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EXECUTIVE SUMMARY

This report aims to support the development of the Hong
Kong Taxonomy for Sustainable Finance by exploring
how transition finance criteria for electricity generation
can be designed to reflect both international expectations
and Hong Kong's unique energy context.

While there is growing consensus around the long-term
goals of sustainable finance, divergence remains around
the criteria that determine whether technologies such as
Combined Cycle Gas Turbines (CCGTs) are considered
transitional.

The challenge lies in the fact that, as a global financial
center, Hong Kong's sustainable finance labelling system
plays a critical role in enabling credible green and
transition finance transactions. To effectively support the
decarbonisation of the energy sector, a transition finance
taxonomy in Hong Kong must be practical and aligned
with the trajectory of local power companies, and the
structure of the domestic energy market. But it must also
be interoperable with sustainable finance taxonomies

in other markets, so that it can serve as a common
language between international issuers and investors
who wish to communicate the sustainability performance
of projects globally.

This report emphasises the importance of a nuanced
“shades of green” approach, which allows for transitional
technologies to be categorised distinctly from fully
green assets. It proposes the use of an “amber” label for
natural gas-based power generation, acknowledging its
role in maintaining energy reliability while signaling its
temporary and transitional nature.

Two methodological approaches are explored for setting
an amber threshold:

1. The Strict Universal Approach, which aligns with
the most stringent international standards (220
gC0,e/kWh); and

2. The Local Pathway Approach, which derives a
context-specific threshold based on Hong Kong's
carbon budget, electricity demand, and emission
profile. This approach results in a proposed
threshold of 355 gCO,e/kWh.

This report calls for active engagement between all
stakeholders in helping to develop a science-based and
fit-for-purpose sustainable finance taxonomy. We urge
industry, academia, policy makers and civil society to
continue working together to develop a taxonomy that
can support the energy transition in Hong Kong, but also
accelerate the flow of capital towards decarbonisation in
other markets as well.

Ultimately, the taxonomy must balance ambition with
practicality — enabling Hong Kong to play a leading
role in financing Asia’s low-carbon transition without
compromising energy security or economic stability.




1
INTRODUCTION

Objective of this paper

The purpose of this paper is to support the development
of the Hong Kong Taxonomy for Sustainable Finance
by opining on the key considerations relevant to the
development of transition finance criteria covering the
electricity generation. At the time of writing, the HKMA
had released Phase 1 of the HK Taxonomy and was
expected to release Phase 2A of the HK Taxonomy.
We developed the proceeding recommendations by
referencing the developments in other taxonomies
including the Singapore Taxonomy and the EU
Taxonomy.

Within this economic sector, we are particularly
interested in understanding where to set the ideal policy
balance between local development pathways and global
interoperability. In particular, we aim to shine light on the
different technical requirements that may be included in
the Hong Kong Taxonomy's transition finance criteria for
electricity generation.

We recognise that development of a sustainable finance
taxonomy requires striking a careful balance between
multiple, somewhat conflicting policy priorities. On the
one hand, the market requires a credible signal that
demarcates whether an economic activity is embarking
on a credible transition to net-zero. On the other hand,
a standard that does not reflect local context may be
unusable and therefore unfit for purpose. As a global
leader in sustainable finance, Hong Kong has an
opportunity to develop a standard for energy transition
finance that strikes an appropriate balance between
these two considerations.

Understanding how to arrive at the optimal policy setting
requires a deep understanding of the unigue conditions
in Hong Kong. As a globally important financial center,
Hong Kong is faced with a challenging trilemma of
energy reliability, price stability and decarbonisation.
The city's crucial role within the global financial system
means that energy stability and reliability is non-
negotiable, even as it seeks to fulfil its target of net-
zero electricity generation by 2050. Additionally, the

unique structure of our power market governed by
the Scheme of Control Agreement (SCA), places an
additional complexity around the process for steering
decarbonization.

Herein lies the challenge, as a global finance center,
Hong Kong's sustainable finance labelling system is
integral to facilitating such transactions.

Development of a transition finance taxonomy for the
energy sector would thus need to:

- Beusable and aligned with the trajectory of the
local power companies/market.

- Ensure that international issuers are incentivised
and able to use these criteria while providing
confidence to international investors that financial
products carrying the Hong Kong Taxonomy-
compliance label are sufficiently aligned with their
sustainability expectations.

To unpack this puzzle, this report asks:

- What key features should be in the transition
finance criteria for electricity generation in the Hong
Kong Taxonomy?

- How can HKMA develop a transition finance label
covering the production of the electricity sector
that supports global decarbonization pathways and
considers our local context?

While the findings of this report are primarily targeted

at supporting the HKMA's leadership in developing

the Hong Kong Taxonomy, we also recognize that the
findings may have relevance and bearing on the Hong
Kong Climate Action Plan 2050 (HKCAP2050), and the
SCA. In particular, we emphasize that the signal sent to
the market via the setting of the Hong Kong Taxonomy
criteria will form a critical component of the policy
ecosystem that shapes the strategy of power companies
in Hong Kong.



