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25 June 2021

Hong Kong Exchanges and Clearing Limited
8th Floor, Two Exchange Square

8 Connaught Place

Central

Hong Kong

By email: E
Re: Consultation Paper on the Review of Corporate Governance Code and Related Listing Rules
To The Hong Kong Stock Exchange,

We are writing to express our support and provide feedback on the proposed Review of Corporate
Governance Code and Related Listing Rules (the “Consultation”).

Sustainable Finance Initiative (SFi) is a dedicated platform for private investors to learn, connect and
invest together as a community, with a mission to mobilise private capital for positive impact and
accelerate Hong Kong’s transition towards being a hub for sustainable finance. The platform was
incubated by RS Group and launched in June 2018. Since launch, SFi has built a community of private
investors who believe in the importance of ESG considerations in their wealth management practices
and are increasingly active in the deployment of capital for impact.

We applaud the HKEX's proposed Review of Corporate Governance Code and Related Listing Rules,
which also further expands on points raised in the 2019 consultation paper on Review of the ESG
Reporting Guide and Related Listing Rules (SFi submission). We support the proposed changes in the
revised Code in areas such as improving board gender diversity, the introduction of lead independent
directors, and highlighting the linkages between ESG and CG.

Overall, we agree with the proposal set forth in the Consultation. However, as a community of private
investors, we want to see Hong Kong take even bolder steps to align with international standards,
maintain its prominent status as a leading financial hub in Asia, and ensure a strong positioning of its
listed issuers.

We have co-signed the consultation response issued by the Asian Corporate Governance Association
(“ACGA”). In general, we agree with ACGA’s recommendation. However, as a private investors
collective, we raised further comments below as a complement in order to further strengthen the
Code and listing rule from an investors’ point of view. A copy of ACGA’s response can be found in the
Appendix (please see Appendix I).

Yours sincerely,

Sustainable Finance initiative (SFi)


https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/April-2021-Review-of-CG-Code-and-LR/Consultation-Paper/cp202104.pdf?la=en
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/April-2021-Review-of-CG-Code-and-LR/Consultation-Paper/cp202104.pdf?la=en
https://sustainablefinance.hk/
http://www.rsgroup.asia/
https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/May-2019-Review-of-ESG-Guide/Responses-(December-2019)/cp201905r_083.pdf
https://www.acga-asia.org/
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We the following family offices, foundations and private investors endorse and support the views
presented by SFi in this submission, and also take this opportunity to express our perspectives for
further refinement of the HKEx proposals.

Signed (in alphabetical order):
Adeline Tan, SFi Advisor

ADM Capital

Alan Chow

Asia Value Advisors

Beyond Finance Consulting Ltd.
District Capital

Illio Technology Ltd.

Ko Siew Huey

Lapidary Limited

New Heritage Investments Limited
Norman’s Fair Dinkum Limited
Philo Alto

RS Group

The ImPact

Vanessa Gibson

Womentors
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Question 1 Do you agree with our proposal to introduce a CP requiring an issuer’s board to set
culture in alignment with issuer’s purpose, value and strategy?

SFi view as private investor collective

We generally agree on the introduction of a CP requiring issuer’s board to set culture in alignment
with the issuer’s purpose, value and strategy.

However, as investors, we also believe corporate culture itself could be hard to interpret or measure.
The guidance provided by HKEx around factors such as (1) Tone from the top; (2) accountability; (3)
effective communication and challenge; and (4) incentives, are useful, and we would further suggest
the issuer to focus on identifying material, quantitative or qualitative indicators that tie their
interpretation of sound culture. The HKEx could issue guidance and specific examples on indicators
thatissuers may keep track of and evaluate. In suggesting indicators, those that emphasize on conduct
could be considered as misconduct is indicative of poor culture and can be measured to raise early
warnings and identify areas of further investigation. Examples of such conduct indicators can be
“number of complaints and allegations related to misconduct”, “% of complaints related to
misconduct that result in internal investigations”, or “rate of employee turnover” which might help
identify systemic issues within the company (source).

