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Foreword

The Exchange is committed to maintaining and promoting transparency and high standards of disclosure by listed issuers.  This allows securities trading to take place on a fully informed basis, facilitates capital formation, enhances the attractiveness of the Exchange to investors and is a key factor in maintaining the Exchange's position as a leading international securities exchange. This commitment extends to financial disclosure, where the Exchange operates programmes to monitor financial disclosures by listed issuers and undertakes periodic reviews of international developments in accounting disclosure.

The Exchange has recently completed a review of disclosure practices adopted by leading local and international listed companies operating in a number of industry sectors which are important in the context of Hong Kong listed companies.  The Exchange has also reviewed the listing rules requirements of some overseas exchanges in respect of disclosure in annual reports. Based on these reviews the Exchange has identified and set out in this publication those disclosures that are considered useful for investors’ decision making.  The Exchange would like to make such disclosures available to all listed issuers as a source of reference in the preparation of annual reports.  

The disclosures in this publication will serve as a useful reference for listed issuers who intend to enhance the quality and usefulness of information provided in their annual accounts.  Issuers may make reference to these disclosures in preparation of their annual reports.
Disclosure requirements are stated in the Listing Rules.  The Exchange emphasises that the disclosures set out in this publication are not mandatory requirements of the Listing Rules but merely provide examples of financial disclosures already contained in existing annual reports.  Each issuer should make its own assessment of the extent of additional disclosures in its annual report which are appropriate to its particular circumstances to supplement those disclosures required by the Listing Rules, law and accounting standards.
Lawrence Fok

Senior Executive Director

Regulatory Affairs Group

September, 1999

Chapter 1

INTRODUCTION

1. Background

1.1
The disclosure of information in the annual reports of companies listed on the Stock Exchange of Hong Kong Limited (the “Exchange”) is governed by three main sources: the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited (the “Listing Rules”); the disclosure provisions of the Hong Kong Companies Ordinance (the “Companies Ordinance”); and the Statements of Standards Accounting Practice (the “SSAP”) issued by the Hong Kong Society of Accountants (or the International Accounting Standards (the “IAS”) issued by the International Accounting Standards Committee).  A brief discussion of the existing disclosure requirements in annual reports is set out in section 2 below.

1.2
To cater for a variety of companies in different business segments and industries, the above mentioned financial disclosure requirements are general in nature so as to provide enough flexibility.  As a result, most of the existing financial disclosure requirements, which are applicable to all companies, have not taken into account the specific needs of investors in different industries.  The unique nature of operations of each industry requires that specific information be available to investors to appreciate the risks and opportunities of the companies in that industry.

1.3
For these reasons, issuers may find it difficult to ascertain what information should be included in annual reports to satisfy the specific needs of shareholders and other investors.

1.4
In this publication the Exchange has sought to identify the information that can be provided in listed issuers’ annual reports which is useful for investors’ decision making.  The principal objective of this exercise is to make this information available to all listed issuers as a source of reference in preparing annual reports. The approach to and other details of this exercise are set out in Chapter 2.

1.5
References for disclosures in annual reports for all listed issuers are set out in Chapter 3.  References for disclosures specific to selected industries are set out in Chapter 4 to Chapter 17.

1.6 The disclosures in this publication will serve as a useful reference for listed issuers who intend to enhance the quality and usefulness of information provided in their annual accounts.  Issuers can make reference to these disclosures in the preparation of their annual reports.

1.7 Disclosure requirements are stated in the Listing Rules.  The Exchange emphasises that the disclosures set out in this publication are not mandatory requirements of the Listing Rules but merely provide examples of financial disclosures already contained in existing annual reports.  Each issuer should make its own assessment of the extent of additional disclosures in its annual report which are appropriate to its particular circumstances to supplement those required by the Listing Rules, law and accounting standards.

2.
Existing Requirements on Disclosure in annual reportS
The Listing Rules 

2.1
The current requirements of the Listing Rules regarding the disclosure in annual reports of listed issuers are stipulated in paragraphs 9 and 10 of Appendix 7a, 7b and 7i of the Listing Rules (i.e. the Listing Agreement).

2.2
There are certain minor deviations in the requirements for disclosure in annual reports depending on the place of incorporation of issuers.  Appendix 7a, 7b and 7i are applicable to issuers incorporated in Hong Kong, outside Hong Kong (i.e. Bermuda and Cayman Islands), and in the Mainland respectively.  These differences are mainly related to the additional disclosure requirements applied to issuers incorporated outside Hong Kong and in the Mainland in order to maintain the same level of disclosure in the annual reports as if they were incorporated in Hong Kong.

The Companies Ordinance

2.3
The Companies Ordinance requires every company incorporated in Hong Kong to prepare a balance sheet and profit and loss account in accordance with the requirements of the Tenth Schedule to the Companies Ordinance.  In addition, it requires companies to attach a Directors’ Report, prepared in accordance with section 129D of the Companies Ordinance, to the balance sheet.  Other major requirements laid down by the Companies Ordinance for disclosure in annual report are summarised below:

a) The Tenth Schedule;

b) S128 (details of subsidiaries);

c) S129 (details of investments);

d) S129A (details of ultimate holding company);

e) S129D (contents of the directors’ report);

f) S161 (directors’ remuneration);

g) S161A (corresponding figures);

h) S161 B (loans to company officers);

i) S162 (directors’ interests in contracts); and

j) S162A (management contracts).

2.4
As discussed in paragraph 2.2 above, the Listing Rules include provisions which require issuers that are not incorporated in Hong Kong to maintain the same level of disclosure in their annual reports as if they were incorporated in Hong Kong.  Therefore, by virtue of the Listing Rules, all listed issuers in Hong Kong are required to comply with the requirements of the Companies Ordinance regarding disclosure in the annual reports.

Accounting standards

2.5
The SSAPs and the IASs mainly deal with the accounting treatments and disclosures in financial statements of particular transactions or items of the financial statements.  Since the focus of this publication is to explore the useful disclosures in annual reports rather than the accounting treatments and disclosures for a particular transaction or item, issuers may refer to the appropriate SSAPs or IASs for the relevant requirements.

Listed banking companies

2.6
Listed banking companies in Hong Kong shall, in addition to the above requirements, comply with the Best Practice Guide on Financial Disclosure by Authorised Institutions issued by the Hong Kong Monetary Authority (the “Best Practice Guide”).  Listed banking companies should refer to the Best Practice Guide in the preparation of their annual reports.

Chapter 2

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

1.
The approach 
1.1
The Exchange has carried out the following procedures to identify the useful disclosures for issuers to make reference to when preparing their annual reports: -

a) Reviewing the listing rules requirements of some overseas stock exchanges in respect of disclosures in the annual reports of listed companies, and identifying the general disclosures;

b) Identifying the key industries of listed companies in Hong Kong;

c) Selecting and obtaining the latest available annual reports of leading local and overseas listed companies in each such industry; and

d) Reviewing such annual reports and identifying the specific information disclosed, and the qualitative components of disclosure, of each selected industry.


Review of overseas listing requirements and identify general disclosures

1.2
The Exchange has carried out a review of the listing rules requirements of some overseas exchanges in respect of disclosures in the annual reports of listed companies.  Useful disclosures required by overseas listing rules, which Hong Kong listed issuers are currently not required to include in their annual reports, have been selected as the general disclosures for issuers to make reference to.  Such disclosure requirements of overseas exchanges, together with other general disclosures, are set out in Chapter 3.

Identify the key industries

1.3
The following industries, which have been identified as important in the context of companies listed on the Exchange, have been selected to identify the specific disclosures for listed issuers in such industries to make reference to.

a) Airline





(See Chapter 4)

b) Railroad Operator



(See Chapter 5)

c) Power Plant




(See Chapter 6)

d) Pharmaceutical



(See Chapter 7)

e) Iron and Steel




(See Chapter 8)

f) Petrochemical




(See Chapter 9)

g) Telecommunications



(See Chapter 10)

h) Infrastructure




(See Chapter 11)

i) Retailing




(See Chapter 12)

j) Construction




(See Chapter 13)

k) Property development and investment
(See Chapter 14)

l) Food and beverage



(See Chapter 15)

m) Industrials




(See Chapter 16)

n) Hotel





(See Chapter 17)

Selecting leading local and overseas listed companies’ annual reports

1.4
For each industry set out in 1.3 above, leading local and overseas listed companies’ annual reports have been selected for review and hence form the basis of the reference for specific disclosures of these industries.


Review of annual reports and formulate reference for specific disclosures 

1.5
The disclosures in annual reports of a listed issuer are normally subject to the legal or statutory requirements of its place of incorporation, the accounting standards adopted by the company and the listing requirements of the exchange on which its securities are listed.  Disclosures that are considered as useful or important to the readers have been identified and selected as the reference for specific disclosures of these industries disregarding whether such disclosures are required by legislation or statute, accounting standards, or listing requirements.

1.6
The specific disclosures selected do not necessarily mean that such disclosures appear in all selected annual reports of that particular industry.  Professional judgement has been exercised in choosing those disclosures that are considered as useful or important to the readers of accounts.  Where appropriate, other specific information may also be included as the disclosure reference.  Emphasis has been placed on the comparability of the information and information that will indicate the characteristics or highlight the risks and opportunities of the operations of the companies in the selected industries.

1.7
The specific disclosures suggested for each selected industry are set out in Chapter 4 to Chapter 17.

2.
reference FOR DISCLOSURES
2.1
The purpose of the disclosure reference in annual reports is to provide a reference to issuers for disclosure of valuable and useful information to users to make informed decisions.  The reference also promotes a common understanding and consistency of terms and alternatives so as to improve the comparability of information across companies in the same industry.  The focus is mainly on the major users of the annual reports i.e. the investing public, including creditors, and on investment decisions.

2.2
Suggested disclosures in annual reports are divided into general disclosures for all issuers and specific disclosures for selected industries.

Reference for general disclosures

2.3
Set out in Chapter 3 for the reference of all issuers are certain disclosures in annual reports required by overseas exchanges which Hong Kong listed issuers are currently not required to include in their annual reports.  Such disclosures include a description of the business, major assets, material legal proceedings, information to be included in the management discussion and analysis section, commentary on market risk and main corporate governance practices.  

2.4
In addition, we set out in Chapter 3 certain key financial data or ratios which are useful for investors to appraise the financial position, strength or performance of a company.

Reference for specific disclosures for each selected industry

2.5
The specific disclosures for each selected industries have been classified into three main categories:

a) Basic operating statistics and information

b) Detailed profit and loss account information

c) Specific information that indicates the characteristics or highlight the risks and opportunities of the operations of the companies in the selected industries


Basic operating statistics and information

2.6
Basic operating statistics and information provide an overview of the operations and performance of the company.  Disclosure of such information will facilitate comparison between companies within the same industry and comparison of the performance of the company over time.

2.7
Basic operating statistics and information may include operational ratio analysis and information in respect of capacity, utilisation, efficiency, yield, safety, and other performance indicators.

2.8
To facilitate comparability of the data between different companies within the same industry and between the different financial periods of a company, the following material may need to be disclosed in preparing such statistics and information:

a) at least five years’ statistics in a tabular form

b) a glossary or definition of the terms used in the annual report

c) where applicable, the bases of preparation of such information and a discussion of those factors that materially affect the comparability of the data

d) a commentary on the major items affecting the current year and on the material fluctuations from the comparatives in the prior year in the Management Discussion and Analysis section of the annual report


Detailed profit and loss account information

2.9
We encourage disclosure of a detailed profit and loss account which is specific to the industry and which provides an overview of the financial performance of a company.

2.10
To facilitate the comparability and usefulness of the information, we encourage a detailed profit and loss account for at least five years to be provided in a tabular form.  A commentary on major and non-recurring items for the current year and on the material fluctuations from the comparatives in the prior year may be disclosed in the Management Discussion and Analysis section of the annual report


Other specific information

2.11
Specific information which indicates the characteristics or highlights the risks and opportunities of the operations of the company or of the industry may be included in annual reports.  Disclosure of such information would enable users of annual reports to assess the risks and opportunities of the operational environment of the issuer and would facilitate comparison between different companies within the same industry.  This would particularly enable investors to make informed investment decisions.  Such specific information may include: -

a) The statutory or legal requirements of the industry, government policy, environmental concerns, threat of new products or technology, trends of the industry, etc.

b) the organisation structure, product lines, methods of production or distribution of products, geographical distribution of markets, methods of financing for operations and expansion, relationship with employees/ suppliers/customers, research and development, competition and market share

c) details of significant assets or investments of the company

d) risks arising out of the company’s business and operations and the management of such risks

2.12
The reference for disclosures would provide a guide to listed companies in Hong Kong for providing useful information in annual reports.  The Exchange emphasises that the disclosures set out in this publication are not mandatory requirements of the Listing Rules.  Listed companies in Hong Kong may consider making reference to them in the preparation of their annual reports.

2.13
When preparing annual reports with reference to the disclosures set out in this publication, issuers are still required to comply with relevant Listing Rules, accounting standards and legal or statutory requirements.

2.14
Issuers should bear in mind that timeliness and the prompt release of information and presentation of information are also very important for judging whether such information is useful or not.  They should refer to the relevant Listing Rules, accounting standards and legal or statutory requirements covering these matters.

3.
Limitations

Limited sample size

3.1
A limited number of local and overseas listed companies’ annual reports in each chosen industry were used as the bases for setting the reference for disclosures in the annual reports of companies in selected industries.  The annual reports selected may not contain the best disclosures nor necessarily be representative of companies in the same industry.

3.2
Due to the limited sample size, readers should bear in mind that there may be other relevant and useful information not included in the disclosures set out in this publication.


Professional judgement
3.3
The specific disclosure selected as the reference does not necessarily mean that the disclosure appears in all selected annual reports of companies in that particular industry.  In formulating the reference for disclosures, professional judgement has been exercised in selecting the information within the annual reports reviewed by us or other information that we considered useful or important for investors.


Applicability 

3.4
As discussed in paragraph 1.5 above, we have selected the specific disclosures as the reference disregarding whether such disclosures are required by legal, statutory or accounting standards, or listing requirements.  Certain disclosures may not be available or may be contradictory to or inconsistent with the legislation or statute, accounting standards, or listing requirements applicable to a particular issuer.  In addition, certain information may be commercially sensitive which might cause potential damage to the business of issuers.  This may result in certain disclosures being not suitable to or injurious to the issuer.  Issuers must exercise their own judgement in preparing annual reports with reference to the disclosures set out in this publication.

