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EXECUTIVE SUMMARY

Background

1 In response to the dire economic and socia crisis facing the
territory post-SARS, the Chief Executive announced on 23 April 2003
that an Economic Relief Package of HK$11.8 bhillion would be made
available to aid the community and revive the economy after SARS. Of
this amount, HK$1 billion was earmarked for large-scale publicity and
promotional campaigns as an Economic Relaunch Programme aimed at
restoring Hong Kong s reputation and communicating Hong Kong s
recovery to the world. The Hong Kong Harbour Fest 2003 was funded
from the HK$1 billion

2. The Harbour Fest proposal was the American Chamber of
Commerce (AmCham)’ s response to the Government’ s invitation to the
business sectors and the community to participate in the economic
relaunch campaign.

3. Hong Kong Harbour Fest 2003, originally known as the
Hong Kong International Autumn Festival, was a proposal by AmCham
to stage world-class entertainment and variety shows on four consecutive
weekends from 17 October to 9 November 2003, at a customised venue
to be built at the Tamar to accommodate audiences of up to 10,000 to
12,000 on each occasion to boost local morae, to attract short haul
visitors and to show the world that Hong Kong was safe, thriving, and
rlaunched after the attack of SARS. Under the origina proposa, the
project was to consist of eight daytime festivals and eight night-time
concerts featuring international performers.  Ultimately, the event
featured 13 popular music concerts, one classical concert and another two
days of Family Festival, making up a total of 16 shows. Further, a
televison specia on the festival highlights was produced for broadcast.
The intention was to show it in the US during the peak viewing period
and then to globa markets to promote the relaunched Hong Kong.

4. The Harbour Fest first became a subject of negative publicity
at the end of August 2003 when an article questioning the price to be paid
to the Rolling Stones for performance at the Harbour Fest and the cost
effectiveness of the Government supporting the AmCham initiative at



around HK$100 million was published in the English press. As events
unfolded, there was a host of other negative media reports raising further
public concern over the project s cost-effectiveness and the manner in
which it was organised.

5. On 5 November 2003, the Financial Secretary announced
that the Chief Executive would appoint an independent panel of inquiry
to investigate into the Harbour Fest event. The appointment of this
Pand* took place on 12 December, 2003.

6. During the inquiry, the Panel has received written
submissiong/information from 63 individuals and organisations, and met
with 28 individuals, some of whom on more than one occasion.

Major Findings

7. On 2 July 2003, the AmCham representatives presented their
proposa on the Harbour Fest to the Economic Relaunch Working Group
(ERWG), the Government ad hoc committee responsible for preparing
and overseeing the implementation of the comprehensive economic
relaunch programme. The ERWG gave in-principle approva to
underwrite the event up to HK$100 million, subject to InvestHK' s
scrutiny and satisfaction with the detailed budget. On 12 July 2003,
ERWG gave its approva to underwrite the event up to a maximum
sponsorship of HK$100 million. The Government would act as a sponsor
only and AmCham would plan, organise and implement the festival.
ERWG aso asked that ticket prices of the event should be pitched at
market rate to reduce Government subsidy.

8. InvestHK and AmCham entered into three legally binding
Memoranda of Understanding (MoUs) in relation to the event and
subsequently entered into a full agreement on 10 October 2003. The
event closed on 9 November 2003 after the last of the 16 shows.
AmCham submitted the audited accounts of the event to InvestHK on
27 February 2004 in accordance with the agreement. After taking into

! The two-member Independent Panel of Inquiry comprised Mr Moses Cheng, a sanior partner of a
solicitors’ firm, and Mr T. Brian Stevenson, aformer president of the Hong Kong Society of
Accountants.



account the Government sponsorship of HK$100 million, the project ran
a deficit of HK$625,252.

Conclusions
0. Our conclusions are set out in the following paragraphs.

Conclusion No.1
Harbour Fest - A Good Concept

10. AmChanm s concept to stage a series of concerts and festivals
with a customised stage and venue to be constructed at the Tamar Site in
Central with the am of boosting local morale, attracting short haul
tourists and showing the world that Hong Kong had regained its strength
after the SARS attack was a powerful one worthy of Government support.

Conclusion No. 2
Harbour Fest - Setting New Standards

11 The Panel concludes that the stage setting, venue and sound
systems at the Harbour Fest provided an opportunity for pop music
concerts in Hong Kong to reach new standards of excellence. Hong
Kong was able to demonstrate to the world that it could meet the
standards required by internationa talents for pop music concerts and
could produce the highest standards of outdoor concert entertainment.

Conclusion No. 3
I nadequate Assessment by Government Prior to Approval

12. ERWG placed too much trust in the AmChami s ability and
did not critically assess the organisational structure AmCham proposed
for the event and the professona expertise it planned to use to
successfully organise and administer the event.

13. ERWG did not ascertain the experience of AmCham in
organising entertainment concerts and in engaging artistic talent. As it
turned out, there was little concert organisation experience from within
AmCham.



14. Furthermore, ERWG did not closdly examine if given the
short lead time, the Harbour Fest proposal should be downsized which
would have been helpful to both the overal organisation of the event as
well as the attendance rate and ticket sales.

15. Inasimilar vein, InvestHK had not properly assisted ERWG
in the assessment process. It failed to follow the ERWG instruction to
critically examine the details of the proposed budget for the event.

16. The Panel concludes that ERWG approved the Harbour Fest
project without adequate assessment. InvestHK did not render adequate
support to ERWG in the assessment process either.

Conclusion No. 4
Inadequate Involvement and Supervison by AmCham the
Organisation

17. The Pandl concludes that AmCham the organisation did not
ensure that an appropriate organisng committee was established to
oversee the Harbour Fest event in order that a structured approach and an
effective management and financial control framework for the event were
in place.  Further, AmCham the organisation should have been more
actively involved in the organisation and implementation of the Harbour
Fest since thiswas AmCham' s responsibility under its agreement with the
Government.

Conclusion No. 5
I nexperience of the Harbour Fest Organisersin Concert Promotion

18. The Panel concludes that the three-member Harbour Fest
Organising Committee was handicapped by their lack of knowledge in
concert promotion and their lack of acquaintance with expertsin the field.
The Panel is not satisfied that they conducted an appropriate search and
went through an open process in relation to the talent acquisition co-
ordinator appointment. We consider that they substituted expediency for
due diligence and made a questionable choice in the appointment of East
Art International Limited as the overall western talent co-ordinator.



Conclusion No. 6
Failureof the Harbour Fest Organising Committee to Implement an
Appropriate Organisation and Control Structure

19. The system of financial control was inadequate and open to
abuse as it lacked appropriate checks and balances, particularly in relation
to the control of authorisation of expenditure. Nearly all cheques were
signed by the former chairman of AmCham in a sole capacity. There was
a smilar lack of organisational control in the western talent handling
process. The inexperience of the Harbour Fest Organisers made them in
many ways hostage to their western talent co-ordinator who by default
was able to make a host of decisions, resulting in the commissioning of
services that were not good value for money.

20. To the Panel, we conclude that there was a failure on the part
of the Harbour Fest Organising Committee to ensure there was an
appropriate organising and financia control structure put in place to
tightly manage and control the organisation process of the event,
financialy and operationally.

Conclusion No. 7
Professionalism of the Contractor for Acquisition of Western Talents

21. To the Panel, we conclude that East Art International
Limited, the western talent co-ordinator for the Harbour Fest, was not as
experienced and established as it represented to Red Canvas Limited per
the talent acquisition agreement. This adversdly impacted on the
negotiation of the western talent contracts, the arrangement for the
handling of the western talents as well as the costs of having to place
service contracts overseas. All of these would directly affect the ability
to control the costs and maximise the cost effectiveness of the Harbour
Fest.

Conclusion No. 8
Fees Paid to Western Artists

22. The fees paid to the western artists of the Harbour Fest were
benchmarked against their going rates for performance in the US as listed
on a popular website. To the Panel, despite the caveat that artists might

\%



charge much more than as shown on the site if they were to play outsde
the US and if they were not on tour in the region, the results of the
benchmark exercise cause us to conclude that there appears to have been
some degree of overpayment to most of the western artists for performing
at the Harbour Fest.

Conclusion No. 9
Ticketing and Attendance

23. The Panel noted that the overall attendance rates and sale of
tickets for the Harbour Fest were disappointing. The process of selling
tickets to the public generally appeared to have been handled well but
controversy emerged around corporate ticket saes which the Pane
considers arose from the appointment of an inexperienced contractor to
handle this aspect of ticketing.

24. The Panel concludes that the unsatisfactory corporate ticket
sales had an adverse impact on ticket sales revenue.

25. The Pand is concerned that the number of free tickets
handed out by the Harbour Fest which accounted for 30% of tota
attendance and the lack of consultation with the Government in this
regard. Further, the large-scale distribution of free tickets had a trickle-
down effect on the whole concert promotion industry in Hong Kong in
that some concert-goers were hesitant to pay for tickets after the Harbour
Fest.

26. The Panel considers that the Organising Committee had a
duty to maintain tight control over al free ticket distribution decisions to
ensure transparency and accountability of this process. Records should
have been maintained and made accessble in this regard. The Pane
consders it unsatisfactory that Red Canvas Limited could not provide a
breskdown of the over 12,600 free tickets given away under the
“ Complimentary/ Other Category.”

27. The Panel agrees that the decision to change the ticket prices

to market did affect what can be termed the ethos of the event. However,
as evidenced by the analysis of ticket sales and attendance records, the

Vi



Panel does not consider that the change in pricing strategy necessarily
impacted the unsatisfactory ticket sales.

Conclusion No. 10
I nadequate M onitoring by InvestHK

28. The Pandl concludes that InvestHK did not diligently follow
the instruction of ERWG to scrutinise and approve the evolving budget of
the Harbour Fest.

29. InvestHK also failed to ingtitute a proper monitoring
framework for the event when discharging its responsibility as the subject
department of the Harbour Fest. DGIP had failed to adequately discharge
the role of Controlling Officer of the HK$100 million sponsorship fee.

30. DGIP and InvestHK traded due diligence for expediency in
unjustifiably hiding behind a narrow interpretation of sponsorship.

Conclusion No. 11
No Public and Media Buy-in

3L The Panel concludes that both the Harbour Fest Organising
Committee and the Government had missed out on this one key success
factor for the event, namely, to positively and pro-actively engage the
public to buy in to the Harbour Fest, being an initiative to relaunch the
economy of Hong Kong post-SARS, with strategic objectives to boost
public morale, attract short-haul visitors and demonstrate to the world
that Hong Kong was reinvigorated and back on the world map after
SARS.

32. There was neither any attempt to proactively engage the
mediato rally support for the event as a Hong Kong peopl€e’ s event.

Conclusion No. 12
Inadequate Transpar ency and Accountability

33. The Pand concludes that the Harbour Fest Organising
Committee failed to recognise the fundamental need for transparency and
accountability in the disbursement of the $100 million sponsorship fee,
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three quarters of which were spent on western talent acquisition. The
Organising Committee was not justified in claiming confidentiality over
the talent contracts as the Panel has discovered that apart from the Rolling
Stones contracts, none of the talent contracts carries a confidentiality
clause.

3. The departure from good government practice by DGIP and
InvestHK in forfeiting the reserve power of access to contracts and
records of the Harbour Fest was aso a failure in good stewardship
expected of every level of Government.

Conclusion No. 13
Achievement of Deliver ables

35. The Panel concludes that there was the physical delivery of a
mega concert event consisting of the 14 concerts, a two-day festival and
the production and broadcast of the television special on the US networks.
Technically, the broadcast in the US had by and large reached the number
of television households promised by the Organising Committee in July
2003, though likely of a different profile. But the estimated aggregate
rating of the programme for the three airings on the US networks was low.

Conclusion No. 14
Non-Achievement of the Strategic Objectives

36. It appears that most of the 125,872 attendees at the Harbour
Fest enjoyed the performances. But there was much negative publicity
surrounding the event. Against such mixed feedback, it was inconclusive
if loca morale was boosted. There were some short-haul visitors
attending the concerts but no statistics were avallable. The low rating of
the programme when broadcast on the music networks in the US
compromised the effectiveness of the “Hong Kong is back® message
reaching to the US viewers.

37. The Panel concludes that the Harbour Fest did not achieve
its three dtrategic objectives, namely to boost local morale, attract short-
haul visitors and to show the world that Hong Kong had recovered.

Conclusion 15
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Responsibilities

38. Against the foregoing, the Panel concludes that each of the
parties involved in the Harbour Fest at the project assessment, approval,
implementation and monitoring stages fell short of the Panel s
expectation of good governance, business prudence and professionalism
in the organisation of an event of such nature and magnitude. They were
al responsible in their respective ways.

Recommendations

39. Our recommendations are set out in the following
paragraphs.

Recommendation No. 1
Role of the Government in Smilar Future Events

40. There is a definite role for the Government if smilar events
are to be staged in future. The Harbour Fest 2003 would not have been
possible without Government support. For the future, we do not consider
that the Government should take a sole sponsor role or underwriter role.
We recommend that there must be a dedicated public-private sector
partnership to ensure shared commitment, both financialy and
operationally, between the Government and the private sector. For its
part, the Government should mobilise inter-departmental support of the
relevant Government agencies and make it a joint effort within
Government. The Government must be represented on the organising
committee of the event, even if it is only playing the monitoring role.

Recommendation No. 2
Organisational Model for the Future

41, We recommend an organisational model comprising
Government, private commercial sponsors, business and industry experts.
Given the commercial nature of these events, we recommend that the
finances should best come from the private sector, with the Government
providing at most a minor part of the funding, as well as logistical and
venue support and the business and industry experts providing



professional and operational input. This will ensure professionalism and
synergy.

Recommendation No. 3
Need for Prudence

42. We recommend that before commitment, the Government
must exercise prudence and duly assess the merit and feasbility of the
proposal as well as the capability of the proponents, determine a clear
scope of involvement by the Government commensurate with the level of
financia support to be provided, institute a proper monitoring framework
for the event, negotiate for a reserve power of access to the records and
accounts of the event, and strive to achieve the maximum vaue for
money.

Recommendation No. 4
Protection of Public Funds

43, We recommend that the Department of Justice must be
consulted if the Government is to enter into legally binding agreements or
to effect advance payments to support similar events. In no
circumstances can urgency take precedence over due diligence.

44, We recommend that the Government should consider issuing
advance payments by way of loans to be refunded in the event that the
contracting party should fail in discharging his obligation. A definite
time-frame for compliance and appropriate guarantee to ensure
repayment to the Government should be specified.

Recommendation No. 5
Public Accountability and Transparency

45, We recommend that in funding an event of smilar
magnitude in future, the Legidative Council must be adequately and
regularly briefed to ensure public accountability and transparency. We
also recommend that Controlling Officers must be reminded on the need
for transparency throughout the process and that all decisions made must
be publicly defensible.



Recommendation No. 6
L eader ship and Crisis M anagement

46. We recommend that the senior levels of Government should
be better trained and prepared in crisis management so that when mishap
fals, they will be better prepared to embrace the crisis, control the
damage, demonstrate stalwart |eadership and salvage the situation.

Recommendation No. 7
Engagement of the Public and the Media

47. We recommend that for smilar future events, there must be
put in place an early strategy to engage the public and the media to
facilitate discussion, acceptance and buy-in and that they should better
start on amodest scale and be allowed to grow over time.

48, We further recommend that by so doing, Hong Kong can

aspire to have a pop music festival featuring on the Hong Kong events
calendar in the same way as the annual Hong Kong Arts Festival.

X1



CHAPTER1 INTRODUCTION
The Severe Acute Respiratory Syndrome

1.1 The genesis of the Harbour Fest lay in the Severe Acute
Respiratory Syndrome (SARS) outbreak that impacted a number of
countries in Asa and first surfaced in Hong Kong in March 2003. Its
impact upon the Hong Kong community was devastating. By the time
the disease abated, a total of 1755 citizens had been infected and
tragically, 300 of them had died.

1.2 The morale of the Hong Kong people was seriously eroded
and so too was the territory’ s economy. Tourism statistics™ evidenced
that the number of visitor arrivas in 2003 plummeted from 1.3 million in
March to 0.5 million in April and then to 0.4 million in May. Hotel
occupancy rates collapsed from 79% in March to 22% in April and then
to 18% in May 2003.

1.3 Retail business ground to a virtual halt with the population
shunning public places. Schools were closed. Shopping mals and
restaurants were deserted. Airlines drastically reduced their schedules of
flights to and from Hong Kong. Unemployment and under-employment
levels increased as businesses curtailed their activities to ride out the
storm.

14 Business sentiment was that economic recovery from the
criss would be dow and there would be no meaningful pick-up in the
territory’ s economy until the first quarter of 2004.

Economic Relief Package

15 In response to the dire economic and socia crisis facing the
territory, the Chief Executive announced on 23 April 2003 that an
Economic Relief Package of HK$11.8 billion would be made available to
ad the community and revive the economy after SARS. Of this amount,
HK$1 billion was earmarked for large-scale publicity and promotiona
campaigns as an Economic Relaunch Programme aimed at restoring

! Source: Hong K ong Tourism Board website (www.partnernet.hktourismboard.com)



Hong Kong s reputation and communicating Hong Kong' s recovery to
the world.

Economic Relaunch Campaign

1.6 On 12 May 2003, the then Financid Secretary (FS),
Mr Antony Leung, advised the Legidative Council Financia Affars
Panel (LegCo FA Panel) of the Government’ s planned approach to
relaunching the economy. To strategise, prepare for and oversee the
economic relaunch programme, two ad hoc committees had been set up.
Both committees were to be chaired by the FS, with the Director-General
of Investment Promotion (DGIP) of Invest Hong Kong (InvestHK),
Mr Mike Rowse, serving as secretary to both groups.

1.7 The first ad hoc committee, the Economic Relaunch Strategy
Group (ERSG), would focus on the strategic aspects of the relaunch
campaign. Its membership comprised sx senior Government officials
and 19 business, community, and academic leaders. Mr James E.
Thompson, in his then capacity as Chairman of the American Chamber of
Commerce (AmCham), was a member of this group.

1.8 The second ad hoc committee, the Economic Relaunch
Working Group (ERWG), comprised the same six senior Government
officids on the ERSG. Its function was to prepare and oversee the
implementation of a comprehensive programme of economic relaunch
activities. The membership and terms of reference of ERSG and ERWG
are set out at Annex 1 and Annex 2 respectively.

19 DGIP, as secretary of both groups, was tasked to co-ordinate
the relaunch proposas from the member bureaux, put together a
comprehensive programme, supplement it with mega events, and submit

it for funding approval by the LegCo Finance Committee (FC) within

May 2003. ERWG would be the centra control and approving authority
for the budget for each event under the programme. As head of InvestHK,
DGIP was the vote controller of the HK$1 billion relaunch fund.

1.10 On 23 May 2003 the World Heath Organisation (WHO)
lifted the travel advisory on Hong Kong. The Administration then briefed



the LegCo FA Panel on 29 May 2003 on their proposal to seek the FC' s
approva to create a nonrecurrent HK$1 billion fund under the vote
control of InvestHK to support the economic relaunch campaign. The FC
duly approved the funding proposal on 30 May 2003. Included in the
breakdown of the campaign fund® was a sum of HK$200 million for
major cultural, sports and other international events. The proposa for the
Hong Kong Harbour Fest 2003, although not developed at that time,
would form part of thislast category.

111 The LegCo FA Pand and the FC were informed on the
following characteristics of such major events, “In addition to providing
an outlet for loca people, thereby restoring the feel good factor, these
will bring additiona visitors to Hong Kong and also indirectly attract
positive publicity. Because such events depend on the availability of a
limited number of heavily committed world famous acts, and negotiations
are commercialy senditive, it is not possible to give further details at this
stage.”

112 While the ERWG member bureaux were working on a
comprehensive economic relaunch programme in May 2003, members of
ERSG were encouraged to offer their suggestions on other proposas to
relaunch Hong Kong. As early as 12 May 2003 when the Government
briefed the FA Panel on the approach for relaunching Hong Kong, the
then FS stressed that “participaion of business sectors and the whole
community would be necessary for the success of the campaign.” This
subsequently inspired the AmCham initiative of Harbour Fest.

113 As dated in the Government s submission to the LegCo
FA Panel meeting on 11 October 2003, ERWG would not accept direct
funding applications for relaunch activities initiated by an outside party.
A subject bureau or department would be identified to scrutinise any
proposal received. It would take up the project, where appropriate, either
as the organiser, a co-organiser or a sponsor. The subject bureau or
department would submit a funding application to the ERWG for
approval.

2 The breakdown of the campaign budget is as follows. The budget for initiatives to boost business and
investment were estimated at HK$90 million, initiatives on tourism and local consumption at HK$417
million, initiatives on culture and community programmes at HK$125 million and initiatives on
media and publicity programmes at HK$83 million.



Hong Kong Harbour Fest 2003

1.14 Hong Kong Harbour Fest 2003, originally known as the
Hong Kong International Autumn Festival, was a proposal by AmCham
to stage world-class entertainment and variety shows on four consecutive
weekends from 17 October to 9 November 2003, at a customised venue
to be built a the Tamar site in Central, to accommodate audiences of up
to 10,000 to 12,000 on each occasion to boost loca morale, to attract
short haul visitors and to show the world through a televised programme
that Hong Kong was safe, thriving, and relaunched after the attack of
SARS.

1.15 The idea for Harbour Fest was conceived by Messrs Mike
Denzel and Jon Niermann, Chairman and Vice-Chairman of the AmCham
Sports and Entertainment Committee (S&E Committee) respectively, in
response to an invitation by Mr Thompson, then Chairman of AmCham,
to the Chamber’ s various Committees to generate ideas as to how
AmCham might help the Government relaunch Hong Kong after SARS.

1.16 At the suggestion of Mr Thompson, the two presented a
conceptua plan of Harbour Fest to DGIP on 5 June 2003 who expressed
interest in the concept and arranged a meeting for the three AmCham
representatives with various Government departments likely to be
involved in such aproject. At that meeting, aproposa and budget for the
event were presented. The departments initial response to the concept
was pogitive but they considered it rather ambitious and so recommended
that the proposal should be presented directly to the ERWG. This direct
gpproach to the ERWG by an outside party was in fact contrary to the
established procedures for handling funding applications for relaunch
activities but the Panel has been advised that the Harbour Fest proposal
was treated as an exception given its scale and the degree of funding
sought.

1.17 The ERWG considered the proposa at its meetings on 2 and
12 July 2003. At the first meeting the ERWG, received a presentation
from AmCham on the proposa and gave its support to the project in
principle subject to InvestHK’ s scrutiny and satisfaction with the detailed
budget. At the second meeting, the ERWG formaly ‘ approved a



maximum of HK$100m to InvestHK for underwriting’ the Harbour Fest
to be organised by AmCham. Three legally binding Memoranda of
Understanding (MoUs) in relation to the Harbour Fest were entered into
between InvestHK, on behaf of the Government, and AmCham on
31 July, 29 August, and 3October, 2003. The forma agreement between
the two parties covering the organising and underwriting of the Harbour
Fest was concluded on 10 October, 2003. A chronology of the major
events that took place since 5 June 2003 is set out at Annex 3.

Controversy over the Harbour Fest

1.18 The Harbour Fest first became a subject of negative publicity
a the end of August 2003 when an article questioning whether it was
money well spent for the Government to underwrite the AmCham
initiative up to HK$100 million was published in the English press. The
article also alleged that AmCham was paying the Rolling Stones more
than twice what they would have been paid by another event promoter
who was originally preparing to bring them in.

1.19 The timing of this press article was particularly unfortunate
for the event organisers as it preceded only by a matter of days the
official press conference to announce the arrangements for the Harbour
Fest. As a reault, from the outset, the organisers found themselves
embroiled in controversy and put on the defensive.

1.20 As events unfolded, there was a host of other negative media
reports on the event raising public concern over its cost-effectiveness and
the manner in which it was organised.

Government Responses to Public Criticism of Harbour Fest

121 In response to the public concern over the Harbour Fest in
late October 2003, the Audit Commission commenced a review of the
Government’ s role in the planning, monitoring and implementation of the
Harbour Fest. It submitted its report to LegCo on 21 April 2004. On
5 November 2003, the FS announced at the LegCo meeting that the Chief
Executive would appoint an independent panel of inquiry to investigate



into the Harbour Fest event. The appointment of this Panel® took place
on 12 December, 2003.

The Independent Panel of Inquiry

1.22 On 12 December 2003, the Chief Executive, Mr Tung Chee
Hwa, appointed the Panel to look into the approval, organisation and
monitoring processes of the Harbour Fest event with the following terms
of reference -

® To examine the procedures for assessing and approving the
proposal by AmCham for the Harbour Fest in the Economic
Relaunch Working Group;

® To evauae the organisation, administration and
implementation of the Harbour Fest by AmCham and the
Government' s role in overseeing AmCham’ s actions in this
regard;

® To identify deficiencies, if any, of such procedures and
processes, and where appropriate, the responsibility of any
party for such deficiencies;

® To make recommendations, where appropriate, on
improvements for any similar future events that might
require Government sponsorship; and

® To make areport with conclusions and recommendations to
the Chief Executive by 31 March 2004,

The Panel sMode of Operation

1.23 The Panel has conducted its work through a combination of
meetings with and examination of written submissions and documentary

3 The two-member Independent Panel of Inquiry comprised Mr Moses Cheng, a senior partner of a
solicitors' firm, and Mr T. Brian Stevenson, a former president of the Hong Kong Society of
Accountants.

“ On 10 February 2004, the Panel announced that it obtained approval from the Chief Executive to
extend the deadline for its submission of report to 30 April 2004. On 26 April 2004, the Panel
announced that it sought approval for afurther extension to 15 May 2004.
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evidence from the relevant and interested parties, localy and oversess.
These parties include al the major personalities involved in the planning,
organisation and administration of the Harbour Fest from within the
Government, the AmCham, Red Canvas Limited (Red Canvas) and a
number of the key contractors of the Festival.

1.24 The Pand has aso invited views and comments on the event
from members of ERSG and ERWG, Legidative Councillors, industry
experts and the public®.

1.25 On gpecific issues, the Pand has sought the advice of
experienced event organisers, namely, the Home Affairs Bureau, the
Leisure and Cultural Services Department (LCSD), the Hong Kong
Rugby Football Union, the Hong Kong Arts Festival Society Limited, the
Ontario Provincial Government with regard to their experience in the
organisation of the Toronto Rocks Concert of 30 July 2003 to relaunch
Toronto, and leading local entertainment promoters.

1.26 The Panel has further sought and reviewed press reports on
the event available from Government sources.

127 The Panel has received written submissions or information
or contributions on the event from 63 individuals and organisations, and
met with 28 individuas, some of whom on more than one occasion. An
acknowledgement list showing al the contributors to the report who
submitted written views, and/or met with the Panel is at Annex 4.

1.28 Throughout the inquiry, the Panel has been very conscious
of its administrative non-statutory status and its dependence on the
goodwill of the invited parties to respond to its inquiries and requests for
information. While this method of operation has proved successful in
most instances with the parties co-operating, there have been instances
where the parties have proven less co-operative and hence the process,
less effective and time-consuming. As at the point of report writing, there
are still anumber of questions remaining outstanding from some quarters.

® The Panel issued a press release on 22 December 2003 and an advertisement on 29 December 2003 to
solicit public submissions on the Harbour Fest.



In these instances, we have no dternative but to come to conclusions
without the level of certainty that we would have preferred.

1.29 ThePand also wishesto place on record that the work of the
Audit Commission and the inquiry of this Panel were carried out
completely independent of each other. We have had the benefit of
recelving copies of the Director of Audit' s report after it was tabled in
LegCo. As our inquiry is an independent exercise from that of the
Director of Audit’ s study and we work to our specific terms of reference,
we do not consider it appropriate to comment on the findings of the
Director of Audit’ sreport.

Structure of Report

1.30 We have structured the following chapters of the report in
the order of our terms of reference.



CHAPTER 2 ERWG’'S ASSESSMENT AND APPROVAL OF THE
HARBOUR FEST PROPOSAL

2.1 This chapter examines the ERWG’ s assessment and approval
process at their meetings of 2 and 12 July 2003 of the Harbour Fest
proposal.

In-Principle Approval of 2 July 2003

2.2 The AmCham representatives, Messrs Thompson, Niermann
and Denzel gave a power-point presentation on the proposa to ERWG at
its meeting on 2 July 2003 smilar to that presented to the inter-
departmental meeting of 26 June 2003. In the presentation to ERWG, the
estimated expenditure for the event was put in the region of HK$100
million to HK$120 million with estimated revenues of HK$10 million to
HK$20 million from ticket sales at HK$100 per ticket for Friday nights
and at HK$100 per pass for Saturday/Sunday. Hence there was a
projected funding deficit in the range of HK$100 million. AmCham
would stage world-class entertainment and variety shows at a customised
stage and concert setting constructed on the Tamar site in Central on four
consecutive weekends from October to November 2003. The variety of
programmes would include night time concerts of international singers
and daytime festivals. Further, atelevision special on festival highlights
would be produced and broadcast in the US on the network of Americd s
Broadcasting Company (ABC) during the peak viewing periods. In the
AmCham presentation, the focus was on creating an entertainment
showcase in support of the Government’ s efforts to revitalise Hong Kong.
The plan was for tickets to be inexpensively priced in order to attract
capacity crowds post-SARS to a public venue in the heart of the city and
hence for a vibrant image of Hong Kong and its citizens to be projected
internationally.

2.3 At this meeting, ERWG gave in-principle approva to
underwrite the event up to HK$100 million, subject to InvestHK' s
scrutiny and satisfaction with the detailed budget. AmCham was also
asked to try to make the event as commercialy viable as possble to
reduce Government subsidy.



Assessment by ERWG on 2 July 2003

2.4 The Panel has learned from the Members of the ERWG that
the presentation and subsequent discussion lasted for about 45 minutes
and that a number of issues relating to the feasibility and other aspects of
the proposal were raised with the AmCham representatives. The FSwho
was then Secretary for Commerce, Industry and Technology aso recalled
having commented on the substantial amount of public money involved
and suggested that InvestHK should scrutinise the detailed budget
carefully to reduce Government exposure.

2.5 While there is no written record of the matters raised with
the AmCham representatives other than the need for budget scrutiny, the
Panel has determined it agppeared that the following matters were
considered.

AmCham’' s Lack of Past Experience in Organising Entertainment
Events

2.6 On this point, the AmCham representatives advised ERWG
that the AmCham membership included a number of world-class
entertainment companies and other companies in entertainment marketing,
entertainment-related legal services, television and media entertainment
networks etc. and that these ‘in-housé sources of expertise and
knowledge would be tapped in the planning and organisation of Harbour
Fest. Further, the am was for AmCham members to provide ther
services on a pro-bono or discounted fee basis, backed up, where
necessary, by external professiona expertise.

The ProgrammeLine-Up

2.7 ERWG was aware that the line-up presented by AmCham
was only indicative and subject to availability of and negotiation with the
proposed performers but the list provided a fed for the level of
performing talents that AmCham was aming at, and the intention to
feature international, regiona and local artists in the event.
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The Ambitious Nature of the Harbour Fest Proposal

2.8 In this regard, it appears that the Members of the ERWG
were impressed with the concept as well as the credentials of the
AmCham team who made the presentation, two of whom were
professionals in internationally renowned entertainment companies and
the third of whom, the then Chairman, was recognised as one of Hong
Kong' s leading business entrepreneurs.

2.9 At its meeting on 2 July 2003, the ERWG did not appear to
have asked specific questions on important issues such as the planned
organisation and management structure for the event; possible challenges
imposed by time constraint; nor issues such as concert industry expertise
and specifically, who would be responsible for the key area of talent
acquisition.

2.10 To the Pand, it appears that the ERWG, in assessing the
proposal, primarily relied on the visua presentation given to them by the
AmCham representatives and their verbal undertakings as to the
involvement of AmCham member companies, being US entertainment
industry leaders, backed up by externa professonal expertise as

appropriate.
Approval of the Funding Proposal on 12 July 2003

211 The matter then progressed with InvestHK submitting a
funding proposa on Harbour Fest to ERWG on 12 July 2003. The
estimated expenditure for the festival was set at HK$116.2 million and
the estimated revenue, HK$16.1 million, again with a projected HK$100
million deficit. An extract from the funding paper, ERWG Paper
No. 32/03, isat Annex 5. The funding proposal was largely based on the
2 July 2003 power-point presentation as well as the budget seen by the
inter-departmental meeting on 26 June 2003.

212 It was submitted in the funding paper that the event would
achieve the following strategic objectives of economic relaunch: boost
morale in Hong Kong; encourage return to norma economic activities,
get the local economy growing again by boosting local consumption and
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tourism; convince internationa and Mainland communities that they
should come to Hong Kong for business and leisure.

2.13 When ERWG gave its approva to the project on 12 July
2003, it was decided that the Government would act as a sponsor only of
the event and sponsorship would be capped at HK$100 million of the net
deficit of the festival. AmCham would plan, organise and implement the
festival in accordance with commercia principles having regard to the
overall objectives of the festival.

2.14 The FS has advised the Pandl that the intention was for the
Government to maintain an overview of AmCham' s preparation d the
festival to ensure that the items as promised would be delivered and the
objectives met. The Government would not micro-manage the detailed
planning and organisation, being the responsibility of AmCham. At the
same meeting, ERWG asked that ticket prices of the event should be
pitched at market rate to reduce the level of Government subsidy. It also
suggested that there should be concessionary tickets for senior citizens
and students.

2.15 The conditions of approval were unequivocaly set out in the
email dated 14 July 2003 from Ms Ophelia Tsang, ADG3 of InvestHK, to
the AmCham representatives -

“ ...the ERWG has agreed at its meeting last Saturday to underwrite the
event up to the maximum of HK$100 million, on the understanding that —

(@ If by the dose of account the overall deficit is less than HK$100
million, the Government will cover the cost of the actual deficit in
full. All revenues generated will be used to offset the operation
costs. However, if it happens that the overal deficit is more than
$100 million, the Government will in any case settle $100 million
only. The event organiser, namely the AmCham, will have to bear
the rest of the deficit.

(b) The detailed budget and all statements of account in relation to the
Festival will be subject to scrutiny and approval by InvestHK.



(c) Theevent organiser (i.e. AmCham) shall be fully responsible for
the organisation, operation and implementation of the Festival.

(d) Thepricing strategy should be critically reviewed, having regard to
the nature and attractiveness of the shows, with a view to making
the Festival as commercialy viable as possible,

(e Efforts should be stepped up to explore and secure more
commercial sponsorship in order to increase the revenue
opportunity.”

ThePanel sObservations
Merits of the Harbour Fest Concept

2.16 The Pandl has had the opportunity of viewing the power-
point presentation given to the ERWG and meeting with its presenters.
Their concept of a morale boosting, post-SARS world-class mega event
to be held in the heart d the city of Hong Kong was, we consider, a
powerful one worthy of Government support. A similar post-SARS event
in Canada, the Toronto Rock Concert of 30 July 2003 featuring the
Rolling Stones, attracted an attendance of 450,000 audience not only
from Canada but also from the US, and was widely broadcast in North
America and web-cast globaly. It gppeared to have been a definite
success. However, concept is one thing, implementation another.

Government’ s Assessment of the AmCham Proposal

At the level of the ERWG

2.17 While some pertinent questions were put to the AmCham
representatives at the ERWG meeting on 2 July 2003 regarding the
feasibility of the proposal as well as the need for detailed budget scrutiny,
given the size of public funds involved, the Panel is of the view that the
ERWG assessment of the AmCham proposal was inadequate. It lacked
depth and was somewhat cursory in nature.
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2.18 The Panel well understands the trust that the ERWG could
readily place in the three AmCham representatives who made the
proposal and their capability to carry the project through in view of their
persona success, the entertainment business background of two of them
and the reputation of AmCham as a well-respected and leading
international chamber with membership of a number of world-class
entertainment and entertainment-related companies. ERWG was aso
keen to see a public-private sector partnership to relaunch Hong Kong as
quickly as possible. However, to the Panedl, trust and goodwill are no
substitute for due diligence, particularly given the degree of public
funding sought for the proposal, and the fact that the Harbour Fest would
be the mega event of the SARS Relaunch Programme,

2.19 The Pandl considers that an impression that the project
would be placed in good hands was not adequate. Given the nature of
AmCham being a non-profit making trade organisation with limited staff
resources that had o past experience of organising smilar mega events
and no experience of dealing with Government sponsorship, the ERWG
should have recognised the need to closely scrutinise the AmCham
proposal and to raise with the AmCham representatives queries on a
number of key issues.

