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ACTIVITIES

Fubon Bank (Hong Kong) Limited (“The Bank”) is a licensed bank
incorporated and domiciled in Hong Kong and has its registered office at
38 Des Voeux Road Central, Hong Kong.

The Bank, through its branches and subsidiaries, provides a range of
banking, financial and related services.

SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

(c)

Statement of compliance

These financial statements have been prepared in accordance with
all applicable Hong Kong Financial Reporting Standards (“‘HKFRSs”),
which collective term includes all applicable individual Hong Kong
Financial Reporting Standards, Hong Kong Accounting Standards
(“HKASs”) and Interpretations issued by the Hong Kong Institute
of Certified Public Accountants (“HKICPA”), accounting principles
generally accepted in Hong Kong and the requirements of the Hong
Kong Companies Ordinance. Significant accounting policies adopted
by the Group are disclosed below.

New and revised HKFRSs

The HKICPA has issued certain new and revised HKFRSs that are
first effective or available for early adoption for the current accounting
period of the Group. Note 2(d) provides information on any changes
in accounting policies resulting from initial application of these
developments to the extent that they are relevant to the Group for
the current and prior accounting periods reflected in these financial
statements.

The Group has not applied any new standard or interpretation that is
not yet effective for the current accounting period.

Basis of preparation of the financial statements

The consolidated financial statements for the year ended 31
December 2019 comprise the Bank and its subsidiaries (together
referred to as the “Group”).

The measurement basis used in the preparation of the financial
statements is the historical cost basis except that the following
assets and liabilities are stated at their fair value as explained in the

accounting policies set out below:

— equity securities designated at fair value through other
comprehensive income (see Note 2(q));

— trading assets and liabilities (see Note 2(q));
—  derivative financial instruments (see Note 2(j)); and

— owned properties (see Note 2(K)).

ES
BEART(BR)BRAR(IART)A—AREE
A MK AE B RARENIFRIRTT - H s

ERVAEBPIREFHBFISH ©
ATBEBESTEMNBRARIRE—RINET &
B S AERA AR o

FESTBER

(a) B=FEHH

(b)

(c)

WEMBREDREBEGHMASRMA
—ERCEAMBREEDMHRS - %5
BEE—ERNENEBMBERELER
(BREEGHER) REERBEEERAN
SR RBEB(REEPDOMRE - ARE
PR E 2@t BEREN T

el RIETE B K REZER
ERGHMASEBEAE TEMTREE
BB REED  RAKRBAHS M
EIREBS AT HIRRRG - EAERNZE
HE IO ST RRES AR SN
BEHASEASHEFERNAEFFEN
58 - HMRHTE2() -

A1 A R T SRR R A
ZATRARRTE -

MR ENRBEE
BE-S-NFT-ASt-BLERZE
BB - DA RANBA A (KA
g3 DE
RRMBREFRAOTEEEAEL AR

& BTIARFEEIENEERAG (D
TRE SRR BRI

- EBTEAATEEREMEZEKETEY
WA E (R HE2(g)

- BERSABREEREE(RME2)

- PTHESRIA(RME2)) : &

- FEEHAz2ME(RME2K)

Fubon Bank E#F$R1T



2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(c)

(d)

Annual Report 2019 FF

Basis of preparation of the financial statements (continued)
In addition, the carrying amounts of assets and liabilities carried at
amortized cost that are designated as hedged items in a fair value
hedge are adjusted for fair value changes attributable to the hedged
risk.

Non-current assets and disposal groups held for sale are stated at
the lower of carrying amount and fair value less costs to sell (see Note

2().

The preparation of financial statements in conformity with HKFRSs
requires management to make judgements, estimates and
assumptions that affect the application of policies and reported
amounts of assets and liabilities, income and expenses. The estimates
and associated assumptions are based on historical experience and
various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the
judgements about carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an
ongoing basis. Revisions to accounting estimates are recognized in
the period in which the estimate is revised if the revision affects only
that period, or in the period of the revision and future periods if the
revision affects both current and future periods.

Judgements made by management in the application of HKFRSs that
have a significant effect on the financial statements and major sources
of estimation uncertainty are discussed in Note 43.

Changes in accounting policies

The HKICPA has issued a new standard, HKFRS 16, Leases, and
a number of amendments to HKFRSs that are first effective for the
current accounting period of the Group.

Except for HKFRS 16, none of the developments have had a material
effect on how the Group’s results and financial position for the current
or prior periods have been prepared or presented. The Group has not
applied any new standard or interpretation that is not yet effective for
the current accounting period.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting policies (continued)
HKFRS 16, Leases

HKFRS 16 replaces HKAS 17, Leases, and the related interpretations,
HK(FRIC) 4, Determining whether an arrangement contains a lease,
HK(SIC) 15, Operating leases — incentives, and HK(SIC) 27, Evaluating
the substance of transactions involving the legal form of a lease. It
introduces a single accounting model for lessees, which requires
a lessee to recognize a right-of-use asset and a lease liability for
all leases, except for leases that have a lease term of 12 months
or less (“short-term leases”) and leases of low value assets. The
lessor accounting requirements are brought forward from HKAS 17

substantially unchanged.

The Group has initially applied HKFRS 16 from 1 January 2019. The
Group has elected to use the modified retrospective approach and
has therefore recognized the cumulative effect of initial application as
an adjustment to the opening balance of equity at 1 January 2019.

Comparative information has not been restated and continues to be
reported under HKAS 17. Further details of the nature and effect of
the changes to previous accounting policies and the transition options

applied are set out below:

(i)  New definition of a lease

The change in the definition of a lease mainly relates to the concept
of control. HKFRS 16 defines a lease on the basis of whether a
customer controls the use of an identified asset for a period of time,
which may be determined by a defined amount of use. Control is
conveyed where the customer has both the right to direct the use
of the identified asset and to obtain substantially all of the economic

benefits from that use.

(i)  Lessee accounting

HKFRS 16 eliminates the requirement for a lessee to classify leases
as either operating leases or finance leases, as was previously
required by HKAS 17. Instead, the Group is required to capitalize all
leases when it is the lessee, including leases previously classified as
operating leases under HKAS 17, other than short-term leases and
leases of low-value assets. As far as the Group is concerned, these
newly capitalized leases are primarily in relation to fixed assets as

disclosed in Note 21.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting policies (continued)
HKFRS 16, Leases (continued)
(i) Lessee accounting (continued)
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Where the contract contains lease component(s) and non-lease
component(s), the Group has elected not to separate non-lease
components and accounts for each lease component and any
associated non-lease components as a single lease component for all
leases.

When the Group enters into a lease in respect of a low-value asset,
the Group decides whether to capitalize the lease on a lease-by-lease
basis. The lease payments associated with those leases which are
not capitalized are recognized as an expense on a systematic basis
over the lease term.

Where the lease is capitalized, the lease liability is initially recognized at
the present value of the lease payments payable over the lease term,
discounted using the interest rate implicit in the lease or, if that rate
cannot be readily determined, using a relevant incremental borrowing
rate. After initial recognition, the lease liability is measured at amortized
cost and interest expense is calculated using the effective interest
method. Variable lease payments that do not depend on an index
or rate are not included in the measurement of the lease liability and
hence are charged to profit or loss in the accounting period in which
they are incurred.

The right-of-use asset recognized when a lease is capitalized is
initially measured at cost, which comprises the initial amount of
the lease liability plus any lease payments made at or before the
commencement date, and any initial direct costs incurred. Where
applicable, the cost of the right-of-use assets also includes an estimate
of costs to dismantle and remove the underlying asset or to restore
the underlying asset or the site on which it is located, discounted to
their present value, less any lease incentives received.

The right-of-use asset is subsequently stated at cost less
accumulated depreciation and impairment losses.

The lease liability is remeasured when there is a change in future
lease payments arising from a change in an index or rate, or there is a
change in the Group’s estimate of the amount expected to be payable
under a residual value guarantee, or there is a change arising from
the reassessment of whether the Group will be reasonably certain
to exercise a purchase, extension or termination option. When the
lease liability is remeasured in this way, a corresponding adjustment is
made to the carrying amount of the right-of-use asset, or is recorded
in profit or loss if the carrying amount of the right-of-use asset has
been reduced to zero.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting policies (continued)

HKFRS 16, Leases (continued)

(i) Lessor accounting
The Group leases out a number of items of machinery as the lessor of
finance leases. The accounting policies applicable to the Group as a
lessor remain substantially unchanged from those under HKAS 17.

80

Under HKFRS 16, when the Group acts as an intermediate lessor in a
sublease arrangement, the Group is required to classify the sublease
as a finance lease or an operating lease by reference to the right-
of-use asset arising from the head lease, instead of by reference to
the underlying asset. The adoption of HKFRS 16 does not have a
significant impact on the Group’s financial statements in this regard.

A. Critical accounting judgements and sources of estimation
uncertainty in applying the above accounting policies

()

Classification of interest in leasehold land and buildings held
for own use

In accordance with HKAS 16, Property, plant and
equipment, the Group chooses to apply either the cost
model or the revaluation model as its accounting policy for
items of property, plant and equipment held for own use
on a class-by-class basis. In applying this policy, the Group
has concluded that its registered ownership interests in
leasehold properties and the right to use other properties
leased under tenancy agreements are two separate
groupings of assets which differ significantly in their nature
and use. Accordingly, they are regarded by the Group as
separate classes of asset for subsequent measurement
policies in accordance with the above accounting policies.
Specifically, registered ownership interests are carried under
the revaluation model, while rights to use properties under
tenancy agreements are carried at depreciated cost.

In making this judgement, the Group has taken into account
that, as the registered owner of a leasehold property,
the Group is able to benefit fully from any changes in the
valuation of these properties whether as holding gains or by
selling the property interest to others, as well as being able
to use the properties in its operation free of paying market
rents. In contrast, the shorter term tenancy agreements
are typically for periods of no more than 10 years and are
subject to other restrictions, in particular on transferability
of the Group’s tenancy rights to others. These shorter
term tenancy agreements are executed in order to retain
operational flexibility and to reduce the Group’s exposure to
property market fluctuations. They may contain termination
or extension clauses, and are typically subject to market rent
reviews every two to three years.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting policies (continued)
HKFRS 16, Leases (continued)
(i) Lessor accounting (continued)
A. Critical accounting judgements and sources of estimation
uncertainty in applying the above accounting policies (continued)
(i) Determining the lease term
As explained in the above accounting policies, the lease
liability is initially recognized at the present value of the
lease payments payable over the lease term. In determining
the lease term at the commencement date for leases that
include renewal options exercisable by the Group, the Group
evaluates the likelihood of exercising the renewal options
taking into account all relevant facts and circumstances that
create an economic incentive for the Group to exercise the
option, including favorable terms, leasehold improvements
undertaken and the importance of that underlying asset
to the Group’s operation. The lease term is reassessed
when there is a significant event or significant change in
circumstance that is within the Group’s control. Any increase
or decrease in the lease term would affect the amount of
lease liabilities and right-of-use assets recognized in future
years.

B.  Transitional impact

At the date of transition to HKFRS 16 (i.e. 1 January 2019), the
Group determined the length of the remaining lease terms and
measured the lease liabilities for the leases previously classified
as operating leases at the present value of the remaining
lease payments, discounted using the relevant incremental
borrowing rates at 1 January 2019. The weighted average of
the incremental borrowing rates used for determination of the
present value of the remaining lease payments was 3.3% p.a..
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting policies (continued)
HKFRS 16, Leases (continued)
(i)  Lessor accounting (continued)
B. Transitional impact (continued)
To ease the transition to HKFRS 16, the Group applied the
following recognition exemption and practical expedients at the
date of initial application of HKFRS 16:

82

when measuring the lease liabilities at the date of initial
application of HKFRS 16, the Group applied a single
discount rate to a portfolio of leases with reasonably similar
characteristics (such as leases with a similar remaining
lease term for a similar class of underlying asset in a similar
economic environment); and

when measuring the right-of-use assets at the date of
initial application of HKFRS 16, the Group relied on the
previous assessment for onerous contract provisions as
at 31 December 2018 as an alternative to performing an
impairment review.

The following table reconciles the operating lease
commitments as disclosed in Note 33(b) as at 31 December
2018 to the opening balance for lease liabilities recognized as
at 1 January 2019:
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Operating lease commitments at 31 December 2018

Less: total future interest expenses

Present value of remaining lease payments,
discounted using the incremental borrowing rate
at 1 January 2019

Add: finance lease liabilities recognized as
at 31 December 2018

Total lease liabilities recognized at 1 January 2019

MRS aEMIEHRZ HE
HK$'000
FAT
RZZE—)\F+-A=+—80K
A BT B 58,492
B RIRF B AR (5,779)
FHHENFEERR S —NF
—A— BRI EERFE
FIRMIRE 52,713
mrR=E-N\F+=A=+—H
RO EHERE -
RZZE—NF—A—BERN
HEARER 52,713
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) 2.

(d) Changes in accounting policies (continued)
HKFRS 16, Leases (continued)
(i) Lessor accounting (continued)

FAIEER & T

FERHER @)

(d) EFBEREE (&)
EBUBRELERE165%EHE (H)
(i) A S EFEE)

B. Transitional impact (continued) B BEFEE)
The right-of-use assets in relation to leases previously classified AR EAKEHENHERANGE
as operating leases have been recognized as if HKFRS 16 had RAEEECHER  NREMEERKZA

always been applied since the commencement date of the lease.

On transition to HKFRS 16, the Group recognized additional
right-of-use assets and additional lease liabilities, recognizing the

R-BERAEEMBRELEE165 -

RBRER B REERE 165
ARECRIABINEREEEREI

difference in retained earnings. The following table summarizes
the impacts of the adoption on the Group’s consolidated

WEERE  WRREBENHER
o TREDLRAZENH AR B A

statement of financial position: SRR R E
Carrying Capitalisation Carrying
amountat  of operating amount at
31 December lease 1 January
2018 contracts 2019
RZT—\F
+=A RZTE—NF
=+—Hf wEHE —A—B/
REE /&HERE REE
HK$’000 HK$’000 HK$’'000
FAT FAT FAT
Line items in the consolidated SRATBUHRE
statement of financial position HHE16H M EY
impacted by the adoption of HEMER
HKFRS 16: MFTIER
ASSETS EE
Fixed assets EEEE 4,312,504 47,112 4,359,616
LIABILITIES aE
Other liabilities HivBfE 1,836,703 52,713 1,889,416
Deferred tax liabilities ERBIEEE 676,552 (924) 675,628
EQUITY R
Reserves i 9,193,159 4,677) 9,188,482

The analysis of the net book value of the Group’s right-of-use
assets by class of underlying asset at the end of the reporting
period and at the date of transition to HKFRS 16 is as follows:

RBEMRBEER A REER
FI1RER - AREFERREEERNAMH
BEBREDNREFESNAT

31 December 1 January
2019 2019
—E-hEF ZE-NF
+=A=+-~ —A—H
HK$’000 HK$'000
THExT FAT
Included in “Fixed assets”: TR ATEEEE IF

Other properties and equipment leased for own  FHE{EE AR E M ZEN

use, carried at depreciated cost B IITERASIE 64,782 47,112
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SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting policies (continued)
HKFRS 16, Leases (continued)
(i)  Lessor accounting (continued)

2. EEETBE®
(d) EHBERSE(#)
BB REEAF 16 AE(A)
(i) HFIA Bt 2 ()

After the initial recognition of right-of-use assets and lease
liabilities as at 1 January 2019, the Group as a lessee is required
to recognize interest expense accrued on the outstanding
balance of the lease liability, and the depreciation of the right-
of-use asset, instead of the previous policy of recognizing rental
expenses incurred under operating leases on a straight-line
basis over the lease term. This results in a positive impact on
the reported profit from operations in the Group’s consolidated
statement of comprehensive income, as compared to the results
if HKAS 17 had been applied during the year.

C. Lease liabiliies C. HHEBE
The remaining contractual maturities of the Group’s lease REBRREHRRBEZEANHER
liabilities at the end of the reporting period and at the date of EHEBEI6HZHNHEEEER T ALY
transition to HKFRS 16 are as follows: FHWT -
31 December 2019 1 January 2019
“E2-AE+=A=t+-H —2-hF-A-H
Present Present
value of the Total value of the Total
minimum minimum minimum minimum
lease lease lease lease
payments payments payments payments
BEHRE BEHEE RERE REHE
RHBRE ARAE [ARERE s
HK$°000 HK$°000 HK$'000 HK$'000
THERT TER TEx Thx
Within 1 year —FR 23,207 25,015 18,052 21,008
After 1 year but within 2 years —FRERER 15,633 16,833 10,646 11,607
After 2 year but within 5 years MERERER 25,318 26,724 15,983 17,521
After 5 years hLF% 3,453 3,524 8,032 8,356
67,611 72,096 52,713 58,492
Less: total future interest expenses B RRFIS Y EE (4,485) (6,779)
Present value of lease liabilties HEaERA 67,611 52,713
Impact on the financial result of the Group D. ¥ REERFEENEE

RIF-NF-A-BEREREME
BERBERER  AREFE/EEA
BREAHERBEREEEHOEE L
Fx - ERREENE  MIFRRAKR
FNHERRNREREERCETHER
TEANEERX - RFAHERES
SEHERFETRMEREMLL - e
AEEGAEARERTRELENR
WENNEmTE -
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(d) Changes in accounting policies (continued)
HKFRS 16, Leases (continued)
(i) Lessor accounting (continued)

PSR B

2. FESTBE®)
(d) EFBEREE (&)

BB

BHmELERE1655HEI(E)

(i) HEABEEFE ()

D. Impact on the financial result of the Group (continued) D  ¥HAREFHHRENTEE)
The following tables may give an indication of the estimated TRERRAR BV KIREERE 165
impact of adoption of HKFRS 16 on the Group’s financial HAEBHE-_T—NE+_A=1+—
result for the year ended 31 December 2019, by adjusting HIEFEZHBEE B E 7%
the amounts reported under HKFRS 16 in these consolidated BEZEREAVERRTRIERENH
financial statements to compute estimates of the hypothetical WEEBF16ET 2R 2 EHIEES
amounts that would have been recognized under HKAS 17 if this BEHEREITRAEERZBREE
superseded standard had continued to apply to 2019 instead of EITHR (MR EELEZFERAR
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NOTES TO THE FINANCIAL STATEMENTS
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(e) Investments in subsidiaries

86

0

Subsidiaries are entities controlled by the Group. The Group controls
an entity when it is exposed, or has rights, to variable returns from its
involvement with the entity and has the ability to affect those returns
through its power over the entity. When assessing whether the Group
has power, only substantive rights (held by the Group and other
parties) are considered.

An investment in a subsidiary is consolidated into the consolidated
financial statements from the date that control commences until the
date that control ceases.

Intra-group balances and transactions, and any unrealized profits
arising from intra-group transactions, are eliminated in full in preparing
the consolidated financial statements. Unrealized losses resulting from
intra-group transactions are eliminated in the same way as unrealized
gains, but only to the extent that there is no evidence of impairment.

In the Bank’s statement of financial position, its investments in
subsidiaries are stated at cost less impairment losses, if any (see Note
2(0)).

Interest in an associate

An associate is an entity in which the Group or the Bank has
significant influence, but not control or joint control, over its
management, including participation in the financial and operating
policy decisions.

The investment in an associate in the Philippines is not equity
accounted for in the consolidated financial statements as it is
considered by the directors to be immaterial to the Group. It is
stated at cost less impairment losses in the Group’s and the Bank’s
statement of financial position. The result of this associated company is
included in the Group’s and the Bank’s profit or loss to the extent of
dividends receivable.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(g9) Financial instruments
() Initial recognition

The Group’s policies for investments in debt and equity securities,
other than investments in subsidiaries, associates and joint ventures,

are set out below.

Investments in debt and equity securities are recognized/
derecognized on the date the Group commits to purchase/sell the
investment. The investments are initially stated at fair value plus
directly attributable transaction costs, except for those investments
measured at Fair Value through Profit or Loss (“FVPL”) for which
transaction costs are recognized directly in profit or loss. These
investments are subsequently accounted for as follows, depending on

their classification.

(i) Categorization
Investments other than equity investments

Non-equity investments held by the Group are classified into one of

the following measurement categories:

— amortized cost, if the investment is held for the collection of
contractual cash flows which represent solely payments of
principal and interest. Interest income from the investment is

calculated using the effective interest method;

—  Fair Value through Other Comprehensive Income (“FVOCI”)
(recycling), if the contractual cash flows of the investment
comprise solely payments of principal and interest and the
investment is held within a business model whose objective is
achieved by both the collection of contractual cash flows and
sale. Changes in fair value are recognized in other comprehensive
income, except for the recognition in profit or loss of expected
credit losses, interest income (calculated using the effective
interest method) and foreign exchange gains and losses. When
the investment is derecognized, the amount accumulated in
other comprehensive income is recycled from equity to profit or

loss; or

- FVPL, if the investment is held for trading or otherwise does not
meset the criteria for being measured at amortized cost or FVOCI
(recycling). Changes in the fair value of the investment (including

interest) are recognized in profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS
3R o Bt

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(9) Financial instruments (continued)
(i) Categorization (continued)
Equity investments

An investment in equity securities is classified as FVPL unless
the equity investment is not held for trading purposes and on
initial recognition of the investment, the Group makes an election
to designate the investment at FVOCI (non-recycling) such
that subsequent changes in fair value are recognized in other
comprehensive income. Such elections are made on an instrument-
by-instrument basis, but may only be made if the investment meets
the definition of equity from the issuer’s perspective. The FVOCI
designation is made when the non-trading equity investments are
expected to be held for long-term strategic purposes. Where such an
election is made, the amount accumulated in other comprehensive
income remains in the investment revaluation reserve (non-recycling)
until the investment is disposed of. At the time of disposal, the
amount accumulated in the investment revaluation reserve (non-
recycling) is transferred to retained earnings. It is not recycled through
profit or loss. Dividends from an investment in equity securities,
irrespective of whether classified as at FVPL or FVOCI (non-recycling),

are recognized in profit or loss as other operating income.

(iii) Fair value measurement principles

The fair value of financial instruments is ideally based on their quoted
market prices at the end of the reporting period without any deduction
for estimated future selling costs. Financial assets are priced at
current bid prices, while financial liabilities are priced at current asking

prices.

If there is no publicly available latest traded price nor a quoted market
price on a recognized stock exchange, a price from a broker/dealer
for non-exchange-traded financial instruments is used. If the market
for a financial instrument is not active, the fair value of the instrument is
estimated using a valuation technique that provides a reliable estimate
of the price which could be obtained in an actual market transaction.

Where discounted cash flow techniques are used, estimated future
cash flows are based on management’s best estimates and the
discount rate used is a market rate at the end of the reporting period
applicable for an instrument with similar terms and conditions. Where
other pricing models are used, inputs are based on market data at the

end of the reporting period.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(9)
(iv)

(v)

(vi)

Annual Report 2019 FF

Financial instruments (continued)

Derecognition

A financial asset is derecognized when the contractual rights to
receive the cash flows from the financial asset expire, or where the
financial asset together with substantially all the risks and rewards of
ownership, have been transferred.

A financial liability is derecognized when the obligation specified in the
contract expires or is discharged or cancelled.

Offsetting

Financial assets and financial liabilities are offset and the net amount is
reported in the statement of financial position where there is a legally
enforceable right to offset the recognized amounts and there is an
intention to settle on a net basis, or realize the asset and settle the
liability simultaneously.

Modified financial instruments

Financial assets and financial liabilities whose original contractual
terms have been modified, including those loans subject to
forbearance strategies, are considered to be modified instruments.
Modifications may include changes to the tenor, cash flows and or
interest rates amongst other factors.

Where derecognition of financial assets is appropriate, the newly
recognized residual loans are assessed to determine whether the
assets should be classified as purchased or originated credit impaired
assets (“POCI").

Where derecognition is not appropriate, the gross carrying amount
of the applicable instruments are recalculated as the present value of
the renegotiated or modified contractual cash flows discounted at the
original effective interest rate (or credit adjusted effective interest rate
for POCI financial assets). The difference between the recalculated
values and the pre-modified gross carrying values of the instruments
are recorded as a modification gain or loss in profit or loss.
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NOTES TO THE FINANCIAL STATEMENTS
3R o Bt

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(h) Repurchase and reverse repurchase transactions
Securities sold subject to a simultaneous agreement to repurchase
these securities at a certain later date at a fixed price (repurchase
agreement) are retained in the financial statements and measured in
accordance with their original measurement principles. The proceeds
from the sale are reported as liabilities and are carried at amortized

cost.

Securities purchased under agreements to resell (reverse repurchase
agreements) are reported as receivables and are carried at amortized

cost.

Interest earned on reverse repurchase agreements and interest
incurred on repurchase agreements is recognized as interest income
and interest expense respectively, over the life of each agreement

using the effective interest method.

(i) Derivative financial instruments

Derivative financial instruments are recognized at fair value. At the
end of each reporting period the fair value is remeasured. The gain
or loss on remeasurement to fair value is recognized immediately in
profit or loss, except where the derivatives qualify for cash flow hedge
accounting or hedges of net investment in a foreign operation, in
which case recognition of any resultant gain or loss depends on the

nature of the item being hedged.

(i) Hedging

Hedge accounting recognizes the offsetting effects on profit or loss of
changes in the fair values of the hedging instruments and the hedged
items. The Group assesses and documents whether the financial
instruments that are used in hedging transactions are highly effective
in offsetting changes in fair values of hedged items attributable to the
hedged risks both at hedge inception and on an ongoing basis. As
permitted by HKFRS 9, the Group has elected to apply the hedge
accounting requirements of HKAS 39. Under HKAS 39 hedges are
classified into three categories: (a) fair value hedges; (b) cash flow
hedges; and (c) net investment hedges. The Group only applies hedge
accounting for fair value hedging of certain fixed rate debt securities

measured at amortized cost and certificates of deposit issued.

The Group discontinues prospectively hedge accounting when (a) the
hedging instrument expires or is sold, terminated or exercised; (b) the
hedge no longer meets the criteria for hedge accounting; or (c) the

Group revokes the designation.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

)
U]

(i)
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Hedging (continued)

Fair value hedge

A fair value hedge seeks to offset risks of changes in the fair value
of recognized assets and liabilities that will give rise to a gain or loss
being recognized in profit or loss.

The hedging instruments are measured at fair value, with fair value
changes recognized in profit or loss. The carrying amounts of the
hedged items are adjusted by the changes in fair value attributable to
the risk being hedged. These adjustments are recognized in profit or
loss to offset the effect of gains or losses on the hedging instruments.

When a hedging instrument expires or is sold, terminated or exercised,
the hedge no longer meets the criteria for hedge accounting or
the Group revokes designation of the hedge relationship any
adjustment up to that point, to a hedged item for which the effective
interest method is used, is amortized to profit or loss as part of the
recalculated effective interest rate of the item over its remaining life.

Hedge effectiveness testing

In order to qualify for hedge accounting, the Group carries out
prospective effectiveness testing to demonstrate that it expects
the hedge to be highly effective at the inception of the hedge and
throughout its life. Actual effectiveness (retrospective effectiveness) is
also demonstrated on an ongoing basis.

The documentation of each hedging relationship sets out how the
effectiveness of the hedge is assessed. The method which the Group
adopts for assessing hedge effectiveness will depend on its risk
management strategy.

The Group utilises both cumulative dollar offset method and
regression analysis as the effectiveness testing methodologies for
retrospective testing. For prospective effectiveness, the hedging
instruments must be expected to be highly effective in achieving
offsetting changes in fair value attributable to the hedged risk
during the period for which the hedge is designated and is typically
demonstrated through matching of critical terms. For actual
effectiveness, the hedging instrument should demonstrate that it is
highly effective in offsetting changes in fair value attributable to the
hedged risk. The Group considers that where changes in fair value
offset each other in the range of 80 percent to 125 percent the hedge
is highly effective.

NOTES TO THE FINANCIAL STATEMENTS

p

2. FESHBE®E)

)
U]

(i)

Hrmm)

D EEH
AFEESHANEREHCHREERA
ENATEEESZAR(ZFEDHHERER
ERRRAERER) o

P TRABATEEIE  XAFRELD
RBRENRE - WNEE 2 BEERNY
w2z BRATER AT RESBEDEL -
b SWEERSENED - LR LA
MRz Bs e -

EEh T AR HRB L E - RILHRITE
HATBN RN EHEANGRE  HAKE
BB THRENEAERE  BEERALY
fE AERA R EF B HIR R MER R
B SHBERAEE  (FREZRAMNE
HHEEN T EEERANZN—#D o

AR

AR EEE  ARERTAFT L
B HEE SR TR » TR AR RT S h e Rt
HERFHRETERAAREFEAR - 2
BRZRE N ZERE R EERRY
IR - ARETREM RSP EREX
HETERA MR -

FEEHBEDERF A EZEE
BRIz FHETE - ARERFBEITNE
RIETRA T ERUR R K R B IR -

AR EE AR BERHERER SIS
BBE AR AR - AR
M Hih T RUERBE RS BEA
W BE AR AR TERZ AT
BESD - BF RN BRERETE N
o REBARIEME - 1 TANERN
EREASE AR AN PR SR
ATEERD - AEERR - ATEES
15 341t R TEB0% E 126% KB A A A
A -

91




NOTES TO THE FINANCIAL STATEMENTS
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

92

(k) Property and equipment

The Group’s leasehold land and buildings are held under leasehold
agreements and, in the absence of reliable information to allow
separation of the land and buildings components under the leases the
land and buildings are accounted for as properties.

These leasehold land and buildings are stated at their revalued
amount, being their fair value at the date of the revaluation less any
subsequent accumulated depreciation. Revaluations are performed
with sufficient regularity to ensure that the carrying amount of these
assets does not differ materially from that which would be determined
using fair values at the end of the reporting period.

Changes arising on the revaluation of properties are generally dealt
with in other comprehensive income and are accumulated separately
in equity in the premises revaluation reserve. The only exceptions are
as follows:

— when a deficit arises on revaluation, it will be charged to profit or
loss to the extent that it exceeds the amount held in the reserve
in respect of that same asset immediately prior to the revaluation;
and

— when a surplus arises on revaluation, it will be credited to profit
or loss to the extent that a deficit on revaluation in respect of that
same asset had previously been charged to profit or loss.

The following items of property, plant and equipment are stated at
cost less accumulated depreciation and impairment losses (see Note
2()):

— right-of-use assets arising from leases over other properties and
equipment for own use where the group is not the registered
owner of the property interest (see Note 2(m)); and

— items of furniture, fixtures and equipment.

Subsequent expenditure relating to a fixed asset that has already
been recognized is added to the carrying amount of the assets when
it is probable that future economic benefits, in excess of the originally
assessed standard of performance of the existing asset, will flow to
the Group. All other subsequent expenditure is recognized as an
expense in the period in which it is incurred.

Gains or losses arising from the retirement or disposal of fixed assets
are determined as the difference between the net disposal proceeds
and the carrying amount of the assets and are recognized in profit
or loss on the date of retirement or disposal. Any related revaluation
surplus is transferred from the premises revaluation reserve to
retained earnings and is not reclassified to profit or loss.

2. FESHBE®E)
(k) MERZE

AEEREHEHFSEHELWNET
EEAEENUAFREROSHLME
FZAKRIABERT - L REFIIEDE
N X

ZERETH BT HRASEHRSB(AIAR
BERSNAFEENREREMNREFFE)
SIfR - AEEGTEHMATHEARRNERS
MAZEEEZREEEERAFEREE
ZEERBERZR -

SHEYEEL Y B RPN LB EY
R ARHRET 2 WL SR
2t - ETFFIBRES -

- EBEHUBBAR  BABHR-BE
REREMAZHEEFESSEREN
R

- EREMGWHRARE - HE—EEN
ELEEHBMBRSHRE - AIAR
BfEBHEH ARG  ELRANAE
BERERAMG 2 B EH

WTWE - BF kREERRB DEKAREZR
ATITE RO E R (R HTE2(0) 18R

— MEREBUFEMEESNTMRERA
MEMERNMEREENEENER
BEERKMF2m) &

WEZETEEMBEENREEMEEER
RGPS (BHRBEEZMINTEZRE
BE)WRAAKE - ZEERSHINNERE
BEZREME - EUMAREBANEES
HRIRHER R ©

EEBEERERHEELNRENREAH
BELEMGHRFEEARAELZH
METE - TRBEEXHESE AN BRRAHE
R EMABERRGTBMEEGHRES
BERBRN BfQENHEERER -

Fubon Bank E#F$R1T




2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(k) Property and equipment (continued)

0
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Depreciation is calculated to write off the cost or valuation of items
of property and equipment using the straight line method over the
estimated useful lives as follows:

— buildings situated on leasehold land are depreciated over the
shorter of the unexpired term of the lease and their estimated
useful lives, being no less than 2% per annum after the date of
completion.

— furniture and equipment is generally depreciated over periods of
between three to ten years.

- Right-of-use asset is depreciated using the straight-line method
from the commencement date to the end of the lease term.

Where parts of an item of property and equipment have different useful
lives, the cost or valuation of the item is allocated on a reasonable
basis between the parts and each part is depreciated separately. Both
the useful life of an asset and its residual value, if any, are reviewed
annually.

Assets held for sale

An asset is classified as held for sale if it is highly probable that its
carrying amount will be recovered through a sale transaction rather
than through continuing use and the asset is available for sale in its
present condition.

Immediately before classification as held for sale, the measurement of
the assets is brought up-to-date in accordance with the accounting
policies before the classification. Then, on initial classification as held
for sale and until disposal, the assets (except for certain assets as
explained below), are recognized at the lower of their carrying amount
and fair value less costs to sell. The principal exceptions to this
measurement policy so far as the financial statements of the Group
are concerned are deferred tax assets, assets arising from employee
benefits and financial assets (other than investments in subsidiaries,
associates and joint ventures). These assets, even if held for sale,
would continue to be measured in accordance with the policies set
out elsewhere in Note 2.

Impairment losses on initial classification as held for sale, and on
subsequent remeasurement while held for sale, are recognized in
profit or loss. As long as an asset is classified as held for sale, the asset
is not depreciated or amortized.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(m) Leases and hire purchase contracts
The Group has applied HKFRS 16 using the modified retrospective
approach and therefore comparative information has not been
restated and continues to be reported under HKAS 17 and HKFRIC 4.
The details of accounting policies under HKAS 17 and HKFRIC 4 are
disclosed separately.
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Policies applicable from 1 January 2019
At inception of a contract, the Group assesses whether a contract is,
or contains, a lease. A contract is, or contains, a lease if the contract
conveys the right to control the use of an identified asset for a period
of time in exchange for consideration. To assess whether a contract
conveys the right to control the use of an identified asset, the Group
uses the definition of a lease in HKFRS 16.

A.

Group acting as a lessee

At commencement or on modification of a contract that
contains a lease component, the Group allocates consideration
in the contract to each lease component on the basis of its
relative standalone price. However, for leases of branches and
office premises the Group has elected not to separate non-
lease components and accounts for the lease and non-lease
components as a single lease component.

The Group recognizes a right-of-use asset and a lease liability at
the lease commencement date. The right-of-use asset is initially
measured at cost, which comprises the initial amount of the lease
liability adjusted for any lease payments made at or before the
commencement date, plus any initial direct costs incurred and
an estimate of costs to dismantle and remove any improvements
made to branches or office premises.

The right-of-use asset is subsequently depreciated using the
straight-line method from the commencement date to the end of
the lease term. In addition, the right-of-use asset is periodically
reduced by impairment losses, if any, and adjusted for certain
remeasurements of the lease liability.

The lease liability is initially measured at the present value of the
lease payments that are not paid at the commencement date,
discounted using the interest rate implicit in the lease or, if that
rate cannot be readily determined, the Group’s incremental
borrowing rate. Generally, the Group uses its incremental
borrowing rate as the discount rate.

The Group determines its incremental borrowing rate by
analysing its borrowings from various external sources and
makes certain adjustments to reflect the terms of the lease and
type of asset leased.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(m) Leases and hire purchase contracts (continued)
Policies applicable from 1 January 2019 (continued)

A.

Annual Report 2019 FF

Group acting as a lessee (continued)
Lease payments included in the measurement of the lease liability
comprise the following:

- fixed payments, including in-substance fixed payments; and

— the exercise price under a purchase option that the Group is
reasonably certain to exercise, lease payments in an optional
renewal period if the Group is reasonably certain to exercise
an extension option, and penalties for early termination of a
lease unless the Group is reasonably certain not to terminate
early.

