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Message from Dr Ma Jun Foreword

Our planet is endangered by mounting environmental challenges including accelerating global
warming. it is now a global consensus that sustainability and ESG factors must be integrated
into corporate governance. As the largest developing country, China has identified poliution
prevention and control as one of its “Three Tough Battles”, incorporated green development
into its development philosophy. and placed green hnance on the top of its financial
development agenda.

China's green hnance industry has grown rapidly, lsading the world in areas such as incentive
measures, local pilot projects, green bonds, green industriai funds, envircnmental stress
tests, s well as green assessment and certification. However, participation by corporations
and market Irvestors lags behind.  One main reason is the lack of ESG disclosure and the
misconception that & company's ESG performance doesn't correlate with its financial
performance.  In reality, studies have shown that in general, a company's financial
perforrmance — In terms of the probability of loan defaults and its share price performance —
has a positive comrelation with its ESG performance. For example, from 2013 to 2017,
twenty-one major banks in China reported that their green loans” NPL (non-performing loan)
ratio averaged merely 0.37%, substantialy lower than the 1.69% ratio of these banks' entire
loan portfolio. From the fund industry’s perspective, several studies around the world have
shown higher long-term returns on ESG indicas compared with general market aquity Indices.
A5 such, a growing number of asset-management frms are iIncorporating non-hnancial
metrics, or ESG metrics, as part of their due diligence processes on companies.

The key approach for companies to disclose ESG Information Is through the publication of
ESG reports, sustainabllity reports of corporate social responsibliity (CSR) reports. These
reports  provide stskeholders, including investors, with information on  companies’
performance in social, snvironmantal, aconomic and govemance. They showcase their
corporate values, governance models and serve as the link betwaen their corporate strategles
and the ways toward regional and global sustainable development

| believe that enhancing the transparency of corporate ESG govemance and ESG information
disclosure can contribute significantly to the further devalopment of green finance. The use
of effective ESG analytical methods and models based on corporate ESG-related information
and material will also halp banks and Investors identify potential negative environmental and
social impact on their portfolios and encourage financiers to allocate more resources 10
green imvesiment,

Against this backdrop, the Hong Kong Green Finance Association (HKGFA) and CECEP
Environmental Consulling Group Limited (CECEPEC) (hersinalter referred to as “we") jolntly
initisted this stock-taking study based on a survey of 50 listed companies in the China
market, & review of governance information from ESG disclosures by the 50 Hang Seng Index
{HS1) Constituents . and an analysis on the latest ESG reports of 374 companies listed in
Hong Kong

We belisve that this study will help market participants and regulators understand the status
quo of companies’ ESG disclosure and identify the barriers 1o further improvement in
disclosure. Further work based on this study will be needed to develop more concrete
options for enhancing ESG disciosure among fisted companies and the corporate world in
general

e

Dr. Ma Jun
Chairman of Green Finance Committes, China Soclety for Finance & Banking

Chairman and President of HKGFA

In response to today's severe economic, social, and
governance challenges, 193 Member States of the United
Mations unanimously adopted the 2030 Agenda for
Sustainable Development and its 17 Sustainable Development
Goals in 2016, defining the global vision and priorities for
sustainable development in 2030, and mobilising forces from
governments, businesses and civil soclety to achieve these
comman goals.

For companies, as investors are becoming increasingly aware
that corporate financial statements alone may not necessarily
suffice in helping them to understand companies” access to
capital, cost of capital, potential risks and the ways in which
these risks are managed , an increasing numbar of investors
and rating agencies are now teking actions toe demand
companies to integrate ESG into corporate governanca and
business cperations. Meanwhile, regulators such as stock
exchanges have also played a key role in enhancing market
confidence and promoting ESG govemnance and disclosure.
Listed companies are becoming maore and more Tamillar with
disclosing their ESG governance and related performance
thraugh ESG reporting

With the accumulation of ESG integration experiences by
imvastars, the enhancement of ESG regulatory requiremants,
and the extensive practice of carporate ESG reporting, listed
companies are  embracing various opportunities  and
challenges In the process of sustainable development at
different stages. This report aims to help to achieve
consensus among regulators, investors, and companies, 1o
establish a solid foundation for better communication, and
ultimately to better reflect companies’ nesds to the market
and regulators, thereby further promoting green finance
development in the region and facilitating ESG policy
upgrading.

We hope that the findings and suggestions in this report will
offer you good insights intc the formulation and planning of
ESG strategies, and provide you a  comprehensive
understanding on ESG issues of listed compenies in the
China Market.

HKGFA and CECEPEC
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i 1 g IBQ’ irrForrnatlon, asa respc oo
We 'mmpm ummﬁon ‘companies’ performance a
- understandiny r ESG issuss, the d

have conductad a questionnaire survey and interviewed management persann&
I the China Markst between August and September 2018, Concurrently, to understand )

listed in Hong Kong .

The results of our survey and interviews reveal that over half of the companies’ management gave a positive evaluation of

ESG's fi in their comp ESG factors can affect intangible assets of an enterprise, such as reputation and
relationships with kay stakeholders, and therafore affect valuation and performance of companies . At the same time, some.

‘of the management personnel believe that overall ESG perlbmlmoe will have no impact on corporate positioning within an

industry, and thers is no significant correlation betwean ESG and corporate competitiveness. This is likaly attributed to the
fact that ESG performances are often difficult to be monetised. Compared with the financial income and expenditure,
investmant and retum of ESG aﬂ; difficult to be quantified, Effectively integrating ESG into corporate govemance prasent
a challenge to most ¢

The Insights

Survey and Interview

70% of respondents belleved that companies that attach

01 importance to ESG should have grester comparative
-advantages and are more competitive In the marketplace as
‘compared with their pears.

The use of resources, the conservation of nature and
04 environmental protection, environmental and social risk
management In supply chaln and product or service guality
are ESG topics considered to have a substantial impact on
corporate development at present, and in the medium and
long term. With the changes in environment and society,
greenhouse gas emissions and climate changs adaption
146% at present; 50% in the medium and long term), as well
as Informatisation and artificial intelligence (20% at prasent;
34% in the medium and long term) Increased by 4% and 14%
respectively, and are considered to have increasing impacts.
on companies in the medium and |ong term.

BB% of HSI constituents have disclozed information about
their  responsible  units  (committees or  working
groups/departments, etc.) within the companles for ESG
issues, while 12% of HS! constituents have not disclosed any
relevant information.

The Facts

Review of Disclosed Information

CLirTY \agement practices and ESG disclosures, we reviewed the governance information from ESG diaclm-
by the 50 Hﬂwg Seng [ndmg (HSI) constituents , and conducted an analysis on the latest ESG reports of 374 companies
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62% of respondents expressed that climate change
has an impact on thelr daily operations; among which
more than half belisved that they had already been
negatively affected by climate change at present.

Continuous tracking and improving performance on
ESG topics, setting relevant management objectives,
and reviewing their progress reqularly, have been
considared as the main strategies for companies to
integrate ESG Into their corperate gowernance at
present and in the next 10 years {82%), and as the
major direction of ESG Investment for companies over
the next 3 years (74%).

80% of the Hong Kong listed companies are found to
have disclosed their information in line with the
“comply or explain” provisions of the current ESG
Reporting Guids; regarding the “comply or explain”
provisions of the proposed amendments to the ESG
Reporting Guide issusd in May 2018 (the “Proposed
Amendments”), the percentage of companies
disclosed such information is roughly the same as
those did not, with some companies showing thay are
already well-prepared 1o respond to requirements of
the Proposed Amendments.

