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Introduction 

Purpose 

The information contained in this document is for Fusion Bank Limited (“the Bank”), and prepared in accordance with 

the Banking (Disclosure) Rules (“BDR”) and disclosure templates issued by the Hong Kong Monetary Authority 

(“HKMA”).  

This banking disclosure is governed by the Bank’s disclosure policy, which has been approved by the Board of Directors. 

The disclosure policy sets out the governance, control and assurance requirements for publication of the document. While 

the regulatory disclosure statement is not required to be externally audited, the document has been subject to independent 

review in accordance with the Bank’s disclosure policy.  

The numbers in this document are expressed in thousands of Hong Kong Dollars, unless otherwise stated.  

Basis of preparation  

The capital adequacy ratio (“CAR”) was compiled in accordance with the Banking (Capital) Rules (“BCR”) issued by 

the HKMA. In calculating the risk weighted assets, the Bank adopted the Standardized (Credit Risk) Approach and the 

Standardized (Market Risk) Approach for credit risk and market risk respectively. For operational risk, the capital 

requirement is calculated using the alternative approach communicated to HKMA pursuant to section 340 of the BCR. 

Basis of consolidation 

As of 31 December 2020, the Bank does not have any subsidiaries subject to consolidation in the financial information 

in this Regulatory Disclosure Statement. 
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1. PILLAR 3 DISCLOSURE 

The following templates for the Bank show the standard disclosure templates specified by the HKMA in relation to the 

Pillar 3 disclosure required under the Banking (Disclosure) Rules.  

Other Pillar 3 templates or tables not disclosed below either are not applicable to the Bank or have no reportable amount 

for the period. 

a. Table OVA: Overview of Risk Management 

The Bank is committed to maintaining an appropriate balance between its risk exposures and the level of 

return it targets to achieve for the Bank’s sustainable profitability, financial soundness and viability. The 

Bank established an Enterprise Risk Management Framework (“the Framework”) and the Framework sets 

out the risk management standard and value for the Bank. 10 principle risks, which include credit, market, 

liquidity and interest rate, operational, cyber & tech security, reputational, legal, strategic, regulatory 

compliance and financial crime compliance risks, are identified in the Framework. This ensures the Bank has 

a consistent approach to measure, monitor, control and mitigate the risks inherent in the business activities. 

The Board of Directors (“the Board”) has ultimate responsibility for the effective management of risk and 

approves the risk appetite. Three committees, include Risk Committee, Audit Committee, and Nomination 

and Remuneration Committee are established in compliance with governance codes and best practice to 

ensure due attention is given to assist the Board in discharge of its duties and responsibilities stipulated in 

the respective terms of reference. Risk Committee is responsible for oversight and advise the Board on high 

level risk related matters, such as risk appetite, risk limits and future risk strategy of the Bank, and risk 

governance including risk culture-related matters. 

Risk appetite is one of the core components under risk management and is defined as the risks that the Bank 

is willing to accept in achieving the medium and long-term strategic goals. The Bank Risk Appetite Statement 

is approved by the Board with advisory from Risk Committee. The actual risk appetite report would also be 

monitored and reviewed through Risk Management Committee, one of the management committee in the 

Bank, on monthly basis to ensure issue can be escalated to the senior management and the Board, and 

mitigating actions can be taken in a timely manner.  

The Bank adopts a three lines of defence (“3LOD”) approach to ensure effective risk management and 

enables the Bank to separate risk management activities among first LOD who owns the risk and accountable 

for relevant risk control implementation; second LOD who oversees the First Line, monitors risk management 

activities and supports controls; third LOD who provides assurance that the risk management process is 

effectively in place.  

The Bank also performs stress testing exercises regularly in order to evaluate the potential adverse impact on 

the Bank’s profitability and capital adequacy due to deterioration in economic condition and this programme 

is also used to support business and capital planning.  

The Bank actively manages its capital position based upon, among other things, business opportunities, risks, 

capital availability and rates of return together with internal capital policies, regulatory requirements and 

rating agency guidelines and, therefore, in the future may expand or contract its capital base to address the 

changing needs of its businesses.  

The Bank also aims to adequately capitalise at a legal entity level whilst safeguarding that entity’s ability to 

continue as a going concern and ensuring that it meets all regulatory capital requirements, so that it can 

continue to provide returns for its shareholders. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

a. Table OVA: Overview of Risk Management (continued) 

The Bank maintains robust risk management systems to identify, measure and monitor risk exposures and ensure those 

risks are within the Bank’s tolerance level set out in the Bank’s Risk Appetite Statement. To assess the capital adequacy, 

credit, market, operational and technology risk management systems are used. Their features are shown as below: 

(1) Credit Risk 

Credit risk refers to the risk of loss arising from failure to satisfy financial obligations of a borrower, counterparty, issuer, 

guarantor or any other forms of obligors. The Bank incurs credit risk mainly from treasury activities (i.e. placements, 

investments and settlement) and retail lending business. Overall credit risk of the Bank is managed through a 

comprehensive risk management framework to ensure that risk level of credit portfolio is in line with the Bank's risk 

appetite and cultivate a sound credit culture while regulatory requirements are fulfilled all the time. 

The Bank has established a set of policies and procedures approved by the Board or its delegated committee(s) to identify, 

measure, monitor and control credit risk at both portfolio level and individual level. These policies and procedures covers 

various areas including but not limited to governance structure, risk acceptance and tolerance level, credit risk strategy, 

exposure measurement and credit administration. 

Refer to Section CRA for more details in relation to Credit Risk Management. 

(2) Market Risk 

Market risk is defined as the risk of loss to the Bank resulting from the movements in observable market prices and rates 

(such as interest rates, credit spreads, foreign exchange rates, equity prices, commodity prices) and indirectly observable 

market parameters (such as volatilities and correlations). Currently the market risk predominantly arises from the Bank’s 

treasury activities and trading activities.  

The Bank has established market risk management policy that outlines the market risk management framework according 

to the market risk appetite defined by the Board. The market risk management framework is to ensure that the market 

risk is identified, measured, monitored and reported on a timely basis.  

In accordance with the Bank’s corporate governance principles, the Board is ultimately responsible for overseeing the 

market risk in the Bank. Risk Committee (“RC”) under the Board provides an independent oversight and guidance to the 

Board on market risk issues. Under leadership of Chief Executive (“CE”), Executive Committee (“EXCO”) is a senior 

management committee for formulating and recommending the Board and RC to approve the market risk management 

principles, policies and frameworks. 

As authorized by EXCO, Risk Management Committee (“RMC”) is the primary committee in managing the market risk 

profile in the Bank. Business units such as Treasury and Global Market are responsible for carrying out market risk 

activities and first line of defence in market risk management. Risk Management Department (“RMD”) acts as an 

independent party to perform second line of defence in market risk management. Audit department is responsible for 

third line of defence in market risk management. 

The Bank monitors the market risk exposures against various types of limit on aggregate or individual unit levels. The 

limits include Value-at-Risk (“VaR”), stress testing and position limit (e.g. net open position). The VaR limit is set up 

and reviewed by RC under the Board according to the overall risk appetite of the Bank, while the other key limits are set 

up and reviewed by RMC or CE authority. The risk methodology for VaR and stress testing is properly maintained and 

reviewed by RMC. The monitoring of the above limits are carried out on daily basis. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

a. Table OVA: Overview of risk management (continued) 

(3) Operational Risk  

Operational risk refers to the potential for loss of the Bank as a result from inadequate or failure in the control design, 

processes, systems, human operation, or caused by external events or changes in external environment. Operational risk 

event categories as defined by Basel Capital Standards: internal fraud; external fraud; employment practices and 

workplace safety; clients, products and business practices; business disruption and system failure; damage to physical 

assets; and execution, delivery and process management. 

The Bank establishes the Framework to set out the over-arching integrated risk management structure. It documents the 

risk management process, articulates the Principal Risks and Key Risks with the use of the Framework and outlines the 

governance structure. An Operational Risk Management Policy is established to stipulate the risk management 

responsibilities including risk identification, risk measurement, risk monitoring, and risk reporting. It defines the 

mechanism in respect of the various tools for Operational Risk Management. It also clarifies and reinforces the need for 

clear ownership and accountability for all processes across the Bank. 

In addition, the Bank established Operational Risk Team as the subject matter experts on Operational Risk area. Such 

team is responsible for designing relevant risk policies and define relevant tools, assessment matrix & methodology and 

mechanism and present the latest Operational Risk exposure to the Chief Risk Officer and relevant risk management 

committees to facilitate the management team’s oversight of the Bank’s Operational Risk profile. 

Each new product or service initiative is subject to a risk review and signoff process, where relevant risks are identified 

and assessed by departments independent of the risk-taking unit proposing the product or service. Variations of existing 

products or services and outsourcing initiatives are also subject to a similar process. 

Business Continuity Management Policy is established to set out the strategic approach of the Bank to business continuity 

management, covering business risk assessments, recovery strategy, its related governance structure, roles and 

responsibilities of various parties. It refers to the advance planning and preparations which are necessary to identify the 

impact of potential losses arising from an emergency or a disaster, to formulate and implement viable recovery strategies 

and to develop recovery plans which ensure continuity of the Bank's service. 

In connection with the management of Third Party Risk, the Bank established relevant measure and control to outline the 

standard of risk assessment to avoid any undue additional operational risk when relying on a Third Party for the 

performance of an operational function or activity, particularly if process or service is critical to the Bank. The Third 

Party Risk Policy defines the methods by which the Bank manages third party risks. It is to ensure the level security of 

the Bank's information and information assets are not being lower when sharing information with such third parties or 

by the introduction of third party products or services into the Bank environment. Such policy describes what processes 

must be in place before Bank information asset can be released to the third party arrangement, and the mechanism for 

developing and maintaining contractual agreements with such third parties regarding their responsibilities on protecting 

Bank's information assets. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

a. Table OVA: Overview of Risk Management (continued) 

4) Technology Risk 

Technology risk is managed through an enterprise technology risk management approach. This covers risk governance, 

identification, analysing, responding, monitoring and reporting, and is supported by a set of Technology policies and 

standards, control processes and risk mitigation programmes. These policies and standards are established to manage and 

address technology and cyber security risk. To enhance the management of this risk, the Bank has appointed a Chief 

Information Security Officer who is responsible for our cyber security risk management strategy and programme.  

The technology risk management team act as a second line of defence to monitor and facilitate the implementation of 

effective technical or operational controls by first line functions, as set out in Technology related policies and standards 

by Technology Risk Management team.  

The technology risk related controls can be categorised into the following aspects which include information asset 

management, user privileges management, cryptography, system security, end-user and mobile computing, physical and 

personal security, system development management, information processing on IT operations and resilience management, 

network communication and services provided by technology vendors. Technology team is responsible to assess if the 

above categories are complied with the Bank’s requirement, as well as regulatory requirement. Technology risk register 

and IT key risk indicators are in place to record the Bank’s technology risks and monitor the indicator so that an early 

warning for technology risk management team can be alerted and take appropriate measure to contain the inherent risk. 

