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2.1 References

(1)

2.2

“Management should provide all members of the board with monthly updates giving a balanced
and understandable assessment of the issuer's performance, position and prospects in sufficient
detail to enable the board as a whole and each director to discharge their duties under Rule 3.08
and Chapter 13.” - Listing Rules Appendix 14 Corporate Governance Code, C.1.2, HKEx.

‘Directors must satisfy the required levels of skill, care and diligence...They must follow up
anything untoward that comes to their attention.” — Listing Rules, 3.08, HKEX.

“Directors are entitled to any information they require in order to perform their functions. They
are entitled to rely on the information supplied by management as long as they have no grounds
for suspecting that it is misleading or wrong.” — Guidelines for Directors, para 56, HKloD.

“Individual directors have a right to obtain information necessary to discharge their duties from the
executives of the company...the information it [the board] receives must be adequate for it to
understand what is really going on and for it to be satisfied that the company is being managed
properly...While the board’s information requirements must be discussed with management, the
underlying principle is that the board must insist on getting the information that it needs, it should
not rely on what information management wishes to give it.” — Guidelines on Corporate
Governance for SMEs in Hong Kong, 2.5.35, 2.5.37, HKloD.

“Management should draw to the attention of its board any major issues in a timely manner, and
present all relevant information clearly and concisely. Financial and non-financial performance and
other accountability information should be reported to the board or appropriate committee(s)
regularly.” - Guide to Corporate Governance for Subvented Organisations, 5.6, HKSAR
Government.

General Principles

In order for the board as a whole and directors individually to fulfill their roles and responsibilities,
they need to stay informed about the company’s performance, position and prospects. Regular
updates of such information help them to be on the pulse of the business and facilitate
decision-making by the board. The updates are most useful and at times critical in keeping
board members informed between board meetings. They may even serve as a catalyst for the
board to decide on convening a special board meeting to address a specific issue.

This requirement to keep board members updated applies universally, regardless of the type of
company, be it a listed company, public company, private company, statutory organisation,
non-government organisation, charitable institution or any non-profit-distributing organisation, and
regardless of company scale, be it a large corporation or SME.
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While keeping board members updated is a guiding principle for all companies, listed companies,
in particular, are bound by the HKEx Listing Rules Corporate Governance Code to provide their
respective boards with “monthly updates giving a balanced and understandable assessment of
the issuer’s performance, position and prospects in sufficient detail”.

While listed companies are required to update their boards monthly, non-listed companies may
decide on the frequency of such updates depending on complexity, scale and volatility of their
businesses. Companies are recommended to start with Monthly Management Accounts (with
balance sheet and profit and loss account). As the best practice is monthly, for purpose of
discussion in this document, the report name of “Monthly Management Updates” is used.

It is the responsibility of the management to prepare the Monthly Management Updates.
However, the specification of contents, including substance and level of details, of the updates
should be initiated by the board and mutually agreed between the board as reviewers and the
management as preparers.

It follows that the general principles regarding directors’ duties are applicable as follows:-

(a) Directors should devote sufficient time to review the Monthly Management Updates.

(b) Should there be any queries, directors should be permitted access to information at their
request.

(c) When remunerating directors, in particular independent non-executive directors, such time
requirement should be taken into consideration.

The Contents

The Monthly Management Updates are summary reports and snapshots of business operations.
Hence the report should be practically concise and precise.  The Monthly Management Accounts
(with balance sheet and profit and loss account) form an essential component of reporting.  The
Executive Directors may have already gained access, through their executive roles, to the Monthly
Management Accounts. However, the Non-Executive Directors should also be provided with
such timely information.  All directors, be they executive or non-executive, are entitled to the
equal rights and responsibilities regarding access of information.

According to the Note to the HKEx Listing Rules Corporate Governance Code CP C.1.2 on the
relevant stipulation, "The information provided may include background or explanatory information
relating to matters to be brought before the board, copies of disclosure documents, budgets,
forecasts and monthly and other relevant internal financial statements such as monthly
management accounts and management updates. For budgets, any material variance between
the projections and actual results should also be disclosed and explained.”

Riding on the above specification, HKIoD has prepared a checklist for guidance in the preparation
of the Monthly Management Updates.  This is a long list of items for consideration to be included
in the Monthly Management Updates. Items to be selected for reporting depend on business
nature, the impact caused by the items and actual needs. While some items such as financial
reports are regular items, other items may be exception reporting, as the then situation warrants.
Whereas most items are summarised in a few lines or paragraphs, certain items may need to be
elaborated with details if they create significant impact.
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(4) The HKloD Checklist for Monthly Management Updates:-

.
1.

ok owd

No gk v

N — =

<= Mo Mo e

1.
2.

1.
2.

XN~

<

Financial and Quantifiable Information

Monthly management accounts

(a) Profit & Loss Statement

(b) Balance Sheet

(c) Cash Flow Statement

Material deviation in major items between budget and actual plus brief explanation
Significant changes to financial ratios plus brief explanation

Key Performance Indicators and significant changes, if any, plus brief explanation
Key financial covenants committed during the month

Risk Management

Major internal audit findings

Any new major risk on the horizon

Any event/issue which may potentially become reportable price-sensitive information
Progress in handling mitigation of identified major risk

Any litigation and progress

Regulatory issue — compliance / violation of new law / regulation

Major customer complaints, if any

. Trading Summary
. Observation on transaction volume by business line
. Observation on any significant change to trend of business

Marketing Summary
Launch of new campaign
New markets / prospects emerging

Customer / Client Summary
Any change in major customer / client
Any issue with major customer / client

. Production and Support Summary

Any major deviation from production plan
Any technical / technological issue

Il Investment Summary

Any fluctuation in investment
Observation of prospects in investment

VIII. Major Project Progress

Milestones reached
Any exceptions / hurdles

. Supply Chain Issues

Any major issue with supplier / contractor
Any major issue with distributor

Organisation and HR Issues
Any major issue
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