures such as issuing more warning letters or taking legal actions to ensure that carriers comply with the law by submitting copies of export licence together with the related cargo manifests to the Trade Department within 14 days after the licensed goods have been shipped;



-	note that the Trade Department has commissioned a review of the textiles licensing procedures and wish to be informed of the outcome;



-	note that the target factory inspection cycle has been revised from once a year to once every two years;



-	recommend that the Trade Department and the Customs and Excise Department should ensure that the revised target factory inspection cycle and the procedures for selecting factories for inspection would not affect the effectiveness of the textiles export controls;



-	express concern at the high wastage of the Assistant Trade Control Officers and an increased backlog of consignment check cases on textile licences and notifications;



-	note that the Customs and Excise Department has taken appropriate measures to reduce the wastage of the Assistant Trade Control Officers;



-	recommend that the Customs and Excise Department should take appropriate measures to prevent any further increase in the number of outstanding consignment check cases; and



-	wish to be kept informed of the progress in due course.





�6.1	The Committee noted that the existing buildings of the Northcote College of Education (NCE) at Sassoon Road, Pokfulam were built in 1962 and in June 1993 the Finance Committee (FC) of the Legislative Council approved the funding of an improvement project at the NCE at an estimated cost of $19 million.  The contract of the NCE project was awarded in September 1993 and all works were completed in June 1995 at a final cost of $13.5 million.





6.2	The implementation of the NCE project coincided with the recommendation of the Education Commission Report No. 5 in June 1992 to merge and upgrade the colleges of education and the Institute of Language in Education into a new Hong Kong Institute of Education (HKIE), the appointment of a Provisional Governing Council (PGC) by the Governor in February 1993, and the Administration’s plan to locate the institute at one single campus at Ting Kok Road at Tai Po which was expected to become operational in September 1997.





6.3	The Committee noticed that as a result of the above two parallel developments, -



-	the recently completed NCE project might only have two years’ useful life span; and



-	when funding approval was sought to enable the NCE project to proceed, relevant and crucial information had not been provided to the Finance Committee.





6.4	While noting the Administration’s explanation in paragraph 8.35 of the Director of Audit’s Report that the ideas for the HKIE and the deliberations of the Campus Development Working Group did not at that time reflect a firm Government decision to proceed with a new campus for the HKIE, the Committee questioned why relevant and crucial information, particularly on the events which could affect the life span of the NCE project, had not been included in the submission to the FC in June 1993,  Mrs Helen YU LAI Ching-ping, Director of Education, said that -



-	the Northcote College of Education was originally designed to accommodate 400 full-time trainees but by 1990’s there were over 600 full-time and 400 part-time trainees, creating a serious shortfall of facilities;



-	sentiments of staff and trainees were strong because of persistent inadequacies in facilities; 



-	the consideration of the Education Department (ED) at the time was primarily the quality of teacher education and then the long-standing need for improvement;

�- 	at the time of the Public Works Subcommittee (PWSC) meeting on 19 May 1993, the ED was under the impression that the NCE premises would be used on a long term basis because, even if a new campus was to be built, it would not be ready by 1997; and



-	at that time the ED thought that even if improvement works were carried out in the NCE, perhaps it would still be used as the urban campus.  Based on all the relevant considerations, the ED went ahead with the project.





6.5	Mr Alan LAI Nin, Acting Secretary for the Treasury, said that:



-	the Administration would like to give as much information as possible in the papers to FC and PWSC;



-	in 1994 improvement measures were introduced in relation to the submission of papers to FC and PWSC so that Members would know the background of the funding proposals;



-	guidelines had been issued to policy branches and departments on the drafting of PWSC and FC papers to encourage branches and departments to provide comprehensive information which would help Members in making decisions;



-	improvement to the system had also been instituted by issuing a circular to all policy branches and departments to consult the relevant Legislative Council Panels if they wanted to submit FC papers which might be contentious or which might involve major decisions;



-	the Administration looked at individual projects to see if they were good value for money;



-	the Administration would look at the life span of the project to see if the project was warranted but for different projects there could be different background and different needs; and



-	at the time when the FC paper for the NCE project was submitted there were still some decisions outstanding.  It was not sure what decision would come out on the campus site of the HKIE, and that explained why not enough information had been provided.  The Administration was therefore considering ways to improve the situation in future.



6.6	The Committee noted that in paragraph 8.12 of the Director of Audit’s Report, it was mentioned that on 19 May 1993, the PWSC had met to consider the Administration’s recommendation to upgrade the NCE project to Category A of the Public Works Programme.  In response to an enquiry made by a PWSC member as to how the Government could ensure that the proposed works would not conflict with improvements which might be initiated by the yet to be established HKIE, the Director of Architectural Services assured the PWSC that he had confirmed with the Director of Education that the proposed works did not conflict with any plans the ED had for the HKIE.  The Director of Architectural Services further pointed out that space was still available within the NCE site for further development should the future HKIE consider this necessary.  In the event, the PWSC decided to recommend to the FC that the NCE project be upgraded to Category A at an estimated cost of $19 million.





6.7	The Committee considered that the information provided to the PWSC on 19 May 1993 was misleading.





6.8	Subsequent to the public hearing, the Committee obtained copies of the correspondence between the Director of Architectural Services and the Director of Education, at Appendices 17 and 18.