3.5
Due to the limitations as discussed in paragraphs 3.1 and 3.3 above, there may exist other relevant and useful information which has not been included in the disclosures set out in this publication.  Issuers who wish to disclose information in addition to the disclosures set out in this publication are encouraged to do so.

Additional cost

3.6
Issuers disclosing more information in the annual reports will, inevitably, incur additional costs in the preparation of annual reports.  The Exchange is of the view that the benefits to the users of annual reports and to the issuers from more disclosures in the annual report outweigh the additional costs.  However, issuers should exercise their judgement in deciding the level of disclosures in their annual reports after considering the costs and benefits.

Chapter 3

reference FOR General DisclosureS
1. REFERENCE FOR GENERAL DISCLOSURES 

1.1
The Exchange has conducted a review of the listing rule requirements of some overseas exchanges in respect of disclosures in the annual reports of listed companies.  Useful disclosures required by overseas listing rules which Hong Kong listed issuers are currently not required to include in their annual reports have been selected as reference for general disclosures and are set out in paragraph 2 below.

1.2
Certain key financial data, ratios and analyses have also been selected as reference for general disclosures and are set out in paragraph 3 below.  Such information is useful for investors in appraising the financial position, strength or performance of a company.

1.3
All issuers may consider providing such general disclosures in their annual reports.

2. OVERSEAS EXCHANGES’ DISCLOSURE REQUIREMENTS

2.1
The following information may be included in the Management Discussion and Analysis section or the Directors’ Report section of the annual report.

a) A discussion of general development of the business of the company and its subsidiaries during the past five years.

b) A statement for each of the company’s last three fiscal years of the amounts of revenue, operating profit or loss and identifiable assets attributable to each of the company’s industry segments.

c) A description of the business done and intended to be done by the company and its subsidiaries, focusing upon the company’s dominant industry segment or each reportable industry segment about which financial information is presented in the financial statements.

d) A statement for each of the company’s last three fiscal years, of the amounts of revenue, operating profit or loss and identifiable assets attributable to each of the company’s geographic areas and the amount of export sales in the aggregate or by appropriate geographic area to which the sales are made.

e) A brief statement of the location and general character of the principal plants, mines and other materially important physical properties of the company and its subsidiaries. 

f) A brief description of any material pending legal proceedings, other than ordinary routine litigation incidental to the business, to which the company or any of its subsidiaries is a party or of which any of their property is the subject. 

g) The approximate number of holders of each class of shares of the company as of the latest practicable date. 

h) A statement of any known trends or any known demands, commitments, events or uncertainties that will result in or that are reasonably likely to result in the company’s liquidity increasing or decreasing in any material way. 

i) Material commitments for capital expenditures as of the end of the financial period, and the general purpose of such commitments and the anticipated source of funds needed to fulfill such commitments. 
j) A discussion of any known material trends, favorable or unfavorable, in the company’s capital resources. 

k) A discussion of any unusual or infrequent events or transactions or any significant economic changes that materially affected the amount of reported operating profit from continuing operations and, in each case, indicate the extent of which income was so affected.

l) Any known trends or uncertainties that have had or that the company reasonably expects will have a material favorable or unfavorable impact on net sales or revenues or income from continuing operations. 

m) If there is a material increase in net sales or revenues, provide a narrative discussion of the extent to which such increase is attributable to increases in prices; or to increases in the volume or amount of goods or services being sold; or to the introduction of new products or services. 
n) For the three most recent financial years of the company, a discussion of the impact of inflation and changing prices on the company’s net sales and revenues and on income from continuing operations.

o) Quantitative information about the company’s exposures to market risk as of the end of the fiscal year associated with activities in derivative financial instruments, other financial instruments, and derivative commodity instruments. 

p) Summarised market risk information for the preceding fiscal year.  In addition, a discussion of the reasons for material quantitative changes in market risk exposures between the current and preceding fiscal years. 

q) Comments on the company’s material market risk exposures including interest rate risk, foreign currency exchange rate risk, commodity price risk, and other relevant market rate or price risks.  
r) Descriptions of how the market risk exposures are managed that shall include, but not limited to, a discussion of the objectives, general strategies, and instruments, if any, used to manage those exposures. 

s) A statement by the directors that the business is a going concern with supporting assumptions or qualifications as necessary. 

t) A statement of main corporate government practices that the company had in place during the reporting period, including disclosure of the following information:-

i) Whether individual directors, are executive or non-executive directors.

ii) The main procedures the company has in place for :

· Devising criteria for membership of the company's board of directors;

· Reviewing the membership of the board of directors; and

· Nominating representatives to the board of directors.

If a procedure involves a nomination committee, set out, or summarise, the committee's main responsibilities, the names of committee members and their positions in relation to the company.

iii) The policies relating to the appointment and retirement of non-executive directors.

iv) The main procedures by which the board of directors or individual members of it can seek independent professional advice, at the company's expense, in carrying out their duties.

v) The main procedures for establishing and reviewing the compensation arrangements for :

· The chief executive officer (or equivalent), and other senior executives of the board of directors, and

· Non-executive members of the board of directors.

If the procedure involves a remuneration committee, set out, or summarise, the committee's main responsibilities and rights, and the names of committee members.  If a member of the committee is not a member of the company's board of directors, state that person's position.

vi) The main procedures for establishing and reviewing the compensation arrangements for the board of directors.

If a procedure involves a remuneration committee, set out, or summarise, the committee's main responsibilities and rights, and the names of committee members.  If a member of the committee is not a member of the company's board of directors, state that person's position.

vii) The main procedures the company has in place for the nomination of external auditors, and for reviewing the adequacy of existing external audit arrangements (particularly the scope and quality of the audit).

If a procedure involves an audit committee, set out, or summarise, the committee's main responsibilities and rights, and the names of committee members.  If a member of the committee is not a member of the company's board of directors, state that person's position.

viii) The board of directors’ approach to identifying areas of significant business risk, and to putting arrangements in place to manage them.

ix) The company's policy on the establishment and maintenance of appropriate ethical standards.

u) The voting rights attaching to each class of equity securities. 

v) A list of other stock exchanges on which the company’s securities are quoted. 

3.
FINANCIAL DATA, RATIOS AND ANALYSIS

3.1
To facilitate the comparability and improve usefulness of the information, we encourage issuers to disclose the following in preparing the financial data, ratios and analyses set out in 3.2 below:

a) at least five years’ financial information in a tabular form;

b) a glossary or definition of the terms used in the annual report;

c) where applicable, the bases of preparation of such information and a discussion of those factors that materially affect the comparability of the data; and

d) a commentary on major and non-recurring items for the current year and on the material fluctuations from the comparatives in the prior year in the Management Discussion and Analysis section of the annual report.

3.2
Issuers may include the following financial data, ratios and analysis in their annual reports, where appropriate.  Such information may be disclosed either as part of the accompanying information to its financial statements or as part of the financial statements themselves.  Companies should report geographical analysis of turnover and operating profit for various geographical areas which are considered to be significant to them.  A geographical segment should generally be reported where it contributes 10% or more of the relevant disclosure item.

A. Key financial data

a) Earnings before interest, tax, depreciation and amortisation 

b) Shareholders’ equity

c) Total capitalisation (Shareholders’ equity + Total debt)

d) Net asset per share (Shareholders’ equity / number of shares issued as at the end of the accounting period)

e) Working capital (Current assets – current liabilities)

B. Ratios
a) Gross profit margin (Gross profit / Sales x 100%)

b) Operating profit margin (Operating profit / Sales x 100%)

c) Net profit margin (Profit after tax and minority interests / Sales x 100%)

d) Return on average equity (Profit after tax and minority interests / Average equity x 100%)

e) Current ratio (Current assets / current liabilities)

f) Stock turnover days (Stock / Sales x 365 days)

g) Debtors’ turnover days (Trade debtors / Sales x 365 days)

h) Creditors’ turnover days (Trade creditors / purchases x 365 days)

i) Debt equity (or gearing) ratio (Total debt / equity x 100%)

j) Interest cover (Profit before interest and tax / interest)

k) Dividend cover (Net profit / Dividend paid and proposed)

C.
Analyses

a) Turnover and operating profit by geographical area

b) Assets and capital expenditure by geographical area

c) Turnover and gross profit by product or product line

d) Assets and capital expenditure by product or product line

Chapter 4

AIRLINE INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS
I.
Characteristics of Airline Industry
The airline industry is characterised by high capital investment, high gearing, worldwide operations and competition.  The operations of companies in this industry are focused on efficiency and safety.  In addition, companies in this industry face various risks including availability of funds for repayment of borrowings, fluctuation of fuel prices, interest rates and foreign currency exchange rates.  As a result of such characteristics, certain specific information should be included in the annual reports of airline companies to enhance  comparability, to disclose capital expenditure and related financial arrangements, and to highlight the risks associated with high gearing.  

Listed airline companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
reference for specific disclosures 

1.
Basic operating statistics and information

The following basic operating statistics and information may be included in annual reports of airline companies, where applicable.  Issuers should make reference to the terminology set out in Section III below in preparing the statistics.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.


A.
Capacity

a)
Available seat kilometers 

b) Available cargo tonne kilometers 

c)
Available tonne kilometers 
B.
Route network


a)
Number of destinations at year-end


b)
Length of scheduled route network (kilometers)


c)
A world map showing the existing and proposed route network
C.
Traffic


a)
Passengers carried


b)
Cargo carried (tonnes)

c)
Revenue passenger kilometers 


d)
Cargo tonne kilometers  


e)
Revenue tonne kilometers 

D.
Yield


a)
Passenger yield 


b)
Cargo yield 


c)
Average yield 

E.
Load Factor


a)
Passenger load factor 


b)
Cargo load factor 


c)
Overall load factor 


d)
Break-even load factor 

F.
Utilisation


a)
Utilisation rates

G.
On-time / schedule performance

a) Punctuality – within 15 minutes 

b) Regularity 

H.
Efficiency


a)
Fuel cost per kilometer


b)
Operating expenditure per ATK


c)
Operating expenditure per RTK


d)
Capacity (ATKs) per employee


e)
Revenue (RTKs) per employee

2.
Detailed profit and loss account information

Airline companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Passenger revenue

· Cargo revenue

· Mail and other revenue (with further analysis, where appropriate)

Operating expenses 

· Wages, salaries and related staff costs

· Aircraft fuel costs

· Commissions

· Aircraft rentals

· Maintenance, material and repairs

· Other rentals and landing fees

· Depreciation and amortisation

· Fleet disposition charge

· Selling and marketing

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses 

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders
3.
The Fleet

The major operating assets of airline companies are the aircraft.  Whether a company can operate successfully will depend on its policy on acquisition and maintenance of its aircraft.  Information about a company’s fleet should provide users of annual reports with an indication of the capacity, efficiency and safety standard of a company’s operations. The number of aircraft which a company operates will indicate the size of a company’s airline operations. The models and age of the aircraft will indicate the efficiency level and safety standard of a company’s aircraft. The financial arrangement and policy for acquisition of aircraft (e.g. cash, loans, operating leases, finance leases, etc.) may affect the gearing of a company which in turn affects the exposure to risk associated with foreign currency and interest rate fluctuation, etc.  Capital commitments for future acquisition and delivery of aircraft may indicate whether a company can maintain its efficiency and competitiveness and may affect the future financial position.

A.
Particulars of the fleet

The following particulars in respect of a company’s fleet at the end of the financial year may be included in the annual report, where applicable: -

a) Number of aircraft by model, showing separately those owned and those under finance leases or under operating leases, and those which a company is committed to acquire or lease

b) The expected delivery date of the aircraft which a company is committed to acquire or lease

c) The average age of the aircraft

d) Revenue hours flown

e) Average utilisation (hours per aircraft per day)

B. 
Commentary

In addition to the above information the following commentary may be provided about a company’s fleet or in the Management Discussion and Analysis section of the annual report: -

a) Major aircraft and related equipment acquisitions during the year and the financing arrangements (by internal resources, borrowings, operating leases, finance leases etc.)

b) Capital commitments in respect of aircraft and related equipment and the estimated future delivery and payment date and the related financing arrangements

c) The expected costs and benefits from the proposed acquisition or refurbishment of aircraft

d) Major maintenance policy and costs

e) Depreciation costs of aircraft

4.
Risk management


Due to the nature of their operations, airlines companies face various risks including availability of funds for repayment of borrowings as and when they become due, fluctuation of fuel prices, interest rates and foreign currency exchange rates.  Effective management of these risks is essential not only to a company’s profitability but also to its ability to survive as a going concern. Airline companies may disclose the following information in annual reports to highlight the risks they face and how they manage these risks. 

A. 
Indebtedness

High gearing is one of the principal characteristics of airline companies.  In addition, multiple currency and interest rate denomination are the main characteristics of their borrowings.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report: -

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Currency analysis of outstanding borrowings

c) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

d) Interest rate profile (fixed / floating)

e) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

f) Any special restrictive provisions of the credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

B. Liquidity and the ability to meet a company’s financial obligations

The following information would give the users of annual reports an indication of a company’s liquidity position and its ability to meet future financial obligations: -

a) Cash and cash equivalents at the end of the financial year

b) Undrawn committed financing facilities

c) Unused overdraft and revolving credit facilities

d) Major funding activities (both debts and equity) during the year

e) Capital expenditure budgeted (fleet and other) for the coming year and sources of funding

C. Fuel price

Fuel costs are the major operating costs of airline companies and fluctuation in fuel prices will inevitably affect their profitability. The following information may be included in annual reports of airline companies to highlight these risks: -

a) Percentage of fuel costs to a company’s total operating expenses 

b) A sensitivity analysis of the impact on a company’s total operating expenses of a given rise in fuel prices (based on the current year’s fuel consumption)

D. Management of financial risks

Management of financial risks includes appropriate use of surplus liquidity, ensuring sufficient liquidity for day to day operations and capital investments and managing fuel price, interest rate and foreign currency exposure.  Airline companies may use futures contracts, options, or other derivatives to hedge such exposure and risks. Airline companies may include the following information in their annual reports: -

a) Description of the main types of risks arising from the business, including, but not limited to and where appropriate, liquidity, fuel prices, interest rates, and exchange rate fluctuations

b) Policies and objectives of the company’s financial risk management

c) Balance of foreign currency liquid assets and liabilities at the end of the financial year

d) Expected surplus or deficit of cash flow from operations by major currencies for the coming year

e) Face value, contractual, or notional amounts and maturity date of each class of outstanding derivative for hedging purposes

f) The specific position hedged by each of the derivative instruments 

g) Unhedged foreign currency balances of assets and liabilities

h) Percentage of projected fuel consumption in the coming year which has been hedged

5.
Regulatory matters and government policy

The airline industry is subject to strict laws and regulations and  close government supervision since its operations involve the public safety and it may be one of the most important industries to the local economy.  Regulatory matters may affect the operations, revenue or operating costs of airline companies.  Comments on regulatory matters may be included in the annual report focusing on the impact of  existing or foreseeable changes in such requirements on a company’s operations.  The following examples of regulatory matters are not exhaustive and airline companies may include others that have a material impact on their operations and results: -

a) takeoff and landing rights and fees;

b) excise tax on air transportation;

c) air ticket tax;

d) passengers departure and arrival tax;

e) government policy toward alliances of airline companies; and

f) safety, maintenance and environmentally related regulations.

