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In Attendance 
 
Mrs Anna Mak, Deputy Director (Services), SWD 
Ms Brenda Lau, Senior Social Work Officer (Subventions), SWD 
Ms Hannah Yip, Senior Social Work Officer (Subventions), SWD 
Ms Celina Ma, Social Work Officer (Subventions), SWD   (Recorder) 
 
For Agenda Item 3 only 
 
Mr Alan Lam, Project Manager, Deloitte Consulting (Hong Kong) Limited 

[Deloitte] 
Ms Mandy Ho, Consultant, Deloitte 
 
 
Opening Remarks 
 
1.  The Chairman welcomed two newly appointed non-official members, 
namely Ms Marie So Tze-kwan and Ms Sania Yau Sau-wai.  He also introduced 
Mrs Anna Mak and Mr Philip Tang who attended the meeting for the first time. 
 
2.  The Chairman thanked two ex-members, Dr Miranda Chan Lai-foon 
and Mr Tony Tse Ping-kin for their contribution to the work of the Committee. 
 
Confirmation of Minutes of Last Meeting 
 
3.  Members confirmed the minutes of the 32nd meeting with no 
amendment. 
 
Matters Arising 
 
The Help Desk (paras 3-5) 
 
4.  Ms Brenda Lau briefed Members that the 4th sharing session for small 
non-governmental organisations (NGOs) in 2010-11 had been conducted on 
25 February 2011.  Mr Tony Yen, Vice-Chairman of the Lump Sum Grant 
Independent Complaints Handling Committee and Mr Chan Wai-to, Chairman of 
an NGO Board, had kindly shared their knowledge on and experience in 
corporate governance with 58 participants including 26 board 
chairpersons/members from 31 NGOs (including 2 non-small NGOs).  
Feedback from participants was positive.  Over 94% of the participants 
commented that their understanding of corporate governance was enhanced 
through the sharing session. 
 
5.  During the second round of friendly visits to small NGOs’ Board 
members/senior management from November 2010 to April 2011, 35 NGOs 
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were met.  Based on small NGOs’ feedback in the sharing sessions and friendly 
visits, the Help Desk had mapped out the work plan for 2011-12.  Sharing 
sessions and workshops would be arranged for small NGOs to enhance their 
management capacity and to facilitate their collaborative efforts.  Topics would 
include financial management (scheduled for 4 July 2011), fund raising strategies, 
etc. 
 
6.  As a time-limited service, the Help Desk would expire on 
31 March 2012.  An evaluation would be conducted in late 2011 to review the 
tasks completed and the experience gained for reference by small NGOs. 
 
Monitoring of Remunerations of Senior Executives in Subvented Bodies 
(paras 6-8) 
 
7.  Ms Brenda Lau reported that NGOs which received subventions of less 
than $10 million a year from SWD or which received 50% or less of their total 
operating income from SWD were exempt from submitting review reports to 
SWD on remuneration of their senior executives.  For 2009-10, 109 of the 171 
subvented NGOs assessed themselves as being exempt from such reporting.  
The remaining 62 NGOs had submitted review reports together with their 
self-assessment reports. 
 
8.  As the consultancy commissioned to prepare the Best Practice Manual 
(BPM) would consult the sector with a view to proposing parameters to enable 
appropriate cost comparisons of the remuneration packages of senior executives, 
the BPM would provide a reference for assessing the appropriateness of the staff 
costs of senior positions in subvented NGOs. 
 
9.  For 2010-11, SWD would invite NGOs to submit self-assessment 
reports (and review reports if not exempted) by 31 October 2011.  For this 
purpose, SWD would fine-tune the report forms and strengthen the explanatory 
notes.  For example, the first tier would be defined as the executive head 
directly responsible to the Board/Management Committee, the second tier as 
senior staff directly responsible to the first tier staff, and the third tier as senior 
staff directly responsible to the second tier staff.  In addition, NGOs would be 
required to specify the channels for disclosing their review reports. 
 