6.9	Noting that the Director of Audit could not trace any records which indicated that the FC had examined the life span of the NCE project, the Committee questioned how the Secretary of the PGC, at the Liaison Meeting of the PGC’s Working Group Chairmen (LMWGC) held on 25 August 1993, had obtained the information that FC had discussed the life span of the NCE project, and why similar information was mentioned in the minutes of the Campus Development Working Group (CDWG) meeting held on 28 July 1993.  In a subsequent written reply, at Appendix 19, Mr Joseph WONG Wing-ping, Secretary for Education and Manpower, explained that -



-	he had carried out yet another thorough check of his files but again failed to trace any records which indicated that FC had been informed of the life span of the NCE project;



-	with regard to the CDWG meeting held on 28 July 1993, in the absence of other written records, he could only speculate that the information on the FC’s examination of the life span of the NCE project, as noted by members of the CDWG, might have come from one or more of  the parties who actually attended the PWSC meeting held on 19 May 1993.  They included representatives of the ED, the Architectural Services Department and the PGC Chairman (who was then a Legislative Council Member).  He had checked with the ED representative who attended the PWSC meeting but the representative could not recall whether the issue of the life span of the project had come up in the meeting.  The representative of the Architectural Services Department had since retired;



-	it was worth noting that at the PWSC meeting of 19 May 1993, a Legislative Council Member had asked how the Government could ensure that the proposed NCE project would not conflict with improvements which might be initiated by the yet-to-be established HKIE (paragraph 8.12 of the Director of Audit’s Report refers).  Hence, it was possible that the FC examination of the “life span” of the NCE project, as recorded in the notes of the CDWG meeting, could have been a misinterpretation of the question-and-answer on the subject; and



-	with regard to the LMWGC meeting held on 25 August 1993, it was unfortunate that the notes of the meeting were written in such a way as to give the misleading impression that FC considered the NCE project worthwhile and necessary despite its limited life span.  The notes of meeting recorded that “Ms Lui (the PGC Secretary) said that in endorsing the renovation project, the Finance Committee was aware of the proposed establishment of HKIE.  Despite its limited life span, the project was considered worthwhile and necessary”.  In response to  his further enquiry in May 1996, the then PGC Secretary (i.e. Ms Lui) explained that the second sentence should have been preceded by “Ms Lui said that” for better clarity because she recalled that she was then only relaying to the Working Group Chairmen the ED’s view on the NCE project.  It was therefore factually incorrect to say that the PGC Secretary had informed the meeting that FC considered the project to be worthwhile and necessary.  





6.10	Referring to paragraphs 8.21 and 8.23 of the Director of Audit’s Report, the Committee questioned why the PGC Chairman’s suggestion to inform the PWSC and the FC of the latest developments and the suggestion to defer the submission of the tenders for the NCE project to the Central Tender Board (CTB) were not acted upon.	In response, the Secretary for Education and Manpower said that -



-	the PGC Chairman’s comments were passed on to the Secretary for the Treasury through internal channels;



-	in response, the Secretary for the Treasury said in early October 1993 that:



(i)	as the Secretary for Education and Manpower had confirmed that the HKIE campus project did not have any impact on the scope and project estimate of the NCE project, he did not consider it necessary to go back to the PWSC or the FC; and



(ii)	if the Secretary for Education and Manpower was concerned that Legislative Council Members might query the relationship between the NCE project and the HKIE campus project, this was a policy rather than a funding issue.  He suggested that the Secretary for Education and Manpower might brief the Education Panel of the Legislative Council about the two projects; and



-	he admitted that there had been a minor act of omission because eventually the PWSC, the FC and the Education Panel were not informed of such developments.





6.11	 After the public hearing, the Committee further enquired into the role of the CTB in writing to see if the CTB had any knowledge of the HKIE campus development and to check the normal period for a contract to be awarded.  The Secretary for the Treasury, in his written replies, at Appendices 20 and 21, pointed out that -



-	the relevant CTB records concerning the NCE project contained no reference to the HKIE campus development and the question of deciding whether a project should proceed was outside the purview of the CTB; and



-	once a tender was accepted by the CTB, the concerned department would be informed very soon, sometimes on the same date.  For urgent projects, it was very common for the department to issue the letter of acceptance on the same date.  Once the letter of acceptance was issued, a contract was formed legally between the successful tenderer and the Government.





6.12	The Committee noticed that the Administration did not seem to have learnt any lesson as in its Report No. 19 issued in January 1993 the Public Accounts Committee, after hearing evidence about the audit report “Reprovisioning of ferry piers in Kwun Tong”, had expressed concern that information on the expected length of future usage of the piers was not included in the submission to the FC for its consideration when approving funds for the reprovisioning of the piers.  At that time the Committee had urged the Administration to ensure that in future all important and relevant information should be included in the submissions to the FC when seeking approval for funds.  The Committee questioned why no re-submission was made to the FC when major developments occurred.  The Committee also questioned whether value for money had been obtained in respect of the capital cost of about $13.5 million incurred on the NCE project which only had a useful life span of two years.



6.13	In response, the Secretary for Education and Manpower said that -



-	with hindsight co-ordination within the Administration could have been better;



-	the Administration did commit a minor act of omission and an error in procedure because it did not inform the PWSC, the FC and the Education Panel of the parallel development of the HKIE;



-	notwithstanding the above, the decision to proceed with the NCE project was a good and correct decision; and



-	the University of Hong Kong (HKU) had confirmed that it would consider the feasibility and cost-effectiveness of retaining the existing NCE premises, especially the new library block, as part of the development of the site.  The preliminary design studies being undertaken by the HKU had indicated that the existing NCE library block might be retained within the new facilities for the  Faculty of Medicine of the University.





6.14	The Director of Education added that -



-	the sentiments of staff and trainees were very strong because of the persistent inadequacy in facilities; and



-	the improvement works, especially on the library block, had a bearing on the accreditation of the college in its application for upgrading to university status.





6.15	Conclusions and Recommendations.  The Committee -



-	express dismay and alarm that the Administration provided misleading information to the Public Works Subcommittee on 19 May 1993 to the effect that the proposed works of the Northcote College of Education (NCE) did not conflict with any plans the Education Department had for the Hong Kong Institute of Education (HKIE);



-	express dismay and alarm that the information mentioned in paragraph 8.16 of the Director of Audit's Report concerning the new HKIE was not provided to the Finance Committee when funding approval was sought for the NCE project in June 1993 and, as a result, the Finance Committee was precluded from making an informed decision;

-	note the Administration's explanation that, at that time, the information concerning the new HKIE was considered not directly relevant because the Administration had not taken a firm view whether a separate new campus for the Institute should be provided; 



-	consider the explanation unacceptable as the information concerning the new HKIE was crucial because it revealed the possibility that the NCE project might only have a short useful life span;



-	express strong disappointment that the Administration has ignored a similar point made by this Committee in our Report No. 19 issued in January 1993 on “Reprovisioning of ferry piers in Kwun Tong” just a few months before the submission for the NCE project was made to the Finance Committee;



