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Part B Consultation Qu.ﬁstitms

Please indicate your preference by checking the approprise boxes, Mlease reply fo the questions
below on the proposed change discussed in the Consultation Paper downloadable from the HKEx
website at: hip://www likes.com.hi/enp/mewsconsul/mktconsul/Documents/ép20 1406.pd {

Where there is insufficient space provided (or your comments, please attach additional pages.

1. B0 you agree with our pmpmul o amend the titde of Seation C.2 of the Code to “Risk
management and internal control™?

E.?l Yes
No

Please give reasons (or your views,

The expanded title wn’! be a more fitting one that ben'w- describes the wider scope of
the section,

1

Do you agree with the ;'rmpmod amendments o |'ruu.‘l;‘JlL* (.2 to define the roles of the
board and the management, and state that the rndmg_\ununt should provide assurance
to the board on the eflectiveness of the risk nmmwmtnl systems? |s-the intention of the
proposed wording sutficiently clear?

%] Yes
No

Please give reasons for your views,
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It is important to clearly delineate the respective responsibilities of various
Sunctions within a listed company in particular the board, mandgement and
internal audit. This adds clarity for all stakeholders.. Therefore, we support the
wse of clear and unambiguous languape in the Code (o define the roles of the
board, the executive and the control functions. ‘

AIA considers that the board has ultimute vversight of visk managentent and iy
responsible ﬁ;: defermining wiat fevel of visk will be taken bv the company, that is
the company's risk uppelite.

The executive management of the business are then responsible for ensuring that
the business operutes within the risk appetite defined by the board. It is part of the
terms of reference-of AIA’s board Risk Committee that muynagement provides
assurance te the Committee regularly as to the effectiveness of the risk
management framework on an or-going basis. AIA's risk management
Jramework is described in detail In the Risk Maniagement section of AL4s annyal
Peporr, ‘

On the proposed revisions to C.2, ALA believes thar it is also important;

(@) To revise the proposal so that the board’s role Is to evaluate and determine the
natire and extent of the risks it wishes to take or pot take. This approach is
consistent with the board’s role in oversecing management in the design,
implementation and monitoring of the risk management control system, Thus, we
believe it is important to clarify that the board showld determine the ngture of rishs
it is willing to feke or not tuke in achieving the Issuer's strategle objectives.

(b) To clarify thut executive management should provide mr-gnmg. as opposed io 4
point in time, assurance fo the hoard thal the risk management system is operating
effectively, consistens with, and necessary to, the current proposed framework
which invelves Tive board providing ou-going oversight of risk munagement.

Accordingly, we suggest the following revisions to the wording:

“The board s responsible for evaluaiing and determinipg the nature ard
extent of the risks it Is willing (o take and not to take, that is the risk appetite of the
company......and management should provide assurance to the board om an on-
gaing hasis that these systems are pperaling efﬁ'.{'ﬁml | Hre-effectiveress-of-these ‘r
NESEeRS, ‘ -

3. Do you agree with our proposal to intraduce an mmndut RBP (C.2.6) W provide tha
the board may disclose in the Corporate Governance: l.{u,pml lhul it has received
assurance from management on the eflectiveness t}i' the jssuer’s risk management
and internal control systems? Is the intention of the pmrnmud wording sutficiently clear?
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M No

Please give reasons for yout views,

We agree that such disclosure should be made, but we believe that this should be i
CP. RBPs are voluntary and seem to have a low level of adoption amongst listed
companies. An RBPthus does not exert sufficient influence to achieve the required
disclosure. Whether the board has, or has not, rec etw*d assurance from
management is a sighificant matier,

The disclosure requivement will serve as an additional incentive for issuers fo

| tdentify and address risk management issues in o timely manner. It should be
noted again, 4s we hmw mentioned in our answer to Question 2, that if there are
issues with risk mmmgefmenr, these must be addressed by listed issuers as soon as
| these are identified, which is not necessarily around the time of the annual veport.

4, Do you agree with he pmpcmd amendments to CP C.2.1 to state that the board
should oversee the issuer's risk management and internal control systems on an
ongoing basis? Is the infention of the proposed wording sufficiently clear?

iv] Yes
No

Please give reasons for jour views.

9
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The proposed rmwndnwm is he!pfu! in clarifying rhnf Hw board’s ebligation is an
on-going one and rmlf ] oneﬂrw ahligation.

We note the Exchange’s statement that there is no difference between the meaning
of “board” and “the directors™. The change is intended io simply make the

langunage consistent-with ather parts of the Code.

