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ABOUT THE WHITE PAPER

The White Paper provides a survey of ESG The White Paper addresses a number of key
developments across five Asian-Pacific economies: definitions in the ESG and sustainability vocabulary
Australia, New Zealand, Singapore, Hong Kong and along with identifying a number of the most
Mainland China. It seeks to provide insights on each significant international instruments, frameworks and
economy’s journey towards deeper embedding of standards which are the foundation of the

ESG disclosure within mainstream corporate transformations which are well and truly underway.
practices.

The White Paper also surveys each economy’s ESG-
related regulatory settings and GHG emission

reduction measures under the “Paris Agreement”.
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ABOUT CPA AUSTRALIA

CPA Australia was established in 1886 and is one of
the world’s largest professional accounting bodies,
with more than 168,000 members in over 100
countries and regions. We have more than 47,000
members working across the international markets
and our core services include education, training,

technical support, and advocacy.

CPA Australia provides thought leadership on local,
national, and international issues affecting the
accounting profession and public interest. We engage
with governments, regulators, and industries to
advocate policies that stimulate sustainable
economic growth and have positive business and
public outcomes. Find out more at

cpaaustralia.com.au.

ABOUT XIAMEN NATIONAL ACCOUNTING INSTITUTE

Xiamen National Accounting Institute (XNAI) was
founded in 2002 with the approval of State Council
and is directly under the Ministry of Finance. XNAI
focuses on high-level training in accounting, auditing,
taxation, and economic management, such as
National Accounting Leading Talents Training Project,
CFO Training for Large and Medium-sized

Organisations etc.

XNAI has four research centres and four

research institutes: The Research Centre for the Belt
& Road Financial and Economic Development,

China Financial Fraud Research Centre; Government
Comprehensive Financial Reporting Research Centre;
ESG Research Centre; Institute of Financial
Accounting and Auditing, Institute of

Management Accounting and Financial Management,
Institute of Public Finance and Taxation, and Institute
of Economics and Management. Find out more at

en.xnai.edu.cn.


https://www.cpaaustralia.com.au/
https://en.xnai.edu.cn/

5| ESG Reporting White Paper 2021

MESSAGE FROM XIAMEN NATIONAL ACCOUNTING

INSTITUTE AND CPA AUSTRALIA

Climate risks, carbon emission and sustainable
development have become essential components for
business strategies. It is important for business
leaders today to identify, assess and manage the risks
and opportunities arising from ESG factors and
determine the impacts they have on businesses,

financial markets and people around the world.

As one of the world’s largest professional accounting
bodies, CPA Australia acknowledges the importance
of climate change and the urgency of promoting ESG

across the business community.

Pursuing the same vision, Xiamen National
Accounting Institute — one of the most recognised
professional accounting institutes in Mainland China,
has also been driving and communicating the
importance of sustainable reporting and green
transition across different industries in Mainland

China in the past few years.

Being at the forefront of the industry and assembling
best practices from Australia, New Zealand,
Singapore, Mainland China and Hong Kong, CPA
Australia and XNAI have jointly conducted this White
Paper to enable the business community to move

forward towards the path of embedding ESG

disclosures and considerations into their business

models.

In recent years, we have seen the implementation of
several major government policies and incentive
schemes to support green development in the Asia-
Pacific region. These policies and incentive schemes
will increase the pace of businesses moving onwards

to ESG-friendly models.

The White Paper is particularly valuable as we have
highlighted the key points of the ESG-related
regulatory settings and GHG emission reduction
measures under the “Paris Agreement” across the
five different markets with varying economic
characteristics. The report has also incorporated a

number of recommendations for businesses too.

We hope the White Paper will be constructive to the
business community in developing a long-term ESG

strategy and reporting standard.

Finally, we would like to extend our gratitude to our
subject matter experts for contributing to the success
of this White Paper. We look forward to developing
more professional development resources for the
accounting profession to drive greener and more

sustainable growth.
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INTRODUCTION

The objective of this White Paper is to provide a
survey of ESG developments across five Asian-Pacific
economies: Australia, New Zealand, Singapore, Hong
Kong and Mainland China. It seeks to provide insights
on each’s journey towards deeper embedding of ESG
disclosure within mainstream corporate practices.
Each also demonstrates widely different economic

characteristics.

Nevertheless, it can be stated that each is heading in
the broadly same direction, though via different
paths and at different speeds. That these
developments have commenced in 2020 and through
2021 to both converge and rapidly quicken can in
some large measure be attributed separately, and
relatedly, to regulatory attention and the global

response to climate change.

WHAT IS ESG REPORTING?

The (E)nvironmental, (S)ocial and (G)overnance
describe practices which have emerged in the asset
owner and asset manager sectors, and related
investment analyst practices, which seek to broaden
the range of factors recognised as impacting the

future risk and returns on investment assets.

As such this White Paper also surveys each
economy’s ESG-related regulatory settings and GHG
emission reduction measures under the “Paris
Agreement”. As part of context setting, the White
Paper addresses a number of key definitions in the
ESG and sustainability vocabulary along with
identifying a number of the most significant
international instruments, frameworks and standards
which are the foundation of the transformations

which are well and truly underway.

These demand-side developments have driven
practices in the real economy, causing a deepening in
both non-financial (metrics) and narrative (analysis)
disclosures produced alongside that of well-

established financial reporting.

As will be discussed below, the need and capacity for
integration across ESG and financial disclosures is one
of the factors currently reshaping corporate

reporting.
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RELATED DEVELOPMENTS AND TERMINOLOGY ON

THE PATH TO ESG REPORTING

Corporate Social Responsibility (CSR) °

Not to be confused with corporate philanthropy, CSR
is the evolving understanding of corporations’ social
responsibility. It addresses debates, both practical
and theoretical/ philosophical, centred around
corporate and economic purposes beyond profit
maximisation and the centrality of owner interests

(shareholder primacy).

Significant also in these deliberations are questions
as to the ethical dimensions of business, particularly
in circumstances where ownership is separated from
management, with the company treated as a legal
person in its own right. These longstanding
deliberations have contemporary relevance to the

current developments in ESG:

IN 2021

Directors’ legal obligations are neither static nor
at a disconnect from wider economic contexts
and societal expectations. Thus, the idea that
there is no strict legal impediment to the
consideration of wider interests and the
adoption of a longer-term view, translates
readily to identification of positive obligations in
relation to addressing for the company the
financial risks posed by climate change.
Including, of course, related disclosure
obligations.

The much-cited statement by the economist
Milton Freidman that the “sole purpose of
business is to generate profits for its
shareholders”, while not totally rejected, has
been replaced by more nuanced ideas such as
‘inclusive capitalism” within which markets and
corporations are viewed as embedded in the
imperatives of economic, environmental and
social transformation. Similarly, these more
enlightened perspectives have prompted
extension of the idea of a ‘social licence to
operate’ complementary to the formal legal

licence to operate created upon incorporation.
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Sustainability

The concept of sustainability, and relatedly
sustainable development, is encapsulated by the UN
World Commission on the Environment and
Development Our Common Future (Brundtland
Report, 1987) as “development which meets the
needs of the present without compromising the
ability of future generations to meet their own
needs.” Both the Global Reporting Initiative (GRI) and
the Sustainability Accounting Standards Board (SASB)
discussed below adopt as their conceptual starting
point this intergenerational notion of sustainability,
though applying different approaches to such key
areas as target audience and choice of disclosure

topic (materiality).

The ‘Triple-bottom Line’ (TBL)

First articulated in 1994 by John Elkington, TBL can be
regarded as one of a number of important
management theories arising out of recognition that
double-entry bookkeeping, entrusted to we
accountants some 500 years ago by Luca Paccioli, in
generating a single financial bottom line, failed to
capture the full economic, environmental and social
dimensions of a business. Aside from adding
dimensions of ‘social’ and ‘environment’, the idea of
a TBL is elsewhere encapsulated as ‘People, Planet,
Prosperity’ and has provided important conceptual
thinking underlying developments such as the
Environmental Profit & Loss and Social Return on
Investment, in addition to its relevance to the

development of the GRI.

WHY IS ESG REPORTING IMPORTANT?

General purpose financial reporting has evolved to
meet the information needs of existing and potential
investors along with that of other financial

stakeholders such as creditors.

Financial reporting provides financial information
concerning matters such as assessment of expected
returns, timing, and uncertainty of future cashflows,
and the stewardship of management over the entity’s

economic resources.

ESG and sustainability reporting have also emerged
to meet information needs in recognition that sound
financial decisions are based on data and analysis
wider than that provided alone by financial
information. It also recognises that there is a
constituency of interest wider than the providers of

financial resources.


https://sustainabledevelopment.un.org/content/documents/5987our-common-future.pdf
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ESG INTERNATIONAL INSTITUTIONAL DEVELOPMENTS

AND DRIVERS

Financial Stability Board (FSB) Taskforce on Climate-
related Financial Disclosures (TCFD)

The Swiss-based Financial Stability Board (FSB) was
established in 2009. It coordinates at the
international level the work of national financial
authorities (central banks in the main) and
international standard setting bodies. The purpose is
to develop and promote the implementation of
effective regulatory, supervisory and other financial
sector policies in the interest of financial stability. The
FSB monitors and assesses vulnerabilities affecting
the global financial system and proposes actions
needed to redress them. In addition, it monitors and
advises on market and systemic developments, and

their implications for regulatory policy.

The Taskforce on Climate-related Financial
Disclosures (TCFD) was established in December 2015
to develop a set of voluntary, consistent disclosure
recommendations for use by companies in providing
information to investors, lenders and insurance
underwriters about their climate-related financial
risks. The rationale for the FSB embarking on this
endeavour is outlined in the Executive Summary to
the TCFD June 2017 Final Report. It is emphasised
that one of the essential functions of financial
markets is to price risk to support informed, and thus,

efficient capital allocation decisions. Accurate and

timely disclosures of current and past operating and
financial results are fundamental to this function.
One of the most significant, and perhaps most
misunderstood, risks that organisations face today,

and into the future, is climate change.

The TCFD’s eleven recommendations are organised
under four pillars; Governance, Strategy, Risk
Management and Metrics and Targets, and should be
presented as part of the organisation’s mainstream

(i.e., public) annual financial filings.

World Economic Forum (WEF)

Based on existing standards developed primarily by
the GRI, TCFD and SASB, the WEF has published in
Measuring Stakeholder Capitalism a set of common
metrics (21 core and 34 expanded distinguishable on
the based relative ease of data capture and
organisational boundary considerations) grouped
under four pillars; Principles of Governance, Planet,
People and Prosperity. The WEF is also highly
influential in its annual publication of The Global Risk
Report, an analysis by its expert reference group of
30 risks under five categories (Economic,
Environmental, Geopolitical, Societal and

Technological) assesses for scale of impact and


https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf
http://www3.weforum.org/docs/WEF_IBC_Measuring_Stakeholder_Capitalism_Report_2020.pdf
http://www3.weforum.org/docs/WEF_The_Global_Risks_Report_2021.pdf
http://www3.weforum.org/docs/WEF_The_Global_Risks_Report_2021.pdf
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likelihood over time horizons and in terms of

connectivity.

UN Sustainable Development Goals (UNSDGs)

The United Nations’ 2030 Agenda for Sustainable
Development gave rise to the 17 Sustainable
development Goals (SDGs) which collectively
represent a vision and a roadmap for a better, more
sustainable world. These goals, and the numerous
targets therein, collectively offer an overarching
framework for businesses to plan and enact

sustainability strategies with the SDGs in mind.

The ‘Group of Five’: now ‘Four’

These are the prominent sustainability frameworks
developers and standards setters that cover the
broad spectrum of ESG subject matter both used by
preparers and which have a high degree of

recognition amongst investors and regulators.

Global Reporting Initiative (GRI)

The GRI Standards seek to create a common language
for organisations and stakeholders, with which the
economic, environmental, and social impacts of
organisations can be communicated and understood.
Structure around universal and topic-specific
standards, use of the GRl is intended to enhance the

global comparability and quality of information on

1 Adapted from GRI 101: Foundation 2016 Introduction page 3.

impacts enabling greater transparency and

accountability by organisations.*

Climate Disclosure Standards Board (CDSB)

Operating at a more conceptual level, the CDSB’s
principal guidance is in the form of a framework for
reporting environmental and climate-related
information. Its overarching purpose is to drive
environmental information to the same level of rigor
as financial information. The CDSB framework is
developed in recognition that many businesses are
driving their environmental information capabilities
in response to a range of factors including legal
requirements, recognition of natural capital
dependencies and as part of better reporting
practices. The CDSB framework provides a structure
for rational organisation and presentation of such

information.

