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REAZEEERFEEG _ZTBAEER
Independent Commission Against Corruption Complaints Committee
Annual Report 2006

MR TOMMY CHEUNG: Madam President, as a member of the Independent
Commission Against Corruption Complaints Committee (the Committee), |
hereby table the Independent Commission Against Corruption Complaints
Committee Annual Report 2006 on behalf of the Committee.

This is the twelfth report published by the Committee which provides an
account of the work of the Committee for the year 2006. The Committee's
major responsibility is to monitor, and where it considers appropriate to review,
the handling by the Independent Commission Against Corruption (ICAC) of
non-criminal complaints by anyone against the ICAC and its officers. To
enhance public understanding of the complaint handling mechanism, the report
explains in detail the function and mode of operation of the Committee.

In the year 2006, the Committee held three meetings to consider the papers
and investigation reports on the complaints received. The Committee formed
its independent view on the investigation findings. Through examination of the
issues brought up in the complaints, both the ICAC and the Committee have
carefully scrutinized the relevant ICAC's internal procedures, guidelines and
practices to see whether they need to be updated, clarified or formalized, with a
view to making improvements.

The publication of annual report enables the Committee to brief the public
on its work on a regular basis. It can also enhance the accountability and
transparency of the Committee's work. Should Members have any comments
on it, they are welcome to forward their views to the Secretary of the Committee.
The support of this Council and members of the public to the work of the
Committee is very much appreciated.

Thank you, Madam President.

TR EZFZEHEGH REFEHBEZAEG 20062001 FEHE” MAFHS-
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Simplification of Licensing Process for Overseas Hedge Fund Firms

2. DR DAVID LI: Madam President, the Securities and Futures Commission
(SFC) issued a circular on 11 June 2007, detailing, among other measures, a
more streamlined and simplified licensing process for overseas hedge fund firms
wishing to operate in Hong Kong. Given that Hong Kong is the largest hedge
fund centre in Asia and that the presence of an active hedge fund industry
enhances Hong Kong's position as a leading international financial centre, will
the Administration inform this Council of:

(a) the steps it will take to publicize and promote the SFC's aforesaid
initiatives, and

(b)  the other measures it will take to maintain Hong Kong's lead as a
hedge fund centre?

SECRETARY FOR FINANCIAL SERVICES AND THE TREASURY:
Madam President, to maintain Hong Kong's competitiveness as an international
financial centre, and to facilitate the development of Hong Kong's fund
management business, the SFC announced on 11 June 2007 a set of initiatives to
streamline the licensing procedures for overseas fund managers (including
overseas hedge fund managers), which include expediting the licensing process
for firms which are already registered as investment managers or advisors in
specified overseas countries; clarifying the SFC's existing licensing policies, and
simplifying the licensing process for overseas fund firms wishing to operate in
Hong Kong.
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The recent SFC initiative illustrates a pragmatic approach to regulate the
fund management business, especially the fast growing hedge fund industry.
Several facts about the funds industry are noteworthy. For instance, the hedge
fund industry in Asia has been experiencing above-average growth relative to the
global industry. Amongst the Asian markets, Hong Kong is one of the largest
hedge fund management centres in Asia, with the amount of Assets Under
Management (AUM) totalling US$33.5 billion. Furthermore, most of the
hedge funds managed in Hong Kong serve institutional investors, both here and
overseas. To facilitate the development of Hong Kong as a fund management
centre, we should take into account the operating mode and nature of the fund
management industry, and offer an expedited licensing process to attract
qualified fund managers to locate in Hong Kong.

Under the streamlined licensing process announced by the SFC on 11 June,
firms which are already licensed in the United States and the United Kingdom as
investment managers or advisors, with a good compliance track record and
which serve only professional investors can expect to benefit from an expedited
licensing process. Responsible Officers (ROs) of fund managers who fulfil the
necessary criteria can be exempted from the local examination requirement. A
broader range of relevant past industry experience will also be recognized as
satisfying the competence requirements for ROs. Furthermore, overseas fund
managers based in Hong Kong will also be exempted from the licensing
requirement if they merely provide research to the group companies outside
Hong Kong.