The lease liability is measured at amortized cost using the
effective interest method. It is remeasured when there is a
change in future lease payments arising from a change in an
index or rate, if there is a change in the Group’s estimate of
the amount expected to be payable under a residual value
guarantee, if the Group changes its assessment of whether it will
exercise a purchase, extension or termination option or if there is
a revised in-substance fixed lease payment.

When the lease liability is remeasured in this way, a
corresponding adjustment is made to the carrying amount of the
right-of-use asset, or is recorded in profit or loss if the carrying
amount of the right-of-use asset has been reduced to zero.

The Group presents right-of-use assets in ‘fixed assets’ and
lease liabilities in ‘other liabilities’ in the statement of financial
position.

Short-term leases and leases of low-value assets

The Group has elected not to recognize right-of-use assets and
lease liabilities for leases of low-value assets and short-term
leases. The Group recognizes the lease payments associated
with these leases as an expense on a straight-line basis over the
lease term.
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NOTES TO THE FINANCIAL STATEMENTS
3R o Bt

2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(m) Leases and hire purchase contracts (continued)
Policies applicable from 1 January 2019 (continued)

B.

Group acting as a lessor

At inception or on modification of a contract that contains a lease
component, the Group allocates the consideration in the contract
to each lease component on the basis of their relative stand-
alone selling prices.

When the Group acts as a lessor, it determines at lease inception
whether the lease is a finance lease or an operating lease.

To classify each lease, the Group makes an overall assessment
of whether the lease transfers substantially all of the risks and
rewards incidental to ownership of the underlying asset. If this
is the case, then the lease is a finance lease; if not, then it is an
operating lease. As part of this assessment, the Group considers
certain indicators such as whether the lease is for the major part
of the economic life of the asset.

The Group applies the derecognition and impairment
requirements in HKFRS 9 to the net investment in the lease
(see Note 2(g)(iv) and 2(0)). The Group further regularly reviews
estimated unguaranteed residual values used in calculating the
gross investment in the lease.

Policies applicable before 1 January 2019

An arrangement, comprising a transaction or a series of transactions,
is or contains a lease if the Group determines that the arrangement
conveys a right to use a specific asset or assets for an agreed period
of time in return for a payment or a series of payments. Such a
determination is made based on an evaluation of the substance of the
arrangement and is regardless of whether the arrangement takes the
legal form of a lease.

A.

96

Group acting as a lessee

Assets held under other leases were classified as operating
leases and were not recognized in the Group’s statement of
financial position. Payments made under operating leases were
recognized in profit or loss on a straight-line basis over the term
of the lease. Lease incentives received were recognized as an
integral part of the total lease expense, over the term of the lease.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(m) Leases and hire purchase contracts (continued)
Policies applicable before 1 January 2019 (continued)

B.
U

(i)

(i)

Annual Report 2019 &3

Group acting as a lessor

Classification of leased assets

Leases which transfer substantially all the risks and rewards of
ownership to the lessee are classified as finance leases. Leases
which do not transfer substantially all the risks and rewards of
ownership to the lessee are classified as operating leases.

Finance leases

Where the Group is a lessor under finance leases, an amount
representing the net investment in the lease is included in the
statement of financial position as advances to customers.
Hire purchase contracts having the characteristics of finance
leases are accounted for in the same manner as finance leases.
Impairment losses are accounted for in accordance with the
accounting policy for impairment (see Note 2(0)).

Operating leases

Where the Group has the use of assets held under operating
leases, payments made under the leases are charged to profit or
loss in equal instalments over the periods covered by the lease
terms, except where an alternative basis is more representative
of the pattern of benefits to be delivered from the leased asset.
Lease incentives received are recognized in profit or loss as
an integral part of the aggregated net lease payments made.
Contingent rentals are charged to profit or loss in the period in
which they are incurred.
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NOTES TO THE FINANCIAL STATEMENTS
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

98

(n)

(_0)

Repossessed assets

During the recovery of impaired advances to customers, the Group
may take repossession of assets held as collateral through court
proceedings or voluntary delivery of possession by the borrowers.
Where it is intended to achieve an orderly realization of the impaired
assets and the Group is no longer seeking repayment from the
borrower, repossessed assets are reported in “Accrued interest and
other assets” and the relevant loans and advances are derecognized.
The Group does not hold repossessed assets for its own use.

Repossessed assets are initially recorded at the lower of the amount
of the related loans and advances and fair value less costs to sell at
the date of exchange. They are not depreciated or amortized.

Impairment losses on subsequent remeasurement are recognized
in profit or loss. Any gains on subsequent remeasurement are
recognized in profit or loss subject to a cap at the amount of related
loans and advances at the date of exchange.

Credit losses and impairment of assets

Credit losses from financial instruments

The Group applies the Expected Credit Loss (“ECL”) model under
HKFRS 9, Financial Instruments, on all financial assets that are
measured at amortized cost, including cash and short-term funds,
balances with banks and other financial institutions, advances to
customers, trade bills, debt securities measured at amortized cost,
and credit related commitments and contingencies. The Group does
not recognize ECL in respect of accrued interest and others assets as
the impact is considered to be immaterial.

Measurement of ECLs

ECLs are a probability-weighted estimate of credit losses. Credit
losses are measured as the present value of all expected cash
shortfalls (i.e. the difference between the cash flows due to the Group
in accordance with the contract and the cash flows that the Group
expects to receive).

For credit related commitments and contingencies, expected cash
shortfalls are measured as the difference between (i) the contractual
cash flows that would be due to the Group if the holder of the credit
related commitments and contingencies draws down on the loan
and (i) the cash flows that the Group expects to receive if the loan is
drawn down.

The maximum period considered when estimating ECLs is the
maximum contractual period over which the Group is exposed to
credit risk.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(o) Credit losses and impairment of assets (continued)

@

Annual Report 2019 &3

Credit losses from financial instruments (continued)
Measurement of ECLs (continued)

In measuring ECLs, the Group takes into account reasonable and
supportable information that is available without undue cost or effort.
This includes information about past events, current conditions and
forecasts of future economic conditions.

ECLs are measured on either of the following bases:

— 12-month ECLs: these are losses that are expected to result
from possible default events within the 12 months after the
reporting date; or

— lifetime ECLs: these are losses that are expected to result from
all possible default events over the expected lives of the items to
which the ECL model applies.

The Group recognizes a loss allowance equal to 12-month ECLs
(“Stage 1”) unless there has been a significant increase in credit risk of
the financial instrument since initial recognition, in which case the loss
allowance is measured at an amount equal to lifetime ECLs (“Stage 2”
or, where classified as credit impaired, “Stage 3”).

Significant increases in credit risk

In assessing whether the credit risk of a financial instrument (including
credit related commitments and contingencies) has increased
significantly since initial recognition, the Group compares the risk
of default occurring on the financial instrument assessed at the
reporting date with that assessed at the date of initial recognition. The
Group considers both quantitative and qualitative information that
is reasonable and supportable, including historical experience and
forward-looking information that is available without undue cost or
effort.
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NOTES TO THE FINANCIAL STATEMENTS
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(o) Credit losses and impairment of assets (continued)
() Credit losses from financial instruments (continued)
Significant increases in credit risk (continued)

Financial assets that are 30 days or more days past due and not
credit impaired will always be considered to have a significant
increase in credit risk. In particular, the following information is taken
into account when assessing whether credit risk has increased

significantly since initial recognition:

— failure to make payments of principal or interest on their

contractually due dates;

— an actual or expected significant deterioration in a financial
instrument’s external or internal credit rating (if available); or

— an actual or expected significant deterioration in the operating
results of the debtor; and existing or forecast changes in the
technological, market, economic or legal environment that have
a significant adverse effect on the debtor’s ability to meet its

obligation to the Group.

The Group assumes that there is no significant increase in credit risk
when a financial instrument is determined to have low credit risk at
the reporting date. For cash and short-term funds, balances with
banks and other financial institutions and debt securities measured
at amortized cost, the Group is utilizing the low credit risk simplified
approach. All obligors with investment grade ratings based on

external rating agencies are allocated to Stage 1.

For credit related commitments and contingencies, the date of initial
recognition for the purpose of assessing ECLs is considered to be the
date that the Group becomes a party to the irrevocable commitment.
In assessing whether there has been a significant increase in credit
risk since initial recognition of a credit related commitment and
contingency, the Group considers changes in the risk of default
occurring on the loan to which the credit related commitment and

contingency relates.

ECLs are remeasured at each reporting date to reflect changes in the
financial instrument’s credit risk since initial recognition. Any change in
the ECL amount is recognized as an impairment loss or write-back of
impairment loss in profit or loss. The Group recognizes an impairment
loss or write-back of impairment loss for all financial instruments with
a corresponding adjustment to their carrying amount through a loss

allowance account.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(o) Credit losses and impairment of assets (continued)

U]

Annual Report 2019 FF

Credit losses from financial instruments (continued)

Basis of calculation of interest income on credit-impaired (or defaulted)
financial assets

Interest income is calculated based on the gross carrying amount
of the financial asset unless the financial asset is credit-impaired, in
which case interest income is calculated based on the gross carrying
amount less loss allowance of the financial asset.

Financial assets are considered to be credit-impaired where the
obligors are unlikely to pay on the occurrence of one or more
observable events that have a detrimental impact on the estimated
future cash flows of the financial asset. Financial assets that are
credit-impaired (or defaulted) include those that are at least 90 days
past due in respect of principal and/or interest. It may not be possible
to identify a single discrete event but instead the combined effect of
several events may cause financial assets to become credit-impaired.

Evidence that a financial asset is credit-impaired (or defaulted)
includes the following observable events:

- significant financial difficulties of the debtor;

— abreach of contract, such as a past due event or delinquency in
interest or principal payments;

— it becoming probable that the borrower will enter into bankruptcy
or other financial reorganization;

— significant changes in the technological, market, economic or
legal environment that have an adverse effect on the debtor; or

— the disappearance of an active market for a security because of
financial difficulties of the issuer.

Credit losses against credit-impaired financial assets are determined
based on an assessment of the recoverable cash flows under a
range of scenarios, including the realization of any collateral held
where appropriate. The loss provisions held represent the difference
between the present value of the cash flows expected to be
recovered, discounted at the instrument’s original effective interest
rate, and the gross carrying value of the instrument prior to any credit
impairment.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(o) Credit losses and impairment of assets (continued)
() Credit losses from financial instruments (continued)
Modified financial instruments

Where the original contractual terms of a financial asset have
been modified for credit reasons and the instrument has not been
derecognized, the resulting modification loss is recognized within
impairment in the profit or loss with a corresponding decrease in
the gross carrying value of the asset. If the modification involved
a concession that the Group would not otherwise consider, the

instrument is considered to be credit-impaired.

These assets are assessed to determine whether there has been
a significant increase in credit risk subsequent to the modification.
Although loans may be modified for non-credit reasons, a significant
increase in credit risk may occur. ECL for modified financial assets
that have not been derecognized and are not considered to be credit-
impaired will be recognized on a 12-month basis, or a lifetime basis, if

there is a significant increase in credit risk.

In addition to the recognition of modification gains and losses, the
revised carrying value of modified financial assets will impact the
calculation of ECL, with any increase or decrease in ECL recognized

within impairment.

Write-off policy

The gross carrying amount of a financial asset is written off (either
partially or in full) to the extent that there is no realistic prospect of
recovery. This is generally the case when the Group determines that
the debtor does not have assets or sources of income that could
generate sufficient cash flows to repay the amounts subject to the

write-off.

Subsequent recoveries of an asset that was previously written off
are recognized as a reversal of impairment loss in profit or loss in the

period in which the recovery occurs.

Financial assets that are written off could still be subject to
enforcement activities in order to comply with the Group’s procedures

for recovery of amounts due.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(o) Credit losses and impairment of assets (continued)

(i)

Annual Report 2019 FF

Impairment of other assets

Internal and external sources of information are reviewed at the end
of each reporting period to identify indications that the following non-
financial assets may be impaired or an impairment loss previously
recognized no longer exists or may have decreased:

- furniture, fixtures and equipment;

— right-of-use assets arising from leases over other properties and
equipment for own use;

— investments in subsidiaries and associates; and
- goodwill.

If any such indication exists, the asset’s recoverable amount is
estimated.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its fair value less
costs to sell and value in use. In assessing value in use, the estimated
future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset. Where an asset
does not generate cash inflows largely independent of those from
other assets, the recoverable amount is determined for the smallest
group of assets that generate cash inflows independently (i.e. a cash-
generating unit).

Recognition of impairment losses

An impairment loss is recognized in profit or loss whenever the
carrying amount of an asset, or the cash-generating unit to which
it belongs, exceeds its recoverable amount. Impairment losses
recognized in respect of cash-generating units are allocated first to
reduce the carrying amount of any goodwill allocated to the cash-
generating unit (or group of units) and then, to reduce the carrying
amount of the other assets in the unit (or group of units) on a pro rata
basis, except that the carrying value of an asset will not be reduced
below its individual fair value less costs to sell, or value in use, if
determinable.

Reversals of impairment losses
An impairment loss is reversed if there has been a favorable change in
the estimates used to determine the recoverable amount.

A reversal of impairment losses is limited to the asset’s carrying
amount that would have been determined had no impairment loss
been recognized in prior years. Reversals of impairment losses
are credited to profit or loss in the year in which the reversals are
recognized.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

104

(p)

(a)
0]

(ii)

Cash equivalents

Cash equivalents are short-term, highly liquid investments that are
readily convertible into known amounts of cash and which are subject
to an insignificant risk of changes in value, having been within three
months of maturity at acquisition.

Employee benefits

Short-term employee benefits

Short-term employee benefits include salaries, annual bonuses, paid
annual leave, contributions to defined contribution retirement plans
and the cost of non-monetary benefits and are accrued in the year
in which the associated services are rendered by employees of the
Group. Where payment or settlement is deferred and the effect would
be material these amounts are stated at their present values.

Defined benefit retirement scheme

The Group’s net obligation in respect of its defined benefit retirement
scheme is calculated by estimating the amount of future benefit that
employees have earned in return for their service in the current and
prior periods; that benefit is discounted to determine the present
value and the fair value of any scheme assets is deducted. The
calculation is performed by a qualified actuary using the projected unit
credit method. When the calculation results in a benefit to the Group,
the recognized asset is limited to the present value of economic
benefits available in the form of any future refunds from the scheme
or reductions in future contributions to the scheme. Service cost and
net interest expense (income) on the net defined benefit liability (asset)
are recognized in profit or loss as part of “Staff costs”. Current service
cost is measured as the increase in the present value of the defined
benefit obligation resulting from employee service in the current
period. When the benefits of a scheme are changed, or when a
scheme is curtailed, the portion of the changed benefit related to past
service by employees, or the gain or loss on curtailment, is recognized
as an expense in profit or loss at the earlier of when the scheme
amendment or curtailment occurs and when related restructuring
costs or termination benefits are recognized. Net interest expense
(income) for the period is determined by applying the discount rate
used to measure the defined benefit obligation at the beginning of the
reporting period to the net defined benefit liability (asset). The discount
rate is the yield at the end of the reporting period on high quality
corporate bonds that have maturity dates approximating the terms of
the Group’s obligations. Remeasurements arising from defined benefit
retirement schemes are recognized in other comprehensive income
and reflected immediately in retained earnings. Remeasurements
comprise actuarial gains and losses, the return on scheme assets
(excluding amounts included in net interest on the net defined benefit
liability (asset)) and any change in the effect of the asset ceiling
(excluding amounts included in net interest on the net defined benefit
liability (asset)).
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NOTES TO THE FINANCIAL STATEMENTS
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2. SIGNIFICANT ACCOUNTING POLICIES (continued) 2. FESHBE®E)
(r) Income tax (r) FTBH

Annual Report 2019 FF

Income tax for the year comprises current tax and movements in
deferred tax assets and liabilities. Current tax and movements in
deferred tax assets and liabilities are recognized in profit or loss
except to the extent that they relate to items recognized in other
comprehensive income or directly in equity, in which case the relevant
amounts of tax are recognized in other comprehensive income or
directly in equity, respectively.

Current tax is the expected tax payable on the taxable income for the
year, using tax rates enacted or substantively enacted at the end of
the reporting period, and any adjustment to tax payable in respect of
previous years.

Deferred tax assets and liabilities arise from deductible and taxable
temporary differences respectively, being the differences between
the carrying amounts of assets and liabilities for financial reporting
purposes and their tax bases. Deferred tax assets also arise from
unused tax losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all
deferred tax assets to the extent that it is probable that future taxable
profits will be available against which the asset can be utilized, are
recognized.

The amount of deferred tax recognized is measured based on the
expected manner of realization or settlement of the carrying amount
of the assets and liabilities, using tax rates enacted or substantively
enacted at the end of the reporting period. Deferred tax assets and
liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at the end of
each reporting period and is reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow the
related tax benefit to be utilized. Any such reduction is reversed to the
extent that it becomes probable that sufficient taxable profit will be
available.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)
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r

(s)

Income tax (continued)

Current tax balances and deferred tax balances, and movements
therein, are presented separately from each other and are not offset.
Current tax assets are offset against current tax liabilities, and deferred
tax assets against deferred tax liabilities if the Bank or the Group
has the legally enforceable right to set off current tax assets against
current tax liabilities and the following additional conditions are met:

— in the case of current tax assets and liabilities, the Bank or the
Group intends either to settle on a net basis, or to realize the asset
and settle the liability simultaneously; or

— in the case of deferred tax assets and liabilities, if they relate to
income taxes levied by the same taxation authority on either:

— the same taxable entity; or

— different taxable entities, which, in each future period in
which significant amounts of deferred tax liabilities or assets
are expected to be settled or recovered, intend to realize the
related current tax assets and settle the related current tax
liabilities on a net basis or realize and settle simultaneously.

Provisions and contingent liabilities

Provisions are recognized for other liabilities of uncertain timing or
amount when the Group or the Bank has a legal or constructive
obligation arising as a result of a past event, it is probable that an
outflow of economic benefits will be required to settle the obligation
and a reliable estimate can be made. Where the time value of money is
material, provisions are stated at the present value of the expenditures
expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be
required, or the amount cannot be estimated reliably, the obligation is
disclosed as a contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose existence
will only be confirmed by the occurrence or non-occurrence of one or
more future events are also disclosed as contingent liabilities unless
the probability of outflow of economic benefits is remote.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)
(t) Revenue recognition

Annual Report 2019 FF

Revenue is measured at the fair value of the consideration received
or receivable. Provided it is probable that the economic benefits will
flow to the Group and the revenue and costs, if applicable, can be
measured reliably, revenue is recognized in profit or loss as follows:

Interest income

Effective interest rate

Interest income and expense for all interest-bearing financial
instruments are recognized in the profit or loss on an accruals basis
using the effective interest method.

The effective interest rate is the rate that exactly discounts estimated
future cash payments or receipts through the expected life of the
financial instrument to the gross carrying amount of the financial asset
or the amortized cost of the financial liability.

When calculating the effective interest rate for financial instruments
other than credit-impaired assets, the Group estimates future cash
flows considering all contractual terms of the financial instrument but
not expected credit losses. For financial assets that were purchased
or originated credit-impaired on initial recognition, a credit-adjusted
effective interest rate is calculated using estimated future cash flows
including expected credit losses (i.e. no expected credit loss provision
is required at initial recognition).

The calculation of the effective interest rate includes transaction costs
and fees and points paid or received that are an integral part of the
effective interest rate. The transaction costs include incremental costs
that are directly attributable to the acquisition or issue of a financial
asset or financial liability.

Amortized cost and gross carrying amount

The ‘amortized cost’ of a financial asset or financial liability is the
amount at which the financial asset or financial liability is measured
on initial recognition minus the principal repayments, plus or minus
the cumulative amortization using the effective interest method of any
difference between that initial amount and the maturity amount and,
for financial assets, adjusted for any expected credit loss allowance.

The ‘gross carrying amount of a financial asset’ is the amortized
cost of a financial asset before adjusting for any expected credit loss
allowance.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(t) Revenue recognition (continued)
() Interestincome (continued)
Calculation of interest income and expense

In calculating interest income and expense, the effective interest rate
is applied to the gross carrying amount of the asset (when the asset is

not credit-impaired) or to the amortized cost of the liability.

However, for financial assets that have become credit-impaired
subsequent to initial recognition, interest income is calculated by
applying the effective interest rate to the amortized cost of the financial
asset. If the asset is no longer credit-impaired, then the calculation of

interest income reverts to the gross basis.

For financial assets that were purchased or originated credit-impaired
on initial recognition, interest income is calculated by applying the
credit-adjusted effective interest rate to the amortized cost of the asset.
The calculation of interest income does not revert to a gross basis,

even if the credit risk of the asset improves.

For information on when financial assets are credit-impaired, please

refer to Note 2(0).

(i) Netincome from financial instruments designated at FVPL and

net trading income

Net income from financial instruments designated at FVPL and
net trading income comprise all gains and losses from changes
in fair value (net of accrued coupon) of such financial assets and
financial liabilities, foreign exchange differences and dividend income

attributable to those financial instruments.

(iii) Fee and commission income

Fee and commission income arises on financial services provided
by the Group including cash management services, brokerage
services, investment banking services, investment management
services and project and structured finance transactions services.
Fee and commission income is recognized when the corresponding
service is provided, except where the fee is charged to cover the
costs of a continuing service to, or risk borne for, the customer or
is interest in nature. In these cases the fee is recognized as income
in the accounting period in which the costs or risk is incurred or is

accounted for as interest income.

Origination or commitment fees received by the Group which result in
the creation or acquisition of a financial instrument are deferred and
recognized as an adjustment to the effective interest rate unless it is a
trading asset or liability or a financial asset designated at FVPL. In this
case it is immediately recognized in profit or loss. If the commitment
expires without the Group making a loan, the fee is recognized as

revenue on expiry.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

()
(iv)

(v)

(vi)

Annual Report 2019 &3

Revenue recognition (continued)

Finance income from finance lease and hire purchase
contracts

Finance income implicit in finance lease and hire purchase payments
is recognized as interest income over the period of the leases so
as to produce an approximately constant periodic rate of return on
the outstanding net investment in the leases for each accounting
period. Contingent rentals receivable are recognized as income in the
accounting period in which they are earned.

Rental income from operating lease

Rental income received under operating leases is recognized as other
operating income in equal instalments over the periods covered by the
lease term, except where an alternative basis is more representative
of the pattern of benefits to be derived from the leased asset. Lease
incentives granted are recognized in profit or loss as an integral part
of the aggregate net lease payments receivable. Contingent rentals
receivable are recognized as income in the accounting period in which
they are earned.

Dividend income

Dividend income from unlisted investments is recognized when the
shareholder’s right to receive payment is irrevocably established.
Dividend income from listed investments is recognized when the
share price of the investment goes ex-dividend.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

110

(u) Translation of foreign currencies

The Group and the Bank’s functional currency is Hong Kong Dollars.
Foreign currency transactions during the year are translated into Hong
Kong dollars at the exchange rates ruling at the transaction dates.
Monetary assets and liabilities denominated in foreign currencies are
translated into Hong Kong dollars at the exchange rates ruling at the
end of the reporting period. Exchange gains and losses are dealt with
in profit or loss.

Non-monetary assets and liabilities that are measured in terms of
historical cost in a foreign currency are translated into Hong Kong
dollars using the exchange rates ruling at the transaction dates. Non-
monetary assets and liabilities denominated in foreign currencies
that are stated at fair value are translated into Hong Kong dollars at
exchange rates ruling at the dates the fair value was determined.

Exchange differences relating to financial instruments held at FVPL
and derivative financial instruments are included in net income
from financial instruments designated at FVPL and net gain/(loss)
on derivative financial instruments, respectively. All other exchange
differences relating to monetary items are presented as gains less
losses from dealing in foreign currencies in profit or loss and are
reported within “Other operating income”. Differences arising on
translation of equity securities designated at FVOCI are recognized in
other comprehensive income.

The results of foreign operations are translated into Hong Kong dollars
at the exchange rates approximating the foreign exchange rates ruling
at the dates of the transactions. Assets and liabilities are translated
at the closing rate at the end of the reporting period. All resulting
exchange differences are recognized in other comprehensive income
and accumulated in equity in the foreign exchange reserve.

On disposal of a foreign operation the cumulative amount of the
exchange differences relating to that foreign operation is reclassified
from equity to profit or loss when the profit or loss on disposal is
recognized.
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2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(v) Related parties
For the purposes of these financial statements, a party is considered
to be related to the Group if:

(@) aperson, or a close member of that person’s family, is related to
the Group if that person:

(i)  has control or joint control over the Group;
(i) has significant influence over the Group; or

(i) is @ member of the key management personnel of the Group
or the Group’s parent.

(b) an entity is related to the Group if any of the following conditions
applies:

() the entity and the Group are members of the same group
(which means that each parent, subsidiary and fellow
subsidiary is related to the others).

(i) one entity is an associate or joint venture of the other entity
(or an associate or joint venture of a member of a group of
which the other entity is a member).

(i) both entities are joint ventures of the same third party.

(iv) one entity is a joint venture of a third entity and the other
entity is an associate of the third entity.

(v) the entity is a post-employment benefit plan for the benefit
of employees of either the Group or an entity related to the
Group.

(vi) the entity is controlled or jointly controlled by a person
identified in (a).

(vii) a person identified in (a)(i) has significant influence over the
entity or is a member of the key management personnel of
the entity (or of a parent of the entity).

(viiiy the entity, or any member of a group of which it is a part,
provides key management personnel services to the Group
or to the Group’s parent.

their dealings with the entity.
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2.

3.
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SIGNIFICANT ACCOUNTING POLICIES (continued) 2. FESHBE®)

(w) Segment reporting
Operating segments and the amounts of each segment item
reported in the financial statements are identified from the financial
information provided regularly to the Group’s most senior executive
management for the purposes of allocating resources to, and
assessing the performance of, the Group’s various lines of business
and geographical locations.

Individually material operating segments are not aggregated for
financial reporting purposes unless the segments have similar
economic characteristics and are similar in respect of the nature of
products and services, the nature of production processes, the type
or class of customers, the methods used to distribute the products
or provide the services, and the nature of the regulatory environment.
Operating segments which are not individually material may be
aggregated if they share a majority of these criteria.

BASIS OF CONSOLIDATION 3.

These consolidated financial statements cover the consolidated positions
of the Bank and all its subsidiaries. For information required to be reported
in accordance with the Banking (Disclosures) Rules (“BDR”), the basis
of consolidation is set out in Note (A) in the Unaudited Supplementary
Financial Information on page 223.

INTEREST INCOME AND EXPENSE 4.

(a) Interestincome

Balances with banks and other RITRAEREM SR
financial institutions Mg SR

Investment in securities BHRE

Loans and advances ERRER

Interest income calculated using KRERFEETERN
the effective interest method FEIA

Other interest income EAF S U A

Total interest income B A EZE

Interest income recognized on financial assets that are not measured
at fair value through profit or loss amounted to HK$3,201,774,000
(2018: HK$2,692,504,000).
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—E-NEF —ETN\F
HK$°000 HK$'000
FHET TR
111,097 119,358
1,237,264 1,033,329
1,849,213 1,539,817
3,197,574 2,692,504
24,979 15,736
3,222,553 2,708,240
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4. INTEREST INCOME AND EXPENSE (continued) 4. MEWARZH @)
(b) Interest expense (b) FIEXZH

2019 2018

—E-NF —T)N\F

HK$’000 HK$’000

FET FAT

Deposits from customers BEEGER 1,306,700 886,181
Deposits and balances of banks SRITRIZE R Ath & RIS

and other financial institutions FR KA 91,923 77,763

Financial assets sold under repurchase BOmEE NS

agreements ERMEE 133,383 164,828
Certificates of deposit, debt securities BEBITFRE « EEEFR

and subordinated debts issued BEEE 261,868 216,317

Lease liabilities BHBEE 2,464 -

Others Hib 10,524 6,699

1,806,862 1,351,788

Interest expense recognized on financial liabilities that are
not measured at fair value through profit or loss amounted to
HK$1,797,151,000 (2018: HK$1,345,089,000).

5. FEE AND COMMISSION INCOME AND EXPENSE 5.
(a) Fee and commission income

Fee and commission income arising from: HRUATEBEENER K
WA -

Credit related services EEEK

Trade finance services B OmEFER

Credit card services ERREX

Securities brokerage and investment services BHIEHE I E RIS

Insurance services RIS

Unit trust services EESER

Other fees H A&

Of which: Hep
Fee and commission income arising from: E2RNASWARS :

— Financial assets or financial liabilities —IEBBE R R AT
which are not measured at fair value BECEHEER
through profit or loss SRAG

— Trust and other fiduciary activities —EREREMFZTES

Fee and commission income arising from trust and other fiduciary
activities relate to fees from asset management activities where the
Group holds assets or invests on behalf of customers.

Annual Report 2019 &3

MIFBBERNRMATEBENEZERE
EHER 2 F B X HA1,797,151,0008 7T ( =
T—\4 : 1,345,089,000/&7T) ©

ERARBAESWARIH
(a) ERARASWA
2019 2018
—s-nE  —TNF
HK$’000 HK$'000
FET FAT
58,893 51,194
20,324 20,509
131,870 140,489
23,737 33,853
104,481 91,284
28,674 37,897
26,940 21,374
394,919 396,600
199,520 194,045
1,809 1,889

REGAREMREXBNERARASK
A BAEERREFPFAEELREMK
BMBEEEXKEREN -
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5. FEE AND COMMISSION INCOME AND EXPENSE

(continued)
(b) Fee and commission expense

Handling fees and commission
Other fees paid

Of which:

Fee and commission expense arising
from financial assets or financial liabilities
which are not measured at fair value
through profit or loss

6. OTHER OPERATING INCOME

Gains less losses from dealing
— Foreign exchange
— Trading assets
— Other dealing activities*
— Short selling activities

Net hedging loss from fair value hedges

Net gain/(loss) on hedged items attributable
to the hedged risk

Net (loss)/gain on hedging instruments

Dividend income from unlisted equity securities
Others

* Other dealing activities include customer-driven dealing in financial instruments *
including equity linked notes, options and structured deposit products.
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5. BRARAEWARSZH @
(b) ERARAELEIH

2019 2018
—Z—-hF —E-N\F
HK$’000 HK$’000
FHxT FHT
FEERBE 73,365 79,561
HEMENER 25,443 27,726
98,808 107,287
Hr
BAKMEHIREIERA
BmARBMATFEEZ
SREENSHAE
91,351 94,766
6. Ht&EEWKWA
2019 2018
—E-hE —E—)\F
HK$’000 HK$'000
FHxT FHT
XBRBRER
—4HNE 25,085 (771)
—FHERGABEE 29,385 27,094
—HMBEBERS* 8,972 7,991
—BERS (7,157) (1,930)
57,185 32,384
AFEEEZFEHHER
B BB AR RE 2 A R
HE 25 ke (Ei8) 499,195 (156,500)
T A ZF(EER), K (543,414) 133,678
(44,219) (22,822)
I EMREAE S Z B WA 10,849 15,874
Eith 26,593 16,571
50,408 42,007

EMEEXSOREFPEE2BTA(BREKRER
RH - BRR BN ER) o

Fubon Bank = #B4R1T
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7. OPERATING EXPENSES 7. BEXH
2019 2018
—E-hEF —E-N\F
HK$’000 HK$'000
FHET FAT
Staff costs BB
Contributions to defined contribution scheme TE R RET SR 19,272 18,085
Current service cost of defined TE BRI SR B RIS A AN
benefit scheme (Note 32(a)(v) (P 5E32(@)(v)) 10,954 11,654
Retirement schemes costs RIRET B 30,226 29,739
Salaries and other staff costs e REMESRAR 562,880 551,224
593,106 580,963
Premises and other fixed assets MEREMEFEEE
Rental of premises mERE 5,454 36,888
Depreciation (Note 21(a)) WE (KizE21(a) 183,092 138,543
Others Hib 20,615 19,075
Audit fee ZHEER 4,500 5,055
Other operating expenses Hip s
Business promotion EEHE 27,184 27,622
Legal and professional fees FEERERER 11,124 13,444
Communication B 30,304 31,834
Electronic data processing and computer systems ETERGEREKES 72,224 63,516
Others =] 47,416 47,767
Reversal of compensation paid* BoEfEEes (96,193) -
898,826 964,707
*  During the year, the Court of Appeal issued judgment allowing the Bank’s * FERX o _LIFEBTHS  fE—FR-E—NFf

appeal and rejecting the Plaintiff's cross-appeal in a lawsuit, where an original
judgement was issued against the Bank during 2016. The Bank received
HK$96 million (being the net aggregate amount that the Bank previously paid
the Plaintiff under the original judgment) from the Plaintiff and recognized it
as a reversal of compensation paid, which was previously recognized under
“Operating expenses — Other operating expenses”.

ATTIRLBIF AL R EHATT LR FELER
BIREAZRIELAR © K776 R &AW 6004
VBT (BIATTiB 1 SR AR SN 2 A8:HF
B WERRBENERE(BEREEY R

o EEZ S JE T ER)
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10.

116

DIRECTORS’ EMOLUMENTS

Directors’ emoluments disclosed pursuant to section 383(1) of the Hong
Kong Companies Ordinance (“HKCQO”) and Part 2 of the Companies
(Disclosure of Information about Benefits of Directors) Regulation are as
follows:

Basic salaries and other allowances JE B e H bR B
Directors’ fee Rk
Contributions to pension scheme RPN EIBER
Discretionary bonuses BIETEAL

IMPAIRMENT LOSSES ON ADVANCES TO
CUSTOMERS

Charge for/(written back of) impairment REEFRERBE
losses on advances to customers: Bk (E1#)
— Stage 1 —F
—Stage 2 —F
- Stage 3 —E=PEER

GAIN ON DISPOSAL OF A SUBSIDIARY

In February 2019, the Bank disposed of its entire interest in FB Investment
Management Limited (“FBIM”) to a fellow subsidiary. The interest in FBIM
was classified as assets held for sale in the consolidated statement of
financial position since May 2018 when the Bank entered into a sale and
purchase agreement for the transaction.

8. EEFHM

REBEBCREHER)E383) E R AR(RBEES
FIRER RPN E2BRTE 2 ERHMNT

2019 2018
—Z—-hF —E-N\F
HK$’000 HK$’000
T FHT
6,023 6,111
5,135 4913
300 300
3,000 3,000
14,458 14,324
9. EFEFRERE
2019 2018
—EB-hE -\
HK$’000 HK$’000
T FHT
64,890 (10,322)
28,449 (3,891)
11,848 63,166
105,187 48,953
10. HEH B D 7 E

RoB-AFZA - ATEERERRATEA
BAAHZHEELETF—HRZMBAR - 8
T \ERARTRER DI IO EH BN
* - BREATBARDANERDEATHR

REPDBERFEHEEE -

Fubon Bank = #B4R1T



11.INCOME TAX IN THE CONSOLIDATED STATEMENT

OF COMPREHENSIVE INCOME
(a) Taxation in the consolidated statement of

(b)

Annual Report 2019 &3

comprehensive income represents:

Current tax - Hong Kong Profits Tax
Tax for the year
Over-provision in prior years

Current tax — Overseas Tax
Tax for the year

Deferred tax

BNEAREIE — BB R SR
FABEA
BEFEBERE

BNEABLIE — i BLIR
FRBIEA

EERIE

Origination and reversal of temporary differences £ |t 3= 8 2 A4 & [0

(Note 27(b))

(MF3E27(b))

Provision for Hong Kong Profits Tax for 2019 is calculated at 16.5%
(2018: 16.5%) of the estimated assessable profits for the year.
Taxation for overseas operations is similarly calculated using the
estimated annual effective rates of taxation that are expected to apply

in the relevant countries.

