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Governance



Governance Structure

A strong ESG governance framework helps companies carry out ESG plans across the
organization. The board and executives must lead on key ESG issues and oversee
execution. Investor relations should be involved, as with other board matters.
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| Board Committee

Which Committees Oversee ESG?

As ESG is so broad, oversight responsibilities may be

. . NCG 75%
split across committees, for example: ) _ y
« The nomination and/ or corporate governance — o

committee overseeing the governance. -

* The audit and/or risk committee overseeing risk
management.

Prevalence of ESG Oversight Across Committees

« The audit committee overseeing disclosure against

standards and regulations and related assurance.
* The remuneration committee incorporating ESG
priorities into compensation and incentives.
* The investment committee considering ESG-
related financing and investment decisions.

There is an emerging trend for companies renaming
committees to convey a specific ESG focus by adding
“Sustainability.”
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Note: Percentages of individual committees do not sum to the total prevalence due to
overlapping responsibilities between committees.

Source: https://clsbluesky.law.columbia.edu/2022/03/30/exequity-discusses-board-committee-oversight-of-esg/
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| ESG team
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What If there are no dedicated ESG team?

Finance
Department?

Procurement

Human
Resources &
Administration
Department?

Senior
Management?




Climate-related Risks



Impact of Climate-related Risks on
Financial Reporting
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Impact of Climate-related Risks on

Financial Reporting

HKAS 2 Inventories

ot
o

Obsolete inventory

1 Decline in selling prices / increase in costs of

completion

Significant weather event that causes

physical damage

Decrease in demand impacting the net

realizable value
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Impact of Climate-related Risks on

Financial Reporting

: HKAS 16 Property, Plant and
l Equipment
: HKAS 38 Intangible Assets

N
o

Source: Deloitte

Expenditure incurred to change or adapt
business activities and operations, e.g.
research and development, may satisfy asset
definition and can be recognised

Changes in estimated useful lives and
estimated residual value

Obsolescence, legal restrictions or
inaccessibility of the assets

Acquire new long-lived assets to support
changes in the manufacturing process and
market demand

Disclosure of aggregate amount of research
and development expenditure recognised as
an expense during the period (HKAS 38.126)
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Impact of Climate-related Risks on
Financial Reporting

Decline in demand for products that
responsible for greenhouse gases/other
environmental damage

Changes to laws and regulations

HKAS 36 Impairment of Assets

Disclosure of key assumptions used in
estimates and how climate related risks
factored in for long-lived assets, assets
related to mineral resources and goodwill

Estimated cash flows from future
restructuring or enhancing the asset’s
performance should be excluded

Source: Deloitte R '
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Impact of Climate-related Risks on

Financial Reporting

Source: Deloitte

HKFRS 9 Financial Instruments

o
o

Adverse changes in a borrower’s physical,
regulatory, economic or technological
environment related to climate risks
impacting ECL, e.g. lending to fossil-fuel-
intensive projects

ECL: significant increase in credit risk /
probability of default & loss given default

Forward looking information: range of
scenarios and probabilities

Collaterals become inaccessible or
uninsurable
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Impact of Climate-related Risks on

Financial Reporting

Source: Deloitte

HKFRS 7 Financial Instruments:
Disclosures

Disclosure of exposure to market/credit (or
other) risks, risks management and changes
from the previous period (HKFRS 7.33)

Effect of climate-related matters on the
measurement of ECL and impact on forward
looking information considered under HKFRS
7.35G(b)

Quantitative information, such as an analysis
of investments by industry or sector

Identifying sectors exposed to climate-
related risks, its risk management and any
concentrations of risks (HKFRS 7.35B(c))
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Impact of Climate-related Risks on
Financial Reporting

Source: Deloitte

HKFRS 13 Fair Value Measurement

Investments measured at fair value, e.g. oil
or gas forward contracts

Affected by climate-related risks including

the effect of and potential changes to laws
and regulations with respect to managing

such risks

Disclosing how climate-related risks is
factored into the calculations

Companies on sectors particularly effected
by climate change to consider disclosing
assumptions regarding such risks (even if
they cannot quantify the effect)

Level 3 for fair value measurement
disclosures
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Business Strategy



| Take a step today!
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