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ABOUT THIS REPORT

“The Exchange has noticed more capacity
is needed for Hong Kong to adopt the
recent climate disclosure proposal. The
implementation date of the Listing Rule
amendments will therefore be postponed
to 1 January 2025 to allow issuers more
time to familiarise themselves with

the new climate-related disclosure
requirements.”"t

This report provides perspectives on adopting
ISSB (IFRS S1 & S2). We begin by providing a brief
introduction of ISSB, and then analyse Hong
Kong’s capacity to adopt IFRS S1 & S2 from the
perspective of regulators, and entities (listed
corporates, Fls, and SMEs). This is followed by a
mapping of resources which are available for these
entities that can support their compliance with
IFRS S1 & S2 requirements. Based on this research,
we aim to identify opportunities for regulators to
guide the adoption of ISSB."

This report aims to contribute to capacity-building
efforts around the adoption of global sustainability
standards. While we are primarily focused on
supporting efforts within Hong Kong, we shall also
identify opportunities that may be relevant to
stakeholders in the global marketplace.

In doing so, we hope to provide readers with a
stronger understanding of what ISSB is, and how
it can be operationalised in different markets
and within unique organisations and entities.
More broadly, this report aspires to stimulate a
dialogue about how financial market participants
can improve the quality, availability and use of
sustainability-related information.

Entities could refer to this report to identify their
strengths and weaknesses in climate disclosure and
determine how far they are from complying with
ISSB. Regulators could also use the methodology
and assessment provided in this report to help
assess the capacity of their jurisdictions to adopt
ISSB and decide next steps.

i.  Regulators or authority bodies that decide the adoption of climate disclosure standard
ii. https://www.hkex.com.hk/News/Regulatory-Announcements/2023/231103news?sc_lang=en




1. INTRODUCTION

Demand for sustainable investing is growing
rapidly. In Hong Kong, there was a fourfold increase
in the amount of green and sustainable debt and
sustainability-linked loans issued in 2021 compared
to 2020.! Institutional investments in climate-
related financial products continue to grow, despite
broader uncertainty and turmoil across global
markets.

However, the lack of standardised reporting
mechanisms has hindered global efforts to
provide climate-related disclosures and hampered
investors’ efforts to compare climate performance
among investees.? Institutional investors

around the world are increasingly demanding
sustainability-related information. For example,
institutional investors in the US annually spend on
average US$1,372,000 on gathering and reporting
climate data to inform their investment decisions.?
The cost of collecting, reporting and verifying
climate-related data increases the costs of making
climate-related investments, threatening to impede
further market growth.

There is therefore an urgent need to ensure that
such information is collected and presented in
an efficient manner that is digestible and usable
for investors, enabling them to make informed
decisions.

In response, the International Financial Reporting
Standards (IFRS) Foundation’s International
Sustainability Standards Board (ISSB) issued its
sustainability standards on June 26, 2023, to
provide investors and other stakeholders with

a global baseline for corporate disclosure of
climate and sustainability related information.
The Standards consist of the IFRS S1 General
Requirements for Disclosure of Sustainability-
related Financial Information and IFRS S2 Climate-
related Disclosures.*>®

The ISSB is part of the International Financial
Reporting Standards (IFRS) Foundation, a global
organisation that sets accounting standards used
by companies and organisations worldwide.

Its mission is to develop a comprehensive
sustainability reporting standard that will provide
investors and other stakeholders with a clear
and consistent understanding of a company's
sustainability performance.” To accomplish this,
the IFRS S1 & S2 standards were developed to
improve transparency regarding companies’
governance, strategy, risk management, and
sustainability-related metrics.®

The Hong Kong Green and Sustainable Finance
Cross Agency Steering Group (CASG) has welcomed
the publication of the ISSB standards and signalled
that the relevant authorities in Hong Kong will
consider how to align local requirements with

this global baseline, in a proportionate approach.
In particular, in its April 2023 proposal the Stock
Exchange of Hong Kong (HKEX), proposed to:
Mandate all issuers to make climate-related
disclosures in their ESG reports (i.e. upgrade from
current “comply or explain”).

The proposals were informed by the IFRS S2
Climate-related Disclosures exposure draft
published by the ISSB and their subsequent
deliberations and the Exchange stated that it would
take into account the final ISSB Climate Standard
when finalising the Listing Rule amendments.

On November 3rd 2023, the Exchange has
announced that it would postpone the
implementation date of the Listing Rule
amendments to 1 January 2025 to allow issuers
more time to familiarise themselves with the new
climate-related disclosure requirements.’




1. Introduction

Hong Kong has an opportunity to take the lead
as a sustainable finance centre by being an early
adopter of the IFRS S1 & S2 standards. Doing so
strengthens the region’s position as a facilitator
of high-quality investments in sustainability. But
this depends on issuers, investors and financial
intermediaries taking proactive steps to build the
capacity to operationalise IFRS S1 & S2 reporting
requirements. To accomplish this, more work is
needed to unpack and address the challenges
that financial market participants will face as
sustainability data becomes increasingly central
to decision-making in sustainable financial centres
around the world.

Paper on ESG (hkex.com.hk)

IFRS - Ten things to know about the first ISSB Standards

©NOUTAWN

While the introduction of ISSB has the
potential to help reduce the information
asymmetry impeding the climate
finance market, there are still a variety
of operational/practical challenges that
entities face as they seek to integrate
ISSB into their reporting practices.

Hong Kong has an opportunity to
become a leader in the climate finance
space but will need to build its local
capacity to conduct these reporting
exercises.

How Strengthening Standards for Data and Disclosure Can Make for a Greener Future (imf.org)
Survey reveals costs and benefits of climate-related disclosure for companies and investors (erm.com)
https://www.ifrs.org/projects/completed-projects/2023/general-sustainability-related-disclosures/

Jurisdictions have the leeway to build their additional requirements on top of the ISSB baseline.
https://www.ifrs.org/groups/international-sustainability-standards-board/
The ISSB has set out four key objectives: 1) to develop standards for a global baseline of sustainability disclosures; 2) to meet

the information needs of investors; 3) to enable companies to provide comprehensive sustainability information to global
capital markets; and 4) to facilitate interoperability with disclosures that are jurisdiction-specific and/or aimed at broader

stakeholder groups.

9. https://www.hkex.com.hk/News/Regulatory-Announcements/2023/231103news?sc_lang=en



https://www.hkex.com.hk/-/media/HKEX-Market/News/Market-Consultations/2016-Present/April-2023-Climate-related-Disclosures/Consultation-Paper/cp202304.pdf
https://www.imf.org/en/Blogs/Articles/2021/05/13/how-strengthening-standards-for-data-and-disclosure-can-make-for-a-greener-future
https://www.erm.com/news/survey-reveals-costs-and-benefits-of-climate-related-disclosure-for-companies-and-investors/
https://www.ifrs.org/news-and-events/news/2023/06/ten-things-to-know-about-the-first-issb-standards/

2. HONG KONG'S EXPERIENCE WITH
SUSTAINABILITY REPORTING

Since 2015, the HKEX has been building its policy
framework around ESG disclosure requirements
for listed companies. Most notably the release of
Appendix 27 (the Rules and ESG Reporting Guide)
on the Stock Exchange of Hong Kong’s (HKEX)
Main Board Listing Rules in 2015, helped to guide
the market’s overall approach to sustainability
reporting by providing reporting principles and
boundaries for entities reporting on ESG matters.!!

By 30/12/2015:

¢ The first version of the ESG reporting guide
was published

e Firms were encouraged to disclose total GHG
emissions and emission intensity

From 31/12/2015 - 30/06/2020:

e The ESG disclosure guide included (a) "comply
or explain" disclosure provisions; and (b)
recommended disclosures. If an issuer failed to
report on one or more “comply or explain”

e Reporting principles of Materiality,
Quantitative, Balance, and Consistency were
introduced*?

01/07/2020 - 31/12/2021 (comply or explain):

e The guide required issuers to report on “Direct
(Scope 1) and energy’s indirect (Scope 2)
greenhouse gas emissions (in tonnes) and,
where appropriate, intensity (e.g. per unit of
production volume, per facility)”

e |ssuers were subject to energy efficiency
targets. The actions needed to achieve the
target also had to be disclosed

¢ |ssuers were required to describe significant
climate-related issues which have impacted, or
may impact the issuer, and the actions taken to
manage them

Within 7 years, issuers in Hong Kong have moved
from merely disclosing current GHG emissions to
producing forward-looking commitments (such
as requiring listed companies to target and act on
reducing GHG emissions). More specifically, the
following changes were observed:
e Reporting principles were introduced to ensure
the quality of reporting
e The scope of emissions and general metrics
were defined in the disclosure requirement
¢ Forward-looking disclosures like actions
and targets related to climate change were
introduced in the disclosure requirements

Such developments have helped to build capacity
among financial market participants in Hong Kong
who have strong experience with developing
climate and related sustainability disclosure
practices.

