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     Following is the speech by the Secretary for Financial Services and the Treasury, Mr Frederick Ma, at a seminar organised by the Economist Corporate Network and the Keizai Doyukai in Tokyo today (September 28):

Promoting Corporate Governance in Hong Kong

----------------------------------------------------------

Distinguished guests, ladies and gentlemen,

     It is my great honour to have the opportunity to address a distinguished audience of corporate leaders in Japan today.  I would like to share with you what Hong Kong has done in the past few years to upgrade our corporate governance standards and, to exchange views and experiences with you on this important topic.

     The financial services industry is one of the pillars of Hong Kong's economy.  It is our mission to maintain and enhance Hong Kong's position as an international financial centre.  To translate our mission into concrete actions, we are committed to making Hong Kong a favourable choice for issuers to raise capital and for local and international investors to invest.  Good corporate governance is the key to bring about a win-win situation for companies (including the shareholders) at the micro-level and for our overall economy at the macro-level.  A recent comprehensive study conducted by the City University of Hong Kong on corporate governance practices of Hong Kong listed companies indicated a positive correlation between companies' market value and the quality of corporate governance.  It also showed that Hong Kong companies performed well in the areas of "equitable treatment of (minority) shareholders" and "disclosure and transparency".  There is, of course, no room for complacency and we are mindful of the need to keep up our efforts in further enhancing our corporate governance.  

     In 2003, we, together with our market regulators, the Securities and Futures Commission (SFC) and the Hong Kong Exchanges and Clearing Limited (HKEx), reviewed the measures taken by various parties on the corporate governance front.  We then drew up an Action Plan to identify priority areas, assign ownership and devise a timeframe for implementation.  Today, I would like to share with you our experiences in six major areas, including:

* Strengthening the regulatory regime for corporate disclosure;

* Enhancing the regulation of financial intermediaries;

* Improving the regulation of auditors;

* Strengthening requirements and training for directors;

* Enhancing shareholders' remedies; and,

* Promoting investor education.

Regulatory regime for corporate disclosure

----------------------------------------------------

     Transparency is an essential ingredient of good corporate governance, and is part and parcel of market disciplines and regulatory checks and balances.  How could shareholders protect their rights if they have no means to find out how their company operates?  Experience in some other places has shown that the lack of accurate and timely information is the breeding ground for corporate misconduct.  

     In Hong Kong, we attach great importance to corporate disclosure.  In April, 2003, our new Securities and Futures Ordinance was rolled out to move us firmly into a disclosure-based regime.  The new Ordinance renders the filing and disclosure of false or misleading listing documents and materials a criminal offence.  At the same time, our regulator, the SFC, is provided with enhanced powers under the Ordinance to obtain explanations and documents from persons relating to listed companies, such as banks, auditors and transaction counterparts, thus enabling it to investigate corporate misconduct more effectively.

     With a view to further enhancing the regulatory regime, we are currently working on legislative amendments to give statutory backing to important listing requirements such as financial reporting and other periodic corporate disclosure, disclosure of price-sensitive information as well as shareholders' approval for certain connected transactions.  Breaches of these requirements will be regarded as a new type of market misconduct, and thus subject to civil or criminal sanctions.  These legislative amendments, when enacted, will further enhance Hong Kong's position in the corporate disclosure arena. 

Regulation of financial intermediaries

----------------------------------------------

     Financial intermediaries such as IPO sponsors and independent financial advisers play an important role in the corporate governance regime.  They are the quality controllers (QC) who ensure that only quality companies are allowed to enter into our stock exchange.  To ensure that they do their "QC" job properly, our regulators are working on various measures to strengthen the existing regulatory system.  For example, HKEx will introduce a revised statement on conduct to set out the due diligence duty of intermediaries it expects.  SFC is also reviewing its regulatory regime, focusing on eligibility criteria, ongoing supervision and enforcement.  

