INDEPENDENT AUDITOR’S REPORT

KPMG

Independent auditor’s report
to the members of Fubon Bank (Hong Kong) Limited
(incorporated in Hong Kong with limited liability)

OPINION

We have audited the consolidated financial statements of Fubon Bank
(Hong Kong) Limited (“the Bank”) and its subsidiaries (together “the Group”)
set out on pages 69 to 218, which comprise the consolidated statement of
financial position as at 31 December 2020, the consolidated statement of
comprehensive income, the consolidated statement of changes in equity
and the consolidated cash flow statement for the year then ended and notes
to the consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the consolidated financial statements give a true and fair view
of the consolidated financial position of the Group as at 31 December 2020
and of its consolidated financial performance and its consolidated cash flows
for the year then ended in accordance with Hong Kong Financial Reporting
Standards (“HKFRSs”) issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”) and have been properly prepared in compliance with
the Hong Kong Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing
(“HKSAS”) issued by the HKICPA. Our responsibilities under those standards
are further described in the Auditor’s responsibilities for the audit of the
consolidated financial statements section of our report. We are independent
of the Group in accordance with the HKICPA’s Code of Ethics for Professional
Accountants (“the Code”) and we have fulfilled our other ethical responsibilities
in accordance with the Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.
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INDEPENDENT AUDITOR’S REPORT
BYBBEHE

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement, were
of most significance in our audit of the consolidated financial statements of the
current period. These matters were addressed in the context of our audit of
the consolidated financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters.
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Impairment of advances to customers

EFENRE

Refer to Note 35 to the consolidated financial statements and the accounting policies on page 89.

ZIUATE I TIN5t 36 R 89 B2 BFIHE °

The Key Audit Matter
BRETEE

How the matter was addressed in our audit

BN EANAEEZEE

The Group’s advances to customers as at 31 December 2020
amounted to HK$54,913 million, with total expected credit loss
(“ECL”") amounting to HK$672 million as at 31 December 2020.
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Loss allowances of advances to customers across the banking
industry continue to have elevated focus due to the global
economic outlook, including the adverse impact from COVID-19.
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The Group has continued to apply its ECL model to assess loss
allowances of advances to customers. Loan exposures that are
not already credit-impaired are classified as stage 1 on origination
and a 12-month ECL provision is recognised. Loan exposures
will remain in stage 1 until they are repaid, unless they experience
significant increase in credit risk (stage 2) or they become credit-
impaired (stage 3), for which a lifetime ECL provision is recognised.
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Our audit procedures to assess the ECL of advances to
customers as at 31 December 2020 included the following:
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e understanding and assessing the design, implementation and
operating effectiveness of key internal controls on financial
reporting over the approval, recording and monitoring of
advances to customers, the credit grading process. For
ECL calculation, we obtained an understanding of the ECL
model approval, monitoring, governance process and the
measurement of ECL;
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e  evaluating the accuracy of the classification of advances to
customers. We obtained information on how management
applied the classification requirements of the financial
instruments standard and the classification results. On
a sample basis we assessed the contractual cash flow
characteristics of advances to customers and relevant
documents in relation to the business model;
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KEY AUDIT MATTERS (continued)

Impairment of advances to customers (continued)

EFEEFRE ()

INDEPENDENT AUDITOR’S REPORT
BB RS

BRETTEE )

Refer to Note 35 to the consolidated financial statements and the accounting policies on page 89. (continued)

ZIAT A I TR W5t 36 R 89 B2 @FtIE (1)