We summarise the strengths and the areas for
improvement within the Hong Kong market
concerning the HKEX 2022 Analysis of ESG Practice
Disclosure!3, as below:

e 93% of issuers have already been disclosing
scopes 1 and 2 related emissions, environment
targets, and general climate change disclosure

¢ Most of the issuers have been applying the
reporting principles of Materiality (93%),
Quantitative (84.3%), and Consistency (95%)

e Around a third of issuers have been considering
scope 3 emissions, and made voluntary
disclosures

Aside from the HKEX, other key regulators in

Hong Kong including the Hong Kong Monetary
Authority (HKMA), and the Securities and Futures
Commission (SFC) have also published guidance
and introduced regulations to promote the practice
of climate disclosure in Hong Kong (See section
3.3).




2. Hong Kong's experience with Sustainability Reporting

With regards to Hong Kong’s capacity to adopt
IFRS S1 & S2, it is also important to note that
these standards were developed with the market
in mind, taking into account other frameworks
that have become commonplace in the global
financial market. For example, the content, staff,
technical expertise and other resources of the
Climate Disclosure Standards Board (CDSB) and
the Value Reporting Foundation (Integrated
Reporting Framework and SASB Standards) were
fully consolidated into the IFRS Foundation in
2022.% Similarly, IFRS S1 & S2 incorporate the
recommendations of the Taskforce for Climate-
related Financial Disclosures (TCFD).

Additionally, the IFRS also collaborated with
the Global Reporting Initiative (GRI), a provider
of sustainability standards aimed at broader
stakeholders, to ensure compatibility and

interconnectedness between the ISSB’s investor-
focused baseline sustainability information
designed to meet the needs of the capital markets,
and GRI’s information intended to serve the needs
of a broader range of stakeholders. Doing so is
expected to help reduce the reporting burden for
companies and further harmonise the sustainability
reporting landscape at an international level.

By reporting under the Appendix 27, listed
companies in Hong Kong have aligned their
reporting with the GRI and a portion of the TCFD
recommendation. However, there are still room

for improvement. The HKEX observes that only

a few issuers consider or referring the TCFD
recommendation. Similarly, only few of them adopt
climate scenario analysis, able to discuss relevant
risks on business, and include quantitative metrics
for targets.®

11. Appendix 27 Environmental, Social and Governance Reporting Guide | Rulebook (hkex.com.hk)
12. https://www.globalreporting.org/media/ufjfcmyq/gri-standardslinkage-hkex-2020.pdf
13. https://www.hkex.com.hk/-/media/HKEX-Market/Listing/Rules-and-Guidance/Environmental-Social-and-Governance/Reports-

on-ESGPD/esgreport_2022.pdf
14. IFRS - Consolidated organisations (CDSB & VRF)



https://en-rules.hkex.com.hk/rulebook/environmental-social-and-governance-reporting-guide-0
https://www.ifrs.org/about-us/consolidated-organisations/

3. IMPLICATIONS FOR THE PRIVATE SECTOR

3.1 Expected Benefits of Adopting ISSB

Adopting ISSB will enhance the
information and capital flow, and boost
green tech adoption

Enhancing climate disclosure is an integral part
of solving the climate crisis. Corporates (whether
large-cap or SME) will have to develop better
processes for monitoring their performance on

Table 1: Expected Changes in Information and Capital Flow”

Fls

Willingness to obtain/ provide
climate disclosure (save for
mandated disclosure)

Preference for climate-related data from

their own “Financed Emissions”

investees since Fls are required to report on

climate action and identify gaps in their climate and
sustainability strategies. Consequently, they will be
able to provide investors and lenders with more
clarity on such strategies and facilitate access to
capital which supports and recognises their efforts
to decarbonise. Some Fls, such as banks, have
jointly pledged to decarbonise their portfolios to
reach net zero and disclose financed emissions.?®
Such Fls are therefore more inclined to select
investees'® with proper climate disclosures.

We expect that as a market begins to adopt IFRS S1
& S2, information and capital flows may enjoy the
following changes:

Listed Corporates

More willing to provide climate disclosure
as long as guidance is sufficient and
accessible

Cost of capital (Capital Access)

Decreased since reporting on “Financed

Emissions” will improve their ESG rating. Also,
Fls can make better investment decisions to

decarbonise their portfolio

Decreased since Fls will be confident to
invest in corporates that provide proper
climate disclosure

Ability of Risk Management

Increased since Fls have a better

understanding of their “Financed Emissions”.

This enables them to conduct transition
planning and de-risk their portfolio
strategically

Increased since corporates will have

better self-understanding of their climate
performance. This enables them to oversee
their climate risk and adopt necessary
mitigation and adaptation measures

Information cost

Decreased since investees are providing
proper and consistent climate disclosure

Increased since they are required to
disclose more information than before

However, whilst the information cost
might initially increase, better information
and data flow lower cost of capital and
operating risk




3. Implication for the Private sector

3.2 Boost the Adoption of Green
Technologies

The IFRS S2 implicitly requires board members

to take up responsibility for overseeing climate-
related risks. Entities are required to disclose their
adoption of currently available technology and
technology deployment assumptions.

This encourages entities to evaluate the cost-
effectiveness of technology adoption and calculate
their own total abatement cost. Furthermore,
entities can obtain the cost-effectiveness of each
technology adopted. Such information could

help the company to adapt and enhance its
decarbonisation strategy in the future.

3.3 Industry-based Climate Disclosure

The IFRS has published clear industry-
based disclosure requirements for
entities to follow or reference.

The IFRS has emphasised and published clear
industry-based disclosure requirements which are
embodied with guidance on disclosure efforts in
the IFRS S2. Practically all the sectors represented
in the Hang Seng index are covered under the IFRS
industry-based disclosure requirements. As Table
2 below shows, there may be instances where

the sector label describing one industry in the HSI
varies from its equivalent sector label under the
IFRS disclosure requirements. We have provided a
comparison of these sector labels as a reference:

Table 2: Mapping between the Industry-based disclosure requirements published by the IFRS with the industry
(sectors) of companies in the Hang Seng Index (HSI)

Sectors of Companies on

descending order of weighting (up to June 2023%)

the Hang Seng Index (HSI), by IFRS Industry-based

disclosure requirements?

Financials

Financials*1

Information Technology

Technology and Communications

Consumer Discretionary

Consumer Goods

Properties and Constructions

Infrastructure

Energy

Extractives and Mining Process, and Renewable Resources and

Alternative Energy

Telecommunications

Same with “Information Technology”

Utilities

/

Consumer Staples

Same with “Consumer Discretionary”

Healthcare

Health Care

Conglomerates

/

Industrials

Resources Transformation

Materials

Extractives and Mining Process

10



3. Implication for the Private sector

It is worth noting, however, that many entities may
be associated with multiple industries through their
business model, economic activities, production
processes or other actions. In other words, entities
SHOULD NOT determine their industry by barely
nor solely referring to the industry classification

of HKEX or market index. For instance, MTR
Corporation Limited has been engaged in economic
activities in both property management and
transportation. Meanwhile, in certain indexes,

they are classified under the transportation sector.
Given the nature of their business model and
economic activities that they engage in, we would
still recommend they refer to both industry-based
disclosure requirements of “Infrastructure” and
“Transportation”.

*1. The IFRS S2 specifically mentioned that entities
that participate in Asset Management, Commercial
Banking, and Insurance are required to disclose
the details of “financed emissions” (See B59 of

IFRS S2 for details). Apart from the industry-based
disclosure requirements published by IFRS and the
sectoral-specific Climate Disclosure guide published
by the Hong Kong government?!, we highly
recommend that Fls refer to Financed Emissions:
The Global GHG Accounting & Reporting Standard,
published by the PCAF?? and Sectoral Pathways

for Financial Institutions published by the GFANZ*
when preparing the disclosure of “financed
emissions”.

*2. Although the Hong Kong government has not
published sectoral-specific climate disclosure
guidelines for the Property and Construction
sector, the Hong Kong Green Building Council
(HKGBC) has published the “Climate Change
Framework for Built Environment” which suggests
an approach for building companies to conduct
climate disclosure.?*

3.4 Climate Disclosure for Small and
Medium Enterprises (SMEs)

Hong Kong boasts a large pool of SMEs, which
make up over 98% of registered enterprises

and employ around 45% of the private sector
workforce.? Recent extreme weather events in
Hong Kong (such as Typhoon Haikui and Typhoon

Saola) were immensely disruptive to transport
and logistics infrastructure, and were likely to be
even more impactful to the operations of such
companies.

The IFRS S1 & S2 disclosure framework has been
developed primarily to help large corporates
monitor their climate risks and exposures.
Substantially less attention has been directed at
supporting disclosure efforts among SMEs. Banks
and other financial institutions that lend or invest
in SMEs will likely face various informational and
capacity challenges when seeking to measure the
scale of the climate exposure originating from
SMEs. This is a problem both in Hong Kong, but also
in many markets elsewhere.

In response, the CASG has developed a Climate and
Environmental Risk Questionnaire in collaboration
with CDP (formerly known as the Carbon Disclosure
Project). In 2022, the Green and Sustainable
Finance Cross-Agency Steering Group (CASG)
collaborated with the CDP to develop a Climate
and Environmental Risk Questionnaire specifically
tailored for non-listed companies and SMEs in
Hong Kong. This questionnaire serves as a cross-
sector reporting template, aimed at facilitating the
initial reporting process for these corporates in
Hong Kong.

