ANNUAL REPORT ##

2018




Established in March 1997, The Hong Kong
Mortgage Corporation Limited is wholly owned

by the Hong Kong Special Administrative Region

Government through the Exchange Fund. It

has three wholly-owned subsidiaries, HKMC

Insurance Limited, HKMC Annuity Limited and

HKMC Mortgage Management Limited.

Missions

To promote:
stability of the banking sector
wider home ownership
development of the local debt market

. . development of retirement planning market
Credit Ratings

S&P Moody's
Short-term  Long-term  Short-term  Long-term

Local Currency A1+ AA+ (Stable) P-1 Aa2 (Stable)

Foreign Currency A-1+ AA+ (Stable) P-1 Aa2 (Stable)

Contents
Financial Highlights 48 Financial Review
3 Chairman'’s Statement 53 Risk Management
7 Organisation Structure 65 Corporate Governance Report
11 Board of Directors 136 Directors’ Report
13 Highlights of the Year 152 Independent Auditor’s Report
29 Corporate Social Responsibility 160 Consolidated Financial Statements

34 Business Review 283 Abbreviations used in this Report



Financial Highlights

2018 2017 2016
HK$'000 HK$'000 HK$'000

FOR THE YEAR

Net interest income 536,209 507,578 490,642
Profit attributable to shareholders 126,558+ 806,395 603,984
Loan purchases 287,705 315,793 205,771
Debts issuance’ 12,424,465 17,856,470 16,175,123

Net premiums written

— General insurance businesses 565,739 417,076 367,562

— Annuity business 2,780,240 n.a. n.a.

Loan portfolio, net 6,442,064 7,829,441 9,533,961
Debt securities issued 37,292,877 34,840,706 34,233,467
Risk-in-force

— Mortgage insurance? 19,723,956 17,588,701 14,104,839
— Reverse mortgage insurance? 9,644,152 6,875,721 4,315,944

OTHER STATISTICS

Net interest margin 1.1% 1.1% 1.0%
Capital adequacy ratio 26.8% 21.0% 21.3%
Cost-to-income ratio 86.0%* 26.8% 30.8%
Return on shareholders’ equity 0.9%* 8.6% 6.8%

For debts with tenor of one year or above.

The risk-in-force excludes exposure that has been covered by quota-share reinsurance arrangement.

The risk-in-force includes the outstanding balance and undrawn commitment of a reverse mortgage loan. Undrawn commitment refers to the amount of
expected future payout to the borrower based on the payment term.

For comparison purposes, the adjusted attributable profit to shareholders, return on shareholders’ equity and cost-to-income ratio for 2018 would be HK$515
million, 5.1% and 36.7% respectively after excluding an accounting loss made by the HKMC Annuity Limited, a wholly-owned subsidiary of the HKMC, for
maintaining prudent statutory reserves based on actuarial assumptions for the annuity business.
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Chairman’s Statement

Embarking on new businesses in
furtherance of core missions and
social objectives.

Chan Mo-po, Paul

Chairman

Global economic growth continued into 2018 but started
to lose momentum in the second half of the year. The
trade conflict between the U.S. and China weighed on
economic sentiments around the world, and its impacts
on international trade flows and investment activities
were increasingly felt. Against this backdrop, global
market volatility was heightened along with ongoing
monetary policy normalisation in the U.S. as well as across
other major economies. Growth momentum in many
Asian economies slowed in the second half of the year, as
the impact of moderating global economic growth and the
U.S.-China trade tension gradually surfaced.

In Hong Kong, despite that our economy decelerated
visibly in the second half of the year, we still managed to
record another year of above-trend growth for 2018 as a
whole. Following a moderate local interest rate hike and
the HKSAR Government’s announcement of numerous
initiatives and policies to increase land and housing
supply, the buoyant residential property market in Hong
Kong consolidated somewhat towards the year end.

Purchase of Mortgage Assets

The Group purchased mortgage assets of about HK$287.7
million in 2018 (2017: HK$316 million) as ample liquidity in
the banking system continued to dampen banks’ appetite
in offloading mortgage assets. In recognition of its pivotal
role to reinforce banking and financial stability of Hong
Kong, the Group stands ready to purchase mortgage loans
from the banking sector should the need arise.