Some indicators examples to measure employee’s satisfaction (employee attrition rate, job offer
acceptance rate, employee volunteer hours); employee training and development (average hours of
training per employee, average time employees are in same job/function); customer experience (on-
time delivery/customer retention rate) can be considered. We would also suggest HKEx to emphasize
in the guidance that consistency of disclosures over time is needed. Investors could then refer to the
related data to evaluate the issuer’s culture, it’s evolution and determine whether remedial action is
needed.

Question 4(a) Do you agree with our proposal regarding re-election of Long Serving INEDs to revise
an existing CP to require (i) independent shareholders’ approval; and (ii) Additional Disclosure?

SFi view as private investor collective

To demonstrate a company's commitment to good corporate governance through board refreshment
to ensure idea and perspective refreshing, we believe companies should in addition, be required to
disclose plans, actions and timelines to replace Long Serving INEDs. Such disclosure can provide
investors with more information about ways for companies to continue strengthening their corporate
governance through appointing capable individuals to be INEDs when the existing Long Serving INEDs
retire.

Question 6(a) Do you agree with our proposal to highlight that diversity is not considered to be
achieved by a single gender board in the note of the Rule?

SFi view as private investor collective

Gender diversity is a fundamental component of diversity, which would positively contribute to the
board having unique perspectives and input to achieve even higher levels of effectiveness and
company performance, as stated by Nordea in their “Diversity as a Value Driver” report (link), and by


https://www.oliverwyman.com/content/dam/oliver-wyman/v2/publications/2018/december/Oliver%20Wyman_Measuring_Conduct_and_Culture.pdf
https://www.nordea.com/en/doc/diversityasavaluedriver.pdf
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Harvard Business Review in their research (link). Therefore, we concur with HKEx proposal that
diversity is not achieved by single gender board.

As a community of private investors that are focused on sustainability and impact, we are increasingly
aware of the structural gender imbalance that has been pervasive beyond corporate board
representation but also with women as business owners, shareholders, in senior management
positions and in the labour workforce. We have also facilitated and observed increasing efforts to
promote “Gender Smart/Gender Lens” investing in the Asian region (e.g. Gender Smart, Asia Gender
Network by AVPN, Gender Lens Investing Initiative by GIIN). We believe investors will be increasingly
paying attention to this topic and it is prudent for corporates to align with investor expectations.

Question 6(b) Do you agree with our proposal to introduce a MDR requiring all listed issuers to set
and disclose numerical targets and timelines for achieving gender diversity at both: (a) board level;
and (b) across the workforce (including senior management)?

SFi is aligned with HKEx proposal of requiring disclosure of numerical targets and timeline in relation
to achieving diversity throughout the whole organization, from board to senior management and
workforce.! However, we are concerned that eliminating single gender boards without setting
wholesale targets may result in companies only appointing one woman per board to meet the
requirement, which is in effect fulfilling “a quota of one” criterion and appears tokenistic. Based on
Manulife Asset Management screening results of all issuers in HKEx with no female directors on board,
we noted that there are companies predominantly serving female customers/end users that do not
have female on board, which we believe will leave companies in a disadvantaged position to formulate
strategies and understand the core demographic these very companies are serving. 2 In addition,
working mum is a common practice in Hong Kong, ensuring their voices are represented in the board
is essential in creating a friendly working environment. For this reason, it is important that issuers have
benefits and support programs in place for working mums as highlighted by McKinsey in their Women
in Workplace 2020 report (link). According to the Research Office of the Legislative Council Secretariat,
the Labour Force Participation Rate of mothers in Hong Kong, though still much lower than men'’s, has
increased from 46.1% in 1997 to 54.1% in 2018 for younger mothers (aged 25-39), and from 45.4% in
1997 to 63.3% for older mothers (aged 40-54) (source). Thus, we suggest HKEx to set specific numerical
targets in terms of % coverage of females on board. In setting such targets, we encourage HKEx to
reference and align with international markets such as US, Europe, Australia that are guiding towards
the 30% diversity targets.

Regarding the timeline, we believe HKEx should take a more ambitious approach, given the breadth
of female talent in Hong Kong. We propose shortening the 3-year transition period into 1-2 years to
stop delaying Hong Kong's progress on diversity.