Organisational and Administrative Srructure

2.20 An appropriate organisation and administrative structure, in
the Panel’ sopinion, is critical for an event such as the Harbour Fest. This
should comprise individuals with an appropriate mix of business,
professona and entertainment industry skills to ensure that al major
decisons were properly debated, planned, authorised, controlled and
executed. ERWG explained to the Panel that they understood that the
Organisng Committee for the Harbour Fest would be led by
Mr Thompson and supported by Messrs Denzel and Niermann but
beyond that, there was no discussion on the administrative structure to be
set up by AmCham to take forward the project.

2.21 As it turned out, the Harbour Fest Organising Committee

comprised precisely only these three gentlemen. To the Panel, they were
part-timers who worked magnificently hard, but they were stretched to
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their limits to carry through the task at hand. They were in turn supported
by a number of key contractor companies some of whom were AmCham
members. At a later stage, the AmCham Board of Governors (BoG) did
set up two ad hoc committees to help. However, notwithstanding these
late efforts, al the planning and organisation decisions taken in relation to
the event rested with these three gentlemen or, more specificaly, as we
shall see, with either one of them, depending on the subject, and in some
cases, even with asingle contractor.

2.22 In the Panel’ sopinion, at the proposa stage, given the nature
of the event and the size of the budgetary request, it was incumbent on
the ERWG to determine if an appropriate organisation structure was in
place to adequately manage and control the event.

Concert Organisation Experience

2.23 Given the substantial concert element of the programme that
was presented to ERWG on 2 July 2003, experience in organising
entertainment concerts and engaging artistic talent was critical to the
success of the venture. Asit turned out, pop concerts became almost the
one single feature of the Harbour Fest after the subsequent cancellation of
the festivals and so industry experience became al the more critical. In
fact, there was little concert organisation experience from within
AmCham, even in the case of Disney Hong Kong, and so the AmCham
representatives became heavily reliant on the talent acquisition company
that they engaged for the event. The professionalism or otherwise of this
company would make or break the festival.

2.24 To the Pand, ERWG should have recognised at the proposal
stage the importance of concert organisation experience to the success of
the Harbour Fest and so should have made specific inquiries of AmCham
in this regard.

Timing Constraint
2.25 ERWG did not appear to have considered the chalenges

posed by time constraint in organising such a mega event within such a
short period of time, particularly, in relation to aspects such as securing
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talent, marketing the event and organising ticket sales. Experienced
professional concert organisers have advised us that a lead in period of
nine months to one year would be normal for organising such an event.

2.26 However, in the Pand’ s view, the single most important
issue that should have been considered by the ERWG in relation to the
time constraint point was the scale of the festival and the number of
concerts to be staged. A doser scrutiny of his point, particularly once
the event became virtually concert-dominant, should have led to a
downsizing of the scale of the event which in turn could have been
helpful to both the overal organisation of the event as well as the
attendance rates and ticket sales.

2.27 We do not consider though that the timing difficulty was so
great that a closer scrutiny of the question would have led to an
abandonment of the project altogether. We state this since firstly we
recognise that the Government was keen to host a mega cultural event to
boost local morale and promote a vibrant image of Hong Kong oversess.
We considered this a good justification for the Government supporting
the AmCham concept.

2.28 Secondly, we note that despite the time constraint, AmCham
delivered on its contractual commitments and a series of high quality
concerts were delivered on time. Admittedly, though not without
controversy. But the Panel considers that this was more due to
administrative failings than time constraint.

2.29 Finaly on this point, the Panel is mindful of the fast track
success of the Toronto post-SARS rock concert which was organised with
only a six to seven weeks lead time, proving that in criss Situations, it is
possible to fast track events such as Harbour Fest provided that the
appropriate organisation structure, skills and expertise are in place.

ERWG s Decision to Act as Soonsor with AmCham as Organiser of the
Harbour Fest

2.30 The Pand is of the view that the Government should have
requested involvement on the organisation committee of the event. The
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request could have been made either at the approva stage by ERWG or at
the monitoring stage by InvestHK. It was unfortunate that no such
request was ever made.

2.31 To the Pand, this need not have amounted to the
Government being involved in micro-managing the event. Instead, it
would have enabled the Government to be better informed as to the
progress of the event and how its investment in the festival was being
managed. Further, this would have evidenced commitment on the part of
the Government to the organisers and would have given them a direct
conduit to assist in resolving Government related challenges specificaly
regarding the event venue and public relations and promotional matters.
Regardless of what the officia Government policies are regarding
sponsorship matters, the Panel considers that given the degree of public
funding involved in the event, the fact that the Government was the
principal sponsor of the event, and the fact that the event was the single
most significant one in the Relaunch Programme, it justified a more
“handson’ approach on the part of the Government.

ERWG' s Choice of Subject Department for the Harbour Fest

2.32 Pursuant to its decision that the Government would act only
as asponsor of the Harbour Fest and that AmCham would be responsible
for both its organisation and implementation, the ERWG appointed
InvestHK as the subject department for the event given that it was the
department working with the AmCham representatives on the proposa
from the start. The Panel has asked the ERWG if any thought had been
given to the involvement of the Leisure and Cultural Services Department
(LCSD) in the project as it would appear to be the Government
department with the most practica experience in organising cultural
events and concerts.  The response of the ERWG was that no
consideration was given to this point pursuant to the decision that the
Government would limit its role to that of a sponsor only. Further,
ERWG made the point that InvestHK should have sought assistance if at
any time, it had concerns over its lack of capability or resources to act as
the subject department for the event. While we agree that the onusis on
InvestHK to seek help if necessary, we aso consider that at the
assessment stage, consideration should have been given to the
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involvement of LCSD as the Government department best equipped to
oversee a mega concert event.

At the Level of | nvestHK

2.33 InvestHK became the subject department on 2 July 2003 and
was specificaly tasked by the ERWG to scrutinise and satisfy itself with
the detailed budget of the Harbour Fest before submission of the funding
proposal to ERWG on 12 July 2003.

Budget Scrutiny

2.34 According to records provided by InvestHK, there were two
budgets for Harbour Fest drawn up by the AmCham representatives
between 5 June 2003 and 12 July 2003. The first budget was the one
presented to the inter-departmental meeting on 26 June 2003 and the
second one was a revised budget submitted by Mr Niermann to InvestHK
on 6 July 2003 for the purpose of the funding application. A comparison
of the budget of 26 June 2003 with the budget submitted to ERWG on
12 July 2003 depicted only two minor changes. An adjustment of
approximately US$100 on the total expense budget of just over HK$116
million and the inclusion of an estimated revenue figure of HK$16.1
million, there being no revenue figure included in the first budget.

2.35 InvestHK has explained that at that time, the budget was
very much indicative only. Accordingly, they had adopted what they
termed * a common sense gpproach’ in scrutinising the budget to ensure
that no obvious matters had been overlooked.

2.36 The revised budget of 6 July 2003 is set out a Annex 6. It
categorised expenditure under five magor headings and there were
supporting breakdown for three of these headings, namely: Venue
Construction/ Facilities, Venue Operations; and Taent. No breakdown
was provided under the headings of Televison Production and
Marketing/Promotions.

2.37 The Panel has reviewed the emalils provided by InvestHK in
relation to the budget and has noted that there were only two during the
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materia time and these raised minor questions. There were no material
guestions raised on the basis of any of the expenditure items. Further, no
breakdown was sought on the estimated expenditure on television
production and marketing/promotions.

2.38 Further, the Panel has noted that when submitting the budget
on 6 July 2003, Mr Niermann had the following rider in his email to
InvestHK, “ ...The budget does not include costs for Tamar site lease or
utilities, Government permits, or police force for perimeter security.
We d dso look to Government marketing channels ..” The exclusions
named in this rider, such as renta for the Tamar site, invariably trandated
into subsequent costs to the Harbour Fest not originaly budgeted for.
The Pandl is of the view that the exclusions in this rider should not have
been disregarded when InvestHK made the funding submission to ERWG.
In addition, the 6 July 2003 budget did not include estimates for airfare
and hotel costs which the AmCham representatives considered as areas
for sponsorship in their 2 July 2003 presentation to ERWG. InvestHK
should have aso reminded ERWG on this assumption in the funding
application.

2.39 The Panel aso has queries on how InvestHK checked the
budget in relation to talent costs. They advised “the total forecast for
artist fees seemed reasonable having regard to the class of international

atists being sought”. The Panel cannot find any basis for this
observation because it is the Panel s understanding that InvestHK has no
experience with artist fees. Further, the Pand cannot find any evidence
that InvestHK had checked with industry sources or with other
Government department sources that had experience in event organisation
for the reasonableness of the fees estimated for the indicative list of artists.
Neither did they ask the AmCham representatives the basis of their
estimated fees, such as whether they were past rates paid to these artists.

2.40 Based on the above, the Panel considers that InvestHK’ s
common sense approach in the budget scrutiny process was wholly
inadequate. InvestHK did not conduct a rigorous enough review of
AmCham'’ s budget for the Harbour Fest. Accordingly, it did not exercise
due diligence when carrying out the explicit instruction of ERWG to
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scrutinise and satisfy itself with the detailed budget of the Harbour Fest
proposal before its submission to the ERWG on 12 July 2003.

Assessment of Merit and Feasibility

241 ERWG has advised the Panel that once InvestHK became
the subject department for the project on 2 July 2003, it was expected to
examine and scrutinise the AmCham proposd in the same way the other
subject departments would do when they submitted the other 90 plus
gpplications under the relaunch campaign before putting it up for
ERWG s further consideration and approval on 12 July 2003. This
expectation would go beyond a vetting of the finances of the project. In
other cases, this would have entailed an assessment of the merit and
feasbility of the proposal.

242 Given that the ERWG had dready given in-principle
approval to the proposal on 2 July 2003, the Panel considers that it would
not be possible for InvestHK to re-assess the merit and the feasibility of
the proposal a the concept level. However, we consder that ERWG
could still look to InvestHK conducting an assessment of the merit and
feasibility of the project for its cost effectiveness. This should be part and
parcel of the explicit instruction for InvestHK to scrutinise and satisfy
itself with the budget of the project. The Panel considers that between
2 July 2003 and 12 July 2003, InvestHK should have satisfied itself as to
whether, and if so, how the strategic objectives intended by Harbour Fest
might be achieved at a lower cost, for instance, by any possible reduction
of the number of concerts.

243 The Panel has not seen any assessment conducted by
InvestHK on the cost effectiveness of the Harbour Fest proposal.
InvestHK advised the Panel in their letter of 18 February 2004 that “ ..as
sponsor, we first satisfy ourselves that the level of sponsorship fee sought
Is commensurate with the benefits offered ..We took the ERWG s
decision to sponsor the event as satisfying the first part of the sponsor s
duties (i.e. concluding that the benefits were commensurate with the
fees) ..o It is clear to the Panel from this statement that InvestHK did
not consider it their call to assess the cost effectiveness of the Harbour
Fest event. Given that there was clear instruction from ERWG for
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InvestHK to scrutinise and satisfy itself with the detailed budget of the
project, the Panel considers that InvestHK should have assessed the cost-
effectiveness of the proposal before submission of the funding proposal to
ERWG.

Changein Ethos of the Event?

244 The Panel has another observation on the approval process at
the ERWG meeting on 12 July 2003. ERWG asked AmCham to revise
the ticket prices of the festival from the HK$100 to HK$150 range to
market rate so as to raise revenue and reduce the subsidy by Government.
When asked by the Panel, ERWG explained that there was no discussion
on the impact that such change in ticket pricing would have on ticket
sdes. When making the recommendation on ticket pricing, ERWG aso
put in a rider that differential pricing could be adopted, with
concessionary tickets for senior citizens and students.

2.45 To the Pand, the ticket sales concern arising from the
change in ticket pricing strategy was only subordinate. With the change
in pricing the tickets to market, we are more concerned about the change
in ethos of the event. Under the origina proposal, tickets were to be

priced at $100 to $150 across the board. The message under the origina

pricing policy could have been that the Government was paying for a
mega festival-cum-concert event for the community so that the average
Hong Kong citizen could, at a token price, come out of their homes and

participate in world class concerts in celebration of the return of a healthy,
safe and reinvigorated Hong Kong. Public buy-in might have been more
readily achieved. The change in ticket pricing strategy to market rate

somewhat changed that ethos.

2.46 The success or otherwise of the event in attracting loca
audiences would then rely on the attractiveness of the acts on a
commercia basis. We are not suggesting that it was wrong to have
changed the ticket pricing strategy since we recognise that for
commercialy attractive acts, it is reasonable for the Government to aim
to recoup a certain percentage of their costs by market pricing.
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247 We are mindful that if the original ethos were to draw people
out with cheap tickets, then under the same budget, the quality of artist
line-up would have to be sacrificed. ThePanel recognises that despite the
market pricing of tickets, they were still subsidised by Government and,
despite the high prices of the Rolling Stones tickets, they till sold full
house.

2.48 When posed he question, DGIP advised the Panel that he
disagreed with the ERWG decision in hindsight. But he nonetheless
accepted it then as a policy decision. When posed the question, AmCham
representatives indicated that they considered the change in ticket pricing
strategy would make it more difficult for them to sell tickets. But neither
did they re-open the issue with the ERWG.

2.49 What is more unfortunate is that AmCham did not follow the
ERWG rider to provide concessionary tickets to senior citizens and
students nor did Government representatives pursue the issue with them.
Only bulk purchase discounts were offered. We consder that this
omission further reduced the community involvement potential for the
event. On this point, the ERWG advised the Panel that the wide range of
ticket prices with lower end tickets in the $158 range had made the event
affordable to the public. To the Pand, however, lower end tickets would
be offered under any commercial pricing strategy. This could not be
regarded as an incentive to encourage public buy-in.

Conclusions

2.50 Having regard to the points considered above, the Pandl is of
the view that the ERWG was correct in reacting positively to the concept
of the Harbour Fest as set out in the AmCham proposal but it did not
conduct an adequate assessment of AmCham’'s capabilities to
successfully carry out their undertakings under the proposal. In short,
there was too much reliance placed on trust in the capabilities of the
AmCham presenters of the proposal and too little due diligence on their
plans for the organisation and management of the festival. Neither did
InvestHK discharge its responsibility to support ERWG in the process as
it did not adequately scrutinise the detailed budget of the Harbour Fest in
accordance with the ERWG instruction of 2 July 2003.



CHAPTER 3 ORGANISATION OF THE HARBOUR FEST BY
AMCHAM

3.1 This chapter deals with the Panel’s evaluation of the
organisation, administration and implementation of the Harbour Fest
project by AmCham.

AmCham’s Administrative Structure for the Organisation and
I mplementation of the Harbour Fest

Background

3.2 As explained earlier in this report, the concept for the
Harbour Fest was developed by the Chairman and the Vice-Chairman of
AmCham’ s Sports and Entertainment Committee. They are Mr Michagl
Denzel, Vice President and Managing Director (Asia) of NBA Asa Ltd
and Mr Jon Niermann, then President and Managing Director of Walt
Disney (Asia Pacific) Ltd. This was in response to a request from the
then Chairman of AmCham, Mr James Thompson, for ideas whereby
AmCham could assist to relaunch Hong Kong after SARS.

3.3 The three took the proposal to Mr Mike Rowse of InvestHK
who subsequently arranged the interdepartmental meeting of relevant
Government departments on 26 June 2003. The decision of that meeting
was positive but given the size of the project, it was recommended that
the proposal be referred to the ERWG.

34 Mr Thompson then advised the regular AmCham Board of
Governors (BoG) meeting held on 30 June 2003 of the broad outline of
the proposal and of the planned meeting with the ERWG to seek
Government backing and funding for the project. At the next AmCham
BoG meeting held on 28 July 2003, the trio of Messrs Thompson, Denzel
and Niermann gave the same power-point presentation on the project that
had been used in the prior meetings with the Government officials and
advised the BoG of their success in securing Government backing and
funding for the project.
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35 Thereafter, until public criticism of the project arose, other
than updates a the monthly Board meetings and a very minor
involvement of the AmCham Presdent, Mr Frank Martin, the
arrangements for Harbour Fest were left with Messrs Thompson,
Niermann and Denzel.

3.6 While the Panel recognises and respects that the Harbour
Fest event was very much in line with the other AmCham efforts since
the end of May 2003 to help spread the message to thelr contacts
worldwide that Hong Kong was bouncing back from SARS, however,
equally it recognises that AmCham did not have any prior experience
with organising mega events like the Harbour Fest nor did it have any
experience with receiving Government sponsorship to organise events.

3.7 Accordingly, the Panel asked the incumbent Chairman of
AmCham, Ms Lucille Bardle, then Deputy to Mr Thompson, and the
AmCham President, Mr Frank Martin, if concerns were expressed at the
Board level about AmCham'’ s ability to carry out such a massive project
given the lack of past experience of event organisation and aso if any
thought was given to the setting up of a reporting structure under the
AmCham BoG to organise the event.

3.8 The Pand was advised that the AmCham BoG was content
to have put the matter in the hands of Messrs Thompson, Niermann and
Denzel with them updating the Board at its regular monthly meetings.
Per Ms Bardle and Mr Martin, the basis for this was firstly, the proven
successful business style of Mr Thompson who had aways successfully
brought off projects in a lean and mean fashion. Secondly, it was
consdered that the tight timeframe would have rendered it impossible to
work on an elaborate structure rather than the structure that had taken
place. It was admitted though that this meant that there was alot of trust
placed on the Chairman and his two colleagues and their ability to deliver
the project. They considered that it was trust well placed.

De Facto Organising Committee

3.9 In effect, therefore, there was no forma resolution on the
part of the AmCham BoG that an Organising Committee be set up to
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administer Harbour Fest but rather, a de facto Organising Committee
emerged comprising the trio of Messrs Thompson, Niermann and Denzel.
Further, there was no formal structure within AmCham to support the
Organising Committee which acted as a core group which then drew
support from their contractor team, which comprised a mix of AmCham
and non-rAmCham companies.

3.10 The modus operandi of the Organising Committee as agreed
among its three members was as follows. Mr Thompson would act as the
interface with Government and AmCham and be responsible for finance
Mr Niermann would be responsible for operations, venue and site and
talent; and Mr Denzel would look after marketing, public relations and
sponsorship. Ticketing was a shared responshility between Messrs
Denzel and Niermann.

311 The Panel was given to understand that initially, the group
met on virtually a daily basis and major decisons were discussed and
agreed on a collective basis. Further, there were extensive daily
telephone conversations and exchange of emails. However, as they got
further into the process, in the words of Mr Denzel, they could not
“ ..meet and go down on every decison.” In other words, each of the
three had authority to make decisions and commit the Harbour Festin
respect of ther individua areas of responshbility. Specifically, on
financia control, Mr Thompson confirmed to the Panel that the issue of
internal control on financial commitments had not been considered by the
Organising Committee as he considered the ultimate control rested in the
fact that he was the only person who could sign cheques for payment.
Furthermore, there was an implicit trust among the three parties.

Red Canvas Limited

312 Central to AmCham’ s administration of the Harbour Fest
was the appointment of Red Canvas Limited as effectively its vehicle to
carry out the Harbour Fest event under the latter’ s sponsorship agreement
with the Government. Under a Memorandum of Understanding (MoU)
with AmCham signed on 13 August 2003, Red Canvas would be the
specia purpose vehicle responsible for “ organising, managing, convening
and promoting the Festival in the manner agreed with AmCham.”
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313 Given the nature of AmCham as a trade association, the
Organising Committee considered it necessary to set up a special purpose
vehicle to convene the Harbour Fest event. The Panel has been advised
that rather than incorporate a new company and in order to save time and
money, Mr Thompson volunteered the use of a family company, which
was a dormant shell company that had never been activated. That
company was Red Canvas Limited which had been incorporated in May
2000 with Mr Thompson and his wife being its directors and beneficial
owners.

314 The intention was that Messrs Niermann and Denzel would
replace Mrs Thompson both as directors and shareholders. Given the
lengthy and time consuming approval process this would have entailed
from these individuas US employer organisations, the change was not
pursued. The failure to pursue the changes gave rise to conflict of interest
concerns being raised in the media when the press reported on the
ownership of Red Canvas Limited in October 2003.

3.15 As regards the AmCham BoG, the Panel has been advised
by Mr Frank Martin, President of AmCham, that it was aware that there
would be a specia purpose vehicle set up to implement the Harbour Fest
but it was not consulted on the actual use of Red Canvas nor on the terms
of the MoU between AmCham and Red Canvas. These were concluded
by Mr Thompson on behalf of Red Canvas and Mr Frank Martin as
President of AmCham.

3.16 Further, there was no consultation with the BoG on the terms
of the sponsorship agreement that Mr Thompson signed with the
Government on behalf of AmCham on 10 October 2003 nor on the
preceding MoU’ s with the Government. Specifically, the BoG was not
made aware that AmCham would be responsible for any cost overrun in
excess of HK$100 million. Once this challenge was identified,
Mr Thompson undertook to pay for any cost overruns.

The Pand’ s Observations

317 The Pand is of the view that the administrative arrangements
put in place by AmCham in relation to the organisation of Harbour Fest
were inadequate.
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3.18 Given the size and complexity of the event and the degree of
public funding involved in the project, the Panel considers it critical that
an appropriately structured Organising Committee should have been put
In place to oversee the event. Such a committee would have comprised
individuals drawn from AmCham’s BoG and membership with an
appropriate mix of professiona skills, business expertise and experience,
supplemented with entertainment industry experience and Government
representation. Such a Committee would have provided broader input
into the organisation of the event and a degree of checks and balances in
relation to its management. Further, this would have provided alink from
the Organising Committee to the AmCham BoG.

3.19 The Panel does not accept the view that time constraints
made such an approach impracticable. Just as the three members of the
Organising Committee made tremendous personal commitments to the
project, the Panel considers that other AmCham members, given the
opportunity, would likely aso have made similar commitments and that
would have had the added benefit of involving more AmCham members
in the project. Thisisin fact was what happened at a later stage once the
Chamber was mobilised when the project hit difficulties.

3.20 It was only in September 2003 when negative publicity set in
that AmCham set up two ad hoc committees to help. The first was the Ad
Hoc Strategic Communications Committee which was brought in to assist
in the damage control process and a number of AmCham members who
are well known in the public relations and criss management field joined
this committee. The second was an Ad Hoc Legal and Finance
Committee whose focus was three-fold. Firstly, AmCham’ s liability to
the general public; secondly, AmCham’ s liability arising from its contract
with the Government and any claims against AmCham from contracts by
Red Canvas or its intermediaries; and thirdly, on the financial side the
task was to make sure the event would be completed in time as that was
the legal obligation flowing from the agreement signed with the
Government.

321 The establishment of these committees, abeit for damage

control purposes, and the commitment of many AmCham member
volunteers to serve on them evidences to the Pand the need for an
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organisation structure that should have been set up in the first place and
the willingness of AmCham members to be involved in the Harbour Fest
project.

3.22 However, the opportunity for participation in this manner
was not afforded them. The Panel considers that this bringing together of
a wide array of AmCham membership talent could have helped provide
the expertise and exchange of views that in turn could have helped to
avoid many of the challenges the event encountered.

3.23 The Pand considers that the AmCham BoG did not inquire
adequately into the commitments the three members of the Organising
Committee had made to the Government in respect of the Harbour Fest
on behalf of AmCham. They placed too much reliance on trust as a
substitute for due diligence and this did not match the expectation of the
ERWG that the project placed in the hands of AmCham would have
guaranteed good stewardship and professionalism.

324 To the Pand, a closer involvement of AmCham at the BoG
level would have ensured a better management and control structure for
the Harbour Fest in al aspects, including financial control. This is the
degree of professonaism and participaion by AmCham that the
Government expected under the agreement governing the Harbour Fest.
Specificdly, in this regard, we consider that Mr Thompson as then
Charman of AmCham, Mr Martin, its Presdent, and the BoG
collectively as a group had the responsbility to put an appropriate
organisational structure in place.

3.25 As to Red Canvas, the Pand considers the use of
Mr Thompson' s family company as AmCham’ s specia purpose vehicle
to covene the Harbour Fest and the failure to involve AmCham members
as its directors and shareholders, despite the best of intentions, to be
serious errors of judgement that brought unnecessary adverse publicity to
the Harbour Fest.

3.26 In relation to the MoU with Red Canvas and the Sponsorship

Agreement and related MoU’ s with the Government, the Panel considers
that Mr Thompson, given his roles as Chairman of the Organising
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Committee and of AmCham, and Mr Martin as Presdent of AmCham,
should have ensured that the AmCham BoG was kept fully informed of
these contracts prior to their conclusion.

AmCham’ s Organisation and Implementation of the Harbour Fest

3.27 Messrs Thompson, Denzel and Niermann had offered their
own services to the festival pro-bono and in their presentation to the
ERWG, they advised they would mobilise the AmCham membership for
support by way of pro-bono services or services provided at discounted
rates. Where necessary, they would engage external professional
expertise.

3.28 As regards their own organisations, Mr Thompsori s Crown
Worldwide Group was mobilised on a pro bono basis with its back office
acting as back office to the event. The involvement of NBA Asaas a
company was scaled back when it was clear in August 2003 that there
would not be a sports festival but Mr Denzel continued to be one of the
trio organising the event. As for Mr Niermann’ s employer Disney, there
was a contract covering their services which will be discussed later.

3.29 As for other AmCham members, there appears to have been
very little involvement on a pro bono basis until later when the event
began to hit difficulty and support was rallied from within the Chamber.
AmCham members involvement appeared more to be on a discounted fee
basis. There being no formal support structure from AmCham the
organisation, the Organising Committee as a core group drew their
support from their contractor team. This comprised a mix of AmCham
and nonrAmCham members al of which, other than Disney, were
engaged on a discounted fee basis.

3.30 The Disney team in Hong Kong was engaged to build the
stage and venue; East Art International Limited was engaged to secure
western talent; Bird and Bird rendered legal services; Leo Burnett
Limited worked on advertisng; Pro-Marketing Services Company
worked on public lations and International Management Group (IMG)
on sponsorship solicitation. Of this contractor team, Mr John Berrick of
the Disney team and Mr Ray Gaman of East Art, given ther
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responsibilities, would be the closest to and could be said to be part of the
core group engaged in organising and implementing the festival.

331 We shall discuss the mgjor contractor services one by one.
Stage and Venue —Buena Vista Live Entertainment Division of Disney

3.32 From the outset, one of the key components of Harbour Fest
was the holding of the festival in the heart of Central at the Tamar Site in
a Hollywood Bowl type arena. The loca Disney Events Team had
experience in constructing stage and concert settings throughout Asia and
were involved in the conceptualisation and design of the proposed Tamar
venue and in working out the detailed budgets that were submitted to
InvestHK to support the costing of this element of the Harbour Fest.

3.33 Thus, once the project was approved, Red Canvas contracted
with The Walt Disney Company (Asia Pacific) Limited for the latter s
Buena Vista Live Entertainment Divison (Buena Vista) to provide
advisory and consultancy services to help procure the construction of the
stage and venue for the Harbour Fest as well as to arange for the
performance of the local and Asian artists a the event. The contract
provided for a budget of up to HK$31 million for the venue construction
with a 5% service fee payable to Disney in respect of actua expenditure
incurred.

334 According to financia information provided by Red Canvas
Limited, the total expenditure for Site preparation and management
payable to Buena Vista ended up at HK$25.7 million and Disney waived
the 5% service charge.  Mr Niermann advised the Panel that the 5%
service charge was aterm in the standard Disney contract and there was a
need to maintain this to ensure consistency with other contracts but there
was never any intention to charge it and hence the waiver. Thus, Disney
provided extensive service through therr speciaist Events Team on a pro
bono basis to the Harbour Fest.

3.35 All who offered their views to the Panel, including those
who might be critical about the Harbour Fest in other aspects, praised
highly the quality of the stage, the Tamar venue and the sound effects of



the concerts.  On the question of cost, the Buena Vista representative
Mr Berrick who was responsible for site and stage construction, admitted
to the Pand that due to the time constraint, the construction was more
expensive than it should have been. As the Tamar site was only handed
over on 1 October 2003, they just had two weeks time to build it and
further, quite a bit of remedial work had to be carried out on the site given
the poor condition of the site at handover before construction work could
begin. This necessitated additional worker shifts at higher costs.

3.36 As it turned out, al the works involved were contracted
through Pico and BizArt Asia Limited who were Disney contractors from
previous project co-operation. According to Mr Berrick, there was no
tendering process in relation to the engagement of these companies as
there was no time to conduct one and the engagement stemmed from a
confidence cal to ensure timely quality delivery. The Panel has noted
that there was an engagement management fee paid to Pico covering the
arrangements for the construction project but al pricings and contractor
appointments were scrutinised by Buena Vista

3.37 The Panel has observed comments that building the stage
and venue for one-off useat the Tamar Ste was far too expensive. There
can be no argument with that but in the Panel’ s view, the comment misses
the point that creating a world-class stage at Tamar was one of the key
elements of and thus part and parcel of the Harbour Fest concept.

3.38 To the Panel, Buena Vista' s explanations and the fact that

thelr services were provided on a pro-bono basis, to a great extent,

addressed the criticism of layers of middlemen in the process. The Panel

IS satisfied that given the short time available, a world-class venue and a
world-class stage were constructed to high professional standards within
budget.

Talent Acquisition
3.39 Talent acquisition costs were the single largest expense item
for the Harbour Fest. Expenditure on artist fees alone, including talent

acquigition, third party payments, and expenses arising from talent
contract riders and talent tax payments, accounted for HK$89.1 million,
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exclusive of ancillary expenses such as arfares and hotel bills. There
were two aspects of talent acquisition for the Harbour Fest, one for loca
and Asian artists and the other for western artists.

Local and Asian Artists

340 The Walt Disney Company (Asia Pecific) Limited was the
overal co-ordinator for local and Asian artists and they provided their
services on a pro-bono basis. The Pand has confirmed that loca artists
were asked and did perform at concessionary rates as a gesture of support
to the efforts to relaunch Hong Kong.

341 The Panel has tried to ascertain rumours about inferior
treatment of local artists vis-a-vis the western artists. The Harbour Fest
Organisers admitted that the changing rooms of the western artists were
decorated differently from those for the local artists but advised that this
was a contractual matter on the basis of the specific furniture
requirements spelt out in the western artists contract riders.

342 The Panel also considered criticisms on the arrangement of
staging loca artists as the opening acts for the western artists. The
opening act arrangement put local artists in asomewhat awkward position
as the audience who bought tickets for the western act would arrive late,
sometimes leaving the local opening act playing to empty seats. Further,
there were complaints about the confusion over the arrangements for the
local artists performances.

The Pand’ s Observations

343 From the Pand’s inquiries, it appears that inadequate
attention was given to the handling of locd artists and it may well have
been better to have had specific nights dedicated to local and Asian artist
shows. The Disney team did not do a particularly good job in this area
and their Mr Niermann admitted that with the benefit of hindsight, the
Harbour Fest Organisers should have been more senditive to the artists
sentiments and approached them early enough so as not to give a wrong
impression of disrespect. The Panel accords with this observation.
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Western Artists

344 East Art was appointed as the overal co-ordinator for the
acquidsition of western talents under a Talent Acquisition Agreement
(TAA) signed with Red Canvas Limited on 1 September 2003.

Engagement of East Art International Limited as Talent Co-ordinator

3.45 Under the TAA, there was a talent budget of US$7.4 million
based on a specified list of artists. East Art would receive a fixed fee of
US$50,000 for their services plus a bonus fee of 25% of any savings
achieved in engaging the specified artists. Ultimately, none of the listed
artists were engaged and no bonus fee was paid as the fees spent on
western talents arranged through East Art amounted to US$9.72 million.
Red Canvas adso contracted to reimburse East Art up to an aggregate
amount of US$110,000 in respect of third party payments, examples of
which were categorised. Further, Red Canvas contracted to reimburse
East Art for specified types of out of pocket expenses. There was no set
limit to cover the latter.

3.46 East Art is a locd Hong Kong company incorporated in
Hong Kong on 18 July 2003 with a nominal authorised and issued capital.
Its directors are Mr Ray Garman, who was appointed on 4 August 2003
and is the company’ s founder, and Messrs Stephen Hill, Joseph Poon and
Ms Karen Au Yeung Pui Shan who were appointed on 25 September
2003. Mr Joseph Poon is the chief executive officer and executive
director of Vertex Communications and Technology Limited, a company
lised on the GEM board, which acquired 51% of East Art around
September 2003.

347 The Panel consulted a number of experienced promoters
who are in the business of staging western artists in Hong Kong and a
number of local entertainment industry experts. None of them considered
Vertex, East Art or Mr Garman to be in the industry prior to the Harbour
Fest event.

348 At the Organisng Committee level, Mr Niermann was in
charge of the talent acquisition area and it was he who introduced



Mr Garman to his two colleagues on the Organising Committee. We read
in an email from Mr Niermann to the others on the Organising Committee
dated 18 July 2003 that “ ...Ray initially came into the scene not only due
to he and | knowing each other, but also due to his association with the
Stones and their previous negotiation with Rowse prior to our Festiva

pitch aswdll ..”

3.49 Mr Niermann advised the Pand that he made the
acquaintance of Mr Garman in 2002 when Mr Garman was working with
alocal bank. We understand that Mr Garman was a merchant banker in
the US before coming to Hong Kong.

3.50 Further, we have established that Mr Garman is acquainted
with Miss Colleen Ironside of Live Limited, awell established promoter
of concerts locally. Ms Ironside was the original promoter of the Rolling
Stones concert in Hong Kong in March 2003 which was aborted due to
SARS. We understand that Mr Garman provided accounting support, in a
volunteer capacity, to that same promoter when she staged the Rolling
Stones show in Singapore in 2003,

351 We asked Messrs Thompson and Niermann the rationae for
thelr engagement of East Art and Mr Garman, both of whom had no
proven professional industry experience in Hong Kong before the
Harbour Fest. Mr Niermann advised that originadly, there were
discussions with Miss Ironsde of Live Limited, whom he had met
through the introduction of Mr Garman, about the possibility of engaging
her as the overal taent co-ordinator for the Harbour Fest. From
correspondence, it is clear that in the early stages of the event,
Miss Ironside had started making contacts with top western artists and
reporting back on their availability to Messrs Niermann and Garman.

3.52 Mr Niermann advised that regotiations fell apart when he
was advised by Mr Garman that Miss Ironside had asked for afee at 10%
of the total talent budget. This was considered unacceptable as the
Harbour Fest was in effect a ‘ no-risk’ event with sponsorship being
provided by the Government and hence there was no commercial risk to
the promoter. Mr Niermann then took the decision to recommend to his
colleagues on the Organising Committee that Mr Garman be offered the



job of talent-co-ordinator. His explanation was that Mr Garman, unlike
other promoters, was independent and ready to offer his services a alow
fee. Asto Mr Garman' s experience in the live entertainment business,
Mr Niermann advised that he understood from Mr Garman that he had
worked with Miss Ironside on the Stones March 2003 concert and that
was sufficient proof of his experience in the field. Mr Niermann aso
took comfort in the fact that Mr Garman was acquainted with the two
gentlemen, Messrs Bob Koch and Mike McGinley, whom the Panel was
given to understand to be tour manager/accountant of famous bands in the
US.

3.53 Mr Thompson confirmed that he was advised by
Mr Niermann that Miss Ironsde’ s possible engagement had fallen
through because of the fee issue. He aso made the following comment
about Mr Garman “ ...he made us feel comfortable enough that he could
perform ...He had the phone book ...al the entertainment promoters ...
you really dori t know where to find them ...there was no one that had
ever redly done this kind of thing before... we thought it had to be
someone that we had to have total control of ..”

