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Disclaimer

The information contained in the Guide is for general information purposes only and does not form part of the
Listing Rules. The Guide does not amend or vary any Listing Rule requirements, or is it a substitute for advice from
qualified professional advisers. If there is any conflict or inconsistency between the Guide and the Listing Rules,
the Listing Rules prevail. You may consult the Listing Division on a confidential basis for an interpretation of the
Listing Rules or the Guide.
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The Stock Exchange of Hong Kong Limited (the Exchange) is focused on, and committed to,
promoting good corporate governance practices among listed issuers and elevating the quality
of their boards of directors.

The Exchange reviews the corporate governance framework from time to time to ensure that
it remains fit for purpose and maintains investors’ confidence in the market. The Exchange
published the consultation conclusions on its review of the Corporate Governance Code (CG
Code) and related Listing Rules in December 2024, with the relevant CG enhancements
taking effect from 1 July 2025.

Delivering effective corporate governance practices is more than a box-ticking exercise. In
addition to market regulation, the Exchange supports issuers and directors by providing
training and publishing guidance materials.

The Corporate Governance Guide for Boards and Directors (Guide), which should be read
alongside the relevant Listing Rules (including the CG Code), is intended to support the
board’s application of the CG Code and stimulate the board’s thinking on how it can carry out
its role most effectively by providing advice, examples and further elaboration.

]
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The board and its directors are central to an issuer’s decision making and are pivotal in
establishing good corporate governance, which enables the issuer to achieve long-term
success.

In discharging its responsibilities and implementing its plans, the board operates through
specific board committees assisted by management (and other important internal
functions of the issuer) and external professional advisers.

The board

1. Under the Listing Rules, the board of directors is collectively responsible for an issuer’s
management, operations and decisions. The key functions of the board include the
following:

. Leadership: The board leads, directs and supervises the issuer’s affairs to enable
the long-term success of the issuer?.

o Corporate culture: The board shapes and monitors the issuer’s culture in the
form of clear objectives, values, ethics and integrity (see also the section on
Corporate Culture)?.

. Setting objectives: The board identifies and defines the issuer's long-term
strategic objectives?®:

i. Operational objectives aim to facilitate effective and efficient operation for
the purpose of achieving performance goals.

ii. Reporting objectives aim to safeguard the quality of the issuer’s internal
and external reporting, including through the maintenance of proper records
and processes that assist in generating timely, relevant and reliable
information.

iii. Compliance objectives aim to assist the issuer in achieving regulatory
compliance (and compliance with applicable local laws) and adhering to
internal policies with respect to the operation of the issuer’s business.

. Risk management: The board defines the issuer’s risk tolerance and oversees
the issuer’s risk identification and management with a view to achieving the
issuer’s objectives®.

1 Principle A.1 of the CG Code.

2 Code Provision (CP) A.1.1 of the CG Code.

3 Principle D.2.

4 Mandatory Disclosure Requirement (MDR) paragraph H and Principle D.2 of the CG Code.
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° Internal controls: The board ensures that the issuer has a system of appropriate
and effective internal controls in place and monitors and reviews the effectiveness
of the internal controls at least annually®.

. Information management / disclosure: The board should agree on and oversee
the flow of information to and from the board, and ensure that it has access to
relevant and timely information that is of sufficient quality to enable effective
decision-making ®. The board should also ensure appropriate and adequate
reporting and disclosures for regulatory compliance and transparency to
stakeholders’.

. Resources / qualifications: The board evaluates its performance through regular
board performance reviews and considers its existing qualifications and expertise
against the issuer’s long-term objectives®. The board also ensures adequacy of
resources, qualifications and experience for management and staff®.

. Shareholder / stakeholder engagement: The board provides transparent and
timely disclosure to shareholders and maintains appropriate communication
channels for shareholders / other key stakeholders to express their ideas,
feedback and concerns?.

Directors

2. Alldirectors, namely the executive directors (EDs), non-executive directors (NEDs) and
independent non-executive directors (INEDs), are collectively responsible for the
issuer's management and operations *'. Directors have to fulfil their duties both
collectively and individually. An individual director may be liable (through the collective
liability of the board) for the issuer’s Listing Rule breaches, even if that director did not
participate in the relevant conduct that led to the issuer’s breach, or the breach arose
from a part of the issuer’s business or operations that was not covered by that director’s
role.

3. Alldirectors are subject to the same duties under the law and the Listing Rules*?. Among
other duties, directors must (i) act in the interest of the issuer and avoid any actual or
potential conflict of interest; (ii) apply such degree of skill, care and diligence as may
reasonably be expected of a person with such director’s knowledge and experience; and
(iii) comply with the Listing Rules and procure the issuer’'s compliance with the Listing
Rules (and other relevant laws and regulations).

5 MDR paragraph H and CP D.2.1.

6CPs C.5.9and D.1.2.

7 CG Code and Appendix D2 to the Main Board Rules (MB Rules) (Disclosure of Financial Information). MB Rule
13.91(5)(d) / GEM Rule 17.103(5)(d) and paragraph 4(2)(d) of the ESG Code (Appendix C2 to the MB Rules /
Appendix C2 to the GEM Rules).

8CPB.1.4.

° CP D.2.1(f).

10 MDR paragraph L.

11 MB Rule 3.08 / GEM Rule 5.01.

2MB Rule 3.08 / GEM Rule 5.01.
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10.

To properly discharge their duties, it is not sufficient for directors, regardless of their
position or role, to only attend to the issuer’s affairs at formal meetings (e.g. board
meetings). Each director must take an active interest in the issuer’s affairs and have a
general understanding of the issuer’s business. This includes following up on any issues
that come to a director’s attention.

While the duties under the Listing Rules are the same for all directors, EDs, NEDs and
INEDs fulfil different roles and functions within an issuer.

The chair of the board leads the board. The chair is essential in driving the board’s
agenda, setting the tone for establishing good corporate governance practices and
procedures, and, ultimately, enabling the board to function effectively*3.

The role of the chair is separate from the role of the chief executive officer, who is
responsible for leading the issuer’s operations. There should be a clear division
between these two roles, which should be performed by separate individuals!. This is
to ensure (among other things) a balance of power and authority, and to provide a check
and balance on the exercise of power. Issuers with the same director fulfilling both roles
should have alternative arrangements in place to address potential governance issues
(e.g. an internal control framework that assists the issuer in scrutinizing important
decisions and monitoring the exercise of power by the chair cum chief executive).

The chair also fulfils the important role as a point of contact on the board with (i) the
INEDs and (ii) the shareholders. The chair should meet (at least annually) with the
INEDs (without the presence of other EDs) to ensure that INEDs can share their
independent opinions . The chair should also ensure that there are effective
communication channels with shareholders and attend the issuer’s annual general
meetings to address shareholders’ queries and receive feedback?®.

Due to the chair’s pivotal role in leading the board and providing checks and balance to
the role of the chief executive officer, issuers may consider appointing an INED as board
chair. Where the board chair is not an INED, the Exchange encourages issuers to
designate one INED as a Lead INED?".

EDs are involved in the day-to-day operations of the issuer’s business. As members of
the issuer’'s senior management, they work closely with and supervise other
management staff and ensure that management is accountable to the board in
implementing the issuer’s objectives.

BB CPsC.2.2t0 C.2.9.

“CpPcC.21.

5CPC.27.

16 CPs C.2.8 and F.1.3.

17 Recommended Best Practice (RBP) C.1.8 of the CG Code.
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11.

12.

13.

14.

15.

16.

17.

18.

While individual EDs may have a specific role and responsibilities (e.g. for a particular
aspect of the issuer’s business or operations), each ED has the same duties as the other
board members.

EDs should update the board on their work and maintain an ongoing dialogue with other
board members by responding to enquiries or challenges from other board members
and ensuring that they have the opportunity to share their views*8,

NEDs are not part of an issuer’'s management and are not considered independent.
INEDs are independent NEDs who fulfill the independence criteria under the Listing
Rules. As with EDs, NEDs and INEDs have to fulfil their duties as directors both
collectively and individually.

While EDs are normally industry practitioners or experts in the issuer’s business, NEDs
and INEDs provide valuable skills and experience (e.g. legal, accounting, real estate
and IT) to enhance the board’s balance of skills and expertise and further promote a
diversity of perspectives on the board.

NEDs and INEDs have to be able to devote sufficient time to their role to meaningfully
contribute to the board®. Potential candidates should carefully consider whether their
existing commitments allow them to devote such time and effort before accepting a new
board appointment.

NEDs and INEDs should ensure that they have a sufficient understanding of the issuer’s
business and affairs to monitor and scrutinise the issuer’s performance in achieving its
goals and objectives and oversee the issuer’s risk management and internal control
systems.

To discharge their duties, NEDs and INEDs need to have access to timely and quality
information. An issuer's management should provide all members of the board with
such information, and if it fails to do so, then any director is entitled to and should request
for that information . Such information may include (where available) monthly
management accounts and management updates, background or explanatory
information relating to matters to be brought before the board, copies of disclosure
documents, budgets, forecasts and other relevant internal financial statements.

As the independent voice on the board, INEDs are key to the effective functioning of the
board. Issuers must have at least three INEDs?! and INEDs must constitute at least
one-third of the board??. In addition, the Listing Rules require the remuneration

8 CP C.2.9.

19 Principle B.1.

20 CPD.1.2.

21 MB Rule 3.10(1) / GEM Rule 5.05(1).
22 MB Rule 3.10A / GEM Rule 5.05A.
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committee and the audit committee to be chaired by INEDs (the nomination committee
has to be chaired by the board chair or an INED) .

19. INEDs fulfil important roles on the board, including?*:

. Bringing independent judgement to bear in board meetings on issues of strategy,
policy, performance, accountability, resources, key appointments and standards
of conduct.

. Taking the lead where potential conflicts of interests arise.
. Supervising the issuer’s risk management and internal controls.
. Serving on the board committees (if invited).

° Scrutinising the issuer’s performance in achieving agreed goals and objectives,
and monitoring performance reporting.

o Acting as a pivotal contact point on the board for shareholders and investors (see
also the section on the Lead INED).

20. To learn more on topics relevant to the INEDs' exercise of their roles and duties, please
visit the relevant subpages of the Exchange’s INED Corner as well as “A Snapshot of
INEDs’ Roles and Responsibilities” published by the Exchange. Please also refer to the
section titled Specific requirements for INEDs for specific regulatory requirements for
INEDs.

Specific requirements for INEDs

21. Board independence with periodic refreshment, in particular the appointment of new
INEDs, contribute to good corporate governance and help prevent “groupthink”.

22. To promote board renewal and diversity of perspectives in the boardroom, the tenure of
INEDs is capped at nine years (Cap on INED Tenure) 2°. This Cap on INED Tenure is
applied in two phases over a transition period:

Timing Requirement
Phase Compliance by the first annual The majority of INEDs on an issuer’s board
one general meeting (AGM) held on (i.,e. > 50%) must be INEDs who have
or after 1 July 2028 served on the board for less than nine
years
Phase Compliance by the first AGM An issuer must not have any INED who has
two held on or after 1 July 2031 served on the board for nine years or more

(Long Serving INED) on their board

23 MB Rules 3.21, 3.25 and 3.27A / GEM Rules 5.28, 5.34 and 5.36A.
24 Principle C.1 and CP C.1.2.
25 MB Rule 3.13A / GEM Rule 5.09A.

Board and Directors 6
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23.

24,

25.

26.

The nine-year tenure of an INED is calculated from the issuer’s listing date (where the
INED is appointed prior to the issuer’s listing) or the INED’s date of appointment (where
the INED is appointed after the issuer’s listing). For further guidance on the calculation
of INED tenure, please refer to FAQ1.1-No.12 - 16 published by the Exchange.

Issuers should conduct comprehensive succession planning to allow sufficient time for
the recruitment of suitable replacement INEDs. An orderly phase-out of Long Serving
INEDs can avoid abrupt changes to board composition and minimise the impact on
board continuity and any gaps in experience and governance.

Issuers may re-designate a Long Serving INED as a NED to enable them to continue to
contribute to the board.

There should be a fair and open recruitment process to select the most suitable
candidate to fill a board vacancy. Where a former Long Serving INED is reappointed as
an INED after a three-year cooling-off period, the issuer must ensure that the former
Long Serving INED satisfies the independence guidelines set out in Main Board Listing
Rule 3.13 (Independence Guidelines). During the cooling-off period, the former Long
Serving INED must not serve as a director of the relevant issuer, its holding company or
any of their respective subsidiaries or core connected person of the issuer?®.

