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Maximize your Board’s potential
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Tricor offers a one-stop Boardfolio simplifies the entire board
solution for all your board operations by providing a secure,

needs with Boardfolio and easy-to-use digital platform for managing
BoardStrength. meetings and committee materials. With

seamless collaboration between board
members, management and administrators,
Boardfolio saves time, increases efficiency
and adds greater security to board
meetings.

BoardStrength takes board evaluation
to the next level with a customized
questionnaire designed to assess your
board's performance and efficiency. By
analyzing responses from different board
members, BoardStrength offers
unparalleled insights to enable your
board to achieve better effectiveness and
decision-making.

Together, Boardfolio and BoardStrength
offer an integrated, secure solution for all
your board needs.

Schedule a demo session today:
Tricorinside@hk.tricorglobal.com.
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Chairperson’s Message & 2=

Dear Members

Much has been said about the lacklustre
performance of Hong Kong's stock market in
2023. That can be attributed to many factors
and | would not repeat them here. Yet, to
put things in perspective, the IPO markets
7 ol elsewhere has not fared too well either. The
!'/' J. much-anticipated Nasdaq IPOs of UK chip
d technology company ARM and US grocery
delivery platform Instacart in September
both recorded subsequent drop in share price below their IPO level,
suggesting bearish factors such as inflation and high interest rates
are still taking their toll on stock performances around the world.

In Hong Kong, Chief Executive John Lee has in his latest Policy
Address outlined a series of measures to boost liquidity of our
stock market, including lowering of stamp duty of stock trading to
its previous level. In view of the still dismal stock market turnover
and IPO performance, any possible ways that could potentially
help should be explored. However, tactical measures aside, it is far
more important to have an overall strategy that tackles the problem
at its roots. As we are all aware, US and European investors are
standing on the sidelines at the moment when it comes to Chinese
investments. Therefore, expanding the sources of investment capital,
building new allies and partners to fill the gap left opened is far
more fundamental. Middle East as a prime target in this regard is
recognised by many. But to win it over, Hong Kong needs to carefully
cultivate relationship in a persistent manner but not in a piecemeal
way. And there needs to be a dedicated government agency to
devise and implement the strategy, co-ordinate cross-departmental
efforts and mobilise resources within and outside the Government to
achieve the goal, and having agency personnel stationed in different
Middle Eastern countries to carry out day-to-day work. In a recent
briefing session with the Financial Services and the Treasury Bureau, |
have thrown the idea of setting up such an agency to spearhead the
Middle East strategy. This idea is at a nascent stage, | look forward
to further discuss it with the Government and the market about the
pros-and-cons and decide on the best way forward.

On a separate subject, the “2023 ESG and Green Finance
Opportunities Forum” organised by our Chamber was successfully
held in October. The theme this year was how transition finance and
technology can be deployed to help corporations decarbonise. In
the opening remarks at the Forum, | have shared a real case of how
technology has changed the outlook and landscape of one important
industry sector while contributing to decarbonisation at the same
time. And that is the electric vehicles industry of the Mainland. This is
a fascinating case and | would like to share it here again.

The development of the electric vehicles (EVs) industry of the
Mainland is nothing short of remarkable. In 2022, China’s automobile
exports exceeded 3.3 million units, with an annual growth rate of
57%, of which EVs accounted for 25%. China overtook Germany
as the world's second-largest auto exporter in 2022, and in the first
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quarter of 2023 it further overtook Japan to become the world's
largest. With their advanced design and functionalities, coupled
with the price advantage brought by mass production, mainland EVs
occupy 30% of the global electric vehicle market. The advancements
made attracted the attention of leading European auto brands,
the likes of BMW, Mercedes-Benz and Volkswagen, which entered
into agreements with the Chinese Government and mainland EVs
manufactures to conduct R&D and investments. Sales of mainland
EVs have also enjoyed success in European markets, the traditional
auto powerhouse of the world, so much so that the European Union
attempted to intervene by way of imposing import tariffs. While the
impact of this is yet to be seen, the success of the mainland EVs is
indisputable. It is also the best example of our country leveraging
technology to advance industry growth and strengthen economic
competitiveness, while making contribution to global carbon
emission reduction efforts.

By sharing this case, | hope to provide inspiration to our members
about how technology can be the driving force of growth and
catalyst of change. At a time when Hong Kong listed issuers are
pondering on their decarbonisation strategy, tapping into the power
of technology would be the answer.

On technology, autonomous driving chips company from the
mainland, Black Sesame Technologies was reported to have
completed its Hong Kong listing process and is poised to become
the first ever company listed on Hong Kong Exchange under Chapter
18C. The Chamber is a zealous advocate of this latest tech listing
regime and we are pleased to see it hitting the first milestone. | am
confident this will pave the way for more technology companies to
come, further enriching the offering of our stock market.

If you have any thoughts about the above issues, and any other that
concerns you, | would love to hear them.

Yours sincerely

Catherine Leung
Chairperson
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Editor’s Column #REERVEE

In a market environment defined by higher-for-longer interest rates,
macroeconomic and geopolitical uncertainties, in an interview in
this issue, Julia Leung, Chief Executive Officer of the Hong Kong
Securities and Futures Commission (SFC) sets out the SFC’s top
priorities and explains its various initiatives to enhance Hong Kong’s
competitiveness as an international financial centre. As well as
suggesting that now is the time to “put the foot down on the Hong
Kong promotion accelerator” to draw attention to city's strengths,
capabilities and opportunities, Ms Leung explains what Hong Kong’s
recent alignment with the International Sustainability Standards
Board’s (ISSB) inaugural standards for companies means for listed
companies in Hong Kong.

Of particular interest to many CHKLC members, turning her attention
to the recent reform proposals designed to rejuvenate the Hong
Kong GEM board put forward by Hong Kong Exchanges and Clearing
Limited, Ms Leung believes while the proposals may not solve all the
problems, they do represent a “good start”.

As Hong Kong's listed firms will soon begin shifting from a “comply
or explain” approach to obligatory climate-focused financial
disclosures, our Corporate Tips column takes a detailed look at the
new framework on climate disclosures, including different ways listed
companies need to integrate both qualitative and quantitative data
into their disclosure practices.

Following a six-week GEM Listing Reforms consultation period, in our
Talking Points column the CHKLC reflects on the various proposals
set out by Hong Kong Exchanges and Clearing Ltd and makes
suggestions aimed at addressing the fundamental issues that may
help to attract more listing applications and revive turnover.

According to a United Nations report, Mainland China is on track to
meet its climate commitments and transition to a greener economy
while still meeting its development goals. Our Economic Insights
feature looks at the headwinds Mainland Chinese exporters could
face following the recent announcement by the European Union to
place a border-adjustment tax on imports of carbon-intensive goods,
including cement, iron and steel, aluminium, fertilisers and machinery.

Pointing out how a Google search on the term “risk management”
returns 4,260 million results in 0.38 seconds, in this issue’s FRA
column regular columnist Vincent P C Kwan updates members on the
law and practice including procedures relating to risk management
that are relevant to (a) companies — particularly companies listed on
Hong Kong Stock Exchange — and (b) professionals with reference to
law firms and solicitors.

As it becomes increasingly essential for companies to incorporate
ESG factors into their management and daily operations, a Special
Feature in this edition recaps the highlights of the annual ESG and
Green Finance Opportunities Forum 2023 organised by the Chamber
of Hong Kong Listed Companies. Themed “Combating Climate-risks
and Achieving a Sustainable Future: Transition Finance and Innovative
Technology”, and featuring nearly 30 expert panellists drawn from
a wide range of industries and official bodies, the Forum brought
together more than 200 participants representing the government,
regulatory bodies, ESG consultants, as well as senior management
from listed companies.

Yours sincerely,

Chris Davis
Editor
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Adopt the Code of Practice against Discrimination in Employment
on the Ground of Sexual Orientation Create a Discrimination-Free Workplace
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Bl —EiM B Consistent selection criteria
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The Code, Issued by the Government of the Hong Kong Special
Administrative Region, is to facilitate self-ragulation on. the part.of
employers and employees in eliminating discriminatory practices in
employment. It seeks to promote equal employment opportunities
among all persons - irrespective of their sexual orlentation.
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It is recommended that employers apply
consistent selection criteria for all aspects of
employment, including recruitment, promotion,

transfer, training, dismissal and redundancy
as well as terms and conditions of employment
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expariance e

s BREEFAIEARFSNEEATNES BRI EE '

Ensure that employees' sexual orientation Is not a gmund for

disciplinary action or dismissal {Ea'“ﬁﬂ ) 2N AR HIL T ]
. BN EABBIES - RENMAENER  EEmp | ot Codecanbe
WOV downloaded in the following link:

Establish Internal grievance procedures to deal with complaints
conceming discrimination, harassment, or vilification within their
organisations

« EEESTYSATEEARESR - BREESLURAT
Monitor policy regularly to ensure that it is working in practice

3z ¢ hitps:/www.cmab.gov.hk/
lcfissues/code_of_practice.htm
English: https:/fwww.cmab.gov.hk/
enfissvesicode of practice.htm
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Wense of the Code
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FEERM (<FRU) EURE T BIE 2810 3205 B BEE gisou@cmab.gov.hk -
If your organisation wishes to play a rale in promoting equal empleyment oppartunilies on the ground of sexual orientation, please pledge to
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fallow the good practices recommended in the Code. Organisations interested in becoming a supporting organisation can call 2810 3205 or send

an emall to gisou@cmab.gov,hk.
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s Hong Kong continues its recovery from three years of pandemic

disruption and consolidates its role as an international financial
hub, in a one-on-one interview with Momentum, Julia Leung, Chief
Executive Officer (CEO) of the Hong Kong Securities and Futures
Commission (SFC), sets out the SFC's top priorities and explains its
various initiatives to enhance Hong Kong's competitiveness as an
international financial centre.

