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22 June 2017 
Mr Anthony CHU 
Clerk, Public Accounts Committee 
Legislative Council 
Legislative Council Complex, 
1 Legislative Council Road, 
Central, 
Hong Kong 
 
Dear Mr Chu, 
 

Public Accounts Committee 
 

Consideration of Chapter 1 of the Director of Audit’s Report No. 68 
(the Audit Report) 

 
Government’s support and monitoring of charities 

 
 
 As requested in your letter dated 29 May 2017, I append the requested 
information below. 
 
(a) & (b) 
 

A copy of Lease N is at Annex 1. 
 
According to clause (6)(i) of the Special Conditions of Lease N, the 
Grantee “shall not erect or maintain on the lot any building or 
buildings other than a building or buildings comprising a headquarters 
including assembly hall, gymnasium, offices, shop, hostel, dormitory, 
canteen, staff quarters and such other ancillary accommodation and 
facilities as shall be approved by the Director of Social Welfare (now 
the Secretary for Home Affairs)”.  According to the Lands 
Department (“LandsD”), the terms “hostel” and “hotel” are generally 
interchangeable in the interpretation of land leases and both allow 
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lodging under lease.  In granting Lease N, the Executive Council 
(“ExCo”) has taken into account that revenue would be generated from 
Grantee N’s income-generating facilities, hence allowing for reduction 
and eventual elimination of the Government’s annual subvention for 
Grantee N.  In this connection, it was the intention of the ExCo to 
allow the hostel to provide service to the general public so as to 
generate income for Grantee N.  
 
As regards the catering facilities, the canteen should be open to 
members of Grantee N only.  In June 2015, the Home Affairs Bureau 
(“HAB”) was alerted by FEHD that the canteen, which was open to the 
public, should comply with the relevant lease conditions.  Upon the 
request of HAB, Grantee N took action subsequently to obtain 
planning permission from the Town Planning Board and a temporary 
waiver from LandsD to permit the use of the canteen for restaurant 
purpose. 
 
At present, Grantee N’s hostel also consists of a Western restaurant and 
a lounge.  Since these catering facilities are ancillary to the hostel, 
they could serve the general public.  In light of the recommendations 
in the Director of Audit’s Report, we are ascertaining with LandsD and 
the Planning Department (“PlanD”) that the operation of the Western 
restaurant and lounge comply with the relevant land administration and 
planning requirements. 
 

(c) Grantee N paid a lump sum premium of $30,200,000, which has 
covered all the income-generating facilities. 

 
(d) Grantee N wrote to the Director of Social Welfare in June 1985, 

indicating that “it is anticipated that the income generated will be 
employed to repay the loan…Thereafter, it would be possible for an 
appropriate reduction to be made to the Government’s annual 
subvention”.  This has given effect to ExCo’s understanding that 
income generated from the income generating facilities at Grantee N’s 
headquarters would enable Grantee N to gradually cease to be reliant on 
the Government’s subvention.  A copy of the letter is at Annex 2.   
 

(e)   In determining the level of subvention reduction, HAB would have 
regard to Grantee N’s contribution to youth development in Hong 
Kong, its financial position and resources needed in the future.  
Before 2000, in addition to the above factors, the Social Welfare 
Department (“SWD”) also took into account the construction cost for 
the headquarters and loan repayment progress of Grantee N.  As 
Grantee N had repaid its construction loan before 2000, the 
construction cost and repayment of construction loan are not part of 
HAB’s consideration in determining the level of subvention reduction. 
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(f) The level of subvention to Grantee N since 2000 is set out in Annex 3. 
 
(g) Since 2000, Grantee N has not submitted independent statement of 

accounts of the income-generating facilities of its headquarters and the 
vehicle park to HAB.  However, the relevant accounts have been 
incorporated in Grantee N’s annual financial reports, which are 
submitted to HAB annually.  In light of the recommendations of the 
Director of Audit’s Report, HAB asked Grantee N to reactivate the 
Management Committee in May 2017 and to submit independent 
statement of accounts of the income-generating facilities of its 
headquarters and the vehicle park. 

 
(h) Meetings of the Management Committee had not been convened since 

1998.  When Grantee N reactivated the Management Committee in 
May 2017 upon HAB’s request, there was no change to the 
Management Committee’s scope and terms of reference.  There were 
slight updates to the membership to reflect the change of supporting 
bureau from SWD to HAB.  