III
Terminology

"available seat kilometers" or "ASKs" the number of seats made available for sale multiplied by the kilometers flown 
“available cargo tonne kilometers” the number of tonnes of capacity available for cargo multiplied by the kilometers flown

"available tonne kilometers" or "ATKs" the number of tonnes of capacity available for the transportation of revenue load (passengers and cargo) multiplied by the kilometers flown

"revenue passenger kilometers" or "RPKs" the number of passengers carried multiplied by the kilometers flown

"cargo tonne kilometers” the cargo load in tonnes multiplied by the kilometers flown

"revenue tonne kilometers" or "RTKs" the load (passenger and cargo) in tonnes multiplied by the kilometers flown

"passenger yield" revenue from passenger operations divided by RPKs

"cargo yield" revenue from cargo operations divided by cargo tonne kilometers

"average yield" revenue from airline operations (passenger and cargo) divided by RTKs

"tonne" a metric ton, equivalent to 2,204.6 pounds

"passenger load factor" RPKs expressed as a percentage of ASKs

 “cargo load factor” cargo tonne kilometers expressed as a percentage of available cargo tonne kilometers

"overall load factor" RTKs expressed as a percentage of ATKs

"break-even load factor" the load factor required to equate scheduled traffic revenue with a company’s operating costs assuming that a company’s total  operating surplus is attributable to scheduled traffic operations

"utilisation rates" the actual number of flight hours per aircraft per operating day

“punctuality – within 15 minutes” the percentage of flights departing within 15 minutes of schedule

“regularity” the percentage of flights completed to flights scheduled, excluding flights cancelled for commercial reasons

	“fuel cost per kilometer” =
	Total cost of fuel consumed

	
	Kilometers flown

	
	

	“operating expenditure per ATK” =
	Total operating expenditure

	
	ATKs

	
	

	“operating expenditure per RTK” =
	Total operating expenditure

	
	RTKs

	
	

	“capacity (ATKs) per employee” =
	ATKs

	
	Average number of employees

	
	

	“revenue (RTKs) per employee” =
	RTKs

	
	Average number of employees

	
	


Chapter 5

RAILROAD OPERATOR INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

I.
Characteristics of RAILROAD OPERATOR Industry

The railroad operator industry is characterised by high capital investment and fixed servicing network.  The operations of companies in this industry are focused on efficiency, safety, environmental protection and punctual performance.  As a result of such characteristics, certain specific information should be included in the annual reports of railroad operator companies to highlight the risks and opportunities associated with such characteristics and to enhance comparability.  

Listed railroad operator companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC DISCLOSURES

1.
Basic operating statistics and information

The following basic operating statistics and information may be included in annual reports of railroad operator companies, where applicable.  Issuers should make reference to the terminology set out in Section III below in preparing the statistics.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.

A.
Capacity

a) Route kilometers

b) Track kilometers

c) Line capacity

d) Passenger kilometer capacity

B. Rail network

a) A map showing the existing and proposed rail network

b) Number of stations and number of lines

C. Traffic

a) Car operating kilometers

b) Passenger kilometers

c) Carloads (by commodity)

d) Gross ton kilometer (“GTM”)

e) Revenue ton kilometers (“RTM”) (by commodity)

D.
Utilisation

a)
Car utilisation

b)
Passenger kilometers per capacity

E.
On-time performance
a) Car operating hours per total hours delay

b) Total passenger hours delay per total passenger journey

c) On time delivery (percentage)

F.
Efficiency

a) Operating ratio

b) Freight revenue per route kilometer

c) Freight revenue per carload (by commodity)

d) Freight revenue per RTM (by commodity)

e) RTM per route kilometer

f) Operating expenses per GTM

g) Operating expenses per RTM

h) RTM per gallon of fuel consumed

i) Operating cost per passenger/passenger kilometers

j) Fare revenue per passenger/passenger kilometers

k) Operating cost per car operating kilometer

l) Maintenance cost per car operating kilometer

m) Revenue per employee

n) GTM per employee

o) RTM per employee

p) Number of passengers per staff hour

q) Passenger kilometers per staff

G.
Safety

a) Number of accidents / fatalities per million-train-kilometers

b) Number of injuries per 200,000 employee hours work (company and industrial average)

c) Number of level crossing accidents

d) Number of accidents per million passengers

e) Train collisions and derailments

f) Trains passing signals at danger

g) Compensation paid or payable for work-related or injury related events

2. Detailed profit and loss account information

Railroad operator companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Freight revenue (by commodity)

· Passengers revenue

· Other revenue (with further analysis, where appropriate)

Operating expenses

· Labor and fringe benefits

· Materials

· Fuel

· Depreciation and amortisation

· Operating taxes

· Equipment rental

· Casualty and insurance

· Repair and maintenance

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests 

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3. Track, locomotives, freight cars and other fixed assets

Railroad operators are capital intensive and significant investments are made in operating assets including track, locomotives, freight cars, other equipment, stations and other infrastructure.  Such fixed assets are vital to their railroad operations.  The investment and maintenance policies on such fixed assets will affect an operator’s capacity, maintenance costs, efficiency, safety and its financial performance.

A.
Particulars of track, locomotives, freight cars and other fixed assets

Railroad operator companies may include in their annual reports the following particulars, where applicable, for the past five years in respect of their fixed assets: -

a) Quantity owned or leased at year end (locomotives, freight cars, other equipment)

b) Quantity purchased or leased during the year (locomotives, freight cars, other equipment)

c) Carrying value (cost less accumulated depreciation) at year end (stations and depots, track, signaling systems, freight cars, locomotives, other equipment, other property)

d) Capital expenditure during the year (stations and depots, track, signaling systems, freight cars, locomotives, other equipment, other property)

e) Track kilometers at year end (main line, branch line, yard, sidings and others)

f) Track kilometers of rail installed during the year

g) New crossties installed during the year

h) Average age of railway equipment (freight cars, locomotives, other equipment)

In addition, the following information at the year-end may also be provided in the annual report: -

a) Amount of capital expenditure forecast for the next three years (with analysis into major items)

b) Committed or planned acquisition of locomotives, freight cars, etc.

c) Committed or planned improvement / renewal of signaling system, infrastructure, etc.


B. 
Commentary

In addition to the above information, the following commentary may be provided about a company’s fixed assets or in the Management Discussion and Analysis section of the annual report: -

a) Amount spent on rail network, freight cars and equipment, existing or new stations or terminals, signaling, and other infrastructure

b) Financing arrangements for capital expenditure

c) Expected benefit from capital investment plans

d) Scheduled completion and operation time of capital investment project

4.
Risk management


Due to the nature of their operations, railroad operator companies face various risks including the availability of funds for repayment of borrowings as and when they become due, fluctuation in fuel prices, interest rates and foreign currency exchange rates.  Effective management of these risks is essential not only to a company’s profitability but also to its ability to survive as a going concern. Railroad operator companies may disclose the following information in  annual reports to highlight the risks they face and how they manage these risks. 


A. 
Indebtedness

High gearing is one of the principal characteristics of railroad operator companies.  In addition, multiple currency and interest rate denomination are the main characteristics of their borrowings.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report: -

g) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

h) Currency analysis of outstanding borrowings

i) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

j) Interest rate profile (fixed / floating)

k) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

l) Total facilities and amount unused at year end

m) Any special restrictive provisions of the credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

n) Sensitivity analysis of the impact on a company’s total interest expenses of a given rise in interest rates (based on the unhedged outstanding floating rate debts at year-end)

B. Fuel price

Fuel costs are the major operating costs of railroad operator companies and fluctuation in fuel prices will inevitably affect the profitability of those companies.  The following information may be included in annual reports of railroad operator companies: -

c) Percentage of fuel costs to a company’s total operating expenses 

d) Sensitivity analysis of the impact on a company’s total fuel costs of a given rise in fuel prices (based on the current year’s fuel consumption)

C. Management of financial risks

Management of financial risks includes appropriate use of surplus liquidity, ensuring sufficient liquidity for day to day operations and capital investments and managing the interest rate and foreign currency exposure.  Railroad operator companies may use futures contracts, options, or other derivatives to hedge such exposure and risks.  Such companies may include the following information in their annual reports: -

i) Description of the main types of risks arising from the business, including, but not limited to and where appropriate, liquidity, fuel prices, interest rates, and exchange rate fluctuations

j) Policies and objectives of a company’s financial risk management

k) Face value, contractual, or notional amounts and maturity date of each class of outstanding derivative for hedging purposes

l) Effect on interest expenses and fuel costs for the year arising from the hedging activities

m) Percentage of projected fuel consumption in the coming year which has been hedged

n) Sensitivity analysis of the impact on the value of interest rate swaps and fuel hedging contracts of a given change in interest rates and fuel prices

5.
Regulatory matters and government policy

The railroad operator industry is subject to strict laws, regulations and close government supervision since its operations involve the public safety and because of its importance to local and cross border land transportation.  Regulatory matters may affect the operations, revenue or operating costs of railroad operator companies.  Comments on regulatory matters may be included in annual reports focusing on the impact of existing or foreseeable changes in such requirements on a company’s operations. In addition, comments on government grants or loans received by the company, if any, and the company’s accounting treatment for such items may also be provided in the annual report.  Regulations in respect of environmental issues are covered in paragraph 6 below.

6.
Environmental matters

The operations in this industry may subject to extensive state, provincial and local regulation under environmental laws and regulations concerning, among other things, air emissions, discharges into water, the generation, handling, storage, transportation, treatment and disposal of waste and hazardous substances, and soil and groundwater contamination.  The risk of environmental liability is inherent in railroad and related transportation operations.  As a result, the company may incur significant compliance and capital costs, on an ongoing basis, associated with environmental regulatory compliance and clean-up requirements in its railway operations.  The following commentary may be provided in annual reports in respect of environmental matters: -

a) Relevant local laws and regulations relating to emission and transportation of hazardous material

b) Clean up costs, penalties, claims, losses or other operating expenses incurred during the year for prevention and control of environmental liabilities

c) Capital expenditure incurred during the year for environmental matters

d) Provision or reserve and contingent liabilities for environmental liabilities at the year end

e) Anticipated pay out period of such future environmental liabilities

f) Accounting policy and treatment for environmental liabilities

g) Commentary on training and education programs held for employees on environmental issues

7.
Lawsuits
In the normal course of its operations, a railroad operator company may become involved in legal actions, including claims relating to injuries, damage to property, delays in shipment, disagreements with contractors on construction of new railway lines and other environmental liabilities. A company may incur significant compensation or loss for such items. Appropriate commentary may be provided in the annual report in connection with a company’s lawsuits 

including: -

a) Amount of losses of each major lawsuit charged to the profit and loss account for the current year

b) Amount of provision at the year end for outstanding lawsuits

c) Contingent liabilities not provided for in the accounts

d) Expected impact on the company’s financial position, results, operations, or liquidity from the outstanding lawsuits at the year-end

III.
Terminology

“route kilometers” aggregate kilometers of track in regular operation, excluding sidings, yards and double and triple trackage

“track kilometers” aggregate kilometers of track owned and operated, including track on the regular line, track located in yards and on sidings and double and triple trackage

"line capacity" the maximum number of trains that can operate safely and reliably over a given segment of track during a given period of time

"passenger kilometer capacity" the product of the maximum number of passengers that can be carried during a given period of time and the kilometers such passengers traveled

“car operating kilometer” aggregate kilometers the trains traveled during a given period of time

“passenger-kilometers” the product of the number of paying passengers carried and the kilometers such passengers traveled

"carloads" a shipment of not less than five tons of one commodity
"gross ton-kilometer" or "GTM" the movement of the combined weight of cars and their contents a distance of one kilometer

"revenue ton-kilometer" or "RTM" the movement of a tone of freight one kilometer for revenue

"car utilisation" kilometers travelled in a specified period of time

“passenger kilometers per capacity” passenger kilometers as a percentage of passenger kilometer capacity

“operating ratio” total railroad operating expenses as a percentage of total railroad revenues

	"Freight revenue per route kilometer" =
	Total freight revenue

	
	Route kilometers

	
	

	"Freight revenue per carload" =
	Total freight revenue

	
	Carloads

	
	

	"Freight revenue per RTM" =
	Total freight revenue

	
	RTM

	
	

	"RTM per route kilometer" =
	RTM

	
	Route kilometers

	
	

	"Operating expenses per GTM" =
	Total freight operating expenses

	
	GTM

	
	

	"Operating expenses per RTM" =
	Total freight operating expenses

	
	RTM

	
	

	"RTM per gallon of fuel consumed" =
	RTM

	
	Total gallon of fuel consumed

	
	

	"Revenue per employee" =
	Total revenue

	
	Average number of employees

	
	

	"GTM per employee" =
	GTM

	
	Average number of employees

	
	

	"RTM" per employee" =
	RTM

	
	Average number of employees

	
	


Chapter 6

POWER PLANT INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

I.
Characteristics of POWER PLANT INDUSTRY

The power plant industry is characterised by high capital expenditure and heavy government control.  Government’s consideration of the inflationary effect on economic growth often restricts tariff increases.  Insufficient tariffs may in turn curtail capital expenditure. In addition, the power plant business needs long-term investment decisions to maintain and improve upon the standard of service and reliability and there is a significant lead time between making an investment and receiving an income stream.  As a result of such characteristics, certain specific information should be included in annual reports of power plant companies to highlight the risks and opportunities associated with such characteristics and to enhance comparability.