CASG collaborated with CDP to develop
a Climate and Environmental Risk
Questionnaire specifically tailored for
non-listed companies and SMEs in Hong
Kong.

The IFRS S1 & S2 has developed a comprehensive
climate-related disclosure framework. However, it
has not yet introduced any specific sustainability-
related disclosure requirements for small and
medium-sized enterprises (SMEs). Given that a
significant proportion of global businesses fall
under the SME category, it is critical to provide
these enterprises with the necessary tools

and resources to measure and report their
sustainability-related information.




3. Implication for the Private sector

15.
16.

17.
18.
19.
20.
21.

22.
23.
24.
25.

The Commitment — United Nations Environment — Finance Initiative (unepfi.org)

We are referring to loan books and investments for banks; investment portfolios for asset managers; investments and
reinsurance portions for insurance companies.
https://www.pathzero.com/blog/issb-explained-better-information-for-better-investment-outcomes

This effect can be minimised, if the HKEX conducts sufficient capacity building groundwork
https://www.hsi.com.hk/static/uploads/contents/en/dl_centre/factsheets/hsie.pdf

IFRS - Appendix B—Industry-based disclosure requirements

Including but not limited to the Circular to licensed corporations, Management and disclosure of climate-related risks by
fund managers, published by the SFC, Supervisory Policy Manual, GS-1, published by the HKMA, White Paper on Green
and Sustainable Banking, published by the HKMA

The Global GHG Accounting and Reporting Standard for the Financial Industry (carbonaccountingfinancials.com)
GFANZ_Guidance-on-Use-of-Sectoral-Pathways-for-Financial-Institutions_June2022.pdf (bbhub.io)

CCF - OneDrive (sharepoint.com)

https://www.cedb.gov.hk/en/business-environment/sme-support.html



https://www.unepfi.org/net-zero-banking/commitment/
https://carbonaccountingfinancials.com/files/downloads/PCAF-Global-GHG-Standard.pdf
https://assets.bbhub.io/company/sites/63/2022/06/GFANZ_Guidance-on-Use-of-Sectoral-Pathways-for-Financial-Institutions_June2022.pdf

4. IMPLICATIONS FOR REGULATORS

4.1 What is the role of regulation?

The IFRS S1 & S2 framework has immense potential
to bring sustainability information closer to the
heart of financial decision-making processes.
There is little doubt that more information about
sustainability will be beneficial to global efforts to
reorient financial systems. The challenge, however,
lies in creating a financial market ecosystem that

is capable of providing accurate, robust and timely
sustainability information at a reasonable cost.

The IFRS S1 & S2 is a key part of removing the gaps
in sustainability disclosures by providing more
guidance on the disclosure of financial material
sustainability information. The question is how
regulators should introduce IFRS S1 & S2 into their
jurisdiction. As outlined by the IFRS:

“it is for jurisdictional authorities to
decide whether to mandate the use of
IFRS Sustainability Disclosure Standards
issued by the I1SSB.”?

Regulators retain the power to determine the
extent and pace to which IFRS S1 & S2 is integrated
into financial disclosure regulations and policies
within their respective jurisdictions. As they do so,
they may consider the proportionality and relief
mechanisms developed by the IFRS S1 & S2 which
can ease the overall adoption process. This is
useful because regulators face various competing
priorities and policy trade-offs. Local capacity to
report sustainability information will vary between
companies and sectors.

The structure provided by the IFRS S1 & S2
standard makes clear what types of information

is recommended and required for sustainability
disclosures to become increasingly effective.

-This may include taking a phased approach in
determining which sectors and/or size of company
should be prioritised for reporting, and whether
IFRS S1 or S2 should be implemented on a phased-
in basis.

While there may still be some steps to be taken
amongst regulators globally to coordinate on these
efforts further, global financial markets such as
Hong Kong SAR have an opportunity to take the
initiative and lead on the adoption of this reporting
standard.

4.2 Local Adoption of IFRS S1& S2 and
The Building Block Approach

The HKEX published the market consultation

paper related to the proposal update of the ESG
reporting guide (HKEX Climate Disclosure Proposal)
in April 2023.% The proposals in the consultation
paper aim to promote sustainability by urging
issuers to prepare for the climate-related reporting
requirements based on the IFRS S1 & S2 Climate
Standard. At the time of writing, the HKEX’s public
consultation around IFRS S1 & S2 had already been
closed and HKEX is primarily aiming to implement
Listing Rules amendment by 1 January 2025%.

Instead of strictly implementing the IFRS S1 & S2,
the IFRS mentions that regulators should determine
the best approach to fill the information gap of
multi-stakeholders by utilising the IFRS S1 & S2.
The key for local jurisdictions to successfully adopt
the IFRS S1 & S2 is ensuring interoperability with
disclosures that are jurisdiction-specific and/or
aimed at broader stakeholder groups.

The International Organization of Securities
Commissions (IOSCO) highlights the importance
of interoperability between ISSB and the local
jurisdiction’s existing sustainability reporting
system. Specifically, the I0SCO suggest regulators
should adopt the “building block” approach to
implement IFRS S1 & S2 in their existing systems.?®

On top of that, the International Federation of
Automatic Control (IFAC) suggested a concrete
building block approach that facilitates the
jurisdiction to integrate IFRS S1 & S2 in their
reporting system and promote the principle of
double materiality, see the graph below:




4, Implications for Regulators

Source: How Global Standard Become Local*

The IFAC suggested that the IFRS S1 & S2 will IFRS S1 & S2 and locally determined requirements
provide a common language for the investors to will be established.

assess enterprise value, whilst the jurisdiction

requirements represent the material issue valued In response, the IFRS finalised their “building block

by multi-stakeholders. By harmonising blocks 1 and  approach”, which is similar to what IFAC suggested.
2, a comprehensive system that incorporates both

Source: ISSB’s proposed IFRS® Sustainability Disclosure Standards?*




4, Implications for Regulators

In such a context, regulators should evaluate

the capacity to harmonise their existing system
with IFRS S1 & S2 to determine whether a

new mechanism is required to be built. In the
recommendation section, we will suggest a list of
questions for regulators to consider.

Case Study: How the EU developed an
interoperable mechanism

It is crucial to note that the ISSB focuses on
financial materiality, while most of the existing
local jurisdictions' sustainability reporting systems
are built to disclose entities' impact materiality.
Studying the EU's approach is useful to understand
how to operationalise double materiality while
aligning with the existing global baselines.

“The Commission has worked to ensure
a very high level of alignment between
ESRS (EU Sustainability Reporting
Standards) and the standards of the
International Sustainability Standards
Board (ISSB) and the Global Reporting
Initiative (GRI).” 32

On 31st July 2023, the EU Commission adopted

the ESRS by delegated regulation. The standards
adopted are highly based on the draft submitted by
the European Financial Reporting Advisory Group
(EFRAG). The ESRS adopted a double materiality
perspective, which requires entities to report both
impact and financial materiality. Specifically, there
are 12 sets of ESRS, which include 2 cross-cutting
standards and 10 topical standards.®

To ensure the ESRS are able to cover impact
materiality, the EFRAG included GRI representatives
in the technical expert group under the EFRAD and
GRI MoU. They committed to sharing information,
and for standard-setting activities and timelines

to be aligned as much as possible. After the

official launch of ESRS, the EFRAG and GRI have
published a joint statement on the high level of
interoperability achieved between the ESRS and
GRI standards. Their next step is to develop a digital

taxonomy and a multi-tagging system to further
enhance interoperability.

On the other hand, EFRAG has performed

an assessment to compare the disclosure
requirements between ESRS and IFRS S1 & S2.

The initial result suggested that there is a “high
degree of interoperability between the two sets
of standards.” The IFRS has also confirmed and
reassured such a result.® The next step for EFRAG
is to develop sector-specific ESRS which aligns with
the IFRS S1 & S2 approach.3®

“The very high degree of alighment between
ESRS and the two ISSB standards aim to prevent
that companies required to report in accordance
with ESRS and that wish to also comply with ISSB
standards, would have to report separately under
ISSB standards.”¥

4.3 For CASG: Utilise existing Resources to
Build Advantages for Entities in Hong
Kong to Adopt IFRS S1& S2

One of the critical gaps amongst corporations
lies in their struggle to keep pace with the
rapidly evolving reporting standards regarding
Environmental, Social, and Governance (ESG)
considerations.

The level of preparedness for adopting the latest
ESG reporting standards varies across corporations
due to differences in size and available resources.

Overall, listed corporations tend to be the most
prepared, given their access to substantial

resources. Compared to listed corporations, financial
institutions may be less ready. However, small- and
medium-sized enterprises (SMEs) face even greater
challenges due to their limited resources.

CASG plays an essential role in helping corporations
adopt ISSB. Utilising the existing resources (such as
the Climate and Environmental Risk Questionnaire
developed by CASG and CDP) could minimise the
cost for listed corporates and SMEs to conduct
climate disclosures, ultimately promoting greater
transparency and accountability in corporate
sustainability practices.




