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Corporate Governance Report
TEERME

CORPORATE GOVERNANCE PRACTICES

The Hong Kong Monetary Authority (“HKMA") has issued a statutory guideline, last
revised in August 2012, on Corporate Governance of Locally Incorporated Authorized
Institutions (“CG") under section 7(3) of the Banking Ordinance applicable to all locally
incorporated Authorized Institutions (“Als"”) which the HKMA expects the Als to adopt
in respect of their corporate governance.

The Bank, which belongs to a group which is highly esteemed for its corporate
governance, regards corporate governance as an essential discipline for its operations
and business. Thus, the Bank had in place an effective framework which is consistent
with the principles and best practices in corporate governance as set forth in the
guidelines on CG.

From time to time, the Bank will review its corporate governance practices to ensure
that they are consistent with the latest requirements of international and local corporate
governance best practices.

BOARD OF DIRECTORS

Board Composition

The Board of Directors (“the Board") of the Bank currently comprises nine members:
one Executive Director, five Non-Executive Directors and three Independent Non-
Executive Directors. All Directors possess appropriate experience, competence and
personal and professional integrity to discharge their responsibilities effectively. The
Board as structured is ensured sufficient independence and collective expertise for
effective and objective decision-making and oversight of the Bank in its pursuit of its
business objectives and control of the associated risks.

Details of the members of the Board may be found in the Corporate Information
section of this Annual Report.

Board Practices

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

Pursuant to the Articles of Association of the Bank, 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 comments
prior to confirmation of the minutes at the following Board meeting. Minutes of
Board meetings are kept by the Company Secretary and are available 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.
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Board Responsibilities

In meeting its overall responsibilities to the shareholders, depositors, creditors,
employees and other stakeholders, the Board has to ensure that there is a competent
executive management capable of running the Bank in a sound, efficient and profitable
manner.

The responsibilities of the Board include:

establishing the business objectives of the Bank and approving and reviewing

the corresponding business strategies and plans (including annual budgets);

- ensuring that the operations of the Bank are conducted prudently within the
laws and regulations of the Hong Kong Special Administrative Region and in
a manner consistent with the policies of its holding company, and as such,
establishing, approving and reviewing policies, codes of conduct, guidelines
and systems of the Bank as it considers necessary and appropriate;

- establishing, approving and reviewing risk management strategies and policies
of the Bank to ensure that the various types of risk inherent with the Bank's
operations and business (including credit, market, interest rate, liquidity,
operational, reputation, legal and strategic) are regularly identified, measured,
monitored and controlled;

- ensuring that the Bank observes a high standard of integrity in the conduct of
its business and complies with all applicable laws and regulatory guidelines
issued by the HKMA, the Securities and Futures Commission and other relevant
regulatory authorities;

- ensuring that 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; and

—  overseeing and managing the business of the Bank including delegating duties

and responsibilities to the Chief Executive Officer and Managing Director or

through the appointment of Directors to specialised Board committees with all
decisions and approvals being subject to review and ratification by the Board.

Role of Chairman and Chief Executive Officer (“CEO")

Information on the Chairman, Ming-Hsing (Richard) Tsai, and the CEO, Raymond Wing
Hung Lee, may be found in the Corporate Information section of this Annual Report.

The Chairman and the CEQ are not related, and their roles are segregated with a clear
division of responsibilities.

The Chairman is a Non-Executive Director and is responsible to lead and effectively
run the Board, ensuring that all key and appropriate issues are discussed by the Board
in a timely and constructive manner.

The CEO who is an Executive Director, appointed by the Board under its authority,
is responsible for the day to day general management and control of the business
and operations of the Bank. The CEO may consult and/or seek guidance from other
Directors of the Board when he considers it necessary.
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Appointment and Re-election of Directors

The appointment of new Directors will be considered and approved by the full Board
or Shareholder in accordance with the Articles of Association of the Bank. Approval
from the HKMA will also be obtained in accordance with the Banking Ordinance.

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

BOARD LEVEL COMMITTEES

The Board has established five Board level committees to assist it in carrying out its
responsibilities - Audit Committee, Nomination and Remuneration Committee, Risk
Committee, Executive Credit Committee and Executive Committee.

