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Compliance and Enforcement

Our goal as a corporate reqgulator is to ensure that Hong Kong's
position as a leading financial centre is properly underpinned by a
culture of requlatory compliance and effective enforcement.

To this end, the Registry issues summonses for summary
prosecution against companies in default of their obligations under
the Companies Ordinance, including the filing of annual returns
and accounts, reporting changes of registered office addresses and
changes in particulars of directors and secretaries.

As part of the Companies Ordinance Rewrite Exercise, the Registry
is also considering the introduction of other measures to encourage
compliance with the reporting obligations. Details of these
proposals will be included in a draft bill which is planned to be
issued for public consultation after mid-2009. The Registry also
promotes corporate compliance by raising levels of awareness
through various educational and administrative measures. During
2007-08, a free Annual Return e-Alert subscription service was
launched through which our customers may receive automatic
email reminders for the filing of annual returns.

The table below provides some key statistics on compliance and
enforcement: —

2007-08 \

2005-06 2006-07

JobooopbiiooyooiooE . 84.6% 83.3% 83.5%
Percentage of companies filing annual returns on time
goodooo . 4207 6,089 6,135
Numbers of summonses issued
jopJdooop 1739 2338 2,154
Total number of convictions
oooo

Qtal fines awarded $10,340,365 $13,497,429 $14,218,990

0oooo Companies Registry



oooooocoooooocooooao
ooooooooooooogoooao
DooOO0oOoDboO425000000000
183%000000000000000
ooboOooooosz20039100000
obooboobobooboboooooon
oboobOoboobOoboboooooon
ooobooboboobooooooon
obooboobobooboboooooon
oooooooooocoooo

oboobooooon

oooooboOooo@moo)ybo
gooogooooooogooooood
gobooobobooobobooooboobooo
ggooooouoouoouoooooog
gooogooooooogooooood
gobooobobooobobooooboobooo
ggooooouoouoouoooooog
gbobooboboooboooboboo
gobooobobooobobooooboobooo
ggooooouoouoouoooooog
goboobooboobboobda
gobooobobooobobooooboobooo
ggooooouoouoouoooooog
gobooooo

oooooobooooooooonDa4n
oobooOooobooooooooooo

th
anniversary

In 2007-08, the Registry received 425 complaints from members
of the public and other government departments regarding alleged
breaches of the Companies Ordinance. This represents a decrease
of 18.3 per cent from the previous year. 520 and 391 complaints
were received in the years 2006-07 and 2005-06 respectively. The
majority of the complaints related to issues concerning company
names, false or misleading information relating to applications
for deregistration of defunct private companies, failure to report
registered office addresses, failure to file annual returns and other
statutory returns and failure to provide accurate information in
specified forms or returns.

Standing Committee on Company Law Reform

The Standing Committee on Company Law Reform (SCCLR) is a non-
statutory committee established in 1984. Appointments to the
SCCLR are made by the Financial Secretary and it is currently chaired
by Mr Benjamin YU, Senior Counsel. Its membership comprises
representatives of relevant government departments, regulators,
academics, accountants, businessmen, company secretaries and
lawyers. The Reqistry provides secretarial support to the SCCLR,
whose principal function is to review the Companies Ordinance on
a regular basis to ensure that Hong Kong's company law meets
with the changing needs of both the requlators and the business
community. During 2007-08, the SCCLR had eight meetings and
considered a wide range of proposals to amend the Companies
Ordinance. In addition to meetings, eight papers on various
company law reform proposals were circulated to SCCLR members
for consideration.

The SCCLR will publish its 24th Annual Report on its work in 2007-08
in the latter half of 2008.
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Legislation
Financial Reporting Council Ordinance

Companies (Revision of Accounts and Reports) Regulation
Sections 62, 63 and 66 of the Financial Reporting Council Ordinance

(Chapter 588), which introduced a new statutory regime for
revision of accounts and reports by adding new sections 141k and
336A to the Companies Ordinance (Chapter 32), commenced on
20 April 2007. The Companies (Revision of Accounts and Reports)
Regulation, which provides for the application of new sections 141E
and 336A, also became effective on 20 April 2007.

