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This guidance seeks to bring practical guidance through the use of a fl owchart on the overall processes relating to the preparation of the directors’ business review required 
under the Hong Kong Companies Ordinance (Cap 622) which is often a vexed topic to our members as governance professionals.

Is the Company listed on the Main Board1 or GEM Board2 of 
the Hong Kong Stock Exchange.

The directors’ report does 
not have to include a 
business review.

The directors’ report should include a business review for the fi nancial year.7

Would the disclosure involve information about 
impending developments or matters in the course 
of negotiation, in the directors’ opinion, be seriously 
prejudicial to the Company’s interests? 

8

Disclosure of that information would not be required.

Is the Company formed and registered in Hong Kong?

Does any of the following exemptions apply to the Company3?

a) Falls within the reporting exemption4 for the fi nancial year; or 
b)  A wholly owned subsidiary of another body corporate5 in the fi nancial 

year; or 
c)  A private company6 whose shareholders have passed a special resolution 

at least 6 months before the year-end exempting the Company from 
preparing the business review

Conduct a fair review of the 
Company’s business9

Include a description of the 
principal risks and uncertainties 

facing the company9

Set out the particulars of 
important events affecting the 

company that have occurred since 
the end of the fi nancial year9

Include an indication of likely 
future development in the 

company’s business9

References:
1 Company Ordinance (Cap 622 of the Laws of Hong Kong)
2 Accounting Bulletin 5 “Guidance for the Preparation and Presentation of a Business Review under the Hong Kong 

Companies Ordinance Cap 622” issued by the Hong Kong Institute of Certifi ed Public Accountants
Notes:
1 Paragraph 28 of Appendix 16 of the Main Board Listing Rules
2 Rule 18.07A(2)(d) of the GEM Board Listing Rules
3 Section 388(3) of the Companies Ordinance (the “Ordinance”)
4 Please refer to Section 359 of the Ordinance for company falling within reporting exemption
5 Please refer to Section 357(3) of the Ordinance for its defi nition

6 Section 389 of the Ordinance provides that if at any time during a fi nancial year of a private company— (a) the company registers any transfer of shares 
in the company in contravention of the restrictions imposed by the company’s articles; (b) the membership of the company exceeds the number specifi ed 
in section 11(1)(a)(ii); or (c) the company makes an invitation to the public to subscribe for any shares or debentures of the company, the directors’ report 
for the fi nancial year is required to be prepared as if the company were a public company

7 Section 388 of the Ordinance also provides that a directors’ report shall comply with s.543(2) of the Ordinance, to include a statement of the existence 
and the duration of the contract by which a person undertakes the management and administration of the whole or any substantial part of any business 
of the company; and which is not a contract of service with any director of the company or any person engaged in the full-time employment of the 
company, as well as the name of every director and shadow director interested in the contract, and the nature and extent of the interest

8 Paragraph 3 of Schedule 5 of the Ordinance (“Schedule 5”)
9 Paragraph 1 of Schedule 5
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1. Take a broad view in 
identifying the events 
important enough to affect 
the Company’s performance 
and thus its value.

1. Analyse the main trends 
and factors that directors 
consider likely to impact 
future prospects, including 
an indication of the directors’ 
plans for the reporting.

2. Comment on the impact of 
these events on the Company’s 
future performance and 
fi nancial position.

2. Comments on short and 
longer-term funding plans 
to support the directors’ 
strategies.

3. Cover the purpose and 
effect of major fi nancing 
transactions undertaken up 
to the date of approval of the 
fi nancial statements.

3. May include a statement in the 
review to treat such elements 
with caution, explaining the 
uncertainties underpinning 
such information.

1. Describe the business and the external 
environment in which the Company 

 operates, as context for the directors’ 
discussion and analysis.

1. Identify and discuss exposure 
to negative consequences, as 
well the directors’ policy for 
managing principal risks and 
any potential opportunities.

2.a) Identify the business segments that are 
relevant to an understanding of the 
development and performance of the 
Company as a whole and the ability of the 
Company to generate cash to meet cash 
requirements and to fund growth.

