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CORPORATE GOVERNANCE PRACTICES

The Bank is committed to the highest standards of corporate
governance including but not limited to strict adherence to
the principles set forth in the Code on Corporate Governance
Practices (the “Code"”) in Appendix 14 of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”). The Bank has complied with
all Code provisions throughout the financial year ended 31
December 2008.

The Bank, being a licensed bank incorporated in Hong Kong,
also follows the principles and best practices in corporate
governance as set forth in the guidelines on “Corporate
Governance of Locally Incorporated Authorised Institutions”
under the Supervisory Policy Manual issued by the Hong Kong
Monetary Authority.

. DIRECTORS’ SECURITIES TRANSACTIONS

The Bank has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”)
as set out in Appendix 10 of the Listing Rules as its own code
of conduct regarding securities transactions by the Directors.

The Bank has made specific enquiries of all Directors regarding
any non-compliance with the Model Code during the period,
and received confirmations from all Directors that they have
fully complied with the required standards set out in the Model
Code.

. BOARD OF DIRECTORS

The Board of Directors (“the Board”) of the Bank comprises
10 Directors. Details in relation to the Board have been set out
in the Corporate Information. During the financial year, four
Board meetings have been held. Each Director’s attendance
at these Board meetings is set out below:

DIRECTORS
Executive Directors

ATTENDANCE

Jin-Yi Lee (Managing Director and Chief Executive Officer) 4/4
Michael Chang Ming-Yuen 4/4
James Yip 4/4
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Non-Executive Directors

Ming-Hsing (Richard) Tsai (Chairman) 3/4
Ming-Chung (Daniel) Tsai (Vice Chairman) 4/4
Victor Kung 3/4
David Chang Kuo-Chun (appointed on 18 January 2008) 2/4
Independent Non-Executive Directors

Robert James Kenrick 4/4
Moses K. Tsang 2/4
Hung Shih 4/4

Full regular Board meetings are held at least four times a year,
with one in each quarter. Notice of each Board meeting will
be given to all Directors at least 14 days in advance and the
agenda will be sent to the Directors at least 7 days before the
date of each Board meeting for all Directors to review.

The Articles of Association of the Bank provide that a Director
shall not be entitled to vote or be counted in the quorum in
respect of any contract or arrangement in which he or any of
his associates has a material interest.

Minutes of each Board meeting are circulated to all Directors for
their comment prior to their confirmation at the following Board
meeting. Minutes of Board meetings are kept by the Company
Secretary and are open for inspection by Directors.

Directors may have access to the advice and services of
the Company Secretary with a view to ensuring that Board
procedures and all applicable rules and regulations, are
followed.

In meeting its overall duties and responsibilities to shareholders,
depositors, creditors, employees and other stakeholders, the
Board is responsible to ensure that there is a competent
executive management which is able to run the Bank in a
sound and efficient manner.

The Board is also responsible for establishing the overall
business objectives of the Bank and to approve and review
the corresponding business strategies and plans (including
annual budgets) from time to time. The Board is also required
to ensure that the operations of the Bank are conducted
prudently and within the laws and regulations of the Hong Kong
Special Administrative Region and thus establishes, approves
and reviews such policies, codes of conduct, guidelines and
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systems as the Board may think necessary and appropriate
from time to time.

The Board also ensures that the Bank observes a high standard
of integrity in its dealings with the public and particular care is
taken to comply with applicable laws and regulations (such as
the Personal Data (Privacy) Ordinance, Prevention of Bribery
Ordinance etc), prevention of money laundering legislation,
industry standards (such as the Code of Banking Practice) and
regulatory guidelines issued by the HKMA, the Securities and
Futures Commission and other relevant regulatory authorities.

In addition, the Board regularly establishes, approves and
reviews risk management strategies and policies of the Bank
as it may think necessary and appropriate from time to time
to identify, measure, monitor and control the various types
of risk with which the Bank is faced, such as but not limited
to credit, operational, market, reputational and liquidity risks.
It also oversees the overall investments (other than in the
ordinary course of its banking and securities business) of the
Bank in assets such as property, equities or bonds.

