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Dear Chairman Dr. David Sun
Consultation on the Proposed Regulatory Framework for Sustainability Assurance in Hong Kong

CPA Australia welcomes the opportunity to respond to the Accounting and Financial Reporting Council’s (AFRC’s) consultation
on the proposed Regulatory Framework for Sustainability Assurance in Hong Kong (Consultation Paper). We also appreciate the
opportunity to host a roundtable with the AFRC and our members to facilitate discussion on the Consultation Paper.

CPA Australia represent over 175,000 members globally, including more than 16,000 in Hong Kong SAR, and make this
submission on behalf of our members and in the public interest.

In addition to reflecting feedback from our members in Hong Kong, we have approached this submission in the context of
sharing Australia and New Zealand’s experience as early movers in mandatory climate reporting and sustainability assurance
regimes.

Our detailed responses to each consultation question are provided in the Attachment. In summary, we:

(i) support a phased, proportionate introduction of mandatory sustainability assurance aligned to HKSDS reporting;
(ii) encourage earlier commencement of limited assurance over Scope 1 and 2 emissions than proposed;
(iii) recommend retaining flexibility on the scope of Phase 2 (particularly Scope 3 emissions and forward-looking

disclosures) until market capability is clearer; and

(iv) support a single, internationally aligned assurance standard (HKSSA 5000) and single oversight framework under the
AFRC, supported by robust capacity-building for practitioners.

Should you require further information or wish to discuss any aspect of this submission, please do not hesitate to contact Tiffany
Tan, Audit and Assurance Policy Lead at tiffany.tan@cpaaustralia.com.au.

Yours sincerely,

Kevin Cheng CPA Tiffany Tan FCPA

Regional Manager - Hong Kong, Macau and Taiwan Audit and Assurance Policy Lead - Policy & Advocacy
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Attachment

Question 1.1
Do you agree with Proposal 1? Please state the reason(s) for your response.

Yes.

Mandatory independent assurance over Mandatory HKSDS Reporting enhances the credibility, reliability and
decision-usefulness of sustainability disclosures in a proportionate and well-sequenced manner. HKSDS
requirements apply primarily to HKEX-listed entities and are phased in by entity size, appropriately reflecting market
readiness, capacity and implementation complexity.

Aligning assurance with mandatory sustainability reporting reinforces trust in sustainability information in much the
same way that independent audit underpins confidence in financial reporting. This alignment is increasingly
important as sustainability disclosures become more closely interconnected with financial statements, enterprise
risk management and capital allocation decisions, and are relied upon by investors and other capital market
participants.

The proposal is also consistent with international best practice, aligning Hong Kong’s framework with global
regulatory developments and internationally recognised assurance standards. This supports the comparability,
consistency and interoperability of sustainability reporting across jurisdictions and enhances Hong Kong’s standing
in international capital markets.

Independent assurance further supports high-quality governance and decision-making by strengthening internal
controls, data governance and accountability over sustainability-related risks and opportunities, enabling boards and
management to place greater reliance on reported information.

Members have noted, however, that while the current focus on mandatory assurance for entities subject to
Mandatory HKSDS Reporting is appropriate and proportionate, this cohort represents only a small proportion of
HKEX-listed entities by number. There is a perception among some market participants that limiting mandatory
assurance solely to this group may not, over time, fully reflect broader investor reliance on sustainability information
across the listed market. That said, members recognise that extending assurance requirements to voluntary
sustainability reports may fall outside the AFRC’s current remit, and that any broader expansion would need to be
considered carefully through appropriate policy and regulatory channels, having regard to market readiness and
capacity.

Question 1.2

What challenges do you foresee in implementing Proposal 1? Please provide details and, where possible, suggest
revisions or solutions to address these challenges.

A key challenge is market readiness, particularly during the initial stages of implementation. Australia’s experience
following the commencement of mandatory sustainability reporting and assurance from 1 January 2025 indicates
that, even among large listed entities, readiness has varied significantly.