To publicize and promote the SFC's new initiatives, the SFC has met with
the trade to explain the new guidelines. According to the SFC, the relevant
intermediaries and advisors have informed the relevant overseas fund managers
of the details of the new initiatives. The SFC's senior executives have also
actively publicized the new initiatives at recent public events. Fund managers
also meet with the SFC from time to time to discuss their business plans in Hong
Kong. The Administration, in conjunction with the local financial services
sector, has also visited a number of places over the past year to promote Hong
Kong's fund management business and our strengths as an international financial
centre, including the policies which we have implemented to facilitate market
development. We will continue our efforts in this regard.

The new initiatives and promotion efforts mentioned above will simplify
and expedite the licensing process for fund managers. 1 would however like to
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stress that, in accordance with the Securities and Futures Ordinance, the SFC
would not approve any licence applications unless it is satisfied that the applicant
is a fit and proper person for licence issuance. The SFC shall protect the
interests of investors through the licensing regime by ensuring that only those
who are fit and proper persons would be licensed.

Notwithstanding Hong Kong is already a leading fund management centre
in the region and the largest hedge fund centre in Asia, we will continue to
implement various initiatives to maintain our lead in asset and fund management
business.  Indeed, the Government and the SFC have been adopting
multi-pronged measures to promote the further development of our fund
management business in Hong Kong. These include:

(1) Facilitation of Market Development

To promote the further development of our fund management
business, we need to provide a business-friendly environment for fund
managers. Apart from streamlining the licensing procedures, the SFC
will continue to review its licensing requirements to ensure that they meet
industry developments and needs.  For instance, the SFC conducted a
review on their retail hedge fund guidelines in 2005.

(2)  Enhance Investor Education

To enhance investor education, Hong Kong has put in place a robust
regulatory regime. As one of the first jurisdictions in the world to allow
the sale of hedge funds to the retail public, the SFC requires publicly
offered hedge funds to meet specific structural and operational safeguards
and disclosure requirements, so as to protect investors and help maintain
market confidence in publicly offered fund products. The SFC has also
been working closely with members of the International Organization of
Securities Commissions on issues relating to the best practice standards for
hedge fund valuation.

(3) Tax Measures

The Government has abolished estate duty and exempted offshore
funds from profits tax since last year. The abolition of estate duty will
help boost Hong Kong's attractiveness to investors such that more people,
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including local and overseas investors, will hold assets in Hong Kong,
thereby promoting the development of our asset management industry.
On the other hand, exempting offshore funds from profits tax will attract
new offshore funds to come here and encourage existing ones to continue
to invest in Hong Kong, which will lead to an increase in market liquidity
as well as employment opportunities in the financial services and related
sectors.

(4)  Human Resources Development

Adequate and high quality human resources are crucial to the
development of our fund management industry, which requires experts in
different fields, including fund managers, economic analysts, lawyers and
accountants. In this connection, the Government has set up an Advisory
Committee on Human Resources Development in the Financial Services
Sector with members drawn from industry organizations, professional
bodies, regulatory bodies, training institutions and the relevant Policy
Bureaux. We will continue to enhance talent training and planning in
order to consolidate our competitiveness as Asia's leading fund
management centre.

(5)  Seizing Opportunities on the Mainland

With the rapid development of the Mainland's economy, the
Government will continue to seize business opportunities on the Mainland
for our fund management industry. In the past two months, the China
Banking Regulatory Commission and the China Securities Regulatory
Commission have respectively announced new measures under the
Qualified Domestic Institutional Investors Scheme, that is, QDII, which
include allowing mainland commercial banks, securities firms and fund
management companies to invest in, among other things, funds authorized
by the SFC and Hong Kong stocks. This has presented immense
opportunities for the further development of Hong Kong's fund
management business. Our financial regulators will continue to maintain
close co-operation and communication with the relevant authorities on the
Mainland, and fully capitalize on Hong Kong's strengths in enhancing our
role as an investment platform and a bridge to facilitate the flow of huge
deposits from the Mainland to the international market.
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With the implementation of the abovementioned measures, coupled with
our fundamental strengths, including the rule of law, free flow of capital and
information, simple and low tax regime, world-class infrastructure and a well
established regulatory system, our fund management business has continued to
flourish in the past years. Looking ahead, the Government and our financial
regulators will continue our efforts in promoting the development of hedge funds
in Hong Kong to maintain our lead as a hedge fund centre and our position as an
international financial centre.
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MR ABRAHAM SHEK: [ thank the Secretary for giving a very educational
reply to a very complex financial issue within such a short time. My question is,
why is there a need for changing the licensing procedure and simplifying it?

