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(RERHISTRA)

Good Practices of NGOs

(1) Use of LSG Reserve

(a) Formulation of policy paper and guidelines on management and
monitoring of LSG Reserve;

(b) conducting assessment on the use of LSG Reserve in five years;
(c) setting up the optimal level of LSG Reserve;

(d) setting out the areas of use of LSG Reserve including paying
increment to staff exceeding mid-point salary, improving salary
structure, enhancing remuneration package for frontline staff, giving
rewards and allowance to staff with good performance or long
service, providing gratuities and fringe benefits such as medical
Insurance, increasing manpower and enhancing service delivery,
etc.;

(e) preparing financial projection for five to 20 years; and

(f) consulting staff on the use of LSG Reserve through briefing sessions
or annual staff meetings.

(I1) Corporate Governance
(@) setting up specialised committees for enhancement of governance;

(b) compiling manuals on corporate governance;

(c) working out the BPM manual incorporating framework of corporate
governance;

(d) posting out the “BPM procedures” in the service units for service
users’ information about the implementation of the BPM;



(€)

(f)

@)
(h)

)

(k)

consulting staff and service users on BPM policy yearly and
conducting review by governing boards;

engaging staff and service user representatives in boards and
sub-committee meetings;

delineating communication channels with staff and service users;

enhancing communication with staff and service users by different
means e.g. dissemination of information through newsletters, annual
reports, website; collection of views by opinion surveys, suggestion
box, customer liaison groups; exchange of correspondences, regular
and ad hoc staff meetings, consultation meetings;

defining terms of office and putting in place the succession
mechanism for members of their governing board;

delineating roles and responsibility of governing boards e.g.
updating board members of the service development in board
meeting, arranging board members’ visit to service units,
participation in programme activities and joining the staff retreat;
and

adopting various means to consult their staff and service users on the
important information and decisions to enhance the sense of
belonging and team spirit amongst staff.
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Summary of Recommendations in

Report No. 69 of the Audit Commission (Audit) (Chapter 1) and
No. 69A of the Public Accounts Committee (PAC) -
Administration of lump sum grants by the Social Welfare Department

(RERHISTRE)

Para. No.

Recommendations of Audit/ PAC

Part 2: Financial

Monitoring

Audit Report
Para 2.16

Audit has recommended that Director of Social Welfare (DSW)
should -

(a) | take further measures to facilitate NGOs to share, adopt and
implement the good practices relating to the use of reserves
(i.,e. Lump Sum Grant (LSG) Reserves, Holding Account
balances and PF Reserves) and disclose the use of reserves
according to the Best Practice Manual (BPM);

(b) | in circumstances where NGOs are unable to comply with the
BPM gquidelines, ensure that the NGOs provide strong
justifications and the SWD gives consent for exemption where

appropriate;

(c) | keep in view NGOs’ balances of reserves and where necessary,
remind NGOs to take further measures to maximise the use of
the reserves, as required by the BPM guidelines, for enhancing
Funding and Service Agreement (FSA) activities and FSA
related activities to better the provision of welfare services to

the public;

(d) | ascertain the reasons for some NGOs having incurred large or
persistent LSG operating deficits and offer advice where

warranted; and

(e) | keep under review the operation of NGOs in deficits for
possible financial viability issues and offer advice to NGOs

where warranted.

PAC Report
Para. 95
(Room for

enhancement on the
use of reserves)

PAC urges SWD to take measures to facilitate NGOs to optimally
manage and utilize their reserves in compliance with the guidelines
of the BPM and to review the financial reports and discuss with the
NGOs concerned to ensure LSG deficits of NGOs would not affect
the provision of quality services for the public;

(4th bullet)
(p-59)
PAC Report | PAC expresses serious concern that -
Para. 96 (a) total amount of reserves retained by some NGOs was high.
(Financial Overall reserves retained by one NGO for 2016-2017 amounted
“’[':’t’;::]oz:ir)‘?) to $3.6 billion. SWD should ensure that reserves kept by
(p.69) NGOs are put into gainful use at opportune times;

-1-




Para. No. Recommendations of Audit / PAC
Audit Report | Audit has recommended that DSW should -
Para 2.27 (@) | take immediate action to obtain covering approval, from the

Secretary for Labour and Welfare, for deferring the
implementation of the requirement for the review and
disclosure of emoluments of NGOs’ staff in top three tiers;
and

(b) | take necessary follow-up action on the advice of the Director of
Administration (see para 2.24).