354 Mr Niermann confirmed that after deciding not to engage
Miss Ironside, no attempt was made to meet with or consider the
engagement of other similarly experienced local promoters for the job
before appointing Mr Garman.

3.55 We also inquired if any thought was given to fieding a
Disney expert to be the talent co-ordinator. Mr Niermann advised that
Disney was not in the pop concert businesss generally and specifically,
the local Disney office did not have the expertise. Further, since the
project was an AmCham one and not a Disney project, neither would he
be able to get such resources from the Disney offices in the US.

3.56 We raised the fee issue directly with Miss Ironside and she
advised that her discussions with Messrs Niermann and Garman had ever
reached the fee discussion stage.

357 In the TAA, East Art was described as “a leading media and
technology company that has substantial expertise in the acquisition of



musical and other talent for entertainment events such as the Festival ..”
The Pand met with Mr Garman on two occasions and asked him for
proof of this representation in the agreement and advice as to his
experience in the entertainment industry. Two weeks before the
submission date for this report, we finaly received information from
Mr Garman.

3.58 In relation to entertainment industry experience, from the
information provided by Mr Garman, he advised of two instances when
he acted as ‘ adviser to a promoter and these were the Rolling Stones
concerts promoted by Miss Ironside of Live Limited in the first quarter of
2003 referred to earlier. His further involvements were with fan club
management, ticketing system development or finance. He also clamed
some venue promotion experience. In Mr Garman' swords, “1 am not a
promoter. East Art has many people who are experienced in thisfield ..,
“East Art represents the consolidation of previoudy existing companies
and individuals with extraordinary and notable experiences and or
businesses in live entertainment ... Further and as way of example,
Mr Bob Koch has produced, participated in and promoted more
significant live music events and in particular, more Rolling Stones
shows, than anyone else in the region.”

3.59 Mr Garman provided the curriculum vitae of Mr Koch as
part of the East Art team. From this, we note that he is the tour business
manager of the group U2 and aso has his own company Bob Koch
Presents Ltd. As to the rdationship between Vertex and East Art,
Mr Poon, its Managing Director, advised us that he and Mr Garman had
known each other for over four years and had been talking for sometime
about Mr Garman joining Vertex. Once Mr Garman set up East Art and
secured the Harbour Fest contract, they both agreed it would be good to
link their businesss interests. Mr Poon considered live entertainment
business a good business opportunity for Vertex, hence its acquisition of
a51% interest in East Art as Vertex had no experience or expertise in this
area. He advised that the transaction was done for nominal value.



The Pand’ s Observations

3.60 The Panel has gone to some length to set out in detail the
background information we have managed to obtain in relation to
Mr Garman and East Art’ s gppointment to the key role of western talent
co-ordinator for the festival. We consider this necessary not only having
regard to the heavy reliance of the organisers on the talent coordinator,
but also because in the Pand's opinion, the genesis of many of the
challenges and controversies that the festival subsequently encountered
could be traced to artist engagement related issues.

3.61 Despite the Pandl's repeated requests, Mr Garman had failed
to establish his past experience of ether directly engaging or co-
ordinating the engagement of entertainment talents in Hong Kong or
elsewhere. Further, while he may have had some contacts within the
industry, hisinvolvement with it was only on the periphery and he had no
proven record of involvement with the organisation of concerts in a
professional capacity. Despite Mr Garman’ s description of what East Art
was and his and the company’ s connections to the likes of Mr Koch, it
has not been proven to the Panel that at the time when it contracted with
Red Canvas, East Art was “ .. .a leading media and technology company
that has substantia expertise in the acquisition of musical and other talent
for entertainment events such as the Festival ..” as represented in the
TAA.

3.62 Most importantly, the Pandl is not satisfied that the Harbour
Fest Organisng Committee conducted an appropriate search or went
through an open process in relation to the talent acquisition appointment.
In particular, they made little or no attempt to meet with and determine
the qualifications, skills and experience of established local concert
promoters.  We consder that they substituted expediency for due
diligence in the area of talent acquisition which was the “ make or break”
element of the whole event.

3.63 To the Pand, the lack of professional concert organisation

experience as well as the lack of acquaintance with experienced loca
promoters and professionals engaged in the entertainment industry, on the
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part of the Organising Committee and its talent co-ordinator, created a
significant handicap in their ability to properly organisethe Harbour Fest.

Artist Contracts — Confidentiality Clauses

364 It was not until the third week of March 2004 that the Panel
was able to obtain copies of the artist contracts from Red Canvas Limited.
All dong, the Pandl was told that due to the confidentiality clauses in the
artist contracts, Red Canvas Limited would not be able to disclose them
to the Panel. The Panel tried to obtain them from InvestHK but was told
that they did not have the power of access to these contracts.

3.65 The Panel considered access to the artists contracts to be
central to itsinquiry and so pursued the matter. Thanks to the assistance
of one of the artists agents, we were able to obtain two of the western
artists contracts in mid-March. In reviewing them, the Panel discovered
that there was no confidentiality clause in these contracts. The Panel
advised Red Canvas Limited of this finding and was subsequently given a
full set of the contracts, except two that were not in their possession.
Other than the contracts with the Rolling Stones, there were no
confidentiality clausesin the other artist contracts.

3.66 Mr Thompson explained to the Panel that he had not
reviewed the contracts and had relied on the advice of Mr Garman
regarding the confidentiality clause. He only realised the absence of this
clause upon being advised by the Pane. He was aware of a
confidentiality clause in the TAA with East Art that required
confidentiality on its contents and any agreement entered into pursuant to
it. Mr Niermann s understanding of the confidentiality arrangements was
similar to that of Mr Thompson.

3.67 The Panel raised this matter with Mr Garman and he
confirmed that it was he who focussed Messrs Thompson and Niermann
on the need for confidentiality in relation to the artists remuneration and
contracts based on the confidentiality clause in the TAA. He clamed that
to do so was good industry practice and that it was entirely inappropriate
to discuss or otherwise disclose artists  remuneration for these types of
events. When queried further, he reaffirmed his justification on the need



to maintain confidentiality even in the light of LegCo questioning on the
topic and negative publicity in the media on the matter.

The Pandl’ sObservations

3.68 In the Panel’ s opinion, the issue of the confidentiality of
artists  contracts and remuneration was one of the most controversia
aspects of the Harbour Fest. It acted as alightning rod for criticism of the
Government and the festival’ s organisers on the grounds of lack of
trangparency and accountability given the substantial public funding of
the event.

3.69 To the Panel, the presence of a confidentiality clause in the
TAA between Red Canvas and East Art could not be interpreted to mean
that there were confidentiality clauses in the individua artist contracts.
Besides, we would regard East Art as a party internal to the organisation
of the event and so Red Canvas could have readily persuaded East Art to
waive the prohibition.

3.70 In the Panel’ sopinion, the failure on the part of the members
of the Organisng Committee to familiarise themselves with the exact
contents of artist contracts in their possesson on the issue of
confidentiality has resulted in extreme embarrassment to the Government
and unnecessary adverse publicity for the Harbour Fest. Given these
Issues, the Panel considers Mr Garman’ s continued insistence to rely on a
confidentiality clause internal to the event’ s organisers to be unreasonable
and untenable.

Western Artist Line-up and Talent Fees

Western Artist Line-up

371 The find artist line-up was very much different from the
indicative list presented to ERWG in July 2003 and wholly different from
that in the East Art contract signed in September 2003. Of the 12 mgjor

western acts who performed for the Harbour Fest, East Art engaged seven
through other promoters and the remaining five through direct negotiation.
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Eight of the artists engaged had already committed to other performances
or activitiesin Asiaaround or close to the dates of the Harbour Fest.

3.72 The western artist line-up was not confirmed until quite late
in the process; the first act being confirmed on 26 August 2003 and the

last one, the Rolling Stones, only on 15 October 2003. This late
confirmation in turn impacted on key areas of the event such as marketing,
publicity and ticket sales. The principal reasons given by the Organising

Committee and the talent co-ordinator for the delay in finalising the line

up was that of availability of artists given time constraints; interest or
otherwise of artists in travelling to Asia; and the concerns of artists over

SARS.

3.73 Ancther issue on the artist line-up as subsequently evidenced
by poor ticket sales for some of the concerts was whether adequate
planning had gone into the artist selection process or whether the
organisers ended up being hostage to the availability of artists. The
organisers were of the view that given time constraint, the final line-up
was a good mix of well known international artists aimed at a market
reach from young to classical and to more mature pop fans. Despite this,
they did recognise to some extent that they were hostage to the
availability of artists.

The Pand’ s Observations

3.74 The Pandl is o the view that the ultimate artist line-up was
on the whole a good international mix of well known pop and classical
concert celebrities. Despite this, as evidenced by attendance rates and
ticket saleswhich we shall discussin greater detal later, clearly a number
of the artists in the line-up did not appeal to local tastes and this raises the
issue of whether there had been a conscious assessment of artists likely
popularity in the local market before they were firmed up. The
responsibility in this iegard very much lay with the talent co-ordinator
who was totally relied upon by the organisers. The point is best
explained in the words of Mr Thompson who told the Pand, “We
certainly wished there would have been a huge proportion of the local
population coming in ...if you ask the community, ‘ you want to come



and see Prince? They say who sPrince ...because he just wasn t part of
their life, their culture so | think that' s maybe another message here.”

3.75 The Panel agrees with Mr Thompsori s remarks. Any artist
selection process that might have been put in place had limited success.
We consider that this reflected the lack of knowledge of the local market
on the part of both the organisers and the talent co-ordinator. The Panel
would add that it considers the disappointing attendance rates were also
the result of the many other challenges the Harbour Fest faced.

3.76 The Pand recognises the challenges of time constraint but is
not entirely convinced that this necessarily should have led to delays in
artist engagement. We see evidence in the success of the Toronto Rock
Concert of 30 July 2003 which featured the Rolling Stones and some
14 other different bands, organised over a six to seven week period
playing to an audience of 450,000.

Talent Fees

3.77 Talent fees and the issue of whether international artists were
paid in excess of their normal fees and/or were paid too much to perform
at the Harbour Fest was the single greatest controversy that surrounded
the event. It had dogged the Harbour Fest and its organisers and had
shrouded the event in negative publicity as early as the end of August
2003 with a press article aleging that the Rolling Stones were being
overpaid.

3.78 The Panel has determined from the Organising Committee
and Mr Garman that most of the artist fees were agreed on a collective
basis by the Organising Committee after first being sourced by
Mr Garman. The Panel asked the members of the Organising Committee
how they satisfied themselves that the artist fees quoted by Mr Garman
were reasonable. Mr Thompson told us that he occasionally made checks
with his contacts in the US. Mr Denzel assured us that he checked with
NBA sources in the early stages of the event’ s organisation athough later
he was not too involved in the discussion of the artists that were finaly
lined up. Mr Niermann’ s points of reference tended to be Disney sources
and record label companies.
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3.79 None of the three appeared to have any specific industry
benchmark reference point.

3.80 Further, the Organising Committee advised the Pandl that it
was difficult to get meaningful comparison of artist fees since in the case
of Harbour Fest, each artist’ s contract contained a clause permitting two
of their performed songs to be included in a video b be made of the
Harbour Fest which would be used to promote Hong Kong.

381 The Panel was also advised in thelir recent final meeting with
Mr Garman of another exceptional element, which had not been
mentioned previoudy, that he said added to the cost of the Harbour Fest
talent fees and that was what he termed “the cost of the promotional
campaign and spokesperson status of each of the artists’. When asked to
exemplify what he meant, Mr Garman responded, “When Carlos Santana
came to Harbour Fest, he was speaking directly for the Hong Kong
Government, and when he made his ten minute interview and gave his
promotional piece, he made that for the Hong Kong Government so that
the Hong Kong Government can forever associate itself with Carlos
Santana. That isacost....”

3.82 The Panel had never heard of this suggestion before during
the course of the inquiry, either from the members of the Organising
Committee or from local concert promoters.

3.83 During the course of this inquiry, the Panel has met and
received written submissions from a number of members of the loca
entertainment industry, particularly those involved in the concert
promotion business. Some were adamant that the Harbour Fest was
paying excessive fees for the engagement of artists. Conversely, some in
fact benefited from the Harbour Fest in that they acted as agents for
artists who were engaged to perform at the event.

334 Having obtained access to the artist contracts and their fees,
and bearing in mind the controversy over the fee issue, the Panel sought
to benchmark the fees paid with available information on the fee range of
artists. After alittle research, we learned of a relevant industry website.
Set out a Annex 7 is a comparison table of the fees paid with the
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available fee range of the artists quoted on a popular industry website in
the US. According to the webste, the performance fees listed tend to
reflect feesfor performances in North America, and are typically before
any travel, freight, hotel and ancillary fees for performance in another
territory. Fees outside the US can be much more than as shown on the
site depending on a number of factors, a prominent one being whether an
artist isaready on tour in the region of the potential new engagement. In
this connection, we have inserted in the table information on whether the
artist was on tour in the region during the material time. We are mindful
that the fee range listed has not accounted for any premium that artists
might seek for the televison rights that applied to the Harbour Fest
contracts.

3.85 Bearing in mind the abovementioned cavests, we observe
that for those artists whose fee ranges are available from the industry
website, save for Michelle Branch and the Rolling Stones, the other
artists were paid considerably higher than ther listed US performance
rates for performing at the Harbour Fest.

3.86 As to television rights, the Panel accepts that a reasonable
premium would have to be paid to the western artists to acquire the
television rights for two of the songs they performed at the Harbour Fest
and this would impact on the artist fees. We have reviewed the contract
that Red Canvas signed with the production company for the television
programme and noted that the contract only made reference to filming
two songs each of six selected artists. As such, there appears to have
been no necessity to include the television rights clause in al the artists
contracts with the attendant increased costs.

3.87 Another point for consideration on the talent fee issue is that
it isindustry practice that an artist will pay around 10% of his artist fee to
the promoter who stages him. We understand that the four promoters
who were contracted by East Art to bring in seven of the 12 acts in the
Harbour Fest did receive their promoter fees. As for the five artists
whose performances East Art negotiated directly with their respective
managements, Mr Garman has assured the Panel that neither he nor East
Art nor any of his associates received the 10% promoter fee. Mr Garman
confirmed to us that this 10% was therefore a saving for the benefit of the



Harbour Fest in relation to the agreed fee levels of these five artists. The
artists concerned were the Rolling Stones, Prince, Santana, Neil Young
and tATu.

The Pandl’ s Observations

3.88 The Pand was surprised to find that the Organising
Committee had not sourced an independent benchmark of artists feesin
order to better equip itself when considering the talent fees submitted to it
by the talent co-ordinator.

3.89 On the question of whether the Harbour Fest paid too much
in respect of talent engagement fees, this evauation is somewhat
muddled by the television rights issue. However, any additional costs in
regard issue to these matters should only have been incurred on a few of
the artists, but not al, given that it has not been the intention to feature all
of them in the television special.

3.90 Despite all the cavesats, the differences highlighted by the
benchmarking exercise do raise considerable concerns that the Harbour
Fest overpaid a number of the visiting artists. This further evidences the
concerns that the key role of talent co-ordinator was not placed in the
hands of an operator who has direct persona experience or track record
of negotiating and contracting with internationa artists.

The Engagement of the Rolling Stones to play Harbour Fest

391 From the outset, media controversy surrounded the
engagement of the Rolling Stones to play at the Harbour Fest. The Panel
therefore considered it important to understand the circumstances behind
their engagement and what transpired in this matter.

3.92 The Rolling Stones were not in the origina line-up of the
Harbour Fest. Miss Colleen Ironside of Live Entertainment had
originaly arranged to stage the Rolling Stones in Hong Kong as a private
commercia undertaking around March 2003 but was forced to cancel the
show due to SARS. In early June 2003, she approached InvestHK for
Government sponsorship to stage the Rolling Stones at the Hong Kong



Stadium at around October/November 2003 as an initiative under the
economic relaunch campaign. She requested sponsorship in the region of
HK$6 million to stage one show at the HK Stadium.

393 For practical considerations which we shall explain in a later
chapter, InvestHK referred Miss Ironside to the Organising Committee to
discuss staging the Stones as part of the Harbour Fest at Tamar.
According to Mr Niermann, during the negotiation, Miss Ironside had
asked to be paid a promoter fee of US$2 million to stage the Stones and
insisted that the Stones would only want to play at the Hong Kong
Stadium. Mr Garman then arranged for his contacts n the US to speak
with the Stones management direct and confirmed that the Stones would
not mind playing a Tamar. The Panel was advised that the Stones
management then approached Mr Garman some time later to discuss
performing at the Harbour Fest at Tamar after learning that the Stadium
show would not go ahead.

394 According to Miss Ironside, after she was referred to the
Harbour Fest Organisers, she had asked for a seating plan of the Tamar
site to work out her budget. The Organising Committee referred her to
Mr Garman. She advised the Pand that her request for the seating plan
was not properly acquiesced in that no legible seating plan was ever
recaeived. Asaresult, she did not have the opportunity to submit a budget.
She then heard from the Stones management directly that Mr Garman on
behalf of Harbour Fest had made an independent offer to the Stones and
secured their broad agreement.

3.95 Miss Ironside, not surprisingly, advised the Panel that she
was very displeased to receive this advice.

3.96 Mr Niermann explained to the Panel his understanding of
events was that Miss Ironside had demanded a US$2 million sponsorship
fee. Mr Niermann also confirmed that Mr Garman on behalf of Harbour
Fest initiated negotiations directly with the Stones management. “ ...
Ray ...wastalking to Bob Koch and Mike McGinley, and Bob Koch and
Mike McGinley talked to the Stones people ...We did speak to them
directly .."



397 To the Pand, given conflicting stories, it is not possible to
determine exactly why negotiations between Miss Ironside and the
Harbour Fest Organisers collapsed and whether it was a fee issue or the
HK Stadium/Tamar issue or a combination of both. What is undisputed,
though, is that Miss Ironside was the promoter of the Rolling Stones
planned visit to Hong Kong in March 2003 that was aborted because of
the SARS outbreak. Further, it was she who initiated the idea of the
Stones coming to Hong Kong post-SARS and had cleared this idea with
the Stones management before contacting InvestHK. It is equally clear
that after taking the proposa to the Harbour Fest Organisers, in the midst
of ongoing discussions with them, she was advised that a deal had been
concluded directly through the Harbour Fest’'s taent co-ordinator
Mr Garman after his US based associates made contact with the Stones
management team.

3.98 In the Pand’s view, it is developments such as those
described in these paragraphs that might have contributed towards
strained relations between the Harbour Fest Organisers and local concert
promoters and members of the local entertainment industry which were
detrimental to their acceptance of the Harbour Fest.

Publicity and Promotion

3.99 Within the Organising Committee, the responsibility for
publicity and promotion lay with Mr Denzel. After a tender selection
process, Pro-Marketing Ltd was appointed to handle public relations and
Leo Burnett Ltd to handle the advertisng aspects of promoting the
Harbour Fest. The latter was an AmCham member, the former was not
but both offered their services on a discounted fee basis. Both companies
are well established in their respective sectors in Hong Kong.

Advertising Strategy

3.100 The Harbour Fest spent around HK$6 million on marketing,
publicity and public relations. A detailed plan was drawn up and agreed
to by the Organising Committee for a broad publicity campaign through



the paid media channels of the print media, radio, television', websites
and video news releases. There also were promotion efforts through
emails to the AmCham members, other business chambers in Hong Kong,
and the 23 American Chambers in the Asia-Pacific Region. Thiswas an
area where Mr Martin and his colleagues in the AmCham executive
office rendered support.

3.101 In relation to Government support, we understand from
DGIP that the Hong Kong Tourism Board listed the concerts on its
website; the Information Services Department helped by the provision of
Government airtime on local television stations to broadcast a Harbour
Fest promo in early October 2003 and it also helped to distribute the
Harbour Fest posters for display in Government poster sites and arranged
event bunting around Tamar.

The Panedl’ sObservations

3.102 The Panel is of the view that there appeared to be a suitably
planned programme in place for the advertisng of the Harbour Fest,
making use of a wide range of media communication channels. Thefact
that it was not particularly successful, evidenced by disappointing ticket
sdes, was, in the Panel s view, more the fault of other challenges the
event generated than the advertising strategy per se. An area where the
Panel considers that the advertisng campaign could have been
strengthened was in efforts to brand the event as a post-SARS initiative.

3.103 Besides, the Panel has received comments which pointed out
that the advertisements of the Harbour Fest did not readily highlight the
performing talents to the extent that they would catch the immediate
attention of the potential audience. To these parties, this is a factor of
vital importance in promoting a festival involving a large number of
performing talents.

1TV advertising of the Harbour Fest was focused more on the regional Star television network than on
the two local terrestrial television stations after the local stations expressed their discontent with free
Government spots being used to air the advertisement on the Harbour Fest. The Harbour Fest
advertisement was withdrawn shortly after early October. Paid advertising on the local television
stations was not resumed until the week of November to promote the Rolling Stones shows.
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Challengesto Publicity and Promotion

3.104 The Panel asked Mr Denzel for his opinion why the
advertising campaign had not proven successful and he advised that there
were several main contributing factorsin this regard.

Inadequate Lead Time

3.105 Like most of the people the Panel consulted, Mr Denzel was
of the view that the single most critical factor affecting the success of the
publicity and promotion of the Harbour Fest was inadequate lead time.
“ ..the whole month of August when we should have been plotting our
marketing campaign, we were waiting until we had some names
confirmed ..” The first western act was only confirmed on 26 August
2003 and of course there were the well publicised delays in finalising the
last act, the Rolling Stones, which was concluded only on 15 October
2003. The late confirmation of a full artist line-up made it impossible to
promote the full programme early enough to capture prospective
audiences. The media campaign did not start until September 2003 in the
print media. Exposure in the other media took place commencing the last
week of September 2003 but did not come in full swing until October
2003. The late confirmation of talents was considered to have adversely
affected the time required for publicity and marketing.

ThePand’ s Observations

3.106 The Panel recognises that the lack of lead time, given the
late finalisation of the artist line-up, was a crucia factor impacting the
advertising campaign. This is crucia but not critical, as evidenced by
what was achieved in a six to seven weeks timeframe by the Toronto
Rock Concert organisers. In the Pand’ s view, the underlying issue was
the ability of the event’ s talent co-ordinator to conclude negotiations with
artists and complete their line-up in a timeous fashion.

Reluctance of Artists to Help in Publicity

3.107 Acccording to the Harbour Fest public relations consultant,
another challenge quoted was the reluctance of the first few western acts



to take up media interviews. This in turn hampered the public relations
activities in the critical build-up to the event. Nor could there be targeted
promotion on individual acts. According to Mr Denzel, the only target
promotions possible were the Family Fest and the act of Gary Vaenciano.

The Pandl’ s Observations

3.108 The use of artists to promote an event undoubtedly is
important so the failure to achieve this in the early stages of the event was
not helpful to the overall promotion of the Harbour Fest. Again, in the
opinion of the Pand, it reflects on the western talent co-ordinator's ability
in handling the artists and the extent to which the artists were prepared to
be supportive of him.

Negative Press

3.109 The greatest chalenge the organisers pointed to which
plagued the Harbour Fest from the start was negative press which in
effect hijacked the organisers publicity efforts before they were even
started. Thefirst article on the Harbour Fest was a critique on the alleged
overpayment of the Rolling Stones which appeared in a leading English
newspaper on 31 August 2003, a few days before the first Harbour Fest
press conference on 3 September 2003.

3.110 What followed were waves of mainly negative press
coverage on a variety of topics so that whatever good the HK$6 million
spent on publicity was meant to bring to the Harbour Fest was largely
eroded. Mr Denzel and his colleagues on the Organising Committee were
united in thelir views that their problems with the negative public
perception of the event stemmed from the Rolling Stones press article just
prior to the official launch of Harbour Fest. They tried but they just could
not turn around the negative sentiment that enveloped the event.

The Panel’ s Observations
3111 The Pandl agrees that the initial negative press resulted in the

organisers having an uphill battle with publicity. But as we mentioned
earlier, the appointment of East Art as the western talent co-ordinator for
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the Harbour Fest, coupled with its apparent anonymity amongst the local
promoter circle, not surprisingly strained relations with the local industry
which the Panel considers might have fuelled discontent which came to
the attention of the media.

3112 To that extent, the negative publicity issue was somewhat
sf-inflicted and this observation also applies to a number of accurate
revelations that subsequently appeared in press reports. All these added
force to the negative publicity over the festivad. The string of
controversial revelations, one after the other, also gave the impression
that there was a lack of transparency in the handling of the whole event,
an impression that was not helped by what we have now established as a
wrong assertion, and that is, that artist contracts contained confidentiality
clauses.

Inadequate Branding of the Event as a Post-SARS Relaunch Initiative

3.113 The Pand asked Mr Denzel on the apparent absence of
publicity efforts to brand the Harbour Fest as a post-SARS initiative that
should have contributed positively to public buy-in to the event.
Mr Denzel advised us that the message was lost on the media when
delivered at the first Harbour Fest press conference on 3 September 2003
because of the overwhelming negative publicity on the alleged
overpayment to the Rolling Stones a few days earlier. Secondly, in his
view, the higher levels of Government should have got behind the event
to give it this branding. Further, they did not have a respected,
recognised Chinese spokesperson for the event despite their efforts to find
one, resulting in the event being percelved as an expatriates event.

The Panel’ s Observations

3.114 The Pand consders that the fallure to recognise the
importance of public buy-in and media buy-in to the event was one major
pitfall in the publicity planning of the Harbour Fest event from the start.

3.115 All the factors quoted by Mr Denzel might have been to
some degree valid observations but they in effect exposed the lack of a
proper strategy to put a community participation spin to the Harbour Fest



event. The Panel would agree that it might already be some six months
after the nightmare of SARS. Nonetheless, this was the starting point
behind the Government sponsorship for the event. There was a need to
brand the event as what it rightfully was and to build public and press
support around it. This was very much the approach taken in the Toronto
post-SARS rock concert which from the outset embraced SARS workers,
the political elite, television networks, local civic groups and opinion
making daily newspapers.

3.116 The Panel has read the press release of the first Harbour Fest
press conference on 3 September 2003, a copy of which isat Annex 8. It
was not clear from the press release that it was a post-SARS relaunch
effort. Nor were there words to rally public support for the event in this
light.

3.117 In this regard, the Panel is of the view that the strategic
objectives of the Harbour Fest as stipulated in the ERWG funding paper
and in the presentation to the Legidative Council were not adequately
explained to the public. The spin of this press release failed to help the
public relate to the event and support it and in turn, the mediato explain it.

Ticketing and Attendance

3.118 The overdll atendance rates for the Harbour Fest were
disappointing and the particulars of ticket sales and attendance for the
various concerts are set out at Annex 9.

3.119 It will be observed that the acts that sold best were those
who had either been in Hong Kong before and proven to be popular like
Air Supply, or Santana and the Rolling Stones, tickets for whose
previously planned concerts in March/April 2003 had been sold out. The
Panel would also add that despite the apparently poor ticket sales against
capacity in the case of the classical concert featuring Jose Carreras and
Charlotte Church, industry experts have advised that selling nearly 5,000
tickets for such a concet was in fact a considerable success.
Notwithstanding, the opposite impression was projected in the media
when photographs and articles focusing on the empty seats at the venue
were featured.
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3.120 Hong Kong Ticketing was appointed by the Organising
Committee to be their ticketing agent for the public sale of tickets. This
process generaly appeared to have been handled well. This however
cannot be said of the overall ticketing arrangement because controversy
emerged around the corporate ticket sales.

3121 In this connection, the Panel has determined that for every
show in the Harbour Fest, the Organising Committee had arranged for
some 3000 tickets to be reserved. This formed a pool to cater for
corporate ticket purchases, sponsors entitlement to tickets at every show,
and for free distributions to the band, press etc. We have confirmed with
the Harbour Fest Organisers that regardless of whether they were
AmCham members, al corporate ticket orders would be matched with
tickets from this pool. In the paragraphs to follow, we shal explain the
technical problems in the arrangement for corporate tickets, our
observations on the distribution of free tickets and our views on the
impact of the decision to price tickets at market and finaly, the impact of
the short lead time to sell the tickets.

Corporate Ticket Handling

3122 We read from an email dated 21 September 2003 from
Mr Niermann to the others on the Organisng Committee on the
engagement of Covatta Communications Limited for corporate ticket
sales, “The 3000 will be targeted to corporations. We re getting no
movement from IMG ...Ray can mobilise his folks to get them sold at
2.5%. He used the same system that sold out the Stones concert last time,
S0 let' s go with experience on this one.”

3.123 Following this recommendation, Covatta Communications,
who were introduced to the organisers by Mr Garman, assumed the
responsibility for corporate ticket sales and their alocation. The Panel
have learned from various sources, including the Organising Committee,
that this decison proved to be a mistake and that the Covatta team failed
to respond to corporate bookings as they came in and as a reault, a
considerable back-log on corporate ticket order matching built up. This
in turn led to considerabl e dissatisfaction amongst many who had ordered
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tickets through the corporate channel and thisin turn led to more negative
publicity and controversy over the Harbour Fest in the media.

3124 To address the challenge, Mr Garman arranged for a Mr Jm
McCafferty to be flown in from the US to handle the problem. Mr Martin
and his colleagues in the AmCham executive office were also mobilised
to help. As we read from an email of 24 October 2003 from the
AmCham office, “ ...no email has been sent out with the new phone
number for ticketing. This is because Jim McCafferty and his team first
needs to clear the stacks of requests that have come in through gworld
first..” The gworld reference was to the corporate ticket booking email
address provided by Mr Garman and Covatta Communications. It was
not until 28 October 2003 that Mr McCafferty cleared the backlog and
started entertaining new requests.

The Panedl’ sObservations

3.125 Given the confusion and the number of people involved in
dealing with corporate ticket sales, the Pand can well understand how
complaints and controversy arose in this regard. In the Pand’ s view, the
challenge arose at the outset once the Organising Committee decided to
handle the 3000 tickets separately from Hong Kong Ticketing. This was
compounded by the involvement of Covatta Communications and
ultimately, only resolved by the involvement of Mr McCafferty and
members of the Am Cham executive staff. The Panel is of the view that
the Organising Committee should have left the matter in the hands of
Hong Kong Ticketing who could have easily handled the job. Thiswould
have avoided the controversies that arose and avoided the expenses
incurred in relation to Covatta Communications and Mr McCafferty.

Free Tickets

3.126 As shown a Annex 10, excluding the free concert, the
number of free tickets handed out by the Harbour Fest accounted for 22%
of the total attendance. We understand that the Government was involved
in the decision on the distribution of free tickets for the first three shows.
Before the first concert, in view of the duggish ticket sdes, it was ajoint
Government and AmCham decision to “paper the housé’, meaning, in



industry terminology, to fill the seats. Accordingly, 1,500 free tickets
were given away to Hospital Authority staff in recognition of ther
service during SARS. Sponsors also got more bonus tickets for the first
three shows. Similarly, there were over 4,000 free tickets of the Family
Festival given away to the charities and underprivileged children.
Ancther 2,000 were given away to the Community Chest. When Atomic
Kittens cancelled their performance, AmCham and the Government
jointly decided that the show should go on free.

3.127 To the Panel, we are more concerned about the free
distributions that went beyond the above instances. We have confirmed
with DGIP that he was aware of the distribution of a limited number of
tickets for each show to the performing talents, being a usua industry
practice. He has advised the Panel that he was neither consulted on the
criteriato be adopted in the distribution of free tickets nor on the quantum
of freeticketsto be distributed.

3.128 Free didributions under the “Complimentary/Other
Category” accounted for 12,676 tickets (or 51.1%) out of the 24,823 free
tickets distributed throughout the Harbour Fest (excluding the distribution
for the free show). The Panel asked Red Canvas to provide specific
details of how and to whom these complimentary/other tickets were
distributed. They responded to advise that this category could have
included supporters of the Harbour Fest such as restaurants and shops that
distributed Harbour Fest flyers or hung up posters etc. Such an answer
was clearly unsatisfactory and we repeated our request for specific
information in thisregard. At the time of writing this report, we have still
not received this information from them.

3.129 Another point that some of the promoters we have spoken to
urged us to convey to the Government their view that in future, if the
Government were to sponsor another smilar event again, it should never
give away so many free tickets. They considered that the large-scale
distribution had a trickle-down effect on the whole concert promotion
industry in Hong Kong in that some concert-goers were hesitant to pay
for tickets after the Harbour Fest. They preferred to walit to see if they
would get free tickets as what happened at the Harbour Fest.



The Panedl’ sObservations

3.130 The Panel considers that the Organising Committee had a
duty to maintain tight control over all free ticket distribution decisions to
ensure transparency and made accountability of this process. Records
should have been maintained and accessible in this regard. The Panel
considers it unsatisfactory that Red Canvas could not provide a
breskdown of the over 12,600 free tickets given away under the
"Complimentary/Other Category".

Pricing Tickets at Market Rate

3131 As mentioned in an earlier chapter, to the Panel, the decision
to change the ticket pricing policy of the Harbour Fest was significant in
that it changed the ethos of the event under the original proposal of cheap
tickets. This change in the ticket pricing policy, and the lack of conscious
efforts to tie the publicity of the event to the theme of post-SARS
relaunch, made the Harbour Fest a pure commercial event. As such, the
success or otherwise of ticket sales, as in any other commercia event,
would depend solely on the attractiveness of the shows themselves vis-a-
vis the prices a which tickets were pitched. The chdlenge to the
organisers would be finding the correct nmarket price for the respective
shows to make them sell. As seen at Annex 11, the Rolling Stones shows
for which ticket prices were the highest, virtually sold full house. So too
did the Santana show, again priced at market.

The Pandl’ sObservations

3132 In the Pand’ s view, the decision to change the ticket prices
to market did affect what can be termed the ethos of the event. However,
as evidenced by the anaysis of ticket sales and attendance records, the
Panel does not consider that the change in pricing strategy necessarily
impacted the unsatisfactory ticket sales. What is clear however isthat the
re-scheduling of the overall Harbour Fest from a mix of concerts and
festivals to purely concerts, 14 in number, spread over four consecutive
weekends, definitely glutted the market and the individual concerts were
in effect competing against each other.



Lead Timefor Ticket Sales

3.133 The other question we have considered is the correlation
between the lead time available for ticket sales and the number of tickets
sold. We have aready mentioned our observation on the Toronto
experience. Again, as shown at Annex 11, tickets for the Rolling Stones
which were put on sde 24 to 26 days before show-time (two shows)
achieved 89% attendance. Next down the line of good attendance were
the Santana show and the Air Supply show which had 51 days and
31 days lead time respectively for ticket sales.

The Pandl’ sObservations

3134 To the Pand, the correlation between the lead time for ticket
sales and ticket sales position is not conclusve. The same theory of
attractiveness of the shows themselves applies.

3.135 All these observations point to the same direction and that is,
the inherent problem with the Harbour Fest appears to have been more
the questions of the attractiveness of the programme line-up to the local
market and the numbers of concerts and the associated pressure of trying
to sell 14 concerts staged over a consecutive four-week period.

The Television Special

3.136 In Moations Films Inc signed a contract with Red Canvas on
20 October 2003 to produce a televison specia on the Harbour Fest
covering two songs of six artists performing at the event, namely, Prince,
Craig David, Santana, Neil Young, Michelle Branch and the Rolling
Stones. Asit turned out, the specia did not feature Neil Y oung.

3.137 According to the Red Canvas accounts, the television special
cost HK$7.7 million to produce. Of this amount, HK$4.5 million was
paid to In-Motion according to the contract. The rest was paid to two
local companies who did the shooting. As part of the In Motion contract,
agpart from producing the specia, it had to secure a US television
broadcast for the specidl.



3.138 As submitted in the ERWG funding paper of 12 July 2003,
the televison special would be broadcast on the ABC network during
peak viewing periods to 100 million television homes in the US. In the
submission to the LegCo FA Pand in October 2003, the number was
scaled back to 80 million television homes and 100 million viewersin the
US. The programme was expected to reach 500 million television homes
worldwide. At a subsequent LegCo FA Pandl meeting on 15 November
2003, DGIP said that AmCham had aready secured broadcast of the
programme by the ABC Channe in the US which had access to
80 million televison homes with a potentiad audience of 100 to
150 million viewers. As the programme would be made available to
broadcasters in other places free of charge, it was expected that the
programme would be brought to over 500 million viewers worldwide.

