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Annex A 
 

Fee Remission Related 
 
Response to  

 the letter of 1 December 2010 from Public Accounts Committee 
regarding paragraph 1(e) (ii) 

(e) regarding the 22 schools listed out in Table 1 in paragraph 3.3(b) of 
Chapter 2: 
(i) what the average monthly school fees received by each of the schools 

in 2008/09 were.  Please break down the schools according to the 

ranges of “underprovided amount” set out in Table 1; and 

(ii) besides the school mentioned in paragraph 3.4, the number of 
years during which the remaining 21 schools did not set aside 
sufficient school fee income for running their fee 
remission/scholarship schemes; 

 the letter of 3 December 2010 from Public Accounts Committee 
regarding paragraph 1(a) 

(a) Table 1 of Chapter 2 showed that the amounts of school fee income set 
aside by 22 schools for their fee remission/scholarship schemes were 
less than those required according to the levels of their school fees.  
It was mentioned at the hearing that although the Education Bureau 
("EDB") had detected the problem of underprovision, it had applied 
flexibility in determining whether the schools concerned had set aside 
sufficient money for the purpose of running their fee 
remission/scholarship schemes, such as allowing the schools to fund 
the schemes from sources other than school fees.   

Please explain in detail the mechanism of and the criteria adopted by 
the EDB for determining whether or not Direct Subsidy Scheme 
("DSS") schools have complied with the EDB's requirements on the 
funding of school fee remission/scholarship schemes, including those 
set out in paragraph 3.2 of Chapter 2.  Please also explain the 
flexibility allowed and the relevant justifications 



 - 298 -

 the letter of 6 December 2010 from Public Accounts Committee 
regarding paragraphs 4(a) to 4(d) 

(a) in addition to the average monthly school fees received by the schools 
in 2008/09 (which was sought under item (e)(i) of my letter of 1 
December 2010), please also provide the average annual school fees 
charged by the schools as well as their annual school fees (if they 
charge different amounts for different class levels, please list out the 

details); 

(b) whether the schools should set aside their school fee income for their 
fee remission/scholarship schemes according to the criteria mentioned 
in paragraph 3.2(a) or 3.2(b) of Chapter 2; 

(c) the actual amount of underprovision; and 

(d) the utilization rate of the schools’ fee remission/scholarship schemes 
in 2008/09. 

 

Mechanism of and criteria adopted by the Education Bureau (EDB) for 
determining whether or not Direct Subsidy Scheme (DSS) schools have 
complied with EDB’s requirement on the funding of school fee 
remission/scholarship schemes 
 
1. For the purpose of running a fee remission / scholarship scheme, DSS 
schools are required to set aside- 

 
(a)  10% of the school fee income; or  
(b)  50% of the amount of school fee which exceeds two-third of the DSS 

subsidy rate if the school fee is between the range of 2/3 (two-third) 
and 2 1/3 (two and one-third) of the DSS subsidy rate,   

 
whichever is the higher. 

 
2. In the course of examining the annual audited accounts of DSS schools 
each year, EDB would check whether all schools have set aside in the year 
concerned a provision for fee remission/scholarship scheme not less than the 
minimum 10% of the school fee income.  For those provisions above 10%, 
EDB counts on DSS schools’ external auditor to check if schools comply with 
the requirements.  If there is any shortfall, EDB Regional Education Offices 
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(REO) would follow up with the schools concerned and request them to rectify 
and make good the shortfall.  In fact, EDB has recently conducted a detailed 
check on the internal records of the ten schools which satisfied the criteria 
under paragraph 1(b) above and are among the 22 schools as identified by the 
Audit Commission (Audit) which have made inadequate provision for fee 
remission/scholarship scheme.  Out of these ten schools, only one school has 
not complied with the requirement due to misinterpretation. 
 

Differences in the assessment between Audit and EDB regarding compliance 
with the above requirement 
 
3. We note that in applying criteria under paragraph 1(b) in its calculations, 
Audit has used 2008/09 projected DSS subsidy rate and the snapshot of 
enrolment figures as of 30 September 2008, whereas EDB assesses with 
reference to the 2008/09 finalized DSS subsidy rate and actual enrolment 
figures adopted by most schools as the basis. 
 