Re-election of Long Serving INEDs during transition period

27.

28.

29.

30.

During the transition period, the current requirements in respect of Long Serving INEDs
will apply as follows: (i) the current requirements on tenure disclosure in shareholder
circulars and the requirement for new INED appointment where all INEDs are Long
Serving INEDs?” will apply to any relevant general meeting held on or before 30 June
2028 (i.e. up to the expiry of phase one); and (ii) the current requirements on the re-
election of Long Serving INEDs? will apply to any relevant AGMs held on or before 30
June 2031 (i.e. up to the expiry of phase two).

An issuer who decides to re-elect a Long Serving INED during the transition period (i.e.
prior to the expiry of phase two) should disclose the steps taken by the nomination
committee to nominate that individual (e.g. how it conducted a review of the Long
Serving INED'’s performance and that individual's ability to contribute objectively to the
board) and how the board assessed the nomination committee’s recommendation.

Satisfaction of the Independence Guidelines should not be quoted as the sole reason to
justify the re-election of a Long Serving INED — the board’s focus should be on the
INED’s ability to contribute objectively.

INEDs should devote sufficient time and attention to the affairs of the issuer(s) to
safeguard high quality decision making on the board. Taking on too many directorships

26 Note 3 to MB Rule 3.13A / Note 3 to GEM Rule 5.09A.
27 CP B.2.4.
28 CP B.2.3.
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31.

32.

(in particular, listed issuer directorships) and/or significant outside commitments may
compromise their ability to properly discharge their duties.

The number of Hong Kong listed issuer directorships that an INED may concurrently
hold is capped at six?°. Compliance with the cap is required by the first AGM held on or
after 1 July 2028 by any issuer that an overboarding INED serves. To facilitate
succession planning by affected issuers, discussions as to which directorship(s) an
overboarding INED should vacate should be held well in advance of the compliance
deadline.

Before accepting any new listed issuer directorship role, directors should consider their
pre-existing time commitments and the expected additional time commitment of the new
role. If an INED is invited to join the board of an issuer that has the same financial year-
end as the INED'’s other issuer(s), that INED should consider whether he / she may be
over-burdened during certain periods of the year (e.g. prior to the release of annual and
interim reports and during the AGM season).

Annual nomination committee assessment

33.

34.

35.

The nomination committee must annually assess and disclose its assessment of each
director’s time commitment and contribution to the board, taking into consideration their
professional qualifications and work experience, listed issuer directorships, other
significant external time commitments and other factors or circumstances relevant to
their character, integrity, independence and experience®.

The nomination committee’s assessment is separate from the board performance review,
which covers the board as a whole and has a broader scope and different timeframe.
Nonetheless, its findings can provide insights that may inform the board performance
review.

The nomination committee should apply a consistent set of assessment criteria to
evaluate all directors (including members of the committee) in a holistic manner and
ensure that an impartial assessment is conducted. In respect of the assessment of a
member of the nomination committee, the relevant member may consider excusing
themselves from the discussion or inviting an additional board member to join the
assessment.

29 MB Rule 3.12A / GEM Rule 5.07A.
30 MDR paragraph E(d)(iii) and notes 1 and 2 thereto.
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Table 1: Annual nomination committee assessment

Involvement
on the board

Familiarity
with /
knowledge of
the issuer and
its business

Other factors

Factors that the nomination committee may consider
when assessing

Directors’ time
commitment

The level of time
commitment may vary for
different board / board
committee positions (e.g.
whether the director is a
chair or a member of a
board committee, and
whether the director is a full-
time executive director)

A newly appointed director
may encounter a steep
initial learning curve and so
should be expected to
devote time to
understanding the affairs of
the issuer

Multiple board directorships
- number of directorships
held by the director, size
and complexity of the
issuers, whether the other
issuer(s) are experiencing
increased activity (e.g. an
acquisition, takeover or
period of distress)

Significant external time
commitments - evaluated by
their nature and complexity

Directors’ contribution
to the board

Preparation for meetings — whether
the director is well prepared for board
and board committee meetings

Participation in meetings — the
director’'s attendance rate and
whether he / she contributes his / her
views and actively participates in
discussions

Contribution to board dynamics -
whether the director maintains a
constructive working relationship with
other board members and with
management

Whether the director has spent time
and effort to learn and understand the
issuer’s business model, industry
and strategic aims

Continuous learning - whether the
director takes responsibility for
managing their ongoing professional
development and staying abreast of
relevant regulatory developments

Communication skills - whether the
director communicates effectively,
and has the willingness to listen to
and acknowledge other viewpoints

Integrity - whether the director
demonstrates integrity through timely
conflict of interest disclosures,
maintenance of confidentiality etc.

Promotion of corporate culture -
whether the director upholds and
adheres to the issuer’s corporate
culture and values

36. When assessing a director’s contribution to the board, the nomination committee should
not simply focus on the number of hours spent by the director on matters related to the
issuer. The factors that it considers should cover the essential responsibilities of an
effective director. It may also assess individual directors against further criteria,
depending on the director’s capacity and/or specific expertise.

Board and Directors 9
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Expected disclosure

37.

38.

39.

While the Exchange does not expect the disclosure in the corporate governance report!
to be on an individual named basis, issuers should, as a minimum, (i) disclose the
process that the nomination committee used to conduct its assessment, including its
assessment criteria, and (ii) state whether the nomination committee regards the
directors’ time commitment and contribution to the board (as a whole) to be adequate,
with supporting reasons. Issuers are also encouraged to provide further information for
enhanced transparency, for example, disclosure of the hours contributed by each
director on an unnamed basis, and/or disclosure of the average hours / range of hours
contributed by EDs, NEDs and INEDs respectively.

A Lead INED can instill investors with greater confidence in the governance of an issuer
by fostering a more proactive independent voice on the board and enabling stakeholders
to better understand INEDs’ contributions.

Where the board chair is not an INED, issuers are strongly encouraged to designate one
INED as a Lead INED*2.

Roles and responsibilities of the Lead INED

40.

The primary responsibility of the Lead INED is to facilitate and strengthen
communication: among INEDs; between INEDs and the rest of the board; and with
shareholders (in particular, minority shareholders). Examples of how the Lead INED
can perform this function are set out below:

Communication among INEDs

. Arrange meetings among INEDs without the presence of the chair and the other
directors and provide their feedback to the board and/or the chair as appropriate.

Communication between INEDs and the rest of the board
° Ensure active INED patrticipation in board deliberations and activities.

. Act as a moderator between INEDs and other board members on board-level
issues.

Communication with shareholders

. Provide shareholders with independent insight on matters such as governance,
board effectiveness, corporate strategy and capital management; and how the
INEDs have discharged their responsibilities (e.g. the scrutiny of loans granted by
the issuer to external parties and connected transactions).

. As they are not responsible for day-to-day management, investors should not
expect to discuss the issuer’s results or operational matters with the Lead INED.
However, for example, in a proposed privatization, where the details of the

31 MDR paragraph E(d)(iii).
32 RBP C.1.8.
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41.

42.

43.

proposal are already set out in the issuer’s shareholder circular, investors may
wish the Lead INED to shed light on the board deliberation process (e.g. why the
proposed privatization was structured in a particular manner and what other
financing alternatives the board had considered).

. Be available to shareholders if they have concerns that their contact through
normal communication channels (with the chair or management) has failed to
resolve, or for which such contact is inappropriate or inadequate.

. Develop a balanced understanding of key stakeholder views and concerns and
convey the same to the board.

Issuers may choose to define additional functions for the Lead INED, for example:

. To act as a sounding board for the chair, including on matters such as board
dynamics and stakeholder concerns, and support the chair in the delivery of their
objectives.

. To provide leadership in situations where the chair is conflicted (e.g. evaluate the
chair’s performance and work with the nomination committee on the chair’s orderly
succession).

) To oversee the division of responsibility between the chair and the chief executive,
where the two roles are separate.

o To liaise with the chair and other directors / shareholders to resolve significant
issues during challenging times for the board / issuer (e.g. where there is a dispute
between the chair and the chief executive, or decisions are being made without
the approval of the full board).

Issuers should brief and prepare the Lead INED for their role. Topics that should be
covered include the Lead INED’s roles and responsibilities, the issuer’s expectations for
the Lead INED and guidelines on the disclosure of price sensitive / inside information.
The Lead INED should be equipped through training or provided with appropriate
support to enable them to engage meaningfully with shareholders and investors without
disclosing material, non-public information.

The Lead INED designation is not intended to create a hierarchy among INEDs, nor
does the Lead INED have a separate or higher level of liability relative to other INEDs.
While a Lead INED may have specific roles and functions, they (as with all other directors)
are subject to the same fiduciary duties in respect of the issuer and its shareholders.

Interaction between Lead INED, board chair, board committee chairs and IR function

44,

45,

The Lead INED should not duplicate other roles, and should instead complement and
co-exist with, the roles of other board members and shareholder communication
channels.

The board chair has overall responsibility for ensuring the effective functioning of the

board and constructive shareholder communication. The Lead INED supports this by
strengthening the effectiveness of the INEDs and facilitating a two-way dialogue with

Board and Directors 11
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46.

47.

investors. The Lead INED also serves as an independent contact point for sensitive
issues to be raised on the board.

Each board committee chair oversees the work of their committee. The Lead INED may
liaise with the chairs to understand how each committee has discharged its
responsibilities. Each board committee chair and the Lead INED should attend the
issuer’'s AGM to answer queries from shareholders.

While day-to-day investor communications is an investor relations (IR) function, the Lead
INED can address more specific “asks” from investors by providing independent insight
into the workings of the board. The IR function may provide guidance on the type of
information that the Lead INED can disclose and accompany the Lead INED in his / her
engagements.

Practical considerations for boards

Selection of Lead INED - various factors should be considered, including the
director’s knowledge and understanding of the issuer, board dynamics and diversity,
and their leadership and interpersonal skills. Issuers should not automatically appoint
the longest serving INED as Lead INED without considering their suitability for the role.

Mechanics of Lead INED role — issuers can consider designating joint Lead INEDs
or having a rotation mechanism / tenure limit for the Lead INED. However, the Lead
INED is not a position that should change on a frequent basis (e.g. annually), as the
role should be held by an INED for a length of time that is sufficient to build the
necessary relationships and skills.

Communication with Lead INED - to facilitate communication, issuers may provide
and disclose a designated communication channel with the Lead INED, for example, a
dedicated mailbox.

Remuneration of Lead INED — issuers should determine the appropriate level of
remuneration for all directors based on their roles, including the Lead INED.

Time commitment of Lead INED — issuers should ensure that the Lead INED is able
to dedicate sufficient time to fulfilling his / her role and responsibilities, bearing in mind
that his / her time obligations may increase during periods of heightened board or
corporate activity.

Public disclosures in relation to Lead INED designation —

0 Issuers should publish the roles and responsibilities of the Lead INED as agreed
by the board.

0 Issuers should publicise any change in Lead INED designation as soon as
possible through an updated list of directors and their roles and functions on the
issuer’s website and the Exchange’s website.

0 Issuers may provide further disclosure on the INEDs’ work done in the annual
report, including how the Lead INED fulfilled his / her duties on areas including
shareholder communication. Such disclosure could enhance INED accountability.

Board and Directors 12
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Board committees

48.

49.

50.

51.

52.

53.

While the board may delegate certain responsibilities to board committees, it retains
ultimate responsibility for the issuer’s corporate governance and should reach its own
conclusions regarding the recommendations that it receives from the board committees.
The core committees of the board are the nomination, audit and remuneration
committees®3,

To perform its duties effectively, each board committee should:

e Have clear written terms of reference setting out its responsibilities and delegated
authority.

o Comprise of members with relevant expertise and experience.

o Be provided with sufficient information and reasonable resources to carry out its role
and functions.

¢ Maintain clear communication channels with other board committees and the board.

Composition: The nomination committee is chaired by the chair of the board or an INED
and comprises a majority of INEDs®*. It should have at least one director of a different
gender®,

Board recruitment: The nomination committee’s key role is board recruitment. It must
assess the optimal composition of the board, taking into account the issuer’s culture,
strategies, objectives, the operation of the existing board and its collective skillset*¢, and
prepare a description of the role and capabilities required for a particular board
appointment (e.g. skills, experience, expected time commitment) accordingly. The
committee should consider different recruitment channels e.g. networking, recruitment
agencies and board appointment platforms, and referrals from business acquaintances
and peer industry circles. A fair and open recruitment process should be conducted to
select the most suitable candidate to fill a board vacancy.