2. Discuss the ability of the 
Company to fund its current 
and future operations and 
stated strategies.

Indicate in the business 
review.

* The Hong Kong 
Stock Exchange has 
recommended that 
issuers should discuss 
specifi cally how 
the major risk areas 
would affect their 
business operations, 
the potential fi nancial 
impact, and whether 
they had undertaken 
any measures to 
manage the risk areas.10

Give details of the 
remedy taken or 
proposed.

Conduct a fair review of the 
Company’s business9

Include a description of the 
principal risks and uncertainties 

facing the company9

Set out the particulars of 
important events affecting the 

company that have occurred since 
the end of the fi nancial year9

Include an indication of likely 
future development in the 

company’s business9

2.b) Identify KPIs that are effective in 
measuring the delivery of strategies and 
managing business: 

 • Explain the calculation methods;
 • Disclose the source of underlying 
  data and, where relevant, explains the 
  assumptions;
 • Highlight where information from  
  the fi nancial statements has been 
  adjusted for the purposes of
  computing a KPI, and provides a 
  reconciliation;
 • Disclose corresponding amounts for 
  the fi nancial year immediately 
  preceding the current year where 
  available; and/or
 • Identify and explain any signifi cant 
  changes to the calculation method 
  used to compute the KPIs compared 
  to previous fi nancial years, including 
  signifi cant changes in the underlying 
  accounting policies adopted in the  
  fi nancial statements.

3.a) Whether the Company has 
entered into covenants in 
fi nancing contracts which 
could have the effect of 
restricting the use of fi nancing 
arrangements or credit 
facilities, and negotiations 
with the lenders on the 
operation of these covenants 
are taking place or are 
expected to take place?

3.b) Whether a breach of a 
covenant has occurred or is 
expected to occur?

* The Hong Kong Stock Exchange has recommended that issuers should 
  also disclose:10

• The reasons for selecting or changing certain KPIs, and how they 
are linked to the issuer’s objectives;

• The trend each of the KPIs represents; and
• The reasons for any differences between the KPIs and fi gures 

reported under accounting standards in the fi nancial statements.

9 Paragraph 1 of Schedule 5
10 Paragraphs 51, 53 and 56 of HKEX Review of Disclosure in Issuers’ Annual Reports to 

Monitor Rule Compliance Report 2016
11 Paragraph 2 of Schedule 5
12 The Companies Registry interprets “relevant laws and regulations” as referring to those 

laws and regulations relating to the environment according to FAQ 24 Accounts / 
Audit (released in June 2016) on the New Companies Ordinance. However, accounting 
practitioners have, to date, taken a wider approach. The Members’ Handbook from the 
HKICPA states the business review should cover “all laws and regulations that may have a 
material effect on a reporting entity’s principal activities”. The Hong Kong Stock Exchange 
has recommended (in paragraph 53 of its Review of Disclosure in Issuers’ Annual Reports 
to Monitor Rule Compliance Report 2016) that issuers should include more detailed 
disclosures in this area, including whether and how the “laws or regulations in question” 
would have a material impact on their operations and, where applicable, the historical 
compliance record and details of non-compliance. However, the Hong Kong Stock Exchange 
did not specifi cally address whether issuers can adopt the Company Registry’s narrower 
interpretation of “relevant laws and regulations”.). It remains to be seen how market 
practice will develop on this point after the issue of FAQ 24

13 Paragraph 59 of HKEX Review of Disclosure in Issuers’ Annual Reports to Monitor Rule 
compliance Report 2015
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2. c) Analyse and discuss the performance of the Company for the 
year under review and the fi nancial position of the Company 
as at the end of that period using fi nancial KPIs11 which 
complement or supplement the fi nancial statements.

3. a) (i) Identify the Company’s environmental policies and
  performance.