3.139 The televison special was subsequently broadcast on MTV2
on 22 January 2004 (at 9:00 p.m.) and 25 January 2004 (at 11:00 p.m.)
and on MTV on 8 February 2004 (at midnight). Only the rating for the
third broadcast, that is, 224,000 televison homes, was available from
Nielsen Media Research.

3.140 The Director of Audit has assumed a similar rating for the
first two broadcasts and put the estimated total viewership at 0.6 million
televison homes in the US, less than 1% of the original target reach of
100 million.

The Pand’ s Observations
(a) Effective Cost of the Television Special

3.141 To the Pandl, the effective cost of the television special was
well over HK$7.7 million because the Harbour Fest Organisers were
adways explaining that the artist fees paid contained a premium for the
television rights. We have discussed in an earlier section how the artist
fees could have been negotiated downward at |east for those artists whose
television rights were not put to use.
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(b)  Need for a USProduction House

3.142 As we heard from Mr Niermann, the need for an American
producer and director was to give comfort to the US networks that the
product would meet the US production standards. In Mr Thompsoni s
words, ‘ ...for the US version, it had to be certain artists in certain ways
which | wori t be able to explain to you, so but these guys were pros.”
Mr Niermann has admitted that in hindsight, they should have
commissioned alocal producer with US network connections.

3.143 To the Panel, the decision to go for a US producer
unnecessarily inflated the price of the job.

(c) Target Network

3.144 The value of this expensive televison specid lay in the
value of showing to the US and the international audience a vibrant Hong
Kong relaunched after SARS where celebrity artists came to perform.
There is no question that this would have image building value for Hong
Kong. However, how that would convince international communities
that they should come to Hong Kong for business and leisure is more
difficult to assess. One indirect measure provided by InvestHK is the
audience reach of this programme.

3.145 We asked Mr Niermann the basic question as to why In
Motion was tasked to produce and arrange broadcast of the televison
gpecial when Disney itself makes movies and owns the ABC broadcast
networks. Mr Niermann advised the Panel that In Motion, being an
independent producer, is better placed than Disney to do pitching for
broadcasts on other networks like Fox and MTV. In other words, at least
from the point the Harbour Fest Organisers signed In Motion, they were
aready contemplating putting the television special on another network
than ABC. We have noted in the In Motion contract that for this pitching
effort, In Motion would be paid US$12,000 which it received at the end.

3.146 The first target network contemplated by the organisers at
the time of proposal submission in July 2003 should be the ABC Network.
ABC is one of the mgjor free nationd televison networks in the US with



an audience reach of 99.9% of al US television households”. According
to Mr Thompson, Disney senior management in the US had promised in
writing at that time to broadcast the show on their ABC network.

3.147 The Panel has observed that the organisers changed their
mind in early August 2003 when they signed In Motion to be the
production house for the televison programme because as explained by
Mr Niermann, In Motion would have the advantage of independence
when pitching other networks for broadcast of the televison special. In
other words, consideration was already given to broadcasting the
programme on another network than ABC at this time. According to
Mr Thompson, when Disney finaly offered the option to broadcast the
progranme on ABC Family which was a Disney cable network, the
Harbour Fest Organisers took a conscious decision not to go for ABC
Family but instead went for MTV which they felt excelled ABC Family
in terms of audience reach, rating and profile.

3.148 We have also briefly compared the audience reach and
audience profile of ABC Family and MTV. ABC Family ranks among
the largest cable channels in the US with a home reach of 86 million.
MTV in the US has a home reach of 85 million and MTV2, 48 million.
Asfor audience profile, we note that the prime time median age watching
ABC Family is 37 years old® while that for MTV is 21*. Mr Niermann
has advised the Pand that it is dways best to show Hong Kong as an
attractive place to a younger audience such as that of MTV as these
young Americans will have ample chance to come to Hong Kong in
future and even stay here.

3.149 To the Panedl, the broadcast of the television special on the
music networks has entirely changed the original positioning of the
programme. The programme is now cast as a music programme. For the
audience to note the comments on the vibrancy of Hong Kong made by
the host in the margins of the programme will be quite remote.

2 Source: Walt Disney Media Networks
3 Source: Cabletelevision Advertising Bureau (www.cabletvadbureau.com)
* Source: Cabletelevision Advertising Bureau (www.cabletvadbureau.com)
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(d) Rating

3.150 To the Pandl, we find it disingenuous for the Harbour Fest
Organisers to have only made reference to the US network reach figures
but not their rating figures during prime time when presenting the
estimated promotional value of the televison special to ERWG. If the
past prime time rating figures were drawn to the attention of ERWG, they
might or might not have decided on the television specia, which would
have a bearing on the cost of the event. Even if there were no television
specid to be produced, the video news releases on the programme would
still be carried by overseas networks, achieving some form of
international publicity for the event.

(e Short Window of Broadcast

3.151 Another comment we have is that despite all the fanfare
surrounding the value of the television broadcast in the US, the window
for broadcast of the televison specia in the US is al but over now
because according to the artist contracts, only three broadcasts per region
are alowed. If the Harbour Fest Organisers were to make any further
good out of the broadcast clause which permits broadcast in other
territories such as Europe and Asia, they have to hurry up because there is
a 12-month broadcast time limit in the Rolling Stones contract. The other
artists contracts carry a longer window of 24 months, but so as not to
infringe the contract with the Rolling Stones, to broadcast beyond
19 January 2005 would require a further editing down of the 45-minute
programme.,

3.152 In this connection, the Panel has also noted in the Rolling
Stones contract that Hong Kong can only use the same video clipping for
promotional purposes related to the image of the city during this
12 month window, “ ... subject to the approval of Company (Rolling
Stones management companies) in each case.” In other words, the video
clippings on the Rolling Stones have no perennial promotiona vaue to
Hong Kong. Furthermore, the Santana contract is silent on other use of
clippings on the artist. It is therefore unclear if the clippings of Santana
can be used for other promotional use at al. In the case of Prince, under
his contract, the clippings can be used for “loca promotional activities’ .



It is therefore unclear if the clippings of Prince can be used for
promotional use outside Hong Kong. If the Government were to
capitalise on the general promotional value of the video, it should
urgently clarify the legal position with AmCham.

()  Possible Revenue from Television Rights

3.153 Given the premium paid for the television rights as well as
for the production of the television special, the Pandl is surprised that the
organisers did not seek to sdll it for revenue to the US networks.

3144 To the Panel, the organisers should now seek to sell the
television rights of the programme to networks in other regions in order
to defray the cost of the production. Given that television rights were
already secured from western artists other than these five featured in the
televison special, we also consider that the organisers should further
explore selling separately the television rights for footage on the other
artists not featured in the televison specia. On both counts, the
organisers will have to act fast to maximise the remaining window of
broadcast allowed in the artists' contracts.

Sponsor ship

3.155 The International Management Group (IMG), a leading
promotional firm, was appointed by the Organisng Committee to be
responsible for securing corporate sponsors for the event. There was a
selection process before the assgnment. Being an AmCham member,
IMG undertook the work on a discounted fee basis.

3.156 The Harbour Fest secured a total of HK$4.86 million from
sponsorship. Only three corporate sponsors were secured athough some
other sponsors took up the chalets that were operated during the festival.
In InvestHK’ s email to the AmCham representatives on 14 July 2003,
they were asked to step up efforts to explore and secure more commercial
sponsorship as one of the conditions of the HK$100 million sponsorship.

3.157 The members of the Organising Committee were unanimous
in their views that the lack of significant support from corporate Hong
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Kong was a great disappointment to them which they attributed primarily
to the negative public image the Harbour Fest had become burdened with
due to bad press. The Panel has noted that the Financial Secretary signed
an open letter in late September 2003 expressing Government support
behind the Harbour Fest to help them in sponsorship solicitation.

The Pand’ s Observations

3.158 We have consulted event promotion experts and noted that
as the Harbour Fest was new, sponsors might not have had a clear
understanding of the event and were therefore hesitant to sponsor it. In
this regard, a related chalenge was the late finalisation of the artist line-
up. Another practical reason was the timing of the event. The Harbour
Fest was staged in October/November, approaching year-end, and
gponsorship pitching did not begin until August/September 2003,
Corporations would have most likely committed, if not exhausted, their
budgets for corporate sponsorship by this time and of course budgets
were tight given the negative economic impact of SARS. The Panel
agrees with the Organising Committee that the most likely reason for lack
of sponsorship was the negative press associated with the event.

Audited Financial Statements and Financial | nfor mation

3.159 In accordance with the Agreement between the two parties,
AmCham has submitted to the Government the audited accounts of the
specia purpose vehicle, Red Canvas Limited, covering the Harbour Fest,
on 27 February 2004. The Panel received a copy of these accounts which
depicted income of HK$155.2 million, inclusive of Government
sponsorship, and expenditure of HK$155.8 million, resulting in a net
deficit from the event of just over HK$600,000. More specific details of
Red Canvas accounts are set out at Annex 12. In relation to thesg, it is
worth noting that some payments went directly to the Government in
relation to matters like artists  taxation at HK$8.5 million, and rental in
respect of the Tamar site at HK$2 million.

3.160 The audit report is a standard clean report containing no

qualifications. AmCham’ s involvement in the financial aspects of the
event were negligible, with Red Canvas appointed under an MoU to
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effectively administer all aspects of Harbour Fest on its behalf. AmCham,
being the contracting party with Government, received into a separately
designated bank account the sponsorship monies in tranches of
HK$25 million each, which it then passed over to Red Canvas. AmCham
was not involved in any way in a financial control process over the
disbursement of expenses or the receipt of income in relation to the
Harbour Fest. Thiswas all the responsibility of Red Canvas.

Financial Control

3.161 Since Red Canvas was a shell company, the Panel inquired
with Mr Thompson as to how in fact the administrative and control
systems for organising the Harbour Fest worked. He advised the Panel
that quite a number of the staff at his Crown Worldwide office were
heavily involved in handling communications, correspondence, receiving
bills and requests for payment, drawing up cheques etc. amost on a full-
time basis. Clearly, there was a mgor commitment by him on the part of
his people and organisation to support the Harbour Fest.

3.162 As to Red Canvas authorised signatories for its bank
account, they were Mr Thompson in a sole capacity and some of his
accounting staff whom he recalled had been authorised to sign cheques
on ajoint basis. In redity, Mr Thompson signed virtually all cheques on
asolebasis. Thisis best explained in hisown words “ ...l actually signed
just about every cheque and | did that on purpose. | said because | am
going to be ultimately responsible for this, to the Government and to the
public and to the Chamber and whatever, and | want to have my name on
them, right or wrong.”

3.163 As to the authorisation of expenditure, the three members of
the Organisng Committee each had their respective areas of
responsibility, and Mr Thompson advised that each was authorised to
commit expenditure for their respective areas. For his part, when cheques
were submitted to him for signing, he would first check with his
colleagues if the expenditure had been authorised.



The Panedl’ sObservations

3.164 The Pandl is of the view that in relation to cheque signing,
given the fact that Red Canvas was spending significant sums of the
Government sponsorship monies, there should have been joint signing
arrangements in place involving the other two members of the Organising
Committee.  We would however emphasise that there have been no
suggestions of any financial impropriety on the part of Mr Thompson but
in his own interest and in that of AmCham, who were the contracting
party with the Government, proper controls should have been in place.
Failure to do so invites criticism on a Smilar basis to that generated by
the corporate structure of Red Canvas.

3.165 More importantly, in the Panel’ s view, there is the issue of
control in relation to the authorisation of expenditure. As seen earlier in
this chapter, despite Mr Thompson’ s above remarks, many of the magor
decisions were taken on a collective or at least joint basis by the members
of the Organising Committee and that is the way it should be. On the
other hand, as will be observed later when examining some examples of
expenditure, this sole authority to commit expenditure on the part of the
members of the Organising Committee was open to abuse and as such,
pointed to afailure in the system of financial control of the Harbour Fest.

Red Canvas - Control of Expenditure

3.166 Having received the audited accounts of Red Canvas and in
the knowledge that the Director of Audit had not been given access to
their books of account and detailed financial records, the Panel requested
Red Canvas to provide a detailed breakdown of their expenditure on the
Harbour Fest. A number of the itemised schedules of their expenditure
were subsequently received. The Pand examined them on a test check
basis, raising queries and seeking copies of source documents on major or
unusual items as considered appropriate.

3.167 The Panel would emphasise that, given its limited resources,
the work in this area should not be construed as an audit of Red Canvas
records. Rather, given the potentia weakness in the authorisation of the
expenditure process, it was a limited attempt to test the control system in



this regard. The Panel has determined that in relation to the western
artists' related expenses, there were failures in the control system for
authorisation of expenditure The Pandl’ s observations in this regard are
set out below.

Other Contracts Related to Artist Handling

3.168 Apat from artist fees, East Art and Mr Garman were
responsible for a number of related contracts. Mr Garman explained to
the Panel that following his line of reporting in the Harbour Fest, these
contracts were invariably authorised by Mr Jon Niermann. We have
however understood from Mr Niermann that Mr Garman was entrusted to
make many of the decisions himsalf. As such, the system of control of
authorisation of expenditure failed.

Air Travel Arrangements
() USTravel Agent

3.169 On receipt of payment information from Red Canvas, the
Panel was somewhat surprised to observe quite substantial payments for
atists air travel as the Panel was given to understand that the most usud

method of contracting with artists was under what is termed all inclusive
contract where an engagement fee is agreed and then artists

managements make their own travel arrangements. Norrinclusive
contracts are aso an acceptable method of contracting.

3.170 For the Harbour Fest, most of the contracts were non-
inclusive. Air travel arrangements were mostly organised by a New Y ork
based travel company recommended to the Harbour Fest Organisers by
Mr Garman.  According to Red Canvas, “The arrangement of
international artists touring schedules and freight is a specialty service.
Upward Bound (the New Y ork based agent) is one of the largest and most
active internationa tour travel co-ordinators in the world and as such has
unique knowledge and skills that are not comparably available in Hong
Kong.” According to Mr Garman, “Upward Bound currently counts,
among many other prominent artists ...as such, Upward Bound was
uniquely suited for the service. Consideration was given to provision of



the contract to a local; however, no local firm has comparable experience
of working with the artists in Harbour Fest.” According to the accounts
of Red Canvas, this New York based agent handled some US$400,000
worth of air travel for the Harbour Fest.

The Pandl’ s Observations

3171 Given the fact that Hong Kong is the air traffic hub in this
part of the world and home to many large travel agencies, the Panel
consders that local suppliers should have been given the opportunity to
quote for this service Further, the Pandl was somewhat surprised that
Messrs Thompson and Niermann did not seek to get their companies air
travel agents involved in such a process which could have led to a more
competitive position in relation to this area of expenditure

3.172 The Panel also considers that the Organising Committee
should have been more involved in the process of determining whether
the Harbour Fest should have adopted greater use of an al inclusive
contract arrangement with artists given that talent fees were adready quite
generous.

(b) Charter Flight

3.173 From the payment information provided by Red Canvas
Limited, the Panel noted that there was a chartered flight arranged for
Miss Michelle Branch and her band and supporting entourage of atotal of
14 persons from Hong Kong to Fukuoka, Japan, on the morning after her
performance at the Harbour Fest on 7 November 2003 at a cost of
US$47,250. The airfare expenses on her account from Tokyo to Hong
Kong and then from Hong Kong to Fukuoka thus reached HK$497,905
with the charter costs being approximately three times the price of
scheduled flights.

3.174 Mr Garman advised the Pand that Miss Branch was
regarded as a very important addition to the overdl line-up and because
of previoudy arranged commitments to perform in Japan, the night after
her appearance at the Harbour Fest, this could only be achieved through
the use of charter arrangements to return her to Japan.



3.175 The Pand has determined that the charter flight was booked
by the New York based travel agent through a Californian company who
in turn engaged a charter broker in the United Arab Emirates who in turn
engaged a Mainland charter company to be the operator. The New Y ork
travel company charged a service fee of US$2,250 for their involvement
in the booking exercise but, at the time of completing this report, we have
been unable to determine what fees, if any, were received by the
Cdiforniaand Middle East companies.

The Pand’ s Observations

3.176 The Panel cannot find any evidence that the Organising
Committee was consulted about the need for these charter arrangements
when they considered the talent line up. Miss Branch appeared on the
same evening at the Harbour Fest as Nell Young and given the already
high costs related to that evening, the Organising Committee should have
decided that it was not commercially prudent to engage Miss Branch.

3.177 As to the method of booking the charter flight, the Pandl is
concerned that the use of the US travel agent for this transaction resulted
in additional middleman costs to the Harbour Fest for a booking that
could readily have been arranged more directly in Hong Kong.

(c) Double Booking and Double Payment

3.178 Another observation from the payment information provided
by Red Canvas wes adouble booking and hence a double payment of

arfare for part of the entourage of Miss Charlotte Church. On 7 October
2003, Red Canvas wired payment to the New York travel agent for three
round trip tickets between US cities and Hong Kong for Miss Church s
entourage. The invoice for these three tickets was subsequently provided
by the agent and East Art on 24 October 2003. On the advice of East Art
on 12 October 2003, Red Canvas paid a second time for the same travel

requirement. Thistime, it was direct payment to William Morris Agency,
the agency for Miss Church. We understand that Red Canvas Limited is
now pursuing the New York travel agent for a refund of the amount of

US$13,210.
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The Pandl’ s Observations

3.179 In the Pand’ s view, this double payment evidenced the lack
of due diligence on the part of the talent acquisition company in co-
ordinating the flight arrangements for the artists since it was clear from
the Charlotte Church artist contract that the talent agency would make
their own air travel arrangements. Red Canvas should aso have detected
the double charging because both the invoice from the New York air
travel agent and that from William Morris Agency showed the names of
the same travelers.

Insurance Arrangement

3.180 From the Red Canvas payment detalls, the Pand has
observed substantial payments in respect of insurance. The Panel has
determined that the Harbour Fest Organisers took out insurance cover on
public liability and on the cancellation and non-appearance of artists.
There were two cancellation and non-appearance contracts, one on the
Rolling Stones and the other on the other shows. Red Canvas paid an
insurance premium of HK$854,150 for the public liability cover and
US$726,224 for the artists cancellation and non-appearance cover of
which US$350,000 was the premium for the Rolling Stones.

3.181 The public ligbility insurance was arranged through one of
the large brokerages in Hong Kong. The two artist cancellation and non-
appearance contracts were arranged through an Irish brokerage. We note
that these two contracts were in turn placed in London through HSBC
Insurance Brokers Limited (London).

3.182 We enquired with Red Canvas the circumstances
surrounding the commissioning of the Irish brokerage. According to Red
Canvas, in September 2003, the local brokerage that subsequently
arranged public liability insurance cover for the Harbour Fest approached
Red Canvas to offer to arrange both public liability insurance cover and
artist cancellation and non-appearance cover for the event. While public
liability cover was readily available, there were only a small number of
underwriters globally involved in underwriting artist cancellation and
non-appearance contracts.  Accordingly, the local brokerage had no



difficulty with arranging public liability insurance cover but when it went
to the few underwriters well known for underwriting artist cancellation
and nonappearance contracts, the local brokerage noted that these
underwriters had already been approached by another broker and were
under obligation to work with that broker. In these circumstances, it
could not provide competitive cover for artist cancellation and non
appearance for the event.

3.183 East Art then recommended two other insurance brokers for
artist cancellation and non-appearance contracts to Red Canvas. The
Irish agent was one of the two. The Irish agent came back and was able
to arrange the cover. The other agent came back and could not find
underwriters for the cover. Accordingly, Red Canvas had no choice but
to settle for the Irish agent, Slattery Jermyn (known as Arachas since May
2004). The two contracts were taken out in favour of East Art who then
assigned them to Red Canvas. As the arrangements were made through
the Irish broker, a 2% Irish levy was charged in each case. The contracts
were placed by HSBC Insurance Brokers Limited (London) with a
number of global underwriters. According to Red Canvas, the Irish
broker was able to have early knowledge of the insurance requirement of
the Harbour Fest because Mr Garman and East Art had approached the
Irish agent before the local agent approached Red Canvas.

3.184 The insurance cover in question was taken out to cover two
components, namely, the artists fees and the costs and expenses in the
event of cancellation. In the case of the Rolling Stones cover, the
premium was high a 10% of the insured sum of US$6 million.
According to experienced promoters, they seldom take aut insurance to
cover artist fees because in the event of cancellation or non-appearance
caused by the artists themselves, the artists will refund their fees. In this
regard, even with the Harbour Fest, we have noted that Cher, who was
originally lined up but who cancelled her Agan tour, returned the deposit
to Harbour Fest.

3.185 We appreciate that for an outdoor event like Harbour Fest,
there might have been a need to take out cancellation insurance to cover
artist fees in case cancellation were caused by bad weather and not
through the non-appearance of artists. However, we note that in the
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contracts in question, cover was paid even for cancellation due to artists
ilIness. Such insurance cover taken on artist feesinvariably increased the
Insurance premium payable. We also note that for two of the western acts,
the Rolling Stones and Prince, it was indeed a rider in their respective
contracts that the event organisers must arrange insurance cover for
cancellation due to their illness. In turn, they undertook to refund the
organisers for a portion of the premium paid for such insurance cover.
According to Red Canvas, the Rolling Stones paid the broker ther
portion of the premium in the amount of US$250,000, being 5% of the
insured sum on artist guarantee.

The Pandl’ s Observations

3.186 To the Pand, if not for the pre-emption of the potential
underwriters by the Irish agent, the cancellation and non-appearance
contracts could have been arranged by other large local brokerages and
placed with the same globa underwriters, perhaps aso routing through a
London network. Assuch, there could have been savings on premiumsto
the Harbour Fest and there would have been no need for the payment of
the 2% Irish levy which cost the Harbour Fest nearly US$20,000. Also,
as we shall see below, the Irish broker started work on the Harbour Fest
as early as June 2003 even prior to the ERWG approval for the event.

3.187 Besdes, the Panel feels that the organisers should have
explored the possibility of getting quotes from other magor brokers in
Hong Kong as there is no shortage of such brokers. Business prudence
would expect that to have been undertaken by the organisers in the
discharge of their duties in managing such a large subsidy from public
money.

Conaultancy Fee to Bob Koch Presents Limited

3.188 When looking into the insurance issue, the Pane has
enquired with the Irish broker if there were any rebates or commissions
paid for these two insurance contracts. We were advised that they had
paid Bob Koch Presents Limited a fee of US$35,000 against an invoice
dated 30 June 2003. In the broker swords, “there was one agency which
was paid fees by our office in connection with the Harbour Fest and that
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was Bob Koch Presents Ltd. who were paid the sum of US$35,000 as per
the attached invoice dated 30 June 2003.” The invoice referred to a
consultancy arrangement for the two years 2002 and 2003 at US$17,500
per annum. We wrote to the Irish broker to confirm the correctness of the
invoice date and the broker s confirmation stated that, “ ...While the
cover was placed on the 17 September 2003, the work on the file began in
the summer of 2003. The coverage arranged by our office referred to all
acts appearing at the Hong Kong Festival ...

3.189 At this juncture, we wish to dtate that as advised by
Mr Garman during his meeting with the Panel, “ ..Bob Koch was the
project manager for East Art. He was responsible for all operational
capacities of East Art.” In his written communication with the Panel,
Mr Garman described Mr Koch as “a consultant adviser at the relevant
time.” Mr Garman has aso confirmed to the Panel that neither East Art
nor any of its associates received fees or commissions in respect of the
Harbour Fest.

3.190 When the Pandl sought final clarification with Red Canvas
on the final days of the inquiry, Red Canvas once again advised the Panel
that it knew nothing about rebates or fees. Immediately after this
clarification with Red Canvas, the Irish broker wrote in to explain that
Bob Koch Presents Limited was his industry consultant retained on an
annual basis, and that, “ ..During 2003 this consultancy included
(amongst other projects) the Hong Kong Harbour Fest.” To the Pandl,
despite this clarification, still we are puzzled as to why the annual
retention fee payable on 30 June 2003 included the consultancy fee on the
Harbour Fest before the project was even gpproved by the ERWG. The
timing of this invoice however tied in with the timing of advance
knowledge about the event mentioned in the section above.

The Pand’ s Observations

3.191 The Panel considers the receipt by Mr Koch of a consultancy
fee, part of which being related to the insurance cover for the Harbour
Fest, should have been declared to Red Canvas. Apart from the fee issue,
It appears that the actions of Mr Koch in making contact with the Irish
broker as early as June 2003 pre-empted any possibility of local Hong
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Kong based brokers arranging the desired insurance coverage and
necessarily meant that the Harbour Fest had to meet the 2% Irish levy and
further denied the Harbour Fest of possibly reducing the cost of its
premiums through more competitive local arrangements.

Contracts with Local Handlers

3.192 As mentioned earlier, the talent acquisition agreement of
East Art provided for “Third Party Payments’, entitling East Art to
reimbursement up to US$110,000 in respect of payments that East Art
made to third parties which would include, inter aia, fees for local
handlers whose function is to attend to the artists personally during their
stay in Hong Kong. We understand this responsibility normally entails
looking after artists and their needs from the time they arrive in the
territory to the time when they depart. The Pand has noted that there
were two loca handlers engaged by East Art, Internationa Fixer (Asia)
Limited (International Fixer) and Covatta Communications.

3.193 The Panel has understood from local promoters that
International Fixer is well known and experienced in the field whereas
they have no knowledge of and have never worked with Covatta
Communications. We met with Miss Alex Ng, Production Director of
International Fixer, and she clearly had extensve knowledge and
experience in her area of expertise and had acted as the local handler of
many concerts involving local and internationa artists. Miss Mary
Covatta of Covatta Communications declined to meet with the Panel but
wrote to us advisng that the company was experienced in supporting
genera corporate events that featured international artists. There was no
mention of any concert handling experience.

3.194 Covatta Communications has advised the Pand that it was
contracted to provide the following services for the Harbour Fest event,
namely, artist liaison management; design and development of “welcome
packages’ for the artists upon arrival; to be the artist concierge office and
24 hour support desk for the artists and to provide corporate ticketing
support. According to the contract of International Fixer, they would
attend to the non-technical production matters including artist liaison
services, ground transportation co-ordination etc. and technical
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management including staging, freight etc. Mr Garman has explained to
the Panel that Covatta Communications was engaged for service to the
artists insde the hotel, that is, hospitality, while International Fixer,
outside the hotel, namely, logistics.

3.195 International Fixer billed East Art for its services in
accordance with their contract and East Art then raised a separate bill to
Red Canvas under the heading ‘ Artist Fees— Riders , in effect aclaim for
reimbursement of out of pocket expenses per East Art's contract with Red
Canvas. Internationa Fixer received a total of around HK$1 million in
respect of their fees and disbursements.

3.196 After some inquiry, we have determined that the payments to
Covatta Communications were covered under East Art's contractua
entitlement to reimbursement for an aggregate amount up to US$110,000
for third party fees, the description of which included payments in respect
of loca handlers. East Art hilled Red Canvas and was paid HK$778,928
for “ Artist Fee — Third Party” corresponding to this US$110,000 cap.
These were al payments to Covatta Communications amounting to
US$108,609.

The Panel’ s Observations

3.197 The Pand is concerned that there was duplication in relation
to the handling of artists with the engagement of two loca handlers and
that this could have resulted in the Harbour Fest, through Red Canvas, in
effect being over-billed in relation to the contractual commitments
regarding expenditure for local handlers.

3.198 The contract of International Fixer depicted a much wider
portfolio of responshbilities than the advice received from Covatta
Communications as to their responsibilities. International Fixer's duty list
was effectively in line with most of what the Panel understands to be the
responsibilities and duties of the business of local handlers.

3.199 Despite this, the Covatta bills were submitted to Red Canvas

and covered by the entitlement of East Art to reimbursement of third
party fees for local handlers whereas the engagement fee and expenses of
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International Fixer, another local handler, was billed to Red Canvas under
the description of out of pocket expenses and grouped under “ Artist Fee —
Rider”. We consider this to be tantamount to opening a backdoor for
“Third Party Payments” and circumventing the cap of US$110,000. If
there were a genuine need to increase the amount of "Third Party
Payments', Red Canvas and East Art should have negotiated an
addendum to the agreement.

3.200 The Panel would aso add that it would have expected Red
Canvas to have spotted this point and raised queries with East Art on
receipt of the International Fixer bills and that in turn would have focused
Red Canvas on the nature of services provided by Covatta
Communications and whether these could be construed as being the
business of aloca handler.

Engagement of Experts

3.201 We have identified from the Red Canvas accounts that there
were payments made to a number of individuas brought in by
Mr Garman as experts for the event.

(a) Mr Bob Koch

3.202 The first was the engagement of Mr Bob Koch. As
mentioned earlier, Mr Garman advised the Pand that Mr Koch was part
of the East Art team and it is clear he was actively involved in the process
of engaging certain of the western artists.

3.203 Red Canvas advised, “ Mr Koch s engagement was arranged
by East Art International Limited.” According to Mr Garman, “ Mr Koch
was the off-site co-ordinator for East Art whose role was significantly

expanded at the request of Red Canvas, to include his participation on
ste when it was deemed that Red Canvas did not have the requisite
experienced personnel in Hong Kong to manage the scope and size of

such an endeavour as Harbour Fest'. Mr Koch was paid a fee of
HK$78,000 and his air fares and hotel expenses were paid by Red Canvas.
The latter amounted to HK$87,575 and the Pand first spotted this
expenditure entry since it was booked as * unknown” in the ledger of Red
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Canvas under areconciliation entry on East Art. Upon the Panel’ s further
enquiry, a smple supporting invoice, in the format of a clam for
reimbursement by Mr Garman, was produced.

3.204 When the Panel asked Mr Niermann, the member of the
Organising Committee responsible for supervising Mr Garman, who
Mr Koch was and hisrole in the Harbour Fest, he responded “ He was one
of Ray sthird parties. | do not think we paid for Bob.”

The Pand’ s Observations

3.205 Despite Mr Garman’ s description of Mr Koch' s involvement
with the Harbour Fest, clearly there was confusion at the level of the
Organising Committee in this regard. Secondly, the Panel is concerned
that East Art was initially reimbursed by Red Canvas without supporting
documentation. Thirdly, and most importantly, there is the question of
whether Mr Koch’ s expenses and fee should have been charged against
the Harbour Fest as he was described as being part of East Art and s0
there should have been no charge for his services outside the agreed
contract fee to East Art of US$50,000.

(b)  Mr Angus Yeung

3.206 Mr Angus Yeung was paid a fee of HK$45,445 by Red
Canvas who, when responding to a Panel enquiry, indicated that “Angus
was contracted by East Art International Limited to assist with meeting
the demands of artists” We have asked Red Canvas to distinguish his
service from that rendered by Covatta Communications and International
Fixer but have not received any advice as at the point of writing. The
Panel has determined that Mr Yeung is the Generd Manager of the
Shanghai office of Vertex, the parent company of East Art. We were
advised by Mr Poon of Vertex that Mr Yeung took no pay leave from
Vertex during the materia time to work for the Harbour Fest.

The Pand’ s Observations

3.207 The Panel has been unable to determine the expertise that
Mr Yeung brought to the Harbour Fest. Further, given the link between
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East Art and Vertex, this raises the question of whether there should have
been a separate charge against the Harbour Fest outsde East Art’'s
contracted fee.

(¢) MsCarmen Chan

3.208 Ms Carmen Chan was paid HK$129,000 for marketing and
public relations work. As she was not a person brought in by Mr Denzel
who was in charge of publicity and marketing, we queried her
engagement with Red Canvas and in turn, Mr Niermann.

3.209 We have been advised that it was Mr Garman who brought
Ms Chan in. Asadvised by Red Canvas, “ Carmen Chan dealt with press-
related PR issues” We have asked for a distinction between Ms Chan' s
service and that of Pro-Marketing, the public relations agent of Harbour
Fest. According to Red Canvas, “In the case of Ms Carmen Chan, East
Art retained Ms Chan as a contract service provider. The selection was
based upon the unique skills of Ms Chan and no competitive tender was
requested nor required.”

The Pandl’ s Observations

3.210 To the Panel, we have yet to be persuaded on Ms Chan' s
unique skills over and above the event’ s officia public relations agent
such that the Harbour Fest should be charged the additional HK$129,000
for her services. In the Pand’ s view, this again demonstrates the lack of
control over the event organisation process by the Organising Committee
such that Mr Garman, who was contracted for talent acquisition, had the
power to hire experts in other areas as he considered fit. Aswe shall see,
apart from talent acquisition, Mr Garman was able to commit spending
under the publicity budget as n this case of engagement of Ms Carmen
Chan and aso under the ticketing budget as in the case of Mr Jim
McCafferty described below.

(d)  Mr Jim McCafferty

3211 Mr McCafferty was engaged at a fee of HK$65,358 for
involvement in ticketing operations. His air fares from and to the US and
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his hotel expenses while in the territory were charged to the Harbour Fe<t.
Mr Thompson advised the Panel that Mr McCafferty was a ticketing
expert brought in by Mr Garman to help when problems arose in the
handling of corporate ticket orders.

The Pandl’ s Observations

3.212 The Panel is not convinced of the need to fly in
Mr McCefferty at a cost to the Harbour Fest to handle corporate ticket
orders. In effect, he was engaged to sort out the problems arisng from
Covatta Communications failure to effectively handle this assignment
(Covatta Communications was another introduction by Mr Garman),
Mr Garman advised the Panel that it was necessary to fly Mr McCafferty
in as Hong Kong Ticketing “was overwhelmed by the number of
tickets...”

3.213 The Panel disagrees with Mr Garman’ s remarks. As we
have understood from experienced promoters and from Hong Kong
Ticketing themselves, they have never had any difficulty on the numerous
occasions in the past in handling public as well as corporate ticket saes.
All the experienced promoters were satisfied with their service.  While
we understand that Mr McCafferty did help to clear the corporate ticket
orders that were dsacked up during the time when Covatta
Communications was at the job, Mr Niermann himsalf also agreed in
hindsight with the Pand’s observation that instead of flying in
Mr McCafferty, they should have handed the job directly to Hong Kong
Ticketing at that stage.

(€ Mr Mike McGinley

3.214 Apart from the above-named experts, the Panel has aso
noted that there was the payment of airfare at HK$96,803 to bring in from
the US, Mr Mike McGinley, another member of Mr Garman’ s East Art
team. According to Red Canvas, “ Mike McGinley was brought over to
help with the Press/Artist issues after the CNN World Report on the
Harbour Fest was aired. Mike helped get us the great press around Neil
Young and the Stones” We understand from Mr Niermann that it was
Mr Garman who had brought in Mr McGinley. We have asked for the
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specific scope of Mr McGinley’ s duties. Red Canvas has subsequently
explained that “ Mr McGinley was a consultant with the Rolling Stones
and Neil Young. Mr McGinley s ticket was requested on an emergency
basis because both Rolling Stones and Neil Young were extremely
concerned about the negative press.”

The Pandl’ s Observations

3.215 The Panel has noted Red Canvas response and would only
add the observation that once again, it was considered necessary to bring
another of Mr Garman’ s East Art associates from the US to Hong Kong
at an expense to the Harbour Fest to assist in an area where aready the
organisers had engaged professional support.

Contractor for Merchandise

3.216 We have aso noted from the invoices supporting the Red
Canvas account entry of “East Art — Reconciliation” a payment of
HK$28,000 for “ Vernon shousing”. Upon enquiry with Red Canvas, we
were advised that “Vernon is the representative of the merchandise
company and as such, his housing is an expense of the merchandise
budget. East Art assisted Mike Denzel, a Jon Niermann s request, in
securing an appropriate merchandise provider.”