Findings from Australian stakeholder interviews on early AASB S2 implementation?! indicate that some entities
continue to face challenges with the availability, consistency and quality of sustainability data, reflecting differing
levels of maturity in systems, processes and internal controls. Stakeholders also noted observable differences in
disclosure quality in the early years and emphasised that realising the benefits of mandatory reporting is contingent
on addressing these implementation challenges, particularly in relation to data integrity and assurance readiness.

1 Chua, W.-F., Spiropoulos, H., & Bachmann, R. (2026). Stakeholder responses to the introduction of AASB S2 — A qualitative
analysis (Version 2). University of Technology Sydney. https://doi.org/10.71741/4pyxmbnjaq.31351261.v2
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The same research also indicates that the most frequently cited challenges? relate to resource constraints (including
capability and assurance capacity), data integrity and measurement difficulties (particularly for complex and value-
chain metrics such as Scope 3), and liability concerns associated with forward-looking disclosures. Participants also
emphasised the need for more granular implementation guidance and described the early years as a learning period,
supported by proportionate, pragmatic enforcement as reporting and assurance mature.

Cost pressures also present a challenge. In Australia, reporting entities have indicated that the cost of limited
assurance over climate reports can, for certain entities, be comparable to the cost of an annual financial statement
audit, particularly where underlying sustainability data, systems and controls are not yet well-developed.

These challenges underscore the importance of a phased and proportionate implementation, aligned with the
staged introduction of HKSDS reporting, supported by clear regulatory guidance and ongoing engagement to support
capability building and data maturity across the market.

Question 1.3

In your view, what would be the most effective way to encourage entities that voluntarily adopt the HKSDS to
obtain independent assurance?

Voluntary adoption of the HKSDS should be encouraged through a combination of market-based incentives, clear
regulatory signaling and capacity-building measures, rather than the premature mandating of assurance for
voluntary reporters. The most effective approach is a multi-pronged strategy that positions assurance as a
value-enhancing governance tool, not a compliance burden.

This could include introducing reputational incentives, such as an AFRC or HKEX-endorsed recognition (e.g. an
“HKSDS Verified” designation) for entities that voluntarily adopt HKSDS and obtain independent assurance, enabling
market-driven differentiation. Clear regulatory signaling that assurance is expected to become mandatory for
entities that later fall within reporting thresholds would also encourage early adoption as a form of future-proofing.

Further encouragement could be achieved through capital-market signaling, including coordination with HKEX,
regulators and investors to recognise assured disclosures within ESG frameworks, green finance initiatives and
stewardship activities. Publishing case studies and guidance highlighting the business benefits of assured disclosures
and explicitly emphasising that assurance should be proportionate to entity size and materiality, would help ensure
voluntary assurance remains accessible and attractive, particularly for smaller entities.

Question 2.1
Do you agree with the proposal for Phase 1? Please state the reason(s) for your response.

CPA Australia supports the phased introduction of limited assurance commencing with Scope 1 and Scope 2 GHG
emissions, as these disclosures are relatively mature and well-understood. However, we recommend that the
assurance requirement be introduced earlier than the third financial year of Mandatory HKSDS Reporting. This
reflects feedback received from our members, who consider that a three-year lead time is unnecessarily long and
risks delaying meaningful accountability for GHG disclosures, particularly for larger listed entities that already have
established GHG data collection processes.

Scope 1 and 2 emissions have been reported for many years under existing HKEX ESG requirements, often supported
by recognised measurement frameworks, meaning the transition to mandatory limited assurance should be
technically feasible within a shorter timeframe.

2 Chua, W.-F., Spiropoulos, H., & Bachmann, R. (2026). Stakeholder responses to the introduction of AASB S2 — A qualitative
analysis (Version 2). University of Technology Sydney. https://doi.org/10.71741/4pyxmbnjaq.31351261.v2
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Delaying assurance risks sending an unintended signal that data quality and reliability are secondary considerations
in the early years of HKSDS adoption. It also creates an extended period during which unassured emissions data may
be relied upon by investors and other stakeholders.