Improving the regulation of auditors

--------------------------------------------

     In relation to a company, auditors play a watchdog function.  It is the job of an auditor to tell the public whether the financial accounts give a "true and fair" view of a company, to check whether there is any weakness in the company's internal control, and to sound the alarm bell if any irregularities are detected.  Investors, bankers, creditors, regulators, you and I, all rely on the work of auditors.  It would not go too far to say that auditors have come to be regarded as the guardians of corporate governance.  

     In Hong Kong, our policy is to ensure that the oversight of the accounting profession is effective, transparent, meets the needs of Hong Kong and in line with international developments.  In January, 2003, in response to my request, the Hong Kong Institute of Certified Public Accountants (HKICPA), previously called the Hong Kong Society of Accountants, the regulatory body of our accounting profession, put forward proposals to reform the regulatory regime with the opening up of its Council and the Investigation and Disciplinary Panels. These proposals have been effected by legislative amendments.  Among other things, more lay members are being appointed to these bodies to enhance their independence and transparency.    

     Moreover, we have been working together with relevant parties in taking forward two further legislative proposals.  One is to establish an Independent Investigation Board, in order to enhance the oversight of the public interest activities of auditors.  The other is to set up a Financial Reporting Review Panel, which will be tasked to enquire into the compliance of listed companies' financial statements with the relevant accounting standards and requirements.     

Quality of and training for directors

-------------------------------------------

     The board of directors, representing the interest of shareholders, is entrusted with the responsibility to oversee the work of the company.  Thus the quality and training of directors are essential corporate governance ingredients.  On this front, the Hong Kong Institute of Directors has been providing company directors with comprehensive, professional and continuous training.  To further enhance the operation of the board of a listed company, the Listing Rules has increased the minimum number of independent non-executive directors (INEDs) from two to three and at least one of them must have appropriate professional qualifications or accounting or related financial management expertise. 

     In parallel with the efforts of HKEx, the Standing Committee on Company Law Reform, our adviser on company law matters, has completed its Corporate Governance Review and made recommendations on various aspects of directorship, including directors' roles, duties, qualifications, training and remuneration.  The proposals aim to ensure that the directors are capable of discharging their duties, and thereby help to put in place a structure through which the objectives of the company are set and the means to attain those objectives and monitor performance are determined.  We are now working to ensure their early implementation. 

Enhancing shareholders' remedies

-----------------------------------------

     The measures I have covered so far focus mainly on the regulatory side i.e. to ensure due regard is given to the protection of shareholder interests.

     Shareholders, by definition, are owners of their company.  They have legitimate rights to say how the company should be run.  Empowerment of shareholders is indispensable in enhancing corporate governance.  In Hong Kong, we have a well-established common law system, underpinned by an independent Judiciary.  This system provides channels for shareholders to seek the Court's intervention in many types of corporate misconducts.  To improve this well-established system, we have recently enacted legislative amendments to enhance shareholders' remedies.  The main amendments include provisions for statutory derivative action to be taken on behalf of a company by a member of the company.  This would provide an additional channel to protect shareholders' rights.  Besides, the Court would be empowered to award damages to shareholders of a company where their interests have been unfairly prejudiced.  

Promoting Investor Education

------------------------------------

     Promoting investor education is also an initiative upon which our regulators have been working hard.  This is because we need to ensure that shareholders know their rights and how to exercise them.  Very often investors play an even greater role in driving good corporate governance by selecting their choice of investment. The focus is to enhance public understanding about investments, improve their knowledge of the nature and risks of different investment options, as well as their awareness of investors' rights for access to information and protection of their interests under the law. 

Conclusion

-------------

     Ladies and gentlemen, enhancing Hong Kong's corporate governance regime is high on my policy agenda.  We have all along attached importance to reforming our legislation and rules to keep them up to date, so as to bring our corporate governance standards in line with best international practices and nurture a culture of healthy corporate governance.  The achievement of this objective hinges very much on the concerted efforts of all stakeholders, including the regulators, company directors, financial intermediaries, professionals, academia and investors.  Afterall, we cannot legislate ethics. This is also an area in which different jurisdictions, including Japan and Hong Kong, may share experiences and co-operate.  I look forward to more exchanges with friends in Japan on this area.

     Thank you.  Doumo arigatou gozaimasita.
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