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Corporate and Institutional Banking
EREBET

CORPORATE BANKING

Despite the uncertainties over the European debt crisis, the U.S.
market, emerging Asian countries and Mainland Chinese exporters
were all poised for growth in 2013. We adhered to our Corporate
Banking strategy focusing on expanding our upper tier corporate client
base and improving both the delivery and quality of our products. In
addition to improving the local customer base through collaboration
with other offices of the Fubon Group, the Bank gradually broadened
its Mainland and Hong Kong portfolio. As a result, we achieved
satisfactory year-on-year growth in operating income of 256% and
profit before tax of 16%.

We adopted a proactive yet prudent approach for business
development. Riding on our established group network, we
successfully participated in some major debt raising activities. Our
loan to customers, a key balance sheet item, reported encouraging
growth of 33%. Following an expansion in the scope of our Financial
Institution (“FI") business, the business turnover registered a robust
growth of 650%. Our fee income and net interest income registered
an all-time high growth rate of 69% and 19% respectively.

For the last four consecutive years, our Corporate Banking portfolio
reported no new impaired loan, reflecting our commitment to maintain
high asset quality. Meanwhile, in the face of fierce competition for
customer deposits among local banks, we were able to sustain a mild
growth in deposit from our major corporate customers.
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Again, 2014 will be a challenging year and the major focus of our
Corporate Banking business will continue to be customer and product
penetration. To achieve this, we will have different marketing teams
with specialized experience to better serve our customers. This
will optimize our business origination and resource allocation so
as to capture more efficiently the various business opportunities
in the region. In particular, we have established a syndication
desk targeting customers with larger financing needs, and we will
increase our effective cross-selling bank service. We will further
strengthen collaboration with other offices within the Fubon Group
in the Greater China Region. Based on the solid foundation we built
in 2013, together with the disciplined implementation of our business
strategy, we expect that the business momentum in the Division will
continue to grow in 2014.

COMMERCIAL BANKING

Despite the keen competition for small to medium sized corporate
clients, we were able to achieve a record revenue growth of 41%
in 2013. At the same time, we were able to maintain a high quality
loan portfolio with the impaired loan ratio further declining to 0.3%.
This was attributed to a continual focus on credit evaluation, credit
monitoring and good account management.

In 2013, the marketing team was strengthened by recruiting a number
of seasoned relationship managers. We believe good customer
relationships supported by well-structured products will be a key
to having good customer experiences with our Bank. Providing
efficient and well-priced banking solutions is now a core value in all
of our new business development programmes. Together with other
companies in the Fubon Group, we are confident that we can meet
our customers’ needs. We firmly believe that a satisfied client will
be loyal client.

Looking forward, we will take the opportunities arising from the
Renminbi (“RMB") internationalization and Hong Kong's position
as one of the principal RMB offshore settlement centres to
further expand our market in Hong Kong and Mainland China. Our
continuous efforts to broaden our service scope in trade finance
and cash management services will deepen the relationship with
our customers. We aim to be our customers' trusted and long-term
partner, and to further strengthen the confidence of our customers
in the Fubon franchise. Recognizing that economic uncertainties
will remain a key concern in this market segment, we will further
strengthen our credit monitoring and control mechanisms.
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Financial Markets
RS

TREASURY MARKETING

In order to better serve our customers’ needs, we expanded our
treasury marketing team as well as the product development team
in 2013 to strengthen business solicitation initiatives. Our expanded
customer base posted good opportunities to capture more treasury
related business. As a result, the fee income generated from the
Treasury Marketing Unit more than doubled in 2013.

Renminbi (“RMB") has overtaken the Euro to become the second-most
used currency in global trade settlement in 2013.  We successfully
delivered various RMB products and services to both retail customers
and corporate clients. The number of related business transactions
rose by more than 60% in 2013 compared with the previous year.

In 2014, Treasury Marketing Unit will continue to co-operate with other
business units to explore more business opportunities and enhance
fee income.

INVESTMENT PORTFOLIO

The U.S. Treasury market reacted violently in the second half of 2013
over the tapering concerns. On 18 December 2013, the Fed announced
its first tapering (reducing the size of its Quantitative Easing programme
from US$85 billion in monthly bond purchases to US$75 billion), which
drove the yield on the 10-year Treasury note to over 3% by year-end.