Moreover, technology risk assessment is in place to assess both internal and external risk that may impact the Bank’s 

structure, strategic objectives, human resources, products and services. Any material impacts must be identified and 

assessed, and trigger crisis management process whenever it is necessary. For on-boarding new products, major changes 

to IT systems or engaging third party vendors, it must be assessed carefully before entering into formal agreement, or 

launching into the production environment accordingly.  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

b. Template KM1: Key prudential ratios 

 

   
As at 31 

December 

2020 

As at 30 

September 

2020 

As at 30 

June 2020 

As at 31 

March 

2020 

As at 31 

December 

2019 

    HKD’000 HKD’000 HKD’0002 HKD’0002 HKD’0002 

  Regulatory capital (amount) 

1 Common Equity Tier 1 (CET1) 536,014  613,140       

2 Tier 1 536,014  613,140       

3 Total capital 536,388  613,650       

  RWA (amount) 

4 Total RWA 651,072   483,484       

  Risk-based regulatory capital ratios (as a percentage of RWA) 

5 CET1 ratio (%) 82.3%  126.8%       

6 Tier 1 ratio (%) 82.3%  126.8%       

7 Total capital ratio (%) 82.4%  126.9%       

  Additional CET1 buffer requirements (as a percentage of RWA) 

8 Capital conservation buffer requirement (%) 2.5% 2.5%        

9 
Countercyclical capital buffer requirement 

(%) 
1.0% 1,0%        

10 
Higher loss absorbency requirements (%) 

(applicable only to G-SIBs or D-SIBs) 
0.0% 0.0%        

11 
Total AI-specific CET1 buffer requirements 

(%) 
3.5% 2.5%        

12 
CET1 available after meeting the AI’s 

minimum capital requirements (%) 
70.4% 114.9%        

  Basel III leverage ratio 

13 Total leverage ratio (LR) exposure measure 1,021,894 736,303        

14 LR (%) 52.5% 83.3%        

  Liquidity Maintenance Ratio (LMR) 

17a LMR (%)1 780.6%  596.9%        

 

Note 1:  The LMR disclosed above represent the arithmetic mean of the average LMR of the 3 calendar months within each quarter 

respectively. The Bank is not required, under the Banking (Liquidity) Rules, to calculate Liquidity Coverage Ratio, Net 

Stable Funding Ratio, and Core Funding Ratio for its liquidity risk. 

Note 2:  There is no comparative information available prior to 30 September 2020. 

Decrease in CAR and LR mainly due to increase in assets and increase in expenses since the official launch of the Bank’s business in 

the fourth quarter of 2020.   

Increase in LMR due to more short term bank placements in the fourth quarter of 2020. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

c. Template OV1: Overview of risk-weighted assets (“RWA”) 

The capital adequacy ratios of the Bank were calculated in accordance with Banking (Capital) Rules of the Banking 

Ordinance. The Bank uses the following approaches to calculate its capital charge for: 

(a) credit risk: Standardised (Credit Risk) Approach (“STC approach”) 

(b) market risk: Standardised (Market Risk) Approach (“STM approach”); and 

(c) operational risk: Alternative to the Basic Indicator Approach (“BIA approach”) pursuant to Section 

340 of the Banking (Capital) Rules. 

 

The disclosure on minimum capital requirement is made by multiplying the Bank’s RWA derived from the relevant 

calculation approach by 8%, not the Bank’s actual “regulatory capital”. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

c. Template OV1: Overview of risk-weighted assets (continued) 

 

 

RWA 
Minimum capital 

requirements 

 
As at  

31 December 

2020 

As at  

30 September 

2020 

As at  

31 December 

2020 

   HKD'000 HKD'000 HKD'000 

1 Credit risk for non-securitization exposures 309,646 198,071 24,772 

2 Of which STC approach 309,646  198,071 24,772 

2a Of which BSC approach -  -  - 

3 Of which foundation IRB approach -  -  - 

4 Of which supervisory slotting criteria approach -  -  - 

5 Of which advanced IRB approach -  -  - 

6 Counterparty default risk and default fund contributions -  -  - 

7 Of which SA-CCR -  -  - 

7a Of which CEM -  -  - 

8 Of which IMM(CCR) approach -  -  - 

9 Of which others -  -  - 

10 CVA risk -  -  - 

11 
Equity positions in banking book under the simple risk-weight method and 

internal models method 
-  -  - 

12 Collective investment scheme (“CIS”) exposures – LTA Not Applicable 

13 CIS exposures – MBA Not Applicable 

14 CIS exposures – FBA Not Applicable 

14a CIS exposures – combination of approaches Not Applicable 

15 Settlement risk -  -  - 

16 Securitization exposures in banking book -  -  - 

17 Of which SEC-IRBA -  -  - 

18 Of which SEC-ERBA (including IAA) -  -  - 

19 Of which SEC-SA -  -  - 

19a Of which SEC-FBA -  -  - 

20 Market risk 62,363 6,350 4,989 

21 Of which STM approach 62,363  6,350 4,989 

22 Of which IMM approach  -  - - 

23 
Capital charge for switch between exposures in trading book and banking  

   book (not applicable before the revised market risk framework takes effect) 
Not Applicable 

24 Operational risk 279,063  279,063 22,325 

24a Sovereign concentration risk - - - 

25 Amounts below the thresholds for deduction (subject to 250% RW) - - - 

26 Capital floor adjustment - - - 

26a Deduction to RWA  -  - - 

26b 
Of which portion of regulatory reserve for general banking risks and  

   collective provisions which is not included in Tier 2 Capital 
 -  - - 

26c 

Of which portion of cumulative fair value gains arising from the  

   revaluation of land and buildings which is not included in Tier 2     

   Capital 

 -  - - 

27 Total 651,072 483,484 52,086 

 

Increase in RWA due to increase in bank placements since the official launch of the Bank’s business in the fourth quarter of 2020.   
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

d. Template PV1: Prudent valuation adjustments  

The following table shows a detailed breakdown of the constituent elements of valuation adjustment that have not been 

taken into account in the calculation of the amount of the Bank’s retained earnings or other disclosed reserves. The Bank 

does not have any valuation adjustments as of 31 December 2020. 

 

 

  (a) (b) (c) (d) (e) (f) (g) (h) 

As of 31 December 2020  

(HKD ‘000) 
Equity 

Interest 

rates 
FX Credit Commodities Total 

Of 

which: 
Of which: 

In the 

trading 

book 

In the 

banking 

book 

1 
Close-out uncertainty, of 

which: -  -  -  -  -  -  -  -  

2 Mid-market value -  -  -  -  -  -   -  - 

3 Close-out costs -  -  -  -  -  -  -  -  

4 Concentration -  -   - -  -  -  -  -  

5 Early termination -  -   - -  -  -  -  -  

6 Model risk -  -  -  -  -  -  -  -  

7 Operational risks -  -  -  -  -  -  -  -  

8 Investing and funding costs           -  -  -  

9 Unearned credit spreads           -  -  -  

10 Future administrative costs -  -  -  -  -  -  -  -  

11 Other adjustments -  -  -   -  - -  -  -  

12 Total adjustments -  -  -  -  -  -  -  -  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

e. Template LI1: Differences between accounting and regulatory scopes of consolidation and mapping of financial statement categories with regulatory risk 

categories 

The following table shows the differences between the carrying values as reported in the Bank’s financial statements following the scope of accounting consolidation and the carrying 

values under the scope of regulatory consolidation, with a breakdown into regulatory risk categories of every item of the assets and liabilities reported in financial statements based 

on the scope of accounting consolidation. Differences between the carrying values as reported in published financial statements and the exposure amounts used for the calculation of 

regulatory capital in respect of the assets and liabilities are based on the scope of regulatory consolidation.  

 

  (a) (b) (c) (d) (e) (f) (g) 

  

Carrying values as 

reported in 

published financial 
statements 

Carrying values 

under scope of 

regulatory 
consolidation 

Carrying values of items: 

As of 31 December 2020  

(HKD ‘000) 
 

subject to credit 
risk framework 

subject to 

counterparty 
credit risk 

framework 

subject to the 

securitization 

framework 

subject to 

market risk 

framework 

not subject to 
capital requirements 

or subject to 

deduction from 
capital 

  

Assets                  

Cash and balances at central banks  97,671       97,671  97,671  -    -    -    -    

Financial assets designated at amortised cost 9,999 9,999  9,999  -    -    -    -    
Loans and advances to banks 798,118 794,476  794,476  -    -    81,000    -    

Prepaid expenses 14,748 14,748  14,748  -    -    -    -    

Other receivables 11,233  11,233  11,233  -    -    96    -    
Right-of-use assets 15,111 12,060 12,060  -    -    -    -    

Property, plant and equipment 73,018  73,018 73,018  -    -    -    -    

Intangible assets 49,380  49,380  -    -    -    -    49,380  
Investment in subsidiary -    8,687  8,687  -    -    8,687    -    

Total Assets  1,069,278   1,071,272  1,021,892   -     -    89,783    49,380  

Liabilities                  
Customer deposits 324,944  324,944  -    -    -    27,400    324,944  

Amounts due to a fellow subsidiary 15,505  15,505  -    -    -    -    15,505  

Accruals 136,716  131,607  -    -    -    20    131,607  
Lease liabilities 17,007  13,822  -    -    -    -    13,822  

Total Liabilities 494,172  485,878   -    -     -              27,420              485,878  

 

Difference between the carrying values as reported in published financial statements and carrying values under scope of regulatory consolidation was due to investment in subsidiary 

that is consolidated for accounting purposes but outside the scope of regulatory consolidation. 

The amount of carrying values under scope of regulatory consolidation does not equal to the sum of values in columns (c) to (g) because non-HKD denominated spot assets and 

liabilities are subject to both credit risk and market risk. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

f. Template LI2: Main sources of differences between regulatory exposure amounts and carrying values 

in financial statements 

 

As of 31 December 2020  

(HKD ‘000) 

(a) (b) (c) (d) (e) 

Total 

Items subject to: 

credit risk 

framework 

securitization 

framework 

counterparty 

credit risk 
framework 

market risk 

framework 

1 Asset carrying value amount under scope 
of regulatory consolidation (as per 

template LI1) 

              

1,022,266  

              

1,022,266  

                           

-    

                           

-    

                 

89,783  

2 Liabilities carrying value amount under 

regulatory scope of consolidation (as per 

template LI1) 
27,420                               

                           
-    

                           
-    

                           
-    

                   
27,420  

3 
Total net amount under regulatory 

scope of consolidation 
994,846 1,022,266 - - 62,363 

4 Differences due to expected credit losses                         
(374)  

                        
(374)  

                           
-    

                           
-    

                           
-    

5 Exposure amounts considered for 

regulatory purposes 
              

994,472  

              

1,021,892  

                           

-    

                           

-    

                   

62,363  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

g. Template LIA: Explanations of differences between accounting and regulatory exposure amounts 

Differences due to expected credit losses 

The carrying value of assets under accounting exposure is net of impairment allowance for the expected credit loss for 

all stages. The regulatory exposure value under STC approaches is net of impairment allowance for Stage 3 financial 

assets only. Stage 1 and 2 impairment allowance are included in Tier 2 capital for regulatory capital purposes. 

Systems and controls applied to assets valuation  

The Bank has established and maintained adequate systems and sufficient controls to ensure that the valuation practices 

are prudent and reliable.  

The objective of fair value measurement is to arrive at the price at which an orderly transaction would take place between 

market participants at the measurement date. A forced liquidation or distressed sale at the measurement date is not an 

orderly transaction.  

The fair values of foreign currency forward contracts are measured by comparing the contracted forward rates and the 

quoted forward exchange rates, which are observable at the end of the reporting period. 

The fair values of debt securities classified as financial assets measured at amortised cost are determined based on the 

indicative prices provided by the market data service providers. The objective of valuation models is to arrive at a fair 

value estimation that reflects the price of the financial instrument at the reporting date, which would have been determined 

by market participants acting at arm's length. 

As part of the control process, all market prices or model inputs used in the valuation process are determined or validated 

by an independent function. Fair values of financial instruments are determined with reference to external quoted market 

prices or observable model inputs and validated against secondary sources whenever appropriate. 

