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 The Establishment of the Committee    The Public Accounts Committee is 
established under Rule 72 of the Rules of Procedure of the Legislative Council of the Hong 
Kong Special Administrative Region, a copy of which is attached in Appendix 1 to this 
Report. 
 
 
2. Membership of the Committee   The following Members are appointed by 
the President under Rule 72(3) of the Rules of Procedure to serve on the Committee: 
 

Chairman : Dr Hon Philip WONG Yu-hong, GBS 
  
Deputy Chairman : Hon TAM Heung-man 
 
Members : Hon LAU Kong-wah, JP 

Hon Andrew CHENG Kar-foo 
Hon Abraham SHEK Lai-him, JP 
Hon Jeffrey LAM Kin-fung, SBS, JP  
Hon Albert Jinghan CHENG 

 
 Clerk : Ms Miranda HON Lut-fo 
 
 Legal Adviser : Mr Jimmy MA Yiu-tim, JP 
 
 
3. As Hon TAM Heung-man, Hon Andrew CHENG Kar-foo and Hon LAU 
Kong-wah had declared their personal interest in respect of the chapter on “Control and 
monitoring of District Council expenses and related activities”, and Hon Albert Jinghan 
CHENG had also declared his personal interest in respect of the three chapters relating to 
the English Schools Foundation, the Committee agreed that they be relieved from taking 
part in the examination of these chapters respectively.  Details of the first three members’ 
declarations are given in the Chairman’s opening remarks at the Committee’s public 
hearing on 8 December 2004, in Appendix 5.  Details of Hon Albert Jinghan CHENG’s 
declaration are set out in the Committee’s Report on the chapter on “School administration 
of the English Schools Foundation”, on page 126. 
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 The Committee’s Procedure   The practice and procedure, as determined by 
the Committee in accordance with Rule 72 of the Rules of Procedure, are as follows: 
 
 (a) the public officers called before the Committee in accordance with Rule 

72 of the Rules of Procedure, 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 Director of Bureau of the 
Government or other appropriate officers shall be called.  Appearance 
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 organisation 
subvented by the Government, the person normally required to appear 
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 could assist the 
Committee in its deliberations; 

 
 (c) the Director of Audit and the Secretary for Financial Services and the 

Treasury 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 
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 (g) the Committee shall hold informal consultations with the Director of 
Audit from time to time, so that the Committee could suggest fruitful 
areas for value for money study by the Director of Audit. 

 
 
2. The Committee’s Report   This Report by the Public Accounts Committee 
corresponds with the Reports of the Director of Audit on: 
 

- the Accounts of the Government of the Hong Kong Special Administrative 
Region for the year ended 31 March 2004; and 

 
- the results of value for money audits (Report No. 43), 

 
which were tabled in the Legislative Council on 24 November 2004.  Value for money 
audits are conducted in accordance with the guidelines and procedures set out in the Paper 
on Scope of Government Audit in the Hong Kong Special Administrative Region - ‘Value 
for Money Audits’ which was tabled in the Provisional Legislative Council on 11 February 
1998.  A copy of the Paper is attached in Appendix 2. 
 
 
3. In addition, this Report takes stock of the progress of the action taken by the 
Administration on the recommendations made in the Committee’s Report Nos. 40, 40A 
and 41 and offers the Committee’s views on the action taken.  These are detailed in  
Parts III to V of this Report. 
  
 
4. The Government’s Response   The Government’s response to the 
Committee’s Report is contained in the Government Minute, which comments as 
appropriate on the Committee’s conclusions and recommendations, indicates what 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 does 
not intend 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. 
 



 
III.  Report of the Public Accounts Committee  

on Report No. 40 of the Director of Audit on the Results 
of Value for Money Audits and Supplemental Report of the 

Public Accounts Committee on Report No. 39 of the Director of Audit  
on the Results of Value for Money Audits [P.A.C. Report No. 40] 
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 Laying of the Report   Report No. 40 of the Director of Audit on the results of 
value for money audits was laid in the Legislative Council on 30 April 2003.  The 
Committee’s subsequent Report (Report No. 40) was tabled on 9 July 2003, thereby 
meeting the requirement of Rule 72 of the Rules of Procedure of the Legislative Council 
that the Report be tabled within three months of the Director of Audit’s Report being laid. 
 
 
2. The Government Minute  The Government Minute in response to the 
Committee’s Report No. 40 was laid in the Legislative Council on 15 October 2003.  A 
progress report on matters outstanding in the Government Minute was issued on        
23 October 2004.  The latest position and the Committee’s further comments on these 
matters are set out in paragraphs 3 and 4 below. 
 
 
3. Subvention for staff emoluments of The Legislative Council Commission 
(Chapter 2 of Part IV of P.A.C. Report No. 40).  The Committee was informed by the 
Secretary General of the Legislative Council Secretariat, in his letter of 26 November 
2004 in Appendix 3, that: 
 

- the Exchange of Letters (EoL) between the Administration and The 
Legislative Council Commission (LCC), which set out the general principles 
and guidelines governing the administrative arrangements for the LCC and its 
working relationship with the Administration, as well as the existing funding 
arrangements for the LCC, had been reviewed; and 

 
- the EoL had been amended to reflect the updated funding arrangements since 

the last revision in 1997, such as the replacement of the baseline approach for 
funding by the Operating Expenditure Envelope approach.  The revised EoL 
was signed by the LCC and the Administration in November 2004.  

 
 
4. The Committee noted the above result of the review of the EoL between the 
Administration and the LCC. 
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 Laying of the Report   Report No. 40 of the Director of Audit on the results of 
value for money audits was laid in the Legislative Council on 30 April 2003.  The 
Committee’s supplemental report (Report No. 40A) on Chapters 8, 9 and 10 of the Director 
of Audit’s Report was tabled on 19 November 2003. 
 
 
2. The Government Minute  The Government Minute in response to the 
Committee’s Report No. 40A was laid in the Legislative Council on 3 March 2004.  A 
progress report on matters outstanding in the Government Minute was issued on        
23 October 2004.  The latest position and the Committee’s further comments on these 
matters are set out in paragraphs 3 to 8 below. 
 
 
3. University Grants Committee funded institutions - Governance, strategic 
planning and financial and performance reporting (Chapter 1 of Part IV of P.A.C. 
Report No. 40A).  The Committee was informed that: 
 

Corporate governance of institutions 
 
Review of the governance structure of the University of Hong Kong 
 
- the University of Hong Kong (HKU) was carrying out in phases other 

measures, such as enhancing communications between the management and 
members of the HKU; 

 
Amendment to the University of Hong Kong Ordinance regarding the statutory 
roles of the Council and Court of the University of Hong Kong 
 
- the HKU had been working on amendments to the University of Hong Kong 

Ordinance so that the role of its Court would be more accurately defined and 
consistent with the HKU statutes in the Ordinance; 

 
“Fitness for purpose” reviews of the governance structures of the other seven 
institutions 
 
- the City University of Hong Kong (CityU) Council had established an 

Implementation Committee to follow up the CityU Review Committee’s 
recommendations.  According to the implementation plans approved by the 
CityU Council in March 2004, the various recommendations would be carried 
out in 2004 and 2005; 
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- the Lingnan University (LU) Council completed a review of the membership 
and terms of reference of its standing committees in April 2004; 

 
- The Chinese University of Hong Kong (CUHK) had implemented the 

recommendations stated in the interim report, including the establishment of 
an Executive Committee and an audit committee; 

 
- the Task Force formed under The Hong Kong Institute of Education (HKIEd) 

Council completed the review of the HKIEd’s governance structure in early 
2004.  The HKIEd had implemented the recommendation of the Task Force 
to streamline the structure of Council Committees by dissolving some 
Committees and subsuming some Sub-committees under other Committees; 

 
- the Governance and Management Review Committee of The Hong Kong 

Polytechnic University (PolyU) completed its review of institutional 
governance and management structure in June 2004; 

 
Membership, attendance and attendance records in relation to Council meetings 
 
- the CityU Council had approved the recommendations of its Review 

Committee on University Governance and Management to downsize the 
CityU Council so that there would be a clear majority of lay members.  The 
Council, in consultation with the Administration, had been examining the 
necessary legislative amendments to the City University of Hong Kong 
Ordinance to implement the recommendations; 

 
- to involve the external members in more aspects of the work of the CityU, the 

CityU Council had approved the recommendation of restructuring its 
committees so that lay members would be in the majority.  The 
recommendation had been implemented starting from the 2004-05 academic 
year; 

 
- the CUHK Council decided in February 2004 to publish the information on 

the attendance of each Council member on the CUHK’s website; 
 
- the HKIEd Council decided in February 2004 that, in order to enhance 

transparency, each Council member’s attendance record at the Council and 
Council Committee meetings would be uploaded onto the HKIEd’s website 
on an annual basis; 

 
- the PolyU published the attendance records of its Council members on the 

PolyU’s website in September 2004; 
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- The Hong Kong University of Science and Technology (HKUST) Council 
resolved at its meeting in May 2004 that there would not be a quorum at any 
Council meeting unless external members constituted a majority.  This new 
rule had been implemented with effect from that meeting; 

 
- the HKUST Council also agreed to publish the attendance records of Council 

members at Council meetings in the 2003-04 Annual Report of the HKUST; 
 
- the HKU Council agreed in April 2004 that the record of attendance of 

Council members should be made public; 
 
Proposal to set up an audit committee — City University of Hong Kong, Hong 
Kong Baptist University, The Chinese University of Hong Kong, and the 
University of Hong Kong 
 
- the CUHK, the CityU and the HKU established their own audit committees in 

December 2003, March 2004 and April 2004 respectively; 
 
Proposal to conduct periodic reviews of the effectiveness of governing bodies 
 
- the Review Committee on University Governance and Management of the 

CityU submitted a Code of Practice to the CityU Council for consideration in 
July 2004.  Aiming at enhancing the effectiveness of the Council, the Code 
of Practice covered responsibilities of Council members, conduct of Council 
business, governance framework and legal status of the CityU, as well as 
financial affairs and staffing matters; 

 
- the HKIEd Council had completed its review of governance structure and 

concluded that any review of the effectiveness of its governing body would be 
conducted as and when necessary, and in the light of the development 
of/changes in the Institute as well as the Hong Kong higher education sector 
as a whole; 

 
- the HKUST Council agreed in May 2004 that periodic reviews of the HKUST 

governing body (i.e. the Council itself) should be conducted as and when 
appropriate; 

 
- the HKU Council had agreed to carry out reviews of its own effectiveness 

once every five years, with the framework of the first review to be determined 
in the 2004-05 academic year; and 
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Performance reporting of institutions 
 
Performance-based funding scheme for the 2005-06 to 2007-08 triennium 
 
- the University Grants Committee (UGC) had established a Performance and 

Role-related Funding Scheme Assessment Panel to consider the 
self-assessment documents submitted by the UGC-funded institutions and to 
assess their performance against role.  The Panel carried out an assessment 
exercise in August 2004, and sought to test and verify the conclusions made 
by the institutions.  Evaluation was carried out according to criteria and 
benchmarks suggested by the institutions.  The UGC had accepted the 
findings and conclusions made by the Panel and would feature this element in 
its 2005-06 to 2007-08 triennial funding recommendations to the 
Administration. 

 
 
4.  The Committee wishes to be kept informed of further development on the 
subject. 
 
 
5.  University Grants Committee funded institutions — General administrative 
services (Chapter 2 of Part IV of P.A.C. Report No. 40A).  The Committee was informed 
that: 
 

Provision of senior staff quarters 
 
University Grants Committee Working Group on Housing Arrangement After 
Deregulation of University Salaries 
 
- the Administration and the Secretary-General, University Grants Committee 

(UGC) were examining the joint proposal put forward by the UGC-funded 
institutions regarding the funding arrangements for staff housing benefits after 
the deregulation of university salaries.  Subject to their deliberations, the 
proposal would be submitted to the Working Group on Housing Arrangement 
After Deregulation of University Salaries for consideration; 
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Occupancy position of senior staff quarters in September 2004 
 
- the occupancy position of senior staff quarters (SSQ) in UGC-funded 

institutions (except Lingnan University (LU) which did not have SSQ) was 
tabulated as follows: 

 

Institution 

Occupancy of senior 
staff quarters 

as at January 2004 
(as reported in the 

Government Minute
of March 2004) 

Occupancy of senior 
staff quarters 

as at September 2004

City University of Hong 
Kong (CityU) 

81% 88% 

Hong Kong Baptist 
University (HKBU) 

56% 70% 

The Chinese University 
of Hong Kong (CUHK) 

85% 88% 

The Hong Kong 
Institute of Education 
(HKIEd) 

95% 70% 

The Hong Kong 
Polytechnic University 
(PolyU) 

57% 70% 

The Hong Kong 
University of Science 
and Technology 
(HKUST) 

98% 96% 

University of Hong 
Kong (HKU) 

93% 96% 

 
- after the implementation of positive measures to make beneficial use of 

vacant SSQ, the occupancy rate of SSQ in all institutions had increased, 
except for the HKUST which nonetheless maintained a high occupancy rate, 
and the HKIEd the vacant quarters of which were expected to be filled up by 
new recruits who would report for duty in the next few months; 
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Actions taken by institutions to improve the vacancy position of senior staff 
quarters, and to address the rent-charging practices for senior staff quarters staff 
receiving Private Tenancy Allowance or Home Financing Allowance 
 
- the Housing Working Group of the CityU had completed a comprehensive 

review which covered, among others, the housing stock and accommodation 
issues for staff, visitors and students.  To maximise the usage of SSQ, the 
CityU planned to convert an entire block of its SSQ, i.e. the To Yuen 
Building (18 units), for office use in 2005.  In addition, the CityU had 
successfully leased nine vacant units to non-CityU personnel since July 2004.  
The CityU would take into consideration the need to retain adequate units for 
accommodating eligible staff and lease surplus vacant quarters to reduce the 
vacancy position.  The CityU would continue to charge market rents in 
leasing the vacant SSQ to its staff receiving Home Financing Allowance 
(HFA)/Private Tenancy Allowance (PTA); 

 
- to optimise the use of existing quarters and improve their occupancy, the 

HKBU had made use of its SSQ as housing benefits for eligible staff.  A 
total of six newly recruited staff were allocated staff quarters when they 
assumed duty in August and September 2004.  In addition, the HKBU had 
made efforts to lease the vacant staff quarters to HKBU staff and in the open 
market.  In the past few months, five units of the SSQ were leased out.  The 
HKBU would continue to charge market rents in leasing the vacant staff 
quarters to HKBU staff and/or in the open market; 

 
- the CUHK continued to implement measures to improve the vacancy situation 

of its SSQ.  These included leasing SSQ to HFA and PTA recipients and 
other interested senior staff members; offering SSQ as the only form of 
housing benefit available to new staff appointed under the deregulated 
environment; and extending some SSQ units with relatively lower occupancy 
rate for lease by the retirees at market rent.  As a result, the occupancy rate 
of SSQ increased from 85% in January 2004 to 88% in September 2004; 

 
- regarding the CUHK’s rent-charging practice, PTA recipients and other 

residents were charged at market rental level for occupancy of SSQ.  As for 
HFA recipients, they were only allowed to rent vacant SSQ at market rates 
not exceeding 115% of their entitlements, and the rental to be paid would be 
the amount of their individual HFA entitlements, regardless of whether the 
market rents (subject to the above ceiling) were higher or lower than the HFA 
entitlements.  This was to ensure that there was no major under-recovery of 
market rents in overall terms on the one hand, and to provide staff with more 
certainty over the rent payable and in turn to achieve a higher occupancy rate 
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on the other hand.  So far, the total rents collected based on HFA 
entitlements were no less than the total market rents for all SSQ involved; 

 
- it was currently a standing arrangement for new appointees of the PolyU who 

were eligible for housing benefit to be provided with SSQ only if available.  
The number of vacant units dropped from 29 in early 2004 to 20 in September 
2004.  The PolyU would continue to charge HFA recipients occupying SSQ 
their maximum HFA entitlements (which were considered by a professional 
surveyor to be no less than the market rents); 

 
- the HKIEd offered SSQ as the only form of housing benefits to new staff 

recruited after 1 July 2003. Taking into account the estimated number of new 
recruits for the 2004-05 academic year, all vacant SSQ would be filled up in 
the next few months.  The HKIEd would continue to charge market rents in 
leasing the vacant SSQ to its staff receiving HFA/PTA; 

 
- the HKUST had continued to actively engage property agents in leasing 

vacant SSQ.  Around 40 units of SSQ were leased out at market rate by 
September 2004.  As for the rent-charging practice for HFA recipients 
occupying SSQ, the occupants were charged their HFA rates.  While in some 
cases the HFA rates were greater than the market rent and in some cases 
lower, the total sum of rental collected from all these occupants involved was 
no less than the total market rents to be fetched from these flats; 

 
- the HKU had continued implementing positive measures to reduce the 

vacancy rate of SSQ such as conducting periodic review of rental levels of 
SSQ and actively engaging estate agents to lease out SSQ in the open market.  
These measures had proved to be successful and the occupancy rate of SSQ 
increased from 93% in January 2004 to around 96% by September 2004.  
The HKU would continue to charge market rents in leasing the vacant SSQ to 
its staff receiving HFA/PTA; 

 
Task Force to ensure optimal use of the vacant senior staff quarters 
 
- the Task Force under the chairmanship of the Secretary-General of UGC met 

in end April 2004 to discuss the occupancy position of SSQ and the related 
measures, and the rent-charging practices for HFA staff occupying SSQ.  
The Task Force requested the institutions to try their best to explore ways to 
ensure that the rents paid by HFA recipients reflected the market rates; 

 
 
 



 
 
 

The Public Accounts Committee 
Report No. 40A 

  
 
 
 
 

 - 12 -

- the Task Force was delighted to note that all institutions had implemented 
improvement measures to reduce the vacancy rate of SSQ.  Institutions with 
relatively low occupancy rate of SSQ were requested to make reference to the 
experiences of sister institutions and to further carry out proactive measures to 
put vacant SSQs to gainful use.  Institutions were also invited to consider the 
possibility of setting up a common pool of SSQ among themselves so that 
staff in one institution could apply and live in vacant staff quarters of another 
institution if they so wished.  The Task Force would continue to monitor the 
occupancy position of SSQ; 

 
Provision of junior staff quarters  
 
Reviews by the institutions on the operational need for junior staff quarters 
 
- the CityU had reviewed the operational need for junior staff quarters (JSQ) 

and concluded that, out of its nine JSQ, seven were occupied by essential staff 
to meet operational need and the remaining two had been leased out on a 
short-term basis to visiting staff and/or research fellows.  The CityU’s 
Housing Working Group would periodically review the matter; 

 
- while there was no vacant JSQ in September 2004, the LU was nonetheless 

conducting a review on the operational need of JSQ, which was planned for 
completion by the end of 2004.  The LU expected that the majority of the 
JSQ would be phased out by June 2005 and would be converted into units 
suitable for occupation by visiting lecturers or staff eligible for housing 
benefits; 

 
- the CUHK had suspended the allocation of JSQ to its staff members to pave 

the way for alternative use or redevelopment of JSQ, details of which would 
be considered together with the master development plan of the CUHK.  A 
JSQ Working Group had been set up for this purpose, and it was expected to 
give a clearer direction by June 2005; 

 
- the HKIEd had set up a working group to closely monitor the operational 

need for JSQ.  There were six vacant JSQ out of a total of 26 by September 
2004.  As there was shortage of office space, the HKIEd would explore the 
possibility of converting vacant JSQ into office use and for non-UGC-funded 
projects/activities, etc. and levy appropriate charges; 
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- regarding the HKUST, out of a total of 158 JSQ, 97 units were allocated to 
staff based on operational need.  For the remaining 61 units, 57 were 
released in September 2004, including 45 allocated to research staff and    
12 leased out in the open market.  The overall occupancy rate for the JSQ 
was thus 97%.  The HKUST would continue to monitor the situation to 
ensure a high occupancy rate of JSQ; 

 
- apart from reserving JSQ for staff to live in or near the main campus for 

discharging duties related to security, safety, emergency maintenance, etc., 
the HKU continued to re-model JSQ for use by students and visiting scholars.  
Out of a total of 165 JSQ, the number of JSQ designated for occupancy by 
students and visiting scholars increased from 75 in December 2003 to 84 by 
September 2004; 

 
Provision of guest quarters 
 
Institutions to improve the vacancy position of guest quarters 
 
- the CityU continued to promote guest quarters (GQ) occupancy.  The 

average occupancy rate for the first half of 2004 was 80%; 
 
- the number of the HKBU’s GQ units had been reduced from 20 to 18 since  

1 July 2004.  By September 2004, around half of the GQ units were 
occupied.  In the event that the demand for staff quarter increased and there 
were still vacancies in GQ, more units of GQ would be converted into staff 
quarters for occupation; 

 
- four of the LU’s GQ were renovated in mid-July 2004 to become two larger 

quarters for occupation by visiting lecturers and staff eligible for housing 
benefits.  The LU intended to convert some more GQ units into staff quarters 
by July 2005; 

 
- through promotion efforts to departments/units, the occupancy rate of the 

CUHK’s GQ during the summer vacation in 2004 stayed at around 70%. The 
occupancy rate might pick up after the regular term commenced; 

 
- the average occupancy rate of the HKIEd’s GQ in the 2004-05 academic year 

would be around 52% after excluding some GQ which would likely be 
converted into SSQ.  To improve GQ occupancy, the HKIEd had started 
leasing them to staff, alumni and students at appropriate charges for 
short-term stay; 
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- with continual efforts of monitoring and promotion, such as on-going 
collection of customer feedback, frequent review of pricing strategy and 
regular distribution of publicity materials to departments, the occupancy of 
the PolyU’s GQ had been satisfactory.  The average occupancy rate was 
92% in July 2004 and stayed at over 80% in August and September 2004; 

 
- the occupancy rate of the HKUST’s GQ was 85% by September 2004.  The 

HKUST undertook to monitor its occupancy position on an on-going basis; 
 
- the HKU commenced a substantial renovation project of its GQ (the Robert 

Black College) in December 2003 to enhance its marketability.  Two-thirds 
of the works had been completed, with the remaining works to be finished by 
October 2004. Since the College had to be partially closed during the 
renovation period, the occupancy of GQ was expected to improve after 
completion of works; 

 
Student hostels 
 
Institutions to improve the vacancy position of student hostels 
 
- the CityU’s student hostels continued to enjoy a high occupancy level at an 

average of 99% during term-time of the 2003-04 academic year and 85% 
during summer vacation in 2004.  With a view to enhancing the occupancy 
rate during vacation time, the CityU had vigorously promoted summer letting 
and collaborated programmes with external organisations, internal 
departments, student organisations, community groups, alumni and short-stay 
visitors.  A flexible weekly rental scheme had been designed to attract more 
students to stay in student hostels during the summer vacation.  With the 
continued efforts of the CityU to promote hostel residence, its occupancy rate 
was 90% in September 2004; 

 
- the HKBU had made increasing efforts to promote the value of hall life 

education among undergraduate students since May 2003.  It had also 
conducted special promotion campaigns to attract associate degree and 
full-time taught postgraduate students.  Non-teaching visiting research 
scholars, students of the CityU not provided with hall places and short-term 
exchange research students had also been accommodated in hostels to 
increase their occupancy rates.  With the continued efforts of the HKBU to 
promote hostel residence, the occupancy rate would be close to 100% at the 
beginning of the 2004-05 academic year; 
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- the LU had undertaken various measures to promote occupancy of student 
hostels.  The LU had, for instance, speeded up maintenance works of student 
hostels during the summer break so that hostel rooms could be made available 
for occupation at the start of the new term.  The student hostels were fully 
occupied in September 2004; 

 
- the CUHK’s undergraduate student hostels were fully occupied in September 

2004.  The occupancy rate of graduate student hostels during the summer of 
2004 was 85%, and reached 95% by September 2004; 

 
- the HKIEd continued to take positive measures to improve the occupancy 

position of student hostels, such as extending hostel residence to parents of 
non-local students, participants of professional training programmes 
organised by the HKIEd, associate degree students, etc.  Moreover, strategic 
marketing efforts would be made to let out student hostels to schools and 
corporations for summer camps or staff functions during vacation.  With the 
continued efforts of the HKIEd to promote hostel residence, the occupancy 
rate was about 70% in September 2004; 

 
- the extensive publicity and promotion, various hall functions and schemes 

(e.g. the Hall Resident Service Award Scheme and the Hall Education 
Through Campus Work Scheme) organised by the PolyU had been fruitful.  
The average occupancy rate of the student hostels during term time in the 
2003-04 academic year was 87%, which was 21 percentage points higher than 
the average occupancy rate of 66% of the previous year.  The occupancy rate 
for September 2004 was even higher at over 95%; 

 
- the occupancy rate of student hostels in the HKUST remained at 99% during 

semester time by September 2004.  The HKUST would try to maintain this 
high occupancy rate; 

 
- the HKU’s Report on Hall Education, which aimed at re-examining and 

re-appraising the philosophy of hostel education, was approved by its Senate 
in February 2004.  The Report had set the framework for future direction of 
hall education; 

 
- as a result of positive measures undertaken by the HKU to boost occupancy of 

its hostels, the average occupancy rate of student hostels was around 98% in 
September 2004; 
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- to further promote hostel occupancy, the HKU implemented the following 
measures for summer letting in the 2003-04 academic year: 

 
(a) all current students and non-residents were invited to apply for summer 

residence in March 2004; 
 
(b) the Office of Student Affairs coordinated commercial letting for local and 

overseas individual visitors, and academic/cultural programmes in 
summer 2004, and had begun accepting advance bookings by groups 
since early 2004; and 

 
(c) departments were encouraged to organise summer hall programmes for 

students who were not residents during the residential year, and to 
introduce special programmes for students from the Mainland, overseas 
universities and local secondary schools to reside in halls; 

 
Review of the existing policy on students’ grants and loans 
 
- the Administration constantly reviewed its policy on students’ grants and 

loans, taking into account new developments in the sector and comments from 
relevant parties.  The advisory committee that advised the Administration on 
the operation of the Local Student Finance Scheme had, based on the findings 
of a student expenditure survey, put forward a number of recommendations to 
improve the types and levels of grants and loans for needy students, including 
the recommendation to provide needy students with an accommodation 
expenses loan so as to enable them to live in student hostels.  The 
Administration was examining these recommendations and would come to a 
view soon; and 

 
Outsourcing of institutions’ services 
 
Institutions to widen the scope for outsourcing their services 
 
- all institutions had taken measures to outsource their services as appropriate 

and would continue to look for such opportunities in future. 
 
 
6.  The Committee wishes to be kept informed of further development on the 
subject. 
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7.  University Grants Committee funded institutions — Staff remuneration 
packages and stipends (Chapter 3 of Part IV of P.A.C. Report No. 40A).  The Committee 
was informed that: 
 

Pay structure 
 

Institutions’ reviews of their pay structure 
 
- the City University of Hong Kong (CityU) Council approved the adoption of 

a new set of salary scales and pay rise system with effect from 1 July 2004.  
The main features were as follows: 

 
(a) the new salary scales were applicable to new appointees of both 

academic and non-academic staff who were offered appointment on or 
after 1 July 2004.  The new appointees would receive reduced starting 
and maximum salaries.  Moreover, the salary scales for each grade of 
staff would cover a range of fixed incremental steps.  Increments would 
not be given automatically but would be subject to the new pay rise 
system.  Serving staff would remain on existing salary scales of their 
respective grades and the existing salary scales should apply in case of 
promotion; and 

 
(b) the new pay rise system was applicable to both serving staff and new 

staff appointed on superannuable or gratuity-bearing contract terms.  
Each year, the CityU’s Budget Committee would decide whether a pay 
rise exercise should be conducted for that particular year, having regard 
to the budgetary situation of the CityU.  A pay rise in the form of 
increment along the salary scale might be given to staff whose current 
salary was within the salary range, subject to the performance of the staff 
concerned; 

 
- the Hong Kong Baptist University (HKBU) Council approved in June 2004 a 

new pay and reward structure for both academic/teaching and non-teaching 
staff, which was being implemented in stages with effect from 1 July 2004.  
The main features of the new pay and reward structure included: 

 
(a) rationalised and streamlined pay structures for academic/teaching and 

non-teaching staff on the basis of internal equity of different job 
requirements and external comparability with the pay levels of 
comparable jobs in the market; 
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(b) replacement of the current system of fixed amount of annual salary 
increment by a more flexible salary adjustment mechanism based on staff 
performance subject to the financial situation of the HKBU, changes in 
market pay levels and cost-of-living adjustment; and 

 
(c) establishment of a performance management system which would be 

linked to salary increase and reward/recognition of staff performance; 
and introduction of one-off and more flexible award/special allowance as 
means of reward/recognition of staff performance and/or special 
contribution to the HKBU; 

 
In recognition of the need to strike a balance between achieving the overall 
objective of the new structure and addressing staff concerns, the new pay and 
reward structure was applicable to newly-appointed staff, i.e. those appointed 
on or after 1 July 2004 for teaching staff and on or after 1 January 2005 for 
non-teaching staff.  As for serving staff, the new pay and reward structure 
would start to apply to teaching staff and non-teaching staff on 1 July 2005 
and 1 January 2006 respectively; 

 
- Lingnan University (LU) implemented a new set of rank and salary structures 

in October 2003 for application to new appointees and to serving staff upon 
promotion.  The academic rank structure was rationalised and simplified to 
map out a clear career path for academic staff, and the ranks and salary scales 
of all non-academic posts were updated and attuned to reflect more accurately 
the level of responsibilities; 

 
- The Chinese University of Hong Kong (CUHK) introduced revised pay levels 

for its non-teaching grades in March 2004.  The pay adjustment was 
applicable to new recruits appointed on or after 1 March 2004, and to serving 
staff upon movements (e.g. contract renewal, re-appointment to a different 
post/department, conversion to regular terms and promotion).  The pay 
levels for teaching staff would continue to be subject to a salary 
administration system introduced since July 2003; 

 
- The Hong Kong Institute of Education (HKIEd) had commissioned a 

consultancy to evaluate the duties of its non-teaching position and to 
benchmark their salaries with the market.  The Institute was also reviewing 
the pay structure of teaching positions, drawing reference to similar pay 
structures locally and in overseas. It was expected that the review 
recommendations would be submitted to the HKIEd Council for consideration 
within the 2004-05 academic year; 
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- The Hong Kong Polytechnic University (PolyU) implemented a new pay and 
compensation package which was applicable to new employees appointed 
from 1 April 2004 onwards. Features of the new package included:  

 
(a) remunerating new employees on their respective salary ranges according 

to their job bands under a broad-banding system. Salary ranges were 
drawn up with reference to salaries in the relevant market segments; and 

 
(b) abandoning the “automatic” granting of annual salary increment. Salary 

adjustment, if any, would be determined after an across-the-board salary 
review for all staff and would be based on considerations that included, 
but were not limited to, the outcome of the periodical performance 
review of individual staff, their respective salary levels within the salary 
range, the financial situation of the PolyU, prevailing pay trends in the 
relevant market segment, etc; 

 
- The Hong Kong University of Science and Technology (HKUST) had 

established a Working Group to oversee the review of the grading and salary 
structure for non-academic staff.  The review was scheduled for completion 
by 2005; 

 
- the University of Hong Kong (HKU) Council had been examining the 

recommendations of the review of pay structure for academic staff.  A 
Sub-Group on Non-Academic Staff Salaries had commenced its review, and 
aimed to submit the recommendations to the HKU Council during the 
2004-05 academic year; 

 
Disclosure guidelines on the remuneration of senior staff of institutions 
 
- the University Grants Committee (UGC) issued guidelines in December 2003 

requiring institutions to disclose in their financial statements the number of 
higher paid staff whose total annual remuneration exceeded $1.8 million 
irrespective of the funding sources, to enhance the transparency and 
accountability of the institutions; 

 
Institutions to enhance the transparency and accountability in the application of 
non-public funds 
 
- the receipt and use of non-public funds, including those obtained from 

non-public sources, were accounted for in the financial statements of the 
institutions.  The financial management, including budgeting and 
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performance review, of activities funded by non-public sources was also 
subject to monitoring by the University Councils and their committees; 

 
Review of the future role and functions of the Universities Joint Salaries 
Committee 
 
- with the deregulation of salary in the UGC sector, members of the Heads of 

Universities Committee (HUCOM) agreed in April 2004 to dissolve the 
Universities Joint Salaries Committee (UJSC); 

 
The Hong Kong Polytechnic University’s review on the effect of section 9(3)(c) 
of The Hong Kong Polytechnic University Ordinance and its proper application 
 
- the Governance and Management Review Committee of the PolyU had 

reviewed the Hong Kong Polytechnic University Ordinance and would submit 
its review report covering its recommendations on various sections of the 
Ordinance, including section 9(3)(c), to the PolyU Council for consideration 
before the end of 2004; 

 
Provision of resources to The Hong Kong Institute of Education 
 
- in recognition of the HKIEd’s initial development needs, additional funding 

support was given to the HKIEd during its early years of establishment and 
the HKIEd was exempted from the 10% unit cost reduction applicable to 
other UGC-funded institutions in the 1998/99 - 2000/01 triennium.  Other 
than providing additional support in the initial years, the UGC had been 
adopting a funding mechanism which ensured that the HKIEd was able to 
compete with other UGC-funded institutions on an equal footing.  It had 
been an ongoing commitment of the UGC to ensure a fair and level playing 
ground in terms of allocation of funds to UGC-funded institutions; 

 
Administration of leave 
 
Institutions to address the problems associated with the excessive leave 
entitlements and the encashment of leave 
 
- the CityU had sent periodical reminders to its various departments to clear 

staff’s accumulated leave.  Forfeiture of leave days not yet taken by the 
clearance deadline for existing staff, and reduced leave provisions for new 
staff, had also been strictly enforced; 
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- under the newly approved pay and reward structure endorsed by the HKBU 
Council in June 2004, the following new measures, which were applicable to 
new staff, had been introduced to guard against excessive leave accumulation 
and leave encashment on leaving the service of the HKBU: 

 
(a) staff were encouraged to take leave on an annual basis; 
 
(b) only half of the annual leave entitlement might be carried forward to the 

following 12-month period in general; and 
 
(c) payment of outstanding leave on leaving the service of the HKBU was 

confined to a period, which varied from not more than two calendar 
weeks to one calendar month for different staff grades; 

 
- the leave arrangements for both academic and non-academic staff of the LU 

had been effectively administered and monitored under the established leave 
management scheme.  For academic staff, those on the old leave terms were 
given 49 days of annual leave for both vacation and research purposes, and 
those on new leave terms were given a much reduced annual leave 
entitlement.  Half of the annual leave provided to all academic staff should 
be taken during the summer breaks.  Their unused leave would be forfeited 
upon termination of contract/employment.  As for non-academic staff, those 
on old leave terms could accumulate leave up to 67 working days while those 
on revised terms could accumulate two years’ entitlement.  All unused 
annual leave in excess would be forfeited without compensation.  These 
measures had effectively kept the accumulation of unused leave at a 
reasonable level; 

 
- the CUHK continued to adopt the leave arrangement of migrating serving 

staff with long leave entitlements (i.e. those in service before 2002) to the 
Annual Leave Scheme 2002 on re-appointment/renewal of contract.  The 
CUHK had introduced measures whereby other serving appointees would also 
migrate to this Annual Leave Scheme on re-appointment/renewal of contract.  
New recruits would also be provided with annual leave under the Annual 
Leave Scheme 2002; 

 
- under the review of the pay structure, the HKIEd had commissioned a 

consultancy to review the contractual benefits for all staff, including vacation 
leave entitlement.  Recommendation in this respect, together with others, 
would be submitted to the HKIEd Council for consideration within the 
2004-05 academic year; 
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- with the implementation of the new terms of service on 1 April 2004, new 
appointees of the PolyU were provided with leave provisions at levels 
comparable to those as provided in the labour market.  The annual leave 
entitlements were 22 working days for academic, management and senior 
professional staff; 18 working days for executive and professional staff; and 
14 working days for general staff.  The maximum leave accumulation had 
been reduced from two years’ entitlement to that of one year; 

 
- the HKUST’s policy of leave encashment had discontinued.  Since 

September 2001, staff could only carry forward, from one year to the next, not 
more than 14 days of their annual leave.  No payment would be made in 
respect of any untaken leave except on cessation of employment; 

 
- the HKU’s current review of non-academic staff salaries would address the 

problem of excessive leave entitlement in the long term.  The review was 
expected to be completed in early 2005; and 

 
Stipends for research postgraduate students 
 
Institutions to improve the administration of stipends 
 
- to improve the administration of research postgraduate stipends, the HUCOM 

agreed that the Postgraduate Administrators’ Circle (PGAC) should be given 
the authority to approve a common band of stipend rates which allowed for 
deviations within a certain range for the HUCOM member institutions to 
follow.  By doing so, it could uphold institutional autonomy on one hand, 
and avoid unhealthy competition on the other.  Under the approved 
arrangement, the PGAC was required to provide an annual report to the 
HUCOM on the agreed stipend rate. 

 
 
8.  The Committee wishes to be kept informed of further development on the 
subject. 
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 Laying of the Report   The Report of the Director of Audit on the Accounts 
of the Government of the Hong Kong Special Administrative Region for the year ended  
31 March 2003 and his Report No. 41 on the results of value for money audits were laid in 
the Legislative Council on 26 November 2003.  The Committee’s subsequent Report 
(Report No. 41) was tabled on 25 February 2004, thereby meeting the requirement of Rule 
72 of the Rules of Procedure of the Legislative Council that the Report be tabled within 
three months of the Director of Audit’s Report being laid. 
 
 
2. The Government Minute  The Government Minute in response to the 
Committee’s Report No. 41 was laid in the Legislative Council on 19 May 2004.  A 
progress report on matters outstanding in the Government Minute was issued on        
23 October 2004.  The latest position and the Committee’s further comments on these 
matters are set out in paragraphs 3 to 48 below. 
 
 
3. Financial performance of the Post Office (paragraphs 7 to 8 of Part III of 
P.A.C. Report No. 41).  The Committee was informed that the Post Office (PO), together 
with the Economic Development and Labour Bureau and the Financial Services and the 
Treasury Bureau, continued to examine critically the challenges to the PO’s operation as 
identified by the Committee.  Apart from the PO’s financial performance and operation as 
a trading fund, the studies had covered issues relating to the postal services market, 
including global developments and overseas experience. In view of the complexity of the 
many issues involved, more detailed studies on these were being undertaken. 
 
 
4.  The Committee wishes to be kept informed of the results of the comprehensive 
review of postal policy and services. 
 
 
5.  Provision of slaughtering facilities for supplying fresh meat (paragraphs 3 to 4 
of Part IV of P.A.C. Report No. 41).  The Committee was informed that: 
 

- the consultancy firm engaged by the Food and Environmental Hygiene 
Department (FEHD) to forecast the slaughtering throughput of livestock in 
the territory up to the year 2007 had completed its assignment.  The 
forecasting period covered by the consultancy was originally up to 2010.  It 
was shortened to 2007 to increase the reliability of the statistical analysis; 
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- the study showed decreasing trends in the average consumption of fresh pork 
and fresh beef per person, which would reduce the daily number of pigs and 
cattle to be slaughtered in the coming few years.  The study further revealed 
that it would be premature to propose centralising the slaughtering operation 
of livestock at the Sheung Shui Slaughterhouse (SSSH) unless the technical 
feasibility of increasing pig slaughtering throughput of the SSSH had been 
examined.  The FEHD reported the details of the study and the findings to 
the Legislative Council Panel on Food Safety and Environmental Hygiene on 
29 June 2004; and 

 
- the Architectural Services Department (Arch SD) was examining the outcome 

of the study to ascertain whether it was technically feasible to centralise the 
slaughtering operation of livestock at the SSSH.  The FEHD would consider 
the findings of the Arch SD and other factors before making 
recommendations on the way forward.  

 
 
6.  The Committee wishes to be kept informed of the progress made by the Arch SD 
in ascertaining the feasibility of centralising the slaughtering operating of livestock at the 
SSSH and the FEHD’s recommendations on the way forward. 
 
 
7.  Services provided by the Official Receiver’s Office (paragraphs 5 to 7 of Part 
IV of P.A.C. Report No. 41).  The Committee was informed that: 
 

Guidelines on liquidators’ remuneration 
 
- a set of guidelines on liquidators’ remuneration for private insolvency 

practitioners (PIPs) drawn up jointly by the Official Receiver’s Office (ORO) 
and the former Hong Kong Society of Accountants (now known as the Hong 
Kong Institute of Certified Public Accountants) had been submitted to the 
company judge for comments.  The judge had expressed her initial views on 
the matter during a talk she gave to the Insolvency Interest Group of the 
HKSA in July 2003.  The views were noted by PIPs who would have to take 
them into account when they submitted their applications for remuneration to 
the court in the future; 

 
- furthermore, the High Court had taken into account certain parts of the 

guidelines and, on 3 May 2004, implemented two procedural guides 
concerning the taxation of bills for PIPs and the ORO to follow; and 
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Consultancy study and fees of the Official Receiver’s Office 
 
- the question of fees and cost recovery rates would be reviewed after the 

enactment of the Bankruptcy (Amendment) Bill, which would be 
re-introduced into the Legislative Council (LegCo) in the 2004-05 session.  
The earlier Bankruptcy (Amendment) Bill 2003 introduced into the LegCo on 
10 December 2003 had lapsed as no Bills Committee slot could be assigned.  
Other recommendations of the consultancy study including the proposed  
“cab rank” system and licensing of PIPs were being further considered. 

 
 
8.  The Committee wishes to be kept informed of further developments on the 
subject including the other recommendations of the consultancy study and the issues of fees 
and cost recovery rates in relation to insolvency cases. 
 
 
9.  Recoverability of the outstanding advances to the United Nations High 
Commissioner for Refugees (paragraphs 17 to 18 of Part IV of P.A.C. Report No. 41).  
The Committee was informed that through meetings and written correspondence, the 
Administration had continued to urge the United Nations High Commissioner for Refugees 
(UNHCR) to make renewed efforts to look for donations from other countries with a view 
to settling the outstanding advances, which remained at $1,162 million.  The 
Administration had also reiterated that Hong Kong community at large still expected 
recovery of the outstanding advances.  The Administration would continue to pursue 
repayment of the outstanding advances. 
 
 
10.  The Committee wishes to be kept informed of the action taken by the 
Administration in pressing the UNHCR to repay as soon as possible the outstanding 
advances to the Government of the Hong Kong Special Administrative Region. 
 
 
11.  Footbridge connections between five commercial buildings in the Central 
District (paragraphs 19 to 22 of Part IV of P.A.C. Report No. 41).  The Committee was 
informed that: 
 

- the proposed footbridge column for supporting a link between Building II (i.e. 
Entertainment Building) and the southeast corner of Building I (i.e. Aon China 
Building) would affect the proposed station entrances of the Shatin to Central 
Link (SCL) of the Kowloon-Canton Railway Corporation (KCRC).  The 
KCRC had thus raised objection to the footbridge proposal when consulted.  
Before the proposal for the SCL project was finalised, it would not be 
appropriate to proceed further with the footbridge proposal; and  
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- the KCRC and the MTR Corporation Limited submitted a joint report on the 
proposed merger to the Government on 16 September 2004.  The report also 
covered a review of the SCL scheme.  The Administration would keep in 
view the review of the SCL project and would assess its impact on the 
footbridge connection requirement. 

 
 
12.  The Committee wishes to be kept informed of the Administration’s assessment 
on the impact of the SCL project on the footbridge connection requirement. 
 