Listed power plant companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC DISCLOSURES

1.
Basic operating statistics and information

The following basic operating statistics and information may be included in annual reports of power plant companies, where applicable.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.

A. Capacity / Utilisation

a) Number of power plants (by power plant type e.g. nuclear, coal)

b) Megawatts of electricity generating capacity

c) Network kilometers of overhead and underground cable

d) Available kilowatt-hour / utilisation ratio

e) Number of connected customers at the end of the year (residential, commercial, industrial, public authorities, wholesale)

f) Kilowatt-hour sales (residential, commercial, industrial, public authorities, wholesale)

g) Kilowatt-hour sales per connected customer (residential, commercial, industrial, public authorities, wholesale)


B.
Tariffs

a) Company’s average tariff per KWh ($ per KWh)

b)
Industrial average tariff per KWh ($ per KWh)

C.
Efficiency

a) Variable cost of production in total and per kilowatt hour

b) Cost of sale in total and per kilowatt hour

c) Sales per kilowatt hour

d) Fuel cost / sales ratio

e) Fuel cost per kilowatt hour

f) Kilowatt hour per employee

g) Self consumption rate

2. Detailed profit and loss account information

Power plant companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Electric utility revenue

· Other revenue (with further analysis, where appropriate)

Operating expenses

· Fuel expenses

· Purchased power capacity

· Maintenance

· Depreciation, depletion and amortisation

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses

· Interest expense, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3.
Capital Investment and Expenditure

The most significant capital investment of power plant companies is power plants and related equipment, and environmental protection facilities.  As a capital intensive company, actual results of a power plant company will be affected by factors such as the acquisition and disposal of assets and facilities, maintenance of facilities, unanticipated development project delays or changes in project costs and unanticipated changes in capital expenditure. The following disclosures in respect of capital investment and expenditure may be included in the annual reports of power plant companies.

a) Capital expenditure for each of the last five years (by asset type and by new or replacement capital expenditure)

b) Financing arrangements for construction and acquisition of plants and related facilities 

c) Details of projected capital expenditure for the next three years and the expected funding arrangements

d) Details of maintenance policy and costs

e) Amount of replacement expenses charged as operating costs 

f) Commitments at the year end in respect of construction programs and other capital expenditure

g) Disruptions to electricity supply during the year

4.
Government control

Power plant companies, like other utility companies, are subject to strict laws, regulations and close government supervision.  Regulatory matters may affect the operations, revenue or operating costs of those companies.  Comments on regulatory matters may be included in annual reports focusing on the impact of  existing or foreseeable changes in such requirements on a company’s operations. Such commentary may include the following (regulations in respect of environmental issues will be covered in paragraph 8 below) : -

l) Price control formula or guaranteed return on assets employed and the related accounting policy

m) Licence (or franchise)  period, conditions, restrictions or other details

n) Tariff rate structure and increase restrictions

5.
Customer service

Although competition in the power plant industry is not as high as in other industries due to customers’ connection to fixed infrastructure and government policy, a responsible utility company should always maintain a high standard of customer service.  We set out below examples of performance standards regarding customer service of power plant companies.  Power plant companies may provide in annual reports an analysis and appropriate commentary of the percentage of actual performance achieving such standards and a comparison with industrial average.
a) Attend to repair fuse failures within 4 hours

b) Restore electricity supply with 24 hours

c) Provide a new supply within 3 days

d) Provide estimate of charges within 10 days

e) Give three days notice of planned supply interruption

f) Voltage complaints – visit or contact within 10 days

g) Meter disputes – visit or contact within 10 days

h) Change payments method within 10 days

i) Attend all appointments agreed with customer

j) Failures to make payments under standards

k) Reconnect supply within 3 hours

l) Reconnect supply within 24 hours

m) Voltage complaints corrected within 6 months

n) Connect new tariff customer within 30 days

o) Reconnection of supply by end of next working day

p) Mover meter within 15 working days

q) Change meter within 10 working days

r) Respond to written communication within 10 days

6. 
Indebtedness

High gearing is one of the principal characteristics of power plant companies.  In addition, multiple currency and interest rate denomination are the main characteristics of their borrowings.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report:-

o) Major funding activities during the year

p) Analysis by type of borrowings at year end (e.g. bank loans, finance lease obligations, etc.)

q) Currency analysis of outstanding borrowings

r) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

s) Interest rate profile (fixed /floating)

t) Range of average interest rates and the basis of the floating rates (e.g. LIBOR+1%)

u) Total facilities and amount unused at year end

v) Any special restrictive provisions of the credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

w) A sensitivity analysis of the impact on a company’s total interest expenses of a given rise in interest rates (based on the unhedged outstanding floating rate debts at year end)

7.
Management of financial and other risks


Due to the nature of operations and business, power plant companies face various risks including refinancing risk, and risks of fluctuation in interest rates, foreign currency rate, and fuel prices.  Commentary on the exposure to such risks and a company’s policy and procedures to mitigate the impact arising from such exposure may include the following :-

a) Description of treasury policy in respect of refinancing risk, interest rate risk and foreign currency risk

b) Description of policy in dealing with fuel price fluctuation

c) Notional principal of derivative instruments

d) Accounting policies for derivative instruments

e) Total foreign currency denominated assets and liabilities and the net unhedged positions in each currency

f) Sensitivity analysis of the impact on operating results for a given change in interest rate or exchange rate

8.
Environmental matters


The operations in the power plant industry may be subject to extensive state, provincial and local regulation under environmental laws and regulations concerning, among other things, air emissions, discharges into water, disposal of waste and hazardous substances, and electromagnetic fields.  The risk of environmental liability is inherent in power plant operations.  As a result, the company may incur significant compliance and capital costs, on an ongoing basis, associated with environmental regulatory compliance and clean-up requirements in its operations.  Accordingly, appropriate commentary may be provided in connection with environmental matters.  Such commentary may cover the following matters:-

a) Existing laws and regulations regarding environmental matters and their impact on the company’s operations, and capital or operating costs

b) Revenue and capital expenditure spent for the last 3 years as a result of compliance, remediation, containment, and monitoring of environmental matters

c) Environmental matters related revenue and capital expenditure budget for the next 2 years 

d) Provisions, reserves or other contingencies at year end in respect of environmental liabilities

e) Nuclear liabilities and the related insurance coverage

Chapter 7

PHARMACEUTICAL INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS
I.
Characteristics of PHARMACEUTICAL Industry

The pharmaceutical industry is characterised by high capital investment, technological sophistication, competitive markets, domination by a few large market participants and a high level of legislative and regulatory controls.  The operations of companies in this industry are focused on efficiency and research capabilities.  In addition, companies face various risks including availability of funds for servicing debt repayment, long product development cycle, fluctuation in interest rates and foreign currency exchange rates, governmental regulatory controls, environmental and safety matters and product liabilities.  As a result of such characteristics, certain specific information should be included in annual reports of pharmaceutical companies to enhance comparability, to disclose capital expenditure and related funding arrangements, and to highlight the risks associated with high capital investment, a long product development cycle, legislative and regulatory controls, environmental and safety matters and product liabilities and related risk management.

Listed pharmaceutical companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
reference for specific disclosures

1.
Basic operating statistics and information


The following basic operating statistics and information may be included in annual reports of pharmaceutical companies, where applicable.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.


A.
Product portfolio

a) Products manufactured and sold by a company (by therapeutic area)

b) New products launched during the year

c) Products' registered patents (by place of registration and period of validity)

d) Percentage of market share (by therapeutic area)

e) Sales revenue (by product or by therapeutic area)

B.
Research and Development

a) Research and development expenditure (by product)

b) Research and development expenditure (as a percentage of sales)

c) Percentage of research and development expenditure to total operating expenses of the company

d) Product development success rate

e) Government grants and subsidies for research and development

2.
Detailed profit and loss account information


Pharmaceutical companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.
Operating revenue

· Product sales

· Royalty revenue

· Other revenue (with further analysis, where appropriate)

Operating expenses

· Research and development expenditure

· Wages, salaries and related staff costs

· Distribution costs

· Commissions and rebates

· Operating lease rentals of research facilities

· Operating lease rentals of land and buildings

· Repair and maintenance expenditure of research facilities 

· Depreciation and amortisation

· Selling, general and administrative expenses

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses 

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3.
Research and development

The major assets of pharmaceutical companies are people, in particular research scientists.  Whether a company can operate successfully is dependent on its ability to make innovation in drug discovery research, address unmet medical needs, build value through product development and ultimately take its innovative compounds originating from drug discovery through clinical development, regulatory submission and to the market.  Information about the commercialisation strategy and research capability of the company should provide users of annual reports with an indication of the future income stream and efficiency of a company’s operations.  The number of qualified research personnel and the size of laboratory facilities and research equipment deployed by the company will indicate the size of a company’s research operations. The product development programme and the acquisition of additional research equipment may require substantial capital expenditure which may have to be financed by external borrowings which in turn will affect a company’s gearing.  Where the external borrowing is denominated in foreign currencies this will inevitably expose a company to risks associated with foreign currency and interest rate fluctuations.


A.
Particulars of laboratory facilities and research equipment

The following particulars, together with appropriate commentary, in respect of a company’s laboratory facilities may be included in the annual report.

a) Number of laboratory centres and details of research equipment and facilities at the end of the financial year, showing separately those owned and those under finance leases or under operating leases, and those which a company is committed to acquire or lease

b) Major laboratory centres and research equipment and facilities commissioned during the year and the financing arrangements (by internal resources, borrowings, operating leases, finance leases etc.)

c) Capital commitments in respect of major laboratory facilities and research equipment and the related financing arrangements

d) The expected costs and benefits from new laboratory centres and research equipment and facilities

e) The expected commissioning date of new laboratory centres

f) The average age and useful lives of laboratory facilities and research equipment

g) Repairs and maintenance policy of laboratory facilities and research equipment and amount incurred

h) Depreciation charge of research equipment and facilities for the year


B. 
Product development

The following information, together with appropriate commentary, may be provided along with the above information about a company’s laboratory facilities or in the Management Discussion and Analysis section of the annual report.

a) 
Policy on identifying and developing new products

b) Details of each product development programme, including:-

· Progress of development of new products (by phase)

· Products submitted to regulatory authorities for approval

· Details of product development projects aborted and reasons therefor

· Details of failure in obtaining regulatory approval together with reasons therefor and company’s response/reaction

· Details of planned product development programmes to be commenced

c) Resources allocated to product development programmes

d) Collaboration / strategic alliances with research institutions

e) Number of qualified research personnel 

f) Accounting policy on research and development expenditure

g) Research and development expenditure incurred for the year (analysed into amount capitalised and amount charged to profit and loss account)

h) Percentage of research and development expenditure to a company’s total operating expenses 

i) Research and development staff turnover rate

4.
Risk management


Due to the nature of their operations, pharmaceutical companies face various risks including availability of funds for repayment of borrowings as and when they become due, fluctuation of interest rates and foreign currency exchange rates, legislative and regulatory controls, environmental and safety matters and products liabilities.  Effective management of these risks is essential not only to a  company’s profitability but also to its ability to survive as a going concern. Pharmaceutical companies may disclose the following information in annual reports to highlight the risks they face and how they manage these risks. 

A. 
Indebtedness

High gearing is one of the principal characteristics of pharmaceutical companies.  In addition, multiple currency and interest rate denomination are the main characteristics of their borrowings.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Currency analysis of outstanding borrowings

c) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

d) Interest rate profile (fixed / floating)

e) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

f) Any special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

D. Liquidity and the ability to meet a company’s financial obligations

The following information would give users of annual reports an indication of a company’s liquidity position and its ability to meet future financial obligations.

a) Cash and cash equivalents at the end of the financial year
b) Undrawn committed financing facilities

c) Unused overdraft and revolving credit facilities

d) Major funding activities (both debt and equity) during the year

e) Capital expenditure budgeted (research equipment and facilities and other) for the coming year and sources of funding

E. Management of financial risks

Management of financial risks includes appropriate use of surplus liquidity, ensuring sufficient liquidity for day to day operations and capital investments and managing the interest rate and foreign currency exposure.  Pharmaceutical companies may use futures contracts, options, or other derivatives to hedge such exposure and risks. Pharmaceutical companies may include the following information in their annual reports.

a) A description of the main types of risks arising from the business, including, but not limited to and where appropriate, liquidity, interest rates, exchange rate fluctuation, regulatory controls and product liabilities

b) The policies and objectives of a company’s financial risk management

c) The balance of foreign currency liquid assets and liabilities at the end of the financial year

d) The expected surplus or deficit of cash flow from operations by major currencies for the coming year

e) The face value, contractual, or notional amounts and maturity date of each class of outstanding derivative for hedging purposes

f) The specific position hedged by each of the derivative instruments

g) Unhedged foreign currency balances of assets and liabilities

5.
Regulatory and environmental matters

The pharmaceutical industry is subject to strict laws and regulations.  Regulatory matters may affect the operations, revenue or operating costs of pharmaceutical companies.  Comments on regulatory matters may be included in annual reports focusing on the impact of existing or foreseeable changes in such requirements on a company’s operations.  The following examples of regulatory matters are not exhaustive and pharmaceutical companies may include others that have a material impact on their operations and results.

a) Applicable laws and regulations

b) Details of any impending changes of laws and regulations and their implications

c) Details of licensing requirements for the manufacture and sales of pharmaceutical products

d) Particulars of licences obtained / granted including period of validity and annual fee for each of the licence

e) Government policy toward alliances of pharmaceutical companies

f) Details of undertakings or arrangements entered into with regulatory authorities

g) Other relevant safety and environmentally related regulations

h) Monitoring mechanisms and details of non-compliance with statutory limits

6.
Product Liabilities and Significant Litigation

Pharmaceutical companies are from time to time subject to the risk of product liabilities or other litigation relating to the manufacturing and selling of pharmaceutical products. The following information in respect of product liabilities and significant litigation of the company may be included in the annual report.

a) Product liabilities insurance policies and coverage

b) Particulars of "non-governmental" legal and administrative proceedings against the company and related / estimated impact on results and operations

c) Particulars of government's civil and administrative claims and related / estimated impact on results and operations

d) Particulars of legal proceedings settled and related judgements
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IRON AND STEEL INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS
I.
CHARACTERISTICS OF IRON AND STEEL INDUSTRY


The iron and steel industry is characterised by the following features: -

· Significant capital investment requirements for plant and machinery
· Dependence on raw material supplies (such as iron ore concentrate, powdered coke and fuel)
· Dependence on good transportation systems in linking up with suppliers and customers (which affect transportation costs)
· Control by environmental laws and regulations 
· Susceptibility to the cyclical nature of demand from principal consumers, notably construction companies, and automobile and industrial equipment manufacturers 

· Steel production can be divided into upstream and downstream processes.  Upstream and downstream products are produced at different stages of the iron and steel making process. Upstream products include ingots, billets and slabs while downstream products include flat products (such as cold rolled sheets) and long products (such as rails, flat bars, and wire rods)

As a result of such characteristics, certain specific information should be included in annual reports of iron and steel companies.  

