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ABOUT INTERNATIONAL BDO NETWORK

Established in 1963, BDO is a world wide network of public
accounting firms, called BDO Member Firms. Each BDO Member
Firm is an independent legal entity in its own country. Currently,
BDO is one of the world’s five largest accountancy network with
over 1,400 offices in more than 155 countries and over 67,700
people providing advisory services throughout the world.

BDO is the brand name for the BDO network and for each of the
BDO Member Firms.

ABOUT BDO HONG KONG
BDO Limited is the Hong Kong member firm of BDO. We provide
an extensive range of professional services including:
P Assurance
P Business services & outsourcing
P Risk advisory services
— Internal audit / internal controls
— Corporate governance and compliance
— IT, Cybersecurity & e-Payment risk advisory
— Cyber health check services
— ESG reporting and sustainability advisory
P Specialist advisory services

P> Taxation

We possess comprehensive knowledge of accounting standards,
tax and investment regulations prevailing in Hong Kong, China as
well as other major countries and conduct ourselves with the
highest professional standards.

Since our establishment in 1981, we have committed ourselves to
facilitating the growth of business by advising the people behind
them. As part of the international BDO network, we combine
international expertise with the region’s best-available business
and advisory services. By acting locally while thinking globally, we
continue to provide truly customised services to local
entrepreneurs and multinational corporations alike.
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» INTRODUCTION

51

The number of mandatory environmental, social and governance (ESG)
reporting requirements worldwide has increased rapidly in recent years. It
is clear that ESG issues are global market concerns. Effective from 1
January 2016, every listed company in Hong Kong is required to disclose
its ESG information on an annual basis. To understand ESG reporting
practices since the implementation of this regulation, BDO Hong Kong
has conducted a desktop survey and reviewed the ESG disclosures of 300
companies listed on the Main Board from indexed constituents, such as
the Hang Seng Index (HSI), the Hang Seng China Enterprise Index (HSCEI)
and the Hang Seng Corporate Sustainability Index (HSSUS), in addition
to non-indexed stocks. The results show that companies are reluctant to
invest in ESG and only 40% have attempted to disclose their
environmental data. With increasing business concerns about social
responsibility and the new requirement to disclose environmental data,
companies need to incorporate sustainability into their business model —
not only for compliance but also to enhance the value of the company
for sustainable long-term growth.
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» EXECUTIVE SUMMARY

GTER TR

SIMPLY BEING COMPLIANT IS NOT SUFFICIENT

- Although more than two-thirds of the selected companies
disclosed their ESG information for the first time this year, over
60% of the two-thirds mentioned in the line above went beyond
the minimum standards on disclosing company policies. This was
especially true of companies in the financial and utilities industries,
which tended to disclose more extensive ESG data.

- As legislation requirements and reporting standards continue to
evolve, combined with increased peer pressure and resource
depletion, meeting minimum standards is no longer sufficient.

SUSTAINABILITY AND FINANCIAL PERFORMANCE ARE
CLOSELY LINKED

- Indexed constituents and large companies' tend to produce higher-
quality reports and perform better in ESG matters. (Fig 1 & 2).

- Although investing in sustainability may seem to be an additional
burden, it is actually an opportunity for business growth which
increases profitability in the long term.

- HSSUS-listed companies, which are highly rated for their corporate
social responsibility (CSR) practices, tend to provide a better
investment return in the long term? (Fig 3).

- Companies that perform well in ESG not only benefit financially
but also increase opportunities to be admitted to the indexes. In
addition to the local Hang Seng Corporate Sustainability Index
Series (HSCSI), various sustainability indexes around the world
(such as the Dow Jones Sustainability Index series and the MSCI
ESG Leaders indexes) focus on ESG performance.

IMPROVING CREDIT RATINGS

- Leading credit rating agencies, such as Moody's Corporation and
S&P Global Ratings, have signed a statement? to take ESG criteria
into account when assessing a company’s creditworthiness.