Promoting Development of Debt Market

The Group has been playing a key role in promoting the
development of the local debt market. It has remained
a major and active corporate debt issuer in Hong Kong
for more than a decade. In 2018, the Group issued debt
securities in different currencies (with tenor of one year
or above) totalling around HK$12.4 billion to fulfil its
refinancing needs and support its business activities. The
Group also attained a credit rating of AA+ from Standard &
Poor's and Aa2 from Moody's, same as those of the HKSAR
Government.
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Chairman’s Statement

Supporting Home Ownership

The Mortgage Insurance Programme (MIP) is an integral
part of the property mortgage market in Hong Kong. Since
its inception in 1999, the MIP has been fostering wider
home ownership in Hong Kong in the pursuit of the Group’s
core missions by making home purchase more affordable
and accessible. The Group has thus far assisted more than
141,600 families to buy their own homes, demonstrating
immense popularity of the MIP. In 2018, demand for the
MIP remained steady and the total amount of mortgage
loans drawn down under the MIP was HK$32.5 billion (2017:
HK$32.3 billion).

Continuing Support for Small and Medium
Enterprises

Hong Kong is home to about 340,000 small and medium
enterprises (SMEs), constituting almost the entire
community of local enterprises. The HKSAR Government
remains committed to supporting SMEs by extending the
offering period for the 80% guarantee product of the SME
Financing Guarantee Scheme (SFGS) under the entrusted
operation of the Group. The SFGS provides a useful platform
to help SMEs obtain bank financing in order to grasp
economic opportunities and boost their competitiveness.
During the year, the Group maintained close and fruitful
communication with participating banks, SME associations
as well as commerce and industry chambers to enhance
public awareness and understanding of the SFGS. As at the
end of 2018, the Group has approved more than 14,500
applications for a total loan amount of about HK$58.5 billion,
and more than 8,500 local SMEs with more than 224,700
employees have benefitted from the SFGS so far.

Providing Homeowners with More
Retirement Financing Options

The Group launched its Reverse Mortgage Programme
(RMP) in 2011 to provide homeowners with a new financial
planning option to secure a stream of steady cash flow
on retirement. The RMP was extended in October 2016 to
cover subsidised sale flats with unpaid land premium under
most of the subsidised housing schemes of the Hong Kong
Housing Authority and of the Hong Kong Housing Society.
With the successful implementation of the Group’s ongoing
and focused educational initiatives, market receptiveness of
the RMP has grown continuously. The business recorded a
solid growth in the number of applications received in 2018
by 7.5% as compared to 2017. In the light of stronger public
awareness of retirement planning, the Group will continue
to deliver on its mission and promote the development of
retirement planning market to cater for the needs of retirees
and the public.

Facilitating Better Retirement Planning

A better retirement planning is of utmost importance to
sustaining the quality of living after retirement. To provide an
alternative retirement financial solution, the Group ventured
into a new business initiative and launched the HKMC
Annuity Plan (Plan) in July 2018 with the aim of facilitating
retirement planning and promoting the development of
the local annuity market. The Plan helps the elderly turn
their lump sum cash into a stream of fixed monthly income
for life. Stimulated by the inaugural launch of the Plan, the
local annuity market saw a rapid growth for the year. In
response to market feedback, the second launch took place
in December with enhancements to the Plan offering greater
financial protection, more flexible product features as well as
an open application period to allow policy purchase at any
time. By the end of the year, a total of 5,422 policies were
issued under the Plan with a total premium receipt of around
HK$2.8 billion and an average premium receipt of around
HK$513,000 for each policy.
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Chairman’s Statement

Financial Performance for 2018

Profit attributable to shareholders technically dropped to
HK$127 million (2017: HK$806 million), mainly reflecting the
accounting loss due to the Group’s new annuity business
for maintaining prudent statutory reserves, the absence
in 2018 of a non-recurring investment disposal gain for
2017, and resources utilised for supporting certain policy
initiatives of the HKSAR Government. Notwithstanding
its reported accounting loss, the embedded value of the
annuity business was about HK$5.2 billion, indicating that
the business should be profitable in the long term.

The capital adequacy ratio stood solid at 26.8% (2017: 21%)
SO as to preserve capital for business development. The
respective solvency ratios of the Group's two insurance
subsidiaries were about 42 times for general insurance
business and 34 times for annuity business, each well above
the relevant minimum regulatory requirements.