-	are appalled at the misleading statements made by the Secretary to the Provisional Governing Council in the minutes of the Liaison Meeting of the Provisional Governing Council’s Working Group Chairmen held on 25 August 1993 citing that “the Finance Committee was aware of the proposed establishment of HKIE.  Despite its limited life span, the project was considered to be worthwhile and necessary.” and in the minutes of the Campus Development Working Group meeting held on 28 July 1993 that “Members noted that when the Finance Committee approved the Cat. A project for improvements at Northcote College of Education, the life span of the project had been critically examined and the Finance Committee came to the conclusion that the project was worth-supporting”;



-	express dismay that after an investigation, the Secretary for Education and Manpower had failed to establish conclusively why the Secretary to the Provisional Governing Council had made such unsubstantiated and factually incorrect statements;



-	express strong reservation about the Administration’s view that they would only make a re-submission to the Finance Committee in the circumstances mentioned in paragraph 8.36 of the Director of Audit's Report; 



-	consider it imperative that the Administration should provide the Finance Committee with sufficient and relevant information, particularly on events which could affect the useful life span of the project when funding approval is sought for a project in future;



-	condemn the Administration's failure to make a re-submission to the Finance Committee for its consideration, setting out the latest position on the development of the new campus for the HKIE and its expected impact on the useful life span of the NCE project;



-	note the Administration's acceptance that co-ordination among the parties concerned on the tendering of the NCE project could have been better, and that there is a need for regular reviews of its project monitoring procedures to ensure that similar cases will not recur in future;



-	note that the University of Hong Kong is considering the feasibility and cost-effectiveness of retaining the existing Northcote College of Education premises, especially the new library block, as part of the development of the site;



-	recommend that the development plan of the University of Hong Kong should not be unduly restricted by the retention of the existing NCE premises when determining the ultimate use of the site; and



-	wish to be informed of the outcome, especially on the real need to retain the library block, the cost-effectiveness and the optimal use of the site.



�6.16	In an audit review on restrictions of work in sewerage improvement and sewage disposal contracts, the Director of Audit highlighted two areas of concern as follows -



-	the restrictions of work specified in the Stanley, Tai Tam and Redhill sewerage - civil works contract (hereinafter referred to as the Stanley contract) and the Shouson Hill to Ma Hang Valley contract (hereinafter referred to as the Shouson Hill contract) were not strictly enforced; and



-	the need for the restrictions in the above two contracts was overstated.





6.17	According to paragraph 10.9 of the Director of Audit’s Report, when the Central Tender Board (CTB) considered the tenders for the Stanley contract in April 1991, it asked the Director of Drainage Services to explain the cost increase of the lowest tender as compared to the pre-tender estimate.  The Director of Drainage Services explained that the increase was partly caused by the effect of placing restrictions of work during the swimming season.  The contractor had to concentrate work in certain areas and at certain times of the year only.  This would impose an uneven workload and resource requirement on the contractor, which had resulted in higher rates for on-road works and beach work and higher preliminaries.  This perhaps added 15% - 20% to the cost (roughly between $6.9 million and $9.2 million).  Eventually based on the CTB’s recommendation, the lowest tender of $62.4 million was accepted for the Stanley contract.





6.18	The Committee noted that the contractor of the Stanley contract carried out work on the roads and beaches specified in the contract for a total of 1,588 workdays during the restricted swimming season periods and questioned why the restrictions had been relaxed and why the contract payment could not be reduced because of the relaxation.  In response, Mr NG Yee-yum, Director of Drainage Services, explained that -



-	the Stanley project was the first project in the Hong Kong Island South District;



-	at the tendering stage, the Drainage Services Department did not know the impact of the contract;



-	there was no provision in the contract for the Government to ask the contractor to reduce the contract price; and



-	in the light of the experience gained, in drafting future contracts, provisions for corresponding adjustment in the tender price or the cost of the contract could be considered; but this would depend on individual projects.

�6.19	Referring to paragraph 10.19 of the Director of Audit’s Report, the Committee asked the Director of Drainage Services to provide a breakdown of the $13.7 million cost increase for the Shouson Hill contract due to the road opening restrictions and swimming season restrictions.  Subsequent to the public hearing, the Director of Drainage Services provided a breakdown, at Appendix 22, as follows -



-	increase in cost due to road opening restrictions in Hong Kong Island South District e.g. working with limited working space; maintaining pedestrian and vehicular flow in narrow roads; maintaining sophisticated traffic management measures for traffic diversion and control, etc.�$11 million�����-	increase in cost due to swimming season restrictions�$2.7 million��



6.20	The Committee also noted that in the case of the Shouson Hill contract, the contractor carried out work on beaches for a total of 252 workdays during the restricted swimming season and also on Saturday afternoons, Sundays and public holidays throughout the year.  The contractor also carried out work on Beach Road during the restricted period for a total of 274 workdays on weekdays and a total of 72 workdays on Saturdays, Sundays and public holidays.   In reply to the Committee’s question on whether the contractor had made financial gains as a result of the relaxation, the Director of Drainage Services said in tendering for the contract, the contractor needed to take calculated risks but he did not know whether in this case the contractor had taken such relaxation into consideration.  Therefore, he did not know whether or not the contractor gained financially.  The Director of Drainage Services further added that for certain contracts, with the approval of works departments, the contractors could change their work periods.



	

6.21	When questioned about whether the District Board had been consulted on the project, the Director of Drainage Services answered that the District Board had been consulted before the commencement of the works but his department could not furnish every detail to the District Board about progress of the work.





6.22	To assess whether the need for the restrictions in the two contracts was overstated, the Committee wrote to the Commissioner for Transport (C for T) to enquire about the number of traffic complaints received during the restricted periods of the contracts.   The C for T’s reply at Appendix 23 indicated that only a few written complaints were received, as follows -



Contract No�Number of Complaint�Nature������CV/89/30

(the Stanley contract)�

2�

General traffic congestion������DR/89/04

(the Shouson Hill contract)�

5�

General traffic congestion��



6.23	Besides, the Committee also noted that -



-	the duration of the swimming season of the Stanley contract was excessive compared to that defined for the Shouson Hill contract;



-	no distinction was made in the Stanley contract between weekdays and Saturdays, Sundays and public holidays to take account of the different traffic conditions, and



-	the peak hour restrictions on Beach Road in the Shouson Hill contract were relaxed as it was subsequently found that there was little commuter traffic.





