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We are pleased to report that 2018 was a milestone year for Fubon Bank
(Hong Kong) Limited (“the Bank”). We surpassed HK$100 billion in total
assets and also achieved record earnings. These achievements came
against a backdrop of volatility and uncertainty in the global economy.
Market conditions were unpredictable and changed quite abruptly
without much notice. Needless to say, 2018 was another challenging
year for the banking industry in Hong Kong.

We generally saw slower growth in the Chinese market, rising
geopolitical concerns, and an ongoing trade conflict between the U.S.
and Mainland China. The pace of U.S. interest rate rises slowed but
with the uncertainty surrounding the global economy, the local property
market dampened in the second half of 2018. Business sentiment
turned negative with the stock market exhibiting rapid swings.
Hong Kong Dollar interest rates fluctuated amid a currency market that
saw exchange rates hitting the upper limit of the pegged regime.
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Despite the challenging operating environment, the Bank and its
subsidiaries (“the Group”) reported a record-high net profit of HK$823
million for the year ended 31 December 2018, representing a year-on-
year increase of 41% as compared with 2017. Return on average equity
and return on average assets were 5.61% and 0.82%, respectively,
compared with 4.81% and 0.60% in 2017. We also saw the completion
of a number of important events such as the transfer of the Xiamen
Bank Co., Ltd (“Xiamen Bank”) investment to our parent company,
Fubon Financial Holding Co., Ltd. (“Fubon Financial Holdings”) and the
redemption of all our outstanding undated non-cumulative subordinated
Additional Tier 1 Capital Securities (“Additional Tier 1 Capital Securities”)
ahead of schedule.

Net interest income rose by 12% to HK$1,356 million, driven by both the
widening of the net interest margin and the growth in average interest-
earning assets. The net interest margin widened by 10 basis points to
1.53%, benefiting from the continued yield improvement in the loan and
debt securities investment portfolios which offset the increase in deposit
costs. Average interest-earning assets grew by 4%, mainly underpinned
by the expanding loan portfolio.

Net fee and commission income declined by 9% to HK$289 million. The
decline was primarily due to the decrease in insurance services and unit
trust services income by 23% and 17%, respectively. On the other hand,
trade finance services and credit card services income recorded growth
of 42% and 6%, respectively.

The increase in other operating income was mainly the result of lower
mark-to-market losses on foreign exchange swaps. In spite of an
increase in total non-interest income of 3% to HK$331 million, the
percentage of non-interest income to total operating income declined to
19.6%.

Operating expenses slightly increased by 1% to HK$965 million.
However, with a higher operating income, the cost-to-income ratio
dropped to 57.2% compared with 61.8% in 2017. During the year, the
Group exercised effective cost control measures including optimizing
its branch network and streamlining its workflow. In the face of the
emerging Fintech era, the Group has remained committed to deploying
resources and investing in the development of innovative information
technology.
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Total impairment losses amounted to HK$21 million, including a HK$49
million charge on loans and advances and a HK$28 million write-back
on other assets. The amount decreased significantly by 71% when
compared with 2017, reflecting the sound asset quality of the Bank. The
impaired loan ratio was 0.49% at 2018 year-end, with a coverage ratio of
95%. Effective from 1 January 2018, the new expected credit loss model
in Hong Kong Financial Reporting Standard 9 replaced the incurred loss
model in Hong Kong Accounting Standard 39 for the measurement of
impairment losses of the Group.

The Group’s share of profits from Xiamen Bank increased by 14% to
HK$270 million in 2018. In June 2018, the Bank acquired approximately
99 million ordinary shares of Xiamen Bank at a price of RMB4.80 per
share. The Bank’s shareholding in Xiamen Bank increased to 19.95%
upon completion of the transaction. The Bank recognized a gain on
bargain purchase of HK$70 million, which represented the excess of
Xiamen Bank’s fair value of RMB5.41 per share over the purchase
consideration for the acquired shares.

On 30 November 2018, the Bank completed the disposal of its entire
shareholding in Xiamen Bank to Fubon Financial Holdings as part of
the Fubon Group’s realignment initiative. The Bank recorded a loss on
disposal of HK$119 million which was partially offset by the reversal of
deferred tax of HK$57 million.

The Group’s total assets rose by HK$4 billion, or 4%, to HK$103
billion as at 31 December 2018. Gross advances to customers were
HK$48 billion, almost the same level as at the 2017 year-end. Customer
deposits, on the other hand, attained a double-digit growth of 10%
to HK$68 billion, maintaining the strong deposit portfolio considered
necessary in times of market uncertainty. Taking into account the trade
bills and certificates of deposit issued by the Bank, the loan-to-deposit
ratio decreased from 73.2% at 31 December 2017 to 66.7% at 31
December 2018.

On 27 December 2018, the Bank redeemed US$193 million of Additional
Tier 1 Capital Securities from Fubon Financial Holdings. Despite this
capital reduction, the Group’s capital and liquidity position remain strong
and healthy. As at 31 December 2018, the Group’s common equity tier
1 capital ratio and tier 1 capital ratio had risen to 16.75%, and the total
capital ratio to 20.60%, which was well above statutory requirements.
The average liquidity maintenance ratio also stood at a comfortable level
of 54.83%.
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Looking ahead, there are signs that global economic growth momentum
may continue to weaken. Uncertainty in interest rates, trade conflicts
between the U.S. and Mainland China, and Brexit will continue to affect
economic growth and market sentiments in 2019. Against a backdrop
of a rapidly changing market environment, we will continue to pursue
our customer-centric and prudent growth strategy to strengthen our
local franchise. We understand the diverse financial needs of our
customers and will continue to focus on developing customized financial
solutions for customers from all walks of life. We are proud to be able
to provide our customers with the unique “Fubon Experience” which
emphasizes our culture of “customer first”. We continue to enhance
customer engagement by widening our range of products and services,
diversifying our service delivery channels, and upgrading our service
outlets and digital platforms. To align with our customer-centric strategy
and in support of the Hong Kong Monetary Authority’s Smart Banking
initiative, we remain committed to investing in information technology
and infrastructure, aiming to enhance the digital customer experience
by launching more secure and convenient financial services. Our brand
image will reflect our business philosophy and commitment to be a
market leading institution in both customer care and service quality. As a
member of the Fubon Group that also emphasizes fithess and health, we
will renew our branding campaign in 2019 featuring the renowned Hong
Kong snooker player Miss Ng On Yee.

As always, we believe in a robust risk management and compliance
culture, and we will continue to adopt the best practices in these
areas. We maintain good credit quality through proactive credit risk
management. Supported by the extensive business network and
leveraging the competitive advantages of the Fubon Group, we continue
to closely collaborate with our parent company and other affiliates to
capitalize on new opportunities arising in the region and to establish
ourselves as a quality and trustworthy banking partner.

We believe our staff are our most valuable asset. We remain committed
to promoting a caring working environment that supports personal
well-being and career advancement. As a good corporate citizen,
we continue to support a variety of corporate social responsibility
programmes in the community.

Finally, | would like to express my sincere thanks to our management
team and staff for their continual dedication and contributions to the
Bank, which anchored our strong performance in 2018. | also wish to
express my gratitude to our Chairman, the Chairman of Fubon Financial
Holdings and to the entire Board of Directors whose on-going guidance
and support led us to our success. Together, we deliver the unique
“Fubon Experience” and create value for all of our stakeholders.

Raymond Lee
Chief Executive Officer and Managing Director
April 2019
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