Emphasising that investor protection is a core mandate for the SFC, Ms
Leung says as the regulator charged with the oversight of the securities
and futures markets of Hong Kong, the SFC is committed to enhancing
the city’s competitiveness by upholding its status as an international
financial centre. Equally important is the SFC's commitment to
fostering resilience by maintaining sound market infrastructure
and close surveillance of market activities to ensure that financial
operations run smoothly. She notes, in spite of challenges related to
high interest rates, geopolitical tensions and the disruption caused by
the COVID-19 pandemic, thanks to sound fundamentals, Hong Kong's
financial markets have demonstrated a consistently high level of
resilience during the past three to four years. “During highs and lows,
our market infrastructure has remained stable, while intermediaries
that participate in the markets have been able to make clearance
and settlements without any major defaults,” explains Ms Leung.

In a market environment defined by higher-for-longer interest rates,
macroeconomic and geopolitical uncertainties, Ms Leung says it
is important for Hong Kong to enhance its competitiveness by
strengthening and expanding existing connections with Mainland
markets, as well as diversifying sources of listings and funding. For
example, by attracting company listings and funding from the Middle
East, Southeast Asia and elsewhere across the Asia Pacific region.
Against what she describes as a “difficult background” for Hong
Kong to maintain its competitive edge, Ms Leung says while investor
protection remains the utmost priority, it is important to ensure
the SFC's regulatory policies keep pace with global developments
as well as the financial industry’s business and operational needs.
From environmental, social and governance initiatives to policies
that support the development of Hong Kong’s expanding Fintech
ecosystem, it is important to keep the dial moving forward through
policies that enable Hong Kong to stay at the forefront of innovation,
says Ms Leung.

While her career journey spans journalism, bank regulation,
government and securities regulation, Ms Leung, a former journalist
of the Asian Wall Street Journal, points out that each of her roles
has been connected to the financial industry in different ways.
Before joining the SFC in 2015 as Executive Director, she was the
Undersecretary for Financial Services and the Treasury and also
served at the Hong Kong Monetary Authority (HKMA) for 14 years.
During her eight years as Executive Director at HKMA, she helped
strengthen financial cooperation with Mainland and international
regulators.

Ms Leung is no stranger to handling challenging situations. In 2008,
scarcely a month into her new role as the Hong Kong Government's
Undersecretary for Financial Services and the Treasury, she played

S BREICBE=FRBERDER » BRI
FH 252 EaRRSst N - 555558
EEREEEZEE ( [BEZ) ) THRIRBEYL
T1#EZ (Momentum) AVEE) » BEEENEET
E» RS ERIZIEREM - LUEHSEFRERESH
FUNAYERSR T ©

ZUTaRREREENERZEESHRINER » I
KT RZFREBEFRPEMSNEEHE - B
ZEEFEBFREFEZRMPILEINN » IBHERST) - @
BEENR  SESEIMERRENMSERRERE
YIERMmEE) - RLBEEMMETLE ] - EREE
TRIZIR - s - BESBEHNRSE  hEIaR
REBURMTEZESIE  BREERNESRE
BEZMMEEEE=-IFH—ERRSIIT - Rt
B [ERIEERSEN - RPINHSERERED
RFFIERE - MANMTEENEESITE BRI TEENDRE
MTETEENGEE - |

RUTHRT  ANRGEES - REEERMEBEIUAT
MAMEEERMIZRIE T » HBLANNERBAEAM
MBNERER - BRLHMATREZFENZITE
ftmiEeEBrERSE 7] - HILl - IRSIPE -~ EREgaeME
AHEMMEBRIATREBLMRME - RLLH & TR
HENER T SEERTHRFEDR - REREERED
IDREEEE - BRKHMLERREESNEEIR
BESDIE CRINBRAVSN > WAL SRIZEREBNEE
FE - ZULHR - TmERE  HEREQIVEE - 1
EREEEENEHEAZHRRERZEENECR - 2/
EEHELGR - EEBEEERIFIADS > FHERE
ER -

RUTRIT (NEREHR) L&  WHBELER
BHE - RIO0BEE - WTRESEEESFSENRL - i
EECBENSH AT NEEMERE - £
2015 FMABESRINITES AT MEHTRE
SBREFBEER  NEBEBEETNEES (8
) 14F - EHSESNIERBN\FE » MEES
RPN R B PR B E AR R S (F -

R THREEEYEIENTSS ML APEE - 2008
T HEEESERENRIESBREZBEIBERAS
B—ER - 5 BERES ) SHPRRESSKER
PENBEEEEERE - Bi831,000 25 BH PR
BEB A \HEERSLANSEREEESTETR
BEZE 12088 > ESREARERTEEFIAH
BIER  BETETERDET—XNME - ERNHIEHE
—EREEREEMIER 16 XD HIRTETRHE
UBERA MBS B IR CIIE B L » MB L LM EZE
BRIBEHME  REAMDBPREEZIIYEDIFI80%
HIRERE - RUIR - BEAME S NS IREIZHE -
BESHEMEE - NMEBAEZIE N BB R HI IR AUE
5 SBMIZMEER - [HIEKER SR ITIFHEMNIE
i EENEEWMTORESHASRE - | RULTH
7R WNFEERBRASNERER - LUFEERE
RR °

Momentum 7



a major role in finding a solution
for investors following the “mini-
bonds crisis”. More than 31,000
Hong Kong retail investors bought
HK$12 billion worth of high-risk credit-
linked derivatives arranged by Lehman
Brothers, some of which became
virtually worthless when the US bank
collapsed in mid-September 2008.
Ms Leung was a key member of the
team coordinating with regulators and
16 distributing banks to secure the
early buy-back or redemption of the
mini-bonds, which eventually saw the
majority of retail investors recover about
80% of the value of their investments.
She says while her career path changed
at several junctures, she has benefited
from the lessons learned at each stage
and from contributing to public service.
“Each of my jobs has been a first, so
being humble and learning from the
best-of-the-best has been an important
lesson.” Ms Leung adds she also
values listening to expert advice from colleagues to make leadership
decisions.

Making the Connections
Consistent with enhancing Hong Kong’s role as an international

financial hub, focusing on what she terms as the four “Ps” strategies
— namely platforms, products, policies and promotion — Ms Leung
says the city is uniquely positioned to leverage its strengths as a
leading destination for a wide range of financial activities. “Hong
Kong continues to be the best place to connect the Mainland’s
capital markets with the rest of the world,” she notes. Highlighting
how Stock Connect and the suite of Connect schemes serve as
financial market platform connectors between the Mainland and
the rest of the world, Ms Leung says ongoing efforts are made to
provide Mainland investors with more opportunities to invest via
different platforms and international investors with wider access to
the Mainland markets.

Launched in June 2023, the dual counter model enables investors to
trade and settle investment in 24 selected Hong Kong listed stocks
either in Hong Kong dollars and renminbi (RMB) under the respective
counters. The 24 companies’ shares account for about 40% of
average daily turnover on Hong Kong's stock market. Ms Leung
notes the dual counter model marks another milestone in Hong
Kong’s role in helping internationalise the Chinese currency. While
the volume at present is modest, which she says is as expected,
importantly the RMB and Hong Kong dollar price spreads are tight,
which indicates the market mechanism is working. “Looking at
product pipelines, it's about making them wider, more efficient and
increasing the flows,” says Ms Leung. For example, without setting a
timetable, the SFC has announced an intention to introduce a block
trade facility to trade A-shares.
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Further enhancing Hong Kong’s role as the bridge connecting the
Mainland, the rollout of Swap Connect — the fifth in the Connect
series, joining stocks, bonds, exchange-traded funds (ETFs) and
wealth management products — enables overseas investors
to participate in the Mainland’s interest rate swap market as an
important risk management tool. Meanwhile, launched as a way
to better connect Hong Kong, Macao and the Greater Bay Area
(GBA) as a whole, recent enhancements to the Wealth Management
Connect scheme expand eligibility and the range of products to
more GBA residents. “For the first time, the new enhancements
will allow eligible securities firms and brokers to participate in the
scheme,” Ms Leung notes. '

During highs and lows, our market
infrastructure has remained stable,
while intermediaries that participate in the
markets have been able to make clearance and
settlements without any major defaults. 5y

Reigniting the GEM Board Sparkle

With almost no new listings and low market turnover on the Hong
Kong GEM (formerly known as the Growth Enterprise Market) board,
Ms Leung believes that while the reform proposals put forward
in Hong Kong Exchanges and Clearing Limited’s (HKEX) recent
consultation paper may not solve all the problems, it would help
rejuvenate interest in Hong Kong's second board. Average daily
turnover of GEM was HK$73 million in September 2023, according
to HKEX data, some 30% below the average a year ago.

While upholding high standards of
investor protection, the proposed GEM
listing rule changes include a streamlined
process for eligible companies to
transfer to the Main Board, new eligibility
requirements for enterprises that are
engaged in research and development
activities, and the removal of quarterly
reporting requirements.