While we support the intent of Phase 1, we urge AFRC to shorten the lead time to less than three years before
limited assurance is required on Scope 1 and 2 GHG disclosures. Based on member feedback, the market is ready to
move faster and doing so will better serve investor confidence, market integrity, and Hong Kong's ambitions as a
global sustainable finance centre.

Question 2.2
Do you agree with the proposal for Phase 2? Please state the reason(s) for your response.

CPA Australia supports the intent of Phase 2 to expand assurance coverage over time. However, we recommend that
the AFRC avoid prescribing the full scope of disclosures for Phase 2 at this stage, particularly for Scope 3 emissions,
climate scenario analysis and transition plans.

This reflects issues observed in Australia’s early experience with AASB S23. Stakeholder interviews found that Scope
3 emissions are especially challenging due to fragmented value chains, supplier data that is often outside an entity’s
control, and concerns about accuracy, integrity and double counting. Stakeholders also reported that scenario
analysis and other forward-looking disclosures involve substantial judgement and assumptions, which can reduce
comparability and heighten assurance and liability challenges in the early years.

Given that Phase 2 would not commence until the fifth financial year of Mandatory HKSDS Reporting, the AFRC has
sufficient time to monitor market preparedness and evolving international practice before finalising the assurance
scope. While we recognise the AFRC’s intention to provide early certainty to the market, flexibility at this stage
would better manage implementation risk.

Consistent with these findings, as Australia prepares to assure these disclosures, we continue to hear significant
challenges and concerns from our members in relation to the assurance-readiness of complex, estimation-based and
forward-looking information.

Accordingly, we recommend a staged approach, drawing on jurisdictions such as Japan, whereby Phase 2 initially
focuses on more assurance-ready disclosures for example expanding to governance and risk management
disclosures, with consideration of Scope 3 and forward-looking disclosures deferred until market capability is
demonstrably mature.

Question 2.3
Do you agree with the proposal for not setting a timetable for reasonable assurance at this stage? Please state the
reason(s) for your response, including any views on when this transition should be considered or made effective.

CPA Australia agrees with the proposal not to set a timetable for reasonable assurance at this stage. This is a
prudent and pragmatic approach that appropriately reflects current levels of market readiness.

We understand that the sustainability assurance ecosystem across both preparers and assurance providers remains
in a developmental phase, particularly for disclosures that involve substantial estimation, judgement and
forward-looking assumptions. While some entities have voluntarily reported and obtained assurance over such
disclosures for several years, the transition to mandatory reasonable assurance remains largely untested.

3 Chua, W.-F., Spiropoulos, H., & Bachmann, R. (2026). Stakeholder responses to the introduction of AASB S2 — A qualitative
analysis (Version 2). University of Technology Sydney. https://doi.org/10.71741/4pyxmbnjaq.31351261.v2
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Experience in jurisdictions such as Australia demonstrates that, even under limited assurance, entities continue to
face challenges relating to data quality, methodological consistency and assurance capacity. Moving prematurely to
reasonable assurance would significantly amplify these challenges before the market has had sufficient time to
mature.

Reasonable assurance also requires substantially more extensive procedures and therefore entails materially higher
costs, which could impose a disproportionate burden on reporting entities particularly mid-sized listed issuers
without delivering commensurate benefits at this stage.

CPA Australia recommends that the AFRC revisit the transition to reasonable assurance no earlier than three to five
years after Phase 2 limited assurance is well established, informed by market capability, international developments
and preparer experience. Hong Kong’s interests are best served by being a fast follower, moving decisively once
international best practice has clearly emerged.

Question 3.1
Do you agree with Proposal 3? Please state the reason(s) for your response.

CPA Australia broadly supports Proposal 3, as requiring mandatory assurance to be performed by registered
Sustainability Assurance Practitioners (SAPs) whether registered local PIE auditors or accredited non-CPA firms, is
an important safeguard to ensure the credibility, quality and consistency of sustainability assurance in Hong Kong.