The Key Audit Matter
BRETEER

How the matter was addressed in our audit

BRIOWET A REZEE

The determination of loss allowances using the ECL model e

is subject to a number of key parameters and assumptions,
including the identification of loss stages, estimates of probability of
default, loss given default, exposures at default and discount rate,
adjustments for forward-looking information and other adjustment
factors. Management judgment is involved in the selection of those
parameters and the application of the assumptions.
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In particular, the determination of the loss allowance is heavily
dependent on the external macro environment and the Group’s
internal credit risk management strategy. The ECL is derived from
estimates whereby management takes into consideration historical
losses, internal and external credit grading, historical overdue data
and other adjustment factors.
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with the assistance of our internal model specialists, assessing
the reliability of the ECL model used by management in
determining ECL of advances to customers, including
assessing the appropriateness of the key parameters and
assumptions in the ECL model, including the identification
of loss stages, probability of default, loss given default,
exposure at default, discount rate, adjustments for forward-
looking information and other management adjustments;
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assessing the completeness and accuracy of data used
for the key parameters in the ECL model, by comparing
individual loan information on a sample basis with the
underlying agreements and other related documentation
to assess the accuracy of the loan information in the ECL
model. For key parameters derived from external data, we
selected samples to inspect the accuracy of such data by
comparing with publicly available sources;
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INDEPENDENT AUDITOR’S REPORT
BYBBEHE

KEY AUDIT MATTERS (continued)

Impairment of advances to customers (continued)

& FENRE(H)

BRETEE @)

Refer to Note 35 to the consolidated financial statements and the accounting policies on page 89. (continued)

ZIBUAT A I TIN5t 36 R 89 B2 &FtIE  (1E)

The Key Audit Matter
BRETER

How the matter was addressed in our audit

BROWES A REZEE

Management also exercises judgement in determining the quantum

of loss given default based on a range of factors. These include
available remedies for recovery, the financial situation of the
borrower, the recoverable amount of collateral, the macroeconomic
factors, the seniority of the claim and the existence and
cooperativeness of other creditors. Management refers to valuation
reports issued by qualified third party valuers which consider the
influence of various factors including the market price, location
and use when assessing the value of property held as collateral.
The enforceability, timing and means of realisation of collateral
can also have an impact on the recoverable amount of collateral
and, therefore, the amount of loss allowances as at the end of the
reporting period.
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We identified impairment of advances to customers as a key audit
matter because of the complexity of the inherent uncertainty and
management judgement involved, and because of its significance
to the financial results and capital of the Group.
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for key parameters involving judgement, critically assessing
input parameters by seeking evidence from external sources
and comparing it to the Group’s internal records. As part of
these procedures, we challenged management’s revisions
to estimates and input parameters and considered the
consistency of judgement. We compared the economic
factors used in the models with market information to assess
whether they were aligned with market and economic
development;
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for key parameters used in the ECL model which were
derived from system-generated internal data, assessing
the accuracy of input data by comparing the input data
with original documents on a sample basis. In addition, we
involved our internal information technology specialists in
assessing the information system controls critical to the credit
grading process, such as the compilation of the overdue
reports for advances to customers. We also assessed
the design, implementation and operating effectiveness of
relevant automated application controls within these systems,
as well as the key information system controls over these
underlying systems, including controls over access to these
systems and controls over data and change management;
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KEY AUDIT MATTERS (continued)

Impairment of advances to customers (continued)

EFEEFRE ()

INDEPENDENT AUDITOR’S REPORT
BB RS

BRETTEE )

Refer to Note 35 to the consolidated financial statements and the accounting policies on page 89. (continued)

ZIAT A I TR W5t 36 R 89 B2 @FtIE (1)

The Key Audit Matter
BRETEER

How the matter was addressed in our audit

BRIOWET A REZEE

in respect of identifying exposures with a significant increase
in credit risk, evaluating the validity of management’s
assessment on whether the credit risk of the loan has, or
has not, increased significantly since initial recognition and
whether the loan was credit-impaired by selecting samples
for which we checked the loan overdue information, made
enquiries of the credit risk management personnel about
the borrowers’ business operations, checked borrowers’
financial information and researched market information
about borrowers’ businesses. Our sample of advances
to customers selected for credit review, focused on
accounts with higher risk characteristics, including industry,
outstanding amount and credit quality of the accounts;
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for selected samples of advances to customers that are
credit-impaired, evaluating external valuer’'s assessment of
the value of any property collateral held by comparison with
market prices based on the location and use of the property
and the prices of neighbouring properties. We also evaluated
the timing and means of realisation of collateral, evaluated the
forecast cash flows, challenged the viability of the Group’s
recovery plans and evaluated other credit enhancements that
are integral to the contract terms;
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INDEPENDENT AUDITOR’S REPORT
BYBBEHE