Outlook for 2019

Looking ahead, the global financial markets will be subject
to considerable uncertainties arising from moderating global
economic growth, the U.S.-China trade conflict and other
macroeconomic and geopolitical factors. While the Federal
Reserve suggested in March that it would slow down the

pace of interest rate adjustment and end balance sheet run-
off in September, the future course of U.S. interest rates
would still be data-dependant and remain uncertain. Market
expectations may vary with the economic environment,
resulting in greater fluctuations in the global financial
markets. The uncertain global economic outlook will restrain
Hong Kong's economic performance, and the local financial
and assets markets will also be subject to risk of fluctuations.
The Group will conduct new and existing businesses
prudently in furtherance of its core missions and social
objectives.

Finally, I would like to express my heartfelt gratitude to
fellow Board Directors, the Management and staff for their
dedicated work and tremendous support.

Chan Mo-po, Paul
Chairman
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Organisation Structure

The Hong Kong Mortgage
Corporation Limited

HKMC Annuity Limited

Long Term Insurance Business

Asset Purchase, Debt Issuance
and Microfinance

HKMC Insurance Limited

General Insurance Business

HKMC Mortgage
Management Limited

Loan Purchase, Origination and Servicing
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Organisational Structure
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HKMC Board

Board Committee

Audit

Committee

T
Executive Director Committee

Corporate Risk
Management
Committee

Infrastructure

Financing and

Securitisation
Investment
Committee

Management Committee

Asset and
Liability
Committee

Credit
Committee

Transaction
Approval
Committee

Operational
Risk
Committee

Longevity
Risk
Committee

IT Steering
Committee

Executive Director
and Chief Executive
Officer

Mr Raymond LI, s

Vice President
(Marketing and
Business Development)
Ms Angela LEUNG

Vice President
(Operations 1)
Ms Irene MOK

Vice President
(Operations 2)
Mr Joseph SETO

Senior Vice

President
(Operations)

Ms Tess LEUNG
(from 29 October 2018)

Senior Vice

President
(Infrastructure Financing
and Securitisation)

Mr Mike CHENG

(from 29 October 2018)

Head of
Infrastructure Risk
Infrastructure Financing

and Securitisation
Mr Francis OR
(from 21 March 2019)

Co-Head of
Infrastructure
Investment
Infrastructure Financing
and Securitisation
Mr Calvin TAN
(from 9 April 2018)

Co-Head of
Infrastructure
Investment
Infrastructure Financing

and Securitisation
Ms Susanna WONG
(from 9 November 2018)

Vice President
(Loan Administration)
Infrastructure Financing
and Securitisation
Mr Maurice YIP
(from 1 January 2019)

Senior Vice
President

(Finance)

Mr Raymond LIU

Vice President
(Information Technology)
Mr Alex LUK
(from 10 May 2018)

Financial Controller
(Financial Control)
Mr Tim PANG

Treasurer
(Treasury)
Mr Calvin TAM

Senior Vice

President
(Risk)

Mr Desmond CHENG

Vice President
(Pricing and
Quantitative Risk)
Mr Mickey CHAN

Vice President
(Risk Management)
Ms Kathleen YEUNG

General Counsel
Ms Feliciana CHEUNG

Counsel
Ms Celia CHAU

Counsel
Ms Grace LEE

Chief Compliance
Officer’
(Counsel)

Mr LIM Merng Phang

Counsel
Ms Ines WEI

Vice President
(Administration and
Human Resources)
Ms Joyce WONG

Reporting to the Chief Executive Officer through the General Counsel
Reporting to the Chief Executive Officer on daily administrative function
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Organisational Structure

HKMCI Board

Board Committee

Audit
Committee

Executive Director
and Chief Executive
Officer

Ms Tess LEUNG

Management Committee

Vice President

(Insurance Business
Operations)

Risk

Committee

Mr Maurice YIP

Vice President

(SME Financing Guarantee
Scheme Operations)

Ms Irene MOK

Internal Audit’

T Reporting to the Chief Executive Officer on daily administrative function
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Organisational Structure

HKMCA Board

Board Committee Board Committee

Audit Risk

Committee

Committee

Executive Director
and Chief Executive
Officer

Management Committee

Risk
Management
Management Tégam

Committee

Internal

Audit’

T Reporting to the Chief Executive Officer on daily administrative function
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Board of Directors