Question 6(c) Do you agree with our proposal to introduce a CP requiring the board to review the
implementation and effectiveness of its board diversity policy annually?

As the diversity of the board is a reflection of the culture of the issuer, it is important that the board
diversity policy is regularly updated to fully reflect the culture of the company and to be up-to-date
with the latest developments in society. However, we are of the view that diversity policies should be
applied throughout the entire organisation, rather than just confining to the board. Therefore, we

1 According to the Global Leadership Team Gender Diversity Report (November 2020), only 27% of women in
Hong Kong occupy a leadership position, and are underrepresented across all departments apart from HR and
Legal.

2 Please refer to Board Diversity Hong Kong - Investors Initiative Virtual Meeting May 17, 2021 Slide 19-20



https://hbr.org/2019/09/research-when-women-are-on-boards-male-ceos-are-less-overconfident
https://static1.squarespace.com/static/5af586a9a9e0287427653654/t/5fd0802b5ec17a4c6692fdbc/1607499822175/Southeast+Asia+Regional+Brief_v6_9Dec.pdf
https://asiagendernetwork.avpn.asia/
https://asiagendernetwork.avpn.asia/
https://thegiin.org/gender-lens-investing-initiative
https://www.mckinsey.com/featured-insights/diversity-and-inclusion/women-in-the-workplace
https://www.legco.gov.hk/research-publications/english/1819rb02-opportunities-and-challenges-facing-maternal-workforce-in-hong-kong-20190716-e.pdf
http://www.boardex.com/wp-content/uploads/2020/10/Global-Leadership-Team-Gender-Diversity-Report.pdf
https://mcusercontent.com/499e8a2e5e50daa8a6c85ed87/files/ce4a4154-524e-adda-9094-a081ab9ea177/HK_Board_Diversity_Investors_Initiative_May_2021_Virtual_Meeting_final.01.pdf
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propose HKEXx to require companies to review the implementation and effectiveness of their diversity
policies regularly by setting measurable objectives and creating accountability through transparent
reporting to the market.

Question 6(d) Do you agree with our proposal to amend the relevant forms to include directors’
gender information?

We applaud the initiative to display the board diversity related information (including gender) on the
HKEx website for transparency purposes. However, in addition to age, gender and directorships, we
propose HKEx to require issuers to disclose more details of directors’ information, e.g. summary of
directors’ academic/professional background, industry experience and a board skills matrix to show
what particular skill set each director brings to the board.

Furthermore, apart from policy regulation and investor advocacy, building an easily-accessible public
database that includes regularly-updated analysis on diversity situation in listed companies is critical
for think tanks, non-governmental-organisations, and academia to reference on and brainstorm new
solutions on diversity issues. In addition, investors, foreign investors in particular, would find the
database helpful in making their investment decisions by getting the pulse of diversity culture in Hong
Kong, and identifying high-performing issuers in diversity and inclusion in the market. Examples of
data that could be included in the database are % of women in senior and executive management; %
of women on boards across all issuers; # and % of women appointed to boards in the foregoing period
in comparison to men; % of women retention and advancement compared to men. We would
encourage HKEx to consider non-binary options when reporting on gender.

Question 8 Do you agree with our proposal to upgrade a CP to a MDR to require disclosure of the
issuer’s shareholders communication policy (which includes channels for shareholders to
communicate their views on various matters affecting issuers, as well as steps taken to solicit and
understand the views of shareholders and stakeholders) and annual review of such policy to ensure
its effectiveness?

SFi view as private investor collective

We welcome the proposed change in requiring issuers to disclose their shareholders communication
policy. From the perspective of sustainable and impact investors, shareholder engagement is a critical
element for investors to engage with companies on ESG issues. According to the 2018 Global
Sustainable Investment Review (link) “Corporate engagement and Shareholder action” is the third
most popular sustainable investing strategy accounting for USS9.8 trillion in assets. Increasingly,
institutional investors and sustainable investors are engaging with corporates beyond filing
shareholder resolutions, voting and attending AGMs but via direct dialogue with management around
ESG issues. Given such trends, we believe upgrading the disclosure of shareholder communication
policy to MDR will best equip issuers to international trends and investor expectations.

