L C Paper No. CB(1)2083/03-04(05)

LEGISLATIVE COUNCIL PANEL ON FINANCIAL AFFAIRS

Hong Kong Harbour Fest

This paper provides an update on the follow-up actions taken by the
Administration on Harbour Fest.

BACKGROUND

2. In response to the Government’'s economic relaunch campaign the
American Chamber of Commerce in Hong Kong (AmCham) proposed to organise
an international world-class entertainment festival, namely the Harbour Fest.
The Economic Relaunch Working Group (ERWG), chaired by the Financial
Secretary, approved at its meeting on 12 July 2003 a proposal for the Government
to underwrite the net deficit of Harbour Fest up to a maximum of $100 million. It
was also decided that the Government should act as the sponsor only, and
AmCham had to plan, organise and implement the whole event. Invest Hong
Kong (InvestHK) was assigned as the subject department to coordinate
Government support and facilitation for and to oversee AmCham’s
implementation of the festival.

3. In accordance with the Sponsorship Agreement signed between
InvestHK on behalf of the Government and AmCham, the latter submitted on 27
February 2004 the audited accounts of Red Canvas Limited, the Special Purpose
Vehicle appointed by AmCham to implement the Harbour Fest project. A copy of
the audited accounts and also the attendance records were forwarded to this
Panel for information together with the progress report on the economic relaunch
campaign in April 2004.

ACCOUNTS & ATTENDANCE RECORDS

4. InvestHK requested the detailed profit and loss accounts as used by the
independent auditor in auditing the accounts of Red Canvas Limited in relation to
Harbour Fest. A copy is at Annex A. The department also sought clarification
on a number of items in the accounts. The total income and overall expenditure
of the festival was $155.221 million and $155.846 million respectively, resulting in
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a net deficit of $0.625 million to be absorbed by the organiser. According to
AmCham, some $63.73 million of the total expenditure went into the local
economy, including $10.6 million public revenue in the form of income tax and
land rental. The balance of $92.12 million was paid/remitted to suppliers/ service
providers (including overseas performing talents) outside Hong Kong.

5. The total attendance was 125,872 persons. Of this number, 88,555
were members of the public who bought tickets and 37,317 attendees were in
receipt of free/complimentary tickets. The latter figure included 12,500 tickets for
the free show on 24 October 2003 and some 12,000 unclassified complimentary
tickets. According to AmCham, these 12,000 tickets were mainly distributed to
commercial entities (e.g. shops and restaurants, etc.), which were either
sponsoring the festival in kind or providing assistance in support of the festival
(e.g. helping to distribute flyers and/or putting up posters in their premises, etc.).
AmCham has not been able to provide any supporting details as it did not keep a
full record of the distribution, but advised that most of these tickets were for the
less expensive seats

TV SPECIAL

6. Following the broadcast of the TV special in the USA on the MTV2 and
MTV channels in January and February 2004 respectively, the same video was
aired locally in Hong Kong on TVB Pearl on 1 May and some other 30 plus
countries in Asia and the Middle East in May on the Star World International and
Star World India channels. The full broadcast schedule is at Annex B.

7. According to AC Nielson, the third airing of the TV special on the MTV
channel achieved a viewership rating of 0.2 million households in the USA,
representing about 314,000 viewers. AmCham advised that the ratings for
MTV2 are not released to the public. TVB has advised that there were 136,000
viewers of the local showing. InvestHK is still awaiting AmCham’s feedback on
the viewership figures for the recent airings on Star World channels.

8. InvestHK is continuing to liaise with AmCham to explore the possibility of
further broadcasting the video in other major overseas markets. In view of the
limited “window” for showing the video, we have pressed AmCham for early
action.



OTHER FOLLOW UP ACTIONS

9. The Sponsorship Agreement on Harbour Fest provides that the
Government shall enjoy the right to use TV footages and programmes of
performance and related activities of the festival for the promotion of Hong Kong
to the extent permitted by AmCham’s contracts with the artists. We have asked
AmCham to specify the relevant terms and conditions of the use of these TV
footages and programmes by way of a Deed. InvestHK in consultation with the
Department of Justice has prepared a draft of the Deed and AmCham is
considering the draft.

10. Under the sponsorship deal, the Government is the owner of all
Intellectual Property (IP) Rights, sponsorship and other rights and privileges in
relation to Harbour Fest. AmCham shall be the custodian of all rights granted,
assigned or transferred to AmCham by the Government up to 31 December 2008.
AmCham has recently indicated its intention in writing to assign all trademarks
and IP rights secured in relation to Harbour Fest to the Government. It has also
indicated orally its intention to return custodianship to the Government early.
InvestHK in consultation with the Intellectual Property Department and the
Department of Justice is preparing the necessary documents to effect the
assignment and return respectively.