The Hon. Paul CHAN Mo-po, GBM, GBS, MH, JP Mr Norman T. L. CHAN, cBs, JP
Chairman and Executive Director Deputy Chairman and Executive Director
Financial Secretary Chief Executive

Hong Kong Monetary Authority

X iz h LW
Mr Eddie YUE Wai-man, Jp Mr Raymond LI Ling-cheung, Jp The Hon. Jeffrey LAM Kin-fung, cas,Jp The Hon. James Henry LAU Jr., Jp
Executive Director Executive Director and Non-Executive Director Non-Executive Director
Deputy Chief Executive Chief Executive Officer Member of Executive Council Secretary for Financial Services
Hong Kong Monetary Authority Senior Executive Director Member of Legislative Council and the Treasury
Hong Kong Monetary Authority Managing Director (appointed on 19 April 2018)

Forward Winsome Industries Limited

VAN ‘

The Hon. Frank CHAN Fan, Jp The Hon. Horace CHEUNG Kwok-kwan, » The Hon. Dennis KWOK Wing-hang Professor WONG Yuk-shan, sBs, BBS, JP
Non-Executive Director Non-Executive Director Non-Executive Director Non-Executive Director
Secretary for Transport and Housing  Member of Executive Council Member of Legislative Council President of The Open University
(appointed on 19 April 2018) Member of Legislative Council Barrister-at-law of Hong Kong

Member of Central and Western

District Council

Partner, Cheung & Yeung, Solicitors
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Board of Directors

Professor CHAN Ka-keung, 6Bs, JP Mr T. Brian STEVENSON, GBS, JP Mr Huen WONG, BBs, JP

Non-Executive Director Non-Executive Director Non-Executive Director

Adjunct Professor Principal (Hong Kong and

The Hong Kong University of Shanghai Offices)

Science and Technology Fried, Frank, Harris, Shriver &
Jacobson

Mr Leong CHEUNG Mrs Estella S. F. CHIU Mr NG Leung-sing, sBs, JP
Non-Executive Director Non-Executive Director Non-Executive Director
Executive Director Non-Executive Director (retired on 13 April 2018)
Charities and Community Singapore Life Pte. Ltd.

The Hong Kong Jockey Club (appointed on 23 May 2018)

Mrs Ann KUNG YEUNG Yun-chi Mr Lawrence LAM Yuk-kun Mr LEE Huat-oon

Non-Executive Director Non-Executive Director Non-Executive Director
(retired on 13 April 2018) (retired on 13 April 2018) (retired on 13 April 2018)
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Ms Anita FUNG Yuen-mei, BBS, JP
Non-Executive Director

Director

Hong Kong Exchanges and Clearing
Limited

Ms Miranda KWOK Pui-fong
Non-Executive Director
(retired on 13 April 2018)
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Collaboration with Public
Business Partners Education

Participation in Corporate Social

External Events Responsibility

Community
Engagement




PARTICIPATION
IN EXTERNAL EVENTS
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PUBLIC
EDUCATION
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MAJOR EVENT
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Corporate Social Responsibility

In recognition of the Corporation’s contribution to the
community and its commitment to corporate social
responsibility (CSR), the Corporation has been awarded
the Caring Organisation Logo by the Hong Kong Council of
Social Service since 2008 and has now stepped into its 11th
year of CSR participation. Since 2014, the Corporation has
also been receiving the Mandatory Provident Fund Schemes
Authority’s Good MPF Employer Award, which is given in
appreciation of employers who place a high value on their
employees’ retirement needs.

As a socially responsible organisation, the Group cares for
its employees and the community. The Group underlines
its commitment to CSR by caring for its employees’” well-
being, participating in charity activities and implementing
environmental protection measures.

Care for Employees
Staffing and Remuneration

The Group attracts and grooms talent to ensure the efficient
performance of its missions of promoting stability of the
banking sector, wider home ownership, development
of the local debt market and development of retirement
planning market. Employees are provided with competitive
remuneration packages and fringe benefits, promising
career paths and development opportunities, and a healthy
and safe working environment. The Group has also adopted
family-friendly practices by offering a five-day week to help
employees maintain a good work-life balance, as well as
comprehensive medical and dental insurance plans that
cover both employees and their family members.

Through system automation and process re-engineering,
the Group maintains a lean and efficient workforce despite
an increase in the scope of operations and the complexity
of the products it offers. In 2018, the permanent staff
establishment of the Group was 309 and the staff turnover
rate was 8.92%.