The Board also ensures that the staff of the Bank fully
understands and complies with the provisions of Section
83 of the Banking Ordinance on connected lending and has
established a policy on such lending.

The Board also focuses on effectively overseeing and
managing the business of the Bank including delegating
duties and responsibilities to the Managing Director and Chief
Executive Officer or through the appointment of Directors to
specialised Board committees with all decisions and approvals
being subject to review and ratification by the Board.

. CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Details of the Chairman, Ming-Hsing (Richard) Tsai, and
the Chief Executive Officer, Jin-Yi Lee, have been set out
in the Corporate Information. They have no relationship
with each other. The roles of the Chairman and the Chief
Executive Officer are segregated, with a clear division of
responsibilities.

The Chairman is a Non-Executive Director and is responsible
for the leadership and effective running of the Board, and
ensuring that all key and appropriate issues are discussed by
the Board in a timely and constructive manner.
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The Managing Director and Chief Executive Officer is an
Executive Director and is responsible without interference from
individual Directors for the day to day general management and
control of the Bank's business and operation under delegated
power and authority of the Board. However the Managing
Director and Chief Executive Officer has discretion to consult
and obtain guidance from the other Directors or the Board
when he considers necessary.

. BOARD COMPOSITION

The Board comprises three Executive Directors, four Non-
Executive Directors and three Independent Non-Executive
Directors. More than one of the Independent Non-Executive
Directors hold appropriate professional qualifications or
accounting or related financial management expertise which
exceeded the minimum requirements of the Listing Rules.

Each of the Independent Non-Executive Directors has made
an annual confirmation of independence pursuant to Rule
3.13 of the Listing Rules. The Bank is of the view that all
Independent Non-Executive Directors are independent and
meet the independence guidelines set out in Rule 3.13 of the
Listing Rules.

Among the members of the Board, Ming-Chung (Daniel) Tsai,
Vice Chairman is the brother of Ming-Hsing (Richard) Tsai,
Chairman, both of whom represent the substantial shareholder
of the Bank, Fubon Financial Holding Co., Ltd.

. APPOINTMENT AND RE-ELECTION
OF DIRECTORS

All Directors are subject to retirement by rotation and re-
election at the annual general meeting in accordance with the
Articles of Association of the Bank.

The Board has not established a nomination committee. As
a substantial shareholder holding 75% of the shares of the
Bank, Fubon Financial Holding Co., Ltd. is involved in the
process of nominating new Directors. The appointment of
new Directors will be considered and approved by the full
Board of Directors or Shareholders in accordance with the
Articles of Association of the Bank. Approval from the Hong
Kong Monetary Authority will also be obtained in accordance
with the Banking Ordinance.

Those directors appointed by the Board of Directors during
the year shall hold office only until the next following annual
general meeting and shall then be eligible for re-election.
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REMUNERATION COMMITTEE

The Remuneration Committee comprises the Board’s Non-
Executive Chairman, Non-Executive Vice Chairman and three
Independent Non-Executive Directors. The Committee meets
as required to review and approve the remuneration packages
for senior executives which include the Chief Executive
Officer, Executive Directors, and Executive Vice Presidents.
Executive Directors do not play a part in decisions on their own
remuneration. During the financial year, one meeting was held.
Each Director’s attendance at the meeting is set out below:

DIRECTORS ATTENDANCE
Ming-Hsing (Richard) Tsai (Chairman) 1/1
Ming-Chung (Daniel) Tsai (Vice Chairman) 1/1
Robert James Kenrick 1/1
Moses K. Tsang 0/1
Hung Shih 1/1

During the financial year, the Remuneration Committee
discussed the 2008 staff bonuses and recommended
its decision to the Board of Directors for approval. The
Committee also approved 2008 bonuses for the Executive
Vice Presidents.