Carbon Disclosure Project (CDP)

Founded in 2002 as a non-profit charity that runs the
global disclosure system for investors, companies,
cities, states and regions to manage their impact in
three focus areas: climate change, water security and

forests. 2

Sustainability Accounting Standards Board (SASB)

The SASB is an independent USA-based non-profit

organisation that sets standards to guide the

2 Adapted from I0SCO June 2021 Report on Sustainability-related Issuer Disclosures.


https://www.globalreporting.org/standards/media/1036/gri-101-foundation-2016.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD678.pdf
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disclosure of financially material sustainability
information by companies for their investors.
Organised around 26 ESG sustainability-related issues
across five dimensions (Environmental, Social capital,
Human capital, Business model & Innovation and
Leadership & Governance), the SASB standards
address 77 industries within eleven discrete sectors.
Each SASB industry standard has an average of six

topics and thirteen metrics.

International Integrated Reporting Council (IIRC)

Based on the concept of integrated thinking, the
International <IR> Framework is in essence a
methodology of business model reporting which
focuses on value creation, preservation and erosion
over time. As such, Integrated Reporting is
conceptually a report on the ‘stock and flow’ of six
interconnected capitals (Financial, Manufactured,
Intellectual, Human, Social and relationship, and

Natural).

Effective June 2021, the SASB and IIRC merged to
form the Value Reporting Foundation. The two
bodies can be viewed as complementary insomuch as
the SASB offers the ‘What’ of standards and metrics,
while the <IR> Frameworks provides the principles-
based ‘How’ of preparation and presentation. The
motivation for the merger is underpinned by
response to the demands for report rationalisation,

the need for simplification of the reporting landscape

and the practicalities of resource combination

between the two bodies.

IFRS Foundation

The International Financial Reporting Standards
Foundation, or IFRS Foundation, is a non-profit
accounting organisation operating under guidance of
its Trustees. Its main objectives include the
development and promotion of the International
Financial Reporting Standards through the
International Accounting Standards Board (IASB),
which it oversees. The IFRS Foundation is overseen by
the Monitoring Board who are public authorities
primarily drawn from representative of securities
regulators and central banks. Around 120 nations and
reporting jurisdictions adopt IFRS accounting

standards with around 90 of them in full conformity.

And a further critical development to end 2021

Amongst the range of outcomes from the recently
concluded COP 26 UN Climate Change Conference,
the most significant, and indeed profound, for the
accounting and finance profession is the IFRS
Foundation’s announcement of the formation of the
International Sustainability Standard Board (ISSB), the
consolidating within this of the Climate Disclosure
Standards Board (CDSB) and the Value Reporting
Foundation (VRF), along with the publication of two

prototype disclosure standards.


https://www.ifrs.org/news-and-events/news/2021/11/ifrs-foundation-announces-issb-consolidation-with-cdsb-vrf-publication-of-prototypes/
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The ISSB will sit alongside and work in close
cooperation with the IASB, ensuring connectivity and
compatibility between IFRS Accounting Standards

and ISSB’s IFRS Sustainability Disclosure Standard.

The ISSB and the IASB will be independent, and their
standards will complement each other to provide
comprehensive information to investors and other
providers of capital. The technical expertise, content,
staff, and other resources of the CDSB and VRF will
be consolidated with other resources of the IFRS
Foundation to provide the operating structure of the

ISSB.

To give the proposed board a running start, the IFRS
Foundation in March 2021 created a Technical
Readiness Working Group (TRWG)? whose intent has
been to “integrate and build on the work of relevant
initiatives focused on meeting investors’ information
needs, with the purpose of providing technical
recommendations for consideration by the ISSB (once
established and operational).” The primary outputs
from the TRWG as released at COP 26 are:

General Requirements for Disclosure-related

Financial Information Prototype

Climate-related Disclosure Prototype

International Organization of Securities
Commissions (10SCO)

IOSCO brings together 42 of the world’s securities
regulators and is the major forum for advancing the

regulation of companies and global capital markets.

I0SCO’s support for sustainable finance and the
movement towards global sustainability standards is
pivotal and will play the key role in driving
acceptance and regulatory support amongst its
represented jurisdictions for sustainability-related

reporting standards as they are developed.

In 2020, it published Sustainability and the Role of
Securities Regulators and 10SCO, in which it
identified a number of information-based challenges
that currently face markets in their efforts to protect
investors. More recently in June 2021 10SCO released
Report on Sustainability-related Issuer Disclosures in
which it sets out in detail its vision for the ISSB under
the IFRS Foundation. Further, consistent with
IOSCO’s emphasis on investor protection, it has
commenced consultation on Sustainability-Related
Practices, Policies, Procedures and Disclosures in

Asset Management.

3 Participants of the TRWG were IASB, CDSB, the FSB’s Task Force on Climate-related Financial Disclosures (TCFD), the VRF and World

Economic Forum (WEF), with IOSCO and IPSASB as observers.


https://www.ifrs.org/content/dam/ifrs/groups/trwg/trwg-general-requirements-prototype.pdf
https://www.ifrs.org/content/dam/ifrs/groups/trwg/trwg-general-requirements-prototype.pdf
https://www.ifrs.org/content/dam/ifrs/groups/trwg/trwg-climate-related-disclosures-prototype.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD652.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD652.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD678.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD679.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD679.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD679.pdf
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Network for Greening the Financial System (NGFS)

The NGFS is a group of Central Banks and Supervisors
who on a voluntary basis share best practices and
contribute to the development of environmental and
climate-related risk management in the finance

sector.

The network seeks to mobilise mainstream finance to
support the transition to a sustainable economy.
Each of the Australian Prudential Regulation
Authority and Reserve Bank of Australia are
members, so too is the Reserve Bank of New Zealand,
the Monetary Authority of Singapore and the Hong

Kong Monetary Authority.

NGFS reports such as Climate Scenarios for central
banks and supervisors (June 2021) and Climate
Change and Monetary Policy (June 2020) are
important catalysts for capacity building within
nationally regulated entities in the banking, asset

owner/ asset manager and insurance sectors.

The nature of ESG and sustainability is such that
developments in the financial sectors, driven by
concerns about market resilience and the pricing of
risk, have direct implications for entities in the real
economy in terms of both provisions of (and pricing)
of investment capital and the expectations that they

themselves manage and disclose these risks.


https://www.ngfs.net/sites/default/files/media/2021/08/27/ngfs_climate_scenarios_phase2_june2021.pdf
https://www.ngfs.net/sites/default/files/media/2021/08/27/ngfs_climate_scenarios_phase2_june2021.pdf
https://www.ngfs.net/sites/default/files/medias/documents/climate_change_and_monetary_policy.pdf
https://www.ngfs.net/sites/default/files/medias/documents/climate_change_and_monetary_policy.pdf
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INSIGHTS FROM THE GLOBAL ESG JOURNEY

Insights from the ESG journey in Australia

The journey of ESG reporting in Australia has been
decades long and, in some ways, can be traced back

to two seemingly unrelated occurrences.

The first concerns the formation of the GRI in 1997
which can be regarded as pivotal in signifying the
‘first-to-market’ effective endeavour to meet the
latent needs for sustainability information across
both broad ranges of prepared and users. The GRI,
having evolved over five major updates, is now
adopted by more than 10,000 reporters in over 100
counties. In Australia, as elsewhere, it is regarded as
the default framework and suite of standards for

sustainability metrics.

Closer to home in Australia, the second occurrence
concerns the 2004 Jackson QC Report into the
Medical Research and Compensations Foundations.
Space does not allow any detailed discussion of the
long and controversial history of the restructure of
James Hardie Industries and the legacy of under-
funded compensation claims relating to the
manufacture and sale of asbestos products. What the
Jackson QC Report did, however, do was bring into
sharp focus the ethical dimensions of commercial
enterprise. The circumstances of James Hardie
Industries were the stimulus leading to two key

government inquiries into corporate social

responsibility (Parliamentary Joint Committee on
Corporations and Financial Services June 2006 and
Corporation and Markets Advisory Committee
December 2006). Both inquires, in a manner perhaps
foreshadowing of the current impetus around
corporate climate change response, emphasised the
degree of flexibility with the corporate law to compel
directors to have regard of shifting societal
expectations around the impact of their companies’
commercial activities, and that within this, the
positive functions served through evolving corporate

reporting.

CPA Australia has had a long association with the GRI
both as a reporter (2007 — 2016, after which a fully
integrated approach was adopted using the <IR>
Framework) and as a funder of an outreach network.
Further, in 2013 CPA Australia in collaboration with
the GRI, commissioned from the University of Sydney
Sustainability Reporting: Practices, performance and
potential. This report provides the following
important insights up until that time, though many of

which endure today:

e larger, multi-national firms show higher levels of
sustainability disclosures, with highest
disclosures in governance and environment

e Companies in the materials and energy industry

produce more information than other sectors


https://www.dpc.nsw.gov.au/assets/dpc-nsw-gov-au/publications/Medical-Research-and-Compensation-Foundation-listing-442/80be743ceb/Report-Part-A-Special-Commission-of-Inquiry-into-the-Medical-Research-and-Compensation-Foundation.pdf
https://www.dpc.nsw.gov.au/assets/dpc-nsw-gov-au/publications/Medical-Research-and-Compensation-Foundation-listing-442/80be743ceb/Report-Part-A-Special-Commission-of-Inquiry-into-the-Medical-Research-and-Compensation-Foundation.pdf
file:///C:/Users/JPURCELL/Downloads/sustainability-reporting-practice-performance-potential%20(2).pdf
file:///C:/Users/JPURCELL/Downloads/sustainability-reporting-practice-performance-potential%20(2).pdf
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e  Australian companies, led by the resources
sector, disclose most on the environment
compared to, for example, British companies

e  Specific industry membership is an important
influencer of sustainability reporting behaviour,
particularly where, within some sectors, there is
requirement to report on certain areas of
activity

e  Profitability and cash flow return are strongly
correlated with ‘GRI scores’, including analyst

projections of future return on capital.

Pursuing further the theme of the financial
characteristics of early adopters of sustainability
disclosures, CPA Australia in 2017 commissioned
further research from the University of Sydney, this
time examining the relationship between
sustainability information and cost of capital amongst
a pool of companies drawn from the Australian,

London and Hong Kong stock exchanges.

The report show lower sustainability scores
(comprising the aggregate of all environmental, social
and governance scores scores) are statistically
associated with higher cost of capital, this after
controlling for size (market capitalisation), leverage,
annual investment returns, a distress risk metric, free
cash flow and ROE. Regression results run on cost of
capital where the main independent variable is the
total environmental rating, document a negative and

statistically significant relationship between total

environmental rating and cost of capital. This implies
that companies with higher (or better) environmental

ratings enjoy lower cost of capital (and vice versa).

The above would clearly lead to a conclusion that
sustainability disclosure provides distinct benefits
and that uptake would be both steady and diversified
across sectors, size of firm and subject matter

addressed. So where do matters currently sit?

One of the most widely referenced non-academic
longitudinal studies of ESG reporting trends is that
conducted annually by the Australian Council for
Superannuation Investors (ACSI) for the ASX200.
Benchmarked into level of reporting ratings of No
reporting, Basic, Moderate, Detailed and Leading,
ASCl’s thirteenth report for the reporting period to
31 March 2020 shows continued improvement with
109 of the ASX200 companies ranked as ‘Detailed’ or
‘Leading’ compared to only 39 at the commencement
of the studies back in 2008. Nevertheless, the
‘Leading’ rating declines progressively moving from
ASX20 to 21-50, 51-100 and 101-200, with
corresponding increased amongst the ratings of
‘Moderate’ and ‘Basic’. As to sectoral attributes, the
most strongly represented in ratings of ‘Detailed” and
‘Leading’ are amongst Transportation,
Telecommunications Services, Materials, Real Estate

and Banks.


https://www.cpaaustralia.com.au/~/media/corporate/allfiles/document/professional-resources/sustainability/sustainability-and-the-cost-of-capital-report-2017.pdf
https://acsi.org.au/wp-content/uploads/2020/12/ESG-Reporting-Trends-in-the-ASX200.Sep20.pdf
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The wide spread of quality and depth of reporting
across the ASX200 is also highlighted in a 2020 PwC
analysis ESG reporting — are we keeping pace?
There, the significant observation is also made that
ESG reporting falls short of the standard of financial
reporting and correspondingly treated as less
important. One of the explanations given by PwC for

this relates to:

- - -the multitude of ESG reporting frameworks
that exist today creating a challenge for investors
and other stakeholders as they result in a lack of
comparability and consistency in ESG reporting,

both locally and globally.