Reconciliation between tax expense and accounting

profit at applicable tax rates

Profit before taxation

Notional tax on profit before taxation, calculated
at the rates applicable to profits at 16.5%

Tax effect of non-taxable income

Tax effect of non-deductible expenses

Effect on profit of an associate

Tax effect on reversal of temporary differences
upon disposal of an associate

Overseas withholding taxes

Over-provision in prior years

Actual tax expense

FAIEER & T

1. ZEE2EKRERANBHR

(a) FEEEWFERANBIRE :

2019 2018
—E-hEF —E-N\F
HK$’000 HK$'000
FHET FHET
136,883 113,184
(4,327) -

167 4,694
(16,425) (16,626)
116,298 101,252

—E-NFZBRNEHBELIRENFE
A ERBE R 216.6% ( —F—/\F :
16.5%) 5t E < BN EBHBRNFTHEEZE
o RERFEFEERBERBHERN

ERRENE -
(b) BEX HEZRERAERBETEZ
SERAIE 2R
2019 2018
—E-hF —E-N\F
HK$’000 HK$'000
TR FHT
R A g A 717,417 924,080
BB AT A 2 (i ET B I8 i
16.5% Z JERRBIRETHE 118,374 152,473
EERBUMA BB E (9,738) (1,4995)
MRS 2 BIB R 2 11,822 28,708
/N Vi ol 7% - (26,480)
HEBENRRENEER
B[Rl RIBRE - (56,648)
FHNEFIH 167 4,694
BT FEBERE (4,327) -
BEEHBEIL 116,298 101,252
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12. OTHER COMPREHENSIVE INCOME

118

Premises:

(Deficits)/surplus on revaluation of premises
(Note 21(a))

Share of surplus on revaluation of premises
of an associate

Deferred taxation (Note 27(b))

Net movement in the premises revaluation
reserve during the year recognized in
other comprehensive income

Equity securities designated at fair value
through other comprehensive income
(non-recycling):

Changes in fair value recognized during the year

Deferred taxation (Note 27(b))

Net movement in the investment revaluation
reserve (non-recycling) during the year
recognized in other comprehensive income

Defined benefit liability:

Remeasurement of net defined benefit liability
(Note 32(a)(v))

Deferred taxation (Note 27(b))

Net movement in the defined benefit liability
during the year recognized in other
comprehensive income

Debt securities designated at fair value
through other comprehensive income
(recycling):

Share of changes in fair value of debt securities
held by an associate

Realization upon disposal of an associate

Net movement in the investment revaluation
reserve (recycling) during the year
recognized in other comprehensive income

Foreign exchange reserve:

Exchange differences on translation of an associate

Realization upon disposal of an associate

Net movement in the foreign exchange reserves
during the year recognized in other
comprehensive income

12. b2 mE RS
2019 2018
—Z—-hF —\F
HK$’000 HK$’000
FET FHT
L//E
WESE (BB, B%
(FizE21(a)) (241,365) 269,604
i3y = NCId /ES
EXErals - 28,270
EIEFRE (7527 () 49,946 (35,373)
AEEREMZERE
R MESHHEE
FEE) (191,419) 262,501
EEUAAFEEREA
2HEKBTEZRAEZS
(EER) :
AEERRAZ AN EEED 266,958 270,585
EIEFRE (527 (b)) (44,048) (44,646)
AEEREMAZEE
BRZIEEEHHE
GEEIR) FEH) 222,910 225,939
EFEENEE
EFTETEENAaETE
(MFEE32(a)(v)) (5,229) 1,436
RIEFIB (FIFE27 (b)) 863 (237)
AEEREMAZEE
R EBBNEE
FEE) (4,366) 1,199
EEUAAFEEREA
2HEHKBHEZRS
(fER) :
JEIEBE R R 2 BEES
NEEES - 118,116
HEBE RN REEE - (49,615)
AEEREMAZEE
R BEHEE
(TJEH@ ) - 68,501
INE fEAE
B N R INE SRR BB 258 - (216,434)
HEBENARIEEE - 226,071
AEEREMAZEE
WERZ INE b 5 R
- 9,637

Fubon Bank = 3#$R1T
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13. SEGMENT REPORTING

Segment information is presented in respect of the Group’s operating
segments which are the components of the Group about which separate
financial information is available and evaluated regularly by the Chief
Executive Officer and Managing Director in deciding how to allocate
resources and in assessing performance.

Operating segments

The Bank and its subsidiaries are principally engaged in the provision of
banking and related financial services. Reportable segments of the Group
are set out below.

Retail Banking comprises consumer finance activities including credit card
merchant acquiring, provision of credit card advances, mortgage lending
and other consumer lending and wealth management services such as
the sales and distribution of insurance products, investment products
and securities brokerage to wealth management clients and provision of
banking services to the mass market segment.

Institutional Banking comprises the corporate banking business, the
commercial banking business and the financial institutions business,
covering the provision of services including corporate lending, syndicated
loans, trade financing and deposits to large corporates and small and
medium enterprises in Hong Kong and Mainland China.

Financial Markets mainly engages in the marketing of investment products
to non-bank enterprises, managing the Group’s investment portfolio and
trading in foreign exchange and debt securities. Moreover, it also manages
the overall funding, liquidity and interest rate risk positions arising from the
banking activities of the Group.

Segment results, assets and liabilities

For the purpose of segmental analysis, the allocation of operating income
reflects the benefits of capital and other funding resources allocated to
the operating segments by way of internal capital allocation and fund
transfer pricing mechanisms. To reflect the benefit of joint efforts of two
operating segments on a third party fee-related transaction, operating
income derived from the transaction is split between the relevant operating
segments.

Cost allocation is based on the direct costs incurred by the respective
operating segments. For consistency with internal management reporting,
there is no apportionment of central management overheads and only
wholly and directly attributable costs of support units are charged to
the respective operating segments. Rental charges at market rates for
usage of premises are reflected in operating expenses and inter-segment
expenses for the respective operating segments.

Segment assets mainly include advances to customers, investment in
securities and financial instruments, inter-bank placements, current assets
and premises attributable to the operating segments.

NOTES TO THE FINANCIAL STATEMENTS
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NHERDRBEAEENEE D BRS - NEHE
ZREDBRALKE 2 AR W@ZWFE
MR B REARTRER R ESREE
{EE HIRHE ORE A D BCERAGHZRR

R o AR

AITREMBLRR 2 EBEBARMRTRIAM
ZERRT - ARBEA RIS E D HETIAT -

TERTEEHABSREG M EERRY -
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ERREMBEEE REREAUEERRP
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13.

120

SEGMENT REPORTING (continued)

Segment results, assets and liabilities (continued)

Segment liabilities mainly include deposits from customers, certificates of
deposit and debt securities issued, inter-bank borrowings, and accruals
attributable to the operating segments.

In addition to receiving segment information concerning profit before
taxation, management is provided with segment information concerning
revenue, interest expense, depreciation, amortization, impairment losses
and additions to non-current segment assets used by the segments in
their operations.

13. 7 EBE R )

PEHEE  BERERE®)
SHEABTIEREERLEIBEERFER B
BROIRRE  BRTERES  RORLEZRR
J@ E‘I’ A IE\

BT HHMERTOBRKADEN BRI  ERET

EREIBENTHBEBRA - FISZE -
EBE REBBRARDBEENIIGIER
HHHMEE -

Unallocated items mainly comprise the central management unit, APMEETERIETREBEN « KBRKREE
management of strategic investments, premises and property B EBEERMESEBIUAREM KRGS BRI
management and other activities which cannot be reasonably allocated to TEEBIERIREE o
specific business segments.
For the year ended 31 December 2019
BE-Z-NFt+-A=t—HLEFE
Reportable
Retail Institutional Financial Segments
Banking Banking Markets Total
tER AR
ZERT HRBERIT SRS pagziF
HK$°000 HK$°000 HK$°000 HK$’000
THERT T THET THERT
Net interest income ERESNON 406,628 605,134 400,197 1,411,959
Other operating income/(loss) from BRENAEFPEMEE
external customers WA/ (E18) 350,226 91,468 (24,199) 417,495
Fee and commission expense BERRASIH (80,953) (358) (7,333) (88,644)
Other operating income/(loss) Hip&gEW A/ (E18) 269,273 91,110 (31,532) 328,851
Operating income Sl ON 675,901 696,244 368,665 1,740,810
Operating expenses 2y (375,881) (92,360) (59,879) (528,120)
Inter-segment expenses BrE (61,185) (7,523) (2,745) (71,453)
Operating profit before gains and impairment  sRETUizs KRR E B BT
losses HREEE R 238,835 596,361 306,041 1,141,237
Impairment losses on advances to customers & F EZUREEE (31,261) (73,926) - (105,187)
Impairment losses on other financial assets ~ E {14 §I& ER(EEE (9,783) (8,505) (15,212) (33,500)
Write back of impairment losses on other ~ Efh & A& R A K 18,2 Bl
assets 2 447 - 449
Net gains on disposal of financial assets at ~ HE AR E 2
amortized cost SREEFE - - 28 28
Net losses on disposal of fixed assets HERTEEFBR (4,920) - - (4,920)
Profit before taxation BE R 192,873 514,377 290,857 998,107
Operating expenses - depreciation EEXH-E (100,097) (9,647) (5,834)  (115,579)
Segment assets DEEE 20,600,957 35,796,053 51,700,900 108,097,910
Segment liabilities DEEE 58,183,701 17,044,308 19,356,403 94,584,412

Fubon Bank = 3#$R1T
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13. SEGMENT REPORTING (continued) 13. 2 EER @)
Segment results, assets and liabilities (continued) DHEE - BEREE®)

For the year ended 31 December 2018
B2 \F+-A=+-HLFE

Reportable

Retail  Institutional Financial Segments
Banking Banking Markets Total
ER AT R

TERT  BEBRT  2EWE OXRHE
HK$'000 HK$'000 HK$ 000 HK$000
TAT TAT TAT TAT

Net interest income SEA 2 U 399,242 495,926 462,483 1,357,651
Other operating income/(loss) from RENABEFHMEE

external customers WA/ (E18) 368,675 69,386 (27,878) 410,183
Fee and commission expense BRRAEIN (85,833) (196) (7,947) (93,976)
Other operating income/(loss) Hip @R (B18) 282,842 69,190 (35,825) 316,207
Operating income EEA 682,084 565,116 426,658 1,673,858
Operating expenses HEXH (369,670) (83,196) (60,403) (513,269)
Inter-segment expenses BoEs (64,266) (7,871) 2,701) (74,838)
Operating profit before gains and Rtz ROREEER

impairment losses R 248,148 474,049 363,554 1,085,751
Impairment losses on advances to customers & F & 5RI{EE 1B (174) (48,779 - (48,953)
Write back of/(charge for) impairment HihemEEREBEZ

losses on other financial assets B (k) 6,195 (1,053) 14,868 20,010
(Charge for)/write back of impairment HipEEREBEZ

losses on other assets (F0% ),/ o3 (13) 5,505 - 5,492
Net gains on disposal of financial assets HE B B2

at amortized cost CREEFKE - - 399 399
Profit before taxation MR RE 254,156 429,722 378,821 1,062,699
Operating expenses — depreciation BETH-E (22,247) (1,577) (3,066) (26,890)
Segment assets DEEE 22,038,646 29,916,286 48,010,503 99,965,435
Segment liabilities DEEE 52,043,772 16,229,042 18,585,148 86,857,962
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13. SEGMENT REPORTING (continued)

Reconciliation of reportable segment operating income,

profit before taxation, assets and liabilities

Operating income
Reportable segment operating income

Elimination of inter-segment operating income

Unallocated operating income

Consolidated operating income

Profit before taxation

Reportable segment profit before taxation

Unallocated operating income

Unallocated operating expenses

(Charge for)/write back of impairment losses
on assets held for sale

Write back of impairment losses on assets
acquired under lending agreements

Gain on disposal of a subsidiary

Net gains on disposal of fixed assets

Share of profits of an associate

Gain on bargain purchase of an associate

Loss on disposal of an associate

Consolidated profit before taxation

13. D ERE ¥ (@)
AR EEEWA ~ BRBIADEF
EEREBEZHE
For the For the
year ended year ended
31 December 31 December
2019 2018

EERA

AJER ¥Ry BR B A
B LN %
A BEERA
FeEERA

BRBEL AT R

A ER R ) AR ER AR A A

AOEEERA

AOFEES

FEHEZEERE
1R (kR ),/

REERGARSEE
(BB 1R 2 1o Bk
HEMTE AR Was

H & BEEEF W

i EE ke NSIb il

ARBUEEE AR
HEBE R REE

AR B BRBLATE

BE-S-NF ME-T-NF
+t=A=t-A +-A=t+-A

LEE IFEE
HK$’000 HK$'000
FET FAT
1,740,810 1,673,858
(106,896) (106,808)
128,296 120,722
1,762,210 1,687,772
For the For the
year ended year ended
31 December 31 December
2019 2018

BE-Z-hF #HE_T-N\#F
t=A=t-8 +-A=t+-A

HEE HFE
HK$'000 HK$'000
T FHT
998,107 1,062,699
128,296 120,722
(406,149) (483,408)
(4,143) 1,543
- 1,100
1,288 -
18 16

- 269,921

- 70,255

- (118,768)
717,417 924,080

Fubon Bank = #B4R1T
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13. SEGMENT REPORTING (continued)

Reconciliation of reportable segment operating income,
profit before taxation, assets and liabilities (continued)

Assets EE

Reportable segment assets AIERMAHEE
Unallocated fixed assets AOBLETEEE
Unallocated other assets ROMEMEE
Consolidated total assets LAEEEERE
Liabilities a8f&

Reportable segment liabilities AR HEE
Unallocated other liabilities ROBEMBEE
Consolidated total liabilities rEBEEE

Geographical information

Geographical segment information is based on the locations of the
principal operations of the subsidiaries or on the location of the branches
of the Bank responsible for reporting the results or booking the assets,
the location of customers and the location of assets. For the years ended
31 December 2019 and 2018, all of the Group’s operating income and
profit before taxation were generated by assets booked by the branches
and subsidiaries of the Bank located in Hong Kong. No single country or
geographic segment other than Hong Kong contributed 10% or more
of the Group’s assets, liabilities, profit or loss before taxation, operating
income or contingent liabilities and commitments.

Major customers

For the years ended 31 December 2019 and 2018, no single customer or
a group of customers under common control contributed 10% or more of
the Group’s operating income.

N

FAIEER & T

13. 7 HWER =)
AR SPEBEWRA ~ BRBIADER -
EEREBEZHE®)
As at As at
31 December 31 December
2019 2018
R=-Z—N&F RZZE—N\F
+=A=t+-8 +-A=t+-~
HK$’000 HK$'000
FERT FAT
108,097,910 99,965,435
1,769,750 1,760,124
1,538,974 1,061,187
111,406,634 102,786,746
As at As at
31 December 31 December
2019 2018
R=ZE—NF RZZE—N\F
+=A=t+-8 +-A=t+-~
HK$’000 HK$'000
FExT FAT
94,584,412 86,857,962
2,175,048 1,905,177
96,759,460 88,763,139
EiF & R

BRENBEMDERKBELR 2 TELEHHR
BEHREEIREEARZATATUE &
FUERBEMETARE HE-_T-NFR
TR N\FFA=+-RLFE  AEEME
EERARBRADER S RBMREBNAITS
TEMBRRASRZEEMES - BREZEIIN
MEMERIEEDBEREENEE - &6
BADENREE - EERARIABE RoAE
10%EA L °

FEEF
HE-_ZT-NErR-_FT-\F+_A=+—HIL
FE - BEE-—ZPRARENZ—ATFEAR
EBEERAI0%IA L
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14.

15.

16.

124

CASH AND SHORT-TERM FUNDS

Cash in hand HE

Balances with the Hong Kong BECRERER
Monetary Authority (‘HKMA”) ([&ERD&EH

Balances with banks IRITRIZE 2 #8h

Money at call and short notice * ARG TR

*

Money at call and short notice represents deposits of up to a maximum of one-
month maturity from the end of the reporting period.

TRADING ASSETS

Trading assets at fair value

Treasury bills (including Exchange Fund Bills)
— Unlisted —3EET™

As at 31 December 2019 and 2018, all trading assets held by the Group

are issued by governments and central banks.

DERIVATIVE FINANCIAL INSTRUMENTS

The sale to customers of derivatives as risk management products and
the subsequent use of derivatives to manage the resulting positions is an
integral part of the Group’s business activities. Derivatives are also used to
manage the Group’s own exposures to market risk as part of its asset and
liability management process. The principal derivative instruments used by
the Group are interest and foreign exchange rate related contracts, which
are primarily over-the-counter derivatives. The Group also purchases
exchange traded derivatives. Most of the Group’s derivative positions have
been entered into to meet customer demand and to hedge these and
other trading positions or for balance sheet management. For accounting
purposes, derivatives are classified as either held for trading or qualifying
for hedge accounting.

14.

15.

B FIEESIRZIFIE

16.

ReEREHES
31 December 31 December
2019 2018
—Z—-hF —E-NE
t=A=+-8 +-A=t+-H
HK$’000 HK$'000
TR Tt
200,439 117,284
97,357 261,609
620,135 686,695
4,372,775 4,915,979
5,290,706 5,981,567

* BRI REHREG RR— A2
2173k o

HES(BEMNEESRE)

BEXSHRREE
31 December 31 December
2019 2018
—EB-hEF —ZE-N\F
t=A=t+-8 +-A=t-H
HK$’000 HK$'000
FET FAT
1,943,242 1,898,372

R-E-NER_F-NFt-A=+—R A
BRARERAIHEXSMEEERBG LT
REBITET °

TTEE€RmTI A

MEEHENE TANEARREBESRLK
ERITETAEBIEREE  AXEERHR—H
¥ AT ANAUNERAEEMATNDE
Bl EAHEERBERRFN—BH - A%
ERRANTAETATIEANERIMNERBS
0 RESNTBARIMIETR - REENE
EXSHEETAETER - RAEBABHHITAET
ABAYARAEEERARBH RSN
CHRRNEREERBEAMY - REHAMN
s TETARSBARESSBRRA LI
AR g -
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

(a) Notional amounts of derivatives
Derivatives refer to financial contracts whose value depends on
the value of one or more underlying assets or indices. The notional
amounts of these instruments indicate the volume of transactions
outstanding as at the end of the reporting period and do not represent
amounts at risk. The following is a summary of the notional amounts
of each significant type of derivatives entered into by the Group:

16. FTE ST B

(a) FTETAZEREH
WETETREEBERT —BAZEEH
BEIRHCEEMEZERAN - ET
B2 ZZSRBRNBEHRRATREZR
58 MIFRRSREREH - UTRA
SERIV KT BRUTAETAZAESH
ZHE

31 December 2019
—E-AF+=A=+—H

Qualifying for
hedge Held for
accounting trading Total
EEEREA
g BER S A e
HK$’000 HK$’000 HK$’000
FH&T FHET FET
Exchange rate derivatives EXHTETA
— Forwards — iz Hj - 7,403,947 7,403,947
- Swaps — = 5 - 15,376,121 15,376,121
— Options purchased —BE A HAE - 271,576 271,576
— Options written — iy A - 271,576 271,576
- 23,323,220 23,323,220
Interest rate derivatives FEGTET AR
— Swaps — 55 23,390,741 20,000 23,410,741
23,390,741 20,000 23,410,741
Total FRkc) 23,390,741 23,343,220 46,733,961
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued) 16.TE€M I R

126

(a) Notional amounts of derivatives (continued)

Exchange rate derivatives
— Forwards
— Swaps
— Options purchased
— Options written

Interest rate derivatives
— Swaps

Equity derivatives
— Options purchased
— Options written

Total

The above amounts are shown on a gross basis without taking into

(a) STETAZEREHE

)

31 December 2018
—E-NF+ZA=+—H

Quialifying for
hedge Held for
accounting trading Total
AEBKRA

reshA FHER HB& Rk
HK$'000 HK$'000 HK$'000
FHT FHET FHIT

EXPTAETA
— = - 6,697,062 6,697,062
— 5 - 9,428,007 9,428,007
— g A B - 812,906 812,906
— o R - 812,906 812,906
- 17,750,881 17,750,881

MELTETA
—i=H 18,682,413 2,134,680 20,717,093
18,682,413 2,134,680 20,717,093

BRESTET A
— g A B - 10,860 10,860
—hH R - 10,860 10,860
- 21,720 21,720
FEkE 18,682,413 19,907,281 38,489,694

account the effect of any bilateral netting arrangements. ATV HE o

Derivatives reported as qualifying for hedge accounting represent
hedging instruments designated as hedges under HKAS 39.

TH-

LREBRABEBRT - LR REMERF

WEREERRBEREEZITET AR
REFEGTEREIRIEE

RS 2

Fubon Bank = #B4R1T



16. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

(b) Fair values and credit risk weighted amounts of
derivatives

16. FTE ST B

Credit risk weighted amount refers to the amount as computed
in accordance with the Banking (Capital) Rules of the HKBO. The
amount depends on the status of the counterparty and the maturity

characteristics. The risk weights used range from 0% to 100%.

These amounts are shown on a gross basis without taking into
account the effect of bilateral netting arrangements and are as below:

PSR B

(b) STAETRZAFEEREEREM

EEH

FERRIMESBRERBEEE(RITEGED)
BTN RTEER)RADFEZEE - It

EeRARTIZHF 2HR R T
E o EAZEERBRMELENF0%E
100% .2 ]

ZECRUBAREBFREELH IV E

VAR

B

31 December 2019

31 December 2018

ZB-hE+ZA=t-H —E-NE+ZA=1—H
Credit risk Credit risk
Fairvalue Fairvalue  weighted Fair value Fair value weighted
assets liabilities amount assets liabilities amount
AVEE AVEE FEER AFEE ATEE FEER
BE 8 NELE BE BE  NERE
HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TET TiET Ti#x T TEL FEL
Exchange rate derivatives EEfT4AETA
- Forwards — R 443,306 25,573 39,533 473,708 51,393 68,421
- Swaps — =8 41,927 20,106 60,121 24,163 1,315 40,093
~ Options purchased — A 426 - 7,662 1,100 - 18,980
— Options written — b - 429 - - 1,103 -
485,659 46,108 107,316 498,971 53,811 127,494
Interest rate derivatives FIRATAETR
- Swaps — 55 58,134 339,240 110,286 297,238 79,150 143,688
58,134 339,240 110,286 297,238 79,150 143,688
Equity derivatives RETETA
- Options purchased —EADE - - - 386 - -
- Options written —Jh - - - - 386 -
- - - 386 386 -
Total ek 543,793 385,348 217,602 796,595 133,347 271,182
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

128

(b)

(c)

Fair values and credit risk weighted amounts of
derivatives (continued)

The following table provides an analysis of the notional amounts of
derivatives of the Group by relevant maturity grouping based on the
remaining periods to settlement at the end of the reporting period.

16. FTE ST B

(b) FTETEZAFEEREERMKM

EHEE)
TRAREBRNBEHAMEZIWER
HIOR MR AERIEI D 2 FTETAZES
EEDHT o

Notional amounts with remaining maturity of

BUATHRER 2 AR HE

Over 1 year to
Total 1year orless 5years  Over5years

—FLE
#E  —FERUT ZhfF BERE
HK$'000 HK$’000 HK$’000 HK$’000
31 December 2019 “E-AF+ZA=+-H TEx TER TER TER
Exchange rate derivatives ERITETA 23,323,220 23,027,301 295,919 -
Interest rate derivatives FIETETA 23,410,741 2,703,407 16,488,148 4,219,186
Total B 46,733,961 25,730,708 16,784,067 4,219,186

Notional amounts with remaining maturity of
BUTHRESR s 2REH

Over 1 year to
Total  1vyearorless Syears  Over 5 years

—EpE
#m  —FRUT ZREF AFUE
HK$'000 HK$'000 HK$'000 HK$'000
31 December 2018 —Z-N\Et+=-A=1-8 FAET THEL FHET TEL
Exchange rate derivatives BETETA 17,750,881 16,066,291 1,684,590 -
Interest rate derivatives FIRGTETE 20,717,093 3,813,545 13,420,211 3,483,337
Equity derivatives BREMETA 21,720 21,720 - -
Total B 38,489,694 19,901,556 15,104,801 3,483,337

Fair values of derivatives designated as hedging
instruments

Fair value hedges

The Group uses interest rate swaps to hedge its exposure to changes
in the fair values of certain fixed rate certificates of deposit issued
and fixed rate debt securities investment. Pay-floating/receive-fixed
interest rate swaps are matched to specific issuances of fixed rate
certificates of deposit issued or pay-fixed/receive-floating interest rate
swaps are matched to fixed rate debt securities investment with terms
that closely align with the critical terms of the hedged item.

(c) EEFERHPIAZIIETIAZR

FEE

DR EEE
AEBEEAF R MU EREITHET
BE M R FRELEEMNEEREFREN
ATVEEZBHERE - 7B,/ WREE
5 40 B L 2 39 B E ) S T SRR O O 3
TR - X NEEMREUF B TR S
ELE R ERIR B BRI E T B
BEIE R EHE SR ERT -
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued)
(c) Fair values of derivatives designated as hedging

instruments (continued)

Fair value hedges (continued)

The Group’s approach to managing market risk, including interest
rate risk, is discussed in Note 38(b). Interest rate risk to which the
Group applies hedge accounting arises from fixed rate certificates of
deposit issued and fixed rate debt securities investment, whose fair
value fluctuates when benchmark interest rates change. The Group
hedges interest rate risk only to the extent of benchmark interest
rates because the changes in the fair value of fixed rate certificates
of deposit issued and fixed rate debt securities investment are
significantly influenced by changes in the benchmark interest rate.
Hedge accounting is applied where economic hedge relationships
meet the hedge accounting criteria.

By using derivative financial instruments to hedge exposures to
changes in interest rates, the Group also exposes itself to credit risk of
the derivative counterparty. The Group minimises counterparty credit
risk in derivative instruments by entering into transactions with high-
quality counterparties, requiring the counterparties to post collateral
and clearing through central counterparties (see Note 38(a)(vi).

Before fair value hedge accounting is applied by the Group, the Group
determines whether an economic relationship between the hedged
item and the hedging instrument exists based on an evaluation of the
qualitative characteristics of these items and the hedged risk that is
supported by quantitative analysis. The Group considers whether the
critical terms of the hedged item and hedging instrument closely align
when assessing the presence of an economic relationship. The Group
evaluates whether the fair value of the hedged item and the hedging
instrument respond similarly to similar risks.

The Group establishes a hedge ratio by aligning the par amount of
the hedged fixed rate debt securities investment, fixed rate certificates
of deposit issued and the notional amount of the interest rate swap
designated as a hedging instrument. Under the Group’s policy, in
order to conclude that a hedge relationship is effective, all of the
following criteria should be met.

—  The regression co-efficient (R squared), which measures the
correlation between the variables in the regression, is at least
0.96.

— The slope of the regression line is within a range of -0.8 and
-1.25.

—  Statistical validity of the overall regression model (F-statistic) must
be small.

NOTES TO THE FINANCIAL STATEMENTS
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(c) IEEEAEHITAZFSTETAZRD

FEE®

DR EEHF(E)
AEBEEMSRR(BENERR)MITE
PRI EE38(0) T T I & i o NGB B E b
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued)
(c) Fair values of derivatives designated as hedging

130

instruments (continued)
Fair value hedges (continued)

In these hedge relationships, the main source of ineffectiveness is
expected to be the effect of the counterparty’s and the Group’s own
credit risk on the fair value of the interest rate swap, which is not
reflected in the fair value of the hedged item attributable to the change

in interest rate.

The Group holds the following interest rate swaps as hedging

instruments in fair value hedges of interest risk.

16. FTE ST B

(c) BEEAYTITAZTETAZRD
TEE®)
DT EEE ()
EZSEPWED - EREN T EORE
BXHEFRAEEK SN EERRE
BHNATEENYE  BEIERMER

AEERAEATHEEHERTIS AR AT
EEEPOEPTE -

Remaining maturity of

31 December 2019

Risk category

Interest rate risk

Hedge of debt securities measured
at amortized cost

Nominal amount (HKD’000)

Average fixed interest rate

Hedge of certificates of deposit issued
Nominal amount (HKD’000)
Average fixed interest rate

31 December 2018

Risk category

Interest rate risk

Hedge of debt securities measured
at amortized cost

Nominal amount (HKD’000)

Average fixed interest rate

Hedge of certificates of deposit issued
Nominal amount (HKD’000)
Average fixed interest rate

Fair value hedges consist of interest rate swaps that are used to
protect against changes in the fair value of certain of the Group’s
fixed rate certificates of deposit issued and fixed rate debt securities

FIEAF
Over 1 year to
1 year or less 5 years Over 5 years
—FHULEE
—Z-AE+=A=t+-H —FHUT iE BFEHUE
B8R
MEER
PR A2
ZELB(TETL) 2,113,407 15,998,148 4,219,186
A [E E 3.68% 3.92% 3.56%
HPE BT E
AESBE(TAET) 590,000 470,000 =
A [E 3.10% 3.06% =
Remaining maturity of
TR H
Over 1 year to
1 year or less 5 years Over 5 years
—FULE
- N\F+ZRA=1+—H —FHEUT k= REE
[ R
F=RE R
PR A 2R
2EeBE(TAT) 1,852,185 11,036,891 3,483,337
G [E E A 4.57% 3.88% 3.99%
HPE BT E
2EeBE(TAT) 1,450,000 760,000 -
G [E E 1.88% 2.73% -

investment due to movements in market interest rates.

=

AFEEHPEEREREE TATERE

T

FERABEEEBESAMEHEEH
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued) 16. 5TE€M I B
(c) Fair values of derivatives designated as hedging (c) EEEAEHHAIAZ
instruments (continued) TEE®)
Fair value hedges (continued) AR EEE(E)

The amounts relating to items designated as hedging instruments and

hedge ineffectiveness were as follows:

Interest rate risk FZE R
Interest rate swaps s
- hedge of debt securities — ¥ iR
measured at amortized cost B ARG 2 )
B
Interest rate swaps s
- hedge of certificates of —$PRE BT
deposit issued FRE

Annual Report 2019 &3

H#HIIT -

FTETRZA

EE R TAMNERBRS B R BN

31 December 2019
—Z2-hEt+=A=t+-H

Line item

in the

consolidated
statement Line item
of financial in profit or
position where loss that
the hedging includes
instrument hedge
Carrying amount isincluded ineffectiveness
Nominal REE BEHHIA BEEH
amount Assets Liabilities NS B
BREHE gE 8 RRKRPHER BRERRER
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
THET THET THET THET THET
Derivative Other
financial operating
instruments income
22,330,741 56,868 (338,105) fT4ERMIE  Hs&ERA
Derivative Other
financial operating
instruments income
1,060,000 1,166 (1,035) fTE€@MIE HtZERA
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

132

(c) Fair values of derivatives designated as hedging

instruments (continued)
Fair value hedges (continued)

Interest rate risk

Interest rate swaps
- hedge of debt securities
measured at amortized cost

Interest rate swaps
— hedge of certificates of
deposit issued

During the year ended 31 December 2019 and 2018, no hedge

ineffectiveness was recognized.

16. TEE®M I A

(c) EBEEAEHIAZTETAZA
TEE®

DFEEE ()

31 December 2018
“Z-N\E+ZA=+—H

Line item

inthe

consolidated
statement Line item
of financial in profit or
position where loss that
the hedging includes
instrument hedge
Carrying amount isincluded  ineffectiveness
Nominal REE BEHHIA BEYH
amount Assets Liabilities BErE B R
2ESH BE BE WARTHIERE #BExnkNER
HK$'000 HK$'000 HK$'000 HK$’000 HK$'000
FHAT FHET FET FET THET

Fl=RER

T =4 HA Derivative Other
— YRR gy financial operating
PASE =AY instruments income
EES 16,372,413 284,740 (66,368) fTAESBITA  HiEBRA
Derivative Other
T =45 HA financial operating
—¥PRE BT instruments income
T 2,210,000 1,423 (11,707)  $T4SBITA  Hih&BRA

E_F-NFR-F-\E+ZA=+—

ALEFE - W EBIIEMRIE 2 B
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16. DERIVATIVE FINANCIAL INSTRUMENTS (continued)

(c) Fair values of derivatives designated as hedging
instruments (continued)
Fair value hedges (continued)
The amounts relating to items designated as hedged items were as
follows:

16. 5TE€M I B
(c) EEEAYHPIAZSIETAZR
FEE®
DFEEY ()
AR T ANER ABSBEHFINT -

31 December 2019
ZE2-AE+tZB=t-H
Accumulated
amount of fair
value hedge
adjustments
remaining
in the statement
of financial position
for any hedged
items that have
Accumulated amount of Change in ceased to be
fair value hedge adjustments  value used for adjusted for
on the hedged item included measuring hedging gains
in the carrying amount hedge and losses
of the hedged item ineffectiveness  RILRHHKER
BEREHER REEN for2019  EEETHEN
Carrying amount HHERATER FRE  EAHHERN
REE HHAEZ Rt E ZE-hEHA BBRRREHSR
Assets Liabilities Assets Liabilities Eug (| AT EEHR
EE & EE 8 AVEERY  EEsRHEE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TERL TERL TERL THT THRL THRL
Debt securiies measured at -~ IREHR ARG B 7
amortized cost EBESR 22,973,081 - 281,238 - - -
Certificates of depositissued ~ BETHEHE - (1,060,139) - (131) = =
Annual Report 2019 F & 3§ 133




16. DERIVATIVE FINANCIAL INSTRUMENTS (continued) 16. fTE €I B
(c) Fair values of derivatives designated as hedging (c) EEEAY DI AZTETAZA
instruments (continued) TEE®)
Fair value hedges (continued) AR EEE(E)
31 December 2018
“F-\§+ZR=1-H
Accumulated
amount of fair
value hedge
adjustments
remaining
inthe statement
of financial posttion
for any hedged
items that have
Accumulated amount of Change in ceased to be
fair value hedge adjustments value used for adjusted for
on the hedged item included measuring hedging gains
inthe carrying amount hedge and losses
of the hedged item ineffectiveness 4 1EGHERIRE T
BEREHE R REEN for2018  BEETHER
Carrying amount HREENTEE ARstE  EAEREER
i HEE 25 e 8 ZZ-N\FER BBRRRPEE
Assets Liabiities Assets Liabilties Fsgud: | A BES D
BE B -3 BE AVEEERY  EBRHEE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TET TAR TARL TET TEL TEL
Debt securiies measured at — EEHHM A B
amortized cost EBES 16,427,351 - (178,806) - - -
Certificates of deposttissued B E{TEHE - (2,199,529) - 9,378 - -
17. ADVANCES TO CUSTOMERS 17. 8 FEX
(@) Advances to customers less impairment allowances (a) EFEFRRERE
31 December 31 December
2019 2018
—ZE—-hF —E—N\F
+=A=+—H +=ZRA=+—H
HK$’000 HK$'000
FHET FET
Gross advances to customers BF BN 52,596,340 47,929,870
Less: Impairment allowances (Note 38(a)(xi)) W R E R (M EE38(a)(xi)
- Stage 1 —E—RE (91,916) (27,026)
- Stage 2 —E R (35,177) (6,728)
—Stage 3 —E=REER (160,795) (196,876)
52,308,452 47,699,240
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PSR B

17. ADVANCES TO CUSTOMERS (continued)

(b) Advances to customers analysed by industry sector
The following economic sector analysis of gross advances to
customers is based on the categories and definitions used by the

17.EFER %)
(b) BITEDTNEFER
UTEEEHZBENTETESNNERS
ERIRANENIRES -

HKMA.

31 December

31 December

2019 2018
—E-hEF —E—)\F
+=A=+—HB +=ZA=+—H
HK$’000 HK$'000
FExT FAT
Gross advances for use in Hong Kong EEBFERNERES
Industrial, commercial and financial ITEsE
— Property development —MEERE 4,767,242 4,311,798
— Property investment —WERE 8,710,970 8,230,920
— Financial concerns — BRI E 2,243,493 2,734,051
— Stockbrokers —RELL 1,714,513 1,051,310
— Wholesale and retail trade —RERTEE 778,689 501,723
— Manufacturing —BE% 2,053,959 1,582,124
— Transport and transport equipment — B B 282,605 154,633
— Information technology —BHRH 374,438 615,749
— Electricity and gas — B MER 550,212 356,792
— Others —E A 3,676,258 3,651,717
Individuals EA
— Loans for the purchase of flats under -BEIEEEHEEE] -
the Home Ownership Scheme, [RAAZEEEE R
Private Sector Participation Scheme [FAEEHERE K
and Tenants Purchase Scheme or HEHEBmMEETSN
their respective successor schemes EFHER 4,061 4,635
— Loans for the purchase of other —IBEHEMAEEYEN
residential properties BX® 9,018,440 9,376,721
— Credit card advances —(=HFER 819,809 872,000
— Others —HAb 4,051,517 4,491,341
39,046,206 37,935,514
Trade finance ESmE 4,784,320 4,745,559
Gross advances for use outside Hong Kong EEBIME AN E R 4% 8,765,814 5,248,797
Gross advances to customers RPEER@E5E 52,596,340 47,929,870
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(c)

17. ADVANCES TO CUSTOMERS (continued) 17. 8 F &R
Impaired advances to customers (c) EFREER
31 December % of gross 31 December % of gross
2019 advances 2018 advances
“E-hE HERBE —Z-N\F HENEE
+=A=t+-H Atk +-A=t-H BAL
HK$’000 HK$'000
THET THET
Gross impaired advances EETEE 170,952 0.33 233,231 0.49
Stage 3 impairment allowances made SREERELNE=IE
against impaired loans HERE (160,795) (196,876)
10,157 36,355
Amount of collateral held in respect FREERFEN
of impaired loans ERREE 8,057 26,308

136

(d)

Collateral mainly comprises mortgage interests over residential
properties with the Group. It does not include any expected recovery
from companies in liquidation and government guarantee schemes.

