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The market turmoil that began in the second half of 2015, triggered by
the unexpected volatility of the Renminbi exchange rate, continued well
into 2016. Compounded by the economic uncertainties that prevailed
throughout the year, 2016 was a difficult year for the banking industry
in Hong Kong. The effect of Brexit and the changes in the political
landscape around the world added complications to the already fragile
global economy. The pace of economic growth in Mainland China slowed
last year while the real estate market and commodity prices continued to
rise. Retail sales in Hong Kong declined for the third consecutive year as
tourist arrivals continued to drop. Also in Hong Kong, asset yields came
under great pressure as a flight to quality emerged in the lending market
amid elevated market and credit concerns. As a result, competition for
mortgage business heated up and the pricing for good credit quality
customer declined.
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Despite the increasingly challenging operating environment, Fubon
Bank (Hong Kong) Limited (“the Bank”) and its subsidiaries (“the
Group”) reported a net profit of HK$635 million for the year ended 31
December 2016, representing an increase of 22% as compared with
2015. Return on average equity increased from 4.92% to 5.72% and
return on average assets increased from 0.60% to 0.68%.

Net interest income increased by 9% to HK$1,169 million, driven by
both the widening of net interest margin and the growth in average
interest-earning assets. Net interest margin widened by 5 basis points
to 1.45%. The increase was attributable to a decrease in deposit
costs coupled with continued yield improvement in the loan portfolio.
Average interest-earning assets grew by 5%, mainly underpinned by
the expanding debt securities investment portfolio.

Net fee income increased by 3% to HK$364 million while total
non-interest income, which included other operating income of
HK$57 million, decreased by 2% to HK$421 million. As a result, the
percentage of total non-interest income to total operating income
declined to 26.5%, compared with 28.6% in 2015. Compared to
the previous year, treasury products fee income contracted by
more than half, mainly due to the diminished demand for Renminbi-
related structured products from corporate customers because of the
continued expectation of the depreciation of the Renminbi against
the US Dollar. Securities brokerage and investment services income
was impacted by significant turnover shrinkage in the stock market
and declined by 36%. Despite the challenging market conditions,
insurance services income achieved a notable growth of 40%. Last
year, the Group also entered into a partnership with Fubon Life Hong
Kong to broaden the range of insurance products and services we
offer to our customers.

Operating expenses decreased by 7% to HK$957 million. Excluding
a provision of HK$100 million made in 2015 against a 2002 lawsuit
involving a transaction that originated in 1998, operating expenses
would have increased by 3%. Cost-to-income ratio decreased to
60.2%, compared with the adjusted ratio of 61.6% in 2015. Premises
costs, excluding depreciation, increased by 23%, due mainly to the
improvement work to Fubon Bank Building. However, despite the
increase in premises costs, the Group’s effective tight cost control
measures resulted in only a mild growth in total expenses.

The unfavourable credit environment that started in 2015 continued
into 2016. Net impairment losses amounted to HK$203 million, which
included a loan impairment provision of HK$224 million, offset by
a write-back of impairment losses on other assets totaling HK$21
million. This was mainly due to the disposal of the remaining fully
impaired structured investment vehicles held by the Bank. As of 31
December 2016, the impaired loan ratio was 0.77%, with a coverage
ratio of over 80%.
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For other non-operating income, Xiamen Bank Co., Ltd sustained its
growth momentum and delivered satisfactory results with the Group’s
share of profits amounted to HK$225 million, representing a year-on-year
increase of 9%. In addition, the Group disposed its investment in Vietnam
and recognized a gain of HK$48 million in 2016.

The Group’s total assets rose by HK$5 billion, or 5%, to HK$96 billion as
of 31 December 2016. Gross advances to customers increased by 2%
to HK$44 billion, wherein the growth was constrained by the sluggish
market environment. Customer deposits increased at a faster pace of 9%
to HK$64 billion, aligning with the Group’s strategy of maintaining a solid
deposit base in times of uncertainty. Taking into account the trade bills
and certificates of deposit issued by the Bank, the loan-to-deposit ratio
decreased from 69.4% at 31 December 2015 to 64.8% at 31 December
2016.

The Group’s capital and liquidity position remained strong and healthy.
The total capital ratio and common equity tier 1 capital ratio stood at
17.02% and 12.60% respectively as at 31 December 2016, compared
with 16.62% and 11.81%, respectively, at end-December 2015. The
average liquidity maintenance ratio also stood at a comfortable level of
48.49% in 2016.

We believe the global and domestic economies will remain uncertain and
volatile in 2017, creating a complex operating environment for banks in
Hong Kong. Despite these uncertainties, we will continue to strengthen
the Bank’s local franchise and pursue a prudent growth strategy to
stay resilient in the face of rapidly evolving business conditions. We
remain committed to our service-oriented approach by offering a diverse
range of financial services tailored to the needs of our target customer
segments. We will continue to expand our online and digital platforms
and upgrade our service delivery channels to capitalize on emerging
Fintech opportunities and meet changing customer preferences. In
corporate banking, we will continue to enhance our products and
services through technology to expand our customer base and deepen
customer relationships. Furthermore, our close collaboration with our
parent company, Fubon Financial Holding Co., Ltd. (“Fubon Financial
Holdings”), will ensure that we have adequate support and resources to
successfully implement our business strategy.

As always, we are committed to strengthening our risk management and
culture, and we will continue to adopt the ever evolving best practices in
corporate governance while improving our service delivery capabilities.
One of our core missions remains the provision of reliable and high-
quality banking solutions to our customers to enable them to benefit from
the unique FUBON EXPERIENCE.
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In addition to our deep commitment to our customers, we remain
dedicated to our staff by providing them with training, education
sponsorship and career enhancement opportunities. We fully believe
that our people are the most valuable asset of our Bank. To our
local community, we continue to uphold our responsibility as a
good corporate citizen by supporting an array of corporate social
responsibility programmes. During the year, the Bank was awarded
the 10 Years Plus Caring Company Logo by The Hong Kong Council
of Social Service.

Finally, | wish to thank my management team and staff for their
dedication in delivering consistently solid operating performance. |
would also like to extend my gratitude to our Chairman, Chairman
of Fubon Financial Holdings and to the entire Board of Directors for
their ongoing support and guidance in driving our strategic initiatives
and achieving sustainable business growth. We firmly believe that a
successful institution must remain true to, and provide value for, all of
our stakeholders.

Raymond Lee
Chief Executive Officer and Managing Director
April 2017
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