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Corporate Banking

Our corporate banking business started the year with strong loan growth
and fee income running at a record high levels. Market sentiment in the first
seven months was up-beat until the sudden and unexpected depreciation of
the Renminbi (‘RMB”) in August. Since then, market sentiment experienced
a dramatic change from cautious optimism to negative outlook. Expansion
and investment plans were affected by the poor sentiments and rapidly
replaced by conservation programmes. We saw contraction in cross-border
loan demand and reduction in trading volumes. This was compounded by a
noticeable drop in commodity prices and a weak stock market. Volatility in
the money markets resulted in huge fluctuations in funding costs, particularly
in RMB. With a weakened credit appetite in the local loan market, loan
pricing became polarized with very fine margins for quality clients and
steepening of borrowing costs for lower quality names.

Notwithstanding the challenging environment, our Bank achieved good
results with loans and deposits posting satisfactory growth. With better
efficiency derived from a reorganized marketing platform and strong
efforts from our front line staff, we enlarged our market coverage and
continued to register gains in the SME and the large corporate market
segments by adhering to our philosophy of growing together with our
customers. Always striving to become the preferred bank to our
customers, our corporate team is dedicated to providing our corporate
clients with the best FUBON EXPERIENCE by working with them to
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customize our services according to their needs and expectations. We
have also put together a team of specialists to assist customers who need
expertise in financial planning to reduce and avoid financial risks arising
from today’s economic uncertainties. Internally, we further heightened our
credit control to minimize credit losses and maintain a quality loan
portfolio.

We have been deepening relationships with customers in our target market
segments and have seen an increasing number of customers evolving from
narrowly based activities into multifaceted relationships. With the strength
of the Fubon Group in Taiwan and its unique presence in Mainland China
and Taiwan, the Bank is well positioned to expand our corporate customer
base and market share in the Greater China Region.

China Coverage & Financial Institutions

The Bank is also committed to provide financing to local and Mainland
China corporations through participation in bank loan syndications and
asset sales programmes. While we have always been active in this
business, we established a special team to further strengthen our presence
in this market. Activities in the early part of 2015 were strong but gave way
1o a quieter market after the regional and global economies became volatile
in the third quarter of 2015. Consequently, results for this activity were
mixed for 2015. In the second half of the year, loan pricing in the syndication
market narrowed noticeably compounded by the reduction in the need for
this type of financing.

Riding on our success in working with a small number of Mainland banks,
we are preparing to expand the coverage of the Mainland financial
institutions market through improvement of features in products such as
cash management and trade services. We have now developed a good
platform for the active solicitation of respondent business and expect this
will assist the Bank to broaden its fee based revenue. Our affiliation with
Fubon Financial Holdings gives us a unique advantage in this business and
we are optimistic about achieving our business objectives.

To further expand our business with financial institutions, we are now
extending our coverage to include non-bank financial institutions and the
public sector. Our initial thrust will be to market our commercial and
treasury services leveraging on Fubon Group’s unique position in the
Greater China region. We intend to showcase our capabilities and
innovation in structuring products and services that can meet the individual
and specific demands of institutions in this market segment.
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Consumer Finance

We made another major breakthrough in 2015 with the official launch of our
market leading Merchant Receivable Financing product. This product
enables our merchant customers to manage their cash flow more efficiently
through short term bank financing based on their business flow. Fubon Bank
became the first bank in Hong Kong to provide this innovative financing
scheme. This flexible tool enables small to medium-sized retail sales
operators to access financing without the need for collateralization, and it is a
viable option for operators seeking working capital funding. For the larger
retail merchants, it can provide easy and quick access to additional funding
to complement their normal bank credit facilities. We expect Merchant
Receivable Financing to help us expand our penetration into this market and
help us gain recognition as a premium merchant-acquiring bank.

As a result of our efforts, the Bank was awarded “The Best Merchant
Receivable Financing Service” in the Yellow Pages Award 2015-16 and was
also granted “Best Merchant Receivable Financing Bank” in the Metro
Awards for Banking and Finance Corporations 2015. These awards solidified
our leading position in this unique service segment and once again
demonstrated the innovative ability of our Bank. Our card merchant business
continued to outperform the local market with 9% growth in total sales
volume, while local retail sales dropped more than 3% year-on-year.