Annual assessment of directors’ time commitment and board contribution: The
nomination committee is responsible for conducting this assessment, which will help
strengthen director accountability. Please refer to the section on the Annual nomination
committee assessment for further details.

Board skills matrix: To focus the search effort for a new director, the board should
develop a list of desirable skills, perspectives and experience at the outset of the
selection process. Reference should be made to the board skills matrix, which the

33 MB Rule 3.21 to 3.27C / GEM Rules 5.28 to 5.36C.
34 MB Rule 3.27A / GEM Rule 5.36A.

35 CP B.3.5.

36 Principle B.3.
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54.

55.

56.

57.

nomination committee helps to maintain. Please refer to the section on the Board skKills
matrix for further details.

Board performance review: The nomination committee supports the issuer’s regular
board performance reviews. It should use the findings from the reviews to inform its
thinking on whether, and how, the board composition should be adjusted to optimise
performance. Please refer to the section on Board performance review for further details.

Board refreshment: The nomination committee should be mindful of the need to refresh
the board regularly to avoid entrenchment and attract fresh thinking.

Succession planning: The nomination committee must consider succession planning
to ensure the long-term success of the issuer®’. A robust long-term succession plan
considers the skills that the board currently has and is likely to need in the future. It also
asks what professional and personal attributes may be missing from the boardroom.
The committee should periodically review the succession plan as the needs of the
company and the board may change over time.

Nomination policy: There should be an established policy on how potential directors
can be identified®. The director selection process should be rigorous, transparent and
fairs°.

Practical considerations when formulating the nomination policy

State the objectives of the policy. This should include ensuring the board has a
suitable balance of skills, experience and diversity of perspectives relevant to the
issuer’s business and strategic objectives.

Emphasise that the ultimate responsibility for appointment of directors rests with the
entire board.

Set out the procedure and criteria for the selection, appointment and re-appointment
of directors. This should include the potential contributions a candidate can bring to
the board in terms of qualifications, skills, experience, independence and diversity of
perspectives. Issuers should consider a broad range of candidates in accordance
with their diversity policy. The director search process should be fair and open.

Board succession planning considerations and periodic reviews of the plan.

The way in which the issuer will disclose its nomination policy and the progress made
towards achieving the objectives therein (e.g. in the corporate governance report).

A formal process for monitoring and reviewing the policy to ensure that it remains
relevant to the issuer’s needs and reflects current regulatory requirements and good
corporate governance practice.

37 Principles B.2 and B.3.
38 CPB.3.4.
39 Principle B.2.
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58.

59.

60.

61.

62.

63.

64.

Composition: The audit committee is chaired by an INED and comprises a majority of
INEDs*°.

Integrity of financial statements: One important function of the audit committee is to
monitor and assess the integrity of the issuer’s financial statements, annual and interim
reports and accounts®'. It should critically consider any significant or unusual items
reflected therein or raised by internal staff or the external auditor, and whether the
financial reporting disclosures are consistent and transparent. The audit committee
should hold thorough discussions with the external auditors at least twice a year
regarding the review of the issuer’s financial information.

Monitor internal audit function: The audit committee should ensure that the internal
audit function (where such function exists) is adequately resourced and has appropriate
standing within the issuer, and review and monitor its effectiveness*?. “Adequately
resourced” means that relevant staff have appropriate qualifications, experience,
integrity and independence of mind.

Oversight of risk management and internal controls: The audit committee should
review and monitor the issuer’s risk management and internal controls (unless such
duties are delegated to another committee). Its work includes discussing with
management to ensure that management has performed its duty to implement and
maintain effective systems; considering investigation findings on risk management and
internal control matters; and reporting to the board.

Work with management: The audit committee must be proactive in understanding the
affairs of the issuer and investigating any red flags that it has identified or been made
aware of. The committee should form a good working relationship with management,
who should explain to it the judgments of key assumptions underlying critical accounting
estimates, as these can significantly impact the key balances in an issuer’s financial
statements.

Engagement of external auditors: The audit committee is responsible for making
recommendations to the board on the appointment, re-appointment and removal of the
external auditor, based on factors such as the auditor’s ethics, knowledge, experience
and capacity. It is also responsible for approving the remuneration and terms of
engagement of the external auditor and handling any questions of its resignation or
dismissal®.

Oversight of the issuer’s relationship with the external auditors: The following are
suggestions on how the audit committee may achieve good oversight:

o Establish procedures to review and monitor the independence of the external
auditors, which may include:

40 MB Rule 3.21 / GEM Rule 5.28.

41 Principle D.3, CPs D.3.3(d) and (e).

42 MDR paragraph E(d)(i) and CP D.3.3(i).
4 CP D.3.3.
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65.

66.

67.

0 Consider all relationships between the issuer and the audit firm (including non-
audit services);

0 Obtain from the audit firm, annually, information about policies and processes
for maintaining independence and monitoring compliance with relevant
requirements, including those for rotation of audit partners and staff; and

0 Meet with the auditor, at least annually in the absence of management, to
discuss matters relating to its audit fees, any issues arising from the audit and
any other matters the auditor may wish to raise.

e Agree with the board the issuer’s policies on hiring employees or former employees
of the external auditors and monitor the application of these policies. The audit
committee should then be in a position to consider whether there has been, or
appears to be, any impairment of the auditor’s judgement or independence for the
audit.

e Ensure that the external auditor’s provision of non-audit services does not impair its
independence or objectivity. The audit committee is encouraged to consider:

0 Whether the skills and experience of the audit firm make it a suitable supplier of
non-audit services;

0 Whether there are safeguards in place to ensure that there is no threat to the
objectivity and independence of the audit because the external auditor provides
non-audit services;

o The nature of the non-audit services, the related fee levels and fee levels,
individually and in total, relative to the audit firm; and

0 The criteria for the compensation of the individuals performing the audit.

Disagreement with the board: Where the board disagrees with the audit committee’s
views on the selection, appointment, resignation or dismissal of the external auditor, the
CG Code requires the issuer to explain this disagreement in the corporate governance
report#4,

For further guidance on the terms of reference for an audit committee and its relationship
with the external auditor, issuers may refer to the “Principles of Auditor Independence
and the Role of Corporate Governance in Monitoring an Auditor’s Independence” issued
by the Technical Committee of IOSCO and the “Guidelines for Effective Audit
Committees — Selection, Appointment and Reappointment of Auditors” published by the
Accounting and Financial Reporting Council.

Composition: The remuneration committee is chaired by an INED and comprises a
majority of INEDs*.

44 CP D.3.5.
45 MB Rule 3.25 / GEM Rule 5.34.

Board and Directors 16


https://www.iosco.org/library/pubdocs/pdf/IOSCOPD133.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD133.pdf
https://www.afrc.org.hk/en-hk/Documents/Publications/Guidelines-for-Effective-Audit-Committees_EN%20pdf.PDF
https://www.afrc.org.hk/en-hk/Documents/Publications/Guidelines-for-Effective-Audit-Committees_EN%20pdf.PDF

Corporate Governance Guide for Boards and Directors

68.

69.

70.

71.

72.

73.

Advise on remuneration: The remuneration committee assists and advises the board
on the remuneration of the board and the senior management?. It should formulate a
clear remuneration strategy and policy, and a set of formal and transparent procedures
to implement the policy. This should aim to motivate, retain and attract the best talent
for the issuer to maximise shareholder value.

Factors for consideration: The remuneration committee should consider all aspects of
remuneration, including*’:

e Salaries paid by comparable issuers, time commitment and responsibilities and
employment conditions in the group.

e The fairness of the appointment and termination terms for directors and senior
management.

¢ Compensation arrangements relating to dismissal or removal of directors for
misconduct to ensure they are reasonable and appropriate.

e Company culture and other non-financial key performance indicators, such as
climate related performance indicators.

e Whether the remuneration package for an INED may affect their objectivity and
independence.

Disagreement with board: If the board resolves to approve any remuneration or
compensation arrangements with which the remuneration committee disagrees, the
board is encouraged to disclose the reasons for its resolution in the next corporate
governance report.

The board may establish other board committees depending on the issuer’s individual
circumstances and business needs, for example, a corporate governance committee, a
risk management committee and/or a sustainability committee.

Corporate governance committee: The board may set up a corporate governance
committee to oversee the issuer’s corporate governance policies and practices®. A
dedicated corporate governance committee may help ensure that an issuer devotes
appropriate attention, time and resources to compliance issues. It is important for
issuers to continuously tailor their compliance to evolving corporate governance
standards to fit their own circumstances.

Risk management committee: The board may set up a risk management committee
to oversee the issuer’s risk management and internal controls framework, policies and
systems (other than those which are overseen by the audit committee). The committee’s
work may include monitoring management’s implementation of effective systems and
considering investigation findings on risk management and internal control matters. The

46 CP E.1.2.
47 CP E.1.2.
48 MDR paragraph E(d)(v) and Principle A.2.
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74.

committee should advise the board on significant business and regulatory risks (current
and emerging); oversee the development of risk mitigation strategies; and make
recommendations on the risk appetite, profile and tolerance of the group.

Sustainability committee: The board may form a sustainability committee to oversee
the management of sustainability and ESG (including climate-related) issues. The
committee’s responsibilities may include overseeing the implementation of the group
sustainability strategy; reviewing and monitoring sustainability reporting; assessing
emerging sustainability trends, risks and opportunities that could impact the business
operations and performance of the group; and reviewing the group’s sustainability
performance, including progress made against relevant goals and targets.

Company secretary

75.

76.

Company secretaries have a wide range of functions?®, including:

¢ Helping the issuer develop and maintain a sound and effective corporate governance
framework and periodically reviewing whether its corporate governance processes
are fit for purpose.

o Keeping abreast of developments in laws, rules and regulations that may affect the
issuer’s business and operations, and briefing the board on these developments.

e Managing the logistics of board and board committee meetings and ensuring that
board and committee policies and procedures are followed.

¢ Facilitating induction training and continuous professional development of directors.

e Providing advice to the board and senior management on compliance and
governance matters in their decision-making process.

e Helping the board formulate and foster a robust compliance culture to meet both
regulatory and investor expectations and helping ensure that good governance
practices and culture are upheld by the company.

Company secretaries also serve as a crucial conduit of communication between:

e The board and the management: The company secretary facilitates good
information flow by, on one hand, updating the chief executive officer and the board
(including INEDs) on the information provided by senior management, and on the
other hand, conveying the board’s decisions to senior management.

e Theissuer and its shareholders: The company secretary ensures a good channel
of communication through emails or at the issuer’s general meetings.

49 Principle C.6.
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78.

79.

80.

81.

e Theissuer and theregulators: When the issuer receives enquiries from a regulator
(e.g. the Exchange), the company secretary should work with the board and senior
management and assist in responding to the regulator in a timely manner.

Company secretaries should possess technical knowledge (which may include
knowledge in company and securities laws, accounting and finance, governance, tax
obligations and company secretarial matters); and specialised skills and experience
regarding corporate governance, internal control and regulatory compliance. They
should also have the relevant qualifications and competence to effectively discharge the
duties required. Note 1 to Main Board Rule 3.28% sets out a list of academic or
professional qualifications acceptable to the Exchange. Please also refer to Guidance
Letter HKEX-GL108-20 published by the Exchange for further guidance.

If the board engages an outsourced professional or an external service provider as its
company secretary, it must ensure that such outsourced professional or external service
provider has the resources to closely follow the issuer’s daily affairs so that it can perform
its duties properly.

An issuer that engages an external service provider as its company secretary should
consider and take appropriate steps to mitigate the following potential issues:

o The external service provider may not have day-to-day knowledge of the issuer’s
affairs.

e There may be time gaps in communication, particularly where the matter is time
sensitive (e.g. the Exchange’s enquiries to the issuer on potentially price sensitive
market rumours).

e The external service provider may be acting as company secretary for a large
number of issuers, which may affect its ability to devote sufficient time to the issuer’s
affairs.

Where an issuer engages an external service provider as a company secretary, it should
designate a senior executive (e.g. chief legal counsel or chief financial officer) as a
contact person to work closely with the external service provider®?.

For more guidance on the company secretary’s role and functions and the
recommended maximum number of company secretary appointments, please refer to
the “Company Secretarial Appointment Guidelines” published by The Hong Kong
Chartered Governance Institute.

50 GEM Rule 5.14.
51 MDR paragraph F(a) and CP C.6.1.
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An effective board is key to an issuer’s long-term success. The board’s ability to work
effectively may be influenced by different factors, including: (i) whether the board leads
by example and shapes the desired culture to support the company’s purpose, values
and strategy; (ii) whether the board maintains the right mix of skills and qualifications
for the pursuit of issuer’s strategic objectives; and (iii) whether the board actively
engages with stakeholders to ensure constructive feedback is considered in the board’s
decision-making.