Nomination and Remuneration Committee

The Nomination and Remuneration Committee comprises the Non-Executive
Chairman, Non-Executive Vice Chairman and three Independent Non-Executive
Directors of the Bank. The Committee meets periodically and as required and
provides oversight of the management of the Bank’'s human resources including
the appointment of Directors and the CEOQ. The Committee has to establish the
Bank'’s overall human resources management framework to ensure that the Bank
is in compliance with the applicable government regulations and follows the market
best practice wherever feasible. The Committee is also responsible to ensure that
Directors and the CEO appointed possess the necessary and appropriate qualifications
to perform and discharge their duties.

The Committee regularly reviews whether each existing Director continues to remain
qualified for his post. It also reviews the structure, size and composition of the Board
and makes recommendations on any proposed change to the Board.

The Committee reviews and approves the remuneration for Directors, members of
board-level committees and Senior Management (as defined under the Remuneration
Policy of the Bank).

Audit Committee

The Audit Committee comprises three members including one Non-Executive Director
and two Independent Non-Executive Directors. The Audit Committee is chaired by
an Independent Non-Executive Director who has appropriate accounting professional
qualifications. The Committee meets at least four times a year and additionally when
deemed necessary.
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The Audit Committee is required to ensure that there is adequate supervision of
the Bank’s financial reporting processes and systems of internal control, and that
the internal audit function is effective and backed by adequate resources and has
appropriate standing within the Bank. It is also required to ensure that there is
coordination between the internal and external auditors to monitor compliance with
internal policies, statutory regulation, and to consider recommendations made by the
internal and external auditors.

During the financial year, the Audit Committee has to review the Bank's financial
reporting process, the systems of internal control, the internal audit function and
the risk management process. In particular, the review undertaken by the Audit
Committee on the internal audit function should include the Internal Audit Charter
and its approval, the annual audit plan, internal audit reports and special investigation
reports issued, and ensure that appropriate management actions are taken following
the major audit findings.

The Audit Committee also has to review the appointment of external auditors and
to discuss with them the nature and scope of their audits. The Audit Committee will
also review the interim and annual financial statements before recommending them
to the Board for approval.

Risk Committee

This is a new Committee set up by the Board on 7 May 2013. The Risk Committee
comprises five members including two Non-Executive Directors, two Independent
Non-Executive Directors and the CEO. The Committee meets at least four times
a year and additionally when deemed necessary and is required to establish the
Bank's overall risk appetite and risk management framework, and to oversee Senior
Management’s implementation of the Bank’s risk policies.

The Risk Committee will review annually the Bank's risk appetite statement and risk
management strategy. It will ensure that an appropriate infrastructure, adequate
resources and systems are in place for risk identification, risk assessment, risk
monitoring and overall risk management. Itis also required to provide oversight of the
Bank's risk activities and ensure it is in compliance with all relevant legal and regulatory
requirements and that the best practices are adopted by the Bank wherever feasible.

The Risk Committee is required to ensure that the staff responsible for implementing
risk management systems and controls perform their duties independent of those
involved in the Bank's risk taking activities.

Executive Committee

The Executive Committee comprises the Non-Executive Chairman, Non-Executive
Vice Chairman and the CEO of the Bank. It will exercise the powers and authorities
delegated by the Board from time to time concerning the management and day-to-day
running of the Bank. The Executive Committee will meet periodically and as required
and will operate as a general management function under the auspices of the Board.
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Executive Credit Committee

The Executive Credit Committee comprises the Non-Executive Chairman, Non-
Executive Vice Chairman and the CEO of the Bank. It has the delegated authority
to approve credit proposals, credit policies, credit risk profile and other credit related
matters which require the approval of the Board. The Executive Credit Committee
will meet as required.

MANAGEMENT LEVEL COMMITTEES

In addition to the Board level committees, five management level committees have
been set up by the Board to oversee the effectiveness of the Bank's daily operations
- Management Committee, Asset and Liability Committee, Internal Control and
Compliance Committee, Credit Committee and Wholesale Credit Committee.

Management Committee

The Management Committee comprises the Bank’s CEO, Chief Financial Officer,
Head of Legal and Compliance and senior management personnel as appointed by the
CEO. The Management Committee is the key decision making body for the Bank and
is responsible for the running of the Bank’s day to day business under the authority
delegated by the Board and within the strategy and business plan as approved by the
Board. This Committee is also responsible for the formulation of the Bank's business
strategies and major bank-wide initiatives for the Board's approval. The Management
Committee meets at least once a month to evaluate and approve new business
proposals, coordinate among business and support units during the implementation
process, monitor the implementation of the approved business strategies and bank-
wide initiatives, and review the achievement of business targets and objectives and
the financial performance of the Bank.

