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employed and the presentation of the material in this document do not imply the expression of any
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authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
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THE ANNUAL REPORT

Introduction

Annual reports of American industry became more numerous year
bv vear and in most cases more detailed and elaborate. All companies
are not required by law to issue annual reports and some family, or
closely-controlled businesses do not issue reports to the public., Bunks,
insurance companies, organizations that sell stock to the public and
most large firms issue annual repo;ts. In addition, many issue quarterly
statements of condition,

As recently as twenty years ago annual reports were usually docue
ments produced by and for accountants. The report would give & financial
summary of the year's operations and a list of assets and lisbilities at
the year's enc. There was little if any explanation of the bald figures
and little attempt was mi:de to interest the reader in the company.

The last two decades brought drastic changes in format, content
and distribution. Management began to look upon the annual report as a
means to acquaint the public with the company's operations and depending
upon the industry, as an advertising Lcel. The reports of major companies

are now carefully prepared and expensively produced.

Purpnse of Report

In pianning en annual report the size, style and expense are
determined by what the report is expected to achieve. For this analysis
we will take a manufacturing company of moderate size, a 15-year historv
of ywood growth, distribution in the eastern part of the United States and
~tockholder~owned.

We will assume the company is looking forward to steady expansion,
malte< in other paris of the country, good stockholder relations and

increases siock value.

lm ,
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Distribution enters in.o the report's purpose. [he .ompan
described above would pe interested in sending reports fto t « tinanc .l
editors of newspapers, stock analysts who study industrv, SOt Pl
and financia: institutions associated with the industry and, ot -our ¢,
stockholders and employees,

In addition to this general readership a report may ove aimed
a specific situation, perhaps wider owrership of company stock, or io
support listing on a stock exchange, or to attract executive persounne!.

Whatever the purpose, a report should reflect a definite manace-

ment point of view and present a coherent picture of the company,

content - General

Annual reports have certain minimum requirements. There must be
a profit and loss statement for the year and a statement of condition
which shows what the company is worth and what it: obligations and debts
are.
Depending upon the organization and whether the subje-t applies,
the following may be considered for inclusion:
Execut ive letter
Business review (summery, forecast)
Financial Review
Divisional Review
Execut ive Personnel
Statistical Summary - 10 years
General content should be determined by the readership. If the
report is intended primarily for financial people, photographs. color,
personnel activities may be kept to a minimum, If the averare reader is
to be considered, there should be more than a mere progression of charts

and figures.

‘Jhen pho'ozraphs are used they should be integrated with the - ext
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or used as supporting or supplemental material. Art work, such as

live drawings or color spots should be employed judiciously so as

not to detract from the .ontent of the report.

Executive Statement

This letter to stockholders, signed by the president or chairman,
or both, mav be the most widely rcad portion of the report. Independent
surveys by trade associatiors indicate that most stockholders, if they
open che report at all do read the president's or chairman's statement.
For a person not interested in charts or'statutical summaries the
president's letter can serve as a substitute provided the letter is
informative and lucid. A thousand words or less is considered the proper
length for the opening statement. A photograph often accompanies the
letter.

A godod letter contains the following elements:

A two-or-three sentence analysis of the year's earnings, i.e,
high or low, relation to expenses etc.

Problems during the past year - sales, distribution, credit,

New business program - domestic, international.

New projects = research, new product ete.

&
Mergers or acquisitions.
Future - prospects for coming year =~ anticipated obstacles,
favorable factors.
Business Review
The business or annual review carries the meat of the report,
Except far the statistical charts the review is the most important fea-
ture of an annuai report., Points mentioned in the president's letter are
evpanded here.
More specific and more detailed than the president's letter this :
section siwull, in effect, be a statement of company policy, plans and i
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prospects. As a major unit of the repurt, this section shuuld dea!
with the economic or financfal factors that influence the coapanv's
operations: international affairs if they affect the companv,
Javernment actions that should be taken into account in company plan-~
ninz, full discussion of those factors that determined profits and
losses in tie vear past,

Often in this section a company will give 1its views of a putlic
issue, like increased taxes or changes in a tariff law, A large
nacional or international organization is more likely than a small
company to use this opportunity to inform its stockholders of the
advantages or disadvantages to the company of an issue before the public

Shareholders can be a poteat force and many companies have

decided to use this portion of the report to inform stockholders of the

company attitude,

Financial Review

This section of the report is usually written wirh the specialist
in mind rather than the average stockholder. Emphasis {3 on the .
financial details of the past year rather than on general explanations
or plans for the future. The attached paragraph is a good example of
financial exposition in that the discussfon never leaves the area of
finance for conjecture or window-dressing. (See Exhibit 1.)