Company culture

1.  Anissuer’s corporate culture needs to be aligned with its purpose, values and strategy.
As these aspects are different for each issuer, there is no “one size fits all” approach in
developing a desired culture. A good starting point is for an issuer to consider what its
purpose is and to define that purpose clearly. A clear purpose will assist the issuer’s
formulation of its objectives and goals. It will also facilitate the identification of important
values that shape how the issuer will go about achieving its objectives. The issuer’s
values, attitudes and behaviours, as demonstrated in its operations and relationships
with stakeholders, define its “corporate culture”.

2. Formulation of clear operational, reporting and compliance objectives that facilitate a
viable and sustainable operation in compliance with applicable laws and regulations lays
the foundation for a healthy corporate culture. Objectives that go beyond profitability
and take into account the interests of stakeholders (including employees, customers and
the wider society) help build trusted relationships with stakeholders. A strong
commitment to integrity and ethics will also drive appropriate risk management and
internal controls systems.

3. The board is responsible for setting the right “tone from the top” to shape a desired
corporate culture. The board’s role includes®?:

. Defining a purpose supported by culture: An effective board sets and defines
the issuer’s purpose, values and objectives, and ensures that these and its culture
are aligned.

o Promoting a business model that reflects the desired culture: Ensuring that
the desired corporate culture is manifested in the issuer's business model,
operations and practices.

52 Principle A.1 and CP A.1.1.
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° Communicating the desired culture: The board is responsible for shaping the
desired culture and ensuring that it is communicated appropriately to all levels of
staff. For effective communication, the board should work with management to,
for example, implement a code of conduct and conduct regular training and
townhalls.

° Incentivising compliance and accountability: The board must embed a robust
culture of compliance and should, itself, demonstrate a high degree of
accountability and integrity, with senior personnel being held accountable for their
actions. An effective remuneration and performance management mechanism can
support and drive desired behaviours and motivate employees to act in
accordance with the desired culture. Remuneration and rewards (both long- and
short-term) should be assessed with reference to the desired culture.

. Talent management and development: Talent management (including hiring
decisions, rewards / remuneration and succession planning) and talent
development should be aligned with the issuer’s desired culture. Understanding
the issuer’s culture is critical for employees and should be reflected in their
development plans. The board should work with management and internal
departments, such as human resources, to adopt an appropriate policy / code of
conduct to guide the desired behaviour of employees.

o Regular evaluation of culture: The board should ensure that new directors
understand the issuer’s culture and its alignment with the issuer’s purpose, values
and strategy. The board should continuously monitor and evaluate the
implementation of the desired culture, and whether it is reflected throughout the
issuer’'s operations. Continuous evaluation (with adaptation where necessary)
ensures that the issuer’s culture remains appropriate to its circumstances in the
midst of a changing business environment. The evaluation process should be
transparent to enhance accountability.

The board should be ready to challenge and address any identified misalignment
with the desired culture during its implementation. As part of its evaluation, the
board may:

i. Review the company’'s decisions and actions to assess whether they are
consistent with the desired culture and the issuer’s objectives.

ii. Undertake staff and stakeholder engagements to understand their perception
of the issuer’s culture.

iii. Assess complaints received, whistleblowers’ disclosures, staff turnover rate
and code of conduct / regulatory breaches to help identify potential areas of
concern.

4.  An issuer’'s senior management should convey the board’s messages and desired
culture to middle management and the rest of the company. Management should
communicate a clear direction to their direct reports through effective and timely
engagement. Management is responsible for implementing the board’s direction on
corporate culture, for example through talent management and regular training to enable
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all levels of staff to better understand the issuer’s desired culture and how it supports
the issuer’s purpose, values and strategy, and to ensure the issuer’s operation is aligned
with its desired culture.

5.  When evaluating a company, stakeholders take into account its corporate culture. To
enhance transparency and increase stakeholders’ trust, issuers should provide
meaningful disclosure on culture and refrain from boilerplate language (e.g. a generic
description of the overall corporate governance approach) that fails to properly connect
corporate culture to their long-term goals.

6. In their disclosure on corporate culture, issuers should cover the following:

. Description of desired corporate culture, referencing and linking this to the
issuer’'s purpose, values and long-term operational, regulatory and reporting
objectives.

. Communication of desired corporate culture: the measures in place to ensure
that the desired culture is understood within the company (e.g. through regular
training, code of conduct etc.) and communicated to stakeholders via effective
channels.

. Implementation of desired corporate culture: the commitment of suitable and
sufficient resources to support successful implementation (e.g. trained human
resources, effective financial (e.g. remuneration) and non-financial incentives).

. Evaluation of implementation of desired corporate culture: the measures
used to assess and monitor the adoption of culture and its impact on the
company’s performance (e.g. by reference to key performance indicators (e.g.
revenue growth, profit margins, return on equity, market share) and non-financial
indicators (e.g. staff turnover rate, complaints, employee survey results, code of
conduct and regulatory breaches). The disclosure should cover how misalignment
or deviations (e.g. staff misconduct) are identified and dealt with.

o Accountability: how the board and management are held accountable for their
actions.

Board performance review

7. The CG Code provides issuers with flexibility in terms of how to structure and implement
regular board performance reviews that fit their individual circumstances. Issuers should
consider whether the complexity of their operations or recent changes (e.g. change of
business model, business expansion) may require more frequent reviews than are
required under the CG Code (once every two years®).

53 CP B.1.4.
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10.

11.

12.

13.

14,

15.

16.

The performance review process should be sufficiently robust and involve the board
directly, with views and feedback also coming from stakeholders beyond the board (e.g.
shareholders, senior executives, auditors and other advisers who interact with the board
on a regular basis, as well as other employees). The process should be confidential to
allow candid feedback to be provided.

In assessing whether the board’s performance effectively supports the issuer’s broader
objectives, the performance review should identify the board’s strengths as well as
weaknesses / gaps. Measures to address the gaps identified could include, for example,
training initiatives to upskill existing directors and / or the identification of criteria for
board refreshment.

Issuers should make use of a board skills matrix (please see the section on board skills
maitrix) to assess alignment of skills and experience with the issuer’s strategic objectives.

Performance review findings may facilitate the issuer’s nomination process (e.g. past
evaluations may provide insights for subsequent recommendations on the re-election /
re-nomination of directors).

Issuers can decide whether the board performance review should be conducted (or
facilitated) externally, or organised and conducted internally.

Internally conducted reviews can draw on internal industry knowledge and familiarity
with the issuer’s business, and can be conducted in a cost-effective manner. However,
the absence of an independent external reviewer may potentially compromise the
objectivity and thoroughness of the review process.

External reviews generally have the advantage of the external reviewer’s impartiality and
expertise (e.g. the external reviewer may be able to provide references against the
issuer’s peers and facilitate benchmarking). This safeguards the integrity of the review
process and can provide valuable insights. The transparency of the external review
process may also be higher.

The board should carefully consider whether relying on an internally conducted review
would be sufficient. In particular, issuers with more complex business operations that
have changed or expanded their business model should consider the benefits of an
external review.

Issuers may also consider involving an external reviewer to assist in the design of the
review process and the assessment of the review findings — such an approach may
enable the issuer to minimise cost to gain valuable external insights. Alternatively,
issuers may start by conducting the performance review internally and, should the need
arise, engage external expertise in future reviews.
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17. The focus of the board performance review is on the overall performance of the board
and the existing skills, expertise and qualifications of the board as a whole, and is not
intended to be a personal assessment of individual directors.

18. There should be a set of assessment criteria that enable an evaluation of the overall
effectiveness and efficiency of the board. While each review is specific to the board at
the time of the review, its findings could inform decisions on board refreshment and
succession planning going forward.

19. The table below sets out a non-exhaustive list of areas issuers may consider when
determining the criteria for the performance review — issuers should adjust and adapt
them to fit their specific needs.

Table 2: Assessment criteria for board performance review

Criteria

Board
composition
and skills

Board culture
and dynamics

Board
practices

Quality and
timeliness of
information to
the board

Aspects to be reviewed

Whether the board has an appropriate mix of skills, expertise, experience,
backgrounds and diversity to deliver the issuer’s strategic objectives and
meet the challenges of today’s fast-moving world and emerging areas of
concern (e.g. geo-political tensions; changing regulations; evolving
artificial intelligence technology)

Board refreshment / succession plans

Whether the board has anticipated any planned changes to the issuer’s
business objectives and assessed the need to acquire further skills or
qualifications

Whether the board’s values and behaviours align with the company’s
goals and objectives, and are conducive to effective governance and
decision-making

How well do the directors communicate and work together

Quality of key working relationships (e.g. board chair / chief executive
officer, board / management)

Quality of strategic discussions and decision-making on the board
Whether the current board practices (e.g. agenda setting, governance

practices, board committee structure) are fit for purpose and whether any
improvements are required for the effective functioning of the board

The quality and timeliness of the information provided to the board (e.g.
by the management) on the company and its performance

Whether board papers and necessary materials are delivered in a timely
manner to facilitate adequate preparation before meetings
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Board e Whether board meetings are effectively conducted so as to fulfil their
meetings intended purposes
Compliance e Whether the board adheres to applicable legal and regulatory
and training requirements
e Whether directors’ developmental and training needs are adequately
supported
Risk e Whether the board allocates sufficient time and attention to discuss and
management manage risk
and internal . . s
controls e Whether the board has adequate processes in place for identifying and
reviewing risks, and for overseeing the issuer’s risk management and
internal controls systems
Stakeholder e How the board communicates with, listens and responds to shareholders
engagement and other key stakeholders

e How stakeholder feedback is reflected in the board’s discussions or
decision-making

20. Issuers may also consider (i) assessing individual directors or particular board
committee(s) as part of the review, or (ii) conducting a review that is focused on a
particular transaction, which may help provide more specific insights into how particular
aspects (e.g. board dynamics, quality and timeliness of information to the board) worked
in the context of that transaction.

21. To enhance transparency and increase investor confidence in the board’s continued
effectiveness, issuers should disclose sufficient information in their corporate
governance reports on their board performance review (i.e. review scope, mode,
methodology and findings) **. The information should include any identified key aspects
of the board’s performance which merit improvement (e.g. additional skills for the board
to acquire) and the measures taken or planned to address the findings.

22. Issuers can consider combining their disclosure on the board performance review with
that on the board skills matrix.

23. Ifissuers have not conducted a board performance review during the relevant reporting
period, they should state this and indicate when the next review will be conducted®®.
During the gap year between reviews, issuers may disclose related actions taken during
the reporting period (e.g. remedial actions taken in response to the findings from the
prior review, or the assessment of priority areas / desired performance objectives for the
next review).

54 CP B.1.4.
55 CP B.1.4.
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Board skills matrix

24. A board skills matrix should display the board’s collective experience, skills,
qualifications and expertise, and connect these with the issuer’s long-term strategy and
particular goals, including its diversity targets. While the matrix is not intended to single
out individual directors, it should allow shareholders and other stakeholders to
understand the mix and adequacy of the board’s skills and assess the alignment with
the issuer’s objectives.

25. This mapping exercise enables the issuer to identify, in particular, any gaps in existing
board skills for the purpose of any planned expansion or change in the issuer’s
objectives. This provides useful insights to the nomination committee (or the board) to
consider board refreshment and succession planning, or any enhancement of the
existing skills and qualifications of the board.

26. While no format is specified for the disclosure of the board skills matrix®®, issuers should
refrain from simply replicating information that is already contained in the directors’
biographies. Meaningful disclosure should include: (i) the existing skills mix of the board;
(i) how the combination of skills, experience and diversity of the directors serves the
purpose, values, strategy and desired culture of the issuer; and (iii) details and plans of
the board to acquire further skills (if any).

27. Issuers may refer to the example board skills matrix below (provided for illustration
purposes):

Table 3: Example board skills matrix

Skills Area Description Importance Adequacy Plans to
(Note (b)) (Note (c)) (Note (d)) address gaps
/ expand
skills
Strategy Ability to identify strategic

opportunities and threats,
whilst developing and
implementing plans to

achieve corporate
objectives
Leadership Ability to lead corporate

teams and implement
plans and policies

5% CP B.1.5.
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Industry Understanding of the
knowledge and company’s business daily
experience operations, market
(Note (a)) development, competitors,
technology and innovation
Financial literacy  Abilty to read and
/ business comprehend corporate
acumen accounts, financial
materials and financial
reporting requirements
Risk Ability and experience in
management and  implementing, managing
compliance or overseeing risk
management and internal
control systems for legal
and regulatory compliance
People Experience at a senior
management level with responsibilities
experience for people management
and successful

Diversity (e.g.

implementation of change
Contribution to  board

age, gender, diversity in terms of age,

culture) gender, cultural
background etc.