Lump Sum Grant (LSG) Manual (3rd Edition) (paras 11-13) 
 
10.  Mr Philip Tang reported that at the last meeting, SWD had taken into 
consideration Members’ views in updating the LSG Manual.  Subsequent to the 
last meeting, some Members provided further comments on the Preamble and it 
might take some time for SWD to sort out the comments with Members 
concerned.  The Chairman recapitulated that the updating exercise sought 
primarily to incorporate the substance of existing LSG Circulars into the LSG 
Manual for easy reference by the sector.   
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Social Welfare Development Fund (SWDF) (paras 62-67) 
 
11.  Ms Brenda Lau briefed Members that SWD had completed by early 
May 2011 the processing of SWDF applications submitted in the first and second 
rounds of applications.  A total of $258.8 million had been approved for 149 
NGOs, including $231.7 million for 123 NGOs in the first round of applications 
and $27.1 million for 26 NGOs in the second round of applications. 
 
12.  On 20 May 2011, SWD and two representatives from The Boys’ and 
Girls’ Club Association of Hong Kong and the Hong Kong Blind Union received 
an interview by Sing Tao Daily, which subsequently ran an article on SWDF and 
its benefits to NGOs on 30 May 2011.  In order to fully utilise the fund under 
Phase 1 of SWDF, a final round of applications was announced to all subvented 
NGOs on 1 June 2011.  NGOs with funds remaining within their respective caps 
under Phase 1 might submit their applications by 1 August 2011. 
 
13.  The Chairman was pleased with the fact that 149 out of 171 NGOs had 
applied for SWDF with $258.8 million being approved. 
 
14.  Mr Frederick Lai suggested that the SWDF cover the administrative 
cost of coordinating and monitoring SWDF projects, given that NGOs were 
expected to maintain proper control of public funds granted to them and to ensure 
that the rules governing the use of funds were complied with.  He asked whether 
SWD had any data about the administrative cost involved in SWDF projects. 
 
15.  Ms Brenda Lau reported that under Scope A of the SWDF, NGOs were 
expected to arrange training and professional development programmes for board 
members and subvented staff according to their existing human resources 
management policies.  For projects under Scopes B and C, the administrative 
cost could be considered based on the merits of NGOs’ applications.  However, 
there was no breakdown of such cost.  In response to Member’s views, Mr Lam 
Ka-tai said that SWD would review this issue in mid 2012 before inviting 
applications for Phase 2 of the SWDF. 
 
16.  In response to Mr Cheung Chi-wai’s concern on the allocations of 
SWDF among the three scopes, Ms Brenda Lau reported that the approved 
allocations of SWDF under Scopes A, B and C in the two rounds of applications 
were $142.3 million, $89.71 million and $26.78 million respectively, 
contributing to around 55%, 35% and 10% of the total approved allocation.  The 
Chairman stated that the outcome of more than 50% of the funds being allocated 
to training and development programmes for staff and board members under 
Scope A was understandable.  Likewise, 35% of the funds were allocated to 
NGOs for upgrading their business systems under Scope B since they were keen 
to enhance systems relating to information technology (IT).  In short, NGOs’ 
choices of Scopes A, B and/or C had already reflected their needs. 
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17.  Hon Cheung Kwok-che enquired about the breakdown of allocations 
under Scope A (i.e. to support frontline staff to attend (a) training courses with 
placements/practicum and (b) in-service training), and asked whether the staff 
attending such training had to apply for no-pay leave.  He would also like to 
know whether SWDF would support the recurrent expenses for cloud computing 
for NGOs to run their human resources management or membership system. 
 
18.  Mr Chan Bing-woon suggested that besides training for frontline staff to 
enhance service quality, it would be more important to enhance NGOs’ corporate 
governance by sustaining a pool of trained board members to ensure that NGOs 
could operate effectively with continuous improvement. 
 
19.  The Chairman pointed out that the SWDF had supported projects to 
enhance corporate governance as well as the operation of NGOs.  Training for 
frontline staff and board members, in line with previous business improvement 
projects, would lead to improvement in service delivery.  The breakdown of 
allocations for staff training and development would be provided upon the 
completion of Phase 1. 
 
20.  As for cloud computing, the Chairman highlighted that such operation 
would have recurrent financial implication, while the existing funding 
arrangement for IT projects was limited to non-recurrent costs.  SWD would 
keep in view the trend with due regard to system/data security and review the 
funding arrangement as appropriate. 
 
