FUTURE DEVELOPMENT
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Strategic Change Plan

During the past year, the Registry has made good progress in
achieving the three strategic goals formulated in the Registry’s
SCP —— Developing electronic services and wider use of
information technologies, Enhancing quality of information and
corporate compliance and Achieving and sustaining excellence in
service delivery. An integral part of the SCP is the implementation
of ICRIS. ICRIS will replace all the existing application systems
currently running to support the department’s core business
activities and enable fully electronic service delivery. The project
to convert the Registry’s microfilm records into digitised images
has been completed and approximately 67 million pages of
microfilm records have been converted into electronic images.
The development of Phase | of ICRIS is also near completion.

The implementation of the SCP will lead to a significant reduction
in the time taken to process documents, more timely updating
and disclosure of company information, improved quality of
information, enhanced data security and integrity and higher
productivity at reduced operating costs. The completion of the
ICRIS development project signifies a major achievement in
accomplishing our goal to provide fast, inexpensive, high quality

services to customers.
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The Registrar of Companies officiating at the ceremony to mark the
commencement of the User Acceptance Tests on the ICRIS
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Integrated Companies Registry Information System
ICRIS will replace the two existing application systems and enhance
the Registry’s capabilities in delivering electronic services. The
development project covers all aspects of the department’s core
business activities. With the full commitment of both the Registry
and the contractors, the development of Phase | of ICRIS is now
near completion. Over the past year, our staff have worked very
hard in finalising the application system development and
preparing for the system transition. Great effort has been devoted
to equip them with the skills and knowledge to work under the
new operating environment. The department will organise a series
of publicity activities to promote the new internet search services
and to encourage customers to use the services.

Phase Il of ICRIS, which includes the implementation of electronic
document registration and incorporation, will be developed
immediately after the completion of Phase I. It is estimated that
implementation of Phase Il will be completed in 2006. The full
implementation of ICRIS will bring about a fully computerised
Companies Registry providing world-class services to our
customers.

Legislative Amendments

The majority of the legislative amendments proposed in the SCP
to facilitate electronic services have been included in the
Companies (Amendment) Ordinance 2003, which came into
operation on 13 February 2004. The Companies Ordinance
(Amendment of Eighth Schedule) Order 2004, which aims to
amend the statutory fees to cater for the new electronic search
services introduced under Phase | of ICRIS, was gazetted on 7
May 2004.

N A

A #F M &



15 15 B % 15

ABRE-ZZEZFAAMUMN [BMARKT
BNl BRBIIENREI X HHR
EREFNFE  THBHRRIEARE
MIE, IREE-ZTONF_A+=A4%
M (2003 F A (ERT) &RHI) - HEHH R
STAEBTT IR ARES 2558 o IH - THE
MATE TR —EH 14 RHEARE -
EEREREE (2004 F2 7 (BET) 5H61)
8 (DERB) 3 X BB mREN -

Review of Specified Forms

The Forms Review Working Group, established by the Registry in
September 2000, has completed its task to review and design
specific forms to cater for the new filing requirements resulting
from legislative changes and the needs of customers. 25 new
and 25 revised specified forms were introduced on 13 February
2004 upon the implementation of the Companies (Amendment)
Ordinance 2003. The Forms Review Working Group has also
completed the review of a set of 14 new specified forms required
by the proposed legislative amendments to Part XI of the Companies
Ordinance under the Companies (Amendment) Ordinance 2004.
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Overall Review of the Companies Ordinance
The SCCLR's Report on the Overall Review of the Companies
Ordinance (ORCO) contained 62 recommendations to reform the
Companies Ordinance, which have been divided into four phases
for follow-up action.

Phase |

Phase | comprises 18 items regarding specific amendments to the
Companies Ordinance. The items include: the introduction of
one member and one director companies; removal of directors
by ordinary resolution; indemnifying and insuring directors in
certain statutorily specified circumstances; reducing the threshold
for circulating shareholders’ proposals; giving shareholders a
personal right to sue to enforce the terms of a company’s
memorandum and articles; and removing the need for court
approval for reduction of share capital in certain statutorily
specified circumstances. All these items were included in the
Companies (Amendment) Ordinance 2003, which was
implemented on 13 February 2004.