In general, the Bank measures fair values using the following hierarchy of methods: 

Level 1 – Fair value measurements are those derived from quoted prices (unadjusted) in active markets for identical 

assets or liabilities. 

Level 2 – Fair value measurements are those derived from inputs other than quoted prices included within Level 1 that 

are observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices). 

Level 3 – Fair value measurements are those derived from valuation techniques that include inputs for the asset or liability 

that are not based on observable market data (unobservable inputs). 

Valuation adjustments 

Prices from active markets are most representative of fair values and are to be used generally without adjustments. 

(i) Bid offer adjustment: 

For bond, foreign exchange spot, foreign exchange forward would be adjusted to the prudent side of the 

bid offer close-out price. 

 

(ii) Liquidity valuation adjustment: 

Liquidity valuation adjustment would be applied to level 2 and level 3 financial instruments only. 

For the fixed income, liquidity valuation adjustment is being performed for less liquid position based on the product 

specific nature. 

For the foreign exchange portfolio, liquidity valuation adjustment of spot, forward and swap is not being performed due 

to the highly liquid market and involved mainly in positions on major currencies. 

The Bank does not possess any products, which required such valuation adjustments. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

h. Template CC1: Composition of regulatory capital 

   (a) (b) 

    

Amount 

HKD'000 

Source based 

on reference 

numbers/letters  

of the balance 

sheet under the 

regulatory 

scope of 

consolidation 

  CET1 capital: instruments and reserves     

1 Directly issued qualifying CET1 capital instruments plus any related share premium                      1,000,001  (1) 

2 Retained earnings 
                       

(414,607) 
 (2) 

3 Disclosed reserves                                   -      

4 
Directly issued capital subject to phase-out arrangements from CET1 (only applicable to 

non-joint stock companies) 
Not applicable Not applicable 

5 

Minority interests arising from CET1 capital instruments issued by consolidated bank 

subsidiaries and held by third parties (amount allowed in CET1 capital of the 

consolidation group) 

                                  -      

6 CET1 capital before regulatory deductions                         585,394    

  CET1 capital: regulatory deductions     

7 Valuation adjustments                                   -      

8 Goodwill (net of associated deferred tax liabilities)                                   -     

9 Other intangible assets (net of associated deferred tax liabilities)                          49,380 (3) 

10 Deferred tax assets (net of associated deferred tax liabilities)                                   -      

11 Cash flow hedge reserve                                   -      

12 Excess of total EL amount over total eligible provisions under the IRB approach                                   -      

13 
Credit-enhancing interest-only strip, and any gain-on-sale and other increase in the CET1 

capital arising from securitization transactions 
                                  -      

14 Gains and losses due to changes in own credit risk on fair valued liabilities                                   -      

15 Defined benefit pension fund net assets (net of associated deferred tax liabilities)                                   -      

16 
Investments in own CET1 capital instruments (if not already netted off paid-in capital on 

reported balance sheet) 
                                  -      

17 Reciprocal cross-holdings in CET1 capital instruments                                   -      

18 

Insignificant LAC investments in CET1 capital instruments issued by financial sector 

entities that are outside the scope of regulatory consolidation (amount above 10% 

threshold) 

                                  -      

19 

Significant LAC investments in CET1 capital instruments issued by financial sector 

entities that are outside the scope of regulatory consolidation (amount above 10% 

threshold) 

                                  -      

20 Mortgage servicing rights (net of associated deferred tax liabilities) Not applicable Not applicable 

21 
Deferred tax assets arising from temporary differences (net of associated deferred tax 

liabilities) 
Not applicable Not applicable 

22 Amount exceeding the 15% threshold Not applicable Not applicable 

23 of which: significant investments in the ordinary share of financial sector entities Not applicable Not applicable 

24 of which: mortgage servicing rights Not applicable Not applicable 

25 of which: deferred tax assets arising from temporary differences Not applicable Not applicable 

26 National specific regulatory adjustments applied to CET1 capital                                   -      

26a 
Cumulative fair value gains arising from the revaluation of land and buildings (own-use 

and investment properties) 
                                  -      

26b Regulatory reserve for general banking risks                                   -      
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

h. Template CC1: Composition of regulatory capital (continued) 

   (a) (b) 

    

Amount 

HKD'000 

Source based 

on reference 

numbers/letters  

of the balance 

sheet under the 

regulatory 

scope of 

consolidation 

26c Securitization exposures specified in a notice given by the MA                                   -      

26d 
Cumulative losses below depreciated cost arising from the institution's holdings of land 

and buildings 
                                  -      

26e Capital shortfall of regulated non-bank subsidiaries                                   -      

26f 
Capital investment in a connected company which is a commercial entity (amount above 

15% of the reporting institution's capital base) 
                                  -      

27 
Regulatory deductions applied to CET1 capital due to insufficient AT1 capital and Tier 2 

capital to cover deductions 
                                  -      

28 Total regulatory deductions to CET1 capital                          49,380   

29 CET1 capital                         536,014    

  AT1 capital: instruments     

30 Qualifying AT1 capital instruments plus any related share premium                                   -     

31 of which: classified as equity under applicable accounting standards                                   -      

32 of which: classified as liabilities under applicable accounting standards                                   -      

33 Capital instruments subject to phase-out arrangements from AT1 capital                                   -      

34 
AT1 capital instruments issued by consolidated bank subsidiaries and held by third parties 

(amount allowed in AT1 capital of the consolidation group) 
                                  -      

35 
of which: AT1 capital instruments issued by subsidiaries subject to phase-out 

arrangements 
                                  -      

36 AT1 capital before regulatory deductions                                   -      

  AT1 capital: regulatory deductions     

37 Investments in own AT1 capital instruments                                   -      

38 Reciprocal cross-holdings in AT1 capital instruments                                   -      

39 

Insignificant LAC investments in AT1 capital instruments issued by financial sector 

entities that are outside the scope of regulatory consolidation (amount above 10% 

threshold) 

                                  -      

40 
Significant LAC investments in AT1 capital instruments issued by financial sector entities 

that are outside the scope of regulatory consolidation 
                                  -      

41 National specific regulatory adjustments applied to AT1 capital                                   -      

42 
Regulatory deductions applied to AT1 capital due to insufficient Tier 2 capital to cover 

deductions 
                                  -      

43 Total regulatory deductions to AT1 capital                                   -      

44 AT1 capital                                   -      

45 Tier 1 capital (T1 = CET1 + AT1)                         536,014    

  Tier 2 capital: instruments and provisions     

46 Qualifying Tier 2 capital instruments plus any related share premium                                   -      

47 Capital instruments subject to phase-out arrangements from Tier 2 capital                                   -      

48 
Tier 2 capital instruments issued by consolidated bank subsidiaries and held by third 

parties (amount allowed in Tier 2 capital of the consolidation group) 
                                  -      

49 
of which: capital instruments issued by subsidiaries subject to phase-out 

arrangements 
                                  -      

50 
Collective provisions and regulatory reserve for general banking risks eligible for 

inclusion in Tier 2 capital 
                               374    

51 Tier 2 capital before regulatory deductions                                374    
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

h. Template CC1: Composition of regulatory capital (continued) 

   (a) (b) 

    

Amount 

HKD'000 

Source based 

on reference 

numbers/letters  

of the balance 

sheet under the 

regulatory 

scope of 

consolidation 

  Tier 2 capital: regulatory deductions     

52 Investments in own Tier 2 capital instruments                                   -      

53 Reciprocal cross-holdings in Tier 2 capital instruments and non-capital LAC liabilities                                   -      

54 

Insignificant LAC investments in Tier 2 capital instruments issued by, and non-capital 

LAC liabilities of, financial sector entities that are outside the scope of regulatory 

consolidation (amount above 10% threshold and, where applicable, 5% threshold) 

                                  -      

54a 

Insignificant LAC investments in non-capital LAC liabilities of financial sector entities 

that are outside the scope of regulatory consolidation (amount formerly designated for the 

5% threshold but no longer meets the conditions) (for institutions defined as “section 2 

institution” under §2(1) of Schedule 4F to BCR only) 

                                  -      

55 

Significant LAC investments in Tier 2 capital instruments issued by financial sector 

entities that are outside the scope of regulatory consolidation (net of eligible short 

positions) 

                                  -      

55a 
Significant LAC investments in non-capital LAC liabilities of financial sector entities that 

are outside the scope of regulatory consolidation (net of eligible short positions) 
                                  -      

56 National specific regulatory adjustments applied to Tier 2 capital                                   -      

56a 
Add back of cumulative fair value gains arising from the revaluation of land and buildings 

(own-use and investment properties) eligible for inclusion in Tier 2 capital 
                                  -      

56b 
Regulatory deductions applied to Tier 2 capital to cover the required deductions falling 

within §48(1)(g) of BCR 
                                  -      

57 Total regulatory adjustments to Tier 2 capital                                   -      

58 Tier 2 capital (T2)                                374    

59 Total regulatory capital (TC = T1 + T2)                         536,388    

60 Total RWA                         651,072    

  Capital ratios (as a percentage of RWA)     

61 CET1 capital ratio 82.33%   

62 Tier 1 capital ratio 82.33%   

63 Total capital ratio 82.39%   

64 
Institution-specific buffer requirement (capital conservation buffer plus 

countercyclical capital buffer plus higher loss absorbency requirements) 
3.50%   

65 of which: capital conservation buffer requirement 2.50%   

66 of which: bank specific countercyclical capital buffer requirement 1%   

67 of which: higher loss absorbency requirement 0%   

68 CET1 (as a percentage of RWA) available after meeting minimum capital requirements 70.39%   

  National minima (if different from Basel 3 minimum)     

69 National CET1 minimum ratio Not applicable Not applicable 

70 National Tier 1 minimum ratio Not applicable Not applicable 

71 National Total capital minimum ratio Not applicable Not applicable 

  Amounts below the thresholds for deduction (before risk weighting)     

72 

Insignificant LAC investments in CET1, AT1 and Tier 2 capital instruments issued by, 

and non-capital LAC liabilities of, financial sector entities that are outside the scope of 

regulatory consolidation 

                                  -      

73 
Significant LAC investments in CET1 capital instruments issued by financial sector 

entities that are outside the scope of regulatory consolidation 
                                  -      
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

h. Template CC1: Composition of regulatory capital (continued) 

   (a) (b) 

    

Amount 

HKD'000 

Source based 

on reference 

numbers/letters  

of the balance 

sheet under the 

regulatory 

scope of 

consolidation 

74 Mortgage servicing rights (net of associated deferred tax liabilities) Not applicable Not applicable 

75 
Deferred tax assets arising from temporary differences (net of associated deferred tax 

liabilities) 
Not applicable Not applicable 

  Applicable caps on the inclusion of provisions in Tier 2 capital     

76 

Provisions eligible for inclusion in Tier 2 in respect of exposures subject to the BSC 

approach, or the STC approach and SEC-ERBA, SEC-SA and SEC-FBA (prior to 

application of cap) 

                                  -      

77 
Cap on inclusion of provisions in Tier 2 under the BSC approach, or  the STC approach, 

and SEC-ERBA, SEC-SA and SEC-FBA 
                                  -      

78 
Provisions eligible for inclusion in Tier 2 in respect of exposures subject to the IRB 

approach and SEC-IRBA (prior to application of cap) 
                                  -      

79 Cap for inclusion of provisions in Tier 2 under the IRB approach and SEC-IRBA                                   -      

  
Capital instruments subject to phase-out arrangements                                                                                                           

(only applicable between 1 Jan 2018 and 1 Jan 2022) 
    

80 Current cap on CET1 capital instruments subject to phase-out arrangements Not applicable Not applicable 

81 
Amount excluded from CET1 due to cap (excess over cap after redemptions and 

maturities) 
Not applicable Not applicable 

82 Current cap on AT1 capital instruments subject to phase-out arrangements                                   -      

83 
Amount excluded from AT1 capital due to cap (excess over cap after redemptions and 

maturities) 
                                  -      

84 Current cap on Tier 2 capital instruments subject to phase-out arrangements                                   -      

85 
Amount excluded from Tier 2 capital due to cap (excess over cap after redemptions and 

maturities) 
                                  -      
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

h. Template CC1: Composition of regulatory capital (continued) 

Notes to the Template 

  Description Hong Kong basis Basel III basis 

9 

Other intangible assets (net of associated deferred tax liabilities)                  49,380              49,380  

Explanation 

As set out in paragraph 87 of the Basel III text issued by the Basel Committee (December 2010), mortgage servicing rights 

(“MSRs”) may be given limited recognition in CET1 capital (and hence be excluded from deduction from CET1 capital up to 

the specified threshold).  In Hong Kong, an AI is required to follow the accounting treatment of including MSRs as part of 
intangible assets reported in the AI's financial statements and to deduct MSRs in full from CET1 capital.  Therefore, the amount 

to be deducted as reported in row 9 may be greater than that required under Basel III.  The amount reported under the column 

"Basel III basis" in this box represents the amount reported in row 9 (i.e. the amount reported under the "Hong Kong basis") 
adjusted by reducing the amount of MSRs to be deducted to the extent not in excess of the 10% threshold set for MSRs and 

the aggregate 15% threshold set for MSRs, DTAs arising from temporary differences and significant investments in CET1 

capital instruments issued by financial sector entities (excluding those that are loans, facilities or other credit exposures to 
connected companies) under Basel III. 