. AUDIT COMMITTEE

The Bank has complied with Rule 3.21 of the Listing Rules
in relation to the composition of the Audit Committee. The
Audit Committee comprises one Non-Executive Director
and two Independent Non-Executive Directors. The
Audit Committee is chaired by Robert James Kenrick, an
Independent Non-Executive Director who has appropriate
accounting professional qualifications. It meets at least four
times a year and additionally when deemed necessary. During
the financial year, four meetings have been held and each
Director's attendance at the meeting is set out below:

DIRECTORS ATTENDANCE
Robert James Kenrick 4/4
Victor Kung 3/4
Hung Shih 4/4

The Audit Committee ensures adequate supervision of the
Bank's financial reporting processes, reviews the internal
audit programme and reports, ensures co-ordination
between the internal and external auditors, and monitors the
compliance with internal policies, statutory regulation and
recommendations made by the external auditors.

During the financial year, the Audit Committee has reviewed
the Bank’s financial reporting process and the systems of
internal control, including reviews of the internal audit functions
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and the risk management process. In particular, the reviews
undertaken by Audit Committee on the internal audit function
include reviews of the internal audit programme, the internal
audit reports issued, the major findings from any investigation
and remedial actions taken by the relevant departments in
response to the findings.

The Audit Committee also reviewed the appointment of the
external auditors and discussed with them the nature and
scope of their audits. In addition, any issues arising from their
audits together with the follow up actions taken by the Bank
to address these issues have also been examined by the Audit
Committee. The Audit Committee also reviewed the interim
and annual financial statements before recommending them to
the Board for approval. It also reviewed the Bank's statement
on internal control systems in the annual report prior to the
endorsement by the Board.

EXECUTIVE CREDIT COMMITTEE

The Executive Credit Committee comprises the Chairman,
Vice Chairman and two Executive Directors. This Committee
serves as the Credit Committee of the Board of Directors to
review and approve credit proposals within limits assigned by
the Board.

. MANAGEMENT COMMITTEE

The Management Committee comprises the Bank's Chief
Executive Officer and senior managers as appointed by the
Chief Executive Officer. The Committee is the key decision
making body for the Bank and is responsible mainly for
formulation of the Bank’s business strategies. The Committee
also coordinates among business and support units during the
implementation process, monitors the implementation of the
approved business strategies and reviews the achievement
of business targets and objectives.

. ASSET AND LIABILITY COMMITTEE

The Asset and Liability Committee comprises the Bank’s Chief
Executive Officer, Executive Directors and senior managers
as appointed by the Chief Executive Officer. The Committee
meets at least bi-weekly with the Head of Internal Audit Division
and Head of Compliance Division attending the meeting
as observers to ensure overall compliance with the Bank's
governing policies. The Committee’s main responsibilities
include regular review of the Bank's operations relating to
interest rate risk and liquidity risk and in particular the Bank's
ability to meet its funding obligations, and its compliance with
statutory liquidity and capital adequacy requirements. The
Committee regularly reviews and endorses, for the Board's
approval, the Bank's policies governing asset and liability
management, investment, and other risk management issues.
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It also formulates both long term strategy for the sources and
applications of funds and short term directives to address
prevailing conditions and monitors the implementation of these
strategies and directives.

. INTERNAL CONTROL COMMITTEE

The Internal Control Committee was established in early 2008
and comprises the Bank’s Chief Executive Officer, Executive
Directors, Chief Financial Officer and heads of various risk
management and control functions. The Committee is chaired
by Michael Chang Ming-Yuen, Executive Director and Head of
Channel and Risk Management Group. The Committee meets
at least monthly and additionally when deemed necessary.
The Committee has the overall responsibility for defining the
control framework, directing implementation of an effective
internal control system, imposing suitable control measures
for day-to-day monitoring and enhancing operational control
standards in all divisions.