Listed iron and steel companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC DISCLOSURES

1.
Basic operating statistics and information
 

The following basic operating statistics and information, where applicable, may be included in annual reports of iron and steel companies. These statistics and this information may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.


A.
Worldwide distribution of demand and production

a)
Home country production by products and consumption by different sectors: -



i.
infrastructure and construction



ii.
automotive



iii.
industrial plant



iv.
wire & wire goods and others

b)
Statistics on volume and value of imports and exports by products and by countries

c)
Position of the company in terms of volume and value of worldwide production 


B.
Company’s profile

a)
Annual production capacity in total and by plant

b)
Annual production volume and value in total and by plant

c)
Average selling prices of major products

d)
Turnover by principal markets and by major products

2.
Detailed profit and loss account information


Iron and steel companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Cold rolled sheets

· Wire rods

· Thick plates

· Other steel products

· Other revenue (with further analysis, where appropriate)

Operating expenses 

· Raw materials and consumables

· Maintenance costs

· Employment costs

· Depreciation

· Operating leases

· Costs for research and development

· General and Administration

· Selling and marketing

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses

· Interest expense, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders
3.
Machinery and equipment
The most significant assets of iron and steel companies are machinery and equipment. Information about a company’s machinery and equipment can provide users of annual reports with an indication of the capacity and efficiency of a company’s operations. In addition,  capital commitments for the future acquisition and delivery of machinery and equipment may indicate whether a company can maintain its efficiency and competitiveness and may affect the future financial position. Iron and steel companies may include the following information in annual reports.

A. Capital commitments 

a) Analysis of commitments by projects and the expected payment by year

b) Proposed source of funding for related capital commitments

B. Assets

a) Amount of assets deployed by each major operation of a company

b) Capital expenditure incurred for each of the last five years

c) Policy on repairs and maintenance

d) Repair and maintenance costs and their accounting treatments

4. Raw materials and suppliers

The cost of raw materials usually represents a significant proportion of the cost of production of iron and steel companies.  Companies are also dependent upon reliable sources of large quantities of raw materials (e.g. iron ore and coal) for their production process. The following information in respect of raw materials, their cost, and major suppliers may be included in annual reports of listed iron and steel companies: -

a) Major raw materials used in the production or operation

b) Average market unit price of each major raw material for each of the past three years

c) Expected changes in the market price of each major raw material and the impact on the cost of production

d) Total cost of each major raw material used and the percentage to the total cost of production for each of the past three years

e) A company’s policy for mitigating the effect of fluctuations in the market price of raw materials

f) Major suppliers and details of any supply agreements

g) Comments on the risk of interruption in raw material supply and the company’s policy for dealing with such risk

5.
Environmental liabilities and related costs

The iron and steel industry is subject to changing and increasingly stringent environmental laws and regulations concerning air emissions, water discharges and waste disposal, as well as remediation activities that involve the clean up of environmental media such as soils and groundwater. As a consequence, an iron and steel company would incur, and will continue to incur, substantial capital expenditure and operating and maintenance expenses in order to comply with such requirements. Additionally, if any of an iron and steel company’s facilities are unable to meet required environmental standards or laws, those operations could be temporarily or permanently closed. Comments on such regulatory matters may be included in the annual report focusing on the impact of existing or foreseeable changes in such requirements on a company’s operations. The following examples of regulatory matters are not exhaustive and iron and steel companies may include others that have a material impact on their operations and results.

i) Existing environmental laws and regulations 

j) Proposed new environmental laws and regulations

k) Environmental claims identified and their impact on results and operations

l) Environmental expenditure incurred

m) Expected capital expenditure during the next five years to meet environmental standards

6.
Transportation costs

Iron and steel companies rely heavily on good transportation systems in linking up with suppliers and customers. Information on transportation facilities and transportation costs is thus relevant to users of annual reports. The following information may be disclosed in annual reports.

a) Amount of transportation costs during the year

b) Location of raw material suppliers and modes of transport for raw materials 

c) Location of major customers and modes of transport for finished goods

7.
Indebtedness

Iron and steel companies require heavy capital investment for plant and machinery and borrowings are needed to finance the operations of such companies. The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Currency analysis of outstanding borrowings

c) Maturity profile of borrowings showing amounts repayable for each of the next five years and the amount repayable after five years

d) Interest rate profile ( fixed / floating )

e) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

f) Any special restrictive provisions of credit facilities ( e.g. the minimum net worth, the maximum cash dividend payment, etc.)

8.
Employees information 

Iron and steel companies require a large number of employees for the operation of their business. Staff costs thus represent a significant proportion of operating expenses. Information on employees is essential to the users of the annual report. Iron and steel companies may disclose the following information in their annual reports.

a) Number of employees by location

b) Employment costs during the year and basis of remuneration

c) Details of labor agreements

d) Details of pension plan and costs

e) Other staff benefits and the associated costs

f) Staff policy 
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PETROCHEMICAL INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

I.
CHARACTERISTICS OF PETROCHEMICAL INDUSTRY

The petrochemical industry comprises a wide range of business activities, in particular, the exploration, production, transportation and sale of crude oil and natural gas and the refining, marketing, supply and transportation of petroleum and petrochemical products. This industry is characterised by high capital investment and research and development expenditure. The operations of companies in this industry are focused on cost effectiveness, efficiency and safety. The stability of operations and the future potential growth are commonly affected by political developments, laws and regulations such as restrictions on production, imports, exports, price controls, taxation, as well as environmental protection regulations.  As a result of such characteristics, certain specific information should be included in annual reports of petrochemical companies.

Listed petrochemical companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC DISCLOSURES

1.
Basic operating statistics and information
 

The following basic operating statistics and information may be included in annual reports of petrochemical companies, where applicable. The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.


A.
External data

a) Global average market oil price ($/barrel)

b) Indicative global refining profit margin ($/barrel)

c) Chemical integrated profit margin ($/ton)


B.
Production by major countries

a) Oil and Natural Gas Liquid (barrels a day)

b) Gas (cubic feet a day)


C.
Operating activities and annual production

a) Net liquid production (thousands of barrels daily)

b) Petroleum products sales (thousands of barrels daily)

c) Crude oil production (thousands of barrels daily)

d) Natural gas production available for sales (millions of cubic feet daily)

e) Chemical prime products sales (thousands of metric tons)

f) Coal production (millions of metric tons)

g) Mineral production (millions of metric tons)

h) Light oil recovery rate (i.e. yield per barrel)

D. Turnover analysis

a)
Geographical analysis of turnover by destination

E.
Movements in estimated net proved and unproved reserves during the year

a) Crude oil (barrels)

b) Natural gas (cubic feet)

F.
Health, safety and environmental protection measures

a) Lost time injury frequency (an injury that results in a person being unable to work for a day or more. The frequency rate is per million hours worked.)

b) Hydrocarbon emissions to air (thousands of tons)

c) Discharges to water (thousand of tons)

d) Oil spills (number over 1 barrel)

2.
Detailed profit and loss account information

Petrochemical companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Exploration and production

· Refining 

· Chemicals

· Other revenue (with further analysis, where appropriate)

Operating expenses 

· Crude oil and product purchases

· Selling, general and administrative expenses

· Depreciation

· Exploration expenses

· Other taxes and duties

· Other operating expenses (with further analysis, where appropriate) 

Operating profit

Share of results of associated companies

Non-operating income / expenses

· Interest expense, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders 

3.
Risk management for fluctuations of price and production volume

As previously mentioned, the focus of operations of companies in the petrochemical industry is on cost effectiveness, efficiency and safety. In addition, the stability of operations and the future potential growth of the companies in the petrochemical industry are commonly affected by the world economy or other political developments, laws and regulations such as restrictions on production, imports, exports, price controls, taxation as well as environmental protection regulations. These factors dictate the risk management strategy adopted by the companies within the industry to hedge the associated risks. Petrochemical companies may disclose the following information in annual reports.

a) Details of forward contracts (e.g. oil price, interest rate, and foreign currency)

b) Objectives of the company in using financial derivative instruments

c) Company’s overall risk management policies on such instruments and discussion on how risks are identified, monitored and managed

d) Terms and expiry date of the financial derivative instruments

e) Counter parties of such instruments

f) Company’s exposure to market and credit risks from such instruments

g) The accounting policies in respect of such instruments, including an explanation of the accounting practices adopted for valuation and income recognition

h) The gains or losses arising on such instruments during the period recognised in the profit and loss accounts and separate analysis of  realised and unrealised gains and losses

i) Impact of political developments, laws and regulations on the operations of the company

4.
Environmental liabilities and related costs

The petrochemical industry is subject to changing and increasingly stringent environmental laws and regulations. As a consequence, a petrochemical company would continually incur substantial capital expenditure and operating and maintenance expenses in order to comply with such requirements. Additionally, if any of a petrochemical company’s facilities are unable to meet required environmental standards or laws, those operations could be temporarily or permanently closed. Comments on such regulatory matters may be included in the  annual report focusing on the impact of existing or foreseeable changes in such requirements on a company’s operations. The following examples of regulatory matters are not exhaustive and petrochemical companies may include others that have a material impact on their operations and results.

n) Existing environmental laws and regulations 

o) Proposed new environmental laws and regulations

p) Government policy 

q) Environmental claims identified and their impact on results and operations

r) Environmental expenses incurred

s) Expected capital expenditure during the next five years to meet environmental standards

5. Capital expenditure incurred for existing operations and for research and development

In order to maintain their competitiveness, petrochemical companies typically have significant capital expenditure such as exploration expenses and the research and development costs.  Accordingly, the following disclosures may be included in the annual report: -

a) Exploration expenses incurred

b) Research and development activities and costs incurred

c) Total capital expenditure incurred in the acquisition of fixed assets to enhance production capacity or for replacement 

d) Any capital commitments for the above areas
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TELECOMMUNICATIONS INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS
I.
Characteristics of TELECOMMUNICATIONS Industry

The telecommunications industry is characterised by high capital investment, technological sophistication, competitive markets, domination by a few large market participants and a high level of regulatory controls.  The operations of companies in this industry are focused on efficiency and customer services.  In addition, companies face various risks including the availability of funds for servicing debt repayment, fluctuation in interest rates and foreign currency exchange rates, governmental regulatory controls, deregulation of the domestic market towards full competition and environmental matters.  As a result of such characteristics, certain specific information should be included in the annual reports of telecommunications companies to enhance comparability, to disclose capital expenditure and related funding arrangements, and to highlight the risks associated with high capital investment, the phenomenal pace of technological change, and the deregulation of the market towards full competition.

Listed telecommunications companies may make reference to the following specific information in the preparation of their annual reports. Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
reference for specific disclosures

1.
Basic operating statistics and information

The following basic operating statistics and information may be included in annual reports of telecommunications companies, where applicable.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.  Where appropriate, disclosure of the following statistics may be provided for each business segment, e.g. international, domestic, mobile, internet, etc.

A.
Telecommunications Network

a) Market share

b) Number of subscribers/customers or access lines

c) Number of calls/minutes on the network

d) Average revenue per subscriber/customer

e) Call minutes (including separate analysis on National calls, International outward calls, International inward calls, and cellular connections)

f) Number of base transceiver stations, base station controllers and switching centres in operation or under construction

g) Types of networks (GSM, PCS, CDMA, DAMPS etc)

h) Areas served by networks

i) Demographics of areas served

B.
Quality of Service Indicators

c) Percentage of service requests met in customer requested time

d) Percentage of service requests outstanding after 24 hours

e) Percentage of intacts (Service Connections) completed in less than 24 hours if requested within 24 hours

f) Percentage of intacts (Service Connections) completed in less than 48 hours if requested within 24 hours

g) Call minutes lost in electronic exchange outages

h) Number of written customer complaints received

i) Average faults/network failures reported per 100 access lines per year

j) Percentage of faults cleared in less than 24 hours

k) Percentage of faults outstanding more than 24 hours

l) Percentage of payphones available

C. Segmental analysis

a) Operating profit and net assets for each business segment (e.g. international, domestic, mobile, internet, etc)

2.
Detailed profit and loss account information

Telecommunications companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· International telecommunications services

· Domestic telecommunications services

· Mobile telecommunications services

· Other telecommunications services

· Telecommunications equipment sales and rental

· Other revenue (with further analysis, where appropriate)

Operating expenses

· Outpayments to other telecommunications administrations and carriers

· Wages, salaries and related staff costs

· Commissions and rebates

· Operating lease rentals of transmission facilities

· Operating lease rentals of land and building

· Operating lease rentals of other plant and equipment

· Year 2000 systems compatibility costs

· Research and development costs

· Repairs and maintenance

· Depreciation and amortisation

· Selling, general and administrative expenses

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses 

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3.
Transmission infrastructure

The major operating assets of telecommunications companies are telecommunication plants and transmission facilities.  Whether a company can operate successfully is dependent on its ability to provide cost effective integrated communications services to customers and promote customer loyalty.  Information about a company’s network capability and transmission infrastructure should provide users of annual reports with an indication of the network capacity and efficiency of a company’s operations.  The exchange capacity, number of exchange lines in service, number of base transceiver stations, base station controllers, international circuits, etc. operated by a company will indicate the size of a company’s operations. The network capacity and coverage will indicate the efficiency level of a company’s telecommunications network.  The network capacity expansion plan and buildout of additional transmission infrastructure will require substantial capital expenditure which may have to be financed by external borrowing which in turn will affect a company’s gearing.  Where the external borrowing is denominated in foreign currencies this will inevitably expose a company to risks associated with foreign currency and interest rate fluctuations.