10 

Deferred tax assets (net of associated deferred tax liabilities)                          -                        -    

Explanation 

As set out in paragraphs 69 and 87 of the Basel III text issued by the Basel Committee (December 2010), DTAs of the bank to 

be realized are to be deducted, whereas DTAs which relate to temporary differences may be given limited recognition in CET1 

capital (and hence be excluded from deduction from CET1 capital up to the specified threshold).  In Hong Kong, an AI is 
required to deduct all DTAs in full, irrespective of their origin, from CET1 capital.  Therefore, the amount to be deducted as 

reported in row 10 may be greater than that required under Basel III.  The amount reported under the column "Basel III basis" 

in this box represents the amount reported in row 10 (i.e. the amount reported under the "Hong Kong basis") adjusted by 
reducing the amount of DTAs to be deducted which relate to temporary differences to the extent not in excess of the 10% 

threshold set for DTAs arising from temporary differences and the aggregate 15% threshold set for MSRs, DTAs arising from 

temporary differences and significant investments in CET1 capital instruments issued by financial sector entities (excluding 
those that are loans, facilities or other credit exposures to connected companies) under Basel III. 

18 

Insignificant LAC investments in CET1 capital instruments issued by 

financial sector entities that are outside the scope of regulatory 

consolidation (amount above 10% threshold) 

- - 

Explanation 

For the purpose of determining the total amount of insignificant LAC investments in CET1 capital instruments issued by 

financial sector entities, an AI is required to aggregate any amount of loans, facilities or other credit exposures provided by it 
to any of its connected companies, where the connected company is a financial sector entity, as if such loans, facilities or other 

credit exposures were direct holdings, indirect holdings or synthetic holdings of the AI in the capital instruments of the financial 

sector entity, except where the AI demonstrates to the satisfaction of the MA that any such loan was made, any such facility 
was granted, or any such other credit exposure was incurred, in the ordinary course of the AI's business.  Therefore, the amount 

to be deducted as reported in row 18 may be greater than that required under Basel III.  The amount reported under the column 

"Basel III basis" in this box represents the amount reported in row 18 (i.e. the amount reported under the "Hong Kong basis") 
adjusted by excluding the aggregate amount of loans, facilities or other credit exposures to the AI's connected companies which 

were subject to deduction under the Hong Kong approach. 

39 

Insignificant LAC investments in AT1 capital instruments issued by 

financial sector entities that are outside the scope of regulatory 

consolidation (amount above 10% threshold) 

                                        

-    

                                 

-    

Explanation 

The effect of treating loans, facilities or other credit exposures to connected companies which are financial sector entities as 

CET1 capital instruments for the purpose of considering deductions to be made in calculating the capital base (see note re row 

18 to the template above) will mean the headroom within the threshold available for the exemption from capital deduction of 
other insignificant LAC investments in AT1 capital instruments may be smaller.  Therefore, the amount to be deducted as 

reported in row 39 may be greater than that required under Basel III.  The amount reported under the column "Basel III basis" 

in this box represents the amount reported in row 39 (i.e. the amount reported under the "Hong Kong basis") adjusted by 
excluding the aggregate amount of loans, facilities or other credit exposures to the AI's connected companies which were 

subject to deduction under the Hong Kong approach. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

h. Template CC1: Composition of regulatory capital (continued) 

Notes to the Template (continued) 

 

  Description Hong Kong basis Basel III basis 

54 

Insignificant LAC investments in Tier 2 capital instruments issued by, 

and non-capital LAC liabilities of, financial sector entities that are 

outside the scope of regulatory consolidation (amount above 10% 

threshold and, where applicable, 5% threshold) 

                         -                        -    

Explanation 

The effect of treating loans, facilities or other credit exposures to connected companies which are financial sector entities as 

CET1 capital instruments for the purpose of considering deductions to be made in calculating the capital base (see note re row 

18 to the template above) will mean the headroom within the threshold available for the exemption from capital deduction of 
other insignificant LAC investments in Tier 2 capital instruments and non-capital LAC liabilities may be smaller.  Therefore, 

the amount to be deducted as reported in row 54 may be greater than that required under Basel III.  The amount reported under 

the column "Basel III basis" in this box represents the amount reported in row 54 (i.e. the amount reported under the "Hong 
Kong basis") adjusted by excluding the aggregate amount of loans, facilities or other credit exposures to the AI's connected 

companies which were subject to deduction under the Hong Kong approach. 

Remarks: 

The amount of the 10% threshold and 5% threshold mentioned above is calculated based on the amount of CET1 capital determined 
in accordance with the deduction methods set out in BCR Schedule 4F.  The 15% threshold is referring to paragraph 88 of the Basel 

III text issued by the Basel Committee (December 2010) and has no effect to the Hong Kong regime. 

 

Abbreviations: 

CET1: Common Equity Tier 1 

AT1: Additional Tier 1  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

i. Template CC2: Reconciliation of regulatory capital to balance sheet 

  (a)  (b) (c) 

  
Balance sheet as in 

published financial 

statements 

Under regulatory 

scope of 

consolidation  Reference 

  
As at 31 December 

2020 
As at 31 December 

2020 

Assets       

Cash and balances at central banks                          97,671                      97,671    

Loans and advances to banks                        798,118                    794,476    

Investment assets at amortized cost                            9,999                        9,999    

Prepaid expenses 14,748                                               14,748    

Other deposits and receivables                         11,233                        11,233    

Right-of-use assets                          15,111                      12,060    

Property, plant and equipment                          73,018                      73,018   

Intangible assets                          49,380                      49,380  (3) 

Investment in subsidiary                                  -                          8,687    

Total assets                     1,069,278                 1,071,272    

Liabilities       

Deposits from customers                        324,944                 324,944    

Amounts due to a fellow subsidiary                          15,505                      15,505    

Accruals                        136,716                    131,607    

Lease liabilities                          17,007                   13,822    

Total liabilities                     494,172                 485,878    

Shareholders’ equity       

Paid-in share capital                     1,000,001                 1,000,001    

Of which: amount eligible for CET1                     1,000,001                 1,000,001  (1) 

Of which: amount eligible for AT1                                  -                                -     

Retained earnings                      (424,895)                  (414,607)  (2) 

Accumulated other comprehensive income                                  -                                -      

Total shareholders’ equity                        575,106                    585,394    
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

j. Table CCA: Main features of regulatory capital instruments 

    
Quantitative / qualitative 

information 

1 Issuer Fusion Bank Limited 

2 Unique identifier (e.g. CUSIP, ISIN or Bloomberg identifier for private placement) Not Applicable 

3 Governing law(s) of the instrument Hong Kong Law 

  Regulatory treatment   

4 Transitional Basel III rules Not Applicable 

5 Post-transitional Basel III rules Common Equity Tier 1 

6 Eligible at solo / group / solo and group Solo 

7 Instrument type (types to be specified by each jurisdiction) Ordinary Shares 

8 
Amount recognised in regulatory capital (currency in millions, as of most recent 
reporting date) 

HKD1,000 million 

9 Par value of instrument Not applicable 

10 Accounting classification Shareholders’ Equity 

11 Original date of issuance 
1000 Shares 

1 share: issued on 31st Jul 2018 

999 shares: issued on 1st Aug 2018   

12 Perpetual or dated Perpetual 

13 Original maturity date No Maturity  

14 Issuer call subject to prior supervisory approval No  

15 Optional call date, contingent call dates and redemption amount Not applicable 

16 Subsequent call dates, if applicable Not applicable 

  Coupons / dividends   

17 Fixed or floating dividend / coupon Floating 

18 Coupon rate and any related index Not applicable 

19 Existence of a dividend stopper No 

20 Fully discretionary, partially discretionary or mandatory Fully discretionary 

21 Existence of step-up or other incentive to redeem No 

22 Non-cumulative or cumulative Non-cumulative 

23 Convertible or non-convertible Non-convertible 

24 If convertible, conversion trigger(s) Not applicable 

25 If convertible, fully or partially Not applicable 

26 If convertible, conversion rate Not applicable 

27 If convertible, mandatory or optional conversion Not applicable 

28 If convertible, specify instrument type convertible into Not applicable 

29 If convertible, specify issuer of instrument it converts into Not applicable 

30 Write-down feature No 

31 If write-down, write-down trigger(s) Not applicable 

32 If write-down, full or partial Not applicable 

33 If write-down, permanent or temporary Not applicable 

34 If temporary write-down, description of write-up mechanism Not applicable 

35 
Position in subordination hierarchy in liquidation (specify instrument type immediately 
senior to instrument in the insolvency creditor hierarchy of the legal entity concerned). 