Ms Leung describes the reform proposals
as a “good start”, but also adds the goal
is to improve market quality and not
necessarily increase quantity. With this in
mind, she says efforts made by the SFC
and HKEX in recent years have largely
dealt with issues relating to backdoor
listing and shell company activities, which
undermine the integrity and quality of
GEM. “It's time to reset,” Ms Leung says,
adding that GEM has an important role
to play in providing small and medium
enterprises with a fund raising platform
while helping to promote sustainable
growth in the sector.
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Clear Regulations
Underpin Hong

Kong’s Digital Asset
Aspirations

As Hong Kong seeks to
establish its position as
a global financial hub for
digital asset innovation, Ms
Leung believes that high-
profile fraud and misconduct
cases involving virtual asset
service providers reaffirm
the importance of having a
robust regulatory framework
in place. “You can either
ban them or regulate
them.” She notes that, in
an open capital market like
Hong Kong, banning virtual
assets is out of the question
because investors can still trade on overseas online platforms.
However, in 2017, when many jurisdictions opted for a "light”
regulatory touch, Ms Leung explains the SFC decided to regulate
virtual asset service providers by the same standards that apply to
traditional financial activities regulated under the SFC’s remit. “This
is what we mean by the ‘same business, same risks, same rules’
principle,” she explains.

Initially introduced in 2019 as an opt-in regime, which restricted
the trade in virtual assets to professional investors, the mandatory
licensing regime for virtual asset trading platforms (VATPs) came into
effect on 1 June 2023, which includes the licensing of VATPs for retail
trading. Held to the same regulatory standards as those required of
licensed automated trading service providers and brokers, VATPs
are subject to the SFC's regulatory requirements for safe custody
of investors’ assets, cybersecurity, anti-money laundering (AML),
private key management, internal audit and controls. In short, all
VATPs operating a virtual asset exchange or service in Hong Kong or
actively marketing their services to Hong Kong investors need to be
licensed by the SFC.

While the VATP licence approval benchmark is high, Ms Leung
stresses the SFC is technology-neutral and maintains an open
attitude towards virtual asset innovation in its regulatory approach,
leaving it to the financial sector to decide which technologies and
products meet customer expectations and experiences. “We don't
stand in the way of innovation, but where we see new risks, such
as cybersecurity risks, we take measures to mitigate them,” she
says. Furthermore, as virtual assets become increasingly popular
with investors, providing clear regulatory expectations can help to
promote the responsible development of Hong Kong's virtual asset
ecosystem. For example, she points out that the development of
Hong Kong's Web3.0 ecosystem includes the use of blockchain or
distributed ledger technologies and tokenised bonds and investment
funds. “As we move forward, we will continue to work with the
industry to provide clear guidance,” says Ms Leung.
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Global Baseline for Sustainability Disclosures
Commenting on the issuance in June 2023 of the International

Sustainability Standards Board’s (ISSB) inaugural standards for
companies worldwide to report on their sustainability-related risks
and opportunities, Ms Leung believes the ISSB standards represent
a "good balance between ambition and reality”. With the ISSB
standards paving the way for companies across jurisdictions to
disclose uniform climate and sustainability information, she stresses
the importance for Hong Kong's listed companies to become familiar
with the language and details relating to the reporting standards. The
ISSB standards align with financial accounting practices in more than
140 countries and will help investors understand the sustainability-
related risks and opportunities facing businesses. “Globally, this will
be the language that banks and fund providers will be referring to
when they are lending or integrating lending decisions,” she adds.

We don’t stand in the way of innovation,
but where we see new risks,
such as cybersecurity risks,
we take measures to mitigate them. L}

For companies tapping into international capital in our listing market,
whether through debt issue, bank lending or direct funding, they will
be expected to provide disclosure details that align with the ISSB
standards. Ms Leung cautions that companies failing to factor the
global framework for sustainability disclosures into their business
strategies risk losing access to international capital. “Preparing
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sustainability disclosure strategies
has become a must,” she says.
The launch of the EU’s Carbon
Border Adjustment Mechanism
(CBAM) in October 2023, which
requires companies to report the
greenhouse gas emissions during
the production of imported iron
and steel, aluminium, cement,
electricity, fertilisers and hydrogen,
is an example of the way disclosure
requirements are developing.

According to Ms Leung, as one of
the first jurisdictions to announce
that it would align its reporting
standards with the ISSB standards,
Hong Kong should take into account
the circumstances and factors
specific to the city itself and the wider region, such as the issues of
data reliability, data deficiency and taxonomies. Furthermore, the
alignment process needs to consider the preparedness of companies
and relevant stakeholders. “It will be difficult for companies to get
onboard if we rush, and the outcome will not be meaningful if we
set the bar too low,” she remarks. To establish a meaningful starting
point, she suggests a sufficiently flexible transition period is needed,
coupled with alternative ways for companies to provide disclosure
details that satisfy the ISSB standards.

Each of my jobs has been a first,
so being humble and learning from
the best-of-the-best has been an important lesson. 5y

To support Hong Kong-listed companies, the SFC is working with
Government bureaux and other financial regulators, including
HKEX, to develop a comprehensive roadmap for adopting the ISSB
standards in Hong Kong. In addition, the Green and Sustainable
Finance Cross-Agency Steering Group (Steering Group) co-chaired
by the SFC and HKMA has committees looking for ways to help
companies calculate Scope 3 emissions that are not produced by the
companies themselves and are not the result of activities from assets
owned or controlled by them. The Steering Group is also working to
train and build talent capacity and provide tools to help small and
medium enterprises estimate their emissions using proxy information
such as electricity consumption.

Against a backdrop of market innovations and future-forward
policies, following the Government's lead, Ms Leung believes that
Hong Kong collectively needs to step up the promotion of the city’s
strengths, capabilities and opportunities. “Now is the time to put the
foot down on the Hong Kong promotion accelerator,” she says.

Chris Davis
Editor
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hemed “Combating Climate-risks and

Achieving a Sustainable Future: Transition
Finance and Innovative Technology”, the
annual ESG and Green Finance Opportunities
Forum 2023 organised by the Chamber
of Hong Kong Listed Companies (CHKLC)
and title-sponsored by Hang Seng Bank,
brought together more than 200 participants
representing the government, regulatory
bodies, ESG consultants, as well as senior
management from listed companies.

Featuring nearly 30 expert panellists drawn
from a wide range of industries and official
bodies, the Forum focused on four main
topics. Namely, Transition Finance: Trends,
Opportunities and Challenges, Social
Impact Investments for Sustainable Growth,
Regulatory updates on ESG Reporting
and Climate Risks Disclosures, and Decarbonisation Strategy and
Technology Application.

In his keynote address, Michael Wong Wai-lun, GBS, JP, Deputy
Financial Secretary, HKSAR Government expressed his appreciation
for the efforts made by the CHKLC in organising the forum. He
noted the Chamber’s commitment to increasing awareness about
ESG issues, as well as bridging the green financing gap. Wong also
emphasised Hong Kong’s role as a hub for green financing and its
proactive approach in seizing green financing-related opportunities.
To this end he referred to the initiatives implemented by the Hong
Kong Government aimed at promoting innovation and encouraging
funding for projects that have positive environmental impacts. “We
must actively seize the opportunities brought by our country’s dual
carbon strategies,” he said.

“We must actively seize the opportunities brought
by our country’s dual carbon strategies.”

Michael Wong Wai-lun, GBS, JP,
Deputy Financial Secretary, HKSAR Government gy

Encouraging listed companies to adopt technologies for low-carbon
transformation and explore environmentally friendly ventures, in her
welcoming remarks, Catherine Leung, Chair of the CHKLC outlined
how such strategies can help to attract sustainable investments and
open up new market opportunities, which benefit stakeholders and
the climate. “Embracing green practices and leveraging technology
can reduce carbon footprints, mitigate environmental risks and
attract ESG-focused investors,” said Leung. She continued by
referring to Mainland China’s e-vehicle industry and described how
mastering green technology has helped to push the mainland auto
industry to become a world leader, while contributing to the global
decarbonisation efforts.
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“Embracing green practices and
leveraging technology can reduce carbon
footprints, mitigate environmental risks and
attract ESG-focused investors.”

Catherine Leung,
CHKLC Chairperson )

In her title sponsor remarks, Diana Cesar, Executive Director

and Chief Executive of Hang Seng Bank, underlined Hong
Kong's strengths as an international financial market,
including its robustness and well-regulated systems. These \
factors, she said, combined with a pool of professional
talents and strong connections to Mainland China as well

as major global markets, position Hong Kong to become a
leading global green finance centre.

Cesar also explained how rooted in Hong Kong, Hang
Seng Bank is leveraging its banking expertise to promote
green finance by offering a comprehensive range
of sustainable financial products and services, including green
financing solutions, social responsibility loans, low-carbon thematic
investments, as well as ESG and digital transformation services.
"These initiatives aim to support businesses in transitioning towards
a low-carbon and sustainable operating model,” Cesar explained.

Transition Finance - Trends, Opportunities and Challenges
During a panel discussion moderated by South China Morning Post

News Editor, Climate, Eric Ng, the topic of discussion revolved
around transition finance. Katherine Koh, the Global Climate Lead for
Infrastructure at the International Finance Corporation, emphasised
the pressing need to shift towards a low-carbon and resilient global
economy. She also highlighted the significance of climate-smart
infrastructure solutions as one of the most crucial challenges we face
today.