4, Implications for Regulators

4.4 Regional Development: China and
ASEAN

The emerging market in APAC has
established its guidelines and systems of
sustainability reporting, yet they are still
in the early stages of adopting climate
disclosures.

Nearly half of the world’s GHGs are emitted from
the APAC region. Thus, it is paramount to facilitate
climate disclosure and drive climate change
investment toward the APAC market.3” Applying
the “building block approach”, we suggest that the
first step is to evaluate their existing sustainability
disclosure systems.

China:®

¢ Listed corporates in Shanghai and Shenzhen
have been required to issue CSR or ESG
reports*°

e Voluntary ESG guidelines with more than
100 metrics have been introduced and are
applicable across the entire nation*

e State-owned Assets Supervision and
Administration Commission of the State
Council (SASAC) has issued a notice to regulate
ESG information disclosure by centrally owned
enterprises controlling listed companies,

aiming for full ESG disclosure coverage by
2023 and promoting capital service to the real
economy*?

It is important to note that China has been adopting
a system that is similar to the building block
approach mentioned above. Their ESG disclosure
guidelines, namely the {RPIZAX FTARIESGE
MIRE S EIEFRMEZE), have included elements

of both mandatory and voluntary disclosure. The
SASAC mentioned “It is a must for entities to report
on mandatory disclosure. On top of it, if entities
have more reporting capacity and would like to
further disclose their ESG performance to attract
investors, the SASAC highly encourages those
entities to disclose the voluntary part.”?

ASEAN:

There has been a growing interest among

investors in ASEAN to embed ESG-related factors

in their decision-making process. According to

a survey conducted by HSBC, the top 3 drivers

are the pressure from employees, the regulatory

environment and recognising that integrating ESG

in one’s strategy can improve returns or reduce

risk.**

e 70% of the top 600 corporates issued ESG
reports

¢ The adoption rate of standards is as below
(Only these countries among ASEAN have
mandated ESG reporting in their stock
exchanges):

Source: Climate Reporting in ASEAN State of Corporate Practices*




4, Implications for Regulators

Apart from climate risk, nature risk is also
considered to be an important priority for

ASEAN member states. According to an article in
Economist Impact, “though South-East Asia only
covers 3% of the Earth’s surface, it is the home to
an estimated 20% of the world’s plant, animal and
marine species.*® Thus, the disclosure of supply
chains, scope 3 related data, and nature risks

for the ASEAN market are extraordinarily valued
amongst investors.

Undoubtedly, Hong Kong has a relatively mature
sustainability disclosure mechanism when
compared to peers in APAC. This poses a great
opportunity for Hong Kong to be the regional
leader in sustainability disclosure. Hong Kong could
utilise its advantages as an international financial
hub to influence regional peers to build capacity for
sustainability disclosure.

26. https://www.ifrs.org/groups/international-sustainability-standards-board/issb-frequently-asked-questions/
27. https://www.hkex.com.hk/News/Market-Consultations/2016-to-Present/April-2023-Climate-related-Disclosures?sc_

lang=en

28. https://www.hkex.com.hk/News/Regulatory-Announcements/2023/231103news?sc_lang=en#:~:text=In%20April%20
2023%2C%20the%20Stock,environmental%2C%20social%20and%20governance%20(ESG

29. https://www.iosco.org/news/pdf/IOSCONEWS608.pdf

30. https://www.ifac.org/_flysystem/azure-private/publications/files/IFAC-How-Global-Standards-Become-Local.pdf
31. https://www.ifrs.org/content/dam/ifrs/project/climate-related-disclosures/supporting-materials/issb-webinar-presenta-

tion-april-2022.pdf

32. https://ec.europa.eu/commission/presscorner/detail/en/qanda_23_4043

33. https://ec.europa.eu/commission/presscorner/detail/en/qanda_23_4043

34, https://www.globalreporting.org/news/news-center/european-commission-signals-esrs-alignment-with-gri/

35. https://www.ifrs.org/news-and-events/news/2023/07/european-comission-efrag-issb-confirm-high-degree-of-cli-

mate-disclosure-alignment/
36. https://greenomy.io/blog/issb-esrs

37. https://ec.europa.eu/commission/presscorner/detail/en/ganda_23_4043
38. https://www.imf.org/en/Blogs/Articles/2021/03/25/asia-pacific-the-gigantic-domino-of-climate-change
39. According to IMF, China is still included in the “emerging market group”, see: Miles to Go: The Future of Emerging

Markets — IMF F&D
40. https://www.esginvestor.net/chinas-esg-policy-dash/

41. https://www.bloomberg.com/professional/blog/china-unveils-esg-reporting-guidelines-to-catch-peers/

42. http://finance.people.com.cn/n1/2023/0801/c1004-40048032.html

43, IIGFILR | CRBIER EMARESGEIIREREIAR) fiR-PRMAE XF 560 REFRMAF (cufe.edu.cn)

44. Data point: What’s driving ESG adoption in ASEAN countries? (economist.com)

45, https://www.globalreporting.org/media/oujbt3ed/climate-reporting-in-asean-state-of-corporate-practices-2022.pdf
46. Data point: What’s driving ESG adoption in ASEAN countries? (economist.com)
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5. MAPPING BETWEEN IFRS S1AND EXISTING

APPENDIX 27 OF HKEX

Generally speaking, there is close alignment
between the existing Reporting Principle of the
HKEX Appendix 27 Environmental, Science and
Governance Reporting Guide and the Conceptual
Foundation of IFRS S1. However, there are

instances where IFRS S1 goes further (see below
table). In particular there is more detailed guidance
in the ‘connected information” component of the
IFRS’ Conceptual Foundation compared to the
HKEX Appendix 27’s guidance on ‘consistency’.

Table 3: Mapping between IFRS S1and Existing Appendix 27 of HKEX

HKEX Appendix 27 Environmental, Social and Governance

IFRS S1, Conceptual Foundation

Fair Presentation:

15. (a) to disclose information that is comparable, verifiable, timely
and understandable; and

(b) to disclose additional information in compliance with the
specifically applicable requirements in IFRS Sustainability Disclosure
Standards is insufficient to enable users of general-purpose financial
reports to understand the effects of sustainability-related risks and
opportunities

Reporting Guide, Reporting Principle*

11. (i) Quantitative: KPIs in respect of historical data need to be
measurable. The issuer should set targets (which may be actual
numerical figures or directional, forward-looking statements) to
reduce a particular impact. This way, the effectiveness of ESG
policies and management systems can be evaluated and validated.
Quantitative information should be accompanied by a narrative,
explaining its purpose and impacts, and comparative data should be
given where appropriate.

11. (iv.) Consistency: The issuer should use consistent
methodologies to allow for meaningful comparisons of ESG data
over time.

Materiality:

18. In the context of sustainability-related financial disclosures,
information is material if omitting, misstating or obscuring that
information could reasonably be expected to influence decisions
that primary users of general-purpose financial reports make
based on those reports, which include financial statements and
sustainability-related financial disclosures and which provide
information about a specific reporting entity.

11. (i) Materiality: The threshold at which ESG issues determined
by the board are sufficiently important to investors and other
stakeholders that they should be reported.

11. (iii) Balance: The ESG report should provide an unbiased picture
of the issuer’s performance. The report should avoid selections,
omissions, or presentation formats that may inappropriately
influence a decision or judgment by the report reader.

Reporting entity

20. An entity’s sustainability-related financial disclosures shall be for
the same reporting entity as the related financial statements (see
paragraph B38).

The HKEX has not explicitly mentioned it. However, by nature, the
entity’s sustainability-related financial disclosures shall be the same
reporting entity as the related financial statements. This is because
listed companies in Hong Kong are required to disclose both
financial statements and ESG reports annually.

Connected information

21. (a) the connections between the items to which the information
relates —such as connections between various sustainability-
related risks and opportunities that could reasonably be expected
to affect the entity’s prospects; and

(b) the connections between disclosures provided by the entity:

(i) within its sustainability-related financial disclosures—such as
connections between disclosures on governance, strategy, risk
management and metrics and targets; and

(i) across its sustainability-related financial disclosures and other
general purpose financial reports published by the entity —such as
its related financial statements (see paragraphs B39—B44).

11. (iv.) Consistency: The issuer should use consistent
methodologies to allow for meaningful comparisons of ESG data
over time.

47. Appendix 27 Environmental, Social and Governance Reporting Guide | Rulebook (hkex.com.hk)



https://en-rules.hkex.com.hk/rulebook/environmental-social-and-governance-reporting-guide-0

6.1 Methodology and Result of the Mapping

The objective of this study is to compare the IFRS S2
Climate-related Disclosures and the HKEX Climate
Disclosure to identify any disparities between them.
The structure of the table has been organised by
the most recent version of the IFRS S2 Climate-
related Disclosures, which may differ from the
sections outlined in the HKEX Climate Disclosure.
The detail of the mapping is in Appendix 1.4

Observations

In general, we observed a high degree of
interoperability between the IFRS S2 and HKEX
Climate Disclosure Proposal. The pillars of
Governance and Risk Management between the
two documents are very similar. In most of the
cases of divergence, the IFRS S2 is more stringent
and requires more detailed disclosure and
explanations of implementation, especially for:

 Financial position, financial performance and
cash flows

« Detail of climate scenario modelling

» Measurement of GHG emissions

 Action plan for achieving climate-related
targets

In most of the cases where there is a difference
between two documents, the IFRS S2 is more
stringent than the HKEX Climate Disclosure
Proposal. Also, regarding climate scenario analysis,
measurement approach of GHG emissions, and
climate-related target, the IFRS S2 has more
disclosure requirements than the HKEX Climate
Disclosure Proposal.