21.  Ms Brenda Lau supplemented that whether staff were required to take 
no-pay leave for attending training courses was a matter of corporate governance 
to be decided by NGOs according to their human resources management policies.  
Under SWDF, the cost of arranging relief workers for staff who attended training 
and development was about 18% of the total approved allocations under 
Scope A. 
 
22.  Mr Tung Chi-fat observed that NGOs had applied for SWDF under 
different scopes according to their own needs, and said that they should continue 
to have such flexibility.  He agreed to the idea that administration costs be 
included in future applications.  The Chairman noted that there might be 
manpower and resource implications in administering business improvement 
projects, and agreed that this issue be considered in Phase 2 of SWDF. 
 
23.  Mr Lam Kwok-keung expressed that frontline staff welcomed the 
training and development programmes sponsored by SWDF.  He would like to 
know the allocations on training and development programmes for junior staff 
and senior staff respectively. 
 
24.  The Chairman concluded Members’ views that the scopes of the SWDF 
were well defined.  NGOs were expected to follow the scopes and their internal 
policies to make good use of the fund.  For the sake of accountability and 
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transparency, statistics on the SWDF would be provided for Members’ reference 
upon the completion of Phase 1. 
 
Report on the Implementation Progress of the Pilot Actuarial Study (Paper 
LSGSC 1/2011) 
 
25.  The Chairman welcomed Mr Alan Lam and Ms Mandy Ho of the 
Project Team of Deloitte Consulting (Hong Kong) Limited [Deloitte] and invited 
them to brief Members on the content of the Overall Report. 
 
26.  Mr Alan Lam recapitulated the background and methodology of the 
actuarial study on the financial condition of the participating NGO, namely 
Chung Shak Hei (Cheung Chau) Home for the Aged Limited.  He highlighted 
the unique characteristics of the NGO and the model constructed by Deloitte for 
the actuarial study. 
 
27.  Mr Alan Lam pointed out that the pilot study was able to show - 
 

(a) the timeframe within which the reserve was expected to attain full 
financial viability for meeting the Snapshot Staff Commitment, and 
when the reserve could start being used for payroll improvement and 
other purposes; and 

(b) the short, medium and long-term affordability under the NGO’s 
current pay policy, and how changes in human resources management 
practices would affect that affordability. 

 
28.  Mr Alan Lam highlighted the impact of staff turnover on the actuarial 
findings and the need for monitoring the model assumptions regularly.  He 
recommended that periodic actuarial valuation services be provided with priority 
given to NGOs whose reserves were currently required for snapshot staff payroll 
purposes.  For NGOs that had already attained full financial viability in meeting 
their contractual commitments, they could consider using their reserves for other 
more pressing human resources management purposes. 
 
29.  Mr Alan Lam said that the actuarial analysis was a useful tool to 
determine the potential need (and appropriate timing) for initiating changes to 
human resources management practices.  This would serve as an “early warning 
system” allowing NGOs to plan in advance so as to manage future financial 
constraints.  NGOs however should be aware that any change of human 
resources management practices would affect the level of surplus and hence 
might warrant re-assessment of the affordability. 
 
30.  Mr Alan Lam added that NGOs could consult actuaries on the suitable 
actuarial methodology and the appropriate sets of assumptions specific to 
themselves.  Nevertheless, NGOs should carefully monitor the set of 
assumptions and their future experience in order to effectively update the 
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projected affordability. 
 
31.  Mr Alan Lam emphasised that the NGO’s voluntary participation had 
contributed to the success of this pilot study.  He recommended study on NGOs 
of different sizes with a view to further refining the methodology. 
 
32.  The Chairman thanked Mr Alan Lam for his presentation.  He also 
thanked Professor Andrew Chan Chi-fai and Mr Charles Yang Chuen-liang for 
their comments on the Individual Report.  While the Individual Report would be 
provided to the participating NGO for their internal reference, the Overall Report 
would be posted onto the website of SWD after consolidating Members’ 
comments. 
 
33.  Ms Christine Fang expressed appreciation to Professor Chan and Mr 
Yang for their input.  She consulted Professor Chan on the extent to which an 
actuarial model could be generalised for the assessment of an NGO’s financial 
ability to honour the snapshot staff commitment and the affordability of its 
payroll policy.  Professor Andrew Chan considered that the study had reference 
value though the findings and recommendations were on the conservative side.  
NGOs should be cautious about the assumptions which might change over time.  
He suggested that the participating NGO consider revisiting the basis of 
individual assumptions from time to time. 
 
