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Andrew, Charles, Ladies and Gentlemen,

     It is my pleasure to be here this morning to talk to such a distinguished audience about "Corporate Governance in the Pan-Chinese Market". 

     Against the background of globalisation and the trend towards greater economic integration, investors, service providers, companies and their directors, regulators, as well as governments are getting more and more concerned about corporate governance standards. For shareholders, better corporate governance means better access to pertinent and quality corporate information, more accountability and greater certainty. For service providers such as investment advisers, stock brokers and fund managers, better corporate governance in the place where they operate means more business as investors would feel more comfortable to invest in such places, thus providing the impetus for creating investment products and liquidity. For companies, higher corporate governance standards will lead to lower cost of capital and stronger resilience to withstand economic downturn. For regulators, good corporate governance makes their work easier. For Government, good corporate governance and the associated flow of capital would provide a healthy stimulus to the economy, creating employment, growth and wealth. 

    Indeed, corporate governance has now captured the attention of everyone. If the number of conferences on Corporate Governance is anything to go by, one can say that the subject has captured the attention of the investing public and market participants here in Hong Kong. A rough count indicates that there will be four corporate governance conferences in Hong Kong in the next four weeks.

     Apart from sharing of experience, conferences on corporate governance provide an excellent opportunity for us to take stock of progress and developments and to chart out the future course of action. I am glad to have this opportunity to share with you what we in Hong Kong have been doing to enhance our corporate governance regime.

     With a well-established legal framework, an independent Judiciary, and an effective and efficient market regulatory regime benchmarked against international standards, our corporate governance standards are among the highest in Asia. There is of course no room for complacency. We are fully aware that unless we continue to upgrade ourselves, we would be left behind.

     Central to this upgrading exercise is a roots and branch review of our existing corporate governance regime by our Standing Committee on Company Law Reform (SCCLR).

     The SCCLR was tasked by the Financial Secretary to undertake this important review in February 2000. Recognising that corporate governance is not only a matter of law but more fundamentally, a matter of attitude of the people concerned, the Standing Committee has decided to draw on the expertise of all relevant parties in its review. Three Sub-Committees were set up to examine the issues concerning directors, shareholders, and corporate reporting. The Standing Committee has also engaged consultants to examine the attitude of institutional investors towards corporate governance standards in Hong Kong; to survey corporate governance standards in other jurisdictions; to conduct an analysis of the correlation between the performance of listed companies with their shareholders profile; and to examine the roles and functions of audit, nomination and remuneration committees. A further study on the flow of corporate information to shareholders would also be commissioned.

     The Standing Committee published in July this year a Consultation Document on the first phase of its Study, containing 18 major proposals covering the duties of directors, measures to enhance shareholders rights and strengthening the corporate reporting process.

     A theme that features prominently in the Standing Committee's recommendations is the empowerment of shareholders. Let me highlight some of the recommendations in this regard-

* The approval of disinterested shareholders should be obtained for transactions above a certain threshold value involving directors or persons connected with directors;

* The requirement of disinterested shareholders' approval for connected party transactions should be extended to transactions between a company and an 'associated company' and not be limited to transactions between the company and subsidiaries;

* The procedures for the nomination and election of directors should be improved so that shareholders have a meaningful right to nominate and elect directors;

* Connected transactions involving controlling shareholders should be subject to voting by disinterested shareholders only;

* The common law derivative action should be replaced by a statutory derivative action which would allow shareholders and directors, past and present, to bring an action on behalf of the company for a wrong done to the company;

* The Securities and Futures Commission should be allowed to bring derivative actions on behalf of a listed company;

* The statutory unfair prejudice remedy should be amended so that the court has clear powers to award damages and interest on damages. The statutory remedy should be extended to shareholders or former shareholders of companies, including overseas companies;

* Shareholders should have a statutory method of securing access to company records.

     The above recommendations would have a positive impact on empowering shareholders. In relation to protecting shareholders' interests, prevention is always better than cure. Making directors more conscious of their duties, promoting timely disclosure of pertinent information, and encouraging shareholders to actively participate in corporate affairs and to exercise their rights, are more effective protection mechanisms than 'after the event' actions like intervention by regulators or taking action in court.

     The consultation period for the Standing Committee's Report has just ended.  44 submissions have been received so far. The Standing Committee will carefully examine the comments before putting its final recommendations to the Government. We hope to implement the Standing Committee's recommendation next year.

     In its next stage of work, the Standing Committee will continue with its Study and consider the various consultancy reports. 