Net investment in finance leases and hire purchase
contracts

Advances to customers include the net investment in motor vehicles
and equipment leased to customers under finance leases and hire
purchase contracts having the characteristics of finance leases. The
contracts usually run for an initial period of 3 to 5 years, with an option
for acquiring the leased asset at nominal value. The total minimum

ERRERRRERTARENEEN R
18 BRI RREMENE ARBRRRA
FERE B 2 W EF0R -

(d) MERERBEBENZREFH

FFERTEAREREEENRARENEE
HUuZEBAOBETERP ZAERERRNR
BEE - aN—RYVSRB=20%F W&
REREEREMEREEZEERE - RIE
BEHERERANRK  REREERE

lease payments receivable under finance leases and hire purchase SHEERFEAZRERT
contracts and their present values at the year end are as follows:
31 December 31 December
2019 2018
—E-NE —T—)\F
+=—A=+—H +ZH=+—H
HK$’000 HK$'000
FHET FET
(Restated)
(g&=751))
Total minimum lease payments due: =EHEERFESTENNPERA
— within 1 year ——FLR 88,087 75,186
— after 1 year but within 5 years ——FABERFIAA 116,241 84,110
— after 5 years —REAE 77 344
204,405 159,640
Interest income relating to future periods EESR PR ERfE A Bl 2 B B A (13,824) (9,899)
Present value of the minimum lease U SEREEERCRE
payments receivable 190,581 149,741
Impairment allowances on Stage 1 F-PEER B ER AR
financial assets (1,831) (655)
Net investment in finance leases and REHERABELN 2
hire purchase contracts &EFE 188,750 149,086

Fubon Bank = 3#$R1T
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17. ADVANCES TO CUSTOMERS (continued)

(d) Net investment in finance leases and hire purchase

contracts (continued)

Certain comparative figures have been restated to conform to the

current year's presentation.

The maturity profile of the present value of the minimum lease
payments before impairment allowances is as follows:

Within 1 year
After 1 year but within 5 years
After 5 years

COST

Debt securities measured at amortized cost
Treasury bills (including Exchange Fund Bills)
— Listed outside Hong Kong
— Unlisted
Certificates of deposit held
— Listed outside Hong Kong
— Unlisted
Debt securities
— Listed in Hong Kong
— Listed outside Hong Kong
— Unlisted

Debt securities measured at amortized cost
are issued by:
— Governments and central banks
— Public sector entities
- Banks
— Corporate entities

—F AR
—FARERFUAR
HF AR

18. DEBT SECURITIES MEASURED AT AMORTIZED

IR SHR AT B 2 BT8R

NOTES TO THE FINANCIAL STATEMENTS

FAIEER & T

17.EFER %)

(d) MEEERABSNZREFR
()
ETLBBFELEINFERERH2R
GE

RERFENSEREERREZ BRAERM
T~

31 December 31 December

2019 2018
—E-hF —E—N\F
+=A=+—-8 +=ZA=+—H”
HK$°000 HK$'000
THExT FHT

80,355 69,517

110,149 79,891

77 333

190,581 149,741

18. B AN ST B 2 B E 3

31 December 31 December

BES(BRINEESRR)

— BB £

— kL
P T ke

— BB £

—JF L
RE5RE S

—NEELM

— BB £

— kL

KB A G B 2 B2

HIA T HIBETT -

— BT R AP RERTT

—RNEER

—$R77
—hXER

As at 31 December 2019, debt securities issued by banks include debt
securities with fair value of HK$3,072.8 million issued by multilateral
development banks (2018: HK$2,943.2 million). As at 31 December
2019, the fair value of debt securities guaranteed by governments was

HK$2,542.6 million (2018: HK$1,637.8 million).

2019 2018
—g-nE  —FN\F
t=A=+-A +=A=1-~
HK$’000 HK$'000
FBT FAT
14,949 14,958
4,583,427 4,579,528
- 226,585

482,873 834,699
15,335,702 10,889,872
10,842,073 13,036,403
9,257,212 7,307,722
40,516,236 36,889,767
5,329,319 5,234,078
1,022,393 895,557
10,817,194 13,336,240
23,347,330 17,423,892
40,516,236 36,889,767

R-Z-AFE+-A=+—R0 BRITBTNE
BEFEERZBAERTETINAFEER
3,072,800,000/8 7T (=% — /\4F : 2,943,200,000
BL)MEBES R_F-NF+_-A
Zt—B BRERNEBEHFOQFEER
2,542,600,000/8 7T (=% — /\4 : 1,637,800,000
BT °
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19. EQUITY SECURITIES DESIGNATED AT FAIR VALUE
THROUGH OTHER COMPREHENSIVE INCOME

Financial assets designated at fair value through

other comprehensive income
Equity securities

— Listed in Hong Kong

— Unlisted

BRAE 75
—NEEL™
—3F L

These equity securities are irrevocably designated at FVOCI as the Group
intends to hold these securities for long-term investment or strategic
purposes. None of these investments was disposed of during 2019, and
there were no transfers of any cumulative gain or loss within equity relating

to these investments.

20. INVESTMENTS IN SUBSIDIARIES

The following list contains only the particulars of subsidiaries which
principally affected the results, assets or liabilities of the Group. The class
of shares held is ordinary unless otherwise stated.

19. FENA R FEERAE 2 EWEET

HEELX L FIEBEREME K o
SR THEE

EZRAFES
31 December 31 December
2019 2018
—2-h%F —EN\F
+=A=+—-HB +=—A=+—H
HK$’000 HK$'000
FHET FA&T
54 62
1,074,000 809,268
1,074,054 809,330

ARARERBAEZSEFFRAREIREA
& REBRAEFTAIHELEE /A RATEE
AAHMEERR - RZT-NFHRBELE
ZERE AU EEREZERARMANER L

SRS A -
20. fiB A E’RE
UTREERETEYEAEEESE  BENE

EROMBERRNFE - RAABAEN - AR

RIS AT AR

Particulars of ~ Proportion of
issued and ownership  Principal
Name of Company paid up capital interest  activities
BRTRAREZ
AR EH RAFE  HEESNH TEER
Incorporated and operating in Hong Kong REBIMAR L REE
Fubon Credit (Hong Kong) Limited ERRB(ER)BERAR HK$65,000,000 100%  Provision of financing services
65,000,000/47C REHEBRY
FB Securities (Hong Kong) Limited EREF(BB)BRAR HK$8,000,000 100%  Securities broking
8,000,000/ 7T EHEL
Fubon Nominees (Hong Kong) Limited Fubon Nominees (Hong Kong) HK$200 100%  Nominee service
Limited 200/ 7T REBARE
Fubon Insurance Brokers Limited EARBERBRAT HK$100,000 100%  Insurance broker services
100,000/87T RBEEART

All of the above subsidiaries are directly owned by the Bank.
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21. FIXED ASSETS
(a) Reconciliation of carrying amount

Cost or valuation

At 31 December 2018

Impact on initial application of
HKFRS 16

At 1 January 2019

Additions

Disposals

Deficits on revaluation (Note 12)

Elimination of accumulated depreciation
on revalued premises

At 31 December 2019

Accumulated depreciation

At 31 December 2018

Impact on initial application of
HKFRS 16

At 1 January 2019

Charge for the period (Note 7)

Released on disposal

Elimination of accumulated depreciation
on revalued premises

At 31 December 2019

Accumulated impairment loss
At 1 January 2019 and
31 December 2019

Net book value
At 31 December 2019

BAESEE

RZE—-\F+ZA=+—H

MRERB B HIREER
F16RMTE

RZE-NF—A—H

AE

HeE

EftEEI12)

HEERNEL ZEHTE

R=F-NF+=-A=1+—-H

REINE

RZE—/\F+-A=+—H

MRERB B HIREER
F16EMFE

RZE-NF—F—H

FRM ()

HERD

EHBEME 25HTE

RZE-NF+-A=+—H
R HEEE
RZE-NE-A—AR
tZA=+-A
REFE
RZT-NF+-A=t-A

PSR B

N.EEEE
(a) FREEHER

Other

properties and

equipment

Furniture, leased for

fixtures and own use carried
Premises equipment at cost Total

BB AT B 2

BR#£E HpR#EE
L/E S PET MERZE ot
HK$'000 HK$’000 HK$’000 HK$'000
TR TET THET THER
3,981,272 973,522 - 4,954,794
- - 108,327 108,327
3,981,272 973,522 108,327 5,063,121
- 101,461 43,606 145,067
- (61,408) (16,304) (77,712
(241,365) - - (241,365)
(72,074) - = (72,074)
3,667,833 1,013,575 135,629 4,817,037
- 626,557 - 626,557
- - 61,215 61,215
- 626,557 61,215 687,772
72,074 85,082 25,936 183,092
- (56,400) (16,304) (72,704)
(72,074) - - (72,074)
- 655,239 70,847 726,086
15,733 - - 15,733
3,652,100 358,336 64,782 4,075,218

139



21. FIXED ASSETS (continued)

(a) Reconciliation of carrying amount (continued)

Cost or valuation
At 1 January 2018
Additions
Disposals

Surplus on revaluation (Note 12)

Elimination of accumulated

depreciation on revalued premises

At 31 December 2018

Representing:
Cost
Valuation — 2018

Accumulated depreciation
At 1 January 2018

Charge for the year (Note 7)
Released on disposal
Elimination of accumulated

depreciation on revalued premises

At 31 December 2018

Accumulated impairment loss

At 1 January and
31 December 2018

Net book value
At 1 January 2018

At 31 December 2018

140

1. BEEE®
(a) BREEYER®)

Furniture,
fixtures and
Premises equipment Total
FRL o EE
e NG ek
HK$’000 HK$'000 HK$'000
FAT FAT FAT
RAEREE
R_Z—N\F—HF—H 3,777,633 913,284 4,690,917
RE - 81,184 81,184
& - (20,946) (20,946)
EHEH(FE12) 269,604 - 269,604
IHEEE
2EHTE (65,965) - (65,965)
RZE—N\F+=A
=t+—~H 3,981,272 973,522 4,954,794
15 :
(BN - 973,522 973,522
HE—-—E—\F 3,981,272 - 3,981,272
3,981,272 973,522 4,954,794
HiHIE
RZZ—)\F—HF—H - 574,864 574,864
FRHIER (MRE7) 65,965 72,578 138,543
& Bl - (20,885) (20,885)
WIHEHMES
2EHTE (65,965) - (65,965)
RZE—N\F+=A
=+—B - 626,557 626,557
REiPRERE
RZE—-N\F—-A—AK
+=-A=+—8 15,733 - 15,733
IREFE
R_E—N\F—A—H 3,761,900 338,420 4,100,320
RZF—-N\F+=A
=+—H 3,965,539 346,965 4,312,504

Fubon Bank = #B4R1T



21. FIXED ASSETS (continued)

(a) Reconciliation of carrying amount (continued)
Had the revalued premises been carried at cost less accumulated
depreciation, the carrying amounts would have been:

Net book value

(b) Fair value measurement of properties

@

Annual Report 2019 &3

Fair value hierarchy

The following table presents the fair value of the Group’s
properties measured at the end of the reporting period on
a recurring basis, categorized into the three-level fair value
hierarchy as defined in HKFRS 13, Fair value measurement.
The level into which a fair value measurement is classified is
determined with reference to the observability and significance of
the inputs used in the valuation technique as follows:

Level 1: Fair value measured using only Level 1 inputs i.e.
unadjusted quoted prices in active markets for
identical assets or liabilities at the measurement date

Level 2: Fair value measured using Level 2 inputs i.e.
observable inputs which fail to meet Level 1, and not
using significant unobservable inputs. Unobservable
inputs are inputs for which market data are not

available

Level 3: Fair value measured using significant unobservable

inputs

The fair value measurement of the Group’s premises are
categorized as Level 3 as at 31 December 2019 and 2018.
During the year ended 31 December 2019 and 2018, there were
no transfers between Level 1 and Level 2, or transfers into or out
of Level 3. The Group’s policy is to recognize transfers between
levels of fair value hierarchy as at the end of the reporting period
in which they occur.

NOTES TO THE FINANCIAL STATEMENTS

FAIEER & T

. BEEE®
(a) BREIE¥ER(E)
HEEYEERARR T EAE - BIEE

EER :
31 December 31 December
2019 2018
—g-h%F —E)\F
t+=A=t-8 +-A=t+-~
HK$’000 HK$'000
FHExT FHT
795,799 806,415
(b) MEZATEETE
() ATEESRFE

TRITAEENFEHRELREE
B BZMERTEE LRBERER
PBREERF1BR AT EBEFEMR
EZ=ERFEERERG - 2 FEE
HEMBRZRHNTIZRIAT BERM
RBABEBZIBERENERERE
MEE :

F—R ERF - RBAZREAR

STERHEREERBER

R IHZ RIE B RE)

AHEZAHEE
—RCERE BB ARE IR
BERT A E —MRE 2 TR
BABUE - ARAERAA
BRERHARBFTEZ
RFEE - - TABRERHAK
EERAHRETSRIEZES
A

i

AT ARREEH AL
SHEZATEE

F=K

RIB-NER-_F-NF+_A
=t—B AREVENLFEETE
NERF=R -NBE-_FT-NEFR=
Z-N\F+-A=+—HILFE F—
BRE-B ML EEREE - TEE
MEEBANBEHE=R - FEE LY
RERBBRE ZHBRSHRERD
FEESRHE ZFHNEE -
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21. FIXED ASSETS (continued)

21.EEEE @)

(b) Fair value measurement of properties (continued)

@

(ii)

(iii)

Fair value hierarchy (continued)

All of the Group’s premises were revalued as at 31 December
2019 and 2018. The valuations were carried out by an
independent firm of surveyors, Colliers International (Hong Kong)
Limited, who have among their staff fellows of the Royal Institute
of Chartered Surveyors with recent experience in the location
and category of property being valued.

The revaluation deficits of HK$201.5 million (2018: surplus of
HK$225.1 million) has been recognized in other comprehensive
income and accumulated in the premises revaluation reserve, net
of deferred tax.

Valuation techniques and inputs used in Level 3 fair value
measurements

The fair value of premises is determined using market comparison
approach assuming sale with immediate vacant possession and
by reference to comparable sales evidence.

Reconciliation of fair value measurements in Level 3 of the

(b) ¥ME2ZDFEEFE®

() DFEESRIEGE)
AEEMBENER_ZT-NER_F
—NFE+ZA=+—RA{EHER - fE
REVAEMTS HERDEER (R
B)ERAAETT AN BEIRRHE
EREHAEMEEERGEAARR

BRI R R B R HACER -

& B 18201,500,000/8 T (Z T — N\
% F#4225,100,00058 70 ) RIS IR IE
FIEREREMEERERNERRE
MESHEE R -

(i) F=HKLAFEESESEANGEER
i R i A BB
MENAFEADNERMSLE T AR
THRRELERBEAELRBER
BMETE °

(i) XFEESRIEF=RLOFEE

fair value hierarchy STENEER
The following table provides a reconciliation of the movement TREFIERTEEFEEAEERM
between opening and closing balances of Level 3 properties, BREATAIBREGAZBZE=RY
measured at fair value using a valuation technique with significant MR EIRE R 7 B EHER
unobservable inputs:
Premises 2019 2018
L/ES —E-hF —ZE-N\F
HK$’000 HK$'000
THExT FAT
At 1 January Hn—HA—H 3,965,539 3,761,900
Depreciation for the year REFLHE (72,074) (65,965)
(Deficits)/surplus on revaluation — BRFEER) BH-FA
credit to premises revaluation reserve MEELRE (241,365) 269,604
At 31 December Wt+=—A=+—H 3,652,100 3,965,539
Total gains or losses for the year BRI EBARFTIFEERTA
included in other comprehensive Hit2EWEROAFE
income for assets held at the end I ss sk EstE 4858
of the reporting period
— Premises: net movement in — V¥ WEEHHEFED
premises revaluation reserve (191,419) 234,231
Total gains or losses for the year RS EARATISEETTA
included in profit or loss for assets held B R FEZ WSS,
at the end of the reporting period EiB %R
— Operating expenses: Depreciation —BEYTH e (72,074) (65,965)
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21. FIXED ASSETS (continued)

(b) Fair value measurement of properties (continued)
(iv) Information about Level 3 fair value measurements

. BEEE®

FAIEER & T

(b) WEZAFEEFEE)
(v) EEE=RATEEIENER

Valuation technique

Unobservable input

Range
gE

fh{E T IR DN 6
Premises Market Approach — Comparable Premium/(discount) on
Transactions Method characteristic of the
properties
Z/ES Mi5E - ELRR 5% VIR RE, (ITR)

The fair value of premises held for own use are determined using
the Market Approach — Comparable Transactions Method. This
approach provides an indication of value by comparing the
subject asset with sales of identical or similar assets for which
price information is available. In analysing such sales, which
qualify as arms-length transactions between willing buyers and
sellers, adjustments are made for size, location, time, amenities
and other relevant factors to assess the value of the subject asset.

(c) The analysis of net book value of premises is as

follows:

Held in Hong Kong at fair value
— Long-term leases (over 50 years)
— Medium-term leases (10-50 years)

Annual Report 2019 &3

-40% to 154%

-40%%E154%

REBRMENRATEENEATS
E-TEAUBR HEETE - ZETE
BREEREEABREMASNARR
BUEEHEFELER  URHEEE
T BBOMBERETLERELES
BRFRAIETHHERSUFEER
BEZEER CDHERE LB &
]~ R R AR

(c) MEIREFENDHTMOT

31 December

31 December

2019 2018
—E-hEF —E-N\F
+=A=+—-8 +=A=+—8
HK$’000 HK$’000
FHET FAT

REBRAFBERSA

—RBAN(BER+F) 2,290,800 2,426,439
—FHEBENO(+FER+F) 1,361,300 1,539,100
3,652,100 3,965,539
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22.

144

ASSETS HELD FOR SALE

In May 2014, the Group transferred two owned properties situated in Hong
Kong with carrying amount of HK$92,669,000 from premises to assets
held for sale following the Group’s decision to dispose of the properties.
In December 2014, the Group sold one of the properties, with a carrying
amount of HK$47,225,000, at a consideration of HK$52,000,000. A gain
of HK$4,775,000 was recognized in profit the year ended 31 December
2014. The Group is committed to a plan to sell the remaining property.

The asset is measured at the lower of its carrying amount and fair value
less costs to sell at the end of each reporting period. The carrying amount
as of 31 December 2019 of HK$41,300,000 (2018: HK$45,443,000)
represents its fair value less costs to sell. The fair value measurement is
categorized as at Level 3 valuation as described in Note 21(b).

Cumulative income recognized in other comprehensive income relating to
assets held for sale is HK$27,995,000 (2018: HK$27,995,000), net of tax,
which represents cumulative revaluation surplus of the property.

In May 2018, the Bank’s Board of Directors approved the disposal of
one of the Bank’s subsidiaries, which is a licensed corporation registered
with the Securities and Futures Commission. The Bank then signed
a Sale and Purchase agreement with the acquirer who is a fellow
subsidiary of the Bank. The completion of the transaction was subject to
regulatory approval, which was obtained in January 2019. The disposal
was completed in February 2019. All assets and liabilities related to this
subsidiary were presented under “Assets held for sale” and “Liabilities
associated with assets held for sale” respectively.

Assets held for sale comprise the following:

Property situated in Hong Kong NREBZ
Account receivables and other assets
of a subsidiary

HibEE

2. FEHEZEE

RZE—NFERA  FAEERTHEEURNE
% B BR T B /5 92,669,000 TTH R IE ¥ ¥ -
UHEREERERELECEE - RZT
—mE+ZA AREELET—EHREEAR
47,225,000 % T8 ¥ % X 18 /52,000,000 75
T BUREE-T—NF+-_A=+—HLF
[E 5 I R #E324,775,000/8 T 2 W zk o AEE A
HERERTIE -

EEENSREPREEAERAFEERLE
KA (MEZREERE)GE - RZT—NF
+-A=1+—8 ' KEE41,300,0008 (==
—\F : 45,443,000/ ) IHE R E A FEER L
ERE - MEAFEBENEVEAZ=REE(D
HsE21(0)Efri)

ZETMAREMEEIRAFER - THERSEL
EEE27,995,000/8 7T (ZZ— \4F : 27,995,000
BT (BRHIE) - HERYEN R ERRS

R-Z-N\FHA ATESFSREHEATH
P-ZWEAR  ERREFRHAEEBERE
BeiEMmigsE - 212 - ATEEREKITR
ZMBARMKELRTEE RS - RHAKE
BEPIBLER IR YR T -NEF— AES
FHAE o WHER T AF - AREK o BZM
BRREANREEERBED R FELEZ
BEIMFEHEEEZREAEITIIR -

FEHEZEERETIIRE

31 December 31 December

—RME A Bz EUARIE K

2019 2018
—E-hEF —T-N\F
t=A=t—-8A +=-A=+—H
HK$°000 HK$'000
TRT THT

41,300 45,443

- 384

41,300 45,827

Fubon Bank E#F$R1T




23. DEPOSITS AND BALANCES OF BANKS AND

OTHER FINANCIAL INSTITUTIONS

Deposits and balances from banks
Deposits and balances from the HKMA

Amounts due to banks and other financial
institutions under repurchase agreements
(Note 38(f))

24. DEPOSITS FROM CUSTOMERS

Demand deposits and current accounts
Savings deposits

Call deposits

Time deposits

25. TRADING LIABILITIES

Short positions in Exchange Fund Bills

Annual Report 2019 &3

o=}

23. RITRIER Hitb S BB 2 F R

31 December

31 December

2019 2018
—Z-NF —E-N\F
+=A=+—-8 +=A=+—8
HK$’000 HK$'000
FHxT FAT
RITRAEZ TR R EH 2,932,734 3,209,729
REERZTERMER 12,337 278,273
2,945,071 3,488,002

Bl iRaIE NETIRTT

[ 2R H A BhitrE
2 5RIE(MIRE38() 6,195,224 5,979,423
9,140,295 9,467,425

24. EF R
31 December 31 December
2019 2018
—g-NF —E-N\E
+=-A=+—8 +=—A=+—8
HK$’000 HK$’000
FET FHT
TEEA AR AT 11,377,060 12,956,273
REER 5,280,322 1,269,027
BAER - 4,091,701
TEBER 58,386,029 49,930,797
75,043,411 68,247,798
2B5.XZBRET2EE

31 December 31 December
2019 2018
—g-NF —EF-N\E
+=A=+—B +=-A=+—8H
HK$’000 HK$’000
FET FHT
INEESEEZER 948,173 1,808,372
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26. OTHER LIABILITIES
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26. Hitt& &

31 December

31 December

2019 2018

—E-NF —T—)\F

+=A=+—HB +=ZA=+—H

HK$’000 HK$'000

FET FAT

Net defined benefit liability (Note 32(a)(i)) EREN & B FE (I E32(a)() 41,996 47,361

Impairment allowance recognized in regard of HEEEAE 2 AER

credit related commitments and contingencies SARTE B RER AR B R

(Note 38(a)(x)) (Mi5E38(@)(x)) 21,560 5,265

Lease liabilities HEBE 67,611 -

Accounts payable and other liabilities EERBEREMEE 3,007,481 1,784,077

3,138,648 1,836,703

The following table shows the remaining contractual maturities of the
Group’s lease liabilities at the end of the reporting period and at the date of

transition to HKFRS 16:

Within 1 year
After 1 year but within 2 years
After 2 year but within 5 years
After 5 years

Less: total future interest
expenses
Present value of lease liabilities

TRERAEERBERRLBEEE BN B R
HERF16HE B HERBORGANIIHA

As at 31 December 2019

As at 1 January 2019

R=E-AF+=A=+—H RZZB-NF—H—H
Present Present
value of the Total value of the Total
minimum lease minimum lease  minimum lease  minimum lease
payments payments payments payments
RIERE HIEEE SEEE REEE
RARZHE (Rt MRz HE ez
HK$’000 HK$’000 HK$'000 HK$'000
TR FAT FHL FAL
—FR 23,207 25,015 18,052 21,008
—FRIERMFIARN 15,633 16,833 10,646 11,607
MEABRIERFIAN 25,318 26,724 15,983 17,521
HFLE 3,453 3,524 8,032 8,356
67,611 72,096 52,713 58,492
B RRFI SRS e
(4,485) (5,779)
HEEBBERE 67,611 52,713

Fubon Bank = #B4R1T



27.INCOME TAX IN THE CONSOLIDATED STATEMENT 27. 44 Bk R E 2 FrEsi

OF FINANCIAL POSITION
(@) Current tax provision/(recoverable) in the (a) FEMBMRRERAZANHABEE
consolidated statement of financial position % (ATUREIENERSRIE) & ©
represents:
31 December 31 December
2019 2018
—E-hEF —E-N\F
+=HA=+—H +Z=ZA=+—H
HK$’000 HK$’000
FET FAT
Provision for Hong Kong Profits FRABBNEERE
Tax for the year 136,883 113,184
Provisional Hong Kong Profits Tax paid BERNEAYGHFEH = (66,807)
136,883 46,377
Balance of Hong Kong Profits HBRTFERNES
Tax payable relating to prior years FISH 4R 23,113 1,472
159,996 47,849
Representing: a3
Hong Kong Profits Tax recoverable* BEEES e = (350)
Provision for Hong Kong Profits Tax* BENEBILERE 159,996 48,199
159,996 47,849
*  The amounts of taxation recoverable and payable are expected to be * AREIREAFIE BRI —EREE -
settled within 1 year and are included in the “Accrued interest and other WEER 7B 357 JEGTFIE REMEE]
assets” and “Other liabilities” respectively. HURIEMEEIA
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27.INCOME TAX IN THE CONSOLIDATED STATEMENT
OF FINANCIAL POSITION (continued)

(b) Deferred tax assets and liabilities recognized
The components of deferred tax assets/(liabilities) recognized in the
consolidated statement of financial position and the movements
during the year are as follows:

A1 January 2018

(Charged)/credted in ariving at
the prolft for the year (Note 11(a))

Charged to other comprehensive
income (Note 12)

At 31 December 2018

At 31 December 2018

Opening adjustments arising from
change in accounting policy

At1 January 2019

(Charged)/credited in arriving at
the profit for the year (Note 11(a))

(Charged)/credited to other
comprehensive income (Note 12)

At 31 December 2019

148

WZ%-/\F-F-H
WEERRTIR(IR)/
B 1)
HEMRERER R
(H312)
RZE-N\EtZA=+-A
W-§-NFTA=1-A
REHBFEBTY
SAEREL AR
W-E-1E-B-B
WRFEEAR(R)/
BE (WH11(a)
REf2ERES (1R)/
fE (Hi12)

RZB-NE+ZA=1-R

(b) EREREEHBEEREE

27. ZEMBRR R Z FEH (@)

REEEMBRRARABRR ZBIEHREE,/
(BE) 2 SBRED RFRZEBMT :

Revaluation of
equty securties
Depreciation designated
alowancesin at fair value
£xess of Defined through other Unappropriated
related bengft ~ Impament comprehensive  Revaluation  Right-of-use proft of an
(epreciation scheme alowance income o premises assels associate Tota
i)
ATEER
#85E EfprENE
fEMTE i HEZRE B2
GRE  BAE WERR  BREL RER RREEE  AORE 5
HKS 000 HK§ 000 HKS 000 HK§ 000 HK§ 000 HK§ 000 HK§ 000 HK§ 000
ThL T TAL T AT T AT T
47.202) 9816 16,623 (65,802) (499,351) - (26999 (612919)
(3.226) (1,611) (5,650) - 114 - 26,999 16,626
- 231 - (44,646) (35373) - - (80,256)
(50,428 7968 10973 (110,448) (534,610) - - (676,545)
(50,428) 7,968 10973 (10,448) (634,610) - - (676,545)
- - - - - 924 - 924
(50,428) 7,968 10973 (110,448) (634,610) 924 - (675,621)
(1,931) (2,267) 20,928 - 114 (419 - 16,425
- 863 - (44,048) 49,046 - - 6,761
(52,359) 6,564 31,901 (154,496) (484,550) 505 - (652,435)

Fubon Bank = #B4R1T
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27.INCOME TAX IN THE CONSOLIDATED STATEMENT 27. 44 BB E Z B @)
OF FINANCIAL POSITION (continued)

(b) Deferred tax assets and liabilities recognized (continued) (b) ERIBELHBEEREBE®W
Deferred tax assets and liabilities recognized are summarized as ERREEHBEE KA BRMMT
follows:

31 December 31 December
2019 2018
—E-hEF —E-N\F
+=HA=+—H +Z=ZA=+—H
HK$’000 HK$'000
FHET FET
Net deferred tax assets recognized in the IR e VAR RIER 2 TR I8
consolidated statement of financial position BEFE 8 7
Net deferred tax liabilities recognized in the FA B RIER 2 IEIETIR
consolidated statement of financial position BEFE (652,443) (676,552)
(652,435) (676,545)

(c) Deferred tax assets unrecognized (c) RERZELEBIBEE
The Group has no material unrecognized deferred tax asset as at 31 R-Z-NE+-A=+—0 AEELE
December 2019 (2018: HK$NIl). BRAERZELEHEBE(ZT—N\4F:

') o
28. SUBORDINATED NOTES ISSUED 28.ERTRERE

31 December 31 December

2019 2018

—E-hEF —E-N\F

+t=A=+—8B +-HA=t+—H

HK$’000 HK$'000

FTHET FET

US$200 million 6.125% subordinated notes M ZE—ZF%17200,000,000
issued in 2010 EILFEE/56.125%H]

“ERE 1,555,776 1,562,870
Subordinated notes with face value of US$200 million (equivalent to AR _ZE-ZTE+-—A=Z+HBTHER
HK$1,557.5 million) and carrying amount of HK$1,555.8 million which 200,000,000 7t ( 18 & #1,557,500,000 % 7T ) &
qualify as supplementary capital were issued by the Bank on 30 November HR T 18 &1,555,800,0005 7T &2 £ & i I & AR 2R
2010 and will mature on 30 November 2020. MEERE ZEBEN-_2-2F+—HA=1+H

El:
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28.

290.

150

SUBORDINATED NOTES ISSUED (continued)

If at any time the HKMA determines (having regard to the applicable
regulatory framework) that these subordinated notes no longer qualify
as supplementary capital, the Bank may, on or after 1 January 2013 at
its option and subject to the prior written approval of the HKMA, provide
notice to such effect to Noteholders, such notice being a “Change in
Status Notice”. Upon a Change in Status Notice becoming effective,
these subordinated notes shall cease to constitute subordinated
obligations of the Bank and shall thereafter constitute direct, unconditional,
unsubordinated and unsecured obligations of the Bank and shall
at all times thereafter rank pari passu and without any preference
among themselves. The payment obligations of the Bank under these
subordinated notes shall, save for such exceptions as may be provided
by applicable legislation, at all times thereafter rank at least equally with
all its other present and future unsecured and unsubordinated obligations
including liabilities in respect of deposits.

These subordinated notes bear interest at 6.125% per annum, payable
semi-annually. Upon a Change in Status Notice becoming effective, the

28. O RITREEZEE &)

5 &% RNMEARERE (EERERNERIE
’J”)K«éiaﬂFT\ﬁé\@%f’%WDi§$ ' Kﬁﬂ
R-ZT—=F—A—Hez% EELESS
%iﬁﬁt/&{éugI‘Tﬁ)ﬁhﬁ)\ﬁﬂlﬁ?ﬁwE.
ZBAA AN EE RN - M EERNAE
Wik AEEEBRBIBEBRATZEEERT
WHREBRBKRAITZ B - BIEH - FRERE
BEHEM  UTHEREZTIARAZAERSER
BRI EE(AELE  REREEAERTEL
BIIME RN - Nﬂﬁ%@ﬁé%%‘f%ﬂﬁﬁﬁ{ﬂ%
REZEWEREEMAEMRE RRRER
AL EEAR(BRBEEGTIZER)ZERSE
T‘E/\ °

2!»‘1&15%%&@*@6 126%:t 8 BHFXN—
M BEBAERER  ARERBFHE

interest rate for these subordinated notes will become 5.625% per annum, Hﬁ’ #55.625% + BEFZ—IR o REEREU
payable semi-annually. These subordinated notes are stated at amortized BEERRR B BR o
cost.
SHARE CAPITAL 29, fg 7
2019 2018
—B-hE A
Number of Number of
shares Share capital shares Share capital
RHEE % BRinEE %A
HK$’000 HK$000
FTHET FAT
Issued and fully paid: ERTRHE -
Ordinary shares BER
As at 1 January and 31 December —H—Bk
+=—RA=+—H 1,641,273,089 4,830,448 1,641,273,089 4,830,448
The holders of ordinary shares are entitled to receive dividends from time TRRFEABRET E%WEXH“ &"ﬁ_ BRARITZ
to time and are entitled to one vote per share at a general meeting of the BEAE LRERIE—F - IELARREERITZ

Bank. All ordinary shares rank equally with regard to the Bank’s residual
assets.

NS EEZBRSMA -
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30. RESERVES

(a)

(b)

Foreign exchange reserve

The foreign exchange reserve of the Group comprises all foreign
exchange differences arising from the translations of the financial
statements of foreign operations. The reserve is dealt with in
accordance with the accounting policies set out in Note 2(u).

Regulatory reserve

The regulatory reserve is maintained to satisfy the provisions of the
HKBO for prudential supervision purposes. Movements in the reserve
are made directly through retained earnings and in consultation with
the HKMA.