To enrich the lineup of Fubon Credit Card benefits, over 100 merchant
promotions were launched in 2015 covering a broad range of consumer
industries including travel, catering and apparel. On the product side, Fubon
Credit Card and YATA VISA Card recorded respectable growth in card
spending of 7% and 12% respectively. We will be looking to expand the
existing product line with new card programmes targeting customers in the
younger market segments. These new programmes were launched in the
first quarter of 2016.
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QOur personal loan business was able to keep up the good momentum from
the previous year and achieved a strong growth of 17% in loan portfolio size.
Tighter government regulations were introduced to balance out the higher
market risk due to the uncertain market outlook. Personal loans will remain a
key offering in the Bank’s consumer finance business. While we expect the
unfavourable economic environment will result in higher credit losses in the
immediate future, we can mitigate these risks through proper pricing and
closer monitoring of customer behaviours to ensure timely collection efforts.
With our strong risk management framework and good sales practice, we
remain optimistic that there is room for further business expansion, albeit at a
more moderate pace.

After peaking in middle of the year, property prices finally showed signs of
weakening and by the end of 2015, property prices registered a decline of 7%
from the peak in September 2015. Meanwhile, property transaction volume
remained at a historically low level. Regardless of the market conditions, our
dedicated team of mortgage consultants was able to sustain our market
position and deliver commendable growth of 17% in new loans booked.

Whether it is a traditional consumer finance service such as mortgage loans
or a one-of-a-kind financial solution like our market leading, Merchant
Receivable Financing, our consumer finance business team has always
delivered the best and most suitable services to our customers. With the
banking industry evolving around the concept of FinTech, we will continue to
develop more innovative and technologically driven services and products
that can be integrated into our customers’ lifestyles. Again, our mission in
consumer finance is to bring about a FUBON EXPERIENCE for our
customers.

Channel Management

The success of our retail banking strategy relies heavily on our ability to
enhance the customer experience by introducing new concepts in product
delivery and services. A main effort is to provide even more sophisticated yet
easy-to-use electronic and virtual systems as an alternative to the traditional
physical banking channels. Our ultimate goal is to attract customers in the
mass affluent market segment. Towards this end, we remodeled the
Queen’s Road East Branch in November 2015 and opened our 23" branch
in December 2015—Western District Branch in Kennedy Town. Both
branches showcase our new iBranch design which deploys the use of a full
service i-Teller machine to replace the traditional teller counter. To further
enhance our image as a market leader in the provision of digital financial
services, our iBranch incorporates a completely paperless banking
environment. The contemporary design of our iBranch also incorporates
other digital devices such as clients’ interactive tablets at our customer
service stations, electronic displays of key financial and product information
and self-service Kiosk. The design also allows and promotes usage of our
branches for customer events including workshops and smaller scale
conferences.
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In order to further promote our FUBON EXPERIENCE, our e-banking
platform was enhanced with the roll-out of our e-Statement and mobile
banking. Mobile banking was launched in November 2015. Together with
our web-based e-banking services, our customers can now conduct
financial transactions around the clock at home or on the move.

Due to these new and innovative developments, we have been able to
channel more resources to sales and marketing to strengthen our business
platform.

Going forward, we will be unveiling more electronic-based features in our
mobile and e-banking customer support functions to advance our efforts to
solicit customers in the mass affluent market. Additionally, we will continue to
upgrade and convert our existing branch network into iBranches. The
FUBON EXPERIENCE will become our signature in the local banking
industry.

Investment & Insurance Products

2015 was a “roller-coaster” year for the selling of insurance and investment
products. While the fee income of our unit trust business recorded a small
drop of 1% year-on-year, fee income from selling of insurance products
registered a very healthy 19% growth compared with 2014. With the low
interest rate environment expected to last for a longer period of time, sales of
both endowment and annuity-based insurance products will remain strong.
Mass affluent customers are typically looking for low risk products with
higher returns. Personal net worth growth and asset protection will become
key features sought by customers in this market segment.

