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Risk Management

The Board of Directors and the management of each 

division are responsible for identifying and analysing the 

risks underlying the achievement of business objectives, 

and for determining how such risks should be managed 

and mitigated.

There are two key management committees which seek to 

monitor the full spectrum of risks to which the Group is 

subject; the Group Risk Management Committee (“GRMC”) 

and the Finance Committee. These are made up of 

members of senior management and both are chaired by 

the Group Finance Director, who reports to the Board on 

matters of significance that arise.
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The GRMC provides oversight of all the risks to which the 

Group is subject (except for those expressly covered by 

the Finance Committee) including setting risk management 

policies and strategies. The GRMC reports directly to the 

Board. It comprises the Group Finance Director and the 

Executive Directors and Officers in charge of the operating 

divisions. It is chaired by the Group Finance Director.

The GRMC oversees six functional group committees and 

three working groups. These cover the following areas: 

Insurance, Human Resources, Health & Safety, Legal, 

Information Technology, Environment, Environmental Best 

Practices, Supply Chain Sustainability and Enterprise Risk 

Management. The GRMC’s oversight role includes those 

areas which can be collectively categorised as  

Sustainable Development.
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In 2009, the GRMC met three times and its functional 

group committees and working groups met a total of  

28 times.

The members of the functional group committees and 

working groups are specialists in their respective areas  

and each committee is chaired by a member of the  

GRMC Working Committee. This working committee  

has been established to monitor the activities of each of 

the functional group committees and working groups  

and to submit consolidated proposals on key risk issues  

to the GRMC.

The role of the functional group committees and working 

groups is to identify risks and opportunities which fall 

within their respective functional areas and to draw 

up policy recommendations for GRMC review and 

approval. The policies approved by the GRMC apply to 

all companies in which Swire Pacific has a controlling 

interest. The boards of these operating companies 

are required to adopt these policies and to establish 

procedures to ensure compliance with them. Jointly 

controlled and associated companies are encouraged  

to adopt Group policies.

It is the Group’s policy not to enter into derivative 

transactions for speculative purposes. Derivatives are 

used solely for management of an underlying risk and 

the Group minimises its exposure to market risk since 

gains and losses on derivatives offset the losses and 

gains on the assets, liabilities or transactions being 

hedged. Accounting for derivative financial instruments 

and hedging activities is discussed on pages 160  

and 161.

The Group’s listed associated companies and its non-

listed jointly controlled and associated companies 

arrange their financial and treasury affairs on a stand-

alone basis. The Company may provide financial 

support by way of guarantees to its non-listed jointly 

controlled and associated companies in cases where 

significant cost savings are available and risks  

are acceptable.

Financial Risk Management
Audited Financial Information

Structure and Policies

In the normal course of business the Group is exposed 

to financial risks attributable to interest rates, currency, 

credit and liquidity.

The Finance Committee maintains and develops 

the Group’s financial risk management policies 

and procedures. These policies and procedures are 

implemented by the Head Office Treasury Department, 

within an agreed framework authorised by the Board.

The Treasury department manages the majority of the 

Group’s funding needs, as well as resulting interest 

rate, currency, credit and liquidity risks. Operating 

subsidiaries manage currency and credit exposures that 

are specific to their trading transactions.

The management of the full spectrum of risks is subject 

to audit by the Group’s Internal Audit department, with 

support from specialist external consultants where 

necessary.

Finance Committee

The role of the Finance Committee is to provide oversight 

of the Group’s financial risks, including setting the Group’s 

financial risk management policies and procedures. These 

are implemented within both the Group’s central financial 

reporting function and the divisional finance functions.

The Finance Committee consists of the Group Finance 

Director, the Group Deputy Finance Director, four 

Divisional Finance Directors, the General Manager 

Corporate Finance, the Treasury Manager, the Group 

Finance Manager and the Group Taxation Manager. In 

2009, the Finance Committee met five times.

The Group’s approach to financial risk management is 

discussed below.
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Financial Risk Management (continued)
Audited Financial Information (continued)

Interest Rate Exposure

The Group’s interest rate risk arises primarily from 

borrowings. Borrowings at variable rates expose the 

Group to cash flow interest rate risk. Borrowings at 

fixed rates expose the Group to fair value interest rate 

risk. The Group earns interest income on cash deposits.

The Group maintains a significant proportion of debt on 

a fixed rate basis with a view to increasing certainty of 

funding costs. The level of fixed rate debt for the Group 

is decided after taking into consideration the potential 

impact of higher interest rates on profit, interest cover 

and the expected cash flows of the Group’s businesses 

and investments. The Group uses interest rate swaps to 

manage its long-term interest rate exposure. The Group 

Finance Director approves all interest rate hedges prior 

to implementation.