Dr Xing Zhang, Head of Climate Strategy and Policy at the Asian
Infrastructure Investment Bank (AlIB), highlighted the strategic
priorities of the bank and shed light on the various types of financing
it offers for green and social infrastructure projects. Meanwhile,
Ricco Zhang, Senior Director, Asia Pacific at International Capital
Market Association, explained that certain companies in challenging
sectors find it challenging to issue green bonds, as these bonds are
specifically for funding green projects. To facilitate their business
transition towards sustainability, a broader variety of sustainability-
linked financing instruments are being explored, he said.

Having approved about HK$6.6 billion in green loans for projects
focused mainly on green building, renewable energy and energy
efficiency in the first half of this year, Hang Seng Bank is stepping
up its actions to expand green financing for commercial customers,
according to Frank Heung, Head of Structured Finance, Commercial
Real Estate & Corporate Advisory, Hang Seng Bank. Heung added
that Hang Seng Bank had assembled a new team to focus exclusively
on green financing solutions for business customers.
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“Combined with a pool of professional talents and
strong connections to Mainland China
as well as major global markets, position Hong Kong
to become a leading global green finance centre.”

Diana Cesar,
Executive Director and Chief Executive of
Hang Seng Bank b))

Social Impact Investments for Sustainable Growth
Moderated by Professor Simon Ho, President of The Hang

Seng University of Hong Kong, in addition to addressing
issues relating to decarbonisation, the panel stressed that it
is equally important to direct financing towards projects that
have a positive social impact.

Anthony Cheung, Supervisory Board Member of the World
Benchmarking Alliance, highlighted the efforts made by
the Alliance to make sustainability impact meaningful. A
key methodology involves providing clarity to companies, which
serves as a roadmap for driving positive change. Ben Wong, General
Manager, Technology Innovation at New World Development
Company Limited, explained, from the perspective of becoming
an investor, New World actively seeks out emerging start-ups and
tech companies to evaluate their potential for implementing and
commercialising innovative technologies.

Dr Tat Lam, CEO of SZC Holdings, pointed out that SZC's platforms
specialise in creating institutional and enterprise-level blockchain
solutions that are targeted towards development finance, impact
measurement, fair-trade practices, sustainable rural development and
community-based finance. By collecting and accurately analysing
data the company is able to aid financiers in assessing project
effectiveness and outcomes, Lam explained.

ESG ano GREEN FI

DPPORT; N/ IES FORU

e 8% -

18 4%+

kb SEL
i

i

| 'i'l'%' ESG AND

GREEN

W rEmemmessh) - BEEED
SRS « EENEEHENASEEAS -
SERAMRRRN - EEBEEE
— S BEMAR AR SR - |
BRI TITEERTIRS
i lpean ”

BEERITHENE  BXBHMERCXEEXEFIE
BEEE  STL¥ET » BERIISEMKTH66E
BITHHFEE » TE2RRIRERE - IBERERMNEE
IRMEIEE - g - ZIRITIENANEBAHE RS
PRISREME  MARL - RITELERT —EEME
BEREXREFPEARCMERRISRIHER - IBAR

MHERENREEX
B
ERESEHEBIEEABRRTIRHELR » 24
REMR TR T RREEN RS EERNEIES
FEHEZERESASFESE -

F MERENREEFET

FESAHD > HAEMERMIE (WBA) BSRIKFRATE
fﬁ?ﬁ’ﬁ%é”“@ﬁ’]i%’l’f » WHEHIEABRMEES IFRESR
R RARIREEERRERETEZ— - 25 - FTHER
ERBREATNESEFEZERITREERIRERIR
T REEEYEPRINRKEAT  MEEMES R
B CRIFTRAMTSR=AET] - IREMEHVEE - FTHER
HEETEERREEHANT -

WIERHHERNTENEF TIEEZATNFEAE IR
RIEHSIBNEERANBIRBEARRE » BEHTEM
MHERRRE » REBMSBRABRMABRIIE - R
B BEWENEREDNEE - BIIRERMIBIIR
EEEERFEHEREREAEN

Momentum 17



2023 ESG a0 GREEN FINANCE =
OPPORTUNITIES FORUM Bl ¥R EW NS &S

Exploring Carbon Insurance as a Pathway for Financing

Decarbonisation Projects
During the lunch talk, Dr Hong Lan, Deputy Director of the Centre

for Eco-Finance Studies at Renmin University of China, said the
current focus of green finance is mainly on carbon neutrality. Lan
explained, while Mainland China is actively promoting carbon
peaking and carbon neutrality goals, there is still a significant
funding gap for various low-carbon projects. As such, exploring
the use of carbon insurance as a development pathway is one
avenue worth considering, since it can provide financing security for
decarbonisation projects and help mitigate risks in climate adaptation
projects. Furthermore, by offering differential premium incentives,
investing in low-carbon projects, promoting low-carbon operations,
and implementing regulatory oversight, the goal of carbon neutrality
can be achieved, she said.

Regulatory Updates on ESG Reporting and Climate Risks
Disclosures

Moderated by Stacey Wong, Chief Operating and Risk Officer at
Quam Plus International Financial Limited, panellists discussed
different ways to help
prepare local businesses
for better compliance
and equip them with the
necessary knowledge
and tools to navigate the
evolving landscape of
sustainability and climate
change regulations.

Both Jennifer Lee,
Director of the Corporate
Finance Division at the
Securities and Futures
Commission (SFC) and
Paul Malam, Head of
Policy and Secretariat
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Services for Listing at Hong
Kong Exchanges and Clearing
Limited (HKEX), highlighted the
significance of the June 2023
publication of the International
Sustainability Standards Board
(ISSB) standards. Citing the ISSB
standards has proportionate,
the panellists also explained
how the ISSB standards
enable companies to provide
decision-useful, consistent
and comparable information
to global investors in a cost-
effective and reliable manner.

wefit most from
a)?

HKEX and SFC representatives
also expressed confidence in
the transition from the Task
Force on Climate-related Financial Disclosures (TCFD) to the ISSB,
which will assume the responsibility previously held by the TCFD in July
2024. The transition signifies a significant step towards harmonising
global sustainability reporting standards and ensuring consistent and
transparent disclosure of climate-related financial information.

Dr Maurice Ngai, Director and Group CEO of SWCS Corporate
Services Group (Hong Kong) Limited, emphasised the critical role
of the Board in driving the integration of ESG principles into a
company'’s business objectives. He specifically highlighted key
areas such as data collection, materiality assessment, climate risk
evaluation and governance practices.

Law Kit-fong, Principal Manager of Strategic Planning in Group
Sustainability at CLP Holdings, highlighted that CLP launched
Climate Vision 2025 in 2007. This initiative has played a crucial role
in shaping CLP’s business strategy, guiding its investment decisions,
and contributing to its broader climate strategy that encompasses
key considerations such as climate adaptation and scenario analysis.

Last year CLP also published its 2022 Sustainability Report and
Climate-related Disclosures Report. These reports track the actions
taken by CLP in 2022 to grow its business responsibly and sustainably
in a rapidly evolving global business environment. In the Sustainability
Report, CLP refined its methodology for assessing material topics by
implementing the latest international best practices and adopting
a double materiality approach. Refinements include more rigorous
ways to identify and assess relevant environmental, social and
governance (ESG) impacts, risks and opportunities, according to Law.

Decarbonisation Strategy and Technology Application
Moderated by Sr Kenny Siu, Committee Member, GBA Carbon

Neutrality Association, a panel of experts discussed innovative
technologies and strategies to help listed companies achieve low
carbon, low emission operations and meet decarbonisation goals.
Panellists emphasised the importance of sustainable practices and
advanced technologies in reducing carbon emissions.
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lan Chan, Chief Corporate
Development Officer of Hong
Kong Cyberport Management
Company Limited, highlighted
Cyberport’s comprehensive
funding support and start-
up success stories nurtured by
Cyberport, including the birth and
growth of six “unicorns”. He also
noted how Hong Kong has made
significant strides in positioning
itself as a global centre for
advanced technologies. In the last
year, Chan noted, Cyberport had
witnessed over 150 registrations
from Web 3.0 companies.

Highlighting the company’s commitment to environmental
sustainability, Samuel Kwong, General Manager of ESG at Chinachem
Group, said the company aims to reduce its Scope 1 and 2 carbon
dioxide (CO2) emissions by at least 51.8% from its 2020 levels by the
year 2030. Scope 1 covers its own direct emissions, such as those
from vehicles or plant and machinery, with Scope 2 being indirect
energy generation sources such as grid power. Kwong explained that
Chinachem is on track to reduce its Scope 3 emissions from indirect
sources along its own value chain, such as suppliers and tenants, by at
least 20.9% by the year 2030.

According to Felix Xu, Chief Strategy Officer and Global Treasurer of
Wisdom (Fujian) Motor Company Limited, solely relying on battery-
powered electric vehicles will not be sufficient to achieve the goal of
zero-emission transportation in the future. While battery-powered cars
are suitable for short-distance journeys, there are limitations to their
range due to a lack of charging infrastructure facilities. To overcome
these limitations, the industry is exploring alternative technologies
such as fuel cell electric vehicles (FCEVs), which use hydrogen to
generate electricity and have the advantage of a longer driving range
and quicker refuelling times compared to battery-powered vehicles.