The Pandl’ s Observations

3.217 This matter is clearly a small one and the Panel does not
want to be petty.
3.218 However, given the reply we received, we fedl obliged to

comment that we cannot be persuaded that a contractor for merchandise
production for the Harbour Fest was entitled to housing alowance from
the Harbour Fest event. We have commented on it Since this expense was
a clam for reimbursement by East Art. It again demonstrates the lack of
control by the Harbour Fest Organisers and Red Canvas in relation to a
process of control of authorisation of expenditure.
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Conclusions

3.219 In accepting the proposal of AmCham and appointing it to
promote and organise the Harbour Fest, the Government expected a high
degree of professonalism and commitment from such an eminent
organisation and its members.

3.220 Whilst acknowledging the efforts and commitment of the de
facto organisers of the Harbour Fest, the Panel cannot find the requisite
organisng structure and the total involvement of AmCham as an
organisation until the late stage when things started to go wrong.

3221 The Panel felt that the decision to appoint East Art to be the
talent co-ordinator was a critical error based on the analysis set out herein
before.

3.222 The magnitude of the project, the tight time congtraints, the
absence of agood system of management and internal control dictated the
over-reliance on the talent co-ordinator and therefore the non-functioning
of the necessary checks and balances.

3.223 All these, together with the manner in which the talent co-
ordinator has been handling the different aspects of talent acquisition and
related services, led to much of the public outcry and criticism on the
organisation of Harbour Fest.
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CHAPTER4 THE GOVERNMENT'S ROLE IN THE HARBOUR
FEST

4.1 The Panel has found it necessary to define the role of the
Government from the start not only because the role determines the level
of Government involvement but also because it appears to the Pand that
the ERWG and InvestHK had different understanding of the intended
level of Government involvement in the process.

4.2 To determine the role of the Government, the Panel has
examined the terms under which approval for sponsorship of the Harbour
Fest was given by the ERWG; any applicable Government guideline that
gives guidance on the Government s monitoring role for a sponsored
event; the general understanding on the role of a subject department for
any economic relaunch project; and the position under the law regarding
the role of the Controlling Officer in respect of public funds under his
control.

4.3 The Panel has examined the monitoring framework that the
Government put in place for the Harbour Fest, namely, the three
Memoranda of Understanding (MoUs) and the forma agreement, and
considered their adequacy for the purpose.

Conditional Approval of 12 July 2003

4.4 At the ERWG meeting on 12 July 2003 when approval was
given to the underwriting of the Harbour Fest up to HK$100 million,
ERWG decided that the Government would act as sponsor only.
AmCham was to plan, organise and implement the whole event. The
Government would not be involved in micro-managing the event.

4.5 As mentioned earlier, ERWG did dipulate unequivocal
conditions when approving the Harbour Fest proposal on 12 July 2003 to
guide the subsequent monitoring role of InvestHK —

“ ...the ERWG has agreed at its meeting last Saturday to underwrite the
event up to the maximum of HK$100 million, on the understanding that —



® |If by the close of account the overal deficit is less than
HK$100 million, the Government will cover the cost of the
actual deficit in full. All revenues generated will be used to
offset the operation costs. However, if it happens that the
overal deficit is more than $100 million, the Government will
in any case settle $100 million only. The event organiser,
namely the AmCham, will have to bear the rest of the deficit.

® Thedetalled budget and all statements of account in relation to
the Festival will be subject to scrutiny and approval by
InvestHK.

® Theevent organiser (i.e. AmCham) shall be fully responsible
for the organisation, operation and implementation of the
Festival.

® The pricing strategy should be critically reviewed, having
regard to the nature and attractiveness of the shows, with a
view to making the Festival as commercidly viable as
possible.

® [Efforts should be stepped up to explore and secure more
commercial sponsorship in order to increase the revenue

opportunity.”

4.6 It is clear from this conditional approva that ERWG had
expected InvestHK to keep close track of the evolving budget of the event
and to be involved in the ticketing decisions as it monitored the
organisation of the Harbour Fest These will be the first parameters of the
monitoring role for InvestHK under specific instruction by ERWG.

Sponsor ship
4.7 The next set of parameters for the monitoring role of
InvestHK will be the role expected of a sponsoring department for an

event funded by Government, or more specifically, by the economic
relaunch campaign fund.
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I nvestHK’s I nterpretation

4.8 InvestHK  repeatedly pointed out to the Pand that the
Government’ s role in the Harbour Fest was that of a sponsor as
distinguished from that of an organiser or m-organiser. The role of a
sponsor, as pointed out in InvestHK’ s letter to the Panel of 18 February
2004, is that it would firgt satisfy itself that the level of sponsorship fee
sought would be commensurate with the benefits offered, and then it
would have to ensure that the deliverables materialised. It would not
however seek details of individual expenditure items.

4.9 DGIP advised the Panel that on the first part of the sponsor s
duties, that is, to assess whether the benefits promised were
commensurate with the fee, ERWG had made the assessment itself when
it decided to sponsor the Harbour Fest.

ERWG’s I ntention

4.10 We understand from ERWG that they agreed that the
Government' s involvement in the Harbour Fest would be to maintain an
overview of AmCham s preparation of the festival to ensure that the
deliverables were fulfilled and the objectives were met, but not to micro-
manage the detailed planning and organisation by AmCham.

411 ERWG was apparently using the term sponsorship in a
generic manner as opposed to the term organisation or co-organisation
which would spell micro-management. To the Panel, such innocuous
though admittedly brief instruction might have been unclear but given
that instructions of this brevity did not lead to problems with the other
economic relaunch projects, we can understand why there was no further
instruction given to InvestHK on how to be a sponsor in respect of the
Harbour Fest project.

The Panedl’s Observations
412 Given the interpretation of InvestHK on the term

"gponsorship”, the Panel has researched into its specific meaning in
Government parlance.
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4.13 Firgt, it has been confirmed to the Panel that the ERWG had
not developed any specific guideline on the role of the sponsoring
department for an event funded by the economic relaunch campaign. Nor
was there a specific guideline on how the Government should sponsor
mega events like the Harbour Fest. The Panel has noted the existence of
departmental guidelines at the Leisure and Cultural Services Department
(LCSD) but these are specific to the procedures to follow at the stage of
engagement of artists but not at the monitoring stage.

4.14 The closest explanation on the role of sponsor that the Panel
has managed to find is in the Government guideline, “ Miscellaneous
Subventions — Guiddines on the Management and Control of
Government Subventions’ issued in 1988. However, as we shall see, the
concept of sponsorship under this guideline is not applicable in the case
of the Harbour Fest.

4.15 The sad qguiddine contemplates sponsorship to
organisations on a recurrent basis. Under the guideline, sponsorship
refersto a contribution, usually of atoken amount, to help meet part of an
organisation s operational expenses and to demonstrate support for the
organisation s objectives. By its very nature, the type of sponsorship
under the guideline forms only a small percentage of the organisation s
total income. The Controlling Officer only has to assess if the
sponsorship is good value for money and to make sure that the objectives
of the sponsorship are met.

4.16 This less stringent form of control does not apply to those
organisations receiving Government subvention to meet a substantial part
of their operating deficits. As explained in the same guideline, in these
other cases, the Controlling Officer has to ensure that an effective
management structure and effective management systems are in place to
maximise the value of money provided by the Government. The
Controlling Officer and the Director of Audit will have unrestricted
access to the records and accounts of this latter type of subvented
organisations.

4.17 After carefully considering the above, the Panel is not
prepared to accept that the control framework for sponsorship as



contemplated under the guideline is appropriate in the case of the
Harbour Fest because here, the Government was the maor sponsor
funding the bulk of the estimated expenditure of the event up to HK$100
million.

4.18 The Panel has looked for further guidance on what the role
of a sponsor is commonly perceived both in the private sector and by
Government agencies elsewhere. As the Panel understands from the
Hong Kong Rugby Football Union, sponsors of the annual Rugby Sevens
will sit on their organising committee to keep an eye on the event to make
sure that it will be a quality event worthy of their sponsorship. In other
words, in the private sector, sponsorship still entails close involvement on
the part of the sponsor. The Panel has aso noted the comment of the
New Zealand sports department, Sports and Recreation New Zealand, on
what they see as the meaning of sponsorship, “ Today, sponsors are
seeking more than just some free tickets and tshirts. Increasingly, they
are seeking to ‘ owni an event or activity and be perceived as an integra
part of it..” Sponsorship comes with it an element of ownership under
the New Zealand interpretation.

4.19 To the Panedl, the common eement in both examples cited
above is the call for involvement and ownership even when it is only a
sponsor s role, the simple reason being that by putting on€ s name to a
project as a sponsor, one s reputation is at stake. We have identified that
in effect, our Government has been supporting many projects by specific
“Project Funding” models under which specific control frameworks are
developed. In these cases, the Government is neither the organiser nor
the co-organiser. But the department administering the project is
invariably capable of developing tailor-made framework to ensure
adequate control of public funds and at the same time, co-operating well
with the recipients of public funds.

4.20 The Panel has made reference to one such project funding
framework in the case of the Professona Services Development
Assstance Scheme (PSDA Scheme) where dollar-for-dollar matching
grant is provided for projects that aim to increase the competitiveness of
Hong Kong' s professional services.



4.21 In spirit, the project funding model is akin to the Harbour
Fest in which the Government funds a project on a one-off basis based on
the ultimate benefits that the funded project will be able to bring to Hong
Kong. A quick reference to the guidelines for the Scheme will
demonstrate that the department administering the PSDA scheme will ask
for regular progress reports from the successful applicant regarding the
use of funds, the keeping of proper books and records by the successful
applicant and the power of access to these records by the administering
department. To the Panel, a form of control and monitoring comparable
to that used under te project funding model should have been put in
place for the Harbour Fest.

4.22 The Panel considersit disappointing for DGIP and InvestHK
to have over-leveraged on the concept of sponsorship. We are not
convinced that ERWG had the narrow sponsorship concept in mind when
so ingtructing InvestHK on 12 July 2003. Even if ERWG were so minded,
DGIP, as a senior Government official and as we shall see, being the
Controlling Officer for the HK$100 million, was duty bound to counter-
propose a more responsible approach to ERWG.

The Role of “Subject Department” for an Economic Relaunch
Project and the Role of Controlling Officer under the Law

4.23 Given that InvestHK was the designated subject department
for the Harbour Fest event as from 2 July 2003, we aso draw reference to
what this role would entail as submitted in the Administration s paper to
the LegCo FA Panel on 11 October 2003 -

“ ... different policy bureaux and Government departments are
responsible for the activities under the Relaunch Campaign within their
respective scope of respongibilities;

... On the approva of ERWG, DGIP will transfer the amount of the
approved fund by an alocation warrant to the respective Controlling
Officer of the bureau/department concerned, which will oversee the
implementation of the project, and monitor the performance of the
outside party, who has been commissioned to carry out the project ...



... Upon completion of the project, the subject bureau/department will
evaluate its effectiveness vis-a-vis the stated objectives, and provide afull
statement of accounts vis-a-vis the approved budget ..”

4.24 As InvestHK was the subject department for the Harbour
Fest event, DGIP had the Controlling Officer’ s role of a subject
department in respect of the Harbour Fest. According to section 12 of the
Public Finance Ordinance (Cap. 2), a Controlling Officer shall be
responsible and accountable for al expenditure from any Head or
Subhead for which he is the Controlling Officer. The Government s
Financial and Accounting Regulations and Standing Accounting
Instructions require the Controlling Officer to ensure, inter adia, strict
economy in the expenditures under his control. In other words, DGIP
should have adhered to this guiding principle of responshbility and
accountability when discharging his monitoring role over the spending of
the HK$100 million.

Summary of Monitoring Parameters

4.25 Based on the foregoing, we consider that the following
should be the monitoring parameters for the Harbour Fest. They are
elither derived from the specific instruction of ERWG, the proper controls
expected of a project funded by the Government, the controls expected of
a subject department when administering an economic relaunch project or
the due diligence call on a Controlling Officer as mandated under the
Public Finance Ordinance (Cap. 2) —

® Scrutiny of the evolving detailed budget having regard to its
reasonableness and appropriateness,

® Scrutiny of the ticketing strategy and ticket pricing strategy of
the event;

® Regular progress review of the event;

® Ensuring achievement of the strategic objectives of the event;



® Providing support to the organiser on Government related
Issues such as site alocation and licensing requirements; and

® Ensuring that the public funds are duly protected.
Monitoring Framework

4.26 We now turn to the monitoring framework that was put in
place for the Harbour Fest event.

4.27 InvestHK had signed three MoUs and a formal agreement
with AmCham on 31 July 2003, 29 August 2003, 3 October 2003 and
10 October 2003 respectively. These legaly binding documents formed
the legal basis for project monitoring. These three MoUs and even the
forma agreement however falled to act as an adequate monitoring
framework. Further, the loose wording of the MoUs and the late signing
of the Sponsorship Agreement left a lacuna in the period between project
approva on 12 July 2003 and the signing of the agreement on 10 October
2003.

The Three MoUs

4.28 The three MoUs are identical except for the dates and the
cumulative advance payments having been made to AmCham as at the
date of the respective MoUs. DGIP confirmed that the Department of
Justice (DoJ) had not been consulted before the signing of these legally
binding documents. As explained to the Panel, there was perceived
urgency to transfer money to AmCham who would need to “ ...settle
some upfront payments for the preparation of the festival..”. When
DGIP returned from leave and signed the third MoU, he considered it
beside the point to consult DoJ then because two instalments were
dready advanced to AmCham with the execution of the first two MoUs.

4.29 According to bank statements supplied by AmCham, the
first advance payment of HK$25 million from InvestHK was effected on
4 August 2003. The first transfer of fund from AmCham to Red Canvas
did not take place until 13 August 2003 at HK$7 million. Anocther
$17 million of the first advance payment was not required until 29 August
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2003. The second advance payment of HK$25 million was effected on
1 September 2003. The transfer of fund to Red Canvas did not take place
until 9 September 2003 at HK$18 million.

The Pand’'s Observations

4.30 The Panel is astonished to note that InvestHK could and did,
on behaf of the Government, enter into binding obligations with
AmCham to the extent of HK$100 million under three MoUs without
consulting DoJ.  This is quite inconceivable in the private sector for a
business entity to enter into a legally binding contract involving such a
substantive financial obligation without consulting the company lawyer.

431 The MoUs were used as vehicles to enable advance
payments to be made to AmCham before the signing of the sponsorship
contract. To the Pandl, InvestHK should have made use of the three
instances when the MoUs were signed and executed to seek updated
budgets, including expenditure positions, of the event from the organisers.

4.32 We reckon the need for advance payment to AmCham to
provide cashflow to kick-start the project. However, we have not seen
any documentation on InvestHK’ s request to AmCham to substantiate the
need for advance payment on each occasion of transfer. As the
Controlling Officer of the HK$100 million, DGIP should have exercised
more stringent monitoring of the cashflow position of the event before
each transfer. The submission of updated budgets, including expenditure
positions, should have been made conditions precedent for each of the
three advance payments.

4.33 We aso consider that the wording of the MoUs failed to
protect the Government position with regard to the monies advanced. We
note that the only obligation clause in the three MoUs was “ ..AmCham
and the Government expect to enter into a full agreement setting out in
detail each party’ s obligations with regard to the convening and
underwriting of the Festival. The purpose of this MoU is to record
AmCham s and the Government’ s respective genera understanding with
regard to the convening and the underwriting of the Festival, and to
provide for payment of the ...instalment ..”



4.34 There was no reference in the MoUs even to the repayment
of funds advanced in the event that the parties failled to enter into a full
agreement; nor was there atime limit for doing so set out in the MoUs.

4.35 InvestHK should have consulted DoJ on the wording of the
MoU to ensure adequate protection of the Government position. Judging
from the timing when the first funds were transferred to Red Canvas, we
think that there should have been enough turnaround time for InvestHK
to consult DoJ on the MoU before signing and execution. As it wurned
out, the MoUs placed no reporting and consultation obligation on
AmCham. Without a contractual requirement, InvestHK did not have an
effective mechanism to ensure a proper monitoring of the event before
10 October 2003 when the sponsorship agreement was signed.

4.36 Even if there is insufficient time for DoJ to be consulted or if
a longer period of time is needed for terms of the agreement to be
negotiated and agreed, business prudence would require that -

® Only asmall percentage of the total payment should be made;

® Such payment to be in the nature of a temporary advancement
or earnest payment to the other party; and

® An express provision of full refund should be included in the
MoU in the event of the parties not entering into a binding
contract by a specified date.

Lack of Effective Monitoring Framework before 10 October 2003

4.37 One of the implications of the late signing of the agreement
was the lack of binding legal obligations on the AmCham organisers
towards the Government as the sponsor of the Harbour Fest in the interim
which include—

® to consult InvestHK on changes to the project proposa and
detailed budget;
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® to report to InvestHK on the development of the programme
lineeup including the sourcing and confirmation of the
performing talents for the concerts; and

® o report to InvestHK on other aspects of the implementation
of the Harbour Fest.

4.38 The late signing of the Agreement had compromised the
effectiveness of the monitoring by InvestHK. InvestHK advised the
Panel that it maintained regular and frequent contact with the Harbour
Fest Organisers to monitor the development of the programme and the
implementation of the Festival. The consultations between InvestHK and
the organisers pre-10 October 2003 might be frequent but there was no
proper mechanism to ensure that InvestHK would have a chance to
scruitinise and approve the Harbour Fest budget as it evolved, nor was
there the legal basis for it. Furthermore, the MoUs failed to provide for
InvestHK's legal right to monitor progress.

4.39 To illustrate our point, we outline two examples below. As
seen from the emails provided by Red Canvas, the organisers knew as
early as 1 September 2003 that the performance of Cher, who featured in
the original talent line-up, would be cancelled as she was cancelling her
tour in this part of the world. DGIP spotted this disappearance of Cher
from the line-up two weeks later and had to ask for details from the
organisers. He was not kept abreast of major cancellations in a timely
manner.

4.40 We aso read from emails that InvestHK was chasing the
organisers for details on the programme and a realistic breakdown of the
revised budget for reporting to the ERWG meeting on 20 August 2003.
But we did not see any subsequent submission to InvestHK. As a result,
there was no updating on the budget to ERWG on 20 August 2003
according to records.

441 More dignificantly, we understand that the organisers
decided to cancel the sports and most of the other festivas when it
became clear to them in late August 2003 that the road between the
Tamar site and the helipad could not be closed for use. This significant



change to the origina Harbour Fest programme was not reported to
ERWG for consideration and approval. InvestHK should have known
this when it happened but the absence of a formal approva or rgection
process as required in the subsequent Sponsorship Agreement made the
omission of formal consultation with InvestHK possible, in turn resulting
in the corresponding omission of formal consultation with ERWG.

4.42 When the AmCham representatives introduced the proposal
of the Harbour Fest to ERSG on 1 September 2003, there was no longer
any reference to the festivals in their power-point presentation. However,
this change was not highlighted to the ERSG meeting, nor was ERWG,
the authority that approved the funding for the project, asked to formally
consider and approve the change.

443 To the Pandl, the failure to highlight the changed programme
mix of the Harbour Fest to ERWG for conscious deliberation was quite
inconceivable. While the originad programme line-up aready carried a
substantia concert e ement, there were only eight night concerts. ERWG
should have been afforded a chance to consider whether it would need to
increase the number of concerts to 14 after the cancellation of the
festivals. Given the decision to price tickets at market, to squeeze a few
more concerts into the four-week period further aggravated the
competition between shows, in turn impacting on the ticket sales of the
concerts as awhole. It further changed the anticipated audience mix of
the Harbour Fest and put to a greater test the pop concert organisational
ability of the AmCham representatives

The Agreement of 10 October 2003

4.44 According to the Sponsorship Agreement signed between
InvestHK and AmCham on 10 October 2003 (“the Agreement”),
AmCham would be convening the Hong Kong Harbour Fest through a
gpecial purpose vehicle of AmCham wholly owned by members of
AmCham. The following were the key obligations of both parties.

4.45 Firgt, the Government’ s sponsorship fee would be capped at

HK$100 million. Second, AmCham would, as necessary, develop the
indicative proposal, attached as the first schedule to the Agreement
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(copied at Annex 13), for adoption as the business plan for the festival.
Third, AmCham would develop for adoption the indicative budget,
attached as the second schedule to the Agreement (copied at Annex 14).
If AmCham wished to materialy alter the business plan or the budget, it
would have to supply the Government with full written particulars of the
dterations and the Government could accept, accept with modifications
or rgect the revisons. Fourth, AmCham would have custodianship of
the intellectual property rights in relation to the Harbour Fest event for
five years and would re-assign the rights and privileges back to the
Government on 31 December 2008. Fifth, as set out in the fifth schedule
to the Agreement (copied at Annex 15), AmCham would use its best
endeavours to conduct the business on sound and proper commercia
profit making principles in accordance with the Agreement. AmCham
would also procure the production of a specia TV programme to capture
the highlights of the festival for aring and distribution to overseas
markets. AmCham would also cause proper books of account to be kept,
and submit to the Government the Business Plan, the Budget, a review of
the Budget and audited accounts no later than 28 February 2004 (to
include an andysis of revenue and a statement of the source and
applications of funds).

The Pand ' s Observations

4.46 To the Panel, InvestHK did not exercise sufficient due
diligence in the agreement signing process as well as in finalising the
provisions of the Agreement.

No Due Diligence Checks on the Involved Parties
® No DueDiligence Checkson Red Canvas Limited

4.47 There were no due diligence checks conducted on Red
Canvas when it was named in the draft agreement as the specia purpose
vehicle to convene the event. It was not until October 2003 when the
press uncovered that Red Canvas was owned by Mr Thompson and his
wife and raised conflict of interest concerns did InvestHK make enquiries
with Mr Thompson.
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4.48 The use of a specia purpose vehicle would be necessary in
view of the nature of AmCham. However, we would expect InvestHK to
have enquired and confirmed that it was in keeping with the
Memorandum and Articles of Association (M&AA) of AmCham to set
up a specia purpose vehicle to organise the event as well as to ascertain
the necessary details of the specia purpose vehicle. As it turned out,
there was no prohibition in the AmCham M&AA on the setting up of
specia purpose vehicles. Asto the details of the specific purpose vehicle,
while the Agreement made reference to it being “wholly owned by
members of AmCham”, meaning more than one AmCham member, in
effect, it was not so. Only Mr Thompson is a member of AmCham but
not Mrs Thompson. As mentioned earlier, the Panel has found out from
Mr Thompson that the original intention was to have Messrs Denzel and
Niermann replace Mrs Thompson to be directors and shareholders of Red
Canvas. Due to the timing factor and the need to seek forma approval
from the two gentlemen’ s employers, the change was not pursued.

4.49 InvestHK indicated to the Pand that “InvestHK did not
conduct any due diligence checks on Red Canvas as we did not perceive
any need to do so. The MoUs and subsequently the Sponsorship
Agreement were al signed between InvestHK on behaf of the
Government and AmCham. The Government has not entered into any
contractual relationship with Red Canvas.” Notwithstanding, we consider
that InvestHK should have asked for details on Red Canvas Limited so as
to forestall the unnecessary concerns raised by the press later. The
incumbent office bearers of AmCham aso share the Panel s view that
private ownership of the specia purpose vehicle unnecessarily raised
questions in the community as to whether there were motives of persond
gain among those directly involved in the Harbour Fest event. They also
consder that it would have been a better arrangement for the specia
purpose vehicle to be owned by AmCham the organisation rather than by
private individuals. We consider that both AmCham and InvestHK
should have ascertained the corporate structure of the specia purpose
vehicle a the time.
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® No Due Diligence Checkson the Financial Position of AmCham

4.50 InvestHK also failed to conduct due diligence checks on
AmChan s ability to pay in the event that the cost of the Harbour Fest

exceeded the Government sponsorship of HK$100 million. There is a

clear provison in the Memorandum of Association of AmCham that “the
liability of membersis limited”. Mr Thompson had committed in public
during the course of the event that he would pay for any cost overrun

should that happen. But as he told the Panel, this was not a question

contemplated beforehand. In reply to the Panel, DGIP said that “ We have
not examined the M&AA of AmCham. The Sponsorship was signed

personally by the Chairman who should be familiar with it.” To the Pandl,
despite the responsibility of the then AmCham Chairman, it would be
highly embarrassing to the Government if there should be non-payment to
any contractor because of cost overrun in the Harbour Fest beyond the
amount it sponsored.

451 The Panel queries why standard practice in the private sector
of carrying out due diligence checks on the contracting parties before the
execution of an agreement is considered unnecessary and not conducted
before the signing of the Agreement.

Deficiencies in the Agreement
® Omisson of the Reserve Power of Access

4.52 The Agreement has not empowered the Government or
InvestHK to access the accounts, contracts and records in relation to the
Harbour Fest. This is a significant omission since the Government was
the mgor sponsor of the Harbour Fest. Such a reserve power is
commonplace in private sector contracts. We note that this reserve power
exists in the funding agreement between the Government and the Hong
Kong Arts Festival Limited where the Government is one of the major
gponsors of the annual Arts Festival. As pointed out earlier, this
requirement also exists in the PSDA Scheme. In other words, it appears
to be the rule rather than the exception to include this reserve power in a
Government contract with third parties.



453 We aso understand from DoJ that as the particulars of
sponsorship arrangements are matters for negotiation between the parties
and these in turn hinged on the degree of involvement preferred by the
responsible department as a sponsor, this was essentially a policy matter
for InvestHK. DoJ aso advised the Panel that they did raise the need for
the provision of this access to documents in AmCham’ s possession to
InvestHK. However, InvestHK instructed DoJ that the requirement for
AmCham to prepare proper books of account and to submit
independently audited accounts of the event should instead be
incorporated in the agreement.

4.54 DGIP, at his meeting with the Panel, indicated that he did
not ask for the power of access because he did not have the manpower to
check on the records and contracts of the Harbour Fest even if he were
given access. We have posed this manpower problem to ERWG and
have been advised that ERWG would have expected InvestHK to raise
any difficulty it had with monitoring the project to ERWG. In hiswritten
communication to the Panel on why he did not raise the need for
assistance to ERWG, DGIP said that he “ ..perceived the role of
InvestHK was primarily to administer the sponsorship agreement with
AmCham with a view to ensuring that all the contracted deliverables and
benefits were realised ...the implementation of the whole event was a
matter for the organisers, i.e. AmCham, ..we did not see any need for
third party assistance in performing the role of a subject department in
this context ..”

4.55 To the Panel, the absence of this reserve power had
significantly impaired InvestHK’ s ability to effectively monitor the event.

® L ack of Accesstothe Artist Contracts

4.56 Without the reserve power of access to accounts, contracts
and records in relation to the Harbour Fest, InvestHK was denied access
to the artists contracts. The power of access to artists contracts is
crucia for at least two reasons.

4.57 First, the western artists fees accounted for about three
quarters of the Government' s HK$100 million subsidy for the event. The



denia of access to these contracts rendered it impossible for InvestHK to
check on the artist fees which in turn compromised the department s
ability to scrutinise the detailed budget of the event in line with the
instruction of ERWG.

4.58 Secondly, InvestHK had to rely on second-hand information
from the AmCham representatives. This unfortunately became a cause of
embarrassment to the Administration. DGIP had been saying both to
LegCo and to the press that the artist fees could not be reveded as they
were subject to confidentiaity clausesin the artists contracts. DGIP had
relied on Mr Thompson who had in turn relied on Mr Ray Garman' s
advice when making this statement.

4.59 As the Panel has discovered, save the Rolling Stones

contracts, there are no confidentiality clauses in the other artist contracts'.
The absence of the reserve power of access to records and contracts of the
Harbour Fest had made the monitoring department hostage to the
goodwill of the organisers or, in the case of the confidentiality clause, the
goodwill of one single contractor. The complete lack of transparency in
the handling of public funds that has resulted is unacceptable to the Pandl.

® |nadequacy of Accessto Audited Accounts

4.60 We aso wish to point out that the requirement in the
Sponsorship Agreement for AmCham to submit independently audited
accounts of the event is not adequate. As InvestHK would have learned,
the audited accounts of a private company might only give minimum
disclosure.

® Custodianship of Intellectual Property Rights of the Harbour
Fest

4.61 The incumbent AmCham Chairman has recently made clear
to the Government in a letter to DGIP that AmCham would be ready to
assign the trade mark and domain name registrations of “Harbour Fest’

! The Panel has not received the contracts of Shine and Mick Gerace. According to Red Canvas
Limited, they do not have copies of these contracts.
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back to the Government in a manner best suited to the Government.
AmChanm s position to return the intellectual property rights is clear with
this letter. In another recent communication to the Panel, AmCham has
aso commented that it was not the intent of the Board of AmCham that it
or the specia purpose vehicle or any private individual would retain any
rights or interests in the Harbour Fest. Hence, regardless of any possible
concerns over the five-year custodianship of the intellectual property
rights for the Harbour Fest, the worry should have fallen away in the light
of the clear position of AmCham now.

® | ack of Provision on Involvement in Ticketing Decisions

4.62 Under the terms of the conditional approval of the ERWG on
the 12 July 2003, InvestHK was asked to critically review the pricing
strategy of tickets with a view to making the festival as commercialy
viable as possible,

4.63 The Panel has noticed that there was no reserve power under
the MoUs or the Sponsorship Agreement to empower InvestHK to require
the Harbour Fest Organisers to consult it on the ticketing strategy and the
ticket pricing strategy.

4.64 InvestHK was involved in the ticketing decisions for the
event in the following manner. First, they conveyed to the AmCham
representatives the ERWG decision on the ticket pricing strategy. That is,
“ ...The pricing strategy should be critically reviewed having regard to
the nature and attractiveness of the shows, with a view to making the
Festival as commercially viable as possible.” Secondly, they passed on to
AmCham for reference information on ticket prices of recently staged
pop shows.

4.65 We find InvestHK's monitoring of the ticketing
arrangements deficient. First, there was no follow up on the ERWG
recommendation for a differentia pricing strategy with concessionary
tickets to senior citizens and students. Only discounts up to 15% were
offered for bulk purchases. This did not accord with the origind
intention of ERWG on concessionary tickets, which, if followed through,
should have helped boost public participation in the event.
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4.66 Secondly, InvestHK was not involved in a major ticketing
decision, that is, the criteria for free ticket distribution and the number of
free tickets to be distributed. The Government was only involved in the
decision to give away free tickets for the first three shows and to make
the 24 October 2003 concert free. While ERWG had not given explicit
instructions on free tickets, as the subject department, InvestHK should
have been sengitive to the need to oversee the criteria to be adopted in the
distribution of free tickets and the quantum to be distributed as the
concerts were largely funded by public money. The attendance rate at the
Harbour Fest concerts, as set out at Annex 10, shows that in some
instances, as in the Asian All Stars Night, free ticket holders amounted to
as high as 58% of total attendance. As mentioned in an earlier chapter,
we are in particular concerned about the class “ Complimentary/Other
Category” who received free tickets. This category accounted for 12,676
tickets (or 51.1%) out of 24,823 free tickets distributed throughout the
Harbour Fest (excluding the distribution for the free show), as seen at
Annex 9. As advised by Red Canvas, this category could have included
supporters of the Harbour Fest such as restaurants and shops that
distributed Harbour Fest flyers or hung up posters. This vague
justification cannot adequately satisfy the Panel that it has been a
reasonable decison. The Panel has sought but failed to obtain from Red
Canvas the breakdown of these 12,676 tickets by recipient.

Other Monitoring Problems
® Monitoring Attitude

4.67 We are concerned about the monitoring attitude of DGIP as
manifested in his over reliance on what he heard from the Harbour Fest
Organisers without seeking documentary details.

4.68 The following were two notable examples of this over-
reliance on the Harbour Fest Organisers. The first was the premature
announcement of the Rolling Stones concerts. According to the
chronology of events leading up to the signing of the Rolling Stones that
DGIP submitted to the LegCo FA Pandl on 17 October 2003, copied at
Annex 16, AmCham and DGIP had announced the finalisation of the
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Rolling Stones contract negotiation at the first press conference on
3 September 2003. At that time, there was only broad agreement with the
Rolling Stones management. It was not until 15 October 2003 that there
was a signed agreement on the performance by the Rolling Stones. The
premature announcement had left the organisers and InvestHK in an
unenviable position with the subsequent twist and turn of events.
InvestHK should have ascertained from the AmCham representatives the
actual state of play before rushing to a premature announcement on the
Rolling Stones in early September 2003.

4.69 The second was the promise to broadcast the Harbour Fest
televison specia on the ABC network in the US. At the LegCo FA
Panel meeting of 15 November 2003, “ ..DGIP said that AmCham had
already secured broadcast for the whole one-hour TV specia by the ABC
Channd in US..” The programme in turn did not go on the ABC
network. DGIP explained to the Panel that “ ...I was not aware of the
contractual details at the time but subsequently learned of a letter of
commitment from a senior executive of Disney (ABC' s parent). | recall
the opinion of AmCham representative responsible for the video
production that the ABC Family channel compared less favorably than
MTV in terms of viewership and commitment for repeat airings..”
Given the various lessons learned from an over-reliance on what the
organisers said without seeing documentary proof, DGIP should have
confirmed that there did exist contractual agreement with the ABC
network regarding the broadcast before advising the Legidative Council
on this arrangement.

[ Handling the Staging of the Rolling Stones

4.70 The first controversy over the Harbour Fest was traced to a
report in the English press that the Rolling Stones might be overpaid for
their appearance at the Harbour Fest. As mentioned in the previous
chapter, the Rolling Stones were not part of the origina line-up for the
Harbour Fest. Instead, the promoter who had originally arranged for the
Rolling Stones to perform in Hong Kong in March 2003 as a private
commercia undertaking but who was forced to cancel the show due to
SARS, approached InvestHK in early June 2003 for Government
sponsorship to stage the event.



4.71 According to records supplied by InvestHK, the promoter
first submitted a budget estimate in June/July 2003 to stage two concerts
a the Hong Kong Stadium. When InvestHK indicated to the promoter
that the Government would only consider sponsoring the event up to
HK$5 million to HK$6 million, the promoter submitted a revised
estimate seeking Government sponsorship at HK$6 million to stage one
concert at the Hong Kong Stadium, playing to a 32,000 capacity, which
would be more than the capacity of two shows at Tamar.

4,72 InvestHK advised the Pand that when the promoter came up
with the revised estimate, the AmCham representatives had aready
obtained approva from ERWG to stage the Harbour Fest event.
Accordingly, InvestHK did not put up the promoter’ s proposal to ERWG
because it would not make sense for the Government to sponsor two
concert events a the same time. InvestHK in turn referred the promoter
to the Harbour Fest Organisers so that they could consider co-operation.
According to DGIP, “ ..l was on leave from 14 July to 15 Augus.
During the week beginning 16 August | learned from Mr Niermann that
he had reached agreement with Miss Ironside (the original promoter) to
include the Stones as part of Harbour Fest at Tamar ...After | returned
from an overseas duty vist in late August, | learned that for various
reasons the deal had fallen through and that the Stones management had
approached AmCham'’ s agent Mr Garman direct. | was told that the
indicated fee was lower than that previoudy quoted by Miss Ironside ...”

4.73 However, according to emails furnished to the Pand,
Mr Niermann in fact reported to InvestHK on 16 August 2003 that they
had been speaking with the Rolling Stones management direct without
the knowledge of the origina promoter to ascertain whether the band
would only agree to play at the Hong Kong Stadium. When they found
out that the Rolling Stones were agreeable to play at either venue, they
sought InvestHK’ s view on whether they should pursue negotiation with
the Rolling Stones on performance at Tamar or that they should give up
further discussion with the Rolling Stones. What DGIP considered to be
the position in the week beginning 16 August 2003 was not consistent
with the email from Mr Niermann to InvestHK on 16 August 2003.
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4.74 While we agree with DGIP that it might not be appropriate
for InvestHK, as a sponsor, to get involved in the discussions with
promoters, the case of the Rolling Stones appeared an exception to us.

The Rolling Stones were not part of the original line-up of the Harbour
Fest and were effectively an InvestHK referral to the Harbour Fest
Organisers. While there could be no exclusive right over negotiation with
an individua artist by a promoter, the original promoter would not have
expected that her approach to InvestHK for sponsorship to stage the
Rolling Stones would end up with the negotiation being taken over by
another party coming from the same source of Government support.
Furthermore, we understand that InvestHK itself was keen to stage the
Rolling Stones as part of the relaunch to signify Hong Kong' s return to
normal after SARS given that the Stones concert in March 2003 was
cancelled because of SARS. InvestHK should have made an effort to
engage the origina promoter and the Harbour Fest Organisers in a
congructive dialogue to stage the Rolling Stones concert as part of the
Harbour Fest.