Not applicable 

36 Non-compliant transitioned features No 

37 If yes, specify non-compliant features Not applicable 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

k. Template CCyB1: Geographical distribution of credit exposures used in countercyclical capital buffer  

  
Geographical breakdown 

by Jurisdiction (J) 

Applicable JCCyB 

ratio in effect (%) 

RWA used in 

computation of CCyB 

ratio 

AI-specific CCyB 

ratio (%) 
CCyB amount 

1 Hong Kong SAR 1%                   4,400      

2 Sum                     4,400      

3 Total                     4,400  1% 6,511 

  

 

l. Template LR1: Summary comparison of accounting assets against leverage ratio exposure measure 

    (a) 

  Item 

Value under the 

LR framework 

(HKD’000 
equivalent) 

1 Total consolidated assets as per published financial statements       1,069,278  

2 
Adjustment for investments in banking, financial, insurance or commercial entities that are 

consolidated for accounting purposes but outside the scope of regulatory consolidation 
             1,994  

3 
Adjustment for fiduciary assets recognised on the balance sheet pursuant to the applicable accounting 

standard but excluded from the LR exposure measure 
                   -    

4 Adjustments for derivative contracts                    2    

5 Adjustment for SFTs (i.e. repos and similar secured lending)                    -    

6 
Adjustment for off-balance sheet (“OBS”) items (i.e. conversion to credit equivalent amounts of OBS 
exposures) 

                   -    

6a 
Adjustment for specific and collective provisions that are allowed to be excluded from exposure 
measure 

                -  

7 Other adjustments                (49,380)    

8 Leverage ratio exposure measure       1,021,894  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

m. Template LR2: Leverage Ratio 

 
As at 31 

December 

2020 

As at 30 

September 

2020 

  HKD'000 HKD'000 

On-balance sheet exposures    

1 
On-balance sheet exposures (excluding those arising from derivative contracts and 

SFTs, but including collateral) 
1,071,646  766,050 

2 Less: Asset amounts deducted in determining Tier 1 capital (49,380) (29,237) 

3 Total on-balance sheet exposures (excluding derivative contracts and SFTs) 1,022,266 736,813 

Exposures arising from derivative contracts   

4 

Replacement cost associated with all derivative contracts (where applicable net of 

eligible cash  
   variation margin and/or with bilateral netting) 

- - 

5 Add-on amounts for PFE associated with all derivative contracts 2 - 

6 
Gross-up for derivatives collateral provided where deducted from the balance sheet 
assets  

   pursuant to the applicable accounting framework 

- - 

7 
Less: Deductions of receivables assets for cash variation margin provided under 
derivative  

   contracts 

- - 

8 Less: Exempted CCP leg of client-cleared trade exposures - - 

9 Adjusted effective notional amount of written credit derivative contracts - - 

10 

Less: Adjusted effective notional offsets and add-on deductions for written credit 

derivative  

   contracts 

- - 

11 Total exposures arising from derivative contracts 2 - 

Exposures arising from SFTs   

12 
Gross SFT assets (with no recognition of netting), after adjusting for sale accounting 

transactions 
- - 

13 Less: Netted amounts of cash payables and cash receivables of gross SFT assets - - 

14 CCR exposure for SFT assets - - 

15 Agent transaction exposures - - 

16 Total exposures arising from SFTs - - 

Other off-balance sheet exposures   

17 Off-balance sheet exposure at gross notional amount - - 

18 Less: Adjustments for conversion to credit equivalent amounts - - 

19 Off-balance sheet items - - 

Capital and total exposures   

20 Tier 1 capital 536,014 613,140 

20a Total exposures before adjustments for specific and collective provisions 1,022,268 736,813 

20b Adjustments for specific and collective provisions (374) (510) 

21 Total exposures after adjustments for specific and collective provisions 1,021,894 736,303 

Leverage ratio   

22 Leverage ratio 52.5% 83.3% 

 

Decrease in LR mainly due to increase in assets and increase in expenses since the official launch of the Bank’s business in the fourth 

quarter of 2020. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

n. Table LIQA: Liquidity Risk Management 

Liquidity risk refers to the risk that the Bank is not able to honour its financial obligations when they fall due at a 

reasonable cost. This may be caused by market disruption or difficulty in liquidating assets. The primary objective of 

liquidity risk management is to maintain stable, reliable and adequate source of funding to meet liquidity needs under 

both normal and stressed conditions. 

The Bank has established liquidity risk management policy that outlines the liquidity risk management framework 

according to the liquidity risk appetite defined by the Board and to comply with the regulatory requirements including 

but not limited to HKMA’s Supervisory Policy Manuals (“SPM”) “LM-1 Regulatory Framework for Supervision of 

Liquidity Risk” and “LM-2 Sound Systems and Controls for Liquidity Risk Management”. The liquidity risk 

management framework is to ensure that adequate liquidity is maintained at all times. 

In accordance with the Bank’s corporate governance principles, the Board is ultimately responsible for overseeing the 

liquidity and funding risk in the Bank. RC under the Board provides an independent oversight and guidance to the Board 

on liquidity risk issues. Under leadership of the CE, EXCO is a senior management committee for formulating and 

recommending the Board and RC to approve the liquidity risk management principles, policies and frameworks. 

As authorized by EXCO, Asset and Liability Committee (“ALCO”) is the primary committee in managing the liquidity 

and funding profile in the Bank. Under the guidance of ALCO, Treasury is primary responsible for the overall liquidity 

management for the Bank on a day-to-day basis. RMD coordinates with Treasury and other business units to help ensure 

a consistent and comprehensive framework for managing liquidity risk across the Bank. Finance is responsible for 

preparation and submission of the regulatory reports. Audit department is responsible for testing the effectiveness of the 

liquidity risk management framework and system. ALCO is also responsible for reviewing relevant liquidity risk control 

and monitoring reports on a regular basis. 

In accordance with the Banking (Liquidity) Rules and SPM, the Bank has setup internal limits and triggers on the liquidity 

maintenance ratio (“LMR”) which is well above the statutory requirements. On top of the regulatory LMR requirements, 

the Bank minimises the cashflow maturity mismatch by establishing limits on Maximum Cumulative Outflow (“MCO”) 

indicators, which predicts the future 30 days maximum cumulative net cash outflow under normal situation. The Bank 

maintains certain level of liquid assets such as HK Exchange fund Bills to mitigate potential liquidity risk and meet 

liquidity needs during liquidity crisis. 

The Bank strives to develop a diversified and stable funding base with access to funding sources across retail and 

wholesale channels. To avoid over reliance of a particular funding source, the Bank imposes funding concentration 

control measures such as establishing management action triggers for non-bank deposit ratio, single top depositor ratio 

and top 10 depositors ratio.  

The Bank conducts monthly liquidity stress tests based on institution specific, general market and combined stress 

scenarios defined according to SPM LM-2. The results of the stress tests are used to identify potential liquidity 

vulnerabilities within the Bank, to establish internal limits and to formulate the Contingency Funding Plan (“CFP”). The 

liquidity stress assumptions are reviewed on annual basis with inputs from various relevant units such as Treasury. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

n. Table LIQA: Liquidity Risk Management (continued) 

The Bank has formulated a CFP for dealing with a liquidity crisis and detailing the operating procedures for making up 

funding shortfall under emergency situation. CFP sets out the readily deployable funding sources, funding measures, 

potential step to meet intraday critical payment, operational procedures and the estimated time of assets disposal for cash. 

The plan is updated and reviewed at least annually by the ALCO to ensure that it remains robust upon changing business 

and market conditions.  

As at 31st December 2020, the Bank maintained the LMR of 353%. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

n. Table LIQA: Liquidity Risk Management (continued) 

In addition, the Bank’s analysis of on- and off-balance sheet items by remaining maturity and the resultant liquidity gaps as at 31st December 2020 is shown as follows: 

 Breakdown of cash flows by remaining maturity 

 
Not more than 1 

month  

More than 1 month 

but not more than 

3 months  

More than 3 

months but not 

more than 6 

months  

More than 6 months 

but not more than 1 

year  

More than 1 year 

but not more than 5 

years  Over 5 years  Balancing amount 

As at 31 December 2020 HKD'000  HKD'000  HKD'000  HKD'000  HKD'000  HKD'000  HKD'000 
              

On-balance sheet items              

              

Due from banks                 738,643                  154,042                           -                               -                               -                             -                            -    

Debt securities                  10,000                           -                             -                               -                               -                             -                            -    

Other assets                         -                             -                             -                               -                               -                             -                   168,961  
 

             

Total on-balance sheet assets                748,643                  154,042                           -                               -                               -                             -                   168,961  
              

Total off-balance sheet claims                         -                             -                             -                               -                               -                             -                            -    
              
On-balance sheet items              
 

             
Deposits from customers                  91,488                  246,908                           81                       2,398                             -                             -                            -    

Lease liability                       728                      1,590                      1,524                       5,172                       4,808                           -                            -    

Accruals and other payables                131,181                           -                             -                               -                               -                             -                            -    
Capital and reserves                         -                             -                             -                               -                               -                             -              585,394  
              

Total on-balance sheet liabilities                223,397                  248,498                      1,605                       7,570                       4,808                           -                   585,394  
 

             
Total off-balance sheet 

  obligations                         -                             -                             -                               -                               -                             -                            -    
              
Contractual Maturity Mismatch                525,246                  (94,456)                   (1,605)                    (7,570)                     (4,808)                          -     NA 

              
Cumulative Contractual Maturity 

Mismatch                525,246                  430,790                  429,185                   421,615                   416,807                 416,807   NA 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

o. Table CRA: General information about credit risk 

Credit risk refers to the risk of loss arising from failure to satisfy financial obligations of a borrower, counterparty, issuer, 

guarantor or any other forms of obligors. The Bank incurs credit risk mainly from treasury activities (i.e. placements, 

investments and settlement) and retail lending business. 

Credit risk management 

Overall credit risk of the Bank is managed through a comprehensive risk management framework to ensure that risk level 

of credit portfolio is in line with the Bank's risk appetite and cultivate a sound credit culture while regulatory requirements 

are fulfilled all the time. 

The Bank has established a set of policies and procedures approved by the Board or its delegated committee(s) to identify, 

measure, monitor and control credit risk at both portfolio level and individual level. These policies and procedures covers 

various areas including but not limited to governance structure, risk acceptance and tolerance level, credit risk strategy, 

exposure measurement and credit administration. 

Credit Initiation and Evaluation 

A clear hierarchy of governance structure and mechanism has been established throughout the entire credit initiation and 

evaluation process. Specifically, credit applications would be evaluated based on pre-established criteria and all other 

relevant factors including but not limited to nature of transactions, types of obligors, financial conditions, credit ratings, 

market situations, industry dynamics and corporate governance of obligors. Each credit application is then approved in 

accordance with a hierarchy of approval authorities, which are ultimately delegated by the Board. Proper risk mitigation 

measures may also be introduced to protect the Bank's interest. 

Credit monitoring and control 

A set of credit monitoring and control process and procedures has been established to manage credit risk across the Bank. 

Exposure limit is set across obligors, products and portfolio level to ensure that credit risk concentration is manageable 

while regulatory and internal requirements are fulfilled. Risk Management Department and applicable business units also 

closely monitor exposures and progress of execution of risk mitigation measures, as well as perform stress tests to identify, 

analyse and control credit risk concentrations arising from the Bank’s lending and treasury activities to assess the impact 

of market shock on the Bank’s credit portfolio and financial position. These exposure limits, exposure amount and stress 

testing results are reported to the senior management, the Board and/(or) its delegated committee(s) regularly to maintain 

effective management oversight mechanism across the Bank. 

Relationship with compliance and internal audit functions 

Risk Management Department also closely cooperates with compliance staff to confirm enforceability of relevant legal 

documents and ensure compliance with all applicable rules and regulations in respect of the Bank’s credit-related matters. 

Meanwhile, internal audit staff also conducts periodic independent audits to assess individual credits and overall credit 

portfolio to ensure credit risk is properly managed in accordance with regulatory standards.  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

p. Template CR1: Credit qualities of exposures 

   

Gross carrying amounts 

of 

Allowances / 

Of which ECL 

accounting provisions for 

credit losses 
Of which 

ECL 

accounting 

provisions 

for credit 

losses on 

IRB 

approach 

exposures 

Net values 

impairments 

on STC approach 

exposures  

   

Defaulted 

Non- 

defaulted   

Allocated 

in 

regulatory 

category of 

specific 

provisions 

Allocated 

in 

regulatory 

category of 

collective 

provisions 

  

exposures exposures     

As at 31 

December 2020 HKD’000 HKD’000 HKD’000 HKD’000 HKD’000 HKD’000 HKD’000 

1 Loans                   -                 -                      -    

                     

-    

                     

-    

                     

-    

                     

-    

2 
Debt 
securities                   -            10,000                  (1)    

                     
-    

                       
(1)  

                     
-    

               
9,999  

3 

Off-balance 

sheet 

exposures                   -                 -                      -    

                     

-    

                     

-    

                     

-    

                     

-    

4 Total                   -           10,000                   (1)    

                     

-    

                      

(1)  

                    

-    

              

9,999  

 

q. Template CR2: Changes in defaulted loans and debt securities 

The table below provides information on the changes in defaulted loans and debt securities, including any changes in the 

amount of defaulted exposures, movements between non-defaulted and defaulted exposures, and reductions in the 

defaulted exposures due to write-offs as of 31 December 2020: 

   (a) 

    Amount 

1 Defaulted loans and debt securities at end of the previous reporting period 
                       

-    

2 Loans and debt securities that have defaulted since the last reporting period  
                       

-    

3 Returned to non-defaulted status 
                       

-    

4 Amounts written off 
                       

-    

5 Other changes 
                       

-    

6 Defaulted loans and debt securities at end of the current reporting period 
                       

-    
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

r. Table CRB: Additional disclosure related to credit quality of exposures 

As of 31 December 2020, the Bank does not have exposures in loans and advances to customers. 

s. Table CRC: Qualitative disclosures related to credit risk mitigation 

The Bank has set out maximum credit exposure to each individual or counterparty in relation to the Banking (Disclosure) 

Rules. 

