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The International Sustainability Standards Board (ISSB) has arrived. In June 2023, ISSB
issued itsinaugural S1and S2 global standards. Amidst an alphabet soup of regulations,
the standards aim to create acommon language and global baseline for disclosure of
sustainability information to better inform investment decisions. Tsinghua Center for
Green Finance Research (CGFR) has done analysis on ISSB’s impact on China and the
following piece examines the regional developments around ISSB in Asia and China and
looks at the potential investment implications of the standards.

1.WhatisISSB?

Figure1-I1SSB: Creating aglobal baseline standard to enhance transparency and
materiality forinvestors
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— S2: Climate-related disclosures

Cross-industry Metric Categories

Transition risks Opportunities Internal carbon prices

amount and percentage of assets or amount and percentage of assets or assess the cost of emissions

business activities vulnerable to business activities aligned with

transition risks climate-related opportunities

Physical risks Capital deployment Remuneration

amount and percentage of assets or amount of capital expenditure, financing Of executives and management linked to
business activities vulnerable to physical or investment deployed towards climate-related considerations

risks climate-related risks and opportunities

Source: IFRS (project-summary.pdf (ifrs.org))

Given both increasing investor interest for material sustainability information alongside

a backdrop of an alphabet soup of sustainability standards and frameworks, the ISSB was
established by International Financial Reporting Standards (IFRS) to build a global baseline
of sustainability related disclosures.

Key featuresinclude:

« Principles: Focus on financial materiality where companies need to disclose
material information relating to “sustainability risks and opportunities that could
reasonably be expected to affect its prospects”. Global baseline signifies creation
of a “building block” framework that each jurisdiction can adopt for their region
and purposes. The standards are also built on established frameworks (including
the coming together of Taskforce on Climate-related Financial Disclosures (TCFD),
Climate Disclosure Standards Board and Value Reporting Foundation). The
standards are also designed for proportionality with the goal of “reasonable and
supportable information without undue cost or effort”'including having phased

requirements in form of transition reliefs in first year of application.

1. IFRS project-summary.pdf (ifrs.org)
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« Standards: Design of standards aligned to TCFD framework- relating to
governance, strategy, risk management, metrics, and targets.

«  Si1focuseson General Requirements for Disclosure of Sustainability-
related Financial Information. The key is in identifying material sustainability
related risks and opportunities, with sources of guidance specified such
as Sustainability Accounting Standards Board (SASB) standards and other
standards.

e« S2:Climate-related disclosures- standards for issuers to identify and disclose
material information about its climate-related risks and opportunities. Includes
cross-industry metrics (including transition and physical risks, opportunities,
capital deployment, internal carbon prices and remuneration) and industry-
based metrics.

« Implementation: Implementation discretion is up to individual regulators, with
the target timeline for reporting periods beginning on/ after Jan 2024; with first
reportingin 2025.

2.Developmentsin Asiaand China

Developments in Asia and globally

Given ISSB’s positioning as a global baseline standard, it is expected that regional uptake
will be significant. Hong Kong for instance has become of one of the first regions to release
updated standards aligned with ISSB. Other notable regional developmentsinclude:

Region Development

Japan Sustainability Standards Board of Japan (SSBJ) announced plans to
issue draft framework aligned with ISSB by March 2024

Hong Kong HKEX publishes consultation on enhancing climate reporting
aligned with ISSB in April 2023; with first reporting for 2025

Singapore Accounting and Corporate Regulatory Authority (ACRA) and
Singapore Exchange Regulation proposes ISSB-aligned climate
reporting beginning 2025

Malaysia Established Advisory Committee to supportimplementation of
ISSB in Malaysia in May 2023

Australia Australian Treasury releases consultation on mandatory climate
disclosure framework in June 2023 that will be aligned with ISSB
climate standards

UK UK BEIS (Department for Business, Energy, and Industrial Strategy)
announced intention to endorse and adopt ISSB standards in May
2022

Europe Corporate Sustainability Reporting Directive (CSRD) passed by EU

Councilin November 2022

Chinadeepdive

Regulators have progressively been stepping up guidance on relevant disclosures

and companies’ sustainability disclosures have been increasing. The China Securities
Regulatory Commission (CSRC) Vice Chairman Fang Xinghai mentioned during Boao

Asia Forum Annual Conference in April 2022 that ISSB could have a significantimpact on
Chinese companies especially ones listed overseas?. The industry has also been closely
monitoring developmentsin China, particularly following the signing of an MOU between
IFRS Foundation and Ministry of Finance Chinain December 2022 and the establishing of a
Beijing office for IFRS3.

2. ESG Investor China Plans Adoption of ISSB Standards - ESG Investor
3. CIFRSIFRS - IFRS Foundation and MoF China sign an MoU to establish an ISSB office in Beijing
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Figure 2-1SSB Analysis for China: Evaluating disclosure areas with significant progress
including emissions targets and strategy alongside potential areas forengagement

Approach Consideration areas for transition framework and analysis
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Source: Tsinghua CGFR-Invesco Research Analysis. Note: ISSB Exposure Draft Appendix B refers to the draft standards
document published by ISSB (https://www.ifrs.org/projects/work-plan/climate-related-disclosures/appendix-b-
industry-based-disclosure-requirements/).

