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To the Sole Member of The Hong Kong Mortgage Corporation
Limited

(incorporated in Hong Kong with limited liability)
Opinion
What we have audited

The consolidated financial statements of The Hong Kong Mortgage
Corporation Limited (the “Company”) and its subsidiaries (the “Group”)
set out on pages 117 to 232, which comprise:

o the consolidated statement of financial position as at 31 December
2020;

o the consolidated income statement for the year then ended;

o the consolidated statement of comprehensive income for the year
then ended;

] the consolidated statement of changes in equity for the year then
ended,

o the consolidated statement of cash flows for the year then ended;
and

o the notes to the consolidated financial statements, which include
a summary of significant accounting policies.

Our opinion

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

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on
Auditing ("HKSAS") issued by the HKICPA. Our responsibilities under
those standards are further described in the Auditor’'s Responsibilities
for the Audit of the Consolidated Financial Statements section of our
report.
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We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA's
Code of Ethics for Professional Accountants (“the Code”), and we have
fulfilled our other ethical responsibilities in accordance with the Code.

Key Audit Matters

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

Key audit matters identified in our audit are summarised as follows:
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Key Audit Matter

Impairment allowances on loan portfolios
Measurement of insurance contract liabilities

100% Guarantee Product under the SME Financing Guarantee
Scheme (“100% SFGS")

BB NAEERRETEE
How our audit addressed the Key Audit Matter

ERESHRERE
Impairment allowances on loan portfolios
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Refer to note 18 to the consolidated financial
Statements.
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As at 31 December 2020, the Group recorded
loan impairment allowances of HK$2,456,000
relating to the gross mortgage loan portfolio of
HK$4,093,019,000 and the gross non-mortgage loan
portfolio of HK$2,966,316,000 (2019: HK$1,588,000,
HK$4,910,217,000 and HK$2,019,416,000 respectively).

BAAEREHRERAES B EERB R E A ELNER
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Our audit procedures in relation to management’s ECL
assessment on the loan portfolios included the following:

o  THEMLIEFGERNEREEBEBRNARERE

Understanding and evaluating the internal controls
relating to the measurement of ECL;

o HEREMEMMGEERZMER AR

Testing of the controls that management has established
over the valuation of collateral;
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BENETNAEERARETSE
How our audit addressed the Key Audit Matter
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Key Audit Matter
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The Group built an expected credit losses (“ECL")
model for estimating impairment allowances
on its loan portfolio. The Group also established
governance process and controls for the
measurement of impairment allowances of the loan
portfolio.
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Impairment allowances on the loan portfolios
represent management'’s best estimate of the
expected losses within the loan portfolios as at the
balance sheet date. Allowances for impairment are
made for loans with significant increase in credit risk
since initial recognition and for loans that are credit
impaired with reference to the life time expected
credit losses. Allowances for impairment are made
for performing loans with reference to the 12-month
expected credit losses. These allowances are
based on reasonable and supportable information
about past events, current conditions and forecasts
of future events and economic conditions at the
reporting date.
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The audit focused on loan impairment allowances
because both the determination of the expected
impairment and the underlying calculations are
inherently subject to significant judgement by
management.
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Performing independent sample checking of the
collateral’s value to various external independent
valuation quotes to the extent available;
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For loans with significant increase in credit risk since
initial recognition and for loans that are credit impaired,
assessing a sample of these loans for timely identification
and for testing the corresponding impairment calculation,;
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Assessing the overall reasonableness of the ECL as at 31
December 2020.

BPAERERRAERRRENEREHE  ERSHEER
B o

We found that management’s judgements used in calculating
the expected impairment were supported by the evidence
obtained.

ﬁdF‘EJ?TEJE BERAAETERIINE
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We also found that the models and assumptions used in
calculating the impairment allowances on the loan portfolios
were supported by the available evidence.