 
 While HAB had not requested Grantee N to convene meetings of the 

Management Committee before early 2017, after HAB assumed the 
role of supporting bureau for Grantee N in 2000, the representative of 
HAB has been attending Grantee N’s Executive Committee meetings, 
which discuss Grantee N’s financial matters as a standing item, as an 
observer. 

 
(i) According to the Constitution of Grantee N, in between meetings of the 

Council of Grantee N, the Executive Committee shall be the authority 
of Grantee N in respect of major policy decisions, coordination with the 
Chief Commissioner, control of funds and resources and financial 
support.  The current membership is set out in Annex 4. 

 
A total of 105 meetings of the Executive Committee were held from 
January 2000 to May 2017.  A schedule of the meetings is set out in 
Annex 5.  At all the meetings, the Executive Committee made regular 
report on the operation of the income-generating facilities of the 
headquarters and vehicle park.  The income and expenditure of the 
income-generating facilities were also discussed together with the 
annual budget of Grantee N. 

 
(j) In 2004-05 and 2005-06, HAB reduced the subvention for most 

subvented youth uniformed groups, including reducing the subvention 
for Grantee N by $0.54 million and $0.67 million respectively.   
Apart from the general reduction in these two years, we agree that 
HAB had not initiated negotiations with Grantee N to discuss 
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additional subvention reduction specific to Grantee N during the period 
from 2000-01 to 2009-10, so we generally agree with the statement in 
the report. 

 
(k) The ExCo’s decision did not specify a timeline for achieving the 

objective of eventual elimination of Grantee N’s subvention.  In light 
of the recommendations of the Director of Audit’s Report, HAB has 
resumed the negotiation with Grantee N with a view to agreeing on the 
level and timetable of further reducing Grantee N’s subvention.  In 
this process, HAB would take into account Grantee N’s contribution to 
youth development in Hong Kong, its financial position and resources 
needed in the future.  If HAB determines that the ExCo’s 
understanding of eventual elimination of subvention could not be 
achieved, HAB would seek ExCo’s endorsement for variation. 

 
(l) The canteen commenced operation in July 1994 and obtained a General 

Restaurant Licence in February 1996.  The Western restaurant and 
lounge commenced operation in October 1993 and August 1995 
respectively.  Such uses are prescribed in clause (6)(i) of the Special 
Conditions of Lease N mentioned in (a) above. 

 
 For the canteen, HAB was alerted by FEHD in June 2015 that the 

canteen, which was open to the public, should comply with the relevant 
lease conditions.  In July and December 2015, HAB informed FEHD 
and LandsD respectively that the restaurant could not be regarded as an 
ancillary facility to Grantee N’s headquarters, and hence did not 
comply with the relevant lease condition.  Upon HAB’s request, 
Grantee N took action subsequently to apply for a planning permission 
from the Town Planning Board and a temporary waiver from LandsD 
to permit the use of the canteen space for restaurant purpose.  In 
January 2016, HAB informed LandsD that it supported Grantee N’s 
waiver application subject to the imposition of full administrative fee 
and waiver fee.  The planning permission and temporary waiver were 
granted in December 2016 and March 2017 respectively. 

 
 For the Western restaurant and lounge, since they are ancillary facilities 

to the hostel, they could serve the general public.  In response to the 
recommendations in the Director of Audit’s Report, we are ascertaining 
with LandsD and PlanD that the operation of the two catering facilities 
complies with the relevant land administration and planning 
requirements.   

 
(m) At present, HAB processes land applications and monitors and 

enforces lease conditions in accordance with the protocol issued by 
LandsD in 2014.  In light of the recommendations in the Director of 
Audit’s Report, we shall consider the need of formulating further 
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guidelines to assist HAB staff in monitoring and enforcing lease 
conditions. 

 
 
 
 
 
 
 Yours sincerely, 
 
 
 
 
   ( Vincent FUNG ) 
 for Secretary for Home Affairs 
 
 
c.c. Secretary for Financial Services and the Treasury 
    Commissioner of Inland Revenue 
    Director of Lands 

Director of Social Welfare 
Registrar of Companies 
Commissioner of Police 
Secretary for Education 
Director of Audit 
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