The Need for Consensus around Transition
in Electricity Generation

The need for a common language around sustainability
to capitalize on this opportunity is well known. Standards,
labels and certification schemes can help issuers,
investors, policymakers and society at large to speak the
communicate with each other around the environmental
benefits and impacts of certain investment decisions.
This clarity is particularly critical to guiding investments
into the electricity generation sector.

Currently there is already strong consensus around which
technologies may be considered ‘green’ based on their
low (<100 g Co,e/kWh) operational emissions intensities.
This list includes, renewable energy technologies such
as solar photovoltaic, concentrated solar power, wind
power, and in some cases hydropower, geothermal and
bioenergy. Such technologies are generally considered

to already be operating at an emissions intensity that is
compliant with the ‘end-state’ required for countries to
fulfil the Paris Agreement objectives.

However, there is considerably less consensus over the
role that Combined Cycle Gas Turbines (CCGTs) should
play in the transition of power systems towards net-zero.

The Broader Debate on CCGT and Natural
Gas

There is well-recorded discourse regarding the merits
and shortcomings of fossil-gas-fired CCGTs to transition
global energy systems towards net-zero.! On the one
hand, using fossil gas to replace coal-fired power
generation is argued to provide a cheap, interim solution
that can meet growing power demand whilst serving as a
reliable baseload option.

On the other hand, there is ample evidence that
natural-gas-based systems face immense leakage of
a deceptively potent greenhouse gas,? and that such
gas-powered systems cannot come remotely close to

net-zero without immense investments in hydrogen
production and carbon capture and sequestration. To
complicate this hypothetical benefit, there is immense
uncertainty around the potential viability, affordability
and availability of ‘green hydrogen’ in the near future.
Furthermore, such carbon capture and sequestration
systems would require that further industry is
constructed in the carbon use and sequestration
value chain to ensure that any captured carbon is not
subsequently released back into the atmosphere.

Hong Kong Fuel Mix Policy and Landscape

The SCA and the HKCAP2050 are two key policy
instruments that significantly shape Hong Kong's
evolving fuel mix.

The SCA is a regulatory framework between the
government and the city's two main power utilities,

CLP Power and Hong Kong Electric, that allows these
companies to operate as monopolies under government
oversight. It caps their permitted rate of return (currently
at 8%) but provides incentives for investments in cleaner
energy, improved efficiency, and reduced emissions. The
2018 version of the SCA introduced performance-based
rewards and penalties tied to environmental outcomes,
directly encouraging utilities to improve energy efficiency,
reduce demand response, and develop renewable
energy.’

Complementing the SCA, the HKCAP2050 sets a strategic
roadmap for achieving carbon neutrality by mid-century,
with interim goals like halving carbon emissions by 2035
compared to 2005 levels. The plan calls for a gradual
phase-out of coal-fired power plants, a significant
increase in the share of renewable energy (such as solar
and wind), and regional cooperation to import greener
electricity. In addition, the HKCAP2050 is expected to be
reviewed in 2026.4

! We refer to natural gas as fossil-gas to distinguish between the sources of methane used in CCGT. While we recognize it is technically possible for

methane to be developed synthetically or from anaerobic-digestion of

2 Furthermore, while proponents of natural gas might argue that methane is only x28 more potent than Co, on a 100-year timescale, critics argue that
it is x80 more potent on a 20-year timescale. And it is our actions in the next 25 years that will determine whether we achieve net zero by 2050. (we
are currently using a 100-year timescale impact to measure the impact of something which we care about in the next 25 years). - This is due to the

lifetime of methane.

8 https://www.eeb.gov.hk/en/resources_publications/agreement/index.html
4 https://cnsd.gov.hk/wp-content/uploads/pdf/CAP2050_booklet_en.pdf




Together, these two policies have already led to a
transformation of Hong Kong's fuel mix:®

- Coal: Once the dominant source, now contributes
less than 25% of total electricity generation and will
be phased out by the mid-2030s.

- Natural Gas: Currently provides over 50% of
electricity, seen as a transitional fuel.

- Renewables: Still a small share (under 1%), but
growing through solar PV installations, offshore
wind planning, and potential imports of green
energy. It's targeted to hit 7.5%-10% by 2035.

- Nuclear and imported electricity: Considered part
of future diversification strategies to reduce local
carbon emissions.

To this end, it is important to recognize that the energy
landscape of a market is shaped by a variety of policy
instruments. Authorities responsible for taxonomy
development - typically financial market regulators -
should take into account the existing policy framework
and engage in close communication with the relevant
regulatory bodies, such as the environmental bureau.
This approach is not only relevant to Hong Kong, but also
applicable to other regions aiming for policy coherence
and effective climate action.

Current Development of the Hong Kong
Taxonomy and Common Ground Taxonomy

It is well known that the Hong Kong Monetary Authority
(HKMA) has initiated drafting of Phase 2 of the Hong
Kong Taxonomy, with the intention to expand the scope
of the Hong Kong Taxonomy to encompass more sectors
as well as to guide what would constitute a transition in
different, hard-to-abate economic sectors.

s https://www.eeb.gov.hk/en/energy/energy.html

Hitherto, the Hong Kong Taxonomy has only defined

the emissions thresholds for assets that would qualify
an asset as ‘green’. Currently, ‘green’ assets may be
described as those whereby the emissions intensity (i.e.,
emissions per kWh produced) aligns with a performance
level that would be exhibited in a world where emissions
have remained below 1.5°C.¢ As we have discussed

in a previous report, the prevailing consensus around

on this green threshold has been 100 g of CO,e/kWh.
This threshold for electricity generation implies that
renewable energy technologies, primarily, wind and solar
technologies may be considered green.