 
13.  The use of energy-efficient air-conditioning systems in Hong Kong 
(paragraphs 23 to 24 of Part IV of P.A.C. Report No. 41).  The Committee was informed 
that: 
 

- the consultancy study for the implementation of water-cooled air-conditioning 
system (WACS) in Wanchai and Causeway Bay was substantially completed 
and the final report was expected to be due within 2004.  A  District 
Cooling System (DCS) in Wanchai North Waterfront by adopting a Build, 
Operate and Transfer form of contract was considered commercially viable 
and was recommended for implementation.  The Electrical and Mechanical 
Services Department (EMSD) conducted a forum on 26 July 2004 to 
introduce and promote the DCS in Wanchai North Waterfront to the relevant 
building owners and their management agents; 

 
- the South East Kowloon Development (SEKD) was still undergoing a 

comprehensive planning and engineering review.  As the eventual 
reclamation plan for the SEKD would affect the siting of the DCS facilities 
and the commercial viability of the DCS project, the EMSD would need to 
review the feasibility of the DCS project having regard to the ultimate 
revision of reclamation plan for the SEKD; 

 
- follow-up action on the salient points recommended by the study for the 

territory-wide implementation of WACS in Hong Kong had been taken, 
including lifting the restriction of using fresh water cooling towers in more 
areas where the fresh supply was adequate.  The EMSD would publish a 
code of practice for WACS in 2005.  The drafting of the code of practice had 
just commenced in September 2004 for planned publication in     
November 2005; 
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- the EMSD had introduced a pilot scheme in 2000 to allow the use of fresh 
water in evaporative cooling to improve the energy efficiency of the 
air-conditioning systems of non-domestic buildings.  The Administration 
had further expanded the scheme to cover 57 areas in May 2004.  The 
Administration had received 107 applications and 62 of them had been 
approved in principle, covering about 2.1 million square metres of floor area.  
The estimated annual savings in electricity would be about 25 million 
kilowatt-hours.  Eleven installations had been completed and commissioned; 

 
- the EMSD had commenced the last phase of inspection programme of cooling 

towers with 450 towers inspected up to end September 2004.  It was 
anticipated that about 1,000 cooling towers would be inspected by     
March 2005; and 

 
- the Buildings Department (BD) had continued with the large-scale clearance 

exercise to remove potentially dangerous external unauthorised building 
works, including cooling tower supporting structures.  It was estimated that 
more than 400 problematic cooling tower supporting structures were to be 
removed from commercial and industrial buildings in 2004.  This included 
the 200 unauthorised structures supporting cooling towers in an unhygienic 
condition additionally removed in 2004 after the outbreak of the Severe Acute 
Respiratory Syndrome in 2003.  The BD was pursuing prosecution action 
against defaulters for non-compliance of removal orders. 

 
 
14.  The Committee wishes to be kept informed of further development on the 
subject. 
 
 
15.  Administration of allowances in the civil service (paragraphs 25 to 26 of Part 
IV of P.A.C. Report No. 41).  The Committee was informed that: 
 

Job-related allowances for civilian grades 
 

- the Administration had completed two phases of the review of Job-related 
allowances (JRAs) for civilian grades.  Payment of the allowances had been 
rationalised, resulting in estimated annual savings of around $20.5 million  
(or 33% of the estimated annual expenditure of around $62 million on the 
concerned allowances).  The third phase review would take into account the 
implementation of various initiatives in improving public health and hygiene 
since the outbreak of the Severe Acute Respiratory Syndrome; 
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- the Administration would continue to have regard to all relevant factors, 
including the governing principles of JRAs, the original justifications for the 
allowances in question, present-day circumstances, prudence in the use of 
public expenditure, departmental management’s review recommendations and 
feedback obtained from the staff consultation conducted by departmental 
management, in reviewing the allowances; and 

 
Job-related allowances for disciplined services grades 

 
- the Administration had introduced a review and monitoring mechanism for 

the payment of JRAs in the disciplined services similar to that applicable to 
the civilian grades.  In other words, all Heads of Department of disciplined 
services were required to review each individual JRA under their purview and 
submit their review recommendations to the Civil Service Bureau for 
approval on a time-limited basis, subject to further review and re-approval by 
the end of the specified validity period. The first review under this new 
review mechanism was under way.  The Administration aimed to complete 
the review within 2004. 

 
 
16.  The Committee wishes to be kept informed of further development on the 
subject. 
 

 
17.  Water purchased from Guangdong Province (paragraphs 27 to 28 of Part IV 
of P.A.C. Report No. 41).  The Committee was informed that: 
 

Further efforts to incorporate more favourable terms in future water supply 
agreements, including more flexibility in the supply arrangements 
 
- the Guangdong Authority had continued with the flexible water supply 

arrangements.  During the first half of 2004, the Administration had 
achieved some savings of pumping costs through reduced delivery of 
Dongjiang water to impounding reservoirs.  However, having regard to the 
drought yield condition, as evidenced by the fact that the actual amount of 
rainwater collected by Hong Kong’s reservoirs from 1 January to 16 August 
2004 was only about 30.6% of the long-term average for that period, the 
Administration had started to recoup part of the unsupplied quantities; and 

 
- the Administration would continue to negotiate with the Guangdong Authority 

for more favourable terms in future water supply agreements, including more 
flexibility in the supply arrangements to suit Hong Kong’s needs.   
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18.  The Committee notes that under the current water supply agreements, the annual 
supply quantities are fixed up to end of 2004.  The supply quantities beyond 2004 are 
subject to further negotiation.  The Committee wishes to be kept informed of the 
Administration’s further efforts to incorporate more favourable terms in future water supply 
agreements, including more flexibility in the supply arrangements. 

 
 

19.  Interdiction of government officers (paragraphs 29 to 30 of Part IV of P.A.C. 
Report No. 41).  The Committee was informed that: 
 

Review of the disciplinary procedures practised in the Hong Kong Police 
Force 
 
- the working group to review the discipline system of the Hong Kong Police 

Force (Police Force) had examined the short, medium and long-term 
improvements to the system and the Police Force management was 
considering these recommendations.  The short-term recommendations that 
involved changes in administrative procedures would most likely be 
implemented in 2005 while the medium and long-term recommendations, 
which would require legislative amendments, were being examined in more 
detail; and 

 
Stoppage of salary on the date of conviction 
 
- the Administration was reviewing the issue of amending section 37(4) of the 

Police Force Ordinance to stop payment of the salary of an interdicted officer 
with effect from the date of conviction (as opposed to the following day).   

 
 
20.  The Committee wishes to be kept informed of further development on the 
subject. 

 
 

21.  Provision of legal aid services (paragraphs 37 to 38 of Part IV of P.A.C. Report 
No. 41).  The Committee was informed that the Administration was considering the 
feasibility and effectiveness of launching a pilot scheme on mediation for legally aided 
cases, and would examine the parameters, time frame, and resource requirements for such a 
pilot scheme. 
 
 
22.  The Committee wishes to be kept informed of the viability of launching the 
above pilot scheme. 
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23.  Residential services for the elderly (paragraphs 39 to 40 of Part IV of P.A.C. 
Report No. 41).  The Committee was informed that: 
 

Developing an accreditation system for residential care services for elders 
 
- in June 2004, the Hong Kong Association of Gerontology (HKAG) submitted 

to the Social Welfare Department (SWD) a report on the pilot project on the 
development and establishment of an accreditation system for residential care 
services for elders in Hong Kong.  The report recommended the setting up of 
a voluntary accreditation system to be operated by a non-statutory 
independent body based on the principles of peer review and continuous 
service improvement.  The recommendations were presented to the Elderly 
Commission (EC) and the Legislative Council Panel on Welfare Services in 
June and July 2004 respectively.  Both the EC and the Panel supported the 
HKAG’s proposals in general.  The Health, Welfare and Food Bureau and 
the SWD were considering the HKAG’s recommendations, taking into 
account comments from the EC, the Panel and other relevant parties; and 

 
Implementing work plan on provision of subsidised long-term care services 
and actions taken to address the problem of allocation of resources between 
the Hospital Authority and the Social Welfare Department regarding the 
provision of infirmary care 
 
- the SWD expected that about 200 subsidised infirmary places would be 

provided under the scheme of providing infirmary places for medically stable 
elders in a non-hospital setting in the initial stage. 

 
 
24.  The Committee wishes to be kept informed of further development on the 
subject. 

 
 

25.  The Customs and Excise Department’s efforts to protect government 
revenue from dutiable commodities (paragraphs 41 to 42 of Part IV of P.A.C. Report  
No. 41).  The Committee was informed that: 
 

Implementation of the Open Bond System 
 
- in September 2004, the Customs and Excise Department (C&ED) completed 

the second post-implementation review on the Open Bond System (OBS).  
So far, no fraud or major deficiency under the OBS had been detected; 
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Customs audits of oil companies 
 
- in April 2004, the C&ED started a pilot scheme with an oil company to 

develop a prototype audit programme using the system-based approach (SBA) 
model.  Upon completion of the scheme in October 2004, the C&ED would 
review its effectiveness and the practicability of applying the SBA model to 
other oil companies; and 

 
Trial Scheme of “Red and Green Channels” 
 
- the C&ED would conduct a trial scheme of “Red and Green Channels” in the 

first quarter of 2005 at all control points including the Airport.  This should 
help the C&ED further strengthen its capability to prevent and detect abuses 
of duty-free concessions by incoming travellers. 

 
 
26.  The Committee wishes to be kept informed of the progress made by the C&ED in 
adopting the SBA in customs audits of oil companies and conducting the trial scheme of 
“Red and Green Channels”. 

 
 

27.  Special Finance Scheme for small and medium enterprises (paragraphs 43 to 
44 of Part IV of P.A.C. Report No. 41).  The Committee was informed that the Treasury 
was processing claims for compensation with the assistance of the Department of Justice 
and the Hong Kong Monetary Authority as necessary.  So far, 1,159 claims involving a 
total of $322 million had been settled.  Another 255 claims involving a total of $25 million 
had been suspended for processing as requested by the participating lending institutions in 
view of active repayment by the borrowers.  The remaining 241 cases, involving a total of 
$43 million and quite a lot of supporting documents or clarifications being outstanding, 
were still being processed.  
 
 
28.  The Committee wishes to be kept informed of further progress on the subject. 
 
 
29.  Small house grants in the New Territories (paragraphs 45 to 47 of Part IV of 
P.A.C. Report No. 41).  The Committee was informed that: 
 

Implementation of the Small House Policy 
 
- deliberations had continued on the various issues relating to the Small House 

Policy.  The Administration was working towards the target of identifying 
options for further consultation with stakeholders; 
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- regarding the discussion with the Heung Yee Kuk (HYK) on the proposed 
across-the-board three-year moratorium on assignment of small houses, the 
HYK’s stance of opposing any moratorium remained unchanged.  The 
Administration would continue the discussion with the HYK on the way 
forward; 

 
Checking of Indigenous Villager Status 
 
- following the suspension at the end of April 2004 of the new procedures for 

checking an applicant’s indigenous villager status, the Lands Department 
(Lands D) had engaged the HYK in further discussion on the matter.  The 
HYK had disputed the need for any revised procedures for checking an 
applicant’s indigenous villager status.  It considered that certification of a 
person’s indigenous villager status was a function of Indigenous Inhabitant 
Representatives elected under the Village Representative Election Ordinance 
(Cap. 576).  The Lands D would continue to discuss with the HYK with a 
view to implementing the revised procedures at the earliest opportunity; and 

 
Processing of small house grant applications 
 
- along with the above checking procedures, implementation of the new and 

streamlined processing procedures for new applications for small house grants 
had also been suspended.  Accordingly, the revised performance pledge for 
2004 had not been publicised.  It remained the Lands D’s intention that once 
the discussion with the HYK on the revised procedures for verifying the 
indigenous villager status of small house applicants had been concluded, the 
revised processing procedures would be put into practice without further 
delay. 

 
 
30.  The Committee wishes to be kept informed of the progress of the various courses 
of action taken by the Administration. 
 

 
31.  Primary education — Planning and provision of primary school places 
(paragraphs 48 to 49 of Part IV of P.A.C. Report No. 41).  The Committee was informed 
that: 
 

Progress of the study on small class teaching 
 
- in May 2004, the Education and Manpower Bureau (EMB) invited all 

public-sector primary schools to apply for participation in the Study on Small 
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Class Teaching starting from the 2004-05 school year.  The applications 
were considered by the Steering Committee for this Study, comprising 
academics, front-line educators and EMB representatives.  Schools were 
informed of the selection result in mid-July 2004.  The Study had 
commenced since September 2004, and was expected to be completed by 
2007; and  

 
Progress made by the Education and Manpower Bureau in phasing out 
rural schools 
 
- a parent of a rural school had lodged an application for judicial review to the 

High Court regarding the EMB’s decision to cease providing grants to the 
school with effect from 1 September 2004.  The application had been 
dismissed by the Court.  In the 2004-05 school year, there were 66 rural 
schools in operation.  Of these rural schools, 40 did not have any Primary 
One class.  Schools without Primary One class were expected to be phased 
out gradually. 

 
 
32.  The Committee wishes to be kept informed of: 
 

- the progress of the study on small class teaching; and 
 
- the progress made by the EMB in phasing out rural schools. 
 
 

33.  Primary education — The administration of primary schools (paragraphs 50 
to 51 of Part IV of P.A.C. Report No. 41).  The Committee was informed that: 
 

Strategic planning and financial management 
 
Fundamental review of grants to schools (including review of the level of surplus 
funds of the Operating Expenses Block Grant for aided schools and the Subject 
and Curriculum Block Grant for government schools and measures taken to help 
schools plan the optimum use of the surplus funds) 
 
- to ensure more effective use of public funds, the Education and Manpower 

Bureau (EMB) was conducting a review on the existing recurrent non-salary 
grants provided to government and aided schools (including the Operating 
Expenses Block Grant (OEBG)/Subject and Curriculum Block Grant (SCBG) 
constituent grants and the policy of allowing schools to retain a surplus of up 
to 12 months’ provision of the OEBG/SCBG) with a view to streamlining the 
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deployment of grants and devolving greater funding flexibility to schools.  
The EMB would come up with proposals for consultation with the school 
sector as well as the Legislative Council (LegCo) in the 2004-05 school year; 

 
Strategic planning and self-evaluation of schools 
 
- the four-year cycle of the phase-in approach of external school review (ESR) 

for validating school self-evaluation and supporting schools’ strategic 
development planning had commenced in February 2004.  The EMB had 
successfully achieved the target by conducting ESR on 106 primary, 
secondary and special schools in the 2003-04 school year.  The target for 
the 2004-05 school year was 150 primary, secondary and special schools.  
The first four-year cycle would be completed in the 2006-07 school year; 

 
Use of information technology equipment in schools 
 
- following a two-month public consultation, the EMB issued a policy 

document entitled “Empowering Learning and Teaching with Information 
Technology” on 29 July 2004.  The document set out the next information 
technology (IT) in education strategy which sought further integration of IT 
into the learning and teaching process.  The new strategy had the following 
seven specific goals and would be implemented starting from the    
2004-05 school year: 

 
(a) empowering learners with IT; 
 
(b) empowering teachers with IT; 
 
(c) enhancing school leadership for the knowledge age; 
 
(d) enriching digital resources for learning; 
 
(e) improving IT infrastructure and pioneering pedagogy using IT; 
 
(f) providing continuous research and development; and 
 
(g) promoting community-wide support and community building; 
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Human resource management 
 
Procedures for the appointment and dismissal of teaching staff in schools 
 
- the Education (Amendment) Bill 2002 was passed by the LegCo on        

8 July 2004 and was known as the Education (Amendment) Ordinance 2004 
(the Amendment Ordinance).  The Amendment Ordinance came into effect 
on 1 January 2005.  All aided schools were required to make a submission 
for the establishment of an incorporated management committee (IMC) by  
1 July 2009; 

 
- under the Amendment Ordinance, Regulation 76 of the Education 

Regulations provided that the appointment of teachers within the 
establishment or for a term not less than six months should be approved by 
the majority of the managers of the school, and the dismissal of teachers 
within the establishment or employed for a term not less than six months 
should be approved by the majority of the managers of the school at a 
meeting of the management committee or IMC; 

 
- the Amendment Ordinance provided that the IMC should appoint a principal 

selection committee before recommending any person to be the principal.  It 
also provided for the composition of the principal selection committee which 
should select in an open, fair and transparent manner a suitable person to be 
the principal; 

 
- the EMB would continue to require aided schools to adopt an open, fair and 

competitive appointment system and to comply with relevant provisions in 
the Education Ordinance and its subsidiary legislation in the recruitment of 
teachers; 

 
Review of the distribution of school holidays throughout the school year 
 
- the EMB completed in May 2004 the review of school holidays in the 

2003-04 school year.  A total of 447 calendars of public sector schools 
(including 250 primary and 197 secondary schools) were selected by 
stratified random sampling for analysis.  The results showed that the 
number of days in the 2003-04 summer holidays was 47, showing a notable 
reduction when compared to the 53 days in the 2002-03 school year.  This 
indicated that schools had responded positively to the recommendation on 
rescheduling of school holidays in the 2003-04 school year put forward in the 
EMB Circular Memorandum No. 136/2003 issued in June 2003; and 
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- the EMB issued Circular Memorandum No. 150/2004 in June 2004 to advise 
schools on holiday arrangements and the setting of school calendars for the 
2004-05 school year with a view to maximising student learning time. 

 
 
34.  The Committee wishes to be kept informed of the results of the fundamental 
review of grants to aided and government schools. 

 
 

35.  Primary education — Delivery of effective primary education (paragraphs 52 
to 53 of Part IV of P.A.C. Report No. 41).  The Committee was informed that: 
 

Actions to promote extra-curricular activities and school-based curriculum 
development 
 
- in the 2004-05 school year, a total of 1,100 schools joined the Jockey Club 

Life-wide Learning Fund and it was anticipated that 118,000 students would 
be eligible for support from the Fund; 

 
- up to 31 August 2004, about 900 primary school heads and teachers had 

participated in seminars and workshops to promote quality practices in 
Life-wide Learning and extra-curricular activities related topics.  On-going 
Life-wide Learning professional development programmes would be 
augmented in the 2004-05 school year.  Besides, the number of schools 
joining the network school scheme had expanded from 32 in the 2003-04 
school year to about 50 in the 2004-05 school year; 

 
- for the 2004-05 school year, the Education and Manpower Bureau (EMB) 

had so far allocated additional teacher posts for leading school curriculum 
development to another batch of 154 public-sector primary schools with six 
or more operating classes.  In addition, a Curriculum Leadership Grant of 
$94,340 was provided to each of the 58 public-sector primary schools with 
one to five operating classes.  The provision for each school was 
time-limited for five years; 

 
Surveys on students’ physical fitness status and participation in sports 
activities 
 
- a total of 45 primary schools with over 7,000 students were sampled and had 

taken part in the survey conducted by The Chinese University of Hong Kong.  
Data collection had been completed in June 2004 and data analysis was in 
progress; 
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Performance indicators for schools to assess and report their performance 
 
- the EMB had posted the “Catering for Student Differences — Indicators for 

Inclusion” on its web page in June 2004.  The EMB had organised three 
experience-sharing workshops in January 2004 and two seminars in     
May 2004 to illustrate to the 117 schools in the Integrated Education 
Programme the uses of such indicators in designing school self-evaluation 
and preparing school development plans; 

 
Whole-school approach to support students with diverse needs 
 
- the EMB had requested all primary schools to adopt the whole-school 

approach to support students with special educational needs.  Starting from 
the 2004-05 school year, 232 primary schools had been adopting a 
whole-school approach, of which 168 were participating in the pilot of the 
new funding model and 64 would implement integrated education 
programmes; 

 
Enhancing the effectiveness of the assessment mechanism in facilitating 
learning and teaching 
 
- the EMB administered the System Assessment at Primary 3 in mid-2004 and 

would be reporting results to schools by the end of 2004.  With the 
introduction of the System Assessment, the Secured Hong Kong Attainment 
Test at Primary 3 and Primary 5 had been discontinued; 

 
Promoting Teachers’ Professional Development 
 
- in the 2003-04 school year, the EMB conducted over 110 professional 

development programmes on curriculum development for primary school 
heads and teachers.  In addition, the EMB was planning to conduct about 
160 related professional development programmes in the 2004-05 school 
year; 

 
Promotion campaigns to convey to parents the importance of participation 
in their children’s school activities 
 
- up to October 2004, 130 schools had registered with the “Good Practices 

Sharing on Web” of the Committee on Home-School Co-operation.  Among 
them, 38 schools had already uploaded their projects on the web; 
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- the Committee on Home-School Co-operation organised a symposium on  
12 June 2004 on “Home-school co-operation: how to foster a better learning 
environment”.  About 600 parents attended; 

 
- over 1,000 teachers received their Certificate of Appreciation in the 

“Parent-Also-Appreciate-Teachers” Drive in 2004.  The Recognition 
Ceremony was held on 7 July 2004 to conclude the Drive; and 

 
Introducing self-evaluation arrangements for schools 
 
- the EMB successfully achieved its target by conducting External School 

Review on 106 primary, secondary and special schools in the 2003-04 school 
year.  The target for the 2004-05 school year was 150 primary, secondary 
and special schools.  The four-year cycle would be completed by the 
2006-07 school year. 

 
 
36.  The Committee wishes to be kept informed of further development on the 
subject. 

 
 

37.  Public markets managed by the Food and Environmental Hygiene 
Department (Chapter 1 of Part VII of P.A.C. Report No. 41).  The Committee was 
informed that: 
 

Comprehensive review of the market stall vacancy rate of public markets 
 
- to invite more trade operators to consider conducting business in the markets, 

the Food and Environmental Hygiene Department (FEHD) had written to 
more than 40 trade associations in July 2004 to publicise its markets and 
invite members of the associations to lease the FEHD’s market stalls.  The 
FEHD had also published information booklets containing useful information 
of its markets for distribution to interested parties and the public.  The 
FEHD would continue to explore different ways to attract potential stall 
tenants from a greater variety of trades so as to expand the range of products 
sold in the markets; 

 
- to enhance attractiveness to potential bidders, the FEHD had identified a 

number of long-standing vacant small stalls for merging into larger stalls 
before letting them out through open auction.  Where technically feasible 
and economically viable, the FEHD would request the Architectural Services 
Department (Arch SD) to carry out the conversion works; 
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- to enhance communication with market-goers and tenants, the FEHD had 
launched a quarterly newsletter since August 2004 for distribution in all 
public markets.  Promotion and improvement initiatives, such as festive 
decorations and the provision of rest area, would be launched in a few 
selected markets with a view to attracting more customers and creating a 
more favourable shopping environment.  The FEHD would consult the 
relevant Market Management Consultative Committees on these proposed 
initiatives before implementing them; 

 
- the FEHD was studying the feasibility of setting a target market stall vacancy 

rate (MSVR) for each individual market by making reference to the overall 
MSVR in the past years, circumstances in the district and competition in the 
vicinity; 

 
- the FEHD had reviewed the reasons for the high MSVRs in the few markets 

commissioned after 1998.  In general, the reasons included increasing 
competition from supermarkets, the presence of a number of fresh provision 
shops and other retail outlets in the vicinity of these markets, changing 
shopping habits of the public, over-provision of market stalls, etc.  The 
FEHD would study in greater depth the causes for the high MSVRs in the 
concerned markets, namely Lei Yue Mun, Luen Wo Hui, Peng Chau and Yee 
On Street markets where the MSVRs were 20% or over; 

 
Review of ways to express the market stall vacancy rate  
 
- the FEHD had completed the review and would present two overall MSVRs, 

namely a gross MSVR which covers all vacant stalls including those set aside 
for designated purposes, and a net MSVR which excluded all stalls frozen for 
such purposes, when next publishing the relevant documents; 

 
Review of the justifications for the maximum number of non-trading days 
allowed in a year 
 
- the FEHD was drawing up a new aligned tenancy clause governing the 

maximum number of non-trading days allowed in a year with a view to 
standardising the different provisions in the tenancy agreements relating to 
non-trading days in markets in the urban areas and the New Territories.  The 
FEHD planned to introduce the aligned tenancy clause when it entered into 
new tenancy agreements with the stall tenants; 
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Review of the demand for public market facilities 
 
- the Health, Welfare and Food Bureau (HWFB) was discussing with the 

Planning Department the need to review the current planning standards for 
the provision of market facilities as set down in the Hong Kong Planning 
Standards and Guidelines; 

 
Study to identify markets that might merit closure and details of the Health, 
Welfare and Food Bureau’s rationalisation plan to be drawn 
 
- the FEHD was conducting a study to identify markets with serious and 

insurmountable viability problems that might merit closure/consolidation.  
Based on the results of the study and the views of the stakeholders including 
the affected stall tenants and the relevant District Councils (DCs), the HWFB 
and the FEHD would draw up rationalisation plans; 

 
Reassessment of the need to retrofit air-conditioning systems in public 
markets, including the Yue Wan Market, the San Hui Market and the Fa 
Yuen Street Market 
 
- the FEHD completed a review of the need to retrofit air-conditioning (A/C) 

systems to public markets and cooked food centres including the Yue Wan 
Market, the San Hui Market and the Fa Yuen Street Market and advised the 
Legislative Council Panel on Food Safety and Environmental Hygiene on      
3 March 2004 that there was no clear evidence to suggest that retrofitting of 
A/C systems would help improve viability of these markets.  The Panel took 
a strong view that the FEHD should carry out the retrofitting works.  The 
FEHD subsequently informed the Committee that the FEHD would proceed 
with the above projects.  The Finance Committee had approved funding for 
the works in the Yue Wan Market.  Subject to the outcome of consultation 
with the relevant DCs or concerned stall tenants, the FEHD planned to 
submit funding bids for the relevant works in the San Hui Market and Fa 
Yuen Street Market in the 2004-05 legislative session; 

 
Identification of beneficial permanent use of vacant market floor space in 
the Fa Yuen Street Market and the To Kwa Wan Market 
 
- the Arch SD had confirmed the technical feasibility of the proposed 

conversion of the vacant floor space on the second floor of Fa Yuen Street 
Market into office accommodation for government use.  The FEHD, the 
Government Property Agency and the Financial Services and Treasury 
Bureau were exploring the feasibility and cost-benefits of internal relocation 
and reallocation of vacated offices to other government users; and 
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- the FEHD was exploring the possibility of turning the vacant basement floor 
in the To Kwa Wan Market into one of the FEHD’s seized goods compounds.  
The FEHD and the Arch SD were now studying the technical feasibility of 
this proposal. 

 
 
38.  The Committee wishes to be kept informed of further development on the 
subject. 

 
 

39.  Provision of noise barriers for mitigating road traffic noise (Chapter 2 of  
Part VII of P.A.C. Report No. 41).  The Committee was informed that: 
 

Sufficient time in works contracts and incremental approach 
 
- the Administration was consulting relevant departments on proposed 

amendments to two circulars promulgated by the Environment, Transport and 
Works Bureau with a view to formally reminding the works departments to: 

 
(a) allow sufficient time in their works contract implementation plans for 

complying with the relevant statutory requirements; and 
 
(b) adopt an incremental approach in putting up noise barriers to tie in with 

the timing of completion of the planned environmentally sensitive uses; 
 
Recover costs from private developers 
 
- the Administration was checking whether there were cases of noise 

mitigating works similar to the private residential development concerned in 
Ma On Shan.  Subject to the outcome of this research, the Administration 
would explore the feasibility of recovering from the developer concerned the 
cost of constructing the noise barriers as appropriate; and 

 
Other audit findings 
 
Post-implementation monitoring 
 
- regarding the recommendation to conduct post-implementation monitoring of 

the effectiveness of the noise barriers for Tolo Highway Widening Project 
and Hiram’s Highway Improvement Phase 3, the Highways Department had 
undertaken to complete the monitoring as recommended by end 2004. 
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40.  The Committee wishes to be kept informed of the progress of the various 
measures being taken by the Administration. 

 
 

41.  Buildings Department’s efforts to tackle the unauthorised building works 
problem (Chapter 3 of Part VII of P.A.C. Report No.41).  The Committee was informed 
that: 
 

Extent of compliance with section 24 orders and complaint cases 
 
- the Buildings Department (BD) had enhanced its monitoring system on 

complaint cases and provided additional staff training.  It had also deployed 
additional resources and set performance targets to speed up the clearance of 
long outstanding removal orders in respect of unauthorised building works 
(UBW).  Progress in clearing these outstanding removal orders was 
satisfactory.  The BD still aimed to clear by March 2005 100%, 75%, 50% 
and 35% of the outstanding removal orders issued before 1991, between 
1991 and 1995, between 1996 and 1998 and in 1999 respectively.  The 
targets to clear 80%, 75%, 52% and 40% of the orders issued in 2000, 2001, 
2002 and 2003 respectively by March 2005 had already been achieved by 
July 2004; 

 
- the BD had deployed additional resources to speed up follow-up actions on 

complaint cases. For those complaint cases in the Buildings Condition 
Information System (BCIS) without the “initial action date”, the BD had 
deployed additional resources to enter all relevant data into the BCIS and had 
completed all outstanding “initial actions” by June 2004.  “Initial actions”, 
once completed, were duly recorded into the BCIS.  These improvement 
measures had been fully adopted; 

 
Buildings Department’s prosecution policy and practice 
 
- the BD had stepped up prosecution against owners who failed to comply with 

removal orders.  The current target was to instigate 1,000 prosecutions in 
2004 and 2,000 prosecutions in 2005.  The BD had already initiated    
1,076 prosecutions by 15 September 2004; 

 
Blitz operations 
 
- the BD had since 2003 put in place measures to improve the effectiveness of 

the Blitz operations, such as reinforcing contract provisions to ensure that 
outsourced contractors employed staff with the required competence to 
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provide quality services, thereby reducing the department’s cost in 
supervising the contractors.  The BD had also set more reasonable target 
completion time for the 2004 Blitz operations and ensured that the target 
completion time was met; 

 
The Coordinated Maintenance of Buildings Scheme 
 
- the BD had reviewed the effectiveness of the Coordinated Maintenance of 

Buildings Scheme (CMBS) and was preparing a report on the outcome; 
 
Illegal rooftop structures 
 
- the BD had completed a survey and identified an additional 1,060 single 

staircase buildings with illegal rooftop structures for clearance action.  The 
BD was preparing an action plan to clear these additional illegal rooftop 
structures, taking into consideration the resources required and the means to 
redeploy resources; 

 
Control of signboards 
 
- as regards the removal of dangerous signboards, the BD had devised a work 

plan to clear those long outstanding Dangerous Structure Removal Notices 
by December 2004.  Progress was in accordance with the work plan.  
Furthermore, the BD proposed to include the control for the erection of 
signboards in the minor works control regime to be established under the 
Buildings Ordinance.  The minor works control regime aimed at providing a 
legal, safe and cost-efficient means for the carrying out of minor works, 
including signboards.  The Administration intended to introduce the 
Buildings (Amendment) Bill in 2005 to take forward the proposed regime.  
The Administration would carry out a post-implementation review of the 
regime to ascertain its effectiveness; and 

 
Removal action by government term contractor 
 
- for those outstanding removal orders involving UBW in common areas of 

buildings, and where building owners had difficulties in coordinating the 
necessary removal works, the BD had been stepping up the enforcement 
actions by mobilising the government contractor to carry out the works and 
thereafter recovering the costs from the liable owners. 
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42.  The Committee wishes to be kept informed of further development on the 
clearance of outstanding removal orders of UBW, the BD’s prosecution practice, the CMBS, 
illegal rooftop structures and control of signboards. 

 
 

43.  Planning and provision of public secondary school places (Chapter 4 of Part 
VII of P.A.C. Report No. 41).  The Committee was informed that: 
 

Classroom utilisation 
 
- the Education and Manpower Bureau (EMB) continued to monitor closely 

the utilisation of classrooms by schools to ensure the optimal use of resources 
for promoting learning and teaching effectiveness; 

 
Unfilled places in public secondary schools 
 
The problem of unfilled places at Secondary Seven 
 
- the EMB would continue with the existing practice of allowing schools to 

admit more Secondary Six students on a voluntary basis while respecting 
schools’ professional decision; 

 
Under-utilisation of ex-prevocational/technical schools 
 
- to address the problem of under-utilisation in ex-prevocational/technical 

schools, the EMB continued to take appropriate action such as combining 
under-enrolled classes.  In the 2004-05 school year, a total of         
80 under-enrolled classes in these schools had been combined and packed 
into 65 classes, and eight of these schools had been approved to operate 
Project Yi Jin courses as an additional progression path for students who did 
not wish to pursue the traditional senior secondary curriculum; 

 
Need for buying schools places from caput schools 
 
- the EMB was carrying on the discussion with the Caput Schools Council and 

the nine caput schools on the way forward.  Among them, six seemed 
receptive to the idea of joining the Direct Subsidy Scheme (DSS), one 
proposes to close down by the 2006-07 school year and the remaining two 
had yet to decide on the way forward should the Government cease the 
provision of subvention as the overall student population declined further.  
The EMB would continue the dialogue with the caput schools and monitor 
the demand and supply of school places in the respective districts; 
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Government secondary schools 
 
Application of the broad guideline that each district should have one government 
school 
 
- the EMB would follow the broad guideline as and when opportunities arose 

to relocate, merge or phase out government schools.  This was subject to the 
availability of school sites.  Reference would also be made to supply and 
demand of school places at the district level; 

 
Objectives of providing government secondary schools 
 
- following a critical review, the EMB considered that government schools 

should continue to play a special role in the school system, for example, in 
pioneering new initiatives and serving as community resource centres in 
education.  The EMB would continue to adjust the class structure and 
number of classes in government schools having regard to changes in 
demands; 

 
Under-utilisation in some government secondary schools 
 
- the EMB continued to monitor the utilisation of government secondary 

schools and to combine under-enrolled classes.  In the 2004-05 school year, 
seven government secondary schools would see a reduction of a total of   
11 classes; 

 
Higher operating cost of government secondary schools 
 
- in the 2004-05 school year, the EMB would continue with the recruitment 

freeze for all government school teaching posts and the employment of 
temporary teachers on non-civil service contract terms to fill teaching 
vacancies.  Where possible, government schools would contract out janitor 
and clerical services; 

 
Model for projecting future supply and demand for public secondary school 
places 
 
Vacant classrooms 
 
- the EMB continued to monitor the utilisation of classrooms to ensure the 

optimal use of resources, and would factor this in the regular updates of the 
projected supply and demand of school places; 
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School places reserved for repeaters 
 
- in June 2004 the EMB completed a survey on the utilisation of repeater 

places in public-sector secondary schools.  The survey results indicated that 
the utilisation rate on a school basis corresponded closely with the overall 
utilisation rate of 5% of enrolment for all public sector secondary schools.  
Although there was a lower demand for repeater places at the junior 
secondary levels, there was a higher demand at the senior secondary levels.  
In overall terms, schools agreed that an overall 5% provision of school places 
for repeaters was appropriate.  The EMB endorsed this view; 

 
School places provided by Direct Subsidy Scheme schools 
 
- less than five years had elapsed since the last major modification of the DSS 

policy.  Since the proportion of DSS school places was still low (less than 
5%) as at present, the EMB considered it necessary to continue to build DSS 
schools and/or approve the transfer of aided schools to the DSS in order to 
realise the policy objective of increasing diversity and choice of education 
opportunities for students.  The EMB would continue to monitor the 
development of DSS schools, with particular attention on their trend and 
pattern of enrolment; and 

 
New schools under planning 
 
- in accordance with the established practice, the latest annual update of the 

supply projection in the last quarter of 2003 had reflected all the projects 
added to the School Building Programme in the year.  As always, the EMB 
continued to ensure that all new school projects added to the School Building 
Programme after one annual updating exercise in projection would be taken 
into account automatically in the next one.  

 
 
44.  The Committee wishes to be kept informed of: 
 

- the outcome of the discussion between the EMB and the Caput Schools 
Council of the need for buying schools places from caput schools; and 

 
- the progress of the development of DSS schools. 
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45.  The acquisition and clearance of shipyard sites (Chapter 5 of Part VII of 
P.A.C. Report No. 41).  The Committee was informed that: 
 

Resumption and clearance of the North Tsing Yi shipyard site 
 
- the recommendations in paragraph 2.14 of the Audit Report mainly related to 

the need to hold tenants under short term tenancies (STTs) to their 
contractual obligation of clearing structures when the STTs were terminated.  
The Director of Audit (D of A) had recommended that where a waiver of this 
obligation was considered necessary, the prior approval of the Secretary for 
Financial Services and the Treasury had to be sought.  Also, the Director of 
Lands should state clearly in the Lands Administration Office Instructions 
(LAOI) the specific justifications under which an STT tenant might be 
exempted from clearing the site upon termination of the tenancy; 

 
- the Administration was considering how best to implement these 

recommendations.  Experience from past clearance exercises indicated that 
some STT tenants might have genuine financial difficulties in arranging for 
the demolition of their structures.  In the light of this experience, the Lands 
Department (Lands D) was examining in conjunction with relevant bureaux 
and departments the possibility of exempting certain clearees from 
complying with the self-demolition requirement on compassionate grounds 
and possibility of providing measures to better enforce the self-demolition 
requirement.  Subject to the outcome of the forgoing exercise, the LAOI 
would be amended as recommended by the D of A; 

 
- as regards the issue of the recovery of the decontamination costs of the North 

Tsing Yi shipyard sites, the Government had issued protective writs to 
maintain its ability to recover costs from the ex-tenants and owners and was 
gathering evidence in this regard; 

 
Assessment of contamination at the Penny’s Bay shipyard site 

 
- the Civil Engineering and Development Department had implemented the 

recommendations in paragraph 3.25 of the Audit Report in relation to the 
planning of site investigations for potentially contaminated leased sites 
before they were surrendered to or resumed by the Government; 

 
- the Lands D had implemented the recommendations in paragraph 3.26 of the 

Audit Report in relation to the stipulation in the lease conditions that the 
Government had the right to carry out site investigation prior to resumption 
or surrender of sites to the Government.  The LAOI had also been updated 
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to specify the need of sharing information among departments prior to 
resumption or surrender of land to the Government; 

 
- pursuant to the recommendation in paragraph 3.27 of the Audit Report, the 

Environment, Transport and Works Bureau had issued a circular 
memorandum to all works departments promulgating Audit’s 
recommendations for improving the pre-acquisition site investigations and 
liaison with other concerned departments for potentially contaminated sites; 

 
Surrender of the Penny’s Bay shipyard site to the Government 

 
- the Lands D had implemented the recommendations in paragraph 4.29 of the 

Audit Report in relation to the incorporation of environmental protection and 
indemnity clauses in land lease conditions; and 

 
- as regards the recovery of the decontamination cost from the ex-lessee of the 

Penny’s Bay shipyard site or the shipyard operator, the Government was still 
reviewing the legal and technical issues with outside leading counsel and 
experts.  According to the advice of the Department of Justice, details on 
those issues should not be disclosed at this stage in order not to prejudice the 
Government’s interests. 

 
 
46.  The Committee wishes to be kept informed of the progress of the various courses 
of action taken by the Administration. 
 
 
47.  Funding of tertiary education (Chapter 6 of Part VII of P.A.C. Report No. 41).  
The Committee was informed that: 
 

University Grants Committee’s endeavours in benchmarking the cost of 
tertiary education 
 
- as a first step to review the costing and funding methodology of the sector 

funded by the University Grants Committee (UGC), the UGC had appointed 
a consultant to carry out a scoping study.  Subject to the results of the 
scoping study, the UGC would draw up a work plan within the 2004-05 
academic year, and conduct the review during the 2005-06 to 2007-08 
triennium when the funding situation became more stable; 
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Funding and resource allocation 
 
- the UGC would adopt a new funding methodology in the allocation of funds 

to UGC-funded institutions for the 2005-06 to 2007-08 triennium.  To 
enhance the transparency of the funding methodology and the institutions’ 
understanding of how funds were distributed, the UGC would disclose the 
details of the Academic Programme Categories, together with their relative 
cost weightings, upon completion of the funding exercise in early 2005; 

 
Research assessment exercise and implementation of research projects 
 
Transparency of the research assessment exercise results and widening the 
membership of the research assessment exercise assessment panels 
 
- the UGC would bear in mind the need to implement measures to enhance the 

transparency of the research assessment exercise (RAE) results, as well as to 
widen the membership of the RAE assessment panels when planning for the 
next RAE to be conducted for the 2005-06 academic year; 

 
Terminated research projects 
 
- the Research Grants Council (RGC) had formed a Working Group to 

examine various issues relating to the change of Principal Investigators (PIs), 
assessments of terminated projects, and the extension of time of research 
projects.  The Working Group had completed its deliberations and the 
recommendations were considered by the RGC at its meeting in June 2004.  
The RGC’s decisions were as follows: 

 
(a) the RGC recognised the need to build into the system some flexibility for 

the change of PIs, in particular in the current financial climate when there 
was a practical need for institutions to retain maximum freedom in 
managing their staff resources.  On the other hand, the RGC was also 
mindful of the need to uphold the quality of project management.  The 
RGC had therefore decided to adopt a prudent approach and to allow 
change of PIs during the 7th to the 12th month of the project period in 
exceptional cases and where there were genuine and justifiable reasons; 
and 

 
(b) in order to assess terminated projects in a more effective and reasonable 

manner, the RGC had adopted a new template for end-point assessment.  
When assessing projects that were terminated before the original 
expected completion date, the RGC would take into account the reason(s) 
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for termination, and assess the performance of the project in the light of 
time and money spent on the project; 

 
Extension of time of research projects 
 
- having regard to the lead time required for projects to start, the RGC had 

decided that the official commencement date for all projects should be the 
first day of January of the year following the award of research grant, unless 
the PI set an earlier date.  The maximum allowable extension would be   
12 months.  The first six-month extension would be scrutinised and 
approved by institutions, and any further extension requests would only be 
considered by the RGC where strong justification existed.  Requests for 
extension exceeding 12 months would not be considered unless under 
extraordinary circumstances.  As in the past, the RGC would continue to 
consider requests for extension on a case-by-case basis, and institutions 
should exercise their judgement before forwarding recommendations to the 
RGC for consideration.  The new rules would apply to projects funded in 
the 2004-05 academic year and thereafter; 

 
- in view of the development of the local research community over the years, 

the RGC considered that it was timely to review the requirements regarding 
the completion of research reports.  Taking into account the standards and 
practices of other international funding bodies, the RGC had decided to 
shorten the timeline for submission of completion reports from 18 to       
9 months after the approved completion date of the project.  This new rule 
would apply to projects funded in the 2004-05 academic year and thereafter; 

 
Funding of self-financing activities 
 
- the Working Group on Review of Overhead Recovery Practices on 

Self-financing Activities of UGC-funded Institutions had analysed relevant 
data collected on the existing practices of individual institutions in recovering 
the overheads of self-financing academic programmes and continuous and 
professional education programmes.  A final draft report and a set of 
proposed guidelines had been produced and were being circulated to the 
Working Group for comments; 

 
- as regards non-UGC-funded research contracts and grants, the Working 

Group had also analysed relevant data collected on the existing practices of 
individual institutions, and a set of proposed guidelines was being drafted.  
After deliberations among the institutions, the Working Group would, in 
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consultation with the UGC, prepare a consolidated recommendation for 
consideration by the Heads of Universities Committee; 

 
- as part of the review of overhead charging, the UGC would also consider 

whether student hostels should be subject to overhead charging and, if 
necessary, revise the UGC Notes on Procedures accordingly; 

 
Refund of government rents and rates 
 
- the Education and Manpower Bureau was taking action to promulgate its 

policy on refund of government rents and rates to eligible educational 
institutions in Hong Kong through its established channels; and 

 
- the UGC had submitted a set of draft guidelines on the eligibility criteria for 

refund of government rents and rates to the Administration for consideration.  
Subject to the views of the Administration, the UGC would consult 
institutions on the draft guidelines and would update the UGC Notes on 
Procedures accordingly in due course. 

 
 
48.  The Committee wishes to be kept informed of further development on the 
subject. 
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 Consideration of the Director of Audit’s Report tabled in the Legislative 
Council on 24 November 2004   As in previous years, the Committee did not consider it 
necessary to investigate in detail every observation contained in the Director of Audit’s 
Report.  The Committee had therefore only selected those chapters in the Director of 
Audit’s Report No. 43 which, in its view, referred to more serious irregularities or 
shortcomings.  It is the investigation of those chapters which constitutes the bulk of this 
Report.   
 
 
2. Meetings   The Committee held a total of 21 meetings and 10 public hearings 
in respect of the subjects covered in this Report.  During the public hearings, the 
Committee heard evidence from a total of 23 witnesses, including 3 Directors of Bureau 
and 3 Heads of Department.  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 on   
8 December 2004 is in Appendix 5. 
 
 
3. Arrangement of the Report   The evidence of the witnesses who appeared 
before the Committee, and the Committee’s specific conclusions and recommendations, 
based on the evidence and on its deliberations on the relevant chapters of the Director of 
Audit’s Reports, are set out in Chapters 1 to 5 below.   
 
 
4. The audio record of the proceedings of the Committee’s public hearings is 
available in the Library of the Legislative Council for the public to listen to. 
 