Unlike some jurisdictions, such as Australia, where the majority of sustainability assurance engagements are already
conducted by the audit profession, a significant proportion of sustainability assurance reports in Hong Kong are
currently issued by non-CPA firms. From a market capacity perspective, it is therefore appropriate for the AFRC to
provide a pathway for suitably qualified non-CPA firms to participate, provided they meet equivalent registration
criteria.

However, it is critical that the eligibility, competency and quality management requirements for all SAPs are
sufficiently rigorous to maintain public confidence and prevent a proliferation of low-quality providers. In this
regard, we note that the Consultation Paper provides limited detail on ongoing regulatory oversight and
enforcement arrangements for SAPs once registered.

Strong, clearly articulated oversight and enforcement mechanisms covering monitoring, discipline and public
accountability will be essential, particularly given that CPA firms are already subject to well-established regulatory
supervision. Such safeguards are necessary to support confidence in the sustainability assurance framework.

Question 3.2

Do you agree with the principles set out in paragraph 7.4(b) for firm registration? What other criteria should be
considered?

Yes.

CPA Australia agrees with the principles set out in paragraph 7.4(b) and considers them an appropriate foundation
for firm registration. To further strengthen the framework and support consistent assurance quality, we recommend
the following additional criteria.

Registered Sustainability Assurance Practitioners (SAPs) should be subject to minimum professional indemnity
insurance requirements, proportionate to the size and risk profile of sustainability assurance engagements. Firms
should also be required to demonstrate relevant sustainability assurance experience, supported by prior
engagements or pilot assessments.

As a prerequisite for registration, firms should demonstrate quality management systems aligned with HKSQM 1,

appropriately adapted for sustainability assurance, and ongoing CPD requirements that are embedded, monitored
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and enforced at the firm level. Independence requirements (HKESSA) consistent with those applicable to financial
statement auditors should also be embedded within firm-wide methodologies and governance arrangements.

Consistent with our response to Question 3.1, robust AFRC regulatory oversight is essential. The same quality and
enforcement standards must apply equally to CPA and non-CPA firms. Once registered, there is a strong public
expectation that SAPs have been properly vetted and endorsed by AFRC. Maintaining this confidence requires active
monitoring, inspection and disciplinary mechanisms to uphold consistent standards across the regime, particularly in
its formative years.

Question 3.3

What registration criteria would you propose for individuals that ensure professional competence while
accommodating the varied backgrounds of SAPs?

CPA Australia supports a competency-based registration framework that accommodates diverse professional
backgrounds while ensuring a consistent minimum standard of professional competence.

At a minimum, individual SAPs should demonstrate core sustainability and assurance knowledge, including a sound
understanding of HKFRS S1 and S2, the GHG Protocol, and relevant assurance standards (e.g. HKSA 3000 and HKSA
3410). Importantly, the framework should not understate financial audit and reporting competence, given the
increasing connectivity between financial statements and sustainability disclosures and the need to integrate
sustainability reporting within financial reporting, sustainability matters can no longer be viewed in isolation.

A ‘recognition of prior experience’ pathway may be appropriate as a transitional measure to support market
capacity but should be tightly scoped with objective thresholds and mandatory gap-filling (e.g. ethics, independence
and sustainability-specific assurance training).

All registered individuals should be subject to fit-and-proper requirements, mandatory annual CPD in sustainability
reporting and assurance, and independence requirements consistent with HKESSA, supported by strong
post-registration oversight.

Question 4.1
Do you agree with Proposal 4? Please state the reason(s) for your response.

Yes, we are strong supporters of Proposal 4, including the mandatory application of HKSSA 5000 and the concurrent
requirements of HKSQM 1 and HKESSA. This represents a comprehensive and rigorous framework that will underpin
the credibility, consistency and quality of sustainability assurance in Hong Kong.

The concurrent application of all three standards is essential — HKSSA 5000 governs engagement performance,
HKSQM 1 ensures firm-level quality management, and HKESSA establishes the ethical and independence foundation.
Together, they provide a coherent and robust assurance ecosystem that is comparable to the framework governing
financial statement audits.