The focus on emissions intensity rather than identifying
specific technologies suggests a ‘technology agnostic’
approach, under which any electricity generation
technology, including bioenergy, hydropower and even
hydrocarbon-fired power generation, may be eligible.
Provided that the issuer can show that the activity

can show it is compliant with the overarching green
threshold, it may be considered eligible.”

These developments occur against a backdrop of other
markets also seeking to develop their taxonomies.
During COP29, the International Platform on Sustainable
Finance, the People’s Bank of China, the European
Commission, and the Monetary Authority of Singapore
jointly launched the Multi-jurisdiction Common Ground
Taxonomy (MCGT). The MCGT expands the original

72 mapped mitigation activities from the CGT to 110
activities. It is important to note that the MCGT does
not map out the transition or amber activities of the
Singapore taxonomy (SAT).

The MCGT has harmonized threshold expectations for
the green level, applicable to the international market.
However, divergent views exist for the transition level,
lacking a universal consensus or shared understanding
of the threshold. The primary consensus, so to speak, is
to factor in the specific local context of the transition.

6 According to the various sustainable finance taxonomies in the market, this operating threshold is currently set at 100g Co,e/kWh, declining to 0 by

2050.

/ Namely, the lifecycle analysis (LCA) of GHG emissions should be calculated based on project-specific data, where available, using ISO 14067:2018 or

ISO 14064-1:2018.



Introduction

Therefore, we propose that the HKMA contemplate the
inclusion of local transition measures within the criteria.
These criteria serve as an alternative for the Hong Kong
issuer to meet, enabling them to choose between meeting
these criteria or the existing ones applicable to all issuers.

However, in seeking to support international green

and sustainable finance transactions, the Hong Kong
Taxonomy would do well to recognize that the conception
and use of the term ‘transition’ varies across different
markets, both in terms of the technical criteria to bet
met, but also in how it is integrated into the taxonomies
themselves. For example, it is important to note that in
the EU Taxonomy, “transition activities” are classified
under the “green” category. However, in other taxonomies,
such as Singapore's, and Indonesia’s, where “transition
activities” are included, these activities are categorised as
“amber” or "amber measure’, indicating a subgrade under
“green.”




2.
CONSIDERATION FOR TAXONOMY SETTING

Before diving into the detailed comparison between
taxonomy, we would like to highlight the four main
factors of consideration for setting criteria and
thresholds, which are shades of green (the stringency of
the threshold and consideration of the local pathway),
the sunset clause, technological readiness, and investor
appetite. We will discuss the first two in this section.

The shades of green concept reflects how strict or
flexible the thresholds are, considering market and
jurisdictional differences and sustainability ambitions.

A sunset clause refers to a predefined end-date of the
adoption of certain technologies or assets. These factors
play a crucial role in defining sustainable activities and
ensuring that the taxonomy remains adaptable to future
advancements. By incorporating these considerations,
the taxonomy can balance ambition with practicality,
fostering a more inclusive and effective transition.

Shades of Green

From an environmental standpoint, the inclusion of
natural gas in a sustainable finance taxonomy is not

the optimal decision but a secondary option at best.
However, we recognize that governments and financial
markets must balance environmental commitments with
a much broader range of social and economic priorities,
including energy stability, price stability and economic
growth.

If this is the case, then the inclusion of natural gas
gas-fired power generation must be made categorically
distinct from green technologies. This may be described
as an amber/brown or other intermediary ‘shade’.

There is not much debate on how to incorporate criteria
that are listed in MCGT, which provides a common
ground for the level of green. For the CAPEX measures
that the SAT has a less stringent version of them, but
the SAT recognizes these activities as amber measures,
while those are green for the EU:

- If we decide to acknowledge and recognize that the
amber requirement should differ from the green, we
might adopt the Singapore criteria or adopt a similar
methodology to cater for the local decarbonizing
need of Hong Kong.

Or else, if we decide to be as stringent as possible,
we might adopt the EU's criteria but use them for
labelling transition as a sub-grade of green.

Sunset Clause

Additionally, such a category should be constrained to

a sunset clause ensuring that the transition towards the
desired end-state (i.e. towards green) is complete within
a sufficient period.

-  Here, we note that national or regional timelines
for decarbonization will need to be considered.
For example, the HKCAP2050 outlines a carbon
neutrality by 2050 target, whereas Mainland China
has set a carbon neutral date of 2060. Other
markets, such as India, have set even slower targets
of reaching net zero by 2070.

- However, it will be imperative to decide whether
these sunset clauses should be aligned with the
issuing entity’s country of operation or whether the
arbiter of the transition finance label prefers the
issuing entity to comply with the market's target (i.e.
the decarbonization pathway of Hong Kong SAR).



