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Disclaimer and Reminder

Where this presentation refers to certain aspects of the Fund Manager Code of
Conduct and the Circular to licensed corporations on the management and
disclosure of climate-related risks by fund managers published by the Securities
and Futures Commission (“SFC?’), it provides information of a general nature that
IS not based on a consideration of specific circumstances. Furthermore, it is not
intended to cover all requirements that are applicable to you and your firm.
Accordingly, it should not be regarded as a substitute for seeking detailed advice
on any specific case from your own professional adviser.

The SFC is the owner of the copyright and any other rights in the PowerPoint
materials of this presentation. Such materials may not be reproduced for or
distributed to third parties, or used for commercial purposes, without the SFC’s
prior written consent.
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Overview

The FMCC: To provide high-level principle requirements
The Circular: To set out expected standards for complying with the FMCC

At initial stage, (i) focus on climate-related risks; (ii) cover CISs*;
(i) make reference to TCFD; and (iv) adopt a two-tier approach:
ALL fund managers

Large Fund Managers (LFM, =2 AUM HK$8 billion)

Baseline Requirements Enhanced Standards
Governance Investment _ _
Management Risk Management Disclosures
 Implementation (if ROOF**)
plan on scenario « Engagement
analysis policy
Risk Discl * Assess portfolio * Portfolio carbon
= _'SC e carbon footprint footprint
Management | (if ROOF**)

* CISs — Collective Investment Schemes
* ROOF — Responsible for overall operation of the fund
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Applicability of the requirements

4 key questions to ask:

Am | managing collective investment schemes (CIS) with investment
discretion?

Are climate-related risks relevant and material to the fund?

(IF climate-related risks are relevant and material)
Am | a Large Fund Manager (i.e. 2 AUM HK$8 billion)?

Am | responsible for overall operation of the fund (ROOF)?



Applicability of the requirements (con’t)
Determining the scope

Fund Manager

Manage
CIS with
investment
discretion?

-~

Ongoing monitoring of the

~

competence of delegate to

.

ensure the principles of
requirements are followed

v

Is your
investment
discretion being
delegated by
another party?

Any further
delegation
to 3" party?

Follow the flowchart under
Appendix 1 of the Circular

v

.

Investment
discretion for a
portion of the
CIs

J/

.
| Full'investment

discretion

N
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Principle of
proportionality
applies to the

portion
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Applicability of the requirements (con’t)
(Not relevant)

Fund Manager managing CIS
with investment discretion

Baseline requirements (Process)
1. Governance
2. Investment management
Relevant? ONLY to reevaluate the relevance
assessment periodically v
3. Risk management %
3.1 Tools and metrics %

ROOF#?

YES

4. Baseline requirement (Disclosure) —
entity/fund level
ONLY to list out types of investment

strategies/funds not relevant v’

# ROOF — Responsible for overall operation of the fund
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Applicability of the requirements (con’t)
(Relevant but not material)

Fund Manager managing CIS
with investment discretion

Material? Relevant?

Baseline requirements (Process)

1. Governance v

2. and 3. Investment and risk management
ONLY to reevaluate the relevance
and materiality assessment
periodically v

4. Baseline requirements (Disclosure) — entity level
« Governance-related requirements v
* |nvestment and risk management (including
tools and metrics)
ONLY to disclose process adopted to identify
and determine relevant and material risks v

ROOF#?




Applicability of the requirements (con’t) e
(Relevant and material, not a large fund manager)

Fund Manager managing CIS
with investment discretion

Material? Relevant?

Large
Fund
Manager?

_ ALL baseline requirements (Process)
Baseline || 1. Governance
_ requirements | 2. Investment management v/
3. Risk management v
3.1 Tools and metrics v/

ALL baseline requirements (Disclosure) — entity

level

A 4. Disclosures v

» Governance, investment management and
risk management-related requirements 9
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Applicability of the requirements (con’t)
(Relevant and material, a large fund manager)