6.24	The Committee further enquired whether information on restrictions of work was given to the CTB.  In response, the Director of Drainage Services said that -



-	in 1991 the necessary information was given to the CTB in respect of the Stanley contract; and



-	the normal practice was that if the tender price departed significantly from the department’s estimate, the department would include the information in its recommendation to the CTB.





6.25	In an attempt to clarify the role of the CTB when the Stanley contract was awarded in 1991, Mrs Carrie LAM CHENG Yuet-ngor, Deputy Secretary for the Treasury (3), said that -



-	when the CTB considered the tenders for the Stanley contract, the consultant admitted that, in terms of estimation of costs, they had underestimated the tender prices with respect to the restrictions;



-	in line with the Director of Audit’s thinking, the CTB considered that for this sort of projects in the future, if there were to be restrictions, then during the tendering process an assessment of the additional cost due to the inclusion of the restrictions  should be mentioned; and 



-	the imposition of restrictions was a policy issue which was outside the jurisdiction of the CTB.  Guidelines should be sought from the Secretary for Works who should make the decision with regard to restrictions of works.





6.26	Conclusions and Recommendations.  The Committee -



-	express concern that value for money has not been obtained for the inclusion of the restrictions of work in the Stanley and Shouson Hill contracts at substantial additional costs because the restrictions were not strictly enforced,  and that the contractors were allowed to work in many instances during the restricted periods;



-	recommend that the Administration should consider including a clause in contracts with restrictions of work so as to reduce the tender payment should the restrictions be relaxed or not strictly followed;



-	express concern that the Central Tender Board was not given sufficient information about the Shouson Hill contract because in the tender report to the Central Tender Board, notwithstanding their significant financial implications, no reference was made to the restrictions;



-	consider that the need for the restriction of work in the reported cases unjustified and the overstating of restrictions of work had caused additional expenditure;



 -	recommend that the need for restrictions of work should be fully justified so as to avoid unnecessary expenditure;



-	recommend that in tender reports for future similar contracts, the Central Tender Board should be given sufficient information, including financial implications such as the additional cost involved when imposing restrictions of work;



-	wish to be kept informed of developments in revising tender reports and contracts stipulating restrictions of works; and 

-	express grave concern that the Finance Committee was not provided with an accurate cost estimate because the requirement for restrictions of work was not identified when approval was sought to upgrade the project to Category A in July 1990.





�6.27	In an audit review of the system for monitoring contractors’ performance by reference to five contracts undertaken by two contractors, the Director of Audit expressed concern that the two contractors, namely Contractor A and Contractor B, were awarded further contracts despite reports having been issued about their poor performance and their further unsatisfactory performance in the later contracts.  The Director of Audit considered that there was room for improvement in the procedures for monitoring contractors’ performance and in the enforcement of these procedures.  The five contracts were -





Contractor�

Contract�Contract

commencement Date�Contract

completion date�������A�Junk Bay Contract (managed by the Water Supplies Department )�January 1986�November 1988��������Au Tau Stage I Contract (managed by the Water Supplies Department)�June 1988�February 1992��������Au Tau Stage II Contract (managed by the Water Supplies Department)�November 1992�April 1995�������B�Circular Road Contract (managed by the Highways Department )�March 1988�March 1993��������Tseung Kwan O Development Contract (managed by the Territory Development Department) (Note)



(Note: According to audit observations, the failure of the Highways Department to take regulatory actions when Contractor B had three consecutive Adverse Reports for the Circular Road Contract might have precluded the Territory Development Department from making an informed assessment of Contractor B’s competence in undertaking this contract.)�December 1991�Work in progress���6.28	The Committee noted that the Works Branch maintained a Central Record System to monitor contractors’ workload, performance and financial status; and the main input to the System was the performance reports compiled by the works departments.  Officers responsible for tendering were required to check with the Central Record System before making tender recommendations.



	

6.29	In reply to the Committee’s queries as to why the Water Supplies Department and the Highways Department awarded contracts to the two contractors despite their poor performance as recorded in their performance reports, Mr KO Chan-gock, Acting Director of Water Supplies, said that -



-	it was not the case that the Water Supplies Department awarded contracts without due regard to the contractor’s poor performance records.  To quote an example the Water Supplies Department had recently awarded a contract to the second lowest tenderer because the lowest tenderer had poor performance records; and



-	there were at present five work categories and the contractors were assessed on the basis of this performance in the particular category of works being undertaken. Sometimes they might perform well in one category and perform poorly in another category.  Therefore, when making recommendations as to whether a contract should be awarded to a certain contractor, the department would look at the performance of the contractor in the particular category which was most relevant to the works managed by the department.





6.30	The Committee noted that the Works Branch had over the years issued a number of Technical Circulars (the most recent one was Lands and Works Branch Technical Circular No. 5/88 issued on 21 March 1988 at Appendix 24) stipulating guidelines and procedures on how to monitor the performance of contractors and questioned why the laid down procedures were not followed in respect of the two contractors.  In response, Mr Kenneth LEUNG Kwok-sun, Director of Highways, said that -



-	quarterly reports were normally completed on contractors and submitted to a Reporting Review Committee headed by a D2 officer.  On top of this there was a Managing Review Committee which was chaired by a D3 officer who was normally the Deputy Director of the department;



-	the contractors’ performance reports were discussed at these two committees and there were procedures to be followed if adverse reports were issued about their performance.  But each department had discretionary power in applying regulatory measures;



-	provided that the department had good justifications, it did not have to follow rigidly the procedures laid down in the technical circulars.  But in most cases the works departments would follow the procedures unless there were very good reasons; and



-	the Works Branch maintained a Central Record System which contained quarterly reports as well as adverse reports of contractors so that all works departments could have access to the information.





6.31	Referring to Table 1 in paragraph 11.9 of the Director of Audit’s Report, the Committee questioned why a number of the laid down procedures for monitoring Contractor A were not complied with, in particular the completion of monthly reports.  In response, the Acting Director of Water Supplies explained that the department had completed eight monthly reports on the contractor who had shown improvement in his performance and so the department did not consider it necessary to conduct monthly reporting.  It was a matter of interpretation.