3

DEFINING GREEN AND AMBER STANDARDS IN ENERGY

Previous attempts to reach a definitive set of criteria

for labelling investments in power generation from

the combustion of gaseous fuels have fallen short of
providing the market with guidance that can satisfactorily
protect against greenwashing and be usable by the
broader market.

The adoption of natural gas or comparable gaseous fuels
as a transition energy source stands out as a critical
factor influencing the speed of the overall economic
transition. Employing a transition taxonomy could serve
as an effective mechanism for aligning expectations
between the financial sector and regulatory bodies
regarding the threshold and ambitiousness in the energy
transition.

The MCGT mentioned in the activity card D1.9 Electricity
generation from fossil gaseous fuels, ‘SAT has the same,
equally stringent criteria imposing 100 g CO,e/kWh GHG
emissions threshold for all plants regardless of the year
of obtaining construction permit, while the EU Taxonomy
envisages some flexibility for facilities for which the
construction permit is granted by 31 December 2030'.

Recent research reveals that all green label thresholds
for activities in this category are the same, which is
<100 g CO,e/kWh, except the EU taxonomy provides

an alternative requirement that a facility's construction
permit is granted before 2031. In contrast, for the amber
level, the threshold ranges from 220 g CO,e/kWh (SAT)
to 510 g CO,e/kWh (Indonesia Taxonomy). One thing
they have in common is that they all take into account
the local decarbonizing pathway.®

In fact, the SAT does provide such ‘flexibility’ as well, with
even looser criteria, but these requirements are listed

for the amber level, unlike the EU taxonomy that uses
them to classify green activities. Thus, when we focus
on the green label level, the SAT is the strictest for the
activity, ‘Electricity generation from fossil gaseous fuels'’.
To summarize, the following table shows the relationship
between the amber level of SAT and requirement 1f of
the EU taxonomy of the activity related to electricity
generation from fossil gaseous fuels:

Requirement 1f of the EU taxonomy Amber level of SAT

Stringency Higher Lower
Eligibility For green label For amber label, a sub-grade under green
Thresholds 100 g CO,e/kWh 220 g CO,e/kWh

Comparison between EU Taxonomy and
SAT

Criteria for Activity Threshold:

Similarity: The power cannot be generated from
renewable energy sources, based on a comparative
assessment with the most cost-effective and technically
feasible renewable alternative for the same capacity
identified; the result of this comparative assessment is
published and is subject to a stakeholder consultation

Difference: For the SAT, the activity's direct GHG
emissions must be lower than 220 g CO,e/kWh of the
output energy.

Meanwhile, the EU taxonomy requires the direct GHG
emissions of the activity to be lower than 270 g CO,e/
kWh of the output energy, or annual direct GHG
emissions of the activity not to exceed an average of
550 kg CO,e/kW of the facility's capacity over 20 years.
Please note that the EU taxonomy does not provide
amber level criteria, the criteria above is a leeway for
fulfilling the green level criteria for facilities which the
construction permit is granted by 31 December 2030.

8 https://www.adb.org/sites/default/files/institutional-document/1007506/apcr2024bp-channeling-sustainable-finance-role-taxonomies. pdf




Defining Green and Amber Standards in Energy

While we strive to solve the market fragmentation issue,
upholding the standard is equally important to avoid
transition-washing. The most straightforward solution
would be for the Hong Kong taxonomy to reference the
most stringent amber or transition activity threshold

by aligning with the SAT approach of setting 220 g
Co,e/kWh. To further enlarge market coverage, the
HKMA could mandate a compulsory assessment for
issuers seeking to raise funds for financing an amber
measure not included in the Hong Kong taxonomy.

This assessment could ask the issuer to prove that the
measure substantially contributes to meeting either the
most stringent threshold or the relevant threshold set by
their own country.

Given the challenges of determining a specific threshold
for amber activities across different geographical
contexts, we showcase and explain how Singapore and
the EU have established their thresholds below.

Singapore, a Stringent Universal Approach

In setting the amber activity threshold, the SAT states
that they are "based on TPI 2°C scenario where the
threshold is taken from the intersection of the line

at end point year and rounded to nearest 10 (e.g.
2023-2028 uses 2028 intersection)”. Specifically, they
are referencing the Carbon Performance Assessment
of Electricity Utilities Methodology Note published by
the TPI, which references the sectoral decarbonization
pathway of the IEA's World Energy Outlook 2021 data.’

Thus, the SAT approach in setting the amber activity
threshold is a universal and stringent approach to
aligning with the IEA below 2°C scenario, without
factoring in the local context.

EU, Factoring in the Local Political Context

In contrast, the approach for the EU taxonomy in setting
the activity threshold has heavily referenced the local
or regional decarbonization pathway. The calculation of
the threshold is based on the political targets for future
allowed emissions from the power sector, divided by
the expected evolution of electricity demand. Historical
emissions and electricity demand data from Eurostat

were analyzed, and future projections were aligned with
EU policies, aiming for a 43% emissions reduction by
2030 and net-zero by 2050.

Criteria for Amber Measures and Enabling
Activities:

Given the difference in the amber activity threshold,
the amber part of the taxonomies is not interoperable.
However, there are commonalities between enabling
activities in the EU activities and the amber measure of
the SAT.