A similar theme is apparent in a further 2020 study
commission by CPA Australia from Monash University
and Deakin University titled Future of environmental,
social and governance reporting, key finding from

which are:

e  The use of multiple frameworks and increased
requests for data have led to significant
complexity

e  The TCFD is now a major driver of reporting

e  While <IR> is seen as complex and difficult to
implement, it offers opportunity for integration
with other frameworks and for driving
integrated thinking

e The major factors influencing organisations
adopting of, or dropping, frameworks include

driven by the Board or C-suite (top-down

approach); driven by sustainability people
(bottom-up approach), pressure from external
stakeholders; and peer pressure.

e  The major challenges include: the ‘cacophony’
for frameworks and the lack of integration; a
compliance mentality; resourcing; and
translating frameworks for internal stakeholders.

These trends along with the regulator measures

outlined below, are necessary for the deeper

embedded of ESG disclosure into the fabric of
corporate reporting, however, seem insufficient to
achieve the goal of true comparability with financial

disclosure.

Insights from the ESG journey in New Zealand

New Zealand sustainability reporters and their
motivation to be early adopters

New Zealand was one of the first 30 countries that
established a regional business council called The
New Zealand Business Council for Sustainable
Development (NZBCSD) in 1999, under the World
Business Council for Sustainable Development
(WBCSD). The Council's establishment resulted from
the Rio Earth Summit in 1992, which brought the
world's attention to the Earth's environmental
problems and the need for global businesses to be
aware of their role and business practices. The
Resource Management Act (1991) was the most
significant legislation in the New Zealand context to
promote the sustainable management of natural and

physical resources in New Zealand, including land, air


https://www.pwc.com.au/assurance/environmental-social-and-governance-reporting/esg-reporting-are-we-keeping-pace.html
https://www.cpaaustralia.com.au/-/media/project/cpa/corporate/documents/tools-and-resources/environmental-social-governance/cpaaom3464_p-and-a-esg-report_a4-portrait_fa_web.pdf?rev=f0e1bd8043ba4f408a32c79346af889d&download=true
https://www.cpaaustralia.com.au/-/media/project/cpa/corporate/documents/tools-and-resources/environmental-social-governance/cpaaom3464_p-and-a-esg-report_a4-portrait_fa_web.pdf?rev=f0e1bd8043ba4f408a32c79346af889d&download=true
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and water, by addressing environmental issues

through a framework model.

A 2011 KPMG international survey identified the 100
largest companies in 34 countries, including New
Zealand, that use corporate responsibility reports.
According to the report, 27 per cent of New Zealand
companies from critical industries acknowledged as
voluntarily reporting, while only 19 per cent of those
100 New Zealand companies conduct assurance

activities.

A master’s degree research completed by the
University of Canterbury delved into the KPMG
international survey data conducted in recent years
of the 100 New Zealand organisations included in the
survey and found some interesting insights. While the
100 New Zealand organisations were never publicly
identified, a significant number are New Zealand-
based subsidiaries of international parent companies
which rely on the parent report. With rigorous data
and content analysis, the research looked at the best
seven reporters that disclose a total of 20 to 25 GRI
G4 indicators, including Sanford, The Warehouse,
Fonterra, Contact, Z Energy, Kathmandu, and
Auckland International Airport, even though their

reporting were generally patchy.

However, early adopters like Watercare Services,
which won several awards between 1995-2000, held
a leadership position in influencing the best practice

reporters. At the same time, Landcare Research was

perceived as a promoter of sustainability reporting,
which resulted in winning awards for their report.
The Warehouse’s increased focus on stakeholder

engagement was also recognised.

The motivations for organisations’ social and
environmental reporting varies in complexity. While
social responsibility or accountability is a critical
motivator for sustainability reporting, other general
perceptions are also considered motivators for
reporting. These perceptions include brand
recognition and the competitive advantage of
disclosing information. The alignment of strategic
objectives as a response to pressures, expectations,
or social change, or maintaining a ‘license to
operate’, results in a ‘win-win’ for both business and
stakeholders and has a positive correlation between

sustainable leadership and business returns.

According to the NZX & Wright Communications ESG
Reporting Uptake in S&P/NZX 50 Index and Investor
Perspective 2019 report (NZX & Wright
Communications 2019 report), New Zealand is still
behind, and lagging compared to its Europe, North

America, and Australia peers in sustainable reporting.

With a few companies doing their best to disclose by
using basic reporting metrics, particularly its carbon
emissions approach, they are still slow in reporting
their carbon and waste contributions altogether.
However, with the emerging trends and pressures in

having a sustainable business, NZX-listed companies


http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/corporate-responsibility/Documents/2011-survey.pdf
https://ir.canterbury.ac.nz/bitstream/handle/10092/16134/Chirapattanakorn%2C%20Udom_MCom%20Thesis.pdf?sequence=1&isAllowed=y
https://wrightcommunications.co.nz/media/2621/esg-reporting-uptake-in-sp-nzx-50-index-and-investor-perspective-2019.pdf
https://wrightcommunications.co.nz/media/2621/esg-reporting-uptake-in-sp-nzx-50-index-and-investor-perspective-2019.pdf
https://wrightcommunications.co.nz/media/2621/esg-reporting-uptake-in-sp-nzx-50-index-and-investor-perspective-2019.pdf
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are now required to report on non-financial
information. Therefore, increasingly adapting

sustainability into their reporting is critical.

The NZX & Wright Communications 2019 report
shows that 28 out of the S&P/NZX 50 Index
companies said that they are reporting on climate
change risks. Of these reports, various disclosure
levels, standards, frameworks and approaches to
sustainability reporting have been used with no
dominant approach or framework. The level and
relevance of reporting disclosures are yet to improve,
especially that internal and external pressures for
useful reporting information is evident. The
increasing need for more clarity and simplicity of
reporting frameworks have made New Zealand
organisations self-select the ‘best’ framework that
suits their needs.* A one size fits all approach is not
suitable across all sectors, mainly if there is a greater
focus on the impact of Sustainable Development

Goals (SDGs) that form much of the ESG reporting.

The 2020 KPMG New Zealand's Survey of
Sustainability Reporting (KPMG 2020 Survey)
reported a slight increase of New Zealand
organisations' improvement in the quality of
sustainability information on ESG matters from 69
per cent in 2017 to 74 per cent in 2020. However, the
quality of ESG reporting needs to be enhance. Based

on the report, many New Zealand owned businesses

are less likely to use the quantitative frameworks of
the Global Reporting Initiative (GRI). They are less
likely to have committed to carbon reduction and
science-based targets. This information is evident in
the survey result where 11 per cent of New Zealand
organisations reported and selected using the <IR>
framework while 34 per cent of New Zealand
offshore owned organisations have been using the

GRI Standards to suit their needs best.

Shifts in the frameworks and sustainability reporting
standards in New Zealand

’

There was a sector shift from ‘transaction’ to ‘impact
when it comes to reporting in New Zealand which
requires credible and assured information, according

to the KPMG 2020 Survey.

New Zealand organisations are trailing their
international peers in reporting on climate-related
financial risks and opportunities. It is one of the early
adopters using the TCFD framework, with 23 per cent
of New Zealand organisations report in line with the
structure compared with the global average of 18 per
cent, according to the KPMG 2020 Survey. However,
acknowledging climate-related financial risks in
annual or integrated reports are lower in New
Zealand, with 39 per cent compared to its other key
trading partners - 69 per cent in the UK, 60 per cent
in Australia, and 54 per cent in the US, according to

the KPMG 2020 Survey.

4 https://assets.kpmg/content/dam/kpmg/nz/pdf/2020/12/the-time-has-come-nz.pdf


https://assets.kpmg/content/dam/kpmg/nz/pdf/2020/12/the-time-has-come-nz.pdf
https://assets.kpmg/content/dam/kpmg/nz/pdf/2020/12/the-time-has-come-nz.pdf
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The Aotearoa Circle, a voluntary initiative partnership
of public and private sector leaders, is jointly
committed to reverse the decline of our natural
resources. It was collectively formed to promote
transformational change in New Zealand and
founded the Sustainable Finance Forum (SFF) in
January 2019. The SFF has developed the Roadmap
for Action report, outlining critical steps to transform

the New Zealand financial system by 2030.

In October 2019, the SFF presented its Interim Report
anchored in Te Ao Maori, and later issued its final
report in November 2020, which consists of three
core areas and practical recommendations to shift

New Zealand to a sustainable financial system:

e  Changing mindsets — targeted at educating and
creating action through leadership.

e  Transforming the finance system — structural
changes to embed environmental and social
outcomes.

e  Financing the transformation — targeted at
accelerating capital towards sustainable

investments.

In October 2019, Climate Change Minister James
Shaw released a consultation document proposing
mandatory climate-related financial risk disclosure.
This document was consistent with the Task Force on
Climate-related Financial Disclosures (TCFD) by
climate reporting entities (CREs), including listed

issuers, large registered banks and other deposit

takers, large licensed issuers, and large managers of
managed investment schemes. And in April 2021,
the Financial Sector (Climate-related Disclosure and
Other Matters) Amendment Bill (Climate Bill) was
introduced, which passed the third reading on 21

October 2021.

The External Reporting Board (XRB) is developing the
Climate Standard and adopting the TCFD’s eleven
recommended disclosures for New Zealand using the
‘Group of Five’s’ prototype standard as a basis for the
Standards. Furthermore, XRB reported that some
New Zealand entities are already reporting on climate
change. The proposed Climate Standards will contain
transitional provisions and Guidance to assist other
and new entities in their climate change reporting.
The formal exposure draft of the standards will be
available to release in July 2022 with a 3-month
consultation period.

ESG and sustainability themes feature most
prominently from preparers

The NZX & Wright Communications 2019 report
identified several ESG topics within the reviewed
reports of the S&P/NZX 50-listed companies.
According to the report, more than 40 of the top 50
companies reported on various social issues,
including gender diversity, pay equality, and modern
slavery. Some of the case studies reviewed have
different perspectives, sustainability themes, and
varying stages of their ESG investment in the business

and communities they operate.


https://static1.squarespace.com/static/5bb6cb19c2ff61422a0d7b17/t/5dd3b114d0279f0fb06e00f3/1574154539204/1013241_Sustainable+Finance+Report_FINAL_NEW+%28002%29.pdf
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For example, New Zealand power company Z Energy
discloses their non-financial performance, particularly
the G of ESG reporting, with their executive
remuneration disclosure. As investors and the New
Zealand Shareholders Association pressure them for
more transparency in non-financial reporting, Z
Energy reports their salary and incentive payments in
their Annual Report. New Zealand's largest listed
property company Kiwi Property reports on several
critical environmental metrics as well. They report on
energy consumption, waste, water use, and carbon
emissions while also paying attention to their social
metrics such as lost-time injuries, gender and
employees' ethnic diversity. Dairy producer Synlait
attributes its sustainability issues directly linked to a
social license to operate. The company is increasingly
pressured by their next generation of consumers (18
years old) that business purpose is more important

than profit.

Sustainability reporting can associate misleading
information and false disclosures that concerns the
Ministry of Business, Innovation and Employment
(MBIE). In their International Developments
Sustainability Reporting Occasional paper published
in June 2021, MBIE identified three main challenges

associated with sustainability reporting:

e  Compliance costs
e  Greenwashing

e  The proliferation of standards and frameworks.

Although New Zealand does not have a government
mandated ESG sustainability reporting framework or
standard, in the last decade, voluntary sustainability
reporting has increased, and many New Zealand
organisations have deepened their understanding of
the associated environmental and social risks that

impact their corporate governance.®

New Zealand prominent sectors and groups and their
ESG related information

New Zealand’s financial services sector is ahead of
the climate change reporting curve compared to
other New Zealand sectors reported in the KPMG
2020 Survey. However, these New Zealand entities
rely on their Australian parents to lift their sector’s
performance average. When it comes to ESG
information, Australian entities report 100 per cent
vs 60 per cent for New Zealand counterparts, and
while 43 per cent of Australian parent entities have
their ESG independently assured, New Zealand
entities have 0 per cent, according to the KPMG 2020

Survey.