In AlA the ongoing review af risk managemeni is conducted by a dedicated board
Risk Committee mide-up of mostly non-executive divectors who meet at least
quarterly to review AVA’s risk profite. Their activities are reported to the board and
they also advise the !merd an any matters on which the board are required to
approve or which the board requesy. We believe this governance structure allows
greater focus on orging risk management and therefore propose that the Ruley
make clear that a board-level Risk Commiitee can assist the board in fulfilling its
obligation for ongoing oversight of risk management,

We also note that the proposed amendmenty \peog/vm;, the board should oversee
the issuer’s risk management is in line with practices in other kep jurisdictions.

5. Do vou agree with our proposal to upgrade to a CP the existing RBP C.2.3, which sets
out the matters that the bpard’s annual review should t,mmdu ?

EI Yes
No

Please give reasons [or your views,

The amendment will add clarity to what stakeholders can expect in the bourd’s
annual review including setting the standard for what issuers should consider.

6. Do you agree with our praposal to upgrade to a CP the éxisting RBP €0.2.4, which sets out
the particular disclosures that issuers should make in their C orporate Governance Reports
in relation to how they have complied with the internal control CPs during the reporting
period?

4| Yeas

Mo

Please give reasons [or your views,

10
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By and large, the amendment will facilitate comparison amongst listed companies.
We support the requivement for companies to explyin that the risk framework (a)
will manage rather than efiminute risks apd (b) can only provide reasonable not
absolure assurance against material misstatement gr foss. However, pravided that
these two fundamental points are satisfactorily made, it should be upto the
company to decide the exact wording of such disclosure, This is important because
there is no ‘one size fits all’ wording and it is important to give companies the
apportunity to differentiate their visk appetite.

7. Do vou agree with our proposal toamend the wording of proposed CP C2.4 1o
simplify the requircments. and remove ambiguous langnage, and to make clear tha
the risk management and intemal conirol systems are designed o manage rather than
climinate risks? Is the mtention of the proposed wording salficiently clear?

] Ycs
[ No

Please give reasons for your views.

Please see our answer to question 6.

8. In relation to proposed CP 2,4, do you agree with our proposal 1o upgrade the existing
recommendation that issuers disclose their procedures and internal controls for handling
and disseminating inside information (Scction 5., paragraph (a)(ii)), and amend it w
include the handling of “*other regulatory complianee risks™

| Yig
Mo

Please give reasons for your views.

The amendments will facilitate comparison amongst public companies.

9, Do you agree with our praposal w upgrade to Mandatory Disclosures. the. Tollowing
existing Recommended Disclosuros in relation to mternal controls (Section 8.

¥
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{a)  whether the issuer has an internal audit function;

(b)  how often the risk management and internal control 5y~';m|‘1“1 s are reviewed, the
period covered, and where an issuer has not Lnndml,cd a review during the year, an
explanation wlhy not;

{¢) astatement that a review of the effectiveness of the risk management and internal
control systems has been conducted and whether tlu: isquer mnmclu'x them L“LLti\'L‘
and adequate; ami

(d) significant vimav:‘s;r:.}r proposals put forward by the audit comrmittee?

Yes
1 No

Please give reasons for your views.

We agree with amwm’mwm (i)-(c). We do not see h’w benefit of prescrmmg
disclosure of the matters in () (“significant views or pmpumh‘ pur, forward by the
audif commitiee,”) These maviers — or views or proposals -- should they require
disclosure, are already subject 1o the issuer’s general uhhgaumz.s to disclose inside
information (price Sensitive informuation) under the Secarities and Fuinres
Ordinance (“SFO7) and the Listing Rules. The issuer’s board should have the
discretion to determine wiat if anything is required to be disclosed in terms of
“proposals” ar “views” pur forward by the audit committee. This includes a prompy
announcement if the significance of the matter reqiiives (as opposed to waiting
untif the time of the annual reporl.)

0. Do you agree with our proposal w move the cxisting recormmendation that issuers
disclose details of any significant areas of concern (Seetion 5., paragraph (X)) 10 a
new RBP C.2.7, and o wnend the provision to widen its application by removing the
reference to areas of concern “which may affcel sharcholdérs™

| Yes

™o

Please give reasons for your views.
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We agree with introdpcing this RBP which by deﬂnizmn will be veluntary, We
suggest adding a Note that this RBP is notwithstanding the obligations under
existing regulations in particalar the SFO and C “hapter 13 af the Rules to make
timely announcemenis.(us opposed to waiting until the time of the next per mdw
report), given at rmw are sipgnificant areéas of concern,

"

11, Do you agree with our ["lil'i])l!‘-ﬂl o remove RBP 2.5, which siates that issuers should
ensure their disclosures provide meaningful mimmmmn and do nat give a misleading

impression?
| Yos
No

Please give reasons for your views.