 (ii) Identify the Company’s compliance with the relevant 
  laws and regulations that have a signifi cant impact on 
  the company.12

3. b) Discuss the Company’s environmental policies and 
performance and the Company’s compliance with the 
relevant laws and regulations that have a signifi cant impact 
on the Company.11

4. a) Analyse the Company’s key relationships  – regulators, 
customers, suppliers, employees, community and society at 
large  – to determine whether the relationships would affect 
the Company’s prospective performance and accordingly its 
value.

4. b) Give an account of the Company’s key relationships with its 
employees, customers and suppliers and others that have 
a signifi cant impact on the Company and on which the 
Company’s success depends.11

Conduct a fair review of the 
Company’s business9

Include a description of the 
principal risks and uncertainties 

facing the company9

Set out the particulars of 
important events affecting the 

company that have occurred since 
the end of the fi nancial year9

Include an indication of likely 
future development in the 

company’s business9

* The Hong Kong Stock Exchange has recommended 
that issuers should also disclose:13

• The background of the major customers and their 
length of relationship with the issuer;

• The credit terms granted to major customers and 
whether they are in line with those granted to 
other customers;

• Details of the subsequent settlement of trade 
receivables with major customers, and whether any 
provisions are necessary; and

• The risks associated with reliance on major 
customers, and measures undertaken by issuers to 
mitigate such risks.

* The Hong Kong Stock Exchange has recommended 
that issuers should explain whether and how the laws 
and regulations would have a material implication or 
impact on their business operations.10

9 Paragraph 1 of Schedule 5
10 Paragraphs 51, 53 and 56 of HKEX Review of Disclosure in Issuers’ Annual Reports to 

Monitor Rule Compliance Report 2016
11 Paragraph 2 of Schedule 5
12 The Companies Registry interprets “relevant laws and regulations” as referring to those 

laws and regulations relating to the environment according to FAQ 24 Accounts / 
Audit (released in June 2016) on the New Companies Ordinance. However, accounting 
practitioners have, to date, taken a wider approach. The Members’ Handbook from the 
HKICPA states the business review should cover “all laws and regulations that may have a 
material effect on a reporting entity’s principal activities”. The Hong Kong Stock Exchange 
has recommended (in paragraph 53 of its Review of Disclosure in Issuers’ Annual Reports 
to Monitor Rule Compliance Report 2016) that issuers should include more detailed 
disclosures in this area, including whether and how the “laws or regulations in question” 
would have a material impact on their operations and, where applicable, the historical 
compliance record and details of non-compliance. However, the Hong Kong Stock Exchange 
did not specifi cally address whether issuers can adopt the Company Registry’s narrower 
interpretation of “relevant laws and regulations”.). It remains to be seen how market 
practice will develop on this point after the issue of FAQ 24

13 Paragraph 59 of HKEX Review of Disclosure in Issuers’ Annual Reports to Monitor Rule 
compliance Report 2015

The members of Company Law Interest Group are Benita Yu (Chairman), Angela Mak FCIS FCS, Carmen 
So ACIS ACS(PE), Loretta Chan FCIS FCS, Wendy Yung FCIS FCS. Mohan Datwani FCIS FCS(PE) serves as 
secretary. Please contact Mohan Datwani, Senior Director and Head of Technical and Research, HKICS, if you 
have any suggestions about topics relevant to this interest group at: mohan.datwani@hkics.org.hk.

Disclaimer and Copyright
Notwithstanding the recommendations herein, this publication is not intended to constitute legal advice or to derogate from the responsibility of HKICS 
members or any persons to comply with the relevant rules and regulations. Members and readers should be aware that this publication is for reference 
only and they should form their own opinions on each individual case. In case of doubt, they should consult their own legal or professional advisers, as 
they deem appropriate. The views expressed herein do not necessarily represent those of HKICS. It is also not intended to be exhaustive in nature, but 
to provide guidance in understanding the topic involved. HKICS shall not be responsible to any person or organisation by reason of reliance upon any 
information or viewpoint set forth under this publication, including any losses or adverse consequences consequent therefrom.

The copyright of this publication is owned by HKICS. This publication is intended for public dissemination and any reference thereto, or reproduction in 
whole or in part thereof, should be suitably acknowledged.
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