To further satisfy the needs of the affluent clients, we will be broadening our
coverage of investment financing by expanding the range of eligible
investment and insurance products. The financing will improve the overall
return to our customers, while the loan portfolio is considered low credit risk.

Many uncertainties still exist in 2016. To help our clients to face these
challenges, we will continue to develop innovative investment products that
cater to our customers’ risk tolerance and appetite. The Bank will also seek
out and broaden our range of insurance products so that our customers can
have a wider choice of investment alternatives with life assurance contents.
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Deposits

The Bank’s retail customer deposit base continued to record satisfactory
growth in 2015, which is a reflection of the quality of our deposit customers
base as well as the success of our existing retail strategy. We will continue to
focus on existing customers by providing our unique FUBON EXPERIENCE,
and will utilize our new technology and branch model to acquire new mass
affluent customers. Also, we will continue to manage our deposit base in
accordance with our overall business strategy to ensure a financially healthy
balance sheet.

Securities Services

The Hong Kong securities market experienced high volatility in 2015 and
broke several historical records including average daily turnover and market
capitalization. The average daily turnover in 2015 surged to HK$105.6 billion,
with peak market capitalization reaching more than HK$30 trillion. Benefitting
from the upsurge of stock market transaction volume, our securities fee
income increased 23% in 2015.

2015 marked a major breakthrough for our securities business with the
introduction of mobile stock trading platform. The new mobile stock trading
platform provides customers with fast, reliable, and round-the-clock access
1o our securities services. The stock trading volume via automated channels
increased by 74% compared to the previous year. This development was
further bolstered by the integration of securities services into our branch
network resulting in a significant improvement in our marketing activities.

Leveraging on our existing branch network and infrastructure, our securities
specialists extended their presence to six strategically-selected branches to
improve our sales and delivery services. Aside from service enhancements,
efforts have been made to expand our customer acquisition programmes.
Streamlining of our transaction processing was also an important initiative in
2015 to facilitate our customers stock trading activities. Various promotion
programmes were launched to further assist our customers in expanding
and better managing their stock portfolio. Account activation incentive
programmes were introduced resulting in a significant increase in active
customers, which rose by 53% year-on-year.

2016 will be a trying year for the stock market. While stock market
predictions are difficult at best in today’s conditions, we do expect market
turnover to stabilize. To sustain our growth in an indifferent market
environment, we will strive for service excellence and customer satisfaction
supported by an expanded sales force and service channels. We will also
continue to enrich our service by broadening our product spectrum with the
introduction of margin trading and other services, to cater to our customers’
investment needs.

BUSINESS & OPERATIONS REVIEW
£330

(2

20155 AITNTEEPERERBERT
STARMBRIEE RREMHFRESER
BERHUARRETERTREEAMM -
BMSEEEIRBREE,  REBEN
[BAER] TERARMANEMBRZEITT
BEARBAFTOARERETERTP - R
BB EEREATHBREGRRERR
RER EREERBRNIBIRILRLT -

HERERK

2015%F - BBEBEHFMBEERNEBEE - 1TH
FHEBERRBEBNTMESZEFELLH-
2015 F M HKREZAE1,056EH
T ReBBEETEBIBEBET TER
fE T 223 =1 RITHR2015F B ERGE
FBUg A 38 hn23% o

2015%F  ATTHERBREZR S F A AR
FEBER—EEARE - 2HHORKRE
RHFarEFPRERE IS - BTAET
BERNESFRERG - EBEELEER
ERRERFREFEINTI% - i — R
tRBZXZFEE  BRARDITHBIERES
WERE BERESTMHEHEES -

BRERENDITTHGMERRE  RFIHE
FREZFRRNABFEDITRSE - NkE
HEMBRBEER - BRI RMATRERE T R
M EP WS - B IRERRFTHM
015FMEEEE  UHEPEERER
S dtsh BPIEL ZRMERESS E—F
DEFBEREMEGVMERBAREMAS - &K
PEH#LRBFEREDELPRBES, <
AR P H) BB IR RIE53% -

