Part B Consultation Questions

Please indicate your preference by checking the appropriate boxes. Please reply to
the questions below on the proposed change discussed in the Consultation Paper
downloadable from the HKEX website at:
http://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-
Present/May-2019-Review-of-ESG-Guide/Consultation-Paper/cp201905.pdf.

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

Timeframe for Publication of ESG Reports

1. Do you agree with our proposal to amend Main Board Listing Rule 13.91 and
GEM Listing Rule 17.103 to shorten the time required to publish an
environmental, social and governance (“ESG”) report from three months after
the publication of the annual report to within four months for Main Board issuers
or three months for GEM issuers from the financial year-end date?

XI  Yes
[] No

Please give reasons for your views.

Providing ESG information in a shorter timeframe, aligned with the publication of
financial information, will facilitate the consideration of ESG factors in traditional
financial and economic analysis. We recommend that material ESG information is
published in the annual report and reported alongside financial indicators, based on
the same reporting scope and with clear links between ESG issues and companies’
business models and risk factors.

Printed Form of ESG Reports

2. Do you agree with our proposal to amend the Listing Rules and the Guide to
clarify that issuers are not required to provide printed form of the ESG report to
shareholders unless responding to specific requests, but are required to notify
shareholders that the ESG report has been published on the Exchange’s and
the issuer’s websites?

XI  Yes
[] No

Please give reasons for your views.



We recommend that this proposal is amended to require that material ESG
information is integrated within strategy, risk assessment and financial results, and as
such is included in the main annual report. In this case, we agree that additional,
detailed sustainability reports do not need to be provided in paper copies unless
requested specifically. We do recommend that all additional publications of

sustainability information (sustainability reports and websites) are clearly indicated
in the annual report.
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Introducing Mandatory Disclosure Requirements

General

3. Do you agree with our proposal to amend the Guide to introduce Mandatory
Disclosure Requirements (“MDR”)?
XI  Yes
[] No

Please give reasons for your views.

We recommend that ESG disclosure is placed under oversight by the board. In
addition to management of ESG reporting by dedicated staff, senior management
should also be accountable for the ESG report. This is to ensure good quality control
and to demonstrate the company has a sound understanding of ESG issues and how
they relate to its corporate strategy (including data analysis and explanation of
quantitative metrics compared to sector averages and historical performance).

The board should specify the following characteristics of ESG disclosures:

-ESG disclosures, including climate change, are a requirement of annual reporting,
consistent with the other outputs of conventional accounting practice, with clear links
between ESG issues and the company’s business model and risk factors.

-ESG disclosures are subject to assurance, as with other financially material
reporting.

-ESG disclosures use common performance metrics to allow for comparability, in
particular, by industry, portfolio and across time-series.

-ESG disclosures include additional company-specific ESG risks and opportunities.

We also recommend that the board sets targets for key ESG issues, and reviews
progress against those targets. We recommend that these targets are connected to the
Sustainable Development Goals as relevant. Additional information on reporting
against the SDGs may be found in the report ‘Addressing Investor Needs on SDG
reporting’ - https://www.unpri.org/news-and-press/the-sdgs-in-corporate-reporting-
what-matters-to-investors-ten-recommendations-to-meet-investor-needs-on-sdg-
reporting/3433.article

Governance Structure

4. If your response to Question 3 is positive, do you agree with our proposal to
introduce an MDR requiring a statement from the board containing the following
elements:

(a) a disclosure of the board’s oversight of ESG issues?

(b) the process used to identify, evaluate and manage material ESG-related
issues (including risks to the issuer’s businesses); and

(c) how the board reviews progress made against ESG-related goals and
targets?
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XI  Yes
[] No

Please give reasons for your views.

In addition to our comment and recommendations for question 3, we recommend that
the board provides a ‘statement of purpose’ where it articulates its reason for being,
identifies the stakeholders most critical for its continued prosperity and lays out the
timeframes for which senior management's decisions are evaluated and rewarded.
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Do you agree with our proposal to set out in a note that the board statement
should include information on the issuer’s current ESG management approach,
strategy, priorities and goals/targets and an explanation of how they relate to
the issuer’s businesses?