Amongst all of the existing guidance, the Guidance
on Climate Disclosures* and Practical Net-Zero
Guide for Business®®, are significantly useful for
businesses to catch up with the IFRS S2.

6. MAPPING BETWEEN IFRS S2 AND HKEX CLIMATE
DISCLOSURE PROPOSAL

Given such high degree of alignment between the
IFRS S2 and HKEX Climate Disclosure Proposal, we
find that this places the HKEX in a strong position to
do the following:

e Publish joint-vision statement with GRI and ISSB
to confirm interoperability between standards:
This could signal to investors that the standards
adopted by Hong Kong are aligned with the
international baseline and cover the double-
materiality perspectives.

¢ Develop eXtensible Business Reporting
Language (XBRL) taxonomy and multi-tagged
system: This allows entities to efficiently label
which standard(s) their reported data is aimed
at. It also enables investors to cross-assess
entities subject to different sustainability
disclosure systems at the same time. In fact,
XBRL filing format is not something new for
Hong Kong. It has been adopted in the profit
tax filing mechanism since 2021.!

6.2 Align with the Industry-based Metrics
Suggested in the IFRS S2

The proposed approach put forth by HKEX
represents a significant contribution to the quest
for standardised measurement and reporting

of emissions—an indispensable step towards
enhancing accountability.

However, it is crucial to acknowledge that gaps
persist between the metrics employed by HKEX and
the most recent IFRS S2 standards: the subsequent
framework seeks to obtain more comprehensive
and detailed disclosures from issuers concerning
their climate-related metrics, particularly with
industry-based indicators.




6. Mapping between IFRS S2 and HKEX Climate Disclosure Proposal

Aligning the HKEX disclosure standards with the
metrics outlined in the ISSB climate disclosure
requirements would leave no room for
ambiguity or deviation. Such implementation of
a uniform reporting framework would not only
provide stakeholders with long-awaited clarity

regarding the genuine environmental impact of
listed companies but also facilitate meaningful
comparisons of emissions performance across
diverse industries and sectors. This scrutiny would
bring attention to entities falling behind or failing to
fulfil their responsibilities.

48. PLEASE NOTE that this comparison builds on the “Comparison of IFRS S2 with the TCFD Recommendations” published by IFRS,
and Appendix IIl of the HKEX Climate Disclosure Proposal (see Appendix | for further elaboration). This analysis was conducted
by Civic Exchange and should not be considered an official report from HKEX or ISSB.

49. guidance_climate_disclosures.pdf (hkex.com.hk)

50. https://www.hkex.com.hk/-/media/HKEX_Common/Market/Stage/Resources-Library/Guidance-Materials/HKEX-Net-Zero-

Guide_E.pdf
51. https://www.ird.gov.hk/eng/tax/bus_ixbrl.htm
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https://www.hkex.com.hk/-/media/HKEX-Market/Listing/Rules-and-Guidance/Environmental-Social-and-Governance/Exchanges-guidance-materials-on-ESG/guidance_climate_disclosures.pdf

7. OPPORTUNITIES TO ADOPT IFRS S1& S2

71 Opportunities for Entities
(Listed Corporates, Fls, and SMEs):

Hence, we would suggest that entities develop a

Roadmap for Adopting IFRS S1& S2

As observed above, there is no one-size-fits-all
mechanism for listed corporations, Fls, and SMEs
to fully adopt the ISSB under existing standards,
guidance, or disclosure requirements (document).

step-by-step approach to adopt IFRS S1 & S2.

Entities are recommended to evaluate their

capacity and practice of sustainability reporting
and climate disclosure to determine the starting
point and create a timeline to adopt the IFRS S1 &
S2. A suggested roadmap is stated below:

Listed Corporates

1. Current state
(requirement)

To what extent, is your
organisation able to meet the
requirement in existing climate
disclosure listed in Appendix 277

Resource to improve:

Sector-specific questionnaire
launched by CDP

To what extent, is your
organisation able to meet the
requirement in existing climate
disclosure listed in Appendix 27
(if applicable)?

To what extent, is your
organisation able to meet the
existing guidance for Fls to
adopt TCFD published by HKMA,
or SFC?

Resource to improve:

The Fl-specific questionnaire
launched by the CDP>3

Has your organisation
completed and reflected on the
result of the CASG survey?

2. Suggested
interim disclosure
to comply or refer
to

To what extent, is your
organisation able to meet

the HKEX Climate Disclosure
Proposal (Expected to come into
effect on 1st Jan of 2025)?

Resource to improve:

¢ Guidance on Climate
Disclosures>*

e Practical Net-Zero Guide for
Business®®

Resource to improve:
e TCFD

e Guidance of Sectoral
Pathways for Financial
Institutions published by the
GFANZ>®

e Financed Emissions: The
Global GHG Accounting
& Reporting Standard,
published by the PCAF*’

Climate Disclosure with
reference to:

A Climate Disclosure Framework
for SMEs, published by the
CDp>8

The suggested roadmap is created based on the
areas for improvement within climate reporting in
Hong Kong mentioned in section 3 and the analysis

in sections 5 and 6.

Additionally, it is recommended that as corporates

they could include a single Report Index with
one column for IFRS S1 & S2 items and one for
GRI ones. Furthermore, providing an ‘About our

Reports’ guide covering both their Annual Report
and Sustainability Report to help readers of these

begin to compile their sustainability reports,

reports navigate the information will be beneficial.

21



7. Opportunities to adopt IFRS S1& S2

7.2 Opportunities for Regulators:
Readiness Check

Given the varying maturities of climate disclosure
and sustainability reporting practices between
jurisdictions, the readiness to adopt IFRS S1 &

S2 among jurisdictions varies as well. Per IFAC’s
suggestion®®, we would recommend that regulators
consider the following to assess the readiness of
their own jurisdiction to adopt IFRS S1 & S2:

Regulatory Readiness

¢ Does the jurisdiction assign a regulatory
body to oversee the financial market and
sustainability reporting?

¢ Has the jurisdiction publicly stated its intent
to move toward IFRS S1 & S2 reporting
requirements?

¢ Does the jurisdiction have clear legislative and
regulatory authority/oversight to support the
legitimate application of the standards?

Market Readiness

¢ Does the jurisdiction have a stock exchange
market and a mature system of private
investment?

¢ Have the entities been publishing their annual
report or financial reports? If yes, what is the
percentage of the entities in the jurisdiction
that have been doing so? Does the market
adopt or implement the financial reporting
standards set by the IASB?

51. https://www.ird.gov.hk/eng/tax/bus_ixbrl.htm

Have the entities been reporting regarding any
of the existing reporting standards, such as GRI,
TCFD, and SASB? If yes, what is the percentage
of the entities in the jurisdiction that have been
doing so?

Have the entities been reporting scope 1, 2,
and 3 emissions? If yes, what is the percentage
of the entities in the jurisdiction that have been
doing so?

Have the entities been reporting scope 1,

2, and 3 emissions reduction targets? If yes,
what is the percentage of the entities in the
jurisdiction that have been doing so? Are the
targets quantitative or qualitative, and with an
action plan attached?

Have the local Fls been reporting their financed
emissions? If yes, what is the percentage of the
entities in the jurisdiction that have been doing
so?

Have the local authorities or NGOs published
guidance with local context to facilitate entities
to adopt IFRS S1 & S27?

Does the market have auditing firms that
provide assurance services to determine
whether the information was prepared in
conformity with IFRS S1 & S2 standards?

52. Entities should evaluate their own status of climate disclosure and determine their starting stage

53. Climate Change - CDP
54. guidance_climate_disclosures.pdf (hkex.com.hk)

55. https://www.hkex.com.hk/-/media/HKEX_Common/Market/Stage/Resources-Library/Guidance-Materials/HKEX-Net-Zero-

Guide_E.pdf

56. GFANZ_Guidance-on-Use-of-Sectoral-Pathways-for-Financial-Institutions_June2022.pdf (bbhub.io)
57. The Global GHG Accounting and Reporting Standard for the Financial Industry (carbonaccountingfinancials.com)

58. SME-Climate-Framework.pdf (cdp.net)

59. https://www.ifac.org/_flysystem/azure-private/publications/files/IFAC-How-Global-Standards-Become-Local.pdf
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https://assets.bbhub.io/company/sites/63/2022/06/GFANZ_Guidance-on-Use-of-Sectoral-Pathways-for-Financial-Institutions_June2022.pdf
https://carbonaccountingfinancials.com/files/downloads/PCAF-Global-GHG-Standard.pdf
https://cdn.cdp.net/cdp-production/cms/guidance_docs/pdfs/000/002/852/original/SME-Climate-Framework.pdf?1637746697

8. APPENDIX I: VALUE ADDED UPON THE EXISTING COMPARISON

Comparison of IFRS S2 with
the TCFD Recommendations

published by the IFRS

IFRS S2 and the TCFD
Recommendations

Comparing materials

Appendix lll of the Climate
Disclosure Proposal Published
by the HKEX

ISSB Climate Standard
exposure draft®® and the HKEX
Climate Disclosure Proposal

Mapping between IFRS S2
and HKEX Climate Disclosure
Proposal (Appendix Il of this
report)

IFRS S2 and the HKEX Climate
Disclosure Proposal

Focus on revealing the
consistency between the
eleven recommended
disclosures published by the
TCFD and the IFRS S2

Degree of detail

Focus on revealing the degree
of alignment between the ISSB
Climate Standard exposure
draft and the HKEX Climate
Disclosure Proposal, without
mentioning the detail of the
disparity

Comparing and contrasting
every detail of disclosure
requirement between the

IFRS S2 and the HKEX Climate
Disclosure Proposal (Paragraph
81to 36 of IFRSS2, and 1 to 22
of Part D of the HKEX Climate
Disclosure Proposal).