HREMHME  2016FHREFH—Fo
M B AT IE B3 AR R 5 A5 B R 3R - FRAPIAR
EMEXREBR IR - BT EAFNTS
REPHFIER RS ETIHEBBRMR
BRE BOREEZPMENELRS -
S BT REERNESTREERE
R BRUELENERERRREP

MRERE -

Annual Report 2015 F i

27



28

FINANCIAL
MARKETS

& @l 5

Treasury Marketing

The Bank continued to expand its treasury product offerings to meet the
changes in the market and to cater for the evolving needs of our customers.
During the year, we launched four new foreign exchange and equity-related
products to improve our competitiveness in the market. As the Renminbi
("RMB”) will be included in the Special Drawing Right with a weighting of
10.92% effective from 1 October 2016, RMB-related products remained in
strong demand in 2015.

With the continued expansion of our client base, we look forward to serving
a growing number of affluent individuals and high quality corporate
customers in 2016. As always, we will closely monitor and follow market
developments to ensure that our clients are provided with opportunities to
invest in the latest treasury products. Our goal is not only to provide our
customers with a wide range of investment and hedging services, but also to
match our products to the needs and risk appetite of our customers.
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Investment Portfolio

We continued to follow a prudent investment strategy in 2015 focusing on
good credit quality names while ensuring an appropriate diversification in
terms of geography, currency and industry. As we grew our portfolio size by
about 16% year-on-year, we were still able to maintain a high credit quality
portfolio with an overall credit rating of A-, unchanged from the previous year.

The Federal Reserve’s decision to raise interest rates by 0.25% in December
2015 was the first step in the process to normalize interest rates in the United
States. However, this clearly deviated from the European and Japanese
decision to continue with a monetary easing policy. While the move by the
United States was widely expected, future interest rate adjustments are still
uncertain. Amid such global economic uncertainties and volatility in financial
markets, investing is expected to be challenging in 2016 and we will focus an
optimal risk-return strategy in the coming year.

Interest Income and Funding

Market liquidity remained satisfactory as the Hong Kong Monetary Aggregate
Balance grew from HK$239 bilion to HK$391 bilion in 2015. Our Bank’s
funding position has been stable and our overall deposit base increased by
11% to HK$58 billion, ahead of the market and in support of our growing
asset base.

Funding costs were relatively stable in 2015. The Bank’s net interest income
increased by 27% while the net interest margin improved by 20 basis points
to 1.40% in 2015. We maintained a healthy liquidity maintenance ratio at an
average level of 45.82% for the year.
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Credit Risk Management

The credit conditions in Hong Kong showed signs of deterioration in
2015, mainly due to the more volatile global financial markets, weak local
retail sales, a slowdown in economic growth in Mainland China, and a
downward trend of property prices in Hong Kong.

In anticipation of an increasingly uncertain credit outlook, the Bank
thoroughly reviewed its credit policies and procedures to align its
underwriting standards with the current market conditions and to ensure
full compliance with the evolving regulatory requirements. Robust stress
tests and portfolio analysis were performed regularly to ensure the Bank
can withstand any unanticipated financial market turmoil and safeguard
against asset quality deterioration.

Our focus in 2016 is to strengthen our credit risk monitoring through
investment in risk management tools and proactive portfolio review. A
credit origination system will be developed to streamline the credit
process, provide quantitative analysis, and improve data integrity.
Together with our Core Banking System development, the Bank will soon
be equipped with a more proficient and environmentally-friendly credit
risk management system.
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Market Risk Management

The Bank completed the first phase of implementation of a new treasury
system in February 2015. This enhanced the Bank’s market risk
management capability through real time risk monitoring, more
sophisticated market risk analysis, and integration with other financial
systems. With this improved competence, the Bank can proactively
identify potential risks of different products to help mitigate risk to the
Bank and its customers. In 2016, implementation of the final phase of the
new treasury system will be one of our key focuses.

Periodic review of our products will be performed to ensure all risks are
properly assessed, measured, monitored, and reported. Senior
management oversight will remain a key element in our risk management
process to ensure that appropriate action is taken to manage risks in a
timely manner.
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Operational Risk Management

The Bank has established a robust operational risk management
framework to identify, assess, monitor, and report operational risks.
Business and functional units are responsible for the assessment and
management of risks arising under their areas of responsibility, while a
centralized risk management unit is responsible for monitoring the
implementation of established risk management tools and reporting the
results to the management.