The following particulars, together with appropriate commentary, in respect of a company’s transmission infrastructure at the end of the financial year may be included in the annual report.  The particulars should be given separately where a company operates more than one type of network, for example international circuits, domestic fixed line, mobile, and internet.

a) Geographical location of networks

b) Network capacity and actual usage

c) Details of exchange lines, transmission lines, cables, trunk lines etc.

d) The average age and useful lives of transmission facilities

e) Number of base transceiver stations, base station controllers and switching centres, showing separately those owned and those under finance leases or under operating leases, and those which a company is committed to acquire or lease

f) Major base transceiver stations, base station controllers and switching centres and other network enhancements commissioned during the year and the financing arrangements (by internal resources, borrowings, operating leases, finance leases etc.)

g) The expected commissioning date of new base transceiver stations, base station controllers and switching centres

h) The expected costs and benefits from the new base transceiver stations, base station controllers and switching centres

i) Capital commitments in respect of major base transceiver stations, base station controllers, switching centres and other network enhancements under construction and the related financing arrangements

j) Repairs and maintenance policy of transmission facilities and amount incurred

k) Number of serious transmission network failures and related recovery time and cost

l) Depreciation costs of transmission facilities

m) A description of the company’s plans to replace or upgrade parts of the network in order to provide up to date technology and services

4.
Risk management


Due to the nature of their operations, telecommunications companies face various risks including availability of funds for repayment of borrowings as and when they become due and the fluctuation of interest rates and foreign currency exchange rates.  Effective management of these risks is essential not only to a company’s profitability but also to its ability to survive as a going concern. Telecommunications companies may disclose the following information in annual reports to highlight the risks they face and how they manage those risks. 

A.
Indebtedness

High gearing is one of the principal characteristics of telecommunications companies.  In addition, multiple currency and interest rate denomination are the main characteristics of their borrowings.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)
b) Currency analysis of outstanding borrowings

c) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

d) Interest rate profile (fixed / floating)

e) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

f) Details of special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

F. Liquidity and the ability to meet a company’s financial obligations

The following information would give users of annual reports an indication of a company’s liquidity position and its ability to meet future financial obligations.

a) Cash and cash equivalents at the end of the financial year

b) Undrawn committed financing facilities

c) Unused overdraft and revolving credit facilities

d) Major funding activities (both debt and equity) during the year

e) Capital expenditure budgeted (transmission infrastructure and other) for the coming year and sources of funding

G. Outpayments to other telecommunications administrations and carriers

Outpayments to other telecommunications administrations and carriers are the major operating costs of many telecommunications companies. The following information may be included in the annual reports of telecommunications companies.

a) Basis of outpayments, payment terms, currency and details of interconnection agreements with other telecommunications administrations and carriers

b) Percentage of outpayments to other telecommunications administrations and carriers to total operating expenses of the company

c) A sensitivity analysis of the impact on a company’s total operating expenses of a given rise in outpayments to other telecommunications administrations and carriers (based on the current year’s outpayments to other telecommunications administrations and carriers)

H. Management of financial risks

Management of financial risks includes appropriate use of surplus liquidity, ensuring sufficient liquidity for day to day operations and capital investments and managing interest rate and foreign currency exposure.  Telecommunications companies may use futures contracts, options, or other derivatives to hedge such exposure and risks. Telecommunications companies may include the following information in their annual reports.

a) A description of the main types of risks arising from the business, including, but not limited to and where appropriate, liquidity, interest rates, exchange rate fluctuations and regulatory controls

b) The policies and objectives of a company’s financial risk management

c) The balance of foreign currency liquid assets and liabilities at the end of the financial year

d) The expected surplus or deficit of cash flow from operations by major currencies for the coming year

e) The face value, contractual, or notional amounts and maturity date of each class of outstanding derivative for hedging purposes

f) The specific position hedged by each of the derivative instruments

g) Unhedged foreign currency balances of assets and liabilities

h) Percentage hedged for projected outpayments to overseas telecommunications administrations and carriers in the coming year

5.
Legislative & regulatory matters and government policy

The telecommunications industry is subject to strict laws and regulations and close government supervision due to its former monopolistic status and it may be one of the most important industries to the local economy.  Regulatory matters may affect the operations, revenue or operating costs of telecommunications companies.  Comments on regulatory matters may be included in the annual report focusing on the impact of existing or foreseeable changes in such requirements on a company’s operations. The following examples of regulatory matters are not exhaustive and telecommunications companies may include others that have a material impact on their operations and results.

a) Government policy in relation to competition

b) Applicable laws and regulations under which the industry is governed

c) Details of any impending changes of laws and regulations and their implication

d) Details of undertakings or arrangements entered into with government authorities

e) Operational restrictions such as geographical restrictions, universal coverage mandate, and restrictions on diversification

f) Price controls

g) Profit controls

h) Government policy toward alliances of telecommunications companies

i) Terms of telecommunications franchises/licences (including expiry date, renewal conditions and royalties or licence payment)

j) Safety, maintenance and environmentally related laws and regulations

k) Monitoring mechanisms and details of non-compliance with statutory limits

l) Accreditation of environmental programmes from reputable bodies (ISO 14000)

6.
Research and Development

With the phenomenal pace of improvements in technology and communications, it is paramount that telecommunications companies keep pace with the latest technological developments in telecommunications. Telecommunications companies may include the following information in their annual reports.

a) Accounting policy on research and development expenditure

b) Research and development expenditure charged to profit and loss account as incurred

c) Research and development expenditure capitalised and amortised (or written off) during the year and the carrying amount of such expenditure at the year-end

d) Research projects undertaken and expected date of completion

e) Resources allocated for research projects

f) Product development success rate

g) Product lifespan

h) Affiliation/co-operation with other university/research institutions and strategic alliances

i) Government/research grants for research projects
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INFRASTRUCTURE INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS
I.
Characteristics of inFRASTRUCTURE Industry

According to the announcement of 31st January 1996 issued by the Exchange in relation to the listing requirements for infrastructure project companies, infrastructure projects are defined as projects which create the basic physical structures or foundations for the delivery of essential public goods and services which are necessary for the economic development of a territory or country.  Such projects have traditionally been carried out as public works or utilities by government.  Examples of infrastructure projects include the construction of roads, bridges, tunnels, railways, mass transit systems, water and sewerage systems, seaports and airports.  Most commonly seen examples of listed infrastructure project companies in Hong Kong are those that are engaged in construction and operation of toll roads.  Therefore, the following discussion on the disclosures of infrastructure project companies is mainly focused on those companies that are engaged in construction and operation of traffic systems.

The infrastructure industry is usually characterised by high capital investment and there is a significant lead time between making an investment and receiving an income stream.  The operations of companies in this industry are focused on good urban planning, experienced civil engineering work in the construction and maintenance of the toll roads, and efficient toll collection systems.  Due to the special features of infrastructure project companies, they face various risks including project financing, reliance on traffic volume analysis in designing the toll road network and determining the toll rates, availability of funds for repayment of borrowings, construction risks, and fluctuations in interest rates.  As a result of the special features of infrastructure project companies, certain specific information should be included in their annual reports to enhance comparability and to highlight their capital expenditure and related financial arrangements, status of the toll road, traffic statistics and risks associated with a high level of capital investment.

Listed infrastructure project companies may make reference to the following specific information in the preparation of their annual reports.   Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE for SPECIFIC disclosures

1.
Basic operating statistics and information

The following basic operating statistics and information, where applicable, may be included in annual reports of infrastructure project companies.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.


A.
Basic information

c) Location, length, width, and number of lanes, junctures, stations, entries and exists of toll roads in operation and under construction

d) Capacity (maximum traffic per day)

e) Number of years of operation of the toll roads

B.
Traffic

a) Average traffic per day (in total and by types of vehicle)

b) Toll rates of different types of vehicle

c) Average toll revenue per vehicle and per day 

d) Revenue by types of vehicle

C.
Maintenance and safety

a)
Costs incurred for regular maintenance and major repairs

b) Number of accidents 

2.
Detailed profit and loss account information

Infrastructure project companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Toll revenue

· Other revenue (with further analysis, where appropriate)

Operating expenses 

· Wages, salaries and related staff costs

· Maintenance, material and repairs

· Rentals and lease payment

· Depreciation and amortisation

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses

· Interest expense, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3.
Roads

The major operating assets of infrastructure project companies are land/land use rights, concession rights of operation, toll roads and related equipment.  Whether a company can operate successfully will depend on accurate prediction of the traffic flow, setting of appropriate toll rates, and good controls on toll collection. Infrastructure project companies may include in their annual reports the following information together with appropriate commentary on such information.

a) Maps showing the locations of toll roads, the transportation systems and urban planning

b) A company’s attributable interests in each toll road

c) Major maintenance policy and costs

d) Provision for major repairs

e) Acquisition of other infrastructure joint ventures or projects during the year and/or proposed in the near future together with the funding arrangements and associated costs, risks, and benefits

f) Equipment purchases during the year and the financing arrangements

g) Capital commitments in respect of toll roads and other equipment and the related financing arrangements

h) Depreciation /amortisation of toll roads and other equipment

i) If the toll road is under construction, the progress of construction and the expected completion date and date of commencement of operations

j) Controls on monitoring the traffic flow and condition of the roads

k) Controls on the toll collection system

4. 
Indebtedness

A high level of capital investment is one of the principal characteristics of infrastructure project companies. Investment in toll roads and related equipment is mainly financed by external borrowings.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Currency analysis of outstanding borrowings

c) Hedges of foreign currency (rates and maturity profiles)

d) Maturity profile of borrowings showing amounts repayable for each of the next five years and the amount repayable after five years

e) Interest rate profile (fixed / floating)

f) Hedges of interest rate (rates and maturity profiles)

g) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

h) Any special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

i) Any collateral of the borrowings (e.g. cash flow from operation of the roads)

5. Liquidity and the ability to meet a company’s financial obligations

As there is a significant lead time between making an investment and receiving an income stream, the operating cash flows of infrastructure project companies may not be sufficient to cover interest payments and repayment of borrowings. Moreover, companies may require extra funds for expansion and major repairs and maintenance. The following information, which would give users of annual reports an indication of a company’s liquidity position and its ability to meet future financial obligations, may be included in annual reports.

a) Cash and cash equivalents at the end of the financial year
b) Undrawn committed financing facilities

c) Unused overdraft and revolving credit facilities

d) Major funding activities (both debt and equity) during the year

e) Capital expenditure budget (toll roads and other) for the coming year and sources of funding

6.
Regulatory matters and government policy

Infrastructure project companies are very often established with the assistance and co-operation from the local government.  These companies may also be subject to strict laws and regulations of local government.  Disclosure in annual reports of the relevant laws and regulations and their impact on the operations of companies is considered appropriate.  The following examples of regulatory matters are not exhaustive and infrastructure project companies may include others that have a material impact on their operations and results.

a) Details of the concession rights of operations including the term, expiry date and renewal conditions

b) Restrictions on increases in toll rates

c) Lease period of land use rights

d) Government policy towards infrastructure project companies

e) Safety, maintenance and environmentally related regulations
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RETAILING INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

I.
Characteristics of RETAILING Industry

The retailing industry is characterised by a high inventory level and an extensive distribution network.  The operations of companies in this industry are focused on the distribution network and variety of goods provided with satisfying customers’ needs as an ultimate aim.  The establishment of an extensive and convenient distribution network involves significant capital outlays and considerable human resources.  As a result of such characteristics, certain specific information should be included in annual reports of retailing companies to highlight the risks and opportunities associated with such characteristics and to enhance comparability.  

Listed retailing companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC DISCLOSURES

1.
Basic operating statistics and information


The following basic operating statistics and information, where applicable, may be included in annual reports of retailing companies.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.

A.
Distribution Network

e) Number of stores by location

f) Aggregate floor area of retail stores

g) Number of staff by location

D. Efficiency

f) Sales per employee

g) Sales per square meter of floor area of stores

h) Sales by store

i) Sales by category / division (eg. clothing, food, grocery, etc)

j) Rental per square meter of floor area of stores


C.
Customer service

a) Average employees’ retailing working experience expressed in years

b) Number of complaints received

4. Detailed profit and loss account information

Retailing companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.
Operating revenue

· Retailing revenue

· Other revenue (with further analysis, where appropriate)

Operating expenses

· Labor and fringe benefits

· Advertising and promotion 

· Rental

· Depreciation and amortisation

· Store maintenance / renovation

· Electricity and other utilities

· Casualty and insurance

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests 

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

5. Distribution network

The retailing industry is characterised by having an extensive distribution network which involves significant capital outlays and considerable human resources. Details of the network are thus very useful information in assessing the operations of a company and appraising its future performance. The following information, together with appropriate commentary, may be included in annual reports of retailing companies.

a) Number of stores by location at year-end

b) Number of stores opened / closed down during the year

c) Aggregate floor area of retail stores

d) Delivery service and after sales service

e) New retail innovations (eg. store layout and design, image, etc)

f) Details of planned new stores, including location and floor area

g) Planned capital investment and expenditure on new stores or renovation of existing stores

4.
Inventory and suppliers

Inventory is one of the major current assets held by retailing companies, the profitability of which would be affected by the saleability of inventory on hand.  Retailing companies are also dependent upon reliable sources of goods for their operations. The following information may be included in annual reports of retailing companies.

a) Commentary on sourcing of goods 

b) Major suppliers and details of any supply agreements

c) Policy on management of inventory level

d) Comments on the risk of interruption in supply of goods and the company’s policy for dealing with such risk

e) Company’s policy and basis of provision for slow moving and obsolete inventory

f) Ageing analysis for inventory as at the balance sheet date

g) Credit terms granted by major suppliers

5.
Public image

The public image of retailing companies can be enhanced by their support to the community (through philanthropy and donations to a wide range of charities and community groups) and their commitment to environmental matters.  Commentary may be provided in the Management Discussion and Analysis section of the annual report in respect of the following matters:- 


A.
Giving back to the community

a)
Expenditure incurred for donations, conference and other charity / educational programs


B.
Commitment to environmental matters

a) Expenditure incurred and details of any recycling projects

b) Energy saving programs

c) Packaging catered for recycling, waste reduction and save costs

d) Other initiatives in respect of environmental concerns (eg. load consolidation to maximise vehicle fill, backloading, aerodynamic trailer design and more efficient computerised vehicle routing)


C.
Responsiveness to customers’ needs

a) Auxiliary services provided to customers (eg. account card services)

b) Company’s policy for dealing with or handling customers’ feedback and complaints

6.
Indebtedness
High gearing is one of the principal characteristics of retailing companies.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Currency analysis of outstanding borrowings

c) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

d) Interest rate profile (fixed / floating)

e) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

f) Total facilities and amount unused at year end

g) Any special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

h) A sensitivity analysis of the impact on a company’s total interest expenses of a given rise in interest rate (base on the unhedged outstanding floating rate debts at year end)
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CONSTRUCTION INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

I.
Characteristics of CONSTRUCTION Industry

The construction industry is characterised by high capital investment, reliance on developers and subcontractors, an extensive and complex regulatory framework, high interest costs and competition.  The operations of companies in this industry are focused on efficiency and safety.  In addition, companies face various risks including availability of funds for repayment of borrowings, availability of skilled labor and fluctuation of material costs and interest rates.  As a result of such characteristics, certain specific information should be included in annual reports of construction companies to enhance comparability, to disclose capital expenditure and related financial arrangements, and to highlight the risks associated with high gearing.