O 8 More than 90% of respondents expressed that they

had already incorporated ESG into their corporate

governance or considered to do so over the next three

years. However, more than 0% of respondents

belleved that the lack of expertise or experience in

tackiing with ESG issues could be @ major obstacle for

companies to incorporating ESG into their corporate
govermnance.
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About the Research:
.

Survey and Interview

e e
46% 54%
C-suite Other Management
Board Meamber Composition of Respondents = Board Secretary/
Chief Risk Officer/ Company Secratary
Head of Risk Management This report covers a total of 50 Hong Kong = Investor Relations Manager
Chief Sustainability Officer/ listed companies surveyed and interviewed * Asset Management Manager
Head of Sustainability between August and September 2019, * Senior ESG Manager

Chief Compliance Officer/

Head of Compliance

Chigf Investor Relations Officer/
Head of Investor Relations

Companies that were sur—
vayed and interviewed are
from eleven sectors based
on the Global Industry
Clagsificatlon  Standard
[GICE). The market capi-
talisatlon distribution of
companies comprises of
four levels, ranging from
“below HKD 10 billion™ to
“over HKD 1,000 billion”.
More than 80% of the
companies  have  their
major revenue source by
geographical region from
Mainland China, and the
rest have theirs from Hong
Kang, China and overseas.
In addition, nearly 70% of
the surveyed and Inter—
viewed companies in the
resgarch  are  central
state-owned enterprises
(cantral S0Es) and S0Es.

C-suite executives and other managament
personnel of these companies were invited
to participate in the survey and interview,

Source: CECEPEC

Manager of the Departrment
of Securities
Environmaental, Health &
Safety Manager
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Sectoral Distribution of Companies Surveyed and Interviewed

Consumer Discretionary [ 14%

Financials

Health Care
Communication Services
Energy

Consumar Staples

Real Estate

Industrials

Materials

Utilities

Infarmation Technology

I G %o

. 2%

I G0

. 2%

I 5%
I 4%
TS 1%
T | 1\ %
[ B
I 4%

Source: CECEPEC

38%

Below HKD 10 billion

6%

Hong Kong, China

4%

Owar HKD 1,000 billion

14%

HKD 100 billion to HKD 1,000 billion

Market Capitalisation
Distribution of
Companies Surveyed
and Interviewed

44%

HKD 10 billion to less than
HKD 100 billion

Source: CECEPEC

6%

Overseas
(Others countries or regions)

32%

Non Central SOEs/SOEs

Major Sources of
Revenues by
Geographical Region of
Companies Surveyed
and Interviewed

Source: CECEPEC

88%

Mainland China

Background of
Companies Surveyed
and Interviewed

68%

Source: CECEPEC Central SOEs/SOEs
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About the Research:

Review of Disclosed Information

To understand companies’ current performance regarding their
ESG governance and disclosure of ESG information, we have re-
viewed the governance information from ESG disclosures by all of
the current 50 H3I constituents | and have analysed the lstest ESG
disclosures of a total of 374 companies listed in Hong Kong.

Furthermore, we held an online seminar regarding the Froposed
Amendments of the ESG Reporting Guide and the Listing Aules in
May 2019, with a total of 98 Hong Kong listed companies partici-
pated In the saminar. We have collected and analysed the partici-
pating companies’ views on the Proposed Amendments. For more
information, please refer to the "Il The Facts” section of this report.

Current status of HSI constituents on
ESG governance disclosures

The review of governance information from ESG dis—
closures focuses on HSI constituents’ ESG gover—
nance structure, their ESG-related roles and duties,
and ESG governance practices through examination
of annual reports, ESG reports, company websites,
terms of reference (ToR) documents, and other pub—
licly available informatian.

Overall status of
ESG information disclosures of
listed companies in Hong Kong

The review of ESG Information disclosure In this
report was based on the requirements of The Stock
Exchange of Hong Kong (the “SEHK") ‘s current
ESG Rsporting Guide and the Propossd Amand-
ments. We analysed companies’ latest ESG reports,
sustainability reports or CSR reports to keep treck of
their ESG disclosure as well as to understand their
readiness for the Proposed Amendments.

The review of ESG Information disclosure examined
the 2018 ESG reports, sustainability reports or CSH
reports {published on or before 31 August 2019) of a
total of 374 companies listed in Hong Kong. ESG in-
formation on the environmental and social subject
areas of tha “comply or explain™ provisions of the
current ESG Reporting Guide and the Proposed
Amendments was collected and analysed based on
the disclosure requirements of these two guides. The
ESG information disclosure was categorised under
the following two situations:

08
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Aspects of
ESG
Disclosure

Description

ESG governance

Refers to whether a company discloses the establishmeant of responsible units for ESG In its corpo-

structure rate governance structure, such as committees, working groups and departments, and, where appli-
cable, the position of the head of the responsible units.

Duties of Refers to whether a company discloses the specific govemnance duties of the respansible units for

the responsible ESG:

unit for ESG = Identification of ESG topics

* Management of ESG toplcs
* Satting targets for ESG topics

ESG gaovernance
practices

Refers to whether a company discloses the implementation of a specific ESG governance practice,
for example, whether the compensation/bonus of Board members/C-suite executives are tied in
with the current ESG performance of the company, etc.

ESG Information
Disclosure Situation

Description

Contained
relevant disclosures

Disclosed ralavant information required by the “comply or explain® provisions in the current ESG Re—
porting Guide and the Proposed Amendments

Did not contain
relevant disclosures

Did not disclose relevant information required by the “comply or explain” provisions in the current
ESG Reporting Guide and the Proposed Amandmeants (regardiess of whether the company pravided
an explanation)

The Industry Distribution of the Companies with ESG Information Disclosures Reviewed

Consumer Discretionary
Financials

Health Care
Communication Services
Energy

Consumer Staples

Real Estate

Industrials

Materials

Utilities

Information Technology

[— ki
W0
I 5%

I 3%

I 4%

I 5%
b

T - """
T 8%
R

I G

Bowve: CECEPEC
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The Insights — Survey and Interview

Time considerstion for the Incorparation of ESG Ino carporats
Qovernanco:

66%

have Incorp: ESG into
Mrmwum

The function of ESG In companies:

a4

ESG serves as an (mportant part of business op-
erations, and can prmh:le hu:llspeﬂsahle Impelus
t across enwir

and soclal aspécts.

70

Companies that attach importance 10 ESG have

Intograting ESG into corporale govemancs: Tha main obatacion
oo ofed:
Identify ESG ESG issues are Lack of expertise
topics closely re— updated periodi- or experience in
Iated to cally to board tackling ESG
sustainabie de- membars/C-sulto 153U85,
velopment and executives accord-

- heep track of rel- ing 1o Intemat pro—
parfor cedures.

74%

Improve the
ability to keap

36%

s Facilitate communications
track of ESG ‘between the board and

topics, set up mmm man— -shargholders/investors on
agemant objectives, and ‘ESG issuns.
revlew progress regularly.

36%

Dotine responsibilities of the board /committes to
overses ESG issues. Only 8%
expect no ivestment in ESG in the next thrae
VRS,
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82% 1mF;"“"*ﬂa‘h}"?.';,."e'J AT A 80 mm;:'w m;ymganvs aoility 1o

Stakehalders of relatively higher Importance In current corporate development:

Climate changs:

The Facts — Review of Disclosed Information

52% 80%

disclosad information G!mi- Baard Commit- disclosed ESG/s00ial

about responsile a3 (ESG duties au- respanaibility man-

units for ESG - agement system ar
pated in EBB issues. palicy.