KEY AUDIT MATTERS (continued)

Impairment of advances to customers (continued)

& FENRE(H)

BRETTEE )

Refer to Note 35 to the consolidated financial statements and the accounting policies on page 89. (continued)

ZIUAT A I TSI at 36 R 89 HZ @it E

o (1)

The Key Audit Matter
BRETER

How the matter was addressed in our audit

BROWES A REZEE

in respect of assessing the accuracy of ECL calculation,
calculating the amount of credit loss allowance for 12-month
and lifetime credit losses using the ECL model based on
the above parameters and assumptions for advances to
customers where the credit risk of the loan has not, or has,
increased significantly since initial recognition, respectively
and comparing to the results from the Group;
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evaluating whether the presentation and disclosures on
loss allowances of advances to customers measured
at amortised cost meet the requirements in HKAS 32
Financial Instruments: Presentation and HKFRS 7 Financial
Instruments: Disclosure.
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KEY AUDIT MATTERS (continued)

Assessing the fair value of financial instruments

FEERMTIANAAEE

INDEPENDENT AUDITOR’S REPORT
BB RS

BRETTEE )

Refer to Note 32 to the consolidated financial statements and the accounting policies on page 80.

ZICUAT B I TS A WAt 32 R 80 A2 5K °

The Key Audit Matter
BREEER

How the matter was addressed in our audit

BN ET N REZEE

At 31 December 2020, the Group’s financial assets measured at Our audit procedures to assess the fair value of financial
fair value includes equity securities designated at fair value through instruments included the following:

other comprehensive income of HK$1,316 million, trading assets

of HK$1,948 million, derivative financial assets of HK$563 million, e

derivative financial liabilities of HK$1,081 million and trading liabilities
of HK$1,948 million.
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The valuation of the Group’s financial instruments, which are stated
at their fair values, is based on a combination of market data and
valuation models which often require a considerable number of
inputs. Many of these inputs are obtained from readily available
data for liquid markets. Where such observable data is not readily
available, as in the case of level 3 financial instruments, estimates
need to be developed which can involve significant management
judgement.
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In addition, the Group has developed its own models to value
certain level 2 and 3 financial instruments, which involves significant
management judgement.

o ERECHBEEABRUNETE _ARE=RERT
BETHE  BPSREREEEHE -

assessing the design, implementation and operating
effectiveness of key internal controls over the valuation;

AHESHENRBR AR R - BEElETAMIE

evaluating the fair values of financial instruments with quoted
price by comparing the fair values applied by the Group with
publicly available market data on a sample basis;

FRMELER BEEEERZARBEEAFHASHSH
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INDEPENDENT AUDITOR’S REPORT
BYBBEHE

KEY AUDIT MATTERS (continued)

Assessing the fair value of financial instruments (continued)

FEERMTANDAGEGE)

BRETEE @)

Refer to Note 32 to the consolidated financial statements and the accounting policies on page 80. (continued)

ZIGAT A I TIN5t 32 R 80 B2 @FHIHE  (1E)

The Key Audit Matter
BRETER

How the matter was addressed in our audit

BROWES A REZEE

We identified assessment of the fair value of financial instruments e

as a key audit matter because of the complexity involved and
significant management judgement required in the valuation of
some financial instruments, as well as the lower transparency of
inputs used in valuation techniques for certain financial instruments
which increase the risk of potential error.
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involving our internal valuation specialists to perform
independent valuations of level 2 and level 3 financial
instruments on a sample basis and comparing these
valuations with the Group’s valuations. Our internal valuation
specialists performed independent valuations by developing
models, obtaining inputs independently and verifying the
inputs, evaluating the methodology adopted by management
for the valuation of these financial instruments and assessing
the inputs and assumptions used in the valuations; and
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assessing whether the disclosures in the consolidated
financial statements appropriately reflect the Group’s
exposure to financial instrument valuation risk with reference
to the requirements of the prevailing accounting standards.