4. Noting that different schools may have adopted, having regard to their 
unique circumstances, different accounting practices, we have adopted a 
practical approach to assessing whether the requirement of setting aside 
sufficient financial provision for the purpose of fee remission/scholarship 
scheme has been met.  Nevertheless, in so doing, we bear in mind the 
objective of ensuring adequate provision for needy students. Hence, while 
ensuring compliance with the requirement, we allow some reasonable variation 
in respect of the account to which fee remission/scholarship scheme is charged.  
Specifically, apart from direct deduction of the required provision from the 
school fee income, we would also allow the school to make alternative 
arrangements to set aside the required amount from other funding sources, 
including but not limiting to accumulated reserve balance, bursaries as well as 
scholarship /fee remission expenses paid during the year from the Income & 
Expenditure Account. In addition, we also accept schools using actual school 
fees paid by students (i.e. after fee remission) for setting aside sufficient 
amount as required under the criteria under paragraphs 1(a) or 1(b) above.  
 
5. The EDB also allows under-provision of an insignificant amount, say 
0.01% (in one case the difference is only $10 and in another it is around $1,000 
in 2008/09). 
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Differences in the assessment findings 
 
6. According to the findings of the Audit in Table 1 of Chapter 2, 22 DSS 
schools have under-provided fee remission/scholarship scheme in their 2008-09 
accounts in varying degrees ranging from $1 to above $1 million. Upon 
cross-checking with Audit’s findings, we have found that 16 out of the said 22 
DSS schools were considered to have made adequate provisions for fee 
remission/scholarship scheme purpose in 2008/09 accounts. This difference in 
assessment is all but one due to the reasons listed in paragraphs 3 to 5 above. 
Specifically these 16 schools can be accounted for as follows: 
 

(a) paragraph 3: eight schools; 
(b) paragraph 4: five schools; 
(c)  paragraph 5: two schools;  
(d) for the case of Hang Seng School of Commerce, EDB has only taken 

into account the tuition fee income for 2008/09 in respect of Form 
Six / Seven under DSS while Audit has used the total fee income 
which also covered tuition fee income from pre-associate / associate 
/ top-up degrees as well, hence giving rise to a significant difference 
in the amount required for fee remission/ scholarship scheme. 

 
7. For the remaining six schools with under-provision of fee 
remission/scholarship scheme according to both EDB’s assessment and Audit’s 
observation in its report, we have already informed them and they have all 
agreed to top up funding in their 2009/10 accounts to make good the shortfall. 
Of these six schools with under-provision of fee remission/scholarship scheme, 
three had not set aside the required amount for fee remission/ scholarship 
scheme in 2006/07, 2007/08 and 2008/09.   
 
8. In response to the Public Accounts Committee Members’ request in 
paragraphs 4(a) to 4(d) of LegCo’s letter dated 6.12.2010, we provide in the 

Appendix to Annex A-1 the following information on the 22 schools which are 
mentioned in Table 1 of Chapter 2 – 
 

(a) the criteria for setting aside fee remission/scholarship scheme; 
(b) the annual school fee income in 2008/09; 
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(c) the actual amount of under-provision in 2008/09 per Audit’s 
calculations; 

(d) the actual amount of under-provision in 2008/09 per EDB’s 
calculations; 

(e) the utilisation rate in 2008/09 per EDB’s calculations; and 
(f) the reasons for discrepancies between (c) and (d). 

 

Way forward 
 
9. To avoid misunderstanding arising from different interpretations of the 
requirements for fee remission/scholarship scheme, we undertake to refine the 
guidelines with a view to clarifying and standardising the practice.  
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Response to the letter of 1 December 2010 from Public Accounts 
Committee regarding paragraph 1(f)  

(f) the actions that had been taken by the EDB since September 2005 to 
ensure that the school mentioned in paragraph 3.4 of Chapter 2 will set 
aside sufficient amount of school fee income for running its fee 
remission/scholarship scheme and the school’s response 

 
1. The school is operated in a DSS through-train mode. Its primary and 

secondary sections started operation in September 2002 and September 
2003 respectively. 

