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Amid an uncertain and challenging market environment, Fubon Bank
(Hong Kong) Limited (“the Bank”) and its subsidiaries (“the Group”)
reported a net profit of HK$601 million for the year ended 31 December
2019, representing a year-on-year decrease of 27% as compared with
2018. Return on average equity and return on average assets were 4.19%
and 0.56%, respectively, compared with 5.61% and 0.82% in 2018. The
decline in net profit was mainly attributable to the reduction in the share
of profits from Xiamen Bank Co., Ltd. (“Xiamen Bank”) upon the disposal
of the Bank’s entire shareholding in Xiamen Bank to its parent company,
Fubon Financial Holding Co., Ltd. (“Fubon Financial Holdings”), in
November 2018. Nevertheless, the Group’s core operating profit after
impairment losses increased by 3% to HK$721 million.

Benefiting from the growth in average interest-earning assets, net
interest income rose by 4% to HK$1,416 million. Net interest margin for
the year, however, narrowed by four basis points to 1.49% primarily due
to the increase in deposit costs, which outweighed the improvement in
the overall assets yield. Average interest-earning assets grew by 7%,
underpinned by the expanding loan and debt securities investment
portfolios.

Net fee and commission income increased by 2% to HK$296 million.
The rise was attributed to the increase in credit related services and
insurance services income by 15% and 14%, respectively. On the
other hand, securities brokerage and investment services income was
impacted by significantly lower turnover in the stock market and declined
by 30%. Unit trust services income also decreased by 24%.

The increase in other operating income was due to lower mark-to-
market losses on foreign exchange swaps. Total non-interest income
increased by 5% to HK$347 million. The non-interest income-to-total
operating income ratio was stable at 19.7%.

Operating expenses decreased by 7% to HK$899 million. The cost-
to-income ratio dropped to 51.0% compared with 57.2% in 2018. The
Group continued its effective cost control measures while remaining
committed to allocating resources and investing in the development of a
robust Fintech framework.

Regarding Fintech, in 2019 the Bank successfully replaced its
fragmented Core Banking System with a single system named Finacle.
With many new functionalities, Finacle provides a platform for the Bank
to develop a Fintech strategy. Virtualization of our banking services is a
central theme in our medium term strategy. Among our efforts in 2019,
we introduced software token authentication, developed an Open API
environment, and launched the Faster Payment System. In the next two
years, the Bank plans to provide a virtual channel allowing our customers
to conduct most, if not all, of their major banking services via the internet
and mobile banking.
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During the year, the Bank won an appeal in the Court of Appeal against
a High Court judgment in 2016 which awarded a net aggregate amount
of HK$96 million to the plaintiff. This resulted in the Bank recovering the
entire amount from the plaintiff in 2019. The plaintiff’'s attempt to obtain
leave to appeal to the Court of Final Appeal was rejected in early 2020,
which represented a final closure to this litigation. The litigation related to
a loan syndication transaction that originated in 1998.

While the Bank’s impaired loan ratio at the end of 2019 was low at
0.33%, the Bank made a provision of HK$93 million for loan impairment
for stages 1 and 2 under the HKFRS9. Following the same accounting
standard, the Bank made a further provision of HK$37 million for other
asset impairment losses that covered primarily other financial assets.
However, loan impairment losses for stage 3 (net of bad debt recovery)
declined by HK$51 million to HK$12 million. As a result, the total
impairment losses amounted to HK$142 million. The coverage ratio for
the Bank’s non-performing loans was 98.8% as at 31 December 2019.

The Group’s total assets rose by HK$9 billion, or 8%, to HK$111 billion as
at 31 December 2019. Gross advances to customers attained a double-
digit growth of 10% to HK$53 billion, mainly contributed by growth in
loans to corporate customers. Customer deposits grew at a satisfactory
pace of 10% to HK$75 bilion, giving the Bank a strong deposit base in
an uncertain market. With the inclusion of trade bills and certificates of
deposit issued by the Bank, the loan-to-deposit ratio decreased from
66.7% at 31 December 2018 to 65.9% at 31 December 2019.

The Group’s capital and liquidity position continued to remain strong and
healthy during the year. As at 31 December 2019, the Group’s common
equity tier 1 capital ratio and tier 1 capital ratio were both 16.72%, and
its total capital ratio was 19.66%, which was well above the statutory
requirements. The average liquidity maintenance ratio also stood at a
comfortable level of 67.09%.

We believe that global economic conditions and the market environment
in Hong Kong will remain volatile in 2020. The outbreak of the novel
coronavirus (COVID-19) has posed additional challenges to the already
weakened market conditions in Hong Kong. Continuing uncertainty
over the U.S.-China trade dispute, heightened geopolitical tensions
and the social unrest in Hong Kong will continue to be obstacles to
economic recovery. Against a backdrop of a rapidly-changing operating
environment, we will continue to pursue our customer-centric and
prudent growth strategy to strengthen our local franchise. Underscoring
our commitment to provide our customers with the unique “Fubon
Experience”, we remain focused on enhancing our efficiency and service
delivery capabilities by making investments in technology and operational
infrastructure to develop innovative Fintech solutions for both retail and
corporate customers.
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We will continue to deepen our relationships with customers and
enhance customer engagement by providing products and services
that best suit their financial needs and advance our digital customer
experience. With technology changing the landscape of the banking
industry and the increased use of big data and artificial intelligence in
businesses, the Fintech strategy we developed will enable us to stay in
touch with the market. We will continue to apply technologies to acquire
customers via digital channels and realign our retail network to provide
customers with a better customer journey and in-branch experience.
Our continued association with Ms. Ng On Yee, Hong Kong'’s renowned
snooker player, reflects both our corporate and business culture to be a
vibrant and professional institution.

As always, we believe in a robust risk management and compliance
culture, and we will continue to maintain good credit quality through
proactive credit risk management. Leveraging the competitive
advantages of the Fubon Group, we will closely collaborate with Fubon
Financial Holdings and other affiliates to capitalize on new opportunities
in the region and to establish ourselves as a quality and trustworthy
banking partner.

We believe our staff are our most valuable asset and remain committed
to promoting a caring working environment that supports personal well-
being and career advancement. Since the onset of the novel coronavirus
(COVID-19) outbreak, we have been closely monitoring the situation and
have taken appropriate actions to safeguard the health of our employees
and customers. Meanwhile, we have also launched a number of relief
measures to assist customers in overcoming their short-term financial
difficulties. As a good corporate citizen, we will also continue to support
a variety of corporate social responsibility programmes in the community.

Finally, | wish to express my sincere thanks to our management team
and staff for their continuous dedication and contributions to the Bank,
especially under such difficult market and social conditions. | also
wish to express my gratitude to our Chairman, the Chairman of Fubon
Financial Holdings and to the entire Board of Directors for their ongoing
guidance and support, which has led to our success. Supported by our
professional and experienced staff, we stand together committed to
deliver the exceptional “Fubon Experience” to our customers.

Raymond Lee
Chief Executive Officer and Managing Director
April 2020
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