We acknowledge that, anecdotally, some stakeholders in the market have expressed a desire for flexibility to apply
alternative assurance standards (for example, ISO-based standards) rather than a single mandatory framework.
However, international experience suggests that such flexibility may create uncertainty and fragmentation over
time.

In this regard, the recent experience in New Zealand can be helpful. New Zealand initially adopted a combined
approach (1ISO-based and ISAE (NZ) 3410) through a temporary standard for greenhouse gas assurance. Following
stakeholder outreach and further consideration, the New Zealand Auditing and Assurance Standards Board has since
expressed a clear preference to sunset and revoke the temporary standard and transition to ISSA (NZ) 5000. This
decision reflects a recognition that the context has evolved since the temporary standard was introduced, that
practitioners intend to transition to ISSA 5000 in any event, and that certainty and alignment with international
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standards are strongly supported by stakeholders. The Board also supported revoking ISAE (NZ) 3410, consistent
with its international withdrawal.

This experience highlights the benefits of moving directly to a single, internationally aligned assurance standard,
rather than permitting multiple frameworks on an ongoing basis. In our view, mandating HKSSA 5000 from the
outset will provide clarity for practitioners and users of assurance reports, support international comparability, and
reduce the risk of future transition costs and market fragmentation.

Question 4.2

What are the capacity building efforts and resources required to further support the implementation of the above
standards? Please elaborate.

While HKSSA 5000 and HKESSA are profession-agnostic by design, it is important to recognise that they are grounded
in long-established assurance and ethics frameworks developed primarily for the audit profession. HKSQM 1, in
particular, was developed specifically for CPA firms as a mandatory quality management standard for audit practices,
and its extension to Sustainability Assurance Practitioners represents a significant shift for non-CPA firms.

As a result, CPA firms are generally more familiar with these requirements, whereas non-CPA firms and
sustainability specialists may face a material capability gap that must be proactively addressed.

To support effective implementation, CPA Australia recommends the following capacity-building measures:

e Structured training programmes co-developed by AFRC, with tailored modules for non-CPA practitioners
covering HKSSA 5000, HKSQM 1 and HKESSA;

e Practical guidance and implementation tools, clear transition guidance for practitioners moving from ISAE 3000
and ISAE 3410-based engagements to HKSSA 5000, including illustrative engagement examples and HKSQM 1
guidance adapted for non-CPA and smaller firms;

e Transitional support arrangements to assist non-CPA SAPs in establishing compliant firm-wide quality
management systems;

e Mandatory CPD requirements focused on sustainability assurance, ethics and quality management; and

Competency assessments or examinations to ensure baseline proficiency prior to undertaking sustainability
assurance engagements.

Question 5.1
Do you agree with Proposal 5? Please state the reason(s) for your response.

Yes.

CPA Australia supports Proposal 5. A single-regulator model for sustainability assurance is the most effective and
efficient structure for Hong Kong, particularly at this early stage of regime development.

A single regulator promotes consistency, clarity and accountability, avoiding regulatory fragmentation, duplication
and inconsistent oversight. For reporting entities, assurance providers and investors, a clear point of responsibility
for registration, supervision and enforcement is critical to building market confidence during the formative years of
sustainability assurance.

This approach is also aligned with international precedent. Comparable jurisdictions, including Australia and
Malaysia, have either adopted or proposed single-regulator models for sustainability assurance oversight. Aligning
with this trend reduces unnecessary divergence and supports cross-border consistency.

AFRC oversight of relevant standard-setting by HKICPA is also appropriate, preserving HKICPA's technical expertise
while ensuring independent public-interest supervision—consistent with established financial reporting oversight
arrangements.
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Importantly, a single regulator is essential to maintaining a level playing field between CPA and non-CPA SAPs.
Uniform oversight helps prevent regulatory arbitrage and ensures consistent standards of quality, ethics and
independence across the market.

CPA Australia encourages AFRC to ensure the model is adequately resourced with the expertise, inspection
capability and enforcement powers required as the regime scales.
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