XI  Yes
[] No

Please give reasons for your views.

This proposal is aligned with our recommendations under question 3 and 4. Such a
statement will send a signal to investors and other stakeholders, including
employees, that ESG issues are integrated at the core of the business strategy.

Reporting Principles

6.

Do you agree with our proposal to amend the Guide to introduce an MDR
requiring disclosure of an explanation on how the issuer has applied the
Reporting Principles in the preparation of the ESG report?

XI  Yes
[] No

Please give reasons for your views.

We recommend transparency of the reporting process and therefore agree with this
proposal. Investors examine not only ESG performance but also governance of

management of ESG issues by executive teams.

Do you agree with our proposal to amend the Reporting Principle on “materiality”
to make it clear that materiality of ESG issues is to be determined by the board

and that the issuer must disclose a description of significant stakeholders

identified, the process and results of the issuer’s stakeholder engagement (if

any), and the criteria for the selection of material ESG factors?

XI  Yes
[] No

Please give reasons for your views.
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We recommend that the board validates the set of material ESG issues on which the
company will disclose its performance, as well as the associated targets and metrics.
We agree with the proposal that the issuer should be required to disclose the process
for the selection of material ESG factors, including a description of the process and

results of the issuer’s stakeholder engagement.
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8.

Do you agree with our proposal to amend the Reporting Principle on
“‘quantitative” to:

(a) require disclosure of information on the standards, methodologies,
assumptions and/or calculation tools used, and source of the conversion
factors used for the reporting of emissions/energy consumption (where
applicable); and

(b) clarify that while key performance indicators (“KPIs”) for historical data

must be measurable, targets may be expressed by way of directional
statements or quantitative descriptions?

XI  Yes
[] No

Please give reasons for your views.

We agree with proposal (a).

On proposal (b), we recommend that where companies report quantitative metrics,
they should set dated and quantified targets. For new reported mandatory metrics,
such taget setting can be phased. Progress against targets should be reviewed on a
regular basis and targets updated accordingly. Target setting should be aligned with
business strategy, existing regulations and long-term sustainability goals including
the SDGs.

Regarding quantitative metrics, we recommend disclosure requirement on primary
indicators such as those listed in the report ESG data in China -
https://www.unpri.org/fiduciary-duty/esg-data-in-china-recommendations-for-
primary-esg-indicators/4345.article . In addition, we recommend industry-specific
and forward looking disclosures aligned with the TCFD framework such as those

described in the report.

Reporting Boundary

9.

Do you agree with our proposal to amend the Guide to include an MDR
requiring an explanation of the ESG report’s reporting boundary, disclosing the
process used to identify the specific entities or operations that are included in
the ESG report?

XI  Yes
[] No

Please give reasons for your views.
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We agree with the proposal that the ESG report should contain an explanation of its
reporting boundary, describing the process used to identify the specific entities or
operations that are included in the ESG report. We recommend that this process is
integrated and aligned with the financial reporting process, including on reporting
scope. The scope of the report is very important as supply chain or subsidiary
operations are often a key part of the company's ESG overall performance. In
addition, we recommend that companies disclose which entities or operations are not
included and why.
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Introducing Aspect on Climate Change and Revising the Environmental KPIs

Climate Change

10. Do you agree with our proposal to introduce a new Aspect A4 requiring:

(a) disclosure of policies on measures to identify and mitigate the significant
climate-related issues which have impacted, and those which may
impact the issuer; and

(b) a KPI requiring a description of the significant climate-related issues

which have impacted, and those which may impact the issuer, and the
actions taken to manage them?

XI  Yes
[] No

Please give reasons for your views.

In addition to our previous comments, we recommend that HKEX should encourage
the use of the TCFD framework and support a pilot for companies on TCFD
disclosures. HKEX may also wish to refer to the EU taxonomy and the UK Green
Finance Strategy as best practice examples.

Targets
11. Do you agree with our proposal to amend the Environmental KPIs to require

disclosure of a description of targets set regarding emissions, energy use and
water efficiency, waste reduction, etc. and steps taken to achieve them?

XI  Yes
[] No

Please give reasons for your views.