Audit Report
Para 2.34

Audit has recommended that DSW should -

(a) | ascertain the reasons why the accounting inspections at some
NGOs have not been conducted as scheduled and take
measures to ensure that the inspections are conducted as
planned in the future;

(b) | take measures (e.g. arranging training seminars and experience
sharing sessions on good accounting practices of NGOs) to
assist NGOs to improve their internal controls and minimise
occurrence (especially repeated occurrence) of irregularities;

(c) | for those NGOs that made no improvement in their internal
controls or minimising the occurrence of irregularities (as
shown in Table 13), consider the need for issuing a warning
letter informing them that in accordance with the LSG Manual,
the SWD may withhold or terminate LSG subventions if an
NGO fails to exercise reasonable and prudent financial
management or comply with the LSG requirements as laid
down in the LSG Manual; and

(d) | consider taking into account other risk factors (e.g. NGOs
operated in deficits with possible ongoing financial viability
issues and NGOs whose accounts have been given qualified
opinions by external auditors) in formulating plans for
accounting inspections.

PAC Report
Para. 96
(Financial

Monitoring)
[Item (d)]
(p.69)

PAC expresses serious concern that -

(d) there are other risk factors that SWD should consider in
formulating its risk-based inspections (e.g. NGOs with
persistent operating deficits).

Audit Report
Para 2.41

Audit has recommended that DSW should -

(@) | request the three NGOs (i.e. NGOs I, J and K — see para.
2.39), which have not apportioned the head office overheads
between FSA activities and non-FSA activities, to apportion
such overheads;

(b) | remind NGOs of the need to apportion head office overheads

-2-




Para. No. Recommendations of Audit / PAC
between FSA activities and non-FSA activities;
(c) | request the two NGOs that have anomalies in apportioning the
overheads between FSA activities and non-FSA activities (i.e.
NGOs H and G — see Cases 1 and 2 in para. 2.40) to review
their bases of apportionment and properly apportion the costs;
and
(d) | take measures to help NGOs adopt an appropriate basis for
apportioning overheads between FSA activities and non-FSA
activities.
PAC Report | PAC urges SWD to consider formulating a set of fair, effective and
Para. 95 practical criteria on cost apportionment and providing guidelines for
(Apportioning of | NGOs to follow;
head office
overheads by NGOs)

(4th bullet) (p.62)

Audit Report
Para 2.45

Audit has recommended that DSW should -

(@)

take measures to assist NGOs to properly follow the internal
control procedures set out in the LSG Manual; and

(b)

require NGOs to step up their internal controls (e.g. conducting
supervisory checks to ensure the accuracy of fixed asset
registers).

Audit Report
Para 2.52

Audit has recommended that DSW should -

(a)

based on the response from the LWB and the FSTB on the
proposed fees adjustment for subvented welfare services in
2018-19, take necessary action accordingly;

(b)

review regularly fees and charges for subvented welfare
services; and

(©)

deliberate on the way forward of making cumulative fees
adjustment for subvented welfare services.

Part 3: Self-assessment of Service Quality by Non-governmental Organisations

Audit Report
Para 3.8

Audit has recommended that DSW should -

(@)

remind NGOs of the importance of accurate reporting of their
Output/Outcome Standards and of the need to exercise due care
in computing the Standards;

(b)

provide more guidelines to NGOs to facilitate and enhance
their conduct of measurement of Outcome Standards; and

(©)

in conducting review visits to NGOs (see para. 4.40(a)),
identify and disseminate NGOs’ good practices in the conduct
of their self-assessment of the achievement of Outcome
Standards.