34.  The Chairman said that the first pilot actuarial study had provided the 
participating NGO with a tool to assess its affordability based on certain 
assumptions specific to the NGO.  Other NGOs might make reference to this 
pilot experience and decide whether they would like to join the second round of 
pilot studies.  Given that there was only one participating NGO in the first 
round and the unique nature of the NGO, the study outcome could not be 
generalised.  For the second round of pilot studies, as agreed at the last meeting, 
priority would be given to two NGOs, one of larger size than the participating 
NGO and the other one being smaller, with a view to gathering more experience 
for the sector’s reference. 
 
35.  Mr Tung Chi-fat agreed that the assumptions and results of this study 
were unique to the participating NGO.  Other NGOs however might make 
reference to this study and assess whether its financial controller or senior staff 
would be able to conduct similar analysis.  Under corporate governance, he 
suggested NGOs be given the autonomy to choose whether to join the study. 
 
36.  Professor Andrew Chan cautioned about the application of the study 
findings, given the fact that an actuarial study was a much specialised subject 
having its own technical language.  Accurate understanding and interpretation 
of the findings required appropriate training and education.  To achieve this, 
effective communication within an organisation was required.  An actuary’s 
report only gave directions, while NGO decision makers would need to make 
their own management choices in the light of the study findings. 
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37.  Ms Chang Siu-wah observed that if the actuarial model of this study 
was not to be generalised but rather tailor-made for the participating NGO, 
feedback from this NGO on whether the actuarial analyses were able to assist 
them in making management decisions would be important. 
 
38.  Hon Cheung Kwok-che would like to know the number of NGOs of 
varied sizes required to participate in the study in order to come up with a 
common tool for the sector.  He also inquired how the “non-commitment pay”, 
i.e. the market level salary, was determined in the study, especially when social 
work staff, paramedical staff and supporting staff had their own market pay.  
Given the dwindling number of snapshot staff, there would be no snapshot staff 
in some NGOs.  He would therefore like to know whether an actuarial study 
could assist NGOs to determine their ability to pay non-snapshot staff above the 
midpoint salary rate against certain turn-over rates. 
 
39.  Mr Alan Lam responded that an actuarial study was built on empirical 
data with the aid of probabilities, assumptions and projections.  The working 
formulae were mainly algebra but the selection of assumptions based on the 
financial and human resources management data was crucial for the effectiveness 
and validity of the actuarial findings.  The unique funding structure as well as 
the profile of services of the NGO under study was so distinctive that there 
should be a careful re-examination and re-selection of assumptions as well as 
particular expenditure patterns of individual NGOs when generalisation of the 
actuarial model to other NGOs was considered.  On the choice of market value 
for establishing the “non-commitment pay”, the consultant had made reference to 
relevant reference salary levels of the staff without contractual commitment 
within the organisation. 
 
40.  Ms Sania Yau recognised that it was not easy to strike a balance 
between the professional standards involved in the actuarial model and the need 
to make the tool easy to understand and user friendly.  She was concerned that 
not all NGOs could have their pay policy and historical finance information 
ready at hand for an actuarial study, let alone for periodic reviews.  Mr Alan 
Lam responded that the material required for an actuarial study was only basic 
accounting and human resources data such as the staff list and payroll which 
should be kept by an organisation for seven years according to the Companies 
Ordinance.  The key question was whether such data was kept systematically 
and whether they could be easily retrieved. 
 
41.  Ms Marie So enquired whether the study had assessed the NGO’s 
deliverables, namely the service standards and efficiency as delivered by the 
NGO under different turn-over rates.  Mr Alan Lam responded that the 
measurement of the NGO’s output was outside the scope of this study.  
However, subvented NGOs had to fulfill the output and outcome standards in the 
Funding and Service Agreements which would be monitored by SWD. 
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42.  Mrs Julie Lee opined that feedback from the participating NGO on 
whether the actuarial study was helpful would be crucial.  She said that it would 
be more cost-effective if the model could be generalised for use by other NGOs 
after the second round of studies instead of benefiting just a few participating 
NGOs. 
 