Does it mean that the former system is not working? If it is not working,
how can it be successful up till now? And, secondly, what effect does the new
procedure have on investor protection?

SECRETARY FOR FINANCIAL SERVICES AND THE TREASURY: I
think we should recognize that the fund management industry is a very
competitive industry. Hong Kong is well-positioned to be a leading fund
management centre in Asia. In terms of the activities of this fund management
business, as I have explained in the main reply, a lot of these activities are really
global in Asia, they are serving professional investors both in Hong Kong as well
as in overseas jurisdictions.

The nature of the hedge fund industry, which is a ...... These managers
possess different kinds of expertise, compared with traditional fund managers.
So, in terms of these new initiatives issued by the SFC, they are to give
recognition, first of all, to the nature of the fund management business. Let me
give you an example. Sometimes, you may just have hedge fund managers
based in Hong Kong who are merely providing research to their companies
outside Hong Kong. So if you tip ...... I think you should recognize the nature
of such activities.

In terms of the business feedback we get from the industry, Hong Kong
examines our competitiveness in this issue. We realize that based on the
jurisdictional approval already given to many managers, Hong Kong can easily
take a standard which does not lower our regulatory requirement; or we can take
a standard and consider the experience of these managers in managing their own
business, as well as the overseas approval for the licensing; we can take into
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account in terms of ...... deciding whether they are fit and proper persons for our
fund management business.

Now, I would say that none of these processes would lower the
requirements for fit and proper persons, because we are indeed giving
consideration to whether or not these representatives have obtained licensing in
the jurisdictions. We will consider the past experience of these fund managers
in considering whether they are fit and proper.

So, the idea that we will only license those who are fit and proper, and the

idea that we will provide investor education and investor protection will not be
compromised by these measures at all.
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SUPPLEMENTARY APPROPRIATION (2006-2007) BILL
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Resumption of debate on Second Reading which was moved on 13 June 2007
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THE CHINESE UNIVERSITY OF HONG KONG (DECLARATION OF
MORNINGSIDE COLLEGE AND S. H. HO COLLEGE AS
CONSTITUENT COLLEGES) BILL
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Resumption of debate on Second Reading which was moved on 13 June 2007
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STRENGTHENING THE REGULATION OF UNSCRUPULOUS
BUSINESS PRACTICES IN PAY TELEVISION,
TELECOMMUNICATIONS AND INTERNET SERVICES
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Mr SIN Chung-kai rose to claim a division.
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Geographical Constituencies:
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 23 were present, 11 were in favour of the amendment and 12
abstained; while among the Members returned by geographical constituencies
through direct elections, 25 were present, 15 were in favour of the amendment
and nine abstained. Since the question was not agreed by a majority of each of
the two groups of Members present, she therefore declared that the amendment
was negatived.
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Mr Howard YOUNG rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 22 were present, 11 were in favour of the amendment and 11
abstained; while among the Members returned by geographical constituencies
through direct elections, 22 were present, 18 were in favour of the amendment
and three abstained. Since the question was not agreed by a majority of each of
the two groups of Members present, she therefore declared that the amendment
was negatived.
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Mr Frederick FUNG rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 22 were present, 18 were in favour of the amendment, one
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against it and three abstained; while among the Members returned by
geographical constituencies through direct elections, 23 were present, 12 were in
favour of the amendment, five against it and five abstained. Since the question
was agreed by a majority of each of the two groups of Members present, she
therefore declared that the amendment was carried.
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Mrs Sophie LEUNG rose to claim a division.