Elares i Stk 6, ofaing o thie 074 Horg Rong et compirie foisand
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| The Insights:
Current Corporate Views on ESG

To understand the current and future view of ESG from a corporate perspective, we surveyed and interviewed 50 Hong Keng listed
companies between August to September 2019, covering 11 sectors under the GICS industry classification. The survey and interviews

targeted C-suite and other management personnel. Among the surveyed and interviewed companies, nearly 70% are central SOEs/SOEs.

Recently, the international investment community has swiftly changed its perception of green finance and ESG, proposed the vision of
financing for sustainable development to collectively address ESG and climate-related risks. Entering into the new era of ESG, climate
change has become one of the major threats to the long-term well-being of human society. Its wide range of influences and rapid
changes have made it an Indispensable duty of every private and corporate citizen on earth. This trend has Insplred companies to
incorporate ESG issues into thelr management and has also encouraged investors to integrate ESG factors into their investment
strategies. At the beginning of 2018, sustainable investing assets stood at LSO 30.7 trillion in the world’s top fve markets, a 34% increase
in two years, Sustalnable Investrment is one of the fastest growing segments of investment in recent years and has gradually become
mainstream”, As the market places a higher emphasis on ESG in recent years, complementing with the progressive implementation of
regulatory requirements, companies are also paying maora attention to the value proposition of ESG. Companies participated in the survey
and interview believe that they would continue to improve ESG information disclosure and ESG management, and strengthening the
establishment of internal ESG govarnanca in order to enhance their market compstitiveness, reputation and brand image, as well as thair
ability to adapt and monitor risks.

01 Is ESG the key to corporate success?

The survey results show that nearly 70% of the respondents believed that ESG could being forth posithve Impacis to companies, among
which, 44% of the respondents considered ESG as an important part of business operati and could provide an imperative impetus for
corporate development across environmental and social aspects. In the meantime, with the wide ption of ESG Ir approaches
in the capital market, 20% of the respondents agreed that ESG could help attract potential investors and demonstrate the long-tenm
sustainable value of the company. If 8 company sees future development and lona-term benafits as its ultimate goals and targets when
addressing ESG Issues the impact of financial risks from ESG Issues cauld be minimised provided that a sirategic approach is dm!msﬁ
correspondingly”. Furthermere, 8% of the respondents cor d ESG manag conducive to improving companies’ market
reprtation. Similar to the results of our interview, some of the respondents (24%) still viewed ESG as a compliance—related consideration
in response to requirements set out by regulators.

The Importance of ESG to Companies
ESG i5 an important part of business operations, and can provide indis| le _ 44%
Impetus for corporate development across environmental and social aspects
ES0 Is & compliance-related consideration of the company In response to require— _ 24%
mants sat out by regulatory autharities

ESG can help attract potential investors and demanstrale the kang-term sustainable _ 20%
value of the cormpany

ESG helps the company improve its market reputation - 6%
Dther . s Source: GECEPED

CITIC Limited

Compariies’ concern on ESG is in fact the evaluation and review of their own sustainable develr_mmr-m perfnrrnan.:e. If the board
and C-suite axecutives coult ensure their effective engagement on ESG issues

would then be strengthened, which will heip the company to identify Its problems dnd kr

agament, thereby preventing al and environmental ri n a timely manner. In the meantim inf rmatlu': di

serves the purposes of summarising and showeasing the company’s strengths and s beneficial to the company beyond meeting
the compliance requirementsa Peers could also learn from the successful experiences from each other and use relevant disclosures
as good references.

02 The value proposition of ESG to companies

Overall, 70% of respondents belleved companies that attach importance to ESG have grester comparative advantages and ars mora
competitive in the marketplace as compared with their peers. Yet, 24% of the respondents still expressed that ESG would not affect the
companies’ positioning in the industry. The remalining 6% even considerad that companies that attach importance to ESG oould ba re—
stricted by relevant conditions, and thus might have no obvious market comparative advantages over their peers.

The Impact of ESG on Companles’ Comparative Advantages
Companies that attach impartance to ESS have greater comparative advantages _
and are mare corrlqppemws in the maﬂcmpla?;a as comparad with their pesrs 70%
ESG would not affect the company’s positioning in the Indkustry | A

Companies that attach importance to ESG coukd be mstricted by relevant cordi— - 6%
tions, and thus might have no obvicus markel comparative advantages over their
ears

3 Sourpe: CECEFET
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D3 ESG topics that significantly affect current corporate development

A company's materlal toplcs are Inextricably linked with its Industry characteristics and its major stakeholders. The identification of
material ESG topics is a key step for companies to comply with the reporting principle of “materiality”, and is also vital for the preparation
of a substantive and concise ESG report. The SEHK emphasised that materiality principle means when the Board determines an ESG issue
that s imporant to investors and other stakeholders, fssuers should disclose accordingly. Survey results show that the top five ESG topics
that currently affect companias’ development more are: use of resources (62%), occupational health and safety (52%), conservation of
nature and environmantal protection (52%), environmental and social risk managamant of the supply chain (50%) and product or service
quality (50%). Hence, respondents generally agreed that environmental and social topics have had a certain degree of impact an their
companies’ development,

ESG Topics that Significanitly Affect Current Corporate Daevelopment

e otresorces N <%
Congarvatlon of natura and environmental protection _ 52%
T ——
Eruironmental and sccial risk managemant of supply chain [ 5o
Praduct or service quaity | S0
Greenhouse gas emissions and climate change [ 46%
Human resource management [N 0%
Labour rights, diversity and squality of oppartunity [ 258%
Povarty allaviation and community investmant _ 22%
vand artificial inteligence | 20%
Anti-carruption and promation of integrity MMM 20 %
Consurmer information protection — 12%
Intellsctual property rignts prosection [l 4%

Source: CECEPEC

04 Key stakeholders in t corporate development

A company’s success depends on maintaining an effective communication with (ts stakaholders. Alongside traditional financlal and cor-
porate governance reports, ESG report has been seen as another crucial commu n ch i for companies to engage with their in-
vestors and other mkehuim Survey rasuhs show that respondents generally considered the following stakeholders who are more im-
portant in B o y's d /investors (80%), governments, regudators {76%), clients/consumers (70%), corporate
employees (54%) ancl sa.nolmr’wntrantors (46%).

Compared to the general result, central
SOEs/SOEs share similar perception of
the Importance of stakeholders while

Stakeholders of Higher Importance in Current Corporate Development

Shareholdars/ 80% some minor differences could be found;
investars 79% for example, 82% of the central SOEs and
SOEs consider governments, regulators as

rments/ 76% tha most important stakeholder, which Is
requlaters 6% higher compared to the general result.
Meanwhile, central S0Es and SOEs attach

mgﬁ‘g; 70% substantial Importancs to local communi—
65% ties, percentage-wise 4% higher than the

general result. As the backbone of China’s

Corporate amployoes economy, central SOEs and SOEs mostly
focus on key industries and fields that are

vital to national security and China’s sco—

Sl nomic lifeline, and thelr production and

business activities involve all socio—eco-
nomic activities and all aspects of peo—
ple's lives. Therefore, irrespective of the
reasons  or motivetions  for  central
S0Es/30Es to invest in and manage ESG

Local communities

ket issues, fufilling their sockal and environ-
BEow mental responsibilities have long been the
Public media expectations of stakeholders such as gov—

1 e s 0Es

ernment/regulators and local communities
Source: CECEFEC
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| The Insights:
Incorporating ESG into Corporate Governance

ESG has become an international hot topic in recent years. The improvement and enhancement of corporate govemnance shauld give
waight to material ESG topics to avoid ESG-related risks and to seek greater development opportunities beyond meeting compliance re—
quirements. In face of different expectations from international and local markets, stock exchanges around the world have already adopt—
ed a multi-pronged approach comprising listing rules, "comply or explain” provisions and/or voluntary guidelines to foster ESG informa-
tion disclosura of listed companies. As for companies listed in Mainland China and Hong Kang, thoreugh Incorporation of ESG into their
corporate governance has become a pressing Issue,

01 Whether companies incorporate ESG into their corporate governance considerations

in October 2018, the China Securitles Regulatory Commission Issued the revised Code of Corporate Governance for Listed Companles,
in which the basic framewark for listed companies’ disciosure of ESG reports was estabilished in order 1o be In line with the development
of £5G information disclosure In intermationsl capital markets, further enhancing the comparative advantage of China's capital market.
While emphasising the need for listed companias to continue to strengthen thair information disclosure on ESG govemnance, the SEHK
also responded to international and local market expectations for listed companies to disclose their own management actions towards
ESG risks and opportunities. Overall, 668% of respondents have already Incorporated ESG Into their corporate govemance, while 26% of
respondents considersd incorporating ESG into corporate governance over the next three years. Only a handful (8%) of respondents
would consider incorporating ESG Into corporate governance over the naxt five to ten years.