Expected credit losses  

The Bank impairment requirements are based on a forward-looking expected credit losses (“ECL”) approach. This 

measurement of ECL should reflect: (i) a probability-weighted outcome, (ii) the time value of money and (iii) a reasonable 

and supportable information model. The Bank is required to recognize an allowance for either 12-month or lifetime ECL, 

depending on whether there has been a significant increase in credit risk of the exposure since initial recognition. 

Subject to classification and measurement, financial assets classified as amortized cost or fair value through other 

comprehensive income (“FVOCI”). At the time of reporting, the Bank’s financial assets that in scope of HKFRS 9 

impairment are mainly debt securities and interbank exposures.  

Expected credit loss is determined under three stages:  

• Stage 1 applies when there is no significant increase in credit risk since initial recognition. 12-month ECL is 

required for assets classified in stage 1.  

• Stage 2 applies when a significant increase in credit risk has occurred on an individual or collective basis since 

initial recognition, with no objective evidence of credit event. Lifetime ECL calculation is required for assets classified 

in stage 2.  

• Stage 3 applies when there is objective evidence of credit impairment. Lifetime ECL calculation is required for 

assets classified in stage 3. 

Significant credit deterioration criteria are used for assessing whether there are significant increases in credit risk of the 

exposures and thus classify them into different stages. The criteria are primarily set based on the key requirements 

stipulated under HKFRS 9, such as 30 days past due, low credit risk threshold, change of risk of default, etc. 

ECL is calculated as a function of probability of default (“PD”), loss given default (“LGD”), exposure at default (“EAD”), 

expected life and discount factor.  

• PD: Probability of an obligor or facility to be defaulted within a specific period of time 

• LGD: Loss as a percentage of EAD given the obligor or facility has defaulted 

• EAD: predicted outstanding balance and accrued interests as at the point of default 

• Expected life: contractual period during which exposed to credit risk 

• Discount factor: effective interest rate  

The above methodology for expected loss estimation should incorporate historical information, current conditions, as 

well as forward-looking information. Therefore, obtaining macroeconomic factor (“MEF”) projections is critical to 

estimate the forward-looking element in ECL estimation. The Bank formed a standard framework to project economic 

scenarios including Base, Good and Bad scenarios to reflect assumptions about future economic conditions. Key 

macroeconomic variables in Hong Kong, China and United States are considered, including GDP, unemployment rate, 

interest rate, import and export, inflation, etc. The final macroeconomic response models depending on the best 

correlation between the PD/LGD and the MEFs are selected to project the forward-looking element for the ECL. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

t. Template CR3: Overview of recognized credit risk mitigation 

The following table presents the extent of credit risk exposures covered by different types of recognised Credit Risk 

Mitigation (“CRM”) as of 31 December 2020: 

   HKD’000 

Exposures 

unsecured: 

carrying 

amount 

Exposures 

to be 

secured 

Exposures 

secured by 

recognized 

collateral 

Exposures 

secured by 

recognized 

guarantees 

Exposures secured by 

recognized credit 

derivative contracts 

1 Loans  
                  -    

                  

-                      -                      -                      -    

2 
Debt 

securities            9,999  

                  

-                      -                      -                      -    

3 Total  
          9,999  

                  

-                      -                      -                      -    

4 
Of which 

defaulted                    -    

                  

-                      -                      -                      -    

 

u. Table CRD: Qualitative disclosures on use of ECAI ratings under STC approach 

The Bank uses the following external credit assessment institutions (“ECAIs”) to calculate its capital adequacy 

requirements under the Standardised (Credit Risk) Approach prescribed in the Banking (Capital) Rules:  

▪ Moody’s Investors Service  

▪ Standard & Poor’s Ratings Services 

▪ Fitch Ratings 

As of 31 December 2020, credit risk arises mainly from cash and cash equivalents, placements with banks and investment 

securities. The counterparties are rated at investment grade/non-investment grade based on the ratings published by 

above-mentioned ECAIs. 



FUSION BANK LIMITED 
 
UNAUDITED SUPPLEMENTARY FINANCIAL INFORMATION 
Year Ended 31 December 2020 

30 

 

 

1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

v. Template CR4: Credit risk exposures and effects of recognized credit risk mitigation – for STC approach 

The following table illustrates the effect of any recognised CRM (including recognised collateral under both comprehensive and simple approaches) on the calculation of credit risk 

capital requirements under STC approach as of 31 December 2020: 

  HKD’000 Exposures pre-CCF and pre-CRM Exposures post-CCF and post-CRM RWA and RWA density 

  Exposure classes 
On-balance sheet 

amount 

Off-balance sheet 

amount 

On-balance sheet 

amount  

Off-balance sheet 

amount 
RWA RWA density  

1 Sovereign exposures                  107,760                          -                 107,760                              -                        -    0% 

2 PSE exposures                            -                            -                          -                                -                        -    0% 

2a Of which: domestic PSEs                            -                            -                          -                                -                        -    0% 

2b Of which: foreign PSEs                            -                            -                          -                                -                        -    0% 

3 Multilateral development bank exposures                            -                            -                          -                                -                        -    0% 

4 Bank exposures                  794,641                          -                 794,641                              -              190,155  24% 

5 Securities firm exposures                            -                            -                          -                                -                        -    0% 

6 Corporate exposures                            -                            -                          -                                -                        -    0% 

7 CIS exposures                            -                            -                          -                                -                        -    0% 

8 Cash items                            -                            -                          -                                -                        -    0% 

9 

Exposures in respect of failed delivery on 

transactions entered into on a basis other 

than a delivery-versus-payment basis                            -                            -                          -                                -                        -    0% 

10 Regulatory retail exposures                            -                            -                          -                                -                        -    0% 

11 Residential mortgage loans                            -                            -                          -                                -                        -    0% 

12 
Other exposures which are not past due 

exposures                  119,491                          -                 119,491                              -              119,491  100% 

13 Past due exposures                            -                            -                          -                                -                        -    0% 

14 Significant exposures to commercial entities                            -                            -                          -                                -                        -    0% 

15 Total               1,021,892                          -              1,021,892                              -              309,646  30% 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

w. Template CR5: Credit risk exposures by asset classes and by risk weights – for STC approach 

 

HKD’000 

  
                                  Risk Weight 

Exposure class 
0% 10% 20% 35% 50% 75% 100% 150% 250% Others 

Total credit 

risk 

exposures 

amount 

(post CCF 
and post 

CRM) 

1 Sovereign exposures 
             

107,760  -  -  -  -  -  -  -  -  -  

                             

107,760    

2 PSE exposures -  -  -  -  -  -  -  -  -  -  -  

2a Of which: domestic PSEs -  -  -  -  -  -  -  -  -  -  -  

2b Of which: foreign PSEs -  -  -   - -  -  -  -  -  -  -  

3 Multilateral development bank exposures -  -  -  -  -  -  -  -  -  -  -  

4 Bank exposures 
-  -  

             

740,889  -  

                

23,822  -  

                

29,930  -  -  -  

             

794,641  

5 Securities firm exposures -  -  -  -  -  -  -  -  -  -  -  

6 Corporate exposures -  -  -  -  -  -  -  -  -  -  -  

7 CIS exposures -  -  -  -  -  -  -  -  -  -  -  

8 Cash items -  -  -  -  -  -  -  -  -  -  -  

9 
Exposures in respect of failed delivery on 
transactions entered into on a basis other 

than a delivery-versus-payment basis -  -  -  -  -  -  -  -  -  -  -  

10 Regulatory retail exposures -  -  -  -  -  -  -  -  -  -  -  

11 Residential mortgage loans -  -  -  -  -  -  -  -  -  -  -  

12 
Other exposures which are not past due 

exposures -  -  -  -  -  -  

             

119,491  -  -  -  

             

119,491  

13 Past due exposures -  -  -  -  -  -  -  -  -  -  -  

14 Significant exposures to commercial entities -  -  -  -  -  -  -  -  -  -  -  

15 Total 
          

107,760 

                             

-    

             

740,889  

                             

-    

                

23,822  

                             

-    

             

149,421  

                             

-    

                             

-    

                             

-    

             

1,021,892  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

x. Table CCRA: Qualitative disclosures related to counterparty credit risk (including those arising from 

clearing through CCPs) 

As of 31 December 2020, the Bank does not have counterparty default risk exposure and credit-related derivative 

contracts.  

 

y. Table MRA: Qualitative disclosures related to market risk 

 

Market risk is defined as the risk of loss to the Bank resulting from the movements in observable market prices and rates 

(such as interest rates, credit spreads, foreign exchange rates, equity prices, commodity prices) and indirectly observable 

market parameters (such as volatilities and correlations). Currently the market risk predominantly arises from the Bank’s 

treasury activities and trading activities.  

The Bank has established market risk management policy that outlines the market risk management framework according 

to the market risk appetite defined by the Board. The market risk management framework is to ensure that the market 

risk is identified, measured, monitored and reported on a timely basis.  

In accordance with the Bank’s corporate governance principles, the Board is ultimately responsible for overseeing the 

market risk in the Bank. RC under the Board provides an independent oversight and guidance to the Board on market 

risk issues. Under leadership of CE, EXCO is a senior management committee for formulating and recommending the 

Board and RC to approve the market risk management principles, policies and frameworks. 

As authorized by EXCO, RMC is the primary committee in managing the market risk profile in the Bank. Business units 

such as Treasury and Global Market are responsible for carrying out market risk activities and first line of defence in 

market risk management. RMD acts as an independent party to perform second line of defence in market risk management. 

Audit department is responsible for third line of defence in market risk management. 

The Bank monitors the market risk exposures against various types of limit on aggregate or individual unit levels. The 

limits include VaR, stress testing and position limit (e.g. net open position). The VaR limit is set up and reviewed by RC 

under the Board according to the overall risk appetite of the Bank, while the other key limits are set up and reviewed by 

RMC or CE authority. The risk methodology for VaR and stress testing is properly maintained and reviewed by RMC. 

The monitoring of the above limits are carried out on daily basis. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

z. Template MR1: Market risk under STM approach 

   (a) 

 HKD’000 RWA 

  Outright product exposures   

1 Interest rate exposures (general and specific risk)                   -    

2 Equity exposures (general and specific risk)                   -    

3 Foreign exchange (including gold) exposures           62,363  

4 Commodity exposures                   -    

  Option exposures   

5 Simplified approach                   -    

6 Delta-plus approach                   -    

7 Other approach                   -    

8 Securitization exposures                   -    

9 Total           62,363  
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

aa. Table IRRBBA: Interest rate risk in banking book – risk management objectives and policies 

Interest Rate Risk in Banking Book (“IRRBB”) refers to the risk to both the earnings and the economic value of the Bank 

arising from adverse movements in interest rates that affects the banking book positions of the Bank. The Bank’s interest 

rate exposures in the banking book may arise from deposit-taking, lending and treasury activities. The major types of 

interest rate risk could be broadly divided into gap risk, basis risk and option risk. 

