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For discussion
on 10 June 2008

Legislative Council Panel on Financial Affairs
Report on Write-off of a Judgement Debt

Purpose
This paper seeks to consult Members again on the matter of
a debt of $17,025,082.44 Note 1 (inclusive of costs of action and interest
calculated up to 5 September 2007 Note 2) owed to the Government by an
auctioneer hired by the former Government Supplies Department (GSD)
(now the Government Logistics Department (GLD)) for the disposal of
unserviceable or obsolete government stores and confiscated goods.

Background
2.
We last consulted the Panel on 6 June 2005 on a proposal to
write off a debt of $16.8 million (as at 24 June 2005) Note 3 owed to the
Government by the Hong Kong Auctioneers & Estate Agency Ltd. (the
auctioneer), who had been the contracted auctioneer of GSD for the
disposal of unserviceable or obsolete government stores and confiscated
goods since 1970s. Its last contract with the Government, and also the
contract which gives rise to the present debt case, covers the period from
1 April 1996 to 31 August 1998 (the 1996 Contract). A copy of the
relevant Panel paper reference LC Paper No. CB(1)1678/04-05(06) and a
copy of our supplementary reply dated 12 July 2005 are at Annexes A and
B for Members’ reference. Members advised that the Panel should
further discuss the proposal in due course after the Administration had
provided the following supplementary information -

Note 1: The amount represents the total of a judgement sum at $10,742,838.17, cost of action at
$244,315.55, and interest calculated up to 5 September 2007 at $6,042,928.72 less a contract
deposit of $5,000.00.
Note 2: According to the Bankruptcy Ordinance, interest is not provable in respect of any period after
commencement of the bankruptcy. 5 September 2007 was the date on which a Bankruptcy
Order was granted against the Managing Director of the auctioneer.
Note 3: Originally the plan was to submit the proposal to the Finance Committee on 24 June 2005.
The amount therefore reflected the judgement debt plus costs and interest up to 24 June 2005.
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(a)

reasons for not consulting the Department of Justice (D of J)
on whether the default in proceeds payment by the
auctioneer involved any criminal offences, and whether
criminal proceedings should be instituted against the
auctioneer or its Managing Director; and

(b)

further information on the internal investigation conducted,
including (i)

the reports of the internal investigation conducted;

(ii)

the dates on which the disciplinary proceedings
commenced and were concluded; and

(iii)

the outcome of the investigation of the responsibilities
of the senior management of GSD in the case, in
particular the responsibilities of the then Director,
Deputy Director and the immediate supervisor of the
Senior Accounting Officer concerned.

Response to Outstanding Issues
Further Information on Criminal Investigations
3.
As reported to Members in 2005, GSD had referred the case
to the Independent Commission Against Corruption (ICAC). ICAC’s
investigations had found that the case did not involve fraud or corruption,
but there were possible misconduct and/or negligence of duty on the part
of the GSD staff concerned. Apart from this referral to the ICAC, at that
time GSD focused on its internal investigation of the responsibilities of
relevant officers in relation to the case, and actions to seek to recover the
outstanding debts. In connection with the recovery actions, GSD,
through a Deed of Settlement agreed with the Managing Director,
received payments totalling $6 million from the Managing Director.
GSD did not refer the case to the Police for investigation into other
possible criminal offences because there had been no indications that
such other offences might be involved.
4.
In line with some Members’ advice at the Panel meeting in
June 2005, GLD referred the case to the Police in July 2005 for
investigation to establish whether other criminal offences might have
been committed by the auctioneer or its Managing Director. The Police
informed GLD on 18 April 2007 that their investigation had been
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completed and that there was insufficient evidence to support a charge
against any person.
5.
On 20 April 2007, it came to the attention of the Government
that the Managing Director had returned to Hong Kong. Apart from
taking other action to recover the debt, GLD also informed the Police of
the presence of the Managing Director in Hong Kong.
After
re-examining the case, the Police informed GLD on 9 July 2007 that there
was insufficient evidence to charge any person after serious consideration
of the evidence obtained and that there would be no prosecution.