® Sendtivity to Artist Fee Concerns

4.75 We have also noted that the origina promoter had sent a
letter to DGIP on 28 August 2003 complaining about the high fee for the
Rolling Stones. In the same letter, jointly signed by another promoter,

there was aso a complaint on similarly high fee paid to another artist who,
like the Rolling Stones, was originally scheduled to perform in Hong

Kong in March/April 2003, but whose show was cancelled due to SARS.

In the letter, the two promoters made reference to an earlier meeting with

DGIP on 11 June 2003 when they offered to bring in the two artists to

perform for the Harbour Fest. They had been working hard to secure the
atists at fee levelswell below those finally offered by Mr Garman.

4.76 In explaining his follow-up to the promoters complaint,
DGIP stressed that the Government' s role for the Harbour Fest was a
sponsor only. The acceptance or rejection of offers was a matter for
AmCham as the organiser. He aso pointed out that the origina
promoter s proposed fee did not include television rights and so it was not
a cheaper quotation but a different proposal.
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4,77 Given the serious dlegation by the two experienced
promoters regarding artist fees at this early stage, we consider that as the
subject department, InvestHK should have made more rigorous enquiries
on the level of artist fees offered by the Harbour Fest Organisers, in
particular how they would vaue the premium for the television rights.
InvestHK should have checked with these two experienced promoters the
basis of their alegations and sought explanation from Mr Garman.

4.78 A second point we would wish to make in respect of the
handling of the Rolling Stones controversy was InvestHK’ s failure to
address the public concerns over the payment to the Stones. Given that
the concern over payment arose as early as end-August 2003 before
detailed terms were negotiated with the Stones, InvestHK should have &
least asked the Harbour Fest Organisers and their relevant contractor to
negotiate a “ restricted disclosuré’ clause in the Rolling Stones contract so
that at |least that part of their contract in relation to fees could be disclosed
to the public.

® Reportingtothe FSand tothe Legidative Council

4.79 We understand from the FS that upon reading the matter in
the media, he had asked for an explanation from DGIP. He was told that
the fee quotation by the original promoter did not contain television rights.
DGIP had further assured him that the Harbour Fest Organisers had
cross-checked the reasonableness of the fees for the Rolling Stones. We
understand that the FS was only aware of the first fee quotation by the
origina promoter. He did not hear about the second one where the
amount of sponsorship sought was only HK$6 million. When asked by
the Panel, the FS indicated that he would have appreciated a thorough
briefing on the background to the Rolling Stones controversy once
negative publicity set in. When asked by the Panel, DGIP said that he
had doubts on the figures in the second quotation and so he did not
submit it to the FS.

4.80 We have aso read that at the LegCo FA Panel meeting on
15 November 2003, DGIP had indicated that the fee quoted by the
original promoter was US$1 million higher than that paid by
AmCham..” We have had the benefit of reviewing the two quotations of
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the original promoter available to us vis-a-vis the contract that Red
Canvas signed with the Rolling Stones. To the Panel, the quotations were
hardly comparable because they were based on entirely different premises.
For one, the financials of a concert to be staged a the Hong Kong
Stadium with a capacity of 32,000 could never be the same as that for one
staged at Tamar with a capacity of 13,000. If the same number of
audience were to be entertained, the Rolling Stones would only need to
perform for one concert if it were to take place a the Hong Kong Stadium.
The other is of course the absence of television rights in the proposal of
the original promoter.

Assessment of InvestHK’s Achievement of the Monitoring Role

Scrutiny of the evolving detailed budget having regard to its
reasonableness and appropriateness

4.81 As we have seen, the delay in the signing of the Sponsorship
Agreement compromised the ability of InvestHK to scrutinise the
evolving budget of the Harbour Fest. After 12 July 2003, InvestHK did
not have adequate access to the evolving budget of the event. Records
show that the only times when it had access was at the point of the press
conference of 3 September 2003, when preparing for attendance of the
LegCo FA Panel meeting in October 2003, and when the provisional out-
turn of the event was provided to the LegCo FA Panel on 15 November
2003. In other words, it had never had an adequate chance to scruitinise
the evolving budget, not to mention approve it or rgect, or to use it as a
basis to monitor the event.

4.82 InvestHK had also missed out on the opportunities of the
MoUs to demand evolving budget details from the Harbour Fest
Organising Committee.

4.83 The lack of access to artist contracts made it impossible for

InvestHK to keep track of the one single largest expense item in the
Harbour Fest budget as it developed.
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Scrutiny of the ticketing strategy and ticket pricing strategy of the event

4,84 Aswe have seen, InvestHK did not actively participate in the
ticketing strategy and the ticket pricing strategy of the event. It dso
falled to pursue with the Organisng Committee the ERWG instruction
regarding differential ticket pricing for senior citizens and students.

Regular progress review of the event

4.85 There was no proper reporting mechanism instituted by
InvestHK. In the most significant instance, ERWG did not have a chance
to critically assess and decide whether there should be additional concerts
to replace the cancelled festivals. These additional concerts put further
pressure on ticket sales and in turn, compromised the success of the
fedtival.

Ensuring achievement of the strategic objectives of the event

4.86 According to the Sponsorship Agreement signed on
10 October 2003, the deliverables of the Harbour Fest were the
14 concerts, the two-day Family Festival and the television programme
on the Harbour Fest. To the Pand, the organisers had duly delivered.
Correspondingly, InvestHK had fulfilled its monitoring role on the
delivery of these deliverables.

4.87 As regards the achievement of the three strategic objectives,
we congider that for the first objective, there were mixed results, and the
Harbour Fest had failed to achieve the other two strategic objectives. In
turn, InvestHK failed in its monitoring role to ensure delivery of the
strategic objectives of the event. While the total attendance at the Harbour
Fest event reached 125,872, which was above the original target of
88,000 in the funding application, it was inconclusive if the event had
contributed to boosting the morae of the loca people. The Pand is
convinced from what we have heard that those who attended found the
quality of the shows commendable and enjoyable. However, the array of
organisational problems and controversy had to a large extent eroded the
“fed good” factor of the event. If we look at the performance measure
targets as revised in the submission to the LegCo FA Panel on 10 October
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2003, namely, to reach ticket sales of 50%, we note that there was overall
attendance at 61% as seen a Annex 9, although only 43% were paying
audience.

4.88 As regards the objective to attract short-haul tourists, we
understand from the Hong Kong Tourism Board (HKTB) that there were
many bookings for tickets made by their worldwide offices for the travel
agents in their respective markets. But no statistics were available. We
adso understand from ERWG that there were some visitors from the
neighbouring places as well as Europe and the US having attended the
concerts. In the absence of statistics, we cannot conclude that the event
has achieved this second strategic objective of attracting short-haul
vistors. We aso understand that while HKTB had helped to publicise
the Harbour Fest on their publicity channels but the time available for
publicity was tight. The lead time required for promotiona events to
draw short-haul visitors should be at least three months.

4.89 As regards the third strategic objective to relaunch Hong
Kong internationally through the Harbour Fest event, we understand that
there were considerable news clippings and video news releases on the
event during the festival period. However, the televison specid
promised to go on the ABC network was in turn broadcast on the MTV2
and the MTV network on 22 January 2004, 25 January 2004 and
8 February 2004 respectively. For al the fanfare over the value of this
television programme, it only reached an estimated 0.6 million viewersin
the US.

4.90 Given the time condraint on the television rights, namely
12 months in the case of the Rolling Stones clippings and 24 months in
the case of the others, we do not think that the televison programme will
ultimately reach 500 million television homes worldwide as indicated by
DGIP when addressing the LegCo FA Panel on 15 November 2003.

Providing support to the organiser on Government related issues such
as Site allocation and licensing requirements

491 InvestHK had duly assisted the Harbour Fest Organising
Committee in dl their interfaces with the Government departments.
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Ensuring that the public fundsare duly protected

4,92 The lack of access to the evolving budgets of the event and
aso the denia of information on artist fees rendered it impossible for
DGIP as Controlling Officer to adequately discharge his statutory role to
ensure that the public funds were protected.

4,93 Based on the foregoing, we cannot but conclude that
InvestHK had not adequately discharged a proper monitoring over the
organisation of the Harbour Fest.

Rolefor ERWG

4.9 While the responsbility to monitor the event should rest
with the subject department, the Panel has tried to ascertain if there would
have been a role foor ERWG both at the outset and when negative
publicity snowballed in September/October 2003 to salvage the situation.
After al, apart from the series of tourism related programmes, the
Harbour Fest was the one single most expensive project sponsored by the
economic relaunch fund.

4,95 In considering InvestHK as the subject department, the Panel
feels that perhaps ERWG should have examined the capabilities and
suitability of InvestHK for the job. The job nature of DGIP would
require frequent overseas vists and therefore absence from Hong Kong.
The number of experienced staff on the InvestHK team in the field of
financial management might be inadequate for a job in the magnitude of
the Harbour Fest. Moreover, none of them had any experience with
concert promation.

4.96 Business prudence would indicate that there might be the
need to evaluate the suitability of InvestHK to be the subject department
despite that it had been the interface with AmCham from the start and
that it did not see any need for third party assistance in performing the
role of a subject department.
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4.97 What ERWG could have done after deciding on InvestHK as
the subject department was to ask InvestHK to seek the expert assistance
of the like of the LCSD who were experienced in concert and event
organisation to advise on an effective monitoring framework for the event.

4.98 When the event hit problems, there were severa high level
meetings convened specifically to address issues pertaining to the
Harbour Fest. As a positive gesture of support, after the meeting on
22 October 2003, the Government issued a press statement that “the
Government is fully behind the Hong Kong Harbour Fest’. The FS aso
drew the Panel' s attention to the support given to the Harbour Fest
Organisers by other Government departments. The FS had also signed an
open letter of support to the Harbour Fest on 25 September 2003 to
facilitate sponsorship solicitation.

4.99 ERWG might not have been able to turn the tide in late
September/October 2003 amidst the ondlaught of negative publicity. As
yet, we think that there should still have been a more structured crisis
management strategy being put in place.

4.100 Regardless of the chance of success, we think that the
ERWG, in collective leadership, should have come out with a concerted
gesture such as ajoint press conference with the AmCham to explain the
basis of the Government support for the event to arrest the negative
sentiments. Professiona departments experienced in publicity and ticket
sales should have been conscripted to help.

The Government’s Role Apart from Monitoring

4.101 For a Government project at a cost of HK$100 million to the
public coffers, it is crucid to have public and media support.
Notwithstanding that it was a project organised by the AmCham, we
consider it the Government' s call to join hands with AmCham to raly
public support behind it as a post-SARS relaunch Hong Kong initiative.
The Panel has posed the specific question to DGIP on how the theme of
rdlaunching Hong Kong after SARS was clarified to the public to
encourage public buy-in. Inreply, DGIP said that “ My impression is that
AmCham' s PR efforts were somewhat handicapped by the lack of a
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prominent local spokesman for communication on Harbour Fest, both to
the public and the media ...When the festival was over-shadowed by
some controversies and negative publicity, this inevitably further diluted
its appeal to the public a large as a post-SARS economic relaunch
initiative.”  With this reply, we note that InvestHK had failed to reckon
the Government’ s responsibility to develop a public engagement strategy
for the event at all.

Line of Command

4.102 We have confirmed that in relation to the Harbour Fest event,
DGIP reported directly to the FS in his capacity as the Chairman of
ERWG. We have understood from the FS and the Permanent Secretary
for Commerce and Industry that in their respective capacities as the
former Secretary for Commerce, Industry and Technology during the
approval stage of the festival and the supervising officer for DGIP all
along, they would have offered guidance and assistance to DGIP if such
had been sought from them over the work in relation to the Harbour Fest
event. This confirmation should have addressed any concern that the
change of Financia Secretary in July/August 2003° might have presented
a lacuna during the material time leaving DGIP with no supervisory
guidance.

Reporting to the Legidative Council

4.103 As DGIP had indicated to the LegCo FA Panel meeting on
29 May 2003 when the proposed HK$1 hillion economic relaunch
programme was introduced that “ ..the various bureau secretaries would
arrange to brief relevant Panels when details of the programmes under
their purview were ready.” When asked on a prompt follow-up to this
undertaking, DGIP advised the Panel that the LegCo went into summer
recess in mid-July shortly after the project was approved in principle.

2 Mr Antony Leung was FS when the Harbour Fest, then known as the International Autumn Festival,
was considered and approved at the two ERWG meetings on 2 July and 12 July. Mr Stephen Ip was
the acting FS for the ERSG meeting on 1 August and the ERWG meeting on 2 August. Mr Henry
Tang assumed office as FS on 4 August 2003 and chaired the ERWG meeting on 20 August, the
ERSG meeting on 1 September and the ERWG meeting on 20 October. He also chaired the Special
ERWG meeting in October and since attended all the Legislative Council meetings in the capacity of
FS.
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There was no opportunity to brief the LegCo FA Pand until October
2003. DGIP admitted that with the benefit of hindsight, there could have
been a special meeting of the LegCo FA Panel convened to report on the
preparation of the festival.

Conclusions

4104 To the Panel, the problem with an inadequate monitoring of
the Harbour Fest project stemmed from a misguided approach taken by
DGIP and InvestHK in the monitoring process. We see expediency rather
than due diligence. In short, DGIP had failed to adequately discharge the
role of Controlling Officer of the HK$100 million for the event as
required under the law. InvestHK aso failed to consider the role of the
Government to engage public support for the event.

4.105 When the matter blew up, ERWG should have demonstrated
the strength of collective leadership to help savage the stuation.
Business prudence would have expected ERWG to be more pro-active
and positive in their approach. This may be indicative of the need for
further professional development on damage control and crisis
management.
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CHAPTER5 CONCLUSIONS

51 In coming to our conclusions on deficiencies, we are mindful
of the exceptiona circumstances surrounding the approval of the event
which was a time when Hong Kong was still reeling from the economic
doldrums post-SARS and the Government was eager to do as much as it
could and as quickly as it could to relaunch Hong Kong. It is again for
this same reason that AmCham and the Harbour Fest Organising
Committee had committed to aless than 100 days delivery timetable.

52 In considering the question of responsibility, we are mindful
that, to varying degrees, most of the parties involved were hostage to the
exceptional circumstances surrounding the approval and organisation of
the event. We understand that the ERWG considered % proposals for
relaunch and approved 84 of them at the 13 meetings between May and
October 2003.

53 We wish to emphasise again that, despite any responsibility
concerns raised in the process, the AmCham and the Harbour Fest
Organising Committee, in taking forward the proposal, and the ERWG, in
approving the proposa, did so with every good intention at the material
time.

Conclusion No.1
Harbour Fest — A Good Concept

54 The Harbour Fest was AmCham' s proposal to stage a series
of concerts and fedtival at the Tamar Site with a customised stage and
venue to be specially constructed for the event. Thiswas aso AmCham' s
initiative in response to the efforts of the Government to relaunch Hong

Kong after SARS aiming at boosting local morale, attracting short haul

tourists and showing the world that Hong Kong had regained its strength.

Thisis apowerful idea worthy of Government support.

55 To the Panel, we conclude that the idea of staging a mega

concert event at Tamar to rally the people of Hong Kong, to boost local
morale, to attract short haul visitors and to show the world that Hong
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Kong had recovered with international celebrities coming here to
performwas a good concept to relaunch Hong Kong after SARS.

5.6 AmCham deserved credit for putting the concept forward.
5.7 Professionals should however have been consulted and

engaged from the start as to the best duration of the event and the best
choice of artists to be staged. Equally important, there should have been
a proper and early strategy to engage the community and the press.

Conclusion No. 2
Harbour Fest - Setting New Standards

5.8 The Panel has heard from many having attended the Harbour
Fest concerts that the event set new standards for pop music concerts in
Hong Kong. The quality of the Tamar venue and the sound effects of the
concerts were commended.

59 To the Panel, we conclude that the Harbour Fest provided
an opportunity for pop music concerts in Hong Kong to reach new
standards of excellence. Hong Kong was able to demonstrate to the
world that it could meet the standards required by international talentsin
pop music concerts and could produce the highest standards of outdoor
concert entertai nment.

Conclusion No. 3
I nadequate Assessment by Government Prior to Approval

5.10 ERWG placed too much trust in AmCham s ability to
successfully stage the event based on its reputation and its membership.
It did not critically assess the organisational structure AmCham proposed
for the event and the professona expertise it planned to use to
successfully organise and administer the event.

511 ERWG did not rigoroudy ascertain the capability of
AmCham in bringing off the event as proposed. Despite the substantia
concert element of the programme, ERWG did not ascertain the
experience of AmCham in organising entertainment concerts and in
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engaging artistic taent. As it turned out, there was little concert
organisation experience from within AmCham.

512 ERWG did not closely examine if given the short lead time,
the Harbour Fest proposal should be downsized which would have been
helpful to both the overall organisation of the event as well as the
attendance rate and ticket sales.

513 Inasimilar vein, InvestHK had not properly assisted ERWG
in the assessment process. It failed to follow the ERWG instruction to
critically examine the detaills of the proposed budget for the event.
InvestHK only raised minor gquestions on the budget submitted by the
AmCham representatives on 6 July 2003. There were no questions raised
on the basis for any of the expenditure items estimated. Nor did they
seek the assistance of professionals in ascertaining the reasonableness and
comprehensiveness of the expenditure items. Furthermore, the budget
from AmCham carried arider that the costs of the Tamar Site lease, utility
costs, and expenses on Government permits had not been factored into
thelr budget. There was aso the assumption that they could use the
Government publicity channels. The exclusions in this rider invariably
trandated into subsequent costs to the Harbour Fest not originaly
budgeted for. For no good reason, InvestHK disregarded this rider in the
submission to ERWG.

514 To the Panel, we conclude that ERWG had approved the
Harbour Fest project without adequate assessment. InvestHK did not
render adequate support to ERWG in the assessment process either.

Conclusion No. 4
Inadequate Involvement and Supervison by AmCham the
Organisation

5.15 The AmCham Board of Governors (BoG) placed much trust
in the abilities of their then Chairman and the Chairman and Vice
Chairman of the AmCham Sports and Entertainment (S& E) Committee to
successfully organise the event.
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5.16 The AmCham BoG were briefed on the initiative as early as
June 2003. They did not proactively seek to ascertain the commitment
expected of AmCham or the corporate structure of the special purpose
vehicle convening the event for AmCham until the emergence of bad
press in September 2003. They did not ensure that there was an
appropriate organisation structure in place linking AmCham to the
organisers, thereby ensuring that the AmCham BoG was fully aware of
the progress of the event and had knowledge of the commitments the
organisers were entering into. In so doing, they failed to be adequately
involved in the organisation of the event and supervision of the
disbursement of the $100 million Government sponsorship
notwithstanding that contractually, AmCham was responsible to the
Government over the Harbour Fest event.

517 To the Panel, we conclude that AmCham the organisation
should have been formally involved in the organising committee for the
event to ensure that a structured approach and an effective management
and financial control framework were in place.

Conclusion No. 5
I nexperience of the Harbour Fest Organisersin Concert Promotion

5.18 The three-member Harbour Fest Organising Committee was
stretched. Despite their personal success, the three members were not in
the business of concert promotion and organisation.

5.19 Due to their unfamiliarity with concert promotion and their
lack of acquaintance with experienced promoters in the region, they in
turn engaged East Art International Limited who had no proven track
record in concert promotion in the key role as the overall western talent
co-ordinator for the Harbour Fest. Their inexperience also led to ther
decision to substitute the originally proposed festivals, cancelled due to
road closure problems, with more concerts, in turn increasing the number
of concerts and intensifying the competition between them.

5.20 To the Panedl, we conclude that the three-member Harbour

Fest Organising Committee made a questionable choice in the
appointment of the overall western talent co-ordinator. The Organising
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Committee was handicapped by their lack of knowledge in concert
promotion and their lack of acquaintance with expertsin thefield. Italso
failed to realistically assess the appetite of the local market for pop
concerts priced at market over a short span of four weeks.

Conclusion No. 6
Failureof the Harbour Fest Organisng Committee to Implement an
Appropriate Organisation and Control Structure

521 The Panel has found that there was no proper organisation
and financial control structure established by the Harbour Fest Organising
Committee. Given the size and complexity of the event and the degree of
public funding involved in the project, the Panel considers an
appropriately structured Organising Committee should have been put in
place to oversee the event. Thiswould have provided a broader input into
the organisation of the event and a degree of checks and balances in
relation to its management.

5.22 In fact, the Organising Committee comprised only the three
individuals from AmCham who had first presented the proposal to the
Government.

5.23 The use of Mr Thompson's family company as AmCham's
special purpose vehicle to convene the Harbour Fest and the failure to
involve AmCham members as directors and shareholders, despite the best
of intentions, were serious errors of judgement.

524 As to the control of authorisation of expenditure, each of the
three members of the Organising Committee had authority to authorise
and commit expenditure for their respective areas of responshbility.
Nearly al cheques were signed by the former chairman of AmCham in a
sole capacity. As aresult, the system of financia control was inadequate
and open to abuse as it lacked appropriate checks and balances. This lack
of financial control was mirrored in a smilar lack of organisational
control in the western talent handling process. The inexperience of the
Harbour Fest Organisers made them in many ways hostage to their
western talent co-ordinator.
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5.25 By default, the western talent co-ordinator, East Art
International Limited, was able to make a host of decisions, resulting in
the commissioning of services that were not good value for money.

5.26 To name a few, the ar travel arangements were
unnecessarily arranged by aNew York air travel agent, charging a service
fee per passenger. This, the Panel understands, is not a standard practice,
in the local market. In one case, a charter flight was engaged and there
were three middlemen involved in the commissioning process. Artist
non-appearance and cancellation insurance which could have been
arranged through local brokerages was unnecessarily arranged through an
Irish broker, incurring a 2% Irish levy. The regiona General Manager of
Vertex Communications and Technology Group, the parent company of
East Art International Limited, was engaged at a fee to the Harbour Fest
to help in artist handling when there were aready two artist handler firms
engaged. The Managing Director of an associated firm of East Art
International Limited was engaged at a fee to the Harbour Fest to help in
publicity when there was already a public relations agent engaged. A US
expert was flown in and paid to handle corporate tickets when Hong
Kong Ticketing, the ticketing agent for the Harbour Fest public ticket
saes, could have easily taken on the matter.

5.27 To the Panel, we conclude that here was a failure on the
part of the Harbour Fest Organising Committee to ensure there was an
appropriate organising and financial control structure put in place to
tightly manage and control the organisation process of the event,
financially and operationally.

Conclusion No. 7
Professionalism of the Contractor for Acquisition of Western Talents

5.28 East Art International Limited was only formed in July 2003.
Mr Ray Garman, director and founder of East Art, failed to establish his
experience or track record in organising concerts or talent acquisition.
Nor could he substantiate the representation made in the talent acquisition
agreement between East Art and Red Canvas Limited that “ East Artisa
leading media and technology company that has substantial expertise in
the acquisition of musical and other talent for entertainment events such
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as the Festival”. Experienced industry experts in the region did not
consider East Art or Mr Garman as being in the field of concert
promotion or organisation.

5.29 Talent acquisition for the Harbour Fest was eventudly
arranged for through subcontracts with a number of experienced regiona
promoters as well as through two tour managers of famous bands in the
US who rendered assistance at a fee to the Harbour Fest. Mr Garman
claimed that the US tour managers were part of his East Art team. This,
however, could not be proof of his own professionalism or that the newly
formed East Art was, at the materia time, an industry leader.

5.30 In turn, the western talent contracts had not been rigorously
negotiated as reflected in most of the talent fees. The double engagement
and double payment of talent local handlers also reinforced the finding of
poor management and a lack of experience. The unnecessary placement
of service contracts overseas further suggested East Arts lack of
knowledge and exposure in the local market. The company appeared to
be not only new to the concert promotion business but also inexperienced
In operating in Hong Kong.

531 To the Panel, we conclude that the overall western talent co-
ordinator for the Harbour Fest was not as experienced and established as
represented to Red Canvas Limited per the talent acquisition agreement.
This has adversely impacted on the negotiation of the western talent
contracts, the arrangement for the handling of the western talents, as well
as the costs of having to place service contracts overseas. All of these
would directly affect the ability to control the costs and maximise the cost
effectiveness of the Harbour Fest.

Conclusion No. 8
Reasonableness of Fees Paid to Western Artists

5.32 The fees paid to the western artists of the Harbour Fest were
benchmarked against their going rates for performance in the US as listed
on a popular website. Taking into account the cavesat that talents might
charge much more than as shown on the site if they were to play outsde
the US and if they were not on tour in the region, the Panel has still
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observed that most of the western artists were paid considerably higher
fees than what they would charge for performance in the US. Only the
fees charged by the Rolling Stones and by Michelle Branch were within
their going fee range.

5.33 However, this evaluation is somewhat muddled by the
consideration that a reasonable premium would have to be paid to the
artists to acquire the television rights for two songs they performed at the
Harbour Fest. As only five of the western acts were featured in the
television special, there should have been no need to pay the premium for
television rights of the others.

534 To the Pand, despite the caveats, the results of the
benchmark exercise cause us to conclude that there appears to have been
some degree of overpayment to most of the western artists for performing
at the Harbour Fest.

Conclusion No. 9
Ticketing and Attendance

5.35 The overdl attendance rates for the Harbour Fest were
disappointing and the sales of tickets had not been satisfactory. The
process of public sale of tickets generally appeared to have been handled
well. This however cannot be said of the overal ticketing arrangement
because controversy emerged around corporate ticket sales.

5.36 The Panel has learned from various sources, including the
Organisng Committee, that the decison to engage Covatta
Communications introduced by Mr Garman to handle corporate ticket
sales proved to be a mistake and that the Covatta team failed to respond
to corporate bookings as they came in and as a result, a considerable
back-log of corporate ticket order matching built up.

5.37 Mr Garman then arranged for a Mr Jm McCafferty to be
flown in from the US to handle the problem. Mr Martin and his
colleagues in the AmCham executive office were a'so mobilised to help.
It was not until 28 October 2003 that Mr McCafferty cleared the backlog
and started entertaining new requests.
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5.38 Conseguently, a lot of seats alocated to corporate ticket sale
were not sold. This had adversely impacted the overall receipt from
ticket sales and left alot of empty seats at the various concerts.

5.39 To the Pandl, the challenge arose at the outset once the
Organising Committee decided to handle the corporate ticket sales
separately from the public ticket sales. This was compounded by the
involvement of Covatta Communications and ultimately, only resolved by
the involvement of Mr McCafferty and members of the AmCham executive
staff. The Panel is of the view that the Organising Committee should
have left the matter in the hands of the principal ticketing agent, Hong
Kong Ticketing, who could have easily handled the job. This would have
avoided the controversies that arose and avoided the expenses incurred
in relation to Covatta Communications and Mr McCafferty.

5.40 The number of free tickets handed out by the Harbour Fest
accounted for 30% of the total attendance. To the Pandl, we are more
concerned about the free distributions that went without the Government
being involved in the decison. We have confirmed with DGIP that he
was aware of the distribution of a limited number of tickets for each show
to the performing talents, being a usual industry practice. He has advised
the Panel that he was neither consulted on the criteriato be adopted in the
distribution of free tickets nor on the quantum of free tickets to be
distributed.

541 The Panel was given to understand that the large-scale
distribution of free tickets had a trickle-down effect on the whole concert
promotion industry in Hong Kong in that some concert-goers were
hesitant to pay for tickets after the Harbour Fest. They preferred to wait
to seeif they would get free tickets as what happened at the Harbour Fest.

5.42 The Panel considers that the Organising Committee had a
duty to maintain tight control over all free ticket distribution decisions to
ensure transparency and accountability of this process. Records should
have been maintained and made accessible in this regard. The Panel
consders it unsatisfactory that Red Canvas could not provide a
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breakdown of the over 12,600 free tickets given away under the
“ Complimentary/Other Category.”

543 The decison to change the ticket pricing policy of the
Harbour Fest was significant in that it changed the ethos of the event
under the origina proposal of cheap tickets. This change in the ticket
pricing policy, and the lack of conscious efforts to tie the publicity of the
event to the theme of post-SARS relaunch, made the Harbour Fest a pure
commercial event. Assuch, the success or otherwise of ticket sales, asin
any other commercial event, would depend solely on the attractiveness of
the shows themselves vis-a-vis the prices at which tickets were pitched.
The challenge to the organisers would be finding the correct market price
for the respective shows to sall.

5.44 To the Panel, the decision to change the ticket prices to
market did affect what can be termed the ethos of the event. However, as
evidenced by the analysis of ticket sales and attendance records, the
Panel does not consider that the change in pricing strategy necessarily
impacted the unsatisfactorily ticket sales. What is clear however isthat
the re-scheduling of the overall Harbour Fest from a mix of concerts and
festivals to purely concerts, 14 in number, spread over four consecutive
weekends, definitely glutted the market and the individual concerts were
in effect competing against each other.

Conclusion No. 10
I nadequate M onitoring by InvestHK

5.45 InvestHK did not diligently follow the instruction of ERWG
to scrutinise and approve the evolving budget of the Harbour Fest after
the funding approval on 12 July 2003. InvestHK did not have adequate
access to the evolving budgets of the event. Records show that there
were only three instances when details of the evolving budget were made
available to InvestHK, twice for presentation to the LegCo FA Pane
meetings in October and November 2003 and the other time before the
first press conference of the Harbour Fest in early September 2003.

5.46 InvestHK failed to institute a proper monitoring framework
for the event when discharging its responsibility as the subject department
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for the HK$100 million sponsorship fee. DGIP and InvestHK traded due
diligence for expediency in unjustifiably hiding behind a narrow
interpretation of sponsorship.

5.47 To the Pand, we conclude that DGIP had failed to
adequately discharge the role of Controlling Officer in respect of the
HK$100 million public funds for the Harbour Fest. InvestHK had failed
to adequately discharge its monitoring role over the Harbour Fest event
as the subject department for it. Furthermore, DGIP had been
unjustifiably hiding behind his narrow interpretation of the concept of
sponsor ship.

Conclusion No. 11
Absence of a Proper Strategy to Encourage Public and Media Buy-in

5.48 The Harbour Fest was an initiative to relaunch the economy
of Hong Kong post-SARS. Its strategic objectives were to boost public
morale, attract short-haul visitors and demonstrate to the world that Hong
Kong was reinvigorated and back on the world map after SARS.

5.49 There was inadeguate thought given to tying the event to its
origina theme to encourage public buy-in. Nor was there any attempt to
proactively engage the media to rally support for the event as a Hong
Kong people’ s evernt.

550 To the Panel, we conclude that both the Harbour Fest
Organising Committee and the Government had missed out on this one
key success factor for the event, namely, to positively and pro-actively
engage the public and media buy-in.

Conclusion No. 12
Inadequate Transpar ency and Accountability

551 The Pand has determined that there were no confidentiality
clausesin the artist contracts other than that of the Rolling Stones.
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5.52 In claiming confidentiality, the Organising Committee relied
on a confidentidity clause in the talent acquisition agreement signed
between Red Canvas and East Art.

5.53 To the Panel, both of these parties were internal to the
organisation of the event and the pressure of a confidentiality clause in an
agreement between them could not be interpreted to mean that there were
confidentiality clauses in individual artist contracts.

554 In asimilar vein, DGIP and InvestHK departed from normal
Government practice by giving up the reserve power of access to
contracts and records in relation to the Harbour Fest in the Sponsorship
Agreement, thus virtualy closng the door on public access to
information on talent fees.

5.55 To the Panel, we conclude that the Harbour Fest Organising
Committee failed to recognise the fundamental need for transparency and
accountability in the disbursement of the $100 million sponsorship fee,
three quarters of which were spent on western talent acquisition.

5.56 The departure from good Gover nment practice by DGIP and
InvestHK in forfeiting the reserve power of access to contracts and
records of the Harbour Fest was also a failure in good stewardship
expected of every level of Government.

Conclusion No. 13
Achievement of Deliver ables

5.57 The Harbour Fest Organisers set out to organise a mega
concert event at Tamar with a televison specia produced on the
highlights of the event to be broadcast on the US networks and globally.

5.58 To the Pand, we conclude that there was the physical
delivery of the 14 concerts, a two-day festival and the production and
broadcast of the television special on the US networks. Technically, the
broadcast in the US had by and large reached the number of television
households promised by the Organising Committee in July 2003, though
likely of a different profile. But the estimated aggregate rating of the
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programme for the three airings on the US networks was low. The
programme was also broadcast in Hong Kong on 1 May 2004 and on the
regional Sar TVin Asaon5 and 6 May 2004.

Conclusion No. 14
Non-Achievement of the Strategic Objectives

5.59 The three strategic objectives of the Harbour Fest were to
boost local morale, attract short haul visitors and to show the world that
Hong Kong had recovered.

5.60 There was a 125,872 attendance at the Harbour Fest concerts
exceeding the target of 88,000 as submitted in the funding application in
July 2003. It appears most of those who attended enjoyed the
performances. On the other hand, there was much negative publicity
surrounding the event. Against such mixed feedback, it was inconclusive
if local morale was boosted. There were some short haul visitors
attending the concerts but no statistics were avallable. The low rating of
the programme when broadcast on the music networks in the US
compromised the effectiveness of the “Hong Kong is back® message
reaching to the US viewers.

5.61 To the Pand, we conclude that the Harbour Fest did not
achieve its strategic objectives.

Conclusion 15
Responsibilities

5.62 Againgt the foregoing, we conclude that each of the parties
involved in the Harbour Fest at the project assessment, approval,
implementation and monitoring stages fell short of the Panel s
expectation of good governance, business prudence and professionalism
in the organisation of an event of such nature and magnitude. They were
al responsible in their respective ways.



CHAPTER6 RECOMMENDATIONS

6.1 The Harbour Fest has been a costly lesson for Hong Kong,
not least for the parties who have been actively involved in the event. As
the curtain falls, we think that we should all move on, learning the lessons
from the event and making the best of what we have learned.

6.2 We st out below our recommendations on how the
Government can be better involved in ssimilar future events.

Recommendation No. 1
Role of the Government in Similar Future Events

6.3 There is a definite role for the Government if smilar events
are to be staged in future. The Harbour Fest 2003 would not have been
possble without Government support. Apart from funding, the
Government had provided the requisite logistical support with the
involvement of the various departments to make available the site, and
obtain the necessary permits.

6.4 For the future, we do not consider that the Government
should take a sole sponsor role or underwriter role as it did in the 2003
Harbour Fest. For similar future endeavours, we recommend that there
must be a dedicated public-private sector partnership to ensure shared
commitment, both financially and operationally, between the Government
and the private sector. For its part, the Government should mobilise
inter-departmental support of the relevant government agencies and make
it ajoint effort within Government. The Government must be represented
on the organising committee of the event; even if it is only playing the
monitoring role.

Recommendation No. 2
Organisational Modd for the Future

6.5 For any dmilar future event, we recommend an
organisational model comprising Government, private commercid
sponsors, business and industry experts. Given the commercia nature of
these events, we recommend that the finances should best come from the
private sector, with the Government providing at most a minor part of the
funding, as well as logistical and venue support, and the business and
industry experts providing professional and operationa input. This will
ensure professionalism and synergy. In so recommending, we are
mindful of the successful model of the Toronto Rock Concert 2003 where
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there was a smooth public-private sector partnership with financial
support coming from both within and outside the Government as well as
the participation of a successful event organiser and prominent industry
promoters.

Recommendation No. 3
Need for Prudence

6.6 Before committing to support a similar event in the future,
we recommend that the Government must exercise prudence and duly
assess the merit and feasibility of the proposal as well as the capability of
the proponents, determine a clear scope of involvement by the
Government commensurate with the level of financial support to be
provided, institute a proper monitoring framework for the event, negotiate
for a reserve power of access to the records and accounts of the event,
and strive to achieve the maximum value for money.