 
5. Acknowledgements   The Committee wishes to record its appreciation of the 
co-operative approach adopted by all the persons who were invited to give evidence.  In 
addition, the Committee is grateful for the assistance and constructive advice given by the 
Secretary for Financial Services and the Treasury, the Legal Adviser and the Clerk.  The 
Committee also wishes to thank the Director of Audit for the objective and professional 
manner in which he completed his Reports, and for the many services which he and his 
staff have rendered to the Committee throughout its deliberations. 
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 The Committee noted the Report of the Director of Audit on the Accounts of the 
Government of the Hong Kong Special Administrative Region for the year ended 31 March 
2004. 
 
 



 
 

Chapter 1 
 

Control and monitoring of District Council expenses and related activities  
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The Audit Commission (Audit) conducted a review on the control and monitoring 
of District Council (DC) expenses and related activities.   

 
 

Tax deduction on 50% of the honorarium for District Council Members 
 
2.  The Committee noted from paragraphs 2.14 and 2.15 of the Director of Audit’s 
Report (the Audit Report) that the Commissioner of Inland Revenue had, since 1982, 
adopted an administrative measure which allowed, without query, a deduction of 50% of the 
honorarium for a DC Member as tax deductible expenses.  Since April 1996, the DC 
Members’ remuneration package had been expanded to include allowance and grant for 
various office expenses incurred by DC Members for discharging their duties.  The current 
rates of the allowance and grant for reimbursable expenses amounted to almost 50% of the 
total remuneration package for DC Members.  The tax treatment for DC Members’ 
honorarium was different from those for Executive Council (ExCo) Members’ and 
Legislative Council (LegCo) Members’ honorariums which were all taxable. 

 
 

3.  The Committee asked whether the Director of Home Affairs had consulted the 
Commissioner of Inland Revenue on the taxation matters relating to the inclusion of the 
Office Rental Allowance (ORA) in DC Members’ remuneration package in 1996.   
 
 
4.  Mrs Pamela TAN KAM Mi-wah, Director of Home affairs, responded that: 
 

- the Home Affairs Department (HAD) had consulted the Commissioner of 
Inland Revenue in 1995 on whether the ORA was taxable and the 
Commissioner had given a negative reply; and  

 
-  before expanding the scope of the ORA to allow the employment of DC 

Members’ assistants in 2000, the HAD had also consulted the Commissioner 
in 1999 and the Commissioner had responded that the ORA after the 
expansion was not taxable.  

 
 
5.  Mrs Alice LAU MAK Yee-ming, Commissioner of Inland Revenue, pointed 
out that the HAD had consulted the Inland Revenue Department (IRD) before adjusting DC 
Members’ honorarium and before starting to provide them with accountable allowance.  
 
 
6.  The Committee asked whether the different tax treatments for the honorariums of  
LegCo Members and DC Members were fair.   
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7.  The Commissioner of Inland Revenue responded that: 
 

- both LegCo Members and DC Members had the right to claim tax deduction 
on expenses incurred in discharging their official duties.  The administrative 
measure regarding tax deduction on DC Members’ honorarium was an 
arrangement to deal with their expenses of this nature;   

 
- the IRD did not adopt such measure on its own initiative.  Rather, it would 

only act on individual employer’s or organisation’s request for such tax 
treatment.  In considering these proposals, the IRD adopted the same criteria, 
i.e. whether the amount claimed was small, whether it would be too 
complicated to keep the receipts and whether the characteristics of the trade 
concerned warranted such tax deduction.  For instance, the IRD had agreed 
to the Judiciary’s proposal of adopting an administrative measure which 
allowed tax deduction on the expenses for dry-cleaning the wigs and robes of 
judges, on the grounds that the amount of such expenses was small and the 
attire was required for the work of judges; and 

 
- the administrative measure for DC Members’ honorarium was proposed to the 

IRD by the HAD.  She was not aware that the LegCo had discussed with the 
IRD whether LegCo Members required such an administrative measure on tax 
deduction.  If LegCo Members had, in addition to those reimbursable under 
the operating expenses package, incurred expenses which were wholly, 
exclusively and necessarily on LegCo business, they could apply to the IRD 
for tax deduction on such expenses.  

 
 
8.  The Committee enquired about the rationale for adopting the above 
administrative measure for DC Members’ honorarium in 1982 and retaining it despite the 
expansion of DC Members’ remuneration package. 
 
 
9.  The Commissioner of Inland Revenue explained that: 

 
- in 1982, DC Members’ remuneration package was an all-inclusive 

non-accountable honorarium to meet earnings forgone due to time spent on 
DC matters and expenses incurred in connection with DC business.  The 
package did not include an accountable allowance for office expenses 
incurred by DC Members.  The honorarium was, for tax purposes, regarded 
as an income from office held and as such it would attract Salaries Tax under 
the Inland Revenue Ordinance (IRO).  However, expenses wholly, 
exclusively and necessarily incurred in the production of income chargeable 
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to tax could be claimed for tax deduction under the IRO.  The claim, 
however, had to be substantiated to the IRD.  At that time the IRD 
considered that 50% of the honorarium was a small and reasonable amount of 
money for expenses wholly, exclusively and necessarily incurred in the 
production of income and was therefore tax deductible.  By allowing such 
deduction, the IRD could also obviate the need for DC Members to 
substantiate the deduction claim for such an amount and to keep the relevant 
documentary evidence of expenses.  The IRD therefore adopted the 
administrative measure; 

 
- after 1982, the honorarium had been increased due to inflation and the 

strengthening of DC Members’ role.  In 1996, the remuneration package had 
been expanded to include the ORA which was replaced by the Accountable 
Allowance (AA) afterwards.  The AA was not taxable because it was used 
for expenses incurred by DC Members in the strengthening of their role and 
payable on a reimbursable basis on production of certified receipts for such 
expenses.  The IRD noted the substantial increase in the rate of the AA from 
$10,000 to $17,000 since December 2001.  As the administrative measure 
had already been adopted for a number of years by that time, the IRD decided 
to retain the measure for the time being; 

 
- according to the table on the percentages of non-taxable income in the total 

income of DC Members and LegCo Members, in Appendix 6, the percentages 
in respect of DC Members and LegCo Members in 1996 were 61% and 65% 
respectively.  The former percentage rose to 68% following the increase of 
DC Members’ honorarium in 2000, while the latter remained unchanged.  
After adjustments to the remuneration packages of DC Members and LegCo 
Members in 2001, the percentages stood at 75% and 69% respectively.  The 
latest percentages in 2004 were 75% and 70% respectively.  She considered 
that as the percentages in respect of DC Members and LegCo Members were 
comparable, the tax deduction on 50% of DC Members’ honorarium, which 
was used in computing their non-taxable income, was not unreasonable; and 

 
- nevertheless, as the measure had been in force for a number of years, the IRD 

agreed to Audit’s observation that there was a need to review the justifications 
for continuing the measure.  The IRD had discussed with the HAD and come 
to a preliminary view that the administrative measure should be removed.  
As a large portion of the current (2004-05) year of assessment had passed and 
the administrative measure was still in force at present, DC Members might 
not have kept the receipts for the expenses which would be required for 
claiming tax deduction.  As such, the IRD considered it reasonable for the 
removal to be implemented for the 2005-06 final and subsequent years of 
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assessment.  By then DC Members, like other taxpayers, would have to 
apply for tax deduction on any amount of expenses incurred and keep 
documentary evidence of such expenses.  

 
 
10.  The Committee asked about the percentage of DC Members who claimed tax 
deduction on 50% of their honorarium.  
 
 
11.  The Director of Home Affairs replied that, in the past four years, about 65% of 
DC Members claimed tax deduction on 50% of their honorarium and the remaining 35%  
claimed more than that.  Of this 35%, some successfully claimed tax deduction on 100% 
of their honorarium while the deduction for the others was slightly higher than 50% of their 
honorarium. 

 
 

12.  The Committee further asked whether DC Members had to submit supporting 
documentary evidence in making claims for tax deduction on their honorarium.  
 
 
13.  In response, the Commissioner of Inland Revenue informed the Committee 
that:  
 

- DC Members were required to return to the HAD duly completed forms 
regarding whether or not they would provide a monthly breakdown of 
expenses for claiming tax deduction; 

 
- for those claiming tax deduction on 50% of their honorarium, they could opt 

not to provide such breakdown.  As the arrangement for tax deduction on 
50% of DC Members’ honorarium was operated under an honour system, the 
DC Members concerned did not need to keep or submit supporting 
documentary evidence; and 

 
- for those claiming tax deduction on more than 50% of their honorarium, they 

should opt to provide a monthly breakdown of expenses and keep the 
documentary evidence for verification by the IRD if necessary.   
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14.  In view of the Commissioner of Inland Revenue’s reply that the IRD and the 
HAD planned to remove the administrative measure starting from the 2005-06 year of 
assessment, the Committee asked:  
 

- whether the removal of the administrative measure would affect DC 
Members’ services to local residents; and 

 
- whether the Administration had consulted DC Members on the above plan 

and, if not, whether it would do so. 
 
 
15.  The Director of Home Affairs clarified that the plan only gave a direction on the 
matter.  The detailed arrangements for implementing the plan had yet to be worked out.  
The HAD would proactively communicate with DC Members concerning the impact of the 
plan on their services to the public, with a view to making reasonable arrangements for the 
continuation of their services to the local community. 
 
 
16.  The Commissioner of Inland Revenue added that the IRD respected the views 
of LegCo Members and would take into account the Public Accounts Committee’s views in 
its Report before deciding on the plan.   
 
 
17.  In response to the Committee’s enquiry about the work plan for implementing the 
removal, the Commissioner of Inland Revenue, in her letter dated 28 December 2004 in 
Appendix 7, informed the Committee that: 
 

- the IRD had contacted the HAD regarding whether there would be any change 
to the remuneration package of DC Chairmen and Members as well as the 
control and monitoring measures to be exercised over the reimbursable and 
non-reimbursable expenses; and  

 
- subject to the HAD’s response and the Committee’s comments, the IRD 

would proceed to implement the removal.  In any event, the IRD would, 
through the HAD, advise the DC Chairmen and Members to keep 
documentary evidence of expenses incurred from 1 April 2005 in support of 
their tax deduction claims for the 2005-06 final and subsequent years of 
assessment.   
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18.  Regarding the IRD’s comparison of the non-taxable incomes of DC Members and 
LegCo Members, the Committee pointed out that the two incomes were very different 
because, unlike DC Members, LegCo Members could not claim tax deduction on 50% of 
their honorarium.  In fact, LegCo Members’ honorarium was all taxable.  If 50% of DC 
Members’ honorarium was regarded by the Administration as tax-deductible expenses 
incurred on DC business, the Administration might consider converting that amount into 
DC Members’ Operating Expenses Allowance (OEA) which was non-taxable.  As such, 
DC Members’ honorarium, similar to those of ExCo Members and LegCo Members, would 
all be taxable.   
 
 
19.  The Commissioner of Inland Revenue responded that: 
 

- the above conversion proposal could be an option for consideration by the 
Administration in its review of the matter.  However, if the review concluded 
that DC Members’ honorarium should be kept at the present level, the more 
reasonable way to deal with the matter was to remove the administrative 
measure regarding tax deduction on the honorarium; and 

 
- the Administration would closely communicate with DC Members before 

implementing the removal arrangements.  After the removal, DC Members, 
similar to LegCo Members, could claim tax deduction on the expenses which 
were wholly, exclusively and necessarily incurred on DC business and which 
exceeded the amount of the OEA.    

 
 
Allowance and grant for District Council Members 
 
20.  As revealed in paragraph 3.7 of the Audit Report, Audit found 354 cases of 
non-compliance with the HAD Guidelines on the reimbursement of the OEA and the 
Information Technology and Other Support Grant (ITOSG) to DC Members during its 
random sample check on the reimbursement records of the OEA and the ITOSG in respect 
of DC Members in nine selected District Offices (DOs) for the period January 2002 to 
March 2004.  As these records only concerned some one-third of DC Members in these 
nine DOs and there were altogether 18 DCs in Hong Kong, the number of non-compliance 
cases in respect of all DC Members in the territory might probably be much larger than 354.  
The Committee asked whether the HAD would take immediate action to ensure full 
compliance with its guidelines. 
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21.  In response, the Director of Home Affairs informed the Committee that: 
 

- the HAD accepted Audit’s recommendation that improvements should be 
made regarding the processing of claims for reimbursement of the OEA.  
The HAD had started to make such improvements and would review the 
existing guidelines to provide clearer guidance to its staff at district level;   

 
- the HAD had asked its staff at district level to strictly follow the HAD 

Guidelines and exercise meticulous care in processing the claims.  The 
co-operation of DC Members was also necessary, e.g. early submission by DC 
Members of receipts which were missing in their claims; and 

 
 - some of the 354 cases of non-compliance arose from Audit’s interpretation of 

what constituted non-compliance, which was different from that of the HAD.  
For instance, name cards containing photographs were, in Audit’s view, 
publicity items containing information other than those allowed in the HAD 
Guidelines.  However, such name cards were regarded by the HAD as 
printed items and thus photographs were allowed.  These different 
interpretations gave rise to such a large number of cases of non-compliance.   

 
 
22.  The Committee asked about the details of the follow-up actions taken on the 
354 cases of non-compliance. 
 
 
23.  In her letter of 31 December 2004 in Appendix 8, the Director of Home Affairs 
informed the Committee that the HAD had examined the 354 cases.  The HAD would 
request the DC Members concerned to provide supplementary information in support of 
their claims and would recover the overpayment of allowance and grant, etc, as soon as 
possible.  It aimed to complete all follow-up actions by March 2005.  Details of the 
follow-up/remedial actions were also provided in the letter. 
 
 
24.  According to paragraphs 3.18 and 3.19 of the Audit Report, the Director of Home 
Affairs generally agreed with Audit’s recommendations regarding non-compliance with and 
revision of the HAD Guidelines.  The Committee asked about the progress in 
implementing these recommendations. 
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25.  In her letter of 31 December 2004, the Director of Home Affairs pointed out that 
the HAD: 
 

- had appealed to all DC Members in early December 2004 for full compliance 
with the HAD Guidelines in claiming reimbursement of the OEA and the 
ITOSG.  It had also held a special briefing with all DC Chairmen and 
Vice-Chairmen to explain to them the major areas of non-compliance and the 
imminent introduction of additional control measures to step up the 
monitoring system;   

 
- had reminded all staff at the district level to process the reimbursement of the 

OEA and the ITOSG with meticulous care and ensure strict adherence to the 
HAD Guidelines; and 

 
- was reviewing the HAD Guidelines based on Audit’s recommendations and 

would consult DC Members in January 2005 to seek their comments on the 
proposed revision. 

 
 
Use of District Council funds for the Minor Environmental Improvement projects 
 
26.  The Committee noted that, in its random sample check of the Minor 
Environmental Improvement (MEI) projects in nine selected DOs, Audit had found cases of 
non-compliance with the District Council Funds Guidelines (DCF Guidelines) on the use of 
DC funds.  The MEI projects for grass-cutting jobs were outside the HAD’s 
responsibilities.  In addition, some MEI projects for grass-cutting jobs were not 
cost-effective.  
 
 
27.  The Committee further noted that Audit had recommended that the Director of 
Home Affairs should, in implementing the MEI projects, ensure that the DOs comply with 
the requirements and observe the conditions laid down in the relevant circulars and 
guidelines; evaluate the cost-effectiveness of the projects; and ensure that the Government 
was protected against claims for accidents arising from the projects.  The Committee asked 
about the progress in implementing Audit’s recommendations.  
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28.  In her letter of 31 December 2004, the Director of Home Affairs informed the 
Committee that the HAD: 
 

- had requested/reminded all DOs to: 
 

(a) draw up/update the list of MEI projects for which they had maintenance 
responsibility; and 

 
(b) comply with the DCF Guidelines and government circulars in 

implementing MEI projects; 
 

- had awarded term contracts for, amongst others, grass cutting in three districts 
in the New Territories.  It planned to expand the term contract system to 
cover the remaining districts in April 2005; and     

 
- was reviewing the following arrangements and would revise the relevant 

guidelines where necessary: 
 
(a) the need to conduct annual checks for projects requiring maintenance to a 

high standard; and 
 
(b) the granting of cash assistance to rural committees to undertake 

grass-cutting jobs. 
 
   
Submission of annual district plans  
 
29.  According to paragraphs 5.14 and 5.15 of the Audit Report, the Director of Home 
Affairs generally agreed with Audit’s recommendations regarding monitoring of the 
submission of the annual district plans (ADPs) by the core departments.  The Committee 
asked about the progress in implementing Audit’s recommendations. 
 
 
30.  In her letter of 31 December 2004, the Director of Home Affairs informed the 
Committee that the HAD had drawn up a set of standard procedures for monitoring the 
submission of the ADPs by the core departments.  All DOs had been requested to adhere 
to the standard procedures with effect from 1 January 2005. 
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District Council Homepages 
 
31.  The Committee noted that Audit had reviewed the Homepages of all the 18 DCs 
and found cases of non-compliance with the Guidelines on Dissemination of Information 
through Government Homepages (Government Homepage Guidelines) and improper use of 
DC funds for developing additional homepages.   
 
 
32.  The Committee further noted that Audit had recommended that the Director of 
Home Affairs should encourage the DC Secretariats to follow the Government Homepage 
Guidelines and improve the contents of DC Homepages, and review the use of DC funds for 
the development and maintenance of separate homepages for the DCs.  The Committee 
asked about the progress of implementing Audit’s recommendations.   
 
 
33.  In her letter of 31 December 2004, the Director of Home Affairs informed the 
Committee that the HAD: 
 

- had advised the DCs to follow the Government Homepage Guidelines;  
 
- would assist DCs in drawing up short-term and long-term improvement plans 

for their respective DC Homepages, having regard to the current level of 
compliance with the relevant Audit’s recommendations, individual district 
needs and characteristics; and  
 

- had reviewed the use of DC funds for developing additional DC Homepages 
and revised the existing arrangement so that DC funds could be used for 
one-off development and/or annual enhancement/maintenance of these 
homepages on a project-by-project basis. 

 
 
34.  Conclusions and recommendations  The Committee: 
 

Tax deduction on 50% of the honorarium for District Council Members 
 

-  expresses serious concern that the Commissioner of Inland Revenue 
continued to adopt the administrative measure which allows, without query, a 
deduction of 50% of the honorarium for a District Council (DC) Member as 
tax deductible expenses despite the fact that, since April 1996, the DC 
Members’ remuneration package has been expanded to include allowance and 
grant for various office expenses incurred by DC Members for discharging 
their duties;  
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- expresses concern that the tax treatments for the honorarium of DC Members 
and those of Executive Council (ExCo) Members and Legislative Council 
(LegCo) Members are not the same.  The honorariums of ExCo Members 
and LegCo Members are all taxable whereas a tax deduction on 50% of a DC 
Member’s honorarium is allowed; 

 
- notes that the Commissioner of Inland Revenue plans to remove the above 

administrative measure for the 2005-06 final and subsequent years of 
assessment;  

 
- recommends that the Director of Home Affairs should consider revising the 

existing remuneration package of DC Members by converting 50% of a DC 
Member’s honorarium to the Operating Expenses Allowance (OEA) which is 
non-taxable, so that DC Members’ honorarium, similar to those of ExCo 
Members and LegCo Members, is all taxable;  

 
 Allowance and grant for District Council Members 

 
- expresses alarm and strong resentment that: 
 

(a) 354 cases of non-compliance with the Home Affairs Department (HAD) 
Guidelines on the reimbursement of the OEA and the Information 
Technology and Other Support Grant (ITOSG) to DC Members were 
found by the Audit Commission during its random sample check on the 
reimbursement records of the OEA and the ITOSG in respect of only 
about one-third of the DC Members of nine selected District Offices 
(DOs); and  

 
(b) despite complaints from time to time against DC Members for misusing 

the OEA subsidised ward offices for non-DC activities, the HAD 
Guidelines still do not provide adequate guidance for the DOs to deal 
with issues relating to such misuse; 

 
- expresses serious concern that the supporting documents to substantiate the 

OEA claims for the employment of assistants by DC Members are 
inadequate; 

 
- expresses concern that: 

 
(a) the HAD Guidelines do not specify the detailed requirements of a site 

visit to DC Members’ ward offices; and 
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(b) there is no procedure for handling the return of capitalised items partly 
paid for by DC Members; 

 
- notes that the HAD: 

 
(a) has examined the 354 cases of non-compliance and will request the DC 

Members concerned to provide supplementary information in support of 
their claims and will recover the overpayment of allowance and grant, 
etc, as soon as possible.  It aims to complete all follow-up actions by 
March 2005;  

 
(b) has appealed to all DC Members in early December 2004 for full 

compliance with the HAD Guidelines in claiming reimbursement of the 
OEA and the ITOSG.  It has also held a special briefing with all DC 
Chairmen and Vice-Chairmen to explain to them the major areas of 
non-compliance and the imminent introduction of additional control 
measures to step up the monitoring system;   
 

(c) has reminded all staff at the district level to process the reimbursement 
of the OEA and the ITOSG with meticulous care and ensure strict 
adherence to the HAD Guidelines; and 

 
(d) is reviewing its Guidelines based on audit recommendations in 

paragraph 3.18(b) of the Director of Audit’s Report and will hold 
consultation with DC Members in January 2005 to seek their comments 
on proposed revision of the Guidelines;    
      

Use of District Council funds for the Minor Environmental Improvement 
projects 

 
- expresses grave concern and finds it unacceptable that: 

 
(a) contrary to the District Council Funds Guidelines (DCF Guidelines), 

seven out of nine selected DOs did not maintain an up-to-date list of all 
the Minor Environmental Improvement (MEI) projects for which they 
had maintenance responsibility; 

 
(b) approvals for some MEI projects given by the approving officers were 

not in line with the approving authority stated in the DCF Guidelines; 
 
(c) extra works not covered by the DC’s original approval were included in 

an MEI project; 
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(d) payments for some MEI projects were not in accordance with the 
relevant circulars or guidelines; 

 
(e) some MEI projects for grass-cutting jobs were outside the ambit of the 

HAD’s responsibilities; 
 
(f) the arrangement of some MEI projects for grass-cutting jobs under 

separate contracts was not cost-effective; and 
 

(g) some MEI projects for grass-cutting jobs undertaken by a rural 
committee were not cost-effective and the Government is exposed to 
claims for accidents arising from the projects; 

 
- notes that the HAD:  
 

 (a) has requested/reminded all DOs to: 
 

(i) draw up/update the list of MEI projects for which they have 
maintenance responsibility; and 

 
(ii) comply with the DCF Guidelines and government circulars in 

implementing MEI projects; 
 
(b)  has awarded term contracts for, amongst others, grass cutting in three 

districts in the New Territories.  It plans to expand the term contract 
system to cover the remaining districts in April 2005; and     

 
(c) is reviewing the following arrangements and will revise the relevant 

guidelines where necessary: 
 

(i) the need to conduct annual checks for projects requiring 
maintenance to a high standard; and 

 
(ii) the granting of cash assistance to rural committees to undertake 

grass-cutting jobs; 
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Submission of annual district plans 
 

- expresses concern that: 
 

(a) the overall average submission rate of 55% of the annual district plans 
(ADPs) by the core departments, for the period from January 2002 to 
June 2004, was not satisfactory; 

 
(b) the non-submission of the ADPs by the core departments might affect 

the effectiveness of the DCs in reflecting the community views on their 
work plans; and 

 
(c) the HAD had not issued guidelines on the standard procedures to be 

followed by all the DOs for monitoring and following up the submission 
of the ADPs by the core departments; 

 
- notes that the HAD has drawn up a set of standard procedures for monitoring 

the submission of ADPs by core departments.  All DOs have been requested 
to adhere to the standard procedures with effect from 1 January 2005; 

 
 District Council Homepages 
 

- expresses concern that there were cases of non-compliance with the 
Guidelines on Dissemination of Information through Government Homepages 
(Government Homepage Guidelines) in the set-up and maintenance of the  
18 DC Homepages;  

 
- expresses dismay that two DCs used DC funds to set up their own separate 

homepages showing their DC activities, which were not appropriate under the 
guidelines on the use of DC funds;  

 
- notes that the HAD: 

 
(a)  has advised the DCs to follow the Government Homepage Guidelines;    
 
(b) would assist DCs in drawing up short-term and long-term improvement 

plans for their respective DC Homepages, having regard to the current 
level of compliance with the relevant audit recommendations, individual 
district needs and characteristics; and  
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(c) has reviewed the use of DC funds for developing additional DC 
Homepages and revised the existing arrangement so that DC funds can 
be used for one-off development and/or annual 
enhancement/maintenance of these homepages on a project-by-project 
basis; and 

 
 Follow-up actions 
 

- wishes to be kept informed of: 
 

(a) the progress of implementing the removal of the administrative measure 
regarding tax deduction; 

 
(b) the decision made by the Director of Home affairs on the Committee’s 

recommendation that 50% of a DC Member’s honorarium be converted 
to the OEA and any progress made;  

 
(c) the progress and results of the follow-up actions taken on the 354 cases 

of non-compliance;  
 
(d) the progress of reviewing the HAD’s Guidelines on the reimbursement 

of the OEA and the ITOSG; 
 
(e) the progress of reviewing the need to conduct annual checks for the MEI 

projects requiring maintenance to a high standard and the granting of 
cash assistance to rural committees to undertake grass-cutting jobs; and  

 
(f) the progress of assisting DCs in drawing up short-term and long-term 

improvement plans for their respective DC Homepages. 
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 The objectives of this audit review were to examine the evolution of government 
subsidies to English Schools Foundation (ESF) schools vis-à-vis international schools, and 
the Education and Manpower Bureau (EMB)’s reviews of the subsidies to the ESF in recent 
years.   
 
 
2.  Prof Hon Arthur LI Kwok-cheung, Secretary for Education and Manpower, 
and Prof Felice Lieh MAK, Chairman, ESF, respectively made an opening statement at 
the Committee’s public hearing.  Their statements are in Appendices 9 and 10 
respectively. 
 
 
Reviews of government subsidies to English Schools Foundation schools and 
international schools 
 
3.  The Committee noted that government subvention to the ESF on the parity of 
subsidy principle was premised on the 1965 Education Policy White Paper in recognition of 
the need for English schools for English-speaking children, which led to the establishment 
of the ESF in 1967 through the enactment of The English Schools Foundation Ordinance.  
Since the establishment of the ESF, the EMB had carried out three major reviews of 
government subsidies to ESF schools in 1979, 1995 and 1999.   
 
 
4.  The Committee also noted that, in response to the request from expatriate 
communities for the provision of more international school places, the EMB formed a 
Working Group on the Provision of International School Places to review the government 
subsidies to international schools.  The Working Group’s recommendations were approved 
by the Executive Council in 1995.   
 
 
5.  In response to the Committee’s enquiry as to why ESF schools were not included 
in the review of government subsidies to international schools in 1995, the Secretary for 
Education and Manpower said that because of the unique status of the ESF, which was 
established under its own Ordinance, the EMB considered it more appropriate to conduct 
separate reviews for ESF schools and international schools.  This arrangement had no 
implication on whether ESF schools were international schools.   
 
 
6.  According to paragraph 2.7(a) of the Director of Audit’s Report (the Audit 
Report), in January 2000, in its report to the Social Service Policy Group chaired by the 
Chief Secretary for Administration, the EMB stated that ESF schools were not different in 
nature from other international schools in terms of curriculum offered and student mix.  
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However, government subsidies provided for ESF schools were much more favourable than 
those for other international schools.  As revealed in Appendix B to the Audit Report, on 
22 February 2000, the EMB expressed a different view that ESF schools were in a category 
entirely different from international schools and played an important role in providing 
parents with choice and diversity.  In this connection, the Committee asked: 
 
 - about the reasons for the EMB changing its view; and 
 
 - whether such a change implied that the EMB had in the past recognised that 

ESF schools were different from international schools. 
 
 
7.   The Secretary for Education and Manpower and Mrs Fanny LAW, 
Permanent Secretary for Education and Manpower, responded that: 
 

- as the level of government subsidies provided to ESF schools was different 
from that of international schools, seen in this perspective, it was true that 
ESF schools were in a category different from international schools;  

 
- as defined by the Working Group on the Provision of International School 

Places, international schools were schools which followed a non-local 
curriculum and their students did not sit for local examinations.  From this 
perspective, ESF schools were not different from international schools in 
nature, as ESF schools also followed a non-local curriculum and their students 
also did not sit for local examinations; 

 
- unlike local aided schools, the graduates of which mostly pursued their 

studies in local universities, the majority of the graduates of ESF schools, 
similar to those of international schools, pursued their studies overseas; and 

 
- local schools must provide their students with a choice to sit for local 

examinations, even if they offered the International Baccalaureate curriculum.   
 
 
8.  In response to the Committee’s enquiry about the ESF’s position within the 
education sector, Mr John Bohan, Acting Secretary and Chief Executive, ESF, stated in 
his letter of 28 December 2004, in Appendix 11, that: 
 

- among those living and working in Hong Kong were people from around the 
world, including ethnic Chinese who held passports of other countries, people 
of other Asian ethnicities, Eurasians, as well as those who would traditionally 
have been categorised as “expatriates”.  These groups had permanent 
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residence rights in Hong Kong.  They contributed to the local economy, paid 
taxes and considered themselves as Hong Kong people.  The ESF served 
people in those categories as well as an increasing number of local Chinese 
families; 

 
- with regard to its student population, the ESF did not regard a distinction 

between “local” and “international” as a meaningful one.  In ESF schools, 
nowadays 81% of students were permanent residents in Hong Kong; and 

 
- the ESF regarded itself as an integral part of the local education system. 

Underpinned by its Ordinance, the ESF provided the system with an 
international dimension, as befit an international city.  ESF schools were 
partners of the EMB, working together on a number of initiatives including 
the opening of private independent schools. 

 
 
9.   As stated in paragraph 2.10(a) of the Audit Report, during the EMB’s 
consultations on the possible withdrawal of government subsidies to the ESF, the Chairman 
of the Foundation, the supreme governing body of the ESF, and the Chief Executive of the 
ESF had indicated their willingness to work with the Government for a smooth transition.  
However, in her opening statement made at the hearing, the Chairman of the ESF stated that 
no proposal on changing the basis of ESF funding was ever put before the Foundation.  
The Committee asked: 
 
  - about the basis of her statement; and 
 
  - whether the Foundation knew about the proposed withdrawal of government 

subsidies to the ESF at that time. 
 
 
10.   The Chairman, ESF said that: 
 

- as provided in The English Schools Foundation Ordinance, the Foundation 
was the supreme governing body over the Executive Committee (ExCom) 
which was the executive body of the Foundation.  This provision clearly 
stipulated that decision-making powers vested in the Foundation rather than 
the ExCom; 

 
- the ExCom had not provided sufficient information to the Foundation as far as 

the proposed reduction or withdrawal of recurrent government subsidies was 
concerned, which she considered to be serious negligence of the ExCom; and 

 



 
 

 
 

Government subsidies to the English Schools Foundation 
 

 
 

 - 72 -

- according to the minutes of the Foundation’s annual general meetings, the 
proposed reduction or withdrawal of government subsidies to the ESF had not 
been discussed nor endorsed by the Foundation. 

 
 
11.  Mrs Cherry TSE, Deputy Secretary for Education and Manpower, stated that 
the Secretary of the ESF had made a report on “ESF subvention”, among other issues, to the 
Foundation at its annual general meeting on 14 December 2000.  An extract from the 
minutes of the meeting is in Appendix 12.  The Secretary’s Report on the “ESF 
subvention” issue read as follows: 
 
 “Last year I spoke of the issue of the ESF grant which has supported ESF since 

1967 and in the case of the Government’s English schools long before that. 
 
As a result of lengthy negotiation, the grant has been capped at its current level 
apart from growth in student numbers.  So effectively, the principle of parity has 
been conceded.  It was unrealistic with the Government spending so much on its 
own programme of reform that we should also benefit thereby depriving the local 
sector of much-needed resources.  However, we shall reserve the right to go 
back to Government should inflation bite and threaten our viability.” 

 
 
12.  The Deputy Secretary for Education and Manpower added that: 
 
 - it was ESF practice that the Secretary would report to the Foundation at its 

annual general meetings on any important issues that had come up in the past 
year; 

 
 - judging from the contents of the Secretary’s Report, the Foundation should 

have been aware that: 
 

(a) there was ongoing discussion between the ESF and the Government 
over the proposed reduction or withdrawal of recurrent government 
subsidies to the ESF; and 

 
(b) the parity of subsidy principle had been conceded;  
 

 - given that the Foundation meeting on 14 December 2000 was attended by 
various stakeholders including school principals as well as representatives of 
teachers and parents, they should have been aware of the concession on the 
parity of subsidy principle and the possible withdrawal of government 
subsidies to the ESF; and 
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- the minutes of the Foundation meeting should have recorded more details if 
there was any dissenting view on the “ESF subvention” issue reported by the 
Secretary. 

 
 
13.  Dr Sarah Rigby, Chairwoman of Joint Council of Parent Teacher 
Associations, ESF, said that: 
 
 - as the “ESF subvention” issue was subsumed in the Secretary’s Report 

instead of being put as a separate agenda item for that Foundation meeting, 
the issue was not widely communicated to the ESF parents at large.  If the 
issue was included under a separate agenda item, there should have been 
much more inputs from parents; 

 
 - when reading the Secretary’s Report in context, the concession on the parity 

of subsidy principle was made under a difficult economic climate.  It was 
therefore logical to believe that this was only a temporary arrangement to help 
tide over the difficulties at that time; and 

 
 - as the proposed reduction or withdrawal of subsidies to the ESF involved a 

substantial change to the subvention policy and would have implications on 
many parties, it should only be proceeded with after extensive consultation 
with stakeholders.  However, the ESF parents had not been consulted 
throughout the process.   

 
 
14.  Mr Alex CHIU, Parents Representative, ESF, shared Dr Rigby’s view that 
ESF parents should be consulted as the proposed withdrawal of subsidies had far-reaching 
implications on ESF parents. 
 
 
15.  The Deputy Secretary for Education and Manpower pointed out that if the 
parents were not satisfied with the ESF’s approach for handling the proposed withdrawal of 
government subsidies, they could have requested a review of the issue by the Foundation at 
its subsequent meetings.  However, the issue had not been further raised at any of the 
subsequent meetings of the Foundation. 
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16.  The Chairman, ESF said that: 
 
 - as the “ESF subvention” issue had not been placed on the agenda of the 

Foundation meeting on 14 December 2000 as an item for discussion, it should 
not be taken to mean that the proposed reduction or withdrawal of recurrent 
government subsidies to the ESF had been deliberated and endorsed by the 
Foundation;  

 
 - since the Government’s proposal to reduce or withdraw its subsidies to the 

ESF was a very important issue, it should not have been buried in the 
Secretary’s Report.  It should have been put up separately for open 
discussion by all stakeholders; and 

 
 - although the 6% pay cut proposal was very moderate, it had triggered a strong 

reaction when it was considered at a Foundation meeting.  Hence, she did 
not believe that the proposed withdrawal of government subsidies to the ESF, 
if discussed at the Foundation meeting on 14 December 2000, could have 
been passed so smoothly. 

 
 
17.  In response to the Committee’s enquiry, the Acting Secretary and Chief 
Executive, ESF informed the Committee that: 
 
 - although the Foundation had not discussed the parity of subsidy principle and 

the possible withdrawal of government subsidies, the issues had been 
discussed by the ExCom at two of its meetings on 7 March 2000 and 5 April 
2000; and 

 
 - apart from the ExCom meetings, there was ongoing discussion of the issue 

among the Chairman, the Vice-Chairman, the Treasurer and the Chief 
Executive of the ESF. 

 
 
18.  The Acting Secretary and Chief Executive, ESF then referred the Committee to 
Appendix B to the Audit Report, which provided a summary of the exchange of views 
between the EMB and the ESF on the Government’s proposed withdrawal of recurrent 
subsidies to the ESF.  He stated that: 
 
 - in late 1999, the ESF suggested that the Government should allow the ESF to 

modify its land lease conditions so that it could redevelop its school sites and 
expand its services.  This would facilitate the ESF in generating income to 
compensate for the withdrawal of government subsidies; 
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 - on 22 February 2000, the EMB stated that some commercial developments 
were necessary within the framework of any changes in the usage of ESF sites.  
A summary of the relevant discussion on 22 February 2000 between the EMB 
and the ESF was provided in the ESF Chief Executive’s letter of 16 March 
2000, in Appendix 13;  

 
- in his letter of 13 April 2000, in Appendix 14, the Secretary for Education and 

Manpower informed the ESF that the Government would have difficulties in 
agreeing to the ESF’s proposed redevelopment of the Borret Road site if it 
was no longer required for educational purposes; 

 
- based on the above, it was clear that the understanding reached between the 

EMB and the ESF about the proposed withdrawal of subsidies involved 
reciprocal undertakings by the Government to review the ESF’s ability to use 
its properties to generate additional income.  The EMB’s inability to support 
its undertaking in this regard had made it more difficult for the ESF to cope 
with the proposed withdrawal of subsidies;  

 
- as a result, the Chief Executive of the ESF informed the EMB, via her letter 

of 15 January 2001 in Appendix 15, that: 
 

(a) unless a radical scheme was envisaged to involve commercial use of 
ESF leading school sites, it was highly unlikely that sufficient revenue 
could be raised to replace the one-third of the ESF’s costs covered by 
government subsidies; and 

 
(b) it was not the time to embark on the scheme on commercial use of ESF 

school sites in view of the political sensitivity and the property market 
condition at that time; and 

 
- the discussion between the EMB and the ESF on the arrangement for phasing 

out government subsidies had virtually been brought to an end by the ESF 
Chief Executive’s letter of 15 January 2001. 

 
 
19.  The Chairman, ESF added that the discussion between the EMB and the ESF 
over the years on the future of government subsidies to the ESF was never concluded and 
that the ESF was an integral part of the local education system.  The ESF’s position on the 
parity of subsidy principle remained unchanged and it should be entitled to government 
funding as other schools in the aided sector.   
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20.  The Committee noted from the ESF Chief Executive’s letter of 16 March 2000 
that the Chairman of the ESF had emphasised that the phasing-out programme should 
stretch over a period of 13 years.  As this proposed arrangement was raised by the former 
Chairman of the ESF, the Committee invited him to provide in writing the reasons for and 
the circumstances leading to his agreement to this arrangement.  
 
 
21.  In his reply of 17 January 2005, in Appendix 16, Mr Jal Shroff,        
former Chairman, ESF advised that: 
 
 - to the best of his knowledge, there was no firm agreement with the 

Government that the parity of subsidy principle be forgone and that the 
withdrawal of subsidies be phased out over a period of 13 years.  If there had 
been such an agreement, the matter would have been resolved; 

  
 - his understanding was that he had in discussion with a representative of the 

EMB who suggested that a way to resolve the issue was for the EMB to phase 
out the subsidies over a period of 13 years plus modification of all the ESF’s 
land lease conditions so that it had the option to redevelop some of its school 
sites commercially to generate additional income to make up for the loss of 
revenue from the subsidies; and 

  
 - he believed that there was a reasonable chance for the Foundation and the 

ExCom to accept the above arrangement as a “fair” solution.  However, as 
the EMB was not in a position to agree to the modification of land lease 
conditions, as far as he could remember, the discussion did not continue. 

 
 
22.  The Permanent Secretary for Education and Manpower stated at the hearing 
and the Secretary for Education and Manpower stated in the letter of 24 January 2005, in 
Appendix 17, that: 
 
 - as the full programme of ESF education lasted 13 years, the 13-year phasing 

out programme suggested by the ESF would ensure that existing parents 
would not be affected by the change and that notice could be given to new 
parents;  

 
 - the 13-year withdrawal programme was not dependent on the proposed land 

lease modification.  As clearly illustrated by the exchange of views between 
the EMB and the ESF in 2000 and 2001, the Government shared the ESF’s 
view that the withdrawal of subsidies should be properly managed with a 
reasonable transitional arrangement, which should comprise a basket of 
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measures such as expansion of the ESF’s services, reduction of its cost base 
and redevelopment of its school sites.  Land lease modification was only one 
of the several possibilities mooted; 

  
 - the EMB was willing to allow time for the ESF to operate more kindergartens 

as this kind of education business had great potential for development.  This 
would be conducive to the ESF generating more income to facilitate its 
operation under a self-financing mode; 

 
- as a measure to reduce its overall unit cost, the ESF was also encouraged to 

operate private independent schools.  Nevertheless, the Secretary for 
Education and Manpower had made clear to the ESF, in his letter of       
13 April 2000, that the approval of the application for a private independent 
school was independent of the proposal to phase out government subsidies to 
the ESF; 

 
 -  regardless of whether there had been proper consultation within the ESF 

about the proposed withdrawal of subsidies, the Chief Executive of the ESF 
had clearly acknowledged in her letter of 15 January 2001 that the parity of 
subsidy principle had been forgone following the freeze of the per-class 
subsidies with effect from the 2000-01 school year.  The only trigger for 
revisiting the issue was when inflation threatened the ESF’s viability.  
Logically, this trigger did not justify disowning the agreement to forgo the 
parity of subsidy principle especially when, after years of deflation, the 
prevailing price level remained significantly lower than that in 2000;  

 
 - the concession on the parity of subsidy principle took place after the Secretary 

for Education and Manpower had conveyed, via his letter of 13 April 2000, to 
the ESF the Government’s reservation about land lease modification.  In 
other words, the explicit agreement to forgo the parity of subsidy principle 
was made in the clear knowledge of the non-feasible nature of lease 
modification; 

 
 - the Government had been pursuing the subvention review with goodwill, 

taking into account the possible impact on the ESF and its stakeholders.  
That was why, despite its principled approach, the reduction in government 
subsidies to the ESF had been rather mild notwithstanding the fiscal deficit.  
The Government had been exercising utmost care in ensuring that the review 
and any changes arising from it must be consistent with students’ best interest 
and must abide by the law; and 
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- in the EMB’s view, the focus of the discussion was not on “whether” 
recurrent government subsidies should be withdrawn, but rather “how” the 
withdrawal should be phased.  The EMB had been conscientiously pursuing 
the subvention review through frequent discussions with the ESF over the 
past few years, and would expedite action to complete it. 

 
 
23.  The Deputy Secretary for Education and Manpower supplemented that: 
 
 - the ESF enjoyed preferential treatment not only vis-à-vis international schools 

but also private independent schools and direct subsidy schools.  Under the 
existing arrangement, private independent schools were not provided with 
recurrent government subsidies whereas direct subsidy schools were subject 
to various regulatory monitoring by the EMB.  However, in the case of the 
ESF, it was provided with recurrent government subsidies but was not subject 
to the EMB’s regulatory monitoring; 

 
 - another example of preferential treatment was that, among the various types 

of schools, only ESF schools were allowed to convert up to 50% of the capital 
grant into a loan to enable them to meet the larger cash-flow requirements in 
their school building projects; and 

 
 - the EMB considered that the existing subvention arrangement for the ESF 

was an anomalous historical legacy, which should be revisited in the 
present-day context, having regard to the development of a vibrant 
international school sector outside the ESF system. 

 
 
24.  In paragraph 2.22(b) of the Audit Report, the ESF provided a number of reasons 
to justify that its schools were different from international schools and that it was an 
integral part of the local system.  In view of the historical context of the provision of 
subvention to ESF schools, the Committee enquired whether the Government would 
consider continuing its recurrent subsidies to ESF schools. 
 
 
25.  The Secretary for Education and Manpower responded that: 
 

- it was the Government’s responsibility to ensure optimal and appropriate use 
of public money.  In view of the many problems and deficiencies in the 
governance and management of the ESF, the ESF should undertake a rigorous 
reform expeditiously to achieve the level of transparency and accountability 
required of a leading education institution.  The EMB considered this an 
overriding priority over the subvention issue; and 
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- ESF schools received recurrent government subsidies as local aided schools 
but were not subject to the same monitoring by the EMB.  This was not a 
reasonable arrangement.  If the ESF continued to fail to adopt a high 
standard of governance and management, the Government would have no 
alternative but to reduce or withdraw the existing subsidies, in order to 
safeguard public money. 

 
 
26.  Dr Sarah Rigby said that: 
 

- the overriding issue was whether English-speaking children of Hong Kong 
should be entitled to a subvented education as other local children under the 
parity of subsidy principle; 

 
- the English-speaking children in Hong Kong nowadays were very different 

from those in the old colonial days, as a large proportion of the former were 
permanent residents of Hong Kong and considered themselves as “Hong 
Kongers”.  The Government should consider how this group of 
English-speaking children were to be catered for in the local school system; 
and 

 
- from a macro perspective, the Government might consider adopting a voucher 

system to enable parents to select a school of their choice for their children 
with the amount of subsidy provided under the system. 