The enable activity for the EU taxonomy refers to
economic activities that, by the provision of their
products or services, enable a substantial contribution
to be made in other activities. Similarly, in the SAT,

the amber measure is introduced to qualify CAPEX
investment or assets that are separate from the amber
activity criteria. Any investment that meets these criteria
can issue a labelled bond (Amber) for that investment,
irrespective of whether the investment leads the whole
activity to meet the activity threshold.

Lessons Learnt from Japan - Importance
of Integrating Local-Sectoral-Specific
Technological Roadmap

While we debate which taxonomy thresholds to align with,
the market with the highest issuance of transition bonds'®
takes a different approach - rather than adopting specific
thresholds, it follows a principle-based framework aligned
with The International Capital Market Association (ICMA)
guidelines. Some may argue that Japan's approach
overlooks the risk of transition-washing. However,
Japanese investors highlight that the technological
roadmap introduced by Japan’s Ministry of Economy,
Trade and Industry (METI) serves as an additional
reference and safeguard against such risks.™

For instance, Japan’s Transition Roadmap for the Power
Sector outlines key elements such as the industry's
emission intensity trajectory, interim targets, the sunset
timeline for transition technologies, and how each
technology contributes to the overall decarbonization
pathway.'

E https://www.transitionpathwayinitiative.org/publications/uploads/2021-carbon-performance-assessment-of-electricity-utilities-note-on-methodology
10 https://about.bnef.com/blog/the-role-of-transition-finance-in-chinas-quest-for-net-zero/

n https://www.nomuraconnects.com/focused-thinking-posts/japan-pioneered-transition-bonds-but-needs-demand-to-grow-the-market/

12 https://www.meti.go.jp/policy/energy_environment/global_warming/transition/transition_finance_technology_roadmap_power_eng.pdf



Defining Green and Amber Standards in Energy

This is not to suggest that Japan’s regulatory
framework is without flaws, but rather to present it as
a valuable reference - particularly in its adoption of a
local-sectoral-specific technological roadmap.

The key takeaway is that while central banks or
equivalent authorities are responsible for developing
taxonomies, they should also collaborate with agencies
overseeing the jurisdiction’s decarbonization strategy.
This ensures that taxonomy standards and thresholds
are technologically feasible for the local market.

For Hong Kong, as an international financial center,
the way forward is not only to understand different
taxonomies but also to grasp the real economy
decarbonization pathways that underpin them. This
approach would enhance transparency for international
investors regarding the credibility of issuers’ transition
plans while recognizing the varying decarbonization
paces across countries.

Factoring the Hong Kong Context

Here are the emission intensities and climate finance
framework Use of Proceeds (UoP) threshold for the two
Hong Kong electricity providers:

CLP Power Hong Kong

- 2023 GHG emissions intensity of electricity sold in
Hong Kong: 390 g CO,e/kWh'

- Climate Action Finance Framework Energy
Transition Finance UoP: 450 g CO,e/kWh'

Hong Kong Electric Investments Limited

- 2023 GHG emissions intensity of electricity sold in
Hong Kong: 660 g CO,e/kWh'

It is immediately obvious that the 220 g CO,e/kWh would
not be feasible for the local companies in Hong Kong,
and adopting this figure at face-value might result in
development of a taxonomy that is not fit-for-purpose,
and does not support local companies in raising the
capital required to transition their assets towards low
carbon. In the following section, we offer an alternative
methodology which may more appropriately address this
policy challenge.

Therefore, we strongly recommend that the HKMA to
engage with both local electricity providers and the Hong
Kong Environment and Ecology Bureau to establish an
appropriate threshold and sectoral technological pathway
that accurately reflects Hong Kong's energy transition.
While the HKCAP2050 provides a valuable starting

point, it lacks the granularity needed to offer investors
sufficient clarity. A more detailed approach - similar to
Japan's METI sectoral technological roadmap - would
help facilitate meaningful dialogue between issuers and
investors.

By doing so, issuers could effectively demonstrate how
their chosen threshold or CAPEX is transitioning to in
line with a 1.5°C transition pathway and meets local
regulatory expectations. Furthermore, this would serve
as a strong example of how local considerations can be
integrated into the international climate finance market,
ensuring both credibility and feasibility in the transition
process.

E https://www.clpgroup.com/content/dam/clp-group/channels/sustainability/document/sustainability-report/2023/CLP_Sustainability_Report_2023_

en.pdf.coredownload.pdf

T https://www.clpgroup.com/content/dam/clp-group/channels/investor/document/2023_CA_Finance_Report_en.pdf.coredownload.pdf
1 https://www.hkelectric.com/documents/en/CorporateSocialResponsibility/CorporateSocialResponsibility_CDD/Documents/SR2023E . pdf



https://www.clpgroup.com/content/dam/clp-group/channels/sustainability/document/sustainability-report/2023/CLP_Sustainability_Report_2023_en.pdf.coredownload.pdf
https://www.clpgroup.com/content/dam/clp-group/channels/sustainability/document/sustainability-report/2023/CLP_Sustainability_Report_2023_en.pdf.coredownload.pdf

b.
PROPOSED CRITERIA

Acknowledging the different approaches between Singapore and the EU used in determining the threshold, and both
the threshold of SAT and the EU taxonomy are not suitable for Hong Kong to adopt, we would like to outline the
possible approaches to adopt.

