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File Ref: CO/2/10C(2021) 
 
 

LEGISLATIVE COUNCIL BRIEF 
 

Securities and Futures Ordinance 
(Cap. 571) 

 
Companies Ordinance 

(Cap. 622) 
 

Securities and Futures and Companies Legislation  
(Amendment) Bill 2021 

 
 
INTRODUCTION 
 
 At the meeting of the Executive Council on 16 March 2021, the 
Council ADVISED and the Chief Executive ORDERED that the 
Securities and Futures and Companies Legislation (Amendment) Bill 
2021 (“the Bill”), at Annex A, should be introduced into the Legislative 
Council (“LegCo”) to – 

 
(a) enable the implementation of an Uncertificated Securities 

Market (“USM”) regime under which investors will have the 
option to hold securities in their own names and without paper 
documents, and the Securities and Futures Commission (“SFC”) 
will be empowered to make rules relating to the operational 
and detailed regulatory matters under the regime; and 
 

(b) refine and clarify the scope of regulated activities (“RAs”) 
under the over-the-counter (“OTC”) derivative licensing 
regime in order to strengthen the regulatory framework in 
Hong Kong. 

 
 
JUSTIFICATIONS 
 
(i) USM regime 
 
Current paper-based securities regime 
 
2. At present, Hong Kong adopts a paper-based securities regime 

  A   
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under which the law 1  requires that companies must issue paper 
certificates as evidence of legal title2 and investors must use paper 
instruments to transfer legal title to the securities.  
 
3. In practice, however, most investors do not choose to hold legal 
title to the securities they own.  Instead, they hold only the beneficial 
interest3 in such securities through the Central Clearing and Settlement 
System (“CCASS”) which is the securities settlement system operated by 
the Hong Kong Securities Clearing Company Limited (“HKSCC”)4.  All 
securities held within CCASS are registered in the name of a single 
nominee, i.e. HKSCC Nominees Limited.  The transfer of securities 
within CCASS can be paperless because it only involves a change in 
beneficial interest but not legal title. 

 
4. Investors who prefer to hold legal title to their securities, rather 
than just the beneficial interest, can only do so in paper form.  There is, 
at present, no option for investors to hold securities in their own names 
and without paper. 
 
Benefits of a USM regime 
 
5. As part of our efforts to elevate our financial market 
infrastructure and thereby further enhance the efficiency and 
competitiveness of our market, the Government is committed to taking 
forward the USM regime in Hong Kong.  The proposal will provide a 
digitalised environment for the holding and transfer of legal title to 
securities, thus enabling straight-through processing and shortening 
turnaround time for related processes.  Compared with the current paper-
based regime where investors can only hold securities in their own names 
in certificated form, such option will enable investors to enjoy both better 
legal protection (through holding securities in their own name) and 

                                                 
1  Currently, the Companies Ordinance (Cap. 622) requires the issue of paper certificates and the use 

of paper instruments of transfer in respect of shares and debentures.  The Stamp Duty Ordinance 
(Cap. 117) requires the use of a paper instrument of transfer for the transfer of a unit in a unit trust 
scheme. 

 
2  Investors who hold legal title to securities are registered with the issuer as the legal owner of the 

securities.  They can enjoy the rights as the securities holders and investors and receive the 
entitlements from the issuer directly.  

 
3  Investors who hold only the beneficial interest in securities are not registered with the issuer and 

have no direct relationship with the issuer.  They must therefore rely on contractual arrangements 
with their intermediaries to enjoy the rights and benefits of holding the securities. 

 
4  HKSCC is a recognized clearing house under the Securities and Futures Ordinance (Cap. 571).  

It is also a subsidiary of Hong Kong Exchanges and Clearing Limited.  
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greater convenience (through holding securities in uncertificated form, i.e. 
without paper). 

 
6. The Government, the SFC, the Hong Kong Exchanges and 
Clearing Limited (“HKEX”), the Federation of Share Registrars Limited 
(“FSR”)5 and the industry have made concerted efforts in taking forward 
the USM regime in the past years, including previous legislative work6 to 
provide legal backing for implementing the USM regime.  With further 
feedback from the industry and the continuous evolvement of the market, 
we have developed a revised operational model (hereafter referred to as 
the “Revised Model”) for implementing the USM initiative that can better 
align with the overall interests of the market while achieving the 
objectives as stated in paragraph 5 above.   
 
