CB(1)495/03-04(01)

By fax
CB1/PL/PLW
2525 3331
2869 6794
email addresses: asit@legco.gov.hk
cshiu@legco.gov.hk
27 November 2003

The Hon Henry TANG Ying-yen, GBS, JP
Financial Secretary

12/F, West Wing

Central Government Offices

Lower Albert Road

Centrd

Dear Mr TANG,

Panel on Planning, Landsand Works
and Panel on Home Affairs

West Kowloon Cultural District

At the joint meeting of the Panel on Planning, Lands and Works
and Panel on Home Affairs held on Tuesday, 25 November 2003, Members
examined issues relating to the West Kowloon Cultural District (WKDC)
development. These issues include those related to the funding arrangements
for the WKDC development. As the administration of public finances falls
within your purview, Members agreed that you should be asked to respond to
them. They are set out below for your reference.

First, there are the issues raised in Hon Abraham SHEK's | etter to
me dated 18 November 2003. A copy of the letter is attached.

Moreover, other Members also raised the following issues:

(@) whether the funding arrangements and/or the accounting
arrangements adopted by the Administration for the proposed
implementation of the WKDC development are in breach of
sections 3 and 4 of the Public Finance Ordinance (Cap. 2) ;
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(b) whether the WKDC development as a whole or any part(s) of
the development is a project under the Government's Public
Works Programme;

(c) in relation to (b) above, please provide the Administration's
definition of "Public Works Programme" and to confirm, in
arriving at the definition, whether and how the
Administration has taken into account its promulgated policy
to promote private sector participation in public works
projects; and

(d) notwithstanding the answers to (@) and (b) above, whether
and how far the Administration considers that in respect of
the implementation arrangements for the WKDC
development, the Administration has fulfilled/will be able to
fulfill its constitutional obligations as stipulated in Article 64
of the Basic Law.

| should be grateful if you would let me have your response to the
aboveissueson or before 17 December 2003. Upon receipt of your response,
the two Panels will consider how the matter should be pursued.

Best regards,

Yours sincerely,

(TANG Siu-tong)
Chairman of Panel on Planning Lands, and Works

Encl.

cc Hon IP Kwok-him, JP (Chairman of the Panel on Home Affairs) (w/o encl)
Chief Secretary for Administration
Secretary for Housing, Planning and Lands
Secretary for Home Affairs
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Kowloon
project’s
financing
under fire

The government’s ‘barter arrangement’
for building the planned cultural district
may breach accounting rules, say critics

Quinton Chan and Chloe Laf that the financial secretary can de-
cide what const:;u;-[fes pubh[:twn&s
The government is bypassing nor- ACCA presit Leo i-
mal ing arrangements for ming said the government should
building the West Kowloon cultural  first sell the land in West Kowloon
hub and may be breaching its own  and then use the money to fund
accounting rules, critics wam. ion of the cultural distri
rs and the head of the “The government has made the
Association of Chartered Certified  project a barter deal and it is prob-
Accountants (ACCA) say the con- lematic,” Mr Lee said. It should
troversial plan does not follow the ~ separate the project’s accounts on
normal ing arrangements for income and expenditure. For a
capitalworks projects. Theysayap-  project of such scale, the govemn-
proval for the $24 billion scheme ment should also seek approval
should be obtained from the Legis-  from the Legislative Council.”
lative Council's finance committee. The chief secretary said in Legco
A pok on d y that if the West
said the West Kowloon project was  Kowloon site were put up for auc-
not public works, but “facilities to  tion, the revenue raised might not
be used by the public”. Therefore, be able to fund the cultural district
Legco approval was not needed. because of the budget deficit.
Chief Secretary Donald Tsang A senior government official,
Yam-kuen announced in Septem-  who would not be named, also said
ber that the 40-hectare site would the present plan may have
be given to a single consortium to  breached the i

operate for 30 years. The winning
bidder would ‘use income from
property sales to fund the construc-
ton of cultural facilities, such as
theatres, museums and libraries.
The plan has been opposed by

“The present ents
have deprived the Legislitive
Council's right to scrutinise the
project. If this is the case, then
many other government projects
could also bypass Legco.”

D ic Party chai

some small ‘property develop
who would be excluded from tak-
ing part in the development.
Zoning plans for the site, which
would take the project beyond the
scrutiny of the Town Planni

Yeung Sum said the government
must suspend the plan and con-
duct a genuine public consuitation.

"This project invoives no gov-
ernment di d there wil!

Board, have also been criticised.
And non-govemnment organisa-
tions, lawmakers and cultural
groups have voiced fears that the
site could be tumned into a “devel-
oper’s colony”.

Now, it appears the arrange-
ments may also breach a govern-
ment accounting principle known
as "hypothecation of revenue”.

Under the principle, derived
from section four of the Public Fi-
nance Ordinance, all government
revenueshould be credited into the
Treasury beforeitis used and all ex-
penditure should come from the
Treasury accounts.

Critics say the West Kowloon
case does not follow these rules be-
cause the value of the land is being
redirected to the developer to cover
the project’s costs without going
through the Treasury accounts.

While the ordinance applies to
all public works, it also stipulates

not be any legislation. The rules of
the game are designed to bypass
Legeo and leave us unable to have
any checks and balances.”

The government was criticised
by the director of audit in 1996 for
violating the principle in a dealwith
Cathay Pacific for the construction
of VIP lounges at the former Kai Tak
airport. Cathay built the lounges
and was given free use of them for a
period to offset the cost.

But the government, in a reply
to the auditor's report, said the B-
nancial rules should be flexible.

A Housing, Planning and Lands
Bureau spokeswoman said last
night that the West Kowloon
project and the VIP lounge issue
should not be comparert as they
were different. She also said a simi-
lar concept had been adopted in
two public-private partnership lei-
sure projects in Kwun Tong and
Tseune Kwan )