Arthur Lam, Co-founder and CEO of Negawatt Technology Limited,
said the company has recently launched ZERO2 APP, a platform
designed to support individuals aspiring to live healthier and more
sustainable lives. The app offers rewards for physical activity and
promoting sustainable behaviours. Users earn points by undertaking
“missions” which can vary from using a reusable bag to undertaking
a 10-kilometre walk. Points can then be spent on rewards such as
nutritious food, health treatments, supplements and experiences.

From defining processes to identifying problem-solving solutions, in
a rapidly evolving ESG and climate change landscape, once again
the CHKLC annual ESG and Green Finance Opportunities Forum
2023, highlighted how important it is for listed companies to stay
ahead of the curve.

Jimmy Chow
Journalist
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The Chamber of Hong Kong Listed Companies
EEBLMRTEHE

TALKING 7
POINTS =&

Listing Reform of GEM Needs Holistic Review of
IPO Admission and Regulatory Approach

GEM CiicN=FEEE

he GEM Listing Reforms consultation by HKEX has just been over

and the market will wait for the outcome in high anticipation. The
need to reform GEM is almost a market consensus given its stale
performance in recent years in terms of lacking new listings and low
turnover, many GEM companies even recorded zero turnover.

But many of the proposals in the HKEX consultation paper (CP)
centre on costs, like reducing the costs for GEM companies
transferring to Main Board by streamlining the process, such as no
longer requiring to engage a sponsor and produce a “prospectus-
standard” listing document, and abolishing quarterly reports and
other compliance measures, such as appointing a compliance
officer and reducing the duration for having a compliance advisor
for existing GEM companies. Although these are good measures,
but if the purpose of this round of GEM listings review is to attract
more listing applications and to revive turnover, we feel that the
recommendations do not touch the core of the problems of GEM.

While some of the historical and market issues that led to such
undesirable situation of GEM may not be able to change overnight,
we would urge the Exchange to look at two fundamental issues that
may help to remedy the situation.

Firstly, to relax the stringent regulatory approach and subjective
IPO vetting process. The IPO vetting process of GEM is notoriously
stringent and lengthy with multiple rounds of queries, sometimes of a
subjective nature relating to the business model of the applicant and
purpose of listing. Although the Exchange assumes a gatekeeper
role, the issue of suitability of listing is best left to the market to
decide. Such stringent approach might be justified by the once
rampant shell listing problem but as the Exchange acknowledged in
the CP, the problem has ceased to exit, the Exchange may therefore
wish to revisit this approach. There have also been cases where the
application process was so long that application documents and/or
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financial statements got lapsed and a new set of statements had to
be prepared. This explains partly the high professional fee involved
in GEM IPOs which could amount to over 50% of the IPO proceeds
as the CP puts it, further diminishing the attractiveness of a GEM
listing.

We recommend that the Exchange sticks to its service commitment of
fast turnaround, adopts a more objective, bright-line test approach,
removes the suspicion against small companies as some in the
market have suggested. Completion of vetting within the effective
period of an application (i.e. six months) should be the norm rather
than the exception. Doing that will make a GEM listing application
more predictable (using objective rather than subjective test) and
less costly, and increase the overall attractiveness of a GEM listing.

Secondly, to relax restrictions over mergers and acquisitions by
existing GEM companies. A key feature of the CP is a streamlined
transfer to the Main Board for existing GEM companies. But the pre-
condition of a transfer is getting to the profit threshold of HK$80
million. This is extremely challenging under the subdued economic
climate currently. Apart from seeking organic growth, companies
might resort to mergers and acquisitions to expand their scale of
business and profitability. But unfortunately, this route is basically
shut due to the Exchange's regulatory approach and stance towards
smaller companies in the past years for tackling the shell listing
problem. But again, since the shell listing issue had been dealt with,
the Exchange should relax its restrictions over M&A and injection of
new assets, especially those akin to the existing business. Companies
should also be allowed to explore new
business fields outside of their existing
ones which can leverage on their own
industry experience, technical know-
how and client network. Allowing
existing GEM companies to proceed
with transactions for business
expansion would create positive
expectation of growth that would
attract investors and lead to higher
market turnover. This would only be
beneficial to all shareholders and have
positive effects on market liquidity,
which is what plaguing GEM right now.

The Chamber supports a vibrant
securities market in which companies
of all types and sizes can be
accommodated. HKEX, being a
monopoly exchange operator, have
due obligations to service smaller
companies as well, which are an
important pillar of our local economy.
Facilitating their growth is to support
the continual economic development
of Hong Kong which is much needed
at this particular moment in time.
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I_l ong Kong's listed firms will soon begin shifting from a ‘comply-
or-explain’ approach to obligatory climate-focused financial
disclosures. This follows the environmental, social and governance
(ESG) code updates by the Hong Kong Stock Exchange on 14 April
2023. These changes are aligned with the International Sustainability
Standards Board's climate standard (S2), as detailed in the new listing
rules (Part D of Appendix 27).

The new framework on climate disclosures emphasizes four pillars:
governance, strategy, risk management, and metrics and targets.
Issuers are expected to deliver detailed qualitative and quantitative
insights on emissions and include forward-looking components such
as transition plans and scenario analysis.

The enforcement date of these amendments to the listing rules,
which was originally set for 1 January 2024, has been postponed
to 1 January 2025, as per the latest HKEX announcement. This has
been done to give issuers sufficient time to adapt to the upcoming
climate-related disclosure mandates and ensure smoother transition
and better compliance.

Notwithstanding the extended timeline, companies would need to
begin preparations to ensure full compliance by 2027 and adhere to
the provisional guidelines during the interim period.
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Towards Enhanced Climate Reporting: Three Focus Areas
While many organizations have already begun preparations to
address the upcoming obligations, the extent and rigor of required
disclosures present multiple challenges for issuers. Substantive
quantitative and qualitative reporting will necessitate robust climate
accounting and practices supplemented by ongoing improvements.

This article offers focused guidance on three key areas of
compliance: refinement of Scope 3 emissions disclosure, application
of climate scenario analysis, and financial impact assessment of
climate-associated risks and opportunities.

Our aim is to facilitate a phased, science-based reporting on climate
by aligning industry best practices with regulatory expectations.

Focus Area #1: Scope 3 Emissions Data Collection,
Measurement and Reporting

Issuers are now required to provide detailed quantitative Scope 3
disclosures, including sub-categories, measurement methods, and
any omissions. As of 2022, only 31% of issuers reported Scope 3
emissions, according HKEX. While the new directive offers a two-year
transition period, comprehensive reporting is challenging especially
for small and medium enterprises and companies with many
subsidiaries and unlisted suppliers. Demand for non-public supplier
emission data, methodological complexity and lack of direct control
by companies compound these challenges.

Issuers could use the GHG Protocol or local standards for emissions
calculations. In the interim period, those unable to fully report Scope
3 emissions should at least aim to disclose reasonable information on
emissions across the value chain and information related to the work
plan, progress and timetables.

Guidance

1. Prioritize key categories: Begin with key subcategories such
as purchased goods, capital goods, employee commuting and
business travel. Though all 15 Scope 3 emission categories will
eventually need reporting, prioritizing key categories that make
a significant contribution to emissions across many sectors is a
good starting point. Then, finalize categories based on industry
specifics and guidelines from entities like the CDP.

2. Define value chain and emission boundaries: Companies must
carefully map their value chain, encompassing all upstream and
downstream actions, and set corresponding emission boundaries.
This process should factor in elements such as scale, control/
influence, business risks, and sector-specifics.

3. Employ credible data sources and methods: Based on their level
of expertise, companies should employ a variety of measurement
methods and data sources using internal and external avenues,
to accurately gauge Scope 3 emissions. Engaging a third-
party service provider equipped with a credible environmental
accounting model, complemented by primary data for specific
upstream and downstream impact categories, is recommended.
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4.

6.

Implement digital data solutions: Employ advanced digital
platforms to optimize data gathering and analysis, bolstering the
reporting accuracy and third-party validation.

Engage finance and procurement departments: Early in the
reporting process, it is important for the finance and procurement
departments to compile a comprehensive supplier list. Firms
need to encourage their suppliers to publicly disclose emissions
and obtain third-party assurance.

Transition to a supplier-specific emissions approach: As
companies become more adept at reporting, a shift from a
spend-based approach to one that emphasizes supplier-specific
emissions becomes necessary. This transition can be further
enriched by insights obtained from product life cycle analysis,
assisting companies in pinpointing emission-intensive areas and
planning strategies for decarbonization across the supply chain.

Focus Area #2: Climate Scenarios and Target Setting

The guidelines emphasize using scenarios, narratives and targets to
evaluate and guide climate-related risks and opportunities. Issuers
are advised to develop scenarios considering alignment with climate
agreements and disclose inputs, timeframes and assumptions.
While qualitative narratives may initially be used, quantifications are

anticipated to become mandatory over time.

Further, the Hong Kong
SAR government is
committed to reaching
carbon neutrality by
2050 with an interim
goal to halve carbon
emissions by 2035 from
2005 levels, aligning
with Mainland China’s
ambition to reach peak
CO2 emissions by 2030
and carbon neutrality
by 2060. Given these
ambitions, issuers must
promptly set climate
targets to counter
impending transition
risks. Issuers are urged
to define distinct
climate objectives, track
their progress, and
communicate these aims,
highlighting the Board’s
and management’s
involvement. It is also
vital to assess whether
these climate targets
influence remuneration
policies.
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Guidance

1.

Set up climate governance and oversight: Implement robust
governance and expert teams to oversee scenario analysis,
planning, risk management and target setting.