Fund Manager managing CIS
with investment discretion

ALL baseline requirements (Process)
1. Governance

_ 2. Investment management v/
Material? Relevant? 3. Risk management v

3.1 Tools and metrics v

Large Enhanced standards (Process)
Fund 3. Risk management
Manager? 3.1 Tools and metrics v/
* Plan to implement
Baseline scenario analysis
YES requirements + « Assess portfolio carbon
Enhanced standards EEELElf SEerpe 1L et
\_ Y, Scope 2 GHG emissions
ALL baseline requirements Enhanced standards (Disclosure)
(Disclosure) — entity level 4. Disclosures v
4. Disclosures v/ >  Entity level disclosures YES o NO
* Governance, investment * Engagement policy - ROOF™

management and risk
management-related
requirements

» Fund level disclosures
» Portfolio carbon footprint of Scope

1 and Scope 2 GHG emissions END

10




Implementation timeline

Effective date of EU

SFDR level 2
disclosure requirements
(under Article 4)
Aug Aug
2021 2022

% u
2022

Published the
consultation conclusion

Large Fund Managers

I | 4

15 months
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First reporting
year-end date

Deadline to publish
the first principal

fC_)r level 2 adverse sustainability
disclosure impacts statement
Nov
2022

y y Dec Jun
2022 2023

LFM to disclose carbon foot‘

Transition period

Baseline requirements
Enhanced standards

11



Relevance and Materiality
Physical risks

SFC
=

12
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Relevance and Materiality (con’t)
Transition risks

13
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Relevance and Materiality (con’t)

« Disclose and maintain appropriate records of why climate-related
risks are irrelevant

« The approach can be qualitative, quantitative or a combination of
both (eg, Sustainability Accounting Standards Board, Network for
Greening the Financial System, World Resources Institute)

« Reevaluate the relevance and materiality assessment periodically

14



Relevance and Materiality (con’t)

BETA
75 AQUEDUCT WATER RIsK ATLAS TOOLS  BLOG  PUBLICATIONS  DATA  USER STORIES ~ ABOUT  SUBSCRIBE

BASELINE

Indicators Change Indicators and Weightings

() OVERALL WATERRISK (2)
(O PHYSICAL RISKS QUANTITY @

O Water Stress (2)
O Water Depletion (2)
O Interannual Variability (2)
O Seasonal Variability (2)
O Groundwater Table Decline (2)
@® Riverine flood risk (2)
O Coastal flood risk (2)

© Drought Risk (2)
Philippine

© PHYSICAL RISKS QUALITY (2) Sea
O Untreated Connected Wastewater (2) g
O Coastal Eutrophication Potential (2)
(O REGULATORY AND REPUTATIONAL RISK @
Riverine flood risk qa i
(O Unimproved/No Drinking Water @
== 5 e Low Low- Medium- High Extremely
() Unimproved/No Sanitation @ medium high high
(Oto1in (1in1,000t0 (2in1,000t0 (6in1,000to (more than 1
1,000) 2in 1,000) 6in 1,000) 1in 100) in 100)

O Peak RepRisk Country ESG Risk Index (2)

- W No data

A Analyze Click map Enter Address Import file aw N = ———
*. Leaflet | ©® Mapbox © OpenStreetMap. €' QpenStréetita

Source: World Resources Institute
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Relevance and Materiality (con’t)

Construction Iron & Steel LIl & Gas - il & Gas - Ol & Gas - Qil & Gas -

Materials Froducers Metals & Mining E.\plu-ratl?n & Midstream Refin g & Services
Production Marketing

Dimension General Issue Category © ogl Operations

GHG Emissions

Air Quality

Energy Management
Environment

Water & Wastewater Management

Waste & Hazardous Materials Management

Ecological Impacts

Agricultural Alcoholic Food Retailers & Meat, Poultry & Mon-Alcohaolic
Dimension General Issue Category © "8 o o Y Processed Foods Restaurants Tobacco
Products Beverages Distributors Dairy Eeverages
GHG EMiss-Gns _ ___

Air Quality

Environment

‘Waste & Hazardous Materials Management

Source: Sustainability Accounting Standards Board
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Requirements under the FMCC

Governance

Existing

New

. Responsibilities of senior management - Paragraph 1.6 of the FMCC
. Organisation and resources - Paragraphs 1.2(a), (b) and (d) of the FMCC
. Compliance - Paragraphs 1.2(c) and 1.8 of the FMCC

Investment management

Paragraph 3.1A of the FMCC

Risk management

Disclosure requ
New

Scope of applic

New

Existing Risk management - Paragraph 1.7.1 of the FMCC
Amendment Paragraph 3.11.1(b) of the FMCC
New Paragraph F under Appendix 2 to the FMCC — Suggested risk-management control

techniques and procedures for funds
irements
Paragraph 6.2A of the FMCC

ation

Paragraph in Appendix 1 to the FMCC under “Particular requirements in the Code which

are not applicable to Discretionary Account Managers”

For details of the amendments to the FMCC, please refer to our

consultation

conclusions document.