Amber Activity Threshold:

We hereby suggest two possible approaches for the HKMA to determine adoption:

Approach 1: The Strictest Universal Approach

- Meet the 220g CO,e/kWh criteria, which is the most stringent criteria that aligns with the TPI
Approach 2: Local Pathway Approach

- Meet the threshold derived from the following equation, which references the EU taxonomy approach to
determining the threshold:

Carbon budget of issuers’ region
under a 66% below 2°C scenario
of IPCC Sixth Assessment
Report

Political targets for the future allow
emissions from the power sector of the OR*
issuers’ region

Proportion of emission of
X electricity generation of the
region

Expected electricity demand till 2050

Note: The base year and the target year of both the numerator and denominator must be the same

* Lower of the two numerators

- Under this approach, if a foreign issuer intends to issue a transition bond referencing the Hong Kong taxonomy,
they are required to apply the same equation to determine their amber activity threshold.

- Meanwhile, if the local taxonomy or proposed threshold of the issuer is 220g CO,e/kWh or lower, they can directly
adopt this threshold to qualify for alignment with the Hong Kong taxonomy without needing to use the equation.

Below, we calculated the local threshold for Hong Kong as a demonstration:

Carbon budget of issuers’ region under a 66% below 2°C 968 Mt CO,e'™

scenario of IPCC Sixth Assessment Report

Proportion of emission of electricity generation of the region ~60%"”

Expected electricity demand till 2050 1,637,733,500 MWh'e

Proposed Amber Activity Threshold for Hong Kong Direct Emission* < 355 g CO,e/kWh (3sf)

* Although the EU taxonomy uses life-cycle emissions for the 100g threshold, it provides an alternative criterion
that adopts direct emissions, which is the criterion for plants with a construction permit granted by 31 December
2030. In addition, the SAT uses direct emission as its amber level activity threshold for this activity as well.

1 https://civic-exchange.org/wp-content/uploads/2025/04/Civic-Exchange_Can-Hong-Kong-Achieve-lts-Climate-Goals_Report_202504.pdf
v In 2022, electricity generation accounted for 63% of Hong Kong total emission

® https://energypolicy.solutions/home/hongkong/zh

1 See Appendix 1 for more information related to the source of expected electricity demand till 2050



We suggest the HKMA review and reduce the threshold
every five years, as the EU taxonomy does. In terms of
the sunset date, although the Hong Kong government
has set a deadline for using coal for daily electricity
generation, which is 2035, it has not announced a
specific deadline for the adoption of natural gas. On the
other hand, the SAT, referencing the TPI pathway, has
set the sunset date for 2035.

Amber Measures:

Though the EU taxonomy does not have enabling activity
requirements for the activity of “Electricity generation
from fossil gaseous fuels contribution to climate
mitigation”, we compared the similar terms found in the
EU taxonomies and the respective amber measure of
the SAT. The result below is derived from the stricter of
both.

Also, it is worth noting that in both the EU and
Singapore’s sustainable finance taxonomies, there are
separate activities for the “production of electricity from
hydrogen” and the “production (generation) of electricity
from combustion of gaseous fuels.” In this present
document, however, we have managed to combine these
under one comprehensive set of criteria.

Below is our identification of amber measures,
referencing both the EU taxonomy and the SAT:

Replacing Contribution and Capacity
Post-investment, the asset must replace a
higher-emitting activity, lead to lower emissions
and NOT further expand dependence on
fossil-fuels.

- The activity replaces an existing high-emitting
electricity generation activity that uses solid or
liquid fossil fuels;

- The replacement leads to a reduction in emissions
of at least 55% GHG over the lifetime of the newly
installed production capacity;

- The newly installed production capacity does not
exceed the capacity of the replaced facility by more
than 15%.

The facility must be ready for fuel switching to
green alternatives:

- The facility is designed and constructed to use
renewable and/or low-carbon gaseous fuels and the
switch to full use of renewable and/or low-carbon
gaseous fuels takes place by 31 December 2035,
with a commitment and verifiable plan approved by
the management body of the undertaking;

Retrofit of existing power generation facilities (e.g.
CCGT, fuel cells) to allow hydrogen or its derivatives
that meet the CCGT technological readiness thresholds
Other CAPEX investments directly supporting or
facilitating hydrogen uptake in the plant are eligible if the
measures result in the new plant to allow hydrogen or its
derivatives that meet the CCGT technological readiness
thresholds and criteria in the table above.

The following investments may also be considered
as transition measures:

- Investments directly supporting or facilitating
hydrogen uptake in the plant are eligible if the
measures result in the new plant to allow >50vol%
hydrogen or its derivatives (e.g. purchase, operation,
and maintenance measures).

- Investments in CCGT, which enable the plant to
capture at least 50% of emissions by 2035.

- New power plants that capture at least 50% of
emissions and are designed to meet green criteria
by 2035 at the latest.