Most of the listed construction companies in Hong Kong are engaged in the construction of buildings.  Therefore, the following discussion on disclosures for construction companies is mainly focused on those companies that are engaged in the construction of buildings.

Listed construction companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE for SPECIFIC DISCLOSUREs

1.
Basic operating statistics and information

The following basic operating statistics and information may be included in annual reports of construction companies, where applicable.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.


A.
Industry statistics

a) Demand for building construction work

b) Government’s estimate of annual expenditure for building construction work

c) Market growth rate in demand for building construction work


B.
Output of the company

a) Aggregate contract sums (and number of units or gross floor area, where applicable) under construction at the beginning and end of the year  

b) Aggregate contract sums (and number of units or gross floor area, where applicable) of contracts awarded during the year

c) Aggregate contract sums (and number of units or gross floor area, where applicable) completed during the year

d) Aggregate contract sums (and number of units or gross floor area, where applicable) of contracts awarded which have not been commenced at the beginning and end of the year


C.
Efficiency

a)
Depreciation as a percentage of sales

b)
Labour costs as a percentage of sales

c)
Penalty charges incurred by the company due to delays in completion

d)
Bonus payments received for early completion

e)
Warranty claims by developers

2.
Detailed profit and loss account information

Construction companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Construction revenue

· Residential properties

· Commercial properties

· Industrial properties

· Piling and foundations

· Civil engineering

· Other construction revenue

Cost of construction

· Labour

· Materials

· Sub-contracting

· Others (with further analysis, where appropriate)

Gross profit

Other operating revenue (with further analysis, where appropriate)

Operating expenses

· Wages, salaries and related staff costs

· Depreciation and amortisation

· Operating lease rentals in respect of land and buildings

· Operating lease rentals in respect of plant and machinery

· Administration expenses

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3. Construction work in progress

The construction sector is capital intensive and the most significant assets of companies in this sector are their construction work in progress. The following information, together with appropriate commentary, in respect of construction work in progress may be included in annual reports of listed construction companies.


A.
Basic information

a) Accounting policy on recognition of profit from construction contracts

b) The procedures for and progress of contract billings

c) Contingent liabilities on performance bonds granted and other claims

d) Breakdown of retention monies receivable by the age of the contracts since their completion

e) Warranty costs and the accounting policy for such costs

f) Principal sources of funds for construction operations

B.
n respect of each major construction contract at the year-end 

a) The site and gross floor area to be completed

b) The carrying value of the construction contract with separate disclosure of cost, attributable profit or foreseeable losses, and progress payments received and receivable

c) The date of commencement of the construction work

d) The stage of completion as at the year end date

e) The expected completion date

4.
Construction material costs and subcontracting arrangements

Material costs represent one of the major costs of construction companies and fluctuation in material costs inevitably affects the profitability of such companies.  In addition, subcontracting of construction work is a common practice adopted in the construction industry which minimises the labor employed directly by the company and investment in construction plant and equipment. The following information, together with appropriate commentary, may be included in annual reports of listed construction companies.

a) Major materials used in the construction and their average unit cost and the total cost of consumption during the year

b) Percentage of total material costs to total cost of construction of a company

c) Percentage of total subcontracting fees to total cost of construction of a company

d) Percentage of contract sums of construction work carried out by subcontractors to total contract sums construction work completed during the year and construction work in progress

e) Selection criteria of subcontractors and the quality assurance policy adopted by the company

f) Relations with major subcontractors and the payment policy

5.
Indebtedness

High gearing is one of the principal characteristics of construction companies.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Maturity profile of borrowings showing amounts repayable for each of the next five years and the amount repayable after five years

c) Interest rate profile (fixed / floating)

d) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

e) Any special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, limits on investment in land, asset disposition, etc.)

6.
Liquidity and the ability to meet a company’s financial obligations

Due to the nature of their operations, construction companies face various risks including availability of funds for repayment of borrowings as and when they become due. The following information would give users of annual reports an indication of a company’s liquidity position and its ability to meet future financial obligations.

a) Cash and cash equivalents at the end of the financial year

b) Undrawn committed financing facilities

c) Unused overdraft and revolving credit facilities

d) Major funding activities (both debt and equity) during the year

e) Capital expenditure budgeted (land and others) for the coming year and the financing arrangement

f) The policies and objectives of a company’s financial risk management

g) The face value, contractual, or notional amounts and maturity date of each class of outstanding derivative for hedging purposes

7.
Regulatory matters and government policy

The construction industry is subject to strict laws and regulations and close government supervision because its operations involve the public safety.  Regulatory matters may affect the operations, revenue or operating costs of construction companies.  Comments on regulatory matters may be included in annual reports focusing on the impact of existing or foreseeable changes in such requirements on a company’s operations. The following examples of regulatory matters are not exhaustive and construction companies may include others which have a material impact on their operations and results.

a) Safety and environmentally related regulations

b) Licensing and qualification requirements of building contractors

c) Details of construction licences obtained by the company including the expiry date and other major terms and restrictions
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PROPERTY DEVELOPMENT & INVESTMENT INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS
I.
Characteristics of PROPERTY DEVELOPMENT & INVESTMENT Industry

The property development and investment industry is significantly affected by changes in national and local economic and other conditions, including employment levels, changing demographic considerations, availability of financing, interest rates, consumer confidence and housing demand.  Property development and investment companies usually incur substantial indebtedness for investment in their property portfolio and development activities which involve significant risks.  Property developers are also subject to various risks outside their control, including competitive overbuilding, availability and cost of building lots, availability of materials and labor, adverse weather conditions resulting in delays in construction schedules, cost overruns, changes in government regulations, and increases in stamp duty and other local government taxes and fees.

Listed property development and investment companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE for SPECIFIC disclosures

1.
Basic operating statistics and information

The following basic operating statistics and information, where applicable, may be included in annual reports of property development and investment companies.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.

A. Land bank and property portfolio

a) Land for further development for sale (site and gross floor area)

b) Land for further development for investment (site and gross floor area)

c) Total valuation of property portfolio

B.
Operating information of property investments

a) Analysis of investment property portfolio valuation by locations and by type (offices, shops and shopping centres, retail warehouses and food superstores, industrial warehouses, hotel and leisure, residential, etc)

b) Analysis of investment property portfolio floor area by locations and by type

c) Occupancy rate of investment properties (excluding temporary vacancies due to redevelopment or refurbishment)

d) Analysis of rental income by location

e) Analysis of rental income by type 

f) Rental income / portfolio valuation (%)

g) Average base rent per square foot (total contractual base rental revenue for the period divided by the average occupied square feet during the period)

C.
Operating information of property developments

a) Analysis of floor area of projects completed during the year by type (offices, shops and shopping centres, retail warehouses and food superstores, industrial warehouses, hotel and leisure, residential, etc)

b) Analysis of floor area of projects under development at year-end by type

c) Number of units or floor area available for sale at year-end

d) Valuation of competed properties available for sale at year-end

e) Number of units or floor area sold or pre-sold during the year

f) Average selling price per gross floor area or per unit

2.
Detailed profit and loss account information

Property development and investment companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Property development 

· Rental income (gross rental net of outgoings)

· Property management income

· Other revenue (with further analysis, where appropriate)

Operating expenses 

· Cost of properties sold

· Staff costs

· Property repair and maintenance

· Depreciation and amortisation

· Other administration and operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Gain / loss on disposal of investment properties

Non-operating income / expenses 

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3. Property portfolio

Property companies are capital intensive companies and the most significant assets of these companies are their investments in properties.  The following information, together with appropriate commentary, in respect of land bank and property portfolios may be included in annual reports of listed property development and investment companies.

A.
Land bank 

An analysis of land bank of the company at the end of the year in terms of gross floor area.

a) By location

b) By usage (development for sale and for investment)

c) Further breakdown of each usage (e.g. shops, office, industrial, residential, etc)


B.
Properties held for development and/or sale

In respect of each of the major properties held for development and / or sale as at the year end date: -

a) Address of the property

b) If completed during the year, the completion date, units sold and units available for sale at year-end

c) If in the course of construction, the stage of completion as at the date of the annual report

d) If in the course of construction, the expected completion date

e) If development is to be commenced, the expected commencement date

f) The existing or proposed use (e.g. shops, office, industrial, residential, etc)

g) The site, gross floor area and number of units available for sale of the property

h) The percentage interest in the property

In respect of all properties held for development and / or sale at year-end: -

a) Details of the aggregate carrying value of property under development with separate disclosure of cost of acquisition, development costs, borrowing costs capitalised, provision for losses for diminution in value, and rates and taxes.

b) Contingent liabilities on performance guarantees granted

c) Warranty costs and the accounting policy for such costs

d) Principal sources of funds for development 

C. Properties held for investment

In respect of each of the major properties held for investment as at the year end date: -

a) Address of the property

b) The existing use (e.g. shops, office, industrial, residential, etc)

c) Whether the property is freehold or held on short lease, medium term lease or long lease

d) Gross and net floor space

e) Number of units and / or tenants

f) Major tenants and respective lease period

D. Changes to the property portfolio during the year

a) Additions to the property portfolio

In respect of each major acquisition: -

· Details of acquisitions of properties for further development including the consideration, location, proposed use, site and gross floor area, and percentage interest

· Details of acquisitions of properties for investment including the consideration, location, existing use, gross floor area, and existing use

· Major financing arrangements for the acquisitions

b) Disposals of investment properties

In respect of each major disposal of investment properties: -

· Reasons for the disposal

· Location, gross floor area, and existing use of the property disposed

· Consideration and its basis of determination

· Gain or loss on disposal

· Application or proposed application of the proceeds

c) Sales of completed or developing properties

· Detail of any financing arrangements with the buyers

d) Redevelopment and refurbishment of investment properties

In respect of each major redevelopment and refurbishment project:-

· Location and existing use of the property

· Expenditure incurred during the year and accumulated spending

· Expenditure proposed to be incurred in the next few years

· The commencement date of the redevelopment / refurbishment and the expected completion date

· Number of units or floor area vacant for the purpose of major redevelopment and refurbishment

· Number of units or floor area available for rental after completion of the redevelopment and refurbishment

E. Valuation of properties

A company should provide in its annual report details of the accounting policies relating to investment properties, completed properties held for sale, properties under development for sale, properties under development for investment, land held for development, and other property interests, including the basis used to reflect the carrying value of such assets.   Where any properties are stated in the accounts at valuation at the year-end, the following information in respect of the valuation should be provided in the annual report.

a) The effective date of the valuation

b) Name and qualifications of the persons making the valuation

c) Bases of the valuation used

d) Whether the valuer was independent of or connected to the company

e) Amount of revaluation surplus or deficit transferred to reserve and / or profit and loss account

4. 
Indebtedness
High gearing is one of the principal characteristics of property companies.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Currency analysis of outstanding borrowings

c) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

d) Interest rate profile (fixed / floating)

e) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

f) Any special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

5.
Liquidity and the ability to meet a company’s financial obligation

The following information would give users of annual reports an indication of a company’s liquidity position and its ability to meet future financial obligations.

a) Cash and cash equivalents at the end of the financial year

b) Undrawn committed financing facilities

c) Unused overdraft and revolving credit facilities

d) Major funding activities (both debt and equity) during the year

e) Capital expenditure budgeted for the coming year and sources of funding
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FOOD & BEVERAGE INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

I.
Characteristics of FOOD & BEVERAGE Industry

The food and beverage industry is characterised by a high inventory level, perishable inventories, high hygiene standards and special storage facilities. The operations of companies in this industry are focused on brand awareness, market penetration and the variety of food and beverage provided.  As a result of such characteristics, certain specific information should be included in annual reports of food and beverage companies to highlight the risks and opportunities associated with such characteristics and to enhance comparability.  

Listed food and beverage companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC DISCLOSURES

1.
Basic operating statistics and information

The following basic operating statistics and information may be included in annual reports of food and beverage companies, where applicable. The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.  If the directors consider that full disclosure of any of the following items is of excessive length, disclosure may cover only information which in the opinion of the directors is material.