Key Features of Revised Model 
 
(a) Options for holding securities 
 
7. Under the Revised Model, investors can hold legal title to 
securities in uncertificated form through either (a) a new feature provided 
by the relevant issuer’s share registrar (i.e. the USI feature7); or (b) a new 
feature provided within the HKEX system (i.e. the USS feature8) and 
managed by a sponsoring clearing / custodian participant.  It entails 
minimal structural change to the overall operational arrangements in the 
market, thus preserving the existing settlement efficiencies and the 
relatively low intraday liquidity needs that market participants currently 
enjoy. 

 
(b) Interface between share registrars’ and HKSCC’s systems 
 
8. Investors who hold securities in their own names through a USI 
or USS feature will need to move the securities into the clearing and 
settlement environment to settle sell transactions conducted on the Stock 

                                                 
5  Share registrars are service providers which assist companies in maintaining their register of 

members.  
 
6  The Securities and Futures and Companies Legislation (Uncertificated Securities Market 

Amendment) Ordinance 2015 was enacted by the Legislative Council based on an operational 
model proposed in 2009/2010. 

 
7  The acronym “USI” denotes that the holdings in question belong to an uncertificated securities 

holder, and that the feature is provided by the issuer’s share registrar. 
 
8  The acronym “USS” denotes that the holdings in question belong to an uncertificated securities 

holder, and that the feature is provided by a sponsoring clearing / custodian participant. 
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Exchange of Hong Kong (“SEHK”).  This will effectively constitute a 
legal title transfer of securities from the relevant investor to HKSCC 
Nominees Limited.  Similarly, investors who have acquired securities 
through buy transactions conducted on the SEHK and wish to have them 
registered in their own name will need to move them out of the clearing 
and settlement environment.  This will also constitute a legal title 
transfer from HKSCC Nominees Limited to the relevant investor.  To 
ensure that such transfers can be effected securely and efficiently, share 
registrars will become participants of the HKEX’s clearing and settlement 
system (“HKEX System”), thus essentially creating an electronic 
interface between their respective systems.  An illustration is at Annex 
B. 
 
9. The initial development costs of the new systems to support the 
Revised Model will largely be borne by the HKEX and share registrars as 
part of their commitment to the ongoing technological development of 
Hong Kong’s markets.  The cost implications for market participants 
will be limited.  
 
(c) Progressive migration to full dematerialisation of securities 

 
10. We will adopt a phased approach to implement the USM 
regime, both in terms of the products and processes to be covered.  In 
terms of products, we aim to start first with listed shares of Hong Kong 
companies and then listed shares of non-Hong Kong companies.  In 
terms of processes, we plan to focus first on IPOs, and then turn to the 
dematerialisation of existing shares.  The pace and timetable for 
migrating to full dematerialisation will be stipulated in subsequent 
subsidiary legislation and contingent on market readiness and, for non-
Hong Kong companies, the compatibility of the respective companies 
laws of their places of incorporation with the proposed USM regime9.   

 
(ii) OTC derivative licensing regime  
 
11. The Securities and Futures (Amendment) Ordinance 2014 
(“SFAO 2014”) was enacted to introduce an OTC derivative regulatory 
framework in Hong Kong.  Among others, it establishes an OTC 
derivative licensing regime which includes the introduction of two new 
RAs under Schedule 5 to the SFO, namely (a) a new Type 11 RA (dealing 
                                                 
9  In the case of listed shares of non-Hong Kong companies, we will focus on three main 

jurisdictions, i.e. Bermuda, Cayman Islands and the Mainland.  Listed companies incorporated in 
these jurisdictions, together with those incorporated in Hong Kong, account for over 98% (as at 
end 2020) of the market capitalisation of all listed companies in Hong Kong. 

 

  B   
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in OTC derivative products or advising on OTC derivative products), and 
(b) a new Type 12 RA (providing client clearing services for OTC 
derivative transactions).  Alongside the above, the existing Type 9 RA 
(asset management) and Type 7 RA (provision of automated trading 
services) are expanded to cover OTC derivative portfolios and 
transactions respectively.  Such licensing regime has yet to commence 
pending the enactment of relevant subsidiary legislation. 
 