Based on IFRS ISSB Standards published in 2022, Tsinghua CGFR has undertaken
preliminary research to analyze how Chinese companies’ existing disclosures align with
ISSBin asample of companies in steel sector. Some of the key highlightsinclude:

« Highalignment on emissions: Most listed companies (42 out of 45) disclose
information related to “discussion of long- and short- term strategy or plan to
manage Scope 1emissions”.

« Disclosure varies across companies: Industry leader’s disclosure covers almost all
the required metrics and is well aligned with standards.

« Disclosure varies across metrics: Disclosure is relatively better for the metrics
thatare more pronounced in the Chinese market (e.g., Scope 1 emissions and total
energy consumption). Disclosure is relatively insufficient for metrics that are less
acknowledged or required (e. g., percentage of water consumed in regions with
high or extreme high baseline water stress and percentage from different furnace
processes in raw steel production).
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3.Implicationsforinvestorsandissuers

As standards start to come live in different regions, we believe many investors will naturally
examine potential implications for investment and issuers. From an investor’s perspective,
the adoption of the standards will likely drive:

+ Enhanced transparency: particularly for climate-related metrics initially that will
likely allow further pricing in of climate and sustainability data in valuations. Data
availability and quality canincrease, allowing for greater standardization and
comparability for investor usage and for identification of leaders versus laggards
and the factoring in of improving ESG momentum.

- Materiality andrisk integration: Overall emphasis on financial materiality will further
deepen approaches to ESG integration with disclosures helping to provide more
sector-specific identification of investment risks and opportunities that can factor
into investment processes.

+  Focusontransition: S2 requirements on climate transition risks and opportunities
willincrease emphasis on transition planning of companies and as more
companies report on transition plans and quantification of climate risks and
opportunities, transition leadership as an investment thesis will continue to grow.

Forissuers, we believe the standards will also signify:

+ Focusontransition planning: S2 standards requirements can serve as a reference
framework for issuers to consider climate risks holistically, including encouraging
the setting of internal carbon prices, conducting scenario analysis, and setting in-
place transition plans with suitable capital deployment. Relevant capacity building
inthese areas would be required especially for small and medium enterprises.

- Improved ESG ratings: Adoption of globally recognized standards can increase
alignment in reporting metrics that could potentially help improve ESG ratings from
foreign rating providers for Chinese issuers*.

«  Capacity building: Itis becoming imperative for Chinese entities to devote
attention to understanding the ISSB and related general disclosure guidance. More
attention can be devoted to capacity building on board and management oversight
and activities around ESG strategies. Preparation could begin with identifying and
assessing the gaps between current voluntary reporting and ISSB requirements.

Towards ISSB adoption

ISSB’s arrival is a key industry milestone in supporting sustainability reporting so that it
becomes more standardized and robust globally. As various regions start to implement
the standards into disclosure requirements, we believe this could create meaningful
investment opportunities particularly with regards to transparency and the transition
ahead.

4. Ignites Ignites Asia - Chinese exchanges weigh up own ESG disclosure guidelines after new ISSB
standards
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Important information

This document isintended only for professional investors in Hong Kong, for Institutional Investors and/or
Accredited Investorsin Singapore, for certain specific sovereign wealth funds and/or Qualified Domestic
Institutional Investors approved by local regulators only in the People’s Republic of China, for certain
specific Qualified Institutions and/or Sophisticated Investors only in Taiwan, for Qualified Professional
InvestorsinKorea, for certain specific institutional investorsin Brunei, for Qualified Institutional Investors
and/or certain specific institutional investors in Thailand, for certain specific institutional investorsin
Malaysia uponrequest, for certain specificinstitutional investorsin Indonesia and for qualified buyers

in Philippines for informational purposes only. This document s not an offering of afinancial product

and should not be distributed to retail clients who are resident in jurisdiction where its distribution is not
authorized oris unlawful. Circulation, disclosure, or dissemination of all or any part of this document toany
unauthorized personis prohibited.

This document may contain statements that are not purely historical in nature but are “forward-looking
statements,” which are based on certain assumptions of future events. Forward-looking statements are
based oninformation available on the date hereof, and Invesco does not assume any duty to update any
forward-looking statement. Actual events may differ from those assumed. There can be no assurance
that forward-looking statements, including any projected returns, will materialize or that actual market
conditions and/or performance results will not be materially different or worse than those presented.

Allmaterial presented is compiled from sources believed to be reliable and current, but accuracy cannot
be guaranteed. Investmentinvolvesrisk. Please review all financial material carefully beforeinvesting.
The opinions expressed are based on current market conditions and are subject to change without notice.
These opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons
into whose possession this marketing material may come are required toinform themselves about and
tocomply withany relevant restrictions. This does not constitute an offer or solicitation by anyonein any
jurisdictionin which such an offer is not authorised or to any person to whomit is unlawful to make such an
offer or solicitation.

Thisdocumentisissued in the following countries:

- inHong Kong by Invesco Hong Kong Limited S [E& E EIRH R AT, 45/F, Jardine House,
1Connaught Place, Central, Hong Kong.

+ inSingapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01Republic Plaza,
Singapore 048619.

+ inTaiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.
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