The agri-food sector is embracing and leading
Integrated Reporting <IR>. The KPMG 2020 Survey
shows that New Zealand businesses are still behind

their global peers regarding standard-setting, the

5 https://www.mbie.govt.nz/dmsdocument/15110-international-developments-in-sustainability-reporting-pdf


https://www.mbie.govt.nz/dmsdocument/15110-international-developments-in-sustainability-reporting-pdf
https://www.mbie.govt.nz/dmsdocument/15110-international-developments-in-sustainability-reporting-pdf
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integrity of their products, reliability of the
information, assurance, and impact on the value
chain are critical to demonstrate their commitment
to climate change. It also reported limited uptake of
assurance amongst agri-food organisations, with 14
per cent in New Zealand vs 23 per cent globally.
Although 32 per cent of New Zealand entities
acknowledge the risk from climate change, 0 per cent
have adopted the recommendations of the TCFD vs 9

per cent globally.

The Living Standards Framework (LSF) is not fully
utilised by the public sector, lagging the performance
of the private sector when it comes to climate change
issues. However, according to the KPMG 2020 Survey,
government entities like the Ministry for the
Environment use their reporting to demonstrate their
intentions to report climate-related risks and
opportunities. This reporting is aligned to the Climate
Change Commission recommendations in 2021 and
Treasury's Wellbeing Report due in late 2022 to
provide insights and an impact-orientated approach
to New Zealand's wellbeing, including the

sustainability and associated risks with wellbeing.

Many Maori businesses and iwi trusts voluntarily
report on broader ESG outcomes using the Maori
cultural intelligence frameworks.® Many iwi trusts are

leading sustainably by managing their environmental

resources, creating value for the communities,
looking after the land, and regenerating ecosystem
services. Adopting standardised systems and
reporting relevant to Maori perspectives, including
the impact of climate change on and of the business,
has implications on biodiversity, and social and
cultural effects should be led, informed, and guided

by Maori.”

New Zealand’s energy, telecommunication and
infrastructure utilities or the ‘lifeline utilities’ sector
still lag behind their global counterparts on ESG
reporting. However, sustainability is viewed as a key
strategic focus. Climate change will be prominent on
the agenda, with significant growth of New Zealand
organisations expected to continually report their
sustainability performance in their next reporting
cycle. Furthermore, the sector’s growing adoption of
the TCFD framework gives them a solid position to
leverage its climate reporting for future
requirements. 63 per cent of New Zealand entities
are more mature than their global peers (53 per cent)
in acknowledging the risk from climate change,

according to the KPMG 2020 Survey.

New Zealand’s consumer goods and retail
organisations are well behind most reporting metrics
compared to their global peers regarding climate

change risks reporting. Currently, the sector has no

6 https://www.mbie.govt.nz/dmsdocument/15110-international-developments-in-sustainability-reporting-pdf
7 https://assets.kpmg/content/dam/kpmg/nz/pdf/2020/12/the-time-has-come-nz.pdf
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regulatory obligations to report on its climate change
and sustainability activities. However, The
Warehouse have been voluntarily reporting and
disclosing their ESG information using their brand
story to educate consumers, investors, and
stakeholders. The KPMG 2020 Survey revealed a low
uptake of assurance in the consumer and retail sector
with only half (18 per cent) that of 36 per cent

globally.

Insights from the ESG journey in Singapore

The Singapore Green Plan

Singapore, as a small island state with limited natural
resources, has always been cognisant of sustainability
issues. Its care for the environment and sustainability
can be seen through how it has achieved water
security through desalination innovations (such as
NEWater), decades of greening Singapore and its

strong management of waste.

In 2020, the Singapore Government launched the
Singapore Green Plan 2030, or the Green Plan, a
whole-of-nation movement to advance Singapore’s
national agenda on sustainable development. The
Green Plan charts ambitious and concrete targets
over the next 10 years, strengthening Singapore’s
commitments under the UN’s 2030 Sustainable
Development Agenda and Paris Agreement, and
positioning Singapore to achieve our long-term net

zero emissions aspiration as soon as viable. Climate

change is a global challenge, and Singapore is taking
firm actions to do its part to build a sustainable

future.

The Singapore Green Plan spans themes such as City
in Nature, Energy Reset, Sustainable Living, Green
Economy and Resilient Future. Off the back of these
themes, Singapore has set specific targets which

include but are not limited to:

e  Plant 1 million more trees.

e Increase solar deployment to 1.5 giga-watt peak
(GWp) by 2025, and at least 2 GWp by 2030.

e  Expand cycling network to 1,320km by 2030.

® Increase rail network to 360km by early 2030s.

e  Reduce waste sent to our landfill per capita per
day by 20 per cent by 2026, with the goal of
reaching 30 per cent by 2030.

e Increase share of trips taken on mass public
transport to 75 per cent by 2030.

e At least 20 per cent of schools to be carbon
neutral by 2030.

e  Promote sustainable fuels for international
trade and travel.

e  Phase out refrigeration and air-conditioning
equipment that use high global warming
potential (GWP) refrigerants from 4th quarter
2022.

e Use 15 per cent less energy in HDB towns by

2030.


https://www.greenplan.gov.sg/
https://www.greenplan.gov.sg/key-focus-areas/city-in-nature/#:~:text=One%20million%20more%20trees%20will%20be%20planted%20across%20our%20island
https://www.greenplan.gov.sg/key-focus-areas/city-in-nature/#:~:text=One%20million%20more%20trees%20will%20be%20planted%20across%20our%20island
https://www.greenplan.gov.sg/key-focus-areas/energy-reset/#:~:text=Our%20solar%20energy%20deployment%20will%20quadruple%20by%202025
https://www.greenplan.gov.sg/key-focus-areas/sustainable-living/#:~:text=green%20commutes
https://www.greenplan.gov.sg/key-focus-areas/sustainable-living/#:~:text=Circular%20Economy
https://www.greenplan.gov.sg/key-focus-areas/energy-reset/#:~:text=Transport
https://www.greenplan.gov.sg/key-focus-areas/energy-reset/#:~:text=Transport
https://www.greenplan.gov.sg/key-focus-areas/sustainable-living/#:~:text=20%%20of%20schools%20to%20be%20carbon%20neutral%20by%202030
https://www.greenplan.gov.sg/key-focus-areas/energy-reset/#:~:text=Transport
https://www.nea.gov.sg/media/news/news/index/nea-introduces-measures-to-reduce-greenhouse-gas-emissions-from-refrigeration-air-conditioning
https://www.nea.gov.sg/media/news/news/index/nea-introduces-measures-to-reduce-greenhouse-gas-emissions-from-refrigeration-air-conditioning
https://www.nea.gov.sg/media/news/news/index/nea-introduces-measures-to-reduce-greenhouse-gas-emissions-from-refrigeration-air-conditioning
https://www.greenplan.gov.sg/key-focus-areas/energy-reset/#:~:text=Housing
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e  Produce 30 per cent of our nutritional needs by
2030 locally (30-by-30 target).

e Introduce an Enterprise Sustainability
Programme, to help enterprises, especially
SMEs, embrace sustainability and develop
capabilities in this area.

e (Create new and diverse job opportunities in
sectors such as green finance, sustainability
consultancy, verification, credits trading and risk
management.

e Be aleading centre for Green Finance in Asia and
globally, by building up the financial sector’s
resilience to environmental risks, developing
green financial solutions, build knowledge and
capabilities, and leveraging innovation and
technology.

e  Promote homegrown innovation under
the Research and Innovation & Enterprise Plan
2025, and attract companies to anchor their R&D
activities in Singapore to develop new
sustainability solutions.

e  Green 80 per cent of buildings by Gross Floor
Area by 2030.

e Add over 130 ha of new parks and enhance
around 170 ha of existing parks with more lush
vegetation and natural landscapes by end-2026.

e "80 per cent of new buildings to be Super Low
Energy buildings from 2030, and 80 per cent

improvement in energy efficiency over 2005

baseline for best-in-class green buildings by
2030.

e New registrations of diesel cars and taxis to
cease from 2025.

e 8 EV-Ready Towns with chargers at all HDB
carparks by 2025.

e All new car and taxi registrations to be of
cleaner-energy models from 2030.

e 60,000 charging points nationwide, including
40,000 in public carparks and 20,000 in private

premises by 2030.

Singapore Exchange requirements

In January 2016, the Singapore Exchange (SGX) issued
a consultation paper on proposed changes to the
SGX’s sustainability reporting requirements to
strengthen ESG disclosure requirements for the
benefit of listed companies and investors. This came
at a time where expectations over sustainability
reporting rose globally and the benefits from it were
increasingly seen as an opportunity to positively
impact society and the environment, to innovate, to
access new markets, and to safeguard a company’s
license to operate. By actively addressing
sustainability issues, companies would be in a better
position to manage the risks they were facing and

drive growth in the long term.

Following the consultation period, SGX issued the
Sustainability Reporting listing rules and the

Sustainability Reporting Guide (“the Guide”) in June


https://www.greenplan.gov.sg/key-focus-areas/resilient-future/#:~:text=30-by-30%20target
https://www.greenplan.gov.sg/key-focus-areas/green-economy/#:~:text=This%20programme
https://www.greenplan.gov.sg/key-focus-areas/green-economy/#:~:text=This%20programme
https://www.greenplan.gov.sg/key-focus-areas/green-economy/#:~:text=Green%20Finance%20Masterplan
https://www.greenplan.gov.sg/key-focus-areas/green-economy/#:~:text=%28RIE2025%29
https://www.greenplan.gov.sg/key-focus-areas/green-economy/#:~:text=%28RIE2025%29
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2016, requiring SGX listed entities to prepare an
annual sustainability report with effect for any
financial year ending on or after 31 December 2017

on a “comply or explain” basis.

Also in 2016, and with the aim to help new or early
stage adopters in their sustainability reporting
journey, Singapore’s national accountancy body, the
Institute of Singapore Chartered Accountants (ISCA),
formed two groups to work on a Sustainability

Reporting Implementation Roadmap:

1. The Corporate Reporting Committee (CRC) -
composed of Sustainability Reporting subject
matter experts, CRC’s objective is to promote
quality Sustainability Reporting in Singapore. To
do so, the CRC has formed two working groups
to support the execution, the Sustainability
Reporting Awareness Working Group and the

Sustainability Reporting Quality Working Group.

2. The Corporate Reporting & Ethics Division
(CoRE) —in order to:

a. provide technical support in areas of
financial reporting, sustainability
reporting, ethics and specialised
industries such as capital markets,
banking and finance, insurance and
insolvency;

b. communicate insights and views

amongst members and the profession;

c. hearissues from the ground and
conceive initiatives to promote and
enhance quality, consistency and best
practices to uphold technical

excellence.

Establishment of global reporting standards hubs

Recognising the need for high quality ESG disclosure
in the Association of Southeast Asian Nations
(ASEAN) region, the Global Reporting Initiative (GRI),
with the support of its partner organisations and the
Singaporean government, launched its GRI Regional
Hub on 3 September 2019. The Hub works with ten
ASEAN countries and supports ASEAN companies in
their sustainability journey through providing
relevant services and training, as well as helping
them identify, manage and report their most material

ESG impacts.

Tim Mohin, GRI Chief Executive said “Our ASEAN Hub
has a crucial role working with companies in
Southeast Asia to unlock the benefits of sustainability
reporting. GRI’s experience around the world shows
disclosure helps businesses improve performance,
build relationships with global buyers and increase

their reputation as responsible global citizens.

As the ASEAN economies develop rapidly, they
increasingly face sustainability impacts that can slow
growth and decrease quality of life. To help meet

these challenges, market regulators in the region,


https://isca.org.sg/docs/default-source/sustainability/resources/isca-sustainability-report-implementation-roadmap.pdf?sfvrsn=853fd2e6_2&_ga=2.195153836.1601263202.1629437518-348742122.1626157455
https://isca.org.sg/docs/default-source/sustainability/resources/isca-sustainability-report-implementation-roadmap.pdf?sfvrsn=853fd2e6_2&_ga=2.195153836.1601263202.1629437518-348742122.1626157455
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including the Singapore Exchange (SGX), have
recognized the value of corporate transparency and

require companies to disclose ESG data.”

Academic studies

In a study issued by SGX and the Centre for
Governance and Sustainability (CGS) at the National
University of Singapore (NUS) Business School in May
2021, an overall improvement was seen in the
sustainability reporting quality and disclosures of
listed issuers as previously noted in a review two
years earlier. The depth and understanding of
sustainability reporting, as well as management of
sustainability as a whole, has increased overall
amongst Singapore-listed issuers, despite a difficult
context heavily impacted by the COVID-19 pandemic,
greater concerns around climate change and
significant sustainability-linked financing seen in the

marketplace.