FAIEER & T

30. f#1E

(@)

(b)

INEREE
AEBINEREOERTE I EXHBR
EMEEZIANEEZSR - ZREGERENMT
2AU)FTE 2 SRR R ©

EIE
ARB(RITEREIDOREMREEERE
NEZBEEENEMN - ZRBZEHNE
BATERERRERNREENER -

(c) Investment revaluation reserve (non-recycling) (c) REEH#E(EBER)
The investment revaluation reserve (non-recycling) comprises LEEEHRBEGEER)BERREHNKREES
the cumulative net change in the fair value of equity investments BIEEEM GRS LR EOFEIET ARAT
designated at FVOCI under HKFRS 9 that are held at the end of the EBEFAEMEZEREARNEENZTA
reporting period (see Note 2(g)). FEESEFAERME) °
(d) Premises revaluation reserve (d) MEEKHEE
The premises revaluation reserve is dealt with in accordance with the Y B EE TR M2 st B F IR
accounting policies adopted for land and buildings in Note 2(k). N2 SRTBR TR RRIE ©
31. CASH AND CASH EQUIVALENTS NRERERREER
(a) Cash and cash equivalents in the consolidated cash (a) FERERBRZAERE[RE
flow statement EH
2019 2018
ZEB-hEF —E-)N\F
HK$’000 HK$'000
THET Fi#IT
Cash and balances with banks R e RRIRTRIE 2 R 917,931 1,065,588
Money at call and short notice with original RN =EAREE 2B &
maturity within three months FEHIER 4,372,775 4,626,132
Treasury bills with original maturity within R =18 B M E| 8 2 Bl & 25
three months 1,698,610 3,397,144
Placements with banks with original maturity R =1 AREIE 2 $R1T
within three months EES 6 2,222,266 627,340
9,211,582 9,716,204
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31. CASH AND CASH EQUIVALENTS (continued) NL.REREFRESER ()
(b) Reconciliation to the consolidated statement of (b) FREMBMRRETZE R

financial position

2019 2018
—E-AF —E-N\F
HK$’000 HK$'000
FExT FAT
Cash and short-term funds (Note 14) Be MEBRES (HE14) 5,290,706 5,981,567
Treasury bills E%
— Trading assets (Note 15) —RHER SRR EE(MFE15) 1,943,242 1,898,372
— Debt securities measured at amortized — IR SR AR 2 BT EES
cost (Note 18) (MHE18) 4,598,376 4,594,486
Balances with banks and other financial IRITREM S BB A S
institutions 2,862,464 2,060,262
Amount shown in the consolidated statement GLAEMERARANT e
of financial position 14,694,788 14,534,687
Less: Amount with an original maturity of over B REIBBAA=EAM L
three months E|ER 25 (5,483,206) (4,818,483)
Cash and cash equivalents in the consolidated &R E&RBRANZIEE R
cash flow statement ZRIIRLER 9,211,582 9,716,204
(c) Total cash outflow for leases (c) HERSRHAEE
2019 2018
—E-AF —ZE—N\F
HK$’000 HK$'000
FET FAET
Within operating cash flows REEIR B2 A 2,464 36,888
Within financing cash flows REBERESRZA 28,708 -
31,172 36,888
As explained in the Note 2(d), the adoption of HKFRS 16 introduces a MM 2T - BB RS 4ERE16
change in classification of cash flows of certain rentals paid on leases. SRFEASIEENMNETHERNESR
The comparative amounts have not been restated. DEMEE) - LREEHAET o
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activities

At 1 January 2019

Changes from financing cash flows:
Repayment of debt securities

Proceeds from issuance of debt securities
Payment of lease liabilities

Total changes from financing

cash flows

Exchange adjustment

Other changes

Increase in lease liabilities from entering
into new leases during the year

At 31 December 2019

At 1 January 2018

Changes from financing cash flows:
Repayment of debt securities

Proceeds from issuance of debt securities
Dividends payment on additional equity

instruments

Redemption of additional equity

instruments

Total changes from financing cash flows

Exchange adjustment

Other changes

Professional fees to repayment of
additional equity instruments
Dividends paid on additional equity

instruments
Total other changes
At 31 December 2018

Annual Report 2019 &3

31. CASH AND CASH EQUIVALENTS (continued)
(d) Reconciliation of liabilities arising from financing

R-Z-h&—-A—H

BRERSRERH
RIRET S
BITEBRERASHR
HERENMNK
RMERSRESLBEE

EHAE

Hi 25
FRRRHEEM
EimEERE
R-2-H&+ZA

=+-H

RZFE—-\F—H—H

BERTRERD
BEAEHES
BITEBERASIR
FBHMERA T AR

BEEEIMNEATA

BERSNELDER
(SR

HinZE)
EEBINEATA
EXER
FHMEA T AR

HiZE@H

NZE—N\F
+-A=t+—H

FAIEER & T

NEERERBESER W)
(d) METEEENEBZYHER

Debt securities Lease

issued liabilities Total
ERTEEES HESE st
HK$’000 HK$’000 HK$’000
THET FTET FET
388,774 52,713 441,487
(1,593,492) - (1,593,492)
2’364’583 - 2,364,583
- (28,708) (28,708)

771,091 (28,708) 742,383

5,403 - 5,403

- 43,606 43,606

1,165,268 67,611 1,232,879

Debt securities Additional equity

issued instruments Total
BRITERES HINRATA Foa
HK$’000 HK$’000 HK$'000
FAT FAT FAT
1,179,009 1,507,797 2,686,806
(2,941,519) - (2,941,519)
2,151,146 - 2,151,146

- (72,986) (72,986)

- (1,508,266) (1,508,266)

(790,373) (1,581,252) (2,371,625)

138 - 138

- 469 469

- 72,986 72,986

- 73,455 73,455

388,774 - 388,774
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32. EMPLOYEE RETIREMENT BENEFITS

154

(a) Defined benefit retirement plans

The Group operates a retirement scheme, namely the Fubon Bank
(Hong Kong) Limited Retirement Scheme (“the Scheme”), which
incorporates a defined benefits plan for 19% (2018: 20%) of its full
time employees. The Scheme is administered by trustees who are
independent. The assets of the Scheme are held separately from
those of the Group. The Group has secured Mandatory Provident
Fund (“MPF”) exemption status for the Scheme. The Scheme is
funded by contributions from the Group in accordance with the trust
deed governing the Scheme and based on an independent actuary’s
recommendations. The latest independent actuarial valuation of the
Scheme was at 31 December 2019 and was prepared by Mandy
Chan, Associate of the Society of Actuaries, of Mercer (Hong Kong)
Limited using the projected unit credit actuarial cost method. The
actuarial valuation indicates that the Group’s obligations under the
Scheme are 86.22% (2018: 84.11%) covered by the plan assets held
by the trustee.

The Scheme offers a lump sum at retirement based on final salary and
years of service or employee and employer contributions if greater.
The contribution based benefit is notionally invested in a “guarantee
fund” (for which the Group acts as Guarantor), with no less than a 5%
p.a. return.

The Scheme is closed to new entrants except that in exceptional
circumstances new individual entrants are allowed to join at the
Group’s discretion, so that the plan’s size is contained. However, the
defined benefit element and the 5% p.a. guaranteed return offered
on contributions exposes the Group to actuarial risks such as interest
rate risk, investment risk and longevity risk.

() The amounts recognized in the consolidated statement of
financial position are as follows:

32. R ERIREF
(a) EFEBARKETE

REEHT—HRINE - BASHBRIT(F
78 )BRABRINGTEI([3ZETE]) - BE19%
(ZE—N\F :20%) 2 BESHRI—BTHE
BRIEE - ZFATEIHBUXTAEE © %t
EEERAEENBEENFAFE - 2EE
ZEtEESRFIM A ES([BES ] WRE
Hifs o AT EI D A EBRIERE LA EN
E82E  VABUEEMNER AERE
R o ZATEETNBLBEREDRZ
E-NF+ZA=1+—B#ET BEHE
78 )BR AR RER (EBERERM) LAITaET
BNEEFARE - ZREEMHERS A%
B RZTEI AR ZEEF - 86.22% (=%
— N\ 84.11%) ] BB AR B RG
ZIEERSRE -

LB EERRE AR ERE SRR FE MRBF
HREIHRFzBRERE—F28 - AR
Bz BTN EE LRER B[ EREE]
(AEEERERA) - FRIMEMERES ©

et BN IMAZ IR - HERTIAEA B
AEERBREAFMA - BUEZE 2R
RIS - R - EREN D RERF
@K% ERMBEAEETREERR
Pl RER - RERR R &SRR o

() RESHBRAREINEELT :

31 December 31 December

2019 2018
—E-hF —ZE-N\F
t=A=t—-8A +=-A=+—H
HK$’000 HK$'000
FHET FET
Present value of wholly or partly funded B2 H S E D B BRRIERE
obligations (304,656) (298,116)
Fair value of plan assets FrEIEEMATEER 262,660 250,755
Net liabilities recognized in the iR E BBk R ERZ
consolidated statement of financial aEFE(ME2e)
position (Note 26) (41,996) (47,361)
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32. EMPLOYEE RETIREMENT BENEFITS (continued)
(a) Defined benefit retirement plans (continued)

@

(ii)

Annual Report 2019 F &3
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p

32. EERKETER )
(a) EFEBAEBAKETE(E)

The amounts recognized in the consolidated statement of (i) E’\‘%Z?- BERRRERNS TN
financial position are as follows: (continued) D ()
A portion of the above liability is expected to be settled after b;iﬁiﬁﬂ’]*ﬁﬁ/\ﬁﬁﬁﬂﬁﬁﬂiﬂfi?é
more than one year. However, it is not practicable to segregate HE o R R BERART AR
this amount from the amounts payable in the next twelve ﬁﬁga:p SEBTER - RAAKRNRM
months, as future contributions will also relate to future services T INE MR R KRS R AEE B R
rendered and future changes in actuarial assumptions and &m/RE’PKX """"" A5 o
market conditions.
The Scheme follows a tri-annual funding valuation schedule when LN E=E AR EGERRTE
at each funding valuation, the contributions for the following T?K iﬁ\w il — IR E R BE
three years are set. The last funding valuation was as of 31 - F+=-A=+—R0 BRE
December 2016 and it was assessed at that valuation that the gg,wtﬁjz E%ﬁém.o%f’ﬁﬁﬁi\ﬂjiaﬂﬁﬁ
entity contributes 14.0% of member’s salary. The next funding B -HEZE-NFT_A=+—H#
valuation will be carried out for the position as of 31 December HZARET T —RRERE -
2019.
In addition to the above, the Group acts as the Guarantor to B ESTUASN - REBEATERA IR
meet the 5% p.a. return on the defined contribution benefits. EEBHSENEFs%HEH - BHE
The annual contribution relating to this obligation is determined FZEANRRASFETE(ERNtA—
annually (based on the Scheme’s return in the 1 July — 30 June BEAR=THYVERFEEZTEMNE
financial year). The Guarantor contribution determined for the 1 ) - NFtHA—HEZZ=Z
July 2019 - 30 June 2020 financial year is HK$8,287,000 which E/—\H =T AP BEERERARRE
will be made in the first half of 2020. TE /38,287,000 T - W R Z-ZETZ
gﬁt#ﬁ{’ﬁﬁ
Plan assets consist of the following: (i) sHrEEEFTWMT :
31 December 31 December
2019 2018
—E-NF T—\F
+=HA=t+—H +=ZA=+—H
HK$’000 HK$'000
FET FET
Equities and unit funds e &g%ﬁ%{ﬁ 5,886 5,927
Interest-bearing securities TEFE 54,859 69,636
Bank deposit, cash and other assets RITHER - BehEMEE 201,915 175,192
262,660 250,755

All of the interest-bearing securities have quoted prices in active
markets.

PrARt ERHERTSEME -
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32. EMPLOYEE RETIREMENT BENEFITS (continued)

(a) Defined benefit retirement plans (continued)
(iii) Movements in the present value of the defined benefit

(iv)

156

obligation

At 1 January

Remeasurements:

— Actuarial losses arising from changes in
demographic assumptions

— Actuarial losses/(gains) arising from
changes in financial assumptions

— Actuarial losses arising from experience
adjustments

Benefits paid by the plans
Current service cost
Interest cost

Participants’ contributions

At 31 December

H—A—A
B R -

— ARG BRREBHELZ

BHEER

—MBEREPELZIRE

iR (Uas)

—BEREELZBEER

G RS R

A ERRR TSP A
FIERRA
SEEHK
R+=A=+—H

The weighted average duration of the defined benefit obligation is

4.6 years (2018: 5.3 years).

Movements in plan assets

At 1 January

Group’s contributions paid to the plans

Benefits paid by the plans

Interest income

Administrative expenses paid from
plan assets

Return on plan assets

At 31 December

m—A—H
AEE T RIHR
SHEIEIEF
MEHA
Bt EEEX
TTHRAX
SHEEER®
“t=ZA=+—H

2. BEEERNKEN =
(a) EEEREMNRF (@

(i) EEENECTRENED

2019 2018
—Z—-hF —ZE—-N\F
HK$’000 HK$’000
THET Tt
298,116 292,992
36 -
2,733 (3,123)
2,575 1,159
303,460 291,028
(18,595) (12,888)
10,954 11,654
5,463 4,784
3,374 3,538
304,656 298,116

EERMNEEINEFORRA46F(=

T—\F :53F)

(iv) SHEIEE2D

2019 2018
—ZE-hF —ZT—-N\F
HK$’000 HK$'000
FHET FHIT
250,755 235,601
28,068 26,868
(18,595) (12,888)
4,777 4,029
(2,460) 2,417)
115 (528)
262,660 250,755

Fubon Bank = #B4R1T
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32. EMPLOYEE RETIREMENT BENEFITS (continued) 32. EERKEF @)

(a) Defined benefit retirement plans (continued)
(v) Amounts recognized in the consolidated statement of
comprehensive income are as follows:

Current service cost (Note 7) ZREBARAG R AR (7E7)

Net interest on net defined benefit liability — E2EE K & (& E 58 2 %8 8

Administrative expenses and taxes TR S R B E
Total amounts recognized in profit or loss A EzERNHER 2 4258

Actuarial losses/(gain) BEEE(KES)

Return on plan assets, excluding interest 3t &1 & & 2 BIsk T~ 1E
income FEMA

Total amounts recognized in other FAEAth 2 T 3R 5% R
comprehensive income (Note 12) 2 (EE12)

Total defined benefit cost TEREE A A 4RRE

The actual return on the Scheme’s assets for the year ended
31 December 2019 amounted to approximately HK$2,432,000
(2018: HK$1,084,000).

(vi) Significant actuarial assumptions (expressed as weighted
averages) and sensitivity analysis are as follows:

(a) EFEBEREMATE (@)

(v) REFEEZHURRTERRZEE
wmr

2019 2018
—E-NEF —E-N\F
HK$’000 HK$'000
FET FiET
10,954 11,654

686 755

2,460 2,417
14,100 14,826
5,344 (1,964)

(115) 528

5,229 (1,436)
19,329 13,390

BE_T-NGF+-_A=T—HL"F
E o EEEE R ®RIEL2,432,000
BIT(=ZF—\F : 1,084,00087T) °

(vi) EXBERR(RABNETHE)
RBBEIHMT

2019 2018
—E-hF —E-N\F
Discount rate PrIR & 1.7% p.a. 1.9% p.a.
FFE1.7% FHE1.9%
Salary increase rate Nk 3.0% p.a. 3.0% p.a.
FFIE3.0% FHE3.0%
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32. EMPLOYEE RETIREMENT BENEFITS (continued)

158

(a) Defined benefit retirement plans (continued)

(vi) Significant actuarial assumptions (expressed as weighted
averages) and sensitivity analysis are as follows: (continued)
The analysis below shows how the defined benefit obligation
as at 31 December 2019 would have increased/(decreased)
as a result of 50 basis points change in the significant actuarial
assumptions:

31 December 2019

Discount rate IR &
Salary increase rate o=

31 December 2018

Discount rate I8 &
Salary increase rate o1k

The sensitivity analysis presented above has been determined
based on reasonably possible changes of the assumptions
occurring at the end of the reporting period assuming that all
other assumptions are held constant.

(b) Mandatory Provident Fund Scheme (“MPF Scheme”)

The Group also operates an MPF scheme under the Hong Kong
Mandatory Provident Fund Schemes Ordinance for employees
employed under the jurisdiction of the Hong Kong Employment
Ordinance and not previously covered by the Scheme. The Group
participates in an approved MPF scheme with the Bank Consortium
Trust Company Limited to provide a scheme choice to both existing
and new employees. The MPF Scheme is a defined contribution
retirement scheme administered by an independent trustee.

Under the MPF Scheme, the employer and its employees are each
required to make mandatory contributions to the scheme at 5% of
the employees’ relevant income, subject to a cap of monthly relevant
income of HK$30,000. Contributions to the scheme vest immediately.

In addition to the mandatory contribution, employees will have a one-
off election to make a voluntary contribution of 5% of employee’s
relevant income. At the same time, the employer will make a matching
voluntary contribution accordingly.

—E-AF+=R=t—H

32. EERKEH )
(a) EEEENEBAKETE (@)

(vi) EXRBERR(RARNEFIE)
RBBESHMT @ (8)
ATAMEREEABERRZE50(E
AR TRENEER-_B-AF+=
A=+—HEm/Cad) :

—E-N\F+=ZA=+—H

Increase in Decrease in
50 basis points 50 basis points
£ FA50MEE B T FE501E & B
HK$°000 HK$’000
THERT FET

(7,616) 7,007

4,265 (3,656)

Increase in Decrease in

50 basis points 50 basis points
EFF50MEE S, TFE50EE
HK$’000 HK$'000
FET FAET

(7,453) 8,049

4,472 (3,876)

B R BB ST R BB T AR
REWRBRNTLARED (B
BEBBRRIETE) -

(b) BEMELIEEE((BEEFE )

AEBREFBQHIEAESE BRI
REETRERENEEBEAREM AL H
A EARNEEETT —RRE S E -
AEE2ARREAERAR —AERATH
BB AMIRE R ARRBRMHE
22z BB MBI EAMER
HOE B FURIRETE] -

RERESE  BREREREBAS AN
Ziz (R BRI A 5% 2 SR HI TR ER - 1
AXBNE AEBEYA Z _ER30,0004 T
— IR BRSBTS

BREEBIMEHTON - BEAEE —R—RIEE
2 ERRRAELS% 2 BRI - [
B - EERAELERNSEEBILHES -
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33. CONTINGENT LIABILITIES AND COMMITMENTS
(a) Credit related commitments and contingencies

Credit related commitments and contingencies include acceptances,
letters of credit, guarantees and commitments to extend credit.
The risk involved is essentially the same as the credit risk involved
in extending loan facilities to customers. The contractual amounts
represent the amounts at risk should the contract be fully drawn upon
and the credit default. As the facilities may expire without being drawn
upon, the contractual amounts do not represent expected future cash
flows.

The following is a summary of the contractual and credit risk-weighted
amounts of each significant class of credit related commitments and
contingencies:

33. ARG BRAIE

FAIEER & T

(a) REERBZAERIAER
BEERBZRERSIAERBEALR
B ERZE  ERNANIE - ISRZRE
REALEARPRHEERZEERRA
Fl- ANEREHEANRTR2RAREP
BOBMAZRRZHE - ARRERAE
HABEEARGRDAE S - MANERL T

RERFBEIFARRLIR -

UTABRERBEERBZAERIAR
BRNZANEEREEIMESRZRE -

31 December 2019
—E-hF+=ZA=+—H

31 December 2018
—T-N\F+-A=1+—H

Credit risk Credit risk
Contractual weighted Contractual weighted
amounts amounts amounts amounts
FERR EERR
BREE ELE BHEH mESE
HK$°000 HK$’000 HK$'000 HK$'000
T T THET FHT
Direct credit substitutes HEREEEAER 129,750 101,790 866,758 866,758
Transaction-related contingencies B ZERMZ
HARIBE 53,061 26,531 40,830 20,415
Trade-related contingencies HEZHEE
BEAEIE 220,411 42,503 192,471 38,494
Undrawn loan facilities KRB ERAER
— which are unconditionally —Hh A &K
cancellable BUH 32,654,500 - 32,667,732 -
— with an original maturity of — RET R HREAMR
up to one year ARE—F 397,311 79,462 256,791 51,358
- with an original maturity of — RET R HREAR
more than one year B—FE 2,203,104 1,080,182 2,023,875 1,004,828
35,658,137 1,330,468 36,048,457 1,981,853

The risk weights used in the computation of credit risk weighted
amounts range from 0% to 100%.

PR EEERRIES B 2 RR gL X

NF0%ZE100%.2 &
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33. CONTINGENT LIABILITIES AND COMMITMENTS 3B. RARBBEREE®)

160

(continued)
(b) Lease commitments (b) HEHIE
The total future minimum lease payments under non-cancellable TAECEE SO T 2 ARFREMESE
operating leases are payable as follows: Ep N
31 December
2018
—E-N\F
+—-A=+—H
HK$'000
FAT
(Restated)
(s E:%))
Properties: LEE
— Within one year ——FA 21,008
— After 1 year but within 2 years ——EMFHE 11,607
— After 2 year but within 5 years —MEERFMH 17,521
— After 5 years —RFNUE 8,356
58,492
The Group is the lessee in respect of a number of properties and REBALRREBEGERNFEITRAE
items of office equipment held under leases which were previously REEREZHETHRAEZZEMERER
classified as operating leases under HKAS 17. The Group has initially EREEE 2EBA c REBBFRLER]
applied HKFRS 16 using the modified retrospective approach. Under BWEEREREBWHREERE 165
this approach, the Group adjusted the opening balances at 1 January REWRFE  AEEABRR-_Z—-NF—A
2019 to recognize lease liabilities relating to these leases (see Note —BZEVES  UEREEZSHEZHE
2(m)). From 1 January 2019 onwards, future lease payments are SaE(RMFE2M) - BZE—NFE—A—
recognized as lease liabilities in the consolidated statement of financial B RREER TR BH M) FrE 2
position in accordance with the accounting policies set out in Note SHEERGEEV B LT ERAHER
2(m), and the details regarding the Group’s future lease payments & MEBAREERREERK 2 FBEM
are disclosed in Note 26. Comparative figures have been restated to H2CHEITRE - BEHL BB TETEMNAR
conform to the current year’s presentation. AFRANELR
(c) Capital commitments (c) EAREIE
Capital commitments for purchase of equipment and equity securities AR BHRENRECEBBESBERIET
designated at fair value through other comprehensive income URFEEREMEERGZTEZRAES
outstanding not provided for in these financial statements were as ZARRBERAENT -
follows:
31 December 31 December
2019 2018
—EB-hF —E—)\F
+=A=+—-8 +=ZA=+—H
HK$’000 HK$'000
FHET FT
Contracted for BEIA4 196,763 231,213

Fubon Bank = #B4R1T




34. TRUST ACTIVITIES

The Group commonly acts as trustees and in other fiduciary capacities
that result in the holding or placing of assets on behalf of individuals,
trusts, retirement benefit plans and other institutions. These assets and the
income arising thereon are excluded from these financial statements, as
the Group has no beneficial interest in the assets.

35. FAIR VALUES OF FINANCIAL INSTRUMENTS

(@) Financial instruments carried at fair value
Fair value estimates are generally subjective in nature, and are made as
of a specific point in time based on the characteristics of the financial
instruments and relevant market information. The Group measures
fair values using the following fair value hierarchy that reflects the
significance of the inputs used in making the measurements:

Level 1: Quoted market price (unadjusted) in an active market for an
identical instrument.

Level 2: Inputs other than quoted prices included within Level 1 that
are observable either directly (i.e., as prices) or indirectly (i.e.,
derived from prices). This category includes instruments
valued using: quoted market prices in active markets for
similar instruments; quoted prices for identical or similar
instruments in markets that are considered less than active;
or other valuation techniques where all significant inputs are
directly or indirectly observable from market data.

Level 3: Inputs for the asset or liability that are not based on
observable market data (unobservable inputs). This
category includes all instruments where the valuation
technique includes inputs not based on observable data
and the unobservable inputs have a significant effect on the
instrument’s valuation. This category includes instruments
that are valued based on quoted prices for similar
instruments where significant unobservable adjustments or
assumptions are required to reflect differences between the
instruments.
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34. SFEE
AEE - RAATEAREMCITEANS DRKRE
A ERE - RARAGFEREMBERERFE
BE mRASEYERNZSEETHEERE
i AUZSEEREMELE ZBATENEN
BIREDIIR

5. ERMTAZATEE
() AR EEIEZEHMIA
AFEEZEF—REAIBNE - TR
EREBENZ SR A Bt REETS
BREH S - ARBEA T RREE
AZEA BB ZEEE A TEBSR
Bt 8ATEE:

F—%: HBRIARERTISZTHSRE
(REERE) -

FH: ME-FAEREAINTERE
REMER) SRR (AREER)&
AR - ZOBBEREERTINE
ETHEZTAR  BUTANER
MEZMSHRE  TEEEMSZ
HRFBUTEZRE  AEE
R B RS RENTISEE
BRMERS 2 HMAHERM -

F= WHFATBETSER(TATEE
AR RERNEEXAEN
BABR - 20 BEREGHERIE
AN BEEE B T ERESE
HIAZHEBEATELMAEL
B o MEATAIBRARIBRA
FARMTAZROESE %78
BREREBEUTANRER®EMN
I&-
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35. FAIR VALUES OF FINANCIAL INSTRUMENTS

(continued)
(a) Financial instruments carried at fair value (continued)

3B.EMITECZAFEE S

(a) UAFEEYIRZEMI AW

162

The table below analyses financial instruments, measured at fair
value at the end of the reporting period, by the level in the fair value

TRIVARFEESRHE (A TFEERLS
BINTRAREHRAATFEEFEZSR

hierarchy into which the fair value treatment is categorized: TA:
Level 1 Level 2 Level 3 Total
E—R ER B= #Eg
HK$’000 HK$’000 HK$’000 HK$’000
31 December 2019 ZE-hFE+ZA
=+—H TERT FET FTERT FTET
Assets BE
Trading assets RERSRGZERE 1,943,242 - - 1,943,242
Derivative financial instruments eI A - 543,793 - 543,793
Equity securities designated BEAATFEEBR
at fair value through other Hip2mbkzsitE
comprehensive income 2R E S 54 - 1,074,000 1,074,054
1,943,296 543,793 1,074,000 3,561,089
Liabilities =i
Trading liabilities RPEBET2EE 948,173 - - 948,173
Derivative financial instruments eI A - 385,348 - 385,348
948,173 385,348 - 1,333,521
Level 1 Level 2 Level 3 Total
F— E FE=M BT
HK$’000 HK$'000 HK$'000 HK$'000
31 December 2018 —E-N\F+=A
=+—H FHL FET FAT T
Assets EE
Trading assets FERSAGERE 1,898,372 - - 1,898,372
Derivative financial instruments TESHMTA - 796,595 - 796,595
Equity securities designated EENATEER
at fair value through other HiZEEsT 2
comprehensive income ZRATE S 62 - 809,268 809,330
1,898,434 796,595 809,268 3,504,297
Liabilities =N
Trading liabilities RPEE T2 EE 1,898,372 - - 1,898,372
Derivative financial instruments TEsmIA - 133,347 - 133,347
1,898,372 133,347 - 2,081,719

During the year ended 31 December 2019 and 2018, there were no
transfers between Level 1 and Level 2, or transfers into or out of Level
3. The Group’s policy is to recognize transfers between levels of fair
value hierarchy as at the end of the reporting period in which they

OcCcur.

REEZZTE-NFRZE-NF+ZHA
“+—BLEE  FHERE_HIMELE
TRER%  fTETRNEESASEEE=
B AEEZBHERRREPRERNRE
HEBEENDFEBELRER -

Fubon Bank = 3#$R1T
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35. FAIR VALUES OF FINANCIAL INSTRUMENTS
(continued)

(a) Financial instruments carried at fair value (continued)
() Valuation of financial instruments with significant

unobservable inputs

The following methods have been applied in determining the
fair values of financial instruments under Level 3 of the fair value

hierarchy:

(1) The fair value of unquoted equity investments is estimated, if
possible, using the applicable price/earnings ratio and other
market data for similar listed companies adjusted to reflect
specific circumstances of the issues; and

(2) the fair value of unlisted investment funds is estimated using
the net asset value as reported by the managers of such

funds.

The following table shows a reconciliation from the beginning
balances to the ending balances for fair value measurements in

Level 3 of the fair value hierarchy:

Assets

At 1 January

Purchases

Distribution

Changes in fair value recognized in
other comprehensive income

At 31 December

Total gains or losses for the year
included in other comprehensive
income for assets held at the end
of the reporting period

Total gains or losses for the year
included in profit or loss for assets
held at the end of the reporting period

BE

w—A—8

BE

7k
FHME2EUREEAER 2
NFEEZS
R+=-—A=+—8
RIRERSEZEENA
Hiemmikssz AEE
ks B8 4asE
RIREIRISE 2 BESA
BRI AFE UK
ErigsaE
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(a) UAFEEYIRZEMI AW

@0

EREATAEERBET 2SR
TEAME

W EE AREERNAFEESR
HEE=RzeBMTAZATER:

(1) BREMBZRAREZAFEED
RATER MERBIU LT AR
MAXREMTEERHEE R
BT BEBETEE - R

@ FLTRAZE? AFBERME
FES 7 ERHRNADHELT
figt o

TEREFRFEESRAIEE=RANR
TEEFECFVHBEERFRGBECYH
AE -

Equity securities designated
at fair value through other
comprehensive income

BENADAFEEREAM

2ERFTBCRAES
2019 2018
—E-hEF —E-N\F
HK$000 HK$'000
FHET FHT
809,268 544,340
499 3,962
(2,725) (9,619)
266,958 270,585
1,074,000 809,268
266,958 270,585
10,849 15,874
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35. FAIR VALUES OF FINANCIAL INSTRUMENTS

(continued)

(a) Financial instruments carried at fair value (continued)
(ii) Effects of changes in significant unobservable
assumptions to reasonably possible alternative

assumptions

Although the Group believes that its estimates of fair value are
appropriate, the use of different methodology or assumptions
could lead to different measurements of fair value. For fair value
measurements in Level 3 of the fair value hierarchy, a 10%
change in either direction in the net asset value reported by
respective counterparties would have the following effects:

31 December 2019

Assets

Equity securities designated
at fair value through other
comprehensive income

31 December 2018

Assets

Equity securities designated
at fair value through other
comprehensive income

164

3B.EMITECZAFEE S

(a) UAFEEYIRZEMI AW
(i) EAFTEEBRUERSEH AT
BERAEBR2YE

BAARENEEAFEEREE
B - BREATANELBRT SN
REEEZFRIE - HATFBESR
HEE=R T2 AFEEHEME - &
X PUTFERLAEFEREEN AL

B10%ATREETIIFE

Effect on profit or loss

Effect on other
comprehensive income

HEZRANTE HHEMEEKENZE
Favourable Unfavourable Favourable Unfavourable
BHBE TR B BHEE TREE
HK$’000 HK$°000 HK$°000 HK$’000
—E-RF
+=A=+-8 THET THET THET THET
BE
EENAFEER
Hith 2 EWFTE 2
RAE 7 - - 107,400 (107,400)
Effect on other
Effect on profit or loss comprehensive income
HBREANTZE “HMEEmBRNTE
Favourable  Unfavourable Favourable  Unfavourable
ERE®  TRE®  ANEH  TRED
HK$'000 HK$'000 HK$'000 HK$'000
—T-N\F
+=ZA=+—~H FET TAET TET FAET
BE
EBENRFEER
Hip 2 E WA &2
P AzE 5 - - 80,927 (80,927

Fubon Bank = #B4R1T



35. FAIR VALUES OF FINANCIAL INSTRUMENTS

(continued)

(b) Fair values of financial instruments carried at other
than fair value
The following methods and significant assumptions have been applied
in determining the fair values of financial instruments presented in the
table below:

(i) the fair value of demand deposits and savings accounts with
no specific maturity is assumed to be the amount payable on
demand at the end of the reporting period;

(i) the fair value of variable rate financial instruments and loans
is assumed to be approximated by their carrying amounts.
Changes in the credit quality of these financial instruments and
loans are not taken into account in determining gross fair values,
as the impact of credit risk is recognized separately by deducting
the amount of the impairment allowances from both the carrying
amount and fair value;

(i) the fair value of fixed rate loans and mortgages carried at
amortized cost is estimated by comparing current market rates
offered on similar loans. Changes in the credit quality of loans
within the portfolio are not taken into account in determining
gross fair values, as the impact of credit risk is recognized
separately by deducting the amount of the impairment
allowances from both the carrying amount and fair value; and

(iv) the fair value of debt securities measured at amortized cost is
determined with reference to the available market value. If quoted
market prices are not available, then the fair value is estimated on
the basis of pricing models (see Note 2(g)(iii)).

FAIEER & T

3B.EMITEZAFLEE®S

(b) FULAFEEIIRZEMIAZA

FEE
TIIERBEABRRCRBREER TX
RZERMTREZAVEE:

(i)

)

(iv)

BREHERREREHR 2 FEERP
ZATFEERRBREMRAERERZ
2E

BREEEHIARERZATVEER
MHEKAEE - EEATEELBERL
AEZESRTANEREREEZE
£ whanEERRFEEBER
HERATEENRREEEREED
BT AR

BEE S ERRIRE R AT R 2 1218
HAFEESEBLBIEEERZAE
MEMEMHE - dARNEERR T E
FBEEEERAFEEMRRESR
REBESETUEBRR RETAD
FTEERIAEEAGARERZEE
EEEL: X

BBER A B ERES 2 AT EE
THESETATAEET - WELERT
B]E  AAFEERETEEX(R
B sE2(g)i)) (& 5T ©
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35. FAIR VALUES OF FINANCIAL INSTRUMENTS

166

(continued)
(b) Fair values of financial instruments carried at other
than fair value (continued)

The carrying amount of the Group’s financial instruments carried at
cost or amortized cost are not significantly different from their fair

values at the end of the reporting period except as follows:

Financial assets

Advances to customers

Debt securities measured at
amortized cost

Financial liability
Deposits from customers

Financial assets

Advances to customers

Debt securities measured at
amortized cost

Financial liability
Deposits from customers

During the year 2019, there were transfers of financial instruments,
being debt securities measured at amortized cost from Level 1
to Level 2 of the fair value hierarchy of HK$5,868 million (2018:
HK$3,054 million) as active markets cannot be identified for identical
instruments, and transfers from Level 2 to Level 1 of HK$133 million
(2018: HK$1,766 million) as active markets were identified for identical
instruments. There were no transfers into or out of Level 3. The
Group’s policy is to recognize transfers between levels of fair value

ZHEE

RFEH

RBHKAGEZ
R

ZHERE
EPER

THEE

EFER

RBEAATEL
R

ZHEE
EFER

3B.EMITECZAFEE S

(b) FEUAFEEIREZEHMIAZA
TEE®)
REBBERARBHRRATEZSRTAY
EEESENRENAZATEELESEA
2R TGS -

31 December 2019

“E-NF+ZA=t-H
Carrying
amount Fair value Level 1 Level 2 Level 3
IRESE AYEE F—& -t | E=R
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR TR TR THER THEx
2,100,593 2,091,075 - 2,091,075 -
40,516,236 40,689,252 7,985,653 32,701,599 2,000
58,350,496 58,346,690 - 58,346,690 -
31 December 2018

~F-\F+ZA=t-H
Carrying amount Fair value Level 1 Level 2 Level 3
FEeH® AYEE - E Sk E=H
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
THT THEL THT THL THL
2,329,386 2,342,390 - 2,342,390 -
36,889,767 36,958,174 15,746,394 21,209,780 2,000
49,912,002 49,907,782 - 49,907,782 -

hierarchy as at the end of the reporting period in which they occur.

RZT—NF  ARKERBERIAD ¥
HiER ™5 - {81E5,868,000,000/8 L (=%
—J\% : 3,054,000,00075 7T ) 94 b T & (B
REHER AR E 2 ERER) A ATEESR
HEE—REBEE -4 ARERERT
Aot ERE ™% - E18133,000,0007 7T
(ZZ—/\%F : 1,766,000,000/8 7T A& 8 T
ERE-_LBBESE R - E-HHEEA
FEE o AEEZBRERBEARERR
HEHEBRENATFEELREY -

Fubon Bank = #B4R1T



36. MATERIAL RELATED PARTY TRANSACTIONS

During the year, the Group entered into a number of transactions with its
ultimate holding company and other related parties. These transactions
were entered into in the ordinary course of the Group’s banking business
and included, inter alia, lending, placement of interbank deposits,
correspondent banking transactions and foreign exchange transactions.
The transactions were priced at the relevant market rates at the time of
each transaction, and were on the same terms as those available to other
counterparties and customers of the Group. In the opinion of the directors,
these transactions were conducted on normal commercial terms.