Emerging topics  Understanding and

(e.g. artificial knowledge of emerging

intelligence)

Qualifications

topics to ensure that the
company is forward-
thinking

Formal qualifications in
relevant fields to assist the
board in its decision-
making, for example,
accounting / finance,
economics / business, law

Notes:

(@) The relevant knowledge and experience should relate to, and be assessed against, the issuer’s
business objectives.

(b)  The description should enable stakeholders’ understanding of the nature and scope of the skills
concerned.

(c) The explanation should enable stakeholders’ understanding of the importance and relevance of
the skills concerned to the issuer’s business. For example, such an explanation may be aided
keys defined as follows:
“E” = essential skills that should currently be in the board’s possession
“F” = skills that should be acquired for future purposes / in light of anticipated emerging needs
A/D = skills that are not necessary but desirable or aspirational in nature

(d)  Reviews should assess whether the existing level of expertise of a particular skill / qualification is

deemed adequate (to be measured against the issuer’s business needs / long-term objectives).
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Director training

28.

29.

30.

31.

32.

33.

34.

It is mandatory for all directors of issuers on the Exchange to undergo annual director
training®’. The Exchange has specified five topics that annual director training must
cover, as a minimum.

There are no specific requirements on the format and providers of the training — such
flexibility ensures that training can be tailored to suit directors’ personal development
needs as well as their schedules and the issuer’s available resources.

Director training can take various forms, including: in-person training; online webinars
by an external provider; training arranged in-house by the issuer (e.g. through the
company secretary); and reading articles or watching videos on the specified topics.

Director training must be of sufficient quality to adequately support directors’
development of their knowledge and expertise. The required disclosure of further details
on the different modes of training that directors undertake (i.e. external, internal or self-
study) enables investors to better understand and assess the training that directors have
received.

Directors should consider the appropriate mode of training for each specified topic.
While internal training may be more relevant or appropriate for certain industry or issuer-
specific topics, training on topics such as the regulatory and legal responsibilities of
boards and directors may be better delivered by expert external training providers.

While there is no prescribed minimum number of training hours for annual director
training, directors should consider their personal training needs and receive sufficient
training to equip them to properly discharge their duties. As a reference, the minimum
training hours required for members of industry associations (e.g. The Hong Kong
Institute of Directors or The Hong Kong Chartered Governance Institute) and
professional bodies (e.g. The Hong Kong Institute of Certified Public Accountants and
The Law Society of Hong Kong) range from 10 to 20 training hours per year.

Directors who take on their first board appointment at a listed issuer must ensure that
they sufficiently familiarise themselves with the legal and regulatory requirements of their
roles and obtain relevant knowledge to contribute to the board effectively. Similarly,
directors that have previously served on the board of a listed issuer, but not held an
appointment for some time, require training to ensure that their pre-existing knowledge
is sufficiently refreshed. The Exchange mandates the completion of a minimum number
of training hours for such directors following their appointment to a listed issuer in Hong

57 MB Rule 3.09F / GEM Rule 5.02F.
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Kong®8, which is separate from and additional to the general induction training that newly
appointed directors should receive.

Type of First-time Director Minimum training
hours requirement
(A) A director who is appointed as a director of an 24 training hours within 18
issuer listed on the Exchange for the first time (i.e. months of appointment

has no prior experience as a director of an issuer
listed on the Exchange)

(B) A director who has not served as a director of an 24 training hours within 18
issuer listed on the Exchange within the three months of appointment
years prior to his / her appointment (i.e. whose
previous directorship of an issuer listed on the
Exchange does not fall within the three years prior
to his / her appointment)

(© A First-time Director (either type (A) or (B) above) 12 training hours within 18
with directorship experience in an issuer listed on months of appointment to a
other exchanges within the three years prior to his board of an issuer listed on
/ her appointment the Exchange

35. If a First-time Director resigns prior to the completion of the mandatory minimum training
hours for First-time Directors, their responsibility to complete the First-time Director
training would not have been fulfilled and would remain applicable to any subsequent
director appointment. On such subsequent appointment, training received from the
previous appointment can count towards that director’s minimum training hours
requirement for First-time Directors, provided that their subsequent appointment occurs
within three years from the termination of their first appointment®®.

36. Under the Listing Rules, mandatory director training, whether for existing directors or
First-time Directors, has to cover all of the following five specified topics, as a minimum®°:

(1) Board and directors’ duties —to enable directors to better understand the board’s
and directors’ roles and duties.

(2) Listing Rules and Hong Kong law compliance — to enable directors to procure
the issuer’s Listing Rule compliance and to enhance their understanding of
applicable laws in Hong Kong.

(3) Corporate governance and ESG - to refresh and expand directors’
understanding of such matters (including developments on sustainability and
climate-related matters) corporate governance and ESG.

58 MB Rule 3.09H / GEM Rule 5.02H.
59 Note 2 to MB Rule 3.09H / Note 2 to GEM Rule 5.02H.
80 MB Rule 3.09G / GEM Rule 5.02G.
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(4) Risk management and internal controls — to enhance directors’ understanding
of the relevant scope and requirements for effective risk management and internal
control systems, and the board’s responsibilities for the same.

(5) Industry and business updates — to enable directors to further their knowledge
of industry and business updates relevant to the issuer that they serve.

37. Directors are expected to refresh their knowledge of key areas at reasonable intervals,
for example, directors’ duties, notifiable and connected transactions, conflict of interests
and the latest requirements under the Corporate Governance Code.

38. Directors are encouraged to engage in training beyond the scope of the specified topics
as this may help them develop expertise in areas that the board may not currently
possess. This demonstrates the board’s commitment to expanding its existing skills and
qualifications.

39. The table below illustrates how certain types of training / experience may count towards
the mandatory training requirements for First-time Directors and all directors:

Table 4: lllustration on mandatory director training requirement

First-time Directors All Directors, including
First-time Directors
12 or 24 hours within 18 No minimum training hours
months Note 1
Count towards 12 or 24 Count towards mandatory
hours? annual training?
Training received as a director of an
issuer listed on other exchanges v v
Note 2
Training received as a director of
Note 3 v v

other Exchange listed issuers

CPD training received as members
of other organisations / professional v v

associations Note 4

Notes:

Note 1: see paragraph 34 above regarding the minimum training hours requirement for First-time
Directors.

Note 2: provided that such training covers the specified topics in the Listing Rules. Directors should
also obtain sufficient training on Hong Kong-specific requirements.

Note 3: provided that such training is not issuer-specific.

Note 4: provided that such training covers the specified topics in the Listing Rules.
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40. Together with the disclosure on the board’s existing qualifications and skills (please see
the section on board skills matrix), meaningful disclosure on the training undertaken by
the board enables stakeholders to better understand the board’s ability to discharge its
duties to support the issuer in achieving its long-term objectives.

41. Disclosure on director training should cover for each directoré:

(1) The total number of training hours completed during the reporting period.

(2) The nature of each training attended, including:

a.

b.

format (e.g. internal training, external training, self-study);
topic (to confirm that the specified training topics were covered);
duration; and

training providers (in particular, whether the training was delivered by a
professional provider or in-house).

(3) Where the director is a First-time Director, an indication as to whether the director
has completed the mandatory minimum training hours during the reporting period.
Where the First-time Director has not yet completed the required training, the issuer
should disclose the remaining number of training hours to be completed by the
director in the next reporting period. Where the First-time Director has completed
the required training, the issuer should include a statement confirming completion
of such training.

42. There is no prescribed format of disclosure on director training. Issuers may refer to the
table below for an illustrative example on how the relevant information may be disclosed.
Issuers should include explanatory notes to enable a better interpretation of the training
records of individual directors.

Table 5: Example disclosure on directors’ training by topic

Directors

[Director A]
[Director B]

[Director C]

[Topic 1] [Topic2] [Topic3] [Topic4] [Topic 5] Total no.
of hours

g o o o o [*]
3 3 3 3 3 []

g o o o o [*]

61 MDR paragraph B(i) of the MB CG Code / MDR paragraph B(j) of the GEM CG Code.
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Note: Include the individiual number of training hours received on each training topic by each director in the coloured
circles. Where a director receives training in different formats on the same topic, this should be indicated by setting out the
applicable coloured circles for the relevant topic against the relevant director’'s name.

[Note: training in format type | (e.g. internal training, with examples / descriptions of the training received)]
[Note: training in format type Il (e.g. external training, with examples / descriptions of the training received)]
[Note: training in format type lll (e.g. self-study, with examples / descriptions)]

[Note: any other form of training received (e.g. attending industry event as speaker or panellist)]

43. Each director should provide the issuer with updates, and supporting documents, on the
training they attended during the reporting period®2. The issuer should put in place a
system to record and retain that information to facilitate detailed and accurate disclosure
on each director’s training record.

Shareholder engagement

44. Having a shareholder communication policy in place helps to maintain an effective, two-
way dialogue with shareholders, to whom the directors of an issuer are accountable.
Issuers are required to review that policy’s implementation and effectiveness on an
annual basis®3. The conclusion from the annual review should be disclosed, together
with any actions taken (or to be taken) following such a review.

45. Effective communication with shareholders can bring constructive feedback to the
board’s decision-making process. The board’s proactiveness, as well as how such
feedback is reflected in the board’s discussions or decision-making, should form part of
the periodic board performance review assessments.

46. There are different ways in which issuers can communicate with shareholders. Issuers
should set out the communication channels available to shareholders to express their
views on matters affecting the issuer, as well as the steps taken by the issuer to solicit
and gauge the views of the shareholders and other key stakeholders.

47. Ways in which issuers may enhance shareholder communication include, but are not
limited to:
e Appointing one of the INEDs to be the Lead INED (see below).

e Appointing a suitably qualified senior investor relations officer or establishing a
designated investor relations function with access to the board.

62 Principle C.1.
63 MDR paragraph L(b) and (c).
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¢ Formalising periodic meetings with shareholders. Such meetings may, depending on
the issuer’s circumstances, include investor and analyst briefings, shareholder
roundtables or webinars (which may enable issuers to engage with particular groups
of investors in a smaller setting).

o Enhancing disclosure of the contribution or work done during the year by INEDs and
the Lead INED (if there is one) in the annual report, including quantitative metrics of
their engagement with independent shareholders.

48. To strengthen accountability and transparency, issuers are required to provide details of
the board’s engagement with shareholders, including the nature and number / frequency
of such engagements, the group(s) of shareholders and issuer representatives involved,
and the issuer’s approach to following up on the outcomes of these engagements®4.

49. Issuers are encouraged to disclose the major areas of interest for investors and the
issuer’s strategy / key areas of focus in relation to the management of key stakeholder
relationships during the reporting period. Such disclosure may be included in the
issuer’s annual report, website and announcements issued pursuant to the Listing Rules.
Examples of areas or topics that shareholders may be particularly interested in include
the following:

e INEDs’ contribution or work done during the year (including that of the Lead
INED).

o INEDs’ engagement with shareholders, particularly independent and minority
shareholders (e.g. number of meetings held during the year and the focus of such
meetings).

e Key appointments to the issuer’s board during the year and impact.

e Board performance review (e.g. findings from review conducted during the
reporting year and related actions taken by the board during the gap year between
reviews, such as the assessment of priority areas / desired performance objectives
for the next review).

e Key transactions, including notifiable and connected transactions during the year.

e Dividend policy and related decisions during the year.

e Capital management strategy, including measures planned or taken to improve
the issuer’s valuation.

e Business outlook, substantiated by short- and long-term plans and strategies
devised and / or implemented during the year.

64 MDR paragraph L(d) and CP F.1.1.
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50.

51.

52.

53.

54.

55.

Issuers, in particular those where the board chair is not an INED, are strongly
encouraged to designate one INED as a Lead INED®.

As a designated contact point, the Lead INED can help facilitate and strengthen
communication with shareholders (in particular, minority shareholders). Through its
engagements, the Lead INED can develop a balanced understanding of key stakeholder
views and concerns and convey the same to the board. Please refer to the section on
the Lead INED for further details on the roles and functions expected of a Lead INED.

Investors look to issuers for full transparency regarding their dividend policies and
decisions on capital allocation.

To improve transparency, issuers are required to disclose information regarding their
dividend policy (e.qg. the key factors that the board will consider when making a dividend
decision) or else explain why they do not have a dividend policy®®.