Companies (Amendment) Ordinance 2003
Section 67 of the Companies (Amendment) Ordinance 2003, which

expands the scope of the index of directors kept by the Registrar to
include details of reserve directors of private companies, took effect
on 11 July 2008. All other provisions contained in the Companies
(Amendment) Ordinance 2003 had already commenced operation
on 13 February 2004.

Companies (Amendment) Ordinance 2004
Schedule 2 to the Companies (Amendment) Ordinance 2004, which

aims to modernise the registration regime for non-Hong Kong
companies, came into operation on 14 December 2007. The
remaining provisions in the Companies (Amendment) Ordinance
2004 relating to the introduction of new incorporation forms for
local companies took effect on 11 July 2008.

Companies Ordinance

(Amendment of Eighth Schedule) Order 2007
The Companies Ordinance (Amendment of Eighth Schedule) Order

2007, which contains amendments to restructure the filing fees for
non-Hong Kong companies and introduce a new fee for the issue
of certificates of registration in respect of such companies became
effective on 14 December 2007, together with the corresponding
provisions contained in Schedule 2 to the Companies (Amendment)
Ordinance 2004.
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Companies Ordinance

(Amendment of Eighth Schedule) Order 2008
The Companies Ordinance (Amendment of Eighth Schedule) Order

2008, which introduces new search fees for the new incorporation
forms provided under section 14A of Schedule 2 to the Companies
(Amendment) Ordinance 2004, took effect on 11 July 2008 together
with the corresponding provisions in the Companies (Amendment)
Ordinance 2004.

Rewrite of the Companies Ordinance
The Companies Ordinance Rewrite Exercise (the Rewrite) commenced

in mid-2006, and a Companies Bill Team, comprising staff of the
Financial Services and the Treasury Bureau and the Registry, was
established. While legal advisory and law drafting support is
principally provided by counsels of the Department of Justice, an
external legal consultant has been commissioned to advise on the
provisions regarding share capital and debentures, distribution of
profits and assets and charges.

In view of the extensive nature of the Rewrite, the entire exercise
has been divided into two phases. Phase | covers the core company
law provisions which affect the daily operation of over 690,000 live
companies. The Companies Bill will tentatively comprise 22 parts.
Those parts of the Companies Ordinance regarding prospectuses
will be dealt with in a separate review by the Securities and Futures
Commission. Phase Il of the exercise will cover the winding-up and
other insolvency-related provisions in the Companies Ordinance
which are mainly administered by the Official Receiver’s Office.

A three-tier consultative structure has been adopted for the Rewrite.
To oversee the entire process, a Steering Committee, chaired by the
Permanent Secretary for Financial Services and the Treasury (Financial
Services), has been formed within the administration. The Steering
Committee is advised by the Standing Committee on Company Law
Reform (SCCLR) on all major proposals and recommendations arising
from the Rewrite. The SCCLR, in turn, is supported by four dedicated
Advisory Groups, the members of which comprise representatives
from relevant professional bodies and stakeholders. The remit of
the four Advisory Groups is as follows: —
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O Advisory Group 1 — share capital and debentures, distribution of
profits and assets, registration of charges and
company restructuring provisions

O Advisory Group 2 — company formation, registration, re-registration,
striking-off, de-registration, meetings and
administration provisions

O Advisory Group 3 — provisions relating to directors and officers

O Advisory Group 4 — inspection, investigation and offences and
punishment provisions

Since the commencement of Phase | of the Rewrite in mid-2006,
the work of the Companies Bill Team has been progressing steadily.
Consultation with the Advisory Groups, which have considered the
proposals concerning a substantial part of the provisions of the
Companies Ordinance accounting for nearly three-quarters of the
core provisions of the new Companies Bill, is near completion.

Apart from consultation with the SCCLR and the Advisory Groups,
topical public consultations are conducted to gauge public views
and comments on complex issues of the Companies Ordinance. The
recommendations of the SCCLR and the Advisory Groups on relevant
issues are incorporated for public consultation.

The first round of public consultation regarding the accounting and
auditing provisions of the Companies Ordinance was completed in
the second quarter of 2007. The relevant consultation conclusions
were issued in March 2008. They are available on the Registry’s
website for public access.