In 2015, the centralized risk management unit performed its ongoing key
evaluation of the effectiveness of operational and system controls
designed for new products and innovative services, including the newly
introduced i-Teller. Moreover, the centralized risk management unit also
conducted review of the Bank’s business continuity plans and evaluated
the results of regular testing of contingency facilities. In addition, the Bank
assembled staff nominated by different business units and transformed
them into a professional internal control team to play a vital role in our
Control Self-Assessment System. Following a systematic training
programme, this team is equipped with the necessary skillset and
knowledge of regulatory requirements as well as the knowledge of the
Bank’s internal policies and procedures.

In 2016, the Bank will continue to provide training programmes to our
staff to maintain a culture of risk management awareness and a sound
internal control environment. We will further enhance our risk
management tools and reporting system to facilitate future risk-based
assessment of the Bank’s business and operation.
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Compliance

The Bank has established a comprehensive compliance risk management
framework to ensure our activities are conducted in accordance with
applicable laws and regulations, internal policies and guidelines, as well
as to safeguard the interests of our customers. We are committed to
building a strong compliance culture across all functions of the Bank in
order to fulfill our role as a responsible financial institution.

To strengthen our culture and to improve the quality of our compliance
mission, the Bank launched a certificate training programme in 2015:
“Fundamental Knowledge on Bank Compliance”. The objective of this
programme is to provide comprehensive and structured training to our
internal control support staff to equip them with the latest knowledge
about regulatory requirements. The programme also provides a forum for
experience sharing in compliance risk and control management. In this
regard, we believe we are among the industry leaders and the first to
work hand-in-hand with The Hong Kong Institute of Bankers. This will be
an ongoing training programme to continuously enhance the competency
and quality of compliance knowledge and awareness of our colleagues.
The first course was conducted in 2015 and completed in early 2016.

The Bank is also committed to safeguarding the interest of our customers
and our shareholders from any unlawful financial activities. In 2015, the
Bank devoted resources to enhance our Anti-Money Laundering/Counter
Financing of Terrorism monitoring and control mechanisms at both the
business and the control function levels. We will continue to update our
policies and procedures to cater for the latest developments in regulatory
requirements. We have also strengthened management oversight of the
compliance activities in the Bank by setting up a new Compliance & Anti-
Money Laundering Division and expanded the mandate of the Anti-
Money Laundering Steering Committee, which was renamed as the
Compliance & Anti-Money Laundering Steering Committee, to cover the
entire compliance function.

For 2016, the Bank will continue to monitor the effectiveness and
efficiency of our compliance function by conducting comprehensive
reviews of our institutional risk profile, customer risk assessment framework,
and transaction monitoring system to ensure that we keep pace with the
ever-changing landscape of the regulatory compliance and anti-money
laundering requirements.
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Information Technology

The Bank has entered into the second year of its Strategic Information
Technology (“IT”) Five-Year Plan. We made significant progress in 2015 in
our efforts to revamp our electronic delivery channels and successfully
positioned the Bank to offer a new banking experience to our customers.
With the introduction of our new mobile banking, mobile stock trading,
e-Cheque and i-Teller services, the Bank not only broadened its service
delivery channels but also stayed aligned with our environmentally-friendly
objectives.

We chose a top-class core banking solution provided by Infosys to replace
our existing system to facilitate the development of new products and
services. The Core Banking System Replacement Project was launched in
October 2015. The new system is critical in our strategy to create a brand
new FUBON EXPERIENCE for our customers, and will also greatly enhance
our internal management control and customer relationship management.
The Core Banking System Replacement Project will be rolled out in phases
with the first phase targeted for completion in 2016. The entire project is
expected to be completed by mid 2018.

The Bank will also embark on another large scale [T initiative to re-engineer
all major processing functions with the introduction of the Enterprise Work
Flow Solution. This project will help to streamline and automate most of the
Bank’s major business processes to improve operational efficiency and
shorten service delivery time. The Enterprise Work Flow project will take full
advantage of our existing document managing and imaging system to create
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a seamless integration of transaction processing and document retention. A
paperless and highly automated working environment is the Bank’s ultimate
goal.