Information relating to income and expenses from related party
transactions during the year and balances outstanding as at the end of
the reporting period that are not disclosed in other notes to these financial
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36.EXBAEEATRZ

FR - AREEASRERAFREMEET AT
UZERG - ZERXHEAKERTEB AR
EBBRTIY  BRE(ARNEE - RITAX
FEREFR HERTIIRIMERS - ZEX
FUETER B ZABTEEXER  TiKE
AEEURETEMISHF I RER ZBRE
T BEERR 0 RERXHNEREEER
FI3L e

BRFARES IR IMELEZ R RREEH
R AERAOBREE B AR RE E MR
BRZARENMT :

statements is set out below:

(a)

(b)

Income/(expenses) (a) WA (ZH)
2019 2018
—EB-hF —E-N\F
HK$’000 HK$’000
FExT FiET
Fellow subsidiaries GES NG
Fee and commission income B A MAS A 30,749 25,546
Fellow subsidiaries GES 0N
Fee and commission expenses BRARAESZH (3,973) (4,015)
Assets (b) EE
2019 2018
—E-NF —T—)N\F
HK$’000 HK$’000
FHxT FBT
Ultimate holding company RASPER 2 F]
Accrued interest and other assets st E R EMEE - 9,224
Fellow subsidiaries IGES 01N
Cash and short-term funds RehmiEse 10,710 30,149
Accrued interest and other assets JERTF B REMEE 22 56
10,732 30,205
Fellow associate IGES N
Cash and short-term funds ReENEHES 2,837 1,856
There was no impairment allowance made against the above assets. i EEWARBELRERE
Annual Report 2019 F &3k 167
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36. MATERIAL RELATED PARTY TRANSACTIONS 36.EXBEZHFRS &)
(continued)
(c) Liabilities (c) BfF
2019 2018
—E-hF —E-N\F
HK$’000 HK$'000
FET FAT
Fellow subsidiaries IGES PN
Deposits and balances of banks and RITRIZE R H A & RIS
other financial institutions YER PSE =t 245,059 32,907
Deposits from customers EYSVES | 376,221 394,603
Other liabilities EmaE 1,406 413
622,686 427,923
Other related parties H b fgEr
Deposits from customers BPEFER 150,459 73,277
(d) Financial instruments (d) €T A
2019 2018
—E-AF —ZE—N\F
HK$’000 HK$'000
FET FAET
Fellow subsidiaries 1GES =PI
Derivative contracts (notional principal) PTETEAH(BERLE) 299,813 379,835
(e) Loans to directors and entities connected with (e) EEREEREERER
directors
Loans to directors of the Bank and entities connected with directors BB EBCRAHED ) E383(1)0) 1§ M (A7)
disclosed pursuant to section 383(1)(d) of the HKCO and Part 3 of (BEESFRER)RODEIHHE 2 AT
the Companies (Disclosure of Information about Benefits of Directors) EEREFTWETRERNT ¢

Regulation are as follows:

2019 2018
—E-NF —ZT-N\F
HK$’000 HK$'000
FTERT FHT
Aggregate amount of relevant loans AKTHEERN+-_A=+—H
at 31 December by the Bank Eppcks 45 112
Maximum aggregate amount of relevant loans ~ A{TFERFAREEZHRBER 2
outstanding during the year by the Bank 5SS CLE] 261 177
There was no interest due but unpaid nor any impairment allowance RIZE-AF+-_A=+—BUEIHEX
made against these loans at 31 December 2019 (2018: Nil). MR ESZEERIELRERE (=S
—NF |-
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36. MATERIAL RELATED PARTY TRANSACTIONS

(continued)

U]

(9)

Annual Report 2019 &3

Key management personnel remuneration
Remuneration for key management personnel, including amounts
paid to the Bank’s directors as disclosed in Note 8 is as follows:

Salaries and short-term employee benefits

Post-employment benefits RRIEF

Total remuneration is included in “staff costs” (see Note 7).

Credit facilities to key management personnel

During the year, the Bank provided loans and credit facilities to key
management personnel of the Group and their close family members
and companies controlled or significantly influenced by them. The
credit facilities were provided in the ordinary course of business and
on substantially the same terms as for comparable transactions with
other employees. The amounts involved, other than transactions with
the ultimate holding company and fellow subsidiaries, are set out
below:

Loans, at 31 December

FBUA

Interest income

Credit facilities, at 31 December

No Stage 3 impairment allowances have been made against balances
outstanding during the year with key management personnel.

The Group’s policies for lending to related parties take into account
the requirements under the HKBO and the guidelines of the HKMA.
The Group sets internal limits (individual and aggregate group limits
for individual, group, secured and unsecured exposures) and carefully
monitors exposure to related parties, whether individual or corporate,
and takes the necessary measures to control the risk of connected
lending. Approvals are made by the Credit Committee, the Chief
Executive Officer and Managing Director and/or the Executive Credit
Committee.

FelIEMERREN
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36.EXRBEZHIRS &)

U]

(9)

R+ —A=+—HEHRHE

R+=—A=+—HEERK

FEEEASME
TEEBEABZHME (BEMFSHEENT
RTEEZFE)WT ¢

2019 2018
—g-nE  ZEN\F
HK$’000 HK$'000
FH T
52,589 56,902
3,301 3,302
55,890 60,204

B & sasEst Al R B ARA ) (RHFET) -

FEEBEAESEERK

FRATAREEZIEEEABRKE
ZEEBBARSZZEANTIES 2 AR
ZEANTAREAYBNZ ARARBERK
FE - ZEEERBINEREK BT
# MARMGREREMEBAILZAEL
BRXHAEMAR - REKEERATRAZR

MERRKNRZI  FREBEFNMAT -
2019 2018
—E-hF —E-N\F
HK$’000 HK$'000
FTHT FHET
1,426 2,103
39 46
4,206 4,060

WERFATEERABNOAEEREEL
FPEBRRERL -

AITAREE T ERNBEC A REB(RT
REPDREE RIRSIZHE - ARERTEAN
HRE (HEARRAER RERRRROE
AREERBRE)  YEREEWERTZ
Rk (EAAREE) RERE D RERAZE
BRHEEREZRR - EREEE  TRAEHR
HREFQERL/IRTEREESETH
i:
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37.

38. FINANCIAL RISK MANAGEMENT

170

ASSETS PLEDGED AS SECURITY

The following assets have been pledged as collateral for own liabilities at
the end of the reporting period:

Secured liabilities BEEREEE

Assets pledged: EEFEE -
Trading assets FEXSABREE
Debt securities measured at amortized cost REHN AR 22 1E

The Group maintains the following balances with counterparties for margin
deposits of derivatives and is included in “Accrued interest and other
assets” at the end of the reporting period:

Margin deposits for derivative contracts

7. EHEREHmEE

THEEERBERREREFEEERR TN
B

PTETAANMRERTFR

BE 5

31 December 31 December

2019 2018
—E-hE —E-NE
t=A=t—-8A +=-A=+—H
HK$°000 HK$'000
TR THT
7,143,397 7,877,795
848,592 1,898,372
6,629,360 6,266,342
7,477,952 8,164,714

ARERTETARRSHTF IFEREST
o ERIRERRGFAIES RS RAMEE] -

31 December 31 December

2019 2018
—E-NEF —TN\F
t=A=+—H +Z-A=+—H~H
HK$°000 HK$'000
FET FET

625,683 99,654

These transactions are conducted under usual and customary terms.

38.

This section presents information about the Group’s exposure to and its

M EE

A2 ERAKEME R BRI EAHZER

management and control of risks, in particular, the primary risks associated
with its use of financial instruments:

—  Credit risk: losses resulting from customer or counterparty default and
arising from credit exposures in all forms, including settlement risk.

—  Market risk: exposures to market variables such as interest rates,
exchange rates and equity markets.

—  Liquidity and funding risk: risk that the Group is unable to meet its
payment obligations when due, or that it is unable, on an ongoing
basis, to borrow funds in the market on an unsecured, or even
secured basis at an acceptable price to fund actual or proposed
commitments.

—  Operational risk: risk arising from inadequate or failed internal
processes, people and systems or from external events resulting in
financial loss.

R EEREGZER  HHREARBEMT
BER T ERR -

FERR  FPARZHFHRRAMBR
BERMER  URZBUEERR  2EE
B -

MISE AR

FEER - Ex

- PRI -

mBELRERR  AREREENTEL
IMBETNREL  BESEETS L
NEARFEZNFEHEAN T AZTEEZ
BHREAED  BUABRIES ORER
HABNETHER -

HERR : mRARERF - ABRBIETR
ITERKINBEMF SR BHEEMSI B
[ -

Fubon Bank E#F$R1T
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38. FINANCIAL RISK MANAGEMENT (continued)

The Group has established policies and procedures to identify and
measure these risks, to set appropriate risk limits as derived from its risk
appetite statements and risk appetite indicators and control measures,
and to monitor the risks and limits continuously by means of reliable and
up-to-date management and information systems. These policies and
procedures, including limit excess follow-up procedures, are distributed
to the relevant risk taking and risk management units for execution and
monitoring. Regular training courses are conducted in order to ensure that
all staff are familiar with the key principles of the Group’s code of conduct.
The Group continuously modifies and enhances its risk management
policies and systems to reflect changes in markets, products and best
practice risk management processes. Internal auditors also perform regular
audits to ensure compliance with the Group’s policies and procedures.

The Group has established an organizational structure such that risk
management functions are independent of risk taking units. The risk
management functions independently provide key risk information,
including asset quality, liquidity profile, capital adequacy ratio and the risk
exposures, and limit monitoring results to the Risk Committee of the Board
(“RC”) and to senior management on a regular basis.

(a) Credit risk management
Credit risk is the risk of suffering financial loss in the event that the
Group’s customers or counterparties fail to fulfil their obligations to the
Group. It arises mainly from advances to customers, debt securities
held and counterparty credit risk arising from derivative contracts
entered into with customers or counterparties. It can also arise from
trading and treasury activities.

The Group manages credit risk through a framework of controls to
ensure credit risk taking activities are based on sound principles
and in line with the overall business objectives of the Group. It has
established a set of credit policies and procedures which define
credit risk taking criteria, credit approval authorities delegated from
the Board of Directors (“Board”), credit monitoring processes, credit
rating and scoring systems and loan impairment criteria.

The Board has delegated credit approval authorities to the following
committees in descending order of authority: the Executive Credit
Committee (“ECC”), the Credit Committee (“CC”) and the Wholesale
Credit Committee (“WCC”).

The ECC serves as the credit committee of the Board to review and
approve credits that require the approval of the Board. In addition, it
approves the Group’s credit policies and credit risk profile, taking into
consideration relevant law and regulations.
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KE@E SHERBBRERERASIIREEZSE
CHIEEE 2 BRBE(ERBIRERRR
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38. FINANCIAL RISK MANAGEMENT (continued)

172

(a) Credit risk management (continued)

The CC is a management level committee that provides management
oversight of the Group’s credit risk management. It ensures that the
Group has in place an effective credit risk management framework
and that its credit risks are within the credit policies and credit risk
profile as specified by the Board or its delegated committees. The
CC reviews and endorses credit policies and credit risk profile for the
ECC’s approval, and reviews and approves credit related guidelines. It
also conducts on-going review of the market environment and makes
necessary policy recommendations to the ECC to ensure that the
credit risk profile of the Group is within its risk appetite. The CC also
reviews and approves credits that are within its authority as delegated
by the Board.

The WCC reviews and approves corporate credits that are within its
authority as delegated by the Board.

The credit risk units, Enterprise Credit Risk Management Department,
Special Assets Management Department and Retail Credit Risk
Oversight & Data Analytics Team, provide centralized management of
credit risk for corporate credits and retail credits respectively. They are
responsible for:

—  independent evaluation of corporate credit applications;
— monitoring loan portfolio and conducting regular analysis;

— managing problem corporate credits to achieve the highest
recovery;

- recommending loan classification, impairment and charge-off;
and

—  reporting to the CC and ECC regularly on aspects of the loan
portfolio.

Compliance reviews are conducted by an independent unit on
an ongoing basis to ensure compliance with applicable laws and
regulations, standards, guidelines and codes of practices. The internal
audit function of the Group is an independent appraisal function set
up with the primary objective of evaluating the internal control system
and compliance with laws, regulatory guidelines and internal control
policies.

Credit risk limits are set at different levels, including portfolio and
individual customer levels, taking into consideration various factors
including market situation, capital requirement and the returns.
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
Credit risk management procedures are designed to promote early
detection of customer, industry or product exposures that require
special monitoring. Overall portfolio risk is monitored on an on-going
basis. Regular risk management reports covering information on large
exposures, country exposures, industry exposures, loan quality and
loan impairment level are submitted to the CC, ECC and RC.

Specific policies and measures to address different kinds of credit
related activities are set out below:

@

(ii)

Annual Report 2019 FF

Institutional Banking

Credit risk from Institutional Banking is managed by conducting
thorough credit evaluation, credit mitigation through collateral
and guarantee, internal credit rating system and post-approval
monitoring system. Subject to the size of the credit, value of
collateral and the internal credit rating of the customer, different
levels of credit approval authority are required. Credit decisions
take into account facility structure, tenor, repayment ability of the
obligor and credit mitigation through collateral and guarantee.

The Group has established limits for credit exposure to individual
industry and customer groups, regardless of whether the credit
exposure is funded or non-funded. The Group also undertakes
ongoing credit review and monitoring at several levels. The
relevant policies and procedures take into account the rules
under the HKBO, regulatory requirements of the HKMA and best
market practices.

Retail Banking

Credit risk from Retail Banking is product driven, arising from
retail loan products such as credit cards, unsecured personal
loans, merchant receivable financing, mortgage loans and loans
secured by wealth management products. Because of the
homogeneous nature of these products, credit risk management
is primarily based on statistical analyses of risks with respect to
different types of product, collateral and customer. The Group
determines product terms and desired customer profiles on a
regular basis by developing, validating and fine-tuning internal
scorecards and stress testing models.
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38. FINANCIAL RISK MANAGEMENT (continued)
(a) Credit risk management (continued)

174

(iii)

(iv)

v)

Counterparty credit risk

Unlike on-balance sheet instruments, where the credit risk
is generally represented by the principal value of loans or
other financial instruments, counterparty credit risk means
counterparty default risk, credit valuation adjustment risk and
settlement risk. Counterparty credit risk exposure means an
exposure to counterparty credit risk, which involves situation
in which the Group enters into a derivatives or non-same day
spot foreign currency exchange settlement transaction with a
counterparty which may subsequently fail to meet its obligations
on or before the final settlement of the transactions. These credit
exposures are managed as part of the overall credit limits to the
counterparties and central clearing counterparty. In evaluating
the credit risk associated with counterparty, financial strength
is always the primary considerations. The credit risk exposure
on derivatives is disclosed in Note 16(b) to these financial
statements. The Group uses the current exposure method for
the purpose of providing capital for such counterparty exposures.

Wrong way risk occurs when the credit exposure to a
counterparty is adversely correlated with the credit quality of that
counterparty. Credit exposures and potential losses may increase
as a result of adverse change in market conditions. The Group
has set up policies and procedures to control both general and
specific wrong-way risk.

Credit related commitments

The risks involved in credit related commitments and
contingencies are essentially the same as the credit risk
involved in extending loans to customers. These transactions
are, therefore, subject to the same credit application, portfolio
management and collateral requirements as for loan transactions.

Concentration of credit risk

Concentration of credit risk exists when changes in geographic,
economic or industry factors similarly affect groups of customers
or counterparties whose aggregate credit exposure is material in
relation to the Group’s total exposures. The Group’s financial risk
exposure is diversified by customer group, industry and product,
but is concentrated in Hong Kong.

Analysis of credit risk concentration of respective financial assets
is disclosed in Notes 14 to 19.
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(vi) Credit risk mitigation

38. B R b B EE (1)
(a) EERREE %)
(vi) BIEEERR

Annual Report 2019 FF

The Group’s credit evaluation focuses primarily on the obligor’s
repayment ability from its cash flow and financial condition.
In addition, the Group employs various credit risk mitigation
techniques such as appropriate facility structuring, posting of
collateral and/or third party support as well as transfer of risk to
other third parties, which form an integral part of the credit risk
management process. There is immaterial credit and market
risk concentration within the credit risk mitigations used by the
Group. The most commonly used credit risk mitigation measures
are provided below:

Collateral

The Group holds collateral against its credit exposures to
customers mainly in the form of cash deposits, marketable
securities, mortgage interests over properties and guarantees.
The Group also has in place policies and procedures that govern
the assessment, acceptance and the periodic valuation of the
collateral. Collateral taken to secure credit exposures is revalued
periodically ranging from daily to annually depending on the type
of collateral. For treasury operations, collateral management is
based on daily marked-to-market positions.

Master netting agreements

Collateral generally is not held over credit exposures to banks,
except for securities held as part of reverse repurchase and
securities borrowing activities. However, where applicable,
the Group manages its credit exposures to banks by entering
into master netting arrangements whenever it is appropriate
and feasible to do so. The netting arrangement results in the
settlement of counterparty exposure on a net basis in the event a
default occurs.

The Group’s preferred agreement for documenting derivative
activity is the ISDA Master Agreement which covers the
contractual framework within which dealing activity across a
full range of over-the-counter derivative products is conducted
and contractually binds both parties to apply close-out netting
across all outstanding transactions covered by such agreement if
either party defaults or upon the occurrence of other pre-agreed
termination events.

It is also common for the Group to execute a Credit Support
Annex with counterparties in conjunction with the ISDA Master
Agreement to mitigate the market risk inherent in derivative
transactions.
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38. FINANCIAL RISK MANAGEMENT (continued)
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(a) Credit risk management (continued)
(vi) Credit risk mitigation (continued)

The following table sets out the carrying amounts of recognized
financial instruments that are subject to the above agreements.

31 December 2019

Financial assets
- Exchange rate derivatives
- Interest rate derivatives

Financial liabilities
- Exchange rate derivatives
- Interest rate derivatives

31 December 2018

Financial assets
- Exchange rate derivatives
- Interest rate derivatives

Financial liabilities

- Exchange rate derivatives
- Interest rate derivatives

- Equity derivatives

ZZ-AF+ZB=1-H
2HEE
-EXTETA
~FIRTETA

2880
~E%fiE18
TR

“E-\FTZA=T—H
SREE

-EXfETA
-FIEfETA

SRAE

-EXIATA
-METETA
-BEETA

38. KR EE &)
(a) GERMEE &)
(vi) BUEEEmRE(E)
TRHIZERN LR HEOERRLH

TEAMERMEE -
Gross
Gross amount of Net
amountsof  recognized amounts
financial financial of financial
instruments  instruments  instruments
inthe off-setin the in the Related
consolidated  consolidated consolidated financial
statement statement statement  instruments
of financial of financial of financial  that are not Net
position position position offset amount
[aki%
$RIA $RMIA
REEHE  REEUE $RMIE
WRERRAN RRREAN  REEHE RIS
et faE HRRNFE FEERIA b
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR THT TR TR TR
53,613 - 53,613 19,975 33,638
47,791 - 47,791 39,565 8,226
101,404 - 101,404 59,540 41,864
33,914 - 33914 19,975 13,939
158,299 - 158,299 39,565 118,734
192,213 - 192,213 59,540 132,673
Gross
Gross amount of Net
amounts of recognized amounts
financial financial of financial
instruments instruments instruments
inthe  off-setinthe inthe Related
consolidated  consolidated  consolidated financial
statement statement statement instruments
of financial of financial of financial that are not Net
position position position offset amount
[REi%i
SRTE SRTE
NeEBE  REEEE SRTE
WRAERERS MARERE)  REEHH KEEOE
ik aE  RERNFE  BeRIA e
HK$000 HK$'000 HK$'000 HK$'000 HK$'000
TiEx Ti5r Ti5n Fi5n Ti5n
33874 - 33874 20,479 13,395
281,116 - 281,116 28,254 252,862
314,990 - 314,990 48,733 266,257
45,299 - 45,299 20,479 24,820
46,211 - 46,211 28,254 17,957
379 - 379 - 379
91,889 - 91,889 48,733 43,156
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38. FINANCIAL RISK MANAGEMENT (continued)
(a) Credit risk management (continued)

(vi)

(vii)

Annual Report 2019 FF

Credit risk mitigation (continued)

Central clearing

The Group makes use of central clearing, whenever possible,
to mitigate counterparty credit risk. The Group has developed
its own credit assessment framework to evaluate the parties
involved in the central clearing.

Other credit risk mitigation measures

The Group may also employ other types of credit mitigation,
such as guarantees and letters of credit, mainly for corporate
exposures. As the value of these types of collateral is conditional
upon other credit related factors, their financial effect has not
been quantified.

Maximum exposure to credit risk

The maximum exposure to credit risk at the end of the reporting
period without taking into consideration any collateral held
or other credit enhancements is represented by the carrying
amount of each financial asset in the consolidated statement of
financial position after deducting any impairment allowance. A
summary of the maximum exposure to credit risk for the various
components of the consolidated statement of financial position,
contingencies and commitments is as follows:
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31 December 31 December

2019 2018
—E-NF —EN\F
+=A=+—H +=ZA=+—H”
HK$’000 HK$'000
FE T FiET
Credit risk exposures relating to HEERAGBERNAEEAMZ
on-balance sheet assets: FERRK :
Cash and short-term funds RekEHES 5,290,706 5,981,567
Balances with banks and other financial institutions #8717 [F) % & L4 & B 45 64 2,862,464 2,060,262
Trading assets BERXHRGEE 1,943,242 1,898,372
Derivative financial instruments TEemMIT A 543,793 796,595
Advances to customers BFER 52,308,452 47,699,240
Trade bills BEZER 724,425 907,964
Accrued interest and other assets JEEt M E REMERE 2,015,236 1,373,811
Debt securities measured at amortized cost R SH AR EMETSES 40,516,236 36,889,767
Credit risk exposures relating to HEEAGBRIINEEEMZ
off-balance sheet items: FERRK :
Financial guarantees and other MBEREAMEERE
credit related contingent liabilities SAREE 403,222 1,100,059
Loan commitments and other ERREREMEERE
credit related commitments HEIE 35,254,915 34,948,398
141,862,691 133,656,035
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(vili) Determination of expected credit losses
The Group adopts the approach below in determining ECL on
financial assets in accordance with HKFRS 9:

38. iR b B EE (1)
(a) GERKRERE (&)
(i) BHEEFEEE
AEEFH TFIH R IRBE B SR
SR EORE TN B EETAREES

K

Component
HRE D

Definition

ER

Probability of
default (“PD”)

The probability at a point in time that a counterparty will default, calibrated over up to 12 months from the
reporting date (Stage 1) or over the lifetime of the product (Stage 2 and Stage 3) and incorporating the impact
of forward-looking economic assumptions that have an effect on credit risk, such as property prices indices,
unemployment rates and GDP forecasts.

The PD is estimated at a point in time which means it will fluctuate in line with the economic cycle.
The term structure of the PD is based on statistical models, calibrated using historical data and
adjusted to incorporate forward-looking economic assumptions.

BATAEK RHEFREARRBGELHORE  REZEGREAMEERZ12EA (F-BR) ERED
BE (F-BRRE=ZER) - UTHAHEERRERTENEECERRNTZE - WYEE
TBIREL - RERRBINAEERETEA -
BRIAREDENEERERMGAASE - BNESRCOERERRD - ENIARNBREBDHENTTER
B FRELEBRETAEEB AR EERE

Loss given The percentage loss that is expected to arise on default, incorporating the impact of forward-looking economic

default (‘LGD")

assumptions where relevant, which represents the proportion of the contractual cash flows due that the Group
expects to receive.

The Group estimates LGD based on the history of recovery rates and considers the recovery of
any collateral that is integral to the financial asset, taking into account forward-looking economic
assumptions where relevant.

BEREKE REARFTBEFHERMBRA S (CMABBAIEECERENZE) - RERAEEBHIERS
IHERReRED -
5T R AR E RARR AT IR B R - ARERBONENEL REUMTENBAR  TEEKEERHE
ENEAEEERR -

Exposure at The expected balance sheet exposure at the time of default, taking into account the expected change in

default (‘EAD”)

B AR R

178

exposure over the lifetime of the exposure. This incorporates the impact of drawdowns of committed facilities,
repayments of principal and interest, amortization and prepayments, together with the impact of forward-looking
economic assumptions where relevant.

REDFNEMEERERRARAE (Bt REBAEDRNEMEBAZEZR)
REEAE  BEEASTANE - BHENANFENTE

F Hheing
AR ARRERTIE B R R E -
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(viii) Determination of expected credit losses (continued)

(ix)

Annual Report 2019 FF

ECLs are measured at the present value of all expected cash
shortfalls.

The estimate of expected cash shortfalls is determined by
multiplying the PD with LGD and EAD.

Forward looking economic assumptions are incorporated into
the PD, LGD and EAD where relevant and where they influence
credit risk, such as property price indices, unemployment
rate and GDP amongst others. These assumptions are
incorporated using the Group’s most likely forecast for a range of
macroeconomic assumptions. These forecasts are determined
using all reasonable and supportable information, which includes
both internally developed forecasts and those available externally,
and are consistent with those used for budgeting, forecasting
and capital planning.

To account for the potential non-linearity in credit losses, multiple
forward-looking scenarios are incorporated into the range of
reasonably possible outcomes for all material portfolios, both in
respect of determining the PD, LGD and EAD and in determining
the overall expected credit loss amounts.

Credit quality of advances to customers
The credit quality of advances to customers can be analysed as
follows:
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38. iR ER @)

(a) EERMERE®)
(i) EHEEEEEE (&)

(ix)

BB EER ST REY
REHE -

BHRSEENEH DEBBEORA
® - RHIAKE R AR ORRARI
RMERE -

MEEEERREMABOARE - 2
RERRE DR BAE(HEE R
ZEEAR  MERLESE KEX
RIBEREET)  ZERRE[AEHE
H— R EEEBERINRBAENTE
BMAA - ZERAERMERERA
H AR (BRI ARME L /TR RSN
AR TR MEE - YHREE - &
BRBABIAE 2 -

REtRIEEBROEEFFENE - %
EREEEReMARBEAMANA
B EREEN - ERETENIA
L BOBRRFEBORBRE  UAE
EEERAEEEEEE -

BEFERZFEER
EFESRZEEERASTOT :

31 December 31 December

2019 2018
—2-hE - \F
t=A=t—-8A +=-A=+—H
HK$’000 HK$’000
FE T FBT
Neither past due nor impaired 3P f481 B ok Rk (B 51,335,570 47,138,226
Past due but not impaired B aE B ERE 1,089,818 558,413
Impaired ERE 170,952 233,231
52,596,340 47,929,870
Of which: He
Gross advances to customers that are 3 fE 8 B ol R B 2
neither past due nor impaired REEFAE
- Grade 1: Pass —F—4 Bl 51,198,320 46,994,434
- Grade 2: Special mention —F 4 BEE 137,250 143,792
51,335,570 47,138,226
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FINANCIAL RISK MANAGEMENT (continued) 38. M EMERE @)
(a) Credit risk management (continued) (a) SERMERE®)
(ix) Credit quality of advances to customers (continued) (ix) EEERZEEEER(E)
The following table sets out information about the credit quality TREJNNEFERZEEEZFMNE
of advances to customers. Unless specifically indicated, the Bl o BRAFRIZTERSN - KPS ZEIEETEA
amounts in the table represent gross carrying amounts. o
31 December 2019
ZE8-hE+ZA=t-H
Lifetime ECL Lifetime ECL
12-month ECL not credit-impaired credit-impaired Total
12EFNESEERE  FEETROZERICEFE FETRNLHESCEER ]
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
x¢  EHAR x¢  EHAS x¢  EHAS & EHAS
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
T TEn Thn Tén TR Thn TEn Thn
Pass kol 50,397,998 86500 1,733,909 1,872 - - 52,131,907 88,381
Special mention Bt - - 293,481 1,07 - - 293,481 1,207
Substandard it - - - - 21,434 - 21,434 =
Doubtful B - - - - 149518 - 149518 -
Loss % o > o = = o = o
Gross caying amount BaLE 50,397,998 86,509 2,027,390 3,169 170,952 - 52,596,340 89,678
Less: Impaiment allowance W RERE (91,916) - (35,177) - (160,795) - (287,888) -
Carying amount A 50,306,082 86500  1,992213 3,169 10,157 - 52,308452 89,678
31 December 2018
ZE-\EtZR=t-H
Lifetime ECL Lifetime ECL
12-month ECL not credit-impaired credit-impaired Total
PEAMBHEEEE  FEETANERECESE FETRNZIREBEEEE a%
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
18 EHFIE A2 EHE A2 EHE A8 EHAE
HK$000 HK$ 000 HK$1000 HK$000 HK$ 000 HK$'000 HK$ 000 HK$'000
TiEn T TiEn T Tihn Tt T TEr
Pass ke 46,265,963 BT 1140514 7 - S Y 579
Special mention ) - - 290,162 1645 - - 290,162 1645
Substandard s - - - - 11,694 - 11,694 -
Doubtfl T8 - - - - 25y - 25y -
Loss B - - - - - - - -
(Gross carrying amount FEGE 46,265,963 93,757 1,430,676 2,467 233,231 - 47929810 96,224
Less: Impairment allowance W RERE (27,006) - (6,728) - (196,876) - (230,630) -
Carrying amount e 46,238937 9757 1,423,948 2,467 36,355 - 47699240 96,224
The Group classifies advances to customers in accordance  AEEREAREERBEHRNBERMN ERD RHIEH
with the loan classification system required to be adopted for B ERETHEE o
reporting to the HKMA.
Fubon Bank E #BR1T



38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(ix) Credit quality of advances to customers (continued)

(x)

Annual Report 2019 &3

The ageing analysis of advances to customers that are past due
but not impaired is as follows:

BEEREHE

38. AR EE (&)

(a) GERMREE &)
(ix) BEFERCEEER(E)

ERHBETERECTPERRENT
LURNE

31 December 31 December

2019 2018
—E-hF —E-NE
+=A=+—HB +=ZA=+—H
HK$’000 HK$'000
FET FAT
Gross advances to customers that are B HR AN FORE 2
past due but not impaired BREERE5E
— Overdue 3 months or less —@ A=A AT 1,079,149 535,146
— Overdue 6 months or less but over — @ ERE B sk
3 months A=A E - 13,272
— Overdue 1 year or less —WH—F AT
but over 6 months MHEMEAM E 10,669 9,995
1,089,818 558,413

Advances to customers that would be past due or impaired had
the terms not been modified amounted to HK$13,831,000 as at
31 December 2019 (2018: HK$16,284,000).

Credit quality of financial assets other than advances to
customers

The following tables set out the credit analysis for financial assets,
other than advances to customers, measured at amortized cost.
The tables below analyse the financial assets by their rating under
the Group’s loan classification system or credit rating designation
based on Standard & Poor’s rating or their equivalents, whichever
is appropriate. Unless specifically indicated, the amounts in the
table represent gross carrying amounts.

(x)

RoZ-AF+-A=1+—8 ' HER
TREFIRAC BN EREZEFE
A% H13,831,0008 (=T — \&F:
16,284,00077T) °

EFERMUICEREEZFE
EE3
TREIIGE P EFAI 2 RBHRR
AEERBEZEEDN - TRREAR
KERERDBRGE THOFRKAMRE
R RRESARZRTERE
£ REEFRHEREEFDON -
BREFRIRTAASN - KPS BISREMARE
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AA-to AR+
A-10A+
Lower than A-
Unrated

Gross carmying amount
Less: Impairment allowances

Carrying amount

AA-to AA+
A-toA+
Lower than A-
Unrated

Gross carrying amount
Less: Impaiment allowances

Carrying amount

AA-ZAA+
A-EA+
A=UT
&R
Frg%
W REERE
HEE

AA-FEAA
A-ZA+
A=LAT
&34
FHaE
W RERE
FEE

38. FINANCIAL RISK MANAGEMENT (continued) 38. ﬂjﬁﬁﬁﬁ%ﬂ(%)

(a) Credit risk management (continued) (a) SERMERE®)
(x) Credit quality of financial assets other than advances to xX) BEFEFLUINERMEEZEE
customers (continued) BE(E)
Cash and short-term funds B RiGEEs
31 December 2019
ZE8-hE+ZA=t-H
Lifetime ECL Lifetime ECL
12-month ECL not credit-impaired credit-impaired Total
12EFNESEERE  FEETROZERICEFE FETRNLHESCEER ag
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest

k¢ ERR k¢ EHR ¢ EHR & EHHR
HKS000  HKS000  HKS000  HKS000  HKS000  HKSO00  HK$000  HKS000
TER A1 TER T&1 TR T&7 TEn TE7

1,076,764 781 - - - - 1,076,764 781
3,612,350 1,581 - - - - 3,612,350 1,581
301,481 18 - - - - 301,481 18
300,635 - - - - - 300,635 -
5,291,230 2,380 - - - - 5291230 2,380
(524) - - - - - (524) -
5,290,706 2,380 - - - - 5,290,706 2,380
31 December 2018
ZE-\EtZR=t-H
Lifetime ECL Lifetime ECL

12-month ECL not credit-impaired credit-mpaired Total

PEAMBHEEEE  FEETANZERECESE FETRNZIREBEEEE a%
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest

g EEE i EEHE k& B A& B
HK§'000 HK§'000 HK$'000 HK$000 HKS'000 HK$'000 HKS'000 HK§'000
TEL TEL TEL TETL TEL TETL TEL TETL

1,210,080 1,169 - - - - 1210080 1,169
4,039,000 6,370 - - - - 4,039,000 6,370
353,790 161 - - - - 353,790 151
380,750 - - - - - 380,750 -
5,983,620 7,680 - - - - 5383620 7,680
(2,083) - - - - - (2,083) -
5,981,567 7,680 - - - - 5981567 7,680

Fubon Bank = #B4R1T
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(x) Credit quality of financial assets other than advances to
customers (continued)

Balances with banks and other financial institutions

A-to A+
Lower than A-

Gross carmying amount
Less: Impairment allowances

Carrying amount

AA-1o AA+
A-toA+
Lower than A-

Gross carrying amount
Less: Impaiment allowances

Carrying amount

A-EA+
A=UT
FREE
W REEE
SHE

AA-EAA+
A-EA+
A=
FHsE
W REEE
FEE

38. AR EE (&)
(a) EERBEE )

PSR B

x) FEFERUIZEREEZRFE

BEE)
RITRAM % B EEe
31 December 2019
ZE8-hE+ZA=t-H
Lifetime ECL Lifetime ECL

12-month ECL not credit-impaired credit-impaired Total

1REFNESEERE  FEETROZHRHCEFE FETRNRNESEEEE ag
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
x¢  EHAS *&  EHAS & EHAS 5¢  EAR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Thn Tén TR Thn TEn Thn Tén T
2,663,425 19,209 - - - - 266342 19,209
200,000 47 - - - - 200,000 431
2,863,425 19,646 - - - - 286342 19,646
(961) - - - - - (961) -
2,862,464 19,646 - - - - 2,862,464 19,646

31 December 2018
“F A=A
Lifetime ECL Lifetime ECL

12-month ECL not credit-impaired credit-impaired Total

PEAMEHEEEE  FEETANGEEECESE FETRNRIREBEEEE g
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
i S A2 EHE A% EHE A8 EHAE
HK$1000 HK$000 HK$ 000 HK$'000 HK$ 000 HK$'000 HK$ 000 HK$'000
TiEn Tt Tihr Tt Thr TEr T TEr
380,000 1,020 - - - - 380,000 1,020
1,633,007 5,346 - - - - 1,633007 5,346
150,000 573 - - - - 150,000 573

2,063,007 6,939
(2,745) -

2,083,007 6,939
(2,745) -

2,060,262 6,939

2,060,262 6,939
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(x) Credit quality of financial assets other than advances to

customers (continued)
Trade bills

Gross carrying amount
Less: Impaiment allowances

Carrying amount

Gross carrying amount
Less: Impaiment allowances

Carrying amount

All trade bills as at 31 December 2019 and 2018 are classified as

FaLE
W iR
Al

FaLE
B IR
Al

38. I AEE (&)

(a) GERMEE &)
X) BEEZUIZERMEEC LS

BE(E)
BEEE
31 December 2019
ZE8-hE+ZA=t-H
Lifetime ECL Lifetime ECL

12-month ECL not credit-impaired credit-impaired Total

12EFNESEERE  FEETROZERICEFE FETRNLHESCEER a8
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
18 EHAS 12 EHAE 18 S 18 RS
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Tén TER Tén TER Tin TER TR Thn
726,495 - - - - - 726,495 -
(2,070) - - - - - (2,070) -
124,425 - - - - - 124,425 -

31 December 2018
Z3-\§tZA=t-R
Lifetime ECL Lifetime ECL

12-month ECL not credit-mpaired credit-mpaired Total

PEAMEREERE  FEETANIEELCERR FETRNRIREBEEEE %
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
1% EHE 1% EHE A EHE A% EHE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$ 000
Tin Thr Fin TH#R Tin TH#R Fin T
908,041 - - - - - 908,041 -
m) - - - - - m) -
907,964 - - - - - 907,964 -

RZF-NFrR=_F-N\F+=-A=F+—H

“Pass” under the Group’s loan classification system. EERREANEEENDREES B BB IR -
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(x) Credit quality of financial assets other than advances to
customers (continued)

Debt securities measured at amortized cost

ARA

A -10 A+
A-t0A+
Lower than A-
Unrated

Gross carrying amount
Less: Impairment allowances

Carrying amount

ARA

AA-to At
A-toA+
Lower than A-
Unrated

Gross carrying amount
Less: Impaiment allowances

Carrying amount

AA-ZEAA+
A-EA+
A=UT
&34
FHgs
W REEE
BEE

AAA

AA-to AA+
A-toA+
A=UT
B
FHgR

W REEE
i

38. AR EE (&)

(a) GERMREE &)

FAIEER & T

x) FEFERUIZEREEZRFE

CESE )

KB A5 B BB T2

31 December 2019
ZE8-hE+ZA=t-H
Lifetime ECL Lifetime ECL

12-month ECL not credit-impaired credit-impaired Total

1REFNESEERE  FEETROZHRHCEFE FETRNRNESEEEE ag
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
x¢  EHAS *&  EHAS & EHAS 5¢  EAR
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Thn Tén TR Thn TEn Thn Tén T
5,050,930 52,215 - - - - 5,050,930 52215
10,200,916 48,069 - - - - 10,290,916 48,069
19,585,678 151,316 - - - - 19,585,678 151,316
3,696,985 36,912 - - - - 3,696,985 36,912
1,932,858 13,832 - - - - 1932858 13,832
40,557,367 302,344 - - - - 40,557,367 302,344
(41,131) - - - - - (#1,131) -
40,516,236 302,344 - - - - 40,516,236 302,344

31 December 2018
“F A=A
Lifetime ECL Lifetime ECL

12-month ECL not credit-impaired credit-impaired Total

PEAMEHEEEE  HEETANZEEECESE FETRNRIRBEEEE g
Accrued Accrued Accrued Accrued
Principal interest Principal interest Principal interest Principal interest
A2 EHE A2 EHE A% EHE A8 EHAE
HK$1000 HK$000 HK$ 000 HK$'000 HK$ 000 HK$'000 HK$ 000 HK$'000
TiEn Tt Tihr Tt Thr TEr T TEr
4,482,085 53963 - - - - 4482085 53953
9,896,238 34317 - - - - 989%,238 4317
16,521,443 133211 193,152 1,346 - - 16,7145% 134,557
4,093,774 36,837 - - - - 4093774 36,837
1,725,681 15,640 - - - - 1725681 15,640
36,719,221 273,98 193,152 1,346 - - 36912318 275,304
(21,582) - (1,024) - - - 22,606) -
36,697,639 213,98 192,128 1,346 - - 36,889,767 215,304
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(x) Credit quality of financial assets other than advances to

customers (continued)

Credit related commitments and contingencies

Pass
Special mention

Gross amount

Impairment allowances (Note 26)

Pass
Special mention

Gross amount

Impairment allowances (Note 26)
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38. KR EE &)
(a) GERMEE &)
X) BFESUNZLRMEESZLE
HEH)
HEEERC RIERSRIER

31 December 2019
ZE2-nEtZA=t-H

Lifetime ECL Lifetime ECL
12-month ECL not credit-impaired  credit-impaired Total

12f8AR FEETRK REFRY
BECEFR 2HESCEEE 2HENCERE 2
Principal Principal Principal Principal
P 3 b3 x& x&
HK$'000 HK$'000 HK$'000 HK$'000
TR TR TR T
35,221,201 434,534 - 35,655,735
- 2,402 - 2,402
35,221,201 436,936 - 35,658,137
(16,297) (5,263) - (21,560)

31 December 2018
“Z-\§+ZA=1-H

Lifetime ECL Lifetime ECL
12-month ECL  not credit-impaired credit-impaired Total

12/EAR FEETRH BETRMN
BHCEEE 2HESCEEE 2HRHCESR fE
Principal Principal Principal Principal
X b kX ki
HK$'000 HK$'000 HK$'000 HK$'000
FAL FAL TR TAT
35,819,057 221,968 - 36,041,025
- 7432 - 7432
35,819,057 229,400 - 36,048,457
(5,081) (184) - (6,269)

Fubon Bank = #B4R1T



38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(x) Credit quality of financial assets other than advances to

customers (continued)

Credit related commitments and contingencies (continued)
Credit risk that arises from investments in financial assets is
managed in the same way as the Group manages its credit
risk under corporate lending, with the exposure to the issuer
controlled under the overall lending limit to the customer group.
Analysis of investment securities by credit rating designation, that
are not disclosed in other notes to these financial statements,
based on Standard & Poor’s ratings or their equivalents, is as

follows:
Trading assets BEXZHAREE
AA -to AA+ AA— EAA+

There were no overdue debt securities held by the Group as at
31 December 2019 (2018: Nil).