Training and Development

The Group recognises the importance of ongoing training
and devotes considerable resources to the continuous
enhancement of its employees’ professional knowledge
and skills. In 2018, the Group arranged programmes and
workshops to help employees enhance their product
knowledge and strengthen their managerial and technical
competence and soft skills.

The in-house training workshops covered a wide range of
topics, such as English business writing, team collaboration,
creative problem solving, strategic thinking, and occupational
safety and health. During the year, seminars on the Personal
Data (Privacy) Ordinance, anti-bribery laws and cybersecurity
were held as well.

Training on Creative Problem Solving

Training on Business English Writing
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Corporate Social Responsibility

The Group also sponsored employees for external job-
related training and development courses covering a
wide range of topics, including mortgage-related issues,
risk management, corporate governance, finance and
accounting, information technology and leadership training.
In addition, all new employees were put through an
induction session to provide them with foundational

knowledge about the Group’s organisational structure,
functions and policies.

Training on Strategic Thinking

Team Building Cooking Workshop

Dress Causal Day

Team Building Programme - Pedal for Power

Squid Fishing Tour
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Corporate Social Responsibility

Employee Relations and Staff Activities

To promote a healthy work-life balance and foster a
family-friendly working environment, the Group's Staff
Club organises activities regularly to cultivate better
relationships and communication among employees. In
2018, these activities included health talks, outings and
other staff gatherings, all of which were well received by
employees and their families. The in-house staff publication,
HKMConnection, recaps snapshots of the Group’s staff
activities.

To facilitate effective communication within the Group,
the Staff Homepage intranet facility is updated frequently
so useful information can be shared among different
departments. There is also the Staff Suggestion Scheme,
which encourages staff to suggest improvements in
workflow and the workplace.

House Competition - Football

House Competition - Table Tennis

Hiking to Wong Nai Tun and Tai Lam Chung Reservoir

Health and Safety

As a caring organisation, the Group is dedicated to looking
after employees’ physical and mental health. An Employee
Support Programme is in place to provide confidential
external counselling services to employees and their family
members, if needed. A vaccination programme for the
prevention of influenza and health-check programmes at
privileged rates were also offered to employees in 2018.

From time to time, the Group reviews and strengthens its
contingency plans, which aim to minimise any unexpected
or sudden disruption to business operations due to, for
example, an outbreak of communicable disease among
employees. Periodic drills are organised to ensure
employees are conversant with the activation of back-
up facilities, contingency plans and communication
arrangements in case of emergency.

Health Talk on Chinese Medicine Theory
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Corporate Social Responsibility

Care for the Community
Charities and Social Activities

The Group promotes various charitable and community
functions, such as fundraising events, donation campaigns
and voluntary services. Employees are encouraged to
support charity activities and join voluntary work organised
by the Group's volunteer team, Caring League.

In 2018, the Group organised donation campaigns, such as
Dress Casual Day 2018 for the Community Chest, and held
its annual Blood Donation Day event for the Hong Kong Red
Cross.

Employees have been keen to participate in voluntary
services, demonstrating their concern for the needy
by dedicating time and effort to various causes. The
Caring League has partnered with several social service
organisations to take part in a number of voluntary services,
including the following:

e care for the environment: a recycling campaign in
partnership with The Salvation Army to collect books,
stationery and toys

e care for the elderly: organised by HOPE Worldwide and
the Hong Kong Playground Association, our volunteers
visit elderly people, bring them “lucky bags” with daily
necessities to welcome the Chinese New Year and
accompany elderly members of low-income families on
tours around Tai Kwun.

Internship and Manager Trainee Programmes

To help nurture talent for the future, the Group offers
internship programmes for undergraduates to give them
a taste of the real business world and help them better
prepare for their future careers. The students who joined the
programmes appreciated the learning experience and work
opportunities they were exposed to.

During the year, the Group continued the Manager Trainee
Programme with the objective of identifying high-calibre
young executives for grooming to meet the Group's long-
term staff development plan. Throughout the three-year
programme, the Manager Trainees will undergo on-the-
job training in different departments, take part in corporate
projects and attend structured learning and development
programmes.