Build climate narratives: Craft detailed, plausible narratives
outlining business transformation under policy and market
variations over short, medium, and long terms. Starting
qualitatively, issuers can later quantify pathways and outcomes.

Select appropriate scenarios: Firms should select scenarios to
assess resilience against diverse climate futures. For transition
risks, it is advised to choose structured pathways aligned with
2°C or lower and contrast with high carbon scenarios. For
physical risks, use high emissions trajectories predicting warming
exceeding 3°C by 2100, and milder scenarios. Integrating
location and industry-specific data into these scenarios can refine
strategic planning across varied climate trajectories.

Ensure data and model integrity: Use scenarios from established
sources such as IPCC, IEA and NGFS that span a wide range of
possible futures aligned with climate science. Issuer can initially
leverage existing scenarios and models provided by third-party
providers and gradually develop their own in-house modeling
capabilities.

Set targets: Firms will need to decide on the scope, baseline
year and intended use of carbon credits. Define short, medium,
and long-term emission targets aligned with science-based
targets. While emission intensity target is allowed by ISSB climate
standard and the exchange, it is best to adopt absolute targets to
drive transition to Net Zero.

Evolve a decarbonization strategy: Firms will need to evaluate
the potential decarbonization levers for meeting emission targets,
weighing abatement costs, ROI, and soft benefits. Eventually,
disclosure on financing of transition plans, including R&D and
capex, will be required by stakeholders.

Focus Areas #3: Reporting Financial Impact of Climate
Risks and Opportunities

Issuers must assess and disclose climate impacts on business, strategy
and finances over time horizons. Demonstrating resilience through
analysis is key. They need to quantify, where possible, climate effects
on recent financials, performance, and cash flows, specifically on:

1.

4.

Asset and business proportions exposed to transition and
physical risks

Asset and business proportions contributing to climate
opportunities

Expenditure, financing and investments regarding climate risks
and opportunities

Internal carbon pricing for internal decision making
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Initial qualitative analysis is acceptable paired with workplans,
timelines and updates. Quantitative impact modelling faces
complexity due to uncertainty over long timeframes and limited
historical data/tools.

Guidance

1.

Emphasize governance and strategy: Ensure Boards and
senior management prioritize climate risks and opportunities,
establishing governance structures and company-wide strategy
development.

Develop climate impact metrics: Establish custom and useful
metrics to quantitatively track and qualitatively assess climate
impacts on priority business areas over time.

Analyze transition risks: Analyze potential financial effects of
policy/legal changes and market shifts under climate pathways in
the short, medium, and long run. Consider estimated impacts of
policy measures (e.g., carbon tax pricing), and market risk (supplier
exposure to climate) on operating profits and margins.

Assess physical risks: Conduct location-specific physical risk
assessments evaluating the impact of various hazards (e.g.,
coastal flood, water stress, extreme heat, and tropical cyclone) on
firm’s physical assets under climate scenarios. Leverage tools to
quantify potential operational/supply chain disruption impacts, as
well as financial implications of climate-driven stranded costs.

Integrate quantitative forecasts in planning: Develop internal
capabilities and tools to refine analyses into increasingly
quantitative forecasts integrated into planning and disclosures.

Conclusion

As Hong Kong leads in new climate-related financial regulations,
firms are compelled to adapt swiftly. This entails enhancing climate
accounting, refining disclosure practices, and integrating both
qualitative and quantitative data into their reporting frameworks.
By aligning with these mandates, companies can not only ensure
compliance but also fortify their position in a sustainability-driven
business environment. The path forward is demanding, but will pave
the way for a resilient and responsible corporate landscape in Hong
Kong.

Rahul Agarwal

Head of ESG Research Services
CRISIL Global Research & Risk Solutions

Jose Ordonez

Market Head of APAC
CRISIL Global Research & Risk Solutions
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ith many parts of the world suffering from increasingly severe

heatwaves and other natural and human calamities, the United
Nations reports that only 12% of the targets associated with the
Sustainable Development Goals (SDGs) are on track to be met by
2030. More than ever, it behooves us to understand why.

Progress has been hampered by the “polycrisis” of COVID-19,
climate change, biodiversity loss and pollution, wars in Ukraine and
elsewhere, rising debt distress, and food and energy shortages. The
annual SDG financing gap has widened from $2.5 trillion in 2015
to more than $4 trillion in 2023, and developed countries still have
not fulfilled their promise, made in 2009, to provide $100 billion in
annual climate financing to developing countries starting in 2020.

Worse, the most recent assessment by the Intergovernmental Panel
on Climate Change warns that we are poised to overshoot the 1.5°
Celsius global-warming target enshrined in the 2015 Paris climate
agreement. That means climate-related damages will likely increase
even further.

But disappointing progress toward the SDGs and a net-zero economy
is not universal. Between 2016 to 2023, China rose in the SDG Index
rankings from 15th to 13th among G20 countries. Out of all 166
countries measured, it now ranks 63rd. Similarly, in September 2020,
China announced that its annual carbon dioxide emissions would
peak by 2030, and that it would aim to achieve carbon neutrality
by 2060. As of this year, it has already passed the halfway mark
in its emissions-reduction efforts, making it one of only four G20
economies to do so (alongside Germany, the United Kingdom, and
the United States).

According to a June 2023 report from the World Economic Forum,
“China ranks 17 out of 120 countries on the [WEF's 2023 Energy
Transition Index] and is a new entrant in the top 20 countries.”
True, the same report also notes that China, “is among the biggest
producers and consumers of energy in the world while also being
one of its biggest [greenhouse-gas] emitters, currently accounting for
one-third of the total global GHG emissions.” But according to the
Chinese Ministry of Ecology and Environment, China’s CO2 emissions
per unit of GDP decreased by approximately 48.4% between 2005
and 2020, exceeding its commitment to achieve a 40-45% reduction.
Moreover, China’s carbon intensity declined by another 3.8% in 2021,
implying a reduction of more than 75% since 1990.

Such advances have been achieved through the aggressive use
of alternative energy sources. In 2022, China added 152 million
kilowatts of renewable-energy generation, accounting for 76.2% of
the country’s new electricity capacity that year. Renewable-energy
output reached 2.7 trillion kilowatt-hours, representing 31.6% of total
electricity consumption, a 1.7 percentage point increase from 2021.

China owes this progress to its extensive planning and
implementation capacities, and to its use of state-owned enterprises
(SOEs) and banks to drive change across the economy. After the
UN adopted the SDGs in 2015, China established a cross-sectoral
coordination mechanism consisting of 45 government agencies
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whose task was to break down the 2030 agenda and delegate
specific targets through national, provincial, and municipal plans.

Similarly, to accelerate the energy transition, China established a
"1+N" policy system for pursuing peak emissions and then carbon
neutrality. The central government sets carbon-neutrality goals based
on recommendations from provincial governments, and determines
which sectors and industries will be necessary to achieve it. Local
governments then take responsibility for shaping and implementing
specific policies. As of this month, China has (since 2017) approved
572 "ecological civilization construction demonstration zones,” each
of which sets limits on emissions intensity and energy consumption
per unit of GDP.

China’s governance system has proven to be well adapted to public
project management, owing to national fiscal transfers and the ability
to ensure that staff are trained at all levels of project implementation.
Between 2012 and 2020, China invested nearly RMB1.6 trillion ($219
billion) in poverty reduction (advancing SDG 1) and training 368.8
million people to serve as local officials and technical specialists
(SDG 8). Using the same centralized project-management system,
the government was able to mobilize a RMB105 billion budget for
health-care infrastructure (SDGs 3 and 9) over the three years of the
pandemic.

China also benefits from its dual tools of “implementation plus
finance,” which enable it to leverage Sinopec, CNPC, State Grid,
LONGi Green Energy, and other relevant SOEs in the service of
national goals. Though Sinopec is known as a major oil and gas
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company, it has pledged to achieve peak carbon by
2030 and carbon neutrality by 2050. Hence, in 2021, it
broke ground on the world’s largest photovoltaic green
hydrogen project, in Kuga, Xinjiang. Meanwhile, power
companies such as State Grid and Southern Grid have
been developing carbon-credit trading and carbon-
neutral bonds, as well as investing in clean energy and
digitization to improve emissions management.

Different elements in China’s energy and infrastructure
transition are being led by different levels of
government, corporations, and financial institutions;
but all of it is coordinated. For example, the National
Development and Reform Commission is responsible
for ESG (environmental, social, governance)
considerations and the creation of a sustainable-finance
policy, while state-owned banks have extended “green”
loans to support various corporate initiatives.

From 2017 to 2021, China was the only developing
country among the world’s top ten green-bond
markets; and since 2021, it has ranked second (after
the US) globally, with a RMB27 trillion green-bond
market as of June 2023. In 2022, with support from
the central bank’s carbon-reduction finance facility,
Chinese financial institutions issued green loans totaling RMB750
billion, representing an annual reduction of 150 million tons of CO2
equivalent.

But Chinese firms are facing headwinds when it comes to achieving
economies of scale in solar and electric vehicles (EVs). The European
Union recently announced a border-adjustment tax on imports of
carbon-intensive goods, including cement, iron and steel, aluminum,
fertilizers, electricity, and machinery. Many Chinese exports to Europe
therefore will face higher levies, even though China has already
reached globally beneficial economies of scale in other areas of
energy- and carbon-efficient production.