 
 
27.  The Permanent Secretary for Education and Manpower and the Deputy 
Secretary for Education and Manpower said that: 
 

- the Government provided equitable access to nine years’ free and universal 
primary and junior secondary education to all children in the relevant age 
groups.  There were schools which used English as the medium of 
instruction to cater for the needs of English-speaking children who wished to 
follow the local curriculum; 

 
- for some reasons, such as parents’ preference for the pedagogy of a school, 

some parents chose to leave the local system which offered free education and 
to enter the private school sector at their own cost; and 

 
- in the case of ESF schools, a majority of their students were local people.  

They chose to leave the local school system to join the ESF.  In fact, the 
Government had already reserved school places for this group of students in 
the local system.  
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28.  Dr Sarah Rigby said that: 
 

- there were very few primary and secondary schools within the local school 
system which used English as the medium of instruction.  These schools 
were incredibly competitive in view of the limited places they offered.  
Many children would not fit into the local school system because of their lack 
of competency in Chinese.  For example, some parents found that, upon their 
return to Hong Kong after emigrating overseas for a number of years, it was 
difficult for their children to re-integrate into the local school system;  

 
- the ESF offered an affordable high quality education in the medium of 

English with an international dimension, which perfectly met the needs of 
middle-class English-speaking families.  Some students whose families were 
on a budget might be forced to leave the ESF should there be significant 
increase in the school fees after the removal of government subsidies; and 

 
- at present, the ESF had a total of some 12,000 students.  If the government 

subsidies to the ESF were to be removed and a great number of these students 
had to leave the ESF because of financial problems, it would be a 
considerable task for the Government to work out how such a large group of 
students were to be integrated into the local school system.  

 
 
29.  The Deputy Secretary for Education and Manpower responded that the EMB 
would discuss the needs of English-speaking children with the new ESF Chief Executive 
after she assumed office in February 2005.  In fact, there were some encouraging cases in 
which foreign students had successfully adapted to the environment of local direct subsidy 
schools. 
 
 
30.  The Committee enquired whether the Government would consider providing 
subsidies to the ESF in other forms, e.g. subsidies under the Direct Subsidy Scheme, so that 
the Government might exercise regulatory monitoring over ESF schools. 
 
 
31.  The Permanent Secretary for Education and Manpower replied that: 
 

- a school would be denied subsidies under the Direct Subsidy Scheme if its 
school fees were beyond two and one-third of the average unit cost of an 
aided-school place.  It appeared that the ESF was not eligible for the Scheme 
as its current school fees were much higher than the permitted level of school 
fees under the Scheme; and 
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- the Code of Aid as applied to aided schools governed, among other things, 
teacher-to-student ratio, appointment and dismissal of staff, implementation 
of school-based management structure, use of premises, and so on.  She did 
not consider this a suitable mode for ESF schools. 

   
 
32.  The Secretary for Education and Manpower said that the EMB would adopt an 
open mind in discussing with the new ESF Chief Executive, once she assumed office in 
February 2005, the way forward in respect of the future subvention arrangement for the 
ESF.  The review might lead to no change, a reduction or an increase in government 
subsidies to the ESF. 
 
 
33.  The Chairman, ESF said that the ESF welcomed monitoring by the Government.  
She stressed that the ESF had demonstrated its resolve to achieve greater transparency and 
accountability.  This was evidenced by its putting forward a proposal of restructuring its 
governance and management, which had been approved by the Foundation in December 
2004.  A timetable for implementing the proposed restructuring had also been drawn up.  
 
 
34.  According to paragraph 2.23(g) of the Audit Report, the EMB believed that 
through enhancing cost-efficiency, ESF resources could be saved without erosion of 
education quality or increase in tuition fees.  The Committee asked about the basis of the 
EMB’s statement. 
 
 
35.  The Secretary for Education and Manpower explained that: 
 

- the statement was made on the basis of the calculations made by the EMB.  
The EMB noticed that there were wide concerns on fee increase among ESF 
parents.  Some ESF staff had been quoted to have repeatedly suggested that 
withdrawal of government subsidies would automatically mean a 40% 
increase in the current fee level.  This was grossly misleading.  Such a 
causal relationship between subvention and the fee level could only be made 
if all of the following happened: 

 
(a)  the ESF intended to charge parents for every dollar of subsidies forgone; 
 
(b) the ESF considered that there was absolutely no room for efficiency 

savings despite economy of scale; and 
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(c) the ESF did not intend to undertake any improvement measures 
pursuant to the observations of the Audit Commission (Audit); and 

 
- the EMB hoped that none of the above was true.  In the EMB’s view, the 

cost-effectiveness of the ESF, rather than government subvention, had a 
greater impact on the level of its tuition fees. 

 
 
36.  The Acting Secretary and Chief Executive, ESF said that: 
 

- in 1994, the ESF instituted a fee policy that aimed to minimise fee increases 
whilst maintaining high-quality education; 

 
- over the last six years, ESF school fees had increased only once, by less than 

5%.  This track record had been achieved during a period when government 
subsidies had been frozen or reduced.  By comparison, some international 
schools had raised their school fees by 30% over the same period; 

 
- the ESF had produced two charts showing its fee increases compared with 

other fee-paying institutions over the last six years.  The charts were 
included in the ESF’s submission of 10 December 2004, in Appendix 18; and 

 
- as a subvented organisation, the ESF had been mindful of the need to provide 

affordable education in line with its mission of serving Hong Kong people. 
 
 
Freezing government subsidies to English Schools Foundation schools and recent  
fact-finding exercise 
  
37.  Hon Frederick MA Si-hang, Secretary for Financial Services and the 
Treasury, declared that his two daughters had attended an ESF school. 
 
 
38.  The Committee noted from paragraph 3.7(c) of the Audit Report that in February 
2000, the Financial Services and the Treasury Bureau (FSTB) had expressed reservations 
about the Government exercising discretion to freeze the number of subsidised ESF classes, 
without reverting to the Finance Committee (FC) of the Legislative Council.   
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39.  Paragraph 3.8(a) of the Audit Report further revealed that subsequently, the 
FSTB advised the EMB in July 2004 that, on balance, it was not necessary for the EMB to 
seek the FC’s approval in respect of the proposed arrangement to freeze the number of ESF 
classes eligible for recurrent government subsidies as from the 2004-05 school year.  In 
this connection, the Committee asked about the reasons for the FSTB’s change of view. 
 
 
40.  Ms Bernadette LINN, Principal Assistant Secretary for Financial Services 
and the Treasury (Treasury), replied that: 
 

- the FSTB’s view in paragraph 3.7(c) of the Audit Report aimed to alert the 
EMB that the FSTB would have reservations if the Government unilaterally 
froze the number of subsidised ESF classes in future without reverting to the 
FC;  

 
- the FSTB’s advice stated in paragraph 3.8(a) of the Audit Report was made 

on the basis that: 
 

(a) the EMB’s proposed arrangement to freeze the number of ESF classes 
eligible for recurrent government subsidies as from the 2004-05 school 
year had been agreed with the ESF; and 

 
(b) the proposed arrangement did not pose any conflicts to the funding 

approval given by the FC on 17 December 1980; and 
 
- since the proposed arrangement was only a transitional measure pending the 

finalisation of permanent changes to the subsidy arrangement in the near 
future, the FSTB considered that it was not necessary for the EMB to seek the 
FC’s explicit approval for such arrangement. 

 
 
41.  According to paragraph 3.10 of the Audit Report, Audit considered that if the 
EMB did not envisage that permanent changes to ESF subsidy arrangements could be 
finalised in the near future, the EMB should seek the FC’s approval for freezing the ESF 
per-class subsidies.  Since the EMB’s arrangements for freezing ESF per-class subsidies 
and capping the number of ESF classes eligible for recurrent government subsidies were at 
variance with the Government’s parity of subsidy principle for providing government 
subsidies to ESF schools, the Committee enquired whether, from a financial policy 
perspective, the FSTB agreed to Audit’s view that the EMB should seek the FC’s approval. 
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42.  The Secretary for Financial Services and the Treasury said that the 
Government would ensure that all financial proposals that required the approval of the FC 
were submitted to it for consideration in accordance with the requirements under the Public 
Finance Ordinance. 
 
 
43.  The Secretary for Education and Manpower said that the EMB would work 
closely with the ESF to expedite the review.  It would revert to the relevant authorising 
bodies with concrete proposals on the long-term funding arrangement for the ESF and the 
way of implementing the arrangement as soon as a decision on the issue had been taken. 
 
 
44.  The Committee noted from paragraph 3.14 of the Audit Report that the 
fact-finding exercise jointly conducted by the EMB and the ESF, which was originally 
scheduled for completion in July 2003, had still not yet been completed.   
 
 
45.  In response to the Committee’s enquiry, the Acting Secretary and Chief 
Executive, ESF said that: 

 
- as almost half of the ESF senior executive management posts were vacant in 

the past year, the tight manpower had made it difficult for the ESF to meet the 
target for the fact-finding exercise; and 

 
- as there were still quite a number of contentious areas that had to be addressed, 

the ESF would work closely with the EMB to expedite completion of the 
exercise upon completion of the work associated with the three audit reviews 
concerning the ESF. 

 
 
46.  The Deputy Secretary for Education and Manpower said that: 

 
- the objectives of the fact-finding exercise were to review the cost structure of 

the ESF and to identify possible areas for savings, with a view to assessing 
whether the current rate of ESF tuition fees and government subvention were 
fully justified.  This exercise demanded tremendous efforts of both parties.  
As the EMB did not have direct access to ESF files and records, it needed to 
rely on the ESF to provide information for completing the exercise; 
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- unfortunately, the latter stage of the exercise coincided with a tumultuous 
period of the ESF during which its Chairman and a number of its senior staff 
including the Chief Executive had resigned, it was understandable that the 
Acting Secretary and Chief Executive had experienced a lot of work pressure; 
and 

 
- as the audit findings provided a very useful reference to the Government, the 

importance of the fact-finding exercise was not as high as that at the time 
when the EMB first conducted the exercise. 

 
 
47.  Conclusions and recommendations  The Committee: 
 

Reviews of government subsidies to English Schools Foundation schools and 
international schools 

 
- notes that: 

 
(a) government subvention to the English Schools Foundation (ESF) on the 

parity of subsidy principle was premised on the 1965 Education Policy 
White Paper in recognition of the need for English schools for 
English-speaking children, which led to the establishment of the ESF in 
1967 through the enactment of The English Schools Foundation 
Ordinance;  

 
(b) similar to private international schools, ESF schools follow a non-local 

curriculum and their students do not sit for local examination.  
However, ESF schools are provided with recurrent government subsidies 
whereas private international schools do not receive the same level of 
subsidies from the Government, even after the Government’s review of 
its subsidies to international schools in 1995; 

 
(c) since 1999, the Education and Manpower Bureau (EMB) has been 

discussing with the ESF the gradual reduction of its recurrent subsidies 
to the ESF under a phased programme.  The ESF has indicated its 
willingness to work with the Government for a smooth transition, but 
has emphasised that the phasing-out programme should stretch over a 
period of 13 years; 

 
(d) the EMB considers that the focus of its discussion with the ESF was not 

on “whether” recurrent government subsidies to the ESF should be 
withdrawn, but rather “how” the withdrawal should be phased; and 
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(e) it is the ESF’s view that the discussion between the EMB and itself over 
the years on the future of government subsidies to the ESF was never 
concluded and that it is an integral part of the local education system.  
Its position on the parity of subsidy principle remains unchanged and it 
should be entitled to government funding as other schools in the aided 
sector; 

 
- expresses concern that there is a divergence of views between the EMB and 

the ESF on whether ESF schools are no different from private international 
schools and whether the existing government subsidies to the ESF schools 
should continue; 

 
- strongly urges: 
 

(a) the EMB to expeditiously complete the review of government subsidies 
to the ESF; and 

 
(b) the EMB and the ESF to come to an agreement expeditiously over the 

future of government subsidies to the ESF; 
 

Freezing government subsidies to English Schools Foundation schools and 
recent fact-finding exercise 

 
- expresses serious concern that: 

 
(a) the EMB’s arrangements for freezing ESF per-class subsidies and 

capping the number of ESF classes eligible for recurrent government 
subsidies are at variance with the Government’s parity of subsidy 
principle for providing government subsidies to ESF schools; and 

 
(b) the fact-finding exercise jointly conducted by the EMB and the ESF, 

which was originally scheduled for completion in July 2003, has not yet 
been completed; 

 
- notes that: 

 
(a) the EMB has reported to the Panel on Education of the Legislative 

Council the progress of its review of government subsidies to the ESF; 
and 

 
(b) the EMB and the ESF will expedite completion of the fact-finding 

exercise; 
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- recommends that the Secretary for Education and Manpower should: 
 

(a) seek the authorisation of the Executive Council and the Legislative 
Council for the interim measures on providing recurrent government 
subsidies to the ESF if changes to ESF subsidy arrangements cannot be 
finalised in the near future; and 

 
(b) seek the approval of the Executive Council and the Legislative Council 

for changes resulting from the EMB’s review of government subsidies to 
the ESF; and 

 
Follow-up actions 
 
- wishes to be kept informed of: 

 
(a) the progress of the EMB’s review of government subsidies to the ESF;  
 
(b) the progress made by the EMB and the ESF in reaching an agreement 

over the future government subsidies to the ESF; and 
 
(c) the results of the fact-finding exercise. 

 



 
 

Chapter 3 
 

Corporate governance and Headquarters administration 
of the English Schools Foundation  
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 The objective of this audit review was to examine the corporate governance of 
the English Schools Foundation (ESF) as well as the financial and administrative controls 
of the ESF Headquarters in the provision of education services. 
 
 
2.  The Committee held three public hearings on 10 December 2004 and 10 and 
11 January 2005 to receive evidence from the witnesses.   
 
 
3.  Prof Hon Arthur LI Kwok-cheung, Secretary for Education and Manpower, 
made an opening statement at each of the Committee’s first two public hearings.  His 
statements are in Appendices 19 and 20 respectively. 
 
 
Corporate governance 
 
4.  Noting that the Education and Manpower Bureau (EMB) had representation on 
both the Foundation, i.e the supreme governing body of the ESF, and the Executive 
Committee (ExCom), i.e. the executive body of the Foundation, the Committee enquired 
about: 
 

- the role of the EMB in the Foundation and the ExCom respectively; and 
 
- the reasons for the EMB not monitoring the operation of the ESF. 

 
 
5.  The Secretary for Education and Manpower stated at the hearing and in the 
letter of 8 January 2005, in Appendix 21, that: 
 

- the ESF was established by law and enjoyed the powers and privileges 
conferred on it by The English Schools Foundation Ordinance (the ESF 
Ordinance).  In accordance with the Ordinance, the membership of the 
Foundation comprised 132 representatives from a wide cross-section of the 
community, including government officials. The role of these representatives 
was intended to be advisory in order to allow the ESF the benefit of the views 
of different community sectors.  Had it been envisaged that the Government 
should play a watchdog role, the ESF Ordinance would not have been 
introduced by a private Member, and the Government would have been given 
the necessary statutory powers to direct and monitor the operation of the ESF.  
As a matter of fact, the ratio of EMB representatives to other representatives 
on the Foundation was only 3:132.  The influence of EMB representatives 
on the Foundation was indeed very small; 
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- for historical reasons, the EMB had one representative on the ExCom.  This 
was a unique arrangement.  The Government did not sit on the management 
committee of any other aided schools or the executive committee of their 
sponsoring bodies.  This suggested that the EMB’s ExCom membership was 
intended to serve a liaison and advisory function, ensuring that the interests of 
British civil servants with children attending the ESF schools were well 
served and that relevant policy decisions were adequately communicated.  
From the way the ESF Ordinance was couched, it was never intended that the 
Government should micro-manage or monitor the ESF; and 

 
- on many occasions, members of the Foundation and the ExCom had not been 

provided with all the information that they needed to know in order to 
discharge their duties effectively.  For instance, the ExCom had not been 
consulted or even informed of the details of the golden handshake packages 
that the ESF had offered to three of its senior staff upon their leaving the ESF.  
Under the circumstances, the ExCom would not know that there were cases 
that had departed from the established practices.   

 
 
6.  It appeared to the Committee that since the EMB had representation on both the 
Foundation and the ExCom, it had a duty to ensure that the ESF would adopt a high 
standard of corporate governance.  Same as all other members of the Foundation and the 
ExCom, the EMB representatives had the right as well as the responsibility to request the 
ESF to provide the necessary information to enable them to discharge their duties 
effectively.  In this connection, the Committee enquired: 
 

- whether the EMB representatives had ever requested the ESF to provide 
information, where necessary, to enable them to discharge their duties 
effectively; and 

 
- what action the EMB had taken to ensure cost-effectiveness of the ESF 

operation, especially after knowing that there might be cost-effectiveness 
problems in the ESF since late 2002. 

 
 
7.  The Secretary for Education and Manpower and Mrs Cherry TSE, Deputy 
Secretary for Education and Manpower, said that:  
 

- according to law, the ESF might deny the EMB’s access to its books and 
accounts as it received less than half of its income from public money.  As 
the EMB did not have the legal right to have access to the ESF’s records, the 
EMB representatives had encountered great difficulties in obtaining 
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information to enable them to discharge their duties effectively.  An example 
was that the ExCom had only been informed of the resignation of the former 
Chief Executive of the ESF, i.e. Staff C in the Director of Audit’s Report 
(the Audit Report), but not the extra payment made to him upon his departure.  
The EMB had asked the ESF for details of this case on a number of occasions 
but in vain; 

 
- the EMB’s participation in the ESF operation was on the basis of trust and 

co-operation.  For an organisation which had repeatedly emphasised the 
outstanding calibre of its staff, and with a successful business person in the 
chair, it was not reasonable to expect that the ExCom members should, at 
every ExCom meeting held monthly, take the initiative to ask if there had 
been any golden handshake proposals, inappropriate payments of 
entertainment or claims for taxi fare that had not been supported by receipts in 
the previous month.  The EMB did not believe that the ExCom should be 
occupied with this kind of micro operational matters; and 

 
- in the EMB’s view, it should be for the ESF Headquarters senior executive 

management to bring up to the ExCom for approval cases which were not in 
line with established policies and/or financial management rules but which 
merited exceptional treatment.  Members of the ExCom should be provided 
with all relevant information to enable them to make decisions in an 
intelligent and fully informed manner.  As the ESF Headquarters had failed 
to do so, it was unfair to put the onus on the ExCom members. 

 
 
8.  Given that Prof Felice Lieh MAK had only assumed the ESF chairmanship for 
nine months, the Committee invited the former Chairman of the ESF to provide a written 
response on the following:  
 

- his comments on the observations and recommendations of the Audit 
Commission (Audit) on the various aspects raised in the Audit Report, in 
particular the part on “Corporate governance”;  

 
- during his tenure as the ESF Chairman, whether the government 

representatives on the Foundation and the ExCom had put forward any views 
or suggestions on the various aspects covered in the Audit Report.  In 
particular, whether they had raised any concerns about the inadequacy of the 
corporate governance and Headquarters administration of the ESF; and 
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- during his tenure as the ESF Chairman, whether he had discussed with 
relevant government officials problems relating to the corporate governance 
of the ESF; if so, the contents of the discussions, the officials with whom he 
had discussed, and the occasions when the discussions were held; and if not, 
why not. 

 
 
9.  In his replies of 7 and 17 January 2005, in Appendices 22 and 16 respectively,   
Mr Jal Shroff, former Chairman, ESF, stated that: 
 

- the large membership size of the Foundation was not conducive to making 
decisions efficiently.  Over the past many years, the Foundation had seldom 
made any decisions of importance.  Important decision-making had been left 
in the hands of the nine members of the ExCom; 

 
- external members appointed to the Foundation often did not have time or 

were not interested in attending the Foundation meetings.  In his view, the 
ratio of external members to internal members should be at least 3:1, if the 
present situation that external members did not always constitute a majority at 
the Foundation meetings was to be changed; 

 
- the ESF needed to totally review the Regulations of the English Schools 

Foundation (the ESF Regulations) to ensure that they reflected the changes in 
the multi-cultural intake of its students as well as the latest educational 
developments and to ensure that they were in line with the best practices; 

 
- there was an acute need to establish an active audit committee, with one of its 

representatives from the Government, to monitor and advise the ExCom on all 
financial matters; 

 
- he did not consider it necessary to establish an advisory body similar to those 

established by the University Grants Committee funded institutions, as the 
current four standing committees of the ESF might well serve the advisory 
function; 

 
- in his opinion, the EMB should play a much more active role to exercise its 

influence on decisions made at the ExCom meetings dealing with financial 
matters.  To the best of his knowledge, the minutes of the Foundation 
meetings and the ExCom meetings reflected that no government 
representative had brought up the question of corporate governance over the 
last ten odd years; 
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- he had been the ESF Chairman for over nine years.  During the period, he 
had met many government officials and had discussed with them various 
aspects relating to the acquisition of new sites for additional ESF schools, 
finances of the ESF, lack of school places within the ESF system to cater for 
children of new arrivals, problems associated with the composition of the 
Foundation, corporate governance of the ESF, etc.  In fact, during his tenure 
as the ESF Chairman, he had had private discussions with the Permanent 
Secretary for Education and Manpower on a number of occasions on the 
composition of the Foundation and the need to make changes at an 
appropriate time; and 

 
- every single draft budget prepared by the ESF over the last 40 odd years had 

to be approved by the then Education Department, currently the EMB, before 
it was implemented.  The budget had reflected salaries, school fees, and 
projected surpluses or deficits. 

 
 
10.  The Committee invited the EMB to comment on the former ESF Chairman’s 
response.  The Secretary for Education and Manpower, Mrs Fanny LAW, Permanent 
Secretary for Education and Manpower, and the Deputy Secretary for Education and 
Manpower said, at the hearing and in the letter of 24 January 2005 (in Appendix 17), that: 
 

- as regards the suggestion that the EMB should play a much more active role 
in the ExCom, the EMB was of the view that if the public considered that the 
EMB should micro-manage the ESF given the recurrent government subsidies 
provided to it, then the same, if not more stringent, level of control must apply 
to all aided schools which were almost completely funded by the Government, 
as well as other subvented organisations in general.  This clearly deviated 
from the policy of not micro-managing subvented organisations, and also 
went against the policy of school-based management; 

 
- as regards the statement that no government representative had brought up the 

question of corporate governance at any of the Foundation meetings and the 
ExCom meetings over the last ten odd years, it should be noted that it was the 
EMB’s practice, as a matter of courtesy and respect to the ESF management, 
to first bring up its views or proposals to the ESF management for informal 
discussion.  This would allow the ESF sufficient time to examine the 
proposals, so that well thought out proposals would be raised at the formal 
meetings of the Foundation or the ExCom at an appropriate time; 
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- the EMB had expressed its views on the corporate governance of the ESF on 
many occasions.  An example of this was the pay review process.  The 
EMB had offered its views to the ESF on the composition and terms of 
reference of the ESF Pay Review Body.  Indeed, the EMB had kept informal 
exchanges with the ESF management on a wide spectrum of issues through 
channels outside the Foundation and the ExCom.  Most of these informal 
meetings had been attended by the former ESF Chairman and the discussions 
at those meetings were frank;   

  
- during the course of the informal discussions on a variety of issues between 

the EMB and the former ESF Chairman, it had been realised that the root of 
the problem lay on the governance and management structure of the ESF.  
Unfortunately, due to the various competing priorities and the manpower 
constraints in the EMB, it had focused its strength on pursuing the education 
reform over the past few years.  For this reason, the EMB had not been able 
to actively address the problems relating to the governance and management 
structure of the ESF;  

 
- soon after the current ESF Chairman had assumed her chairmanship, the EMB 

had discussed with her the problems relating to the governance and 
management of the ESF.  With her agreement, a proposal to reform the 
governance and management structure of the ESF had been submitted to the 
Foundation for consideration at its meeting in December 2004.  This had 
demonstrated that the EMB’s contribution to the ESF operation was 
multi-channelled, not confined to formal meetings of the Foundation and the 
ExCom; and 

 
- on the question of draft ESF budget, there was no requirement under the 

Education Ordinance or the ESF Ordinance for the ESF to submit its annual 
estimates for approval by the Government.  Although it had been the ESF’s 
understanding that its past submissions were intended for the Government’s 
approval, the EMB had only examined such estimates when considering the 
level of school fees, calculating grants or in contexts for similar requirements.  
This generally applied to all categories of schools including aided schools.  
It was the primary obligation of individual schools to exercise proper 
financial control and maintain their financial viability. 
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11.  At the request of the Committee, Mr John Bohan, Acting Secretary and Chief 
Secretary, ESF, provided, via his letter of 4 January 2005 in Appendix 23, the attendance 
of the government representatives at five Foundation meetings and 42 ExCom meetings 
held in the past five years.  In the same letter, he informed the Committee that after 
examining the relevant minutes of meetings, there had been no mention of the corporate 
governance and Headquarters administration of the ESF by the government representatives 
at any of the Foundation meetings and the ExCom meetings held in the past five years.   
 
 
12.  The Committee invited the Director of Audit to comment on the Acting ESF 
Secretary and Chief Executive’s response of 4 January 2005.  In his letter of 7 January 
2005 in Appendix 24, the Director of Audit advised that: 
 

- as stated in paragraph 2.19 of the Audit Report, the failure of members to 
attend Foundation meetings reduced their opportunities to contribute to the 
ESF.  The ESF Regulations prescribed that there were four government 
representatives on the Foundation.  According to the minutes of the five 
Foundation meetings: 

 
(a) all the four government representatives had not attended the two 

Foundation meetings in December 2000 and December 2001; 
 
(b) only one of the four government representatives had attended each of the 

two Foundation meetings in December 2002 and December 2003; and 
 
(c) three of the four government representatives had attended the Foundation 

meeting in March 2004; 
 
- the government representatives’ attendance rate of 25% at the above five 

Foundation meetings was unsatisfactory;  
 
- according to Appendix 3 to the Acting ESF Secretary and Chief Executive’s 

letter of 4 January 2005, of the 42 ExCom meetings held between March 1999 
and October 2004, the government representative had attended 35 of them, 
representing an attendance rate of 83%.  Audit considered this attendance 
rate acceptable; and 
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- Audit’s examination of the minutes of the Foundation meetings and the 
ExCom meetings covering the period September 2000 to April 2004 revealed 
that there were no recorded views of the government representatives on the 
corporate governance of the ESF at either the Foundation meetings or the 
ExCom meetings.  There were also no recorded views of the government 
representatives on the Headquarters administration of the ESF at the 
Foundation meetings.  However, on some occasions, the government 
representative had expressed views on the Headquarters administration of the 
ESF at meetings of the ExCom. 

 
 
13.  According to the Acting ESF Secretary and Chief Executive’s response of      
4 January 2005, the Chief Secretary for Administration (CS) had not attended any of the 
Foundation meetings in December 2002, December 2003 and March 2004.  Of these three 
Foundation meetings, the Permanent Secretary for Education and Manpower had only 
attended the one in March 2004.  The attendance of other EMB representatives at the two 
Foundation meetings in December 2002 and December 2003 was also not high.  As 
regards the three ExCom meetings on 28 September 2004, 12 October 2004 and 26 October 
2004, the EMB representative had only attended the one on 26 October 2004.  According 
to the minutes of that ExCom meeting, there had been no mention of the corporate 
governance of the ESF by the attending EMB representative. 
  
 
14.  Based on the above findings, it appeared to the Committee that the level of the 
EMB’s participation in the ESF operation was not as great as that claimed by the EMB.  
The Committee questioned whether the EMB had been too lax in monitoring the operation 
of the ESF.  
 
 
15.  The Secretary for Education and Manpower, the Permanent Secretary for 
Education and Manpower and the Deputy Secretary for Education and Manpower 
stated, at the hearing and in the Secretary for Education and Manpower’s letters of 
8 January 2005 and 11 January 2005 (in Appendix 25), that: 

 
- contrary to the Acting ESF Secretary and Chief Executive’s response of     

4 January 2005, the EMB had been represented by Mr Samson LAI, in his 
capacity as Acting Principal Assistant Secretary for Education and Manpower, 
at the ExCom meeting on 28 September 2004 while the incumbent Principal 
Assistant Secretary was on leave; 
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- on some occasions, it was the EMB’s deliberate decision not to attend certain 
meetings of the Foundation or the ExCom.  For example, the EMB 
deliberately decided not to attend the ExCom meeting on 12 October 2004 
because the meeting was convened to consider the ESF’s fund-raising strategy 
which was squarely an internal matter of the ESF.  Moreover, against the 
background of its discussion with the ESF on the future of the subvention 
arrangement, the EMB considered its absence at that meeting desirable in 
order to forestall any unnecessary speculation and accusation of conflict of 
interests;  

 
- as the minutes of ExCom meetings had not been prepared in a verbatim 

format, the absence of express reference to comments made by any one 
member could not be used to deduce that such member had made no 
contribution to the deliberations at the ExCom meetings; 

 
- the membership of the ExCom included the Permanent Secretary for 

Education and Manpower or her appointed representative.  It had been a 
long established practice that such representative was the Principal Assistant 
Secretary for Education and Manpower, or the Assistant Director of Education 
before the merger.  Unless the circumstances required otherwise, this 
representative would attend the ExCom meetings on behalf of the Permanent 
Secretary;  

 
- the Government’s role on the Foundation had all along been carried out by the 

then Director of Education, currently the Permanent Secretary for Education 
and Manpower or her appointed representative.  Indeed, all the Foundation 
meetings in the past five years, except the two most recent ones (i.e. the one 
on 9 December 2004 which was not included in the ESF’s response of      
4 January 2005, and the one on 1 March 2004), had been convened to 
consider routine reports such as the ESF Secretary’s reports and the ESF’s 
annual accounts.  The EMB was of the view that it would make a bigger 
contribution by offering advice to the ExCom rather than by receiving routine 
reports at the Foundation meetings.  Hence, in the Government’s view, as far 
as Foundation meetings were concerned, the attendance of one government 
representative would suffice unless the circumstances required otherwise; 

 
- when important issues were considered by the Foundation or the ExCom, 

however, the EMB would step up its representation at the respective meetings.  
For instance, when the Foundation elected its Chairman upon the resignation 
of the former Chairman, the Permanent Secretary for Education and 
Manpower and her two designated advisers had all attended the relevant 
Foundation meeting.  Another example was that when the governance 
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reform proposal was raised for discussion at the Foundation meeting on     
9 December 2004, both the Deputy Secretary and the Principal Assistant 
Secretary of the EMB had attended the meeting; 

 
- moreover, since late 2002 when the EMB had suspected significant      

cost-effectiveness problems within the ESF, the EMB had also stepped up its 
attention to the ESF operation.  This was evidenced by the EMB’s initiation 
to conduct the fact-finding exercise jointly with the ESF, which aimed at 
reviewing the ESF cost structure with a view to identifying possible areas for 
savings;  

 
- other than meetings, the EMB had also maintained exchanges with the ESF 

through electronic mails, correspondence and telephone calls.  The EMB 
representative on the ExCom had, from time to time and outside the formal 
channel, raised questions on the operation of the ESF; and 

 
- the EMB would review its long-term role in the Foundation and the ExCom, 

including the position currently held by the CS in the Foundation, having 
regard to the usual practice of not getting involved in the management of 
individual schools or their sponsoring bodies.  The EMB would follow the 
principle of school-based management, which aimed at devolving more 
responsibilities to schools and providing them with enhanced flexibility and 
autonomy in managing their own operation and resources according to the 
needs of their students, with increased transparency and accountability in their 
use of public funds at the same time. 

 
 
16.  As revealed in paragraphs 2.16 and 2.20 of the Audit Report, of the nine 
members of the ExCom, three were ESF staff.  Furthermore, the external members of the 
Foundation had not constituted a majority at any of the Foundation’s four annual general 
meetings held in the 2000-01 to 2003-04 ESF financial years.  The Committee was 
concerned that when decisions relating to ESF staff benefits were required to be made at 
meetings of the Foundation, there might have been an over-reliance on the internal 
members. 
 
 
17.  Prof Felice Lieh MAK, Chairman, ESF, said that: 
 

- there had been a case in the past in which the proposal to reduce the pay of 
teaching staff was vetoed by the ExCom at its meeting when the internal 
members present outnumbered the external members; 
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- to avoid possible conflict of interest, a mechanism for declaration of personal 
interests had already been put in place in the ESF; and 

 
- at present, only non-ESF staff members of the ExCom would be invited to 

participate in the discussion of staff-related issues.    
 

 
18.  In response to the Committee’s enquiry about the details of the reform to be 
undertaken by the ESF in restructuring its governance and management, the Chairman, 
ESF said at the hearing and the Acting Secretary and Chief Executive, ESF, in his letter 
of 10 December 2004 in Appendix 26, advised that: 
 

- at its meeting on 9 December 2004, the Foundation had approved the Draft 
Guidelines for the Restructuring of the Governance and Management of the 
ESF.  This exercise might necessitate amendments to the ESF Ordinance and 
its regulations; 

 
- the most fundamental change to be effected was the separation of governance 

and management roles.  In future, the ESF would not operate at two levels, 
i.e. the Foundation and the ExCom.  An ESF Council would be set up to 
replace the Foundation as the ESF’s supreme governing body.  The Council 
would comprise no more than 25 members with a 2:1 ratio of external 
members to internal members; 

 
- each of the members would serve on an ad personam basis, not representing 

any constituency.  The members would sign a code of conduct and would 
undertake to abide by it.  There would be a register of members’ interest.  
The staff members elected would not concurrently hold office in staff 
associations.  The members of the Council would elect a chairman, a 
vice-chairman and a treasurer from amongst its external members.  The 
Council would review its effectiveness every six years and the results of the 
review would be published in the ESF annual reports; 

 
- there would be a number of standing committees of the Council.  They might 

include an audit committee, a management committee, an academic 
committee, a staff council, and a joint council of parent and teacher 
associations;   

 
- an audit committee had been set up to help the ESF monitor its finances and 

improve the cost-effectiveness of its operation.  The audit committee 
comprised three members, the Chairman of which had been appointed by the 
ExCom from amongst its external members with sound audit, financial and 
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accounting experience.  The audit committee would report to the ExCom.  
Indeed, it had already held four meetings to follow up on the 
recommendations put forward by Audit and the Independent Commission 
Against Corruption; and 

 
- a task force appointed by the ExCom would work out the details of the 

restructuring in consultation with the new Chief Executive who would assume 
office in February 2005.  Open consultation would also be conducted.  A 
timetable for implementing the proposed restructuring had been drawn up and 
provided in the Draft Guidelines.  Hopefully, the new governance and 
management structure would be approved by the Foundation in July 2005. 

 
 
19.  In response to the Committee’s further enquiry as to whether the ESF would 
expect the Government to play a monitoring role in the ESF Council in the future, the 
Acting Secretary and Chief Executive, ESF, in his letter of 18 January 2005 in  
Appendix 27, said that the ESF would welcome the EMB to appoint one to two members to 
the new ESF Council.  The precise role of the EMB representative(s) would be worked out 
by the ESF task force in consultation with the EMB. 

 
 
20.  In view of the changing circumstances in the ESF, the Committee doubted the 
need for the continued existence of the Foundation Office.  The Committee asked whether 
each ESF school should, in line with modern practice, be given the responsibility to manage 
its own operation instead of relying on a central management system which was quite costly.  
The Committee also enquired about the percentage of the total expenditure on the 
Foundation Office to the total expenditure on the entire ESF. 
 
 
21.  In response, the Chairman, ESF said that: 
 

- the total expenditure on the Foundation Office accounted for 4.2% of the total 
expenditure on the entire ESF; and 

 
- in deciding whether the Foundation Office should be retained, there were two 

major considerations.  First, in the absence of the Foundation Office, 
whether the ESF as a whole would be able to achieve the best use of resources.  
Second, how the education quality of individual ESF schools could be 
maintained.  The ESF needed to carefully consider the likely implications 
before a decision on the matter could be taken.  
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22.  The Committee noted that section 10(1) of the ESF Ordinance empowered the 
ESF to make regulations for the composition, internal management, operation, 
administration and control of the Foundation and ESF schools.  Section 10(2) further 
provided that it was not necessary for any regulations made under this section to be 
published or laid on the table of the Legislative Council.   
 
 
23.  According to the legal adviser to the Committee, the legislative status of the ESF 
Regulations had been put in issue in the case of English Schools Foundation & Anor v Bird 
( [1997] 3 HKC).  The court held that the regulations were subsidiary legislation despite 
section 10(2).  This implied that the regulations made under this section should be 
published in the Gazette and tabled in the Legislative Council as other subsidiary legislation.  
Given that the reform of governance and management structure currently undertaken by the 
ESF might necessitate amendments to the ESF Ordinance and its regulations, it was 
advisable that the ESF took the opportunity to consider repealing section 10(2) of the ESF 
Ordinance so that subsidiary legislation in the form of regulations made under the 
Ordinance was required to be published in the Gazette and tabled in the Legislative 
Council. 
 
 
Financial management 
 
24.  Paragraph 3.3 of the Audit Report stated that, as shown in the audited financial 
statements of the ESF for its past three financial years, the ESF had surpluses of $40 million 
in 2000-01, $46 million in 2001-02 and $18 million in 2002-03.  However, its liabilities 
significantly exceeded its current assets at the end of each of these financial years. 
 
 
25.  In his opening statement made at the first hearing, the Secretary for Education 
and Manpower raised the following questions: 
 

- since cashflow of schools with a long history should be quite stable and 
predictable, what were the special circumstances that had kept recurring every 
year to have barred the ESF from better managing its income and expenditure 
pattern to smoothen its cashflow? and 

 
- while the ESF had been able to run on surplus towards year end, where had 

the money gone during the year when the ESF was receiving tuition fees from 
parents? 
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26.  The Committee asked about the ESF’s comments on the above questions.  In his 
letter of 4 January 2005, the Acting Secretary and Chief Executive, ESF explained that:  
 

- day-to-day income and expenditure was predictable from year to year.  
However, capital expenditure did not necessarily have a smooth pattern.  The 
ESF funded capital expenditure was investment in new and refurbished 
facilities that would directly benefit students.  This was over and above the 
amounts provided by the Government for the provision of new facilities.  
The Foundation’s position on this was set out in paragraph 3.5 of the Audit 
Report.  This was further exemplified on page 9 of the ESF’s submission of 
10 December 2004 (in Appendix 18); and 

 
- it would be possible for the Foundation to arrange its finances so that an 

overdraft was never incurred.  However, this would be contrary to usual 
commercial practice because no commercial organisation would deny itself 
access to credit.  In the absence of such an overdraft facility, projects that 
would benefit ESF students would be delayed unnecessarily.  This would not 
be value for money for stakeholders. 

 
 
27.  According to paragraph 3.4 of the Audit Report, the net current liabilities of the 
ESF increased by 74% from $186 million as at 31 August 2001 to $324 million as at     
31 August 2003.  At the same date, the ESF used a bank overdraft of $99 million to 
finance its expenditure.  Given that the EMB had a copy of the ESF’s audited accounts, the 
Committee asked whether the EMB had been aware of the ESF’s cashflow position and 
overdraft problem. 
 
 
28.  The Deputy Secretary for Education and Manpower replied at the hearing and 
in her letter of 24 January 2005 that: 
 

- the EMB was aware of the ESF’s overdraft problem.  Upon receiving the 
routine estimates from the ESF, the EMB had indicated to the ESF the need to 
maintain a smooth cashflow; and 

 
- in more recent years, the EMB had also noted that due to some non-recurrent 

reasons, e.g. lower income arising from the SARS outbreak and the 
commissioning of capital upgrading works in some ESF schools, the negative 
cashflow in the ESF at the end of its financial year had increased.  This was 
an issue that the EMB had looked into in the context of its examination of the 
ESF’s estimates and audited accounts.  The EMB had also, during its 
informal exchanges with the ESF management, referred to the scope for 
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evening out the ESF’s cashflow, especially given the rather stable and 
predictable spending patterns of educational establishments. 

 
 

29.  The Committee noted from paragraph 3.16 of the Audit Report that the ESF had 
accepted that it was necessary to make improvement to the arrangement for individual ESF 
schools to maintain bank balances.  The Committee asked about the details of the 
improvement measures and the timing for implementation. 
 
 
30.  In his letter of 10 January 2005 in Appendix 28, the Acting Secretary and Chief 
Executive, ESF provided a summary of the updated progress of the actions taken by the 
ESF in response to Audit’s various recommendations.  Regarding the arrangement for 
individual ESF schools to maintain bank balances, the Committee was advised that: 
 

- the Foundation had entered into an alternative arrangement with its bankers in 
January 2005 to offset credit balances on its accounts with any debit balances 
on other accounts; and  

 
- the ESF was examining the adoption of a central cash management and 

payment system similar to those adopted by large commercial organisations, 
without the need for each ESF school to maintain its own bank account. 

 
 
Staff remuneration and recruitment 
 
31.  According to Figure 5 in paragraph 4.2 of the Audit Report, the total amount of 
responsibility allowances paid to ESF teaching staff in the 2002-03 ESF financial year was 
as high as $37 million.  Apart from salary, ESF teaching staff had also received other staff 
benefits such as contract gratuities, and housing and medical benefits.  Moreover, 
according to Figure 7 in paragraph 4.20, the 25% contract gratuities received by ESF 
teaching staff were the highest when compared to those of the teaching staff of the seven 
largest private international schools in terms of student number.  Table 2 in paragraph 4.22 
of the Audit Report also revealed that, compared to the seven largest private international 
schools, the ESF also had the highest percentage (66%) of teaching staff receiving 
responsibility allowances.  Besides, ESF teaching staff in receipt of such allowances 
received the highest average amount ($98,600 a year).  The Committee: 
 

- questioned the need for paying the responsibility allowances; and 
 

- enquired whether the ESF would review the remuneration packages of its 
teaching staff so as to ensure that they were broadly in line with those of its 
counterparts in Hong Kong.  
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32.  The Acting Secretary and Chief Executive, ESF advised that: 
 

- responsibility allowance was given to a staff member appointed to take up 
responsibilities in addition to the primary responsibilities of the post he was 
holding.  Higher responsibility allowances were normally given to 
department heads in important subjects like English and Science; 

 
- the salaries of ESF teaching staff were set 14 years ago based on those of the 

teaching staff in the United Kingdom.  Their subsequent salary adjustments 
had followed those of the local civil service.  Since 2002, following a 
decision in 2000 to stop the overseas packages, remuneration levels of ESF 
teaching staff had been based on the need for recruiting and retaining staff of 
the highest quality.  To secure and retain highest quality staff, the ESF had to 
compete in the international market, thus requiring it to offer internationally 
competitive terms and conditions to its teaching staff;  

 
- the competition for the highest quality staff sought by ESF schools was fierce.  

It was highly desirable for ESF schools to have a stable teaching force, as 
excessive turnover of teaching staff was detrimental to the effectiveness of 
schools and caused additional expenditure and extra workload on recruitment.  
As revealed in Table 3 in paragraph 4.25 of the Audit Report, the turnover of 
ESF teaching staff had increased against the background of the 4.42% salary 
reduction effected in 2004; and 

 
- as a matter of fact, the percentage of ESF staff employed on old terms and 

conditions of service, i.e. overseas terms, had reduced substantially in recent 
years and the staff employed on new terms, i.e. local terms, cost about 10% 
less than the average figures cited in the Audit Report.  There would be 
continued financial savings as a result of the teaching staff on overseas terms 
leaving the ESF. 

 
 
33.  The Chairman, ESF informed the Committee that: 
 

- the ESF had established a Remuneration Study Group (RSG) to conduct 
comprehensive reviews of the remuneration packages of its teaching staff.  
The RSG had met five times and would report to the ExCom in June 2005; 

 
- given that most of the ESF teaching staff were recruited from overseas, and in 

order to ensure that their remuneration packages remained competitive and 
were in line with comparable levels in both local and overseas markets, in 
January 2005, the RSG had appointed an independent consultant to conduct a 
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research on the remuneration of teaching staff in overseas countries.  The 
scope of the research had already been agreed upon.  The consultant would 
start work in February 2005 and would submit its report to the RSG in June 
2005; and 

 
- the level of contract gratuities and responsibility allowances for ESF teaching 

staff would be examined in the context of the review conducted by the RSG.  
In her view, each component, say the 25% gratuity, should not be examined 
on its own but should rather be considered as part of the total package.  In 
reviewing the remuneration level, one of the most important considerations 
was to ensure that the totality of the remuneration packages was sufficient to 
attract and retain the internationally accomplished staff sought by the ESF.   