Environmental Protection

The Group continuously supports and implements various
green measures to create a more environmentally friendly
office and raise employees’ awareness of methods of
waste reduction and energy conservation. Employees are
encouraged to adopt paperless working practices by using
more electronic communication. They are also encouraged
to collect waste paper and used toner cartridges for
recycling. Since 2006, the Group has adopted various
measures, including better control of office temperature and
the use of LED lighting, in the interest of energy efficiency.
The Group welcomes suggestions from employees on green
office ideas and encourages its suppliers to use and offer
more environmentally friendly products whenever possible.
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Performance Highlights

The major achievements of the Group for the year included:

helping homebuyers borrow a total of HK$32.5 billion
in mortgage loans through the Mortgage Insurance
Programme (MIP)

approving 3,064 applications since the launch of the
Reverse Mortgage Programme (RMP), with an average
property value of around HK$5.3 million

issuing a total of 5,422 policies, since the launch of the
HKMC Annuity Plan in July 2018, with total premiums
received at around HK$2.8 billion and the average
premium amount at around HK$513,000, as at the end of
2018

to further alleviate the financing burden of local small
and medium-sized enterprises (SMEs) and assist them
in obtaining financing, the application period for the 80%
guarantee product under the SME Financing Guarantee
Scheme (SFGS) extended to end-June 2019, with
enhancement measures taking effect from 19 November 2018

since the launch of the 80% SFGS in May 2012, the Group
had approved more than 14,500 applications for loans
amounting to HK$58.5 billion. More than 8,500 local SMEs
and more than 224,700 related employees have benefited
under the SFGS

approving loans totalling HK$53.0 million under the
Microfinance Scheme (MFS) since its inception to
business starters, self-employed people from different
backgrounds and professions, and those wanting to
achieve self-improvement through education and training

approving 12 applications since the launch of the
Premium Loan Insurance Scheme (PLIS), with an average
property value of around HK$4 million

establishing the Infrastructure Financing and Securitisation
(IFS) Division to implement the IFS business

purchasing about HK$287.7 million of loan assets

issuing HK$12.4 billion of debt securities, with a maturity
of one year or above, in a cost-effective manner, thus
promoting the development of the local debt market
and maintaining the Group's position as one of the most
active issuers in Hong Kong

maintaining the Group’s long-term foreign and local
currency ratings of AA+ by S&P Global Ratings (S&P) and
Aa2 by Moody's Investors Service, Inc. (Moody'’s)

safeguarding excellent credit quality, with over-90-day
delinquency ratios of 0.002% for the mortgage insurance
portfolio, 0.02% for the Hong Kong residential mortgage
portfolio (same as the industry average of 0.02%), 1.28%
for the microfinance loan portfolio and 0.02% across all
asset classes as at 31 December 2018

The Group maintained a solid financial position in 2018:

profit attributable to shareholders of HK$127 million

net interest margin of 1.1%

return on shareholders’ equity of 0.9%

cost-to-income ratio of 86%

capital adequacy ratio of 26.8%, which is well above the

minimum requirement of 8% stipulated by the Financial
Secretary
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Business Review

Market Overview

General Economic Conditions

Global economic growth continued at the start of 2018 but
started to lose momentum in the second half of the year
as the trade conflicts caused by the US-China trade war
intensified and weighted on the global economic sentiments
with consolidations in major stock markets and slower
economic growth in Europe and Asia. As such, global market
volatility was heightened alongside the ongoing monetary
policy normalisation in the U.S. as well as across other
major economies. Moreover, capital outflow and currency
depreciation pressures in Asia became significant in the
second half of the year. In 2018, the Mainland’s economic
growth remained largely stable as it continued the structural
reform to promote economic upgrading and transformation.
Against this backdrop, the Hong Kong economy grew
modestly during the year at 3% year-on-year in real terms.

Property Market

Hong Kong's residential property sentiment stayed strong
in the first half of 2018. Both the transaction numbers and
considerations of transactions rose to interim peaks in June,
with increases of 27.4% and 36.6% recorded respectively
from January. However, subsequent to the Government's
announcement about new initiatives on housing in late
June, together with an interest rate hike in September, the
property market started to consolidate in the third quarter.
Relatively weak performance in the stock market and the
uncertainties caused by the US-China trade war in the fourth
quarter caused the transactions of residential properties
to drop drastically by 69.3% from June to December.
Overall, the number of residential property transactions in
2018 decreased by 7.1% year on year to 57,247, while the
consideration of transactions recorded a 0.5% year-on-year
increase (Figure 1).