M.AUDITORS' REMUNERATION

(4 4

An analysis of the remuneration in respect of audit and non-audit
services provided by the auditors to the Bank is set out below:

2008
HK$'000
Statutory audit, including interim review 2,522
Tax compliance 141
Advisory 1,148
3,811

. INTERNAL CONTROLS

. General

The Board is responsible for the Bank's system of internal
control and for reviewing its effectiveness.

The Bank's internal control systems comprise the following
key measures and provide reasonable assurance of effective
and efficient operations, quality internal and external reporting
and compliance with applicable laws and regulations.

Functional committees are established to monitor risks and
controls in specific areas of potential risk.

A clear organization structure with well defined authority and
responsibilities enables effective checks and balances. It
includes a clear division of responsibility between the operating
and reporting roles.

All major Bank policies are set and approved by the Board.
Detailed processes are defined and documented. These
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procedures include specific operational, financial and compliance
controls which facilitate segregation of duties, accuracy of
reporting and proper control over assets and risk exposure.

Comparisons of actual performance against budgets and
business analysis are reviewed by the Board on a quarterly basis
reflecting monitoring, assessment and control of performance
of business, state of its affairs and potential risk.

There are policies and procedures in place to identify possible
risk the Bank may face. Appropriate risk management
policies and risk limits and guidelines have been established
by the Board to monitor and control the risk identified. Risk
management reports are submitted regularly to the respective
committees assigned for monitoring and assessment of risks
associated with the Bank’s business and operations.

The internal audit function of the Bank conducts independent
reviews and tests to evaluate the effectiveness of internal
control and risk management systems on a continuous basis.
All findings are reported to the Audit Committee on a quarterly
basis. Measures to implement improvement are reviewed
and monitored periodically. The Audit Committee reviews
and assesses material findings and submits quarterly reports
to the Board.

The internal audit function of the Bank conducted the review
of effectiveness of the Bank's internal control system for the
year of 2008. The results of the annual review have been
reported to the Audit Committee and the Board. Measures
have been taken to implement control recommendations.

. Recent internal control enhancement initiatives

The importance of a robust system of internal controls within
financial institutions has been highlighted by recent events.
Given the recent controversies in the local market in relation
to Lehman minibonds and stock accumulators, the Bank has
taken the initiative to review and strengthen controls over the
marketing of financial products. More generally, the following
incidents during 2008 allow the Bank to further strengthen its
internal control:

a. In February 2008, the Bank detected errors in the
calculation of interest for Call Deposit Accounts. These
were traced to an error in the supply of data to the
interest calculation programme introduced by an update
to an unrelated programme. The incident was reported
to the Hong Kong Monetary Authority and the Bank
commissioned a review by independent accountants. All of
the recommendations made in the resulting report prepared
by PricewaterhouseCoopers have been accepted.
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b. It came to the Bank's attention that certain staff of the
Bank's hire purchase / leasing business within the SME
Division might have been involved in activities contravening
the Bank’s code of conduct. The matter was reported to
law enforcement authorities and swift disciplinary actions
have been taken against the staff concerned. The Bank is
taking steps to further strengthen internal controls in light
of the incident.

The Bank is committed as a matter of corporate policy to
continually reviewing and upgrading internal controls to ensure
the highest standards of corporate governance.

. FINANCIAL STATEMENTS

The Directors are responsible for the preparation of the financial
statements and are not aware of any material uncertainty that
may cast significant doubt upon the Group’s or the Bank's ability
to continue as a going concern. The Audit Committee has
conducted a review of the effectiveness of the Group's system
of internal control, including financial, operational and compliance
controls and risk management functions and reported significant
matters identified in the review to the Board. The Audit
Committee has recommended to the Board the re-appointment
of the auditors, which has been accepted by the Board.

The auditors are responsible for forming an independent
opinion on whether the financial statements give a true and
fair view of the state of affairs of the Bank and the Group as at
31 December 2008 and of the Group’s profit and cash flows
for the year then ended and have been properly prepared in
accordance with the Hong Kong Companies Ordinance.