Tin tor the Incarporation of ESG into ¢

ESG has been incorporated into corporate governance BE%
62%
Considar incorporating ESG info corparate govarnance ovar tha DEY
next thres years 26%

Consider Incorporating ESG Into corparate govermnanca over the ‘,%

next five years 6%

Consider incorparating ESG into corporate govemanca aver the 4%
neat 10 years 6%

W ol
[l comrai SoERE0ES

Source: CECEPEC

02 How do companies see the benefits of improving ESG governance

As ESG regulatory requi becoma ir gly stringent, on top of meeting compllance requirements, we are also concermnad about
how companies view the corralation between the investments for ESG and the returns yielded. In view of the benefits of improving ESG
governance, respondents have provided differant insights, among which enhancing corporate reputation and improving brand image
(B2%), Improving the company’s ability to tackle and monitor risks (80%), and strengthening the company’s compelitive advantage in the
industry (62%) are the thres most signihcant benehts,

The Benefits of improving ESG Governance

Enhance corporate reputation and improve brand image _ B2%
improve e company's sty o teckie and mair sk [ 5%
Strangthen the ‘s competitiva advantaga in the incustry [ 62'%
Improve the sustainability index/rating/scara of the company  [RDDD 0%
Improve aperation efficiency and reduce lang-term cost [ S5
Provida Innovative development and cppertunities for the future _ 445
Promotion of potential Investment and financing _ 38%
Atiracting and retaining talent | R 30

Sauroe: CECEPED

A leading Chinesa coment group

B 15 D

in safe production, energy conservation and emission reduction,
opment. In the meantima, local and
in & more quantitative, systematic and comparable manner, providing a strong basis for both sides’ communication on ESG.
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03 How do companies Improve thelr ESG govermnance

It is a step-by-step process for companies to incorporate ESG into their governance. The ESG governance of a company is anly effective
IT it is led by the board with ESG incorporated into its business strategic planning snd into |15 day-to-day business operations, so that
ESG-related risks could be identified and managed In @ more precise manner, and at the same time o seize potential opportunities,
Survey results show that respandents will iIncorporate ESG into their governance in the following means at present and within the next ten
years: dentity ESG issues closaly related to corporate sustainable development and keep track of relevant performance {82%), ESG
Issues are updated periodically to board members/C-sulte executives according to internal procedures [74%) and incorporate ESG Into
the company's policy and risk control system (68%)

Within the Next Ten Years

How Comp P ESG into Corp

iy ESG Isaues closey eiated o cororste sustanabie ceve- [ ©2°
opment and keep track of ralevant performance
50 s are updated precdonly i o, members/C- e |
exacutives according to intemal procedures 4%
Incarparate ES nto the company's potey and sk conol systor | 6%
Tk E50 a5  considsation i the iy aperaionof the compiry | ¢
T ——— PN
Set time-based ESG goals at tha company level and raview the _
progress of ralevant goals regularly 48%
Incerporate ESG concepts in supply chain management _ 42%

Take the initiative 1o take ESG 83 an entry paint to promote the [ NG 22%

investment and financing process of the comparny

bars/sanio i finked 1o [N 14%

of baard r
the currant ESG parformance of the company

Thi remi

Sowce; CECEPEC

04 Major obstacles that companies face when dealing with ESG issues

Although mora than B0% of the respandents expressed that they had already incorporated or would incorporate ESG into their corporate
gavernance within the next three years, thoy still face a number of obstacles during this advancement. Respondents generally considerad
thiat Iack of expertise or experience In dealing with ESG Issues (60%) could be the biggest obstacke when Incorporating ESG Into corpo-
rate govenance. Secondly, ESG not being considered to have significant positive impact on the company’s business (54%) is also con—
sidered as one of the key cbstacles. Besides, the incorporation of ESG into conporate governance requires the attention and ongoing sup-
part from the board, C-sulte, and shareholders,/irvestors. expressed that the board or management not participating In ESG
fssues (18%), and the company Talls 10 recelve support from shareholders/investors on ESG work (18%) are other maln obstacles hinder-
Ing companies 1o Incorporats ESG into their comarate govemanca.

Major O to In ate ESG into Corp
Lock o oxprtissoraxporionce i deaing vitn €56 oo 0
ESG i 10 conidord fo fave  signihant posite it o the | 5%

company’s business

ESG is often regarded as & marksting too! for the compary RN 15%
The beard of directors or management does nct participate in ESC [N 18%
Is5UaE

The comparny fails to receive support from shareholders/investars _ 12%
on ESG work

ote I 10%

Source: CECEFEC

Wang Xiaofeng, Datang Environment Industry Group Co,, Litd

Datang Environment has endeavoured to meet relevant laws and regulations, and increased investment on the areas of environ—

on infarmation d
financing. Although regulatory authorities”
of great importanc
in ESG pe
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| The Insights:
Companies’ Future Investment and Views on ESG

In the long run, the traditional criteria and considerations used to measure corporate value will gradually be replaced by more
comprehensive strategies derived from ESG analysis as society and technology evolve rapidly. The integration of ESG can be seen as a
systematic reflaction of sustainable investing behaviour. Although companies are still facing various challenges when incorporating ESG
issues into corporate governance, with the escalating awareness of the sustainability in the market, it is already a consensus for
companies to strengthen their ESG competence.

01 The major direction of the companies’ future engagement in ESG issues

The Incorporation of ESG Into corporate governance will not only help 1o enhanca the management’s Involverment In the formulation of ESG
strategies but will also help companies to identify potential non-financial risks m the operation prmsss In advance, which anables them to
address relevant risks In a timely manner, and ultimately to reallse panies’ sustainable develop Acoording to the survey results,
74% of the respondents expressed that they would improve their ESG management capacity, set up relevant management objectives, and
conduct reguiar progress review in the next three years.

The survey also finds that 40% of respondents said they would entrust a professional I:H:ﬂ—party ESG managemant consulting agency for
ESG advisory over the next three years. This coincides with our findings in the previous section that most respondants saw the lack of
expertise or experience In dealing with ESG lssues as a major abstacks when Incorporating ESG into corporate governance, Only 8% of the
reapondents expressad that they would not ba expacting mora investment In ESG issues n the next thriee years. In Sum, companies
generally take 3 positive attitude towards a more in-depth engagement in ESG issues.