     As mentioned above, the Standing Committee places considerable emphasis on the empowerment of shareholders in the context of raising corporate governance standards. Traditionally, shareholders in Hong Kong respond passively to what they perceive to be unsatisfactory corporate behaviour by voting with their feet, i.e., liquidating their investment. Such 'after the event' response would not be in the interest of shareholders. It would be more productive for them to exercise their rights as shareholders, take a greater interest in the corporate information they receive, attend meetings, and vote on resolutions. 

     By shareholders, I am referring to both institutional investors and retail investors. From the experience in the US and the UK, institutional investors can exert considerable influence on corporate behaviour. I hope institutional investors would do the same in Hong Kong. 

     Given the fact that minority shareholders are usually silent and passive, the Securities and Futures Commission (SFC) has recently taken the initiative of setting up a Shareholders Group to solicit advice and feedback on matters relating to shareholders' rights.  Members of the Group include investor advocates, market commentators, academics, institutional investors, legal and accounting professionals and consumer interest representatives. The SFC will work closely with the Group to seek their advice on issues involving the rights of shareholders. 

     With over half a million companies registered under the Companies Ordinance, it is important for the Government to prioritise and to make sure that the order of priority is right. Our focus is on the listed sector, whilst not losing sight of unlisted public companies and private companies. Whilst waiting for the Standing Committee's recommendations in respect of its overall Review, the Government, together with the SFC and the Stock Exchange have been working together to enhance the corporate governance regime of our listed sector. 

     First and foremost, good progress has been made in respect of the Securities and Futures Bill, which aims to put in place a consolidated and up-to-date regulatory framework.  I believe many of you are familiar with the proposals contained in the Bill, including the single licensing regime; the setting up of a new tribunal to deal with market misconduct; and the proposed new requirements for disclosure of securities interests. I look forward to the early enactment of the Bill which would help to enhance investor protection, reduce market misconduct and facilitate innovation, competition and transparency.  

     The Codes on Takeovers and Mergers and Share Repurchases have also been reviewed. The Securities and Futures Commission issued a consultation paper in April this year proposing, among other things, lowering the trigger threshold for a mandatory offer from 35% to 30%, and the creeper from 5% to 2%. The consultation ended in mid June.  I am glad to say that the proposals on changes to the trigger and creeper levels have already come into effect.

     The governance of listed companies is set out in the Listing Rules of the Stock Exchange which are now being reviewed by the Stock Exchange together with the SFC. Among other objectives, the Review seeks to improve the corporate governance of listed companies through promoting the accountability of company directors to shareholders, enhancing the protection of minority shareholders and strengthening requirements for financial information disclosure and streamlining disciplinary procedures.  Public comments will be sought on whether audit committees should be made compulsory for Main Board issuers, the need for remuneration committees to consider directors' fees, the role of independent non-executive directors, requirement for quarterly financial reports, etc.  Discussions are also taking place on the streamlining of disciplinary procedures in respect of breaches of the Listing Rules and the scope for tightening sanctions. We attach great importance to the Review and look forward to its early completion. 

     Separately, the Steering Committee on the Enhancement of the Financial Infrastructure  (SCEFI) under the able chairmanship of Andrew Sheng has been making steady progress in its work. One issue being considered is scripless trading. At present, when shareholders deposit their shares with the Central Clearing and Settlement System, these shares would be registered in the name of the nominee. The current system is not conducive to corporate communication with beneficial shareholders. Scripless trading would provide investors with conventional electronic registration and allow direct communication between the company and its beneficial shareholders, facilitating the latter's participation in corporate affairs.

     I have talked a lot about rules and regulations this morning. I must emphasise that, in respect of enhancing corporate governance standards in any regime, rules and regulations are only as good as the people applying and complying with them. Good corporate governance is the product of concerted efforts of all those who play a role in the corporate regime including shareholders, directors, accountants, auditors, company secretaries, regulators and the Government. In addition to the efforts highlighted above, our professional bodies have been particularly active in promoting better corporate governance in Hong Kong. For example, the Institute of Directors, the Hong Kong Society of Accountants and the Institute of Company Secretaries have all set up special task forces to promote our corporate governance standards. The Institute of Directors has published a set of 'Guidelines for Directors', promoting professionalism in director practices, while the Hong Kong Society of Accountants has, among other things, worked very hard to bring our accounting standards in line with the International Accounting Standards. The Directors of the Year Award and the Best Corporate Governance Disclosure Awards organised respectively by the Institute of Directors and the Hong Kong Society of Accountants provide due recognition to well-managed and well-governed companies and their directors. We have done a lot in the area of corporate governance, but there is still scope for improvement. We need the continued and concerted efforts of all concerned. 

     Today's Conference provides an excellent opportunity for all of us to share our experience and exchange ideas on how to strengthen corporate governance in the Pan-Chinese market. I am grateful to SFC for organising this event and I wish you all a very successful and rewarding Conference. 

Thank you.
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