OTHER INFORMATION

Disclosure of Continuing Connected Transactions in accordance
with Rule 14A.46 of the Listing Rules

. Business Co-operation Agreements

On 23 February 2005 the Bank entered into three of the
Business Co-operation Agreements, each with a member
of the Fubon Financial Holding Co., Ltd. (“Fubon”) Group,
namely Fubon Life Assurance Co., Ltd. (“Fubon Life”), Fubon
Securities Co., Ltd. (“Fubon Securities”) and Taipei Fubon
Commercial Bank Co., Ltd. (“Taipei Fubon”). Fubon Credit
(Hong Kong) Limited (“Fubon Credit”) entered into the Fubon
Credit / Taipei Fubon Business Co-operation Agreement with
Taipei Fubon. Each Business Co-operation Agreement is
for a fixed term of three years expired on 22 February 2008,
pursuant to which members of the Fubon Group have agreed
in certain circumstances to introduce prospective customers
from Taiwan to the Bank and Fubon Credit for certain services.
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If a transaction is concluded between the customer and the
Bank or Fubon Credit following such an introduction, the Bank
or Fubon Credit, as the case may be, will pay a fee in cash
to the relevant member of the Fubon Group, being an agreed
percentage of the fee paid to the Bank or Fubon Credit, as
the case may be, by such customer. In the case of the Bank
/ Taipei Fubon Business Co-operation Agreement, the Bank
has agreed to introduce prospective customers from Hong
Kong to Taipei Fubon in exchange for the agreed percentage
of fees payable by that customer to Taipei Fubon. Details of
the Business Co-operation Agreements were announced by
the Bank on 23 February 2005.

Each Business Co-operation Agreement states that the
maximum aggregate annual consideration payable under the
Business Co-operation Agreements is HK$10,000,000.

On 4 October 2005, a business co-operation agreement was
entered into between another member of the Fubon Group,
Fubon Securities Investment Services Co., Ltd. (“Fubon
SIS") on similar terms to the other Business Co-operation
Agreements. As, at the time of entering into the Bank / Fubon
SIS Business Co-operation Agreement, the annual aggregate
consideration payable thereunder was not expected to exceed
HK$1,000,000, pursuant to the de minimis exemption provided
for under Listing Rule 14A.33(3), such agreement was not
subject to the reporting, announcement and independent
shareholders’ approval requirements of Chapter 14A of the
Listing Rules.

On 20 March 2006, the Amendment Agreements were
entered into by the Bank and by Fubon Credit with the other
members of the Fubon Group, pursuant to which, inter alia, the
contractual thresholds for the annual aggregate consideration
payable under all the Business Co-operation Agreements was
raised to: HK$15,000,000 in the period 23 February 2006 to
22 February 2007; HK$20,000,000 in the period 23 February
2007 to 22 February 2008; and HK$30,000,000 in the period
23 February 2008 to 22 February 2009 and for any further one-
year terms. Details of the Amendment Agreements in respect
of the Business Co-operation Agreements were announced
by the Bank on 21 March 2006.

Fubon Life, Fubon Securities, Fubon SIS, and Taipei Fubon are
each wholly-owned subsidiaries of Fubon. Fubon, holding 75%
of the issued shares of the Bank, is a substantial shareholder
of the Bank. Therefore, Fubon Life, Fubon Securities, Fubon
SIS and Taipei Fubon are each a connected person of the
Bank under the Listing Rules and, accordingly, the entering
into and performance of the Bank / Fubon Life Business Co-
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operation Agreement, the Bank / Fubon Securities Business
Co-operation Agreement, the Bank / Fubon SIS Business Co-
operation Agreement and the Bank / Taipei Fubon Business Co-
operation Agreement each constitutes a connected transaction
for the Bank under Chapter 14A of the Listing Rules.