Since the 18th MNational Congress of the Communist Party of China, Mainland China has actively promoted the Integrated layout of
“Five-Pronged Overall Plan”. The national financial system has earmestly Implemented the central concept of ecological chvilization
acongtruction, adoptad the green development concept of "Lucid waters and lush mountains are invaluable assets”, constantly improved the
construction and basic institutional arrangerments of the green financial system, expanded green Investment and iinancing channels In an
orderly manner, and innovated green financlial tools. During its presidency of the G20 in 2016, China has takan a proactive rofe in bullding
global consensus and promoting green finance development. According to the estimates made by the People's Bank of China, Mainland
China needs at least three to four trillion yuan of annual green investment. Such & huge financing demand creates plenty of Investment
opportunities for domestic and foreign investors. As a national hnancial centre and a leading intarnational financial centre in the world,
Hong Kong has long been a gateway connacting Mainland China with the intermational market, which can effectively match the needs ot
both sides for green investment and financing. creating a win-win situation”. Listed companies play a crucial role {n strengthaning the
development of regional and imemational green hnance. As the central system of busi tion and r ) 1, the board and the
management team Implementing and strengthening the inputs of ESG In & top-down aunmuc.h would be vital for the healthy development
of green finance.

Major Direction of the Companies’ Future ESG Engagement In ESG lssues

imorov o comoany's Aty to koo ook of €5C | <%
issues, set up relevant management objectives, and
review progress regularly

Enrust o professonsl tirk-pary €55 managen [ 0%

consulting agency to give au ns for the company
Increase eommunication between the board of directors _ 36%
and shareholders/investors on ESG issues
Set ut the respcnailten of e Scer/ | 36%
cammities to overses ESG Issues
Estabien an =56 manegerer postin/ | 4%

warking group/cammittee to be responsitle for ESG

Request the board of directors to make ESG a strategic _ 22%
focus of business cparations and developmant

Add senlor managers with ESG knowledge or exparience _ 18%

Increase the number of Board members with ESG knowl—
eage ot expanonce N 10%

It is predicted that there will ke na investment in 3G in [ 6%
the next three years

other [ 4%
Source: CECEFEC

Huadlan Fuxin Energy Corporation Limited
As a listed company mainly engages in clean energy development, Huadian Fuzin actively combines its busin with green
Investment and financing In & bid to increase Investment In the business of clean energy development and adheres to the path of

diversified, clean and efficiant energy developmant. Through green (nvestment and financing, Huadian Fuxin not only provides a
sound capital guarantese for Its development but alse Improves its brand value as well as obtalning long-taerm recognition from
investars.
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02 ESG topics that affect corporate development to a larger degree in the future

Amendments to the ESG Reporting Guide and the related Listing Rules are expected to taka effect in 2020. From the domestic
perspective, In 2016, seven former China's ministries and commisaions [ssued the Guldance on Bultding & Green Financial System (
HRHEREeEREEMESER) ), proposed to promote the "mandatory environmental information disclosure of listed companies”
Subsequently, relsvant regulators clarified the "Three-Step” path of China's environmental information disclosure. By 2020, all listed
companies will be required to disclose environmental informiation . Currently, regulators In Mainland China have begun to study and
tormulate ESG information disclosure standards Including environmental Information disclosure. Disclosing corporate ESG Information

in Mainland China has become an inevitable trend, and mandatory ESG information policy is exp d to be rel d. In the
future, the disclosure of ESG Information by listed companies in Mainland Chlﬂn and Hong Kong will be further subject to supervision
and control by the regulatory bodies, and the requirement of ESG inf discl e will be increasingly siringent.

As compared to the ESG topics that are cumrently considered to affect corporate development considerably, similarty the top five ESG
topics that are considered 1o affect corparate development In the medium— and long-term also Include use of resources (48%),
conservation of the nature and environmental protection (48%), environmental and social risk manegement in the supply chain (46%),
and product or service quality (42%). It is worth noting that respondents believed that the impact of greenhouse gas emissions and
climate change (previously 48%) and informatisation and artihclal intelligence (previously 20%) would increase significantly, which
mean these ESG Issues are considerad to affect corporate development to a larger degree In the medium- and long-term.

Countries all over tha world are increasingly concerned about dimate change in recent years. Since China has ratified to the 23rd Paris.
Agreement, great importance has been attached to buliding resiffence and adapting to climate change. China has been proactively
controlling carbon emissions, fulhiling Its pledge on combatting climate change and enhancing Its climate resillance. By developing and
Implementing plans such a5 The Work Plan for Greenhouse Gas Emission Control during the 13th Five—Year Plan Period, China has been
contributing signiheantly to the global response to climate change™

In the context of countries’ proactive effort in tackling climate change, the SEHK strengthened the disclosure requirements on climate
change In Its amendmeants of the ESG Reporting Guide, which could be seen as an evidence to support the higher number of
respondents taking greenhouse gas emissions and climate change as their priority ESG topic in the madium and long term.

In addition, through systematic analysis and ESG data management, investors can evaluate companies from a more comprehensive
perspective. By means of informatisation and artificial intalligence, real-time tracking of ESG-related performance indicators and
grasping the initiatives over market trend would enable companies to avoild risk losses in advance and also to capture relative eamings

. The current development of artificial intelligence and big data-related techrologies further strengthens investors’ application of
non-financial information when evaluating corporate investmant risks and analysing the stabillty of investment returns.

ESG Toples that Affect Corporate Development Consideratily In the Medium and Long Term
vomnouso g amiosionsan cimat e 50%
e ——
Gorsarition ot heratrs st nermeril prsecron. [ <%
Environmental and sacial risk management of supply chein |, <o
I ——
Informatisation and artificial intelligerce [N -4 %
ocuationt heatt s ety Y 2%
I — )
Poverty alleviation and community investment [ NN -0+
Anti-carruption and gremotion of integrity [ R =+
Labour rights, diversity and equality of opportunity _ 16%
Consumer information protection — 16%
intellectual property rights protection [N 5%

Source: CECEPEC

CGN New Energy Holdings Co., Ltd.
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| The Insights:
Companies’ Views on Impacts of Climate Change

With the increased frequency of extreme weather around the world led by climate changs in recent years, there has been an escalating
market demand for corporate climate-related information. Understanding that inadequate information can lead to the mispricing of assets
and a misallocation of capital, mora and more financial decision makers are demanding information on the business risks and opportuni—
ties associated with climate change”.

01 How do ies see the Impact of cii change on their businesses?

Resuits show that 62% of the respondents expressed that ciimate change has an impact on their dally operations, while 38% of the re-
spondents considered their dally operations unatfected by climate change. At the same time nearly 70% of the respondents, who believed
climate change has an impact on thair daily business operations, stated that their b have already been affs . The
percantage of respondents who expressed that climate change will affect their business at &ﬂareﬂt times in the I'uium ranges from 3%
to 13%, while a total of 32% of respondents belisved that the business impact of climate change would be revealed within the next ten
years,

5‘7 Cllmate Change -

In tarms of clima
RN PTOCUren
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It is worth noting that more than half of the respondents that regarded their business operations have slready been impacted by climate
change considerad the impact a negative one to their businesses. 58% and 55% of the raspondents believed that they are exposad to
transition risks and physical risks due to climate change respectively. Comman transition risks led by climate change include the transitian
costs that companies need to bear in daily operations to reduce greenhouse gas emlssions and for energy efficlency Improvements.
Relatively spaaking, the physical risks of climate change are more direct and prominent, such as tha costs that companies have to bear
due to suspension of dally operations, due to the destruction of facilities, and due to the shortage of production materlals caused by
extrame weather (e.g., rainstorm, hesvy snow, flocds, droughts, high temperatures, severe cold, etc.).