PAC Report

PAC strongly urges SWD to follow up on cases with anomalies and

-3-




Para. No. Recommendations of Audit / PAC
Para. 95 provide gquidelines to facilitate and enhance the conduct of
(Self-assessment | self-assessment by NGOs, disseminate NGOs’ good practices of
7 INEI08) self-assessment and ensure that NGOs observe the requirements laid
(3rd bullet) . . ] ) .
(.62) down in their SQS manuals in the implementation of SQSs.
Audit Report | Audit has recommended that DSW should -
Para 3.13 (@) | urge NGOs to take measures to ensure that their Agreement

Service Units (ASUs) observe the requirements laid down in
their own Service Quality Standard (SQS) manuals in the
implementation of SQSs;

(b) | encourage NGOs to make use of the self-assessment checklist,
which is available on the SWD’s website, in conducting

self-assessment on SQSs; and

(c) |[remind NGOs to exercise due care in completing the
self-assessment checklist (see para. 3.12).

Audit has recommended that DSW should encourage NGOs to put
in place an internal service inspection mechanism, having regard to
the need for laying down inspection programmes, conducting
surprise inspection, and following up non-compliance cases.

Part 4: Monitoring of Service Delivery by Social Welfare Department

Audit Report
Para 4.4

Audit has recommended that DSW should -

(@) |closely monitor those ASUs of NGOs which have had
persistent underperformance (say, underperformance in a
number of consecutive years) in the provision of services;

(b) | in cases where full subventions are paid to the ASUs with
persistent underperformance, critically review whether the

payments are fully justified; and

(c) | instigate timely action, where warranted, to tackle cases of
persistent underperformance of ASUs in accordance with

provisions in the LSG Manual.

PAC Report

Para. 95
(Monitoring of
service delivery by

PAC strongly urges SWD to -
(@) closely review those ASUs with persistent underperformance and
devise with them appropriate follow-up measures;

SWD)
[2nd bullet- item (2)]
(p.63)
Audit Report | Audit has recommended that DSW should -
Para 4.24 (a) | ascertain the reasons for the significant underperformance in

the provision of the Home Care Service for Persons with
Severe Disabilities (HCS) and the Integrated Support Service
for Persons with Severe Physical Disabilities (ISS) and
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Para. No.

Recommendations of Audit/ PAC

determine the way forward for the two services;

(b) | follow up with the ASUs to align their understanding and
practices regarding the counting of HCS and ISS cases into the

caseloads reportable to the SWD;

(c) | remind case managers of the HCS and the ISS to ensure that
necessary support services are provided to service users as far
as possible;

(d) | provide to the ASUs more guidelines on discharging service
USers;

(e) | take measures to address the issue of service users receiving
both the HCS and the ISS; and

(f) | with a view to optimising the use of public money, explore the
feasibility of fine-tuning the existing arrangements for
calculating subventions to the ASUs providing the HCS and the
ISS.

PAC Report

Para. 95
(Monitoring of
service delivery by

PAC strongly urges SWD to -

(b) review underperformance of HCS and ISS services and improve
their service delivery, especially on the provision of support
services and the procedures on discharging patients;

SWD)
[2nd bullet-item (b)]
(p.63)
Audit Report | Audit has recommended that DSW should, to properly monitor the
Para 4.28 effectiveness of services provided by ASUs, step up efforts to set
Outcome Standards with ASUs and incorporate such standards into
the pertinent FSAs.
PAC Report | PAC strongly urges SWD to-

Para. 95 of the
(Monitoring of
service delivery by

(c) discuss with the relevant NGOs on a timetable to set Outcome
Standards for all existing ASUSs.