108 The Hong Kong Mortgage Corporation Limited Annual Report 2020



BEEEE
Key Audit Matter

BEMETNAEERARETSE
How our audit addressed the Key Audit Matter

REEENTE
Measurement of insurance liabilities
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Refer to note 26 to the consolidated financial
statements.
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HKMC Annuity Limited (a wholly-owned subsidiary of
the Company) has launched the HKMC Annuity Plan
(the “Plan”) in July 2018 and it has issued insurance
contracts with premiums amounting to HK$2,538
million for the year ended 31 December 2020 (2019:
HK$1,631 million). The issuance of the policies
under the Plan has given rise to the recognition of
insurance contract liabilities on the consolidated
statement of financial position of the Group based on
HKFRS 4 “Insurance Contracts” and the Hong Kong
insurance regulatory requirements. The liabilities
recognised amounted to HK$8,138 million (2019:
HK$5,027 million), being approximately 10% of the
total consolidated liabilities of the Group as at 31
December 2020 (2019: 10%).

Bt R G VB BN EMERNETEF2E THEE -
Our audit procedures in relation to the measurement of
insurance contract liabilities included the following:

o HMAASREBRENABHKERERENANIBES
Evaluating the internal controls over the actuarial process
of the valuation of life insurance contract liabilities.

EZ&&W%LEu+Eﬂi$7I%PﬁF§§P%<E’J/,\T BAHRRE
WABETTATRER

With the involvement of our PwC actuarial experts, we have
carried out the following procedures in relation to the insurance
contract liabilities:

o EF AN A ERERE B ARBETEXK
Assessing the appropriateness of the methodologies

adopted against the Hong Kong insurance regulatory
requirements;
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BEETEE
Key Audit Matter

BENETNAEERARETSE
How our audit addressed the Key Audit Matter
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The valuation of insurance contract liabilities requires
the use of appropriate actuarial methodologies, and
also various investments return and operational
assumptions that are subject to a high degree
of management'’s judgement. Therefore, this is
identified as a key audit matter in our audit. There
are inherent uncertainties in the estimation of
future policyholder benefits as at the balance sheet
date. The key assumptions used in measuring the
insurance contract liabilities related to the Plan
include valuation interest rates and mortality rates.

e FEMEANEIZER(BRBENXIIECR)NAE
- AREEEBMIEABARE &

Assessing the reasonableness of the key assumptions
used including the valuation interest rate and mortality
rates, and management’s rationale for the judgment
applied; and

s  HARRAKWAEEBRRENAEME -

Evaluating the overall reasonableness of the insurance
contract liabilities.

REBECEROTHE  RABSRBREVBEGEMANIER
BETEEYBRE -

Based on the work performed, we considered the key
assumptions and methodologies appropriate for the valuation
of the insurance contract liabilities.
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BEMETNAEERARETSE
How our audit addressed the Key Audit Matter
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100% Guarantee Product under the SME
Financing Guarantee Scheme (“100% SFGS")

SEHNEAM BRI AM T4 RMFE7 -

Refer to note 4 and note 17 to the consolidated
financial statements.
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During the year, the Group introduced the 100%
SFGS. Under this scheme, eligible loans originated
by the participating lenders are sold to the Group,
and The Government of Hong Kong Special
Administrative Region (the “Government”) provides
a financial guarantee to the Group on these loans.
The participating lenders continue to provide loan
servicing services. The net amount of interest
received from these loans less the relevant costs
incurred by the Group in operating the 100% SFGS
would be passed to the Government.

R-FB_ZFF+_A=1t—H BoBEHINERE
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As at 31 December 2020, the carrying amount of
these loans under the 100% SFGS amounted to
HK$36,085 million, representing 37% of the total
assets of the Group. The loans are measured at
amortised cost under Hong Kong Financial Reporting
Standard 9 Financial Instruments (‘HKFRS 9”).

RHEEEEREBEEEVHRELAA A D BP/NMEREER
EEH et RENGEEN  RACEN SE5EHAZ2HR
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PEBEBERRABATRZGEEUANTA S RENTEE
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For the purpose of our evaluation of the appropriateness of
management’s assessment of the accounting treatments of the
100% SFGS under the HKFRS, we have reviewed the relevant
contracts entered into between the Group and the participating
lenders and between the Group and the Government, analysed
the transaction structures and the terms and conditions of
these contracts, discussed the 100% SFGS with management to
understand the substance of the transactions as well as their
bases of assessment on the accounting treatments applied.