Annual Report 2019 &3

38. AR EE (&)

(a) GERMREE &)
X) BEEZUNIZEREEC LS

=E 3G
BIEEFRBZAERKAER ()
AREREERAEEZEERRER
2N EREREERBELZE
BRI - HETHZREZHREPA
BIRHANEREERE - MRELEAZ
ARIRESAE C FRITERRE - 17
ERTREREBBFETZOM(LE
RZEFERROEMMERE)AT

31 December 31 December
2019 2018
—E-NF —E-N\F
+=A=t+-8 +-A=t+-~
HK$°000 HK$'000
TR FHT
1,943,242 1,898,372

AEERN-_T-NF+-A=1t—RL
ABBCBREBER(ZF-N\F:
&) o
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NOTES TO THE FINANCIAL STATEMENTS
B HR Bt ot

38.

188

FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(xi) Impairment allowances reconciliation
The following tables show reconciliations from the opening to the
closing balance of the impairment allowance by class of financial
instruments at transaction level.

38. I AEE (&)

(a) EERMBER®)
(xi) FEREYER

TREMEBTAR SRS D HR
EREO RN E RSB ENO LR -

Advances to customers EFE#
2019
“E-NF
Lifetime ECL Lifetime ECL
12-month ECL not credit-impaired  credit-impaired Total
12f8A R FEEFRE FETRM
RAGEFE 2HREHCEFRE 20RHEERE ok
HK$000 HK$000 HK$000 HK$000
THT FhT TiEx THr
At 1 January n—A—H 27,026 6,728 196,876 230,630
Transfer to ifietime ECL BREEETRA
not credit-impaired 2HBHEESE (1,963) 1,963 = -
Transfer to 12-month ECL EZEAANEHEESE 233 (233) = -
Transfer to lifetime ECL credit-impaired EREETRA
2HRHEESE @) - 3 -
New financial assets originated or BEXEALHEREE
purchased, assets derecognized, HRERZEE - BRR
repayments and further lendling H—FER 14,841 1,778 - 16,619
Changes in model/parameters B/ 2829 67,166 19,185 - 86,351
Repayments EX (8,467) (1,268) (20,493) (30,228)
Wite-offs ] - - (54,595) (54,595)
Net remeasurement of REREIEMETS
impairment allowances (BRELEE)
(including exchange adjustments) (6,917) 7,024 39,004 39,111
At 31 December R+-A=1-H 91,916 35,177 160,795 287,888
2018
2N\
Lifetime ECL Lifetime ECL
12-month ECL  not credit-impaired credit-impaired Total
12(8AR FEEFRM EETRM
EHEEEE 2URHEEFR 2URHEESE it
HK$000 HK$000 HK$000 HK$000
T T T Fidn
At 1 January m—RA—H 37,348 10,619 155,963 203,930
Transfer to Ifetime ECL EREEETRA
not credit-impaired 2HEHEERE (147) 147 - -
Transfer to 12-month ECL EZAANBHEEER 4,641 (4,641) - -
Transfer to litetime ECL credit-mpaired BEREETRN
2HRHEERE 2 - @ -
New financial assets originated or RESBAZTERAE
purchased, assets derecognized, R EE - B R
repayments and further lending E—TER 2,085 1,354 - 3419
Write-offs s - - 29,207) 29,207)
Net remeasurement of RERE BNHETE
impaimment alowances (RHEELRE)
(including exchange adjustments) (16,883) (751) 70,122 52,488
At 31 December R+=A=+-8 27,006 6,728 196,876 230,630

The contractual amount outstanding on advances to customers
that were written off during the year ended 31 December 2019
and that are still subject to enforcement activity is HK$54.6
million (2018: HK$29.2 million).

HE_Z-NF+-_A=+—HALFECHBEEDET
WITEE 2 RRFEHKEEA NS A54,600,000/8 T
(ZZ—)\4F : 29,200,00087C) °

Fubon Bank = 3#$R1T
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(xi) Impairment allowances reconciliation (continued)

Debt securities measured at amortized cost

At January
Transfer to 12-month ECL
Changes in model/parameters
New financial assets originated or
purchased, assets derecognized,
repayments and further lending
Repayment
Net remeasurement of
impairment allowances
(including exchange adjustments)

At 31 December

At January
New financial assets originated or
purchased, assets derecognized,
repayments and further lending
Net remeasurement of
impairment allowances
(including exchange adjustments)

At 31 December

JiSad=hl=
EZAANBHEEER
/2829
BraBEAzFEREE
HBDLEE BN
E-FER
B
HERE BT ETE
(BRERAZ)

M=B=+-A

R-A—H

FESBACHSHAE
RHEDZAE - BHR
E-SEH

RERR ENIEIE
(BIEESHBE)

W+ZA=f-H

38. AR EE (&)

(a) GERMREE &)

(xi) BEREHRGE)

PR MR

KB B 5 B EFE

2019
“2-NE

Lifetime ECL Lifetime ECL
12-month ECL not credit-impaired  credit-impaired Total

12{8 Ak FEETRN FEARE
BHEEFR 2HEHGEEER 20RAGEER 2
HK$000 HK$000 HK$000 HK$000
TAR TER TER TAR
21,582 1,024 - 22,606
1,024 (1,024) - -
20,740 - - 20,740
7,458 - - 7,458
(7,366) (7,366)
(2:307) = = (2:307)
4,131 = = 41,131

2018
—EN\E

Lifetime ECL Lifetime ECL
12-month ECL  not credit-impaired credit-impaired Total

12f8AM FEETRE BETRHN
BREEERE 2HESCEEE 2URHCEER ks
HK$000 HK$000 HK$000 HK$000
TET TER TAT TAT
38,426 804 - 39,230
4,023 - - 4,023
(20,867) 220 - (20,647)
21582 1024 - 22,606
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38. FINANCIAL RISK MANAGEMENT (continued)

190

Others

At 1 January
New financial assets originated or
purchased, assets derecognized,
repayments and further lending
Changes in model/parameters
Repayments
Net remeasurement of
imparment allowances
(including exchange adjustments)

At 31 December

Of which:
Cash and short-term funds
Balances with banks and
other financial institutions
Trade bills
Credit related commitments and
contingencies

(a) Credit risk management (continued)
(xi) Impairment allowances reconciliation (continued)

R—A-H

FESBAZHEHEAR
THEDZAE  BNR
E-FEH

CEVE C L

B

RERRLENTBIE
(RREELEE)

RT-A=1-A
He:
ReRRHEAS
RITRZRAM
TRBBER
BERE
HERAM AR
REAER

38. I AEE (&)

(a) GERMEE &)
(xi) FERELHEE)

H it
2019
It 3
Lifetime ECL Lifetime ECL
12-month ECL not credit-impaired  credit-impaired Total
128 AT FEETRK REFRY
RERE 20EHCEEE 20BIGEEE 2
HK$000 HK$000 HK$000 HK$000
TR TR T T
9,956 184 - 10,140
1,922 - - 1,922
7,561 555 - 8,116
(4,875) = - (4,875)
5,288 4524 - 9,812
19,852 5,263 - 25,115
524 - - 524
961 - - 961
2,070 - - 2,070
16,297 5,263 - 21,560
19,852 5,263 - 25,115

Fubon Bank = #B4R1T



38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(xi) Impairment allowances reconciliation (continued)

Others (continued)

At 1 January

New financial assets originated or
purchased, assets derecognized,
repayments and further lending

Net remeasurement of
imparment allowances
(including exchange adjustments)

At 31 December
Of which:

Cash and short-term funds
Balances with banks and
other financial institutions

Trade bils

Credit related commitments and

contingencies

Annual Report 2019 &3

R—A-H
REFEAZEHERE
RHERZBE  ERR
E-FEH
RERRLENIEIE
(RREELAE)

Mt=A=1+-8
g
BeREHEs
RATRE REM
SRERBLER
EEE
EEEAR AR
RIRER

38. KR EE &)

(a) GERMREE &)
(xi) FERBLHEE)

Bty (&)
2018
“E-\F
Lifetime ECL Lifetime ECL
12-month ECL  not credit-impaired credit-impaired Total
12 RmEE FHEETRH BETRHN
EEFE 2HRARERE 2HRIGERR &=
HKS$000 HKS$000 HK$000 HK$000
TAT TAL TEL TEL
12,826 700 - 13,526
4875 - - 4875
(7,745) (516) - (8,261)
9,956 184 - 10,140
2,063 - - 2,053
2,745 - - 2,745
7 - - 7
5,081 184 - 5,265
9,956 184 - 10,140
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NOTES TO THE FINANCIAL STATEMENTS
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38. FINANCIAL RISK MANAGEMENT (continued)

(a) Credit risk management (continued)
(xii) Collateral and other credit enhancements

An estimate of the fair value of collateral and other credit
enhancements held against financial assets is as follows:

Fair value of collateral and other
credit enhancements held against
financial assets that are:

- Neither past due nor impaired
— Past due but not impaired
— Impaired

(xiii) Collateral and other credit enhancements obtained

At 31 December 2019, total repossessed assets and assets
acquired under lending agreements of the Group amounted
to HK$11,500,000 (2018: HK$11,500,000) which is included
in “Accrued interest and other assets” in the consolidated

statement of financial position.

During the year, the Group took possession on properties
amounting to HKD23,000,000 (2018: HK$15,500,000) of
collateral held as security. These properties were held as
collateral against impaired advances to customers and are not
recognized as assets in the consolidated statement of financial
position as the relevant impaired advances to customers have
not been written-off at the end of the reporting periods.

Repossessed properties are sold as soon as practicable with the
proceeds used to reduce the outstanding indebtedness.
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38. iR b B EE (1)
(a) EERMERE®)
(xii) EH DR EAESERFHEE

REBBEMBAZERBREMEE
RIERZ BT AFEEAT

RTIIIERMEEMBSEZ
B R EMEERT
EhitZ N FEE

— Y EE AR E

—ERHEN ERE

31 December 31 December
2019 2018
—E-hEF —T-N\F
t=A=t—-8A +=-A=+—H
HK$’000 HK$’000
FET FAT
71,997,760 94,285,726
1,600,297 1,770,137
8,379 81,218
73,606,436 96,137,081

(xii) EMB 2B AR REMEERHA

#it

RZF-NF+ZA=1+—0 ' REX
SEZEBEBRESZKDEEREE
#18511,500,0008 L (=T — \F
11,500,000 7T ) A B © %t A4x
BHMBRRARPOI TS REME
Ele

FA - AEBEWEERERSEERIER
i H) ) % 5 23,000,000 T (Z T — N\
F 1 15,500,000/80) - REWMEER
HUEPREEZRNERQMEE M
HARPRAEERTERS RN AM
0 AR EMERBEEEMBRL
RPHBRREE -

WEmEeERTALE  PREZHIE
HRABIBAER 2 B8 -

Fubon Bank E#F$R1T



NOTES TO THE FINANCIAL STATEMENTS
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38. B R b B EE (1)
(b) TR EE

38. FINANCIAL RISK MANAGEMENT (continued)
(b) Market risk management

Annual Report 2019 FF

Market risk arises on all market risk sensitive financial instruments,
including securities, foreign exchange contracts, equity and other
derivative instruments, as well as from the statement of financial
position or structural positions. The Group transacts in the money
market, foreign exchange market, equity market and capital market
giving rise to market risk exposures. Positions are taken as a result
of the execution of customers’ orders, and market making activities,
and offsetting transactions taken in order to hedge the Group’s open
position. The Group does not engage in significant proprietary trading.

The objective of market risk management is to avoid excessive
exposure of earnings and equity to loss and to reduce the Group’s
exposure to the volatility inherent in financial instruments.

The Board reviews and approves policies for the management of
market risks including dealing authorities and limits. The Board
has delegated the responsibility for ongoing general market risk
management to the Asset and Liability Committee (“ALCO”). This
committee articulates the interest rate view of the Group and decides
on future business strategy with respect to interest rates. It also
reviews and sets funding policy and ensures adherence to risk
management objectives.

The Group has also established clear market risk policies, including
limits, reporting lines and control procedures, which are reviewed
regularly and approved by the Board. Market risk is managed within
various limits approved by the Board. These limits are determined for
each financial instrument and include limits on product volume, gross
and net positions, position concentrations, mark to market limits,
stop loss limits and risk position limits. These limits are reviewed and
endorsed by the ALCO and approved by the Board at least annually.
The regular limit monitoring is performed daily and the result is
reported to the ALCO members. The risk exposures are also reported
to the RC at least monthly.

The sale of derivatives to customers as risk management products
and the subsequent use of derivatives to manage the resulting
position is an integral part of the Group’s business activities. These
instruments are also used to manage the Group’s own exposures to
market risk as part of its asset and liability management process. The
principal derivative instruments used by the Group are interest rate
and foreign exchange rate related contracts, which are primarily over-
the-counter derivatives. The Group also purchases exchange traded
derivatives. Most of the Group’s derivatives positions have been
entered into to meet customer demand and to hedge these and other
positions.
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38. FINANCIAL RISK MANAGEMENT (continued)

194

(b) Market risk management (continued)

One of the tools used by the Group to monitor and limit market risk
exposure is Value-at-risk (“VAR”"). VAR is a technique that estimates
the potential losses that could occur on risk positions as a result of
movements in market rates and prices over a specified time horizon
and to a given level of confidence. The calculation uses the historical
simulation method as the means to estimate the statistical confidence
level.

The VAR technique is only effective for potential loss events which
are not correlated. The Group therefore augments its VAR limits with
other positions and sensitivity limit structures. Additionally, the Group
applies a wide range of sensitivity analysis and stress testing, both
on individual portfolios and on the Group’s consolidated positions to
assess the potential impact on the Group’s earnings as a result of
extreme movements in market prices.

() Sensitivity analysis of market risk exposures
Trading market risk
Currency risk
At 31 December 2019, if Hong Kong Dollar had strengthened
by 0.5% against other currencies, with all other variables held
constant, the profit before tax for the year would have been
HK$2.3 million higher (2018: HK$8.7 million lower).

Conversely, if Hong Kong Dollar had weakened by 0.5% against
other currencies, with all other variables held constant, the profit
before tax for the year would have been HK$2.3 million lower
(2018: HK$8.7 million higher).

Interest rate risk

The Group measures trading book interest rate risks through
Present Value of Basis Point (‘PVBP”). PVBP is a sensitivity test
to measure the potential profit or loss fluctuation on interest rate
positions upon a basis point movement.

The Group adopts a sensitivity test of a 100 basis points
movement. At 31 December 2019 and 2018, 100 basis points
upward or downward movement in interest rate would not result
in a material profit movement.

Equity risk

At 31 December 2019 and 2018, the Group has no equity
position in its trading portfolio. As such, any movement in the
equity price would have no impact on the Group.
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38. FINANCIAL RISK MANAGEMENT (continued)
(b) Market risk management (continued)

@
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Sensitivity analysis of market risk exposures (continued)
Non-trading market risk

Currency risk

All of the Group’s foreign currency position arises from the
Group’s non-trading activities (e.g. investments, lending and
deposit taking) are captured and transferred to the Financial
Markets Division. The Financial Markets Division monitors these
foreign currency exposures and minimizes foreign currency asset
and liability mismatch by entering into foreign currency spot and
forward transactions. Market Risk Management Department
monitors those outstanding foreign currency positions on a daily
basis and report to the ALCO regularly.

Interest rate risk

Interest rate risk primarily results from timing differences in the
repricing of interest-bearing assets, liabilities and commitments.
Interest rate risk is managed by the Financial Markets Division
within limits approved by the Board, including interest rate
gap limits. The Group also uses interest rate swaps and other
derivatives to manage interest rate risk.

Structural interest rate risk arises primarily from the deployment
of non-interest bearing liabilities, including shareholders’ funds
and current accounts, as well as from certain fixed rate loans and
liabilities. Structural interest rate risk is monitored by the ALCO.

At 31 December 2019, if other market variables including prime
rate were held constant, an increase in HKD market interest
rates of 100 basis points would result in a decrease in earnings
over the next 12 months of HK$297 million (2018: HK$77.5
million increase), and increase in economic value of HK$2.61
million (2018: HK$22.0 million increase); while an increase in
USD market interest rates of 100 basis points would result in an
decrease in earnings over the next 12 months of HK$62 million
(2018: HK$1.5 million increase), or an increase in economic value
of HK$1.2 million (2018: HK$13.5 million increase).

Conversely, if other market variables including prime rate were
held constant, a decrease in HKD market interest rates of 100
basis points would result in an increase in earnings over the next
12 months of HK$297 million (2018: HK$77.5 million decreass),
and decrease in economic value of HK$2.61 million (2018:
HK$22.0 million decrease); while an decrease in USD market
interest rates of 100 basis points would result in an increase in
earnings over the next 12 months of HK$62 million respectively
(2018: HK$1.5 million decrease), or a decrease in economic
value of HK$1.2 million (2018: HK$13.5 million decrease).
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38. FINANCIAL RISK MANAGEMENT (continued)
(b) Market risk management (continued)

196

@

(ii)

Sensitivity analysis of market risk exposures (continued)
Non-trading market risk (continued)

Equity risk

At 31 December 2019 and 2018, the Group holds a small
portfolio of non-trading listed equity securities. As such, any
movement in the equity price would have insignificant impact on
the Group.

The Group holds non-trading unlisted equity investments and
uses the applicable price/earnings ratio and other market
data for similar listed companies adjusted to reflect specific
circumstances of the issues or the net assets value reported by
the management of the investee companies to determine the fair
value of the investment. A sensitivity analysis on the fair value of
these unlisted equity investments is disclosed in Note 35(a)(ii).

The method and assumptions used in the above sensitivity
analysis on interest rate risk, currency risk and equity risk are
performed on the same basis for both 2019 and 2018.

Analysis of currency risk exposures

The Group’s foreign currency positions arise from foreign
exchange dealing, commercial banking operations and structural
foreign currency exposures. All foreign currency positions are
managed by the Financial Markets Division within limits approved
by the Board. The Group has no structural foreign currency
positions as at 31 December 2019 and 2018. The Group seeks
to match closely its foreign currency denominated assets with
corresponding liabilities in the same currencies.
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38. FINANCIAL RISK MANAGEMENT (continued)

(b) Market risk management (continued)
(ii) Analysis of currency risk exposures (continued)

38. AR EE (&)

The following table indicates the concentration of currency risk at

the end of the reporting period:

(Equivalent in HK$°000)

ASSETS

Cash and short-term funds

Balances with banks and other financial
institutions

Derivative financial instruments

Advances to customers

Trade bills

Accrued interest and other assets

Debt securities measured at amortized cost

Equity securities designated at fair value
through other comprehensive income

Fixed assets

Spot assets

LIABILITIES

Deposits and balances of banks and
other financial institutions

Deposits from customers

Certificates of deposit issued

Debt securities issued

Derivative financial instruments

Other liabilities

Subordinated notes issued

Spot liabilities
Net on-balance sheet position

Off-balance sheet position
Foreign exchange derivative contracts

Net aggregate position

Credit commitments and other contingent
liabilities in foreign currencies
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(b) MIZEREE (&)
EXREBI T (E)
TERITRBERRZERRBRER
E:
31 December 2019
“EB-hAEFE+=HA=+—H
Other foreign
US Dollars currencies
P Hith sk
1,847,707 448,460
833,246 710,178
63,861 27,892
10,061,043 2,223,518
720,656 3,769
1,442,840 53,090
26,445,543 3,782,198
131,111 849,301
- 186
41,546,007 8,098,592
7,024,189 1,873,710
23,894,461 5,474,748
1,191,167 =
768,063 -
342,896 24,061
859,012 46,224
1,555,776 -
35,635,564 7,418,743
5,910,443 679,849
(5,921,661) (251,211)
(11,218) 428,638
746,251 226,757
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38. FINANCIAL RISK MANAGEMENT (continued)
(b) Market risk management (continued)

38. iR b B EE (1)
(b) MZEMERE®)

(i) Analysis of currency risk exposures (continued) (i) BRI H(E)
31 December 2018
—E—-N\F+=ZA=+—H
Chinese  Other foreign
US Dollars Renminbi currencies
(Equivalent in HK$’000) (THETEE) E7T AR E Ao
ASSETS EE
Cash and short-term funds RehEHES 1,731,613 510,049 675,026
Balances with banks and RITRIZE R M2 pikis
other financial institutions R3S 676 410,107 573,363
Derivative financial instruments TEEmIA 317,531 18,931 34,505
Advances to customers BEEER 9,508,029 311,271 557,929
Trade bills FEERE 727,091 180,873 -
Accrued interest and other assets JERHFIE R EMEE 798,518 7,824 59,196
Debt securities measured at REHR AT B EBES
amortized cost 22,248,193 404,303 6,589,547
Equity securities designated at IBENARTFEEREM
fair value through other 2EWEE 2 RAFES
comprehensive income 144,884 589,003 4,733
Spot assets REEE 35,476,535 2,432,361 8,494,299
LIABILITIES af&
Deposits and balances of banks and ~ $R1TRIZE R Eith & RiE 2
other financial institutions VEE NE 5,682,356 - 3,491,202
Deposits from customers BEPER 19,745,371 1,786,744 4,163,921
Certificates of deposit issued BT 1,292,127 - -
Debt securities issued BEBITEKES 388,774 - -
Derivative financial instruments TEEMIA 66,437 17,278 34,254
Other liabilities EfafE 678,879 14,920 63,114
Subordinated notes issued BEEITRERE 1,562,870 - -
Spot liabilities HEEE 29,416,814 1,818,942 7,752,491
Net on-balance sheet position EEEERAEARE 6,059,721 613,419 741,808
Off-balance sheet position BEAEXRINER
Foreign exchange derivative contracts ~ SMEHTA A 4 (3,753,819) (569,677) (743,069)
Net aggregate position HWEEFE 2,305,902 43,742 (1,261)
Credit commitments and DS EEZEERER
other contingent liabilities in HibRREEB
foreign currencies 405,070 56,929 411,839
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38. FINANCIAL RISK MANAGEMENT (continued)

(b) Market risk management (continued)
(iii) Analysis of interest rate risk exposures
The following tables indicate the effective interest rates for the
relevant periods and the mismatches of the expected interest
repricing dates for interest-bearing assets and liabilities at the
end of the reporting period. Actual repricing dates may differ from

38. AR EE (&)

(b) TIEEMRERE®)
(i) FZ@EBEDHT
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TRITRBERRFREERBER
HERSRE 2 BN RN BRI SEAT
ERAMZHEE - BERETERA S
REREEMNRRITESERTRARAHR

the contractual dates owing to prepayments and the exercise of o
options.
31 December 2019
“E-NETZR=1-H
3 months
Average orless Over Over
effective (include 3 months to 1 yearto Over Non-interest
interest rate Total overdue) 1 year 5years 5years bearing
EEEEDA
¥4 (B =AML —FHE
BRRI= 4 pEEs) B-F Bhf BERE FiE
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TEn TiEn TiEn iR TiEn TiEn
ASSETS 4
Cash and short-ter funds BeREHEs 301% 5200706 4499485 - - - 791,221
Balanceswith banks and other ~ RITREREMS BIkiE
financial insfitutions 3 2.74% 2,862,464 2,574,429 288,035 - - -
Trading assets BERHAREE 228% 1,043,242 948,174 995,068 - - -
Derivative financial instruments {744 R TE N/A RiER 543,793 - - - - 543,793
Advances to customers ZEEH 387% 52308452 48,709,738 3,197,942 360,888 30,530 9,354
Trade bills BEZE 2.56% 124,425 655,860 68,565 - - -
Debt securities measured at EBENR ENER
amortized cost 5 291% 40516236 8832977 8090997 19223322 4,366,940 2,000
Other assets HHAE 4.10% 7,217,316 57,747 2,937 - - 7,156,632
111,406,634 66278410  12,643544 19584210 4,397,470 8,503,000
LIABILITIES £
Deposiis and balances of banks ~ $RTAEREMS BikiE
and other financial institutions LR 2.10% 9,140,295 7,497,110 - 1,385,101 - 258,084
Deposts from customers EPEH 198% 75043411 65402264 9,112,864 153,877 - 374,406
Trading liabities R5EET AR 1.88% 948,173 948,173 - - - -
Certficates of deposit issued BEIFRE 256% 4,730,098 2,864,728 916,024 949,346 - -
Deht securities issued BREIERES 240% 1,165,268 768,063 397,205 - - -
Derivative financial instruments fTESBIA N/A FE R 385,348 - - - - 385,348
Subordinated notes issued BETRES 6.25% 1,555,776 - 1585776 - - -
Other liabilties AthafE NATER 8791091 - - - - 3,791,001
96,750,460 77,480,338 11,981,869 2,488,324 - 4808929
Interest rate sensitivity gap HEGREZE (11,201,928) 661,675  17,095886 4,397,470

Derivative financial instruments are carried at mark-to-market
values. Note 16(b) includes further information on the remaining
maturity of derivatives by notional amount.
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38. FINANCIAL RISK MANAGEMENT (continued)

200

ASSETS

Cash and short-term funds

Balances with banks and other
financial institutions

Trading assets

Derivative financial instruments

Advances to customers

Trade bills

Debt securities measured at
amortized cost

Other assets

LIABILITIES

Deposits and balances of banks
and other financial institutions

Deposits from customers

Trading liabilities

Certificates of deposit issued

Debt securities issued

Derivative financial instruments

Subordinated notes issued

Other liabilties

Interest rate sensitivity gap

Derivative financial instruments are carried at mark-to-market
values. Note 16(b) includes further information on the remaining
maturity of derivatives by notional amount.

(b) Market risk management (continued)
(iii) Analysis of interest rate risk exposures (continued)
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38. KR EE &)
(b) TIEEMRERE®)
(i) MZ@EBEDH(E)

31 December 2018
3 \ETZA=T-H
3 months
Average or less Over Over
effective (nclude 3 months to 1yearto Over  Non-interest
interest rate Total overdue) 1 year 5years 5years bearing
ZERINUT
e (B ZERNE  —ENE
BRI g B 3 ERf BFNE i
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR T Tk TAL AL AL
220% 5981567 4989179 - - - 992,388
266% 2060262 2,060,262 - - - -
153% 1898372 1898372 - - - -
NA TER 796,5% - - - - 796,59
386% 47699240 45978693 1334412 335,129 2,570 48436
3.44% 907,964 795,671 112,293 - - -
297% 36889767 10026947 6819497 16508914 3,532,409 2,000
450% 6,552,979 74,293 - - - 6478686
102,786,746 65823417 8206202 16844043 3534979 8318105
2771% 9467425 9121622 - - - 345,803
180% 68,247,798 57,670,700 10,215,600 8,952 - 352,546
153% 1898372 1898372 - - - -
240% 4551278 2355615 1437,009 758,589 - -
3.03% 388,774 234,701 154,073 - - -
NATER 133,347 - - - - 133,347
648% 1562870 - - 1562870 - -
NANER 2,513,280 - - - - 2513280
88,763,139 71,281,010 11,806,742 2330411 - 3344976

(6457593 (3540540) 14513632 3,534,979

MTEERMTARMEREIR - M
16(0) B EEAZR BN TITETARR
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38. FINANCIAL RISK MANAGEMENT (continued)
(c) Liquidity risk management

38. iR ER @)
(c) RENEE aETE

Annual Report 2019 FF

The purpose of liquidity management is to ensure sufficient cash flows
to meet all financial commitments and to capitalize on opportunities
for business expansion. This includes the Group’s ability to meet
deposit withdrawals either on demand or at contractual maturity,
to repay borrowings as they mature, to comply with the statutory
liquidity maintenance ratio, and to make new loans and investments as
opportunities arise.

The Group has a Liquidity Risk Management Policy which covers the
Group’s liquidity risk management strategy, a mechanism to identify,
measure, monitor and control liquidity risks, and also the Group’s
contingency funding plan. A Liquidity Risk Management Guideline
covers risk measurement, risk reporting and operational requirements
in implementing the Banks’ liquidity management strategy. The
policy and guideline are both reviewed by the ALCO. The policy and
guideline are approved by the RC and the ALCO respectively.

The RC reviews and approves the Group’s risk appetite statement
at least annually. The Group’s liquidity risk management strategy is
to maintain a healthy liquidity position with adequate stock of liquid
assets, well-diversified funding structure relying on a broad customer
deposit portfolio with prudent loan-to-deposit ratio and money market
funding ratio to support the Bank’s liquidity needs under both normal
and stressed conditions.

It is the responsibility of the Group’s management to ensure
compliance with local regulatory requirements and limits set by the
RC. Liquidity is managed on a daily basis by the Group’s Funding
Desk unit. The Funding Desk unit is responsible for ensuring that
the Group has adequate liquidity for all operations, ensuring that the
funding mix is appropriate so as to avoid maturity mismatches and
to minimise price and reinvestment rate risk in the case of a maturity
gap, and monitoring relevant markets for the adequacy of funding and
liquidity.
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38. FINANCIAL RISK MANAGEMENT (continued)

(c) Liquidity risk management (continued)
Compliance with liquidity and funding requirements is monitored by
the ALCO and is reported to the RC on a regular basis. This process
includes:

— maintaining balances within relevant regulatory requirements;

— projecting cash flows under various stress scenarios and
considering the level of liquid assets necessary in relation thereto;

— maintaining adequate intraday liquidity position and assessing
how the intraday liquidity profile will change in conditions of
stress;

- monitoring balance sheet liquidity and loan to deposit ratios
against internal requirements;

— maintaining a diverse range of funding sources with adequate
back-up facilities;

— managing the concentration and profile of debt maturities;

- managing lending commitments to customers within pre-
determined management alert triggers;

— managing debt financing plans;

— monitoring depositor concentration in order to avoid undue
reliance on large individual depositors and ensuring a satisfactory
overall funding mix;

— maintaining funding contingency plans, which identify early
indicators of stress conditions and describe actions to be taken
in the event of difficulties arising from systematic or other crises,
while minimizing adverse long-term implications for the business;
and

— managing liquidity on a legal entity and on a group basis.
Intragroup funding transactions are carried out at arm’s length
and treated in the same way as transactions with non-related
third parties and controlled within pre-determined management
alert triggers.
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38. FINANCIAL RISK MANAGEMENT (continued)
(c) Liquidity risk management (continued)

38. AR B ()
(c) REMRAREE(®)

Annual Report 2019 FF

Primary sources of funding

Customer deposits form a significant part of the Group’s overall
funding. The Group places considerable importance on the stability
of these deposits, which is achieved through the Group’s retail and
corporate banking activities and by maintaining depositor confidence
in the Group’s capital strength. In order to lengthen the duration of
the funding, the Group issues certificates of deposit with different
maturities from time to time. Interbank markets are also accessed for
the purposes of providing additional funding, maintaining a regular
presence in local money markets and optimising asset and liability
maturities.

The management of funding and liquidity risk

As part of its liquidity risk management, the Group focuses on a
number of components, including maintaining sufficient liquid assets,
maintaining diversified sources of liquidity, reserving necessary
funding capacity and contingency planning. The Group manages
liquidity risk by holding sufficient liquid assets (e.g. cash and short-
term funds and securities) of appropriate quality to ensure that short-
term funding requirements are covered within prudential levels. Debt
securities held are marked to the market on daily basis to ensure their
market liquidity. The Group also adopts a funding strategy that is to
achieve diversification of funding by controlling the concentration of
top depositors, wholesale funding and reliance on foreign exchange
swap markets. Moreover, adequate standby facilities are maintained
to provide strategic liquidity to meet unexpected and material cash
outflows in the ordinary course of business.

In addition to observing the statutory liquidity ratio, the Group has
established different liquidity risk metrics, including but not limited to
the liquidity maintenance ratio, loan-to-deposit ratio, cumulative cash
flow gap, concentration of funding sources and medium-term funding
ratio to measure and analyze its liquidity risks. Financial Control
Division is responsible for measurement and monitoring of these
liquidity metrics and reporting to the ALCO regularly.
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38. FINANCIAL RISK MANAGEMENT (continued)
(c) Liquidity risk management (continued)

38. iR b B EE (1)
(c) mEBMERARER &)

The management of funding and liquidity risk (continued)

The Group assesses and monitors the structure of balance sheet and
also the concentration of funding sources from time to time with use
of different risk metrics. During the year 2019:

—  Loan-to-deposits ratio was kept below 80% for the aggregate
position of all currencies and also not exceeding respective
management alert trigger levels for each significant lending
currency;

- Core funding ratio, which measures medium-term funding
demand and use exceeded 125%;

- Undrawn commitments were maintained not exceeding HK$9.0
billion;

- Single depositor concentration was maintained below 5% of total
customer deposits;

—  Concentration of the top 10 depositors was maintained below
20% of total customer deposits;

—  Swapped fund ratio (measuring reliance on foreign exchange
and/or currency swap markets) was maintained below 15%;

—  Medium-term funding ratio was maintained above 5%;

- Wholesale funding was kept below 20% of total funding;

—  Certificates of deposit and other debt securities issued did not
exceed 10% of total customer deposits (including certificates of
deposit and other debt securities issued); and

— Intragroup funding was maintained at minimal level not exceeding
USD53 million.