12. Section 53(23) of the SFAO 2014 prescribes a list of carve-outs 
from the OTC derivative licensing regime.  There is a need to refine the 
scope of RAs and provide more clarity about the exceptions to better 
reflect the policy intent. 
 
 
LEGISLATIVE PROPOSALS 
 
(i) USM regime 
 
13. The implementation of the USM regime under the Revised 
Model will necessitate amendments to certain pieces of existing 
legislation, mainly the Securities and Futures Ordinance (Cap. 571) 
(“SFO”) and the Companies Ordinance (Cap. 622) (“CO”).  The 
proposed amendments will provide for the broad framework of the USM 
regime under the Revised Model, while details relating to more 
operational and technical matters under the USM environment will be set 
out in new items of subsidiary legislation to be made by the SFC. 
 
14. As far as the SFO is concerned, our proposed legislative 
amendments cover the following key areas –  

 
(a) Broad framework of USM regime: We propose to add a new 

Part to the SFO to provide for a broad framework of the 
USM regime, including the guiding principles regarding the 
evidencing and transfer of title to securities without paper 
instruments under the USM environment. 
 

(b) Regulation of share registrars: We propose to amend the SFO 
to provide for a broad regulatory framework for share 
registrars to be approved and regulated by the SFC for 
providing securities registrar services.  We also propose to 
empower the SFC to make rules to set out the detailed 
regulatory requirements. 
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(c) The SFC’s rule-making power: We propose to empower the 
SFC to make rules providing for various technical, 
operational and detailed regulatory matters under the USM 
environment, including the setting of timelines for the 
phased implementation of the USM regime. 

 
15. As far as the CO is concerned, the proposed amendments cover 
the following key areas –  

 
(a) Allotment and transfer of shares in uncertificated form: We 

propose to amend the CO to the effect that listed companies 
will not be required to issue paper share certificates to 
shareholders to evidence the legal title of the shares in 
uncertificated form.  Similarly, the CO will be amended 
such that the transferor and transferee of shares in 
uncertificated form will not be required to submit an 
instrument of transfer to the company to register the transfer. 

 
(b) Lost share certificate: We propose to amend the CO such that 

listed companies that have begun the process of 
dematerialising their shares will no longer be obliged to 
provide replacement share certificates to shareholders who 
have lost or damaged their original share certificate.  
Instead, such shareholders may be required to dematerialise 
their shares.  The ownership and entitlements of 
shareholders would still be preserved.  

 
(c) Appointment of proxies: Experience in recent years indicates 

that section 596 of the CO, which allows shareholders to 
appoint multiple proxies, might be used by shareholders of 
listed companies very extensively, but not for genuine 
purposes.  We therefore propose amending that provision so 
that it imposes a limit on the number of proxies that could be 
appointed by individual shareholders of listed companies. 

 
(d) Closure of register of members: We propose to amend 

section 632 of the CO to specify that listed companies may 
not close their registers of members for a period longer than 
the one specified by the SFC, such that holders of securities 
in uncertificated form can move securities into and out of the 
HKEX System under the USM regime without severe 
impediments.  
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(e) Encouraging electronic communications: The proposed 
legislative amendments will enable the SFC to make rules to 
mandate the use of electronic communications by listed 
companies and securities holders in certain cases (e.g. 
corporate action events) taking into account market readiness 
in future. 

 
(ii) OTC derivative licensing regime  
 
16. We propose refining the scope of the new Type 11 and Type 12 
RAs, as well as the expanded Type 9 RA and the existing Type 3 RA 
(leveraged foreign exchange trading) in Schedule 5 to the SFO.  Since 
certain provisions in the SFAO 2014 with respect to the licensing regime 
have not yet commenced, we propose that the SFAO 2014 and SFO be 
amended to –  
 

(a) carve out corporate treasury activities of non-financial 
groups from Type 9, Type 11 and Type 12 RAs;  

 
(b) narrow the scope of Type 11 RA so that it does not capture 

activities of providers of post-trade multilateral portfolio 
compression services, and that of Type 11 and Type 12 RAs 
so that they do not capture activities of overseas clearing 
members subject to certain prerequisites;  