HEe
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Framework for the Baseline Requirements and
Enhanced Standards

1. Governance

0©2. Investment 3. Risk
Management Management + (B)

= 4. Disclosures
P oty D s> o > i 4

(8)+(€)3.1 Tools and Metrics

— Baseline Requirements

@— Enhanced Standards (Large Fund Managers with AUM = HK$8 billion)

18
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Requirements — Governance

Board and management’s roles and responsibilities
Board

Baseline
requirements

HEe

Define the board’s or the board committee’s role in overseeing the incorporation of climate-
related considerations into the investment and risk management processes;

oversee progress against goals for addressing climate-related issues; and

determine how the board or the board committee executes this role, including the process and
frequency by which the board or the board committee is informed about climate-related issues.

Management

Assign roles and responsibilities for managing climate-related risks to management-level
positions or management committees which report to the board or the board committee, and
determine the appropriate management structure;

determine how the management (through specific positions or management committees) will
monitor the status and progress of efforts to manage climate-related risks;

establish a process for the management to be regularly informed about the status and progress
of efforts to manage climate-related risks;

devote sufficient human and technical resources for the proper performance of the duty to
manage climate-related risks (eg, provide training to staff, engage subject experts and acquire
climate-related data from external sources);

establish satisfactory internal controls and written procedures to ensure compliance with internal
policies and procedures as well as regulatory requirements related to the management of
climate-related risks; and

set goals for addressing climate-related issues and develop action plans for managing climate-
related risks.

19
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Requirements — Investment Management

Baseline

requirements . Identify relevant and material physical and transition climate-related risks for each investment
strategy and fund it manages;

. where relevant, factor the material climate-related risks into the investment management
process. For example, include climate-related risks in the investment philosophy and
investment strategies and incorporate climate-related data into the research and analysis
process; and

. take reasonable steps to assess the impact of these risks on the performance of underlying
investments.

Note: Where a fund manager assesses that climate-related risks are irrelevant to certain types of
investment strategies or funds under its management, the fund manager should disclose these
exceptions when it discloses how it incorporates climate-related risks into its investment and risk
management processes. It should also maintain appropriate records which explain why climate-
related risks are irrelevant.

For the avoidance of doubt, the above requirements shall not prohibit or restrict a fund manager from
complying with applicable laws and discharging their fiduciary duties.

20
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Requirements — Risk Management

Baseline Risk Management
requirements

. Take climate-related risks into consideration in risk management procedures and ensure that
appropriate steps have been taken to identify, assess, manage and monitor the relevant and
material climate-related risks for each investment strategy and fund it manages.

Tools and metrics

. Apply appropriate tools and metrics to assess and quantify climate-related risks.

Enhanced Tools and metrics

SUEEETEE Large Fund Managers, to the extent climate-related risks are assessed to be relevant and material to

an investment strategy or a fund they manage, are also required to follow the standards below:

" Assess the relevance and utility of scenario analysis in evaluating the resilience of investment
strategies to climate-related risks under different pathways. If the assessment result is deemed
to be relevant and useful, fund managers are required to develop a plan to implement scenario
analysis within a reasonable timeframe; and

" if climate-related risks are assessed to be relevant and material, take reasonable steps to
identify the portfolio carbon footprints of the Scope 1 and Scope 2 GHG emissions associated
with the funds’ underlying investments, where data is available or can be reasonably estimated,
and define the calculation methodology and underlying assumptions.

Large Fund Managers refer to licensed corporations with CISs under management equalling or
exceeding $8 billion in terms of fund assets for any three months in the previous reporting year.

21



ySFc

HEe

Requirements — Risk Management (con’t)

Scenario analysis: Can make use of different resources and reference
materials available in the market

R4 NGFS Scenarios Portal Introduction Explore scenarios Use scenarios Data & Resources

The NGFS has provided a
comprehensive set of data and
resources

The NGFS Climate Scenarios bring together a global, harmonised set of transition pathways,
physical climate change impacts and economic indicators. The strength of the NGFS suite of
research advances have been made recently, care should be taken in using the results,
particularly at the most granular levels. Where possible, multiple models have been used for
each scenario and warming level to represent uncertainty.