Gap-closing materials  /

Suggests potential documents
that can facilitate corporations
in Hong Kong to better get
used to the requirements that
the IFRS S2 has, while the HKEX
Climate Disclosure Proposal
does not.

60. Draft of the official IFRS ISSB standard, not update as the IFRS S1 & S2
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9. APPENDIX Il: MAPPING BETWEEN IFRS S2 AND HKEX
CLIMATE DISCLOSURE PROPOSAL

In the mapping, sections that are exclusive to a particular document are highlighted in blue; while requirements with totally
identical terms between the two documents are highlighted in green and only the corresponding paragraph index will be stated.

Governance®

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to
close the gap

6. (a)the governance body(s) (which can include a
board, committee or equivalent body charged with
governance) or individual(s) responsible for oversight
of climate-related risks and opportunities. Specifically,
the entity shall identify that body(s) or individual(s)
and disclose information about:

1. (a) the identity of any board
committee or board members
responsible for oversight of climate-
related risks and opportunities;

6. (a) (i) how responsibilities for climate-related
risks and opportunities are reflected in the terms
of reference, mandates, role descriptions and
other related policies applicable to that body(s) or
individual(s);

/ Table 1.1 of the Guidance
on Climate Disclosures,
published by the HKEX®?

6. (a) (ii)

1. (b)

6. (a) (ii

1. (c)

6. (a) (iv) how the body(s) or individual(s) takes into
account climate-related risks and opportunities when
overseeing the entity’s strategy, its decisions on
major transactions and its risk management processes
and related policies, including whether the body(s) or
individual(s) has considered trade-offs associated with
those risks and opportunities; and

1. (d) how the board and its
committees consider climate-

related risks and opportunities when
overseeing the issuer’s strategy, its
decision on major transactions, and its
risk management policies.

6. (a) (v)

1. (e)

6. (b) management’s role in the governance processes,
controls and procedures used to monitor, manage

and oversee climate-related risks and opportunities,
including information about:

1. (f) a description of management’s
role in assessing and managing
climate-related risks and opportunities
including:

6. (b) (i) whether the role is delegated to a specific
management-level position or management-level
committee and how oversight is exercised over that
position or committee; and

1. (f) (i) the scope of climate-related
responsibilities and duties performed
by management-level positions or
committees

(f) (i) how the board’s oversight is
exercised over such management-level
position(s) or committee(s);

6. (b) (ii) whether management uses controls and
procedures to support the oversight of climate-related
risks and opportunities and, if so, how these controls
and procedures are integrated with other internal
functions.

1. (f) (iii) whether dedicated controls
and procedures are applied to the
issuer’s management of climate-related
risks and opportunities.
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9. Appendix II: Mapping between IFRS S2 and HKEX Climate Disclosure Proposal

Strategy

Climate-related risks and opportunities

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to
close the gap

10. (a) describe climate-related risks and opportunities 2. (a) description of such climate-related

that could reasonably be expected to affect the risks identified and the time horizon over

entity’s prospects; which each could reasonably be expected
to have a material effect on the issuer.

10. (b) 2.(c)

10. (c) specify, for each climate-related risk and 2. (a) description of such climate-related

opportunity the entity has identified, over which time  risks identified and the time horizon over

horizons — short, medium or long term — the effects which each could reasonably be expected

of each climate-related risk and opportunity could to have a material effect on the issuer;

reasonably be expected to occur; and 2. (d) whether the risks identified are acute

or chronic; and

10. (d) explain how the entity defines ‘short term’, 2. (b) how the issuer defines short,

‘medium term” and long term’” and how these medium and long-term and how these

definitions are linked to the planning horizons used by  definitions are linked to the issuer’s

the entity for strategic decision-making. strategic planning horizons and capital
allocation plans;

11. In identifying the climate-related risks and 3. where applicable, and issuer may

opportunities that could reasonably be expected disclose the actual and potential effects

to affect an entity’s prospects, the entity shall use of any climate-related opportunities in

all reasonable and supportable information that is response to the provisions described in

available to the entity at the reporting date without paragraph 2 above.

undue cost or effort, including information about
past events, current conditions and forecasts of future

conditions
12. In identifying the climate-related risks and 4. In preparing the disclosure in
opportunities that could reasonably be expected paragraphs 2 and 3 above, and issuer shall
to affect an entity’s prospects, the entity shall refer consider the applicability of and disclose
to and consider the applicability of the industry- the metrics referenced in paragraphs 13
based disclosure topics defined in the industry-based to 22 under “Metrics and Targets” below
guidance on implementing IFRS S2. (e.g. percentage and amount of assets
or business activities vulnerable to such
risks).

Business model and value chain

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to
close the gap

13. (a) a description of the current and anticipated 2. (e) current and anticipated effects of
effects of climate-related risks and opportunities on any climate-related risks identified on the
the entity’s business model and value chain; and issuer’s:

- business operation (including the types
and locations of operations), business
model and strategy;

- products or services; and/or

- suppliers and other parties in its value

chain
13. (b) a description of where in the entity’s business  / Section 4 of the
model and value chain climate-related risks and Guidance on Climate
opportunities are concentrated (for example, Disclosures, published
geographical areas, facilities and types of assets). by the HKEX®
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Strategy and decision-making®

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to close the gap

14. (a) (i) current and anticipated 5. (a) any current or anticipated
changes to the entity’s business model,  changes to the issuer’s business model,
including its resource allocation, to strategy and resource allocation to
address climate-related risks and address such climate-related risks and
opportunities (for example, these opportunities.

changes could include plans to manage or

decommission carbon-, energy- or water-

intensive operations; resource allocations

resulting from demand or supply-chain

changes; resource allocations arising from

business development through capital

expenditure or additional expenditure

on research and development; and

acquisitions or divestments);

14. (a) (i) current and anticipated direct
mitigation and adaptation efforts (for

example, through changes in production

processes or equipment, relocation of
facilities, workforce adjustments, and

5. (b) how the issuer defines short,
medium and long-term and how these
definitions are linked to the issuer’s
strategic planning horizons and capital
allocation plans.

changes in product specifications);

5. (b) how the issuer defines short,
medium and long-term and how these
definitions are linked to the issuer’s
strategic planning horizons and capital
allocation plans.

14. (a) (iii) current and anticipated
indirect mitigation and adaptation efforts
(for example, through working with
customers and supply chains);

Table 2: Pathway framework: underlying
assumptions of pathways” of Guidance
of Sectoral Pathways for Financial
Institutions published by the GFANZ®®

14. (a) (iv) any climate-related /
transition plan the entity has, including
information about key assumptions

used in developing its transition plan,

and dependencies on which the entity’s

- . “Choosing Net-Zero Strategies” of the
transition plan relies; and g 8

Advancing Corporate Climate Action
Practical Net-Zero Guide for Business
published by the HKEX®®

Section 6 of the Guidance on Climate
Disclosures, published by the HKEX®”

14. (a) (v) how the entity plans to /
achieve any climate-related targets,
including any greenhouse gas emissions
targets, described in accordance with
paragraphs 33-36.

5. (c) how these plans will be
resourced.

14. (b) information about how the entity
is resourcing, and plans resources, the
activities disclosed in accordance with
paragraph 14(a).

7. Disclose, by way of comparison,
the progress made in the most
recent reporting year in respect of
plans disclosed in accordance with
paragraphs 5 and 6 above.

14. (c) quantitative and qualitative
information about the progress of plans
disclosed in previous reporting periods
in accordance with paragraph 14(a).

Issuers are not required to make this
disclosure in their ESG reports covering
the first reporting period following the
Effective Date.
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Financial position, financial performance and cash flows®®

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to close
the gap

15. (a) the effects of climate-related risks and ~ 10. (a) Describe and where material, quantify

opportunities on the entity’s financial position, the effect of climate-related risks and where

financial performance and cash flows for the applicable, climate-related opportunities

reporting period (current financial effects); and identified on the issuer’s financial position,
financial performance and cash flows for the
most recent reporting period; and

15. (b) the anticipated effects of climate- Educational material: Effects
related risks and opportunities on the entity’s of climate-related matters
financial position, financial performance and on financial statements,
cash flows over the short, medium and long published by the IFRS

term, taking into consideration how climate-
related risks and opportunities are included

in the entity’s financial planning (anticipated
financial effects).