Although the first tapering started earlier than expected, our portfolio’s
overall returns increased significantly during difficult year. Our
investment strategies - mainly focused on good credit quality with
diversification in terms of geography, currency and industry - have
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proven to be successful. We were able to maintain the low risk profile
of our portfolio with low interest rate risk and the overall duration was
kept within three years.

For 2013, the total investment portfolio size increased by approximately
10.2%. To support the Bank's RMB balance sheet, our RMB fixed
income investments increased by 12.9% in 2013.

We believe that our 2014 investment strategy will continue to improve
our returns despite the challenging credit market environment.

FUNDING

The Bank’s deposits remained strong and our retail deposit base was
broadened significantly in 2013.

In June 2013, the liquidity injection of the People’s Bank of China
relieved market concerns over onshore liquidity in China’s interbank
market. We did not witness any material slippage in China’s growth
or marked liquidity tightening in Hong Kong in 2013 as a result. While
Hong Kong RMB deposits increased by 42.7% in 2013, our RMB
deposits increased by 54.3% and our RMB customer base recorded
17.6% growth. With a solid RMB balance sheet, we consistently met
our customers’ needs in RMB products.

Funding cost was relatively stable throughout 2013 but on a rising
trend towards year-end. Our net interest income increased by 14%
while the net interest margin improved by 7 basis points to 1.24% in
2013. Our liquidity ratio was maintained at a healthy level with average
liquidity ratio of 48.06 % for the year. Although we expect funding cost
to rise in 2014, our funding desk will continue to expand on funding
sources to enhance the liquidity profile and to establish an even more
stable deposit base.

2014 AT A GLANCE

In 2014, we will enhance our co-operations with Xiamen Bank and
First Sino Bank for the cross-selling of financial products. We expect
that there will be more business opportunities and improvement on
the overall profitability of treasury activities. .

As RMB becomes more and more internationalized, we will continue
to capture the business opportunities generated by the continuous
economic growth in China. We are striving to become an offshore
platform for Greater China corporations and financial institutions by
providing financial products and professional services.

The continual repricing of U.S. Rates will give our investment team
another difficult yearin 2014. Nevertheless we will continue to focus
on developing our deposit base and yield enhancement products in
a sustainable and disciplined manner.
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Wealth Management
HMEEHE

INVESTMENT & INSURANCE PRODUCTS

With improved market sentiment in 2013, the volume of our unit
trust business grew 45% year-on-year. Customers were offered
personalized service and diversified product range. “Income
Approach”, our major investment theme in 2013, was well received by
our customers. This approach not only provided a stable and regular
source of income, but also weathered the volatile market conditions
particularly during the middle of the year. Inflow from “Income
Approach” products accounted for over 50% of total business.

2014 will be a more challenging year due to U.S. tapering initiative.
To sustain our growth, the Bank will continue to serve our customers
with innovative thinking and a broad selection of products. We intend
to set up an asset management team to work with our insurance
partners. We will further improve customer experience through
timely dissemination of market news and product updates.

Our insurance business performed well in 2013 with business volume
grew by over 20%. Under the low interest rates environment, our
“Smart Series Endowment” and “Start Series Annuity” products
were well received by customers who were searching for regular
source of income while seeking for stability of returns. In terms of
product choices and services, our bank worked with our insurance
partners to extend our product range to critical illness insurance
and electronic policy enquiry. Looking forward, we plan to launch a
number of Renminbi (“RMB") annuity products and health-related
insurance products to cater for the increasing demand of our
customers.
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DEPOSIT

The deposit base of our retail customers continued to grow in
2013 and we take pride in the strong loyalty of our retail banking
customers. Such customer loyalty is clearly demonstrated by the
solid bonding with customers and their recognition of our proactive
services. A series of deposit programmes aimed at strengthening
our deposit base were launched during the year with satisfactory
results, recording an increase of 7% on year-on-year basis. We also
revamped our “Target Saving Plan” with more choice in currencies
to cater for various needs of our customers and positive response
was received.

Looking ahead to 2014, we will extend our efforts to promote
RMB deposits riding on our past success. We will launch various
programmes throughout the year to ensure stable growth in customer
franchise and deposit base.

SECURITIES SERVICES

In 2013, Hong Kong stock market underperformed major overseas
markets, even though the average market turnover of Hong Kong rose
by 16% compared to 2012, amounting to HK$63 billion per trading
day. Performance of stock markets in Hong Kong and Mainland
China was stagnant; the benchmark Hang Seng Index rose by only
3%, while the Shanghai Composite Index declined by about 7%. As
both a trusted and reliable provider of securities services, we were
able to grow by attracting more new customers last year.