The Bank has established interest rate risk in banking book policy that outlines the interest risk management framework 

in banking book according to the IRRBB risk appetite defined by the Board and to comply with the regulatory 

requirements including but not limited to HKMA’s SPM “IR-1 Interest Rate Risk in the Banking Book”. The IRRBB 

management framework is to ensure that the Bank is not taking excessive IRRBB exposures which can pose a significant 

threat to the Bank’s earnings and capital adequacy. 

In accordance with the Bank’s corporate governance principles, the Board is ultimately responsible for overseeing the 

IRRBB in the Bank. RC under the Board provides an independent oversight and guidance to the Board on IRRBB issues. 

Under leadership of CE, EXCO is a senior management committee for formulating and recommending the Board and 

RC to approve the IRRBB risk management principles, policies and frameworks. 

As authorized by EXCO, ALCO is the primary committee in managing the IRRBB profile in the Bank. Under the 

guidance of ALCO, Treasury is primary responsible for managing overall IRRBB exposures for the Bank on a day-to-

day basis. RMD coordinates with Treasury and other business units to help ensure a consistent and comprehensive 

framework for managing IRRBB exposures across the Bank. Finance is responsible for preparation and submission of 

the regulatory reports. Audit department is responsible for testing the effectiveness of the IRRBB risk management 

framework and system. 

The Bank measures and monitors IRRBB exposures from both the earnings and economic value perspective with two 

key risk control metrics, namely EVE decline (“∆EVE”) and NII sensitivity (“∆NII”). The two metrics are calculated in 

accordance with the standardised framework as set out in the HKMA SPM IR-1. The risk limits and triggers are setup 

based on these two measurement metrics. To supplement with EVE decline and NII sensitivity, the Bank has setup interest 

rate sensitivity limits using the Present Value of a Basis Point (“PVBP”). The PVBP measures the sensitivity of the net 

present value of banking book towards movements of interest rate by one basis point. The key IRRBB risk metrics are 

reported to different committees such as ALCO and RC on a periodic basis. For ∆EVE and ∆NII monitoring, they are 

calculated on a monthly basis. For PVBP measurement, it is calculated and monitored on a daily basis. 

To hedge the IRRBB exposures, actions like market operations or balance sheet restructuring could be potential risk 

mitigations and when necessary, the mitigations will be discussed in ALCO with advice from various relevant units like 

RMD and Treasury for endorsement.  

The Bank adopts stress testing techniques to regularly assess the vulnerability to losses due to interest rate change in the 

six prescribed standard interest rate stress scenarios defined in the HKMA SPM IR-1. 

Key modelling and parametric assumptions used in calculating ∆EVE and ∆NII includes: 

(i) for ∆EVE, cash flows including commercial margins and spread components are discounted using risk-free 

rate; 

(ii) no prepayment or early redemption risk is assumed since the Bank only launch its business in 2020 Q4 and 

more historical data need to be accumulated in order to conduct meaningful customers’ behaviour analysis; 

(iii) ∆EVE and ∆NII are aggregated results of all currencies and not only significant currencies. 

There are no difference in the assumptions applied in internal monitoring and regulatory reporting. 

The average and longest repricing maturity for Non-Maturity Deposits in 2020 was 1 day. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

bb. Template IRRBB1: Quantitative information on interest rate risk in banking book 

HKD'000 ΔEVE ΔNII 

  Period 31 December 2020 31 December 2019(1) 31 December 2020 31 December 2019(1) 

1 Parallel up 147  N/A  (11,246)  N/A  

2 Parallel down 71  N/A  11,246  N/A  

3 Steepener 38  N/A      

4 Flattener 160  N/A      

5 Short rate up 198  N/A      

6 Short rate down 69  N/A      

7 Maximum 198  N/A  11,246  N/A  

  Period 31 December 2020 31 December 2019(1) 

8 Tier 1 capital 536,014 N/A 

 

Note 1: There is no comparative information available prior to 31 December 2020. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

cc. International Claims 

International claims are on-balance sheet exposures of counterparties based on the location of the counterparties after 

taking into account any risk transfer. The risk transfers have been made if the claims are guaranteed by a party in a 

geographical area which is different from that of the counterparty or if the claims are on an overseas branch of a bank 

whose head office is located in another geographical area. 

 

   Non-bank private sector  

 Bank 
Official 

Sector 

Non-bank 

financial 

institutions 

Non- 

financial 

private 

sector 

Total 

December 31, 2020 HKD'000 HKD'000 HKD'000 HKD'000 HKD'000 
      

Developed Countries 

                   

97,157  

                           

-    

                      

-    

                           

-    

          

97,157  

Offshore Centres 

                 

309,695  

                 

107,674  

                      

-    

                   

34,243  

        

451,612  

   of which: Hong Kong 

                 

309,695  

                 

107,674  

                      

-    

                   

34,243  

        

451,612  

Developing Asia and Pacific 

                 

387,820  

                           

-    

                      

-    

                 

426,482  

        

814,302  

   of which: China 

                 

387,820  

                           

-    

                      

-    

                 

426,482  

        

814,302  

 

dd. Off-balance Sheet Exposures (other than derivative transactions) 

The Bank does not have off-balance sheet exposures as of 31 December 2020. 

 

ee. Loans and Advances to Banks 

No loans and advances to banks has been overdue as of 31 December 2020. No rescheduled loans and advances to banks 

as of 31 December 2020. 

 

ff. Other Assets 

No other assets has been overdue as of 31 December 2020. 

 

gg. Repossessed Assets 

The Bank does not hold any repossessed assets as of 31 December 2020. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

hh. Currency Risk 

The Bank is exposed to foreign exchange risk, primarily United States dollar (“USD”) and Chinese renminbi (“CNY”). 

The exposure is considered immaterial. 

The Bank’s exposure to foreign currency risk at the end of the reporting period, expressed in Hong Kong dollar, was as 

follows: 

CURRENCY RISK  CNY USD 
  HKD'000 HKD'000 
    

Spot Assets                       

81,096  

                     

53,918  

Spot Liabilities                      

(27,420) 

                    

(17,541) 

Forward Purchases                               

-    

                             

-    

Forward Sales                               

-    

                             

-    

Net long/(short) position 
                     

53,676  

                     

36,377  

Structural Positions                         

8,687  

                             

-    
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

ii. Mainland Activities 

The following illustrates the disclosure the Bank is required to make under the prevailing Return of Mainland Activities 

(MA(BS)20) in respect of its Non-bank Mainland China exposures. 

 As of 31 December 2020 

 On-balance sheet exposure  
Off-balance sheet 

exposure 
Total 

Type of counterparties HKD’000 HKD’000 HKD’000 

    

1. Central government, central 

government-owned entities and their 

subsidiaries and joint ventures 
                                        -    

                                        

-                               -    

2. Local governments, local 

government-owned entities and their 

subsidiaries and joint ventures                                         -    

                                        

-                               -    

3. PRC nationals residing in Mainland 

China or other entities incorporated in 

Mainland China and their subsidiaries 

and joint ventures                                    8,687  

                                        

-    

                     

8,687  

4. Other entities of central government 

not reported in item 1 above                                         -    

                                        

-                               -    

5. Other entities of local governments 

not reported in item 2 above                                         -    

                                        

-                               -    

6. PRC nationals residing outside 

Mainland China or entities 

incorporated outside Mainland China 

where the credit is granted for use in 

Mainland China 
                                        -    

                                        

-                               -    

7. Other counterparties where the 

exposures are considered by the 

reporting institution to be non-bank 

Mainland China exposures                                         -    

                                        

-                               -    
 

   

Total 
                                   8,687  

                                        

-    

                     

8,687  

 

jj. Assets under security 

The Bank does not have any secured liabilities and assets used as security as of 31 December 2020. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

kk. Table REMA: Remuneration Policy 

Disclosure of Remuneration Policy 

 

The Board has established a Nomination & Remuneration Committee (the “NRC”).  According to the Terms of Reference 

(“ToR”) of the NRC, it works as a preparatory committee for the Board and prepares the Board with respect to 

remuneration issues and monitors compliance with the Remuneration Policy.  The Board has delegated responsibility to 

the NRC to oversee the design and operation of the Bank’s remuneration system.  The Committee shall consist of two 

Independent Non-Executive Directors of the Bank (each an "INED") and one Non-Executive Director (“NED”) appointed 

by the Board.  As of 31 December 2020, there are four members in the NRC and three of them were Independent Non-

Executive Directors.  The NRC was chaired by Mr. Karl MA Chi-kong, the Independent Non-Executive Director of the 

Bank.  The other members were Charles CHAN Sheung-wai (INED), XIAO Sui-ning (INED) and Jimmy LAI Chi-ming. 

 

The NRC shall meet at least once every quarter, and shall present a report on its activities to the Board.  In 2020, the 

NRC met four times. 

 

The NRC is independent of management and the main responsibilities of the NRC include but not limited to: 

a) consider remuneration matters for the Bank in the context of the Bank’s remuneration policy and to provide 

advice to the Board on the remuneration policy and structure relevant to the Bank and, in particular, its 

Directors, senior executives, key personnel based on the regulatory context as well as the financial and future 

prospects and market conditions; 

b) review and propose for the Board’s approval the specific remuneration packages (including but not limited to 

compensation plan with specific goal achievements and a breakdown of each remuneration package) of all 

Executive Directors, senior executives and key personnel, including benefits in kind, pension rights and 

compensation payments, and in so doing, the Committee should ensure that remuneration for employees in 

risk management and compliance functions is determined independently of other business areas. The 

Committee should consider factors such as salaries paid by comparable companies, time commitment and 

responsibilities of the Executive Directors, senior executives and key personnel, employment conditions and 

desirability of performance-based remuneration.  The Committee should also evaluate any practices by which 

remuneration is paid in respect of potential future revenues whose timing and likelihood remain uncertain; 

c) review performance-based remuneration by reference to corporate goals and objectives resolved by the Board 

from time to time, and consider the relevant issues, if any, and proposals relevant to the Bank so as to complete 

the annual pay review process of the Bank; 

d) ensure that no Director or senior executives or key personnel or any of his/her associates is involved in deciding 

his/her own remuneration; 

e) review and propose for the Board’s approval the compensation payable to Executive Directors, senior 

executives and key personnel, in connection with any loss or termination of office or appointment, and 

compensation arrangements relating to dismissal or removal for misconduct, to ensure that such compensation 

or arrangements are consistent with contractual terms and that any such compensation is otherwise fair and 

not excessive, and any such arrangements are otherwise reasonable and appropriate; 

f) review and approve any statement required by the Bank’s regulators from the Committee on the Bank’s 

remuneration policy; 

g) review and endorse the content of the remuneration report (if any) in the annual report and accounts for 

submission to the Board as a whole; 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

kk. Table REMA: Remuneration Policy (continued) 

 

h) ensure that a regular (at least annually) review of the Bank’s remuneration system and its operation, either 

internally conducted or externally commissioned, is carried out independently of the senior executives and the 

result is submitted to the relevant regulators. Such review should include an assessment of the extent to which 

the remuneration system is consistent with the guidance issued by the relevant regulators; 

i) periodically review (at least annually), independently of the senior executives, the adequacy and effectiveness 

of the Bank’s remuneration policy and its implementation, to ensure that the operation of the remuneration 

system is consistent with the intended purposes and the Bank’s long-term interests. The internal audit function 

of the Bank and other relevant committees of the Board (e.g. Risk Committee, and Audit Committee) should 

provide support to the Committee in the review process and report any material weaknesses which are 

identified; 

 

The Human Resources and Administration Department develops the Remuneration Policy which is based on the sound 

remuneration principles and practices applied by the Bank and in accordance with HKMA Supervisory Policy Manual; 

and related practices based on pay trends and pay levels in the comparable market, and the NRC reviews and makes 

recommendation in respect of the Policy to the Board for approval.  The policy reflects the Bank’s objectives for good 

corporate governance as well as sustained and long-term values for shareholders. In addition, it ensures that the Bank is 

able to attract, develop and retain high-performing and motivated employees in a competitive international market; 

a) employees are offered a competitive and market aligned remuneration package; 

b) employees feel encouraged to create sustainable results with the alignment of interests among our customers 

and shareholders; 

c) the Bank’s remuneration system is consistent with and promotes effective risk management and creates 

incentives towards appropriate risk-taking under the regulations made by relevant parties (eg. Hong Kong SAR 

government and Hong Kong Monetary Authority etc.) 