IR RBIXGEEBERGLHRR - RIRGEEBERL 3 p@ERETT -
R BAEMBRR -

TR FSMUEBLHEAERR - MRREHE > WEEFEIERR > IER
i AL o

EEE S :
Functional Constituencies:

SEEHE  BMEHA  F
5

B RHBEEREE

R
=
C,

15

(TéEREE - 2HERE  REXSEE HHILEE  BFERE 2R
A FIREEEE  ORFEE  RTFAERE  THEE MERERAN

wHELR B M

7 2 &
Geographical Constituencies:

MERCEE  FEAEE  FHHEE  FTEWEE  REHKE KA
B BAhEA FIZENEE WREFEE  HMEXRE  BEREFRE
REMERE  REAEE  REBEFRE  SFREZELBEWEEEK -



rE — 2001 7H 4H

196 LEGISLATIVE COUNCIL — 4 July 2007
FIRBIGHE  MEMEE  SHEEGEE » BIILERE  ERERAFTEE

ik BB

THEEMKHGEEEEZEREEELNZEER - F 21 AHE > 9 NBR > 12 A
R MSHE T EERERELNFEE - F 23 ANHE - 16 NERK - 6 AFEHE -
HRBEEREGWITSERERE S LA FEERK > R EEMEEE#
R e

THE PRESIDENT announced that among the Members returned by functional
constituencies, 21 were present, nine were in favour of the amendment and 12
abstained; while among the Members returned by geographical constituencies
through direct elections, 23 were present, 16 were in favour of the amendment
and six abstained. Since the question was not agreed by a majority of each of
the two groups of Members present, she therefore declared that the amendment
was negatived.
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Miss CHAN Yuen-han rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 19 were present, 17 were in favour of the motion as amended and
two abstained; while among the Members returned by geographical
constituencies through direct elections, 21 were present, 14 were in favour of the
motion as amended, two against it and four abstained. Since the question was
agreed by a majority of each of the two groups of Members present, she
therefore declared that the motion as amended was carried.

TR® S
NEXT MEETING
IR WEEEMKREG - AGEHRTF SKLEES

TEEFERM L SHFE S kg -
Adjourned accordingly at three minutes past Eight o'clock.
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Appendix I
WRITTEN ANSWER

Written answer by the Secretary for Financial Services and the Treasury to
Mr WONG Kwok-hing's supplementary question to Question 6

When it comes to the statement "income disparity has been narrowing down"
mentioned in the main reply, it refers to the observation that the income disparity
derived from post-tax post-social transfer income is less than that derived from
the original household income. According to the study results, the Gini
Coefficients based on post-tax post-social transfer income for 1996 and 2006
were 0.466 and 0.475 respectively, an increase by 0.009. Both were lower than
the Gini Coefficients based on the original household income (0.518 in 1996 and
0.533 in 2006, an increase of 0.015) in terms of the level and the magnitude of
increase. This indicates that taxation and the provision of social benefits have
helped reduce income disparity.

As for the observations mentioned in Member's supplementary question,
the Census and Statistics Department has provided additional information as
follows:

Decreased median household income

Statistics show that the median monthly household income dropped slightly
from $17,500 in 1996 to $17,250 in 2006. In real terms (at constant June
2006 prices), the median monthly household income in 1996 and 2006
were roughly the same, at $17,220 and $17,250 respectively.

Increased number of low-income persons

In analysing the distribution of employment income of the working
population between 1996 and 2006, two intervening factors should be
taken into consideration, that is, price changes in the period and the
presence of a large number of foreign domestic helpers in the working
population. For the lower income groups, if foreign domestic helpers
were excluded, the proportion of working population with real
employment income below $4,000 dropped from 8.5% in 1996 to 6.8 % in
2006.
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WRITTEN ANSWER — Continued

A two-fold increase of Comprehensive Social Security Assistance (CSSA)
recipients over the past decade

The number of CSSA cases increased by 118% from 136 201 in
1995-1996 to 297 434 in 2005-2006. The CSSA payment increased
markedly by 268% from $4.83 billion in 1995-1996 to $17.77 billion in

2005-2006. The growth rate in payment amount far exceeded that in case
number.