Such policies risk discouraging investments in the energy transition.
How major economies address the carbon-origin question in the
context of today’s complex global value and production chains will
be crucial. The lack of global consensus will almost certainly hamper
progress toward the SDGs.

Andrew Sheng
Distinguished Fellow at the Asia Global Institute
University of Hong Kong

Xiao Geng
Chairman of the Hong Kong Institution for International Finance
Professor and Director of the Institute of Policy and Practice
Shenzhen Finance Institute
The Chinese University of Hong Kong, Shenzhen
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Google search on the term risk management’ returns 4,260 million

results in 0.38 seconds as compared with ‘Xi Jingping” with 63.4
million results in 0.35 seconds. Risk management is important from
nations to companies to professional bodies. On the national front,
President Xi has already warned back in 2019 to ‘alert to Black Swan
and prevent Gray Rhino’ in managing risks and events confronting
China. This FRA column will focus on the law and practice (including
procedures) relating to risk management that are relevant to (a)
companies (particularly companies listed on Hong Kong Stock Exchange
(HKEX)) and (b) professionals (with reference to law firms and solicitors).

Risk Management for Companies under Companies
Ordinance

Under section 388 of the Companies Ordinance (Cap. 622), directors
of a Hong Kong company are required to prepare for each year a
report that complies with (amongst other things) Schedule 5 to the
Companies Ordinance. Schedule 5 prescribes the contents of the
directors’ report as regards business review. Under paragraph 1(b)
of Schedule 5, a directors’ report for a financial year must contain
a business review that consists of ‘a description of the principal
risks and uncertainties facing the company’. In short, a company is
required to address risk management in its business review under the
Companies Ordinance.

Under paragraph 28(2)(d) of Appendix 16 of the Main Board Listing
Rules (relating to the disclosure of financial information), a listed
company (whether or not it is incorporated in Hong Kong) shall
include disclosures required under Schedule 5 to the Companies
Ordinance, including, the description of the principal risks and
uncertainties facing a listed company.

Under the law and/or the Listing Rules, a Hong Kong company or a
non-Hong Kong company listed on HKEX is required to disclose the
principal risks and uncertainties facing that company under paragraph
1(b) of Schedule 5 to the Companies Ordinance.

Risk Management for Listed Companies under Main Board
Listing Rules

For all companies listed on HKEX, they are subject and are required
to comply with the Listing Rules including the Corporate Governance
Code (CG Code) under Appendix 14 of the Listing Rules. Under
the CG Code, the requirements are set out as (a) principles of
good corporate governance (Principle), (b) code provisions (CPs)
and (c) recommended best practices (RBPs). Under the comply or
explain regime, CPs are required to be complied or explained with
their non-compliance by listed companies. RBPs are not required
to be complied nor explained but are encouraged to do so. Risk
management and internal control are prescribed and regulated under
D2 of the CG Code with one (1) Principle, seven (7) CPs (CP D.2.1 -
D.2.7) and two (2) RBPs (RBP D.2.8 and D.2.9).

Under the Principle, it provides that ‘the board is responsible for
evaluating and determining the nature and extent of the risks it is
willing to take in achieving the [listed company’s| strategic objectives,
and ensuring that the [listed company] establishes and maintains
appropriate and effective risk management and internal control
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systems. Such risks would include, amongst others, material risks
relating to ESG [Environmental, Social and Governance]. The board
should oversee management in the design, implementation and
monitoring of the risk management and internal control systems,
and management should provide a confirmation to the board on the
effectiveness of these systems'.

Under CPs, the following are provided. Under D.2.1, ‘the board
should oversee the [listed company’s] risk management and internal
control systems on an ongoing basis, ensure that a review of the
effectiveness of the [listed company’s] and its subsidiaries’ risk
management and internal control systems has been conducted at
least annually and report to shareholders that it has done so in its
Corporate Governance Report. The review should cover all material
controls, including financial, operational and compliance controls’.

Under D.2.2, ‘the board’s annual review should, in particular, ensure
the adequacy of resources, staff qualifications and experience, training
programmes and budget of the [listed company’s] accounting,
internal audit, financial reporting functions, as well as those relating
to the [listed company’s] ESG performance and reporting'.

Under D.2.3, ‘the board’s annual review should, in particular, consider:
(a) the changes, since the last annual review, in the nature and extent of
significant risks (including ESG risks), and the [listed company’s] ability
to respond to changes in its business and the external environment;
(b) the scope and quality of management’s ongoing monitoring of
risks (including ESG risks) and of the internal control systems, and
where applicable, the work of its internal audit function and other
assurance providers; (c) the extent and frequency of communication of
monitoring results to the board (or board committee) which enables
it to assess control of the [listed company] and the effectiveness of
risk management; (d) significant control failings or weaknesses that
have been identified during the period. Also, the extent to which they
have resulted in unforeseen outcomes or contingencies that have
had, could have had, or may in the future have, a material impact on
the [listed company’s] financial performance or condition; and (e) the
effectiveness of the [listed company’s] processes for financial reporting
and [Listing Rules] compliance’.

Under D.2.4, ‘[listed companies] should disclose, in the Corporate
Governance Report, a narrative statement on how they have
complied with the risk management and internal control code
provisions during the reporting period'.

Under D.2.5, ‘the [listed company] should have an internal audit
function’.

Under D.2.6, 'the [listed company] should establish a whistleblowing
policy and system for employees and those who deal with the [listed
company]...to raise concerns, in confidence and anonymity, with the
audit committee... about possible improprieties in any matter related
to the [listed company]'".

Under D.2.7, ‘the [listed company] should establish policy and system
that promote and support anti-corruption laws and regulations’.
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For RBPs, under D.2.8, ‘the board may disclose in the Corporate
Governance Report that it has received a confirmation from
management on the effectiveness of the [listed company’s] risk
management and internal control systems’.

Under D.2.9, ‘the board may disclose in the Corporate Governance
Report details of any significant areas of concern’.

The above relate to companies listed on the Main Board under the
Main Board Listing Rules and similar provisions are contained in the
GEM Listing Rules for companies listed on GEM.

Risk Management for Solicitors

The qualification, admission, training and practice of Hong Kong
solicitors are subject to and regulated by the Legal Practitioners
Ordinance (Cap. 159). In relation to risk management education,
the Council of the Law Society has pursuant to section 73 of the
Legal Practitioners Ordinance adopted the Legal Practitioners
(Risk Management Education) Rules (Cap. 159Z) (RME Rules) to
implement a programme of training on risk management known as
the 'Risk Management Education (RME) Programme’ applicable to all
solicitors, trainee solicitors and foreign lawyers.

Under section 5 of the RME Rules, a person who becomes
a solicitor, a trainee solicitor or a foreign lawyer is required
to complete all general RME core courses within the
practice year. Under section 6, a solicitor who becomes
a principal is required to complete all general RME core
courses within the practice year. For the purpose of the
RME Rules, risk management is defined as ‘any action or
plan of action the objective of which is to minimize the risk
of a person’s exposure to claims against him in the course
of his professional practice and to reduce the extent of
loss which may arise from such claims’. RME course means
any workshop, lecture, seminar, course, programme of
instruction or any other activity conducted by the Law
Society or by any entity authorised by the Law Society.

Under section 7, a solicitor or a foreign lawyer is required
to complete at least 3 hours of elective RME courses within
the practice year failing which he is required to complete
at least 6 hours of elective RME courses within that practice
year and the first succeeding year. Under section 8A, the Law
Society may grant exemption. Under section 9, solicitors are
required to keep record of completion of RME courses and to
make the records available to the Law Society for inspection.

Under the RME Rules, RME courses are not defined and
specified and will deem to be RME courses if conducted by
the Law Society or authorised by the Law Society. Accordingly,
the RME courses that are currently offered are quite diversified
that some RME courses are not technically related to risk
management. In addition, the RME Rules are only applicable
to solicitors and foreign lawyers individually and not applicable
to law firms. Law firms are not required to prepare and
submit any risk management reports to the Law Society.
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Risk Management Practice
Currently, there are two risk management frameworks that are

commonly adopted for risk management, namely,

(a) Enterprise Risk Management — Integrated Framework developed
by COSO (COSO Framework); and

(b) 1ISO 31000 Risk Management — Principles and Guidelines
developed by ISO.

In Hong Kong, the COSO Framework is more popular and is
adopted and used by many listed companies in preparing their risk
management and internal control reports under and for the purpose
of Listing Rules.

As regards risk management practice, the following are standard
procedures, namely,

(a) identification of risks and risk factors;
(b) assessment of risks; and
(c) control and management of risks.

Identification of Risks and Risk Factors

Contrary to the popular understanding, risk factors were not first
used in management context but were first appeared in medical
context in assessing risks in heart attack based on risk factors that
were identified under the Framingham Heart Study in 1948. Today,
Framingham Risk Score is still used to assess 10-year risk of heart
attack or death based on your age, sex, smoking habit, cholesterol
and blood pressure. In company perspective, different industries
and different companies will have different risks and risk factors that
are required to be identified. Common risks faced by companies
are strategic risk, compliance risk, financial risk, operational risk,
domestic and international market risk and competitive risk. In
addition, a company must bear in mind Black Swan risks and Gray
Rhino risks. A Black Swan is a highly improbably major risk event
that diverges beyond what is normally expected and is extremely
difficult to predict with a massive impact. The Gray Rhino concept
refers to risks with a high chance of occurring and a massive impact
if they happen, but companies fail to recognize them as threats and
overlook their obviousness.