An important characteristic of this section is that everything
stated should be fully supported by the charts, statement of condition
and statement of earnings, which are usually in the second haif of the
report. Without consulting the charts, a reader should be able to read
the review and understand the company's operations for the year, its

assets, liabilities, profits and losses.
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EXHIBIT 1

NET OPERATING EARNINGS REACH RECORD HIGH—-UP 3 PER CENT
Net onerating earnings for 1966 were the highest in your Bank's history,
reaching $54 3 mitlion or $4.14 per share. This compares with $52.8 million
o1 34.01 per share in 1965

Reporied earnings are adter o pravision of $1 6 million or 12 cents per
share {or the net cost of the New York City Income Tax imposed for the
first time 10 1966

During most of 1966 earnings growth was inhibited by a faster rate of
increase n rates parl for purchased mo: ey than in rates earned on in-
vested assets. Relief from this pressure, however, is evident in the results
for the fourth quarter in which net operating earnings ruse 9.5 per cent
{rom the comparable quarter of 1965,

The Consolidated Statement of Farnings on page 21 shows operating
performunce in detail compared to last year. Comparisons going back to
1956 are shown by the Statistical Summary on page 24. Since 1956, the
Hank's net operating earnings have advanced $26.6 million or 95.7 per cent.

PAY $27.8 MILLION--140TH CONSECUTIVE YEAR OF DIVIDENDS
The Bank continued 1s quarterly dividend rate of 522 cents per share
during 1966 Total cash pavments amounted to $27.6 million and repre-
sented 50.7 per cent ol net operating earnings after taxes. Chemical New
York has paid eash dividends without interruption or reduction since 1827,

PLACE 850 MILLION OF 25-YEAR SUBORDINATED CAPITAL NOTES
The Bank s total capital funds, including the reserve for contingencies,
reached $532 million on December 31, 1988, up from $524 million the year
hefore. Buok vaiue per share rose to $40.52 at year-end from $39.92 on
the same date in 1965.

The Bank completed an agreement with investment bankers in Decem-
her 1966 for the private placement of $50 million of 578 per cent, 25 year
subordinated capital notes; of these, $37.350,000 were delivered on Jan-
uary 10, 1967 and the balance will be delivered not later than May 2, 1967.
These notes are not redeemable prior 10 January 1. 1977. Sinking fund
provisions, beginning July 1, 1979, call for the retirement of 50 per cent
of the issue prior to maturity. In addition, the Bank will have the non-
cumulative optional right on each mandatory sinking fund payment date
to retire at par an equal amount through operation of the sinking fund.

AVERAGE DEPOSITS REACH RECORD HIGH FOR 6TH CONSECUTIVE YEAR
For the sivth consecutive vear average deposits reached new highs. During
D6, aross deposits averaged $5.796 million, up T2 per cent from $5,408

i o 1963 Given the slow growth in demand deposits characteristic

EARNINGS

CAPITAL FUNDS

DEPOSITS

e N




Jivisional “eview

Jenendin e upon the or.anization of {he company o livi g
review may e traict, lengthy or omitted. In.companies (ike .euer,,
Motor: or “euneral Clectric, a divisional review mav he desyrd
Cr 2ven req :'red, in crder (-~ descrise company operat {oos, it
division, for etwumple, coulc easliy nave ottstripped anotner in ear.e
ings or sales and this type ¢f divisional information shoulc
stated to in/orm .he stockholiers, to act as an incentive to other
divisions and as reconnition of a sood record,

Mvisional iadormation neec noi be cdetailed in a financia:
sense. lanv companies feel thar a precise financial breakdown by
civigion is corpetiiive information winich should not be made public,
For example, a cicrmical company producin: a number of pruducts may
very well consider the earnings of one division, or one chemical
prod ct, too revealing and consequently refuse to publish divisional

figures.

In many reports divisions, sich as national, international,

eéastern or Canadian are treated as separate units because there is

no other lo~ical wav to describe cumpany operations. The breakdow

.

also serves as a means of recognizing capable performance.

The 1366 Chemical Bank New York Trust Company annual report

reported senarately on the following divisions: Metropolitan, Fiduciarv,

Hational, Bank [nvestment, Internaticnal.