According to the study, issuers conformed more
closely to the regulatory standards and reported
quality was more even. Across the board
improvements were seen and drove the average
overall score to 71.7 points compared to 60.6 points
in 2019. Amongst other findings, the study also
concluded that issuers were embedding sustainability
more deeply into their corporate structures and

strategies.

“That issuers have become generally better in terms
of their sustainability reporting in just a few years is
heartening to see. Nevertheless, the call globally for
efforts on the climate change and sustainable
development fronts has grown exponentially and
with a new urgency. Singapore too has stepped up
measures in these areas and SGX is similarly
committed. In response to these needs, we will
consult the market in due course on proposals to
place greater emphasis on climate-related
disclosures, assurance and structured formats for

reporting,” said Tan Boon Gin, CEO of SGX RegCo.

Associate Professor Lawrence Loh, Director of CGS at
NUS Business School, said, “Better sustainability
reporting can help companies attract
environmentally-conscious customers, obtain lower-
cost financing and gain better access to capital. This
improves resilience in the face of future challenges.
We hope that this review aids companies in

prioritizing and pursuing these potential benefits.”

Recent SGX Consultation Paper on climate and
diversity

In light of the continuous push towards more
disclosure in sustainability reports to satisfy
stakeholder requests, the Singapore Exchange issued
a paper in August 2021 to consult the public on the

following topics:

1. A phased approach to mandatory climate

reporting in issuers’ sustainability reports, based


https://bschool.nus.edu.sg/cgs/wp-content/uploads/sites/7/2021/05/SGX-CGS-Sustainability-Reporting-Review-2021-Presentation-of-Findings.pdf
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on TCFD recommendations, and whether
sustainability report assurance should become
mandatory and a potential requirement for one-

time sustainability training for all directors.

2. Arequirement for issuers to have a board
diversity policy and provide disclosures on
related targets, plans and timelines in their

annual reporting.

The commentary period ended on 27 September
2021 after which a potential amendment of the
policy or rule may be subject to regulatory
concurrence. As Grace Fu, Minister for Sustainability
and the Environment rightfully stated “Sustainability
is a journey, not the destination. Our work to achieve

sustainable development is never done.”

Insights from the ESG journey in Hong Kong

Hong Kong has a number of recognised leaders in
sustainability reporting including such companies CLP
Holdings Ltd, Cathy Pacific Airways Limited and MTR
Corporation Limited. Their motivations as earlier

adopters span a range of key factors including:

e  Market recognition — enhanced bonding with
local authorities and communities where they
operate by promoting transparency of how they
manage environmental and social impacts

e  Risk management —improved management and

control on environmental and social risks,

thereby reducing losses caused by such risks

e  Cost of capital — Lower cost of capital as they
would be more preferred by investors

e  Operating cost — Lower operating cost due to
reduced resource consumption, and

e  Customer preference — with more and more
customers preferring ESG sensitive products and

services.

Across the last couple of decades in the evolution of
sustainability reporting, there can be observed the
following evolution in the frameworks and standards
referred to by preparers and the market more

broadly:

e |n 2000's, reporting frameworks were more
basic, focusing mainly on qualitative descriptions
of policies and initiatives against ESG aspects,
with limited quantitative guidance

e In 2010's, reporting frameworks started to
expand the scope of reporting to cover more and
more ESG aspects, concerning urgent ESG issues
such as climate change, and

e In 2020's, reporting frameworks are expected to
further develop; quantification and integration
with financial information would be the major

trend.

One of the more significant sources of rationalisation
is the White Paper Measuring Stakeholder

Capitalism developed by the World Economic Forum


https://www3.weforum.org/docs/WEF_IBC_Measuring_Stakeholder_Capitalism_Report_2020.pdf
https://www3.weforum.org/docs/WEF_IBC_Measuring_Stakeholder_Capitalism_Report_2020.pdf
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in collaboration with big 4 accounting firms, namely
Deloitte, EY, KPMG and PwC, to create Common
Metrics and Consistent Reporting of Sustainable
Value Creation. Significantly, this is perceived to
promote closer alignment with the IFRS standards,
which in turn enhances comparability of reports
across nations.

ESG and sustainability themes featuring most

prominently in Hong Kong reports include:

e Innovation in environmental technology

e  Climate risk management

e Community engagement

e  Green products and services.

More recently, the global responses to climate
change are having an enormous with regulators of
leading capital markets are driving the effort in
support of sustainability reporting and green finance.
There were new consultations and updates regarding
sustainability reporting every year or two in leading
markets. In light of this, companies are putting more
emphasis on sustainability reporting and are
becoming more willing to invest more resources to
serve that purpose, in a hope to catch up with the

market expectation.

In Hong Kong, financial market participants are the
primary users of ESG information as financial market
regulators are actively driving such trend of green
finance. Market regulators have introduced

requirements on ESG disclosure by financial market

participants with reference to such initiatives as the
EU's “Sustainable Finance Disclosure Regulation” and
“Taxonomy for Sustainable Activities”. Rating
agencies likewise are also proactive in driving green
business practices. More and more investment
decisions are made with consideration of ESG factors.
Many fund managers have already included ESG
factors as investment selection criteria. Meanwhile,
during M&A process, ESG due diligence has become
more common.

As the Hong Kong capital market has become more
aware of the needs to develop green finance, the
market, including the limited partnerships, are
exerting its influence along the investment value
chain. Because of its nature facing a large number of
stakeholders, institutional investors and pension
funds are indeed one of the key drivers of green
finance in order to meet stakeholders' expectation.
Moreover, the regulators are targeting them — Hong
Kong's Securities and Futures Commission (SFC)
issued a consultation paper on management and
disclosure of climate risk by fund managers managing

collective investment schemes.

Amongst Hong Kong preparers, sustainability
reporting responsibility mainly lies with account and
finance, company secretary or corporate
communication functions. This is mainly due to the
fact that many companies' ESG report is actually
embedded in its annual report. In recent years, there

has been seen more and more companies
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establishing cross functional sustainability reporting
taskforce to deal with the increasing data demand.
Accountants are usually the one who assist in data
collection and compilation, given the fact that they
have access to accounting records which contains
some ESG data, such as resource consumption. Going
forward, the introduction of common metrics and
consistent reporting framework that are aligned with
IFRS standards will increase the involvement of

accounting expertise in the ESG reporting process.

Concerning assurance, many Hong Kong companies
are still adopting a wait-and-see attitude on
independent assurance as they cannot see explicit
benefits from obtaining independent assurance,
while it involves additional cost to do so. As it
remains voluntary, companies are not willing at the
present time to invest in it. Nevertheless, many
accounting firms are offering independent ESG data
assurance services. Other service providers include

also testing, inspection and certification companies.

One of the areas of consideration across the
development of sustainability/ ESG practices and
reporting is the extent to which SMEs are engaged or
impacted. The tendency for these to be primarily ‘big
end of town’ considerations is shifting in Hong Kong.
Two to three years’ ago, prior to the HKEX's
consultation to enhance ESG Reporting Guide in 2019
(discussed below), this certainly was the case.

However, after the Chinese central government's

announcement of carbon neutral targets, supported
by regulators' action in promoting green finance in
the capital market, growing numbers of listed
companies are paying close attention to sustainability
reporting and would like to improve on that,
regardless of size. Many companies no longer merely
treat it as compliance issue, but a chance to capture

opportunities in the capital market.

With the blooming of sustainability in the past few
years, many reporting frameworks and standards
have been developed, creating a scattered landscape
which may actually result in reports that are not
comparable to each other. As such, we foresee the
global institutes will develop an aligned framework,
by referencing or even consolidating the existing
frameworks, for adoption all over the world. One of
the most widely adopted framework in the world is
TCFD at the moment. The players will indeed be
regulators of capital market who have the power to
devise policies which are mandatory for market
participants to follow. And given such fact,
effectiveness is in no doubt as compliance is always
the most important thing for the financial

institutions.

The Hong Kong Exchanges and Clearing Limited
(HKEX) first introduced the ESG Reporting Guide in
2012 as “Recommended Practice” for the voluntary
disclosure of ESG information. Following a market

consultation, the Guide was revised in 2016 and was
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In |ll

organised to address 11 “environmental” and “socia
aspects. Each aspect requires general disclosures of
policies, and in some cases, compliance with relevant
laws and regulations. The general disclosures of the
11 aspects were upgraded from “Recommended
Practice” to “comply or explain”. From 2017, the
“comply or explain” requirements were extended to
cover the Key Performance Indicators (KPIs) under

|H

the “environmental” aspects. Following another
market consultation in 2019, the HKEX adopted

further enhancements to the ESG Reporting Guide

which came into effect on 1 July 2020.

Insights from the ESG journey in Mainland China

ESG disclosure in Mainland China has been primarily
a top-down approach. Directives are issued by the
government to be eventually disseminated amongst
businesses and ultimately to the public to reinforce
the latter’s understanding of ESG. Although some
non-government organisations publish their own
investment guidelines and ESG rating, the
government plays a dominant and critical role in the
development of an ESG disclosure mechanism in
Mainland China.

At present, ESG-related regulatory documents issued
by the Chinese Central Government and the
environmental protection bureau mainly concern
disclosure of information on environmental

protection.

Since 1979, the Chinese government has
promulgated relevant laws and regulations including:
“Environmental Protection Law of the People’s
Republic of China”, “Water Pollution Prevention and
Control Law of the People's Republic of China” and
“Atmospheric Pollution Prevention and Control Law

of the People's Republic of China”.

The first regulation in China on disclosure of
environmental information by corporations is the
“Measures for the Disclosure of Environmental
Information by Enterprises and Public Institutions”
issued by the former State Environmental Protection
Administration in September 2003. Under the
Measures, corporations listed by the environmental
protection bureau in respective provinces,
autonomous regions and municipalities which
discharged pollutants in excess of prescribed
standards or total limit would be required to publish
five types of environmental information. This
includes their environmental protection policies, total
volume of pollutants discharged, their
environmental-pollution governance measures,
compliance with environmental protection
requirements and environmental management.
Corporations which were not listed were also
encouraged to make voluntary disclosure of

environmental information.

The former State Environmental Protection

Administration also published the “Notice on the
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Inspection and Verification of Environmental
Protection of Corporations Applying for Listing and
Listed Corporations Applying for Refinancing” and the
“Notice on Reinforcing Environmental Protection
Inspection Work of Corporations Operating in Serious
Pollution Industries Applying for Listing or
Refinancing” in 2003 and 2007 respectively. These
notices set out specific requirements for compulsory
disclosure of environmental information by listed

companies.

The “Environmental Protection Law of the People’s
Republic of China” was revised in April 2014 to confer
citizens, legal entities and other organisations the
right to access environmental information and
participate in, as well as supervise, environmental
protection work. The revised law also contains
specific provisions on information on corporations,
government-related entities and other production
operations with respect to their violation of
environmental protection regulations, and
publication by environmental protection authorities
and regulatory bodies of environmental protection

regulatory information.

The State Council proposed the establishment of a
green financial system in September 2015 with the
publication of the “Integrated Reform Plan for

Promoting Ecological Progress”.

The “Guiding Opinions on Building a Modern

Environmental Governance System” issued by the

General Office of the CPC Central Committee and the
General Office of the State Council in March 2020
further requested that environmental governance
and credit system be improved, with a compulsory
disclosure system for listed companies and bond-
issuing corporations with respect to environmental

governance information.

In May 2021, the Ministry of Ecology and
Environment published its “Reform Proposal for
System for Due Disclosure of Environmental
Information”. Under the proposal, major pollutant
discharging entities, listed companies on which
compulsory audit of cleaner production is enforced
and bond issuers are required to disclose
environmental information in relevant reports such
as annual reports. In addition, listed companies and
bond-issuing corporations which have been
prosecuted for criminal liability or are subject to
major administrative penalties for violations of
environmental protection regulations are required to
disclose their environmental information within a
specified duration. The promulgation of the above
regulations shows a sustained effort to reinforce
environmental protection awareness by local
manufacturers and the government’s efforts to guide
corporations into a “green” and “sustainable”

development path.

The information disclosure regulations published by

the financial regulators in Mainland China are mainly
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with respect to the disclosure of events and actions
of corporations in relation to ESG. The aim is to
regulate and guide corporations to focus on the
environment and fulfil their social responsibilities
while pursuing economic benefits so that their
corporate responsibilities can be consistent with their

social values.