 
 
34.  The Secretary for Education and Manpower, the Permanent Secretary for 
Education and Manpower and the Deputy Secretary for Education and Manpower 
responded that: 

 
- similar to the ESF, local international schools also had to recruit their teaching 

staff from overseas.  Therefore, they should be facing the same situation as 
the ESF.  In the EMB’s view, the remuneration packages of the teaching staff 
of local international schools could provide useful reference to the ESF in its 
review of the remuneration packages of its teaching staff; 

 
- the membership of the RSG comprised one ESF school principal, three ESF 

teaching or non-teaching staff members, two parent representatives and two 
community representatives;  

 
- over the past few years, the Government had implemented a total salary 

reduction of over 10% (i.e. 4.42% + 3% + 3%).  The second 3% cut had just 
taken effect from 1 January 2005.  However, the pay cut effected in the ESF 
over the same period was only 4.42%.  In late 2002, the ESF had initially 
planned to implement a 10% pay cut.  The plan had subsequently been 
abandoned because of insufficient staff support; and 

 
- the EMB did not understand why the review of the remuneration packages of 

ESF teaching staff had only started recently, which was two years after the 
initial 10% pay cut proposal was put forward.  The EMB also doubted the 
need for the ESF to spend some four months on conducting a research on the 
overseas recruitment market, given the availability of local remuneration 
data.  
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35.  Mrs Gloria NG WONG Yee-man, Parents Representative, ESF, stated that of 
the 763 ESF teaching staff, only 143 were still on overseas terms.  She had seen the 
progress made by the ESF in respect of teaching staff remuneration packages.  She 
cautioned that a drastic reduction of the remuneration level would create conflicts between 
staff, which would in turn affect the education quality and the effectiveness of schools.  
While supporting a review of the remuneration packages of ESF teaching staff, she hoped 
that the matter would be handled in a gradual and orderly manner. 
 
 
36.  In response to the Committee’s question as to whether the RSG’s consultant 
could expedite its work, the Chairman, ESF said that: 
 

- as the consultant had conducted a number of similar reviews in the past for 
large organisations, such as the Hospital Authority and some local universities, 
it might already have some information on hand that might help expedite the 
ESF’s review.  She would convey the Committee’s request to the consultant; 

 
- as in any other large organisations, the implementation of a pay cut proposal 

was no easy task.  To achieve success, the whole process must be conducted 
in an open and fair manner; and 

 
- in her view, whether the recommendations in the RSG’s report would be 

adopted would not simply be the decision of the RSG and the ExCom.  
Parents and even the public might also participate in the process as the report 
would be open to all stakeholders.  Therefore, the composition of the RSG 
should not be an issue. 

 
 
37.  The Committee asked whether the contract gratuities and responsibility 
allowances for new ESF teaching staff, or existing ESF teaching staff upon renewal of their 
contracts, would be adjusted downwards and, if so, when. 
 
 
38.  The Acting Secretary and Chief Executive, ESF replied that as the RSG had 
yet to complete its review of the remuneration packages of ESF teaching staff, the contract 
gratuities and responsibility allowances for teaching staff would remain at the current levels 
for the time being.  Whether they needed to be reduced would depend on the outcome of 
the RSG’s review. 
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39.  The Secretary for Education and Manpower, the Permanent Secretary for 
Education and Manpower and the Deputy Secretary for Education and Manpower 
stated that: 
 

- the teaching staff of the primary-cum-secondary school operated by the ESF 
Educational Services Limited only received 10% gratuities.  All the native 
English-speaking teachers employed by the Government received 
15% gratuities.  As regards local international schools, they normally offered 
15% to 20% gratuities to their teaching staff; and 

 
- according to the EMB’s knowledge, many of the ESF staff were employed on 

contract.  However, they would continue to receive 25% gratuity upon 
renewal of their contracts, regardless of the rates of gratuities offered by other 
comparable educational institutions.   

 
 
40.  The Acting Secretary and Chief Executive, ESF responded that: 
 

- the ESF had more than 80% of its staff employed on finite contracts.  He 
anticipated that there would be a strong adverse reaction from the ESF staff if 
their gratuities were to be reduced upon renewal of their contracts; 

 
- according to the Employment Ordinance, under certain circumstances, finite 

contracts had the characteristics of a continuous contract of employment.  
Thus, the ESF would exercise caution in examining the matter; and 

 
- the ESF was taking steps to re-draft the staff contracts to allow greater 

flexibility.  In the revised contracts, the ESF management would be 
empowered to change the salary of a staff member once a year.  Such change 
might take the form of increment or reduction. 

 
 
41.  In response to the Committee’s enquiry, the Chairman, ESF confirmed that apart 
from teaching staff, the ESF would also review the remuneration packages of the staff of 
the Foundation Office. 
 
 
42.  According to paragraphs 4.29 and 4.30 of the Audit Report, the ESF made extra 
payments equivalent to 10 months’ salaries to Staff A, Staff B and Staff C upon their 
leaving the ESF.  Apart from Staff A, whose extra payment upon his leaving the ESF had 
been approved by the ExCom, Audit could not find records of the ExCom’s decisions 
regarding the extra payments made to Staff B and Staff C upon their leaving the ESF.  In 
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this connection, the Committee asked whether the approval of the ExCom had been sought 
before making the extra payments to Staff B and Staff C and, if not, the reasons for that. 
 
 
43.  The Acting Secretary and Chief Executive, ESF replied at the hearing and in 
his letter of 4 January 2005 that: 
 

- no formal policy had been set down concerning the making of extra payments 
to ESF staff upon their departure.  In the three cases cited in Table 4 in 
paragraph 4.29 of the Audit Report, for the purpose of effective management 
of the Foundation and the ESF schools, the staff concerned had not been 
required to work during the respective notice periods; 

 
- the decisions regarding Staff B and Staff C had been taken by officers of the 

Foundation pursuant to section 9 of the ESF Ordinance.  These officers were 
ExCom members independent of any constituent groups; and 

 
- the ESF had agreed that in future, the approval of the ExCom would be 

obtained before making extra payments to staff leaving the ESF and such 
approvals would be minuted. 

 
 
44.  The Secretary for Education and Manpower drew the Committee’s attention to 
the following: 
 

- after careful examination of the minutes of the relevant ExCom meetings, the 
EMB found that the ExCom had only been informed of the departure of the 
three staff in question.  Only in one case, i.e. Staff A, had the ExCom been 
consulted on the extra payment made.  In that particular case, the ExCom 
had been told that the resignation had been accepted “in accordance with the 
Conditions of Service” of the staff.  However, the ExCom had not been 
informed that it should indeed be the resigned officer who should have paid 
compensation to the ESF for the short notice given for his departure; and 

 
- in respect of Staff B and Staff C, the ExCom had only been informed of their 

resignations.  No mention of the extra payments had been made.  The EMB 
had only become aware of the golden handshake arrangement for Staff C 
through an anonymous letter to the press several months after the departure of 
the staff concerned.  In respect of the payment to Staff B, the EMB believed 
that the ExCom members would have still been kept in the dark if not for the 
Audit Report.  
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45.  The Acting Secretary and Chief Executive, ESF informed the Committee of 
the following new information, which had come to his knowledge after his telephone 
conversations with Mr Jal Shroff, former Chairman of the ESF, on 7 January 2005: 
 

- the ExCom had met on 23 June 2003 before the termination of the service of 
Staff C.  Seven members of the ExCom had attended that meeting, during 
which two resolutions had been passed to the effect that the employment of 
Staff C be terminated and that Mr Shroff, in the capacity of ESF Chairman, be 
authorised to deal with such termination including but not limited to 
discussion with Staff C, giving the relevant notice, agreeing on the terms of 
cessation at Mr Shroff’s discretion and generally all such acts as would be 
necessary to effect the termination; and 

  
- the minutes of the above ExCom meeting had been circulated to all those who 

had attended the meeting.  
  
 
46.  He added that the minutes of the ExCom meeting on 23 June 2003 had not been 
entered in the ESF’s minute books.  This was the reason why Audit and he himself had not 
been aware of this ExCom meeting.  The minutes of that meeting had only been provided 
to him by Mr Shroff on 7 January 2005.  At the request of the Committee, the      
Acting Secretary and Chief Executive, ESF provided, via his facsimile message of     
11 January 2005 in Appendix 29, a copy of the minutes of the ExCom meeting on       
23 June 2003.   
 
 
47.  In response to the Committee’s enquiry as to whether the terms of cessation of 
Staff C had been reported back to the ExCom subsequent to the discussion at the ExCom 
meeting on 23 June 2003, the Secretary for Education and Manpower advised, in his 
letter of 18 January 2005 in Appendix 30, that: 

 
- according to the minutes of the ExCom meeting on 27 June 2003, the ExCom 

had only been informed of the resignation of Staff C.  No report had been 
made on the terms of cessation of the staff member; and 

 
- contrary to the advice of the Acting Secretary and Chief Executive of the ESF, 

the minutes of the ExCom meeting on 23 June 2003 had not been provided to 
those who had attended the meeting. 
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48.  The Committee also invited the former ESF Chairman to provide a written 
response on the following:  
 

- details of his discussions with other ExCom members and/or ESF 
Headquarters senior executive management concerning the arrangements in 
regard to the extra payments made to Staff A, Staff B and Staff C, as well as 
the justifications for offering such payments to them; and 

 
- whether the discussions had been held at meetings or outside meetings, and 

whether there had been any papers recording the details of the discussions. 
 
 
49.  In his reply of 17 January 2005, Mr Jal Shroff, former Chairman, ESF, 
advised the Committee that:  
  

- in any “monetary” settlement made with senior staff, the ESF’s criteria had 
always been to keep a balance between the “cost” and the interest of its 
students and the reputation of the ESF; 

 
- in every case where dismissal was involved, extensive consultation had been 

carried out not only with ExCom members but, where appropriate, with the 
respective school council members.  In many cases, legal advice had also 
been sought to ensure that the interest of the ESF was protected and 
non-disclosure agreements had been signed; and 

 
- his comments on each of the three cases were as follows: 

 
Staff A: This involved a head office staff member.  Dismissal negotiations 

had been finalised by the ESF Secretary and approved by the 
ExCom and minuted; 

 
Staff B: This involved a head teacher who had resigned in the middle of an 

external inspection of the school.  After due consultation, the 
ESF Secretary had decided that it was in the interest of the 
students that the officer should not continue in his post.  In view 
of his 20 odd years of service in the ESF, a special case had been 
made for him to go on paid leave up to his last date of resignation.  
The Secretary was wrong not to have this minuted at one of the 
ExCom meetings; and 
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Staff C: This involved the Chief Executive of the ESF.  At its meeting on 
23 June 2003, the ExCom had authorised him, in the capacity of 
ESF Chairman, to negotiate “as would be necessary to effect the 
termination”.  The Chairman of the Management Committee had 
accompanied him in his discussions with Staff C to finalise details 
of the termination.  He had nothing further to add regarding this 
case. 

 
 
50.  As the Committee has been provided with more information on the three cases 
concerning extra payments made to Staff A, Staff B and Staff C upon their leaving the ESF, 
it invited the Director of Audit to provide his latest comments on these cases after 
considering the new evidence.  
 
 
51.  The Director of Audit provided, in his letter of 21 January 2005 in Appendix 31, 
the following latest comments on the three cases: 
 

- Staff A: As stated in paragraph 4.30 of the Audit Report, the extra payment 
made to Staff A upon his leaving the ESF had been approved by 
the ExCom.  This approval had been recorded in the minutes of 
the ExCom meeting.  Audit considered this arrangement a good 
practice; 

 
- Staff B: As stated in paragraph 4.30 of the Audit Report, Audit could not 

find records of the ExCom’s decisions regarding the extra 
payment made to Staff B upon his leaving the ESF.  In his reply 
of 17 January 2005, the former ESF Chairman commented that the 
Secretary was wrong not to have this minuted at one of the 
ExCom meetings.  It was not clear whether this extra payment 
had been approved by the ExCom.  Audit’s observations and 
recommendations on this case were stated in paragraphs 4.31 and 
4.32 of the Audit Report respectively; and 

 
- Staff C: (a) As stated in paragraph 4.30 of the Audit Report, Audit could 

not find records of the ExCom’s decisions regarding the extra 
payment made to Staff C upon his leaving the ESF.  Having 
regard to the new information relating to the departure of 
Staff C provided by the Acting Secretary and Chief Executive 
of the ESF at the hearing on 10 January 2005 and by the 
Secretary for Education and Manpower in his letter of 18 
January 2005, Audit considered it unacceptable that the 
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minutes of the ExCom meeting on 23 June 2003 had not been 
entered in the ESF’s minute books.  As stated in 
Regulation 2.3 of the ESF Regulations, minutes of the 
proceedings of every meeting of the Foundation, ExCom, 
Standing Committee, School Council or any committee shall 
be entered in a book kept for that purpose and after 
confirmation signed by the chairman of such meeting or of 
the following meeting, and shall when so entered and signed 
be prima facie evidence of the facts therein stated; and 

 
 (b) so far, there was no evidence which showed that the contents 

of the minutes of the ExCom meeting on 23 June 2003 
provided by the former ESF Chairman had been agreed by all 
those who had attended the meeting.  Even if there was such 
evidence, Audit still considered it unacceptable that: 

 
(i) the ExCom had authorised the former ESF Chairman to 

agree at his discretion with Staff C the terms of cessation, 
without the need to seek the ExCom’s final approval; and 

 
(ii) the former ESF Chairman had not reported at an ExCom 

meeting following the making of an extra payment to 
Staff C. 

 
 
Staff housing benefits 
 
52.  According to paragraphs 5.3 and 5.7 of the Audit Report, as at 1 April 2004, the 
ESF owned 208 staff quarters and leased 11 staff quarters (10 for senior staff and 1 for 
teaching staff).  The total annual rent of the 10 leased senior staff quarters paid by the ESF 
amounted to $6.8 million.  However, at the same date, the ESF had 13 vacant     
ESF-owned Teaching-staff Grade quarters with an estimated total annual rental value of 
$2.6 million.  The Committee wondered whether such arrangement had led to wastefulness.  
The Committee also asked whether the ESF had formulated any plan to dispose of its 
surplus staff quarters. 
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53.  The Acting Secretary and Chief Executive, ESF responded at the hearing and 
in his letters of 4 and 10 January 2005 that: 
 

- the 208 ESF-owned staff quarters were mainly divided into two categories, 
namely Senior-staff Grade quarters and Teaching-staff Grade quarters, 
according to the size of the quarters.  Allocation of these quarters was based 
on the grades of the staff concerned.  Over the years, there had been 
occasions where a vacant staff quarters was not suitable to be taken up by a 
staff member of a different grade.  For this reason, the ESF had leased 
quarters from the open market for some of its staff.  He did not regard this 
arrangement as a “waste”;  

 
- in September 2004, four newly-appointed ESF senior staff, whose 

predecessors had previously been accommodated in ESF-leased quarters, had 
been allocated ESF-owned quarters.  These ESF-owned quarters had 
previously been occupied by ESF teaching staff.  There would be more  
ESF-owned quarters available in September 2005, which would also be used 
to accommodate senior staff.  This new arrangement would reduce the total 
rental cost of leased staff quarters paid by the ESF; and 

 
- the ExCom would carefully review Audit’s recommendation in paragraph 

5.31(a) of the Audit Report concerning disposal of ESF surplus staff quarters, 
having regard to the long-term needs of the ESF and the financial security 
conferred by the ownership of such fixed assets.  A paper on this subject 
would be submitted to the ExCom by June 2005. 

 
 
54.  The Committee noted from paragraph 5.23 of the Audit Report that, as at 1 April 
2004, the ESF had leased 30 of its surplus staff quarters to ineligible staff.  Audit 
estimated that of these 30 quarters, 21 (70%) had been let below market rent.  The 
Committee questioned whether the ESF had sought professional advice when benchmarking 
the rental values of its quarters for letting to ineligible staff.   
 
 
55.  The Acting Secretary and Chief Executive, ESF said that: 
 

- at the initial stage, the ESF had only leased its surplus quarters to its staff.  
Thus, it had a limited knowledge of the open property market.  As a result, 
the level of rents of the quarters leased out by the ESF had been rather low; 
and 
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- the ESF had changed its policy and was now leasing out its surplus quarters 
on the open market through estate agents.  It now had knowledge of the 
market rental values of its quarters.  Clear guidelines had also been drawn up 
to ensure fairness in the leasing out and the sale of ESF staff quarters.  Staff 
had been required to follow the guidelines to ensure that ESF staff quarters 
were leased out at market rates and that maximum rental income was derived. 

 
 
56.  Paragraph 5.28 of the Audit Report stated that Audit could not find records which 
showed that prior approval for the sale of four staff quarters in June and July 2002 had been 
given by the ExCom, or by the Chairman or the Vice-chairman of the ExCom, before the 
signing of the sales agreement by ESF staff.  The Committee queried who had handled the 
sale of these quarters and whether it had been done without proper authorisation.   
 
 
57.  The Acting Secretary and Chief Executive, ESF said that: 

 
- the sale of ESF staff quarters had been authorised by the ExCom in 1994, 

following its endorsement of the report of a consultancy study on the issue; 
 

- of the six ESF quarters sold between the 2001-02 and 2003-04 ESF financial 
years, which included the four quarters mentioned in paragraph 5.28 of the 
Audit Report, only the approval records of two of the quarters had been 
missing.  He believed that similar to the sale of the other four quarters, the 
sale of these two quarters should have also gone through the required process 
of obtaining approval from the Chairman and the Vice-chairman of the 
ExCom.  The failure of the ESF to provide evidence in this regard might be 
due to misplacement of these approval records; and 

 
- the ESF had put in place a better system for keeping its records.  It would 

ensure that in future, all sales of ESF staff quarters would require the prior 
approval of the ExCom. 

 
 
58.  The Committee also invited the former ESF Chairman to explain why the sale of 
the four ESF surplus quarters without prior approval had occurred.  In his reply of 
17 January 2005, Mr Jal Shroff, former Chairman, ESF, stated that: 
 

- to the best of his knowledge, the ExCom had discussed the possibility of 
selling off certain old properties at an appropriate time, as these properties had 
involved high maintenance and was becoming uneconomical to hold on to.  
The Chairman, the Vice-chairman, the Treasurer and the Secretary of the 
Foundation had been given authority to make the final decision; 
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- the ESF had also employed the services of one or more estate agents to advise 
it on all property transactions; and 

 
- the auditor of the ESF, KPMG, had audited the ESF’s accounts annually.  He 

understood that all contracts dealing with the sale or purchase of ESF’s 
properties had been properly executed as per the requirements in section 12(4) 
of the ESF Ordinance. 

 
 
59.  Figure 5 in paragraph 4.2 of the Audit Report revealed that quarters expenses 
amounted to $18 million, i.e. 2% of the total staff expenditure in the 2002-03 ESF financial 
year.  In reply to the Committee’s enquiry, in his letter of 18 January 2005, the     
Acting Secretary and Chief Executive, ESF advised that of the $18 million, 22% were 
quarters expenses for the ESF Headquarters.   
 
 
60.  According to paragraph 5.2(b) of the Audit Report, the ESF still had 143 teaching 
staff employed on overseas terms who were entitled to staff quarters benefits.  In view of 
the large amount of money spent on quarters by the ESF, the Committee asked whether the 
ESF would consider offering housing allowance to its staff instead of providing staff 
quarters. 
 
 
61.  The Acting Secretary and Chief Executive, ESF said that: 
 

- it was the long-term goal of the ESF to lease out all its staff quarters on the 
open market in order to maximise its income; 

 
- the ESF had introduced a Housing Allowance Scheme in 2001 for teaching 

staff employed on local terms.  Under the Scheme, eligible staff were paid 
monthly allowances calculated as a percentage of the rents or mortgage 
interests paid by them.  After the introduction of the Scheme, the ESF’s 
financial commitment on staff quarters had decreased significantly; and 

 
- as regards the 143 teaching staff who were still entitled to staff quarters 

benefits, it would be a matter for the ExCom to consider in consultation with 
the new Chief Executive of the ESF. 
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Staff medical benefits 
 
62.  In response to the Committee’s enquiry about the progress made by the ESF in 
taking forward Audit’s recommendations in paragraph 6.14(a) to (c) of the Audit Report, the 
Acting Secretary and Chief Executive, ESF said at the hearing and in his letter of 
10 January 2005 that: 

 
- the ESF had proceeded with obtaining proposals from insurers on the 

following: 
 

(a) engaging a medical insurance company to provide a medical scheme for 
its non-teaching staff and their dependants as well as a dental scheme for 
all ESF staff and their dependants, with reference to similar schemes of 
other local educational institutions; and 

 
(b) setting an annual maximum amount of reimbursable dental expenses for 

each member of ESF senior staff and teaching staff and each of their 
dependants; and 

 
- the exercise was scheduled for completion by 28 February 2005. 

 
 
63.  As requested by the Committee, the Acting Secretary and Chief Executive, 
ESF undertook to keep the Committee informed of the outcome of the above exercise. 
 
 
64.  Conclusions and recommendations  The Committee: 

 
Corporate governance 

 
- expresses concern that the Education and Manpower Bureau (EMB) has not 

ensured that the English Schools Foundation (ESF), which receives 
substantial recurrent government subsidies, adopt a high standard of corporate 
governance, whilst noting that the EMB only has a small representation on the 
Foundation and its Executive Committee (ExCom) and that the Government’s 
policy is to not micro-manage; 

 
- condemns the ESF Headquarters senior executive management for its failure 

to ensure that the ESF and its schools adopt a high standard of corporate 
governance and to exercise proper financial and administrative controls to 
achieve value for money in the operations of the ESF and its schools, as 
evidenced by the following: 
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(a) the administration of some ESF schools was conducted in a chaotic and 
negligent manner, and the school administration guidelines provided by 
the ESF were fundamentally inadequate, as revealed in Chapter 4 of the 
Committee’s Report on the subject “School administration of the English 
Schools Foundation”;  

 
(b) the ESF’s existing arrangement for an internal auditor reporting directly 

to the Financial Controller is not sufficient to help the Foundation 
discharge its monitoring functions effectively; 

 
(c) the approval of the ExCom was not sought for extra payments made to 

two senior staff upon their leaving the ESF in the 2002-03 ESF financial 
year, and the minutes of the ExCom meeting which discussed issues 
concerning the termination of the employment of a senior staff member 
had not been entered in the ESF’s minute books; 

 
(d) prior approval had not been sought from the ExCom for the sale of four 

ESF staff quarters in June and July 2002; 
  
(e) the ESF leased 10 staff quarters for its senior staff at a total annual rent 

of $6.8 million, when it had 13 vacant ESF-owned Teaching-staff Grade 
quarters of an estimated total annual rental value of $2.6 million; 

 
(f) the ESF had been paying the rates and management fees of leased staff 

quarters, as long as the monthly rent (excluding rates and management 
fees) of the quarters did not exceed the rent entitlement of the staff 
concerned; 

 
(g) the ESF reimbursed a senior staff member for the expenses on treatment 

in a first-class ward at a hospital, when the staff member was only 
entitled to receive treatment in a second-class ward; and 

 
(h) most of the ESF staff having an annual budget for entertainment 

expenses used up all, or a large portion of, their budgets.  Of the total 
entertainment expenses reimbursed to staff in the 2002-03 ESF financial 
year, 77% were related to staff functions; 

 
- expresses concern that the large size of the Foundation’s membership, 

standing at 132, is not conducive to making decisions effectively; 
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- expresses serious dismay that:  
 

(a) the external members of the Foundation did not constitute a majority at 
any of the Foundation’s four annual general meetings held in the 
2000-01 to 2003-04 ESF financial years.  As a result, when decisions 
relating to ESF staff benefits were required to be made at meetings of the 
Foundation, there might have been an over-reliance on the internal 
members; and 

 
(b) large percentages of internal and external members failed to attend 

Foundation meetings;  
 

- expresses serious dismay and finds it unacceptable that the ESF’s existing 
arrangement for an internal auditor reporting directly to the Financial 
Controller is not sufficient to help the Foundation discharge its monitoring 
functions effectively; 
 

- acknowledges that: 
 

(a) the Foundation has approved the draft guidelines for restructuring the 
governance and management of the ESF, and a task force appointed by 
the ExCom has started work on the proposed restructuring.  The major 
changes proposed include: 

 
(i) separating the governance and management roles; and 
 
(ii) replacing the Foundation by the ESF Council as the supreme 

governing body of no more than 25 members with a 2:1 ratio of 
external members to internal members; and 

 
(b) the ESF has set up an audit committee, the Chairman of which is 

appointed by the ExCom from amongst external members with audit, 
financial and accounting experience.  The audit committee will report 
to the ExCom; 

 
- recommends that the ESF should: 

 
(a) conduct a review on the role of the Foundation Office including the need 

for its continued existence; 
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(b) adopt measures to ensure that external members will constitute a 
majority at each of the respective meetings of the Foundation and the 
ExCom; 

 
(c) issue reminders to the related organisations if the attendance rates of 

their representatives at Foundation meetings are low; 
 

(d) amend the Regulations of the English Schools Foundation to the effect 
that ESF staff members of the ExCom would abstain from voting on 
matters concerning ESF staff benefits at its meetings; 

 
(e) consider repealing section 10(2) of The English Schools Foundation 

Ordinance so that subsidiary legislation in the form of regulations made 
under the Ordinance is required to be published in the Gazette and tabled 
in the Legislative Council; 

 
(f) ensure that its internal audit office is staffed by well qualified and 

experienced personnel reporting directly to the audit committee; and 
 

(g) require its internal audit office to prepare annual audit programmes, to be 
approved by the audit committee, for conducting reviews covering major 
and high-audit-risk activities of the ESF, including the ESF Educational 
Services Limited; 

 
Financial management 

 
- expresses serious concern that as at 31 August 2003: 

 
(a) ESF current liabilities of $355 million were more than 11 times its 

current assets of $31 million; and 
 
(b) while the ESF used a bank overdraft of $99 million to finance its 

expenditure, its Foundation Office and schools held bank deposits of  
$17 million; 

 
- notes that: 

 
(a) the Foundation entered into an alternative arrangement with its bankers 

in January 2005 to offset credit balances on its accounts with any debit 
balances on other accounts; and 
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(b) the ESF is examining the adoption of a central cash management and 
payment system similar to those adopted by large commercial 
organisations, without the need for each ESF school to maintain its own 
bank account;  

 
- recommends that the ESF should: 

 
(a) take action to reduce its net current liabilities; and 
 
(b) adopt a more prudent method of budgeting and avoid relying on bank 

overdraft; 
 

Staff remuneration and recruitment 
 

- expresses serious concern and has reservations about the appropriateness of 
the following:  

 
(a) the salaries of most of the senior staff of the Foundation Office were set 

on the basis of the salary of a Civil Service Directorate Grade officer, 
and the salary scale of ESF school principals was set 14 years ago based 
on a similar scale in the United Kingdom; 

 
(b) in the 2003-04 school year, the estimated average annual remuneration 

of $947,400 per ESF teaching staff member was the highest when 
compared with that of the teaching staff of the seven largest private 
international schools in terms of student number;  

 
(c) ESF teaching staff received the highest contract gratuity and 

responsibility allowance benefits when compared with the seven largest 
private international schools;  

 
(d) different ESF schools adopted different policies on the allocation of 

responsibility allowances; and 
 
(e) half of the members of the Remuneration Study Group (RSG), which 

comprises one ESF school principal, three ESF teaching or non-teaching 
staff members, two parent representatives and two community 
representatives, established by the ESF to conduct reviews of the 
remuneration packages of its teaching staff are its own staff;   
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- notes that: 
 

(a) the RSG will report to the ExCom in June 2005; and 
 
(b) the ESF will draw up central guidelines by 30 April 2005 on the 

payment of responsibility allowances to teaching staff for compliance by 
its schools, with reference to the practices adopted by private 
international schools; 

 
- recommends that: 
 
 (a) the ESF should take into consideration Audit’s findings on the 

remuneration of the teaching staff of the seven largest private 
international schools, and immediately conduct a review of the 
remuneration packages of its senior staff with a view to ensuring that 
they are broadly in line with those of similar posts in other local 
educational organisations; 

 
(b) the membership of the RSG should not be drawn from ESF’s own 

teaching and non-teaching staff; and 
 
(c) the ESF should implement as soon as possible new remuneration 

packages on newly recruited teaching staff, and on existing teaching 
staff over a period of time, taking into account the effects of the new 
remuneration packages on their financial commitments;  

 
- asks the ESF to forward the report of the RSG to the Committee.  The 

Committee will then invite the Director of Audit to review the report and to 
inform the Committee of his comments; 

 
- expresses alarm and strong resentment over the following: 
 

(a) the minutes of the ExCom meeting held on 23 June 2003, during which 
two resolutions were passed to the effect that the employment of Staff C 
be terminated and that the former Chairman of the ESF be authorised to 
deal with such termination, had not been entered in the ESF’s minute 
books; 

 
(b) the ExCom authorised the former Chairman of the ESF to agree at his 

discretion with Staff C the terms of cessation, without the need to seek 
the ExCom’s final approval;  
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(c) the former Chairman of the ESF did not report at an ExCom meeting 
following the making of an extra payment to Staff C; and 

 
(d) the approval of the ExCom was not sought for extra payments made to 

two senior staff, i.e. Staff B and Staff C, upon their leaving the ESF in 
the 2002-03 ESF financial year; 

 
- urges the ESF to: 
 

(a) record, if given, the approval of the ExCom in its meeting minutes 
regarding extra payments to ESF senior staff upon their leaving the ESF; 
 

(b) enter all minutes of ExCom meetings in its minute books;  
 
(c) refrain from delegating to any person the authority to agree on the terms 

of cessation of a senior staff member without the approval of the ExCom; 
and 

 
(d) ensure that the approval of the ExCom is obtained before making extra 

payments to its senior staff upon their leaving the ESF; 
 

- expresses serious concern that in the 2002-03 and 2003-04 ESF financial 
years, eight ESF interview teams travelled to the United Kingdom and 
Australia to conduct interviews for recruiting ESF school principals and 
teaching staff; 

 
- notes that the ESF: 
 

(a) will reduce the number of its school principals travelling overseas to 
interview applicants; and 

 
(b) will reduce the time spent by its interview-team members overseas by 

conducting more video-conference interviews; 
 

Staff housing and medical benefits 
 

- expresses dismay that: 
 

(a) as at 1 April 2004, the ESF leased 10 staff quarters for its senior staff at 
a total annual rent of $6.8 million.  However, at the same date, it had 
13 vacant ESF-owned Teaching-staff Grade quarters with an estimated 
total annual rental value of $2.6 million; and 
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(b) in addition to the rent, the ESF had been paying the rates and 
management fees (without a specified maximum amount) of the quarters, 
irrespective of the rent entitlement of the staff member, so long as the 
monthly rent (excluding rates and management fees) of a leased quarters 
did not exceed the rent entitlement of the staff member concerned; 

 
- notes that the ESF: 
 

(a) has taken action in respect of Audit’s recommendations on: 
 

(i) accommodating eligible staff in its own staff quarters, instead of 
leasing quarters for them, as far as possible; 

 
(ii) leasing the vacant staff quarters to its staff and outsiders to generate 

rental income; and 
 
(iii) selecting those appropriate ESF-owned Teaching-staff Grade 

quarters for re-grading as Senior-staff Grade quarters for allocation 
to its senior staff; and 

 
(b) will take action in respect of Audit’s recommendations on: 

 
(i) seeking the approval of the ExCom for paying the rates and 

management fees of ESF-leased quarters for its senior staff, 
irrespective of their rent entitlements; and 

 
(ii) conducting a review of the rental-value level of staff quarters for its 

senior staff with reference to the housing benefits provided by other 
local educational institutions; 

 
- recommends that the ESF should: 

 
(a) consider offering housing allowance to its staff instead of providing staff 

quarters; and 
 
(b) strictly adhere to the maximum monthly rent entitlement of its staff; 
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- expresses serious concern that: 
 

(a) if the ESF does not take action to reduce its surplus quarters, the number 
surplus to requirements will progressively increase to 199 in the 2030-31 
school year, due to the retirement of teaching staff eligible for staff 
quarters; and 

 
(b) as at 1 April 2004, of the 30 ESF-owned staff quarters leased to 

ineligible staff, 21 (70%) were let below market rent.  Audit’s estimates 
showed that the difference between the market rent and actual rent of 
these 21 staff quarters amounted to $1.1 million a year;  

 
- expresses astonishment and finds it unacceptable that prior approval had not 

been sought from the ExCom before the sale of four ESF staff quarters in 
June and July 2002; 
 

- notes that: 
 

(a) the ESF will negotiate with the Government on the removal of the 
non-assignment clauses in the government leases of its staff quarters at 
the Braemar Heights and at the Beacon Hill School; 

 
(b) it is ESF practice to seek professional advice when benchmarking 

market rental values of its staff quarters for letting to ineligible staff, and 
the ESF will file and retain such advice; and 

 
(c) in future, all sales of ESF staff quarters will require the prior approval of 

the ExCom; 
 

- recommends that the ESF should formulate a policy and a plan for disposing 
of its surplus staff quarters; 

 
- expresses serious concern that: 

 
(a) the staff of the Foundation Office do not have the medical expertise to 

assess the medical claims under its in-house medical scheme for its 
non-teaching staff and their dependants, and under its in-house dental 
scheme for all its staff and their dependants, and that the two schemes 
require substantial staff resources; and 
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(b) the ESF does not set an annual maximum amount of reimbursable dental 
expenses for each of its senior staff and teaching staff and their 
dependants;  

 
- expresses astonishment and finds it unacceptable that in mid-2001, an ESF 

senior staff member was reimbursed the expenses on treatment in a first-class 
ward at a hospital.  However, this staff member was not entitled to receive 
the treatment in this hospital without the written confirmation from the doctor 
concerned and without the approval from the Foundation Office, and he was 
only entitled to receive the treatment in a second-class ward; 

 
- notes that the ESF: 

 
(a) has proceeded with obtaining proposals from insurers on the following, 

and the exercise is scheduled for completion by 28 February 2005: 
 

(i) engaging a medical insurance company to provide a medical 
scheme for its non-teaching staff and their dependants and a dental 
scheme for all ESF staff and their dependants, with reference to 
similar schemes of other local educational institutions; and 

 
(ii) setting an annual maximum amount of reimbursable dental 

expenses for each member of ESF senior staff and teaching staff 
and each of their dependants; and 

 
(b) has agreed to seek and record the prior approval of the ExCom if the 

medical benefits received by an ESF staff member exceed his 
entitlement.  In emergency cases, the ESF will seek delegated authority 
for the Chief Executive or the Human Resources Director to approve 
emergency treatment; 

 
Entertainment expenses 

 
- expresses serious dismay that: 

 
(a) in the 2002-03 ESF financial year, most of ESF staff having an annual 

budget for entertainment expenses used up all, or a large portion of, their 
budgets.  Of the total $291,639 entertainment expenses reimbursed to 
these staff, 77% were related to staff functions; and 
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(b) the ESF has not set a maximum limit on reimbursable entertainment 
expenses allowed for each participant in each function.  As a result, the 
amount of entertainment expenses reimbursed for each participant in a 
function was as high as $1,000; 

 
- notes that the ESF has implemented Audit’s recommendations on strictly 

enforcing its revised policy on reimbursement of entertainment expenses 
which: 

 
(a) prohibits reimbursement of entertainment expenses relating to staff 

functions; and 
 
(b) requires ESF staff submitting claims to clearly state the name of each 

ESF participant and his capacity; for guests, their names and the 
organisations they represent; and the purpose of the function;  

 
- recommends that the ESF should set up a new system so that only designated 

staff of the ESF may submit claims for reimbursement of entertainment 
expenses on a need basis; and 

 
Follow-up actions 
 
- wishes to be kept informed of: 

 
(a) the progress of the ESF’s review on the role of the Foundation Office 

including the need for its continued existence; 
 
(b) measures adopted by the ESF to ensure that external members will 

constitute a majority at each of the respective meetings of the 
Foundation and the ExCom; 

 
(c) the progress of implementing the restructuring of the governance and 

management of the ESF;  
 
(d) Audit’s comments on the RSG’s report on the review of the 

remuneration packages of ESF teaching staff;  
 
(e) the ESF’s decision as to whether housing allowance will be offered to its 

staff instead of providing staff quarters; and 
 
(f) any further development and progress made in implementing the other 

recommendations put forward by Audit and the Committee as well as 
related improvement measures. 
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 The objective of this audit review was to examine the administration of the 
English Schools Foundation (ESF) schools.  The Audit Commission (Audit) had identified 
areas where school administrative practices could be improved. 
 
 
2.  At the beginning of the Committee’s public hearing, Hon Albert Jinghan 
CHENG declared that he had recently been nominated by the House Committee of the 
Legislative Council to serve on the Foundation, i.e. the supreme governing body of the ESF, 
on behalf of the Council with effect from 29 October 2004.  He was also an ESF school 
parent.  He had not participated in the activities of the ESF.  In order to safeguard the 
impartiality and integrity of the Committee, he decided that he would not take part in the 
examination of the three chapters in the Director of Audit’s Report No. 43 relating to the 
ESF.  He would not participate in the public hearing, nor in the discussion and compilation 
of the Committee’s Report on these chapters.  He then withdrew from the hearing. 
 
 
3.  Hon Abraham SHEK Lai-him declared that he was appointed a school council 
member of the South Island School of the ESF from late November 2004.  As the 
appointment had just taken effect, he had not attended any meeting of the school council.  
In order that he could take part in the examination of the three chapters relating to the ESF 
without compromising the impartiality and integrity of the Committee, he had already 
resigned from the membership of the school council. 
 
 
4.  Prof Hon Arthur LI Kwok-cheung, Secretary for Education and Manpower, 
declared that his son had studied at an ESF school 28 years ago.  Mrs Fanny LAW, 
Permanent Secretary for Education and Manpower, also declared that her two sons had 
attended ESF schools.   
 
 
5.  The Secretary for Education and Manpower and Prof Felice Lieh MAK, 
Chairman, ESF, respectively made an opening statement at the Committee’s public 
hearing.  Their statements are in Appendices 32 and 33 respectively. 
 
 
Corporate governance of schools 
 
6.  Paragraph 2.24 of the Director of Audit’s Report (the Audit Report) stated that a 
school council was responsible for the overall governance of a school.  To discharge their 
duties, school council members needed to attend regularly school council meetings.  The 
Committee was concerned that, as revealed in paragraphs 2.26 to 2.28, in the 2001-02 and 
2002-03 school years, councils of eight schools held meetings three times a year, which was 
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the minimum number of meetings required by the ESF.  The council of one school   
(School 1) had not held any meetings for a period of 23 months from 13 December 2000 to 
13 November 2002.   
 
 
7.  Paragraph 2.32 of the Audit Report further revealed that, notwithstanding the 
guidance notes issued by the ESF, 12 of the 15 ESF schools did not require council 
members to declare their personal interests, financial or otherwise, which might conflict 
with their roles.  The other three schools had not documented the declarations made by 
their council members.  The Committee questioned whether the ESF agreed that these 
cases reflected that the administration of the ESF schools was chaotic.   
 
 
8.  The Chairman, ESF responded that:   
 

- the ESF considered it seriously negligent on the part of some schools not to 
have required council members to declare their personal interests which might 
conflict with their roles.  The ESF recognised that school councils played an 
important role in school governance.  In the reform to be carried out, the 
ESF would require all school council members to declare such personal 
interests.  It would also require all school councils to meet at least three 
times a year; and 

 
- the ESF knew that there were problems with the administration of School 1 

and the school principal had been dismissed in 2003.  As a matter of fact, 
both the former ESF Chief Executive and former ESF Chairman had already 
resigned, thus fulfilling the requirement for accountability. 

 
 
9.  The Committee noted that as ESF schools were subsidised by the Government, 
the public were more concerned about the possible conflict of interests on the part of its 
school council members.  The Committee asked whether the ESF had already required all 
school council members to declare their interests so as to ascertain whether there was any 
conflict of interests. 
 
 
10.  Mr John Bohan, Acting Secretary and Chief Executive, ESF, said that: 
 

- the ESF had already sought guidance on issues such as conflict of interests 
through the ICAC investigations.  A report had been received and three 
further reports were being awaited; and 
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- about one-quarter of the membership of each school council were members of 
the school management, viz. the chairman of the council, the principal and the 
Secretary of the Foundation or his representative.  The other constituencies 
were community representatives, parent representatives and teacher 
representatives.  Therefore, even without declaring an interest directly, a 
member’s interest was obvious as he represented his constituency. 

 
 
11.  In his letters of 10 January 2005 and 1 February 2005, in Appendices 28 and 34 
respectively, the Acting Secretary and Chief Executive, ESF, provided a summary of the 
progress of the actions taken by the ESF in response to Audit’s recommendations and the 
updated position.  On the question of frequency of school council meetings and declaration 
of conflict of interests, the Committee was advised that: 
 

- the ESF had issued letters to school councils/ school council members 
reminding them of the minimum requirement for meetings, and encouraging 
school councils to meet six times a year and set up sub-committees to help 
fulfil their roles and responsibilities.  In addition, Audit’s recommendations 
would be incorporated in the revised booklet “Guidance for School 
Councillors”.  After consultation with stakeholder groups, the revised 
guidance would be effective by 30 June 2005; and  

 
- declaration registers had been prepared to record the interests of school 

council members.  
 
 

12.  The Committee further asked: 
 

- whether the resignation of the former Chief Executive and former Chairman 
of the ESF was due to School 1’s not holding any council meeting in      
23 months or other reasons; and 

 
- about the root of the chaos and negligence in the administration of some ESF 

schools. 
 
 
13.  The Chairman, ESF stated that: 
 

- the resignation of the two persons was due to many other reasons, all of which 
were related to mismanagement; and 
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- the root of the problem was two-fold.  First, there was no separation of 
management and governance functions in the management structure of the 
ESF, leading to a lack of checks and balances in the system.  Second, there 
was a personnel problem.  The lack of checks and balances had, in turn, 
resulted in a lack of accountability.  People tended to think that they were 
always doing things right. 

 
 
14.  The Acting Secretary and Chief Executive, ESF supplemented that the ESF 
was established in 1967 with the enactment of The English Schools Foundation Ordinance 
(the ESF Ordinance).  At that time, the ESF only had two schools which were managed 
according to the Ordinance and a set of regulations made under the Ordinance.  The ESF 
had continued to grow in the past few decades, but the management structure had not 
changed.  The management structure which had been suitable for a small organisation was 
no longer suitable for a big one.  There was already a will within the ESF to change.    
 
 
15.  Given that the ESF received substantial government subsidies annually, the 
Committee enquired how the ESF ensured that there would be proper monitoring and 
control systems in future, thereby preventing the recurrence of chaos and negligence in 
school administration.  The Committee also asked the Chairman, ESF whether, after 
assuming the ESF chairmanship for nine months, she was satisfied with the management of 
the ESF schools. 
 
 
16.  The Chairman, ESF responded that: 
 

- as revealed in the Audit Report, the management standard of different schools 
varied.  Some schools were well-managed while some were not.  The ESF 
would step up its monitoring of individual schools.  In addition, the 
principals of many schools had been changed and the new principals were 
very experienced in governance and management.  For example, the 
administration of School 1 had seen significant improvement in the last    
18 months after the change of its school principal.  It scored high marks in 
the recent school review conducted by inspectors from the United Kingdom 
(UK); 

 
- a reform of the ESF governance structure had begun following the 

Foundation’s approval of the Draft Guidelines for the Restructuring of the 
Governance and Management of the ESF at its meeting on 9 December 2004.  
The most fundamental change to be effected was the separation of governance 
and management roles.  An ESF Council was to be set up and it would 
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replace the current 132-strong Foundation as the ESF’s supreme governing 
body.  The Council would comprise no more than 25 members with a clear 
majority of external members.  Each of the members would serve on an ad 
personam basis, not representing any constituency.  The Council would not 
participate in operational management.  A Senior Management Team, headed 
by the Chief Executive and accountable to the Council, would be set up to 
take charge of the day-to-day running of the schools;  

 
- a task force would be appointed by the ESF Executive Committee (ExCom) to 

work out the details of the restructuring in consultation with the Chief 
Executive designate who would assume office in February 2005.  
Consultation would also be held.  Hopefully, the new management structure 
would be approved by the autumn of 2005.  Amendments to the ESF 
Ordinance would also be necessary; and 

 
- although there were deficiencies relating to school administration and 

management, ESF school teachers were of a high professional standard.  
ESF schools had consistently been providing high-quality education in the 
past 30 odd years and would continue to do so.  The good examination 
results and high university entrance rates of ESF graduates were all evidence 
of the quality of education provided by ESF Schools. 