Investments in Transmission and Distribution of
Gaseous Fuels may be eligible if:

- Retrofit of existing transmission and distribution
networks that allow >50vol% low-carbon gases, or

- New transmission and distribution networks that
allow >50vol% low-carbon gases, or

- The transmission and distribution systems are
subject to monitoring and have under 0.05% leakage
throughout the facilities operated by the issuer




Investments in the storage of Gaseous Fuels may
be eligible if:

- Retrofit of existing storage systems that allow
>50vol% low-carbon gases, or

- New storage systems that allow >50vol% low-
carbon gases; or

- The storage systems are subject to monitoring and
have under 0.05% leakage throughout the facilities
operated by the issuer

Linkages with criteria related to carbon capture
and storage

- Anplant that uses CCS to reduce its emissions
intensity must show that the captured carbon is
disposed or sold to a facility that also complies with
Hong Kong Taxonomy requirements for CCS.

O While these have not been developed yet, they
will likely require that there is comprehensive
monitoring, chain of custody, and limited
leakage from capture to transportation to
sequestration.

For issuers that claim to retrofit their assets to blend
more hydrogen, further explication about:

- The need to provide a clear and feasible plan to
either phase-out the asset or to phase in a sufficient
level of hydrogen AND carbon capture by a specific
date.

- Should hydrogen be part of the discussion, there
must be convincing evidence that:

O it will be available in sufficient quantities at
affordable prices

O  the same amount of power could not have
been directly produced by renewables and fed
into the grid.

Taking into account Investor Appetite

While transition criteria within a taxonomy are a
fundamental element of the sustainable finance
framework, they are only one part of a broader policy mix
needed to enable a credible and inclusive transition. To
support a more robust ecosystem, the HKMA could
expand its role beyond classification by offering
complementary guidance on corporate transition plans,
sustainability disclosures, and the practical application
of taxonomy criteria across financial institutions and the
real economy. These efforts should remain closely linked
to the taxonomy to ensure coherence in how
environmental performance and transition alignment are
communicated.

In this context, valuable lessons can be drawn from the
SAT developed by the Monetary Authority of Singapore
(MAS). The SAT stands out for its integrated and
application-oriented design, which goes beyond activity
classification. It offers:

- Clear guidance on intended users and how the
taxonomy should be applied across sectors,

- Aframework for retrospective assessment of local
banks' loan portfolios and asset managers’ fund
alignment with SAT criteria, and

- Tools to evaluate portfolio-level alignment, helping
financial institutions understand and communicate
their climate-related exposures and strategies.

This user-centric approach ensures that the taxonomy
serves as a practical, dynamic reference that supports
real-world decision-making, disclosure, and strategy
implementation - rather than merely acting as a static
classification tool.



Proposed Criteria

A lower hanging fruit could be to utilise the Sustainable &
Green Exchange (STAGE) platform launched by the HKEX.
Currently, it only displays the labelling of bonds. The
HKMA could work with HKEX to expand the comparison
category of the platform to specify which taxonomies
the bond applies to and how it is eligible in different
taxonomies.? By expanding its comparison categories to
indicate which taxonomies a bond adheres to and how it
qualifies under other taxonomies, the HKMA and HKEX
could reduce investor confusion and strengthen Hong
Kong's leadership in climate-related disclosures.

In addition, the development and implementation of a
taxonomy must also factor in the needs and concerns
of investors, particularly those on the buy side - such
as asset managers and secondary market bond traders.
From a post-issuance perspective, rating agencies

and institutional investors have consistently flagged
two key obstacles to transition finance: 1) the lack of
interoperable standards and 2) the limited supply of
(issuance) transition finance products.?’ 2 As a global
financial center, Hong Kong plays a crucial role in
facilitating international capital flows, and its taxonomy
must help bridge the gap between local relevance and
global applicability.

Despite investor scepticism over transition bonds due
to the lack of universal standards, demand remains
strong. For instance, an Italian utility company, Snam,
found that most of their transition bonds, including
those that finance the usage of natural gas, have been
oversubscribed for three times.?

The issuance of transition bonds has remained

subdued, accounting for less than 5% of total green
and sustainable bond issuance in 2023%, leading to a
lack of supply of transition-labeled assets to invest in.

Finally, we note that energy transition in a city such as
Hong Kong for example, is inextricably linked to other
policy priorities and development needs. Stronger linkage
between energy transition definitions and local
decarbonization and economic policies must also be
considered. While this may vary from market to market,
and we encourage investors to also look at the wider
landscape that the power utility may be operating in. For
example, in Hong Kong, there could be an increase in
nuclear-based due to stronger linkage with the China
Grid. Such future planning can also impact a utility's
decarbonisation pathway.