43.  Mr Nelson Yip appreciated that there was much wisdom in the 
Consultant’s Report.  While NGOs had a lot to learn from this study, it would 
also be useful if a simple tool could be devised for NGOs to input data to work 
out their own projections. 
 
44.  Mr Alan Lam reported that feedback from the participating NGO was 
very positive.  The NGO’s openness and readiness to reveal their policies and 
data throughout the process was critical to the success of the study.  The study 
was helpful to the NGO in many ways as it enabled the NGO to understand and 
be assured that their current human resources practices and pay policy were 
sustainable.  The results also gave the NGO an indication that their reserve 
could reach the required level within a certain timeframe.  The NGO could 
roughly assess and project the level of their reserve and consider whether there 
was room for other measures to strengthen their human resources management.  
Throughout the study, the NGO had learnt to keep relevant data and to monitor 
the model assumptions and changes in their human resources management 
practice periodically which in turn would affect the affordability of the reserve in 
the long run. 
 
45.  Ms Christine Fang considered that the coming sharing session could 
serve as a forum for the welfare sector to learn about the pilot experience and 
suggested that SWD assess the number of snapshot staff and the reserve level of 
NGOs with a view to identifying those that were more in need of the actuarial 
study.  Mrs Julie Lee asked about the number of NGOs to which SWD would 
offer the actuarial service. 
 
46.  The Chairman recapped that the actuarial study was offered in 
pursuance of a recommendation made by the Lump Sum Grant Independent 
Review Committee (LSGIRC).  SWD would make available the actuarial 
service to NGOs for assessing their financial viability to meet snapshot staff 
commitment and such service would be administered on a voluntary basis.  
SWD would invite the participating NGO and the project team of Deloitte to 
share with other NGOs their experience and observations relating to the first pilot 
study.  NGOs would then decide whether to join the second round of actuarial 
study.  It was hoped that after consolidating the experience from the first and 
second rounds of study, SWD would then decide how to take forward the service 
in consultation with the LSGSC. 
 
47.  Ms Chang Siu-wah suggested that resources might be required for small 
NGOs to sustain the result of the financial analyses.  The Chairman considered 
that under corporate governance, this was part and parcel of NGOs’ existing 
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operation. 
 
48.  Ms Teresa Au added that it was important for NGOs to enhance their 
own financial management capacity.  The actuarial study provided an analytical 
tool for them to improve their reserve and finance management.  However, it 
was also important for NGOs to take into account different variables in managing 
their reserves under unpredictable market conditions. 
 
Report on the Progress of the Consultancy Study for the Production of the 
Best Practice Manual (Paper LSGSC 2/2011) 
 
49.  Mr Philip Tang briefed Members that in pursuance of the decision made 
at the last meeting, a Project Steering Committee (PSC) was set up to give 
direction and steer to the PolyU Technology and Consultancy Co. Limited (the 
Consultant) on the consultancy study.  Two PSC meetings were held on 
12 January 2011 and 1 June 2011 respectively to discuss the draft inception 
report including the study documents prepared by the Consultant.  Between the 
two meetings, PSC Members contributed additional views on the draft inception 
report, based on which the PSC Secretariat held working meetings and 
discussions with the Consultant to take forward the consultancy study. 
 
50.  As decided at the first PSC meeting, a briefing session on the 
consultancy study for the production of the Best Practice Manual was held on 11 
April 2011 with a view to engaging the sector before the launch of the pilot test.  
In response to our invitation, 177 participants from 113 LSG-subvented NGOs 
had registered for the briefing session.  It turned out that a total of 150 
participants involving 107 NGOs had finally attended the briefing.  During the 
briefing session, both SWD and the Consultant presented the background and the 
scope of the consultancy study as well as the study methodology, following 
which questions and concerns were raised from the floor, as summarised below - 
 

(a) The NGO sector should be engaged in the production of the BPM. 
(b) The scope of the consultancy study should be confined to the issues 

and recommendations as mentioned in the Review Report on the LSG 
Subvention System. 

(c) The application of the BPM and the decision as to what might 
constitute Level One guidelines (which NGOs were expected to 
follow unless there were strong justifications not to do so) and Level 
Two guidelines (which NGOs were encouraged to adopt as far as 
practicable) should take into account the various sizes and financial 
positions of NGOs. 