Assessment of Risks

Once the risks are identified, they will be measured and assessed.
Risks may be assessed qualitatively by professional judgement or
quantitatively by risk assessment models, the most common of which
is the Monte Carlo simulation and risk analysis model. In Hong Kong,
most risks are assessed by the directors based on their professional
judgement and business acumen. After assessment, the risks are
classified into low, medium and high risks with low, medium and high
financial and operational impacts. This likelihood (of risk occurrence)
and impact (financial or operational) is then contained in the
likelihood and impact grid. A company will focus its attention on the
risks with high occurrences and high financial impacts. Whether and
to what extent a company will undertake a risky event will depend on
its risk philosophy and its risk tolerance and appetite.
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Control and
Management of
Risks

Once the risks are
identified and assessed,
a company will respond
to those risks, including,
risk avoidance (or risk
elimination, if possible),
risk reduction (or
risk mitigation), risk
sharing (or risk transfer,
if possible) or risk
acceptance. Normally,
a company will accept
an event with a low risk
or low financial impact
and will avoid an event
with a high risk or
high financial impact.
In between, directors
will consider ways and
means to control and
manage those risks.
Control activities are
activities undertaken by
a company to reduce
or mitigate the inherent
risks so that after taking
such measures, the
residual risks are reduced or mitigated to a level that is acceptable to
such company. The control activities taken will depend on the nature
of the event, the risks associated with such event, and the risk profile
and philosophy of such company.

After the risks of the company are identified and assessed with
control activities taken, a risk management report will be prepared
and approved by the board of the company. The risk management
report will be reviewed and updated on a regular basis to see if
there is any change as regards the company’s risk profile and risk
management.

For solicitors and others who are subject to the RME Rules, they are
only required to attend RME courses as required of them or perform
other RME activities that are approved by the Law Society. They
are not required to submit any report of their RME activities to the
Law Society but are required to declare their compliance with the
RME Rules when applying for their practising certificates (to enable
them to practise law in Hong Kong under the Legal Practitioners
Ordinance).

Vincent P C Kwan
Solicitor/Certified Public Accountant (Fellow) (Non-Practising)
Master of Medical Sciences (Distinction) (HKU MED)
Member (Formerly Chairman), FRA Committee
The Chamber of Hong Kong Listed Companies
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In Review / Past Activities SEE)ER

CHKLC Director Training Series 2023 [Webinar]

CHKLC ES15FIFFER3) 2023 [#R CHAETE]

14/09/2023 Session 4: Governance and Oversight Over Digital Transformation in Modern
Business Operations
Speakers: Mr Pokit Lok, Principal of Risk Advisory, BDO; and Mr Andrew Yung, Senior
Manager of Digital Transformation Services, BDO

Bl : HNEXRESEPHREENESNEE
BE  UERRARZARBEE BRLTE  RUSEREREBLRFSRICE SEMEE

12/10/2023 Session 5: New Requirements of ISSB Standards and Reporting Trend Update
Speaker: Mr Ricky Cheng, Director & Head of Risk Advisory, BDO

Bt : BT FEERENESENRNENERRBSEAEN
BE  UERRESRARZHIRGRE MCETE

09/11/2023 Session 6: Annual Regulatory Update 2023
Speaker: Mr Daniel Wan, Partner, Head of Capital Market, Grandall Zimmem Law Firm

By : 2023 EHEEEIRBIEBIZEETHIE
BE @SR (B8) SHHaMNA - BEEATIEIEE BERE

16,/08/2023
CHKLC General Committee Attended The 30th Anniversary Celebration of H-shares

Members of the Chamber General Committee were invited to attend this ceremony by HKEX to commemorate this important
milestone of Hong Kong's securities market.

EEHEZEE LR HIRMIL 30 BFEEE)
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21/08/2023

2023 Policy Address Consultation

Chamber Deputy Chairperson Eirene Yeung and CEO Mike Wong attended
this consultation. WWong commented it was very important to assure the
international business community of Hong Kong’s unigueness under “One
County Two Systems” in order to restore their confidence, and that there was
a need to continue to build business and investment ties with the Middle East
to attract their capital to our market.
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04/10/2023

2023 ESG and Green Finance Opportunities Forum
Venue: Ballroom, JW Marriott Hotel Hong Kong
Keynote Address: Mr Michael Wong Wai-lun, Deputy
Financial Secretary of the Government of the HKSAR
Luncheon Keynote Address: Dr Hong Lan, Deputy
Director of Center for Eco-Finance Studies, Renmin
University of China

This annual ESG-themed Forum was successfully held once
again. A detailed account of this Forum can be found in the
Special Feature section in this issue of Momentum.
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17/10/2023
CHKLC Holds GEM Listing Reforms Consultation
Members Sharing Session

In preparation for our submission to the HKEX consultation
on GEM Listing Reform and to ensure our GEM company
members’ views would be adequately accounted for, a sharing
session was held and it was attended by GEM companies as
well as law firms and corporate finance advisors involved in
GEM listings. There was fruitful exchange of views during the
session. Their opinions were incorporated in the Chamber’s
submission to HKEX and can be read in the Talking Point
column of this issue of Momentum.
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19/10/2023
CHKLC Lunch with SenseTime

A luncheon presentation was given by member company SenseTime to fellow Chamber members on the latest trends and
applications of Al in the Mainland and how Hong Kong businesses can further benefit from this growing development.

BHESPIRTES
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31/10/2023

Meeting with the Secretary for Financial Services and the Treasury, Mr Christopher Hui Ching-yu, on
the Financial Services Network

Chairperson Catherine Leung and CEO Mike Wong participated in this session which aimed to explain the latest Policy
Address’ initiatives concerning the financial markets. Leung expressed that there needed to be a coherent Middle East
strategy steered by a special government agency with staffers on the ground in different Middle Eastern countries. On the
GEM Listing Reform, Wong remarked that for GEM to be revitalized, a more welcoming approach to smaller IPO applicants
must be adopted.SenseTime to fellow Chamber members on the latest trends and applications of Al in the Mainland and
how Hong Kong businesses can further benefit from this growing development.
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13/11/2023
SFC Forum on Sustainability Disclosures: Developing a Local Ecosystem with World-class Regulation

5% Ea = AR R IR FRmIE - SER AR FIREEN LR

20/11/2023

IESGB x IFTA Annual Conference by the Institute
of ESG & Benchmark (IESGB) and Institute of
Financial Technologists of Asia (IFTA)

IESGB Mo ilERIRHZ A2 E (IFTA) E2IEAY
IESGB x IFTATEE

CEO Mike Wong participated in these two forums
as a panelist to share his views on the challenges
of listed companies, especially the smaller ones, in
complying with the increasingly stringent climate-
disclosure requirements. While suggesting the regulators Chamber provide more

education and assistance to smaller companies, he also urged companies to avail
themselves of technology solutions to help manage the work of collecting and
collating emission data of the supply chain and predicting climate scenarios and
their impact on their company’s finances.
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1517/11/2023
Beijing Members Visit

In order to cultivate stronger
ties with members based in
Beijing and to understand their
views and concerns about their
listing in Hong Kong, a visit was
made by Chamber CEO Mike
Wong and Membership Services
Committee Chairman Dr Maurice Ngai. Visits were paid to six member companies,
namely China Life Insurance, ICBC, Meituan, Alnnovation, Xiaomi and Phoenix
Media as well as non-member company JD.Com. A wide range of matters were
discussed, including the challenges of complying with climate-related disclosures
and insufficient market liquidity of Hong Kong. Their views will be reflected to the
authorities in suitable occasions and will help us provide better services to members.
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29/11/2023
2024-25 Budget Consultation-Session: Financial and Related Professional Services Sector

Chamber Chairperson Catherine Leung and CEO Mike Wong attended the captioned Consultation where Leung reiterated
the need to create a special government body to spearhead a coherent Middle East strategy to attract their capital to our
market. WWong commented on the issue of low market liquidity, listed companies in the mainland technology sector were
hardest hit because of western investors’ cautiousness. He recommended that the quaota of the Stock Connect be expanded
so that more mainland capital can flow to these stocks and that the inclusion criteria of stocks into Stock Connect be relaxed
so that more companies can be benefitted by the Scheme.
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Upcoming Events RIREE)

14/12/2023 Hong Kong Corporate Governance and ESG Excellence Awards Ceremony
2023 cum CHKLC 21st Anniversary Celebration Gala Dinner
Venue: Grand Ballroom, Grand Hyatt Hong Kong
Keynote Speaker: Professor Nancy Y. IP, President and The Morningside Professor
of Life Science, The Hong Kong University of Science and Technology
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Please watch out for further information on the above events from the Chamber. For enquiry, please contact the Chamber’s
Secretariat (Tel: (852) 2970 0886-7 / Email: info@chklc.org).
BRDEENZHE - FREAELMNER - MEE - BEASW SR (855 : (852) 2970 0886-7 / &BE : info@chklc.org) e
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Keynote Speaker XiHiHERE
Professor Nancy Y. IP, PhD, SBS, BBS, MH, JP

President and The Morningside Professor of Life Science
The Hong Kong University of Science and Technology
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THE GULFSTREAM
DIFFERENCE

Your success is our inspiration. Every investment

we make—in advanced technology, sustainability
innovation, precision manufacturing and worldwide

customer support—is an investment in you.

&2
Gulfstream®

A General Dynamics Company