These obligationy exist already under applicable law and regulations. Having the
separate REP is likely to confuse vather than dm'iﬁ' ur af least not add any
significant benefit.

12. Do you agree with our proposais to remove the recommendations that issuers include in
' their Corporate Governanes Reports: '

(a) an explanation of lmw the internal control system Ima een defined for them (Seciion
5. pmag,raph(u(l)) an

(b) the directors” eriteria Tor assessing the elfectiveness of the internat control system
(Section §., paragraplh (a)(vii))?

M Yey
No

Please give reasons for your views,

This averlaps with other requivemeints of the Listing Rulos e.g. see C 2.4.

13. 3o you agree with vor jnnpmal o upgrade RBP C.2.6 It‘f o CP (re-numbered C.2.5) and
amend it to state thal an issuer shoald have an interpal avdit function, and issuers w:llmm
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an internal audit function should review the need for one en an annual basis and disclose
ihe reasons for the absence of such function in the Corporate Governance Heport? ls the
intention of the pmpmud wording sufficiently clear?

%} Yes

No

Please give reasons for your views.

Internal audit playy a.critical rele as a third line of defence in a sound risk
managemen! framenork,

Do you agree with our :,]nmpcmal w jntroduce new Notes o the proposed CP C2.5 o
clarify that;

(@)  the role of the wternal audit tunction is to carry ont the analysis and indepencent
appraisal of the adequacy and effectiveness of an {ssuer’s risk management and
internal control systems; and

(by  a group with multiple listed issuers may share group resources ol the holding
company to carty out the internal andit function for members ol the group?

% Yes
] Mo

ls the intention of the ‘pmpuaud wording sulficiently ler Please give reasons for your
views,

Proposal (a) adis H‘rmw Jor all ,smﬂﬂlmh.'w 5. Proposal (b) w a practical and
sensible solution in mmm,t,rmg FESOUICES,

"4

Do you agree with our plnnmal o amend the existing CFC.2.2 o state that the boaird™s
annual review should ensure the adequacy of rmnum' :-:;t:ﬂl"f’ gualifications and
experience, training programmes and budgpel of the issuer’s internal audit function {in
addition to its accounting and financial reporting functions)?

M Yes
a8 No
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Please give reasons fOr your views.

This adds clavity and facuses listed companies’ aftention on these important issues
related to the effectiveress of internal audit,. However, we suggesi adding an
explanatory note to the;Code to make clear that this shonld be delegated to the
audit committee, for exanmple as part of their review of the audit plan, especially as
it is logical that any review of the audit plan will natarally consider thre ability of
the internal audit function to fulfil it. We sote that currently CP 3.3(1) Is clear
that the audit committee’s ferms of reference inchudes ( where the issuer has an
audit committee) ensuring that the internal andit functien Is adeguately resourced
and has appropriate standing within the issuer, and 1o review and monitor the
internal audit function's effectiveness.

16. Do you agree with our: ;nupuaal o amend Principle C.3 n respect of andil ml‘nmmuw
and CP C.3.5 in rmpm! of their terms of reference to ll‘rL()Ip()chL “risk manapement”

where appropriate?

4] Yes

No

Please give reasons [or ;gitgmr VIEWS,

This adds consistency. amongsi the internal controls and audit committee sections
of the Code, which adyeady provides that the audit committee has identified risk
management and iniérnal controf responsibilities. .

However, we suppest adding a note clovifping that where the listed company has «
risk committee, these functions mdy fall within the aimbii of the visk commitiee's
responsibilities and ﬂw terms of reference uf the audit committee should be re dfined
accordingly.

17. Do you agree thal the mpatter. of establishing: a separale board risk committec should be
lell to issuers o decide i accordance with their own circumstances?

E?J Yes

Mo

Please give reasons fur your views.
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There is no ‘one sizg.-; fits all’ sulution. The matter should be left to the jadgment of
the hoard. :

18.  What would be an appropriate period of time between the publication of the consultation
conclusions and the implementation of the amendments set out in the Consultation Paper?

% Six months

Nine montlis

12 months

Others (please specify: )

Please give reasons for your views.

Given these amendments are important and not particalarly onerous to comply with
they should be introduced prompily,

- Pnd

16

TOTAL P.13