- Companies with a stronger ESG performance are likely to have
better creditworthiness, which increases investors’ confidence
when making investment decisions.

N

By revenue (in million HK$): Large = >100071; Medium = 1001 - 10000; Small = <1000
RN CABHEEEESD): K = >10001; #1 = 1001 - 10000; 77 = <1000

~N

REFHERUARESN

HASTFABR=7Z HREHSRERRIKER SCER , B
1B 60%HINTE] , FRIRERIFINRERITR  MERRHEIKE
NEBERAIRRERK , BFfIERmHRE—L £SC BiR.

MEE AR SIREREERR | LUREIERDMERERE |
RERRRRETAEL.

Wi ER R RN RES SEE

IBERL D R ERREERESREHRS , WEE sC AE
RITEME (Fig1 & 2),

HARER A RIITFRIRERIIMGIE | (BEE LUtk
RERF  BHFEBER.

AN HSSUS SEBIATHER M EE(E ( [CSR] ) BFETEE
BEE , REMS SEFERENIREREER ° (Fig 3) .

fE ESG RRIREMRINT] , MEFRKERN T , EEHEENA
B, BT AMAIEERIFEREEEEERY (HsCcsI)
24, EIMESTERER ESC RIRTHEHESRIEE , WEs
HToHES RIS EERY I N ER A E AR RIRE, T EE
EBIEE ( [MSCIESG] ) SBHTEEL.

PE(EETR

BENMEEEMS TR EENAEERBREN°  REX
(SEFHEPION ESG 28,

HBERIE ESC FRIAT , EREERE | RESTEREUMF
HIRERTE.

Hang Seng Bank. (2016). HSSUSB (Hang Seng Corporate Sustainability Benchmark Index) and HSSUS Delivered Better Long-term Returns than the Market Benchmark — HSI [Figure]. Hang Seng

Corporate Sustainability Index Series - 2016 Results. Retrieved from: https://www.hsi.com.hk/HSI-Net/static/revamp/contents/en/d|_centre/other_materials/HSSUS_2016Resultse.pdf
BAESRIT (2016 ). HSSUSB (IEAERTHAEER RIESEEAEIER) F HSSUS LUMIBEMERMEERIRIAMER- HSl [Figure], BAERIFERREZIEERY - 2016 R,
BYE : https://www.hsi.com.hk/HSI-Net/static/revamp/contents/en/d|_centre/other_materials/HSSUS_2016Resultse.pdf
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Principles for Responsible Investment. (n.d.). Statement on ESG in Credit Ratings. Retrieved from: https://www.unpri.org/download_report/20983

HHEERE (nd.). ESC ESHT4RTAIERRA. BX8 : https://www.unpri.org/download_report/20983
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Figl
ESG reporting performance (Indexed constituents)
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AN INDICATOR OF WHETHER A COMPANY IS ADEQUATELY
MANAGING RISK

- A good corporate governance framework helps to manage corporate
risk, while an ESG materiality assessment helps to identify, assess and
prioritise ESG risk.

- Over 80% of the selected companies did not have a comprehensive
strategy or an ESG committee or responsible employees to deal with
ESG matters. This reflects a culture where ESG governance practices
are not developed and employees are not appointed to manage ESG
risk.

- Less than half of the selected companies engaged external stakeholders
and conducted materiality assessments. Some companies determined
material topics based on the views of senior management (ie internally)
only.

° Without a systematic approach, companies are unable to tackle
the sustainability issues that are most pressing to their business
and industry.

BRAND-BUILDING AND CUSTOMER TRUST

- Managing the supply chain and corruption risks helps to maintain
product sustainability. In turn, this builds customer confidence and a
positive reputation.

- While over 90% of the companies surveyed strived to maintain a
culture of integrity through measures such as establishing guidelines,
providing training and setting up whistle-blowing systems, corruption
and bribery cannot be completely avoided.