Published by the Shenzhen Stock Exchange in
September 2006, the “Shenzhen Stock Exchange
Social Responsibility Instructions to Listed
Companies” requires listed companies to actively
fulfil their social responsibility, regularly assess their
performance of corporate social responsibilities and
voluntarily disclose corporate social responsibilities
reports. In the “Notice on Strengthening Corporate
Social Responsibility Work by Listed Companies and
Issuance of ‘Shanghai Stock Exchange Directive on
Disclosure of Environmental Information’” issued by
the Shanghai Stock Exchange in May 2008, listed
companies are required to undertake corporate
social responsibility. They are also encouraged to
promptly disclose their actions and unique
achievements in a timely manner, and issue annual
corporate social responsibility reports along with
their annual financial reports. Furthermore, where
listed companies are involved in major environmental
protection events, they must disclose such events
within two days of their occurrence, stating any
impact that such events may have had on their

operations and stakeholders. With this, it is apparent

that attention in Mainland China has gradually shifted
from listed companies’ financial performance to
other factors, such as their performance with respect

to environmental protection and social responsibility.

In the “Notice on 2008 Annual Report by Listed
Companies” issued in December 2008, the Shanghai
Stock Exchange required component companies in
“Shanghai Stock Exchange Corporate Governance”
segment, companies listed overseas and financial
institutions to issue corporate social responsibility
reports. The Shanghai Stock Exchange also
encouraged other eligible corporations to voluntarily
disclose corporate social responsibility reports and
the value of their social contribution on a per share

basis.

To enhance the transparency and operability of
disclosure of environmental information by
corporations, the Ministry of Ecology and
Environment released the draft for public comment
of the “Environmental Information Disclosure

Guidelines for Listed Companies” in September 2010.

The Guidelines require for the first time, listed
companies which are involved in environmental-
related incidents to issue interim environmental
reports and disclose details of such incidents, their
violations and rectification measures as well as the
progress of such measures. The Guidelines also
required companies in 16 industries susceptible to

heavy pollution such as thermal power generation,
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steel, cement and electrolytic aluminium to release
an annual environmental report. They are also
required to periodically disclose the state of
discharge of pollutants, compliance with
environmental regulations and environmental

management.

In July 2012, the China Banking Regulatory
Commission issued the “Notice on Issuing Green
Credit Guidelines”. Under the Guidelines, banks and
financial institutions are to strengthen their support
of green, low carbon-emission and circular economy,
prevent environmental and social risks and improve
their environmental and social performance. Banks
and financial institutions are to make public their
green loan strategies and policies, give full disclosure
of the state of development of green loans, and with
respect to credit loans involving major environmental
and social risk, disclose relevant information in

compliance with laws and regulations.

In August 2016, seven Ministries and Commissions
including the People’s Bank of China, Ministry of
Finance, and the National Development and Reform
Commission jointly issued the “Guidelines for
Establishing the Green Financial System”. The
Guidelines stressed the primary objective of a green
financial system and the need to establish a
compulsory environment information disclosure
system for listed companies and bond-issuing

corporations. A “three-step” approach was laid out

and all listed companies had to make compulsory

environmental information disclosure by 2020.

The revised version of “Code of Corporate
Governance for Listed Companies” was issued by the
China Securities Regulatory Commission in
September 2018. The Code reinforced the basic
requirements of listed companies in respect of
stakeholders, environmental protection and social
responsibility as well as information disclosure and
transparency. Listed companies are also required to
disclose information about the environment,
corporate social responsibilities, such as poverty-
relief, and corporate governance. It also sets out, for
the first time, a basic framework for disclosure of ESG

information.

In November 2018, the Asset Management
Association of China announced its “(Trial) Green
Investment Guidelines”, setting out the meaning of
green investments as well as the targets, principles
and basic manner of green investments. Fund
managers who engage in green investments and fund
products were directed to be more market-oriented,
regulated and professional with the aim of cultivating
an investment approach that was of long-term value.
The announcement of the Guidelines heralded a new
chapter in China’s ESG investment practice, and it
played an important role in enabling funds to assume
their social responsibility and serve green

development.
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In March 2019, the Shanghai Stock Exchange issued
the “Rules Governing the Review of Offering and
Listing of Stocks on the Science and Technology
Innovation Board”, setting out its requirements for
listed companies. Listed companies are required to
actively assume their social responsibilities, uphold
social and public interests and disclose their
fulfilment of social responsibilities. Listed companies
should disclose their fulfilment of social
responsibilities in their annual reports and,
depending on the situation, prepare and disclose
documents such as social responsibility reports,
sustainable development reports and environmental

responsibility reports.

Since 2020, several regulations on disclosure of ESG
information have been announced by the financial
regulatory bodies in Mainland China. They include
“Guideline No. 2 on the Application of Self-Regulation
Rules for Listed Companies on SSE STAR Market —
Voluntary Information Disclosure”, “Green Bond
Endorsed Project Catalogue”, and “Revised
Guidelines on Format of Annual and Half-Year
Reports for Listed Companies”. In this regard,
significant steps have been taken to complete ESG
information disclosure by listed companies. (See

Table 1 below)
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Table 1. Summary of steps taken on ESG information disclosure by listed companies in Mainland China

2020.07 China Measures for the Implementation of the new “Securities Law”
Securities Administration of Information which came into effect on 1 March 2020, with
Regulatory Disclosure by Listed Companies | continuous reinforcement of regulatory
Commission (Revised) (Draft for public supervision of information disclosure
comment)
2020.09 Shanghai Guideline No. 2 on the Include ESG amongst items to be voluntarily
Stock Application of Self-Regulation disclosed by listed companies.
Exchange Rules for Listed Companies on
SSE STAR Market — Voluntary
Information Disclosure
2020.09 Shenzhen Measures for Assessment of Assessment of listed companies’ disclosure with
Stock Listed Companies' Information respect to their fulfilment of social responsibility
Exchange Disclosure (Revised) with the inclusion of Article 16 (“disclosure of

fulfilment of social responsibility”). ESG
disclosure was also mentioned for the first time.
The new assessment measures stipulated that
insofar as listed companies released CSR reports
and ESG reports with full and complete contents
and disclose their active participation in matters
that conform to the State’s major strategic
policies, additional score will be assigned to their

disclosure work.
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2021.02 China Guidelines on Investor ESG information was included for the first time
Securities Relationship Management by in the Guidelines on Investor Relationship
Regulatory Listed Companies (Draft for Management, with the Guidelines providing for
Commission public comment) implementation of new development concepts.
Pursuant to the newly revised “Code of
Corporate Governance” (CSRC Notice [2018] No.
29), information on ESG is to be included in
listed companies’ communications.
2021.06 China Revised Guidelines on Format Contents relating to ESG are to be consolidated
Securities of Annual and Half-Year in Section 5 of “Environmental and Social
Regulatory Reports for Listed Companies Responsibility”, with additional disclosure of
Commission administrative penalty during the reporting

period over environmental issues. Its revision
indicates a strong trend of compulsory

disclosure of ESG information.
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REGULATORS:

HOW THEY ARE DRIVING ESG REPORTING

ESG Reporting in Australia

Measures under corporate law

The Corporations Act 2001 (Cth) in section 299(1)(f)
in setting out general information about operations
and activities to be included in an annual directors’
report, specifies that “The directors’ report for a
financial year must - - - if the entity’s operations are
subject to any particular and significant
environmental regulation under a law of the
Commonwealth or a State or Territory — give details
of the entity’s performance in relation to
environmental regulation.” The reference to narrow
matters of legal obligation in confirmed in the
Australian Securities & Investments Commission’s
(ASIC) Regulatory Guide 68 New financial reporting
and procedural requirements: “Prima facie, the
requirement would normally apply where an entity is
licensed or otherwise subject to conditions for the
purposes of environmental legislation or regulation.”

(68.74(a))

Part 7.9 of the Corporations Act deals with product
disclosure in relation to the issue, sale and purchase
of financial products. Section 1013D therein sets out
extensive requirements as to the content of product
disclosure statements. Section 1013D(1)(l) states “- - -
if the product has an investment component — the
extent to which labour standards or environmental,
social or ethical considerations are taken into account
in the selection, retention or realisation of the
investment.” Section 1013D(2A) goes on to specify
for the section’s purposes, a wide range of products
including superannuation products, managed
investments and investment life insurance products.
Section 1013DA states that ASIC may develop
guidelines as to information about ethical
considerations, the consequential RG 65 Section
1013DA disclosure guidelines stating “clients wishing
to purchase investment products on the basis of the
issuer’s considerations of labour standards, or
environmental, social or ethical considerations
should be able to easily determine the extent of the
focus on these matters. An impression should not be
created that there is a greater focus that exists in

reality.” (RG65.62)


https://download.asic.gov.au/media/5689807/rg68-published-26-march-2007-20200727.pdf
https://download.asic.gov.au/media/5689807/rg68-published-26-march-2007-20200727.pdf
https://asic.gov.au/regulatory-resources/find-a-document/regulatory-guides/rg-65-section-1013da-disclosure-guidelines/
https://asic.gov.au/regulatory-resources/find-a-document/regulatory-guides/rg-65-section-1013da-disclosure-guidelines/
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Section 299A of the Corporations Act sets out
requirements in the annual directors’ report
additional general information for listed entities.
These focus on information that a member of the
listed entity would reasonably require to make
informed assessments of the entity’s operations,
financial position, and business strategies, and
prospects for future years. An update of ASIC's
relevant regulatory guide RG 247 Effective disclosure
in an operating and financial review (OFR) was
released in August 2019 to include, amongst other
matters, in relation to directors’ discussion of
prospects for future financial years, reference to
climate change as a systemic risk having potential
material impact on an entities financial position,
performance and prospects, and that “directors may
also consider - - - it worthwhile to disclose additional
information that would be relevant under integrated
reporting, sustainability reporting or the
recommendations of the TCFD, where that
information is not already required for the OFR.”

(RG247.66)

In conjunction with the above, ASIC updated RG 228
Prospectuses: Effective disclosures for retail
investors with the Table 7 list of risks an issuer may
need to include in a prospectus (including business
model references) mentioning both transitional and

physical climate change risks.

Securities exchange initiatives

Australian listed entities are required under listing
rule 4.10.3 to include in their annual report a
corporate governance statement, and in doing so are
also required to disclose on an ‘if not, why not’ basis
the extent to which the statement follows the
recommendations of the ASX Corporate Governance
Council. The 4th edition of the Corporate Governance
Principles and Recommendations was released on
February 2019. It includes, amongst other matters, a
strengthened Recommendation 7.4 dealing with
disclosure as to exposure and response to material
environmental and social risk. Major differences in
the accompanying Commentary include reference to
optional publication of a sustainability report or
integrated report (specific mention given of the
International <IR> Framework). Specific elaboration is
also given to climate change-related risks with
Council giving encouragement for entities to assess
their exposure with reference to the TCFD.
Noteworthy also is a new Recommendation 4.3
requiring disclosures of processes to verify the
integrity periodic reports — which is defined to
include integrated and sustainability reports —
released to the market that is not audited or

reviewed by an external auditor.


https://asic.gov.au/regulatory-resources/find-a-document/regulatory-guides/rg-247-effective-disclosure-in-an-operating-and-financial-review/
https://asic.gov.au/regulatory-resources/find-a-document/regulatory-guides/rg-247-effective-disclosure-in-an-operating-and-financial-review/
https://download.asic.gov.au/media/5230057/rg228-published-12-august-2019.pdf
https://download.asic.gov.au/media/5230057/rg228-published-12-august-2019.pdf
https://download.asic.gov.au/media/5230057/rg228-published-12-august-2019.pdf
https://www2.asx.com.au/about/regulation/corporate-governance-council
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ESG reporting in New Zealand

New Zealand Government actors and players and
their effectiveness in driving change

With the growing interest in expanding sustainability
reporting in New Zealand, several government
agencies and Independent Crown Entities are
involved or consulted with the government. These
key lead agencies and government actors help drive

the ESG/sustainability reporting journey further:®

o The External Reporting Board (XRB) focuses on
developing financial reporting for New Zealand,
preparing and issuing accounting standards and
assurance for practitioners, and liaising with
national and international organisations with
similar standard mandates. The XRB is mandated
to develop climate-related disclosure standards
and issue non-binding guidance on reporting of
non-financial matters.

e  The Ministry for the Environment (MfE) has a
strong interest in Sustainable Finance policy
work, notably how the financial sector can
support positive environmental outcomes,
including co-leading the creation of Climate-
Related Disclosures.

e  The Ministry of Business, Innovation and
Employment (MBIE) plays a market-shaping role
in delivering standards, programmes, and

regulations relating to employment, business

support, economic and regional development,
including investment and consumer policies. It
has a substantial interest in effectively
transitioning the economy and minimising
disruption through change for businesses and
workers.

e  The Treasury advises on economic policy and
uses the Living Standards Framework to support
sustainable public finances that consider the
Four Capitals.

e  The Financial Markets Authority (FMA) is
responsible for regulating financial market
participants, exchanges and setting and
enforcing financial regulation. It supports New
Zealand’s transition to an integrated financial
system.

