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By any measurement, 2014 was a year of unexpected market
disruption and societal volatility. For this very reason, it was an
extremely challenging year for banks in Hong Kong. The United
States began tapering its quantitative easing monetary policy,
whilst several nations took the opposite move or cut interest rates
in response to weakening economies and deflationary pressure.
Domestically, the Hong Kong economy posted moderate growth in
2014 despite social disturbance and market volatility. The launch of
the Shanghai-Hong Kong Stock Connect in November 2014 further
strengthened Hong Kong's position as a leading offshore Renminbi
centre. On the other hand, the “Occupy Central” movement raised
market concerns over political uncertainties. Property prices
continued to stay at historically high levels although transaction
volume remained low.
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Notwithstanding this challenging environment, Fubon Bank (Hong
Kong) Limited (“the Bank"”) and its subsidiaries (“the Group”)
registered a net profit of HK$481 million for the year ended
31 December 2014, representing an increase of 27% compared
with 2013. The Group's operating income rose by 11% year-on-
year to HK$1,306 million while operating expenses increased by
only 7%.

Net interest income amounted to HK$842 million in 2014, an
increase of 12% when compared with 2013. The improvement
was driven by a 16% growth in average interest-earning assets
coupled with a higher-yielding loan portfolio. We made good
progress in optimizing the loan portfolio mix and delivered solid
growth in our corporate and commercial lending businesses. In
the process, we reduced our reliance on mortgage lending by
lowering our mortgage loan from 51% of the total loans to 46%.
However, keen competition for deposits during the first half of the
year resulted in significantly higher deposit costs, outpacing the
improvement in asset returns. The net interest margin narrowed
by 4 basis points to 1.20%.

Non-interest income rose by 9% to HK$465 million, underpinned
by solid growth in fee and commission income across our core
businesses. Credit related and trade finance fee income surged
by 34% when compared with 2013, reflecting the solid expansion
of our commercial lending business. Insurance and unit trust
commission income together grew 13%, and credit card fee
income continued its steady growth of the past few years.
Other operating income decreased by 5%, attributed mainly
to the increased revaluation loss on financial instruments. The
unanticipated depreciation in Renminbi dampened customers’
interest in Renminbi-denominated treasury marketing products,
reducing our growth in treasury product fee income. The
percentage of non-interest income to total operating income ratio
was 35.56% for 2014, versus 36.16% a year ago.

Operating expenses increased by 7% to HK$897 million and cost-
to-income ratio declined by 2.93 percentage points to 68.70%.
Despite the inflationary pressure over the year, we managed to
cope with the needs of our growing business while keeping our
operating expenses under tight control. Information technology
continued to be a crucial investment area. In 2014, we completed
several milestone projects including data centre relocation,
disaster recovery site upgrade, and bank-wide operating system
enhancement.

There was a net charge of HK$16 million for impairment losses
on advances to customers, compared with HK$5 million in 2013.
Other impairment charges remained low at HK$10 million. The
Group continued to exercise pragmatic and prudent controls on
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asset quality through the adoption of sound credit risk management
practices that resulted in a very low impaired loans ratio of 0.02%
as of 31 December 2014.

Xiamen Bank Co., Ltd (“Xiamen Bank”) continued to sustain
its strong performance and delivered good results in 2014. The
Group's share of profits from Xiamen Bank reached a record high
of HK$158 million, representing a 27% growth compared with
2013. The Bank’s shareholding in Xiamen Bank was diluted from
19.99% to 17.29% after a private placement of additional share
capital to a new strategic investor by Xiamen Bank on 5 June 2014.
As aresult of this dilution, the Bank recognized a deemed disposal
gain of HK$11 million. In July 2014, the Bank participated in Xiamen
Bank's rights issue exercise and fully subscribed its allocated
57.63 million rights shares at a price of RMB3.50 per share. The
Bank restored its original ownership percentage in January 2015
by acquiring additional existing shares.

After accounting for other gains, other impairment losses and
income tax, the Group's profit after taxation stood at HK$481
million, achieving the highest net profit since the financial turmoil
of 2008.

Total assets rose by HK$12 billion, or 17%, to HK$84 billion as of
31 December 2014. We managed to achieve a 16% increase in
the Group's loan portfolio in 2014 while maintaining a high quality
loan book. The increase in lending was supported by an 8% year-
on-year growth in customer deposits, which amounted to HK$53
billion as of 31 December 2014. Loan to deposit ratio remained at
a very comfortable level of 75.09%.

To further strengthen Tier 1 capital and to allow greater flexibility
in business development within the region, the Bank issued
269,784,173 new Ordinary Shares which were fully allotted to
Fubon Financial Holdings at the price of HK$5.56 each. With the
HK$1.5 billion increase in share capital, the total capital ratio and
Tier 1 capital ratio increased to 17.96% and 12.65% respectively
as at 31 December 2014, compared with 16.33% and 10.44%
respectively at end-December 2013. The Bank’s liquidity position
also remained strong, with the average liquidity ratio standing at
a comfortable level of 48.56% in 2014 versus 48.06% in 2013.

While registering a solid expansion in assets in 2014, the Group
continued to exercise prudent balance sheet management. Return
on average assets edged up to 0.62%, compared with 0.56% in
2013. Return on average equity also rose by 0.37 percentage points
t0 5.18% in 2014, reflecting the Group's effective deployment of
the additional capital from the parent company.

The year 2014 marked an important milestone in the history of

the Group as we celebrated the 10" anniversary of becoming a
member of Fubon Financial Holdings. During the year, a series of
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celebratory anniversary activities and promotional campaigns was
launched under the theme of “Serving You With Heart”. In line
with our plan to expand our corporate and commercial banking
business, we restructured our corporate and institutional banking
by strategically redeploying our marketing resources and realigning
our business focuses. Under the new structure, we will be able
to better serve our corporate customers with specialized staff and
product offerings. In retail banking, we have upgraded our Tsuen
Wan Branch to a flagship branch with the opening of the Bank's
first Personal Loan Centre and a new Securities Services Centre.
We will continue to carry out the revamp of our retail outlets in
order to extend our banking services and improve the customer
experience. We also made good progress in strengthening our
banking operations by establishing a new functional unit to facilitate
enterprise level project management and streamline operational
workflow to improve operational efficiency. Certainly, we have laid
a sound foundation for sustainable growth in this volatile business
environment.

Looking ahead, we will continue to play an important role in
the Fubon Group’s Greater China development strategy by
providing critical cross-border services to the Group’s Mainland
and Taiwanese customers. At the same time, we will continue to
focus on expanding our local franchise by improving our service
delivery capabilities. This year, we will reinforce our service
proposition for affluent retail customers with the launch of a
new branch design and configuration and an enhanced e-banking
platform. We remain committed to our service-oriented approach
of providing our customers with safe and high quality financial
services and creating new banking experiences for them. As a
socially responsible institution, we remain supportive to our staff
by providing them with career development programmes and
education sponsorship. We also maintain our commitment to the
local community by supporting a wide range of corporate social
responsibility programmes.

| would also like to express my gratitude to our management team
and staff members for their dedication and contribution in 2014.
Together we continue to maintain our commitment to service and
strive to become our customers’ preferred banking partner.

e

Raymond Lee
Chief Executive Officer and Managing Director
April 2015
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