- Around 40% of the selected companies did not disclose whether they
had concluded any corruption cases within the operating year. This lack
of transparency affects stakeholders’ confidence in the company.

- According to the study conducted by the Global Reporting Initiative,
supply-chain management will be one of the key topics for business to
integrate into future ESG reporting®. Based on our analysis, over 50%
of the selected companies included environmental and social
performance in their assessments. However, improvements still need
to be made in terms of building a responsible supply chain, as less than
10% of companies provided support to enhance suppliers’ ESG
performance.

CREDIBLY COMMUNICATING ESG PERFORMANCE WITH
STAKEHOLDERS

- ESG reporting is a channel through which companies can communicate
with stakeholders about their efforts and ESG performance. Being
transparent is fundamental to building trust, while external assurance
increases the reliability — and, ultimately, credibility — of ESG
reporting.

- Disclosing accurate, meaningful and comparable ESG data facilitates
effective communication with stakeholders. Around 70% of the
selected companies attempted to disclose ESG data. However, of those
which disclosed this data, less than half included information about the
assumptions made or how they produced the data, and only 40%
provided historical data for performance tracking.

- Only 7% of the selected companies obtained independent assurance,
of which only 45% assured the whole report and the remainder
assured specific sections or data only.

° Companies still have a long way to go to improve their disclosure
of environmental and social matters.

4 Global Reporting Initiative. (May 2015). Sustainability and Reporting Trend in 2025.
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REDUCING COSTS THROUGH MANAGING USE OF
RESOURCES AND GREENHOUSE GAS (GHG) EMISSIONS

- Over 60% of the selected companies invest in initiatives to reduce
their use of resources and/or their GHG emissions. Some common
measures include replacing traditional light bulbs with LEDs, upgrading
air-conditioning systems, installing waste-water recycling systems and
providing training to raise employee awareness.

- Only 30% of the companies which invested in initiatives to reduce
their use of resources and/or GHG emissions disclosed data on the
reductions amount or/ cost savings achieved through implementing
the measures.

° Companies do not have a systematic approach to monitor the
status of reduction initiatives and evaluate their achievements.

- Byimplementing reduction measures, companies can reduce costs
(examples)

° A world-leading hotel owner-operator with revenue of
HKS5 billion implemented measures such as using LED lighting
and upgrading the chiller system, saving over HK$6 million in
operating costs annually.

° A cement manufacturer with revenue of over HK$60 billion
invested in technological improvements to improve the
efficiency of its production lines and saved HK$50 million in
operating costs.

RECOMMENDATIONS FOR THE FUTURE

Investing in CSR can bring long-term benefits to companies. Improving
their ESG reporting allows companies to communicate with stakeholders
about their efforts and performance in relation to ESG. This builds trust
with stakeholders, including employees, customers, suppliers and investors.
To prepare a better ESG report, we recommend the following:

- Establish ESG governance: Develop a corporate governance structure
with an ESG committee to oversee ESG matters. Appoint responsible
employees to constantly review the status and continuously improve
the process.

- Report effectively on ESG: Create an inventory of existing and
emerging ESG legislation to ensure compliance. Implement the
discipline of preparing ESG disclosures in financial reporting and
consider obtaining third-party assurance.

- Understand the material topics: Identify the environmental and
social issues that present risks to your company while taking into
consideration the concerns of external stakeholders through a formal
engagement process.

- Collect and disclose relevant ESG data: Set up a systematic approach
to collect data and provide training to relevant employees to ensure
quality data is collected. Provide greater transparency about the ESG
data disclosed, such as the scope of the data, the methodologies used
and the assumptions made.

Looking forward, we anticipate that additional analysis can be conducted
when companies begin to disclose environmental data. BDO Hong Kong
will continue to conduct the ESG survey annually to update the reporting
trends and common practices. We will continue to share our insight and
provide guidance to stakeholders on interpreting ESG disclosures based on
our analyses and experience.
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