2. Through checking of school’s 2002/03 audit accounts in the 2004/05 
school year, EDB started to find out that the school did not set aside the 
required amount of school fee income for its fee remission/scholarship 
scheme. We advised the school for rectification on 8 September 2005 
accordingly. However, we found the same mal-practice through checking 
of school’s audited accounts in the subsequent four years. Hence, EDB has 
written to school for a number of times in February 2007, October 2007, 
November 2008, September 2009 and August 2010 to request for 
necessary rectification. School finally replied in September 2010 saying 
that school has set aside the required amount of fee remission.  Although 
the school has committed to set aside the required amount of fee remission, 
it has not made rectification for the other mal-practices identified.  Hence, 
EDB issued a warning letter to school on 12 November 2010. In response, 
the school gave EDB a reply to EDB dated 23 November 2010. EDB is 
studying the school’s response and will continue to liaise closely with the 
school to follow up the issues. 

 

 

 

 

 

 

 

 



 - 303 -

Response to the letter of 3 December 2010 from Public Accounts 
Committee regarding paragraph 1(b)  

(b) according to paragraph 3.14 of Chapter 2, only two of the schools visited 
by Audit had mentioned their fee remission/scholarship schemes in their 
prospectuses.  Please provide a copy of the relevant parts in the service 
agreements signed by the school governing bodies of these two schools as 
well as the relevant parts in their school prospectuses showing details of 
their fee remission/scholarship schemes 

 
• Please refer to Annexes A-2 to A-5 for School 1’s information and 

Annexes A-6 to A-9 for School 2’s information. 

 

 

 

 

 

*Note by Clerk, PAC:   Annexes A-2 to A-5, and Annexes A-6, A-7 and A-9 
  not attached. 
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Annex B 
 

Fee Revision Related 
 
Response to the letter of 3 December 2010 from Public Accounts 
Committee regarding paragraphs 1(c) and 1(e) 

(c) regarding the revision of school fees: 

(i) the criteria adopted by the EDB for approving or rejecting DSS 
schools’ applications for increasing school fees; and 

(ii) the respective numbers of applications for increasing school fees 
which had been rejected and those with the level of increase reduced 
since the introduction of the DSS, as well as the reasons for rejecting 
the applications and requiring a reduced level of increase 

(e)  Please also explain the mechanism in place to ensure that the financial 
projections made by DSS schools in their applications to increase school 
fees were fair and reasonable 

 

Regarding items (c) (i) & (e)  

 The major considerations for assessing the fee revision applications 
are:  

(i) the financial situation of the school (e.g. the amount of operating 
reserve available and the budget for the coming year); 

(ii) the reasons and justifications for the fee revision; and 
(iii) the due process with regard to the consultation with parents. 

 
2. To ensure consistency in vetting applications for fee revision, a set of 
internal guidelines with criteria for vetting fee revision applications has been 
devised.  These criteria are summarised as follows: 
 

(i) For schools intending to apply for fee increase and with total 
accumulated surplus more than one-year’s operating expenses, 
Regional Education Office (REO) would only approve the fee 
increase for schools having strong and reasonable justifications and 
satisfied the due process with respect to parent consultation;  

(ii) In considering whether the applicant school has a large accumulated 
surplus, REO may take into consideration other factors, e.g. whether 
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(a) the surplus shown in the audited accounts for the preceding year 
has already been spent in the current school year; or (b) substantial 
portions of the surplus are in fact donations earmarked for specific 
purposes.  REO would also examine if there is substantial increase 
in any expenditure items which would warrant an explanation; 

(iii) For irregular items identified by the Finance Division (FD) of the 
Bureau during the fee assessment such as high bonus payments, 
REO would ask school to provide supporting materials and 
justifications.  If schools are not able to provide justifiable reasons 
for such expenditure items, and the inclusion of such expenditure 
items will have substantial impact on the level of fee increase (e.g. 
inclusion of these expenditure items may lead to the situation 
whereby the school is unable to meet the 2-month operating 
expenses requirement), consideration should be given to whether 
such items should be excluded from the expenditure lists in assessing 
the justifications; 

(iv) With regard to parent consultation, REO would assess, (a) whether 
the schools have sought consent from parents; and (b) whether they 
have properly addressed the concerns of the parents.  Details of the 
consultation arrangements are as follows: 