The Bank was one of the nine banks to launch both the Electronic Cheque
(“e-Cheque”) issuance and presentment services in December 2015. These
new electronic banking services were spearheaded by the Hong Kong
Interbank Clearing Limited under a cooperative arrangement advocated by
the Hong Kong Monetary Authority. While all member banks are required to
offer e-Cheque presentment services, banks can elect to provide issuance
services. The issuance service has better security features and is expected
to gradually replace the traditional paper-based cheque issuance, therefore
eliminating the need for physical delivery and presentment.

Last year, the Bank was again ranked as one of the top performing banks
among 500 banks in the Asian region and won the Straight Through
Processing Award of 2015 presented by the Bank of New York Mellon. We
will continue to pursue our efforts of refining operational processes to
enhance our customers’ FUBON EXPERIENCE.

One of the Bank’s key corporate objectives is to be an environmentally-
friendly institution. We have therefore embarked on a green journey through
the introduction of a paperless workplace starting with the revamping of our
branch operations. Currently, two out of our 23 branches are paperless and
more branches will be converted to this model in the next three to five years.
All key internal senior level meetings are now conducted in a paperless
environment. The complete replacement of our mostly standalone printing
and copying equipment with a network of multipurpose office machines in
late 2015 is also expected to reduce paper consumption by at least 10%.
The re-engineering of our internal work processes to integrate with our
existing imaging system in the near future will see further reduction in our
paper consumption. These initiatives will transform us into an
environmentally-responsible organization with the added benefit of cost
reduction. We will start a new initiative in 2016 to introduce a paperless
correspondence and notification system with our customers, thereby
expanding our environmentally-friendly culture to our customers.

The Bank has started a building refurbishment project for our main office
building in the Central District of Hong Kong. This will entail upgrading the
building’s external appearance and converting our Main Branch to a new
iBranch. The project includes safety inspections and upgrading of certain
facilities where necessary. It will be completed by the third quarter of 2016.
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PEOPLE
DEVELOPMENT

ATEBRER

As a responsible employer, the Bank continues to provide career planning
and counselling, training, and a competitive compensation structure for our
employees. We treasure innovation, dedication, and team spirit and are
constantly looking for ways to strengthen these qualities in our staff. At the
same time, we keep a keen focus on providing a comfortable and
environmentally-friendly workplace.

In 2015, the Bank conducted 653 training courses for our staff. These
included 7 Habits of Highly Effective People Signature Programme and
Interaction Management Exceptional Leaders series, which were courses
conducted by certified training professionals and accredited organizations.
We are at the forefront of structuring training programmes in specialized
fields such as compliance and anti-money laundering. To strengthen the
Bank’s compliance and control culture and develop a pool of qualified
talented employees, a 30-hour certificate training programme “Fundamental
Knowledge on Bank Compliance” was launched in the fourth quarter of
2015 and attended by all staff responsible for the monitoring of internal
control of their divisions and departments. This programme covered all-
around knowledge of banking compliance and regulations, and included an
intensive assessment of the attendees. Overall, our goal is to ensure that our
staff receive quality training and are given exposal to various professional
development opportunities. All employees of the Bank have to undergo
various degree of continuous professional training each year.
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For the fourth consecutive year, the Bank received the “Manpower
Developer” status awarded by the Employees Retraining Board under their
ERB Manpower Development Award Scheme in recognition of the Bank’s
continuous staff development achievements.

As is our normal practice, we engaged an outside service in 2015 to provide
us with a market survey of current market employee compensation structure
to ensure that the Bank is a competitive employer. Our salary actions are
guided by market developments and our Bank’s financial performance and
risk levels.

The Bank had a stable workforce in 2015 with the staff turnover rate
declining slightly compared with the previous year.

On the social side, our employees were able to enjoy the many staff activities
and events organized by the Staff Recreation Committee in 2015. Our
events included the Fubon Voice Singing Contest, Ice Cream Day, Green
Power Hike and Theme Park Tickets Concession, all of which were well-
attended and highly successful.
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