Figure 1

Agreements for Sale and Purchase of Residential Building Units

Consideration

HK$ million
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Number —— Consideration (HKS million)

Source: Land Registry

The transaction volume in primary and secondary markets
rose continuously from the start of the year until July,
after which it showed a downward trend till the year-
end. In general, residential property prices' recorded a
1.6% cumulative increase in 2018, compared with a 14.8%
increase in 2017, and had surpassed the 1997 peak by 107%
as at the end of 2018 (Figure 2).

Figure 2

Private Domestic Price Index (1999 = 100)
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" Source: The Private Domestic Price Index published by the Rating and
Valuation Department
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Mortgage Market

Overall, the mortgage rate in Hong Kong stayed low in 2018.
For the first time in 12 years, the Best Lending Rates (BLRS)
increased from 5% and 5.25% to, respectively, 5.125%
and 5.5% in September, while the Hong Kong Interbank
Offered Rates (HIBORS) remained high throughout the year.
According to the HKMA Monthly Statistics Bulletin, the one-
month HIBOR in terms of period average? fluctuated within a
range of 0.78% t0 2.21% during the year. Mortgage lending
recorded steady growth, with the total outstanding value
of all residential mortgage loans rising moderately by 8.9%
to HK$1,372.13 hillion. The gross value of new loans drawn
down? increased slightly by 9.9% year on year in 2018,
compared with an increase of 43.6% in 2017 (Figure 3).

Figure 3

New Residential Mortgage Loans Drawn Down

HKS million
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Source: Hong Kong Monetary Authority

2 Source: HKMA Monthly Statistical Bulletin
3 Source: HKMA's Monthly Residential Mortgage Survey (HKMA Survey)

The proportion of new mortgage loans approved that are
benchmarked against the HIBOR dropped from 86.2% in
January to 46.3% in April due to an increase in the proportion
of fixed-rate plans at the start of 2018. Since no banks had
been offering fixed-rate plans since the second quarter, the
proportion of new mortgage loans using the HIBOR started
to rise in April, reaching 93.5% in August, but this began to
consolidate in the fourth quarter. By the end of 2018, BLR-
based and HIBOR-based mortgages were occupying the
majority of the market share, accounting for 46.6% and
51.6% respectively (Figure 4).

Figure 4

Pricing of New Residential Mortgage Loans Approved
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36  The Hong Kong Mortgage Corporation Limited Annual Report 2018



Business Review

Under a stable labour market and the HKMA's prudent
supervision of the mortgage lending sector, the asset quality
of residential mortgage loans remained excellent in 2018.
The over-90-day delinguency ratio of mortgage loans stayed
at 0.02% throughout the year, reflecting banks’ prudent
underwriting standards. The combined ratio, which takes
into account both delinquent and rescheduled loans, also
remained low, staying at 0.02% during the same period
(Figure 5). The estimated number of residential mortgage
loan in negative equity as at end-December 2018 was
262 cases, with an aggregate value of HK$1,189 million
recorded®.

Figure 5

Delinquency Ratio of Residential Mortgage Loans
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Banking-sector Exposure

The total outstanding value of mortgage loans for private
residential properties [increased] to HK$1,313.8 billion at
the end of 2018 (end-2017: HK$1,208.2 billion), accounting
for one-fifth of total loans in Hong Kong (Figure 6).
Adding to this lending for building and construction, along
with property development and investment, the value
of property-related loans totalled HK$3,855.77 billion,
representing about 41.6% of banks’ total loan books. The
outstanding value of mortgage loans for the purchase of flats
in the Home Ownership Scheme, Private Sector Participation
Scheme and Tenants Purchase Scheme increased to
HK$58.38 billion by the end of 2018 (end-2017: HK$51.3
billion).

Figure 6
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Asset Acquisition

While the ample liquidity in the market has led to weak
incentives for banks to offload their assets, the Group is
prepared to provide liquidity to the market as and when
required. In 2018, the Group acquired about HK$287.7 million
of assets, which included residential mortgage loans.

Funding

Global growth remained moderately strong in 2018 though
there is less synchronicity of economic momentum across
countries. Nevertheless, rising trade tensions and the
continued monetary policy normalisation by the US Federal
Reserve led to a reversal in international capital flows and
an increase in global financial market volatility. Despite
the challenging market conditions, the Group managed
to secure prudent pre-funding for loan purchases and
refinancing activities. Given the Group's strong background
as a wholly government-owned entity and its solid credit
rating, the Group raised debt totalling HK$12.4 billion, with
a maturity of one year or above, in 2018. At the end of
the year, the Group's total outstanding debt amounted to
HK$37.3 billion.