 
(c) provide a separate carve-out for portfolio compression 

services provided by central clearing counterparty and 
providers of client clearing services from Type 11 RA;  

 
(d) refine the scope of Type 12 RA to exclude certain services 

provided by asset managers or other activities that are 
ancillary to clearing;  

 
(e) narrow the scope of expanded Type 9 RA so that it does not 

capture portfolio management services for wholly-owned 
group companies and incidental portfolio management 
activities by professionals; 

 
(f) provide a carve-out under Type 3 RA for leveraged foreign 

exchange trading by asset managers who are already licensed 
for Type 9 RA and deal in foreign exchange transactions 
solely for the purpose of managing assets; and  
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(g) build in a general power to carve out further activities from 
the scope of Type 9 and Type 12 RAs in future. 

 
17. As regards the fees under the licensing regime, all RAs are 
currently subject to uniform licence application fees and annual fees 
(except for Type 3 RA).  We propose that the same fee structure and fee 
levels set out in Schedule 3 to the Securities and Futures (Fees) Rules 
(“Fees Rules”) (Cap. 571, sub. leg. AF) currently charged in respect of all 
RAs other than Type 3 RA should apply to the new Type 11 and Type 12 
RAs.  No legislative amendments to the Fees Rules would be required to 
effect this proposal. 
 
18. Separately, fee waivers are currently provided for an 
intermediary licensed or registered for Type 7 RA who is also required to 
be licensed or registered for Type 1 (dealing in securities) or Type 2 
(dealing in futures contracts) RA.  Following the expansion of the 
definition of Type 7 RA to include electronic facilities for OTC derivative 
products, we propose that, similar to the prevailing arrangements for 
persons licensed or registered for Type 1 or Type 2 RA, an additional 
waiver will be provided to waive the application fee and annual fee in 
respect of Type 7 RA for persons who are also licensed for Type 3 or 
Type 11 RA if their carrying on of Type 7 RA is incidental to their 
carrying on of Type 3 or Type 11 RA. 
 
(iii)  Other miscellaneous amendments 
 
19. We will take the opportunity to include other technical 
amendments to facilitate implementing the USM regime and other related 
matters in the securities market.  
 
 
OTHER OPTIONS 
 
20. Given that major international financial centres around the 
world have adopted different approaches to dematerialise their securities 
market and enhance the OTC derivative regulatory regime, it is important 
for us to ensure that our financial market infrastructure and regulatory 
regime remain competitive.  Maintaining the status quo will call into 
question our commitment to upholding our position as an international 
financial centre. 
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THE BILL  
 
21. The main provisions of the Bill are as follows –  
 
(A) Part 2 – Amendments relating to the USM regime 

 
(a) Division 1 of Part 2 adds a new Part IIIAA to, and amends 

various provisions in, the SFO to provide for the general 
principles to be adopted for the USM regime and a 
regulatory regime for persons providing securities registrar 
services and to empower the SFC to make rules regulating 
the USM environment; 

 
(b) Division 2 of Part 2 amends the CO to provide for, for the 

purposes of the USM regime, matters including allotment 
and transfer of shares in a listed company and application for 
holding shares in a listed company in uncertificated form in 
case of loss of share certificates; 

 
(c) Division 3 of Part 2 contains related amendments, including 

amendments to the Stamp Duty Ordinance (Cap. 117) to 
provide for a new stamping method for the collection of ad 
valorem stamp duty involving shares in uncertificated form 
and other amendments to the CO, including authentication of 
documents or information sent or supplied by or to a listed 
company in electronic form and limiting the number of 
proxies that may be appointed by an individual member of a 
listed company.  

 
(B) Part 3 – Amendments relating to OTC Derivative Licensing 

Regime 
 

Part 3 amends Schedule 5 to the SFO and certain provisions in the SFAO 
2014 to carve out activities that are not intended to be covered by the 
OTC derivative licensing regime and to clarify the scope of relevant RAs 
and consequentially amends Rule 10 of the Securities and Futures (OTC 
Derivative Transactions) – Clearing and Record Keeping Obligations and 
Designation of Central Counterparties) Rules (Cap. 571 sub. leg. AN).   
 