Pursuant to Rule 14A.10 of the Listing Rules, transactions
between a subsidiary of a listed issuer and a connected person
of such listed issuer are connected transactions for the purposes
of the Listing Rules. Fubon Credit is a wholly-owned subsidiary
of the Bank. Taipei Fubon is an associate of Fubon and Fubon
is a substantial shareholder of the Bank. Therefore, the entering
into and performance of the Fubon Credit/Taipei Fubon Business
Co-operation Agreement also constitutes a connected transaction
for the Bank under Chapter 14A of the Listing Rules.

The Directors consider that the Business Co-operation
Agreements give the Bank and Fubon Credit better access
to Taiwanese customers with business interests in Hong
Kong and who require banking and financial related services
in Hong Kong. Further, the Bank’s customers with business
interests in Taiwan will, under the Bank / Taipei Fubon Business
Cooperation Agreement, have greater access to Taiwanese
banking and financial related services. This will also generate
fee income for the Bank. Therefore, the Directors consider
it to be beneficial to the Bank to be a party to the Business
Co-operation Agreements.

The Directors are of the view that the terms of the Business
Co-operation Agreements as amended by the Amendment
Agreements (including the amendments to the annual caps
referred to therein) are entered into in the ordinary and normal
course of business of the Bank, on normal commercial terms
and that they are fair and reasonable and in the interests of
the Bank and the shareholders as a whole.

For the year ended 31 December 2008, no commission and
service charges is payable for 2008 under the Business Co-
operation Agreements.

. Distribution Agreement

On 17 November 2006, the Bank and Taipei Fubon entered
into a Distribution Agreement pursuant to which Taipei Fubon
would act as a distributor of the notes issued by the Bank
(“Notes"”) under the Bank’s US$1 billion Euro Medium Term
Note Programme dated 20 March 2006 (“Programme”) to
its customers in consideration of which the Bank will pay
distribution fees to Taipei Fubon. The Distribution Agreement,
which is on normal commercial terms, is for a fixed term of
three years expiring on 16 November 2009. Details of the
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Distribution Agreement were announced by the Bank on 20
November 2006.

The Distribution Agreement states that the maximum aggregate
annual consideration payable under such agreement is
HK$20,000,000. The issue of Notes under the Programme is
in the ordinary and usual course of business of the Bank.

The Bank pays distribution fees to Taipei Fubon under the
Distribution Agreement in consideration of Taipei Fubon
procuring purchasers of the Notes. The distribution fee is
agreed for each Relevant Series. There is no limit on the
number of Relevant Series of Notes which may be issued
under the Programme in any given financial year. The only
limit is on the Programme size, which is currently set at
an aggregate of US$1,000,000,000 worth of Notes. The
maximum aggregate annual value of the distribution fees
payable under the Distribution Agreement, for the purpose of
Listing Rule 14A.35(2), is HK$20,000,000.

Taipei Fubon has greater access to institutional investors and
private customers in Taiwan and is therefore in a better position
to procure purchasers of the Notes from investors in that
region. The Directors of the Bank consider that entering into
the Distribution Agreement will give the Bank better access
to Taiwanese institutional investors and private customers
(individuals and corporate entities) in Taiwan with business
interests in Hong Kong. Therefore, the Directors consider it
to be beneficial to the Bank to be a party to the Distribution
Agreement.

The terms of the Distribution Agreement have been reached
after arm’s length negotiation between the parties thereto.
The Directors of the Bank (including the independent non-
executive Directors) are of the view that the terms of the
Distribution Agreement are fair and reasonable and in the
interests of the Bank and the shareholders as a whole.

Taipei Fubon is a wholly-owned subsidiary of Fubon. Fubon,
holding 75% of the issued shares of the Bank, is a substantial
shareholder of the Bank. Therefore, Taipei Fubonis a connected
person of the Bank under the Listing Rules and, accordingly, the
entering into and performance of the Distribution Agreement
constitutes a connected transaction for the Bank under Chapter
14A of the Listing Rules.

For the year ended 31 December 2008, there is no transaction
under the Distribution Agreement.
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