AEEAVBRABRERTEE R BEXE2RRT
FETERMREAEN SR T AMKERR -
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INFORMATION OTHER THAN THE CONSOLIDATED
FINANCIAL STATEMENTS AND AUDITOR’S
REPORT THEREON

The directors are responsible for the other information. The other information
comprises all the information included in the annual report, other than the
consolidated financial statements and our auditor’s report thereon. The
other information is expected to be made available to us after the date of this
auditor’s report.

Our opinion on the consolidated financial statements does not cover the other
information and we do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our
responsibility is to read the other information when it becomes available and, in
doing so, consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated.

RESPONSIBILITIES OF THE DIRECTORS FOR
THE CONSOLIDATED FINANCIAL STATEMENTS

The directors are responsible for the preparation of the consolidated financial
statements that give a true and fair view in accordance with HKFRSs issued by
the HKICPA and the Hong Kong Companies Ordinance and for such internal
control as the directors determine is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the consolidated financial statements, the directors are responsible
for assessing the Group’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis
of accounting unless the directors either intend to liquidate the Group or to
cease operations, or have no realistic alternative but to do so.

The directors are assisted by the Audit Committee in discharging their
responsibilities for overseeing the Group’s financial reporting process.
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INDEPENDENT AUDITOR’S REPORT
BYBBEHE

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF
THE CONSOLIDATED FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. This report is made solely to you, as a body, in
accordance with section 405 of the Hong Kong Companies Ordinance, and for
no other purpose. We do not assume responsibility towards or accept liability
to any other person for the contents of this report.

Reasonable assurance is a high level of assurance but is not a guarantee that
an audit conducted in accordance with HKSAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of
these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional
judgement and maintain professional scepticism throughout the audit. We also:

e |dentify and assess the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error, design and perform
audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations or the override of internal control.

e (Obtain an understanding of internal control relevant to the audit in order
to design audit procedures that are appropriate in the circumstances but
not for the purpose of expressing an opinion on the effectiveness of the
Group’s internal control.
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AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF
THE CONSOLIDATED FINANCIAL STATEMENTS

(continued)

Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made by
the directors.

Conclude on the appropriateness of the directors’ use of the going
concemn basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Group’s ability to continue as a going
concem. If we conclude that a material uncertainty exists, we are required
to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Group to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the consolidated
financial statements, including the disclosures, and whether the
consolidated financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the financial
information of the entities or business activities within the Group to express
an opinion on the consolidated financial statements. We are responsible
for the direction, supervision and performance of the group audit. We
remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters,
the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during
our audit.
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INDEPENDENT AUDITOR’S REPORT
BYBBEHE

AUDITOR’S RESPONSIBILITIES FOR THE AUDIT OF
THE CONSOLIDATED FINANCIAL STATEMENTS

(continued)

We also provide the Audit Committee with a statement that we have complied
with relevant ethical requirements regarding independence and communicate
with them all relationships and other matters that may reasonably be thought
to bear on our independence and, where applicable, actions taken to eliminate
threats or safeguards applied.

From the matters communicated with the Audit Committee, we determine
those matters that were of most significance in the audit of the consolidated
financial statements of the current period and are therefore the key audit
matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely
rare circumstances, we determine that a matter should not be communicated
in our report because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s
report is Wong Po Shan.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

16 March 2021
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