(C) Part 4 and 5 – Amendments to various enactments  
 
Part 4 contains miscellaneous amendments, including the SFO and Fees 
Rules.  Part 5 repeals the uncommenced provisions of the Securities and 
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Futures and Companies Legislation (Uncertificated Securities Market 
Amendment) Ordinance 2015. 
 
 
LEGISLATIVE TIMETABLE  
 
22. The legislative timetable will be –  
 

Publication in the Gazette 
 

19 March 2021 

First Reading and commencement 
of Second Reading debate 
 

24 March 2021 

Resumption of Second Reading 
debate, committee stage and 
Third Reading 

To be notified 

 
 
IMPLICATIONS OF THE PROPOSALS 
 
23. The proposals are in conformity with the Basic Law, including 
the provisions concerning human rights.  They do not affect the binding 
effect of the SFO, the CO and other ordinances and subsidiary legislation 
being amended.  There are no civil service, productivity, gender or 
family implications for both the USM proposal and OTC derivative 
proposal.  For the OTC derivative proposal, there are no economic, 
financial, environmental or sustainability implications. 
 
24. As for the USM proposal, there are economic, financial, as well 
as environmental and sustainability implications as described below.  
 
Economic Implications 
 
25. The USM regime will shorten the turnaround time for 
transactions when holding and transfer of legal titles to uncertificated 
securities are involved.  Upon its full implementation, the USM regime 
would provide a more convenient option for investors to hold securities in 
their own names that is associated with an improved level of investor 
protection and corporate governance, and would be conducive to 
enhancing overall efficiency in our securities market and reinforcing 
Hong Kong’s position as an international financial centre. 
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Financial Implications 
 
26. Upon implementation of the USM regime, the current $5 fixed 
stamp duty will no longer be chargeable on prescribed securities 
transferred without an instrument of transfer but the ad valorem stamp 
duty will continue to be collected.  The amount of $5 fixed stamp duty 
collected on the instrument of transfer of listed shares for the years 2018-
19 and 2019-20 are $267,700 and $265,045 respectively.  The amounts 
of ad valorem stamp duty on the transfer of listed shares collected are 
$32,290 million and $32,475 million respectively.  The revenue forgone 
of the fixed stamp duty is considered negligible. 
 
Environmental and Sustainability Implications 
 
27. Under the USM regime, listed companies and investors will be 
encouraged to adopt electronic communications in sending or receiving 
corporate documents.  The use of paper certificates and paper 
instruments of transfer will also be dispensed with over time.  We 
therefore expect that the USM regime will have positive environmental 
and sustainability implications by reducing the use of paper documents. 
 
 
PUBLIC CONSULTATION 
 
28. The SFC, HKEX and FSR conducted a joint consultation on the 
Revised Model for the USM regime from January to April 2019.  We 
consulted the LegCo Panel on Financial Affairs on the proposal in March 
2019.  The proposal received support from the market and the Panel.  
We also consulted the Standing Committee on Company Law Reform 
(“SCCLR”) with focus on the CO-related amendments in December 2020.  
The SCCLR supported the proposal.  
 
29. The SFC consulted the market on the proposed refinements to 
the scope of RAs under the OTC derivative licensing regime and the 
proposed fees arrangements between December 2017 and February 2018.  
Respondents generally supported the proposed refinements.  We have 
taken into account the responses in finalising the above proposals.  We 
also issued an information paper on the details of the proposal to the 
LegCo Panel on Financial Affairs in November 2020. 
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PUBLICITY 
 
30. We will issue a press release upon the gazettal of the Bill.  A 
spokesperson will be available to answer media enquiries. 
 
 
ENQUIRIES 
 
31. Enquiries relating to the brief can be directed to Mr George Tsoi, 
Principal Assistant Secretary for Financial Services and the Treasury 
(Financial Services), at 2810 2056.  
 
 
Financial Services and the Treasury Bureau 
17 March 2021 
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Annex B 
Revised Operational Model for the Implementation of the USM Regime 

 

 


	LegCo Brief (USMOTCD Bill)(Eng)(v. 17.3.2021)r2
	Annex A_USM Bill (Eng. text)
	Annex B (Eng)(v. 3.3.2021)