 For fee increase exceeding the percentage threshold set by the 
EDB (i.e. 7% for 2009 and 2010), the applicant is required to 
obtain consent from the majority of the parents, i.e.  
three-quarter or more of the total number of respondents in the 
survey or parents present in the meeting who agree to the 
proposed fee increase; 

 For schools with total accumulated surplus exceeding one year’s 
operating expenses applying for fee increase, consent should be 
obtained from the majority of parents, i.e. three-quarter or more 
of the total number of respondents in the survey or parents 
present in the meeting who agree to the proposed fee increase; 
and 

 For schools intending to apply for fee increase of not exceeding 
the threshold and with total accumulated surplus less than one 
year’s operating expenses, they should at least consult their 
Parent Teacher Associations/parent representatives. 
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3. Every year, before the annual fee revision exercise, a briefing session 
is organized for REO colleagues to help them get a better understanding of the 
internal guidelines.  This would again help achieve consistency in vetting 
applications for fee revision by DSS schools.  Where required, meetings are 
held between REO, the FD and the policy section of the DSS to consider 
complicated cases. 
 
4. In sum, after REO’s initial vetting, all the fee applications are passed 
to FD for their professional comments.  Based on REO’s initial vetting and the 
scrutiny of the schools’ audited accounts, FD would spot out irregular items 
such as high bonus payments for follow-up by REO (please refer to para.2(iii) 
above for elaboration of the follow-up action). 
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Regarding (c)(ii) 
 
 

Table 1: Number of Schools under Direct Subsidy Scheme with Fee Increase 
Applications Rejected for 2008/09 to 2010/11 school years  

Number of Schools 

School 
Year Applications for 

Fee Increase 
wholly Rejected 

Applications for 
Fee Increase 

Partially Rejected

Main Reasons for Rejection 

2008/09 1 2 

2009/10 0 0 

2010/11 2 0 

 School failed to provide the 
relevant audited account for 
EDB to review the financial 
situation of the school; 

 School possessed sufficient 
accumulated surplus and failed 
to provide strong justifications; 
and 

 School failed to provide 
concrete evidence showing that 
parents had full understanding of 
the reasons for fee increase.  

 

 
 

 

Table 2: Number of Schools under Dss that were Granted Approval Subject to 
Reduced Level of Fee Increase for 2008/09 to 2010/11 school years 

School 
Year 

Number of Schools 
Main Reasons for Requiring 

Schools to Reduce Level of Fee 
Increase 

2008/09 0 

2009/10 2 

2010/11 0 

 Taking into account the school's 
accumulated surplus and 
justifications, reduction of fee 
increase is necessary; and 

 School was requested to take into 
consideration parent's 
affordability for the proposed 
increase of fees. 
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Response to the letter of 3 December 2010 from Public Accounts 
Committee regarding paragraph 1(d) 

(d) according to paragraph 4.3 of Chapter 2, for 2008/09 and 2009/10, the 
EDB approved 30 and 18 applications respectively for school fee 
increases.  In this regard: 

(i) what the levels of operating reserves of each of the above schools at 
the time when they applied for school fee increases were;  

(ii) whether the above schools included the ones referred to in Table 6 
in paragraph 5.3(b); and 

(iii) for the two schools with the highest levels of approved school fee 
increases (i.e. with an increase from $4,500 to $22,000 and from 
$48,000 to $60,000), please provide a copy of the documents issued 
by the schools to obtain consent from parents for increasing the 
school fees 

 

Regarding paragraph 1 (d) (i) &(ii) 

EDB requires schools to maintain operating reserve sufficient to meet at least 
two months’ operating expenses all the time.  We also consider that an 
operating reserve between two to 12 months of a school’s operating expenses is 
reasonable. The levels of operating reserves of the schools at the time when 
they applied for school fee increases are listed in table below: 
 
  2008/09  2009/10

Fee Application cases  30  18 
     

Operating reserve of schools*     
 Based on audited accounts  2006/07  2007/08
 Reserve level (at equivalent no. of monthly 

expenditure) 
    

Deficit  3  3 
0 - 2 months  6  2 
Above 2 months to 12 months  18  12 
Above 12 to 14 months  2  1 
2006/07 information not available as it is a new DSS  
school in 2007/08 

 1  0 

Total  30  18 
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* schools have to submit their audited accounts of last year, the revised 
estimate of current year and the budget for next year to EDB for fee assessment.  
The operating reserves of these three years will be taken into account. 
 