 
 
17.  As the Government provided a significant amount of recurrent subsidies 
(totalling $299 million in the 2002-03 ESF school year) to the ESF, the Committee asked 
whether the Education and Manpower Bureau (EMB) had any representation on the 
councils of the 15 ESF schools and, if not, whether it would consider sending 
representatives to sit on the councils so as to step up monitoring of the schools. 
 
 
18.  The Committee also referred to paragraph 2.35(c) of the Audit Report in which 
the Secretary for Education and Manpower had said that he was concerned that the ESF 
Headquarters might not have given sufficient or sufficiently clear guidelines to ESF schools.  
The Committee enquired why the EMB had not been able to discover and rectify the ESF’s 
management and governance problems earlier. 
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19.  The Secretary for Education and Manpower and the Permanent Secretary 
for Education and Manpower stated that: 
 

- the EMB had a representative on the ExCom but none in the school councils.  
The EMB did not participate in the school management committee of 
individual schools, nor their day-to-day operational management, be they ESF 
or aided schools; and 

 
- it was not the EMB’s intention to micro-manage schools.  Moreover, as 

government subsidies constituted only about 30% of the ESF’s income, the 
EMB had been declined access to the ESF’s finances.   

 
 
20.  Mrs Cherry TSE, Deputy Secretary for Education and Manpower, added 
that: 
 

- as the EMB’s representative, she attended the Foundation meeting on 
9 December 2004.  While the Foundation had approved the guidelines and 
principles for the new governance structure, the details of the restructuring 
were to be worked out by a task force; and 

 
- according to section 7 of the ESF Ordinance, the Foundation should establish 

an ExCom and school councils.  The Foundation should be the supreme 
governing body over the ExCom, the school councils, the schools and any 
committees established thereunder.  The ExCom, the school councils, the 
schools and the other committees should comply with any resolutions made 
by the Foundation.  Such provisions in the ESF Ordinance reflected that the 
ESF enjoyed a high degree of autonomy.  

 
 
21.  The Committee asked whether: 
 

- after the establishment of the new governance structure of the ESF, the EMB 
could issue clear guidelines on school management to the ESF Headquarters 
to ensure that mistakes committed in the past would not recur; and 

 
- the ESF considered it appropriate for the EMB to issue guidelines on 

governance and management to the ESF. 
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22.  The Secretary for Education and Manpower said that the EMB would like to 
co-operate fully with all school sponsoring bodies, including the ESF.  As a matter of fact, 
the EMB did not have the statutory power to issue guidelines on the monitoring and 
operation of the ESF.  He hoped that the ESF would want to co-operate with the EMB. 
 
 
23.  The Chairman, ESF said that guidelines should be agreed by both parties.  If, 
through discussion, the ESF and the EMB could draw up some guidelines which were 
agreeable to both parties, she would not rule out the possibility of accepting such 
guidelines. 
 
 
24.  The Committee noted Audit’s recommendations in paragraph 2.22 of the Audit 
Report that the ESF should encourage its school councils to participate actively in the 
management and implementation of significant school activities and consider setting up 
appropriate sub-committees to further their involvement in key decisions on significant 
school matters.  The Committee enquired about the progress made in implementing these 
recommendations. 
 
 
25.  The Acting Secretary and Chief Executive, ESF replied at the hearing and in 
his letter of 10 January 2005 that the recommendations would be implemented through the 
revision of the booklet “Guidance for School Councillors”.  To meet the training needs of 
school council members, the existing training programme for school councillors would be 
extended, beginning with the course on 22 January 2005. 
 
 
Strategic planning 
 
26.  According to paragraph 3.26 of the Audit Report, in developing school plans, all 
the 15 ESF schools had set out the criteria for assessing the performance of school 
programmes and the persons responsible for implementing, monitoring and evaluating the 
programmes.  Most schools had conducted the evaluations.  However, three schools had 
not carried out any evaluation of their programmes.   
 
 
27.  In paragraph 3.30, the Secretary for Education and Manpower had said that 
periodic external validation was a necessary ingredient of a holistic quality assurance 
mechanism.  He also suggested that the ESF might consider inviting the relevant 
authorities (e.g. the Office for Standards in Education (Ofsted) of the UK and/or the 
European Council of International Schools) to conduct regular, periodic external evaluation 
of ESF schools. 
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28.  The Committee asked: 
 

- why the EMB did not conduct external evaluation of ESF schools by making 
reference to the standards adopted by the relevant authorities in overseas 
countries; and 

 
- whether the EMB wanted to play any role in the evaluation of ESF schools, as 

in the case of government and aided schools. 
 
 
29.  The Secretary for Education and Manpower, the Permanent Secretary for 
Education and Manpower and the Deputy Secretary for Education and Manpower 
stated that: 
 

- the EMB only conducted inspections on public sector schools.  Each of the 
public sector schools would be inspected in all aspects once every four years.  
The EMB did not have the legal power to direct how the ESF should evaluate 
its schools.  Similarly, private independent schools and schools under the 
Direct Subsidy Scheme were responsible for evaluating their schools by 
themselves; and 

 
- the EMB cared about the standard of governance of all schools in Hong Kong.  

Therefore, it would be happy to offer professional assistance to any school or 
school sponsoring body if requested.  However, if the EMB was asked to 
help in evaluating the quality of the non-local curriculum offered by the ESF, 
it would need to discuss with the ESF before deciding on the appropriate 
degree of participation.   

 
 
30.  To ascertain whether the ESF’s system of school evaluation was effective, the 
Committee asked: 
 

- how the ESF conducted school evaluation; and 
 
- about the results of the school evaluations conducted in the past and whether 

any school had failed to meet the required standard. 
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31.  The Acting Secretary and Chief Executive, ESF responded that: 
 

- the ESF implemented a three-tier approach to school evaluation.  At the first 
level, each school carried out self-evaluation and measured itself against its 
development plan.  At the second level, the central education team 
conducted reviews of schools on a regular cycle to validate the school’s 
self-evaluation.  There were set parameters and criteria for such reviews.  
Not many such reviews had been carried out as the education team had only 
been brought up to full strength recently.  There would be more reviews in 
the future.  At the final level, the ESF invited Ofsted inspectors from the UK 
to conduct external evaluation of the schools; and 

 
- school self-evaluation was not seen as a “pass or fail” exercise.  Its purpose 

was to identify areas for improvement and to strive for continuous 
improvement.  As for external evaluation, only one school had received a 
poor report.  The Beacon Hill School had been given a very poor report by 
the Ofsted inspectors in 2002.  After improvement programme had been 
implemented, the Ofsted inspectors were invited to review the school again in 
2004.  The Ofsted inspectors commented that the school had made enormous 
progress since the last inspection and it was now a highly effective school.  
This reflected that the ESF’s quality assurance mechanism was effective.  

 
 
32.  In response to the Committee’s request, the Acting Secretary and Chief 
Executive, ESF provided, in his letter of 20 December 2004 in Appendix 35, the 
inspection/review reports on ESF schools conducted in the past three years.  In the same 
letter, he also provided a note written by the ESF’s Education Development Director 
explaining the details of the three-tier approach to school evaluation, and the procedures 
governing the review conducted by the ESF’s central education team. 
 
 
33.  Noting that the EMB had representation on both the Foundation and the ExCom, 
the Committee enquired whether the EMB had monitored the performance of ESF schools 
through such channels. 
 
 
34.  The Secretary for Education and Manpower and the Deputy Secretary for 
Education and Manpower said that: 
 

- the Foundation was the supreme governing body within the ESF 
establishment.  It membership comprised representatives from a wide 
cross-section of the community, including government officials, to allow the 
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ESF the benefit of the views of all sectors of the community.  The ratio of 
EMB representatives and other members on the Foundation was 3:132.  The 
influence of EMB representatives on the Foundation was very small; 

 
- the EMB had one representative on the ExCom.  The EMB had been 

participating in the ExCom on the basis of trust and co-operation.  
According to the ESF Regulations, the Chief Executive of the ESF or his 
representative sat on every school council.  It was reasonable for the EMB to 
expect that the Chief Executive or his colleagues would bring up problems, if 
necessary, to the ExCom.  The ExCom would not know that there were 
problems with the management of schools if it was not informed of such 
problems; and   

 
- before attending an ExCom meeting, the EMB representative studied all the 

relevant documents carefully and, where necessary, sought clarification.  
However, it was impossible for the EMB representative to ask at every 
ExCom meeting whether there were any schools which had problems or had 
received poor evaluation reports. 

 
 
35.  The Committee asked whether the ESF would welcome the EMB’s participation 
in the evaluation of its schools.  The Chairman, ESF and the Acting Secretary and 
Chief Executive, ESF said that the ESF would welcome participation by EMB inspectors 
in the evaluation of its schools.  There was no need to amend the ESF Ordinance in order 
to implement such an arrangement.  
 
 
36.  In his letters of 20 December 2004 and 4 January 2005, in Appendices 35 and 36 
respectively, the Acting Secretary and Chief Executive, ESF informed the Committee that 
in November 2004, the ESF and the EMB had agreed on a mutual exchange of evaluators 
on school inspections.  On 9 December 2004, the ESF’s Education Development Director 
had sent an invitation to the Chief Inspector of the EMB for the latter’s inspectors to 
participate in the ESF’s school reviews. 
 
 
37.  Having regard to the statements that the EMB could not exercise control over the 
ESF due to its small representation on the Foundation and the ExCom and it had to rely on 
the co-operation of the ESF, the Committee asked about the relationship between the EMB 
and the ESF in the past.   
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38.  The Permanent Secretary for Education and Manpower stated that although 
the EMB and the ESF had a harmonious relationship in their daily encounters, the EMB had 
had difficulties in obtaining information from the ESF.  The scope for co-operation had 
widened since the current ESF Chairman had assumed office. 
 
 
39.  The Chairman, ESF stated that: 
 

- she did not have a good understanding of the conflicts between the ESF and 
the EMB in the past.  As both the ESF and the EMB worked for the benefits 
of students and for the provision of quality education, she saw a large scope 
for their co-operation; and 

 
- in many aspects, the ESF and the EMB had a partnership relationship.  For 

example, when the Canadian Overseas International College went bankrupt, 
the EMB had turned to the ESF to launch the rescue operation that resulted in 
the opening of the Phoenix International School in 2002.  The Bauhinia 
School was opened in response to Invest Hong Kong’s appeal for more 
international school places for the expatriate community.  All these reflected 
that there was trust between the ESF and the EMB. 

 
 
40.  The Committee noted from paragraph 3.12 of the Audit Report that different 
schools had different planning cycles for their school development plans.  It asked how the 
ESF would unify the cycles.  The Acting Secretary and Chief Executive, ESF replied 
that the development plans produced recently had already adopted a uniform planning 
cycle. 
 
  
Budgeting and cash management 
 
41.  According to paragraphs 4.16 to 4.18 of the Audit Report, with the exception of 
three schools, ESF schools adopted a bidding system to assess the funding needs of their 
departments.  The bidding system ensured that a school’s budget allocation was more 
responsive to its overall strategies and the competing needs of its individual departments.  
Audit had recommended that the ESF should require the three schools to adopt such a 
system for budget allocation purpose. 
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42.  The Committee noted that the ESF had stated in paragraph 4.19 that it would 
consider Audit’s recommendations, having regard to the fact that school councils and 
principals required a degree of independence to meet the unique circumstances of each 
school.  It appeared to the Committee that the ESF did not fully agree to Audit’s 
recommendation.  The Committee asked: 
 

- about the ESF’s position on the matter and whether it agreed that a school’s 
adoption of a bidding system for budget allocation would not undermine the 
school’s autonomy; and 

 
- the ESF’s criteria for determining whether a school should use a bidding 

system. 
 
 
43.  The Acting Secretary and Chief Executive, ESF explained that: 
 

- the bidding system was a reasonable approach and a good way for helping the 
school management determine the priorities between the funding needs of 
individual departments within the school.  However, a school’s priorities 
were identified through the school planning process and set out in its 
development plan.  The school would decide how to spend its funds having 
regard to the plan.  Therefore, in determining whether to use a bidding 
system, an important consideration would be to avoid overturning the 
priorities set in the school development plan by such a system; and 

 
- the ESF had been careful in its response to Audit’s recommendation because 

different schools had different circumstances and different culture.  Some 
schools were more used to bidding systems but some teachers did not like 
them.  While this was not a reason for not accepting the recommendation, 
some flexibility should be given to the school council and the management to 
determine the extent to which the bidding system should be used. 

 
 
44.  The Chairman, ESF supplemented that only three of the 15 schools had not 
adopted the bidding system in their budget allocation process.  It would not be too difficult 
to encourage them to adopt the system, particularly as two of the three school principals had 
already been changed.  However, the unique circumstances of the schools should be taken 
into account in deciding how far the system should be adopted e.g. whether it should apply 
to major expenditure items only or to small items as well. 
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45.  The Committee noted from paragraph 4.36 of the Audit Report that the ESF had a 
high level of overdraft at the end of its financial year.  It asked: 
 

- about the reasons for the overdraft and the amount of overdraft interest paid in 
the past two years; and 

 
- whether the schools had been requested to share the interest. 

 
 
46.  The Acting Secretary and Chief Executive, ESF responded that: 
 

- the ESF had not experienced financial difficulties.  The use of bank overdraft 
was a normal commercial operation which most firms would use.  The 
overdraft facility had been used during the summer months when fee income 
was low and expenses (e.g. payment of staff gratuities and building 
maintenance works) were high.  The duration of the overdraft in the last five 
years ranged from zero, three, six, up to the maximum of 59 days; and 

   
- schools had not been asked to share the interest costs of the overdraft.  The 

amount of overdraft interest paid in the last five years varied from $0, $6,000, 
up to the maximum of $362,000.  The amount was insignificant compared to 
the ESF’s budget of $1 billion.  

 
 
47.  The Committee noted from paragraph 4.34 of the Audit Report that each school 
managed its own surplus funds and maintained its own bank account.  The Committee 
enquired whether the ESF would request its schools to place their surplus funds with it to 
help reduce its overdraft, as recommended by Audit. 
 
 
48.  The Acting Secretary and Chief Executive, ESF replied that: 
 

- the ESF had not formally demanded that schools should place their surplus 
with its bank account at the end of the year, although this had been done on an 
informal basis for a number of years; and 

 
- the ESF was considering as a matter of priority an alternative arrangement 

with its bankers to offset credit balances on the ESF’s accounts with any debit 
balances on other accounts, so that the ESF would pay interest on the smallest 
possible amount. 
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49.  In his letter of 1 February 2005, the Acting Secretary and Chief Executive, 
ESF informed the Committee that the ESF had entered into the alternative arrangement 
with its bankers on 20 January 2005. 
 
 
50.  In response to the Committee’s question about the reasons for the different 
amounts of surplus funds retained by the 15 schools, the Acting Secretary and Chief 
Executive, ESF said that: 
 

- the ESF gave the schools the same budgets for the same class structures.  
The amount of surplus funds that a school retained depended on how it had 
decided to spend it.  The ESF encouraged the schools to spend their money 
according to their school development plans.  For instance, some schools 
had a saving for capital projects and might want to change all the furniture at 
the school.  Thus, they would not spend all their saving in one year but 
would carry it forward.  That was reasonable; and 

 
- at the central level, the ESF could improve the situation by exercising a closer 

supervision of the schools’ financial plans to make sure that they tied in more 
closely with their development plans. 

 
  
Financial and administrative matters 
 
51.  The Committee was concerned that some ESF schools had not properly managed 
the reimbursement of travelling expenditure for official duties.  As revealed in paragraph 
5.33 of the Audit Report, of the six schools visited by Audit, one did not always require its 
staff to properly substantiate claims for reimbursement of taxi fares.  As shown in Case 1, 
the claimant submitted claims for taxi fares amounting to $1,450 and $863 in the 2002-03 
and 2003-04 school years respectively.  However, 90% of the claims were not supported 
by receipts or details of the journeys.  The Committee asked whether some staff members 
had abused the system of reimbursement of travelling expenditure. 
 
 
52.  The Acting Secretary and Chief Executive, ESF responded that: 
 

- he could not conclude from this case whether there was an abuse.  He 
considered the case to be a failure to keep proper records; and 

 
- the ESF agreed with Audit’s recommendation that it should require its schools 

to ensure that, in processing claims for reimbursement of travelling 
expenditure, the claimant submit receipts and details of journeys.  A policy 
on the reimbursement of travelling expenditure was being implemented. 
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53.  The Committee noted from paragraph 5.36 of the Audit Report that, in the 
2002-03 school year, School 14 had organised two meetings for its Senior Management 
Team in a hotel and the total cost was $15,776.  After realising that the cost of arranging 
meetings in the hotel was high, in the following school year, the school held its Senior 
Management Team meetings at the school sports hall.  The Committee was concerned that 
there might have been similar cases in the past in which schools were not frugal on staff 
functions.  The Committee asked whether the ESF could ensure that schools would 
practise frugality in future. 
 
 
54.  The Chairman, ESF agreed that schools should be frugal.  The ESF would not 
be complacent even when some schools had several millions of surplus funds.  It would 
check if there were opportunities where schools could achieve greater savings.  One of the 
duties of the ESF’s new audit committee would be to ensure value for money.   
 
 
55.  According to paragraph 5.21 of the Audit Report, in March 2004, the ExCom 
decided that the ESF should not reimburse entertainment expenses on staff functions.  
However, according to paragraph 5.22, the ExCom decided that the revised policy would 
take effect from September 2004.  The Committee questioned: 
 

- why the ExCom did not implement the revised policy immediately after it had 
made a decision in March 2004; and 

 
- whether the six-month lag between the decision and the implementation of the 

decision indicated a lack of resolve on the part of the ESF to plug the 
loophole in reimbursement of entertainment expenditure. 

 
 
56.  The Acting Secretary and Chief Executive, ESF explained that: 
  

- the previous guidelines on the use of principals’ entertainment allowances had 
been in force since the 1980s.  Under the guidelines, principals were allowed 
to use the funds to entertain their staff.  For example, they might use funds 
for a Chinese New Year lunch for their office staff, or entertain their teaching 
staff at the end of an academic year.  On 8 March 2004, the ExCom decided 
very quickly to change that policy and implement a new one.  Subsequently, 
a number of principals complained bitterly that the ExCom had changed the 
policy in the middle of the financial year and upset their plans for specific 
functions.  After considering their complaint, the ExCom decided that the 
revised policy should be implemented from the beginning of the new financial 
year; and 
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- there was not a lack of resolve on the part of the ExCom.  The concession 
was made because the ExCom understood the feelings of the staff affected by 
the new policy.  Actually, the ExCom was very firmly behind the new policy 
which was now enforced completely across the board.  

 
 
57.  Noting that Audit had identified a number of problems in the school 
administration of the ESF and put up many recommendations, the Committee asked about 
the time frame for the ESF to implement Audit’s recommendations, and whether the ESF 
had a system in place to ensure that the irregularities identified in the Audit Report would 
be rectified. 
  
 
58.  The Chairman, ESF said that: 
 

- the ESF had a system of project tracking.  A list of things to do against dates 
was considered at every ExCom meeting.  Audit’s recommendations would 
be incorporated into the list so as to enable the ExCom to check whether and 
when actions were taken; and 

 
- in the past, the ESF did not have an audit committee.  On 23 November 2004, 

the ExCom approved the establishment of such a committee.  The committee 
would be able to help the ESF monitor its finances and improve the 
cost-effectiveness of its operation. 

 
 
59.  The Committee further asked: 
 

- about the ESF’s internal audit arrangements, including the number of staff 
discharging such function, before the establishment of the audit committee; 

 
- whether the ESF considered that its Headquarters staff had the necessary 

financial expertise to run an organisation with an annual budget $1 billion and 
whether the Foundation Office should be strengthened; and 

 
- whether the ESF would consider other more effective and efficient 

alternatives of managing its finances. 
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60.  The Chairman, ESF responded that: 
 

- at present, Headquarters expenditure accounted for 4.1% of the ESF’s total 
budget.  While the ESF’s total budget was large, the management of the 
finances might not be too complicated as 70% of the budget was spent on 
teachers’ pay, school expenses, etc.  The ESF had a treasurer who was very 
experienced in financial management.  When the new Chief Executive 
assumed office, she would have to consider the reorganisation of the 
Foundation Office; and 

 
- in the past, there had not been a structure in the ESF for carrying out the 

internal audit function.  There was only one internal auditor who reported to 
the Financial Controller directly.  The internal auditor had no supporting 
staff.  The newly appointed audit committee comprised three members with 
sound audit, financial or accounting experience.  It would be responsible for 
examining the annual accounts and monitoring the scope and effectiveness of 
the work of the internal audit service.  It would also consider any audit 
related matters, including issues arising from the Audit Report and the Public 
Accounts Committee’s Report.  The audit committee was expected to 
produce a preliminary report after December 2004. 

 
 
61.  In response to the Committee’s request, the Acting Secretary and Chief 
Executive, ESF, in his letter of 23 December 2004 in Appendix 37, provided an ExCom 
paper which set out the powers and duties of the ESF’s audit committee.  He also advised 
that the audit committee would report to the ExCom. 
 
  
Human resources management 
 
62.  According to paragraphs 7.18 to 7.22 of the Audit Report, the ESF had not set 
any guidelines on the conduct of performance appraisal of school staff.  While most of the 
15 ESF schools conducted regular performance appraisal of their teachers, 10 schools and 
11 schools did not regularly appraise the performance of their principals and non-teaching 
staff respectively.  In six schools, the principals had never been formally appraised.  
There was even one school principal whose performance had never been appraised in the 
past 17 years.  The Committee considered that in any accountable organisation, there 
should be a proper system for appraising the performance of different ranks of staff, 
particularly the supervisory staff.  The Committee queried why there was a lack of such 
system in the ESF and how the ESF ensured the quality of the school principals. 
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63.  The Acting Secretary and Chief Executive, ESF responded that: 
 

- it was true that the ESF had not set up a performance appraisal programme 
across the board.  To rectify the situation, guidelines on the conduct of 
performance appraisal would be established through the relevant committees 
of the Foundation.  The ESF had also included in its development plan for 
the period 2004 to 2007 the setting up of a formal performance appraisal 
system based on the guidelines and the conduct of regular performance 
appraisals of school staff.  The development plan would be processed 
through the relevant committees of the Foundation;  

 
- although there had been a lack of a formal appraisal system, some school 

councils had been vigorous in checking the performance of their school 
principals.  About a year ago, a school council conducted an exhaustive 
review on its principal and then recommended that the ExCom should not 
renew that principal’s contract; and 

 
- a performance appraisal on its own did not tell the full picture.  The ESF had 

put in place the system of school self-evaluation and school review by the 
central education team.  These were other pillars of the system.   

 
 
64.  In response to the Committee’s question, the Chairman, ESF stated that if 
performance appraisals were not conducted in future, the Chief Executive of the ESF should 
be held responsible.  In fact, in the past two years, the ESF had already dismissed those 
school principals whose performance was not satisfactory.  The Beacon Hill School was an 
example.  The school’s performance had improved significantly after the change of the 
school principal. 
 
 
65.  The Committee further enquired about the performance appraisal system in 
respect of public sector schools and whether the ESF would consider adopting that system. 
 
 
66.  The Permanent Secretary for Education and Manpower said that since the 
promotion of school-based management in 2000, the EMB had required all its schools to 
put in place a performance appraisal system for staff.  The school principal’s performance 
was appraised by the school supervisor.  Some school principals had even taken the 
initiative to conduct 360-degree appraisal on themselves so that their staff could also assess 
their performance. 
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67.  The Chairman, ESF said that it would not be difficult to devise and implement a 
performance appraisal system.  What mattered was the co-operation of the staff.  In the 
past, staff had strong objection to adopting an appraisal system.  However, perhaps due to 
the change in culture, they had now accepted that all staff members should have their 
performance assessed.     
 
 
68.  Conclusions and recommendations  The Committee: 
 

- acknowledges that the objective of the audit review is to examine the 
administration of English Schools Foundation (ESF) schools, and the 
Committee has therefore focused on matters pertaining to that objective rather 
than the quality of education provided by ESF schools; 

 
Overall audit observations 

 
- expresses serious dismay that: 
 

(a) there were chaos and negligence in the administration of some ESF 
schools; and 

 
(b) the school administration guidelines provided by the ESF were 

fundamentally inadequate and that some schools had not taken more 
initiative to ensure propriety and to achieve value for money in their 
operation; 

 
- acknowledges that: 

 
(a) the ESF is revising the Schools’ Circulars/Administrative Memoranda to 

help schools deal with various administrative matters; 
 
(b) the ESF will provide adequate support to schools in implementing its 

guidelines through more systematically programmed seminars and 
school visits; and 

 
(c) the newly created audit committee of the ESF will oversee the 

programme of internal audits; 
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Corporate governance of schools 
 

- expresses serious concern that: 
 

(a) with the exception of one school, the composition of school councils did 
not include alumni; 

 
(b) most ESF school councils had not specifically set out their delegated 

decision-making powers; and 
 
(c) some school councils did not participate in major school activities as 

recommended by the ESF, e.g. councils of most schools did not 
participate in formulating staff development policies and plans 
(11 councils) and in setting targets and priorities for curriculum 
development (8 councils); 

 
- expresses dismay that: 

 
(a) the council of one school did not hold any meetings during a period of 

23 months when the post of Chairman of the school council was vacant; 
and 

 
(b) most schools did not require council members to declare their personal 

interests which might conflict with their roles; 
 

- acknowledges that: 
 

(a) more alumni may be invited to join school councils once alumni lists are 
complete;  

 
(b) each school council will itemise delegated decision-making powers, and 

a bi-annual agenda item will be initiated by ESF representative to review 
the delegated powers of the school council; 

 
(c) the ESF will rewrite the roles of school council members so as to 

encourage them to participate actively in significant school activities; 
 
(d) sub-committees will be set up to help school councils fulfil their roles 

and responsibilities more effectively;  
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(e) the ESF has issued letters to school councils reminding them of the 
minimum requirement of meetings and encouraging them to meet six 
times a year; and  

 
(f) school council members will be required to declare their personal 

interests which may conflict with their roles, and declaration registers 
have been prepared to record the interests of the members;  

 
Strategic planning, budgeting and cash management 

 
- expresses concern that: 

 
(a) some schools had not consulted their councils, non-teaching staff, 

parents of students, students and the ESF in the development of their 
school plans; 

 
(b) some schools produced development plans covering only one to two 

years, and that different schools had different planning cycles, which 
were also inconsistent with the ESF’s cycle; 

 
(c) some schools produced less comprehensive development plans focusing 

only on certain areas of school activities; 
 

(d) some schools had not carried out any evaluation of their programmes in 
accordance with their development plans;  

 
(e) some schools had not regularly sought the views from some stakeholders 

regarding their needs and expectations;  
 
(f) many schools had not developed formal procedures for budgetary 

planning and control; 
 
(g) most schools did not provide a clear linkage of their budgets to their 

development plans; 
 

(h) some schools did not have a bidding system to assess the funding needs 
of their departments; 

 
(i) many schools did not submit their budgets to their councils for approval, 

nor regularly inform their councils of the use of school funds against the 
approved budgets; 
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(j) some school councils had not been involved in monitoring the use of 
funds against the school financial plans or budgets in the past three 
school years; 

 
(k) some schools did not have effective control measures to ensure that 

budget holders managed their budgets effectively; 
 
(l) some schools did not have any specific plans for using their surplus 

funds; and 
 
(m) most schools did not have the practice of preparing cash-flow projection 

to help them manage their cash more effectively; 
 

- acknowledges that: 
 

(a) a working group will produce guidance on school development planning 
to assist schools in the planning process; 

 
(b) the ESF will require its schools to produce a longer-term development 

plan which will be in alignment with the ESF education development 
plan; 

 
(c) the ESF will issue good practice guides to its schools to help them 

ensure that all significant aspects of school activities are included in their 
development plans; 

 
(d) procedures for performing school reviews have been written to ensure 

that schools conduct evaluations of their programmes against their 
current development plans.  In November 2004, the ESF and the 
Education and Manpower Bureau agreed on a mutual exchange of 
evaluators on school inspections; 

 
(e) a revised self-evaluation strategy will be drafted to ensure that schools 

seek stakeholders’ views regarding their needs and expectations, and that 
schools will incorporate stakeholders’ views into their school 
development plans; 

 
(f) the ESF will issue guidelines to assist schools in budgetary planning and 

control, and that all school councils will need a finance sub-committee to 
deal with budgetary matters; 
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(g) the ESF will require all schools to cost their development plans and use 
the cost projections in compiling annual budgets; 

 
(h) the role of principals in school budgeting will be included in the revised 

guidance for school councils; 
 
(i) from September 2005, all schools will start to report regularly their 

financial performance to their councils; 
 

(j) the ESF will revise the guidance to school councils on the approval of 
school budgets and ensure consistent implementation at schools; 

 
(k) monitoring the use of school funds against the approved budgets will be 

a regular agenda item in school council meetings; 
 
(l) the ESF will remind schools of the best practice for recording and 

monitoring the expenses incurred by budget holders; 
 
(m) the ESF will discuss with schools the strategic use of their reserves, and 

that schools will also have to report to school councils their need for 
retaining surplus funds; 

 
(n)  the ESF has entered into an alternative arrangement with its bankers to 

offset credit balances on its accounts with any debit balances on other 
accounts;  

 
(o) training on cash-flow projections will be provided to school councils and 

administrative staff, where necessary; and 
 
(p) the ESF will revise the guidance to school councils to provide for the 

setting up of finance sub-committees in schools to help monitor the use 
of school funds and the cash-flow position; 

 
- urges the ESF to require its schools: 

 
(a) which do not have a bidding system for assessing the funding needs of 

their departments to adopt such a system for budget allocation purpose; 
and 

 
(b) to establish formal policies and control procedures on virements of funds 

between budgets; 
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Financial and administrative matters, procurement and energy management 
 

- expresses serious dismay that: 
 

(a) the ESF did not regularly revise its school circulars and administrative 
memoranda to ensure that they are up-to-date, and some of them had not 
been revised since the 1980s and 1990s; 

 
(b) some ESF schools had not set up their own internal control procedures to 

suit their particular circumstances; 
 
(c) the guidelines on internal control principles/procedures provided by the 

ESF to schools were inadequate, and that the internal control procedures 
of some schools were generally crude; 

 
(d) some schools had spent too generously on staff functions; 
 
(e) the ESF had not set any guidelines on the provision of staff welfare and 

benefits by schools, and that the provision was made solely at schools’ 
discretion; 

 
(f) the propriety in managing travelling expenditure for official duties by 

school staff could have been improved; 
 

(g) some schools did not record and check their assets properly, thus 
rendering their asset registers not reliable as a tool for asset 
management; 

 
(h) the ESF had not drawn up a set of clear and comprehensive procurement 

guidelines to facilitate schools in procuring goods and services at best 
prices; 

 
(i) schools generally did not properly document the quotations obtained for 

the procurement of goods and services; 
 

(j) schools had not, as far as possible, coordinated their purchase orders for 
similar goods and services and had not taken advantage of bulk-purchase 
discounts to achieve savings; and 

 
(k) many schools had not conducted cost-benefit analysis of leasing versus 

outright purchase of school equipment; 
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- expresses dismay that: 
 
(a) instead of charging the expenditure on staff functions to a single account 

to facilitate monitoring and control, the six schools visited by the Audit 
Commission (Audit) had charged the expenditure to different accounts; 

 
(b) schools had incurred expenses for those goods and services which were 

desirable but not essential; 
 
(c) some schools had not selected the most economical tariff available for 

their electricity accounts; and 
 

(d) some schools had not implemented energy saving measures; 
 

- acknowledges that: 
 

(a) an audit committee was established in late November 2004 and it will 
report to the ESF Executive Committee; 

 
(b) the ESF internal auditor is updating the school circulars and 

administrative memoranda; 
 
(c) the ESF will place all updated and new circulars and memoranda on its 

website as soon as they are approved; 
 
(d) the ESF internal auditor has already started to update internal control 

procedures for schools; 
 
(e) the ESF plans to consider systematic auditing of internal control and to 

review the use of time in auditing; 
 

(f) the ESF will revise the structure of accounts of its schools so that all 
entertainment expenditure is charged to one single account; 

 
(g) the ESF will consider the appropriateness of setting aside an annual sum 

to be spent by its schools on staff functions; 
 
(h) the ESF will formulate a policy on the provision of staff welfare and 

benefits by its schools; 
 
(i) a policy on the reimbursement of travelling expenditure is being 

implemented; 
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(j) the ESF will review the spending patterns of schools; 
 
(k) the ESF has issued revised procedure on asset recording and checking;  
 
(l) the ESF has issued procurement guidelines for schools;  
 
(m) the requirement for schools to properly document the quotations for the 

procurement of goods and services has been made mandatory;  
 

(n) the practice of central purchasing is being implemented for purchase of 
high-value items such as information and communication technology 
equipment; 

 
(o) the ESF will consider setting up a mechanism in the long run to 

coordinate the purchase of other goods and services of high volume 
and/or high value; 

 
(p) the ESF will urge individual schools to always plan and coordinate the 

purchasing requirements; 
 

(q) the ESF will give more guidance on documenting the practice of 
conducting cost-benefit analysis of leasing versus outright purchase of 
school equipment; 

 
(r) the ESF will require its schools to select the most economical tariff 

available for their electricity accounts; and 
 
(s) the ESF will disseminate the practices of energy saving measures 

implemented by some of its schools to other schools; 
 

Human resources management, other income and support 
 

- expresses alarm and finds it unacceptable that: 
 

(a) some schools did not properly record, in an assessment form, the 
interviewer’s assessment of an applicant showing his relative merits 
together with the reasons for recommending or not recommending him 
for appointment; 

 
(b) most schools did not seek the approval of their school councils to 

endorse the most suitable applicant for appointment to school posts; 
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(c) the ESF had not set any guidelines on the conduct of performance 
appraisal of school staff.  As a result, some schools did not have a 
proper arrangement for conducting regular performance appraisal of 
their staff; 

 
(d) salary increments were granted to ESF staff automatically, taking no 

account of work performance; 
 

(e) some candidates on the ESF supply teacher list had not been registered 
with the Education and Manpower Bureau as registered teachers; and 

 
(f) some unregistered teachers had worked as supply teachers in some ESF 

schools; 
 

- acknowledges that: 
 

(a) the ESF has issued a school circular to require its schools to document in 
an assessment form the assessment of an applicant for school posts;  

 
(b) the ESF recognises the need for school councils’ involvement in 

decisions on staff appointments and will establish appointment 
sub-groups in school councils for ratifying the appointments;  

 
(c) the guidelines on the conduct of performance appraisal will be 

established through the relevant committees of the Foundation; 
 

(d) the setting up of a formal performance appraisal system based on the 
guidelines and the conduct of regular performance appraisals of school 
staff are stated initiatives in the ESF’s Development Plan 2004-07 which 
will be processed through the relevant committees of the Foundation;  

 
(e) the ESF agrees in principle that a mechanism for awarding salary 

increments to its staff should be devised;  
 
(f) the establishment and utilisation of supply teacher lists is now being 

reviewed;  
 

(g) the ESF has insisted that the policy on the employment of only qualified 
teachers is strictly enforced, and will give serious consideration to 
establishing a centrally administered supply teacher list; and 
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(h) the ESF will implement the audit recommendations stated in paragraphs 
8.8, 8.15 and 8.21 of the Director of Audit’s Report;  

 
- urges the ESF to devise a mechanism for awarding salary increments to its 

staff; and 
 

Follow-up action 
 
- wishes to be kept informed of any further development and progress made in 

implementing the various recommendations made by Audit and other 
improvement measures. 



 
 

Chapter 5 
 

Grant of land at Discovery Bay and Yi Long Wan  
 
 
 

- 154 - 

 The Audit Commission (Audit) carried out a review of the holiday resort and 
residential developments at Discovery Bay (DB) and Yi Long Wan of Lantau Island.  The 
review focused on the following aspects:  
 

- change in concept of the DB development; 
 
- provision of facilities in the DB development; 
 
- changes in Master Layout Plans (MLPs) and premium implications of the DB 

development; and 
 
- site boundaries of the DB and Yi Long Wan developments. 
 
 

2.  The Committee held four public hearings on 8, 13 and 16 December 2004 and  
12 January 2005 to receive evidence on the findings and observations of the Director of 
Audit’s Report (the Audit Report).  Representatives of the Administration attended all the 
four hearings.  At the invitation of the Committee, Sir David Akers-Jones, former Chief 
Secretary (CS), attended the hearing on 12 January 2005.    
 
 
Evidence obtained at the public hearings on 8, 13 and 16 December 2004  
 
Change in concept of the Discovery Bay development 
 
3.  According to paragraphs 2.5 to 2.7 of the Audit Report, in December 1973, the 
Executive Council (ExCo) was informed that the basic concept of the DB development was 
to create a self-contained recreation and leisure community with a wide variety of 
recreational facilities.  On 6 July 1976, the ExCo was informed that the user condition 
restricted the use of the land to the purposes of a holiday resort with limited residential and 
commercial purposes.  Having considered the lease conditions, the ExCo advised and the 
then Governor ordered that the land at DB should be granted to a developer (Developer A) 
for a holiday resort and residential/commercial development at a premium of $61.5 million.   
 
 
4.  The Committee also noted from paragraph 2.3 of the Audit Report that the 
original concept of the DB development envisaged local families coming on day trips or 
purchasing holiday homes, and international tourists staying at budget or luxury class hotels, 
making use of the non-membership (i.e. public) and membership golf courses, tennis courts, 
swimming pools and other facilities.  However, as it transpired, no public golf course or 
hotel was built in the DB.   
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5.  It appeared to the Committee that there had been a fundamental change in the 
concept of the DB development.  The Committee questioned whether the change was 
against the ExCo’s decision of 6 July 1976 and went against public interest as some 
facilities that were supposed to be made available to the public were eventually not 
provided.  
 
 
6.  Mr Michael SUEN Ming-yeung, Secretary for Housing, Planning and Lands, 
responded that: 
 

- the overall concept of the DB development came into place in 1973.  At that 
time, Lantau Island was a barren piece of land and going there was a difficult 
trip.  The development concept of the DB site was more like a dream which 
the developer would like to realise.  As the development was a huge 
investment project, the developer should be given some flexibility in the 
implementation process to take account of commercial considerations and 
other relevant factors, like the demands of the public, and be allowed to 
amend the development concept accordingly; 

   
- as he was not responsible for the project, he could only rely on the documents 

available to understand the situation at that time.  He understood that the 
developer considered that the original facilities were no longer timely and 
proposed other replacement facilities, such as a promenade and a beach.  The 
change was approved by the then Secretary for the New Territories (SNT); 
and  

 
- according to the lease conditions of the DB site, the whole site should be 

developed in conformity and in accordance with the MLP to be approved by 
the SNT.  Hence, the SNT was empowered to approve changes to the 
facilities.  

 
 
7.  In response to the Committee’s request, the Secretary for Housing, Planning 
and Lands provided, in his letter of 11 December 2004 in Appendix 38, the relevant 
extracts from the lease conditions of the DB site which authorised the SNT to approve 
subsequent changes to the development.  He also said that under General Conditions   
Nos. 1 and 2, and Special Conditions Nos. 6, 7 and 19, the authority to approve the 
construction and demolition of buildings on the lot and to approve the MLP rested with the 
SNT.   
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8.  The Committee asked the Secretary for Housing, Planning and Lands whether he 
would report back to the ExCo, if he were the SNT at that time authorised by the ExCo to 
implement its decisions and if he were to make decisions that did not comply with the 
ExCo’s authorisation. 
 
 
9.  The Secretary for Housing, Planning and Lands replied in the affirmative.  
He said that, regarding the public golf course, as replacement recreational facilities had 
been proposed by the developer, the SNT was empowered to approve its deletion.  
However, he had doubts about not reporting to the ExCo on the deletion of the hotels, as 
this was a fundamental change. 
 
 
10.  In view of the Secretary for Housing, Planning and Lands’ reply, the Committee 
asked whether, in his opinion, the SNT had hidden facts from the ExCo and, if so, the kind 
of rules that the SNT had violated. 
 
 
11.  The Secretary for Housing, Planning and Lands said that: 
 

- his understanding of the situation was based on the available documents and 
minutes of meetings.  While he considered that it was inappropriate that the 
changes in the DB development had not been brought back to the ExCo, he 
might come to another conclusion if he knew the actual situation and all the 
relevant information at that time.  Thus, it would not be fair for him to 
criticise the SNT; and 

 
- as mentioned in the Audit Report, the officers concerned had held meetings 

and discussed the matter thoroughly before deciding not to report to the ExCo.  
They considered that the changes were still within the scope of the original 
ExCo approval.      

 
 
12.  The Committee understood from paragraph 2.6 of the Audit Report that the 
ExCo’s permission in December 1973 for the DB development to proceed was given 
subject to satisfactory safeguards being included in the lease to ensure that the development 
would take place in accordance with Developer A’s undertakings.  Paragraph 2.8 further 
stated that on 10 September 1976, the SNT executed the lease for the DB development.  
However, the lease conditions did not specify the maximum and minimum gross floor area 
(GFA), and the gross site area of the facilities (such as the resort accommodation) to be 
provided by Developer A.  In addition, the lease conditions did not restrict the owners to 
using their flats as holiday homes only. 
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13.  As the ExCo decided in July 1976 that the land at DB should be granted for the 
purpose of a holiday resort, but the lease conditions drawn up in September 1976 did not 
include such a restriction, the Committee asked: 
 

- whether the Administration agreed that the lease conditions went against the 
ExCo’s decision and, if so, why this had happened; and 

 
- who drew up the lease conditions.  

 
 
14.  The Secretary for Housing, Planning and Lands said that, as described in 
paragraph 2.8 of the Audit Report, the ExCo was aware that the lease conditions did not 
restrict the owners to using their flats as holiday homes only.  He did not know why it had 
happened. 
 
 
15.   In his letter of 8 January 2005 in Appendix 39, the Acting Director of Lands 
stated that the Lands Department (Lands D) had no record of how the lease conditions were 
drawn up or by whom. 
 
 
16.  As the development concept of the DB in 1976, as reflected in the lease 
conditions, already deviated from the concept plan approved by the ExCo in 1973, the 
Committee wondered whether the land grant executed by the SNT on 10 September 1976 
was legal.  
 
 
17.  In his letter of 11 December 2004, the Secretary for Housing, Planning and 
Lands clarified that: 
 

- the ExCo Memorandum in December 1973 intended to seek 
approval-in-principle for the DB development project to proceed.  In 
crystallising the concept into a concrete proposal, the whole package was 
submitted to the ExCo in July 1976, with a copy of the “Particulars and 
Conditions of Exchange” attached as an annex to the ExCo Memorandum.  
This annex, except for some very minor details on the lots to be surrendered 
and the dates in the original blanks to be subsequently inserted, was basically 
the same as the eventual “Particulars and Conditions of Exchange” signed 
between the SNT and the developer on 10 September 1976; and 
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- the ExCo noted the deviation from the 1973 concept, the safeguards in 
response to the requirement of the ExCo in 1973, and most importantly the 
terms and conditions of the Conditions of Exchange.  In brief, the ExCo took 
the decision in July 1976 on an informed basis.  Therefore, the land grant 
was made by the SNT in September 1976 with full authority conferred by the 
ExCo. 

 
 
18.  According to paragraph 2.24 of the Audit Report, the Secretary for Housing, 
Planning and Lands had said that when the ExCo approved the DB Outline Zoning Plan 
(OZP) on 11 March 2003, it was aware of the planning intention for DB and he did not 
consider it necessary to seek the ExCo’s endorsement of the development concept of DB.   
 
 
19.  As there had been significant changes to the development concept of DB in the 
past 30 years and such changes were effected by amendments to a number of MLPs rather 
than through a proper procedure, the Committee queried why the Secretary for Housing, 
Planning and Lands considered that it was not necessary to seek the ExCo’s specific 
endorsement of the change in the concept of the DB development. 
 