Asset and Liability Committee

The Asset and Liability Committee (“ALCO") comprises the Bank's CEO, Chief
Financial Officer and senior management personnel as appointed by the CEO. It is
responsible for providing oversight of the Bank's operations relating to interest rate risk,
market risk and liquidity risk (collectively known as “financial risks”) as well as capital
management. The ALCO initiates, reviews and endorses for the Risk Committee of
the Board's approval the Bank’s policies on financial risks and capital management.
It reviews and approves guidelines relating to such policies and all major financial risk
management reports. The ALCO also oversees the Bank's investment activities by
establishing investment strategies within policies laid down by the Board and reviews
actual performance.

Internal Control and Compliance Committee

The Internal Control and Compliance Committee (“ICC") comprises the Bank's CEQO,
Chief Financial Officer, Head of Control and Risk Management and heads of various
major business and support units. The ICC is responsible for overseeing the Bank's
exposure to operational and legal risks and the Bank’s compliance and anti-money
laundering activities, and ensuring the Bank has in place an effective internal control
and compliance framework.

Fubon Bank &= #BR1T

HITEEZER

BITEEZEQRATHERITER « FFRNTRIERERIT
AEEAER - HERBHZARES S ANEERS
HEEMMEE  WTEEREERNFERBRSE -

EEEBETNEES

BREFEEETHWRERI EFENMRUAAERER
BEERATRAREENNE-EEZRE  EEARE
ZEE NHERRAREES FREEGRIHEE
BEZBg -

EEZERT

EEZEERATNTRESR  WKRAE - %&&é}%ﬁ
MIERTRAESMEENHEBESREREARMEK -

BREERNATERRREALE - Ix&%%ﬁ?‘%'r
BRRITHBEEE  URRIAESSIIZNRIEN
X558l - ZZRBENARFEATHEBRBERER
ITRENMHESEHZ - BREE8 TP B ART—
RE% - MG R A ER A BN AR RAEAOETIS
R IGFARERESIFINTE - ERE AR
RERITEAEHENEREER  BRREERARNTES
BERRE RMBRR -

EEABEEES
BEABZESRATHNTRAE UBRERITH
REFMZENSREBRABRER - ZZESREEDS
ATZ2ELABAMNERR THERRERBE SRR
(BB RTHBRAR]) AERERERE ZRESXY -
ERRIEATHERRRERERBER - AiES
gRBREZEGHAE R EBHZERENES - &
Bk EmBEEAMBRRLERRS - BEARE
BETEREESTERTNRRBENRIRERR
EERTHREBRD AR ERRE -

RREZRERESS

AHERNAERZESREATHITRAE  MKR
B ERREAREEBIEARSEIEXHREEEM
TE- - ANERRARZEGAELREATEHCEE
FMERRR BEARTRABEEH AR - AR
TTHITERZ AREIE R AR -



Corporate Governance Report ®¥E43E

To ensure an effective internal control and compliance framework is in place, the ICC
reviews policies and approves guidelines relating to control and compliance risks,
receives and discusses reports submitted by various risk management units, and
promotes internal control and compliance culture.

Credit Committee

The Credit Committee (“CC") meets weekly and as required, and its mandate is to
provide oversight of the Bank’s credit risk management. The CC is chaired by the
Bank’s CEO, and consists of senior executives of the Bank, all are members of the
Management Committee.

The CC reviews and endorses credit policies and credit risk profile of the Bank for
the Executive Credit Committee’s approval, and reviews and approves credit related
guidelines. The CC also reviews and approves requests for customer credit facilities
that are within the CC's authority as delegated by the Board, and reviews and endorses
requests for customer credit facilities before their submission to the Executive Credit
Committee for approval.

The CC also provides periodic and timely credit related management and stress testing
reports to the Executive Credit Committee.

Wholesale Credit Committee

The Wholesale Credit Committee is chaired by the Head of Control and Risk
Management Division of the Bank, and comprises senior officers of the Bank. It meets
weekly and as required to review and approve request for wholesale customer credit
facilities that are within its authority as delegated by the Board.