2. Table 6 in paragraph 5.3(b) includes operating reserve of 64 schools as at 
31 August 2009.  One school out of the 30 schools and three schools out of 
the 18 schools listed above are not on the list of the said 64 schools. 
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Response to the letter of 3 December 2010 from Public Accounts 
Committee regarding paragraph 1(e) 

(e) Table 4 in paragraph 4.10(a) of Chapter 2 showed that there were 
significant variances between the projected and actual operation reserves 
of eight DSS schools for 2008/09.  Please provide an analysis of the 
reasons for the variances for each of these eight schools.   

 

For a school which applied for fee increase in 2008/09, it had to submit, 
among other information, the following financial information around May 
2008: 

(i) the audited accounts of 2006/07; 
(ii) the revised estimate of 2007/08; and  
(iii) the budget for 2008/09 taking into account the impact of fee increase 

applied. 
 
2. The following reasons explain the significant variances. 

 
Time Gap  
3. The 2008/09 projected reserve of a school would be made in May 2008, 
about 16 months before the actual operation reserve of 2008/09 was concluded 
as at 31 August 2009 for most schools.  In other words, there is a time gap of 
about 16 months between the projected and actual result in income and 
expenditure items.  Difference between the projected income or expenditure 
and the actual income or expenditure will result in variance between the 
projected reserve and the actual reserve as highlighted by Audit Commission. 

 
Difference between projected and finalised DSS unit subsidy 
4. When the school prepared the budget for 2008/09 in May 2008, it had to 
make reference to the 2007/08 projected DSS unit subsidy rates which were the 
latest data available at that juncture (the 2007/08 and 2008/09 finalised rates 
would only be available in October of 2008 and 2009 respectively).  The 
2008/09 finalised rates were higher than the 2007/08 projected rates in the 
range of 6% to 16%, resulting in higher DSS subsidy income and hence a 
higher actual operation reserve than estimated.  

 
5. The reasons for the variances between the projected and actual operation 
reserves for the eight DSS schools for 2008/09 in Table 4 are as follows: 
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Reasons 
 

 
No. of 
schools 

  

Variance in income and expenditure due to time gap 
and higher DSS subsidy income than projected 

 3   

     
Higher DSS subsidy income than projected  3   
     
Higher DSS subsidy income than projected and 
substantial underspending in various areas (Note) 

 2   

     

Total  8   
 
Note : 
(i)  One school has incurred less expenditure than estimated by 22% for 

several reasons (including the delay of a school self-financed extension 
construction project, lower-than-expected expenses on major repairs and 
teachers’ salary, etc.) 

(ii)  The other school had included a provision in the 2008/09 budget for 
large-scale repair works/self-financed construction works.  However, 
about $1,4 million was not used in that school year.   
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Annex C 
 

Response to the letter of 3 December 2010 from Public Accounts 
Committee regarding paragraph 1(f) 

(f) whether there had been any change in the manpower, in terms of number 
of staff or man hours etc., deployed for undertaking duties relating to 
school audits of DSS schools and taking follow-up actions during the 
years from 2005 to 2010; and the reason why the glaring practices of the 
three schools identified by the EDB, as set out in Table 4 in paragraph 
5.12 of Chapter 1, had not been rectified after a long time 

 
 
Regarding whether there had been any change in the manpower, in terms of 
number of staff or man hours etc., deployed for undertaking duties relating to 
school audits of DSS schools and taking follow-up actions during the years 
from 2005 to 2010 
 
 The Finance Division and the Regional Education Offices (REO) of the 
Education Bureau (EDB) take up a range of duties in respect of school 
education services.  Currently, there are around 4,000 schools including aided, 
government, DSS, caput and private schools as well as kindergartens in Hong 
Kong.  The 15 District School Development Sections under 4 REOs are 
responsible for providing support to the administration and development of 
schools.  As regards the school audits of DSS schools and the follow-up work 
required, there is no designated post specifically created for such purposes.   
 