6.32	Referring to Table 3 on the actions taken by the Highways Department upon the issue of adverse reports for the Circular Road Contract, the Director of Highways said that in that particular case, after the department had interviewed the contractor, the contractor showed a lot of improvement and therefore the contractor was not suspended from further tendering. The Director emphasized that some discretionary power was given to each works department so that appropriate action could be taken according to circumstances.





6.33	Subsequent to the public hearing, the Secretary for Works was requested by the Committee to provide information on the circumstances under which heads of works departments could exercise discretionary power in the monitoring of contractors’ performance.  His written reply at Appendix 25 stated that the monitoring of contractors’ performance was achieved by way of performance reports written by the works departments at regular intervals during the life of the contract.  However, works departments had the discretion to vary the period and frequency of such reporting.  If a contract was considered to be of special importance, departments might decide on more frequent reporting in order to ensure timely follow up action in case of poor performance by the contractor.





6.34	In reply to the Committee’s enquiry on whether it was the Government’s policy to accept the lowest bid in a tendering exercise and what information should be provided by a department when recommending a tender to the Central Tender Board (CTB),                        Mrs Carrie LAM CHENG Yuet-ngor, Deputy Secretary for the Treasury (3), said that -



-	the Government did not stipulate that the lowest bid had to be accepted but this practice was normally followed.  If the lowest bid was not accepted, strong justifications had to be given.  The bid must comply with the service or the technical requirements.  The track record and financial capability of the contractor would also be considered; 



-	the CTB all along required that adequate information about the project and tenderers should be provided but there were no detailed or specific guidelines given as to what level of information would be considered as adequate, especially about the track record of a contractor.  In October 1993, given the difficulties experienced by the CTB concerning the performance of contractors, detailed guidelines were formulated.  Simply put, all relevant departments in their submissions to the CTB must include information about the contractor, stating the past performance of the contractor and whether there were criminal records relating to aspects such as breach of  site safety or the hiring of illegal workers.  About the past performance, since 1993 the requirement was that the departments must produce information on the performance of the contractor in the past five years; and



-	in July last year, the Secretary for the Treasury formed a committee to review the whole tendering procedure, including looking at the practice of accepting the lowest bid to see if that was in line with the public interest.  The importance of or the weight to be given to the past performance records of the contractor would also be considered.  The review was still under way.  The Deputy Secretary hoped that this would deal with the Committee’s concern about tendering procedure.





6.35	Conclusions and Recommendations.  The Committee -



-	express serious concern that contracts were awarded to tenderers with significant adverse performance records, resulting in delays in the completion of the works and additional costs;

 

-	expect that the Central Tender Board should be provided with full information and adequate justifications by the responsible department in the tender submission recommending the award of further contracts to a contractor whose performance has been consistently poor;



-	express concern that the Director of Water Supplies and the Director of Highways had not followed the required reporting procedures on the performance of contractors engaged by them to ensure that:



(i)	pressure was put on the contractor to improve his performance; and 



(ii)	prompt regulatory actions such as conducting interviews, initiating voluntary suspension action were taken if improvement was not forthcoming;



-	recommend that the Administration should consider introducing the requirement of cross category consideration for taking regulatory action if the poor performance of the contractor arises from weaknesses in general management and finance, which are likely to adversely affect all categories of works;



-	recommend that all works departments should follow the laid down procedures for closely monitoring the performance of contractors and that the Works Branch of the Government Secretariat should take appropriate action to ensure the completeness of the information in the Central Record System;



-	note that the Works Branch is implementing a revised system of performance reporting and has undertaken to reassess the administration procedures and that in the meantime, departments will be reminded of the need to adhere to the current regulatory procedures as far as possible;



-	wish to be informed of the effectiveness of the revised system of performance reporting in due course;



-	recommend that the Works Branch should issue clear guidelines to works departments on the discretionary powers to be exercised in monitoring the performance of contractors;



-	note that the Director of Water Supplies had not provided sufficient and accurate information to the Central Tender Board in the tender recommendation for both the Au Tau Stage I and Au Tau Stage II Contracts;



-	recommend that accurate and adequate information concerning the contractor's past performance should be provided by the responsible department to the Central Tender Board in the tender recommendation;



-	welcome the setting up of an advisory group by the Secretary for the Treasury to review, among other issues, the amount of information to be included in tender reports, in order to simplify documentation and yet ensuring that the necessary information is covered; and



-	wish to be kept informed of the progress of the review to be conducted by the advisory group.





�7.1	After the abolition of the “touch base” policy in 1980, the problem of squatting has gradually subsided.  This is evidenced by the fact that the number of recorded squatter structures (both domestic and others) in the territory has since the mid-1980s decreased from 538,000 to 418,000 and the squatter population from 588,000 to 247,000.  Because squatting activities has continued to decrease, the number of illegal structures demolished by the patrol teams of the Squatter Control Office of the Housing Department (HD) also dropped by about 94% from 44,923 in 1982 to 2,667 in 1995.   Given the present low level of squatting activities and having regard to the substantial provision of $330 million made in the 1995/96 Estimates towards staff costs and other expenses for carrying out squatter control operations (including squatter area improvement), the Committee asked why there had only been a mere 60% reduction in staff establishment, i.e. from 3,040 posts in 1982 to 1,195 posts in September 1995, which did not seem to align with the corresponding drop in workload.  The Committee also questioned the need for conducting daily patrols on the squatter areas.   In response, Mr Tony FUNG Tung, Director of Housing, said that -



	-	the level of squatter control could not be determined solely by the  squatter population and the number of squatter structures;



	-	even in areas where squatting activities appeared to be low, it was necessary to keep a close vigilance lest it would attract potential squatters; 



	-	the decreasing squatting activities in recent years were proof that the existing level of squatter control was successful in deterring potential squatters;



	-	the HD regularly carried out review on the staff establishment of the patrol teams to ascertain the cost-effectiveness of the squatter control operations.  In fact, nine in-house reviews had been carried out since 1982; and



	-	having reviewed the manning scales of the patrol teams in late 1995,  the HD would soon implement new measures to reduce the size of the 178 patrol team for the Red and Yellow Areas down to three staff members per team comprising one Housing Officer and two Workmen I.   This would mean a saving of two persons per patrol team for the Red Area, and a saving of one person per patrol team for the Yellow Area and this would result in a reduction of 181 posts with an annual saving of $30.7 million on staff cost.