Shareholders should also be provided with the details necessary to enable them to better
understand the board’s dividend decisions®’ (e.g. where no dividend was declared, the
reasons for that decision and the measures (if any) that the issuer intends to take to
enhance investors’ return). Where their dividend decisions are subject to any regulatory
oversight, issuers are encouraged to state this.

Issuers are encouraged to enhance their capital management efforts to improve
shareholder value, and to go beyond the required disclosure in the Listing Rules by
providing insight into their wider capital allocation policies and strategics, including their
policy on share buy-backs and share cancellations.

65 RBP C.1.8.
66 MDR paragraph M.
67 MDR paragraph M.
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Diversity is an important driver of board effectiveness and quality decision-making. A
high-performance board should have an appropriate balance of skills, experience and
diversity of perspectives.

Issuers are encouraged to adopt an inclusive mindset and consider different aspects
of diversity - including but not limited to gender, age, cultural and educational
background, and professional experience.

Board diversity<

1. Issuers are required to have at least one director of a different gender on the board®®.
An issuer that fails to comply with this requirement (for example, where the sole director
of a different gender resigns) must immediately publish an announcement containing
the relevant details and reasons®. That issuer must then appoint appropriate member(s)
to the board to re-comply with such requirement within three months after failing to meet
it.

2. Issuers should continue to assess their own circumstances and needs; and strive to
commit to gender diversity targets beyond the required minimum of one.

3.  Issuers should have at least one director of a different gender on the nomination
committee’®. A nomination committee comprising members of diverse backgrounds and
perspectives can help reduce cognitive biases, expand the committee’s connections for
recruitment purposes, and promote greater diversity in the boardroom.

4.  The director nomination process should be appropriately structured so that a diverse
range of candidates are considered. There should also be transparency in the
consideration of diversity during such a process.

5. The nomination committee should use the board skills matrix and the periodic board
performance reviews to assess the mix of competencies and diversity on the board,
identify whether there are any gaps in the board'’s collective skillset, and formulate and/or
revise the issuer’s succession plans accordingly. It should take a holistic and strategic
view of the closely linked issues of board composition, diversity commitments and
succession planning.

6 MB Rule 13.92(2) / GEM Rule 17.104(2).
6 MB Rule 13.92(2) / GEM Rule 17.104(2).
70 CP B.3.5.
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6.

To learn more about the role of the nomination committee, please see the section on
Nomination Committee.

Diversity policy

7.

10.

11.

Issuers should integrate diversity into their strategies and operations. Efforts to promote
greater diversity and inclusion should extend beyond the boardroom to senior
management and the wider workforce. Issuers are encouraged to consider different
aspects of diversity - including but not limited to gender, age, cultural and educational
background, and professional experience.

The Listing Rules require issuers to have and disclose a diversity policy for the board
and the workforce (including senior management) "*. The diversity policy can be a
standalone document, or it can form part of an issuer’s other firmwide / organizational
document.

The board diversity policy should include measurable objectives (e.g. numerical targets
and timelines) for the promotion of board diversity. The board is required to monitor the
implementation of the policy and review it annually to ensure it remains fit for purpose.
An annual review is required even if an issuer has achieved its current diversity objective.

Having a workforce diversity policy in place can assist issuers to set targets and
objectives across the entire company, not just at the board level, and support the
development of a diverse pipeline for succession. Since the demographics in a
particular industry or country where an issuer operates may make it more challenging to
formulate diversity targets at a workforce level, there is no requirement for issuers to set
measurable objectives for workforce diversity.

Issuers are required to disclose the gender ratios of their (i) senior management and (ii)
workforce (excluding senior management). For the workforce gender ratio, issuers may
disclose by categories of employees e.g. by level (middle management and rank and
file), and/or by function (technical, administrative, or production) 72.

L MB Rule 13.92(1) / GEM Rule 17.104(1) and MDR paragraph J.
72 MDR paragraph J(c).
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Practical considerations when formulating a diversity policy

e Articulate the benefits of diversity, including gender diversity, and the importance of
being able to attract, retain and motivate employees from the widest possible pool of
available talent.

e Express the issuer's commitment to diversity at all levels, including gender, age,
cultural and educational background, and professional experience.

e Assess the issuer’s diversity profile annually, including the gender balance of
directors and senior management and their direct reports, and its progress on
achieving its diversity objectives.

e Ensure that the recruitment and selection practices at all levels (from the board
downwards) are appropriately structured so that a diverse range of candidates is
considered.

e Focus on the development of a diverse pipeline - identify and implement programmes
that will assist in building a broader pool of skilled and experienced employees for
future senior management and board positions, and report on the outcome of such
programmes (e.g. their impact on improving diverse representation at the more senior
levels).

Setting targets and objectives
Board level

12. Examples of diversity targets beyond the required minimum of one director of a different
gender on the board include: (i) achieving specific numerical targets for the proportion
of women on the board and in senior executive roles within a specified timeframe; and
(i) applying diversity targets to the key committees of the board.

13. Where an issuer revises a diversity target or deadline, or a new circumstance arises that
makes it difficult for an issuer to fulfill their stated diversity commitments, the issuer
should provide a reasoned explanation in the corporate governance report and set out
its revised target or deadline.

Workforce level
14. While it is not mandatory for issuers to set measurable objectives for workforce diversity,

when establishing their workforce diversity policy, issuers are encouraged to focus on
how they can better improve diversity and inclusion beyond the boardroom.

Useful resources

15. Please refer to the Exchange’s Board Diversity Hub for more resources on diversity and
inclusion, including thought leadership publications, board diversity statistics, and
practical tips for issuers and potential board candidates.
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Risk management and internal controls are important safeguards that enable an issuer
to achieve its operational, reporting and compliance objectives. There is, however, no
“one-size-fits-all” approach in terms of putting in place and maintaining an effective
system of risk management and internal controls - each issuer has to first identify its
strategic objectives, consider relevant risks to achieving these objectives and then
create a system that is appropriate for the issuer’s individual risk profile and
circumstances.

As an issuer’s business, and its risk profile, may change over time, it should monitor its
risk management and internal control systems on an ongoing basis and conduct periodic
reviews of the systems’ effectiveness.

Roles and responsibilities

1. Under the Listing Rules, the board is ultimately responsible for the issuer’s risk
management and internal controls”. Effective risk management and internal controls
start with the board setting the appropriate “tone from the top” and instiling a
commitment to compliance and ethics in the issuer’s culture and operations.

2.  The board should set clear objectives for the issuer, identify existing and emerging risks
for such objectives and determine the level of risks it is willing to accept in the course of
pursuing the issuer’s objectives. Based on this analysis and the issuer’s risk tolerance,
the board can then work with the issuer's management on the establishment and
maintenance of appropriate and effective risk management and internal control systems.
In addition, the board should ensure that its approach to risk tolerance has been properly
communicated throughout the organization.

3.  While the board may delegate certain aspects of its work to management and relevant
departments (e.g. internal audit) or external providers (e.g. internal control consultants),
proper oversight over the design, implementation and operational effectiveness of the
risk management and internal control systems is ultimately the board’s responsibility.

4, The board should monitor the issuer’s risk management and internal control systems on
an ongoing basis. A review of the systems’ effectiveness should be conducted at least
annually™. For each reporting period, the board should provide a statement in the
corporate governance report that acknowledges its responsibility for the issuer’s risk

73 MDR paragraph H(a) and Principle D.2.
74 MDR paragraph H.
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10.

management and internal control systems and confirms that these systems remain
appropriate and effective’®.

While the board takes the lead in establishing the issuer’s risk management and internal
controls systems, it is the responsibility of the management to design and implement
that system and ensure it is operating effectively on a day-to-day basis’. To facilitate
the board’s oversight, the management should provide the board with relevant
information and periodic confirmation as to the implementation and effectiveness of risk
management and internal control systems.

Management's role includes designing and implementing an appropriate framework for
the systems consisting of relevant policies and procedures; and the appropriate
delegation of roles, responsibilities and authority among the issuer’s departments and
staff (and involved external providers).

The framework should include appropriate structures and procedures for the ongoing
monitoring and regular review of the operational effectiveness of risk management and
internal control systems. The management should provide regular reports to the board
on progress and timely updates on any issues identified so that the board can exercise
its own supervision and oversight.

The audit committee shares responsibility for the oversight of the issuer’s risk
management and internal control systems (unless such oversight is expressly allocated
to another board committee (e.g. risk committee)) 7.

The audit committee should seek discussions with management to ensure the existing
internal control systems remain appropriate and effective. The audit committee should
also consider major findings on risk management and internal control matters and
management’s response to these findings. The audit committee should ensure that it
reports its findings to the board from time to time and elevates any concerns for the
whole board’s consideration as appropriate.

The board should ensure that the audit committee has sufficient resources and is
provided with relevant and timely information to perform its duties in relation to the
oversight of the issuer’s risk management and internal control systems.

75 MDR paragraph H(a).
76 Principle D.2.
7 CP D.3.3(f).
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Risk management

11.

12.

An issuer’s risk management closely interacts with the operational, reporting and
compliance objectives of the issuer and the issuer’s framework of internal controls. To
understand its exposure to risks, an issuer should first define clear objectives:

Operational Objectives: Objectives that facilitate effective and efficient
operations by enabling the issuer to achieve strategic, operational and financial
performance goals and safeguard such goals against business, operational,
financial, compliance and other risks (including fraud).

Reporting Objectives: Objectives that safeguard the quality of the issuer’s
internal and external reporting, including through the maintenance of proper
records and processes that generate timely, relevant and reliable information.

Compliance Objectives: Objectives that focus on the issuer achieving regulatory
compliance (and compliance with applicable laws) and adherence to internal
policies with respect to the operation of the issuer’s business.

After defining its objectives, an issuer can identify the risks that may impact or prevent
it from achieving these objectives. The risks that each issuer encounters will be different,
depending (among other things) on the scale, complexity and geographical locations of
its business operations. An issuer should undertake the following steps:

(1)

(2)

(3)

Analyse the source of potential risks

The scope of the issuer’s analysis should be broad and cover risks that can
develop from internal processes and infrastructure (for example IT infrastructure,
issuer’s resources, assets, organisation and operational infrastructure), as well as
from external interactions, developments and threats (for example political or
economic environment, business developments, and interaction with outside
parties). Without limitation, the scope for analysing potential risks should be wide
enough to cover material ESG risks, cyber security risks, and fraud risk.

Evaluate and prioritise the identified risks

To formulate its risk management strategy, the issuer will have to evaluate
identified risks and develop procedures to prioritise addressing significant risks
and allocate relevant resources accordingly. This evaluation should be conducted
by the board with the support of the issuer’s management.

Monitor existing risks (and the emergence of new risks)

The issuer should constantly monitor the development of current and emerging
risks. For the purpose of tracking risks and logging risk responses, an issuer may
consider creating a risk register of all identified risks with a particular focus on
significant risks. This risk register should be updated regularly and, in any event,
at least annually.
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Risk heat map

13. The issuer may make use of a “risk heat map”, as illustrated in the diagram below, to
assess the impact of the identified risks that are recorded on its risk register. In the “risk
heat map”, the issuer’s top risks (which may include existing and potential risks) should
be plotted into a matrix and graded in accordance with their likelihood of occurrence and
impact on the issuer’s objectives and goals. The board can consider the resulting “heat”
rating and review / adjust the risk management and internal control systems to mitigate
such risks.
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Practical considerations for boards

Questions the board should ask when considering the issuer’s procedures to identify and
assess risk:

e Has the board considered and formulated clear objectives? Is the issuer’s process of
risk identification and assessment focused on safeguarding these objectives?

e Isthe current risk identification procedure wide enough to cover not only existing risks
but also emerging risks? Is there a robust process of continued monitoring for new /
emerging risks (and re-evaluation of existing risks)?

e What is the level of the issuer’s risk tolerance in pursuing its objectives? Has this
been clearly communicated throughout the organisation?

e Has the risk assessment sufficiently taken account of the impact of each risk on the
issuer’s objectives? Are the risk management strategies aligned with the issuer’s risk
tolerance?

e Are there any procedures for regularly adjusting the existing risk assessment to reflect
developments or changes in the issuer’s objectives or risk profile?

e Have sufficient resources been committed to the process of risk identification and
assessment?

e Do channels exist for different functions within the issuer to elevate risks or voice
concerns in terms of the existing risk assessment procedures?