Significance of global responses to climate change in

changing attitudes to governance practices and
corporate reporting

The global response to climate change is rapidly
developing. COP 26 in November 2021 in Glasgow is
another significant milestone for climate disclosures

with the launch of the ISSB.

New Zealand is observing the International Platform
on Sustainable Finance’s Taxonomy working group.
The international working group aims to align and

provide clarity around environmental and sustainable

8 https://www.mbie.govt.nz/dmsdocument/15110-international-developments-in-sustainability-reporting-pdf
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economic activities to address green and social

washing concerns.®

In 2020, the government announced the Carbon
Neutral Government Programme, which requires
public sector entities to set credible gross emission
reduction targets and plans for 2025 and 2030,

making the government carbon neutral by 2025.1°

While New Zealand does not have a government ESG
sustainable reporting framework in place yet, the
existing practices from a range of voluntary and
mandated corporate reporting related to climate and
sustainability support the potential establishment of
a mandated sustainability reporting regime.! The
NZX Corporate Governance Code adopts a comply or
explain authority. However, the Economic
Development, Science and Innovation Committee
recommended the Financial Sector (Climate-related

Disclosure and Other Matters), Amendment Bill, to

remove the 'Disclose-or-Explain' provisions during the

second reading at the House of the Representatives

in August 2021.

Subsequently, it issued the NZX ESG Guidance Note,
which provides a resource to NZX issuers to
understand the benefits of ESG reporting, global
frameworks, and support in effectively

communicating ESG opportunities and risks to

investors and other stakeholders. However, only 45
per cent of listed issuers reported sustainability

factors under the Code.*?

In addition, the 2019 NZX & Wright Communications
Report described how global behaviours had changed
significantly over the past two decades when it
comes to ESG and indexation. One of the significant
changes was the amount of ESG benchmarks shaping
the sustainable investing landscape, including data

and rating methodology development.

MBIE summarises how the selected countries used
and demonstrated their sustainability reporting

through a Climate First Approach:

° https://www.mbie.govt.nz/dmsdocument/15110-international-developments-in-sustainability-reporting-pdf
10 https://www.beehive.govt.nz/release/public-sector-be-carbon-neutral-2025
1 https://www.mbie.govt.nz/dmsdocument/15110-international-developments-in-sustainability-reporting-pdf

12 https://proxima.global/towards_transparency2020.pdf
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Table 2. Climate First Approach, MBIE, 2021

Country TCFD Climate- Environmental Social Disclosures Governance
Related Disclosures | Disclosures Disclosures
New Zealand v X X X
Australia x X v X
Canada v x X X
China x v v v
European Union I R vV A
United Kingdom S x x v
United States % x X v

V Disclosures required in very limited circumstances.

V'V Disclosures required in some circumstances.

VvV Disclosures required in most or all circumstances.
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ESG reporting in Singapore

Singapore Exchange initiatives

Since 2017 and for financial years ending on or after
31 December 2017, companies listed on the
Singapore Exchange (SGX) are required to prepare an
annual Sustainability Report on a “comply or explain”
basis and as a complement to their annual financial
reporting. Per SGX requirements, this report needs
to describe the organisation’s sustainability practices

regarding ESG matters.

The production of an annual sustainability report is a
requirement. The sustainability report should include
the primary components as set out in Listing Rule
711B and “The SGX Guide” on a “comply or explain”
basis. Where the issuer cannot report on any primary
component, the issuer must state so and explain

what it does instead and the reasons for doing so.

The primary components are:

1. Material ESG factors

2. Policies, practices and performance
3. Targets

4. Sustainability reporting framework

5. Board statement

“The SGX Guide” not only provides guidance on the
expected contents but also the structure and

preparation of the Sustainability Report.

SGX has not prescribed any specific reporting
framework. However, issuers should give priority to
globally-recognised frameworks and disclosure
practices such as GRI or SASB standards (Value
Reporting Foundation) to guide their reporting. The
increasingly borderless markets for funds and for
goods and services mean that corporate reporting
standards tend to gravitate toward global best
practice. Added to this is the international character
of SGX ST both in terms of listed issuers as well as

investors.

As mentioned above in the “Insights from the ESG
journey in Singapore” section, SGX is currently
inviting the public for commentary on the suggested
roadmap to make climate-related disclosures
mandatory in issuers’ sustainability reports and to

step up efforts to enhance board diversity.

Measures under corporate law

Singapore Accounting Standards follow IFRS. The IFRS
Foundation’s consultation on the need for global
sustainability standards confirmed an urgent need for
global sustainability reporting standards and for the

Foundation to play a role in their development.

The Accounting Standards Council (ASC) is closely
monitoring recent developments in regard to
Sustainability Reporting and climate change
disclosures. Changes to local reporting standards are

expected to come in the near future and as the


https://www.sasb.org/
https://www.sasb.org/
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International Sustainability Standards Board (ISSB)

sets IFRS sustainability standards.

Other initiatives

In addition to the SGX requirements presented
above, industry or topic-specific requirements apply

for selected companies as outlined in the following:

MAS Guidelines on Environmental Risk Management

In December 2020, the Monetary Authority of
Singapore (MAS) issued guidelines on environmental
risk management for all banks, merchant banks and
finance companies to enhance the banking sector’s
resilience to, and management of, environmental risk
through setting out sound risk management

practices.

The guidelines cover:
e  Governance and strategy
e  Risk management
e Disclosure of environmental risk

information.

These guidelines are closely aligned to the Task Force
on Climate-related Financial Disclosures (TCFD)
recommendations set up by the Financial Stability

Board (FSB).

Carbon Pricing Act (CPA)

On 1 January 2019, the Carbon Pricing Act (CPA) and
its accompanying Regulations came into effect as part

of Singapore’s efforts to address climate change.

Under the Act, industrial facilities that emit direct
greenhouse gas (GHG) emissions equal to or above
2,000 tCO2e annually need to register as a reportable
facility and submit an Emissions Report on an annual
basis. Facilities whose GHG emissions exceed 25,000
tCO2e per year, are not only required to register as a
taxable facility and report their reckonable GHG
emissions, they also need to pay a carbon tax from

2019 to 2023.

At a $5 per tonne of GHG emissions, “Singapore is an
outlier amongst countries that have introduced a
carbon price, and carbon taxes in Singapore will have
to go up in order to help the Republic meet its
climate commitments”, said Singapore's central bank
chief. The Government will therefore review the
trajectory and level of the carbon tax, post-2023, in

consultation with industry and expert groups.

Extended Producer Responsibility (EPR) System for E-
waste Management System

By 2025, Singapore companies will have to take
responsibility for the packaging and electronic waste
(e-waste) they produce. Extended producer
responsibility (EPR) laws are expected to be in place
by that timeframe to help reduce waste and create a

market for disposed plastic, paper and metal.

As a first step, Singapore companies will be required
to report the amount and type of packaging they use

by 2021. The data collected will then lay the
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foundation for the EPR system to come into effect in

2025.

For producers of covered electrical and electronic
equipment this means they will have to engage
Producer Responsibility Organisations (PROs) to meet
their obligations for the collection and proper
treatment of e-waste. The NEA will set collection
targets which producers will have to fulfil and report
on and ensure that the end-of-life electronic
equipment collected are channelled for proper
recycling and disposal. NEA will review the targets

periodically before introducing a penalty framework.

ESG reporting in Hong Kong

Hong Kong Exchange initiatives:

Appendix 27 is the ESG Reporting Guide published by
the HKEX in the Listing Rules and Guidance. From 1
July 2020 onwards, the Guide consists of two levels of
disclosure obligations: mandatory disclosure
requirements and “comply or explain” provisions.

The mandatory disclosure requirements include:

e 3 board statement setting out the board’s
consideration of ESG matters, including
disclosing its oversight of ESG issues, its ESG
management approach and strategy, and
how it reviews the progress made against
ESG-related goals and targets

e  description of, or an explanation on, the

application of Reporting Principles

”nou

“materiality”, “quantitative” and
“consistency”

e anarrative explaining the reporting
boundaries and the process used to identify
which entities or operations are included in

the ESG report.

The updated “comply or explain” provisions regime
includes a new “climate change” aspect under

III

“environmental” which requires disclosure of
significant climate-related issues which have
impacted and may impact the issuer. In addition, the

“comply or explain” provisions regime now covers

the General Disclosures and KPIs of all 12

III |n

“environmental” and “social” aspects.

Other key changes to ESG reporting requirements

effective from 1 July 2020 include:

e amending the environmental KPIs to require
disclosure of relevant targets

e shortening the deadline for publication of ESG
reports to within five months after the financial

year-end.


https://en-rules.hkex.com.hk/sites/default/files/net_file_store/HKEX4476_3841_VER20.pdf
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Going forward, the HKEX is expected to publish a new
guide on the preparation of TCFD-aligned disclosures
and is consulting on aligning the publication
timeframe of ESG reports with annual reports to
improve the timeliness of releasing ESG

information.*3

Measures under corporate law

Under the Companies ordinance (Cap 622. Schedule
5. Section 2), all incorporated Hong Kong companies,
unless exempted, are required in their business
review section of a directors’ report to include a
discussion on the company’s environmental policies
and performance, compliance with relevant laws and
regulations that have a significant impact on the
company, and an account of the company’s key
relationships with its employees, customers and
suppliers and others that have a significant impact on
the company and on which the company’s success

depends.

This requirement is included in paragraph 28(2)(d) of
Appendix 16 of the Main Board Listing Rules and Rule
18.07A(2)(d) of the Growth Enterprise market Listing

Rules.

Other initiatives

Securities and Futures Commission

In September 2018, the Securities and Futures
Commission (SFC) published the Strategic
Framework for Green Finance which sets, as a
priority for the SFC, enhanced environmental
information reporting for listed companies with an
emphasis on climate-related disclosure, and aiming

to align with the recommendations of the TCFD.

In June 2021, the SFCissued a circular which provides
guidelines on enhance disclosures including periodic
assessment and reporting for ESG funds, and further

guidance for funds with a climate-related focus.

In another circular published in August 2021, the SFC
will amend the Fund Manager Code of Conduct to
require Fund Managers managing collective
investment schemes to take climate-related risks into
consideration in their investment and risk
management processes, and make appropriate

disclosures.

HKMA

The Hong Kong Monetary Authority (HKMA) has
adopted a three-phased approach to promote green

and sustainable banking:

13 https://www.legco.gov.hk/yr20-21/english/panels/fa/papers/fa20210906cb1-1267-2-e.pdf


https://www.elegislation.gov.hk/hk/cap622
https://en-rules.hkex.com.hk/rulebook/disclosure-financial-information-0
https://en-rules.hkex.com.hk/rulebook/disclosure-financial-information-0
https://en-rules.hkex.com.hk/rulebook/1807a
https://en-rules.hkex.com.hk/rulebook/1807a
https://www.sfc.hk/-/media/EN/files/ER/PDF/SFCs-Strategic-Framework-for-Green-Finance---Final-Report-21-Sept-2018.pdf
https://www.sfc.hk/-/media/EN/files/ER/PDF/SFCs-Strategic-Framework-for-Green-Finance---Final-Report-21-Sept-2018.pdf
https://apps.sfc.hk/edistributionWeb/gateway/EN/circular/products/product-authorization/doc?refNo=21EC27
https://apps.sfc.hk/edistributionWeb/gateway/EN/circular/intermediaries/supervision/doc?refNo=21EC31
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e  Phase | — developing a common framework to
assess the “Greenness Baseline” of individual
banks. The framework was developed in May
2020 and assesses an institution’s readiness and
preparedness in addressing climate and
environment-related risks.

e Phase Il — engaging the industry and other
relevant stakeholders in a consultation on the
supervisory expectation or requirement on
Green and Sustainable Banking, with a view to
setting tangible deliverables for promoting the
green and sustainable developments of the Hong

Kong banking industry.