After the public hearing, the Committee invited the Secretary for Housing to elaborate on his views, as mentioned in paragraph 12.36 of the Director of Audit’s Report, that the Government should be careful about relaxing the frequency of patrol in squatter areas, lest it would send a wrong message to potential squatters.  The Secretary’s reply is given at Appendix 26.

�7.2	Referring to the second inset of paragraph 12.32 of the Director of Audit’s Report, the Committee observed the comments made by the Director of Housing that if the frequency of control for the Red and Yellow Areas were to be reduced from a daily basis to an alternate day basis and the number of patrol teams reduced correspondingly, the number of structures which each patrol team would have to cover would increase to over 4,000 and that the time required to complete a round of hut-to-hut checks would be between 12 and 24 months (compared with six and twelve months at present).  On this account, the Committee noted that the productivity of each patrol team would be the checking of about 38 or 77 structures per week  (i.e. 4,000 divided by 104 weeks or 52 weeks) and the Committee enquired whether this output was satisfactory.  In response, the Director of Housing explained that -

	

-	the average time taken to check one hut was 30 minutes because the patrol team needed to take measurements of the size of the hut to ensure that it had remained unchanged since the 1982 survey on squatter structures conducted by the Government, and to see if there were any additional persons residing in the hut;



-	for more comprehensive checking, time in excess of 30 minutes for each hut was invariably required;



-	given that a patrol team would need to conduct hut-to-hut checks and  to perform routine patrol duties in the entire patrol area, demolition duties, and other squatter control/clearance related duties, there should not be any idle time left; 

	

-	this was particularly so when the patrol teams had to assist in undertaking clearance works during emergency situations as very often they had to attend to emergencies first and then make up for the unattended normal duties the following day; 



- 	a review of the workload of the patrol teams would be carried out in the coming one to two years’ time to ensure that there was no redundancy in the patrol teams; and



-	he agreed to review the frequency of patrolling when the number of squatter structures further reduced on the completion of the clearance of all urban squatters on Government land.







Mr LAU Kai-hung, Assistant Director of Housing, added that -



-	it was necessary to take measurements of the size of the hut as a lot of people used old materials to cover up their illegally-enlarged structures;



-	once an illegally-enlarged structure was detected, the patrol team would need to carry out demolition work; and



-	the hut-to-hut survey was different from the occupancy survey carried out in 1984-85 by the Government to register the squatting population.  The latter formed one of the eligibility criteria for moving in public rental housing upon clearance of the squatter areas whereas the former was conducted  mainly for record purpose.  

  



7.3	At the invitation of the Committee, the Director of Housing provided after the public hearing i) the statistics showing the number of  measurements taken on the size of each hut in the 12 Squatter Control Districts during the past three years; ii) the statistics showing the population survey of each hut in the 12 Squatter Control Districts during the past three years; iii) a detailed breakdown of the types of illegal structures demolished by the patrol teams in 1995, and elaboration on the methods and procedures adopted by the Housing Department in demolishing these structures; iv) details on the average time taken to demolish various types of illegal squatter structures; and v) a detailed breakdown of the projected number of illegal squatter structures which were expected to be demolished in the next two years, at Appendix 27.

	

				

7.4	The Committee expressed concern that Workmen I and Artisans of the patrol teams had idle time because their working time schedule was different from that of the Housing Officers who were their team leaders, and enquired whether any action would be taken to rectify this irregularity.  In reply, the Director of Housing said that -



-	the differences in their conditioned working hours were dictated by their different  nature of work and job responsibilities;



-	there was merit in asking the Workmen I and Artisans to come to work earlier than the Housing Officers as they could make use of the lead time to get their work equipment ready. This would ensure timely commencement of patrol duty upon the arrival of their team leaders; 



-	he agreed that the varied working hours might result in idle time for some members of the patrol teams.  To address this problem, he had accepted the Director of Audit’s recommendation that all members of the patrol teams should have a uniform working time schedule; and



-	on alternate Saturdays during which their Housing Officers were off duty, arrangement would be made for other members of the patrol teams to report to other patrol teams whose Housing Officers were on duty and to assist them in demolition and clearance work.





7.5	Responding to the Committee’s enquiry as to the justification for employing 111 Motor Drivers to convey the patrol teams to the designated patrol areas and whether the Motor Drivers stayed largely idle when the patrol teams were carrying out patrol duties,  the Director of Housing explained that -



-	there was an operational need to carry the patrol teams to the designated squatter areas as a lot of them were either remotely located in the New Territories or in areas which were not accessible by public transport; 



-	bearing in mind that the patrol teams had to bring along their bulky work equipment such as ploughs, hatchets, etc. with them on their patrol duties, it would be problematic and also uneconomical if they were asked to travel to these remote and distant locations on their own instead of assembling in their respective squatter district control offices  for departure to work;

 

- 	in addition to their designated job duty, Motor Drivers were also required to assist in moving residents out of their huts during land clearance and emergency situations such as fires, typhoons and landslides; 

 		

-	the HD was exploring the possibility of paying an extraneous duty allowance to members of the patrol teams who were prepared to take on the role of driver as well; 



-	one of the difficulties in implementing the proposed arrangement was to resolve the parking problem of vehicles at the patrol areas while the patrol teams departed for patrol duties; and



-	the HD would continue to keep the level of staffing of the Motor Drivers under review with a view to fully utilising their capacity and time.



The Assistant Director of  Housing added that -



-	the territory of Hong Kong was divided into 12 Squatter Control Districts and each one of them was provided with its own fleet of vehicles; and



-	deployment of staff to each of the 12 Squatter Control Districts was  based on its proximity to the staff’s place of residence in order to minimise their travelling time to work as far as possible.