We would recommend the HKEx in providing guidance to issuers on additional areas of discussion or
information to shareholders, and explicitly include topics pertaining to ESG matters.


http://www.gsi-alliance.org/wp-content/uploads/2019/06/GSIR_Review2018F.pdf

Sustainable
Finance

Question 11 Do you agree with our proposal to elaborate the linkage in the Code by (a) setting out
the relationship between CG and ESG in the introductory section; and (b) including ESG risks in the
context of risk management under the Code?

SFi view as private investor collective

Q11(a) SFi agrees with the proposal to further contextualize the relationship between CG and ESG in
the introductory section, as we believe that this would make a strong case of how CG is a core
component of ESG and should therefore be taken into account by issuers when making strategic
decisions. Furthermore, HKEX should encourage issuers to align company remuneration with its
sustainability goals and the creation of long-term value to further highlight the interlinkages between
CG and environmental and social matters. We believe that this would also beneficial for investors to
gain a better understanding of the relationship between ESG and CG.

Q11(b) In addition to the proposals, HKEx should provide pragmatic guidance/reference (such as the
inclusion of the SASB standards and materiality map in the ESG Reporting Guide) for issuers to identify
which environmental and social risks are most relevant to their industry. The board should be required
to disclose if they have any material exposure to environment or social risks and any plans or ways to
manage them. The disclosure, together with the board statement on ESG governance structure
required under the ESG Reporting Guide, would help investors in evaluating the effectiveness of
issuers’ risk management and internal control systems related to ESG matters as well as their
understanding of the subject matters. In relation to climate risks specifically, we believe it would be
useful if HKEX formulate and disclose a timeline to incorporate the TCFD recommendations.

As a final recommendation, SFi would like to suggest the HKEx to establish an ESG Committee to
oversee not only CG-related matters, but also any environmental and social matters that may affect
the issuer. The ESG Committee would be organized in three separate working groups (Environmental,
Social, and Governance working groups) and have a governance structure with accountability at the
Committee level, but the burden of creativity and innovation at the working group level. The
responsibility for setting priorities and focus areas, addressing key controversies that impact the Hong
Kong environment, and supporting companies and investors on engagement and stewardship would
lie with the Committee.

Question 14 In addition to the topics mentioned in this paper, do you have any comments regarding
what to be included in the CG GL which may be helpful to issuers for achieving the Principles set out
in the Code?

SFi view as private investor collective

In order to achieve the Principles set out in the Code, it may be helpful that companies be required to
disclose if they have policies in place tackling issues such as discrimination and sexual harassment.
According to the survey conducted by the Hong Kong Institute of Chartered Secretaries in 2019, 216
of its members did not answer the question about the quality of anti-sexual harassment policies and
procedures of companies listed on the Exchange; among the 155 survey responders, only 5.84% gave
a ‘very strong’ rating (Source). SFi is of the opinion that HKEx should consider requiring companies to
disclose the establishment of such policies, and plans and actions to put them into practice. Such
disclosures can strengthen a company's performance in the social area of ESG and strengthen its
overall corporate governance.


http://csj.hkics.org.hk/site/2020/01/20/anti-sexual-harassment-policy-not-just-a-box-to-check-off/
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Question 15 Do you agree with our proposed implementation dates of:

(a) for all proposals (except the proposals on Long Serving INED): financial year commencing on or
after 1 January 2022; and

(b) for proposals on Long Serving INED: financial year commencing on or after 1 January 2023?
SFi view as private investor collective

Q15 (a): Yes, we agree with the implementation dates for all proposals (except for Long Serving INED)
to be on or after 1 January 2022.

Q15 (b): We believe that the proposals on Long Serving INEDs should be implemented along with all
other proposals mentioned under point (a) above in the same timeframe (i.e., 2022), to show the
HKEx's commitment to good corporate governance by encouraging companies to take early actions to
initiate Long Serving INEDs succession plans.
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Hong Kong Exchanges and Clearing Limited
&% Floor, Two Exchange Square

2 Connaught Place

Central

Hong Kong

By email: I
Re: Consultation Paper on the Review of the (G Code
Dear Sir/Madam,

The Asian Corporate Governance Association [ACGA) is a non-profit membership association founded in Hong
Kong in 1999, We conduct independent research on corporate governance and ESG, and advocate at the
regulatory and corporate level across Asia-Pacific to improve standards and practices. ACGA is entirely funded
by a network of 112 member firms, of which 80% are institutional investors with more than L5542 trillion in
assets under management globally.