2. In brief, the School Audit Section of the Finance Division of the EDB will 
conduct audit of DSS schools to evaluate whether the DSS schools have put in 
place proper financial management and procurement arrangements, and 
whether their financial and accounting operations comply with the relevant 
letters, circulars and guidelines issued by the Education Bureau.  
 
3. After the field audit inspections, the School Audit Section will continue to 
follow up with the schools in respect of any outstanding documents/ 
information / clarifications which cannot be provided by the school on-site.  
Management letters would be issued to the schools concerned by the School 
Audit Section after seeking comments from the policy division.  In addition to 
the above, the Finance Division also deploys staff to examine the audited 
accounts and fee revision application of DSS schools. 
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4. Schools are required to respond to the management letters and REO would 
take appropriate follow-up actions where necessary.  Other than follow up on 
audit inspection, with regard to DSS schools, REOs are responsible for 
handling major repairs exceeding $2 million, fees revision, complaints 
handling, renewal of service agreement, enhancement of school facilities and 
other school administrative work (e.g. crisis management, appointment of 
school head, trading operation).  For optimization of resources, there is no 
post in REOs designated solely for handling DSS schools.   
 
5. The manpower as indicated in the tables below refers to (a) the number of 
School Audit Section’s staff deployed for undertaking duties relating to school 
audits of DSS schools and the related follow-up work; and (b) the 
apportionment of staff resources devoted to the overall administration and 
support of DSS schools and is worked out based on the relative workload of 
DSS schools as compared to other types of schools.  

 

 Year 

 2005 2006 2007 2008 2009 2010 
(Plan)

No. of audit 
inspection on DSS 
schools: 

4 2 6 6 8 12 
 

No. of School 
Audit Section’s 
staff involved in 
DSS schools’ 
audit inspections 

0.9 0.4 1.3 1.3 1.7 2.5 

 

 2005 2006 2007 2008 2009 2010 
No. of REO staff 
devoted to the 
overall 
administration and 
support of DSS 

3.2 3.8 4.2 4.9 5.3 5.4 
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Regarding “the reason why the glaring practices of the three schools 
identified by the EDB, as set out in Table 4 in paragraph 5.12 of Chapter 1, 
had not been rectified after a long time” 
 

According to Para. 5.12 of Chapter 1 of the Report No. 55 of the Director 
of Audit, the schools involved in the glaring practices as identified by the Audit 
include Tak Sun Secondary School, HKCCCUU Logos Academy and Good 
Hope School.  Details pertaining to the respective schools are set out below. 
 

(1) Tak Sun Secondary School (Tak Sun) 

According to the Audit Report, Tak Sun was found to be involved in 
improper use of government funds (e.g. meal expenses incurred by staff but 
met by government funds) and lack of procurement policy and procedures.  
 
Use of government funds 
 
2. On improper use of government funds, EDB’s School Audit Section 
detected a similar mistake committed by the school during the school audit in 
January 2007 and issued a management letter to the school requesting 
rectification.  Upon receiving the management letter from EDB in May 2007, 
the school replied in writing in July 2007 that separate accounts had been set up 
for government and non-government funds and the mistake had been rectified 
(i.e. charging the expenses in question to the account for non-government fund). 
In view of this, no follow-up action would be required by EDB.  However, 
Audit discovered at its visit to the school in May 2010 that an expenditure of 
about $29,000 incurred for holding an annual dinner for staff was charged to 
the government fund account for 2009/10.  The school explained that they 
were confused about charging different expenditure items to the government 
and non-government funds. Upon Audit’s query, the school has already 
transferred the expenditure in question from the government fund account to 
non-government fund account.  Relevant accounting records have been 
forwarded to EDB. 