RISK MANAGEMENT

The Risk Committee, a Board level committee, establishes overall risk appetite and
risk management strategy of the Bank, taking into account current and forward-looking
aspects of risk exposure.

The Bank has established a set of risk management policies and guidelines to identify,
measure and monitor various types of risks, including credit, market, interest rate,
liquidity, operational, reputation, legal and strategic risk. Various risk limits are set in
accordance with the defined risk appetite, and a proper risk management system is
in place, so as to ensure the degree of risk that the Bank is exposed to is kept within
an acceptable level. Risk management policies and major risk limits are approved
by the Board as advised by the Risk Committee, and are reviewed regularly by the
Risk Committee.

Regular risk management reports are submitted to the Risk Committee for assessing
the level of risk involved in the Bank’s business, and how they are controlled and
managed. The Risk Committee monitors the risk profile of the Bank against the
approved risk limits, and determines appropriate management action if material
deviations from approved limits occur. Risk Committee also assesses the effectiveness
of the risk management function of the Bank and ensures that it has the necessary
resources and expertise to carry out its duties.
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Specific product committee comprising senior executives from risk management,
legal, compliance and financial control is responsible for risk assessment for new
products and services, from both the Bank's and customer’s perspective, as well as
compliance with regulatory requirements before launch.

CODE OF CONDUCT

Consistent with the policies and practices of its parent company, the Bank adopts a
high standard of ethical conduct and professional competence and has set up a Code
of Conduct guideline (“Code"”) which all levels of staff are required to observe in the
discharge of their duties. The Board will review the Code annually and will ensure
that the Bank has adequate systems to enforce it.

The Code is structured in line with applicable regulatory guidelines and other industry
best practices, setting out professional standards and corporate values to promote
ethical, professional and responsible behavior among the Bank's staff. It also
articulates unacceptable behaviour and unethical or illegal activities that could result
in the Bank infringing guidelines, regulations or laws which the Bank is required to
observe and comply with in conducting its business. Contents of the Code include
but are not limited to the prevention of bribery, use of information, insider dealing
and personal investment dealing, personal benefits, and outside directorship and
employment.

Among other things, procedures are set up for staff to communicate, in confidence,
material and bona fide concerns or observations of any violations. Communication
is also allowed to be channelled to the Board through a “CEO Channel” which is
independent of internal chain of command.

INTERNAL CONTROLS

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

The Bank's internal control systems comprise a number of measures designed to provide
effective governance and risk management, reliable and timely reporting of financial
and management information, and compliance with relevant laws and regulations,
supervisory guidelines, market codes and standards, as well as internal policies and
procedures.

The measures include:

(1) Functional committees established with responsibilities to monitor risks and
controls in specific areas of potential risk.

(2)  Aclear organization structure with well defined authorities and responsibilities
to enable effective checks and balances.

(38)  All major Bank policies are set and approved by the Board. The policies and
procedures provides specific operational, financial and compliance controls which
will facilitate segregation of duties, accuracy of reporting and proper control over
assets and risk exposure.
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(4)  Risk management policies and procedures in place to identify and manage risks
associated with the Bank's business and operations.

(5)  Risk management reports being submitted regularly to the respective
committees assigned for monitoring and assessment of risks associated with
the Bank’s business and operations.

(6) Compliance Department of the Bank monitoring changes and developments
of relevant laws, regulations and standards applicable to the Bank's activities
and ensuring that senior management and relevant units are duly aware of the
changes and in a position to take appropriate measures to ensure continued
compliance.

(7)  Compliance reviews being conducted by business and functional units on an
on-going basis to ensure compliance with applicable laws and regulations,
standards, guidelines and codes of practices.

The internal audit function of the Bank is an independent appraisal function set up
with the primary objective of evaluating the internal control system and compliance
to laws, regulatory guidelines and internal control policies, and to report major findings
to the Board's Audit Committee for action. The Chief Internal Auditor is appointed
by the Audit Committee. The Internal Audit Division is also responsible for assisting
senior management in the effective discharge of their responsibilities as managers
of the Bank. It will conduct a risk-based independent review on the effectiveness of
the Bank's internal control system and provide recommendations, if appropriate, to
improve the control environment.
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