We welcome the opportunity to respond to the HKEX consultation paper on the "Review of Corporate
Governance Code and Related Listing Rules”. Our submission first addresses the areas in the revised Code that
we believe take corporate governance in Hong Kong forward in a constructive way. We then highlight some
specific areas of concern, followed by reforms that we would have liked to see included in the revised Code. Our
overall conclusion is that the proposals in the consultation paper are somewhat lacking in ambition and that
much bolder steps are now necessary to modernise the governance of Hong Kong-listed companies. This would
not only strengthen the governance and reputations of these firms, it would make them better prepared to deal
with the wide range of environmental and social risks facing companies and communities in the coming years. It
would also help immeasurably to reinforce Hong Kong's position as the international finance centre in China.

A few areas where the CG Code could go much further include, but are not limited to:

* Setting a quota and timeframe for gender diversity on boards.

* Introducing the lead independent director concept.

+  Making board committee reporting meaningful.

*  Providing guidance to boards on preparing for climate change.

* Encouraging a more open nomination process for independent directors.
+ Strengthening the independent election of independent directors.

HIGH-LEVEL COMMENT

IPO Guidance

The introduction to the consultation paper emphasises the importance of corporate governance preparation by
listing candidates prior to their IPO. It states that boards are “collectively responsible for ensuring that the IPO
applicant builds the necessary governance mechanisms into the listing process, so that these are up and
running immediztely upon listing”. It then references the updated guidance provided to listing applicants in a
July 2020 letter. This document goes somewhat further and states (in full):

ASIAN CORPORATE GOVERNANCE ASSOCIATION 1

15th Floar, Wilsan House, 19-27 Wyndham Street, Central, Hong Kong Tel 52 XIE01788  Fax BS2 2147 3918
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“It is important for applicants to put in place mechanisms that enable them to meet the Exchange’s
requirements on corporate governance (“CG") and environmental, social and governance [("ESG") well
in advance so that they are in compliance upon listing. The board of directors of an applicant is
collectively responsible for its management and operations, including the establishment of such
mechanisms. Directors are expected to be involved in the formulation of such mechanisms and related
paolicies. (underlining added)

“Applicants are therefore recommended to appoint directors (including independent non-executive
directors) as early as possible so that directors can engage in the formulation of the necessary
mechanisms and pelicies on CG and ESG." (underlining added)

We would like to commend the Exchange for incuding this message in the consultation paper and for revising
the IPO guidance letter in 2020. This is an issue that ACGA has been focussed on for more than a decade and it
has long been ane of the missing ingredients in the IPO process in Hong Kong. Many companies come to market
with weak governance structures, thus raising investment risk, regulatory risk for issuers, and adds to the
regulatory workload. We made a series of practical recommendations on this topic in a July 2012 submission to
the Securities and Futures Commission on its consultation regarding IPO sponsors. We also touched upon it in
our December 2017 submission to HKEX on its last revision of the CG Code.

Going forward, we recommend that the Exchange develop further guidance around what phrases such as “well
in advance™ and “as early as possible™ mean in concrete terms. Suggestions to companies on the specific actions
they should undertake and over what timeframe would also be useful. We note that the HKEX publication,
“Making inroads into good Corporate Governance and ESG management: Perspectives from industry
practitioners”, published in December 2020, goes some way towards providing such guidance. However, much
more work could be done in this area.

POSITIVE PROPOSALS

In terms of constructive ideas for moving corporate governance and ESG forward in Hong Kong, we particularly
welcome the following proposed revisions to the Code and Listing Rules. The points are numbered in
accordance with the consultation paper:

1B. Anti-corruption and whistleblowing: The focus on introducing new code provisions on the establishment of
anti-corruption and whistleblowing policies is significant and follows enhanced disclosures required under the
revised ESG Reporting Guide of 2019. While some may view this as merely a housekeeping matter (ie, bringing
the Code into line with the E3G Guide), we hope these changes elevate the importance of corruption and
whistleblowing in the eyes of company directors and executives.