Recommendation No. 4
Protection of Public Funds

6.7 The Memoranda of Understanding (MoUs) the Government
signed with the American Chamber of Commerce (AmCham) in the
Harbour Fest were grosdy inadequate and inappropriate. For the future,
If the Government is to enter into legally binding agreements or to effect
advance payments to support smilar events, we recommend that the
Department of Justice must be consulted. In no circumstances can
urgency take precedence over due diligence.

6.8 For an adequate protection of public funds in future, we
recommend that the Government consider issuing advance payments by
way of loans to be refunded in the event that the contracting party should
fall in discharging his obligation. A definite timeframe for compliance
and appropriate guarantee to ensure repayment to the Government should
be specified.

Recommendation No. 5
Public Accountability and Transparency

6.9 In the spirit of public accountability and transparency, we
recommend that if the Government is to fund an event of similar
magnitude in future, the Legidative Council must be adequately and
regularly briefed. We also recommend that Controlling Officers must be
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reminded on the need for transparency throughout the process and that all
decisions made must be publicly defensible.

Recommendation No. 6
L eader ship and Crisis Management

6.10 When the Harbour Fest turned from controversy to crisis
beyond everyone s expectation, the various levels of Government did not
come up with arobust response. For the future, we recommend that the
senior levels of Government should be better trained and prepared in
crisis management so that when mishap falls, they will be better prepared
to embrace the crisis, control the damage, demonstrate stalwart leadership
and salvage the situation.

Recommendation No. 7
Engagement of the Public and the Media

6.11 We share the view of many event organisers that a
successful event has to be grown. An event cannot grow without
adequate public and media buy-in. We recommend that for smilar future
events, there must be put in place an early strategy to engage the public
and the media to facilitate discussion, acceptance and buy-in. We
recommend that similar future events should better start on a modest
scale and be alowed to grow over time so that in the longer run, Hong
Kong can aspire to have a pop music festival featuring on the Hong Kong
events calendar in the same way as the annual Hong Kong Arts Festival.
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EPILOGUE

In the process of our inquiry, the Panel notes that Hong Kong
was overwhelmed by negative feeling towards the Harbour Fest. We have
not seen any acknowledgement of the positive aspects of the event that did
exist. As the Independent Panel of Inquiry, we feel obliged, before signing
off our report, to give credit where credit is due.

Goodwill on the part of AmCham

Hong Kong has always prided itself as Asia’ s world city, acity
where people from &l over the world come to visit, settle, work, and invest,
a place where people of different nationalities live together in harmony and
choose to be home. Over the years, Hong Kong has benefited from the
dedication, hard work and co-operation of everyone, regardless of
nationality, who was born here or chose to settle here. They work hard
together to build and develop their businesses and career. They also join
hands in voluntary organisations or chambers of commerce to serve and
develop the community. This is undoubtedly a key element accounting for
Hong Kong' s success al along.

The American Chamber of Commerce in Hong Kong
(AmCham), established in 1969, is among one of the earliest international
chambers to set up alocal chapter in Hong Kong.

The Panel reckons that it was with this same spirit of
contribution to the good of Hong Kong that the Harbour Fest project was
conceived, developed and championed by the AmCham representatives. In
the words of Mr Thompson, then Chairman of AmCham, who put forward
the Harbour Fest proposal to the Government, “ ..we felt that we could
contribute in using the American Chamber as a conduit to bringing Hong
Kong from a very, very difficult period, a period that | have never seen in
my 25 years in Hong Kong and we just felt that deep sense of responsibility
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as someone, a leader of the community, we could do something. So that s
how the concept arrived .."

It is the Panel s sincere wish that tis spirit will continue to
flourish so that we shall see closer collaboration between the expatriate
community and theloca community to further develop Hong Kong, and to
promote Hong Kong to the world.

Hong Kong Harbour Fest 2003 - A Reality

For all the controversy and problems, the Panel takes note that
the events promised under the Harbour Fest proposal, namely the
14 concerts and the two-day festival, were duly delivered at the customised
venue of Tamar in Central drawing an audience of over 126,000. A
television programme showing the highlights of the event was produced and
broadcast in the US television networks as promised. We also had a chance
to see the programme here in Hong Kong on Labour Day. Considering that
the annual Arts Festival drew an audience of close to 100,000 in 2003 as
well as 2004, with around 110 performances over some 30 days on each
occasion, the Harbour Fest can be seen as a modest success.

The Panel acknowledges that a pop festival like the Harbour
Fest is expensive. For al the value for money concerns, it would never have
been made possible without the financial and logistical support from the
Government as well as the personal commitment and efforts of AmCham, in
particular, Mr James Thompson, their former Chairman, Mr Michael Denzel,
their Sports and Entertainment Committee Chairman and Mr Jon Niermann,
their Sports and Entertainment Committee Vice-Chairman.

New standards for Hong Kong

The Panel would also like to place on record the views we have
heard from most who attended the concerts. The attendees thoroughly
enjoyed the very high standard performances and were full of praise for the
venue built on the unique location of the Tamar site. The Harbour Fest was
truly the first ever festival of pop concerts organised in Hong Kong. We
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also understand from the organisers that performers at the Harbour Fest
invariably endorsed the Tamar site as being ideal for pop concerts. They
were pleased with the very high standards of the technical and production
staff of Hong Kong.

Festival Encore?

The ngjority of individuas whom we have met or who have
written to us are supportive of the proposition that a similar festival of pop
music should become an annual event on the calendar of Hong Kong. A
suitably constituted organising structure will be necessary for a future event.
Most feel that the Tamar site should be an ideal location. Some have
expressed the wish for some basic infrastructure to be put in by the
Government and for the Site to made available to the entertainment industry.
If properly planned, promoted and organised, a pop music festival will go a
long way to enriching the cultura life of Hong Kong as well as drawing
inbound tourists.

Given time, Hong Kong may well aspire to be the hub of pop
music and concertsin Asia.

**** End of Report ****
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This report is furnished to the Chief Executive of the Hong
Kong Special Administrative Region Government this 15" day of May, 2004.

(Moses Mo-Chi Cheng) (T. Brian Stevenson)
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Terms of Reference

1. To advise the Government on the measures needed to relaunch Hong Kong once
the outbreak of Severe Acute Respiratory Syndrome has been brought under
control.

2. To assist the Government to prepare and implement a comprehensive programme
of relaunch activities.

Source: InvestHK
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Annex 2

Member ship and Terms of Reference of the
Economic Relaunch Working Group

Chairman :  Financial Secretary

Members . Secretary for Commerce, Industry and Technol ogy
Secretary for Economic Development and Labour
Secretary for Financial Services and the Treasury
Secretary for Home Affairs
Director of the Chief Executive's Office
Director of Information Services

Secretary :  Director-General of Investment Promotion

Terms of Reference

1 To advise the Chief Eexcutive on the measures needed to relaunch Hong Kong
once the outbreak of Severe Acute Respiratory Syndrome has been brought
under control.

2. To prepare and oversee implementation of a comprehensive programme of
relaunch activities that will revive economic growth in Hong Kong.

Source: InvestHK
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Annex 3

Chronology of major events of the Harbour Fest since 5 June 2003

Date Event

5 June 2003 AmCham representatives approached Mr Mike
Rowse, DGIP of InvestHK, on the conceptual plan to
organize a large-scale international entertainment
event a Tamar (later to be known as the Harbour

Fest).

6 June 2003 DGIP informed ERSG at its 3 meeting that a
spectacular event was under negotiation with
AmCham.

11 June 2003 The promoter who originally arranged to stage the

Rolling Stones concert in March 2003 but which was
cancelled due to SARS together with another
promoter met with DGIP proposing to Government to
sponsor the return of the Rolling Stones later in the

year.

20 June 2003 DGIP informed ERSG at its 4" meeting of the
AmCham proposal.

26 June 2003 At the arrangement of InvestHK, the AmCham

representatives presented the Harbour Fest proposal
(then called the “Hong Kong International Autumn
Festival’) to DGIP and representatives of the
Tourism Commission, the Leisure and Cultural
Services Department and the Environmental
Protection Department. The meeting suggested that
AmCham should make a forma presentation to
ERWG.

30 June 2003 The AmCham Board of Governors (BoG) meeting
noted that the Sports and Entertainment (S&E)
Committee was leading an initiative to organize the
festival.

2 July 2003 At its 8" meeting, ERWG approved in principle to
underwrite the Harbour Fest event up to HK$100
million, subject to InvestHK’s scrutiny and
satisfaction with the detailed budget.
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Date

Event

ERWG also asked that the event be staged in
November instead of October and that AmCham
should endeavour to make the event as commercially
viable as possible. The Commissioner for Tourism
said that sufficient lead time must be available for the
marketing of the event.

AmCham was notified of the approval in principle by
InvestHK.

6 July 2003

Mr Niermann submitted a revised budget of the
festival to InvestHK. He put on the rider that the
budget did not include costs for the Tamar site lease,
utilities, or government permits. They would look to
utilizing government marketing channels for the
event.

7 July 2003

InvestHK approached the Lands Department and the
Territory Development Department (TDD) to obtain
the Tamar site for the event.

9 July 2003

The original promoter of the Rolling Stones concert
in March 2003, who had been in discussion with
InvestHK, submitted a detailed budget to InvestHK,
seeking government sponsorship to bring in the
Rolling Stones to perform at the Hong Kong Stadium
later in the year.

Sponsorship was sought to cover two shows at the
Stadium.

9 July 2003

InvestHK tried to clarify with Mr Niermann a few
minor points in the revised budget.

12 July 2003

At its 9" meeting, ERWG approved a maximum of
HK$100 million to underwrite the Harbour Fest
event. ERWG advised that the ticket prices should be
pitched at market level so as to raise revenue and
reduce government subsidy.

It was also suggested that differential pricing should
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Date

Event

be adopted, with concessionary tickets for senior
citizens and students.

The Government would act as sponsor only.
AmCham had to plan, organize, and implement the
whole event.

14 July 2003

Ms Ophelia Tsang, ADG3 of InvestHK, notified
AmCham by emal of ERWG s approva and
comments.

17 July 2003

AmCham representative met ADG3 and updated her
on the preparatory work, including the proposal for
AmCham to set up a private company to organize the
event.

18 July 2003

Mr Niermann introduced Mr Ray Garman to the other
two AmCham representatives via email explaining
that Mr Garman was brought onto the scene “ not only
due to he and | knowing each other, but also due to
his association with the Stones and their previous
negotiation with Rowse prior to our festival pitch..”
He also mentioned that his colleagues at ABC and
ABC Family were enthusiastic about the Harbour
Fest event.

22 July 2003

InvestHK wrote to the Secretary for Financia
Services and the Treasury (SFST) to seek a waiver
for the rental charge of Tamar.

24 July 2003

The AmCham representatives issued the first draft of
the sponsorship agreement to InvestHK for
comments.

25 July 2003

InvestHK indicated to AmCham that it would need a
memorandum of understanding (MoU) to effect
advance payment before a formal contract on the
Harbour Fest was signed.

28 July 2003

Messrs Denzel and Niermann presented the Harbour
Fest proposal to the AmCham BoG.

30 July 2003

InvestHK consulted the Department of Justice (DoJ)
on the draft sponsorship agreement with input from
InvestHK incorporated.
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Event

31 July 2003

InvestHK and AmCham entered into the first legally
binding MoU.

31 July 2003

The original promoter of the Rolling Stones provided
a revised budget to InvestHK. The sponsorship
sought was HK$ 6 million to stage one show.

The promoter said that the budget was a “re-send” as
there was no response from InvestHK to the mail sent
some time ago.

31 July 2003

ADG3 asked the promoter if the scheduled date for
the Rolling Stones to perform on 9 November 2003
could be advanced or deferred so as not to clash with
the Harbour Fest. The promoter was told that this
would be vita to InvestHK’ s consideration of
sponsorship.

1 August 2003

The promoter reiterated that her discussion with
DGIP had al aong been that the Rolling Stones
would be a concert separate from the Harbour Fest.

The pronoter asked for early confirmation on the
sponsorship.

1 August 2003

Mr James Thompson introduced the festival to ERSG
at its 5" meeting.

2 August 2003

ADG3 informed ERWG at its 10" meeting that
AmCham was in the course of signing talents and that
cash was already advanced to AmCham.

4 August 2003

The Government made the first instalment payment
of HK$25 million to AmCham.

8 August 2003

InvestHK convened an inter-departmental meeting to
co-ordinate the support of various government
departments to the festival.

12 August 2003

Mr Niermann emaled to InvestHK on their
discussions with the original promoter of the Rolling
Stones.

Mr Niermann asked InvestHK to encourage the
promoter to be part of the festival.
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Event

12 August 2003

Mr Niermann advised InvestHK in a subsequent mail
that he had tried to convince the promoter to stage the
Rolling Stones at Tamar. Mr Niermann said that he
was already in discussion with the Harbour Fest stage
expert on the site configuration of Tamar to handle
the Stones concert.

12 August 2003

ADG3 spoke to the origina promoter who agreed to
stage the Rolling Stones as part of the Harbour Fest.
The promoter indicated that she still preferred a show
at the Stadium as the costs would be lower for one
show at the Stadium than two shows at Tamar.
ADG3 told the promoter the noise exemption
requirement at the Stadium.

13 August 2003

AmCham entered into a legally binding MoU with
Red Canvas Limited.

Under the MoU, Red Canvas would be responsible
for organising and promoting the Harbour Fest event
in the manner agreed with AmCham.

13 August 2003

InvestHK asked Mr Thompson for more details of the
programme and a more realistic breakdown of the
revised budget for the ERWG meeting on 20 August.

14 August 2003

DoJ advised InvestHK on the draft sponsorship
agreement.

16 August 2003

The original promoter emailed ADG3 confirming that
the Rolling Stones would only be available for 8
November 2003 and would want to play at the HK
Stadium. The promoter added that Mr Niermann had
agreed that the Harbour Fest would be sponsoring the
Stones concert as the “finale” to the Harbour Fest.

16 August 2003

ADG3 wrote to Mr Niermann on her concerns about
the HK Stadium and indicated her preference for the
Rolling Stones to play at Tamar.

16 August 2003

Mr Niermann advised ADG3 that his team had been
gpeaking directly with the Rolling Stones
management and learned that the Rolling Stones did
not insist on the HK Stadium as the concert venue.
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It was suggested that InvestHK should give a formal
pass to the original promoter. Further, either the
Stones would play at Tamar or Hong Kong would
pass on the Rolling Stones.

He asked ADG3 for her view.

20 August 2003

DGIP informed ERWG at its 11" meeting that the
line-up of talents for the festival, now renamed the
Harbour Fest, would be finalized in the next 10 days
and would be announced in early September.

The Chairman, the newly appointed Financial
Secretary, expressed concern that the performances
should not only appeal to a certain age group but to a
wider audience.

20 August 2003

Mr Denzel advised InvestHK on the appointment of
the advertising agent, the media agent and the
sponsorship solicitation agent.

25 August 2003

Mr Thompson updated the AmCham BoG on the
Harbour Fest at their August meeting.

28 August 2003

InvestHK returned a revised draft of the sponsorship
agreement, having incorporated DoJ s comments, to
AmCham.

28 August 2003

The original promoter of the Stones and another
promoter wrote a complaint letter to DGIP on the
expensive offers by Mr Ray Garman to the Stones
and another artist to play at the Harbour Fest.

29 August 2003

InvestHK and AmCham entered into the second
MoU. The second instalment of HK$25 million was
paid to AmCham on 1 September upon execution of
the MoU.

31 August 2003

A leading English newspaper carried an article on an
AmCham offer to the Rolling Stones to play at Tamar
for US$5 million when earlier in the month, the
Stones were close to signing a deal worth US$2
million with another organiser to play at the HK
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Stadium.

1 September 2003

The AmCham representatives made a presentation of
Harbour Fest to ERSG at its 6" meeting.

Thompson told ERSG that he hoped that the event
would generate sufficient public support to be
commercially viable and become an annual event.

1 September 2003

Red Canvas Limited and East Art International
Limited signed the talent acquisition agreement.

2 September 2003

One local insurance broker approached Mr Thompson
suggesting the need for artist cancellation and non-
appearance insurance for the Harbour Fest.

3 September 2003

The AmCham representatives discussed the insurance
requirements of Harbour Fest.

3 September 2003

The AmCham representatives and DGIP conducted
the first press conference announcing the Harbour
Fest.

DGIP briefed the media on the latest estimate of the
festival at about HK$130 million. The likely call on
public money was put at HK$80 million.

5 September 2003

The District Lands Conference approved the short
term tenancy of Tamar for the Harbour Fest.

6 September 2003

SFST rejected InvestHK’ s proposal to waive the rental
of Tamar.

6 September 2003

DGIP sought Mr Niermann s assistance to respond to
the complaint letter from the original promoter of the
Rolling Stones.

10 September 2003

AmCham representatives met with DGIP to provide
further update on the line-up of talents.

11 September 2003

InvestHK chased Mr Thompson for the updated
budget.

11 September 2003

The AmCham representatives convened a second
press conference, with DGIP participating. It was
announced that the first tickets would be put on sale
the next day.
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DGIP resisted disclosure of the talent fees paid by the
Harbour Fest. DGIP aso spoke on the fees for the
Rolling Stones, explaining that AmCham was paying
the Stones aflat fee which was a better deal.

12 September 2003

The first tickets were put on sale through Hong Kong
Ticketing.

21 September 2003

Mr Niermann suggested giving the corporate ticket
sales assignment to Mr Ray Garman who could
mobilize his team to sell the tickets at 2.5%
commission

22 September 2003

Covatta Communications took over as the corporate
ticket sales agent. Mr Ray Garman advised the
AmCham representatives that all ticket requests must
be submitted by email to a specified email address.

25 September 2003

To assist in the sponsorship solicitation, FS signed an
open letter for the festival, confirming the
Government' s full support for the festival.

29 September 2003

The Harbour Fest legal advisers reverted with further
proposed revisons to the draft sponsorship
agreement.

29 September 2003

Mr Thompson made a written report on the Harbour
Fest to the AmCham BoG.

30 September 2003

The AmCham representatives updated DGIP on the
talent and programme lineup, the latest position on
sponsorship, the short term tenancy at Tamar and the
sponsorship agreement.

1 October 2003

The AmCham representatives took over the Tamar
site for venue set up.

3 October 2003

InvestHK and AmCham entered into the third legally
binding MoU. The third instalment payment of
HK$25million was effected the same day upon
execution of the MoU.

6 October 2003

Bulk purchase discounts for the Harbour Fest were
decided.

8 October 2003

DoJ provided further comments on the revised
sponsorship agreement.

8 October 2003

The AmCham representatives updated DGIP on the
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talent line-up, publicity plan and sponsorship.

8 October 2003

DGIP joined the AmCham representatives
conference call to the Rolling Stones representatives.
The Stones were given a deadline of midnight on 9
October 2003 to confirm and sign the contract so that
tickets could be put on sale and public announcement
made on 10 October 2003,

9 October 2003

DGIP joined another late night conference call to the
Rolling Stones management to remind them on the
deadline.

10 October 2003

DGIP and the AmCham representatives confirmed
the decision to pull the Rolling Stones contract. The
Rolling Stones management was formally informed
vide email.

Formal announcement on the cancellation was made.

10 October 2003

InvestHK and AmCham signed the sponsorship
agreement.

11 October 2003

FS and the other officials attended the LegCo FA
Panel meeting to brief LegCo members on the latest
position of the economic relaunch campaign. It was
the first time that the FA Panel was briefed on the
Harbour Fest event. The Panel expressed grave
concern over the cost- effectiveness of the project and
the project arrangements.

13 October 2003

DGIP was further updated on the budget and
progranme line-up including the withdrawal of the
Korean groups “ Fly to the Sky” and“S’.

14 October 2003

Reuters quoted the Rolling Stones tour manager Mr
Michael Cohl as saying that the group would perform
in Hong Kong. The AmCham representatives and
DGIP made a joint conference call to the Rolling
Stones management to confirm their position.

Upon receiving written confirmation from the Stones
management, the AmCham representatives agreed to
entertain the Stones belated acceptance of the offer
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Date Event
on certain conditions, including their special
assistance to marketing efforts.

15 October 2003 The contract of the Rolling Stones arrived.
Tickets of the Rolling Stones concerts were put on
sale.

15 October 2003 DGIP and Mr Thompson held a joint press
conference to announce the reinstatement of the
Rolling Stones concerts.

15 October 2003 InvestHK issued the final payment of $25 million to

AmCham, being the balance of the maximum
sponsorship amount for the Harbour Fest.

16 October 2003

FS chaired an ad hoc meeting to discuss the ticket
sales position for the opening show of the Harbour
Fest. It was agreed that free tickets would be issued
to the Hospital Authority and some charitable
organisations through the Home Affairs Department.

17 October 2003

Prince opened the festival with Ms Karen Mok as the
opening act.

20 October 2003

At the 12" meeting of ERWG, DGIP briefed the
meeting on follow up actions taken after the LegCo
FA Panel meeting on 11 October.

22 October 2003

The Chief Secretary, in his capacity as acting Chief
Executive, met Mr Thompson, the FS, SCIT and
DGIP on the Harbour Fest.

The Government issued a press statement in support
of the Harbour Fest.

22 October 2003

The Harbour Fest Organising Committee announced
that one of the groups scheduled for the performance
on 24 October 2003, the Atomic Kittens, was unable
to come to HK as one of the band members fell sick.
The show would go ahead as a free show. Tickets
would be distributed the next morning.

25 October 2003

InvestHK issued a response letter to the LegCo FA
Panel providing information on specific activities
under the economic relaunch campaign and
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Date

Event

explaining further queries on the Harbour Fest event.

A copy of the sponsorship agreement signed between
InvestHK and AmCham was provided to the LegCo
FA Pandl.

28 October 2003

InvestHK issued a press statement confirming that
there was neither any plan nor commitment at that
stage for the Government to sponsor any similar
event beyond 2003. It also clarified the ownership
and custodianship of the intellectual property rights
clause in the sponsorship agreement with AmCham.

InvestHK issued another press statement confirming
that the final payment of $25 million had been made.

29 October 2003

InvestHK issued another press statement to explain
the scope of the intellectual property rights under
clause 8 of the sponsorship agreement.

29 October 2003

The Audit Commission informed InvestHK of its
intention to conduct a value for money audit on the
Government’ s sponsorship of the Harbour Fest.

30 October 2003

The Chinese press carried ditorials discussing the
perceived conflict of interest concerns arising from
the revelation of the ownership of Red Canvas
Limited by Mr and Mrs James Thompson.

31 October 2003

Mr Thompson attended the 13" meeting of ERWG to
explain problems that had arisen with the Harbour
Fest.

1 November 2003

The AmCham representatives updated DGIP on the
progress with the production of the television special,
and clarified matters relating to talent fees, ticket sale
to tourists, withdrawal of local talents, advertising
efforts, distribution of free tickets etc.

5 November 2003

The FS replied to four LegCo oral questions on the
Harbour Fest. The FS announced the setting up of an
independent panel of inquiry to investigate into the
Harbour Fest event.

7 November 2003

Audit Commission commenced the value-for-money
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Date Event
study.

9 November 2003 The Harbour Fest closed after the second show of the
Rolling Stones.

15 November 2003 | Mr Thompson attended the LegCo FA Panel meeting
with FS and other officials. The provisional financial
out-turn of the event was presented to the meeting.

24 November 2003 | InvestHK replied to the 16 questions posed by Hon
Fred Li a the LegCo Panel meeting on 15 November
2003.

4 December 2003 Hon Fred Li asked further questions on taxation to

which InvestHK gave an interim reply on 12
December 2003.

12 December 2003

The Chief Executive announced the appointment of
the two- member independent inquiry panel to inquire
into the Harbour Fest.

12 December 2003

Hon Fred Li raised another 11 follow up questions on
the Harbour Fest relating to various issues such as
benefits to HK and talent fees.

15 January 2004 InvestHK issued a response letter to Hon Fred Li' s
guestions.

22 January 2004 The one-hour video on the Harbour Fest was
broadcast on MTV 2 in the US.

25 January 2004 The video was re-run on MTV?2 in the US.

8 February 2004 The video was rerun on MTV in the US.

10 February 2004 The independent panel obtained an extension until 30
April 2004 to submit its report.

27 February 2004 Red Canvas Limited submitted its audited accounts to
the Government. According to the audited accounts,
the total expenditure of the Harbour Fest was
HK$155.8 million and total revenue, HK$55.2
million. There would be a deficit of HK$0.6 million
after the Government sponsorship of HK100 million.

21 April 2004 The Director of Audit tabled its value-for-money
report on the Harbour Fest at the Legislative Council.

26 April 2004 The independent panel obtained a further extension
until 15 May 2004 to submit its report.

1 May 2004 The one-hour video on the Harbour Fest was
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Date Event

broadcast in Hong Kong.

3 May 2004 The Public Accounts Committee held their first
public hearing on the Director of Audit's report on the
Harbour Fest.

5and 6 May 2004 | The video was broadcast on the regional Star TV.

7 May 2004 The Public Accounts Committee held the second

session of their public hearing on the Harbour Fest.
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Annex 4
Acknowledgement list of contributors

l. M eetings

The Independent Panel of Inquiry on the Harbour Fest expresses its
sincere thanks to the following 28 individuals who met with the Panel on the
Harbour Fest during the inquiry —

Economic Relaunch Strategy Group (ERSG) &
Economic Relaunch Working Group (ERWG)

The Honourable Henry Tang Yingyen, GBS, JP
Financial Secretary

The Honourable Stephen Ip Shu-kwan, GBS, JP
Secretary for Economic Development and Labour

Mr Anthony Leung Kamchung, GBS, JP
Former-Financial Secretary

Mr M JT Rowse, JP
Director-General of Investment Promotion, Invest Hong Kong

Representatives of the American Chamber of Commerce

Mr James E Thompson,GBS
Former Chairman
AmCham

Ms Lucille Baradle
Chairman
AmCham

Mr Frank Martin
President
AmCham
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Representatives of the American Chamber of Commerce (AmCham)

Mr Mike Denzel
Chairman
Sports and Entertainment Committee, AmCham

Mr Jon Niermann
Vice Chairman
Sports and Entertainment Committee, AmCham

Contractors/ Sub-contractorsfor the Harbour Fest

Mr Ray F. Garman |11
Director
East Art International Limited

Mr Joseph Poon

Chief Executive Officer

Vertex Communications and Technology Group and
Director

East Art International Limited

Emperor Entertainment Group (2 representatives)

Mr Cliff Wallace, CFE
Chairman
Hong Kong Ticketing

Ms Alex Ng
Promotion Director / Logistics

International Fixer Asia Limited

Ms Dora Chang
Limelite Company
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Contractors/ Sub-contractors for the Harbour Fest
Ms Colleen Ironside
Director

LIVE tour promotion and event co-ordination

Note : One contractor representative declined to be acknowl edged

Legislative Councillors

The Honourable James Tien Pei-chun, GBS, JP

The Honourable Fred Li Wah ming, JP

I nvestHK

Ms Ophelia Tsang Oi-lin
Associate Director-General of Investment Promotion 3

Mr David Y W Chiu

Head, Corporate Services

I ndustry Expert

Mr Roks Lam
President, Wolfman Jack Entertainment (Hong Kong) Ltd

Note : Oneindustry expert declined to be acknowledged

Related I ndustry Experts
® Hong Kong Rubgy Football Union
Mr Allan Payne

Executive Director
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Related | ndustry Experts

Mrs Beth Coalter
Sevens Manager (Directorate Executive Secretary)

® Octagon Greater China Limited

Ms Marlene Lee

Managing Director, Hong Kong and China
Others
Mr Alan Smith
khkkkkhkhkhkhkhkhkkhkhkhkhkhhhhkhkhkhkhkhhkkhkhkhkhhhhkhkhkhkhkhhhkhkhkhkhkhhhkhkk,khkkkkk,kk,k,kkkk*x%%
1. Submissions/ Expert Opinions Received

The Independent Panel on the Harbour Fest express its sincere thanks to
the following individuals and organisations who submitted their views or
provided information to the Panel during the inquiry —

ERSG & ERWG

The Honourable Henry Tang Yingyen, GBS, JP
Financial Secretary

Mr Chan Wing-kee
Member, Economic Relaunch Strategy Group

Mr Norman Lyle
Member, Economic Relaunch Strategy Group

Mr Anthony Nightingale
Member, Economic Relaunch Strategy Group

Dr Rosanna Wong, JP
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Member, Economic Relaunch Strategy Group

ERSG & ERWG

Mr George Yuen
Member, Economic Relaunch Strategy Group

The Honourable Stephen Ip Shu-kwan, GBS, JP
Secretary for Economic Development and Labour

The Honourable Frederick Ma Si-hang
Secretary for Financial Services and the Treasury

Dr the Honourable Patrick Ho Chi-ping, JP
Secretary for Home Affairs

Mr W K Lam, GBS, JP
Director of the Chief Executive's Office

Mr M JT Rowse, JP
Director-General of Investment Promotion, Invest Hong Kong

Representatives of AmCham

Mr James E Thompson, GBS
Former Chairman
AmCham

Ms Lucille Berdle
Chairman
AmCham

Mr Frank Martin

President
AmCham
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Legislative Councillors

Ir Dr the Honourable Raymond Ho Chung-tai, JP

Dr the Honourable David Li Kwok-po, GBS, JP

The Honourable Fred Li Wah ming, JP

Government Bureaux / Departments

Miss Denise Yue, GBS, JP

Permanent Secretary for Commerce, Industry and Technology (Commerce and
Industry)

Commerce, Industry and Technology Bureau

Miss Anissa Wong, JP
Director of Leisure & Cultural Services
Leisure and Cultural Services Department

Ms Eva Cheng, JP
Commissioner for Tourism
Tourism Commission

Mr Lawrence C H Wong
Senior Assistant Law Officer (Civil Law)
Department of Justice

Mr Bassanio So
Director
Hong Kong Economic & Trade Office, Toronto

Mr Stephen Kwok
Assistant Director-General (Air Services)
Civil Aviation Department

Mr Donald Choy
Chief Leisure Manager (Hong Kong East)

A22



Leisure and Cultural Services Department
Government Bureaux / Departments

Ms Ophelia Lau

Senior Manager (Marketing)

Stadia Office

Leisure and Cultural Services Department

Contractors/ Subcontractors for the Harbour Fest

Ms Mary Covatta
Managing Director
Covatta Communications Limited

Mr Christopher Dalston
Creative Artists Agency

Mr Ray F. Garman I11
Director
East Art International Limited

Mr Joseph Poon

Chief Executive Officer

Vertex Communications and Technology Group and
Director

East Art International Limited

Emperor Entertainment Group
Mr Toppy Lee

General Manager

Gold Label Management Ltd
Ms Conita Kwok

Operations Manager
HK Ticketing
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Contractors/ Subcontractors for the Harbour Fest

Ms Alex Ng
Promotion Director / Logistics
International Fixer Asia Limited

Mr Breck McCormack
President, Asia & Pacific
International Management Group

Mr Victor Chu
Senior Marketing Manager, Asia
International Management Group

Ms Ruby Lee
Group Branch Director
Leo Burnett Limited

Ms Colleen Ironside
Director
LIVE tour promotion and event co-ordination

Mr Nigel Peters
Director
Midas Promotions (Hong Kong) Ltd

Ms Catherine Cheung
Director

Pro Marketing Services Company

Mr Barry Slattery
Slattery Jermyn Insurance Brokers

Mr Tod Smith
Wolfman Jack Productions (US)

Note : One contractor declined to be acknowledged
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Others

Mr. Dennis Chau

Ms Stephanie Cheung

Mr Patrick L Crowley
Managing Director, Accident & Health, Sport & Leisure
HSBC Insurance Brokers Limited (London)

Mr Hans Ebert
Executive Director
EMI Music Southeast Asia

Mr Ricky Fung
International Federation of the Phonographic Industry Limited

Mr Douglas Gaultier
Executive Director
Hong Kong Arts Festival Society Limited

Hon Jerry S. Grafstein, Q.C
Senator
Toronto, Canada

Ms Teresa Hong
Hong Kong Tourism Board

Ms Beryl Lai

Accountant

Crown Worldwide Group Hong Kong

Mr Roks Lam

President

Wolfman Jack Entertainment (Hong Kong) Limited

Mr Lawrence Lee
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Managing Director
AON HK Ltd
Others

Mr Pato Leung
Wiser Club Limited

Mr Ken Madrid
Chief Executive Officer, Asia Pacific
Crown Worldwide Group Hong Kong

Ms Kitty Ng

Chief Operating Officer
BMG HK Ltd

Mr Donovan North

Mr Raymond Sit

Managing Director

HSBC Insurance Brokers (Asia Pacific) Ltd

Mr Alan Smith

Mr Scot Weeres
Director, Tourism Revitalisation Office

Ontario Provincial Government

Mr Ridgely Wei

Acting Head of Public Performance Licensing
Composers and Authors Society of Hong Kong Ltd

Mr Paul Zimmerman
The Experience Group Limited

Note : Oneindustry expert declined to be acknowledged
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Ext: ERWG P ‘
xtract of apggpﬁga‘\'?ozn/&g? : SN 39 {ihvestHK) Annex 5
(to be compisted by InvestHK)

‘ Annex A
Economic Relaunch Programme
Proposal of Spending Items to be Funded by the
Economic Relaunch Working Grou
Subject Bureau/ Department : Invest Hong Kong
Programme: ' : Hong Kong International Autumn Festival
(with brief description of the Organised by the American Chamber of Commerce, the Festival
activities) will feature world-class entertainment and variety shows in Hong

Kong by international renowned entertainers and celebrities. It
will be held at the Tamar Site in Oct/Nov 2003, where a gigantic
stage in the form of a Hollywood Bowl with temporary seating
facilities will be constructed to accommodate an audience up to
10,000 to 12,000 per occasion. A variety of programmes
including concerts by international singers, family festival, NBA
Basketbhall and X Games, comedy shows etc. will be held during ‘
the four weekends to attract local residents, short-haul visitors
from neighbouring ceuntries, as well as tourists from other parts
of the world. A tentative programme Is at Appendix 1.

As a part of the programme, ABC will produce and air TV special .
“Live from Hong Kong” in USA during the peak viewing period
and the TV specials will be distributed to other networks e.g.
BBC for worldwide broadcast.

Proposed Total Budget' - : HKS$S 116,189,200 (see Appendix 2) -
(Please provide itemised breakdown
in separate aftachment) -

Net Amount of Fund to be : HK$ 100,000,000
Sought?
(/f different from the stated budget)

Strategic Objectives to be | Reassurance Phase
Achieved’ : i Boost morale in HK -

[] suild long term confidence both locally & overseas in our
capability to combat SARS )
Maximise intemational awarenass of lifting of WHO & CDC
travel advisory ,

Encourage return to normal economic activities

! Please indicate only the top-up budget f existing funding has already been secured, either partly or whoi'y,
for the planned activities.
2 The net amount of fund to be souaht should be clearlv indicated if it is different from the total too-uo budast

Source: InvestHK




' P':9P°53’ of Spending tems to be Funded by the ERWG

)

7

overy Phase
Get local economy growing again by boosting local

consumption and tourism
Convince international and Mainland communities that
they should come to HK for business & leisure

Continue to boost marale and enhance the confidence of
the local community
Others (please specify) :

ERNENEN

Date, Time & Duration of Programme : 17 Oclober (Friday) to 9 November (Sunday), 2003

Target & Slze of Audience

Justifications

(Please specify why funding
neads to be sought from the
Economic Relaunch Working
Group)

Performance Measurements :

(Please specify how the
effectiveness of the activities
can be measured)

Remarks
(e.g. any other relaunch
agents involved, etc.)

. Estimated total number of visitors; 88,000
(12,000 each Friday and 10,000 in total each
Saturday/Sunday)

: The International Autumn Festival creates an intemational
entertainment showcase to support the revitalization of Hong
Kong and reinforce ‘Hong Kong's image as Asia's World City,
where the world comes to perform. The variety of the
programmes will encourage local community to resume
participation in cultural and entertainment activities and attract
overseas tourists. The endorsement by popular international
celebrities and the broadcast of TV specials will generate huge
media value worldwide.