On a quarterly basis, the Treasury department 

calculates the effect of the Group’s exposure to interest 

rate fluctuations on forecast earnings and cash flows 

by performing sensitivity testing which varies forecast 

interest rates. The Treasury department reports the 

results of this testing to the Finance Committee. Refer to 

page 111 for details of the sensitivity testing performed 

at 31st December 2009.

Currency Exposure

The Group operates internationally and is exposed to 

foreign exchange risk arising from various currency 

exposures, primarily with respect to US dollars and 

Renminbi. Foreign exchange risk arises from the foreign 

currency denomination of commercial transactions, 

assets and liabilities, and net investments in  

foreign operations.

The Group’s policy is to hedge in full all highly 

probable transactions in each major currency where 

their value or time to execution gives rise to a 

significant currency exposure, provided that the cost 

of the foreign exchange forward or derivative contract 

is not prohibitively expensive having regard to the 

underlying exposure.

Exposure to movements in exchange rates on 

transactions other than borrowings is minimised by 

using forward foreign exchange contracts where active 

markets for the relevant currencies exist. At 31st 

December 2009, the Group had hedged its significant 

foreign currency funding exposures.

Exposure arising from the Group’s investments in 

operating subsidiaries with net assets denominated 

in foreign currencies is reduced, where practical, by 

providing funding in the same currency.

Foreign currency funding and deposit exposure is 

monitored by the Treasury department on a continuous 

basis and hedging proposals are presented to the 

Finance Committee. On a quarterly basis, the Treasury 

department performs sensitivity testing by varying 

forecast foreign exchange rates. The results of this 

testing are used to assess whether positions should 

remain unhedged. Refer to page 112 for details of the 

sensitivity testing performed at 31st December 2009.

Credit Exposure

The Group’s credit risk is primarily attributable to 

trade and other receivables with wholesale customers, 

derivative financial instruments and cash and deposits 

with banks and financial institutions. Individual 

operating entities are responsible for setting credit 

terms appropriate to their industry and assessing the 

credit profile of individual customers.

Standard settlement terms within the Beverages 

Division and Swire Pacific Offshore are 30 days from 

the date of invoice. In accordance with the provisions 

of Swire Properties’ standard tenancy agreements, 

rentals and other charges are due on the first day 

of each calendar month. Typically sales to retail 

customers within Swire Resources are made by cash or 

major credit cards. The Group has no significant credit 

risk with any one customer.
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Financial Risk Management (continued)
Audited Financial Information (continued)

Credit Exposure (continued)

When depositing surplus funds or entering into 

derivative contracts, the Group controls its exposure 

to non-performance by counterparties by dealing 

with investment grade counterparties, setting 

approved counterparty limits and applying monitoring 

procedures. Counterparty credit exposure limits for 

financial institutions are proposed by the Treasury 

department and approved by the Group Finance 

Director. The Treasury department monitors the 

counterparties’ credit ratings and issues an approved 

list of counterparties with their limits on a quarterly 

basis to all subsidiaries. Group companies require prior 

approval from the Treasury Manager to deal with banks 

not on the approved list.

The Group is not required by its counterparties to 

provide collateral or any other form of security against 

any change in the market value of a derivative. There 

are no specific conditions that would require the 

termination of derivative contracts should the credit 

rating of Swire Pacific be downgraded.

The maximum credit risk in respect of contingencies is 

disclosed in note 39 to the accounts.

Liquidity Risk

The Group takes liquidity risk into consideration when 

deciding its sources of funds and their tenors, so as to 

avoid over reliance on funds from any one source and 

to prevent substantial refinancing in any one period. 

The Group maintains significant undrawn committed 

revolving credit facilities and cash deposits in order to 

reduce liquidity risk further and to allow for flexibility 

in meeting funding requirements.

The Group aims to maintain immediate access 

to committed funds to meet its refinancing and 

capital commitments for the following 12 months on 

a rolling basis, excluding its onshore Renminbi debt 

funding, where forward commitments are not 

readily available.

The Treasury department produces a forecast funding 

plan for the Group on a quarterly basis and a summary 

forecast on a monthly basis, in order to assess 

committed and probable funding requirements. The 

plan includes an analysis of debt refinancing by year 

and by source of funds. The Treasury Manager presents 

the forecast funding plan together with funding 

proposals to the Group Finance Director on a regular 

basis, and to the Finance Committee. Refer to page 

112 for details of the Group’s contractual obligations at 

31st December 2009.

Price Risk

The Group is exposed to price risk in relation to listed 

equity securities held as available-for-sale investments. 

Management regularly reviews the expected returns 

from holding such investments, on an individual basis.