SWD)
[2nd bullet-item (c)]
(p.64)
Audit Report | Audit has recommended that DSW should -
Para 4.32 (@) | determine whether the activities provided by ASU J to children

under six and retired men are FSA related activities and
instigate remedial action where necessary;

(b) | remind NGOs that the SWD should be consulted prior to the
conduct of activities which they regard as FSA related

activities but not stipulated in FSAs;

(c) | communicate with the NGO of ASU S on how best to handle
the cases of children occupying the emergency places longer
than the stipulated periods, bearing in mind that there may be
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Para. No.

Recommendations of Audit/ PAC

other children in need of the places;

(d) | remind the NGO of ASU S of the need to require social
workers of referring units of NGOs to work out long-term
welfare plans for all children occupying the emergency places
in a timely manner; and

(e) |urge the NGO of ASU S to admit cases requiring urgent
placement at the earliest possible time, and set a reasonable
timeframe for social workers of referring units to complete the
admission procedures.

PAC Report

Para. 95
(Monitoring of
service delivery by

PAC strongly urges SWD to -
(d) follow up on other cases with irregularities as revealed in the
Audit Report.

SWD)
[2nd bullet—item (d)]
(p.64)
Audit Report | Audit has recommended that DSW should consider conducting, on a
Para 4.37 periodic basis, comprehensive reviews of the performance of ASUs

with non-time-defined FSAs (particularly those ASUs with
persistent underperformance).

Audit Report
Para 4.48

Audit has recommended that DSW should -

(@) | closely monitor the progress of Special Visitation Programme
(SVP) visits in order to accomplish the SVP within the
stipulated timeframe;

(b) | review the approach to conducting SVP visits and
review/surprise visits (e.g. reviewing the need to change from
the random-based to a risk-based visit approach) to ensure that
they are conducted efficiently and effectively;

(c) |assess the manpower need of the Team of the SWD’s
Subventions Branch responsible for the conduct of
performance Vvisits;

(d) | take enhanced measures to ensure that, as far as possible,
service users to be requested to complete questionnaires or
interviewed are not pre-selected by ASUs;

(e) | take enhanced measures to ensure that the staff of the
Subventions Branch responsible for conducting performance
visits select samples for examination at ASUs themselves;

(f) |remind NGOs to rectify the irregularities noted during
performance Visits;

(g) | consider including inaccurate self-assessment on Essential
Service Requirements (ESRs) and Service Quality Standards
(SQSs) in management letters issued to ASUs;
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Para. No.

Recommendations of Audit/ PAC

(h) | consider extending the coverage of annual performance review
(e.g.to
include attainment of ESRs and SQSs); and

(i) |take measures to ensure that the results of NGOs’ compliance
with the ESRs, SQSs, Output Standards and Outcome
Standards are brought to the attention of the SWD’s directorate
periodically.

Part 5: Governance and Management Matters

Audit Report
Para 5.11

Audit has recommended that DSW should -

(@) | remind NGOs to provide accurate information on the progress
of implementation of BPM guidelines and submit
self-assessment reports in a timely manner;

(b) | consider conducting checking of the implementation of Level
One guidelines by NGOs;

(c) | enhance the promotion of Level Two guidelines among NGOs,
so as to solicit their greater support for implementing Level
Two guidelines; and

(d) |step up efforts to forge agreement between the NGOs’
management and the staff side on the four items of the BPM
relating to human resource management.

[Remarks: The recommendations in para. 5.11(d) and 5.31(d)
are identical.]

Audit Report
Para 5.22

Audit has recommended that DSW should make greater efforts to
encourage NGOs to adopt the good practices outlined in the
Efficiency Unit’s “Guide to Corporate Governance for Subvented
Organisations”.

PAC Report
Para. 95
(Corporate

governance and

accountability)
(2nd bullet)

(p.65)

PAC strongly urges SWD to follow up with those NGOs which are
still in the process of implementing items under Level One
guidelines, step up efforts in promoting Level Two guidelines and
explore the possibility of mandating the compliance of good
practices contained in the "Guide to Corporate Governance for
Subvented Organisations” among NGOs so as to enhance their
governance and accountability.