We assessed the extent to which Hong Kong firms have clear and credible policies for addressing corruption in
our recent CG Watch 2020 survey of 12 markets in Asia-Pacific. Unfortunately, Hong Kong scored only 2/5 on
this question and rated lower than markets such as Taiwan and Korea that rank below Hong Kong in our survey
overall. One factor for the underperformance of listed companies here may be the lack of extra-territorial
powers accorded to the ICAC and the generally strict approach that the Commission has taken to bribery and
other forms of corruption in Hong Kong. In other words, companies may believe that framing their own policies
is not necessary. Whatever the reason, this is an area where Hong Kong could do much better.

We agree with the Exchange’'s two proposals under Question 2.

ASIAN CORPORATE GOVERMANCE ASSOCIATION 2
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2B. Board refreshment and succession planning: We support the introduction in the Code of a separate vote
resenved for independent shareholders on any independent director who has served for more than nine years
{called “long-serving INEDs in the paper). We agree that the AGM papers to shareholders should state why such
IMEDs should be re-elected and the process the board or nomination committee undertook in coming to this
conclusion. This should be much more than a simple affirmation by the board that it considers the director to
be independent and that he/she adds value to the board. It should indude a description of the extent to which
new candidates were considered, how these candidates were sourced (eg, were HR consultants engaged?), and
how broad and deep is the company’s INED pipeline. Issuers should also state whether any of their independent
institutional shareholders were consulted and the extent to which they apply a “skills matrix” in planning for
board refreshment.

Some issuers may view these suggestions as ‘going too far'. We would note that Hong Kong is already behind
other markets in the region, such as Malaysia and Singapore, in requiring a separate vote on long-serving INEDS.
Maore interestingly, some of the largest companies in Korea now invite their institutional shareholders to
nominate independent directors. If these markets can take such steps, why not Hong Kong?

Looking forward, we recommend that a separate vote for independent shareholders be applied from the start
of an INED's tenure. We appreciate that this is likely to sound excessively radical in the Hong Kong context, yet
it would greatly enhance the legitimacy of such directors in the eyes of minority shareholders and enhance trust
in both the companies that took this step and the Hong Kong market. We also believe that most independent
shareholders would support any qualified and experienced INED candidate put forward following a thoughtful
and well-organised nomination process.

Subject to the caveats above, we agree with the Exchange’s proposals in Question 4{a) and 4(b). Over time it
would be good to firm these up as listing rules.

2C. Equity-based remuneration to INEDs: We strongly support the view that INEDs should not be given equity-
based compensation. We are surprised, however, that the proposal is only to make this a “recommended best
practice” (ie, not subject to “comply or explain” in the Code). This means that the measure can, and probably
will, be easily ignored. We believe it should be upgraded to a code provision if not a listing rule.

We do not agree with the Exchange's proposal in Question 5 as it does not go far enough.

3. Diversity: We welcome the statement that single-gender boards cannot be called diverse and that a note will
be included in the listing rules to the effect that such boards are no longer acceptable. We also appreciate the
way in which the Exchange has framed diversity as more of a gender issue than in the past and as encompassing
both the board and management. When diversity was first raised in Hong Kong, it was understandably setin a
narrower context (ie, relating only to the board) and included such things as age, ethnicity, experience and
expertise as well as gender. These other types of diversity remain important, yet a lack of emphasis on gender
has arguably contributed to the miniscule progress in this area. When we made a submission on the last
revision of the CG Code in late 2017, the ratio of women directors in all Hong Kong listed companies was a mere
12.2%. Today it is still only about 13.7%;, according to The Women's Foundation, although the consultation
paper quotes a lower ratio of 12.7%, drawn from an MSCI report. The paper goes on to say that almost one
third of issuers (32.1%) have no women on their boards, while another 37% have only one. Here again Hong
Eong is lagging several other markets in the region on either policy or practice, including India, Korea, Malaysia
and Thailand.