  

7.6	The Committee further enquired about the procedure adopted by the HD to ensure that the patrol teams fully utilised their time when discharging their duties.  The Committee also asked whether the HD would consider adopting the method used by the police to monitor their patrol staff by requiring policemen on patrol duty to sign their attendance at designated patrol points during specified time periods.  If the HD adopted this method, more efficient use of resources could be achieved as the team leaders of the squatter patrol teams could conduct effective monitoring of their subordinates on a sporadic and random basis.  Moreover, this would leave the Housing Officers with more time to perform additional tasks.   In place of the Housing Officers, consideration could be given to assigning a Workmen I or an Artisan to take up the role of the team leader.   In reply, the Director of Housing said that -



-	apart from the increased use of walkie-talkies and pagers to keep track of the whereabouts of the patrol teams, a new electronic tracking device had recently been installed in some patrol areas to record staff movements; 



-	in addition, the HD would continue to search for more advanced technology to improve its monitoring work; 



-	besides relying on telecommunication and electronic devices,  surprise checks on the patrol teams were frequently carried out to ensure that the patrol teams discharged their duties in a satisfactory manner; and



-	it was not feasible for the HD to emulate the monitoring method used by the police, in view of the vastness and remoteness of many patrol areas and the fact that the squatter huts were widely dispersed.





7.7	Noting the substantial amount of expenditure incurred in 1995-96 for squatter control operations, the Committee enquired whether the Government would consider building more public rental housing so as to expedite the process of re-housing the squatting population.  In reply, the Director of  Housing said that -



-	he agreed that the more public rental housing units were built, the faster the squatting problem would be solved;



-	since the number of public rental housing units being constructed each year was about 80,000,  it was doubtful whether the Hong Kong Housing Authority had the resources to increase the rate of construction of public rental housing units; and



-	not in all instances were squatters willing to be re-housed in public rental units.  Some declined the opportunity of re-housing because they did not favour living in the New Territories.  



	

7.8	Referring to the last inset of paragraph 12.35 of the Director of Audit’s Report which mentioned a proposal by the Government to transfer the squatter control operations from the HD to the Lands Department, the Committee enquired about the reasons for the proposed transfer.  In response, the Director of Housing said that -	



-	in view of the fact that some 52% of the remaining squatter structures were built on private or agricultural land of which the Lands Department had all the relevant land records and that the HD were required to check these records before land clearance work could be carried out,  it was therefore considered a more logical arrangement for the Lands Department to take over the squatter control operations from the HD; and



-	the proposed transfer was simply an administrative arrangement and therefore should not have any impact on the policy side of the issue.	 





7.9	Conclusions and Recommendations.  The Committee -



-	are appalled at the Housing Department’s tardiness in reacting to the decreasing squatting activities in recent years;



-	recommend that a revamp of the overall squatter control operations to save staff costs should be conducted  as soon as possible;



-	express dismay at the long time required to complete a round of hut-to-hut checks as well as the need to conduct daily patrol duties,;



-	recommend that the Director of Housing should take prompt actions to increase the output of the patrol teams;



-	do not accept the Secretary for Housing’s view that by reducing the frequency of patrol in squatter areas, the Government risks sending a wrong message to potential squatters which might result in increasing squatting activities; 



-	consider that patrol team members have idle time because their workload has decreased since the 1980s resulting from the marked decrease in squatting activities;



-	recommend that the working procedures of the patrol teams should be clearly laid down and that work done by the patrol teams should be fully evidenced in documentation in order to facilitate internal audit checks by the Housing Department, as well as surprise checks on patrol teams by the Director of Audit;



-	consider the staffing of the demolition teams excessive given the small numbers of illegal structures to be demolished ;



-	recommend that the Director of Housing should closely monitor the staffing requirement of the demolition teams and, where necessary, take action to reduce their number and size;



-  	welcome the Director of Housing’s intention to consider paying an extraneous duty allowance to members of the patrol teams who are prepared to take on the role of the driver as well in order to save staff resources;



-	welcome the Director of Housing’s acceptance of the audit recommendation to reduce the idle time of members of the patrol teams by asking all of them to follow the same working time schedule; and



-  	note the proposal to transfer the squatter control operations to the Lands Department and wish to be kept informed of the Government's decision on this matter.
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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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Second  Revised Codicil* to the Paper 

“Scope of Government Audit in Hong Kong -

‘Value for Money’ Studies”**

tabled by the Chairman of the

Public Accounts Committee in the Legislative Council

on 26 July 1995







	The Director of Audit shall report his findings on value for money studies in the Legislative Council twice each year.  The first report shall be submitted to the President of the Legislative Council within seven months of the end of the financial year, or such longer period as the Governor may determine. Within one month, or such longer period as the President may determine, copies shall be laid before the Legislative Council.  The second report shall be submitted to the President of the Legislative Council by the 7th of April each year, or such date as the Governor may determine.  By the 30th April, or such date as the President may determine, copies shall be laid before the Legislative Council.



	The Director’s report shall be referred to the Public Accounts Committee for consideration when it is laid on the table of the Legislative Council.  The procedure to be followed by the Public Accounts Committee in considering the Director’s reports, is specified in Standing Order No. 60A of the Legislative Council.



	A Government minute commenting on the action Government proposes to take in respect of the Public Accounts Committee’s report shall be laid on the table of the Legislative Council within three months of the laying of the report of the Committee to which it relates.









Note:



*	The original Codicil and the Revised Codicil were laid on the table of the Legislative Council on 28 October 1987 and 31 March 1993 respectively.