At the same time, 45% of the respondents thought climate change can create new market opportunities for the companies and lead them
into new areas of business development. Thus, it can be seen that scme companies have a pesitive attitude towards the impact of climate
change on thair daily operations. In order to mitigate and adapt to climate change, companies can improve their business perfarmances
and gain more business opportunities by improving resource utilisation, achieving cost-saving. using clean energy, developing new
products and services, exploring new markets, and empowering their supply chain to better address environmental risks.

The Expected Time Nodes that Companies will be under the Infiuence of Climate Change
oo [ -
In the next 1-3 years -ﬁ
In the next 3-5 years [N 10%
In the next 5-10 yeors NI 13%
10 years from now -35
Source: QECEPED
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Il The Facts:
HSI Constituents’

Status of ESG Governance Disclosures

20 ESG New Era : Corporate Insights and Facts in China Market [JEVIE]

In Navember 2018, the Hong Kong Financial Services Development Council recommended the SEHK ta require a listed company's ESG
report to demanstrate the company’s governance structure on ESG, with emphasia cn the role of the board in the oversight of assessing
and managing material anvironmental and social topics” In May 2019, SEHK announcad the publication of Consultation Paper “Raview
of the Environmental, Social and Governance Reporting Guide and related Listing Rules” (" Proposed Amendments™), in which it stated
the demonstration of the company's govemance structurs on ESG as the most important change of the review. To emphasise the
importance of the ESG governance structure and the role of board’s leadership and to promote accountability of the board In this regard,
SEHK proposed to Introduce mandatory disclosure requirerments to improve issuers’ ESG performance and repbrting .

Through preliminary review of the status of ESG governance disclosures of 50 HSI Constituents™ samples of this report, the specific
maasures and development of the corporate governance practices were analysed and summarised.

We mainly analysed the ESG governance disclosure status of HEI Constltuents through the following three aspects.

As s of
ESG Governanca
Disclosure Deascription
ESG governance Fefers to whether a company discloses the establishment of responsible units for ESG in its corporate
structure governance structure, such as committees, working groups and departments, and, where applicable,
the position of the head of the responsible units.
Duties of the Refers to whether a company discloses the specific governance duties of the responsible wnits for ESG:
responzible « ldantification of ESG topics
unit for ESG * Management of ESG toples
= Setting targets for E3G topics
ESG gavernance Refers to whether a company discloses the implementation of a specific ESG governance practice, for
practices axample, whether the compensation/bonus of board members/C-suite executives are tied in with the
current ESG performance of the company, etc.

01 HSI constituents’ ESG governance structure

The review rasuits show that overall, BB% of the HS| constituents have disclosed information about responsible units for ESG, while 12%

of the HSI constituents have not disclosed any infarmation directly related to responsible units for ESG. Some HSI constitugnts disclosed
more than one responsible unit for ESG.

12%

No findings

HSI Constituents’
ESG Governance
Disclosure Situation

88%
Disclosed
responsible units for ESG
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Il The Facts:

HSI Constituents’ Status of ESG Governance Disclosures

Situation of Responsible Units for ESG Disclosed by HSI Constituents

Structures and functions

-mmm‘tma,_m. 6t up

For HSI constituents with a dedicated ESG Board committee:

= Al companies claarly define the responsibilities and functions of the dedicated ESG
Board committes through the public ToR document, and report the weork of the com—
mittea regularly in their corporate governance rapart;

» All companies have set up units responsible for the identification and management
of ESG toplos;

* More than 90% of companies have units responsible for ESG targst setting, which
Is significantly higher than other ESG governance structures.

For HS| constituents that have both other Board committees (ESG duties
suthorised) and other units (responsible for ESG):

= At the level of other Board committees (ESG duties authorised), all companies grant
the committee the function of ESG topic identification;

= At the level of other units {responsible for ESG), more than 20% of companies spe—
cially set units responsible for ESG, and all companies choose to entrust Board mem—
bers or senior management to take the leadership of this functional unit;

* ESG topic management and target setting functions are more often delegated to
other units (responsible for ESG).

1o be

responsible for ESG issues.
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Type Percantage
A Dedicated ESG Board Committes 49
B Other Board Committees (ESG dutles autharised) 12%
c Other Units (responsible for ESG) 28%
Dedicated ESG Board Committes
ARG 4%
Other Units (responsible far ESG)
Other Board Committess (ESG duties authorised)
B&C 32%
Othar Units (responsible for ESG)
Dedicated ESG Board Committea
ARBRC Other Board Comrmittees (ESG duties autharised) 8%
Other Units (responsible for ESG)
Overall situation

The results show that among the HSI constituents that have > respons/ble units for ESG disclosed in publicly avallable
Information, thers are more companies with other board commitiees (ESG duties authorissd) and other urits (re-
ermwmmmammmm

govemance structure is one that consists of the other Board committees (ESG duties

mwmm%ummmmahmm

It Is rare for companies to set up a dedicated ESG Board committee and to set up a dedicated ESG Board commit-
uwmmww%mmmwumhmm

For a governance structure with only other Board committees (ESG duties
authorised):

* Only 30% of companles specify ESG functions in the ToR document of the Board
committee;

* Half of the companies only grant the functional unit the responsibility of ESG report
review and audit;

= Mo ESG target setting function has been granted by any of the companies;

* The most common ESG functions are ESG report preparation, followed by ESG
managamant.

For

g tructures with only other units (responsible for ESG):

= Over 40% of companies are led by Board members or senior management;

= 70% of compenies set up a governance framework specifically for ESG functions,
and the other 30% assignad ESG functions to existing departmants. Half of the com-
panies set up a governance framework specifically for ESG functions clearly defined
the responsibility to report directly to the Board of directors on ESG performance;

* Mearly 0% of companies choose to disclose the specific responsibility scope relat-
ed to ESG of the functional unit in their ESG report;

« The most commen ESG functions are ESG report preparation, ESG topic manage-
ment, and ESG topic identification.
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Il The Facts:
HSI Constituents’ Status of ESG Governance Disclosures

21%

Led by Board members

57%

Unable to determine

Situation of Other Units
(responsible for ESG)

Souroe CECEPED

21%

Led by senior managemant

02 ESG g fu fons of HSI Cor

Tha review reveals a relatively complete disclosure of functions of dedicated ESG Board committes, whose ToR documants provide
stakehaolders with a clear understanding of how the establishment of a dedicated ESG Board committea will assist the Board of directors
in futhlling its ESG-related responsibliities.

It is worth noting that although 52% of HS! constituents Indicated that their other Board committees (ESG duties authorised) participate
in oversesing ESG Issues, some of them have not yet clearly disclosed their ToR for ESG functions, implementation methods and how
the committee would assist the board of directors to fulhl their ESG-refated responsibilities. The disciosure contant regarding the
function of target setting on ESG topics was typically missing.

Overall, there remains room for improvement for HSI constituents to improve their disciosure of governing units’ functionality.

Functions of Responsible Units for ESG of HSI Constituants®
0% 0% 20% 0% 40% 50% 60% T0% 80% 90%  100%
Dedicated ESG Board Committes
Taopic identifhcation
Topic managemeant
Targeat satting for topics
ESG report preparation
Other Board Committes (ESG duties authorisad)
Topéc identtfication
Toplc managemeant
Target setting Tor lopics
ESG report preparation

Other Units (responsible for ESG]
Topic Identification

Topic manapamearnt

Target setting for toplcs

ESG report preparation
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Other Board Committes (ESG duties autharised)

01 The Board of directors' Involvement In ESG issues of HSI constituents

Results of the raview show that 60% of the HSI constituents have established dedicated ESG Board committee or other Board
committeas (ESG dutles authorised) 10 ensure the participation of Board maembers In ESG Issues and to fulfil their ESG-related
rasponsibilities.