2 https://www.hkex.com.hk/Join-Our-Market/Sustainable-Finance/HKEX-STAGE/Product-Repository?sc_lang=en

2 https://www.environmental-finance.com/content/market-insight/the-latest-trends-in-transition-bond-issuance.html

2 https://www.capitalmonitor.ai/analysis/unlocking-the-puzzle-of-transition-bonds/?cf-view

% https://www.lse.ac.uk/granthaminstitute/news/where-are-the-people-in-transition-finance/

2 https://www.businesstimes.com.sg/esg/more-awareness-needed-transition-bonds-issued-coal-miners-oil-producers




.
IDENTIFICATION OF APPROACHES AND RECOMMENDATIONS

Identification of Approaches on Threshold Development

To summarise, here are our identification of approaches to the HKMA for potential Approaches in developing the
Hong Kong Taxonomy:

m  Approach of Adopting an Universal Threshold: The 220g CO,e/kWh criteria, which is the most stringent criteria
that aligns with the TPI; or

m  Approach of Factoring in Local Pathway: Meet the threshold derived from the following equation, which
references the EU taxonomy approach to determining the threshold:

Carbon budget of issuers’ region
under a 66% below 2°C scenario
of IPCC Sixth Assessment
Report

Political targets for the future allow
emissions from the power sector of the OR
issuers’ region

Proportion of emission of
X electricity generation of the
region

Expected electricity demand till 2050

O  Applying the equation above, the proposed amber activity threshold for Hong Kong is suggested to be direct
emission that is below 355 g CO,e/kWh

O Under this approach, if a foreign issuer intends to issue a transition bond referencing the Hong Kong taxonomy,
they are required to apply the same equation to determine their amber activity threshold. Meanwhile, if the local
taxonomy or proposed threshold of the issuer is 220g CO,e/kWh or lower, they can directly adopt this threshold
to qualify for alignment with the Hong Kong taxonomy without needing to use the equation.

Recommendations for Operationalising Taxonomy

To ensure the Hong Kong taxonomy is credible, inclusive, and interoperable, and to enhance its alignment with
international best practices, we propose the following recommendations:

Strengthen Interoperability and Investor Alignment
Engage with buy-side investors to address key challenges around transition labels and fund interoperability:

O Assess the appropriate level of stringency for transition criteria - balancing robust standards with realistic
supply.

O  Develop guidance for fund labelling, clarifying how funds referencing the Hong Kong taxonomy can align
with other international frameworks.



Identification of Approaches and Recommendations

Enhance Usability and Practical Application

Clearly define taxonomy users and application
contexts, including how different stakeholders -
banks, corporates, and asset managers — can apply
the taxonomy in lending, investment, and reporting.

Incorporate tools for retrospective assessments

of portfolio-level alignment with taxonomy criteria,
enabling institutions to track progress and disclose
alignment over time.

Expand HKEX STAGE comparison categories to
indicate which taxonomies a bond adheres to and
how it qualifies under other taxonomies

Improve Transition Pathways and Sectoral Guidance

Review and reduce thresholds (e.g., emissions
intensity benchmarks) every five years to reflect
technological advancements and the evolving
science of climate change.

Consider referencing the TPI or similar credible
pathways to guide the sunset date for transitional
activities, with 2035 as a recommended cut-off
point for most sectors.

Promote Inclusivity in Transition Finance

Be inclusive when defining amber measures or
enabling activities, ensuring that activities crucial
for transition — such as grid upgrades, energy
efficiency, and early-stage clean technologies -
are recognized, while maintaining environmental
integrity.

Provide clarity on how transitional activities are
expected to evolve over time, ensuring they do not
become loopholes for greenwashing.

Address Coal Phase-Out Financing Explicitly

We strongly advise against including, supporting,
or legitimizing any financing or policy measures,
direct or indirect, that prolong or introduce coal
infrastructure under the taxonomy framework.

In the next phase of taxonomy development,
explicitly address coal phase-out financing,
including:

O  Clear criteria for eligible activities that support
the managed and just retirement of coal
assets.

O  Strong safeguards to prevent any form of
financing that increases coal-fired power
generation capacity or extends the operational
lifespan of existing coal plants.




APPENDIX 1: SOURCE OF THE EXPECTED ELECTRICITY DEMAND TILL 2050

The expected electricity demand till 2050 for Hong Kong
is derived from the Energy Policy Stimulator (EPS) that
was jointly developed by the World Resource Institute
and Civic Exchange.”

The EPS is a model that is designed to assess the
impacts of energy and climate policies on emissions,
financial metrics, electricity produced, and energy
consumption. As policies often interact nonlinearly,
the system dynamics of EPS predict the combined
effect of a package of policies and enable long-term
decarbonization through cross-sectoral transition, with
electricity being the core of various interconnected
variables.

% https://energypolicy.solutions/home/hongkong/zh

Key data inputs constituting electricity demand

include share from coal, gas, local renewable energy,
waste-based energy and imported electricity from
renewables and nuclear. The latest local data, such

as “Demand Response Capacity” and “Electricity
Net-Exports”, are retrieved and analyzed through model
calculations to forecast electricity demand for Hong
Kong until 2050.

Sensitivity points to calculate expected electricity
demand till 2050 for Hong Kong include population
growth, building efficiency, composition of the source of
electricity end-uses, etc.



APPENDIX 2: THRESHOLDS UNDER DIFFERENT IPCC SCENARIOS

Scenario Thresholds

Carbon budget under 1.5°C with a 66% aligning chance  Direct Emission 110 g CO,e/kWh
Carbon budget under 1.5°C with a 50% aligning chance  Direct Emission 150 g CO,e/kWh

Carbon budget under 2°C with a 66% aligning chance Direct Emission 355 g CO,e/kWh

Carbon budget under 2°C with a 50% aligning chance Direct Emission 420 g CO,e/kWh
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