During the year, we focused on expanding our client base and
boosting the usage of Internet trading services. Promotional
campaigns of “Unlimited trades for $299” and “$0 commission for
Internet transactions” were launched to grasp the rapidly growing
number of online trading customers. With support from our retail
banking network, we successfully acquired around 5,000 new
securities accounts in 2013, outperforming recent years. We are
confident that these customers will contribute solid brokerage income
to the Bank in future years as well as become part of our valuable
customer base for further relationship development. To further
broaden our services, we reactivated our IPO financing service and
obtained positive feedback from clients.

In 2014, we will take a series of actions, including the launch of a
mobile trading platform, a new securities centre, an enhanced IPO
financing service, and a monthly saving plan. We believe that the
expansion of all these channels and services will position us as
an active securities service provider in the market and a trusted
investment partner to customers.
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Consumer Finance
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Several new initiatives were launched in 2013 to satisfy our
customers’ needs as well as to enhance the customer experience
with Fubon Bank’s products. These new products and services
covered all areas of consumer finance including credit card, personal
loan, card merchant and mortgage lending.

For the credit card business, the “Travel Companion” positioning
was further reinforced by enhanced travel rewards such as additional
bonus points for certain overseas spending. Our promotion of
20-times for Taiwan and 8-times for Japan and Korea is one of the
most attractive bonus point programmes in the industry. We also
enriched the line-up of our “Year Round Merchant Privileges” to
bring ongoing benefits to our customers. In addition, the “Monthly
Special Offers” with strategic merchants like Morning Star, KFC, TSL,
Toyota, Sun Hung Kei Group, Ruby Tuesday and The Excelsior, etc
aimed to uplift our product image and create market awareness. Our
total credit card base and card spending grew stably by 7% in 2013.

The card merchant business not only outperformed the market but
also kept evolving to make the Bank a business partner of SME
merchants. Aiming to be more than a card sales processor, we went
one step further by offering other banking products and services such

Fubon Bank & #BR7T
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as deposits and overdraft facilities. The card merchant business
recorded an astonishing 12% growth in both merchant base and
total sales volume in 2013. We also ranked the eighth in terms of
credit card sales volume in the local market, according to VISA and
MasterCard. In 2014, we will continue to exploit other financial tools
to satisfy the needs of SME merchants.

The personal loan business underwent a major transformation in
2013. Apart from the telemarketing team and branches staff, a new
personal loan direct sales team was set up in 2013. This additional
sales force boosted the loan volume to a new high in recent years
and formed a solid foundation for future business expansion. New
marketing tactics such as a cash advance promotion for the revolving
loan and a top-up loan programme were also deployed to activate
the existing customer base. These initiatives were accomplished
together with the fine-tuning of our risk acceptance criteria in order
to achieve a high quality loan portfolio. The overall strategy proved
to be successful as the new loan book volume went up significantly
by 20% year-on-year.

The Buyer's Stamp Duty introduced by the Hong Kong Special
Administrative Region Government effectively cooled down the
sentiment of the heated property market in 2013. While property
price remained steady throughout the year, the volume of property
transactions shrunk noticeably to low levels which stirred up the
already intense competition in the mortgage lending market. Under
the circumstances, we adopted more innovative methods to attract
customers. Besides offering competitive pricing and custom-made
terms, we relaunched the “Fubon 90% Mortgage Plan” in early
2013. This became a popular financial tool especially for those
first-time homebuyers who often needed extra financing from the
bank. In addition, we launched “Fubon Easy Life Mortgage Wealth
Management Plan” in October 2013 aimed at elderly homeowners
by providing a handy wealth management tool to help them plan for
their retirement.

For the past 10 years we have placed our customers as our number
one priority. Whether it is short-term financing for overseas travel or
a long-term commitment for purchase of a residential property, we
are always there to provide our customers with the best solution.
We will continue to adopt such customer-oriented practices in 2014.
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Control & Risk Management
EEkEkEEE

ENTERPRISE CREDIT RISK MANGEMENT

In 2013, the Enterprise Credit Risk Management made a number of
modifications to its credit risk management policies and guidelines in
order to be more effectively aligned with the Bank's overall business
growth. Continued prudent credit risk management practices were
adopted and these were reflected in our high quality corporate loan
portfolio and a record low non-performing loan ratio throughout the year.