It s worth noting that 28% of the HSI constituents only set up other units (responsible for ESG) (a total of 14 companies), among
which 3 of the companies disclosed that the units were led by Board members, 3 other companies disclosed that the units were
led by senior management, and the remaining 8 companies did not disclose the position that is leading the units, Of these 8
companies, 3 of them indicated that thair othar units (responsible for ESG) would report ESG performance to the Board.

Owverall, 72% of the HSI constituents have explicitly disclosed the roles of the Board members regarding ESG Issuas, which include
ESG topic identiheation, management, target setting, performance reporting, eto. Among tham, 12% of the companies involve
thair board members in ESG Issues by sefting up other units (responsible for ESG) and appainting the Board members as the
units’ leaders or requiring the units to report ESG performance to the Board,

Review results show that 63% of HSI constituents which have set up dedicated ESG Board committeas publicly stated that functions
of these committees include topic identification and management of climate change issues. In addition, less than 50% of HSI
constituents which set up other Board committees (ESG duties authorised) and other units (responsible for ESG) stated in thelr public
information that such committee has function related to climate change.

Climate Change-related Functions of Responsible Units for ESG of HS| Constituents

0% 0% 20% 30% 40% 50% B0% T0% B0% 0%  100%
Dedicated ESG Board Committes

Topic idantification on climate change

Topic management on climate changs

Tapic idertification on climate changs
Topic management an climate changs

Other Units (responalble for ESG)
Tapic idantification on climate changs

Topic management on ciimate changs

| [i— Linchis o drtemioe # Tre = hoaed on the of aach type o mepaneibin nits for ESEG
Sourca: CECEPES

03 ESG Governance Practices of HSI Constituents

The results show that 80% of HSI constituents have disclosed that they are equipped with ESG/soclal responsibllity managemant
system/policy of ESG. 76% of HS! constituents disclosed that ESG had been incorporated into thelr corporate policy and risk control
systern, and 72% of HSI constituents disclosed that ESG concept has been incorporated into their strategic planning process. 629 of
HSI constituents have set up targets related to ESG/climate change. 40% of HSI constituents disclosed that ESG was actively used
as an entry point to promote corporate investment and financing. A relatively small numker of HSI constituents’ remuneration/reward
>f Board members/senior managers Is linked to corporate ESG performance, accounting for 12%.

ESG Governance Practices of HSI Constituents
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Il The Facts:

Overall Status of ESG Information Disclosures of Hong Kong Listed Companies ™

SEHK introduced the ESG Reporting Guide in 2013 in a voluntary compliance approach, and mandeted companies to report on ESG issues
in accordance with corresponding requirements in 2016. The ESG Reporting Guide is divided into two subject areas, environmental and
social, where companies need to disclose the general disclosures and key performance Indicators ("KPIs") of 1 aspects accordingly.
20N8 is the third year that issuers were required to discloss ESG information in accordance with the E5G Reporting Guide. Companies’
ESG Reports have been continuously improving and in general are highly compliant with the ESG Reporting Guide T

Monetheless, there Is stlll room for improvement in terms of ESG Information disclosure. On one hand, some companles falled to provide
their stakeholders with meaningful and comprehensive ESG information; on the other hand, the ESG information disclosure requirements
for Hong Kong and international markets are becoming increasingly stringent to meet capital market's growing demand on informatian
disclosure. In responsa, SEHK issued an ESG consultation paper in May 2019 and suggested Proposed Amendmants to refine the disclo-
sure requirements, thereby to further improve the quality of issuers' ESG information disclosure by regulatory means. The Proposed
Amendments to environmental and social disclosure requirements include: (1) introducing aspect on climate change and revising environ—
mental KPls; [2) upgrading the disclosure obligation of social KPls to “comply or explain™; (3) revising the social KPls.

As we have been keeping close track of companies’ ESG reports, we not only continue to understand whether required ESG information
was disclosed by reviewing companies’ ESG report against the current ESG Reporting Guide, we also try to understand companies’ read-
iness for the Proposed Amendments.

01 The disclosure status of “comply or explain” provisions of
the current ESG Reporting Guide and the Proposed Amendments

The results of the ESG disclosure review show that an average, B9% of respondents disclosed information as required by the “comply or
explain” provisions of the current ESG Reporting Guide, and only 11% of the respondents did not meet the disclosure requirements with
some of them provided an explanation for not disclosing the reguired disclosure information. The results are broadly in line with SEHK's
analysis results of issuers’ ESG reports in 2018/2017 (companies in genaral wera highly compliant with the ESG Reporting Guide but the
report quality was variable) as well as our analysis results of 2017 ESG reports (most companies disclosed information for the “comply or
explain” provisions)” Gompanies have maintained & good level of ESG disclosure at the request of the current ESG Reporting Guide.

Regarding Information required by the “comply or explain™ provisions of the Propossd Amendments, an average of 54% of the companies
disclosed corresponding information while 46% of the companies did not, resulting in a similar disclosure and non-disclosure ratio which
is a different disclosure situation from that of the ESG Reporting Guide. Some of the companies have already started disclosing relevant
information despite the fact that disclosure requirements in the Proposed Amendments have yet become effective. Although stock
exchanges have yet to impose the disclosure requirements, some companies are more proactive and have already disclosed more ESG
information in line with their business development needs, and are more prepared to respond to requirements of the Proposed
Amendments.

A of Disclosure Status of the or Explain” Provisions of
% mwmmwwm

8%
Existing ESG Reporting Guide
g op! g 1%
Praposed Amendments 54%
A%
B comsndesem o W o o conn rebevan dipclosures
Sources CECEPEC

Swire Pacific Limited

A good corporate govermance structure s a preraguls ! ategies. There is no
one-size-fit-all in good corporate govemnance for sustainability, it must be tailored to meet the arganisations cul and oper—
ating environments. As a diversified conglomerate, we work with our businesses to develop a = inability fr i fo
Group. Each of our operating companies then have the freedom and flexibility to operate in a way that fits their unique reqg
mants within this ovararching framawork.

It is Important that our operating companles are prepared for, and have the capacity to withstand, the negatlve impacts of cli-
mate change. Businesses need to Identify and manage the physical risks of climate change to their operations and supply
chains, and the risks associated with changes in regulation, in particular, those related to the transition to a | arbon econo-
my.
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Il The Facts:

Overall Status of ESG Information Disclosures of Hong Kong Listed Companies

02 The disclosure status of the newly introduced climate change disclosure in the Proposed Amendments

For BEHK. the newly Introduced aspect on climate change disclosure was mainly a response to investors” demand for more infermation
on climate change's Impact and potential impact on companies, and its expectation far companles to tackle this pressing issue”. The
results of the review show that only about 30% of the companies have already disclosed relevant information regarding A4 General
Disclosure and KPI A4.3 of the Froposed Amendments, while about 70% of the companies did not disclose relevant information.

Though investors pay more attention to climate change-related information, voluntary compliance climate—related disclosure
recommendations have also emerged in the market. For instance, the Taskforce on Climate relsted Financial Disclosures (“TCFD")
published ts recommandations in June 2017. As aforementioned in this report, afthough companias are awara of the importance of
climate change, most companies stlll have not yet disclosed Information about climate change in the absence of mandatory disclosure
requirements, with only a small number of companies voluntarily disclosing such information.