Special Sections

Dependin:; upon the industry there may e a 'eed for a iectinn

dealinz wit!. an unusual project or develooment. As an exarpie, ‘‘e

sunject of eiectronics in banking reccived an unusua. amount of enace i

the 1368 reanr. ov the leorger bank:.
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Utility companies devoted chupters to atomic energy plans while
manufacturers 1n general emphasized new products.

Another section may be used to acquaint stockholders with the
executives who are responsible for the company's performance. Often,
photographs of the chief executives and the board of directors are

included, occasionally with brief biographies,

Charts

Charis, of course, are the core of the vaport., The two essential
charts are Stitement of Earnings for the year and the Scatement of
Condition for the year-end.

The earnings should illustrate as clearly as possible the factors
involved in profit or loss. Samples attached. (Exhibit 2.)

The Statement of Condition shows asscts and liabilities in balance
80 that the reader can determine what the company's net worth is and the
relationship between assets and liabilities.

Other charts may be provided depending upon the industry and
company historv. If the organization has had a consistent growth a
10-year statistical chart may be useful. Such a chart will establish the
company's growth pattern as a guide to future earnings.

Manufacturing companies publish sales charts; barks print charts
showing deposit growth; railroads show traffic and freight flow. A chart,

no matter what the subject, should be easy to understand.

Auditor's or Accountant's Letter

Many annual reports include, at the close, s statement by an

auditor or accountant certifying to the accuracy of financial data in the

report, In most cases, this is optional.
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EXHIBIT 2

tConsalidated Nintement of Karnings

! homicnt Rank Now York Trust Company ana Subsiutar o5
A oo Decomber 31

interesy and Fees on Loans
tnterest on United States Governmenm Obligations
Interest on Siate and Municipal Culgationg
and Other Securities
Trust Fers and Commissions
Other Operating Revenyes
TOTAL

Statt Exponses;
Salanes .
Usterred Compensation . ... . .. R
Pension, Social Security and Other Benefits . .
TOTAL

tnterast Pad e
Net Occupancy Expense of Bank Premises .
Equipment Expense .
Other Operating Expenses . .

TOTAL

. s Bebeen o Bove oornse B nun
Incoma Taxes on Oparating Earnings
Corne B araisags

Per Share on 13,119,040 Shares Cutstanding .
Nonoperating Additions and (Deductions):

Nat invesiment Recurities Profits (Losses),
Atier Incoma Tax Effect of $15.455 719 in
1968 ang $165.2:0 in 1965 . .

Provision for Possib » Lost.ocses, After income

Tax Raduction of $4,340, 387 in 1986 snd $13,030.170

in 1985 L . S,
Other (N#1), Atter income Tax Effect ol

$141.462 in 1968 and ($154.074) in 1988

Net Nonopersting Deductions

R IEN LI N ST
Canslidated Siatement of Changes in Caplint
Balance at Beginning ot Year . ... . ...
Tiansterred from Consolidsted Statement of Earnings:

Net Operating Earnings

Proceeds trom Sale of 685 Shares of Capital Stack
issusr under Stock Options

Dividendy o
Balance December 31sl

IR 1T A )
$234 0,21 854 [ LT KN REETY ISRIRTI
72,905 627 R S SRS Wy
30 487 w1 A7 4558 wed IR e .
20,911 556 18.093 399 KR IRALY
172213810 14 996 271 T T RTETN
326 135018 2P ORA RO YRVIRIE
61831188 58 323182 # 07 984
3974179 31.899 388 75.3am
9987531  9.48D 617 s a1d
75393476 68,403 187 7 ¥a oRG
130.248.007 94 G6E 185 35 577 917
14,548 377 14 O4B AB7 467 11
5200814 4 859 547 L&Y OR T
18,812,008 16.859 871 - 1a52 161
244,598,600 1868 639 659 45 95R 041
81,536 418 73427 948 8112 A7
27,187,000 20672871 6484159
54379418 §2.751 077 t 628 341
$4 14 %4 0% $0 13
{14 826 B4S) 434 301 {1 701 149
{3.959.633; {13 869 830) G910 197
{118.406) 3BT (15D TOY) ,‘
RLLC XY 13.401.232 5507 145
$ 474400 $ 35,349 845 {53 875.404)
1004 1N Changs
$524.400.098 $512.684 518 $11.795578
54.379.418 52.751.077 162841
189040877 11401232 5.503 745
BETY I RTT 39,349 B4Y I 87 404}
- 37460 (17.460)
TE59.984.57 | 652071871 7887774
27592323 27881727 598
$537 824 S5k R0 Do § TARsTIR