The 2014 global economic outlook remains uncertain, influenced by
the scaling down of the U.S. quantitative easing measures and the
slower economic growth in China. The Bank will continue to take a
prudent approach in managing the credit risk of its corporate lending
activities, and strengthen its post-lending credit monitoring system
to form a strong base for its loan growth in 2014.

CONSUMER CREDIT RISK MANAGEMENT

The local real estate market in 2013 continued to weaken following
the property cooling measures introduced by the Hong Kong Special
Administrative Region Government. Property prices remained high
but sales volume fell to its lowest level since the global financial crisis
creating an unstable real estate situation. Given such uncertain situation,
the Consumer Credit Risk Management Department conducted periodic
stress testing and simulations on the consumer loan portfolio to ensure
that the Bank had sufficient buffers to withstand any unforeseen
development or financial market turmoil. To better monitor risks, the
Bank implemented a new monitoring mechanism that triggered early
warnings so that appropriate remedial action could be taken. This
monitoring system proved to be effective and our consumer finance
business remained healthy in 2013.

Fubon Bank & #BR7T

TEFERBRER

20135 » REEERBRERIETHEERR
ERBRNIES  UEARRARITEREN
EBIRER - RAEERDEENERERRERE
it SFERARTHEEXEFASERERE
2K NREFRE R IR LKL

XEBERECRRE AL P ERERRER
BYE 2014 FNEIREERTRFFE AN
ATREEEREECXEETPNEER
f - WHREERHNERERERLS - B20145F
MEFUE RETEIRE LR

HEFERRER
ERBRITHRRBATHE L AMETREER
ABEHETISH 2013 FRHERSS - MEER
BE&TT  ERREAFEEZRESBAENUR
RMREKF - SBMHBRETRENDE - EX
BiiER - RBEERREE B EERE
BETEHNE N AR MR - BRATT
ABABHNENBEEEABEELNBERHE
MTISHENEE - REFHERRER - AT
HHFREE RS UBHBREY MR
HUBEMMRITE - HERRAREIERTZA
M EARITHOEE & B EHR2013FREFE
i o



Business & Operations Review #7#[EIEE

We believe 2014 will be a challenging year and the Consumer Credit
Risk Management will align its risk management strategies and portfolio
management tools with the changing market environment.

MARKET RISK MANAGEMENT

In 2013, the Bank revamped its product risk rating methodology to provide
a more holistic product risk profile to its customers. The exercise also
facilitated risk measurement from the product perspective, covering
quantitative and qualitative risk analysis.

In December 2013, the U.S. Federal Reserve started tapering its bond-
buying programme, signalling a possible end to the injection of liquidity
into the market. Also, it signalled a change of market sentiment and flow
of capital in the coming years. The market has already reacted, with over
USD 12 billion flowing out from emerging markets since January 2014.

With increasing market volatility following the previously-stated action
taken by the U.S. Federal Reserve, the Market Risk Management
enforced a more comprehensive risk monitoring of the Bank's trading
and investment activities. Regular and ad-hoc stress testing exercises
of trading and investment activities are performed, including “what-if”
analysis in which scenarios are set by senior management. This enables
the Bank to react to uncertainties in the market in a timely manner.

For 2014, the Market Risk Management will upgrade its risk monitoring
system to a real-time basis and provide more sophisticated risk analysis
for senior management to assess the level of market risk exposure.

OPERATIONAL RISK MANAGEMENT

The Bank has established a robust operational risk management
framework to identify, assess and monitor operational risks.

In 2013, a task force was formed to revamp the Bank’s Control Self
Assessment function to better monitor the compliance with regulatory
requirements and the effectiveness of the internal control system.

The Operational Risk Management continued to provide advice
on operational risk management and evaluate the effectiveness of
operational and system controls before new products were launched.
The Operational Risk Management also conducted review on the
Bank’s business continuity plans and results of regular testing of
contingency facilities.

In 2014, the Operational Risk Management will focus on further
enhancing its risk management tools and reporting system in the
effective assessment of the Bank's operational risk.
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As part of the Bank's strategic direction, Information Technology
(“IT") operations was transformed from an outsourcing to an
insourcing mode since 2012 to enhance all aspects of its IT services.
This development was undertaken to improve internal controls and
facilitate regulatory compliance.

As an Authorized Institution designated by the Hong Kong Monetary
Authority, smooth operations and a robust Technology Risk
Management Framework are critical. In order to achieve the standards
required by the Bank, the IT Governance Department has established
IT Service Management, IT Compliance, IT Quality Assurance, and
Information Security units in 2013. A new IT management framework
and process improvement platforms are planned to be launched in
2014.