Phase Il

Phase Il comprises 19 corporate governance and accounting items
requiring either further study or consultation. All of these either
have been or are being considered in the context of either the
SCCLR’s Corporate Governance Review (CGR) or the JWG Review
of the accounting and auditing provisions of the Companies
Ordinance. The items include: board structure; appointment of
directors; statement of directors’ duties; self-dealing; proxies;
shareholders’ access to corporate records; statutory derivative
action; and updating the Tenth Schedule regarding accounts. A
number of the items e.g. shareholders’ access to corporate records
and a statutory derivative action have been included in the Companies
(Amendment) Ordinance 2004 which was enacted in July 2004.
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Phase Il

Phase Ill comprises 8 items which are not related to corporate
governance but require further study. These include: no-par value
shares; reform of Part XI of the Companies Ordinance regarding
oversea companies; review of the offences and punishment
provisions in the Companies Ordinance; review of the investigation
provisions in the Companies Ordinance; and recommendations
regarding scripless securities. The item on no-par value shares is
the subject of a consultancy which will be completed in 2004 and
the items on the reform of Part X| of the Companies Ordinance
have been included in the Companies (Amendment) Ordinance
2004.

Phase IV

Phase IV comprises 17 items largely concerned with the
reorganization and rewriting of the Companies Ordinance; the
categorization of companies; and reform of the capital
maintenance provisions. By their nature, they will necessitate a
complete rewrite of the Companies Ordinance. The items include:
rewriting the Companies Ordinance in plain English; removing
the prospectus provisions from the Companies Ordinance; defining
‘public’ and ‘guarantee’ companies; reforming Table A (the
company’s ‘model constitution’); reforming section 47A (financial
assistance by a company for acquisition of its own shares); and
studying restraints on issuance of shares for consideration in kind.

The Administration has been steadily implementing the
recommendations in the context of a series of major companies
amendment bills. We have, however, now got to a stage when
we have to get to grips with the overall rewriting and restructuring
of the Companies Ordinance for a number of reasons. First, the
implementation of most of the remaining recommendations in
the ORCO with the exception of those related to corporate
governance, e.g. re-classification of companies, reform of the
capital maintenance provisions, re-organization of sections,
simplification of language etc. can be handled only in the context
of a rewrite of the Ordinance. Secondly, a number of other major
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common law jurisdictions such as Australia, Singapore and the
United Kingdom are also engaged in major reviews of their
company law. If Hong Kong does not follow suit, we could find
ourselves in a situation where our company law was not as up to
date as some of our major competitors in the Asia-Pacific region.

The Administration has started planning and making preparations
for taking forward this very major initiative which we hope to
commence in 2005.

Review of Accounting and Auditing Provisions

The JWG was established in March 2002 to undertake a
comprehensive review of the accounting and auditing provisions
of the Companies Ordinance in the context of the ORCO. Up to
31 March 2004, the JWG held 18 meetings.

Corporate Governance Review

The SCCLR completed Phase Il of its comprehensive review of
Corporate Governance and issued its Final Recommendations on
20 January 2004.

The major-Final Recommendations include the following : —

e The adoption of non-statutory guidelines stating 11 principles
of law in relation to directors’ duties in Hong Kong.

e Various measures to enhance control over connected
transactions by directors and dominant shareholders including
giving statutory backing to the relevant Listing Rules.

e (larifying the role and functions of the Chairman and Chief
Executive Officer and improving board procedures.

Various recommendations regarding Audit, Remuneration and
Nomination Committees including making Audit Committees
mandatory for all listed companies.
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e (larifying and strengthening the role of non-executive directors
including requiring all listed companies to have a minimum of
three independent non-executive directors.

e Enhancing directors’ training.

e Requiring the disclosure of directors’ remuneration on an
individual basis.

e Improvements to the holding of company general meetings
including strengthening the law regarding proxies.

e Enhancing the responsibilities and independence of external
auditors.

e Enhancing the Companies Registry’s capability as a corporate
regulator on an incremental basis.

As a first step to implementing the recommendations, the
Companies Registry, in January 2004, published Non-statutory
Guidelines on Directors’ Duties to help directors to better
understand their duty of care, skill and fiduciary duties.

Further action is being taken to make appropriate amendments
to the Companies Ordinance regarding those recommendations
which require statutory amendments in the context of the next
major companies amendment bill.

Virtually all the recommendations which require amendments to
the Code of Best Practice have been accepted by the Stock
Exchange of Hong Kong Ltd. and incorporated into the Exposure
Draft of the Code on Corporate Governance Practices and
Corporate Governance Report which was issued for public
consultation on 30 January 2004. The comment period ended
on 31 March 2004 and the responses are still being analysed.
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