Sections 4 and 7 of the
Guidance on Climate
Disclosures, published by the

HKEX
16. (a) how climate-related risks and 10. (a) Describe and where material, quantify
opportunities have affected its financial the effect of climate-related risks and where
position, financial performance and cash flows applicable, climate-related opportunities
for the reporting period; identified on the issuer’s financial position,

financial performance and cash flows for the
most recent reporting period; and

16. (b) the climate-related risks and 10. (b) describe whether and how such
opportunities identified in paragraph 16(a) for  risks and, where applicable, opportunities
which there is a significant risk of a material may result in a material adjustment to the

adjustment within the next annual reporting carrying amounts of assets and liabilities
period to the carrying amounts of assets and reported in the financial statements within

liabilities reported in the related financial the next financial year

statements;

16. (c) how the entity expects its financial 11. (b) how the issuer expects its financial
position to change over the short, medium position to change over the short, medium
and long term, given its strategy to manage and long term, considering funds (e.g. capital
climate-related risks and opportunities, taking  expenditure, R&D expenditure) required to
into consideration: pursue:

(i) its investment and disposal plans (for - its current and committed plans; and

example, plans for capital expenditure, major
acquisitions and divestments, joint ventures,
business transformation, innovation, new
business areas, and asset retirements), including
plans the entity is not contractually committed
to; and

- its planned sources of funding to implement
its strategy to address significant climate-
related risks and opportunities; and

(i) its planned sources of funding to
implement its strategy; and

16. (d) how the entity expects its financial 11. (a) how the issuer expects its financial
performance and cash flows to change over performance to change over the short,
the short, medium and long term, given its medium and long term, considering its
strategy to manage climate-related risks strategy to address significant climate-
and opportunities (for example, increased related risks and opportunities; and

revenue from products and services aligned
with a lower-carbon economy; costs arising
from physical damage to assets from climate
events; and expenses associated with climate
adaptation or mitigation).
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Climate resilience

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to close
the gap

22.(a) (i) the implications, if any, of the entity’s
assessment for its strategy and business
model, including how the entity would need to
respond to the effects identified in the climate-
related scenario analysis;

8. (b) The implications, if any, of the issuer’s
findings for its strategy, including how it
would need to respond to the anticipated
effects on the issuer during its transition to a
lower-carbon economy.

22.(a) (ii)

8. (c)

22. (a) (iii) the entity’s capacity to adjust or
adapt its strategy and business model to
climate change over the short, medium and
long term, including;

(1) the availability of, and flexibility in, the
entity’s existing financial resources to respond
to the effects identified in the climate-related
scenario analysis, including to address climate-
related risks and to take advantage of climate-
related opportunities;

(2) the entity’s ability to redeploy, repurpose,
upgrade or decommission existing assets; and

(3) the effect of the entity’s current and
planned investments in climate-related
mitigation, adaptation and opportunities for
climate resilience; and

8. (d) the ability of the issuer to adjust, or
adapt its business model, in the future in
terms of, for example, assessment to finance
and cost of capital, product and services
portfolio shift or reskilling of workforce.

22.(b) (i) (1) 9. (d)

22. (b) (i) (2) whether the analysis included a Section C of The Use

diverse range of climate-related scenarios; of Scenario Analysis in
Disclosure of Climate-Related
Risks and Opportunities,
published by the TCFD”

22.(b) (i) (3) 9.(e)

22. (b) (i) (4) whether the entity used, among
its scenarios, a climate-related scenario
aligned with the latest international agreement
on climate change.

Section C of The Use
of Scenario Analysis in
Disclosure of Climate-Related

Risks and Opportunities,
published by the TCFD"?

22. (b) (i) (5) why the entity decided that its
chosen climate-related scenarios are relevant
to assessing its resilience to climate-related
changes, developments or uncertainties;

9. (f) How the scenarios chosen are relevant
to assessing the issuer’s resilience.

22. (b) (i) (6) the time horizons of the entity
used in the analysis; and

9. (h) time horizons used in the analysis.

22. (b) (i) (7) what scope of operations the
entity used in the analysis ( for example, the
operating locations and business units used in
the analysis);

9. (a) scope of risks ( for example, scope of
physical risks) and scope of operations (for
example, business segment, location, sites or
assets covered) covered,;
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IFRS S2

HKEX Climate Disclosure Proposal Existing Resources to close

the gap

22. (b) (ii) the key assumptions the entity made 9. (b) details of the assumptions ( for example,

in the analysis, including assumptions about:

(1) climate-related policies in the jurisdictions in

which the entity operates;
(2) macroeconomic trends;

(3) national- or regional-level variables
(for example, local weather patterns,
demographics, land use, infrastructure and
availability of natural resources);

(4) energy usage and mix; and

(5) developments in technology; and

geospatial coordinates specific to issuer
locations or national- or regional-level broad
assumption);

9. (g) critical assumptions about the way the
transition to a lower-carbon economy will
affect the issuer; and

22. (b) (iii) the reporting period in which the
climate-related scenario analysis was carried
out (see paragraph B18).

9. (h) time horizons used in the analysis.

Risk Management

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to close
the gap

25. (a) the processes and related policies
the entity uses to identify, assess, prioritise
and monitor climate-related risks, including
information about:

12. (a) Describe the process the issuer uses
to identify, assess and manage climate-
related risks. This envisages disclosure of:

25. (a) (i) the inputs and parameters the entity  /

uses (for example, information about data
sources and the scope of operations covered
in the processes)

Section C of The Use
of Scenario Analysis in
Disclosure of Climate-Related

Risks and Opportunities,

25. (a) (i) whether and how the entity uses
climate-related scenario analysis to inform its
identification of climate-related risks.

/ published by the TCFD72

25. (a) (iii) how the entity assesses the nature,
likelihood and magnitude of the effects of
those risks ( for example, whether the entity
considers qualitative factors, quantitative
thresholds or other criteria)

12. (a) (i) how the issuer assesses the
likelihood and effects associated with such
risks (such as qualitative factors, quantitative
thresholds and other criteria used)

25. (a) (iv) whether and how the entity
prioritises climate-related risks relative to
other types of risk;

12. (a) (ii) how the issuer prioritises climate-
related risks relative to other types of risks,
including its use of risk-assessment tools (for
example, science-based risk-assessment tools)

25. (a) (v) how the entity monitors climate-
related risks

12. (a) (iii) how the issuer monitors and
manages its climate-related risks

29



9. Appendix II: Mapping between IFRS S2 and HKEX Climate Disclosure Proposal

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to close
the gap
25. (a) (vi) whether and how the entity has / /

changed the progress it uses compared with
the previous reporting period;

25. (b) The process the entity uses to identify,  (b) where applicable, an issuer may describe

assess, prioritise and monitor climate- any process used to identify, assess and
related opportunities, including information manage climate-related opportunities
about whether and how the entity uses in respect of the provisions described in
climate-related scenario analysis to inform its subparagraph (a) above.

identification of climate-related opportunities;

and

25. (c) The extent to which, and how, the 12. (a) (iv) how such process is integrated
processes for identifying, assessing, prioritising  into the issuer’s overall risk management
and monitoring climate-related risk and process; and

opportunities are integrated into and inform
the entity’s overall risk management process.

Metrics and Target

Climate-related metrics™

IFRS S2 HKEX Climate Disclosure Proposal Existing Resources to close
the gap

29. (a) (i) 13.

29. (a) (ii) measure its greenhouse gas 14. (a) a statement describing the standard How to prepare an
emissions by the Greenhouse Gas Protocol: A in accordance with which the issuer’s GHG ESG Report Appendix
Corporate Accounting and Reporting Standard  emissions have been measured, which 2: Reporting Guidance
(2004) unless required by a jurisdictional must be either (i) the GHG Protocol; or (ii) on Environmental KPIs,
authority or an exchange on which the entity is  the protocol that the issuer is required to published by the HKEX”®

listed to use a different method for measuring use by local legislation for measuring GHG
its greenhouse gas emissions (see paragraphs emissions;
B23-B25)

“Table 4. Pitfalls and
corresponding preventive or
mitigation measures”

29. (a) (iii) disclose the approach it uses to /
measure its greenhouse gas emissions (see
paragraphs B26- B29) including:

(1) The measurement approach, inputs and
assumption the entity uses to measure its
greenhouse gas emissions;

(2) the reason why the entity has chosen

the measurement approach, inputs and
assumptions it uses to measure its greenhouse
gas emissions; and

(3) any changes the entity made to the
measurement approach, inputs and
assumptions during the reporting period and
the reasons for those changes.

29. (a) (iv) (1) the consolidated accounting 14. (b) the GHG emissions consolidation
group (for example, for an entity applying approach used: equity share, financial
IFRS Accounting Standards, this group would control, or operational control; and

comprise the parent and its consolidated
subsidiaries; and
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IFRS S2

29. (a) (iv) (2) other investees excluded from
paragraph 29 (a)(iv)(1) (for example, for an
entity applying IFRS Accounting Standards,
these investees would include associates, joint
ventures and unconsolidated subsidiaries.

