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Fubon Bank (Hong Kong) Limited (“the Bank”) and its subsidiaries
(“the Group”) reported a net profit of HK$75 million for the year ended
31 December 2020, representing a year-on-year decrease of 87% as
compared with 2019. Return on average equity and return on average
assets were 0.51% and 0.07%, respectively, compared with 4.19% and
0.56% in 2019. The Group’s operating profit was affected by the low
interest rate environment and the COVID-19 pandemic. The decline in
net profit was attributable to a 33% reduction in operating profit, which
was further impacted by an increase in impairment allowances for loans
and other financial assets. Stages 1 and 2 impairment allowances
increased by 74% while stage 3 impairment allowances registered a
substantial increase to HK$253 million.

Net interest income decreased by 16% to HK$1,183 million and net
interest margin narrowed by 28 basis points to 1.21%. Market interest
rates decreased at an accelerated pace in the first six months of 2020
and remained at a very low level throughout the second half of the year,
resulting in a decrease in overall asset yield. However, customer deposits
rates did not decline at the same pace causing a narrowing of margins as
well as a decline in net interest income. Average interest-earning assets
grew by 3%, contributed by an expanding loan and debt securities
investment portfolios.

Net fee and commission income decreased by 16% to HK$249 million.
The drop was mainly attributable to the decrease in insurance services,
credit card services and trade finance services income by 32%, 24%
and 22%, respectively. Credit related services income also decreased
by 21%. The decline in these fee income areas was primarily due to
the COVID-19 pandemic. On the other hand, securities brokerage and
investment services income rose by 72% benefiting from the increase
in stock market turnover. Total non-interest income maintained at the
same level of HK$347 million as compared with 2019 while non-interest
income-to-total operating income ratio increased to 22.7%.

Operating expenses increased by 6% to HK$951 million. The cost-to-
income ratio increased to 62.2% as compared with 51.0% in 2019. In
2019, we won an appeal over a High Court judgement against the Bank,
resulting in a one-time recovery of HK$96 million in expenses that was
paid out under the High Court Order in 2016. The litigation related to a
dispute with a borrowing customer involving a transaction dating back
to 1998. If this one-time recovery was excluded from the 2019 operating
expenses, then operating expenses would have registered a 4% year-
on-year decrease. Amid the challenging operating environment, the
Group continued to introduce cost control measures while remaining
committed to allocating resources and investment to Fintech initiatives in
support of our medium- to long-term business strategies.
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The Group made a provision of HK$149 million for loan impairment and
HK$71 million for other financial assets impairment for stages 1 and
2. This reflected an anticipated downturn in the key economic factors
in the expected credit loss model which is required by the accounting
standards under HKFRS9. Loan impairment losses for stage 3 (net of
bad debt recovery) were HK$253 million. As a result, total impairment
losses amounted to HK$473 million as compared to HK$142 million in
2019. The impaired loan ratio was 0.87% and the coverage ratio for the
Group’s non-performing loans was 82.4% as at 31 December 2020.

The Group’s total assets rose by HK$1 billion, or 1%, to HK$112 billion
as at 31 December 2020. Gross advances to customers increased by 6%
to HK$56 billion, mainly attriouted to the growth in loans to corporate
customers. Customer deposits increased by 2% to HK$77 billion,
helping to maintain a stable deposit base. With the inclusion of trade bills
and certificates of deposit issued by the Bank, the loan-to-deposit ratio
increased from 65.9% at 31 December 2019 to 68.7% at 31 December
2020.

The Group’s capital and liquidity positions remained strong. As at
31 December 2020, the Group’s Common Equity Tier 1 (“CET1”) Capital
Ratio and Tier 1 Capital Ratio were both 16.86%, and its Total Capital
Ratio was 18.93%, which were well above the statutory requirements.
The Average Liquidity Maintenance Ratio also stood at a comfortable
level of 68.53%.

The spread of COVID-19 significantly increased volatility in the financial
markets, and continued uncertainty over the U.S.—China disputes
severely impacted global economic activities. The depressed global
economy resulted in high unemployment rate in most markets and
Hong Kong was no exception. While the economy seemed to have
bottomed out in the second half of 2020, the new wave of COVID-19
in Europe driven partly by the mutation of the virus will dampen and
slow down the recovery. In Hong Kong, the outbreak of COVID-19
has also changed the ways people manage their financial activities. As
a result, digitalization in the financial sector has accelerated. In recent
years, Hong Kong has fully embraced Fintech and the government has
also launched multiple initiatives to promote low cost and easy access
electronic banking, including the introduction of the Faster Payment
System, Open API, and the licensing of virtual banks.

We have taken note of the Fintech trend over the last decade and have
developed a strategic plan that will transform the Bank from a traditional
physical bank to a dual-platform financial institution that offers a broad
range of banking services through both virtual and physical channels. In
January 2021, the Bank established a strategic cooperation with HKT for
Fintech innovation. We believe our cooperation with HKT will enable us
to establish a solid foundation for the introduction of virtualized services
in the future. By integrating the core strengths and expertise of the
Bank with HKT, we will be able to stay in the forefront of digital banking
and will be well-positioned to capture the opportunities created by the
growing awareness of Fintech. With this strategy, we will further deepen
our relationships with both retail and corporate customers by providing
products and services that best suit their lifestyle and financial needs.
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Our continued investment in digital innovations and technology will
enable us to react swiftly and cater to the changing needs of our
customers while at the same time allow us to develop new customer
from different target market segments. To strengthen our brand and
further underscore our customer-centric approach, we launched a new
branding campaign last year showcasing the seamless integration of
our physical banking and virtual banking services that will provide our
customers with the best of both worlds. By building a high-quality virtual
platform, we will ensure we meet one of our major corporate objectives
of financial inclusion.

As part of the Fubon Group, we will continue to collaborate with other
affiliates to maximize our business opportunities in the region, particularly
in the fast-growing Greater Bay Area and give our customers access to
financial services in this market.

On risk management, we always believe in a robust risk management
and compliance culture, and we remain vigilant in light of the changing
market and credit conditions. We will continue to enhance our
operational and market risk management, and maintain a high credit
management standard through rigorous review of our risk management
framework, policies and processes.

As always, our staff are our most valuable asset and we remain
committed to promoting their personal well-being and career
advancements, especially under the current challenging market
environment. Since the onset of COVID-19, our staff have demonstrated
their professionalism and commitment to delivering uninterrupted
services to our customers. Meanwhile, we also supported a variety of
corporate social responsibility programmes in the community during the
year.

Finally, | wish to express my gratitude to our management team and
staff for their efforts and contributions to the Bank, especially under
such difficult circumstances. | also wish to express my heartfelt thanks
to our Chairman, the Chairman of Fubon Financial Holdings and to our
Board of Directors for their ongoing support and guidance. Together
with our professional and experienced staff, we are poised to capture
opportunities when the current pandemic is over and markets resume
normality. We will continue to deliver high-quality customer services to
ensure that our customers can enjoy the unique “Fubon Experience”.

Raymond Lee
Chief Executive Officer and Managing Director
April 2021
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