(d) The consequences of non-compliance with Level One guidelines 
should be spelt out. 

(e) SWD should provide additional resources for NGOs to implement the 
BPM. 

(f) The Consultant should consider whether the categories and numbers 
of stakeholders involved in the survey were adequate, and whether 
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the 50% expected response rate of the survey was adequate. 
(g) Adequate time should be allowed for the consultancy study. 

 
51.  Based on the feedback forms collected, the majority of responses were 
positive, e.g. over 80% of responses confirmed that the briefing session had 
enhanced their understanding of the content of the consultancy study, the study 
methodology and the process of engaging the stakeholders.  Eight participants 
from seven NGOs showed willingness to share their good practices with the 
Consultant. 
 
52.  Subsequent to the briefing session for NGOs, the Consultant 
commenced the pilot test on the questionnaires and interview guides in mid-April 
2011.  In the pilot test, both questionnaires and interview guides were tested.  
A total of 23 respondents including CEOs/senior management, frontline staff and 
service users from NGOs of small, medium and large sizes were involved.  
Their constructive feedback had facilitated the Consultant in revising the 
questionnaires and interview guides.  The process of the pilot test was reported 
by the Consultant as generally smooth. 
 
53.  Mr Philip Tang further reported that the Consultant had revised the draft 
inception report based on the views collected.  At the meeting of 1 June 2011, 
PSC Members endorsed in principle the revised inception report and study 
documents, subject to final touch-up of some wording of the questionnaires by 
the Consultant.  With the agreement of the PSC, the Consultant proceeded with 
the field study.  It was expected that the Interim Fieldwork Progress Report 
would be completed by mid-October 2011, after which the Consultant would 
present the progress of the field study at the next LSGSC meeting. 
 
Report No. 56 of the Director of Audit (Paper LSGSC 3/2011)  
 
54.  Mr Lam Ka-tai briefed Members on the recommendations made by the 
Director of Audit in his Report No. 56 (Chapter 3) published on 13 April 2011.  
He highlighted that there were a total of 25 recommendations which covered five 
areas, namely corporate governance, standard of services and performance 
management, financial and fund management, human resource management and 
other administrative issues.  Of the 25 recommendations, 22 were addressed to 
the NGO concerned and three were addressed to the Director of Social Welfare.  
The recommendations which called for actions by SWD were - 
 

(a) to disseminate relevant audit recommendations for reference by other 
LSG-subvented NGOs; 

(b) to remind other LSG-subvented NGOs which had accumulated 
sizeable reserves to formulate strategic plans on the use of these 
reserves; and 

(c) to issue additional guidelines to NGOs regarding what constituted 
minor/routine/marginal capital expenditure that might be charged to 
LSG (in the context of LSG Circular 9/2003). 
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55.  For recommendations (a) and (b) in paragraph 54 above, SWD would 
disseminate the relevant audit recommendations for reference by NGOs 
operating in the LSG mode and would also remind them to formulate strategic 
plans on the use of LSG reserves in accordance with LSG Circular No. 8/2003, to 
be underpinned by proper documentation, regular reviews/revisions as well as 
monitoring. 
 
56.  As for recommendation (c) in paragraph 54 above in relation to the 
guidelines on the use of LSG and LSG reserve as set out in LSG Circular No. 
9/2003, SWD would provide clear definitions on what would constitute 
minor/routine capital expenditure and marginal capital items that might justify 
the use of LSG or LSG reserve.  For reference by NGOs in making decisions in 
that context, Members deliberated on the following financial thresholds - 
 

For minor or routine capital expenditure which might legitimately be 
charged to LSG or LSG reserve (paragraph 3 of LSG Circular No. 9/2003) - 

 
(a) Capital works: each costing no more than $250,000 (or $150,000) on 

a service unit basis; and 
 

(b) Furniture and equipment (F&E): each item costing no more than 
$25,000 (or $15,000). 

 
For marginal capital items which, where justified either on resource or 
timing grounds, might be charged to LSG or LSG reserve (paragraph 3 of 
LSG Circular No. 9/2003) - 

 
(a) Capital works: each costing from $250,001 (or $150,001) to 

$500,000 on a service unit basis; and 
 

(b) F&E: each item costing from $25,001 (or $15,001) to $50,000. 
 