Further Information on Internal Investigation
Release of Internal Investigation Reports and Dates on Which
Disciplinary Proceedings Commenced and were Concluded
6.
The purposes of the internal investigation were to ascertain if
any of the officers involved in managing the 1996 Contract had failed to
discharge their duties properly; and the responsibilities and accountability
of individual officers concerned in relation to the default in payment
proceeds.
7.
It is an established practice of the Government not to
comment on details of individual disciplinary cases. In this particular
case, we have provided the Panel with information on the investigation
findings and the disciplinary actions taken, including the division of work
and the extent of involvement of the officers concerned, and the
punishments inflicted (with dates) on them (see Annex B). We do not
have anything further to supplement from the staff discipline angle.
The Responsibility of Senior Management in the 1996 Contract
8.
The collection of the auction proceeds from the auctioneer
and the monitoring of the contractor’s performance are day-to-day
operations of the front-line staff and their immediate supervisor.
9.
Channels and mechanisms for reporting any irregularities or
problems encountered to the senior management are well established.
Apart from the normal channel of reporting to the senior management
irregularities or problems encountered through file submissions, it was an
established practice of GSD to hold senior staff meetings regularly during
which members could present and discuss issues of concern and complex
matters which required the attention of the senior management. The
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Senior Accounting Officer, who was head of the Accounts Section and
who reported directly to the Deputy Director, was one of the members of
the meeting.
10.
It was unfortunate that the Senior Accounting Officer
responsible for overseeing the collection of auction proceeds from the
auctioneer had failed to take appropriate action when there were delays in
payment in the 1996 Contract. Neither had he drawn the attention of the
senior management to the late payment position nor to the extent of the
amount involved during the contract period. Furthermore, the Accounts
Section should have reported the outstanding amount in an annual return
of arrears of revenue in accordance with section 415 of the Financial and
Accounting Regulations.
11.
As reported previously, disciplinary action had already been
taken against those officers (including the Senior Accounting Officer)
who should be held responsible for the failure to supervise the 1996
Contract in accordance with the established civil service disciplinary
mechanism.
12.
As soon as the late payment situation was made known to
the senior management of GSD, immediate action had been taken to
recover the outstanding payments and to formulate improvement
measures. The latter includes (a)

requiring the subject officers to submit to the senior
management on a quarterly basis all arrears of revenue, in
addition to the annual return as required in the Financial and
Accounting Regulations;

(b)

conducting comprehensive reviews of the accounting
procedures relevant to the sale of government properties by
auction; and

(c)

revamping the auction procedures by imposing tighter
control over the receipt of revenue from auctions (see
paragraph 10 of Annex A).

13.
The information outlined in paragraph 12 above shows that
the senior management of GSD, i.e. the Director and the Deputy Director
at the material time, had immediately taken steps to recover the debt and
to prevent recurrence as soon as the issue was brought to their attention.
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Latest Position
14.
On 20 April 2007, D of J received information on the
re-entry of the Managing Director of the auctioneer into Hong Kong since
his departure in February 2000. D of J took immediate legal action to
recover the debt, including applying for examination of the Managing
Director as to his assets and petitioning for bankruptcy against the
Managing Director Note 4. A hearing on the bankruptcy petition was held
on 5 September 2007. As a result, the Court granted a Bankruptcy
Order with costs against the Managing Director. The Official Receiver
was the appointed trustee. D of J filed with the Official Receiver on 17
October 2007 and 1 November 2007 a Proof of Debt respectively for the
judgement debt plus interest awarded by the Court pursuant to the
Judgement made in 1999 and for the costs and interest so incurred for
sharing of dividends, if any, resulting from the realisation of the
Managing Director’s assets by the Official Receiver.
15.
The Official Receiver had conducted an investigation into
the Managing Director’s financial position and advised that the Managing
Director was currently unemployed. Even though he had a fixed deposit
of Thai Baht 1,008,569.86 (i.e. around $244,000.00) as at 12 February
2008 with a bank in Thailand, the Official Receiver encountered
difficulties in realising the said amount for the bankruptcy estate as the
money was deposited in a bank which is outside the jurisdiction of Hong
Kong Note 5.
16.
The Official Receiver advised D of J in February 2008 that
the bankrupt, i.e. the Managing Director, had no assets to settle the debt
owing to the Government. With regard to the winding up of the
auctioneer, the Official Receiver had not yet applied to the Court for
release of the liquidationship but considered it unlikely that there would
be any dividend for distribution.

Note 4: D of J issued a statutory demand pursuant to section 6A(1)(a) of the Bankruptcy Ordinance
(Cap. 6) against the Managing Director in March 2000. However, D of J was unable to serve
the documents personally on the Managing Director because investigations revealed that he
had left Hong Kong since 4 February 2000. D of J was therefore unable to petition
bankruptcy against the Managing Director at that time.
Note 5: There is no reciprocal arrangement between Hong Kong and Thailand to enable the
enforcement in Thailand of judgments given in Hong Kong.
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Way Forward
17.
At this point it seems unlikely that the separate processes of
the liquidation of the auctioneer and the bankruptcy of the Managing
Director will lead to dividends that can be distributed to the Government.
We have considered the possibility of writing off the debt now but are
inclined to write off the debt after expiry of the relevant Bankruptcy
Order for prudence and in view of the amount of money involved.
Advice Sought
18.
Subject to Members’ agreement, we will review the matter
after expiry of the relevant Bankruptcy Order to ascertain whether the
debt is irrecoverable and to seek FC’s agreement to write off the debt
where appropriate.
-------------------------------
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