The estimated total number of visitors/spez_:tators is 88,000 over
12 days. For-global exposure, besides the 100 million US TV
homes to be reached via ABC, the TV specials will be available
for broadcast via other worldwide networks. The visit of the
international celebrities will also aftract extensive media
coverage.

: The funding applied represents the maximum financial commitment

from the Government. This will be partly offset by the revenue
generated from tickets sales and other commercial sponsorship.

Contact Pergon® : Ophelia Tsang™ Rank : AOSGC

Tel No. -1 3107 1004 . FaxNo. : 3107 9006

E-mall Addreas opheliatsang @investhk.gov.hk Date . 7 July 2003
- End -
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Appendix 1

Tentative Calendar of Events
CAPACITY =12,000 — 15,000 )
Approx. 23,000 n? for guests Day Nignt

WEEKEND #1 -FAMILY

Friday, October 17

Bruce Springsteen and the E Street Band

Saturday, October 18

Family Festival — Wiggles, Etc.

“Viva Las Vegas’ with Tom Jones, Annie Lennox

and Elvis sBand

Sunday, October 19

Family Festival Day 2

WEEKEND #2 — TEENS

Friday, October 24

Linkin Park or JLo

Saturday, October 25

Sports Festival — NBA Basketball
and X Games

Coco Lee, Jay Chou, Asian Pop Star

Sunday, October 26

Sports Festival Day 2; Asian Bands

WEEKEND #3
Friday, October 31 Sting or Elton John
Saturday, November 1 Comedy Festival Aaron Kwok, Korean, Japanese Acts
Sunday, November 2 Food Festival — Taste of Hong Kong
WEEKEND #4

Friday, November 7

Kylie or Britney or Faith Hill

Saturday, November 8

Jazz Festival / Taste of Hong Kong

Santana or Enrique

Sunday, November 9

Blues Festival w/James Brown
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Hong Kong

| nternational Autumn Festival

TOTAL IN HK$

Budget SUMMARY

EXPENSES:

VENUE CONSTRUCTION/FACILITIES
VENUE OPERATIONS

TALENT

TELEVISION PRODUCTION
MARKETING AND PROMOTIONS
TOTAL EXPENSES

REVENUES:

TICKETS (based on 12,000 each Friday @$150+10,000 Sat/Sun
@%$100)

MDSE (10% royalty on $15/head)
SPONSOPSHIPS/VIP SECTIONS
TELEVISION RIGHTS (secondary mkts)
CONCESSIONS ROYALTY (5% sales)
TOTAL REVENUES

TOTAL EXPENDITURE
US$ = HK& 7.8

A30

15,341,100
15,828,100
73,320,000
7,800,000
3,900,000

TOTAL INUS$

1,966,800
2,029,300
9,400,000
1,000,000

500,000

Appendix 2

116,189,200

11,200,000

132,000
1,560,000
3,120,000

100,000

14,896,100

1,435,900

16,925
200,000
400,000

12,820

16,112,000

2,065,645

100,077,200

12,830,455



Revised Budget from AmCham dated 6 July 2003
on Hong Kong International Autumn Festival

Annex 6

Budget SUMMARY TOTAL IN HK$ TOTALINUSS
EXPENSES :

VENUE CONSTRUCTION/FACILITIES 15,341,100 1,966,800
VENUE OPERATIONS 15,828,100 2,029,300
TALENT 73,320,000 9,400,000
TELEVISION PRODUCTION 7,800,000 1,000,000
MARKETING AND PROMOTIONS 3,900,000 500,000
TOTAL EXPENSES 116,189,200 14,896,100
REVENUES :

TICKETS (based on 12,000 each Friday @

$150 + 10,000 Sat/Sun @$100) 11,200,000 1,435,900
MDSE (10% royalty on $15/head) 132,000 16,925
SPONSOPSHIPS/VIP SECTIONS 1,560,000 200,000
TELEVISION RIGHTS (secondary markets) 3,120,000 400,000
CONCESSIONS ROYALTY (5% sdles) 100,000 12820
TOTAL FEVENUES 16,112,000 2,065,645
TOTAL EXPENDITURE 100,077,200 12,830,455

US$ = HK$7.8
Source : InvestHK
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Building & Ops Budget

Revised Budget from AmCham dated 6 July 2003
on Hong Kong International Autumn Festival

MOUNTING OPERATIONAL MOUNTING OPERATIONAL
TOTALINHKD  TOTALINHKD | TOTALINHKD | TOTALINUSD | TOTALINUSD | TOTAL IN USD
STAGING & TECHNICAL| HKD | $ 587,619.00 | $  4,180,586.00| $  4,768,205.00| $ 75335.77 | $ 535972.56 | $ 611,308.33
INFRASTRUCTURE
STAGING & TECHNICAL| HkD | $ 153,075.98 | $  1,457,077.73| $  1,610,153.71| $ 1962513 | $ 186,804.84 | $ 206,429.96
INFRASTRUCTURE
- CONVERTED AUD
BACKSTAGE & DRESSING ROOMS HKD | $ 1,317,221.40 | $ 317,25540| $  1,634,476.80| $ 168,874.54 | $ 4067377 | $ 209,548.31
ENTRANCE GATEWAY HKD | $ 31822550 | $ 629,191.60| $ 947,417.10| $ 40,798.14 | $ 80,665.59 | $ 121,463.73
MERCHANDISE AREA HKD | $ 191,600.20 | $ 326,782.00| $ 518,382.20| $ 24,564.13 | $ 4189513 | $ 66,459.26
FESTIVAL AREA HKD | $ 590,976.20 | $ 326,782.00| $ 917,758.20| $ 75766.18 | $ 4189513 | $ 117,661.31
BACKSTAGE F&B HKD | $ 76,496.20 | $ 261,382.00| $ 337,878.20| $ 980721 | $ 3351051 | $ 43,317.72
VIP/ CORPORATE / SPONSOR VILLAGE HKD | $ 1,505508.00 | $ 321,266.60| $  1,826,774.60| $ 193,013.85 | $ 41,188.03 | $ 234,201.87
MEDIA / PRESS & PR AREA HKD | $ 40447720 | $ 291,357.00| $ 695,834.20 | $ 51,856.05 | $ 37,35346 | $ 89,209.51
AUDIENCE SEATING & FACILITIES HKD | $ 537893200| $  2489,86520| $  7,868,797.20| $ 689,606.67 | $ 319,21349 | $  1,008,820.15
MANAGEMENT OFFICES & FIT OUT, SITE | HKD | $ 798,305.10 | $ 7682320 | $ 875,128.30| $ 102,346.81 | $ 9,849.13 | $ 112,195.94
FACILITIES, OPERATIONS AND LOGISTICS
UTILITIES & SERVICES HKD 1,904,339.00 | $  2,861,686.00 4,766,025.00 244,146.03 366,882.82 611,028.85
STAFFING & MANAGEMENT HKD 490,500.00 | $ 991,900.00 1,482,400.00 62,884.62 127,166.67 190,051.28
STAFFING & MANAGEMENT HKD 1,623747.77 | $  1,296,119.48 2,919,867.25 208,172.79 166,169.16 374,341.95
- COVERTED AUD
TOTALS $ 1534102356 | $ 1582807421 $ 31.169.097.76| $  1,966,797.89 | $  2,029,24028 | $  3.996.038.17

NB : EXCHANGE RATESARE ASOF 2ND JULY 2003

HK-USD = 7.8 AUD - USD = 1.4885
AUD COVERTED TO US, THEN HKD
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Revised Budget from AmCham dated 6 July 2003
on Hong Kong International Autumn Festival

Talent Budget COMPONENT
TOTAL IN USD
Talent costs all delivered:
(fees plus all expenses)
Bruce Springsteen and Band 1,800,000
Family Festival 450,000
Vivalas Vegas 850,000
Linkin Park or JLo 750,000
NBA Experience 500,000
X Games 200,000
Asian Pop Stars/Coco Lee 1,000,000
Sting 1,000,000
Jazz and Comedy Fest 500,000
Blues Fest with James Brown 400,000
Kylie or Britney or Faith 1,000,000
Santana or Enrique 800,000
Taste of Hong Kong 150,000
TOTALS $ 9,400,000
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Annex 7

Benchmarking of Fees for Western Artists

Comparison with
going rate for
performance in

Country_ the US per aUS

Name of Origin  |Artist Fees' industry website? | Whether On tour

Prince us US$1,300,000  [US$800,000 Yes, having some
(inclusive of above the shows lined up in
airfare) maximum fee Australia  before

guoted signing the Harbour
Fest (from the US
to HK and to
Australia after
Harbour Fest)

Craig David |UK US$275,000 No benchmarking| Yes, having some
(inclusive of possible since shows lined up in
airfare) going rate range | Asia after signing

for artist not the Harbour Fest

available (tour ended on
29.11.03 in
Copenhagan)

Jose Carreras |Spain US$230,000 US$80,000 above| Yes (to Japan after
(exclusive of the going feg Harbour Fest)
profit tax and quoted for
airfare) recitals

Charlotte UK US$110,000 US$35,000 above| Not on tour

Church (exclusive of the maximum fee
profit tax and quoted
airfare)

Source: Red Canvas Limited and industry

According to trade practice, an artist will pay his agent a certain percentage as commission out of the

artist fees he received. In the cases of Neil Young, Prince, Rolling Stones, Santana and tATu who
were brought in by East Art International Limited, East Art advised that it did not get any
commission from the artists. In the cases of Jose Carreras and Charlotte Church, contrary to trade
practice, the commission to the agent amounting to about 6% of the artist fee was paid by the
Harbour Fest instead of the artists themselves. The artist fees paid by the Harbour Fest include TV
rights for 2 songsto beincluded in a TV specia on the highlights of the festival to be broadcast in
the US, Europe and Asiafor alimited duration.

Reference is made to the maximum of fee range for each artist, where available, from a popular

industry website in the US which shows fee rangesof artists for performance in the US, before travel,
freight etc. The fee range listed on the website is not shown because of proprietary and contractual

reasons.
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Comparison with
going rate for
performance in

Country _ the US per aUS
Name of Origin  |Artist Fees' industry website? | Whether On tour
tA.T.u Russia UK$125,000 No benchmarking| On promotion
(exclusiveof tax |possible since visits: from Europe
and airfare) going rate range | to HK and to Japan
for artist not after Harbour Fest.
available
Westlife Ireland US$500,000 US$300,000 On promotion
(exclusive of above thel vidits: to Harbour
airfare) maximum fee Fest after  the
guoted promotion visits in
Japan, and to the
UK after Harbour
Fest
Air Supply  |Austrdia  |US$125,000 US$85,000 abovel Not on tour in the
(exclusive of the maximum fee| region (to the US
airfare) quoted after Harbour Fest)
Gipsy Kings |France US$275,000 US$150,000 Not on tour in the
(exclusive of above the region
airfare) maximum fee
quoted
Santana Mexico US$850,000 US$100,000 Yes (to Thailand
(exclusive of above the and Japan after
airfare) maximum feel Harbour Fest)

quoted
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Name

Country _
of Origin

Artist Fees®

Comparison with
going rate for
performance in
the US per aUS
industry website?

Whether On tour

Neil Young

Canada

US$800,000
(exclusive of
airfare)

US$700,000
above
maximum fee
quoted for
performances on
routed dates, and
US$50,000 above
the maximum fee
guoted for
performance  at
private or
corporate
functions

NB: According to
the website, the
artist does not
like to perform at
private or
corporate
functions.

the

Yes (from the US to
HK, and to Japan
after Harbour Fest)

Michelle
Branch

uS

US$130,000
(exclusive of
profit tax and
airfare)

Within range,
US$45,000 below
the maximum fee
quoted

Yes (in between her
Japan tour; charter
flight required to
transport artist to
Fukuoka, Japan,
after Harbour Fest)

Rolling
Stones

UK

Under
confidentiality
claim?®

(the fees paid by
the Harbour Fest
are for two shows
and exclusive of
arfare)

Within range,
US$500,000
below the
maximum fee
guoted on a per
show basis

Not on tour in the
region (the Licks
Tour ended on
2.10.03 at Zurich)

3 The contracts of the Rolling Stones contain confidentiality clauses.
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Annex 8

Pressrelease dated 3 September 2003

Hong Kong Harbour Fest :
A spectacular Festival-of-Festivals showcasing wor ld-class

The American Chamber of Commerce (AmCham) together with the
Hong Kong Specia Administrative Region Government (HKSARG) proudly
announce today the launch of the spectacular Hong Kong Harbour Fest, the
festival-of-festivals in entertainment.

The extravaganza will be held at Admiraty’ s Tamar site over four
weekends from 17 October to 9 November 2003, where a huge outdoor concert
stage will be erected. Over 200,000 tickets will be available for the entire event,
with reserved seatings for up to 13,000 people per show.

Hong Kong Harbour Fest will be the first festival of its kind to take
place in Asia, and features a dazzling series of superb live shows catering to all
tastes and ages, encompassing rock n' roll, family entertainment, blues and jazz,
classical, theatrical performances and a Vegas Night. An unprecedented mix of
international and Asian artists will headline the program, including legendary
rockers The Rolling Stones, godfathers of renowned Latinrock fusion Santana,
sensational pop act Westlife, R&B innovator Craig David, and superstars F4,
Jay Chou from Taiwan and Andy Hui from Hong Kong.

A key component of international exposure for the Hong Kong Harbour
Fest will be a television special to be broadcast in the United States, Europe,
Asia and other locations globally. The programme is expected to draw 100
million television viewers in the United States alone, where audiences will see
celebrated artists enjoying the fabulous sights and sounds that Hong Kong has
on offer. Also included will be the stars' performances staged at Tamar, against
the dramatic backdrop of the Hong Kong skyline.

“We want the world to know that the business community and the
people of Hong Kong are working hand in hand to rebuild the exciting spirit of
our city. Nothing does this better than an international music festival such as
the Hong Kong Harbour Fest. I'm very proud of the large number of
AmCham companies that have agreed to contribute their creative talents to this
endeavour. We feel the benefits to Hong Kong will be tremendous.” said James
Thompson, Chairman, AmCham.
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The Director-General of Investment Promotions at Invest Hong Kong,
Mr Mike Rowse, said the spectacular event will serve not only as a great
attraction to both the local community and tourists, but also help boost Hong
Kong' simage as Asia s world city around the world.

“Through the broadcast of this world-class entertainment nationwide in
the US and other countries, we want to show to the world that Hong Kong
would continue to be a world-class city for both investors and tourists,”
Mr Rowse said.

Michael Denzel, Chairman, Sports and Entertainment Committee,
AmCham, said of the fstival, “The event is designed to showcase the most
spectacular aspect of Hong Kong to the world, its harbour and skyline. Thus,
the scenic location of Tamar along the harbour in the city centre was an
absolute must.”

Jon Niermann, Vice-Chairman of the Committee adds, “We want to
highlight that Hong Kong is situated at a cultural nexus where the best of
everything in the world can be found here. We anticipate Hong Kong Harbour
Fest to become an annual extravaganza on Hong Kong' s cultural calendar.”

A full list of the artists, schedule and ticket information will be released
in the coming week. For regular updates on Hong Kong Harbour Fest, please
visit www.hkharbourfest.com.

About AmCham

The American Chamber of Commerce in Hong Kong (AmCham) is a
non-partisan, non-profit business organization, established in 1969. AmCham's
mission is to foster commerce among the United States of America, Hong
Kong and Mainland China; and to enhance Hong Kong' s stature as an
international business center. The Chamber espouses the core values; private
enterprise, free trade, rule of law, ethical and responsible business practices,
transparency and the free flow of information.
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Sports & Entertainment Committee aims to raise the profile of the
gports and entertainment industries and other related business in Hong Kong. It
provides networking opportunities, socia activities, a forum for discussions on
relevant business issues, and a platform for companies to provide input into the
government’ s policies affecting these industries.

Source : Harbour Fest website (www.hkharbourfest.com)
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Harbour Fest 2003 Attendance— Detailed Breakdown

Annex 9

Jose Gipsy
Carreras Air Supply, [ Kings, Neil
and Westlife, [Eason Chan|Danny Diaz Y oung and
Prince and| Family Fest Charlotte |t.A.T.u and| Energy and [ and Ronald | and Hyo-Ri| Asian-All- |Santana and Gary Michelle | Rolling Grand
Karen Mok ()] CraigDavid| Church Twins |eVonneHsu| Cheng Lee Star Night | Andy Hui [Valenciano (2)] Branch | Stones(2) Total

Capacity 11,751 26,302 13,151 13,151 13,151 13,151 13,151 13,151 13,151 13,151 26,302 13,151 24,682 207,396

Attendees 10,471 16,009 6,940 5,778 12,494 6,431 8,297 4,622 4,736 12,152 6,294 7,836 23,812 125,872

% of Capacity 89% 61% 53% 44% 95% 49% 63% 35% 36% 92% 24% 60% 96% 61%

Sold HKT 4,720 12,235 3,785 4,348 - 5,881 6,563 2,709 608 11,019 2,128 4,266 20,985 79,247

Sold Corporate 404 397 433 463 - 77 951 1,410 1,386 438 1,964 370 1,015 9,308

subtotal 5124 12,632 4,218 4,811 - 5,958 7,514 4,119 1,994 11,457 4,092 4,636 22,000 88,555

% of Capacity 44% 48% 32% 37% 45% 57% 31% 15% 87% 16% 35% 89% 43%

Free Show - B - - 12,494 - - - - - - - - 12,494

6%

Sponsors 160 260 160 160 - 160 160 160 160 160 320 160 320 2,340

Media 18 16 18 18 - 98 128 98 98 58 228 98 68 944

Home Affairs Department - 2,763 - - - - - - - - - - - 2,763
and Community Chest®

Hospital Authority 1,500 - - - - - - - - - - - - 1,500

Band/Promoter 390 290 501 62 - 100 35 134 450 68 577 161 100 2,958

Promotion 22 48 22 18 - 28 28 28 28 28 a4 26 34 354

Hotels - - 4 45 - 24 62 30 102 22 12 76 8 385

Schools 352 - - - - - - - - - - - - 352

Production - - - - - 10 12 12 54 19 - 13 431 551

Complimentary/ Other @ 2,905 - 1,927 664 - 53 358 41 1,850 340 1,021 2,666 851 12,676

subtotal 5,347 3,377 2,722 967 - 473 783 503 2,742 695 2,202 3,200 1,812 24,823

% of Capacity 46% 13% 21% % 4% 6% 4% 21% 5% 8% 25% 7% 12%

Total 10,471 16,009 6,940 5,778 12,494 6,431 8,297 4,622 4,736 12,152 6,294 7,836 23,812 125,872

Source : Red Canvas Limited

Notes

1. A total of 6,600 tickets were delivered to the Home Affairs Department and the Community Chest for distribution to orphanages and under privileged children. As there were fewer attendees at these two
shows than ticketsissued, the organisers believed that these organi zations were not able to adequately distribute these tickets due to time constraints. Thetotal number of freeticketsissued istherefore adjusted
by adeduction of 3,837.

2. Thereweretwo shows each for: Family Fest, Gary Valenciano and the Rolling Stones. All figuresarefor two shows.

3. Red Canvas has provided no breakdown by recipient for this category. According to Red Canvas, thisworld have included supporters of the Harbour Fest such asrestaurants and shopsthat distributed Harbour
Fest flyersor hung up posters.
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Attendance Rate For Each Concert

Annex 10

Capacity Attendees Attendance Paid Attendees Free Attendees
€) (b) Rate
(© =(b)/(a) As aPercentage Asa Percentage
of Attendees of Attendees
Number (d)/ (b) Number (e)/ (b)
(d) (e)
Prince and 11,751 10,471 8% 5,124 1% 5,347 51%
Karen Mok
Family Fest @ 26,302 16,009 61% 12,632 7% 3,377 21%
Craig David 13,151 6,940 53% 4,218 61% 2,722 3%
Jose Carreras 13,151 5,778 44% 4,811 83% 967 17%
and Charlotte
Church
t.A.T.u. and 13,151 12,494 95% 0 0% 12,494 100%
Twins
Westlife, Energy 13,151 6,431 4% 5,958 93% 473 ™%
and eVonne Hsu
Air Supply, 13,151 8,297 63% 7,514 91% 783 Db
Eason Chan and
Ronald Cheng
Gipsy Kings, 13,151 4,622 35% 4,119 8% 503 11%
Danny Diaz
and Hyo-Ri Lee
Asian-All-Star 13,151 4,736 36% 1,994 42% 2,742 58%
Night
Santana and 13,151 12,152 92% 11,457 9% 695 6%
Andy Hui
Gary 26,302 6,294 24% 4,092 65% 2,202 35%
Valenciano @
Neil Young and 13,151 7,836 60% 4,636 5% 3,200 41%
Michelle
Branch
(Fzz)olling Stones 24,682 23,812 9%6% 22,000 92% 1,812 8%
Total 207,396 125,872 61% 88,555 70% 37,317 30%
Total @ 194,245 113,378 58% 88,555 78% 24,823 22%

Source : Red Canvas Limited

Notes

1. A total of 6,600 tickets were delivered to the Home Affairs Department and Community Chest for distribution to
orphanages and under privileged children. As there were fewer attendees at these two shows than tickets issued, the
organizers believed that these organizations were not able to adequately distribute these tickets due to time constraint. The
total number of free ticketsissued istherefore adjusted by a deduction of 3,837.

2. Therewere two shows each for: Family Fest, Gary Valenciano and the Rolling Stones. All figures are for two shows.

3. This wasafree show.

4. Attendance excluding the free show.
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Annex 11

L ead time availablefor ticket sales and the number and value of tickets sold

Concert

tATu and Twins @

Asian all-star Night

Rolling Stones
Rolling Stones
Prince and Karen
Mok

Family Fest
Family Fest

Air Supply,
Eason Chan and
Ronald Cheng

Jose Carrerasd/
Charlotte Church

Gipsy Kings,
Danny Diaz and
Hyo-Ri Lee

Craig David

Gary Vaenciano
Gary Vdenciano

Neil Young and
Michelle Branch

Westlife, Energy
and eVonne Hsu

Santana and Andy
Hui

Source:

Notes:

(in 2003)
(@)
24 October
31 October
7 November
9 November
17 October
18 October

(day)
19 October

(day)
26 October

20 October

30 October

18 October
(night)

2 November
2 November

6 November

25 October

1 November

salesstarted
(in 2003)
(b)

8 October
10 October
15 October
15 October

19 September
19 September
19 September

26 September

19 September

26 September

12 September

26 September
26 September

26 September

12 September

12 September

Harbour Fest website and Red Canvas

Date of concert Date when ticket Number of days

availablefor
ticket sales
(b) less(a)

17

22

24

26

29

30

31

31

32

35

37

38

38

42

51

Tickets Sold
Number @ Value ($)
Not Not
applicable  applicable
1,994 536,854
(15.2%)
22,000
} (89.1%) 22,685,438
5,124 3,211,808
(43.6%)
12,632
} (48.0%) 1,257,735
7,514 2,367,684
(57.1%)
4,811 3,005,708
(36.6%)
4,119 1,485,294
(31.3%)
4,218 1,484,152
(32.1%)
4,092
} (15.6%) 643,352
4,636 2,766,494
(35.3%)
5,958 2,201,112
(45.3%)
11,457 7,565,684
(87.1%)

1. Thefigurein bracketsisthe percentage of sold tickets against seating capacity.
2. It was announced on 22 October 2003, two days before the concert was to be held, that Atomic

Kittens could not show up. In the event, a free concert was held.
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Hong Kong Harbour Festival 2003
Income and Expenditure

INCOME

Revenue-Ticket Sales
Revenue-Sponsorship
Revenue-Merchandising/Concessions
Revenue-TV Rights
Revenue-Government Funds
Revenue-Handling Charges
Revenue-interest income

TOTAL INCOME

EXPENDITURE

Artist Fee -Talent

Artist Fee -Third Party

Artist Fee -Riders

Artist Fee-Tax
Operations-Utilities
Operations-Ticketing
Operations-Site PreparatioryManagen
Operations-Production Costs
Operations-Noise Controt
Operations-Equipment Rental
Operations-Licence
Operations-Security
Operations-Chalet
Marketing-Advertising-Production
Marketing-Advertising-Radio
Marketing-Advertising-Prints
Marketing-Hotline
Marketing-Promotional Materials
Marketing-Web
Marketing-Programs
Marketing-Public Relations

TV Production
Insurance-Cancellation/Non-Appearar
Insurance-Pubiic Liability
Rental-Site Rental

Rental-Other Rental

Air Fare

Hotel

Local Transportation

Porter Services
Commission-IMG
Professional-Tax Preparation
Professional-Legal
Professional-immigration
Professional-Audit Fee

Bank Charges

Forex

TOTAL EXPENDITURE
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$49,603,134.55
4,858,147.06
746,924.94
0.00
100,000,000.00
800.00

12,344.71

155,221,351.26

(76.436,724.72)
(2,034,173.76)
(2,115,536.51)
(8,472,627.50)

(451,762.20)
(2,093,073.06)

(25,662,795.37)

(3,412,975.99)

(154,600.00)
(11,237.30)
(880.00)
(396,116.00)
(54,000.00)
(1,977,756.04)
(130,450.08)
(2,870,818.92)
(5,000.00)
(5,500.00)
(28,750.00)
(278,550.00)
(621,514.50)
(7,684,064.11)
(5,792,233.80)
(854,150.00)
(2,140,454.70)
(13,800.00)
(7,353,308.76)
(2,492,777.40)
(441,110.00)

{5,175.00)-

(922,832.06)
(66,450.00)
(439,627.60)
(310,366.00)
(56,000.00)
(60,342.50)
931.25

(155,846,602.63)
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Annex 13

THE FIRST SCHEDULE
INDICATIVE PROPOSAL

AmCham has presented to the Government and has agreed to manage the
organisation, operation and implementation of the 2003 Festival with the
intent of developing the following Indicative Proposal in accordance with the
terms of this Agreement:

(a) Objectives —

b3 Attract visitors from around the region, and around the world, to
Hong Kong while providing residents the best in “feel good”
international entertainment (“The Worid’s Stage”).

X Create an annual entertainment festival to promote tourism, and
brand Hong Kong as a destination for quality, world-class
entertainment and entertainers (“Where the World Comes to
Perform”). '

b Establish a Harbour-side entertainment landmark venue, with
the culture and skyline of Hong Kong as a scenic backdrop, and
its people the international hosts (*World-Class Performing
Arts and World-Class Hospitality, Surrounded by
World-Famous Architecture”).

(b)  Event Mission -

* The Festival celebrates the diversity of the “Asia’s World City”
with world-class entertainment from around -the globe, while
highlighting the amazing cultural crossroads that is Hong Kong.

* The Ultimate objective is to create an entertainment showcase
in support of the Government's effort to revitalise Hong Kong,
providing the biggest bang for the investment via a high-profile
attention-grabbing collection of world famous performing talents.
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(¢) Rationale -

%  Autumn is “wide open” and ideal for a regular entertainment
event in Asia. Hong Kong can be its home.
* Hong Kong can build upon the traditional Asian "Mid-Autumn
Festival” by adding an international entertainment component,
‘and become the World's Stage.
* For the world to understand Hong Kong is open for business
and visitors, Hong Kong needs to show them the best that the
city has to offer and truly create a visible scene of life.
X To rebuild Hong Kong's image, there are strategic needs to »..«
incorporate a signature international showcase.
(d)  Tentative Programme of Events
Ticket Prices (HKS$)
Serial No.| Date [ Time Artists A B C b
Week 1
1 Friday 17 Oct Prince 988 | 758 | 488 | 258
2 Saturday 18 Oct.am/|Family Fest All seats $100
3 Saturday 18 Oct pm |Craig David 588 | 388 | 288 | 158
4 [Sunday 19 Octam |[Family Fest Al seats $100 =
5 |Monday 20 Oct _ |Jose Carreras; Chariofte | 988 | 758 | 488 | 258 -
Church; and HK . :
Phiiharmonic
Week 2 ,
6 Friday 24 Oct Twins; tA.T.u.; Atomic Kitten | 588 | 388 | 288 | 158
7 Saturday 256 Oct  |Westlife; Energy; evonne 588 | 388 | 288-| 158
Hsu
8 Sunday 26 Oct Air Supply; Ronald Cheng; | 388 | 288 | 158 | -
Eason Chan
9 Tuesday 28 Oct Umeja Charity Premiere 495 | 395 | 295 | 195
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Ticket Prices (HK$)

Serial No.| Date / Time Artists A B C D

Week 3

10 Thursday 30 Oct  |Gypsy Kings; Danny Diaz 588 | 388 | 288 | 158

11 Friday 31 Oct Asian All-Star Night 388 288|158 | -
Fly to the Sky; Shine; Boyz;
Candy Lo; Gigi Leung;

Yumiko; “S”
12 Saturday 1 Nov Santana 988 | 758 | 488 | 258
13 |Sunday 2 Novam |Gary Valenciano (1) All seats $158
14 Gary Valenciano (2) All seats $158

Week 4

15 Thursday 6 Nov Neil Young, Michelle Branch | 988 | 758 | 488 | 258

Source : InvestHK
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- Annex'14 -

THE SECOND SCHEDULE
THE INDICATIVE BUDGET

(1)  AmCham has presented to the Government the following Indicative Budget for
the 2003 Festival and has agreed to finalise a Budget on the basis of the
programme of events in the First Schedule with any subsequent changes to
the Budget to be as determined from time to time in accordance with this
Agreement but having regard to the objectives of this Agreement as well as
commercial profit making principles, including but not limited to sales of
admission tickets and the procurement of commercial sponsorship, with the
intent of generating and increasing revenues for the 2003 Festival -

Expenditure# $m
' A4
Artist Fees 85.8
Operations 304
Marketing 6.2
TV Production 6.6
Insurance - 47
Contingency 2.5
136.2
Revenue# $m
/
Ticket Sales (assuming 50%) 525
Sponsorship 3.1
Merchandise 0.3
Concessions 1.6
TV Rights 1.6 {f:*
59.1 L
~
Estimated Shortfall (as at 22.9.03) . $77.1 million

Note#: Neither expenditure nor revenue forecasts include provision of $8 million for
air tickets and hotel rooms, which it is assumed will be sponsored and

therefore balanced out.

Source : InvestHK
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Annex 15

THE FIFTH SCHEDULE
AMCHAM'S COMMITMENTS
(Clause 6)

(1) AmCham hereby represents, warrants and undertakes to the Govemment
that —

(a) AmCham shall use its best endeavours to conduct the Business on
sound and proper commercial profit making principles in accardance
with this Agreement, including but not exclusive of the determination of
appropriate pricing strategy for the admission tickets, the procurement
of commercial sponsorship, with the intent of generating and increasing

R revenues for the 2003 Festival having regard to the overall objectives
set out in this Agreement;

(b) AmCham shall use its best endeavours to ensure proper administration
of the sale of admission tickets and to identify opportunities for
securing appropriate commercial sponsorship for the 2003 Festival,

() AmCham agrees to procure the production of a Hong Kong marketing
video, being one special TV programme, capturing the highlights of the
2003 Festival, for airing and distribution to networks for broadcast in
overseas markets with a view to expanding the broadcast coverage of
the programmes;

(d) AmCham shall take all reasonably prudent steps to secure its or the
SPV's Intellectual Property Rights in relation to the Hong Kong Harbour
Fest and related matters;

(¢) AmCham shall use reasonable endeavours such that the secured
performing talents shall take part in side programmes as arranged by
AmCham, and/or other promotional activities as the Government may
reasonably request from time to time during their stay in Hong Kong,
for the purpose of promoting Hong Kong;

(6] AmCham shall cause proper books jof account in relation to the 2003
Festival to be kept with respect to.:
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(@)

(h)

)

(k)

()  all sums of money received and expended and the matters in
respect of which the receipt and expenditure takes place;

(if) all sales and purchases of goods; and

(i)  all assets and liabilities;

AmCham shall procure that there shall be prepared and submitted to
the Government the following information as soon as reasonably
practicable after their preparation by the appointed accountants:

(i) the Business Plan;

(i)  the Budget;

(i) a review of the Budget; and

(iv) audited accounts in relation to the 2003 Festival not later than
28 February 2004 (to include an analysis of revenue and a
statement of the source and applications of funds);

AmCham shall use its best endeavours to procure compliance by the
SPV with all legislation and regulations regarding heaith and safety and
crowd security matters relating to the 2003 Festival Site;

AmCham shall procure that the SPV shall, as part of the Organising
Expenses, at all relevant times in relation to the 2003 Festival take out
and maintain appropriate insurance cover.

Save as otherwise provided in the Fourth Schedule, the SPV shall, at

its own cost provide, manage. and implement all security measures and

services relating to the 2003 Festival as part of the Organising
Expenses;

AmCham shall ensure that all press releases to the media by it

mentioning the Govermment are approved in advance by the
Govemnment who shall likewise allow AmCham an approval right in
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v

(m)

relation to any releases which mention AmCham, the SPV or the 2003
Festival, such approval not to be unreasonably withheld or delayed by
either party; o

AmCham shall consider all reasonable requests from the Govemment
or its agents to run joint promotional activities;

AmCham shall use its best endeavours to uphold the good name,
image and reputation of the Government in relation to the 2003 Festival
and shall not make any statements or engage in conduct which is likely
to damage or bring into disrepute the name and/or image andlor
reputation of the Government. AmCham shall ensure that the
obligation to uphold the Government's image as referred to in this

- paragraph is notified to alt of its employees, contractors and agents.

Source : InvestHK
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Annex 16

Chronology of eventsleading to the signing of the Rolling Stones (RS)

2" half August
2003

AmCham agent and RS management reached broad agreement
on performance by RS (including fee, approximate performance
dates, etc.) through e-mails/telephone conversations.

3 September 2003 | AmCham announced they were finalizing negotiations with RS
management for the band to appear on 7 and 9 November.
September 2003 AmCham agent and RS management finalized detailed contract

documents.

1 October 2003

Completed contract documents were ready for signature by both
Sides.

2 October 2003

AmCham signed contract documents and forwarded them to RS
management. Around the same time, AmCham agent forwarded
to RS management a 50% deposit in accordance with standard
industry practice. Letters of Credit for the balance were also
forwarded subsequently, also standard industry practice in such
Cases.

3-8 October 2003

RS management failed to sign contract documents, declined to
give approval for AmCham to announce firm performance dates
of RS in Hong Kong and to put tickets on sale.

8 October 2003

AmCham met DGIP. Meeting concluded Hong Kong should
now take a tough stand, and if necessary be prepared to take
contract off the table. DGIP, upon invitation, joined AmCham
agent in late night conference call with RS management. Hong
Kong side explained timing constraints at its end. RS
management confirmed Hong Kong deal was settled, but
problems remained with their proposed RS concerts elsewhere
and these must be resolved before Hong Kong performance could
be confirmed. Hong Kong side pressed RS management for firm
answer no later than midnight next day and gave notice that
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failure to meet this timetable would mean the whole deal was off.

9 October 2003

Another late night conference call between AmCham agent,
DGIP and RS management. RS management said they were
working very hard to finalise signatures of contract documents at
their end. AmCham agent and DGIP told RS management that
with effect from midnight (by then only a short time away), the
contract should be considered "off the table" and the Hong Kong
side would confirm this in writing the next day.

10 October 2003

AmCham group met, DGIP aso present, and confirmed decision
to pull contract. AmCham agent formally informed RS
management by email of Hong Kong's position.

13 October 2003

Reuters story quoted RS tour director Michael Cohl as saying RS
performance in Hong Kong would go ahead.

14 October 2003

AmCham group and DGIP met and agreed to entertain RS
position provided written confirmation from RS management
was received that day, that tickets could go on sale on 15
October, and that RS would lend special assistance to marketing
effort to help make up for lost time.

RS management confirmed in writing that RS performance dates in
Hong Kong could be announced, that tickets could be put on sale and
that contract documents would be signed by them during their working
day (Toronto time) and sent immediately.

15 October 2003

Contract documents, signed by RS management, arrived. Tickets
went on sale in Hong Kong.

Source : InvestHK
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