57.  Mr Lam Ka-tai pointed out that as set out in the LSG Circular 9/2003, 
NGOs should tap the Lotteries Fund (LF) in respect of major acquisitions or 
renovation works either through annual block grants or major grants.  In most 
circumstances, NGOs might tap block grants for capital works each costing no 
more than $500,000 and F&E items each costing no more than $50,000.  NGOs 
might also apply for LF grants in respect of capital works each costing more than 
$500,000 and F&E items each costing more than $50,000. 
 
58.  In the course of delivering or improving their services, NGOs might 
come across situations where procurement of capital items would be essential in 
terms of expediency and operational needs.  If those items each cost more than 
$500,000 for capital works or $50,000 for F&E and NGOs would like to deploy 
their LSG or LSG reserve to meet these special or major expenditure items, SWD 
would suggest that in addition to the said deployment being thoroughly discussed, 
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well justified and documented by the NGO management board, NGOs should 
seek SWD’s advice in advance. 
 
59.  Ms Chang Siu-wah enquired whether it was a must for NGOs to tap 
LSG/LSG reserve to finance capital expenditure and marginal capital items under 
the proposed financial thresholds.  Mr Lam Ka-tai responded that NGOs were 
encouraged to apply for LF grants in respect of major acquisitions or renovation 
works. 
 
60.  Hon Cheung Kwok-che had reservations on tapping LSG reserves for 
capital expenditure as he regarded the reserves as accumulated mainly came from 
the surplus of personal emoluments.  He expressed worries about their 
exhaustion if there was no limit on the frequency of their use notwithstanding the 
ceilings being set for each expenditure item.  He suggested that all these 
expenses be reimbursable from LF. 
 
61.  Mr Tung Chi-fat pointed out that using LSG or LSG reserves to cover 
expenses on both personal emoluments and capital expenditure was reasonable 
and indeed it would ultimately benefit the service and users.  He was of the 
view that the proposed thresholds might be too low, having regard to the high 
inflation rate and the time lag in getting quotations.  He considered it most 
important to ensure transparency and affordability.  He also agreed with the 
Audit Commission’s recommendation that relevant points on corporate 
governance be shared with the NGO sector.  On the management of reserves, 
given that public money was involved, he regarded prudency as vital.  However, 
so long as there was consensus among the management board and staff, he 
suggested that LSG or LSG reserves could be used more proactively so as to 
meet service gaps, which he believed was in line with the LSG spirit. 
 
62.  Mr Frederick Lai appreciated the recommendation to elucidate the 
existing guidelines on using LSG and LSG reserves for capital works and capital 
items.  He was inclined to support the thresholds to be set at $250,000 for 
capital works and $25,000 for F&E items in view of the increasing cost of capital 
works.  He welcomed the flexibility allowed for NGOs but hoped that the 
procedures for using LF could be streamlined as well, so that NGOs would not 
have to use their reserves for capital expenditures.  As for the Audit 
Commission’s review on the NGO, Mr Frederick Lai expressed that the findings 
had caused damage to the NGO and brought negative impact on its capacity for 
donations and funding applications, especially when the case was covered by the 
media and the public might not understand the operation of subvented NGOs.  
He would like to know the criteria for selecting an NGO for audit review.  He 
also considered that all NGOs should learn how to manage the negative impact 
arising from the audit review. 
 
63.  The Chairman emphasised that the Audit Commission was totally 
independent in its work, and had its own jurisdiction in selecting targets for audit 
review. 
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64.  Mr Cheung Chi-wai agreed that there should be a limit on the frequency 
with which an NGO might charge capital expenditures to its LSG reserve.  He 
echoed that SWD should streamline the application procedures for LF so that 
NGOs had more incentives to apply for LF instead of using their reserves to fund 
capital works.  Ms Christine Fang shared Mr Cheung Chi-wai’s view on 
simplifying the application procedures for LF especially those for small funding 
support.  The Chairman responded that SWD would consider reviewing the 
application procedures for LF while balancing the need for public accountability. 
 