ASIAN CORPORATE GOVERNANCE ASSOCIATION 3
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In this context, we believe that the Exchange's proposals for taking forward gender diversity on boards—
essentizlly firmer rules on the disclosure of targets and timelines, with an annual board review by the board—
are insufficient to address the scale of the problem. We make a specific recommendation on this below.

We agree with the Exchange’s proposals in Questions 6{a) and 6(d), but do not agree with its proposals in
Cuestions 6(b) and 6{c) as not going far enough.

4. Nomination committee; We strongly support upgrading nomination committees from a code provision to a
listing rule, reguiring the chair to be an INED and a majority of members to be INEDs. Among other things this
removes a long-standing loophole whereby the board chairman, who is normally a connected person, can chair
the nomination committee, thus rendering its independence questionable.

We agree with the Exchange’s proposal in Question 7.

5. Communications with shareholders: We welcome the emphasis on improved shareholder and stakeholder
communication, and we appreciate the reaffirmation of the value of AGMs as a means to engage with
shareholders. Specifically, the Exchange proposes to upgrade the code provision relating to an issuer’s
shareholder communications pelicy to a mandatory disclosure reqguirement.

While we broadly support this change, we are somewhat surprised that the consultation paper makes no
mention of the Hong Kong stewardship code, namely the SFC Principles of Responsible Ownership, and how
such codes are reshaping the relationship between issuers and institutional shareholders. Best practice among
leading companies around the region is not merely improved disclosure, but a willingness to allow board
directors, including INEDs, and senior executives to meet with shareholders. If shareholders are also the
stewards of a company, should they not have some level of access to the board? While many understandably
worry about the additional time burden on directors that such meetings may bring, there are ways in which
such discussions can be facilitated to make them efficient and effective without the need for a multiplicity of
one-on-one meetings.

We would also like to have seen the consultation paper address the issue of electronic shareholder meetings.
As we highlighted in our recent ©G Watch 2020 survey, few issuers among the top 50 by market cap in Hong
Eong held any form of electronic meeting in 2020, thus disenfranchising shareholders from participating due to
tight physical distancing rules. This was in marked contrast to five markets in the region that did encourage e-
meetings: Australia, India, Malaysia, the Philippines and Singapore.

Furthermore, we would encourage the introduction of more specific yardsticks with which to monitor issuers’
engagement with stakeholders. We recommend adoption of a provision similar to Principle 4 of the UK Code of
Corporate Governance which states that “when 20% or more of votes have been cast against the board
recommendation for a resolution, the company should explain, when announcing voting results, what actions it
intends to take to consult shareholders in order to understand the reasons behind the result.” In addition, an
update of the views of shareholders and action taken is to be published no later than six menths after the
shareholder meeting, with the board providing a final summary in the annual report.

On balance we agree with the Exchange’s proposal in Question & but feel it could go much further.

ASIAN CORPORATE GOVERNANCE ASSOCIATION 4
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Part Il: ESG

A. Elaborate the linkage between CG and ESG: Drawing clearer lines between corporate governance and ESG,
in particular the role of the board in overseeing ESG issues and risks, makes good sense. Putting an emphasis on
this in the introduction to the Code and including ESG risks in the risk management section is welcome.

For this to be effective, however, we believe the guidance in the Code needs to be of practical value to
companies, not merely a series of high-level policy statements. For an elaboration of our recommendations
here, please see the first chapter of our new CG Watch 2020, titled “Future Promise: Aligning governance and
ESG in Asig”.

We agree with the Exchange’s proposals in Question 11, but feel this exercise needs to go further.

B. Timely disclosure of ESG reports: The proposal is to amend the listing rules and ESG Reporting Guide to
mandate the publication of ESG reports at the same time as annual reports, thus bringing forward the deadline
from five manths to four months. Given the increasing need of investors for strategically relevant and financially
material ESG information, it makes sense that such reporting be included in or alongside annual reports. As one
ACGA member said: it should all be integrated back to strategy, including environmental and social issues. If an
E or 5 initiative is not adding value to a company, why are they doing it?" Indeed, there are also growing calls
for ESG information to be included in the financial audit.