 
Procurement policy and procedures 
 
3. During the school audit in January 2007, EDB’s School Audit Section 
reminded the school of the need to establish proper procedures for tendering 
and purchasing of goods and services.  On receiving the management letter 
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from EDB in May 2007, the school replied in writing in July 2007 that such 
procedures had been set up and it would ensure that all quotation records would 
be properly kept.  Given the school’s written confirmation, no follow-up 
action would be required by EDB.  However, during the Audit’s visit, it was 
found that no formal procurement policy and procedure were laid down by the 
school.  While the school informed Audit that it had followed the procedures 
promulgated in EDB Circular No. 15/2007, no tender exercise was carried out 
for some procurements and no record was available proving that the departure 
from the procurement guidelines had been approved by the Incorporated 
Management Committee.  In response to Audit’s query, the school has drawn 
up a procurement policy in line with the EDB guidelines.  The school advises 
that the policy has been implemented since September 2010.  Relevant 
documents have been forwarded to EDB for record. 

 
(2) HKCCCU Logos Academy (Logos) 
 
The Audit report noted that Logos was involved in the following two incidents- 

(a) The trust arrangement used to hold one of the two properties purchased 
using school funds was not approved by the SMC.  This was first 
identified by EDB’s school audit in March 2009; and  

 
(b) The same trust arrangement used to hold a third property was also not 

approved by the SMC, as identified by the Audit at its visit in 2010. 
 

2. The trust arrangement was first identified by EDB in the school audit 
inspection in March 2009.  After obtaining additional information and seeking 
clarification from school, EDB issued a management letter to the school in 
February 2010 highlighting that the relevant documents regarding the trust 
arrangement were not available for inspection..  EDB had also requested in 
the same letter justification/rectification of the arrangement and other financial 
irregularities in writing within one month.  In the absence of any response 
from the school, written reminders were issued to the school for a reply in 
March and August 2010 respectively.  Despite repeated reminders, there was 
no response or action from the school on rectifying the trust arrangement and 
other financial irregularities, advisory letters were then issued to the school in 
September and October 2010 respectively.  A warning letter was issued to the 
school in November 2010 requiring the school to provide, among other 
irregularities detected, detailed information and concrete actions to be taken in 
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respect of the above arrangement, including proper documentation and 
justifications for the purchase of the properties as well as the approval of the 
SMC for the purchase and making the trust arrangement.  A reply dated 23 
November 2010 was finally received from the school.  The school undertook 
to take rectification actions promptly.  EDB is studying the reply and will 
monitor the situation closely.  EDB will keep in view the need to take any 
further actions where necessary. 
 

 (3) Good Hope School 

Good Hope School was found to be involved in: 
(a) Improper use of school funds (loan to a third-party company); and  
(b) Lack of tender exercise for a procurement involving a substantial amount. 

 
Improper use of school funds (loan to a third-party company) 
 
2. During the school audit inspection in December 2007, EDB’s School Audit 
Section found the improper use of school funds involving an amount 
comprising a loan of $60,000 to and an investment of around $200,000 in the 
school bus company.  A management letter was issued to the school on 28  
October 2008.  In response to the management letter, the school provided a 
written reply on 27 February 2009 confirming that the school had worked out 
with the company on the plan of settlement of loan.  The company has started 
to repay the loan to the school in three phases commencing in December 2008.  
Audit revealed the same irregularities in 2010 when the school was in the 
course of resolving the situation with the company. 
 
3. Regarding the investment, after rounds of discussions, the school bus 
company eventually agreed with the school on 17.9.2009 that the company 
would be dissolved on 31.8.2010.  The investment in the company was 
recovered by the school upon the former’s dissolution.  The school Supervisor 
confirmed that all the loans and investments with the company had been 
recovered in August 2010.  The school no longer holds any shares of the 
company. 
 
Lack of tender exercise for a procurement involving a substantial amount 

 
4. EDB’s School Audit Section issued a management letter to the school in 
October 2008 advising that the school should seek separate tenders for single 
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purchases exceeding $50,000 each from at least 5 suppliers. 
 
5. During the visit from 24 May to 10 June 2010, the Audit revealed that in 
one procurement exercise where the amount involved was $587,000, no proper 
tendering exercise was carried out.  The school confirmed that the 
procurement exercise was for the emergency repair of the stage lighting of the 
school hall. The school had only obtained three quotations instead of 
conducting proper tendering in accordance with the relevant guidelines.  
 
6. Following EDB’s advice, guidelines on tendering and procurement of 
goods and services were drawn up and incorporated in the Staff Handbook to 
ensure compliance with relevant ordinance, regulations and school circulars in 
October 2009.   
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