In June 2020, a White Paper on Green and
Sustainable Banking was published outlining
HKMA'’s initial thinking of its supervisory
approach to addressing climate-related issues,
and to a lesser extent, broader sustainability

issues.

e Phase lll - after setting the targets, implement,
monitor and evaluate banks’ progress in this

regard.

Insurance Authority

According to the Guideline on Enterprise Risk
Management published by the Insurance Authority
(IA), the Enterprise Risk Management framework

should require authorised insurers to routinely

identify foreseeable and relevant material risks that

may include climate risk.

Mandatory Provident Fund Authority

In a circular issued in November 2018, the
Mandatory Provident Fund Authority (MPFA) has
encouraged Mandatory Provident Fund trustees and
their investment managers to consider taking into
account ESG standards in their decision-making
process and disclosing their investment approach to

scheme members.

Cross-agency

In May 2020, the HKMA and the SFC initiated the
establishment of the Green and Sustainable Finance
Cross-Agency Steering Group (CASG), with members
comprising the Environment Bureau, the Financial
Services and the Treasury Bureau, the HKEX, the IA

and the MPFA.

In December 2020, the CASG announced its green
and sustainable finance strategy for Hong Kong and
agreed to take five near-term action points which

include:

e  making climate-related disclosures aligned with
the TCFD recommendations mandatory across
relevant sectors no later than 2025

e aiming to adopt the Common Ground Taxonomy
which is being developed by the International

Platform on Sustainable Finance


https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2020/20200513e1a1.pdf
https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2020/20200630e1a1.pdf
https://www.hkma.gov.hk/media/eng/doc/key-information/guidelines-and-circular/2020/20200630e1a1.pdf
https://www.ia.org.hk/en/legislative_framework/files/GL21.pdf
https://www.ia.org.hk/en/legislative_framework/files/GL21.pdf
https://www.mpfa.org.hk/eng/legislation_regulations/legulations_ordinance/circulars/mpf/2016_2020/files/CIR-20181129.pdf
https://www.info.gov.hk/gia/general/202012/17/P2020121700425.htm
https://www.info.gov.hk/gia/general/202012/17/P2020121700425.htm
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e  promoting climate-focused scenario analysis

e establishing a platform to act as a focal point for
financial regulators, Government agencies,
industry stakeholders and the academia to
coordinate cross-sectoral capacity building and
thought leadership

e supporting the IFRS Foundation’s proposal to
establish a new International Sustainability

Standards Board to develop a new standard.

In relation to the fifth action point, the SFC and the
HKEX will collaborate with the Financial Reporting
Council and the Hong Kong Institute of Certified
Public Accountants to publish a roadmap to evaluate

and possibly adopt the new standard.*

ESG Reporting in Mainland China

The disclosure of ESG information in Mainland China
possesses four characteristics. First, it evolved from
voluntary disclosure to compulsory reporting.
Corporations involved in serious pollution or major
environmental incidents were required to report
environmental data pertaining to the pollutants
discharged along with detailed information of the
incident. Listed companies were required to
voluntarily disclose ESG information according to the
“Guidelines for Environmental Information Disclosure

of Listed Companies” before 2020. By the end of

2020, it was a compulsory requirement for all listed

companies to make disclosure of ESG information.

Secondly, reporting requirements have evolved. In
Mainland China, the regulations on information
disclosure were initially focused on the environment,
with disclosure of ESG information being included
only in recent years. For example, in the “Code of
Corporate Governance for Listed Companies”
announced by China Securities Regulatory
Commission in 2018, a comprehensive basic
framework for disclosure of ESG information was
included, giving equal importance to social and
governance as factors to be included in the quality

assessment system for listed companies’ disclosure.

Thirdly, disclosure has been expanded to a far wider
scope. ESG disclosure regulations in Mainland China
now cover the Shanghai Stock Exchange Science and
Technology Innovation Board, with ESG information
being included in voluntary information disclosure by
listed companies. The China Securities Regulatory
Commission has also included ESG factors in the
initial public offer of securities, requiring issuers to
disclose specific details in their production operation
which involve environmental pollution along with the
name and volume of main pollutants discharged,
their treatment facilities and treatment capacity, and

any other potential environmental issue, and

1 https://www.legco.gov.hk/yr20-21/english/panels/fa/papers/fa20210906cb1-1267-2-e.pdf
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whether the funds raised during IPO will be utilised to

control the problem.

Lastly, the practice in Mainland China is beginning to
be in line with international practice. Policy makers of
ESG information disclosure policy have spared no
effort in reducing the gap between local and
international standards and enhancing comparability.

For example, the “Revised Guidelines on Format of

Annual and Half-Year Reports for Listed Companies”
announced by the China Securities Regulatory
Commission have required that ESG-related contents
be consolidated in Section 5 under “Environment and
Social Responsibility”, in keeping with international

practice for disclosure of non-financial information.
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CARBON NEUTRAL GOALS: STRATEGIES AND POLICIES

Background:

United Nations Framework Convention on Climate
Change (‘the Paris Agreement’)

This objective of holding the increase in the global
average temperature to well below 2°C above pre-
industrial levels is contained in Art. 2.1(a) of the

United Nations Framework Convention on Climate

Change (UNFCCC) 2015 Paris Agreement.

The long-term temperature goal is supplemented by
a collective objective of the parties to the UNFCCC to
achieve net zero emissions in the second half of the
century (Art. 4.1). Parties aim to reach global peaking
of greenhouse gas emissions as soon as possible,
recognising that peaking will take longer for

developing country parties.

Article 4 also requires Parties to maintain and
communicate five-yearly successive Nationally
Determined Contributions (NDCs) explaining their
domestic mitigations and anthropogenic (attributable
to human activity) emission removal measures. The
delayed 2020 Conference of Parties (COP 26) heralds
the first five-year milestone in international measures

to address global warming.

Australia ratified the Paris Agreement in November
2016, New Zealand in October 2016, Singapore in

September 2016 and China in September 2016.

Assessments from the Intergovernmental Panel on
Climate Change (IPCC)

Responding to invitation from the UNFCCC the IPCC
in 2018 provided an assessment of the impact of
global warming of 1.5°C above pre-industrial levels in
the contexts of strengthening the global response to
the threat of climate change, and the eradication of
poverty. Selected from the IPCC multiple determined

understandings are the following:

e Human activities are estimated to have caused
approximately 1.0°C of global warming above
pre-industrial levels, with a likely range of 0.8°C
to 1.2°C. Global warming is likely to reach 1.5°C
between 2030 and 2052 if it continues to
increase at the current rate. (A.1)

e Climate-related risks to health, livelihoods, food
security, water supply, human security, and
economic growth are projected to increase with
global warming of 1.5°C and increase further
with 2.0°C. (B.5)

e  Pathways limiting global warming to 1.5°C with
no or limited overshoot would require rapid and
far-reaching transitions in energy, land, urban,
and infrastructure, and industrial systems. These
systems transitions are unprecedented in terms
of scale, but not necessarily in terms of speed,
and imply deep emissions reductions in all

sectors, a wide portfolio of mitigation options
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and a significant upscaling of investment in those

options. (C.2)

UN Environmental Programme ‘Emissions Gap Report
2020’

This report produced on an annual basis assesses the
gap between estimated future global greenhouse gas
(GHG) emissions if countries implement their climate
mitigation pledges and the global emissions levels
from least-cost pathways that are aligned with
achieving the temperature goals of the Paris
Agreement. The following is amongst the fourteen

headline assessments presented by the UNEP:

e Current NDCs remain seriously inadequate to
achieve the climate goals of the Paris Agreement
and would lead to temperature increase of at
least 3.0°C by the end of the century. Recently
announced net-zero emissions goals could
reduce this by about 0.5°C, provided that short-
term NDCs and corresponding policies are made
consistent with the net-zero goal.

The above provides background to the following brief

publicly available assessments of the trajectory of

emissions reduction in the countries considered in
this White Paper (consistent with the UNEP
projections, each is assessed by Climate Action

Tracker (CAT) as either insufficient or highly

insufficient in meeting the net-zero emission target,

and hence the long-term temperature goal (LTTG).

Australia®®

Accounts for 1.27 per cent of global GHG emissions

and per capita emissions of 17.27 tons in 2019.

2030 unconditional target in 2016 NDC:

26 to 28 per cent below 2005 emissions level,
(including land use, land use change, and forestry
(LULUCF)). 2020 NDC update unchanged except for
implementation of an emissions budget covering the
period 2021 — 2030 accompanied by a statement that
Australia aims “to achieve net zero emissions as soon

as possible.”1®

New Zealand

Accounts for 0.14 per cent of global GHG emissions

and per capita emissions of 8.07 tons in 2019.

2030 unconditional target in 2016 NDC:

30 per cent below 2005 emissions level (including
LULUCF). 2020 NDC update includes net-zero
emissions by 2050, except for methane emissions
from agriculture and waste. Separate emissions
targets for those emissions of 24 to 47 per cent

below 2017 levels by 2050.

15 Sources for percentage of global GHG emissions and per capita emissions from World Resources Institute and Knoema World Data Atlas

respectively.

16 https://climateactiontracker.org/climate-target-update-tracker/australia/2020-12-31/
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Singapore

Accounts for 0.14 per cent of global GHG emissions

and per capita emissions of 8.56 in 2019.

2030 unconditional target in 2016 NDC:

36 per cent below 2005 emissions level. 2020 NDC
update includes expectation to peak annual
emissions by around 2030 with the aim to reach net-

zero in the second half of the century.

Hong Kong

N/A as not a separate signatory to the UNFCCC.

Mainland China

Accounts for 23.9 per cent of global GHG emissions

and per capita emissions of 8.12 tons in 2019.

2030 unconditional targets in 2016 NDC:

(1) To achieve the peaking of carbon dioxide

emissions by around 2030 and make best efforts

to peak earlier. (2) Low carbon dioxide emissions
per unit of GDP by between 60 to 65 per cent
from the 2005 level. (3) Increase the share of
non-fossil fuels in primary energy consumption
to around 20 per cent. (4) increase the forest
stock volume by around 4.5 billion cubic metres

on 2005 levels.

2020 NDC update includes (1) Achieve peaking of
carbon dioxide emissions before 2030 making best
effort to peak earlier. (2) Lower carbon dioxide
emissions per unit of GDP by over 65 per cent from
2005 levels. (3) Increase the share of non-fossil fuels
in primary energy consumption to around 25 per
cent. (4) Increase the forest stock by around 6 billion
cubic metres on 2005 levels. (5) Increase the installed
capacity of wind and solar power to 1.2 billion

Kilowatts by 2030.
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HOW BUSINESSES CAN PREPARE FOR THE FUTURE

To conclude, we can draw out a number of lessons as
to how businesses can prepare for an ESG driven
future. There has never been a period of greater
expectation placed on business to contribute to
environmental and social transformation. This does
not in any way mean the surrendering of profit
optimisation goals. Rather there is a reorientation
towards value creation and understanding its erosion
and strategies for preservation. As such, businesses
must drive a deeper understanding of their business
models, the external environment in which they
operate, who their stakeholders are and how they
are impacted. Key to this is understanding business in
terms of an interdependence and interaction of
different forms of capital - not just financial and
physical. In the ‘new economy’ equally important will
be intellectual, human, and social and relationship
forms of capital, accompanied by a deepening
awareness of impact and dependency on the natural

environment and its resources.

All this may seem remote and distant from the day-
to-day challenges of running a business.
Nevertheless, it is those businesses that develop a
deep awareness of their supply and value chains
outside of transitional organisation boundaries who

will be the ones that prosper.

Likewise, the emergence of ESG as a fundamental
component of business and wider economic
behaviour compels adoption of a long-term
perspectives. Similarly, ESG related behaviour need
to be adopted throughout the business — across
organisation boundaries and from the top of the
organisation where ultimate responsibility for risk
management, transparency and ethical conduct
ultimately resides. These challenges and
opportunities will span organisations of a wide
variety of size and span virtually all sectors of an

economy.

Key to the ESG future is data — both internal and
external. Business metrics will increasingly involve a
combination of financial and non-financial factors
and their interdependence. To this end, greater
emphasis will be placed on capacity to assimilated
information from a variety of sources and apply to it
critical judgement. Looking outwards, the
transformation in ESG reporting will continue to
gather pace and become more-and-more the subject
of investor and regulatory expectation. Navigating
through this complexity will rely on effective
materiality assessments, early planning, choice of
framework, systems development and measures to
ensure accuracy — all tasks the accounting profession

is well positioned to contribute to.