Looking forward, one of the Bank’'s primary business objectives
is to strengthen its e-Banking services. In addition to providing
e-Statements for individual and corporate customers, the Bank
will launch mobile banking and mobile securities services with no
boundaries for its customers.

The Bank is strongly committed to providing quality services to its

customers. This will be demonstrated by its investment in technology,
among other things. New computer equipment with state-of-the-
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art technology will be deployed in a new data centre with more
resilient capability and computing power to provide better customer
services and achieve business growth. At the same time, the Bank
will enhance the equipment in its disaster recovery centre to full
capacity so that it will be capable of offering good customer service
even during disaster situations.

In 2013, the Bank's operations continued to improve its efficiency and
effectiveness in order to better serve the customer’s needs. Through
process streamlining and reengineering, the Bank managed to cope
well with the overall increase in transaction volume without affecting
the staff levels of the Operations Division. Staff levels remained
largely unchanged and in certain areas there were decrease in staff.
Business growth in 2014 is planned to surge another 10-15%, but the
same leaner trend in Operations staff is expected to be maintained
throughout the Bank’s planned growth period.

To enhance the Bank's branch network, the Taikoo Shing Branch was
relocated in April 2013. This involved recalling more than 1,000 safety
deposit boxes, most of which had been rented for many years. The
task was a delicate and critical one but it was completed efficiently
and successfully. During 2013, the units responsible for operations
participated vigorously in various system projects, including the New
Treasury System, Document Management System, Reporting of OTC
Derivatives to HKTR, New Core Banking Systems, Relocation of Data
Centre, and Straight Through Process of Remittance. These projects
were undertaken for the betterment of the Bank's overall operations
and business efficiency.

The Bank was again among the selected banks in Asia who was
given the Straight Through Processing Award by the Bank of New
York Mellon out of 500 banks in the Asian region who use the USD
clearing system provided by that bank.

With the major systems being revamped in 2014, the Operations
Division sees opportunities to further enhance its efficiency,
effectiveness and control by taking full advantage of the various new
automated features available. The operations of the Bank is expected
to further improve with optimized processes for shorter turn-around
time and better service quality.
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People Development
AT EBREE

The total number of headcount of the Bank was 899 as of 31
December 2013.

Supporting the Bank's development programmes, the Human
Resources Division has continued to source high calibre candidates
for different positions. It has given high priority to the retention of
staff, especially those with the potential for development and eventual
placement in key positions. To meet these objectives, the Human
Resources Division reviews and revises the staff training programmes
and remuneration packages to be in line with the market.

Training and development play a key role in the work of the Human
Resources Division. Through the Division, the Bank provides an on-
going training programme for its staff to keep pace with the changing
regulations and to stay ahead of the market. During the year, there
was a total of 497 in-house training sessions and product briefings.
Teambuilding workshops were also held in different Divisions to
establish team synergy and strengthen staff productivity. The Bank
continued to focus its direction in the development of the next
generation of banking professionals. This was carried out through
its Management Associate Programme, which entailed recruitment
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and training. Top university graduates were recruited and placed in a
rigorous training programme with a selected corps from the existing
staff. Those completing the programme were assigned to posts
identified to best suit their capabilities.

The Education Sponsorship Scheme and Professional Award Scheme
are other training related functions assumed by the Human Resources
Division through which it continues to nurture a learning culture within
the Bank. This is done by providing the staff with incentives and/or
subsidies to further their studies at tertiary institutions and attain
professional qualifications from local and international organizations
on subjects relating to the staff’'s work at the Bank.

During 2013, important developments took place in certain sectors of
the Bank, particularly in the Information Technology Division where
two new departments were formed. New systems were introduced
and structural changes were made to enhance the effectiveness of
the Bank’s operations. These also involved staff movements and
people development.

The Human Resources Information System was reviewed to identify
areas of improvement for its operation through the deployment of
systems and automation. Some operational procedures have since
been streamlined thus improving work efficiency and resulting in
better service to staff.

In 2013, the Bank continued to fine tune the Human Resources
policies and its related guidelines. Staff benefits were enhanced to
better fit staff needs.

For the second time, the Bank was awarded “Manpower Developer”
in the Manpower Development Scheme by the Employee Retraining
Board. This award is given to institutions in recognition of their
continuous staff development achievements.
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