Core deposits

The Group monitors the stability of customer deposits by means
of the core deposit ratio, which is the ratio of core deposits to total
customer deposits. The Group categorizes customer deposits into
core deposits after taking into consideration of nature of deposits,
relationship history with customers and stability of customer’s total
balance. An alert trigger level is set on the core deposits ratio which
is monitored by the ALCO. Core deposits ratio was maintained above
25% throughout the year 2019.
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38. FINANCIAL RISK MANAGEMENT (continued)
(c) Liquidity risk management (continued)
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The management of funding and liquidity risk (continued)

Loan to deposit ratio

The Group emphasizes the importance of customer deposits as a
source of funds to finance lending to customers, and mitigate against
reliance on short-term interbank funding. A limit on the loan to deposit
ratio is established and approved by the RC and monitored by the
ALCO. Management alert triggers are also set on loan to deposit ratio
for significant lending currencies and monitored by the ALCO.

Cash flow projection and stress testing

The Group conducts cash flow analysis and cash flow projection
arising from on- and off-balance sheet items over a set of time
horizons on a regular basis to identify funding needs in specific time
buckets. The Group also regularly performs stress tests on its liquidity
position to ensure adequate liquidity is maintained at all time. In the
stress test, both on- and off-balance sheet items with a cash flow
impact are considered, with applicable hypothetical and historical
assumptions. Three stressed scenarios, namely an institution-specific
crisis scenario, a general market crisis scenario, and a combined
scenario are adopted with minimum survival period defined pursuant
to HKMA's Supervisory Policy Manual (“SPM”) “Sound Systems and
Controls for Liquidity Risk Management”. Stress testing assumptions
are reviewed and approved by the ALCO regularly to ensure their
continued appropriateness.

Liquidity Cushion

The Group maintains a stock of high-quality readily liquefiable assets as
a liquidity cushion against a range of stressed scenarios. The eligible
assets are unencumbered, low credit risk and low market risk. The
liquidity cushion is segregated from debt securities held for trading
purposes. A certain portion of the liquidity cushion is made up of the
most liquid and readily marketable assets (such as debt securities
issued by government or multinational development banks) that
can be easily liquidated to meet funding needs in the initial phase of
liquidity stress.

The size of the liquidity cushion shall be adequate to meet the Group’s
day-to-day liquidity needs and also emergency funding needs under
both normal and stress market conditions. The minimum required size
of the liquidity cushion is determined with reference to the funding
gap generated from the Group’s regular liquidity stress testing results.
Management alert triggers are established by the ALCO to ensure
sufficient size of liquidity cushion is maintained and appropriate
diversification among the liquidity cushion is achieved. The size and
mix of the liquidity cushion is reviewed by the ALCO regularly.
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38. FINANCIAL RISK MANAGEMENT (continued)

(c) Liquidity risk management (continued)
The management of funding and liquidity risk (continued)
Liquidity Cushion (continued)
Size and mix of liquidity cushion were maintained above all relevant
management alert triggers throughout the year 2019:

— net long position of Exchange Fund Bills/Notes held was
maintained at not less than HK$2.0 billion;

— assets eligible for Lenders of Last Resort purpose was
maintained at not less than 30% of total customer deposits;

— level 1 high-quality readily liquefiable assets were maintained at
not less than 8.5% of total customer deposits;

— non-financial institution high-quality readily liquefiable assets were
maintained at not less than 25% of total customer deposits; and

- total high-quality readily liquefiable assets were maintained at not
less than 30% of total customer deposits.

Contingent liquidity risk

The Group provides customers with committed and standby facilities.
These facilities increase the funding requirements of the Group when
customers drawdown. The liquidity risk associated with the potential
drawdown on committed facilities is factored into our stressed
scenarios and a management alert trigger is set for these facilities.
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38. FINANCIAL RISK MANAGEMENT (continued)
(c) Liquidity risk management (continued)
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The management of funding and liquidity risk (continued)
Contingency funding plan

The Group has formulated a Contingency Funding Plan (“CFP”) that
describes the Group’s strategy for dealing with any liquidity problem
and the procedures for making up cash flow deficits in emergency
situations. The CFP is designed to be pro-active and pre-emptive. The
Group utilizes early warning indicators, which cover both qualitative
and quantitative measures, monitoring both internal and external
factors. Should there be any early signs of significant impact on the
Group’s liquidity position, the management would be informed for
their consideration. Once the CFP is triggered, a Crisis Management
Team, which is led by senior management, is formed to handle the
crisis. Strategy and procedures in obtaining contingency funding,
as well as roles and responsibilities of parties concerned are clearly
stated. The CFP also includes the analysis of cash flow projections to
estimate potential liquidity needs under stress scenarios.

The CFP is subject to regular testing to ensure its effectiveness and
operational feasibility, particularly in respect of the availability of the
contingency sources of funding listed in it. The CFP is also subject to
review and update on a regular basis to ensure it remains robust over
time. Any changes to the CFP would be approved by the RC.

Moreover, in accordance with the HKMA’s SPM “Recovery Planning”,
the Group has established a Recovery Plan, which has been
approved by the Board. The Recovery Plan helps ensure that the
Group is able to recover quickly from period of severe stress and
preserve or restore its liquidity level. The Recovery Plan is subject to
regular, at least annual, review and update.

Liquidity exposures

The Group’s liquidity exposures are measured on a consolidated
basis which comprises the Bank and Fubon Credit (Hong Kong)
Limited as designated by the HKMA for regulatory purposes.

Fubon Credit (Hong Kong) Limited maintains a minimal loan portfolio
not exceeding HK$10 million without borrowings and new lending,
and maintains liquidity maintenance ratio over 100% throughout the
year 2019.

The Bank also maintains average liquidity maintenance and core
funding ratios well above the statutory minimum ratios of 25% and
75% respectively throughout the year 2019.
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38. FINANCIAL RISK MANAGEMENT (continued)

(c) Liquidity risk management (continued)

208

(i) Analysis of assets and liabilities by remaining maturity

The following maturity profile is prepared based on the remaining
period at the end of the reporting period to the contractual

maturity date.

ASSETS

(Cash and short-term funds

Balances with banks and
other financial institutions

Trading assets

Derivative financial instruments

Advances to customers

Trade bills

Debt securiies meastred at
amortized cost

Equity securities designated
at fair value through other
comprehensive income

Other assefs

LIABILITIES

Deposits and balances of
banks and other financial
institutions

Deposits from customers

Tracling liabilties

Certificates of deposit issued

Debt securtties issued

Derivative financial instruments

Subordinated notes issued

Other liabilties

Net liquidity gap

38. KR EE &)
(c) RBHRABRER @)

() BRSBHRIMZEERAE
THEHRAR HERRERAREA K]
RIS 2 IR IR RS -

31 December 2019
“E-AETZA=t-A
Over Over Over
1month 3 months 1year
Repayable Within ~ butwithin ~ butwithin ~ but within Over  Undated or
Total  ondemand 1month  3months 1year 5years 5years overdue
—-BANE  ZEAML  -EHME iyt
gg  PEER @AM ZEAMA -EMR EENAR EENME i
HK$000  HK$000  HKS000  HK$000  HK$000  HKS000  HK$000  HK$000
T Tén Fhn Tén T Tén TEn T
BE
ReRRHEe 5,000,706 97931 4372775 - = = o 5
RORERELERE
BER 2,862,464 - - 2514457 288,007 - - -
RERSRLEE 1,943,242 - 49950 498203 995,069 - - -
fiEemIa 543,793 - - - - - - 543793
RFER 52,308,452 - 9006993 4125422 7543377 19,321,242 11,267,530 143,888
EEd 724,425 - 4933 186517 68,565 - - -
FEE AT ENER
&5 40,516,236 - 2510470 4046763 9377411 20212652 4366940 2,000
RENAFEEREL
2ENEEZ BT
&5 1,074,054 - - - - - - 1,074,054
HEE 6,143,262 - 834518 1,030517 44212 3 - 4184012
111,406,634 917931 18594040 12461800 18316641 30533897 15634470 5,947,747
af
RORZRELEREE
LR R
9,140,205 258084 2639079 4,858,031 - 12385101 - -
LSRN 75043411 16,657,382 19243147 29876142 9,112,864 153,876 - -
REBETLEE 948,173 - 449950 498223 - = = o
BEAEHE 4,730,098 - 490602 750087 1515909 1,064,500 - -
BETREES 1,165,268 - - 768,064 397,204 - - =
frEeBIa 385,348 - - - - - - 385,348
PEHEEE 1,555,776 - - - 1555776 - - -
EtigfE 3,791,001 - 208776 566899 239,000 63,302 3452 869,572
9,750,460 16015466 24871554 37,326,446 12820843  35566,779 3452 1,254,920
RBEERNFE (15,007,535) (6,277,505 (24864,547) 5495798  35067,118 15,631,018

Derivative financial instruments are carried at mark-to-market
values. Note 16(b) includes further information on the remaining
maturity of derivatives by notional amount.

PTESBM T ERMEEE - WiE16b)e
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38. FINANCIAL RISK MANAGEMENT (continued)

(c) Liquidity risk management (continued)

() Analysis of assets and liabilities by remaining maturity

38. KR EE &)

(c) RBHRAKRER (@)
() BRFESBRINZEERAEE)

(continued)
31 December 2019
ZE-AFTZAZT-H
Over Over Over
1 month 3months 1 year
Repayable Within but within but within but within Over  Undated or
Total  ondemand 1 month 3months 1 year 5years 5years overdue
-EANL  ZEANL -EiE bidd i
] HRER -fiAk Z@EAUR —EHR RENR BENE il
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR TR TR TAR TR ThR TR TEn
Of which: L
Debt securities held* BHRELES
- Included n tracing assets -BASERBRGEE 10842 = 449,050 498,223 995,069 = = =
- Included n deot securtes ~IARER A ER
measured at amortized cost ERE% 40,516,236 - 2510470 4,046,763 93411 20,212,652 4,366,940 2,000
42,459,478 - 290420 4544986 10372480 20,212,652 4,366,940 2,000
Of which: L
Certificates of deposit held KELEE
- Incuded in deb securtes -MARRERAGTEY
measured at amortized cost R 482,873 - - 76,390 324,700 81,783 - -
Certificates of depositissued ~ BR{T5HE
- Stated at amortzed cost -REERAIR 4,730,098 - 490,602 750087 155909 1,964,500 - -

* The amount of debt securities held included certificates of deposit

held.
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38. FINANCIAL RISK MANAGEMENT (continued)

210

(c) Liquidity risk management (continued)

(i) Analysis of assets and liabilities by remaining maturity

38. I AEE (&)

(c) RBHRABRER @)
() BFEBBRINZEERAEE)

(continued)
31 December 2018
ZE-\E+ZA=1-H
Over Over Over
1 month 3months 1year
Repayable Within but within but within but within Over  Undated or
Totd  ondemand 1 month 3months 1year 5years 5years overdue
—EANE  ZEAME  -FUE Erdy
sg  PEER -EAR ZEAMR -EMm O RENMA RENLE ki
HK$'000 HK$'000 HK$'000 HK$'000 HK$ 000 HK$'000 HK$ 000 HK$'000
Tin Thn Fin TH#R Tin TH#R Tin Thn
ASSETS BE
Cash and short-term funds ReRRHEe 5981567 1065580 4915978 - - - - -
Balances vith barks and ROREREMSHEE
other financial insttutions g 2,060,262 - - 1511974 548,288 - - -
Traclng assets RERGRREE 1898372 - 5713351 1,325,021 - - - -
Derivative financial ingtruments 74482 796,595 - - - - - - 796,595
Advances to customers ZFER 47,699,240 - 1152648 2965704 5070006 15895999 12,104,237 187,647
Trade bills BEZE 907,964 - 682,929 12,741 112,204 - - -
Debt securties measured REEIAHENER
at amortized cost 3 36,889,767 - 2033085 3199445 8265881 19,856,997 3582409 2,000
Eouity secures designated ~~ #EAATBEREMZ
at fair value through other Al & R
comprehensive income 809,330 - - - - - - 809,330
QOther assets EhEE 5,743,649 - 862,487 180,223 30497 10 - 4670432
102,786,746 1065089 20593428 929,108 140269656 35753006 15,636,646 6,416,004
LIABILITIES &
Depostts and balances of barks ~ $1TAZRE (4 Bl
and oher finenciel insttutions 7 AR 9,467,425 35803 3266015 5895607 - - - -
Deposits from customers PR 68247798 18317001 21,591,023 18115224 10215599 8,951 - -
Trading liabties REBETLER 1,898,372 - 573351 1,325,021 - - - -
Certficates of depositissued B #4773 45512713 - 939,769 199647 1693638 1718219 - -
Debt securties issued BRTERES 368,774 - 1565% 78108 154073 - - -
Derivative financial instruments {748 HT A 133,347 - - - - - - 133,347
Subordinated notes issued BETRERE 1,562,870 - - - - 1562870 - -
Other ligbilties EtigfE 2,513,280 - 125380 137,673 207,316 17517 - 925,304
88763130 18662804  277R1% 571175 12200626 3307557 - 1088741
Net liquidity gap HBEEROTE (17507215 (7,158,708 (16416167  1,756330 32445449 15,636,646

Derivative financial instruments are carried at mark-to-market
values. Note 16(b) includes further information on the remaining

maturity of derivatives by notional amount.
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(continued)

Of which:
Debt securities held*
- Included in trading assets

-Included in debt securtties
measured at amortized cost

Of which:

Certificates of deposit held

- Included in debt securities
measured at amortized cost

38. FINANCIAL RISK MANAGEMENT (continued)

(c) Liquidity risk management (continued)
() Analysis of assets and liabilities by remaining maturity

38. KR EE &)

(c) RBHRAKRER (@)
() BRFESBRINZEERAEE)

Certificates of depositissued EE{THHE

- Stated at amortized cost

31 December 2018
“E-\ETZA=1-H
Over Over Over
1 month Imonths 1year
Repayable Within but within but within but within Over  Undated or
Total  ondemand 1 month 3 months 1 year 5 years 5years overdue
—EANE  ZEAME  -EUE EEE
&g PEER —EAR ZEAMA —-%R TEA BENE jal
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HKS'000 HK$'000 HK$ 000
Fin TH#R Tin TH#R Thn T Thn Tan
Ee:
FRERES
-BARERZRE
23 1,898,372 - 3% 1325001 - - - -
-PNERER AT E
NERES 36,889,767 - 2033085 3199445 8265881 19,856,997 3582409 2,000
38,788,139 - 2006386 4524466 8265881 19,856,997 3532409 2,000
S
#AmNE
-BARESEILE
HERER 1,061,284 - - 60808 512660 487816 - -
~REHRAR 455173 - 9760 199647 1693838 1718219 - -

* The amount of debt securities held included certificates of deposit

held.
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38. FINANCIAL RISK MANAGEMENT (continued)

(c) Liquidity risk management (continued)
(i) Analysis of non-derivative liabilities by contractual

maturities

The following table sets out contractual cash flow projections of
the Group’s financial liabilities and off-balance sheet exposures
analysed by the remaining period as at the end of the reporting
period to the contractual maturity dates. The balances in
the tables below do not agree directly to the balances in
the consolidated statement of financial position as the table
incorporates all cash flows, on an undiscounted basis, related to
both principal as well as those associated with all future interest
and coupon payments.

38. KR EE &)
(c) RBHRABRER @)

(i) RENTMBELZHITEAE

D
TREJLBREHRECNIHAZF
BERAMAKEERABEREER
BRINARZANREREH - TRE
BETEERSANGATBRRERZ
Bk ARTRESEEERAREN
FZAEREATRERZAERER
(BBEARTRERE) -

31 December 2019
ZE-AFTZAZT-H
Over Over Over
1 month 3months 1 year
Repayable Within but within but within but within Over
Total on demand 1 month 3months 1 year 5years 5years
-fARL ZEARL -EN0E
1] HEER -fiAk RN -ENR EENR BENL
HK$'000 HK$000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
TR T T TiEn Tén ThEn TEn
Financial iabilities SHEE
Depostsand balnces of banksand.—— BTRERE A BEREY
other financial istitutions EaRES 9,233,033 258,084 2,650,268 4,882,498 - 1,443,083 -
Depostts from customers RPEH 75,507,499 16,657,362 19347635 30,147,432 9,283,557 161,493 -
Trading labiltes RAEET8E 48173 e 449950 498,223 - - -
Certfcates of depost issued BRIENE 4,883,065 - 498,456 115429 1,585,946 2,023,234 -
Debt secures ssued BEAERES 1,170,948 = = 11048 400,000 - -
Subordinated notes issued BRRESE 1,654,189 = = = 1,654,189 - -
Other libiities Afpsf 2,651,908 - 1,979,016 505,187 105,988 58,265 3452
96,139,715 16,915,466 24925305 31,519,117 18,029,680 3,686,075 3452
Off-balance sheet exposures BEERENER
- Contingent ilties -GfeE 403,222 - 403,222 - - - -
- Commitments -&lE 35,254,915 35,254,915 - - - - -
35,658,187 35,254915 403,222 - - - -
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38. FINANCIAL RISK MANAGEMENT (continued)
(c) Liquidity risk management (continued)

(ii) Analysis of non-derivative liabilities by contractual

maturities (continued)

Financial liabilities

Deposts and halances of banks and
other financialinstitutions

Deposts from customers

Trading liabities

Certficates of depost issed

Debt securities issued

Subordinated notes issued

Qther libittes

Off-balance sheet exposures
- Contingent febittes
- Commitments

Annual Report 2019 &3

38. KR EE &)

(c) RBHRAKRER (@)
(i) RANPHEEEZFITEAE

DT ()
31 December 2018
Z5-N\EtZAzt-B
Over Over Over
1 month 3 months 1year
Repayable on Within but within but within but wihin Over
Total demand 1 month 3 months Tyear 5years 5 years
-EANE  ZEANE —EiE
&z HRES -EAR ZREANMA —EHR RENR RENE
HK§ 000 HKS$'000 HKS 000 HK§ 000 HKS$000 HKS 000 HKS 000
ThL ThT T ThL ThT T AT
£HaE
FRER A REE,

Ge 9,530,724 WM 88T 580756 - - -
BPER 68,685,736 18,317,001 21,695,456 18,250,593 10413692 8904 -
RABET 8 1902,000 - 574,000 1,328,000 - - -
e 4,708,206 - 956,403 216908 1,763,951 1770944 -
BEERER 391,583 - 166,633 18317 156,633 - -
BERERE 1,760,870 - - - 97,537 1,663,333 -
ek 1482283 - 1,173,007 190002 101,763 1751 -

88,461,402 18,662,804 27,842,859 25,961,381 12533576 3,460,782 -
EERERNER
i 1,100,059 - 1,100,059 - - - -
~AE 34,048,398 34,048,398 - - - - -
36,048 457 34,048,398 1,100,059 - - - -
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38. FINANCIAL RISK MANAGEMENT (continued)

214

(d) Operational risk management

Operational risk refers to the risk of loss resulting from inadequate
or failed internal processes, people or systems, or from external
events. Given that operational risk is inherent in all business products,
activities, processes and systems, the Group has developed,
implemented and maintained a robust operational risk management
framework to facilitate the timely identification, effective assessment
and mitigation of the risk. Internal controls, an integral part of a sound
operational risk management framework, are maintained by the
departmental operational manuals which provide guidance on the
baseline controls to ensure a sound management of business and
operations.

The RC provides oversight of the risk management of the Group,
regularly reviews the Group’s operational risk framework and risk
profiles, and approves the risk management policies. The Internal
Control Committee (“ICC”) also plays an active role in overseeing
operational risk related issues and monitoring the implementation
of improvement plans for risk events identified and rectifications
needed in operational risk management tools, including Control Self
Assessment and Key Risk Indicator.

Business and support units are required to review their procedures
regularly to ensure compliance with internal control standards and
regulatory requirements. They are also required to work closely with
Operational Risk Management Department and Compliance and Anti-
Money Laundering Division on internal control, regulatory compliance
and operational risk management related activities and initiatives.

Each new product or service introduced is subject to a rigorous
review and approval process where all relevant risks are identified
and assessed by departments independent of the risk-taking unit
proposing the product or services. Variations of existing products or
services are also subject to a similar process. In addition, the Group
maintains business continuity plans and tests contingency facilities
regularly to ensure the ability to continue operating and limit losses in
the event of severe business disruptions.

Internal Audit Division plays an essential role in monitoring and limiting
operational risk. Their foci include evaluating the adequacy of all
internal controls independently, ensuring adherence to operating
guidelines and making improvement recommendations pro-actively.

38. iR b B EE (1)
(d) EERKREE
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38. FINANCIAL RISK MANAGEMENT (continued)
(e) Capital management

38. B R b B EE (1)
(e) EAXREHE

Annual Report 2019 FF

The HKMA sets and monitors capital requirements for the Group
as a whole. In addition to meeting the regulatory requirements, the
Group’s primary objectives when managing capital are to safeguard
the Group’s ability to continue as a going concern so that it can
continue to provide returns for shareholders and benefits for other
stakeholders, by pricing products and services commensurately with
the level of risk and by securing access to finance at a reasonable
cost.

The Group actively and regularly reviews and manages its capital
structure to maintain a balance between the higher shareholder
returns that might be possible with higher levels of borrowings and
the advantages and security afforded by a sound capital position,
and makes adjustments to the capital structure in light of changes in
economic conditions.

The Group’s capital management is overseen by the ALCO and
reviewed regularly by the Board. Key tools adopted include capital
budgeting, monitoring, stress testing. An annual capital budget
is prepared during the annual budgeting process to assess the
adequacy of the Group’s capital to support current and future
business activities taking into account projected business growth and
any new business activities. The annual budget is approved by the
Board. Actual capital adequacy is measured and compared against
the approved budget on a regular basis. In addition, regular stress
testing and scenario analysis of major sources of risk faced by the
Group is performed to assess impact on capital adequacy ratios. The
Group’s Recovery Plan ensures that the Group is able to preserve or
restore its capital level during a severe stress period. The Recovery
Plan is subject to regular, at least annual, review and update.

The principal forms of capital are included in the following balances
in the consolidated statement of financial position: share capital,
reserves and subordinated notes issued. Capital for regulatory
purposes also includes the impairment allowances made against
Stage 1 and Stage 2 financial assets as allowed by the Banking
(Capital) Rules.

The Group adopts the standardised approach for the calculation of
risk-weighted assets for credit risk and market risk, and the basis
indicator approach for the calculation of operational risk.

Consistent with industry practice, the Group monitors its capital
structure on the basis of its capital adequacy ratio and there have
been no material changes in the Group’s policy on the management
of capital during the year.
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38. FINANCIAL RISK MANAGEMENT (continued)
(e) Capital management (continued)

216

0

The Bank computes its capital adequacy ratios of the Bank and
certain specified subsidiaries in accordance with the Banking (Capital)
Rules of the HKBO. Certain non-banking financial subsidiaries are
also subject to the supervision and capital requirements of local
regulatory authorities. The Group regularly measures and monitors
capital adequacy of these regulated subsidiaries.

The Group and its individually regulated operations have complied
with all externally imposed capital requirements throughout the years
ended 31 December 2019 and 2018, and were above the minimum
required ratio set by the HKMA and other regulatory authorities.

Transfers of financial assets

At 31 December 2019, the Group had entered into repurchase
agreements with certain counterparties to sell debt securities
measured at amortized cost with carrying amounts of HK$6.52 billion
(2018: HK$6.27 billion) which are subject to simultaneous agreements
(“repurchase agreements”) to repurchase these financial assets at
agreed dates and prices. The consideration received under these
repurchase agreements at 31 December 2019 totalling HK$6.20
billion (2018: HK$5.98 billion) is reported as “Deposits and balances
of banks and other financial institutions” (Note 23) in the consolidated
statement of financial position.

As stipulated in the repurchase agreements, there was no transfer
of the legal ownership of these financial assets to the counterparties
during the covered period. However, the Group was not allowed to
sell or pledge these financial assets during the covered period unless
both parties mutually agree with such arrangement. Accordingly,
these financial assets were not derecognized from the financial
statements but regarded as “collateral” for the secured lending by
these counterparties. Normally, the counterparties could only claim
from the collateral when there exists an event of default on the
secured lending.

At 31 December 2019 and 2018, there were no outstanding
transferred financial assets in which the Group had a continuing
involvement, that were derecognized in their entirety.

38. iR b B EE (1)
(e) EAXAEE (%)

(f)
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39.INTEREST IN AN ASSOCIATE

Unlisted shares, at cost JE LR - IR ANE

Less: Impairment allowance on unlisted shares

The Bank has an associate as at 31 December 2019 and 2018. The
associate is an unlisted corporate entity, whose market price is not
available. The information of the associate is as follows:

B SE LR 2R ER R

NOTES TO THE FINANCIAL STATEMENTS
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39. RE&E ARl 2 R
31 December 31 December
2019 2018
—E-NF —E-N\F
t=A=t—-8A +=-A=+—H
HK$’000 HK$’'000
FET FAT
10,394 10,394
(10,394) (10,394)

RIE-NFR-FT-\F+-A=t—0 K77
BE—HBEAR  ZME AR AFLTERER
BEFERETE - BEDRZERFEIIMT

Place of

Form of incorporation Proportion

business and operation Particulars of issued and  of ownership
Name of associate structure SRR paid up capital interest Principal activities
BEARER B33 181700 EENH EBRTRAR ZRAFE BERRLS  ETEEHR
IBA Finance Corporation Incorporated The Philippines 50,000,000 ordinary 40.00% Provision of financing and

(“IBAFI") Baiiav FEE shares of PHP1 each leasing services
50,000,000 & X E{E Rt E RRERY
FEERRI AL ER

The Group’s effective interest over the associate is held by the Bank
directly. The Group has not equity accounted for the investments in IBAFI
in view of the immaterial amount involved.

40. IMMEDIATE PARENT AND ULTIMATE
CONTROLLING PARTY

At 31 December 2019, the Directors consider the immediate parent and
ultimate controlling party of the Group is Fubon Financial Holding Co., Ltd.,
which is incorporated in the Republic of China.

41. POST BALANCE SHEET SUBSEQUENT EVENT

The novel coronavirus outbreak in early 2020 has brought disruptions to
business and economic activities in Hong Kong, which impact the Group’s
operations.

The Group is closely monitoring the situation and has taken measures to
minimize its impact on the Group. The Group conducts regular stress tests
to assess its vulnerability in stressed business conditions and its capacity
to withstand the impact of stressed situations in terms of profitability,
liquidity and capital adequacy. Based on the result of the latest stress test
conducted, the Group’s capital and liquidity levels are likely to remain well
above the required regulatory and statutory levels in stressed situations.
However, since the situation is still evolving, an estimate of its financial
impact on the Group at the current stage may not be appropriate as it will
be subject to material change.

REERBE AN ERESHATEERSA ©
BRSPS R BMTRE  NEBY & ER
EBRIBAFIZ B A ABRA ©
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42. BANK-LEVEL STATEMENT OF FINANCIAL

218

POSITION AND STATEMENT OF CHANGES IN

EQUITY

ASSETS

Cash and short-term funds

Balances with banks and other
financial institutions

Trading assets

Derivative financial instruments

Advances to customers

Trade bills

Accrued interest and other assets

Debt securities measured at amortized cost

Equity securities designated at fair value through
other comprehensive income

Investments in subsidiaries

Amounts due from subsidiaries

Fixed assets

Assets held for sale

Total assets

LIABILITIES

Deposits and balances of banks and
other financial institutions

Deposits from customers

Trading liabilities

Certificates of deposit issued

Debt securities issued

Derivative financial instruments

Other liabilities

Amounts due to subsidiaries

Deferred tax liabilities

Subordinated notes issued

Total liabilities

EQUITY
Share capital
Reserves

Total equity
Total equity and liabilities

Approved and authorized for issue by the Board of Directors on 17 March

2020.

Daniel TSAI Ming Chung
BHD

Director

EF

2. RITHBRRRRERLER

31 December

31 December

2019 2018
—E-hE —E—)\F
+=A=+—B +=-A=+—8H
HK$’000 HK$'000
FET FET
BE
BehEiEse 5,290,683 5,981,544
IRITRIZE R EM S mE
el 2,862,464 2,060,262
BERXSRBEE 1,943,242 1,898,372
PTESRMTAE 543,793 796,595
EFER 52,307,177 47,697,362
EERE 724,425 907,964
FERTFI B R E M EE 2,003,631 1,377,011
AR SN ANET 2 2 (BT FE 5 40,516,235 36,889,767
EENARNFEEREM2ERE
22 BRAES 1,074,054 809,330
KB AR ZIRE 73,162 73,162
FEUSHT B A RIFIA 65,633 42,060
BEEEE 4,075,218 4,312,504
FHIEMEZBE 41,300 53,443
AERTE 111,521,017 102,899,376
=1
BITREREMSREE TR
P& 9,140,295 9,467,425
EEFR 75,043,411 68,247,798
RSGEIETZBE 948,173 1,898,372
BEITIFRE 4,730,098 4,551,273
BETERKES 1,165,268 388,774
TEemT A 385,348 133,347
HitvEE 3,115,973 1,796,504
ERLNIEINGIE e 273,138 277,213
BLEFIEAE 651,442 675,551
BEITRERE 1,555,776 1,562,870
B8R 97,008,922 88,999,127
%
(&N 4,830,448 4,830,448
[ 9,681,647 9,069,801
B 14,512,095 13,900,249
Em kB EERE 111,521,017 102,899,376
KEEeN _ T _TFE=-F+LAENRESR
ﬁﬁ °
Robert James KENRICK Raymond LEE Wing Hung
B Z= K
Director Director
EF EZE
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42. BANK-LEVEL STATEMENT OF FINANCIAL

POSITION AND STATEMENT OF CHANGES IN

42 SRATRBMRR R R ER BB R0

EQUITY (continued)
Investment
revaluation Premises Addtional
Shere  Reguiatory reseve  revaluation Retaned equity Total
capital reserve - (non-recycling) TeServe eamings Totdl  instruments equity
REEMER &)
Rx ERRE GHER) DEERBRE REEH g RAIR EREE
HK§ 000 HKS 000 HKS000 HKS 000 HKS 000 HKS 000 HKS$000 HK§ 000
Thn T T T Tt T T Tk
At1 January 2018 —5-)\E-f-H 4830448 498,988 32998 249345 3485746 1164355 1507797 1315132
Total comprehensive income for the year FERRENGEE - - 205939 24231 1870009 2330179 - 230179
- Proft for the year - TR - - - - 198810 1868810 - 1868810
~ Other comprehensive income, of which: -EtREbE - £

- Fouly securtes designated at FVOC! -BENATEERA

net moverment n investment PENEHEZRE

revaluation reserve 25 fEEER
29 - - W50 - - W5 - 059

- Remeasrement ofnet -EFiHETERTIER
defined beneft liabitty e - - - - 119 119 - 1199

- Premises: net movement n - MEERERE
premises revaluation reserve 22 - - - 234,231 - 234,231 - 284231
Transterfom/{o) retened eaings grn/(2)RGEA - 37612 - (55,224 17612 - - -
Dividend payment for adcltonal equity instruments ~ StESMEA T ERE M - - - - 72,986) (72,986) - 72,989)
Redemption of addltonal equity instruments BIMRAIARR - - - - (469) [469) (1307797 (1,508266)
At 31 Decerber 2018 “E-\EtZA=1-H 4830448 536,600 558937 2674352 5200912 13900249 - 13900249
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42. BANK-LEVEL STATEMENT OF FINANCIAL 42. BITHMBEMRR R EREE R
POSITION AND STATEMENT OF CHANGES IN

EQUITY (continued)
Investment
revaluation Premises
Share Regulatory reserve revaluation Retained Total
capital reserve  (non-recycling) reserve eamnings equity
REB{ERE
Bx LERE (FER)  NEE(RE RERA EniE
HKS$'000 HK$000 HK$000 HK$000 HK$000 HK$000
T TR ThR ThRL TERL TR
At 31 December 2018 “E-\E+Zf=1-A 4,830,448 536,600 558,937 2,674,352 5,209,912 13,900,249
Opening belance adjustments arising from ReBReamaBEs
change in accounting policy fetae - - - - (4677) (4677)
At1 January 2019 “T-NE-f-A 4,830,448 536,600 558,937 2,674,352 5,205,235 13,895,572
Total comprehensive income for the year e lesrate - - 22910 (191,419) 585,032 616,523
~Proft for the year ~FERAT = = = = 589,398 539,398
- Other comprehensive income, of which: -EfREE - R
- Fouty securies designated at FVOC! -EENATREN R ENE
net movement i investment HEZRERS  REERER
revaluation reserve 729 - - 20910 - - 222910
- RemeasLrement of net cieined beneft iablty -ENiETERTIaRTE - - - - (4,366) (4,366)
- Prermises; net movement i premises -NE NEERRETED
revaluation reserve - - - (191,419) - (191,419)
Transfer from/[to) retaned eamings a58 /(2 REEH - (111,434 - (61,334) 172,768 =
At 31 December 2019 “E-NEF-AZt-H 4,830,448 425,166 781,847 2,421,599 6,053,035 14,512,095
The information of individual reserves is disclosed in Note 30. AR B AR AT -
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43. ACCOUNTING ESTIMATES AND JUDGEMENTS

In preparing these financial statements, certain assumptions and estimates
have been made by management of the Group. The accuracy of these
assumptions and estimates are continuously reviewed by management
with reference to actual results, historical experience and other factors,
including projection of future cash flows and possible outcomes from
future events. Management believes that the assumptions and estimates
made are reasonable and supportable.

Notes 21 and 35 contain information about the assumptions and risk
factors relating to fair value of premises and financial instruments. Other
key sources of estimation uncertainty are as follows:

(a)

(b)

(c)

Annual Report 2019 FF

Impairment losses

Management exercises judgement in establishing the criteria for
determining whether the credit risk of a financial asset has increased
significantly since initial recognition and determining inputs into the
ECL measurement model, including the incorporation of forward-
looking information. For details of the ECL model, please refer to Note
38(a)(viil).

Fair value determination

The Group determines the fair values of financial assets and liabilities
which are carried at fair value based on quoted market prices
whenever possible. If such quoted market prices are not available
or an active market does not exist, the Group determines the fair
values based on internally developed models which make use of
market parameters, including interest rate yield curves, historical and/
or implied option volatilities, currency rates, prices of the underlying
instruments, and the net assets of the underlying investments. Model
assumptions and correlation among these parameters can affect the
estimates of the fair values of these financial instruments.

Other accounting estimates

Judgement has been exercised in determining the amount which
may be payable to customers in respect of complaints or legal
claims arising from the sale of investment products and establishing
a reserve included in other liabilities. A charge has been recognized
in profit or loss representing amounts paid and an estimate of future
amounts which could be payable.

NOTES TO THE FINANCIAL STATEMENTS
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44,

222

POSSIBLE IMPACT OF AMENDMENTS, NEW
STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE ANNUAL
ACCOUNTING PERIOD ENDED 31 DECEMBER 2019

Up to the date of issue of these financial statements, the HKICPA has issued
a number of amendments and a new standard, HKFRS 17, Insurance
contracts, which are not yet effective for the year ended 31 December
2019 and which have not been adopted in these financial statements.
These developments include the following which may be relevant to the

group:

Amendments to HKFRS 3, Definition of a business

BBV ISREEREIFISETAN « EHFHTE

Amendments to HKAS 1 and HKAS 8, Definition of material
EEGTEMNFIEREASTERESFIER R - EXMTE

The Group is in the process of making an assessment of what the impact
of these developments is expected to be in the period of initial application.
So far it has concluded that the adoption of them is unlikely to have a
significant impact on the Group’s consolidated financial statements.

M. EAHEREBE-E—IE+=A
=t+t—HLEFEEzEHBERE
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