The Climate Change Information Disclosure Situation of the Proposed Amendments

A4 General Discl e
ral SClosure
69%
KPI Ad.1 30%
70%
B Coamed seeun dleciises W oot convio ket dechaurs
Sourcs: CEGEPEG

03 Hong Kong listed companies’” perception on the 'Mmdllory Disclosure Requirements” and
the “comply or expiain™ provisi of the Prop d A

Admittadly, SEHK wishas to bring ESG requirements
on par with International standards by suggesting
the Proposed Amendments to the ESG Reparting
Guide and The Listing Rules. As a matter of fact,
there has been a notable acceleration in the number
of countries that promulgate laws and introduce
requlations on ESG reporting in the recent years.
Many countries adopted a multi-pronged approach
comprising laws, listing rules, “comply or explain”
andfor  wvoluntary  guidelines to  boost ESG
information disclosure. Meanwhile, it is also an
International trend to continuously Increasing the
level of reparting obligation (i.e. “comply or explain”
and/or mandatory)”, “The development of the E5G
Reporting Guide has been, and will continue to be,
an evolutionary process, with the (onger—term goal
of achieving better and more comprehensive ESG
reporting amongst our issuers”, stated by SEHK in
tha ESG consultation conelusions in 2015,

In May 2018, to complement with SEHK's public
consultation on the Proposed Amendments, a total
of 88 Hong Kong listed companies participated in
our webinar on the Proposed Amendments. At the
same time, we collected and analysed participating
companias’ views on the Propased Amendments
provisions.
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“Mandatory disclosure requirements™ - Governance structure:

SEMK stated that the Board's involvement in ESG would also help to promate the Beard's understanding of ESG issues and its
sccountability in this area, Therefors, Investors and other stakeholders could have 8 baetter evaluation of Boards' performance and
progress regarding ESG strategy and goal sstting, Survey results show that 50% of respondents agreed to disclose their ESS governance
structure In the financial year of 2020, and to include in a Board statement (a) a disclosure of the Board's oversight of ESG issues; (b)
the process used to identify, evaluate and managa material ESG-related issues (Including risks to the issuer's businesses); and (o) how
the Board reviews progress made against ESG-refated goals and targets.

41%

Disagree

Introducing
the Mandatory Disclosure
of Board Statement

59%
Agree

“Comply or explain™ provision — Aspect A4 on climate change:

The Securities and Futures Commission of Hong Kong ("SFC™} once pointed out that, as a market regulatory authority, the SFC s
committed to developing green finance in Hong Kong and promoting green development in Mainland China, such that advantages of the
two regions are mutuslly complementary. The SFC also expressed that the top priority in green finance is to strengthen listed companies’
environmental disclosures, especially thair climate—related disclosures™ According to the online survey results, more than half of the
participating respondents have not yet agreed to disclose or explain their policles, performance Indicators, and initiatives with regard to
climate change in the financial year of 2020,

56%

Disagree
Introducing Aspect A4
on Climate Change
Source: CECEPEC
Agree
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Summary

Taking an overview of the global capital market, as there has been a
rising number of investors integrating ESG factors into fnvestment
decision-making, market ragulatory authorities have intensified efforts
to narrow the gap between the everall ESG performance and disclosures
of listed companies and the expectations of Investors. Results of this
research show that companies in the China market are increasingly
paying attention to ESG issues. In addition to meeting compliance
requirements, companies in the China market have taken a more serious
stance towards the correlation between investments and the returns of
ESG management. Notwithstanding the fact that governments,
regulatory authorities and financial markets have already taken various
measures for the development of green finance, the establishment of a
comprehensive green financial infrastructure and associated green
financing facilities are much needad now to promote green finance, and
for the seamless co-developments on ESG policy, ESG management
and disclosuras.

Board's participation and sound governance ara the key for proper
management of risks in ESG and for seizing relevant opportunities in the
long run. Results of this survey and interviews have shown that most
companies would take actions to identify ESG topics, continue to build
their capaeities In the management of ESG topics, establish
corresponding management targets, and conduct regular progress
review within the next ten years, as principal means to integrate ESG
into thair corporate governance. Based on reviewing disclosures by H3I
constituents renarding their Boards' invalvement in ESG, it is found that
the Boards of majority HSI constituents have already incorporated
ESG-related practices as part of their corporate governance.
Mevertheless, there remalns significant room for improvement towards
listed companies’ governance structure, their duties and execution
related to ESG.

Since SEHK upgraded disclosure requirements of the ESG Reporting
Guide to “comply or explain™ in December 2075, listed companies in
Hong Kang have been actively fulfilling their disclosure obligations. After
thres raporting cycles, ESG disclosurs performance among companies
has been maintained at a reasonable level while some companies have
even demonstrated capacity in meeting requirements of the Proposed
Amendments. With increased investments in green finance and ESG in
recent years, some Investment institutions have begun to use Boards'
level of participation on ESG issues and climate change adaptation
capacity as indicators for overall performance evaluation on companies
and for non—financial KPIs assessmants. This is especially prominent
under influences of the capital market where companies are increasingly
attentive to impacts of these global issues on their daily operations. Only
by identifying and managing risks and opportunities associated with
ESG issues, companies can improve thair business operations and seize
these new business opportunities.

Looking forward, building good communication channels betweean listed
companies and other stakeholders such as regulatory authorities and
investors is an important safeguard to improve overall corporate ESG
performance in the capital market, and to drive the continuous
development of green finance. The co—developmaeant of green finance at
the regional and global scale will require a closer cooperation among all
parties, with regulatory authorities continuing to refine ragulatory
requirements based on the market’s needs, Investors continuing to pay
closa attention to ESG and directing its Tlow of capital accordingly, and
listed companies enhancing their internal governance on ESG and ESG
disclosures.
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About HKGFA and CECEPEC

HKGFA

ERgEacHER

g Ainng firwen Fnancs sy sion

The Hong Kong Green Finance Asscciation (HKGFA) was formally established on September 21, 2018, which brings together the
talent and expertise of finencial institutions and green businesses in Hong Kong, The HKGFA is committad to provide policy
suggestions to the HKSAR Government and other regulators in developing green finance in the city and promote concepts of gresn
finance and green investment. In addition, the association will lead research and development of green finance products,
methodolagies, and tools. The HKGFA will arrange local and Intermational events creating a sharing platform for financial
organisations participating in green finance and green Investiments in Hong Kong, Mainland China, and the Belt and Road Initiative,
positioning Hong Kong to become a major intemiational green finance centre. The HKGFA will serve as a hub Tor raising green capital,
promoting the development of @ Hong Kong green fimance market through an increase in diversified grean investment products,
meeting the demands of both green businesses and investors,

http:/ fwww. hkgreenfinance.org/#en

Joy Song

Co—chair of ESG Disclosure and Integration WG of HKGFA
Vice General Manager at CECEPEC

Tel: +852 3107 0711
Email: joysong@cecepes. com.hk

CONSULTING GROUP
900 09® FEEEEEEAEMED

$°*4"°% CECEPZIens

CECEP Environmental Consulting Group Limited (CECEPEC) was established by China Energy Conservation and Environmertal
Protection Group, the only state—owned company specialises In energy conservation, emissions reduction, and environmental
pratection. With our outstanding industry-specific professional expertise, CECEPEC is committed to providing all-round solutions
tailored for customers through our strong relationships with shareholders, and corporate govemance consultancy teams composed
of domestic and Intarnational experts. CECEPEC provides customers with a diverse range of professional consulting services, such
as corporate sustainability consulting, green finance consutling and products, professional training and more. Serving clients and
cooperative partners include national-level governmental authorities, business, and industry associations, multinational financial
Institutions, brand-led organisations, which also proves our competency in our service quallty and professionalism.

hittp:/ fwww.cecepec,com/En/

Yuan Yuan Roy Fan

Senior Manager of Sustainability Department Oirector of Sustainability Department

Tel: +86 10 5650 0636 Tel: +B52 3840 3108
Email: yuanyuan@cecepec.com Email: royfan@cecepac.com.hk






