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The future of climate reporting

A deep dive into first global sustainability reporting standards
and the Hong Kong bourse’s proposal

he International Sustainatality

Standards Board (IS5B) issued

its inaugural plobal sustainability
disclosure standards on June 26, aimed
al mecting investors” information needs
and demand for a harmonised reporting
[ramework. The IFRS 51 and 52 serve
a5 a global baseline on chmate-refated
disclosure.

Following the issuance of the exposure
draft of the standards, the Hong Kong
stock exchange proposed o upgrade
Appendix 27 of its environmental, social
and povernance reporting puide. 1L will
become effective on January 1, 2024,
Interim provisions will last for two
reporling years.

Elsewhere in Asia Pacilic, Singapore
upped the ante by advancing climate
refated disclosures to align with the 1S58
starting from the hnancial year zo2s
This tmeline evokes a sense of urgency
and accountabality.
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The CEA Institute and CFA Sociely
Homg Kong jointly responded o the
Hong Kong Fxchanges and Clearing’s
(HKEX) consullation paper on enhanc
ing disclosure rules wunder ibs ESG
[ramework.

The proposed move will give Hong
Kong the opportunily to be an early
adopler and adapter of I55B-aligned
dhsclosures. |6 marks a mibestome in the
realm of climate reporting,

For investors, the ESG reporting code
will improve their understamding of how
o inteprate  climate-related risks and
oppeortunibies into their investment ded
sions. O the issuer side, adherence o
the: code strengthens their resilienoe and
adaptation capabilities, which are essen
tial for businesses o remain competitive
i the face of dimate change.

Balanced approach
The HEKEX has adopted a market - locused

By CFA Institute and CFA Sodety Hong Kong

approach coupled with standard -setter
thinking and technical methodology,
considering the malurly and ESG Tt
cracy of issuers and the bourse’s own
long-standing practice. This allows ex-
ibililty for ssuers in more challenging
areas, such as climate-related targets,
industry-based metrics, and alternabive
disclosure during interim periods.
Meanwhile, ssuers are sulyedd o a
higher level of reporting obligation based
v the Ge2o's Task Foroe on Climsate-
related  Financial Disclosures (TCELY),
conhanoed from ‘comply or explain’ to a
mandatory regime. With thal, the HKEX
has localised 1555 in certain areas bo

incorporate locally- relevant nuances.

The proposed requirements
Below is a summary of the proposed
dimate-related disclosure regquirements
across the four pillars of the TCFD.

 Governance

Current: Boards oversighl and - pov
cronance on ESG issues, managemment
approach, and strategies.

Proposed: Governance  prodess,  oon
trols, and procedures used o monitor
and manage climate related rsks and
opportunilies,

The proposed disclosures will bet
ler communicate the ssuer’s oversight
and control of dimate-related  isswes.
A added bepelil s hal issaees will be
encouraged o develop a robust corpo
rate povernance ramework, including
the extent of the boards and manage
ment's mvolvement, skills and compe
tency, accountability, and remuneration
policy. Here, we suppest issuers dischose
the identity of the designated key indi
vidual or chairman of e commitbes:
responsible for climate- related matters.

= Strategy

Current: Signilwant climate- related s,
management policies and strategies.
Proposed: Malerial dimate related risks
and opportumities, ransition plans, sel
ting of tarpets, climate resilience stral
ey, scenario analysis, linancial impacts
(current and anticipated).

The concept of ‘materiality” is empha
sised here when issuers are required
o disclose material climate-related
msues and their cormesponding impacts.
Materality can be interpreted i dif
ferent ways, such as [inancial mate
riality, double matecality or dynamic
miateriality.

We seek o danly the defimbion of

materiality in the ESG code. As an inves
tor organisation, we have long advo
cated for guality and science-based
information reporting amnd assessment
of climate resilience based on scenaro
analysis commensurate with an issoer’s
drcumslances.