REPORTS BY DIRECTOR OF AUDIT AND PANEL OF INQUIRY

11. The Director of Audit initiated a value for money study on Harbour Fest
starting late October 2003, and presented his Report No. 42 to the Legislative
Council (LegCo) on 21 April 2004. The Public Accounts Committee (PAC) of
LegCo has followed up with four public hearings on the Chapter on Harbour Fest.
The Director-General of Investment Promotion has said that he fully accepts
Audit’'s recommendations on the follow-up actions to be taken by InvestHK.

12. In addition, the two-person Panel of Inquiry appointed by the Chief
Executive on 12 December 2003 to look into the approval, organisation and
monitoring processes of Harbour Fest submitted its Report on 15 May 2004.
This was made available to LegCo and the public on 17 May. The Panel of
Inquiry had access to certain individual payment details of Harbour Fest, and
identified a number of points on the accounts requiring further clarification.
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InvestHK will pursue these points with AmCham as appropriate. The Report has
also drawn a number of conclusions and recommendations. The Chief
Executive has accepted the Panel's findings and recommendations, which will
serve as useful reference if and when the Government is to stage similar events in
future.

WAY FORWARD

13. The Administration has studied carefully both the Audit Report and the
Inquiry Panel Report, and takes the observations and recommendations
contained in the Reports seriously. Both the Director of Audit and the Panel of
Inquiry have offered specific advice on the kind of due process Controlling
Officers should observe before committing government funds on specific projects.
The Administration is working on a new circular to this effect, building on existing
guidelines as appropriate. In the light of the Inquiry Panel’'s recommendations,
the Administration will also consider organising more programmes oOn Crisis
communication and experience sharing sessions for senior officials. In addition,
the Administration has noted the points raised by the Panel of Inquiry on the
accounts of Harbour Fest and is taking these up with AmCham. On receipt of
the PAC report, the Administration will also consider whether any further action
will need to be taken.

14. We understand that a criminal investigation is being carried out by the
Independent Commission Against Corruption. The Administration has also
referred the Inquiry Panel Report to the Police for further follow-up action as
deemed necessary. We are cooperating fully with the investigation by these law
enforcement agencies.

ADVICE SOUGHT
15. Members are invited to note the progress of the follow up actions

undertaken on the Harbour Fest event.

Invest Hong Kong
June 2004
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{BE 45000

P e

451 222898
{5.508.60
B0.60)

{19,0066.00

(4BBE2T B

34,482,000
138,14 1608
{10,906.00)
{35, BBA.0G)
{13, 880.60
{43,428.8¢
8T
12 828.000
(880806
1280700

{14.280.80

(£3,507.00)
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Totot Padsssionai-romigration

forsd-Suclt Frat
32 R

Toiet Proteesionahdudit Faa

Hank Chargas:

EO-TR0-1G Litler of Credlt

8O- 78020 Toansactuos-Rolihg Ronss

FO-PE3 Trgneactions Pringe

BH-76020 Tranaaelicrs-Lracn

HR7E020 Transuctions-Germrst

25 TER-20 Transastions-Family Pest

BTG ES Transaotions- Oy Thadd
BTS00 Transectinngdoeg Dutraras
407002 Traheadinea-Toing Taby&iomic Kitany
A5 78020 Transactiora- Y astile
H7E0-30 Tranzaciorns- Al Bupply
B TEE0 Trarsastions-Gipsy Kings
SATE-I0 TransastionsAsian &l-Slar Mign
S5-780-28 Transaciong-Berdans
FOFBO-I0 Trapeady iary Velensiann
THTEG20 Transectiora-Mell Young

Tota! Sanh Ghatges

Farag

HITTOH Forgned
77019 Forex- TwsnaTatpdkiomic Kiteny
TG Forexn- Santare
70030 Forgn-Parnify Fagl

stival B2
af DOTICHRIE

{3, 728.00

1230,268.005

850000
(B8, 000.00

(3000
{50000
000
(15000
W
(8500
(300088
40D D
{25550
000

{00,342,

a58.51

e e

$56.63
514,25}
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Broadcast time of Hong Kong Harbowr Fest TV Spegial ~ “Horg Kongy Recks™

o

WTVZ 27 Jon 14

MYYZ SEJan 04 RAUOEST)

MY BEab UL 0000 {8 Fab) (EST) 4§

TVE Peuit AMay04  2000¢KEme)  MomaReeg

Sty Word Infemational SMay D6 ORU0IHKIME)  Covertng 34 rarkets in
Star Wond Intemational § Way 04 1R00{HK ey Asta wid the NMiddie East
Star Wosld india 19 By 54 193730 (HK Ume) Isiis )
Star Word ndia 20 May 4 D00 I Hme)

Star Wasld tndia 20 May 04 1330 {HK time)