HKEX Climate Disclosure Proposal

14. (c) a summary of specific exclusion of
sources, facilities and/or operations with a
justification for their exclusion.

Existing Resources to close
the gap

29. (a) (v) for Scope 2 greenhouse gas
emissions disclosed in accordance with
paragraph 29(a)(i)(2), disclose its location-
based Scope 2 greenhouse gas emissions, and
provide information about any contractual
instruments that are necessary to inform
users’ understanding of the entity’s Scope 2
greenhouse gas emissions (see paragraphs
B30—B31); and

“Establishing a Baseline for
Future Planning”, of Practical
Net-Zero Guide for Business,
published by HKEX"®

29. (a) (vi) (1) the categories included within
the entity’s measure of Scope 3 greenhouse
gas emissions, in accordance with the Scope

3 categories described in the Greenhouse

Gas Protocols Corporate Value Chain (Scope 3)
Accounting and Reporting Standard(2011); and

15. (a) the categories of significant upstream
or downstream activities along the value
chain that have been included in the ca
|culation;

29. (a) (vi) (2) additional information about the / Section 5 of the Financed
entity’s Category 15 greenhouse gas emissions Emissions: The Global GHG
or those associated with its investments Accounting & Reporting
(financed emissions), if the entity’s activities Standard, published by the
include asset management, commercial PCAF”’

banking or insurance (see paragraphs B58 —

B63);

29. (b) 16.

29. (c) 17.

20. (d) 18.

20. (e) 19.

29. (f) (i) 20. (b)

29. (f) (ii) 20. (a)

29. (g) (i) 21.

29. (g) (ii) the percentage of executive / /

management remuneration recognised in the
current period that is linked to climate-related
considerations.

32. all entities shall disclose industry-based
metrics that are associated with one or

more particular business models, activities

or other common features that characterise
participation in an industry. In determining
the industry-based metrics that the entity
discloses, the entity shall refer to and consider
the applicability of the industry-based metrics
associated with disclosure topics described in
the Industry-based Guidance on Implementing
IFRS S2.

22. Issuers are encouraged to consider the
industry-based disclosure requirements
prescribed under other international ESG
reporting frameworks such as the SASB
standards and the GRI Standards, and make
disclosures as they see fit.
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Climate-related targets’®

IFRS S2

33. (a) the metric used to set the target (see
paragraphs B66 — B67)

HKEX Climate Disclosure Proposal

/

Existing Resources to close
the gap

/

33. (b) the objective of the target (for example
mitigation, adaptation or conformance with
science-based initiatives);

6. (c) objective of the target (e.g. mitigation,
adaptation or conformance with sector or
science-based initiatives);

33. (c) the part of the entity to which the target
applies (for example, whether the target
applies to the entity in its entirety or only a
part of the entity, such as a specific business
unit or specific geographical region);

6. (d) scope of the target ( e.g. whether the
target applies to the entire group or only

a specific business unit or geographic region);

33.(d)

6.(e)

33. (e) the base period from which the target
applies;

6. (f) base period from which progress is
measured;

33.(f)

6. (g)

33. (g) if the target is quantitative, whether it is
an absolute target or an intensity target; and

6. (b) whether the target is an absolute or an
intensity target;

33. (h) How the latest international agreement  / “Target Setting in

on climate change, including jurisdictional Alignment with National

commitments that arise from that agreement, and International Goals”,

has informed the target. of Practical Net-Zero Guide
for Business, published by
HKEX"®

34. An entity shall disclose information about ~ / “Choosing Net-Zero

its approach to setting and reviewing each
target, and how it monitors progress against
each target, including:

(@) whether the target and the methodology
for setting the target have been validated by a
third party;

(b) the entity’s processes for reviewing the
target;

(c) the metrics used to monitor progress
towards reaching the target; and

(d) any revisions to the target and an
explanation for those revisions.

Strategies”, of Practical
Net-Zero Guide for Business,
published by HKEX®&

Sections 4 and 7 of the
Guidance on Climate
Disclosures, published by the
HKEX®!

Section 4 of SBTi CORPORATE
NETZERO STANDARD®?

However, the documents
above do not mention how
to report or implement the
requirement 34 (a) of IFRS S2

35. an entity shall disclose information about
its performance against each climate-related
target and an analysis of trends or changes in
the entity’s performance.

7. Disclose, by way of comparison, the
progress made in the most recent reporting
year in respect of plans disclosed in
paragraphs 5 and 6 above.
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IFRS S2

36. For each greenhouse gas emissions target
disclosed by paragraphs 33—35, an entity shall
disclose:

(@) which greenhouse gases are covered by
the target.

(b) whether Scope 1, Scope 2 or Scope 3
greenhouse gas emissions are covered by the
target.

(c) whether the target is a gross greenhouse
gas emissions target or a net greenhouse

gas emissions target. If the entity discloses

a net greenhouse gas emissions target, the
entity is also required to separately disclose
its associated gross greenhouse gas emissions
target (see paragraphs B68—B69).

(d) whether the target was derived using a
sectoral decarbonisation approach.

HKEX Climate Disclosure Proposal Existing Resources to close

the gap
/ Section 5 of the Guidance

on Climate Disclosures,
published by the HKEX®?

Section 4 of SBTi CORPORATE
NETZERO STANDARD?

36. (e) (i) the extent to which, and how,
achieving any net greenhouse gas emissions
target relies on the use of carbon credits;

6. (h) (i) gross emission targets, intended use
of carbon credits and net emission targets
separately; and

36. (e) (ii) which third-party scheme(s) will
verify or certify the carbon credits;

6. (h) (i) the type of carbon credit (e.g.
whether through carbon removal or emission
avoidance), and whether the credits will be
subject to a third-party credit verification or
certification scheme

36. (e) (iii) the type of carbon credit, including
whether the underlying offset will be nature-
based or based on technological carbon
removals, and whether the underlying offset is
achieved through carbon reduction or removal;
and

6. (h) (ii) the type of carbon credit (e.g.
whether through carbon removal or emission
avoidance), and whether the credits will be
subject to a third-party credit verification or
certification scheme)

36. (e) (iv) any other factors necessary for
users of general-purpose financial reports
to understand the credibility and integrity
of the carbon credits the entity plans to use
(for example, assumptions regarding the
permanence of the carbon offset).

Table 13 to 15 of Practical
Net-Zero Guide for Business,
published by HKEX®®

Table 13 to 15 of Practical Net-Zero Guide for
Business, published by HKEX
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60. Draft of the official IFRS ISSB standard, not update as the IFRS S1 & S2

61. Paragraph 7 of IFRS S2 provide a comprehensive guide on how to disclose the requirement of paragraph 6

62. guidance_climate_disclosures.pdf (hkex.com.hk)

63. guidance_climate_disclosures.pdf (hkex.com.hk)

64. Paragraph 23 to 21 of IFRS S2 provide a comprehensive guide on how to disclose the requirement of paragraph 13 to 22
65. GFANZ_Guidance-on-Use-of-Sectoral-Pathways-for-Financial-Institutions_June2022.pdf (bbhub.io)

66. HKEX-Net-Zero-Guide_ E.pdf

67. guidance_climate_disclosures.pdf (hkex.com.hk)

68. Paragraph 17 to 21 of IFRS S2 provide a comprehensive guide on how to disclose the requirement of paragraph 15 to 16
69. guidance_climate_disclosures.pdf (hkex.com.hk)

70. FINAL-TCFD-Technical-Supplement-062917.pdf (bbhub.io)

71. FINAL-TCFD-Technical-Supplement-062917.pdf (bbhub.io)

72. Paragraph 26 of IFRS S2 provide a comprehensive guide on how to disclose the requirement of paragraph 25

73. FINAL-TCFD-Technical-Supplement-062917.pdf (bbhub.io)

74. Paragraph 30 to 31 of IFRS S2 provide a comprehensive guide on how to disclose the requirement of paragraph 29
75. App 2 - Reporting guidance on Environmental KPIs (hkex.com.hk)

76. HKEX-Net-Zero-Guide_ E.pdf

77. The Global GHG Accounting and Reporting Standard for the Financial Industry (carbonaccountingfinancials.com)
78. Paragraph 37 of IFRS S2 provide a comprehensive guide on how to disclose the requirement of paragraph 33 to 34
79. HKEX-Net-Zero-Guide_E.pdf

80. HKEX-Net-Zero-Guide_E.pdf

81. guidance_climate_disclosures.pdf (hkex.com.hk)

82. https://sciencebasedtargets.org/resources/files/Net-Zero-Standard.pdf

83. guidance_climate_disclosures.pdf (hkex.com.hk)

84. https://sciencebasedtargets.org/resources/files/Net-Zero-Standard.pdf

85. HKEX-Net-Zero-Guide_E.pdf
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https://carbonaccountingfinancials.com/files/downloads/PCAF-Global-GHG-Standard.pdf
https://www.hkex.com.hk/-/media/HKEX_Common/Market/Stage/Resources-Library/Guidance-Materials/HKEX-Net-Zero-Guide_E.pdf
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