Internal controls
Components of risk management and internal control systems

14. While there is no “one-size-fits-all” approach to designing an effective and appropriate
system of risk management and internal controls, international bodies have developed
a framework setting out components that should be covered by an issuer’s internal
controls. When designing their risk management and internal control systems, issuers
can consider and apply these components in accordance with their unique risk profile
and circumstances.

Risk Management and Internal Controls 42



Corporate Governance Guide for Boards and Directors

Table 6: Components of risk management and internal control systems’®

Components

Principles

Component 1 - Corporate
culture / control environment

This refers to the issuer’s overall
culture of internal controls, i.e. the
issuer’s control environment.

It is important that, throughout the
various levels of the issuer’s
operation and staff, there is a
commitment to integrity, compliance
and ethical behaviour. This
commitment starts at the board
level as the right “tone from the top”
is required to achieve buy-in across
the organization.

Integrity and Ethical Values — There is a firm
commitment to ethical standards and -culture of
integrity, including through appropriate policies and
procedures (whistleblowing policy, code of conduct,
etc.).

Independent Board Oversight — The board maintains
independence from management and exercises
appropriate oversight of the internal control system’s
implementation (among others, through the audit
committee).

Organizational Structure — There is a defined
structure of authority and responsibility to implement
operational, reporting, compliance, and business
objectives.

Human Resources — Staff recruitment, development
and retention is focused on alignment with the issuer’s
objectives, in particular in terms of culture, integrity and
compliance.

Accountability — There is a system of responsibility
and accountability in place that includes regular
reviews of staff performance including on compliance
metrics related to the internal control systems.

Component 2 - Risk
assessment

This refers to ongoing risk
assessment across all aspects of
the issuer’s business. An issuer
needs to operate with clear
objectives which allow for an
ongoing analysis of risks (including
fraud risk) to such objectives — this
includes identifying and analysing
significant change to (among other
things) ensure internal controls
remain effective.

Identification of Objectives — Establish strategic
operational, reporting, and compliance objectives to
allow for the identification of potential risks and the
impact of such risks to the objectives.

Identification of Risks — Conduct assessment of risks
for the issuer’'s objectives and adopt plans for risk
management.

Fraud Risks — Consider fraud risks and adopt
appropriate steps to manage such risks.

Impact on Internal Controls — Consider the impact of
its risk assessment on its internal control systems and
make any changes as required.

78 Source: The Internal Control—Integrated Framework (ICIF-2013) published by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) formed by five global accountancy and auditing organizations.
See also the Hong Kong Institute of Certified Public Accountants, Technical Bulletin, Assistance Options to New
Applicants and Sponsors in connection with Due Diligence Obligations, including Internal Controls over Financial

Reporting.
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Component 3 - Internal 10.

controls

This describes the internal control
systems / control activities put in
place to respond to the risk
assessment and mitigate the
identified risks. This includes
activities, processes, policies and
communications required to
establish a strong framework of
internal controls and respond
adequately to risks.

11.

12.

Internal Controls — The issuer adopts and implements
a system of internal controls (or control activities) to
manage and mitigate risks.

Technology — The internal control systems include
appropriate controls over technology / IT and online
infrastructure / the use of Al.

Policies / Procedures — The internal control system is
supported by appropriate policies and procedures.

Component 4 - Information 13.

and communication

This requires an issuer to put in
place procedures to ensure that the
internal control systems are
supported by appropriate and up-to-
date information and data, and, for
such information to be adequately
communicated internally and
externally (as applicable).

14.

15.

Information and Data — To ensure proper operation of
the risk assessment and internal control systems, the
issuer deploys accurate, timely, and sufficiently
detailed information and/or data (issuers should also
critically assess the impact of the use of Al on such
processes).

Internal Communication — Relevant information is
communicated in a timely and thorough manner to
support the effective operation of the internal control
systems.

External Communication — Communication designed
to support the effective operation of internal control
systems should also involve external stakeholders (as
required).

Component 5 - Monitoring 16.

This requires an issuer to
continuously monitor the internal
control systems and ensure that
they remain fit for purpose, and that
potential deficiencies are
communicated in a timely manner
such that appropriate actions can
be taken.

17.

Ongoing Monitoring — Conduct ongoing monitoring
and periodic reviews of the internal control systems
effectiveness. The monitoring should involve internal
and external resources (as appropriate).

Reporting — Results of the ongoing monitoring and
review should be reported to management and the
board (and other relevant stakeholders) in a timely
manner, in particular if deficiencies have been
identified and/or changes to the existing systems are
required.

Monitoring and Review of Internal Control Systems

15.

The board is responsible for putting in place a proper process and procedures to govern

the ongoing monitoring and periodic reviews of the issuer’s risk management and

internal control systems?.

7® MDR paragraph H and Principle D.2.
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16.

17.

18.

19.

20.

The board may delegate the monitoring and control activities to board committees,
management, and internal and external functions. The board should, however, maintain
oversight and apply independent and professional judgment on any reports it receives
on the effectiveness of the risk management and internal control systems. The board
should also consider whether the issuer in its particular circumstances may benefit from
the engagement of independent third parties (such as external auditors or consultants)
to facilitate the ongoing monitoring or the periodic reviews.

The CG Code requires issuers to conduct reviews of the risk management and internal
control systems’ effectiveness at least annually®. The board should assess the
frequency and scope (e.g. whole or parts of the systems) of the review, taking into
account the particular situation of the issuer. For example, more frequent reviews may
be appropriate where significant control failings and weaknesses were identified in prior
reviews, and review intervals of one year may be too long for assessing the effectiveness
of the adopted remedial measures.

The board should plan how the review should be conducted and how relevant work will
be distributed among the issuer’'s management and internal departments and external
providers. The board is also responsible for ensuring that the review process is
adequately resourced. Itis important to document and keep a record of the steps taken,
and the outcome of the review of the risk management and internal control systems’
effectiveness (including any assurance that the board has received).

The scope for the review of risk management and internal control systems should be
broad and cover all material aspects of these systems, including financial, operational
and compliance controls®. It should also cover the issuer’s subsidiaries.

The areas of focus below represent matters that may be considered for review. To the
extent that any area is not included within any review, a clear record should be kept of
the reasons for determining not to do so.

80 MDR paragraph H and Principle D.2.
81 CP D.2.1.
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Table 7: Scope for annual reviews of risk management and internal control

systems®

Components Scope for Annual Review
Component 1 - Assessment of integrity and ethical values across the organization,
Corporate culture/  including:
control What are the relevant policies and procedures (including on code of
environment conduct, conflict of interest, whistleblowing, handling of complaints); what

is the approach to legal and regulatory compliance (including compliance
with the Listing Rules and the CG Code); how is staff / management
remuneration assessed.

Assessment of board independence and performance, including:

What is the level of independence, experience and respective roles and
responsibilities of board members; is there a process for the declaration
of interest; what is the composition of the board committees; whether the
terms of reference of the board committees remain appropriate and what
is the level of communication between the board and its committees; are
directors’ interests being declared.

Assessment of management performance and commitment to
internal controls, including:

What is the quality of financial reporting (including but not limited to
relevance, reliability, comparability and timeliness); what are the
operational goals and policies & procedures in pursuit of such goals; is
there sufficient attention to and frequency of discussions on governance,
risk and internal control related topics.

Assessment of organizational structure, including:

What are the relevant legal entities, business units, etc. and their
responsibilities; how do the reporting lines (in particular between
management and business units) work.

Assessment of financial reporting competencies, including:

What is the level of staffing and is the experience and qualification of staff
members adequate, in particular in relation to governance / financial
reporting; what is the level of training.

Assessment of responsibilities and delegation, including:

What are the relevant roles and responsibilities, level of authority,
assignment of authority and delegation, relevant policies and procedures
(including on override of authority).

82 Source: The Hong Kong Institute of Certified Public Accountants, Technical Bulletin, Assistance Options to
New Applicants and Sponsors in connection with Due Diligence Obligations, including Internal Controls over
Financial Reporting.
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Assessment of human resources performance, including:

What policies and procedures are in place, what is their practical
implementation in relation to recruitment, training, performance
evaluation, promotion, compensation, termination.

Assessment of legal / regulatory compliance, including:

What is the level of compliance with (i) (financial) reporting requirements,
(i) laws and regulations (including Listing Rule compliance), and what are
the internal control systems in place to procure such compliance, and
monitor and report potential deficiencies.

Component 2 - Assessment of objectives, including:

Risk assessment Are there clear objectives in terms of the issuer’s operations / business,

financial reporting and regulatory / legal compliance.

Assessment of risk assessment and management procedures,
including:

What are the processes in place for risk assessment and management;
regulatory and legal compliance; fraud identification and prevention; is
there an ongoing monitoring of the operating environment and potential
risks; are there (business) contingency plans; are financial reporting risks
assessed.

Component 3 - Detailed assessment of internal controls in place, including:

Internal controls Analysis of policies and procedures, relevant roles and responsibilities,

segregation of duties, record keeping and an assessment of compliance
with laws / regulations across all aspects of the issuer’s operation, such
as:

e Sales, accounts receivable and collection;

e Procurement, accounts payable and payment;
e Inventory management, including logistics;
e Production and costing;

e Human resources and payroll;

o Fixed assets;

e Cash and treasury management;

e Insurance;

e Financial reporting and disclosure controls;
e Taxes; and

e |T system (general and application) controls.

Component 4 - Assessment of use of information and existing level of
Information and communication in relation to:

communication e Corporate planning, budgeting, forecasting;

e Reporting from and to management (including without limitation
monthly updates to the board as required by the CG Code);
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e Internal communication, including policies / procedures for
monitoring and detecting confidential / sensitive information,
possible conflicts, notifiable / connected transactions (Chapters 14
and 14A of Listing Rules), other legal or regulatory exposure;

e External communication, including policies / procedures on
communication with external parties, distribution of annual/ interim
reports and publication of results announcements (including
pursuant to Listing Rules 13.46, 13.48 and 13.49), handling of inside
information and leakage of sensitive information (including pursuant
to Listing Rule 13.09 and Part XIVA of the Securities and Futures
Ordinance (Cap. 571 of the Laws of Hong Kong)), regulatory
enquiries (including pursuant to Listing Rule 13.10);

e Level of confidentiality applied to communication and dissemination
of (sensitive) information; and

e Level of data protection across the organization, including against
cyber threats and data theft, and compliance with applicable
personal data laws.

Component 5 - Assessment of monitoring functions, policies and procedures,
Monitoring including:
e Board / management level monitoring;
e Internal audit (or other function) monitoring, including:
0 Role / responsibility of monitoring function;
Interaction with external auditor / providers;
Evaluation and mitigation of deficiencies;

Escalation / reporting to management / board,;

© O o ©

Implementation of internal controls / policies.
e Channels for reporting / whistleblowing;

¢ Management letter and internal control findings communicated by
external auditor and/or service providers; and

e Level of monitoring of legal / regulatory compliance.
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Practical considerations for disclosure on risk management
and internal controls

An issuer needs to make detailed disclosure in the corporate governance report on its risk
management and internal control systems and the (at least) annual reviews of these
systems (MDR paragraph H). An issuer should consider the following questions when
preparing disclosures:

Disclosure on risk management and internal control systems’ scope

e Are there sufficient details on how the issuer identifies and manage significant risks
(including ESG, fraud and cyber risks)?

e |sthere disclosure on whether the issuer has an internal audit function (and if not, how
relevant functions have otherwise been delegated)?

e Is there a description on the relevant aspects of its risk management and internal
control systems and any significant changes that were made to the systems during the
last reporting period? There should be an explanation on what prompted changes
made to the systems (e.g. change in risk profile, discovery of potential deficiencies).

Disclosure on reviews of risk management and internal control systems

e |s disclosure sufficiently detailed on the scope (e.g. which group entities are being
included), process and frequency of the review(s) of the risk management and internal
control systems conducted during the relevant reporting period?

e |s any description on the roles of all stakeholders involved in the reviews provided
(including confirmations whether external providers have been involved)?

e Have the findings and results of the review been disclosed in sufficient detail —
including information on any significant control failings or weaknesses identified during
the reporting period and remedial steps taken?