» Risk manapement

Currenl: Processes of evaluating, pri
orilising and managing material ESG
relabied ssues and their electiiveness.
Proposed: Process Lo identily, assess and
manage climate-related risks and oppor
lunities, amnd ntegralion with overall
risk manapement [mamework.

Wi are happy Lo see a mone compre
hensive list of disclosure reguiremients,
in particular the basis for nisk prioriti
sation, and the interaction between cli
mate and the overall risk management
[ramework.

Meanwhile, the HEEX itscll may also
need o demonstrate the proportionality
of e requiremients and the need o pri
oritise climate-related risks over other
bypes of risks.

» Melrics and tarpets

Current: Environmental key performance
indicators such as Scope 1 and 2 green
house pas emissions, on a ‘comply or
explain’ basis

Proposisd: Scope 1, 2 and 3 emissions
with cross-industry metrics on physi
cal and transition risks, climate-refated
opportunitics, and capital deploymenL
Chther metrics include linkage o internal
carbon price, remuneration, and indus
Lry-based metrics (optonal).

Carbon foolprint, especiafly Scope 3
ernmssions, will be an elfecive metric W
convey he tansition rsk [aoed by an
pmuer. The locabion of inlormation alse
matlers as it will determing the subse
quent level of assuranoe.

The CEA Institute and CFA Sociely
Hong Kong appreciate laxonomy-hased
and guantifiable melrics as  compa
rability 15 the lifeblood of investrment
analysis. We also appreciate the higher
lransparcncy on an issuer’s mitigation
and adaptation responses, e, capital
deployment, linkape to remuneration
and internal carbon price.

A proportionate approach
The proposed enhancement of Appendix
27 of the lstng rules has made Hong
Kong an early mover in climate report
ing. The guality and relevanoe of the dis
dosures, however, will be highly depend
ent on the issuers’ oversight. The TCFDY s
own study of the application ol its guid
ance also sugpested weak complianoe.
With the HKEX'S enhanced reguine
ments, this will naturally improve given
the liability conoerns that should  be
commensurate with the evolving nature
ol climate-related disclosure. However,
i be decision-useful, the compliance
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clement of the proposal will reguire per
sistent monitoring [rom HEKEX and rel
evant authorities.

As a step [orward or as an inberim
measure, we also sugpest that the HKEX
leverage the existing inancial reporting
mechanism and regulatory [ramework
o require issuers o disclose material
climate-related risks and opportunities
and related material information con
tained in the ESG report in their audited
Mnancal statements. This can impose a
healthy level of assurance for the gual
ity of relevant disclosures and enhance
stakeholder conlidence.

It is wital o balance climate ambitiones
with practicality. More pudance and
darification on details will help secure
buy-in [rom a range of stakeholders. In
particular, a proportionate approach to
dimate disclosure with  dilferentiated
requiremnents is needed for issuers in the
GEM market, who are [acing proportion
ality chalbenges.

Long journey ahead

The CEA Institute and CFA Society Hong
Kong support disclosures based on the
IS5E and TCFD global baselines. IFRS 51
and 52 are important rameworks poing
in paraflel for mult-period and  mult

jurisdictional efforts Lowards  improv

ing the guality of climate-related dis

dosures. Therelore, we encourage the
HEEX to place priority on aligning with
IFRS 51, lollowing the integration of 52
it Appendix 27 of the listing rules.

We also advocate for the HKEX bo
conbinue its efforts in broader engage
menl and assist ssuers with capacity
building. Apart [rom engaging with issu
ers o raise awareness and colled their
feedback on implementation leanings,
investor engagement s also imporiant
given that they are the audience for the
reports and wsers of the proposed oode
with respect to stewandship.

Lastly, we encourage the HKEX to con
tinue offering capacity-building support,
transitional reliel and  incentives  for
upskilling on climate-related  matters,
while connecting with other markets in
the region to participate in the global
conversabon and transition journey.
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