The second consultation, covering issues in relation to company
names, directors” duties, corporate directorship and registration
of charges, was launched in April 2008 whereas the third round
of public consultation, covering topics relating to share capital,
capital maintenance and a statutory amalgamation procedure, was
launched in late June 2008.
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With the valuable advice of the SCCLR and the Advisory Groups
and taking into account the feedback received during the topical
public consultations, the Companies Bill Team has embarked on
the preparation of a draft bill for further public consultation after
mid-2009. Comments on the draft bill will be considered and
incorporated, where appropriate, in new Companies Bill. It is
expected that the new Companies Bill will be introduced into the
Legislative Council in the third quarter of 2010.

Review of the Accounting and Auditing Provisions
of the Companies Ordinance
The Joint Working Group (JWG) between the Government and the

Hong Kong Institute of Certified Public Accountants was established
in March 2002 to undertake a comprehensive review of the
accounting and auditing provisions of the Companies Ordinance.
After nearly six years” work, the review was substantially
completed. JWG's recommendations on various issues relating
to accounting records and accounts, directors’ report, directors’
remuneration report, auditors’ rights and responsibilities, etc. were
submitted to the SCCLR for consideration and endorsement. On
the basis of the recommendations of the JWG, a consultation paper
was published on 29 March 2007 to consult the public on legislative
proposals to reform the accounting and auditing provisions in the
Companies Ordinance. The consultation period ended on 29 June
2007 and the consultation outcome was released on 26 March
2008. The outcome revealed that the majority of the respondents
supported most of the proposals. Nevertheless, a substantial
number of respondents objected to or had reservations about a few
proposals. Consequently, the Administration withdrew or modified
those proposals, which include a proposed extension of the right to
inspect a company’s accounting records to managers and company
secretaries, and a proposed requirement for directors to declare in
their reports that all relevant audit information has been disclosed
to the auditors. The proposals on the accounting and auditing
provisions are being finalised in the light of the outcome of the
public consultation. The finalised provisions will find their way into
a draft bill for public consultation after mid-2009.
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Development Programme

Over the past years, the Registry has embarked on a continuous
development programme to expand the nature and scope of
services to the public. One of the major initiatives was the phased
implementation of the Integrated Companies Registry Information
System (ICRIS) which replaced the previous computer systems,
transformed our core business activities and facilitated the Registry
to head towards a paperless operation.

Integrated Companies Registry Information System
The implementation of Phase | of ICRIS on 28 February 2005 has

transformed the Reqistry’s core business activities. All paper
documents submitted to the Registry are now converted into
digitised images after receipt. Document images are routed to
the processing sections in accordance with the pre-defined rules
to facilitate data entry, system verification and online scrutiny by
staff. Image records of documents are almost instantly available
for public search after registration. The new operational procedures
under Phase | of ICRIS have led to a significant reduction in the time
taken to process and register documents, more timely updating
and disclosure of company information, enhanced data security
and integrity and improved productivity at reduced operating costs.
Customers can now conduct company searches over the internet
on current data and over 100 million digitised images of company
documents kept in the Registry’s database. Our electronic search
services have received overwhelming support from the business
community and very positive feedback from customers. A helpdesk
service is also available on a 24-hour basis every day. At present,
over 98 per cent of company searches are conducted online.

The Registry has completed some major enhancements to the
system to cater for the new requirements relating to the index of
reserve directors, non-Hong Kong companies and incorporation
forms which were introduced in the Companies (Amendment)
Ordinance 2003 and Companies (Amendment) Ordinance 2004.
In addition, the Registry engaged an external consultant to
undertake a feasibility study to review and define the scope,
features and functionalities of Phase Il of ICRIS. The study was
completed in September 2007. The consultant recommended that
the Registry should proceed with Phase I, which would include
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the implementation of electronic incorporation of companies and
filing of documents. We envisage that Phase Il of ICRIS will be
implemented by stages in 2010-11.

Concomitant with the implementation of Phase I of ICRIS, there has
been a rapid increase in the workload of the Registry (particularly
in company incorporations and public search owing to growth of
the economy). To ensure that the system can effectively support
the Registry’s operations and provide an efficient public service, we
have carried out a major system upgrade in 2008 to increase the
storage and processing capacity of the system.
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