**	The Paper “Scope of Government Audit in Hong Kong - ‘Value for Money’ Studies” was laid on the table of the Legislative Council on 19 November 1986.  The Director of Audit’s Value for Money Studies have since been retitled as “Value for Money Audits”, but they are referred to as “Value for Money Studies” in this document for consistency with the wording of the original Paper.
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Standing Order No. 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.
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Principal witnesses who appeared before the Committee

(in order of appearance)





Public Officers



Dr Margaret CHAN FUNG Fu-chun, JP�Director of Health�����Mr Laurence LEUNG Ming-yin, OBE, JP�Director of Immigration�����Mr LEE Siu-kwong�Assistant Director of Immigration (Control & Investigation)�����Mr John A Miller, JP�Director-General of Trade�����Mr Donald M Watson, QPM, CPM�Commissioner of Customs and Excise�����Mr Joseph WONG Wing-ping, JP�Secretary for Education and Manpower�����Mr Herman CHO Chun-wah�Principal Assistant Secretary for Education and Manpower�����Mrs Helen YU LAI Ching-ping, JP�Director of Education�����Mr Alan LAI Nin, JP�Acting Secretary for the Treasury�����Mr Kevin HO Chun-ming, JP�Deputy Secretary for the Treasury (1)�����Mr NG Yee-yum, OBE, JP�Director of Drainage Services�����Mr LAM Woon-kwong, JP�Secretary for the Civil Service�����Mr Ian Wotherspoon, JP�Government Property Administrator�����Mr Kenneth CHAN Yat-sun, JP�Director of Architectural Services�����Mr Jim Farquhar�Assistant Director of Architectural Services�����Mr KO Chan-gock, JP�Acting Director of Water Supplies�����Mr LIU Yan-bun�Assistant Director of Water Supplies (Special Duties)���



Mr Kenneth LEUNG Kwok-sun, JP�Director of Highways�����Mr WONG Ho-sang, JP�Commissioner of Inland Revenue�����Mrs Agnes SIN LAW Yuk-lin

�Deputy Commissioner of Inland Revenue�����Mr CHU Yam-yuen

�Acting Assistant Commissioner of Inland Revenue�����Mrs Carrie LAM CHENG Yuet-ngor�Deputy Secretary for the Treasury (3)�����Mr Albert LAM Kwong-yu�Acting Director of Civil Aviation�����Mrs Louisa YANG TSE Lo-lee�Chief Treasury Accountant of Civil Aviation�����Mr Michael J T Rowse�Deputy Secretary for the Treasury (2)�����Mr Stephen MAK Hung-sung�Acting Director of Information Technology Services�����Mr Tony FUNG Tung, OBE, JP�Director of Housing�����Mr LAU Kai-hung�Assistant Director of Housing�����
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Introductory remarks by the Chairman�PRIVATE ��

of the Public Accounts Committee,

the Hon Eric LI Ka-cheung, OBE, JP

at the first public hearing of the Committee

on Monday, 6 May 1996





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



	For the benefit of members of the public and other concerned parties who are interested to know about the role and function of the Public Accounts Committee, I would like to give a brief outline 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 on the accounts and the results of value-for-money audits of the Government and of any organizations which receive income from public moneys.



	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.  I wish to emphasize that our examination of the issues raised in the Director of Audit’s report will be constructive and positive.  The objective of the whole exercise is to maintain and improve the high standards of accounting which the Hong Kong Government has achieved, and to learn from past lessons in order to improve control over expenditures and to ensure that every cent of public funds is spent with due regard to economy, efficiency and effectiveness. 



	The Director of Audit tabled a report in the Legislative Council on 24 April 1996, namely his Report No. 26 on the results of value for money audits completed between October 1995 and February 1996.  Following preliminary study of the Director’s report, 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 7 and 10 May 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 which will reflect the independent and impartial judgement and views of the Committee.  These recommendations will be made public when we report back to the Legislative Council within 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.















�PAGE  �











-  �PAGE  �4� - 

	













- i -









- i v - 

	













- ii -







- iii -







- iv -







- v -









1.  INTRODUCTION











- �PAGE  �1� -









2.  PROCEDURE





�



REPORT OF THE PUBLIC ACCOUNTS COMMITTEE ON REPORT NO.20 OF THE DIRECTOR OF AUDIT ON THE RESULTS OF VALUE FOR MONEY AUDITS (REPORT NO.20)











PROCEDURE









3.  THE  DIRECTOR  OF  AUDIT’S  REPORTS  ON  THE  ACCOUNTS  OF  THE HONG  KONG  GOVERNMENT  FOR  THE  YEAR  ENDED  31  MARCH  1995

AND  THE  RESULTS  OF  VALUE  FOR  MONEY  AUDITS  (REPORT  NO. 25)











4.  COMMITTEE  PROCEEDINGS







5.  GENERAL  REVENUE  ACCOUNT



FINANCE  BRANCH



The Government’s mechanism for monitoring the progress and costs,

and evaluating the results of computerisation projects













The Government’s mechanism for monitoring the progress and costs,

and evaluating the results of computerisation projects







CIVIL  AVIATION  DEPARTMENT



Provision of additional office and

Commercially Important Persons accommodation at the Kai Tak Airport









Provision of additional office and

Commercially Important Persons accommodation at the Kai Tak Airport











DEPARTMENT  OF  HEALTH



Monitoring the sale and supply of controlled drugs











Monitoring the sale and supply of controlled drugs











GOVERNMENT  PROPERTY  AGENCY



Management of surplus non-departmental quarters











Management of surplus non-departmental quarters











IMMIGRATION  DEPARTMENT



The control and enforcement of conditions of stay











The control and enforcement of conditions of stay











INLAND  REVENUE  DEPARTMENT



Collection of tax debt and its enforcement











Collection of tax debt and its enforcement











TRADE  DEPARTMENT



Enforcement of textiles export controls











Enforcement of textiles export controls







6.  CAPITAL  WORKS  RESERVE  FUND



EDUCATION  AND  MANPOWER  BRANCH



Additional accommodation and

conversion works at the Northcote College of Education









Additional accommodation and

conversion works at the Northcote College of Education







DRAINAGE  SERVICES  DEPARTMENT



Restrictions of work in sewerage improvement

and sewage disposal contracts









Restrictions of work in sewerage improvement

and sewage disposal contracts









WATER  SUPPLIES  DEPARTMENT  AND  HIGHWAYS  DEPARTMENT



Award of contracts to tenderers with

significant adverse performance records 











Award of contracts to tenderers with significant adverse performance records 







7.  THE  HONG  KONG  HOUSING  AUTHORITY



HOUSING  DEPARTMENT



Squatter control operations 











Squatter control operations













SIGNATURES  OF  THE  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE











PARAGRAPHS  IN  THE  DIRECTOR  OF  AUDIT’S  REPORT

DEALT  WITH  IN  THE  PUBLIC  ACCOUNTS  COMMITTEE’S  REPORT







�









 - �page \* arabic�81� -  



	 - �page \* arabic�90� -  








