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Green Finance Certification Scheme — Green Fund
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Introduction and Global Perspectives

Climate-related challenges are a source of financial risks and world leaders
and central banks are trying to strengthen the financial system’s resilience to
these risks.

The Network of Central Banks and Supervisors for Greening the Financial
System (NFGS) was established in December 2017 to strengthen global efforts
to meet the goals of the Paris Agreement. The organisation also aims to enhance
the role of the financial system in managing risks and mobilising capital for
green and low-carbon investments in the broader context of environmentally
sustainable development.

According to the United Nations Principles of Responsible Investment (UN PRI),
as of February this year, more than 2,250 investment organisations, representing
over US$85 trillion, have signed up to the Principles for Responsible Investments.
This demonstrates that demand and pressure from large institutional investors
has been rising.

In Hong Kong, the Hong Kong Monetary Authority (HKMA) also announced in
early May that as the manager of the Exchange Fund, they will adopt a principle
that priority can be given to Green and ESG investments if the long term return
is comparable to other investments on a risk-adjusted basis. They will further
grow the Exchange Fund’s green bond portfolio through direct investment or
investment in green bond funds.

Although different investment industry stakeholders have been responding to
the rising global demand to incorporate green or ESG objectives into financial
products in order to direct capital to projects or companies with contribution
to bring positive impact, there are issues with consistency, transparency and
sufficiency of disclosure. Environmentally sensitive investors are expecting
a higher disclosure standard for the green-related performance of financial
products so that they can make informed investment decisions.

As the Green Fund market is expected to grow, HKQAA is planning to
develop a Certification Scheme to respond to stakeholders’ needs and raise
awareness of green initiatives in the fund market. HKQAA will also support
the Securities and Futures Commission (SFC) in promoting its Strategic
Framework for Green Finance. The Scheme aims to encourage more
investors from the funds market to support green projects and industries,
and organisations committed to making a contribution to the United Nations’
Sustainable Development Goals.

Key Features of the Scheme

The certification program applies to green bonds and green loans and
will extend the coverage of the Green Finance Certification Scheme. In
the development process, HKQAA is drawing upon a number of widely-
acknowledged and important reference documents. These include: Circular
to management companies of SFC-authorized unit trusts and mutual funds
Green or ESG funds of SFC; Clean Development Mechanism of United
Nations Framework Convention on Climate Change (UNFCCC); Principle of
Responsible Investment of United Nations; Sustainable Development Goals
(SDGs) of United Nations; Sustainability Rating and Research of HKQAA;
European SRI Transparency Code of European Sustainable Investment
Forum (Eurosif); Asset Management Association of China — Green
Investment Guideline.
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The Scheme will apply the core methodologies of a measurable qualitative
approach and adopt SDGs for assessing positive environmental impact. The
core elements of the scheme include Fund Objectives, Management of Fund,
Green Asset Evaluation and Selection, Green Asset Monitoring, Information
Disclosure and Reporting, and Engagement & Active Ownership. Funds that
aim for the certification are expected to meet all the requirements of the core
elements, and have to disclose the related information based on the framework
set out in the HKQAA Environmental Method Statement.

In evaluating the green performance of companies, we will make reference
to the HKQAA Sustainability Rating and Research (HKQAA SRR) model. The
method was designed to rate a company’s system maturity and risks with regard
to sustainability performance, based on and with reference to international
guidelines, such as ISO 26000 Guidance on social responsibility and Global
Reporting Initiative (GRI). HKQAA has been providing assessment and rating
services on companies’ sustainability performance for the Hang Seng Corporate
Sustainability Index Series using the method since 2014.

Benefits

According to the circular issued by the SFC on 11 April, currently a majority of
the funds which have named green or ESG factors in their investment objective
or strategy do not specifically disclose how the management companies
incorporate these factors into their investment selection process. HKQAA
considers it important for funds to disclose in detail their green investment
strategies, management and practices. The scheme is designed to enhance
the transparency of the green investment process by making clear to investors
how the fund evaluates, selects and manages their green assets. Improving and
aligning green disclosure standards voluntarily across funds through market and
educational efforts will support a more informed investment decision-making
process, allowing investors to choose funds whose values align with theirs.

Road ahead

HKQAA will roll out the pilot program in the second half of this year, and formally
launch the certification service in 2020. Through the service, HKQAA hopes to
contribute to the industry to enhance the disclosure
practices of how environmental-related risks are
managed which could facilitate the investors to make
informed investment decisions. Furthermore, we also
hope to improve the alignment of investments with
the SDGs, maximise their positive impact in order to
build a more sustainable world alongside with gaining
competitive financial returns.
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