BZMEFHEEERBE AR N ERERRISNGTRE
HA @

We have evaluated management’'s assessment of the
accounting treatment of the 100% SFGS, including:

s HEFZEANZHLYEEY BEENEEKESHBN
MRBUIERZEERNEE S - AEME - HMEE
B ERERECEHKKRNZFERRERENS HER
BE 3 SEERTHRBUIRESRENAOENE
EWEERLERNBER T ERERNBAELREREN
BHEE-

o The appropriateness that the arrangement with the
Government did not cause the Group to de-recognise the
loans from its consolidated statement of financial position.
Specifically, we have considered whether the Group has
transferred the contractual rights to receive the cash
flows of the loans, or whether the Group retained the
contractual rights to receive the cash flows but assumed
a contractual obligation to remit the cash flows to the
Government without material delay.
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BEETEE
Key Audit Matter

BENETNAEERARETSE
How our audit addressed the Key Audit Matter
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Management has formulated the accounting
treatment of the 100% SFGS, which has involved a
number of complex accounting considerations that
required judgments, namely:

s RARZFERBTZMENZHMmE LERARS
HEEEREEEENEN

o Whether the loans purchased from the
participating lenders should be de-recognised
as a result of the arrangement with the
Government;

e REXSRER TEEKL2ERTHE B
SEZHENAOERBFE BEREZEHNAH
—HER R

o Whether the contracts between the
participating banks and the Group and the
contract between the Government and the
Group should be considered together in the
determination of accounting treatments; and

s REHFMANHAIRERD [ERAXNFE
RFE]-

o Whether the contractual cash flow of the loans
represent “solely payments of the principal and
interest” (“SPPI").

BARBLASARESZER  REAHEESHAZER
ENEMEE MATEEBHENREEARYE B
SEGAMBHRTZENERN -

We considered this as a key audit matter because
of its complexity of accounting considerations,
the extent of management judgments required,
and the significance of the impacts on the Group'’s
consolidated financial statements.
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o The appropriateness that the contracts between the
participating banks and the Group in respect of the sales
of loans to the Group and the contract between the
Government and the Group in respect of the financial
guarantee provided to the Group are considered together
in the determination of accounting treatments under
HKFRS. Specifically, we have analysed the key terms and
conditions of these contracts and the substance of the
transactions on a collective basis.

s  FRFERDBREBBYBIMEERISE 9RIA T REHK
AFERANEEE - AEME - HAEFEEORS
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. The appropriateness of the classification of the loans into
the amortised cost measurement model under HKFRS 9.
Specifically, we have assessed whether the contractual
cash flows are SPPI and are consistent with a basic
lending arrangement, any modification of time value of
money, and other factors.

REZMESZROTE  RARREEERB2 BT NERE
ERFTENSHRENGHAEE ESERE_T_TF1_—
A=t—BLEENGFAMBBRMEBEE -

Based on our work performed, we considered management’s
assessment of the accounting treatment in respect of the 100%
SFGS to be appropriate for the purpose of the preparation of
the consolidated financial statements of the Group for the year
ended 31 December 2020.
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Other Information

The directors of the Company are responsible for the other information.
The other information comprises all of the information included in the
annual report, other than the consolidated financial statements and our
auditor’s report thereon.

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

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

If, based on the work we have performed, we conclude that there is
a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

Responsibilities of Directors and the Audit
Committee for the Consolidated Financial
Statements

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

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

The Audit Committee is responsible for overseeing the Group'’s financial
reporting process.
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Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the
consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. We report our opinion solely to you, as
a body, in accordance with Section 405 of the Hong Kong Companies
Ordinance and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this
report. Reasonable assurance is a high level of assurance, but is not
a guarantee that an audit conducted in accordance with HKSAs will
always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these consolidated
financial statements.

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

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

o Obtain an understanding of internal control relevant to the audit
in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Group's internal control.

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

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

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

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

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

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

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 12 May 2021
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