Audit Report
Para 5.31

Audit has recommended that DSW should -

(@) | remind NGOs receiving LSG subventions to monitor their staff
turnovers and take measures to address the problem of high
staff turnovers;

(b) | remind NGOs receiving LSG subventions to review their pay
scales and structures as well as to enhance transparency and
communication with staff on salary matters;
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Para. No.

Recommendations of Audit/ PAC

(©)

promulgate among NGOs the good practice of conducting exit
interviews with staff leaving their organisations so as to enable
NGOs to gain better insight into staff’s concerns.

(d)

step up efforts to forge agreement between the NGOs’
management and the staff side on the four items of the BPM
relating to human resource management.

[Remarks: The recommendations in para. 5.11(d) and 5.31(d)
are identical.]

PAC Report
Para. 95
(Problem of high
staff turnover)
(2nd bullet)

(p.66)

PAC strongly urges SWD to take a more proactive lead to address
the problem of staff turnover of NGO by:

(a)

collating relevant statistics from NGOs periodically and
promulgating among NGOs the good practice of conducting
exit interviews with leaving staff so as to better gauge the
magnitude and underlying causes of the problem;

(b)

reviewing the salary structures and pay scales of social welfare
personnel to ensure that their remunerations and benefits are
competitive enough to attract, recognize and retain talents, and
taking measures to minimize the salary gap of same rank or
position among different NGOs and the Government; and

(©)

encouraging NGOs to maintain a stable and effective
workplace and enhancing communication with staff on
pay-related issues;

Part 6: Review of Lump Sum Grant Subvention System

Audit Report
Para 6.14

Audit has recommended that DSW should -

(a)

in order to help the conduct of actuarial studies or related
studies in future, obtain feedback from all NGOs that have
conducted the studies and promulgate the feedback to NGOs;
and

(b)

take measures to improve the management of potential
conflicts of interest in the handling of complaints by the LSG
Independent Complaints Handling Committee.

PAC Report

Para. 95
(Need to better
manage potential
conflicts of interest of
LSG-ICHC)

(3rd bullet)

(p.67)

PAC strongly urges SWD to take measures to strengthen the
declaration of interests by members of the Complaints Handling
Committee; remind the Chairman to make decisions on the interests
declared by members and properly record all such decisions in the
minutes of meetings;

Audit Report

Audit has recommended that DSW should, in carrying out the
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Para. No. Recommendations of Audit / PAC
Para 6.19 review on the enhancement of the LSG subvention system, take into
account the audit findings and recommendations in this Audit
Report.
PAC Report | PAC recommends that the Task Force should take into
Para. 95 considerations the following when undertaking the review:
(a) | engaging different stakeholders including frontline staff and
(Ways forward for service users and gauging their views on how to enhance the
(2&13%332:0 subvention system
(p.68) (b) | collating not only quantitative findings but also qualitative

feedback and comments on how to improve service quality;

(©)

reviewing the use of reserves by NGOs and to maintain an
optimal balance between maximizing the use of subvention
resources and maintaining NGOs’ autonomy and flexibility in
resources deployment to suit the present-day needs of the
community;

(d)

formulating a set of fair, effective and practical criteria for cost
apportionment between FSA and non-FSA activities;

(€)

devising improvement measures on the monitoring of service
delivery and enhancing transparency and accountability for
supervision by SWD and the public at large, and promoting the
implementation of BPM guidelines and other useful guides on
corporate governance;

(f)

formulating staff remuneration policy with a clear salary
structure, reviewing pay scale of different ranks and
establishing communication channels with staff on pay-related
ISsues;

(9)

monitoring closely staff turnover problem in the welfare sector
and devising long-term manpower planning to ensure
sustainable development of the sector; and

(h)

taking into account findings and recommendations made by the
Committee and Audit in taking forward the review.