 
20.  The Secretary for Housing, Planning and Lands explained that: 
 

- during the 30 years from 1973 to 2003, a lot of developments had taken place 
at DB and such developments were witnessed by the public.  Everyone knew 
what its community was like nowadays.  There was no question of the 
development concept not being clear.  On the other hand, there had not been 
any OZP for the DB area in the past 30 years.  Therefore, in 2003, the 
Administration sought the ExCo’s approval for an OZP for the DB area which 
specified the zones that should be used for residential, open space or other 
purposes; 

 
- he shared the concern that there was a risk of abuse of power when land use 

control was achieved by the MLPs and one or two officers could make 
decisions without being monitored.  But the situation had changed 
significantly since then.  There was now an OZP for DB.  The level of 
control imposed by an OZP was much more stringent than that by an MLP.  
The OZP contained all the details as to what was allowed or not allowed.  If 
necessary, notes could be added to an OZP to the effect that certain extra 
procedures would have to be gone through if changes were to be made;   
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- if the land use specified in an OZP was to be changed, an application had to 
be made to the Town Planning Board (TPB) according to the Town Planning 
Ordinance.  The TPB had to gazette the application and the public could 
lodge an objection in accordance with the Ordinance.  If objections were 
received, the TPB had to hold hearings and go through other statutory 
procedures.  Ultimately, approval had to be sought from the Chief 
Executive-in-Council.  In other words, the whole process was open and 
statutory and the public were allowed to play a part in it; and 

 
- the current procedure ensured that government officers could not circumvent 

the proper procedure or make decisions without seeking prior approval from 
the relevant authorities.  As the purpose of going back to the ExCo had been 
served, there was no need to report to the ExCo again. 

 
 
21.  The Committee referred to paragraph 2.19 of the Audit Report in which the then 
Deputy Secretary for Lands and Works had said that “as flat owners were free to use their 
flats either as first or holiday homes, the original resort concept could not be enforced”.  
The then Principal Assistant Financial Secretary (PAFS) had said that as the change had 
been taking place, there was no point in formally approving the change in concept.  The 
Committee asked the Secretary for Housing, Planning and Lands whether, in his opinion, 
the PAFS was wrong in concluding that there was no need to seek approval from the ExCo 
regarding the change in concept because the change had been taking place. 
 
 
22.  The Secretary for Housing, Planning and Lands responded that: 
 

- he personally was not clear about the original resort concept.  If the original 
concept envisaged local people buying condominium units and staying there 
only during the weekend but not on the weekdays, he could not understand.  
When people bought a condominium unit, they would just move in and it 
became a residential unit.  This was in fact what had happened.  The 
households in DB all lived there.  From this angle, he accepted and 
considered it not unreasonable to say that the original resort concept could not 
be enforced;  

 
- while he accepted the rationale behind that statement, he did not accept the 

conclusion reached by the officers.  As described in paragraph 2.20(b) and (c) 
of the Audit Report, the then Development Progress Committee (DPC) agreed 
that the requirement to build one or more hotels could be made optional rather 
than obligatory, and the proposal to change the overall concept of the 
development would not require formal approval.  He did not accept that 
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hotels could be changed to residential units.  The officers should have 
brought the case back to the ExCo; and 

 
- he also considered that there were problems with the then CS’s view that 

“there was no need to go to ExCo or the Land Development Policy 
Committee as the …… development followed on from the development so far 
approved and did not represent a major change in principle” (as mentioned in 
paragraph 2.21 of the Audit Report).  There had indeed been a major change 
in the development concept. 

 
 
23.  As the Secretary for Housing, Planning and Lands also considered that there were 
problems with the decision of not reporting to the ExCo, the Committee questioned why he 
did not rectify the mistakes but allowed their perpetuation.  It appeared to the Committee 
that by seeking the ExCo’s endorsement of the OZP for DB, the Administration had tried to 
impose control on something wrong instead of putting it right. 
 
 
24.  The Secretary for Housing, Planning and Lands responded that: 
 

- the Administration had already rectified the situation.  The MLP, which was 
a loose form of control, had been upgraded to statutory control under the 
Town Planning Ordinance; and 

 
- DB was already a community.  It had existed for a long time and people 

were living there.  It was impossible to start from scratch again.  It was 
most important to understand what the problem actually was and solve it.  
The Administration had reported the development concept of DB to the ExCo.  
The ExCo knew the situation and approved the OZP.   

 
 
25.  The Committee further asked whether the Administration, in seeking the ExCo’s 
approval of the OZP, had informed the ExCo of the history of the DB development and all 
the changes and omissions that had occurred since 1973, or whether it had only informed 
the ExCo of the latest situation of DB. 
 
 
26.  The Secretary for Housing, Planning and Lands replied that the subject of the 
paper to the ExCo was the OZP, not the DB development.  It did not contain the same 
amount of details as the Audit Report.  The Administration’s intention was to inform the 
ExCo of DB’s latest development.  Given the Committee’s view, he would consider 
making a separate report to the ExCo on the matter if necessary.  
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27.  Subsequently, the Secretary for Housing Planning and Lands informed the 
Committee that after consideration, in order to put the matter beyond doubt, he decided that 
he would go back to the ExCo to seek its endorsement of the development concept of DB.  
 
 
28.  According to paragraphs 2.11 and 2.14 of the Audit Report, MLP 4.0, which 
changed the character of the development from a holiday resort to a garden estate, was 
approved by the SNT.  As mentioned in paragraph 2.21, it was the CS who decided that 
there was no need to seek the ExCo’s approval.  Noting that the Secretary for Housing, 
Planning and Lands had mentioned the risk of abuse of power, the Committee asked 
whether the decisions as described in these two paragraphs were cases of abuse of power, 
given that the SNT and the CS were the same person, Sir David Akers-Jones. 
 
 
29.  The Secretary for Housing, Planning and Lands responded that when he 
mentioned the risk of abuse of power, he was referring to the possibility of such a loophole 
in the system.  He did not mean that any officer had abused his power.  Abuse of power 
was a very serious accusation and it had a high legal threshold.  With the information he 
had in hand, he could not make a judgement that someone had abused his power. 
 
 
30.  As requested by the Committee, the Acting Director of Lands, in his letter of  
8 January 2005 in Appendix 39, provided the minutes/notes of the meetings held on     
18 October 1977 and 19 October 1977 relating to the consideration of MLP 4.0 by the 
Administration.  The Secretary for Housing, Planning and Lands, in his letter of 
10 January 2005 in Appendix 40, provided the minutes of the DPC meetings held on     
10 October 1985 and 14 November 1985 concerning the Administration’s decision at that 
time that there was no need to report to the ExCo regarding the change in the concept of the 
DB development. 
 
 
31.  To ascertain whether it was common in the past for the Government to accept 
changes in the development concept of a project, the Committee asked: 
 

- whether, in the 1970s and 1980s, there was any project which, similar to the 
DB development, had undergone a change in development concept from a 
holiday resort with recreational and leisure facilities to a first-home 
community; and 

 
- whether there was any project the development concept of which was not 

allowed to be changed. 
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32.  The Secretary for Housing, Planning and Lands, in his letter of 10 January 
2005, advised that there was no other project for recreational and leisure facilities similar to 
that of the DB granted in 1970s and 1980s.  Therefore, the question of whether changes in 
development concept of such development had been approved or rejected did not arise. 
 
 
33.  The Committee noted from paragraph 2.14(a) of the Audit Report that one of the 
reasons for the SNT to approve MLP 4.0 was that “the basic concept of building a resort 
was continued”.  The Committee asked whether, in the Lands D’s opinion, the changes 
proposed in MLP 4.0 were changes to the basic concept of the DB development. 
 
 
34.  In his letter of 8 January 2005 in Appendix 39, the Acting Director of Lands 
stated that the resort concept was still a substantial element in MLP 4.0, but the introduction 
of “garden houses” appeared to have introduced the likelihood of permanent residence in a 
significant amount of the GFA.  Although this did not conflict with the conditions of grant, 
there was a change. 
 
 
35.   According to paragraph 2.26 of the Audit Report, the Director of Lands agreed 
with Audit’s recommendation that he should, for a land grant for a development involving a 
particular concept, incorporate effective provisions into the lease conditions or other 
contract documents so that the provisions would be enforceable for implementing the 
concept.  The Committee asked how the Lands D would implement the recommendation. 
 
 
36.  Mr Patrick LAU Lai-chiu, Director of Lands explained that when there were 
special development projects, the Lands D issued project agreements which stated the 
development concepts and how they could be realised.  The project agreements and the 
lease conditions were back to back. 
  
 
Provision of facilities in the Discovery Bay development 
 
37.  According to the lease conditions of the DB site, the grantee should erect, 
maintain and keep in use on the site a leisure resort and certain “minimum associated 
facilities”, which should include a public golf course and a cable car system.  However, 
Developer A subsequently applied for the deletion of the public golf course and the cable 
car system.  In February 1982, the then Secretary for City and New Territories 
Administration (SCNTA) approved MLP 5.0, by which the public golf course was deleted.  
In February 1985, the Director of Lands approved the deletion of the cable car system upon 
the approval of MLP 5.1.   
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38.  Against this background, the Committee queried why: 
 

- as the public golf course and the cable car system were approved by the ExCo 
and specified in the lease conditions, the SCNTA alone could decide that the 
facilities could be deleted; and 

 
- the Lands D at that time had not acted in accordance with the lease conditions 

but approved the deletion of the facilities.  
 
 
39.  The Committee also referred to paragraph 3.6 of the Audit Report in which the 
then Principal Government Land Agent (PGLA) said that because of the importance 
attached to the golf course proposal, the public golf course requirement was more 
particularly referred to in a special lease condition.  The Committee questioned why, as 
mentioned in paragraph 3.9, the City and New Territories Administration (CNTA) had not 
carried out a research on the demand for golf facilities before it approved the deletion of the 
public golf course which was a special facility in the entire development.  
 
 
40.  The Secretary for Housing, Planning and Lands responded that: 
 

- as described in paragraph 3.8 of the Audit Report, there had actually been 
discussions within the Government regarding whether a modification of the 
lease conditions was required to reflect the deletion of the public golf course. 
The then Recreation and Culture Department (R&CD), which was responsible 
for the policy on recreational facilities, had been consulted and it welcomed 
the proposal that other recreational facilities would be provided in place of the 
public golf course.  On the other hand, the Highways Department 
representative objected to the deletion.  Paragraph 3.10 further mentioned 
the view of the Registrar General’s Department that there was no need to 
modify the lease conditions; and 

 
- all these reflected that discussions had been held among the relevant 

departments and the responsible officers had gone through certain procedures.  
The decisions were not made by one single person.  However, he did not 
have any information to show why such decisions were made or the basis for 
the decisions. 
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41.  The Director of Lands responded that: 
 

- a lease usually contained many terms and provisions which were not laid 
down by the Lands D alone.  Nowadays, when the Lands D received a 
request for lease modification, it would look at the terms that needed to be 
modified and consult the relevant policy bureau or department.  If necessary, 
it would convene an inter-departmental meeting to consider the request.  In 
other words, the decision would not be made by a single department.  
However, there had to be a department to formally approve the lease and the 
Director of Lands was responsible for formally signing the lease;  

 
- the same mechanism should be applicable at that time.  That was why the 

then Lands D did consult the R&CD.  The R&CD welcomed the proposal.  
The Lands D had not overruled the recommendation of the R&CD because 
the latter was the expert department on whether a public golf course was 
required.  He believed that the then Director of Lands had made the decision 
at the time, on behalf of the Government, upon the advice of the R&CD.  It 
was not that the Lands D had made a decision unilaterally to delete those 
items; and 

 
- as the R&CD had stated that it welcomed the proposal, a research on the 

demand for golf facilities were not necessary.  As a matter of fact, the 
decision to delete the public golf course was made in February 1982.  The 
suggestion of a research was put up after the decision had been made.  

 
 
42.  According to paragraphs 3.7 and 3.8 of the Audit Report, inter-departmental 
discussions were held in mid-1982 after the SCNTA had approved MLP 5.0 which removed 
the requirement for the provision of the public golf course.  The Committee asked whether 
there were records showing that there had been inter-departmental discussions on the matter 
before MLP 5.0 was approved. 
 
 
43.  In his letter of 8 January 2005, in Appendix 39, the Acting Director of Lands 
stated that there were no records of any inter-departmental discussions on the deletion of the 
public golf course prior to the approval of MLP 5.0 in February 1982.  There were also no 
documents showing why the then Commissioner for Recreation and Culture welcomed the 
proposal that other recreational facilities would be provided in place of the public golf 
course.  
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44.  Given that the public golf course was specified in a special lease condition, the 
Committee enquired whether the Administration agreed that the lease conditions should 
have been modified before deleting the requirement to provide the golf course. 
 
 
45.  The Director of Lands stated that: 
 

- according to the memorandum issued by the then Registrar General    
(Land Officer) to the then Government Land Agent (Disposal) on 3 March 
1983 (in Appendix 41), it was the former’s view that there was no need to 
modify the lease conditions; and 

 
- the arrangement for control of land use at that time was very different from 

that of today.  When the land at DB was granted, it was stated clearly in the 
lease conditions that the scale of development of DB and other restrictions 
were to be controlled by the MLPs in addition to the lease conditions.  In 
other words, the MLPs and the lease conditions of the DB site had equal 
standing and effect.  Hence, the MLPs could be amended without modifying 
the lease conditions.  However, this might not be the arrangement nowadays. 

 
 
46.  As the public golf course was proposed by the developer and later removed upon 
the developer’s application, the Committee questioned why the Government seemed to have 
allowed the developer to have his way every time. 
  
 
47.  The Committee further referred to paragraph 3.16 of the Audit Report which 
mentioned that the provision of the cable car system was mandatory under the lease.  
However, in September 1982, Developer A said that the popularity, safety factor and the 
financial viability for this system were open to question.  The system was no longer 
necessary as all the major roads in DB had been built.  In January 1983, the Government 
agreed to the deletion of the system.  The Committee noted that cable car was not a new 
invention.  The tram system had been in use in the urban area for a long time.  Back in 
the 1980s, there was already a cable car system in the Ocean Park.  The Committee asked 
why the Government had accepted the reasons put forward by the developer.   
 
 
48.  The Committee was also aware that there had been recent media reports which 
related the whole issue to political decisions.  It was reported that the colonial government 
had accepted changes to the MLPs out of the fear that, if the DB project failed, it could be 
taken over by a bank tied to the former Soviet Union.  The Committee asked whether the 
Administration had any information pointing to a political transaction. 
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49.  The Secretary for Housing, Planning and Lands and the Director of Lands 
stated that: 
 

- the project was massive and the development period was very long.  Initially, 
the developer came up with a concept.  However, during the implementation, 
a lot of changes took place in society and things kept evolving.  Thus, the 
Government had to accept some changes.  Actually, the SNT, and later the 
SCNTA, was empowered by Special Condition 6(b) of the lease conditions to 
approve amendments to the MLPs;  

 
- the developer allowed non-members to play in the existing private golf course 

in DB on Mondays, Tuesdays and Fridays by prior arrangement.  Perhaps the 
responsible officers decided to remove the requirement for the provision of 
the public golf course because of the lower demand for such facility at that 
time.  While a lot of people were interested in playing golf nowadays, people 
might not be as enthusiastic back in the 1980s;  

 
- regarding the cable car system, it seemed that the Government accepted the 

views of the developer at that time.  But the reason behind the decision was 
not known; and 

 
- the file records that they had gone through did not contain any information 

concerning political consideration. 
 
 
50.    The Committee noted that while the public golf course and the cable car system 
had been deleted in the MLPs, they were still provided in the lease conditions for the DB 
site.  It asked whether the Administration might now amend the MLP again to include 
these facilities in the MLP.   
 
 
51.  The Director of Lands said that the MLPs and the lease conditions of the DB 
site had the same status and were equally binding.  When a certain item was deleted in the 
MLP, the item could be regarded as having been deleted from the lease.  In his letter of   
8 January 2005, in Appendix 39, the Acting Director of Lands added that the 
Administration could not unilaterally amend the MLP. 
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Changes in Master Layout Plans and premium implications 
 
52.  According to paragraphs 4.2 to 4.7 of the Audit Report, in 1979, Developer A 
agreed to replace the public golf course by some active public recreational facilities in the 
same area or elsewhere within the DB site.  However, as far as could be ascertained from 
the Lands D’s records, Audit could not find a list of the specific replacement public 
recreational facilities, showing the site area and locations, which Developer A should 
provide.  There was also no verification of the specific as-built facilities with those agreed 
with Developer A to ensure that they had in fact been built.  The Committee asked why the 
Administration had not been serious in dealing with the matter.  
 
 
53.  The Secretary for Housing, Planning and Lands responded that the incidents 
were not acceptable and should not have happened.  No matter whether it was land matters 
or other government activities, there was always a need to record the things to be done 
clearly because the Administration had to make sure that the relevant objectives were met at 
the end of the day.  
 
 
54.  According to paragraphs 4.17 and 4.21 of the Audit Report, the Lands D had only 
charged premium for the changes made in MLPs 5.6, 5.7 and 6.0E1.  It had not charged 
premium for the changes made in the MLPs after the land grant and prior to 7 June 1994 
(i.e. MLPs 3.5, 4.0, 5.0, 5.1, 5.2, 5.3, 5.4 and 5.5).  The Government might have suffered 
loss in revenue.  In addition, the Lands D had not documented the reasons for not 
assessing and/or charging premium for those MLP changes.  The Committee asked 
whether the Administration considered this acceptable.  
 
 
55.  The Director of Lands responded that, having constructed the situation at that 
time according to the file records, he had the following understanding: 
 

- a Land Policy meeting was held on 25 May 1987 to consider, inter alia, the 
Land Policy Meeting Paper LPM 3/87 (the paper and minutes of the meeting 
are in Appendices 42 and 43 respectively).  The paper stated that MLP 3.5 
permitted a total of 592,716 m2 of GFA to be used for residential, commercial 
and hotel uses which, from land perspective, was called revenue-generating 
GFA.  When MLP 3.5 was approved as MLP 4.0, the GFA had to be 
converted from the imperial system to the metric system.  In the process, the 
total permitted revenue-generating GFA was wrongly converted to    
607,000 m2.  The correct figure should have been 608,510 m2.  So, in MLP 
4.0, there was a shortage of 1,510 m2.  The mistake was not discovered in the 
subsequent amendments to the MLPs, including MLPs 5.0, 5.1, 5.2, until the 
relevant government departments considered MLP 5.3;  
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- after lengthy discussion, the Lands Policy meeting decided that from then 
onwards, the figure 608,510 m2 would be used as the basis for future 
negotiations over any premium to be charged for increases in GFA in future;  

 
- he deduced that the position at the time was that if the revenue-generating 

GFA of DB exceeded 608,510 m2, then a premium would be charged.  
However, if there was an increase in GFA but the total permitted GFA of 
608,510 m2 was not exceeded, premium would not be charged.  His 
deduction was supported by a letter dated 25 November 1989 from the then 
Director of Buildings and Lands to Developer A (in Appendix IV to the 
Acting Director of Lands’ letter of 8 January 2005 in Appendix 39);  

 
- no premium had been charged for the changes made in MLPs 5.3, 5.4 and 5.5 

because the total revenue-generating GFA did not exceed 608,510 m2.  When 
it came to MLPs 5.6, 5.7 and 6.0E1, the Lands D had charged a premium 
because that figure was exceeded; and 

 
- as regards why the Lands D had not charged any premium although there was 

a change in land use, thereby bringing about a change in value, the file 
records did not mention whether there were any guidelines at that time stating 
that an increase in land value due to a change in land use was a consideration 
for charging a premium. 

 
 
56.  The Committee noted from paragraph 4.15 of the Audit Report that in October 
1985, when the proposal to delete the public golf course and the cable car system was 
discussed by the DPC, it was stated in the DPC discussion paper that modification of 
Special Condition 5(b) of the lease conditions would be required.  The paper also 
mentioned that a formal modification of the lease conditions subject to consideration of a 
premium and administrative fee should be made for the changes.  The Committee queried 
why, despite the DPC’s view, the Lands D had not assessed the premium implications of the 
changes in the MLPs. 
 
 
57.  The Director of Lands responded that the matter considered by the DPC was 
whether a premium should be charged if there was a modification of lease conditions.  In 
fact, the public golf course and the cable car system had been deleted from the MLP, not 
from the lease conditions.  The lease conditions had not been changed on the advice of the 
Registrar General.  As mentioned in the Audit Report, the DPC had not expressed any 
opinion on the modification of the lease conditions when it agreed with the changes made in 
MLP 5.1.  Perhaps that was why premium was not discussed.   
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58.  According to Table 3 in paragraph 4.16 of the Audit Report, some of the changes 
in the MLPs involved change in land use and increase in the GFA of housing 
accommodation.  The Committee wondered why the Administration had not charged 
premium for the change in land use and the resulting enhancement in land value.  The 
Committee further asked whether the Administration had the determination to recover the 
premium from Developer A according to the existing policy. 
 
 
59.  The Director of Lands responded that according to legal advice, the Government 
had given approval for changing the MLPs and a premium was not charged at that time.  
There would be great difficulties if the Government was to ask the developer to pay a 
premium after more than 20 years.  This would violate the estoppel principle. 
 
 
60.  The Secretary for Housing, Planning and Lands responded that he had strong 
determination in going through all relevant information to see if the Administration had 
omitted to charge any premium that should have been charged.  However, the 
Administration would take the matter forward only after this first stage was completed and 
if there was evidence showing that there was such a problem.  The Administration could 
not recover something that was not substantiated. 
 
 
61.  To understand the policy in the 1970s and 1980s on the charging of premium 
when approving change in land use, the Committee asked: 
 

- whether the relevant land authorities at that time were empowered to charge 
premium when approving changes in MLPs;  

 
- whether the policy at that time allowed the relevant authorities not to charge 

premium on change in land use when approving changes in MLPs; 
 

- whether there were cases in the 1980s in which premium was not charged on 
similar change in land use; and 

 
- whether it was normal practice in the 1970s and 1980s that premium would 

not be charged as long as the GFA of a site did not exceed a certain limit even 
though there was a change in land use. 
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62.  In his letter of 8 January 2005, in Appendix 39, the Acting Director of Lands 
informed the Committee that: 
 

- the authority to charge premium was not lacking;  
 

- the policy on changes of use requiring lease modifications had remained 
constant, in that where such a lease modification would bring about an 
increase in value, a premium was charged.  In respect of changes in use 
involving only a change in MLP, however, it was apparent that in the 1970s 
and 1980s no charge was made (as long as there was no increase in total GFA).  
There was no specific policy statement on this issue at that time; 

   
- the Lands D had no record of premium being charged for an MLP change not 

involving a lease modification in the 1980s; and 
 

- in the 1970s and 1980s, it was the normal practice not to charge premium for 
changes to MLPs which did not require a modification of the lease as long as 
there was no increase in total GFA. 

 
 
63.  The Committee invited Audit’s comments on the Acting Director of Lands’ reply 
that it was the normal practice in the 1970s and 1980s not to charge premium for changes to 
MLPs which did not require a modification of the lease as long as there was no increase in 
total GFA.  In his letter of 1 February 2005, in Appendix 44, the Director of Audit 
advised that: 
 

- “Normal practice” not substantiated:  As far as could be ascertained from 
the Lands D’s records, the Acting Director of Lands’ statement was not 
substantiated in either the Lands Administration Office Instructions (LAOI) or 
the Revenue Assessment Manual (RAM).  Audit was not aware of any 
approval from the ExCo for such “normal practice”; 

 
- Increase in total GFA and change in user mix:  The increase in total GFA 

and changes in user mix (mentioned in Note 3 in paragraph 2.8, paragraph 
2.10 and Table 3 in paragraph 4.16 of the Audit Report), were as follows: 
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User 

 
 
 
 

MLP 3.5 

 
 
 
 

MLP 4.0 

MLP 4.0  
increase/ 

(decrease)  
over  

MLP 3.5 

 

 GFA 
(m2) 

GFA 
(m2) 

GFA 
(m2) 

 

 

(a)  Housing accommodation –     524,000 524,000  

(b)  Resort accommodation 401,342 –    (401,342) 

(c)  Hotel accommodation 140,284 32,000 (108,284) 
(Note 1)

(d)  Commercial 51,097 45,000 (6,097) 

(e)  Others    41,341   40,600       (741) 
Total GFA per MLP 634,064 641,600 

 

7,536 

Discrepancy (Note 2) 1,510 

Increase in total GFA 9,046 
 
  Note 1: In April 1977, the ExCo was informed of the GFA of the resort and hotel 

accommodation.   
 
  Note 2: According to the Lands D, the discrepancy was due to a conversion error (from 

square feet to square metres). 
 
- as shown in the above table, the approval of MLP 4.0 in January 1978 had 

resulted in: 
 
 (a) an increase in total GFA over that approved in MLP 3.5; and  
 

(b) a significant change in user mix, particularly the deletion of the resort 
accommodation and the addition of 524,000 m2 housing accommodation 
GFA. 

  
  The then New Territories District Planning Division of the Town Planning 

Office had also commented in mid-October 1977 that there was a 
corresponding increase of residential areas; 

 
- while the then SNT was delegated the authority to approve changes to MLPs, 

Audit was not aware that he had been given any explicit authority to not 
charge premium if there was enhancement in value arising from changes in 
lease conditions;  
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 - Changes to MLP:  the Director of Lands had stated that the MLPs and the 
lease conditions of the DB site had equal standing and effect.  Therefore, any 
modification of the MLP (such as the increase in the total GFA and the 
significant change in user mix in MLP 4.0 over MLP 3.5) would in substance 
tantamount to a modification of the lease conditions;  

 
- Deletion of public golf course and cable car system constituted lease 

modifications:  The provision of the public golf course and the cable car 
system was a mandatory requirement stipulated in Special Condition 5(b) of 
the lease of the DB development.  Moreover, because of the importance 
attached to the public golf course proposal, the developer’s responsibility to 
maintain the public golf course was more particularly referred to in Special 
Condition 54(c) of the lease.  In the circumstances, the deletion of the public 
golf course in MLP 5.0 in February 1982 and the cable car system in MLP 5.1 
in February 1985, constituted modifications of the lease conditions; and 

   
- to conclude, Audit maintained its view that the Government might have 

suffered losses in revenue.  The Lands D had not assessed the implications, 
financial or otherwise, of the deletion of the facilities, and the reasons for not 
assessing and/or charging premium for the changes in those MLPs were not 
documented. 

 
 
64.  In order to ascertain whether the Government had suffered losses in revenue, the 
Committee asked: 
 

- about the total revenue generated by the entire DB development in the past  
30 years; and 

 
- for an estimation of the premium involved in each of the changes made in the 

MLPs prior to 7 June 1994 based on the market conditions at the time when 
the changes were made. 

 
 
65.  In his letter of 10 January 2005, the Secretary for Housing, Planning and 
Lands advised that as far as the Lands D was concerned, a total of some $2.09 billion had 
been collected in respect of the DB development.  This figure comprised land premium, 
government rent up to 1996-97 (government rent was collected by the Rating and Valuation 
Department after 1997), premium charges for changes to the MLP, waiver fees and rental 
for short term tenancy (STT) and administrative fees. 
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66.  On the question of premium, the Director of Lands, in his letter of 25 January 
2005 in Appendix 45, stated that: 
 

- on the basis of file records, the original premium of $61.5 million charged for 
the DB development land exchange was based on an estimated sale price of 
$300/ft2 which was applied to the total GFA for all the uses permitted     
(i.e. without distinguishing between commercial, residential and hotel); 

 
- this valuation was supported by the analysis of the two public land auctions in 

Mui Wo conducted in 1973.  These land auctions produced a ground floor 
shop value at about $300/ft2 and upper floor residential flat value at about 
$200/ft2 which the Lands D believed were adopted as the benchmark for 
valuing the DB at that time.  Moreover, the unit land cost (commonly known 
as accommodation value) derived from the estimated sale price also compared 
favourably with that of two land exchanges in Mui Wo and Cheung Chau for 
hotel development in the early 1970s; and 

 
- the application of $300/ft2 to the total GFA permitted under the approved 

MLP meant that the enhancement, if any, in subsequent changes to the MLP 
had already been captured in the approval of the first MLP by adopting the 
highest use value among the mix in calculating the land premium to be paid 
by the developer upfront for the grant.  This had obviated the need for 
further premium assessment when changes in the development mix were 
subsequently made to the MLP as long as the total permitted GFA was not 
exceeded.  That being the case, the Lands D did not consider it appropriate 
to compute the premium for each of the changes made to the MLP prior to 
7 June 1994. 

 
 
67.  In response to the Committee’s request, the Director of Audit, in his letter of   
1 February 2005, commented that: 
 

- according to Section 7 of the Land Administration Policy on Modification and 
Administrative Fees (amended on 1 April 1984), as a general rule for lease 
modification, “Premium will normally be required representing the difference 
in value between the lot as formerly restricted and as modified …… .  The 
general principle relating to the assessment of modification premia is that the 
lessee must pay for any enhancement in the value of the lot deriving from the 
modification”.  In other words, premium assessment should be done by 
comparing the current land values under the modified lease conditions (and/or 
MLP) and the original lease conditions;  
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- having regard to the above general rule, the unit land cost (accommodation 
value) and the valuation benchmark (i.e. ground floor shop value) adopted at 
the date of execution of the lease conditions were not relevant to the premium 
assessment of a lease modification at a later date; and 

 
- in view of the above, Audit did not concur with the Director of Lands’ views 

that “adopting the highest use value among the mix in calculating the land 
premium to be paid by the developer upfront for the grant ...... had obviated 
the need for further premium assessment when changes in the development 
mix were subsequently made to the MLP as long as the total permitted GFA 
was not exceeded.”.  Furthermore, there had been an increase in total GFA 
and changes in user mix since the change from MLP 3.5 to MLP 4.0.  Audit 
therefore also did not concur with the Director of Lands’ conclusion that he 
did “not consider it appropriate to compute the premium for each of the 
changes made to the MLP prior to 7 June 1994”. 

 
 
68.  In his letter of 16 February 2005, in Appendix 46, the Director of Lands 
responded to the Director of Audit’s comments on the charging of premium in the present 
case contained in his letter of 1 February 2005, as follows: 
 

- the basic considerations underlying the handling of the DB case in the 1970s 
and 1980s were: 

 
(a) since the subject land grant contained an MLP clause to enable the 

Administration to exercise detailed control over the implementation of 
the development within the approved parameters stipulated in the lease 
conditions, premium would not be charged on each and every occasion 
when amendments to the MLP were made, unless such changes would 
require lease modification and/or there was an increase in the total 
permitted GFA (for revenue generating purposes).  This practice 
adopted for cases under similar situations in that period was also adopted 
in this case;  

 
(b) the premium for the land transaction concerned was calculated according 

to the highest land use value among any of the permissible mix as 
specified in the MLP.  This meant that Government was able to capture 
the highest revenue income at the outset without any downside risk due 
to fluctuations in the property market.  On the part of the developer, the 
certainty in its financial commitment under the land transaction plus the 
flexibility of being able to make more timely decisions in response to 
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changes in market conditions would arguably be essential for a project of 
this magnitude and nature; and 

 
(c) on the above basis, the manner that the original premium was calculated 

had obviated the need for further premium assessment when changes in 
the development mix were subsequently made to the MLP as long as the 
total permitted (revenue-generating) GFA was not exceeded; 

 
- regarding Audit’s comments on the “normal practice” in the 1970s and 1980s, 

the Lands D’s response, as provided in the letter of 8 January 2005, was 
factual to the best of its knowledge.  Most land administrative practices 
evolved over time in the light of experience and changes in circumstances and 
the Lands D did not come into existence until 1982.  The Lands D’s 
understanding of the practice prevailing two to three decades ago should not 
be negated simply by the Director of Audit being unable to locate any written 
material to substantiate its statement; 

 
- regarding Audit’s comments on “increase in total GFA and change in user 

mix”, it had to be stressed that, despite the changes to the GFA in various 
MLPs up to MLP 5.5, the revenue-generating GFA did not exceed the 
permitted maximum of 608,510 m2 as determined by the Land Policy meeting 
held on 25 May 1987; 

 
- Section 7 of the Land Administration Policy on Modification and 

Administrative Fees remained a valid rule for general application for 
assessing premium arising from lease modifications.  The case in question 
was not inconsistent with this section; and 

 
- in conclusion, the Lands D strongly disagreed with the views held by the 

Director of Audit in his letter of 1 February 2005, especially that “the 
Government might have suffered losses in revenue”, having regard to the 
manner that the original premium was calculated.  The Director of Audit’s 
suggestion that a series of further premiums should have been collected for 
changes in the development mix up to 608,510 m2 (revenue-generating GFA) 
would constitute double charging since the facts established indicated that the 
developer, at the time of the original grant, had already paid for the flexibility 
of varying the development mix subsequently reflected in successive MLPs. 

 
 
69.  The Committee asked whether the CS, who decided that there was no need to 
seek the ExCo’s approval for the change in concept, was behind the decision of not 
charging premium for the changes in the MLPs.   
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70.  The Secretary for Housing, Planning and Lands and the Director of Lands 
responded that: 
 

- as mentioned in the Audit Report, the DPC had a meeting in October 1985.  
The chairman of the DPC was the then Secretary for Lands and Works,    
Mr Todd, and the meeting was attended by representatives of various 
government departments.  The DPC agreed on a number of things 
collectively.  But there was no decision on lease modification or premium 
payment; and 

 
- there was no record of any person specifically approaching the CS for an 

instruction as to whether a premium should be charged.  Therefore, it could 
not be concluded that the CS should be held responsible for the decision made 
at that time. 

 
 
71.  According to paragraph 4.18 of the Audit Report, the Lands D’s RAM stated that 
“When giving approval to Master Layout Plan, which leads to giving consent/variations of 
restrictions under certain conditions, the Director may impose conditions (including 
payment of fee and appropriate admin. fee) as he considers appropriate …... ”.  However, 
Audit noted that the RAM did not provide a definition of “certain conditions”, and the word 
“may” implies that the charging of fee was discretionary.  It was not clear under what 
conditions, and how, such discretion would be exercised.  The LAOI also did not stipulate 
clearly that the Lands D should charge MLP approval fee. 
 
 
72.  The Committee asked whether: 
 

- some government official had exercised discretion over the charging of 
premium in the case of DB, resulting in losses in government revenue; and 

 
- the word “may” in the RAM should be changed to “shall” so that the charging 

of fee was mandatory rather than discretionary. 
 
 
73.  The Director of Lands clarified that: 
 

- according to legal advice, “certain conditions” referred to certain lease 
conditions, not certain circumstances.  The whole sentence in the RAM meant 
giving approval to MLP under certain provisions of the lease, not in a certain 
situation for discretionary power to be exercised.  Thus, there was no question 
of the Director of Lands being given too much discretionary power; and 



 
 

 
 

Grant of land at Discovery Bay and Yi Long Wan 
 

 
 

 - 177 -

- the Director of Lands did need some flexibility in discharging his duty as it 
was hard to foresee all factors relevant to land matters.  While the Director 
of Lands was given some discretionary power, it was not exercised casually.  
The exercise of such flexibility was not subject to personal preference and 
was properly recorded.  Moreover, there were monitoring mechanisms in 
place nowadays, such as the Independent Commission Against Corruption, 
Audit, the Ombudsman, etc.   

 
 
74.  The Committee asked how the Lands D would amend the RAM and LAOI in 
response to Audit’s recommendations in paragraph 4.23 of the Audit Report.  The   
Acting Director of Lands provided the wording of the amendments to the RAM and LAOI 
in his letter of 8 January 2005 in Appendix 39.   
 
 
Site boundaries of Discovery Bay and Yi Long Wan developments 
 
Setting out of site boundaries 
 
75.  According to paragraph 5.5 of the Audit Report, in September 1976, the 
Government granted the DB site to Developer A.  However, up to July 2004, i.e. after a 
lapse of 28 years after the land grant, the Lands D had not yet set out the site boundaries of 
the DB development.  The Committee questioned the Lands D’s reason for not setting out 
the site boundaries. 
 
 
76.  The Director of Lands and Mr AU YEUNG Ping-kwong, Deputy Director of 
Lands/Survey and Mapping, stated that: 
 

- the then Public Works Department was responsible for setting out the site 
boundaries.  After some boundaries had been set out, the work was 
suspended in 1977 for more than half a year due to an industrial action of the 
surveying staff; and   

 
- it was not the case that there were no boundaries of the site.  Actually, the 

boundaries were shown on the plan relating to the land grant.  However, as 
the site was very big, the surveying staff had not yet put boundary marks on 
ground in order to avoid possible abortive work. 
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77.  On the reason for the long delay in completing the work, the Director of Lands 
said that:  
 

- in a letter of 16 March 1983 from the then Director of Lands, Mr Todd, to 
Developer A (in Annex F of Appendix II to the Acting Director of Lands’ 
letter of 8 January 2005 in Appendix 47), it was stated that “ …… the present 
MLP No. 5 is not subject to Government survey and can only be a guide to 
your Company’s present and future intentions.  In other words neither plan at 
this stage is really satisfactory.  It may therefore be more appropriate to 
await the issue of the Crown Lease at the end of the whole development 
whereupon Government will carry out a survey of the lot boundaries.”.  It 
appeared that it was the Government’s position in 1983 that as the DB project 
was still going on, the Government should resolve all the discrepancies upon 
the completion of the whole project.  At that time, the Government thought 
that the development would be completed in the not too distant future.  
When a Crown Lease was produced, the matter would also be dealt with; 

 
- as it transpired, the development was still going on and the pegging had not 

yet been done.  However, in 2002, there was a complaint about the 
occupation of government land by the DB golf course.  Despite the fact that 
the development was still in progress, the Lands D considered that it should 
set out the boundaries.  It would complete the dimension plan by 
mid-January 2005.  Lands D staff would then place the boundary marks on 
the site accordingly, thus setting out the site boundaries; and 

 
- there was no record to show why no one had raised the need to set out the site 

boundaries during 1983 and 2002.  Perhaps the Lands D staff had relied on 
the 1983 letter and wanted to set out the boundaries upon the completion of 
the entire project. 

 
 
78.  In his letter of 24 January 2005, in Appendix 48, the Director of Lands informed 
the Committee that the dimension plan survey for the DB development boundary had been 
completed by the District Survey Office/Islands, and the setting out work would be 
completed by the end of March 2005. 
 
 
79.  The Committee further asked: 
 

- whether the Lands D considered that it was wrong not to set out the 
boundaries in the past three decades as this might have resulted in 
encroachment on government land; and 
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- when the Lands D would complete the setting out of boundaries for sites 
granted but the boundaries of which had not yet been set out. 

 
 
80.  The Director of Lands responded that: 
 

- he did not know the actual thinking of the responsible officials at that time.  
As time had advanced and land was very precious in Hong Kong, he agreed 
that the practice today should be different.  The Lands D considered that for 
a developing project with a long period of development, it should not wait 
until the development was completed before carrying out its work.  If the 
project was divided into several stages, the Lands D could carry out certain 
work at each stage, thereby reducing the possibility of encroachment on 
government land; and 

 
- the Lands D planned to complete the setting out of boundaries for sites 

granted in eight months. 
 
 
81.  Regarding the measures taken by the Lands D to set out the boundaries of a 
government site before disposal of the site, the Director of Lands, in his letter of 8 January 
2005 in Appendix 47, stated that: 
 

- sites for public auction or tender were normally fenced and their boundaries 
would be set out before sale; and 

 
- for sites granted by private treaty grant and extension, the plans in question 

included boundary dimensions and bearings, and the site area to facilitate the 
design of the development.  The site boundaries would be set out on ground 
in advance or within three months after the completion of the land transaction 
so that the positions of the boundary marks could be shown to the landowner 
or his/her representative.  Thereafter, it was the landowner’s responsibility to 
protect the boundary marks placed on ground. 

 
 
Encroachments on government land at Discovery Bay and Yi Long Wan  
 
82.  According to paragraphs 5.14 to 5.16 of the Audit Report, the Lands D had been 
aware of encroachments on government land at the DB golf course since early 1980s.  The 
Committee questioned why the Lands D had not taken timely actions to rectify the 
encroachments. 
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83.  The Director of Lands responded that: 
 

- Developer A had applied to the Government in 1981 and 1996 for renting a 
piece of government land at Wong Chuk Long, on an STT basis, for 
accommodating the fourth and fifth holes of the golf course at DB.  The 
application in 1981 was not processed as the Government thought at the time 
that it would be more appropriate to deal with the problem when the 
Government Lease was issued after the whole DB development was 
completed.  This was reflected in the then Director of Lands’ letter of     
16 March 1983.  The application in 1996 was rejected as the land fell within 
the proposed extension of the Lantau North Country Park; and 

 
- in 1998, the Lands D required Developer A to reinstate the land concerned.  

In 2002, the developer applied for an STT for the third time.  At that time, 
the Government had decided that the land concerned would not be included in 
the Lantau North Country Park area.  Because of this factor and other 
practical considerations, in July 2002, the Lands D approved the STT for the 
land concerned to be used as part of the golf course. 

 
 
84.  The Committee enquired whether the exclusion of the encroached government 
land from the boundary of Lantau North (Extension) Country Park was partly due to the 
fact that Developer A had repeatedly applied for an STT for the land. 
 
 
85.  In his letter of 24 January 2005, the Director of Lands stated that: 
 

- the boundary of Lantau North (Extension) Country Park originally proposed 
in 1996 on the one hand included part of the golf course area on the 
encroached government land but on the other hand excluded another part on 
the encroached government land.  Following consultation among concerned 
government departments, the Director of Agriculture, Fisheries and 
Conservation excluded the entire encroached area from the proposed 
boundary of Lantau North (Extension) Country Park in 1999.  This was 
reflected in the draft map for the Lantau North (Extension) Country Park 
gazetted in July 2001 and the DB OZP gazetted in September 2001; and 

 
- there was no information on record that the STT applications by Developer A 

had influenced the determination of the proposed boundary of an extended 
Lantau North Country Park. 
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86.  Given that the developer had applied for an STT in 1981, the Committee asked 
why the Administration had not processed the application promptly so that STT rent could 
be collected earlier.   
 
 
87.  The Committee also referred to paragraph 5.18 of the Audit Report which 
revealed that after rejecting Developer A’s second application in 1998, the Lands D had 
asked the developer to reinstate the land.  However, the Lands D had not taken follow-up 
action to ascertain whether the land had been reinstated.  The Committee asked why this 
had happened. 
 
 
88.  The Director of Lands stated that: 
 

- it appeared to be the then Government’s intention to resolve the problem by 
rectifying the lot boundaries after the whole project had been completed rather 
than granting an STT to the developer.  The Government had not suffered 
any loss in revenue because, after the STT was granted, the Government had 
collected rent from the developer with effect from the time of occupation,  
i.e. October 1982; and 

 
- he could not find an explanation in the records with regard to why the 

Lands D had not taken follow-up action at that time to ascertain if the land 
had been reinstated.  Perhaps the staff concerned had not followed through 
the procedure. 

 
 
89.  The Committee further asked whether it was a normal arrangement in the 1980s 
for the Government not to take timely rectification action on encroachment on government 
land for the reason that the development concerned was still on-going.  The       
Acting Director of Lands, in his letter of 8 January 2005 in Appendix 47, stated that this 
approach was not the normal arrangement in the 1980s to address encroachment on 
government land.   
 
 
90.  The Committee asked about the measures that the Administration would take to 
ensure that encroachment on government land was rectified in a timely manner.  The 
Director of Lands stated that: 
 

- the Lands D had an established procedure for dealing with encroachment on 
government land.  Depending on the nature and extent of the encroachment, 
different actions would be taken; and 
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- if the encroachment was of a small scale, the Lands D would regularise it by 
granting an STT.  For example, if a house owner encroached on a piece of 
government land in front of a small house in the New Territories and turned it 
into a garden, the Lands D might consider leasing the land to the house owner 
on an STT.  This was because the land concerned was not big and even if it 
was not encroached on, it was not very useful.  By doing so, the Lands D 
could also ensure that the land would not be used for other worse purposes 
and could bring in revenue.  If the encroachment was very serious, the 
Lands D would ask the person concerned to reinstate the land or might even 
consider instituting prosecution. 

 
 
91.  The Secretary for Housing, Planning and Lands added that the Administration 
would ensure that the officers concerned would follow through the above established 
procedure.  
 