65.  Ms Christine Fang supported SWD’s stance in exercising flexibility 
with regard to NGOs operating self-financing services on subvented premises 
provided that there was no adverse impact on subvented services.  She agreed 
that the principle of “no cross-subsidisation” between subvented and 
non-subvented services should be maintained.  She would however like to 
clarify whether SWD’s advice or approval was required in advance for charging 
special or major expenditure items to LSG or LSG reserves; and whether NGOs 
were required to work out additional investment guidelines if they had already 
adopted the requirements stipulated in the LSG Circular 8/2003. 
 
66.  Mr Lam Ka-tai clarified that the Audit Commission’s recommendation 
regarding the investment strategies on LSG reserves was meant to serve as a 
reference by the sector.  If an NGO had already developed its own investment 
strategies and documented them according to the LSG Circular 8/2003, there was 
no need to devise a new one. 
 
67.  Mr Yu Chi-ming agreed that if the capital cost to be charged to 
LSG/LSG reserve was below $150,000, it could be exempted from seeking 
advice from SWD.  Mr Lam Ka-tai clarified the proposal that NGOs were 
required to seek SWD’s advice in advance only if the special or major 
expenditure items were above $500,000. 
 
68.  Ms Sania Yau sought clarification on the need to seek SWD’s advice in 
advance.  Mr Lam Ka-tai explained that if an NGO wished to charge its special 
or major expenditure items (say more than $500,000) to LSG or LSG reserve, 
SWD would assess whether a fast-track application for LF was justifiable and 
feasible, and advise the NGO accordingly. 
 
69.  Hon Cheung Kwok-che reiterated that the scale and frequency with 
which an NGO tapped on the LSG reserve for funding capital works should be 
monitored closely, especially if the NGO’s level of reserve was relatively low.  
He suggested that NGOs would only be allowed to use a certain proportion of the 
reserve for capital works.  Ms Chang Siu-wah pointed out that flexibility was 
needed for small NGOs operating residential services to mobilise resources to 
maintain their premises in good condition so as to meet the service requirement.  
As for self-financing services operated by subvented NGOs, Mrs Julie Lee 
opined that the use of subvented resources should only be confined to the 
premises but not the manpower. 
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Any Other Business 
 
70.  Ms Christine Fang raised concern about the Other Charges (OC) under 
LSG which were only adjusted upwards by 0.45% for 2011-12, and were well 
below the inflation rate of 2011 as a whole.  Mr Lam Ka-tai explained that the 
present OC adjustment was based on the Government-wide price adjustment 
factor.  The mechanism had been in use for more than 10 years.  In fact, SWD 
had examined the Composite Consumer Price Indices (CCPI), and found that on 
some occasions when the CCPI had indicated negative figures, our OC levels 
remained the same under the existing mechanism. 
 
71.  Mr Lam Ka-tai further explained that while the existing mechanism 
would have a lag-behind effect, the price movements would normally be 
reflected in the OC adjustment for next year.  Indeed, the LSGIRC had 
confirmed in its review report of December 2008 that the existing mechanism 
had the advantage of being a consistent and handy reference for application 
across the public sector. 
 
72.  Ms Christine Fang asked whether SWD would provide additional 
resources to NGOs which were affected by the increasing operational cost.  The 
Chairman reminded Members that the existing mechanism and arrangement were 
well established.  He remarked that given that the lag-behind effect would 
normally be reflected in the OC adjustment for next year and that there was no 
guarantee that any price index would always be better than the other, the existing 
mechanism should be maintained for the sake of consistency as advised by the 
LSGIRC. 
 
73.  Mr Yu Chi-ming would like to know whether the salary of Programme 
Assistants (PAs) would be adjusted according to the Civil Service Pay 
Adjustment (CSPA).  Mr Philip Tang said that under the existing practice, the 
allocation for PAs funded by Central Item was not pegged with the CSPA.  Still, 
NGOs were allowed to pay for their salary adjustment by using any surplus 
arising from such Central Item allocation for the year until their exhaustion, 
following which the LSG reserve could be tapped.  In response to Hon Cheung 
Kwok-che’s further enquiries, Mr Philip Tang supplemented that there would not 
be additional allocation apart from the CSPA adjustment under LSG. 
 
Date of Next Meeting 
 
74.  There being no other business, the meeting ended at 5:30 p.m.  The 
Secretariat would fix a date for the next meeting in due course. 
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