A.
Product portfolio

a) Products manufactured and sold by a company

b) New products launched during the year

c) Registered patents, brand names and trademarks (indicating place of registration and period of validity)

B.
Market penetration

a) Number of outlets by location

b) Number of outlets by type (operated by a company, franchisees and affiliates)

c) Percentage of market share (by product)

d) Market population

e) Per capita consumption

C.
Efficiency

a) Sales by product type

b) Average sales by outlet

c) Sales by type of outlets (operated by a company, franchisees and affiliates)

d) Capital expenditure (amount and as a percentage of sales)

6. Detailed profit and loss account information

Food and beverage companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Manufacturing and sales revenue

Cost of sales

· Cost of raw materials

· Direct labor costs

· Depreciation of plant and machinery

· Rental of plant and equipment

· Utilities and supplies

· Other manufacturing overheads (with further analysis, where appropriate)

Gross profit

Revenues from franchised and affiliated outlets

Other revenue (with further analysis, where appropriate)

Operating expenses 

· Salaries and related staff costs

· Depreciation and amortisation

· Selling, administration and general expenses

· Advertising and promotion

· Rental of property

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses 

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3.
Inventory and suppliers

Inventory is one of the major current assets held by food and beverage companies and their profitability will inevitably be affected by the saleability of the inventory on hand.  These companies are also dependent upon reliable sources of large quantities of raw materials for their production process. The following information may be included in annual reports of food and beverage companies: -

a) Major raw materials used in production or operation

b) Average market unit price of each major raw material for each of the past two years

c) Expected changes in the market price of each major raw material and the impact on cost of production

d) Total cost of each major raw material used and the percentage to total cost of production for each of the past three years

e) Company’s policy for mitigating the effect of fluctuations in the market price of raw materials

f) Major suppliers and details of any supply agreements

g) Comments on the risk of interruption in raw material supply and the company’s policy for dealing with such risk

h) Credit terms granted by major suppliers

i) Company’s policy and basis of provision for slow moving and obsolete inventory

j) Amount of provision on inventory at the year-end and the amount charged to the profit and loss account

k) Aging analysis for inventory as at the balance sheet date

4.
Intellectual property

Intellectual property owned by a company, such as registered patents, brand names and trademarks may bring to a company a comparative advantage over other companies (e.g. high market recognition of its products). Food and beverage companies may include in annual reports the following information in respect of their intellectual property so that investors can assess a company’s future performance.

a) Accounting policy on patents, brand names and trademarks

b) Patents, brand names and trademarks acquired or obtained during the year and the related costs

c) Patents, brand names and trademarks owned by a company at the year-end

d) Patents, brand names and trademarks planned to be acquired or obtained in the near future and the related costs

e) Capitalised amount (cost, additions during year, amount amortised during year, amount write off during year, carrying value at year-end)

f) Amount incurred and charged to profit and loss account during the year

5.
Public image

The public image of food and beverage companies can be enhanced by their support to the community (through philanthropy and donations to a wide range of charities and community groups) and their commitment to environmental matters.  Commentary may be provided in the Management Discussion and Analysis section of the annual report in respect of the following matters: - 


A.
Giving back to the community

a)
Expenditure spent for donations, conference and other charity / educational programs


B.
Commitment to environmental matters

a) Expenditure incurred on and details of any recycling projects

b) Energy saving program

c) Packaging catered for recycling, waste reduction and save costs

d) Other initiatives in respect of environmental concerns 

C.
Responsiveness to customers’ needs

a) Company’s policy for dealing with or handling customers’ feedback and complaints

6. 
Franchise arrangements

Food and beverage companies may grant franchisees the right to operate an outlet using a company’s brand name / trademark as well as the use of a company’s standardised facilities for a certain period of time.  In return, a company will receive initial fees as well as continuing rent, service fees and royalties from the franchisee.  Accordingly, appropriate commentary may be provided in annual reports in connection with franchise agreements which may include: -

a) Major terms of franchise arrangements, including but not limited to, period of the franchise arrangements, basis on which amounts receivable by the company are determined, amount of security deposits received and the expenditure to be borne by the franchisees

b) Revenue from franchise arrangements (with further information on items such as initial fees, minimum rents, percentage rent and services fees)

c) Future minimum rent payments due to the company under franchise arrangements (analysis showing the amounts to be received in each of the next five years and the amounts to be received after five years).

7.
Government regulations

Local government may adopt laws and regulations affecting various aspects of  outlets’ operations including franchising, hygiene, environment, zoning and employment.  Accordingly, appropriate commentary may be provided in annual reports in respect of certain government regulations which are significant to a company and which may include the following:

a) Requirements of existing statutory or administrative rules, and the permits/certificates or license granted by the relevant authorities to the company

b) Details of any violation of existing statutory or administrative rules

c) Expected effect on a company’s operations from promulgation of additional requirements in the future
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INDUSTRIALS INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS
I.
Characteristics of INDUSTRIALS INDUSTRY

The industrials industry is characterised by high turnover but low profit margin.  The operations of companies in this industry are focused on efficiency and research and development capability due to rapid changes in technology.  In addition, companies face various risks including availability of funds for repayment of borrowings, fluctuation of raw material prices, interest rates and foreign currency exchange rates.  As a result of such characteristics, certain specific information should be included in annual reports of industrial companies to enhance comparability, and to highlight the risks associated with rapid changes in technology and fluctuation of raw material prices.

Listed industrial companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC disclosureS

1.
Basic operating statistics and information

The following basic operating statistics and information, where applicable, may be included in annual reports of industrial companies.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.

A.
Product portfolio

a) Products manufactured and sold by the company

b) New products launched during the year

c) Registered patents, brand name, copyright, trademark, and technology (indicating place of registration and period of validity)

B.
Research and Development

a) Research and development expenditure (by product)

b) Research and development expenditure (as a percentage of sales)

c) Percentage of research and development expenditure to total operating expenses of the company

d) Product development success rate

e) Government grants and subsidies for research and development

C.
Other operating data

a) Production capacity by product or product line

b) Production volume by product or product line

c) Sales volume by product or product line

d) Sales revenue by product or product line

e) Percentage of market share (by product)

f) Capital expenditure (amount and as a percentage of sales)

g) Number of employees at year-end

2.
Detailed profit and loss account information

Industrial companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Manufacturing and sales revenue

Cost of sales

· Cost of raw materials

· Direct labor costs

· Depreciation of plant and machinery

· Rental of plant and equipment

· Utilities and supplies

· Other manufacturing overheads (with further analysis, where appropriate)

Gross profit

Other revenue (with further analysis, where appropriate)

Operating expenses 

· Salaries and related staff costs

· Depreciation and amortisation

· Rental of property

· Research and development expenses

· Selling, administration and general expenses

· Other operating expenses (with further analysis, where appropriate)

Operating profit

Share of results of associated companies

Non-operating income / expenses 

· Interest expenses, net

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

3.
Raw materials (including packaging materials) and suppliers

The cost of raw materials usually represents a significant proportion of the cost of production of industrial companies.  Companies are also dependent upon reliable sources of large quantities of raw materials for their production process.  The following information in respect of raw materials, their cost, and major suppliers may be included in annual reports of listed industrial companies: -

a) Major raw materials used in production or operation

b) The average market unit price of each major raw material for each of the past three years

c) The expected changes in the market price of each major raw material and the impact on cost of production

d) Total cost of each major raw material used and the percentage of total cost of production for each of the past three years

e) The company’s policy for mitigating the effect of fluctuations in the market price of raw materials

f) Major suppliers and details of any supply agreement

g) Comments on the risk of interruption in raw material supplies and a company’s policy for dealing with such risk

4. Research and development

The market for most industrial products is characterised by rapid technological change and the need for frequent introduction of new products and models.  Industrial companies’ success depends on their ability to enhance their existing products and to develop new and competitively priced products that meet customer requirements. Industrial companies’ annual reports may include the following information in respect of a company’s research and development facilities and activities, together with appropriate commentary. 

A.
Particulars of research equipment and facilities

a) Details of research equipment and facilities at the end of the financial year

b) Capital commitments in respect of major research equipment and facilities and the related financing arrangements

c) The expected costs and benefits from new research equipment and facilities

d) The average age and useful lives of research equipment and facilities

e) Repairs and maintenance policy in respect of research equipment and facilities and the amount of such expenditure incurred

f) Depreciation charge for research equipment and facilities for the year


B. 
Product development

a) Policy on identifying and developing new products or new model of existing products

b) Details of each of the product development programmes

· Progress of development of new products / new models (by phase)

· Products submitted to regulatory authorities for approval

· Details of product development projects aborted and reasons therefor

· Details of failure in obtaining regulatory approval together with reasons therefor and company’s response/reaction

· Details of planned product development programmes to be commenced

c) Resources allocated to product development programmes

d) Collaboration / strategic alliances with research institutions

e) Number of qualified research personnel

f) Accounting policy for research and development expenditure

g) Research and development expenditure incurred for the year (analysed into amount capitalised and amount charged to profit and loss account)

h) Research and development expenditure as a percentage of a company’s total operating expenses 

i) Research and development staff turnover rate

5.
Intellectual property

Intellectual property owned by a company, such as registered patents, brand names, copyright, trademarks and technology, may bring to a company a comparative advantage over other companies (e.g. high market recognition of its products, greater cost efficiency in the production process). The following information in respect of a company’s intellectual property may be included in annual reports of industrial companies so that investors can better assess a company’s future performance.

a) Accounting policy for patents, brand names, copyright, trademarks and technology expenditure

b) Patents, brand names, copyright, trademarks and technology acquired or obtained during the year and the related costs

c) Patents, brand names, copyright, trademarks and technology owned by a company at the year-end

d) Patents, brand names, copyright, trademarks and technology planned to be acquired or obtained in the near future and the related costs

e) Capitalised amount (cost, additions during year, amount amortised during year, amount written off during year, carrying value at year-end)

f) Expenditure charged to the profit and loss account during the year

6. 
Indebtedness

The following information in respect of a company’s borrowings at the end of the financial year may be included in annual reports of industrial companies.

a) Analysis by type of borrowings (e.g. bank loans, finance lease obligations, etc.)

b) Currency analysis of the outstanding borrowings

c) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

d) Interest rate profile (fixed / floating)

e) Range of interest rates and the basis of the floating rates (e.g. LIBOR+1%)

f) Any special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

7.
Liquidity and the ability to meet a company’s financial obligations

The following information would give users of annual reports an indication of a company’s liquidity position and its ability to meet future financial obligations.

a) Cash and cash equivalents at the end of the financial year

b) Undrawn committed financing facilities

c) Unused overdraft and revolving credit facilities

d) Major funding activities (both debt and equity) during the year

e) Capital expenditure budgeted (fixed assets and other) for the coming year and sources of funding
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HOTEL INDUSTRY

REFERENCE FOR DISCLOSURES IN ANNUAL REPORTS

I.
Characteristics of HOTEL Industry

Hotel companies’ results are primarily affected by occupancy rates, pricing (as measured by average room rates) and companies’ ability to manage costs. Hotels may be operated through owned or leased hotel properties or under franchise or management agreements.  As a result of such characteristics, certain specific information should be included in annual reports of hotel companies to highlight the risks and opportunities associated with such characteristics and to enhance comparability.

Listed hotel companies may make reference to the following specific information in the preparation of their annual reports.  Attention is drawn to the general guidelines for these disclosures which are set out in Chapter 2 of this publication, in particular paragraphs 2.8 and 2.10.  Issuers may also refer to Chapter 3 for general disclosures in annual reports.

II.
REFERENCE FOR SPECIFIC DISCLOSURES

1.
Basic operating statistics and information


The following basic operating statistics and information, where applicable, may be included in annual reports of hotel companies.  The statistics may be disclosed either as part of the accompanying information to the financial statements or as part of the financial statements themselves.

A. Capacity

a) Number of hotels and rooms or beds available

· in operation and under construction / renovation

· by geographic locations

· owned or leased and self managed

· owned or leased and managed by other company

b) Number of employees in total and in each location

B. Efficiency

a) Occupancy rate (the company and industry average)

b) Room revenue per available room (the company and industry average)

c) Average annual operating profit per room (the company and industry average)

d) Average annual operating margin per room (the company and industry average)

e) Average annual operating margin of food and beverage business (the company and industry average)

f) Employee costs per employee

C. Room rate

a) average room rate 

b) industry average room rate

7. Detailed profit and loss account information

Hotel companies may disclose in their annual reports the following profit and loss account information.  Such information may be included in the profit and loss account or the notes to the financial statements.

Operating revenue

· Room revenue

· Food and beverage revenue

· Management / Franchise and related service fee revenue

· Other revenue (with further analysis, where appropriate)


Operating costs and expenses

· Rooms

· Food and beverage

· Hotel management and related service

· Others


Operating profit (before undistributed operating expenses)

· Rooms

· Food and beverage 

· Hotel management and related service

· Others

Undistributed operating expenses

· Administrative and general expenses

· Sales and marketing expenses

· Property operating costs

· Depreciation and amortisation

· Others (with further analysis, where appropriate)


Operating profit (after undistributed operating expenses)

Share of results of associated companies

Non-operating income / expenses

· Interest expenses

· Others (with further analysis, where appropriate)

Profit before taxation

Taxation

Profit after taxation but before minority interests

Minority interests 

Profit after minority interests but before extraordinary items

Extraordinary items

Profit attributable to the shareholders

8. Hotel properties

The most significant assets of a hotel company are its hotel properties.  In addition to the original acquisition or construction costs of such properties, a significant amount of capital expenditure is incurred each year for the maintenance and refurbishing of such properties to maintain their standard.  Such amounts incurred are crucial since they will affect the attractiveness of hotel properties to customers and may also affect the cash flow and indebtedness position of a company. The following information in respect of hotel properties may be included in annual reports of listed hotel companies.

a) Capital expenditure for the past five years (new acquisitions, new construction, redevelopment, refurbishing or renovation) and major funding arrangements

b) Forecast capital expenditure programmes for the next three years (new acquisitions, new construction, redevelopment, refurbishment or renovation) and the proposed funding arrangements

c) Commitments in respect of capital expenditure of hotel properties

d) Accounting policy for valuation of hotel properties

e) Details of valuation of hotel properties including the date and basis of valuation, name of valuer and its profession and whether the valuer is independent of a company

f) Details of disposals of hotel properties during the year including reasons, consideration, gain or loss, use of proceeds, and impact on the operation of the company 

g) Total investment cost per room

h) Total refurbishment or renovation cost per room

9. Management / Franchise Agreements

Hotel companies’ operations are managed either by their own management team or by other hotel companies to utilise that other companies’ brand name and hotel management expertise.  At the same time hotel companies may also provide hotel management services to other hotel companies.  Hotel management fees and other related fees may represent a significant proportion of a company’s recurring operating revenue or operating expenses. In view of these factors, hotel companies may include in annual reports the following information in respect of each major management or franchise agreement: -

a) The name, location and size of the hotel

b) Term of the agreement, expiry date, and early termination clauses

c) Basic management fee and its basis of computation

d) Service and other auxiliary fees and their bases of computation

5. 
Indebtedness

Due to heavy initial and recurring investment in hotel properties, hotel companies may rely on external funds to finance capital expenditure.  High gearing is thus one of the principal characteristics of hotel companies.  In addition, multiple currency and interest rate denomination are the main characteristics of their borrowings.  The following information in respect of a company’s borrowings at the end of the financial year may be included in the annual report.

a) Major funding activities during the year

b) Analysis by type of borrowings at year end (e.g. bank loans, finance lease obligations, etc.)

c) Currency analysis of outstanding borrowings

d) Maturity profile of borrowings showing the amounts repayable for each of the next five years and the amount repayable after five years

e) Interest rate profile (fixed / floating)

f) Range of average interest rates and the basis of the floating rates (e.g. LIBOR+1%)

g) Total facilities and amount unused at year end

h) Any special restrictive provisions of credit facilities (e.g. the minimum net worth, the maximum cash dividend payment, etc.)

i) A sensitivity analysis of the impact on a company’s total interest expenses of a given rise in interest rates (based on the unhedged outstanding floating rate debts at year end)