We agree with this proposal and recommend that associated targets are dated and
quantified. Our recommendations on environmental KPIs are also detailed in the
report 'ESG data in China' - https://www.unpri.org/fiduciary-duty/esg-data-in-china-
recommendations-for-primary-esg-indicators/4345.article
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GHG Emissions

12.

X

Do you agree with our proposal to revise an Environmental KPI to require
disclosure of Scope 1 and Scope 2 greenhouse gas (“GHG”) emissions?

Yes

[] No

Please give reasons for your views.

We agree with this proposal and recommend disclosure of scope 3 emissions as
relevant, as specified by the GHG protocol methodology - see ghgprotocol.org

Upgrading the Disclosure Obligation of the Social KPIs

13.

Do you agree with our proposal to upgrade the disclosure obligation of all Social
KPlIs to “comply or explain™?

XI  Yes
[] No

Please give reasons for your views.

We recommend that primary social metrics such as those listed in the ESG data in
China report are mandatory. Such metrics are already widely collected internally but
not necessarily disclosed. Additional social metrics can be reported on a comply or
explain basis.We also recommend that HKEX includes a reference to ILO standards

and the UN Guiding Principles on Business and Human Rights for minimum social
safeguards.
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Revising the Social KPIs

Employment Types

14.

Do you agree with our proposal to revise a KPI to clarify “employment types”
should include “full- and part-time” staff?

XI  Yes
[] No

Please give reasons for your views.

We agree with this proposal. The proportion of full and part-time staff reflects the

employment stability of a company, and also its contribution to local livelihoods and
reducing inequality.

Rate of Fatalities

15.

Do you agree with our proposal to amend the KPI on fatalities to require
disclosure of the number and rate of work-related fatalities occurred in each of
the past three years including the reporting year?

XI  Yes
[] No

Please give reasons for your views.

We recommend that primary health and safety indicators are mandatory. Disclosure

ovetime of such metrics will show tendencies in the corporate performance on health
and safety.
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Supply Chain Management

16.

Anti-

Do you agree with our proposal to introduce the following new KPIs in respect
of supply chain management?

(a) Description of practices used to identify environmental and social risks
along the supply chain, and how they are implemented and monitored.

(b) Description of practices used to promote environmentally preferable

products and services when selecting suppliers, and how they are
implemented and monitored.

XI  Yes
[] No

Please give reasons for your views.

Similar to the points above on the Board providing greater insights to how
ESG is examined, the description of practices will provide investors with
greater context and insights into the quality of management for supply chain
issues. For part (b) we recommend adding socially inclusive.

Supply chain labour practices have become a risk for companies with global supply
chains. As well as mitigating risk, good management of supply chain labour practices
can contribute to a company's competitive advantage and strengthen its long-term
financial stability. Description of supply chain practices helps investors identify and
assess existing corporate practices, encourage enhanced communication and
reporting, and ultimately support improvement of performance and impact by
companies. Furthermore, investors expect companies to manage supply chain related
risks and opportunities in alignment with relevant international standards.

corruption

17.

Do you agree with our proposal to introduce a new KPI requiring disclosure of
anti-corruption training provided to directors and staff?

X  Yes
[] No

Please give reasons for your views.

We agree with this proposal. Corruption and bribery have been identified as one of
the most commonly reported metrics and a key governance issue in our report on
ESG data in China.
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Encouraging Independent Assurance

18.

Do you agree with the proposal to revise the Guide’s wording on independence
assurance to state that the issuer may seek independent assurance to
strengthen the credibility of ESG information disclosed; and where independent
assurance is obtained, the issuer should describe the level, scope and
processes adopted for assurance clearly in the ESG report?

XI  Yes
[] No

Please give reasons for your views.

In response to this question, as well as a concluding remark, we wanted to
share a final point. Low quality of ESG information is deemed as a main
barrier to ESG integration in financial analysis. The main factors, according
to a study conducted by the PRI and CFA, limiting investors’ ability to use
ESG data are:

. Lack of appropriate quantitative information (55%)
. Lack of comparability across firms (50%)
. Low data quality and lack of assurance (45%)

We believe the changes being proposed both in this segment on assurance,
as well as throughout the Guide, will help directly address these key barriers.

End -
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