 

The Policy applies to all permanent employees, Independent Non-Executive Directors of the Board, as well as secondees 

who are seconded from the Bank’s shareholders. For avoidance of any doubt, contractual, interns and part time staff who 

are not identified as Senior Manager, Key Personnel, Material Risk Taker and Risk Control Function under the definition 

of section 8 of this Policy are not covered by this policy, their remuneration package will be decided by the CHRO, 

Department Head and Chief Executive. 

 

The Bank defines Senior Management (“SM”) are those who are responsible for oversight the Bank’s strategy or activities 

or those of the Bank’s material business lines (including, but not limited to, executive directors, the chief executive, and 

other senior executives) whose employee’s Band should be Band 1 or Band 2 of the Bank.  Key Personnel (“KP”) are 

those employees whose duties or activities in the course of their employment involving the assumption of material risk 

or the taking on of material exposures on behalf of the Bank (for example, proprietary traders and dealers who are in a 

position to take on material exposures). 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

kk. Table REMA: Remuneration Policy (continued) 

General Principles 

 

The Bank has set out compensation philosophy of the Policy as follows: 

a) “Tech for Good, Infinity for You” is the Bank’s corporate Mission and Vision, it means the Bank utilizes the 

combination of Financial and Technology to build up a platform with “Good” and continuously bringing 

infinite values to the employees, customers, shareholders, as well as the community and the society. Our ability 

to attract, retain, reward and motivate talented individuals is critical for achieving our strategic goals and long-

term success. The Policy must be aligned with Bank’s business strategy, market dynamics of virtual banks and 

traditional banks, internal characteristics and complexities within the Bank.  The ultimate goal is to provide a 

fair and transparent structure that helps to retain and acquire a diverse talent pool which are critical to building 

competitive advantages and brand equity. 

b) The remuneration system should also take into account the factors like roles, skills / competencies, experience 

and grade / seniority to differentiate pay appropriately on the basis of contribution, personal ability, skills and 

availability of talent on account of competitive market forces. 

 

Remuneration Structure 

 

The Bank’s remuneration package comprises fixed remuneration and variable remuneration to motivate, reward and 

retain both high individual contribution and sound team performance.  The proportion and amount of fixed and variable 

remuneration shall vary according to employees’ seniority, roles and responsibilities within the Bank as well as the 

Bank’s past year’s performance, coming year’s prospect and the risks associated.   

 

Fixed remuneration refers to basic salary, the year-end double pay, and other fixed income while variable remuneration 

refers to discretionary bonus and other variable income.  The remuneration packages are determined by taking into 

consideration the evaluation of the job’s responsibilities and contribution, the market pay levels for benchmark positions, 

and employee’s performance.    

 

Employees’ Performance Measurements and the Award of Variable Remuneration 

 

The Bank uses a comprehensive performance measurement framework that incorporate both financial and non-financial 

performance in determining the size and allocation of variable remuneration.  The financial factors link the variable 

remuneration to the revenue, profits, costs, number of customers and other performance measures of the Bank as a whole, 

and the contribution of business units or departments and an individual employee to the Bank.  The non-financial factors 

capture the performance on qualitative aspects such as the compliance with risk management policies, adherence to legal, 

regulatory and ethical standards, customer satisfaction and effectiveness and efficiency of supporting operations.  Given 

the importance in both financial achievements and non-financial factors, poor performance will result in reduction of or 

elimination to the variable remuneration.  Adverse performance in non-financial factors will override outstanding 

financial achievement, and thus, the employee’s performance can be assessed comprehensively. 

 

The performance-based remuneration motivates employees to drive the right behavior and better performance at work. 

Expectations on the performance at the Bank, business unit and individual levels would be clearly set to ensure the 

effectiveness.  Performance-based remuneration is awarded in a manner which promotes sound risk management, include 

exposit risk adjustments and does not induce excessive risk-taking.  In order to protect the Bank from avoiding some 

risks which may need to take more than a year to be discovered, deferral and clawback mechanism would be applied for 

the Performance-based Remuneration to Senior Management, Key Personnel, Material Risk Taker and Risk Control 

Function. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

kk. Table REMA: Remuneration Policy (continued) 

Deferral Arrangements 

 

When the amount of variable remuneration payout exceeds a predetermined percentage or amount of the annual fixed 

remuneration of the employee, a determent period of 3 years will be imposed in order to align the incentive awards to be 

granted to an individual employee with the long-term value creation and the time horizons of risk.   

 

Subject to the decision of the NRC in accordance with the remuneration guidelines, the deferred remuneration will be 

forfeited and/or clawed back when it is later established that the data on which the performance measurement for a 

particular year was based is subsequently proven to have been manifestly misstated, or it is later established that the 

employee concerned has committed fraud or other malfeasance, or violated any legislation, code or internal control 

policies of the Bank; or there has been a significant downward restatement of the financial performance of the Bank; or 

the employment of the employee is terminated.   

 

The award of variable remuneration to the senior management, key personnel and risk taking employees is subject to the 

aforesaid deferral mechanism which will be reviewed by the NRC at least annually and subject to change when necessary. 

 

On-going Monitoring of the Remuneration System 

 

The Board holds the ultimate responsibility for the Policy adoption and correct implementation.  The NRC conducts 

review on the Policy and its implementation on an annual basis or when necessary to ensure that the Policy remains 

adequate and effective.  Remuneration review is submitted to the Board of the Bank by the NRC for approval each year.  

The NRC of the Bank also works closely with the Audit Committee, Risk Committee and other dedicated committees 

and departments to review if there are any material non-compliance issues in relation to internal policy and statutory 

requirements and make adjustments to payments of remuneration whenever necessary, and decide upon the appraisal 

system which fairly measures the performance of each key personnel, and make changes to the system when necessary 

to meet the changing needs of the Bank.  Regular compliance monitoring is imposed to review the management and 

operation of the remuneration system.  Internal Audit would provide assistance in such review process, and the NRC 

would also engage external independent consultants to assist in the review if deemed necessary.   

 

An annual review of the remuneration system and the Remuneration Policy of the Bank was conducted by the NRC in 

March 2020.  The review concludes that the remuneration system and the Remuneration Policy are consistent with the 

principles set out in the Remuneration Guideline. 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

ll. Template REM1: Remuneration awarded during financial year 

The table below provides the quantitative information on remuneration for the Bank’s senior management and key 

personnel, split into fixed and variable remuneration.   

There was no variable remuneration in shares or share-linked instruments which had been granted for the year ended 31 

December 2020. 

HKD’000 

Remuneration amount and quantitative information Senior 

management 

Key personnel 

1 

Fixed 

remuneration 

Number of employees  7  5 

2 Total fixed remuneration  11,228  3,664 

3     Of which: cash-based  11,228  3,664 

4        Of which: deferred - - 

5 
    Of which: shares or other share-linked 

instruments 
 -  - 

6        Of which: deferred  -  - 

7     Of which: other forms  -  - 

8        Of which: deferred  -  - 

9 

Variable 

remuneration 

Number of employees  7  5 

10 Total variable remuneration  1,303  483 

11    Of which: cash-based  1,303  483 

12       Of which: deferred  -  - 

13 
   Of which: shares or other share-linked 

instruments 
 -  - 

14       Of which: deferred  -  - 

15    Of which: other forms  -  - 

16       Of which: deferred  -  - 

17 Total remuneration  12,531  4,147 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

mm. Template REM2: Special payments  

No senior management or key personnel had been awarded new sign-on awards or severance payments or paid guaranteed 

bonuses shows in the table below. 

 

  HKD’000 Guaranteed bonuses Sign-on awards Severance payments 

Special payments 
Number of 

employee 

Total 

amount 

Number of 

employee 

Total 

amount 

Number of 

employee 

Total 

amount 

1 
Senior 

management 
 -  - - -  - - 

2 Key personnel  - -  -  - -  - 
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1. PILLAR 3 DISCLOSURE (CONTINUED) 

 

nn. Template REM3: Deferred Remuneration 

There were no deferred remuneration awarded, paid out and reduced through performance adjustments for the year ended 

31 December 2020 and there was no outstanding deferred remuneration to senior management and key personnel as at 

31 December 2020. 

 

HKD ‘000 

Deferred and 

retained 

remuneration 

Total amount of 

outstanding 

deferred 

remuneration 

Of which: Total 

amount of 

outstanding 

deferred and 

retained 

remuneration 

exposed to ex post 

explicit and/or 

implicit 

adjustment 

Total amount 

of amendment 

during the 

year due to ex 

post explicit 

adjustments 

Total amount of 

amendment 

during the year 

due to ex post 

implicit 

adjustments 

Total amount 

of deferred 

remuneration 

paid out in the 

financial year 

1 
Senior 

management 
 - - - - - 

2 Cash  -  - -  - - 

3 Shares  -  -  -  -  - 

4 
Cash-linked 

instruments 
 -  -  -  -  - 

5 Other  - -  - -  - 

6 Key personnel  -  -  -  -  - 

7 Cash  -  - -  - - 

8 Shares  -  -  -  -  - 

9 
Cash-linked 

instruments 
 -  -  -  -  - 

10 Other  -  -  -  -  - 

11 Total  - -  - -  - 
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Glossary  

Abbreviations Descriptions 

BSC Basic Approach    

CCR Counterparty Credit Risk   

CCF Credit Conversion Factor 

CET1 Common Equity Tier 1  

CFR Core Funding Ratio   

CVA Credit Valuation Adjustment   

D-SIB Domestic Systemically Important Banks  

FBA Fall-Back Approach    

G-SIB Global Systemically Important Banks  

HQLA High Quality Liquid Assets  

IAA Internal Assessment Approach   

IMM Internal Models Method   

IRB Internal Ratings-Based    

JCCyB Jurisdiction Countercyclical Buffer 

LCR Liquidity Coverage Ratio   

LMR Liquidity Maintenance Ratio   

LR Leverage Ratio    

LTA Look-through Approach    

MBA Mandate-Based Approach    

NSFR Net Stable Funding Ratio  

SA-CCR Standardized Approach (Counterparty Credit Risk) 

SEC-ERBA Securitization External Ratings-Based Approach  

SEC-FBA Securitization Fall-Back Approach   

SEC-IRBA Securitization Internal Ratings-Based Approach  

SEC-SA Securitization Standardized Approach   

SFT Securities Financing Transaction   

STC Standardized (Credit Risk)   

STM Standardized (Market Risk)   

 