We agree with the Exchange's proposal in Question 12.
SPECIFIC CONCERNS

Disclosure of AC's work: We agree that much reporting on audit and other board committees is boilerplate and
non-meaningful. We also support the Exchange’s goal of encouraging issuers to provide more informative
summaries of the work carried out by their board committees, which in relation to audit committees would
include additional disclosure on their oversight of financial reporting, the work of external auditors, and how
well intermal audit and internal control are functioning. However, we question whether situating such advice in
the “Guidance for Boards and Directors”, a supporting document to the Code, will have the desired effect.
Although useful, this publication does not form part of the listing rules and is not subject to “comply or explain®™.

We recommend that in addition to any practical advice incorporated into the Guidance, the Exchange amend
the Code to emphasise the importance of meaningful and informative AC reports to shareholders, not just to
the board (as the Code currently states).

Deletion of the Specific Term CP: We note that HKEX proposes to delete the code provision (CP) requiring
issuers to appoint NEDs for a specific term on the basis that in practice, issuers tend to align the appointment
term of directors with the pericd for rotation (ie, normally three years) for administrative convenience.

ACGA is concerned that indefinite terms of service send the wrong message to both directors and the market
and urges the retention of specific terms. Tenure should be on a fixed basis to stimulate director performance
and inhibit a culture of entrenchment on boards. Specific terms encourage a sense of renewal, rather than
entitlement: by creating a fixed term, this encourages a regular review of whether the director's appeintment
continues to be in the best interest.
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Mandatory disclosure requirements: Chairman and Chief Executive

Disclosure under this proposed amendment now only requires issuers to disclose the identity of the chairman
and chief executive. The second part of the disclosure requiring a statement on whether the roles of the
chairman and chief executive are separate and exercised by different individuals has been deleted. Given that
there are still many boards in Hong Kong who have a person performing both roles, ACGA believes it is
important for issuers to continue to make full and prominent disclosure of this circumstance in their annual
report. This will alert potential shareholders to the situation. Issuers should continue to be forced to give
reasons why they have not separated the chairman and chief executive role.

BOLDER STEPS
There are number of issues not covered in the consultation, or not given due emphasis in our view, that we
would like to highlight.

s Gender diversity gquota: In our 2017 submission, we noted that it may be time for the Exchange to
consider quantitative as well as qualitative targets for gender diversity on boards. Given the very slow
pace of change in Hong Kong on this issue, we believe that it is time to set a firm quota of 30% women
on boards within four years (ie, by 2025). While this may seem challenging, it is only slightly more than
a doubling of the current low ratio of just under 14%. Moreover, Hong Kong could approach this
creatively and phase in such a reform, starting with the top 100 to 200 listed firms. Phased CG reform is
a feature of many other markets in Asia and has worked well, largely because it is seen as fair, sensibly
targeted and economically efficient. We would also note, and not in jest, that a 30% quota for women
still means a 70% quota for men. Any opponent to gender diversity on boards should explain why a 70%
quota for men is not sufficient.

* Lead independent directors: This important issue gets a brief mention on p22 of the consultation paper
under the section on “Communications with shareholders™, with a note that the Exchange will
elaborate on the topic in the supporting “Guidance” document. As noted above, this means the
proposal will not be subject to comply or explain, nor does it have any effect under the listing rules. We
believe that this is a missed opportunity and once again sets Hong Kong well behind the curve in the
region. We recommend including lead independent directors as a code provision in the Code.

+  Minimum three/one-third rule on INEDs: This was another issue we raised in our 2017 submission on
the last Code revision. There is not a great deal to add, except to say that this standard is becoming very
long in the tooth and should be upgraded to half or a majority.

* Low independent votes for directors: The nature of corporate ownership in Hong Kong, with large
family or state controlling shareholders, means that directors can be voted in despite a majority of
independent shareholders voting against. We recommend that in such cases companies be reguired to
make a statement explaining why such directors should remain on the board.

We appreciate the opportunity to respond to the consultation and would be pleased to discuss any of the
points above further with the Exchange.

Yours truly,
Jamie Allen Jane Moir
Secretary General Research Director, Hong Kong
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