 
92.  According to paragraph 5.23 of the Audit Report, the Islands District Council 
member who complained about the deletion of the public golf course and the proposed STT 
in July 2002 was dissatisfied that the Government tried to resolve the encroachment 
problem by issuing the STT as this would undermine the Government’s bargaining power.  
The Committee asked whether the Administration agreed to such a view. 
 
 
93.  The Secretary for Housing, Planning and Lands and the Director of Lands 
stated that: 
 

- the purpose of regularising encroachments on government land by way of 
STTs was indeed to ensure that the Government would not suffer financial 
losses due to unauthorised use of the land.  This was because the rent under 
an STT was assessed on full market rent basis; and 

 
- if necessary, the Government could require the occupier of the land to 

reinstate the land and prosecute the occupier.  However, under some 
circumstances, it would be more practicable to issue an STT so that the 
occupier could continue to use the land while the Government could collect 
rental at the market rate.    

 
 
94.  The Committee noted from Appendix B of the Audit Report that there was a 
provision concerning the rate of payment for any excess or deficiency in area of the site in 
General Condition 5(a) of the lease conditions of the Yi Long Wan development, but not in 
those of the DB development.  The Committee asked about the reason for the discrepancy. 
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95.  The Committee further noted that there was also encroachment on government 
land at the Yi Long Wan site.  However, it seemed that the Administration had been more 
proactive in dealing with the problem at Yi Long Wan.  As both the DB and Yi Long Wan 
developments were located on Lantau Island and developed in the same period, the 
Committee asked why different approaches had been adopted in addressing the land 
encroachment problems on the two places. 
 
 
96.  In his letter of 8 January 2005, in Appendix 47, the Acting Director of Lands 
explained that: 
 

- the records of Master Lease Conditions in the Lands D showed that between 
the grant of the lot at Yi Long Wan in 1975 and the DB in 1976, there was a 
change in approach and the rate of payment condition was dropped; and 

 
- the golf course encroachment at DB was, and remained, an unbuilt open area 

operated by a single entity.  The grant of an STT was the appropriate means 
to regularise it.  The circumstances of the encroachment at Yi Long Wan, 
involving two privately owned residential blocks in multiple ownership 
constructed partially outside the lot, were quite different from those of DB 
and therefore warranted different treatment. 

 
 
97.  According to paragraph 5.15 of the Audit Report, Developer A had said that the 
extension of the area for the golf course had been agreed to at prior meetings with the SNT.  
The Committee enquired whether: 
 

- there were records of those meetings;  
 
- the Lands D had ascertained with the SNT at that time the truthfulness of 

Developer A’s claim of agreement; and 
 

- it was because of the SNT’s agreement, as claimed, that the Lands D had been 
more lenient in dealing with Developer A.  

 
 
98.  In his letter of 8 January 2005, in Appendix 47, the Acting Director of Lands 
said that the Lands D’s files did not contain any record of discussions between the SNT and 
Developer A.  Similarly, the Lands D did not have any file record showing whether or not 
it had ascertained with the SNT the truthfulness of Developer A’s claim of agreement. 
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99.  Regarding the encroachment at Yi Long Wan, the Committee noted from 
paragraph 5.42(b) of the Audit Report that the Registrar General’s Department had said in 
1983 that despite the undertaking, it would be difficult to ask Developer B to pay a 
premium for the extra piece of land.  The Committee asked whether it was possible for the 
Lands D to recover the premium nowadays. 
 
 
100.  The Director of Lands responded that:   
 

- although Developer B had undertaken in December 1980 to pay a premium 
for the extra piece of land, in January 1983, it requested the Lands D to 
confirm that there would be no premium for revising the site boundary.  This 
meant that it had withdrawn his undertaking.  According to the file records, 
Developer B was in great financial difficulties at that time and could not pay 
the premium at all.  That was why the matter had not been followed up by 
the Registrar General’s Department; and 

 
- legally, the Administration could ask the grantee for the Yi Long Wan site to 

pay the premium.  However, the developer for the site almost did not exist 
nowadays and the flats had been sold.  The Administration would have to 
discuss with more than 200 owners to recover the premium.  Even if one 
owner disagreed to pay, there would be a lot of problems.  It was doubtful 
whether the Administration could collect any premium. 

 
 
101.  The Committee noted that the Government could take prosecution action against 
encroachment of government land.  The Committee enquired why the Administration had 
not prosecuted Developer A which had occupied government land illegally for more than  
20 years. 
 
 
102.  The Director of Lands responded that: 
 

- there were guidelines in the LAOI setting out the circumstances under which 
STTs should be granted.  The Lands D’s policy did allow it to regularise 
encroachments by granting STTs.  In view of the fact that the land concerned 
had been occupied by Developer A for several decades, the Lands D 
considered it more pragmatic to grant it an STT rather than prosecuting it and 
asking it to reinstate the land;    
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- in fact, the Ombudsman had stated in her report that she agreed with the 
Lands D on the proposed course of action (i.e. granting an STT).  She 
considered the case to be a fait accompli where events had left the Lands D 
with little alternative; and 

 
- another reason for granting an STT to Developer A was that, as pointed out in 

paragraph 5.24(c) of the Audit Report, the occupation of the land had been 
acknowledged in writing in 1983 by the Director of Lands on the basis that 
formal documentation would be issued at a later date.  It could be argued that 
a form of tenancy had been in place.  If the Lands D took prosecution action 
in 2003, there might be a legal dispute. 

 
 
103.  To ascertain whether the rent for 21 years paid by Developer A for the occupation 
of the government land (paragraph 5.26 of the Audit Report referred) was reasonable, the 
Committee asked: 
 

- about the amount and basis of the rent paid; 
 
- the amount of rent originally proposed by the Lands D; and 

 
- the estimated amount of revenue that could have been generated by the 

encroached pieces of land if they had not been used by Developer A. 
 
 

104.  Mr LAU Chi-ming, District Lands Officer/Islands, Lands D, said that the 
rental was calculated on the basis of the full market rate at 1982 when the occupation of the 
land took place and then reviewed every three years thereafter according to the prevailing 
market rates at the respective times. 
 
 
105.  The Director of Lands and the Acting Director of Lands stated, at the public 
hearing and in the letter of 8 January 2005 in Appendix 47 respectively, that: 
 

- an STT was a contract between the Government (as the landlord) and a 
private party (as tenant).  Developer A had given verbal consent to disclosing 
the amount of STT rent paid.  The total amount of rent paid for the 21-year 
period from October 1982 to October 2003 was $7.23 million.  This was a 
negotiated amount; 

 
- the negotiated rental was based on evidence of market transactions.  The 

figure initially proposed in the negotiation by the Lands D was $11.2 million 
for the same period; and 
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- the three encroached areas were remote and hard to access.  The areas 
adjoining the encroached land at Wong Chuk Long were either steep sloping 
government land or private land owned by Developer A.  As regards the 
other two encroached areas, they were largely sloping areas.  The Lands D 
did not consider that they were capable of separate alienation or use by any 
party other than Developer A and, as such, no revenue would have been 
generated if they had not been used by Developer A.   

 
 
106.  The Committee questioned why the Lands D allowed the STT rental to be cut by 
such a large extent after negotiation, notwithstanding that the developer had encroached on 
government land for a long time.  It seemed that the Government had treated big 
developers much more leniently than small landlords.  
 
 
107.  The Director of Lands explained that: 
 

- STT rental, like land premium, was very often determined by negotiations.  
The professional surveyors in the Lands D would make an analysis and 
valuation of the rental with the benefit of all relevant information and their 
expertise.  However, valuation was not an exact science.  Different 
surveyors would hold different views on the valuation of a site; 

 
- regarding the encroachment by the golf course, the Lands D made a valuation 

and proposed that $11.2 million should be charged.  During the negotiations 
with the developer, it also presented its data.  Such negotiations were very 
common in land premium matters.  Having considered the arguments and 
evidence of both sides, the Lands D was of the view that the developer’s 
appeal was not unjustified.  Therefore, the proposed rental was reduced to 
$7.23 million.  In deciding to accept the amount, the Lands D took into 
account the Crown rent back in 1981, the remote location of the encroached 
areas and the fact that their commercial value was almost zero.  The Lands D 
had also made reference to the rent for a government site used for gardens 
after 1982 as well as the rateable value; and 

 
- the occupation of government land at DB for the operation of a golf course 

was a very special case.  It did not mean that the Lands D would adopt the 
same approach in dealing with others who encroached on government land.  
The case was special in that the DB development had its own unique 
development history, the developer had indeed applied for an STT with the 
Government at different times but the applications were rejected for various 
reasons, and the Government had intended to resolve the matter after the 
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whole development had been completed.  The case did not reflect the 
Government’s overall policy. 

 
 
108.  It appeared to the Committee that the Director of Lands’ reply, that there was a 
relationship of landlord and tenant between the Government and Developer A, suggested 
that the developer’s encroachments on the government land was legal.  Moreover, instead 
of penalising the developer, the Lands D had allowed the developer to bargain the STT 
rental with it.  In the end, the Lands D accepted a smaller amount. The Committee asked 
the Secretary for Housing, Planning and Lands whether: 
 

- he considered Developer A’s encroachments on government land legal and the 
rent of $7.23 million reasonable; and 

 
- he agreed that the Administration was not doing its best to protect public 

money. 
 
 
109.  The Secretary for Housing, Planning and Lands responded that: 
 

- there was a division of duties within the Government.  While a bureau 
secretary had to shoulder the responsibilities for all the departments under his 
purview, the secretary would not know everything about the daily operations 
of these departments; and 

 
- it was most important to have proper systems in place.  Being a bureau 

secretary, he was responsible for overseeing the systems.  As for daily 
operations, since these were very trivial, he could not look at each and every 
one of them in detail and had to rely on the Director.  In turn, the Director 
would also have to rely on his subordinates.  Officers of different ranks in a 
department had different responsibilities. 

 
 
110.  The Committee queried why the Secretary for Housing, Planning and Lands 
considered issues relating to public money trivial.  The Secretary for Housing, Planning 
and Lands responded that: 
 

- he had mentioned that he would not look at trivial issues in general, but not 
that public money was trivial.  As the Lands D was responsible for those 
issues, he would see if it had discharged its duties properly; 
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- as regards whether Developer A’s occupation of government land was legal, 
he could not make a personal judgement as he was not a professional.  
Presumably, the Lands D had discussed with the Department of Justice before 
stating that a form of tenancy had been in place.  He had not seen the 
relevant legal advice; and 

 
- he did not know about the STT rent in 2003.  The assessment of STT rent 

fell within the Lands D’s daily operation.  It did not have to report the 
assessment to him and he did not need to ask about that.   

 
 
111.  In response to the Committee’s enquiry about the legal basis of the view that a 
form of tenancy had been in place, the Director of Lands, in his letter of 24 January 2005, 
stated that: 
 

- in considering Developer A’s application for an STT in July 2002, the Lands 
D had taken legal advice on the status of the encroached land.  The advice 
was that the Government had acknowledged the occupation of the land by 
Developer A in a series of correspondence over a number of years since 
March 1983 and had indicated in writing that the encroachment would be 
regularised upon issue of the Crown Lease at the completion of the whole 
development when the Government would carry out a survey of the lot 
boundaries.  In October 1996, Developer A applied for an STT of the 
encroached land.  This was rejected at that time as the land was within the 
proposed extended limits of the Lantau North Country Park.  Developer A 
reactivated his application for an STT in mid-2002, and this was approved in 
July 2002; 

 
- based on the above sequence of events and course of conduct by the 

Government in its dealings with Developer A regarding the encroached land 
between the time when the Government became aware of the encroachment in 
1982 and the issuance of a formal STT in 2002, the legal advice was that a 
form of tenancy would have been created; and 

 
- since Developer A had been occupying the encroached land with the full 

knowledge and acquiescence of the Government in the period (with the 
intention of regularisation upon the completion of the development of DB), it 
could not be said to be a trespasser.  It was a tenant at will from the 
Government, subject to agreement of boundaries and any other terms, 
including rent or mesne profits payable for the period of its occupation prior 
to issuance of the formal STT.  It was on this basis that the Government was 
entitled to demanding the payment of the rent or mesne profits for the period 
from 1982 to mid-2002. 
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Evidence obtained at the public hearing on 12 January 2005 
 
112.  Upon the Committee’s request, Sir David Akers-Jones provided written 
comments on the various issues mentioned in the Audit Report in which he was involved as 
the then SNT, SCNTA or CS.  His written response dated 5 January 2005 is in   
Appendix 49. 
 
 
113.  At the Committee’s public hearing on 12 January 2005, Sir David Akers-Jones 
made an opening statement, the full text of which is in Appendix 50.  In summary, he said 
that: 

 
- he was over 77 years old and had retired for more than 17 years.  It was very 

difficult for a man of his age and who had been out of Government for so long 
to recall things that took place over 25 years ago.  The time lapse and lack of 
access to information made it very difficult to recollect details; 

 
- his involvement in the DB matter was very limited and took place over the 

short period of time between 1977 and 1982 when he was the SNT.  By 1982, 
the functions of the SNT and its successor, CNTA, had been taken over by the 
Secretary for Lands and Works and the Lands D.  Thus, many departments 
had reviewed his work; 

   
- during the period when he was the SNT, he had a very capable team of estate 

surveyors and legal advisers and he relied on their expertise and assistance 
when making decisions. There were well defined and established procedures 
and officials within a clear chain of command with no-one acting alone.  In 
his experience, there were proper contemporaneous records of transactions 
and he was very surprised to find that many documents had not been kept or 
were now missing.  Before he made any decision, there would be input from 
various other departments; 

 
- neither the Director of Audit nor the Public Accounts Committee had ever 

previously made any recommendations or comments on the DB development 
when he was the SNT or any time thereafter until recently, after 25 years; 

 
- at the time when he was the SNT, there was no planning control legislation in 

place in the New Territories.  Also, there were few proposed developments 
of the size of DB at that time.  In the early 1970s, DB was a barren rocky 
area without any infrastructure or development; 
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- the original developer, Mr Edward WONG, had a good innovative idea but it 
later went into liquidation after heavily mortgaging the property to the bank.  
The whole DB project was at substantial risk of not proceeding at all and 
there were concerns that the mortgagee bank might take possession of the 
land.  Accordingly, it was important that the development be permitted to 
proceed with a certain degree of flexibility.  This more flexible approach was 
allowed by the ExCo granting to the developer the land at DB for a holiday 
resort/commercial development, as opposed to a previously restrictive 
approach adopted by the ExCo to restrict the use of land merely for the 
purposes of a holiday resort with limited residential and commercial use; 

 
- it was the lease conditions that specified the planning intention of the land 

(there being no OZP).  The MLP under the lease conditions was a 
mechanism for giving control with a degree of flexibility.  The lease 
conditions were drafted by a senior official in the Registrar General’s 
Department.  The MLP provisions incorporated into the lease conditions 
were clear; 

 
- given the barrenness, long distance, the lack of infrastructure and difficulty of 

access to urban areas of Hong Kong in the 1970s and there being no precedent 
for such an idea, it would have been difficult to assess its popularity in terms 
of how many people would buy holiday homes or use the recreation facilities 
or if it would have been different had a hotel been built.  In addition, it 
would have been hard to assess the value of a hotel development as opposed 
to a holiday home development in respect of such a risky development.  In 
any event, the estate surveyors in those days would have made their best 
valuation assessments at that time and he would have followed their advice 
and legal advice when making any decisions; 

 
- he believed that DB was a resort and would remain one, with its fine 

recreational golf and yacht club facilities, the access by the public to the golf 
during the week, the beach fronts and restaurant cafes and landscaping in the 
area.  If there were no flexibility allowed by the ExCo and the MacLehose 
and subsequent Administrations, the development would not have been 
commercially viable and would not have been anywhere near the success it 
was today; and 

 
- while he was the SNT, he had no better or worse relations with developers and 

other tycoons than other senior officials then and now.  He was not asked to 
be a director, albeit an independent non-executive director, of the DB 
developer until 2000, some 13 years after his retirement as the CS.   
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114.  Regarding Sir David Akers-Jones’ query as to why Audit had taken up this 
subject for review only recently but not earlier, the Director of Audit explained that the 
review arose from a complaint about the DB development and the Legislative Council had 
also dealt with the complaint in 2002.  
 
 
115.  The Committee noted that according to the ExCo paper of July 1976, DB should 
be developed into a holiday resort with limited residential and commercial purposes.  Thus, 
the residential and commercial developments should be ancillary to the holiday resort 
development.  However, it turned out later that the residential and commercial 
developments became primary while the resort development was only secondary.  The 
Committee asked Sir David why, at that time, he considered that the actual development of 
DB was not out of step with the ExCo’s decision. 
 
 
116.  The Committee also referred to paragraph 2.17 of the Audit Report which 
mentioned that, in July 1985, the PGLA of the Lands D had said that “the form this 
development has taken to date, i.e. that it is very much less of a tourist resort (both for 
overseas and local tourists) and more of a typical residential development”.  The 
Committee asked Sir David whether he was aware of such views within the Government at 
that time. 
 
 
117.  Sir David Akers-Jones responded that: 
 

- a resort could take many forms.  The fact that there were now 15,000 people 
living in DB did not preclude it from being considered a resort.  Similarly, 
the hotels and high-rise buildings in Phuket, Miami, Blackpool, Brighton, 
Nice, Cannes or Monte Carlo did not prevent any of these places being 
considered a resort.  In his opinion, the inclusion of residential and 
commercial development in DB was part of the growth of a resort as it 
developed;  

 
- as reflected in the Explanatory Statement in the DB OZP of 2003, the DB 

development “is primarily a car-free environment evolved from the original 
concept of a holiday resort approved in 1973.  This intention [of a resort] is 
still maintained by the existing and planned provision of a diversity of 
recreation facilities …… ”.  Hence, the development of DB had conformed 
with the description that it was a resort and it remained to be so.  It was in 
line with the ExCo’s decision of 1976; and 
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- in 1985, he had retreated from the scene into being the SCNTA.  He was not 
present at those meetings when the PGLA’s views were raised.  However, he 
was aware of the general way the DB development was proceeding, including 
high-rise buildings taking the place of low-rise buildings.  He would also 
have been aware of the comments like those raised by the PGLA.  

 
 
118.  The Committee pointed out that at present the public could only play at the DB 
golf course during non-holidays.  There was no resort accommodation or hotel but only 
residential development at DB.  The Committee asked why he still considered that the 
original resort concept had not been changed. 
 
 
119.  Sir David Akers-Jones stated that: 
 

- he still considered the DB development a resort although it had changed 
somewhat from the early concept.  The hotel GFA was allowed to be reduced 
because reasonable men would not insist upon a developer building a vast 
number of hotel rooms if nobody was going to occupy them.  Having 
decided that the amount of hotel accommodation needed at that time was 
much less, it was reasonable to switch the spare GFA to housing 
accommodation.  Although the balance of residential, commercial and hotel 
development had been switched flexibly, the total GFA had remained constant 
in many years; and 

 
- members of the public could go to DB and use the recreational facilities there, 

including the beach.  They could not use the club because it was a 
membership club.  As for the other facilities, some were private for the 
residents of DB and some were open to the public.  In fact, the developer, 
instead of providing a pubic golf course, had imported 300,000 cubic metres 
of sand from China to fill up the once muddy foreshore, turning it into a beach 
which was 700 metres long, backed by a promenade and trees.   

 
 

120.  Regarding the discussion by the DPC in 1985 about the need to report the change 
in the concept of the DB development to the ExCo, the Committee asked why Sir David, as 
the then CS, decided that there was no need to do so (paragraph 2.21 of the Audit Report 
referred).  The Committee also asked whether the decision was made upon the developer’s 
request and whether he had tried to circumvent the ExCo for some reasons.   
 
 
 



 
 

 
 

Grant of land at Discovery Bay and Yi Long Wan 
 

 
 

 - 193 -

121.  Sir David Akers-Jones responded that: 
 

- the background of the issue was that, in 1985, the Joint Declaration had just 
been approved by the British Parliament.  The Governor and the ExCo were 
very occupied.  The Governor was beginning a long period of shuttling 
between Beijing and London.  As the CS, he had to shoulder additional 
administrative responsibilities.  Hence, they were under great pressure;  

 
- notwithstanding the above, the main reason for not going back to the ExCo 

was that the resort development had continued and the development up to that 
time did not represent a major change in principle; and 

 
- he had not wanted to circumvent the ExCo and he had not received any 

request from the developer.  It was a matter of whether the ExCo should be 
bothered with decisions that could be properly made by the SNT, who was 
authorised by the lease conditions to make those decisions.  If the ExCo had 
wanted the decision to be referred back to it, it would have said so.  The 
Secretary for Lands and Works had said that, in his view, it was not necessary 
to refer to the ExCo and he agreed with him. 

 
 
122.  The Committee asked about the details of the Secretary for Lands and Works’ 
view and whether, with hindsight, Sir David considered that the matter should have been 
reported back to the ExCo.   
 
 
123.  Sir David Akers-Jones stated that: 
 

- on the question of whether the matter should be reported back to the ExCo, 
Mr Todd, the Secretary for Lands and Works had minuted to him, then CS.  
It was stated in the file minute (in Appendix 51) that “The question arises 
whether, in view of the initial ExCo approval in 1976 and the potentially 
controversial changes now contemplated, ExCo approval need be sought at 
this stage.  I would think probably not but would be grateful for your 
advice.”; and 

 
- Mr Todd was a very reliable person.  He acted upon Mr Todd’s 

recommendation. 
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124.  The Committee questioned why, as the CS, Sir David had simply acted upon his 
subordinate’s advice.  Sir David Akers-Jones stated that Mr Todd, the Secretary for Lands 
and Works, was an immediate subordinate, not a junior one.  Mr Todd was virtually on the 
same level as he himself as far as seniority was concerned.  Mr Todd was a man on whose 
judgement he could rely. 
 
 
125.  According to Sir David Akers-Jones’ written response, in 1977, when 
Mr WONG’s business went into liquidation and the development was in the hands of the 
mortgagee bank, another developer took over the development with the encouragement of 
the Hong Kong Government.  It appeared to the Committee that if the DB project was 
taken over by the mortgagee bank, it would not leave the land idle and might look for 
another developer.  The Committee asked why the Government intervened in commercial 
operation at that time and did not allow the mortgagee bank, which was a bank tied to the 
former Soviet Union, to take over the development, and why no tendering exercise was held.  
The Committee asked whether these were due to political considerations. 
 
 
126.  Sir David Akers-Jones responded that: 
 

- there should be no other company which wanted to take over a development 
at the then remote Lantau Island.  The new developer was a company owned 
by Mr CHA Chi Ming, who was well known to the Administration.  He was 
a prominent person and had made a great contribution to Hong Kong.  The 
trust that the Administration put in him then had been amply rewarded; and  

 
- as the original developer had gone into liquidation, the development was in 

the hands of the Official Receiver.  The then Governor-in-Council had to 
make the decision about what to do with the development.  The Official 
Receiver advised that this was the best solution and the Governor-in-Council 
made a decision in the best interests of Hong Kong. 

 
 
127.  The Committee then turned to the SCNTA’s approval of MLP 5.0 in February 
1982 which removed the requirement for the provision of the public golf course.  In his 
written response, Sir David Akers-Jones gave a detailed description of the administrative 
procedures for dealing with changes to MLPs.  It was stated that the views of all 
departments were taken into account in approving MLPs for the New Territories, and     
“I [the SNT] would not have approved a MLP or changes to a MLP or any land transaction 
that had to be dealt with by me without a full discussion with the PGLA.  If the PGLA/NT 
thought a premium or other conditions of approval were justified, he would have recorded it 
and action would have been taken.” 
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128.  According to the above description, there should be records of the discussions 
about the deletion of the public golf course and the approval of MLP 5.0 at that time.  
However, the Committee was informed by the Lands D that there were no records of any 
inter-departmental discussions on the deletion of the golf course prior to the approval of 
MLP 5.0 in February 1982.  There were also no documents showing why the then 
Commissioner for Recreation and Culture welcomed the proposal that other recreational 
facilities would be provided in place of the public golf course.  The Committee therefore 
asked: 
 

- why there were no such records; and  
 
- whether there had indeed been inter-departmental discussions relating to the 

public golf course and MLP 5.0 at that time. 
 
 
129.  Sir David Akers-Jones stated that: 
 

- he was also surprised that many documents were now missing; and 
 
- the question of whether there should be a public golf course was first raised in 

1977 when the developer proposed a list of recreational activities to replace it.  
The decision to delete the golf course was certainly not a sudden one made by 
him alone.  The discussion about the golf course had been going on for a 
number of years since the developer first raised it and both the pros and cons 
had been considered.  Thus, there was the statement that the R&CD was in 
favour of the deletion and the substitution by other recreational facilities.  
There was also the objection raised by the Highways Department 
representative, but that was a lone voice.  The others fell in with the R&CD 
and so did he.   

 
 

130.  The Director of Lands supplemented that: 
 

- the Lands D informed the Committee in the letter of 8 January 2005 that there 
were no documents showing why the then R&CD welcomed the proposal.  
In fact, there was a document stating that the Commissioner for Recreation 
and Culture welcomed the proposal that other recreational facilities would be 
provided in place of the public golf course.  But the document did not 
explain why he welcomed the proposal; and 
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- the Lands D had tried its best to look for the records of inter-departmental 
discussions relating to the deletion of the golf course prior to the approval of 
MLP 5.0 and no records were found.  But the failure to find the records did 
not mean that there were no such discussions before the decision was made. 

 
 
131.  The Committee noted that Sir David Akers-Jones had stressed that he had all 
along relied on professional advice when making decisions.  However, according to 
paragraphs 3.5 to 3.7 of the Audit Report, the PGLA had said that the public golf course 
was one of the main reasons for the Government to have approved the land grant and such a 
requirement was particularly referred to in a special lease condition.  Despite the PGLA’s 
comments, the SCNTA approved the deletion of the public golf course.  The Committee 
asked Sir David why he went against the PGLA’s advice and whether that was because of 
his personal preference. 
 
 
132.  Sir David Akers-Jones responded that: 
 

- the PGLA had raised a valid point and it was his duty to raise it.  But there 
had been a consensus in the Government that it would be better to have other 
recreational facilities than the public golf course; and 

 
- the ExCo had not requested that changes to the lease conditions be reported 

back to it.  Instead, he was authorised to make changes and there were 
systems and procedure in place as to how he would make changes, not 
autocratically, but in consultation with the officers of the department and 
those outside the department.  That was what he did. 

 
 

133.  On the question of land premium on approval of changes made in MLP 4.0 in 
1977, the Committee noted Sir David Akers-Jones’ written response that whether or not 
premium was payable would have been given full consideration not by one official acting 
on his own but together with his colleagues and superiors.   It seemed that no premium 
was charged after this proper consideration, no doubt taking into account the drastic slump 
in the property market. 
 
 
134.  The Committee asked whether there were records showing that it was a collective 
decision that no premium was necessary and that the main reason was the drastic slump in 
the property market. 
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135.  Sir David Akers-Jones responded that: 
 

- he would not have been involved in deciding about premium.  Valuation for 
premium was the job of a professional team of estate surveyors headed by the 
PGLA.  While there were few MLPs processed at that time, the question of 
premium on a change of MLP was always actively considered.  The estate 
surveyors would have considered the question of premium very seriously 
before making the decision that this particular modification at that time did 
not attract a premium; and 

 
- he did not think that there were records of the discussions among the estate 

surveyors.  Both the Secretary and the Director had not been able to produce 
them.  

 
 
136.  In response to the Committee’s enquiry as to whether there was a drastic slump in 
the property market in the period around 1977, the Director of Audit, in his letter of     
10 January 2005, in Appendix 52, advised that according to the “Estimates of Revenue and 
Expenditure for the year ending 31st March 1979”, it was mentioned that there was an 
economic recession in 1975-76 and continuing recovery during 1976-77.   
 
 
137.  The Committee referred to paragraph 5.15 of the Audit Report which mentioned 
that Developer A had said that the extension of the area for the fourth and fifth holes of the 
DB golf course had been agreed to at prior meetings with the SNT.  According to Sir 
David Akers-Jones’ written response, the developer might have been referring to meetings 
with the headquarters staff of the New Territories Administration which might not have 
involved meetings with him.  The Committee asked Sir David: 
 

- whether, according to his recollection, the developer had really discussed the 
matter with him and, if so, why he had not instructed his subordinates to 
consider charging a premium for the government land occupied by the 
developer; and 

 
- why the officials concerned had omitted the question of premium until recently. 

 
 
138.  Sir David Akers-Jones responded that: 
 

- the developer might have talked to him.  As the land concerned was a very 
rough hillside area, one did not know where the boundaries were and it was 
very easy to go outside the boundaries;   
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- the question of premium was entirely a matter for the PGLA and his staff.  It 
seemed that the decision taken at the time was that the problem of 
encroachment could be sorted out when there were proper boundaries.  The 
encroachment problem had been sorted out subsequently by the granting of an 
STT and the developer had paid a substantial penalty for having encroached 
on the land.  Thus, the officials had discharged their duty; and 

 
- he had a clear recollection of the officials concerned at that time.  Their 

approach to work was not casual and their integrity was not in question.  
They would have certainly done a professional job on such a small question 
of encroachment on a rough area.   

 
 
139.  It was mentioned in Sir David Akers-Jones’ written response that he was invited 
to become a non-executive director of The Mingly Corporation Limited (Mingly) in 2000, 
13 years after his retirement as the CS.  The Committee asked Sir David whether, given 
that the development of DB was still in progress today, his acceptance of the invitation from 
Mingly, an associate of Developer A, to be its director would give rise to concerns that he 
had made decisions alone in dealing with Developer A in order to pave the way for his 
post-retirement life. 
 
 
140.  Sir David Akers-Jones said that Mingly had nothing to do with Hong Kong 
Resort Company, i.e. Developer A.  It was an entirely separate company engaging in 
financial investment. 
 
 
141.  The Committee asked the Secretary for Housing, Planning and Lands, after 
hearing Sir David Akers-Jones’ reasons for deciding that the developments in DB needed 
not be reported back to the ExCo, whether he still maintained his earlier view that the case 
should have been brought back to the ExCo. 
 
 
142.  The Secretary for Housing, Planning and Lands responded that the critical 
consideration was whether there had been change to the original resort concept.  Sir David 
had explained that the resort concept had been maintained.  If this was agreed, it was not 
necessary to report to the ExCo.  However, he held a different opinion.  After hearing Sir 
David’s explanation, he still maintained the view that the original concept of the DB 
development had changed and such change should have been brought back to the ExCo. 
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143.  Conclusions and recommendations  The Committee: 
 
 Change in concept of the Discovery Bay development 
 

- acknowledges that the development of the Discovery Bay (DB) began in the 
1970s and 1980s and took place against the particular background that existed 
at those times; 

 
- expresses alarm and strong resentment that: 
 

(a) the lease conditions of the DB site failed to specify the requirements for 
achieving the development concept; and 

 
(b) the original resort concept of the DB development, as reflected in the 

Governor-in-Council’s decision of 6 July 1976, had changed from a 
holiday resort and residential/commercial development to that of a 
first-home community, and the Administration had failed to obtain the 
Executive Council (ExCo)’s endorsement of that change;  

 
- acknowledges that the Secretary for Housing, Planning and Lands: 
  

(a) considers that there had been change to the original resort concept of the 
DB development and such change should have been brought back to the 
ExCo for endorsement; and 

 
(b) has undertaken to seek the ExCo’s endorsement of the development 

concept of DB; 
 

- urges the Secretary for Housing, Planning and Lands to expeditiously seek the 
ExCo’s endorsement of the change of concept; 

 
- notes that the Director of Lands will implement the audit recommendations 

mentioned in paragraph 2.25 of the Director of Audit’s Report (the Audit 
Report); 

 
Provision of facilities in the Discovery Bay development 

 
- expresses astonishment and serious dismay that: 
 

(a) the approval of Master Layout Plan (MLP) 5.0 had in effect deleted the 
requirement to provide a public golf course, notwithstanding its 
specification in the lease conditions; and 
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(b) the Lands Department (Lands D) had failed to assess the implications, 
financial or otherwise, of the deletion of the facilities in the DB 
development;  

 
- notes that the Director of Lands will implement the audit recommendation 

mentioned in paragraph 3.21 of the Audit Report; 
 
Changes in Master Layout Plans and premium implications 

 
- expresses astonishment and finds it inexcusable that the Lands D failed to: 
 

(a) maintain a record of the public recreational facilities actually provided in 
the DB development; 

 
(b) verify the specific as-built facilities in the DB development with those 

agreed with the developer to ensure that they had in fact been built; and 
 
(c) document the reasons for not assessing and/or charging premium for the 

changes in those MLPs;  
 

- condemns the then land authorities for having failed to assess whether 
premium should be charged for the changes made in the MLPs after the land 
grant and prior to 7 June 1994 (including the deletion of the public golf course 
in MLP 5.0 and the cable car system in MLP 5.1);    
 

- notes that the Director of Lands has implemented the audit recommendations 
mentioned in paragraph 4.23 of the Audit Report; 

 
  Site boundaries of Discovery Bay and Yi Long Wan developments 
 

- expresses grave dismay that: 
 

(a) despite a lapse of 28 years after the land grant of the DB site, the 
Lands D had not yet set out the boundaries of the site;  

 
(b) some 41,200 square metres of government land adjoining the DB site 

had been occupied without authorisation for over 20 years, but the Lands 
D did not take timely actions to rectify the encroachments; 

 
(c) although certain buildings of the Yi Long Wan development were found 

outside the boundaries of the land grant, the Lands D had not taken any 
follow-up action to resolve the encroachment problem; 



 
 

 
 

Grant of land at Discovery Bay and Yi Long Wan 
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(d) there was a lack of co-ordination between the then District Office/Islands 
and the then Registrar General’s Department, before the latter gave its 
pre-sale consent of the Yi Long Wan development; and 

 
(e) without seeking legal advice, the Certificate of Compliance for the Yi 

Long Wan site had been issued before rectification of the site boundary 
problem;  

 
- notes that the Director of Lands will implement the audit recommendations 

mentioned in paragraphs 5.12, 5.34 and 5.49 of the Audit Report; and  
 
Follow-up actions 

 
- wishes to be kept informed of the progress in: 
 

(a) seeking the ExCo’s endorsement of the development concept of DB; and 
 
(b) implementing the various recommendations made by the Audit 

Commission and other improvement measures.  
 





 
 
 

CHAPTERS IN THE DIRECTOR OF AUDIT’S REPORT NO. 43 
DEALT WITH IN THE PUBLIC ACCOUNTS COMMITTEE’S REPORT 
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Director of 
Audit’s Report 

No. 43 
 

   Chapter    

 
 
 
 
Subject 

 
P.A.C.  

Report No. 43 
 

    Chapter    
   

1 Control and monitoring of District Council 
expenses and related activities 

1 

   
3 Government subsidies to the English Schools 

Foundation 
2 

   
4 Corporate governance and Headquarters 

administration of the English Schools 
Foundation 

3 

   
5 School administration of the English Schools 

Foundation 
4 

   
6 Grant of land at Discovery Bay and Yi Long 

Wan 
5 
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APPENDIX 1 
 
 

RULES OF PROCEDURE OF 
THE LEGISLATIVE COUNCIL OF 

THE HONG KONG SPECIAL ADMINISTRATIVE REGION 
 
 
72. 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 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. 
 
 (2) 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.  
 
 (3) The committee shall consist of a chairman, deputy chairman and      
5 members who shall be Members appointed by the President in accordance with 
an election procedure determined by the House Committee.  In the event of the 
temporary absence of the chairman and deputy chairman, the committee may elect 
a chairman to act during such absence.  The chairman and 2 other members shall 
constitute a quorum. 
 
 (4) A report mentioned in subrules (1) and (2) shall be deemed to have 
been referred by the Council to the committee when it is laid on the Table of the 
Council. 
 
 (5) Unless the chairman otherwise orders, members of the press and of 
the public shall be admitted as spectators at meetings of the committee attended 
by any person invited by the committee under subrule (8). 
 
 (6) The committee shall meet at the time and the place determined by the 
chairman.  Written notice of every meeting shall be given to the members and to 
any person invited to attend a meeting at least 5 clear days before the day of the 
meeting but shorter notice may be given in any case where the chairman so 
directs.  
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 (7) 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.  
 
 (8) 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. 
 
 (9) 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.  
 
 (10) The committee shall make their report upon the report of the Director 
of Audit mentioned in subrule (2) 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. 
 
 (11) Subject to these Rules of Procedure, the practice and procedure of the 
committee shall be determined by the committee. 
 



APPENDIX 2 
 
 
 

Paper presented to the Provisional Legislative Council 
by the Chairman of the Public Accounts Committee 

at the meeting on 11 February 1998 on 
Scope of Government Audit in the 

Hong Kong Special Administrative Region - 
‘Value for Money Audits’ 

 
 
 
 
SCOPE OF WORK 
 
 
1. The Director of Audit may carry out examinations into the economy, 
efficiency and effectiveness with which any bureau, department, agency, other 
public body, public office, or audited organisation has discharged its functions. 
 
 
2. The term “audited organisation” 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 organisation which receives more than half its income from 

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

 
 (iii) any organisation the accounts and records of which the Director is 

authorised in writing by the Chief Executive to audit in the public 
interest under section 15 of the Audit Ordinance (Cap. 122). 

 
 
3. 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 bureau, 
department, agency, other public body, public office, or audited organisation 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 
 
 
4. 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 Council and the Legislative Council, save from the point of view of 
their effect on the public purse. 
 
 
5. 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. 
 
 
6. The Director of Audit may also - 
 

(i) consider as to whether policy objectives have been determined, 
and policy decisions taken, with appropriate authority; 

 
(ii) consider whether there are satisfactory arrangements for 

considering alternative options in the implementation of policy, 
including the identification, selection and evaluation of such 
options; 

 
(iii) 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; 



 
 
(iv)  consider as to whether there is conflict or potential conflict between 

different policy aims or objectives, or between the means chosen to 
implement them; 

 
(v) 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 
and other relevant factors have been considered, and are reviewed 
as costs change; and 

 
(vi)  be entitled to exercise the powers given to him under section 9 of 

the Audit Ordinance (Cap. 122). 
 
 

PROCEDURES 
 
 
7. The Director of Audit shall report his findings on value for money audits 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 Chief Executive 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 Chief Executive may determine.  By the 30th April, or such date as the 
President may determine, copies shall be laid before the Legislative Council. 
 
 
8. 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 Public 
Accounts Committee shall follow the rules governing the procedures of the 
Legislative Council in considering the Director’s reports. 
 
 
9. 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. 
 
 
10. In this paper, reference to the Legislative Council shall, during the 
existence of the Provisional Legislative Council, be construed as the Provisional 
Legislative Council. 
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APPENDIX 4 
 
 
 

Witnesses who appeared before the Committee 
(in order of appearance) 

 
 
 
Mrs Pamela TAN KAM Mi-wah, JP 
 

Director of Home Affairs 
 

Mr Isaac CHOW, JP 
 

Deputy Director of Home Affairs (2) 
 

Mr Patrick LI, JP 
 

Assistant Director of Home Affairs (2) 

Mr TSE Man-shing 
 

Assistant Director of Home Affairs  
(Administration) 
 

Mrs Alice LAU MAK Yee-ming, JP 
 

Commissioner of Inland Revenue 

Mrs Deborah MA LAU Siu-mi 
 

Chief Assessor, Inland Revenue 
Department 
 

Hon Michael SUEN Ming-yeung, GBS, JP 
 
 

Secretary for Housing, Planning and 
Lands 

Miss Diane WONG 
 
 

Principal Assistant Secretary for Housing,
Planning and Lands (Planning and 
Lands) 1 
 

Mr Patrick LAU Lai-chiu, JP 
 

Director of Lands 

Mr Graham Ross 
 

Assistant Director (Hong Kong),  
Lands Department  
 

Mr LAU Chi-ming 
 

District Lands Officer/Islands, 
Lands Department 
 

Prof Hon Arthur LI Kwok-cheung, GBS, JP
 

Secretary for Education and Manpower 
 

Mrs Fanny LAW, GBS, JP 
 

Permanent Secretary for Education and 
Manpower 
 

Mrs Cherry TSE, JP 
 

Deputy Secretary for Education and 
Manpower (2) 
 

Prof Felice Lieh MAK, MD, CBE, JP 
 

Chairman, English Schools Foundation 
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Mr John Bohan 
 

Acting Secretary and Chief Executive, 
English Schools Foundation 
 

Mrs Gloria NG WONG Yee-man, JP 
 

Parents Representative,  
English Schools Foundation 
 

Mr AU YEUNG Ping-kwong, JP 
 

Deputy Director of Lands/Survey and 
Mapping, Lands Department 
 

Dr Sarah Rigby 
 

Chairwoman of Joint Council of Parent 
Teacher Associations, English Schools 
Foundation 
 

Mr Alex CHIU 
 

Parents Representative,  
English Schools Foundation 
 

Hon Frederick MA Si-hang, JP 
 
 

Secretary for Financial Services and the 
Treasury 

Ms Bernadette LINN 
 

Principal Assistant Secretary for 
Financial Services and the Treasury 
(Treasury) 
 

Hon Sir David Akers-Jones, GBM, JP 
 

Former Chief Secretary 
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APPENDIX 5 
 
 

Introductory Remarks by  
Chairman of the Public Accounts Committee, 

Dr Hon Philip WONG Yu-hong, GBS, 
at the First Public Hearing of the Committee 

on Wednesday, 8 December 2004 
 
 
 
 Good morning, ladies and gentlemen.  Welcome to the Public 
Accounts Committee’s first public hearing relating to Report No. 43 of the 
Director of Audit on the results of value for money audits, which was tabled in 
the Legislative Council on 24 November 2004. 
 
 The Public Accounts Committee is a standing committee of the 
Legislative Council.  It 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 Government’s accounts and the results of value for money 
audits of the Government and those organisations which receive funding 
from the Government.  The consideration by the Committee of the Director’s 
reports involves gathering evidence relevant to the facts contained in the 
Director’s reports, so that the Committee may draw conclusions and make 
recommendations in a constructive spirit and forward-looking manner.  I also 
wish to stress that the objective of the whole exercise is such that the lessons 
learned from past experience and our comments on the performance of the 
public officers concerned will enable the Government to improve its control 
over the expenditure of public funds, with due regard to economy, efficiency 
and effectiveness. 
 
 The consideration of the Director’s reports follows an established 
process of public hearings where necessary, internal deliberations and 
publication of the Committee’s report.  The Committee has an established 
procedure for ensuring that the parties concerned have a reasonable 
opportunity to be heard.  After the Committee is satisfied that it has 
ascertained the relevant facts, it will proceed to form its views on those facts, 
followed by a process of formulating its conclusions and recommendations to 
be included in its report.  In accordance with Rule 72 of the Rules of 
Procedure of the Legislative Council, the Committee is required to make its 
report on the Director’s report to the Legislative Council within three months 
of the date at which the Director’s report is laid on the Table of the Council.  
Before then, we will not, as a committee or individually, be making any public 
comment on our conclusions. 
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 Following a preliminary study of the Director of Audit’s Report No. 43, 
the Committee has decided, in respect of five chapters in the Report, to invite 
the relevant public officers and parties concerned to appear before the 
Committee and answer our questions.  We have, apart from this morning’s 
hearing, also set aside the morning of 10 December for the public hearings.     
 
 Finally, I would like to draw your attention to the fact that my 
colleagues, Hon TAM Heung-man, Hon Andrew CHENG and Hon LAU 
Kong-wah have declared interest in respect of Chapter 1 of Report No. 43 
which concerns “Control and monitoring of District Council expenses and 
related activities”.  The issues examined in this chapter include tax 
deduction on 50% of the honorarium for District Council Members and the 
allowance and grant for District Council Members.  Hon TAM Heung-man 
and Hon Andrew CHENG have declared that they are serving District Council 
Members.  Hon LAU Kong-wah has declared that he was a former District 
Council Member.  The Committee considers that it is proper for these three 
Members to make the declaration. 
 
 To avoid any conflict of interest on the part of the three Members 
and in order that the impartiality and integrity of the Committee may be 
maintained, the Committee has agreed that they do not take part in the 
examination of this chapter.  They will not participate in the public hearing, 
nor in the discussion and compilation of the Committee’s report on this 
chapter.  Neither will they make any public comment on the issues relating 
to this chapter. 
 
 I now declare the Committee to be in session. 
 
























































































































































































































































































































































































































































































