Transition risks Physical risks

Transition Pathways ) Chronic Climate Impact N Acute Climate Impact
Integrated Assessment Models Earth System Models and Climate Impact Models Natural Catastrophe Models

| |

Macro-financial impacts

Global Macroeconomic Models

Source: Network for Greening the Financial System
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Requirements — Disclosure

Baseline Entity level disclosures
requirements

Governance
= Describe the governance structure;
" describe the board’s roles and oversight, including:

» whether the board or the board committee will review the risk management framework covering
climate-related risks; and

» the process and frequency by which the board or the board committee is informed about climate-
related issues; and

= describe the management’s roles and responsibilities, including:

» how the management will monitor the status and progress of efforts to manage climate -
related risks; and

» the process for the management to be regularly informed about the status and progress of
efforts to manage climate-related risks

Investment management and risk management

= Disclose the steps taken to incorporate relevant and material climate-related risks into the investment
management process; and

= describe the processes for identifying, assessing, managing and monitoring climate-related
risks, including the key tools and metrics used.

Entity level or fund level disclosures

= If climate-related risks have been assessed to be irrelevant to certain types of investment
strategies or funds under its management, disclose such exceptions at the entity or fund level.

23
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Requirements — Disclosure (con’t)

Baseline Manner and frequency of disclosures
requirements

. Adopt a proportionate approach, ie, the information disclosed should be proportionate to the
degree climate-related risks are considered in the investment and risk management processes;

. make adequate disclosures of information in writing and communicate to fund investors through
electronic or other means (eg, on the company website); and

. review disclosures at least annually, update disclosures where considered appropriate and
inform fund investors of any material changes as soon as practicable.

Enhanced Large Fund Managers are also required to follow the standards below:
standards
Entity level disclosures

. Describe the engagement policy and preferably provide examples to illustrate how material climate-
related risks are managed in practice, including how the engagement policy is implemented.

Fund level disclosures

. At a minimum, provide the portfolio carbon footprints of the Scope 1 and Scope 2 GHG emissions
associated with the funds’ underlying investments at the fund level, where data is available or
can be reasonably estimated, and indicate the calculation methodology, underlying assumptions
and limitations, and the proportion of investments (eg, in terms of the net asset value of funds)
which are assessed or covered.

24
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Portfolio carbon footprint (3% 4 & AV ik & B)

Portfolio carbon footprint

Formula ! ( Current value of investment; X Investee company’s Scope 1 )
E Investee company’s enterprise value; and Scope 2 GHG emissions;
N Current portfolio value ($ million)
REH S
e L  BEEE, . BREATEE ] RET? |
E HRE L EE R E R R AR IR i
N REESEE (55T

25



ysrc

HEe

Scope 1, 2 and 3 GHG emissions

Scope 2
Indirect

From other upstream
and downstream

activities, eg, business
travel, leased assets %

Purchase of electricity,
heat or steam

()
Company vehicles &
facilities



Case study — carbon footprint

Company A

Company A is a metal extraction and
production company which consumes a lot of
energy during its production process and
mainly uses fossil fuel as its energy source.
Its Scope 1 and Scope 2 GHG emissions are
around 90 million tons per year.

It has a market capitalization of HK$70 billion
and total debt of HK$150 billion, representing
an enterprise value of HK$220 billion.
Therefore, for each HK$1 million invested in
Company A, the carbon footprint is 409 tons
CO.e.

Emissions = enterprise value
= 90,000,000 tons CO,e / HK$220,000 million
= 409 tons CO,e / HK$1 million

Company B

Company B is a retail cosmetic company
which the main source of GHG emissions is
electricity used by its retail stores. Its Scope 1
and Scope 2 GHG emissions are around
12,000 tons per year.

It has a market capitalization of HK$4 billion
and total debt of HK$1 billion, representing an
enterprise value of HK$5 billion. Therefore, for
each HK$1 million invested in Company B,
the carbon footprint is 2.4 tons CO.e.

Emissions = enterprise value
= 12,000 tons CO,e / HK$5,000 million
= 2.4 tons CO,e / HK$1 million
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Q&A
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