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Benefiting from the positive global economic sentiment, better trade
performance, low interest rate environment and strong equity and
property market performance, the Hong Kong economy expanded
remarkably in 2017. Hong Kong GDP grew 3.8% in 2017. Both stock
and property markets posted solid gains. The Hang Seng Index rose
36% to 29,919 by year-end. While the property price is at an all time
high and recorded a 15% increase in 2017, there are concerns among
government officials and society in general about the sustainability of
such a property market.

In spite of the improved economic conditions, Fubon Bank (Hong
Kong) Limited (“the Bank”) and its subsidiaries (“the Group”) reported
a net profit of HK$583 million for the year ended 31 December 2017,
representing a year-on-year decrease of 8%. The decline in profit
was mainly due to a decrease in non-interest income and a dilution
loss arising from the reduction of the Bank’s percentage interest in
Xiamen Bank Co., Ltd (“Xiamen Bank”) in 2017, following third party
placements by Xiamen Bank during the year. Return on average equity
and return on average assets were 4.81% and 0.60% respectively,
compared with 5.72% and 0.68% in 2016. However, the Group’s
operating profit after impairment losses rose 20% to HK$516 million.
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Net interest income rose 4% to HK$1,216 million, mainly through
the expansion of loan portfolio and debt securities investment
portfolio. Nevertheless, net interest margin for the year narrowed by
2 basis points to 1.43%, largely because of increased deposit costs.
However, net interest margin began improving towards year end and
reached 1.51% in December 2017 after HIBOR rose to a nine-year
high in the fourth quarter of 2017 and, as a result, the Bank’s loan
yield picked up at a faster pace.

Net fee and commission income declined by 13% to HK$318 million.
The decline was mainly attributable to a 32% decrease in insurance
services income and a 7% decrease in credit card related fee income.
On the other hand, securities brokerage and investment services
income recorded an encouraging growth of 35%, underpinned by the
more actively traded stock market. Unit trust services income also
increased by 16% year-on-year.

The decrease in other operating income was mainly attributed to
higher mark-to-market losses on foreign exchange swaps, which
are required by accounting standards to be shown separately from
related foreign currency deposits. Total non-interest income fell 24%
to HK$322 million and the percentage of non-interest income to total
operating income also declined to 20.9%.

Operating expenses decreased by 1% to HK$950 million. Cost-
to-income ratio, however, slightly increased to 61.8% because of
the lower operating income. During the year, the Bank extended its
iBranch network to Kowloon and the New Territories by opening
iBranches in Mongkok and Shatin. Furthermore, the Bank launched
its first Commercial Banking Centre at the Kowloon Main Branch to
expand its SME banking activities. Locating the Commercial Banking
Centre in one of our flagship branches will enhance our ability to
provide comprehensive financial services to our SME customers. To
strengthen our brand image and market position, the Bank launched
a new branding campaign featuring the world snooker champion Miss
Ng On Yee in December of last year.

Total impairment losses amounted to HK$72 million, which included
HK$68 million on loans and advances and HK$4 million on other
assets. The amount decreased significantly by 65% when compared
with 20186, reflecting the Bank’s improvement in asset quality. The
impaired loan ratio was reduced from 0.77% at 2016 year-end to
0.39% at 2017 year-end, with a coverage ratio of nearly 100%.

The Group’s share of profits from Xiamen Bank rose 5% to HK$237
million in 2017. The Bank’s shareholding in Xiamen Bank was reduced
from 19.99% to 15.78% after two private placements of additional
share capital to new strategic investors by Xiamen Bank in June and
September 2017 respectively. As a result of the shareholding dilution,
the Bank recognized a deemed disposal loss of HK$61 million with an
after tax impact of HK$55 million.
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In November 2017, our parent company, Fubon Financial Holding Co.
Ltd., (“Fubon Financial Holdings”), agreed to purchase from the Bank
its entire shareholding in Xiamen Bank as part of the Fubon Group’s
investment realignment initiative. The transaction is now pending the
necessary regulatory approvals.

The Group’s total assets increased by 3% to HK$98 billion as at 31
December 2017. Gross advances to customers attained a double-
digit growth of 10% to HK$48 billion, attributable mainly to the growth
in loans to corporate customers. As liquidity remained ample in
Hong Kong, the Bank raised its loan-to-deposit ratio to 73.2% at 31
December 2017 and reduced customer deposits by 2% to HK$62
billion.

On 29 December 2017, the Bank issued US$193 million undated
non-cumulative subordinated Additional Tier 1 Capital Securities,
which were fully subscribed by our parent company, Fubon Financial
Holdings. This issuance strengthened the Group’s capital position
and allowed for further business growth. As at 31 December 2017,
the Group’s common equity tier 1 capital ratio, tier 1 capital ratio and
total capital ratio were 13.08%, 15.42% and 19.42% respectively,
which were well above the statutory requirements. The average
liquidity maintenance ratio also stood at a comfortable level of
50.52%.

Although the Hong Kong economic growth is expected to maintain its
momentum in 2018, there are a number of uncertainties affecting the
worldwide economy. The Brexit negotiation, North Korea crisis, and
the anticipated Federal Reserve’s interest rate hikes and the global
trade protectionist sentiments will continue to add complications to
the volatile global and domestic economies. In the face of a rapidly
evolving market environment, we will continue to enhance customer
engagement and pursue a prudent growth strategy to strengthen
the Bank’s local franchise. We remain committed to upgrading our
digital platforms and service delivery channels through investments in
information technology and infrastructure. Our efforts to move toward
a FinTech based business model started with the introduction of the
full service iBranch in 2015. Our goal is to provide our customers with
the “Fubon Experience” that meets the needs of today’s Hong Kong
consumers and business communities. Together with a diverse range
of products and services, we wish to establish ourselves as a quality,
reliable and trusted banking partner.

We believe in a strong risk management and compliance culture,
and we will continue to introduce the best practices in corporate
governance and service delivery. With the Board’s support,
management is pushing ahead with programmes to establish a
corporate culture that focuses on integrity, thrift and humility, aimed
at protecting our customers’ interests as well as the interest of
our employees and shareholders. To take advantage of the Fubon
Group’s vast business network, we closely collaborate with our parent
company and other affiliates to create a trustworthy financial partner
for our customers.
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As a socially responsible institution, we continue to support a wide
range of corporate social responsibility programmes and remain
supportive to our staff by providing them with career enhancement
opportunities to improve their well-being as well as a pleasant
workplace environment. We believe that our people are the most
valuable asset of the Bank and a stronger sense of belonging will
boost staff morale and enhance staff performance.

Finally, I would like to thank my management team and staff for their
contributions in achieving a solid operating performance in 2017. |
also wish to express my gratitude to our Chairman, the Chairman of
Fubon Financial Holdings and to the entire Board of Directors for their
support and guidance in achieving our strategic goals. Together, we
will achieve a sustainable growth model for our business and provide
value for all of our stakeholders.

Raymond Lee
Chief Executive Officer and Managing Director
April 2018
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