Board confirmation of risk management and internal control systems’ effectiveness

e Has the board obtained sufficient information and assurances to come to a finding that
the issuer’s risk management and internal control systems remain effective, including
from management, internal departments (e.g. internal audit) or any external provider
(e.g. the auditor)?

e Has the board confirmed in the corporate governance report that (i) it is responsible
for the issuer’s risk management and internal control systems; and (ii) based on the
board’s review and assurances received, these systems continue to be appropriate
and effective?
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Policies and systems on whistleblowing and anti-corruption

21. A commitment to integrity, including measures to prevent corruption and to raise
concerns and complaints in confidence and anonymity, are key aspects of good
corporate governance. Issuers are required to maintain a whistleblowing policy and a
policy / system that promotes and supports anti-corruption laws and regulations®3,

22. The Hong Kong Independent Commission Against Corruption (ICAC) is developing an
Integrity Compliance Management System (ICMS), with relevant guidance, that it aims
to publish in 2026. The ICMS provides a comprehensive framework of integrity policies
and measures to help build an issuer’'s capacity to uphold integrity and detect and
prevent corruption. Issuers are encouraged to adopt the ICMS by integrating relevant
procedures into their existing framework of risk management and internal controls. The
core components of an ICMS are set out below:

Table 8: Overview of an Integrity Compliance Management System

Core Components Description

Component 1 - Implement an integrity policy that covers (among other things):
Integrity policy and

e a statement of top-level commitment to adopt ethical and anti-
code of conduct

corruption business practices, high standards of integrity and a
zero tolerance for corruption;

e the issuer’'s commitment to capacity building and collaboration
with government, regulators, anti-corruption agencies, other
corporations, etc. in combating corruption; and

e details as to the issuer’s anti-corruption measures (see Anti-
corruption Policy in Table 9 below).

Implement a code of conduct (or update existing one) to set out the
required conduct of issuer’s directors, management and other staff,
including:

e compliance with applicable laws and regulations in Hong Kong
and abroad;

e restrictions on solicitation, acceptance and offering of
advantages;

e declaration and management of conflicts of interest;

e confidentiality of information; and

e consequences of breaching the code of conduct.
Component 2 -

Integrity capacity and
culture building

Adopt practices and measures to build the issuer’s integrity capacity
and culture:

83 CPs D.2.6 and D.2.7.
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e embed integrity and ethical values into corporate culture by
fostering leadership commitment, communication, accountability
and transparency;

e adopt regular training focused on integrity capacity building for
directors, management and staff at different levels of the issuer;

e update existing systems, internal controls and incentives to
ensure that integrity becomes an integral part of daily business
operations; and

e engage with external stakeholders (e.g. government, regulators,
anti-corruption agencies, industry peers, business counterparts)
on capacity building, sharing of best practices and combatting

corruption.
Component 3 - Adopt (or update existing) risk management and internal controls to
Integrity risk cover:
management e integrity and corruption risks identification, assessment and
management across all areas of the issuer’s business
(e.g. procurement); and
e specific controls for mitigating integrity and corruption risks.
Component 4 - Adopt procedures in the issuer’s daily operations for corruption
Corruption detection detection and reporting, including:

and reporting e controls and measures for detecting irregularities, misconduct

and corruption risks;

e procedures for reporting corruption in accordance with the
issuer’s whistleblowing policy (see Whistleblowing Policy in
Table 9 below), including requirements for relevant staff to duly
assess each report received; and

e procedures for referrals of alleged or suspected corrupt practices
to anti-corruption agencies (e.g. the ICAC or relevant overseas
anti-corruption agencies) as soon as possible.

Component 5 —

. Conduct regular monitorin and eriodic “audits” of the
ICMS audit g g P

implementation of the ICMS by the issuer’s internal audit function or
other responsible internal department to ensure its effectiveness and
consider the need for changes / enhancements.

23. Issuers are required to adopt effective whistleblowing and anti-corruption policies and
procedures, either as part of the ICMS or as individual policies. The table below provides
further details on what such policies are expected to cover.
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Table 9: Overview of Whistleblowing and Anti-corruption Policies

Purpose

Culture / pledge

Personnel to
which the policy
applies

Whistleblowing Policy

Allowing employees and third
parties (those who deal with the
issuer, e.g. customers and
suppliers) to voice concerns.

Safeguarding the confidence
and anonymity of concerns
raised.

Detecting and deterring
misconduct or malpractice.

Referencing corporate culture /
regulatory  objectives and
commitment to integrity.

Encouraging a  ‘“speak-up
culture”, where concerns on
actual or suspected misconduct
can be reported.

Confirming  confidence and
anonymity for any reports made
under the policy, and protection
from retaliation.

Confirming commitment that
complaints / reports will be
handled in a timely, fair and
independent manner.

Defining who can (i) make
whistleblowing reports, and (ii) be
subject of such reports (i.e.
reporting parties and implicated
parties).

Note: The scope has to be wide to

cover

board, management,

employees at all levels including
subsidiaries, and external providers

(e.g. suppliers,

contractors) and

customers (as applicable).

Risk Management and Internal Controls

Anti-corruption Policy

Establishing a system of
comprehensive  anti-corruption
measures and procedures in
support of applicable anti-
corruption laws and regulations.

Providing employees and third
parties with clear guidance and
requirements on the issuer’s
anti-corruption policy and
applicable anti-corruption laws
and regulations.

Promoting anti-corruption culture
within the issuers to sustain
integrity  management and
enhance corruption prevention.

Referencing corporate culture /
regulatory objectives and
confirming board / management
commitment to integrity, zero
tolerance for corruption and a
“speak-up culture”.

Linking anti-corruption policy and
procedures with other corporate
governance policies and
whistleblowing policy / relevant
reporting channels.

Confirming the issuer’s
commitment to compliance with
applicable anti-corruption laws in
Hong Kong and abroad,
including the Prevention of
Bribery Ordinance (Cap. 201 of
the Laws of Hong Kong).

Defining who
policy.

Note: The scope should cover
the board, management and
employees at all levels, including
for subsidiaries, external parties
doing business with the issuer
and those acting in an agency or
fiduciary capacity on behalf of
the issuer (e.g. agents,
consultants and contractors).

is covered by
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Conduct /
breaches
covered

Implementation /
enforcement

e Defining breaches or
(mis)conduct  that  warrant
reporting under policy

(supported by practical
examples of major and minor
misconduct).

e Specifying level of
substantiation and evidence
expected in support of reports
made under the policy.

e Providing convenient and
anonymous  channel(s) for
reporting.

Note: (i) Consider whether different
channels with different mandates
should be established (e.g. for
different departments / different
group companies / different levels of
staff). (i) While reporting channels
should provide anonymity, consider
including a statement encouraging
reporting person to provide name
and/or contact details to facilitate
subsequent follow-up actions.

e Confirming process of handling
reports and involved
departments, staff (including
any external providers that may
be involved in certain functions
under the policy).

Note: Reports against senior
management and the board may
require handling by a designated
staff member with sufficient
seniority and independence.

Defining breaches or
(mis)conduct to which the policy
applies (supported by practical
examples).

Confirming a prohibition of
offering advantages to / soliciting
or accepting advantages from
any person or organisation in
relation to the issuer’s business.

Defining any exception to the
above prohibition (in accordance
with applicable laws) and any
approval processes required.

Defining guidelines for the
avoidance of actual, perceived or
potential conflicts of interest and
for the declaration and
management of conflicts of
interest.

Specifying steps and processes
to conduct third-party due
diligence.

Confirming process for detecting,
assessing and inquiring into
possible breaches / misconduct.

Defining disciplinary sanctions
resulting from breaches.

Identifying responsible
departments / employees
overseeing the policy (including
any external providers may be
involved in certain functions
under the policy).

Clarifying when and under which
circumstances breaches /

misconduct should be (i)
escalated to relevant law
enforcement agencies (e.g.

when reporting to the ICAC is
required in respect of alleged or
suspected corruption) and (ii)
brought to the board’s attention.

Providing contact points if
gueries as to scope and
application of the policy arise.
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e Clarifying when reports should e Referencing whistleblowing
be escalated to relevant law channels available to report
enforcement agencies (e.g. the possible breaches / misconduct.
ICAC for corruption-related
reports). Note: Issuers should ensure that

) their own inquiries into possible
e Setting out how reports and  misconduct or  breaches  of

follow-up actions under the  gpplicable policies / law do not hinder
policy are recorded and stored  or jeopardise investigations by law
(i.e. through classifying such enforcement agencies. In particular,
records as ‘“confidential” and where reports have already been
storing them securely to avoid made to such agencies, issuers
unauthorised access). should ensure they align their
inquiries with the agency or (where

Note: The implementation and  necessary) terminate their own

operation of the whistleblowing mquwy’m_ orde_r not to impede the

policy should be monitored by the agency’'s investigation.

audit committee (or another

committee comprising a majority of

INEDs).

Communication e Policies on integrity management, business ethics, governance and

of policies compliance, including whistleblowing and anti-corruption policy, have to
be regularly communicated to staff of internal departments and external
providers (as required) and should be disclosed on the issuer’s website.

e Reporting channels under the whistleblowing policy should be clearly
communicated to staff and easy to access with the necessary level of
confidentiality / anonymity.

Training / e Issuers should adopt a systematic approach to enhancing their corporate
capacity governance and commitment to integrity to ensure that relevant policies
building and procedures are implemented in the issuer’s daily operations.

e This should include periodic training on corporate governance (including
on the relevant policies and procedures for anti-corruption and relevant
channels for whistleblowing reports).

e Training and guidance should be tailored to requirements of different
levels of staff and departments, and may be extended to third parties (e.g.
customers, suppliers, affiliates, or providers).

e Directors should be encouraged to attend regular integrity training,
including that offered by the ICAC.

Review and e Regular review and update of relevant corporate governance policies,
update of including the whistleblowing and anti-corruption policy to ensure they stay
policies fit for purpose.
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24.

25.

26.

Issuers may approach the ICAC (https://cpas.icac.hk/) for a free, tailor-made and
confidential corruption prevention advisory service when shaping and formulating their
whistleblowing and anti-corruption policies, systems and procedures. The ICAC also
offers:

. helpful guidance and resources (including “Integrity and Corruption Prevention
Guide on Managing Relationship with Public Servants”); and

o a free subscription to its latest updates, alerts, trainings and publications at:
https://subscription.icac.org.hk/subscribe/.

Issuers may also make reference to:

. publications and guidance by other regulators, including the SFC (including the
“Guideline_on Anti-Money Laundering and Counter-Financing of Terrorism (For
Licensed Corporations)”); and

° other applicable international standards, including the 1ISO 37001 “Anti-bribery
Management Systems” and “The FATF Recommendations” for a comprehensive
framework of measures in order to combat money laundering and terrorist
financing.

For more helpful links and guidance, please visit the External Resources page of the
Exchange’s Corporate Governance Portal.

Risk Management and Internal Controls 55


https://cpas.icac.hk/
https://cpas.icac.hk/EN/Info/Lib_List?cate_id=3&id=226
https://cpas.icac.hk/EN/Info/Lib_List?cate_id=3&id=226
https://subscription.icac.org.hk/subscribe/
https://www.sfc.hk/-/media/EN/assets/components/codes/files-current/web/guidelines/guideline-on-anti-money-laundering-and-counter-financing-of-terrorism-for-licensed-corporations/AML-Guideline-for-LCs-and-SFC-licensed-VASPs_Eng_1-Jun-2023.pdf?rev=d250206851484229ab949a4698761cb7
https://www.sfc.hk/-/media/EN/assets/components/codes/files-current/web/guidelines/guideline-on-anti-money-laundering-and-counter-financing-of-terrorism-for-licensed-corporations/AML-Guideline-for-LCs-and-SFC-licensed-VASPs_Eng_1-Jun-2023.pdf?rev=d250206851484229ab949a4698761cb7
https://www.hkex.com.hk/Listing/Sustainability/Corporate-Governance-Practices/External-Resources/Board-Effectiveness?sc_lang=en

Hong Kong Exchanges
and Clearing Limited

8/F, Two Exchange Square,
8 Connaught Place,
Central, Hong Kong

hkexgroup.com | hkex.com.hk

info@hkex.com.hk
T +852 2522 1122
F +852 2295 3106


mailto:info@hkex.com.hk

	Introduction
	Chapter 1 – Board and Directors
	The board
	Directors
	Specific requirements for INEDs
	Annual nomination committee assessment

	Board committees
	Nomination committee
	52. Annual assessment of directors’ time commitment and board contribution: The nomination committee is responsible for conducting this assessment, which will help strengthen director accountability.  Please refer to the section on the Annual nominati...

	Company secretary

	Chapter 2 – Board Effectiveness
	Company culture
	Board performance review
	Board skills matrix
	Director training
	Shareholder engagement

	Chapter 3 – Diversity
	Board diversity
	Diversity policy
	Setting targets and objectives
	Useful resources

	Chapter 4 – Risk Management and Internal Controls
	Roles and responsibilities
	Risk management
	Internal controls
	Policies and systems on whistleblowing and anti-corruption