The Group is committed to developing the local debt market
through regular debt issuances and the introduction of new
debt products. As one of the most active bond issuers in
Hong Kong, the Group will continue to issue debt in both
local institutional and retail markets, and diversify its funding
sources and investor base to overseas institutional markets.
This will not only help broaden the Group’s funding base,
but also provide institutional and retail investors with high-
quality debt instruments to satisfy their need for portfolio
diversification and yield enhancement.

The Group has three debt issuance programmes that allow
the issuance of debt securities in an efficient and effective
manner. With its strong credit rating, the Group’s debt issues
are well received by the investment community, such as
pension funds, insurance companies, investment funds,
charities, government-related funds and retail investors.
The Group undertakes regular and proactive investor
communication to meet and update investors.

Medium Term Note Programme

The Group established the multi-currency Medium Term
Note (MTN) Programme in June 2007 to broaden its investor
base and funding sources in the international market. It
was set up with an initial size of US$3 billion, which was
increased to US$6 billion in July 2011 to meet growing
demand from overseas investors. The multi-currency
feature of the programme enables the Group to issue notes
in major currencies, including the Hong Kong dollar, US
dollar, renminbi, Australian dollar, British pound, euro and
Japanese yen, to meet demand from both local and overseas
investors. All foreign currency-denominated MTN debt is
fully hedged into either US dollars or Hong Kong dollars.
The programme incorporates flexible product features
and offering mechanisms for public issuances and private
placements to increase its appeal to investors with different
investment horizons and requirements. An extensive dealer
group comprising major international and regional financial
institutions is appointed to support future MTN issuance and
provide secondary market liquidity.

In 2018, the Group launched 29 MTN private debt issues
totalling an equivalent of HK$12.4 billion, with a maturity of
one year or above.
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Debt Issuance Programme

The Debt Issuance Programme (DIP) was established in July
1998 to target institutional investors in the Hong Kong dollar
debt market. It was set up with an initial programme size of
HK$20 billion, which was increased to HK$40 billion in 2003.
The DIP has since provided a flexible and efficient platform
for the Group to issue debt and transferable loan certificates
with a tenor of up to 15 years. Primary dealers and selling
group members are appointed under the DIP to provide wide
distribution channels for both public and private debt issues.

Retail Bond Issuance Programme

The Group is dedicated to promoting the local retail bond
market. The Group pioneered a new offering mechanism
for the retail bond market in Hong Kong in November 2001
and established the HK$20 Billion Retail Bond Issuance
Programme in May 2004. Under this programme, placing
banks use their retail branch networks and telephone and
electronic banking facilities to place debt securities issued
by the Group with retail investors. To ensure the liquidity
of the aforementioned retail bonds, the placing banks
are committed to making firm bid prices for the bonds in
the secondary market. Since 2001, the Group has issued
retail bonds totalling HK$13.7 billion. When the market
environment is conducive, the Group aims to issue retail
bonds regularly to provide an additional investment tool for
Hong Kong's retail investors.

Revolving Credit Facility Provided by the Exchange
Fund

In January 1998, during the Asian Financial Crisis, the
Exchange Fund extended a HK$10 billion Revolving
Credit Facility to the Group. This Facility has enabled the
Group to maintain smooth operations under exceptional
circumstances so it can better fulfil its mandate to promote
banking and financial stability in Hong Kong. While the Group

obtains long-term funding from local and international debt
markets to fund its operations, the Facility also gives the
Group a liquidity fallback. Following the global financial crisis
in 2008, the size of the Facility was increased to HK$30
billion in December that year, demonstrating the HKSAR
Government's recognition of the importance of, and further
support for, the Group.

The Group used the Revolving Credit Facility during times
of market stress in 1998 and 2008 to partially fund the
acquisition of Hong Kong residential mortgage assets from
local banks. In both cases, the Revolving Credit Facility was
fully repaid with funds raised from the Group’s cost-effective
debt issuance when the markets stabilised. In 2018, there
were no drawdowns under the Revolving Credit Facility.

Credit Rating

The Group's ability to attract investment in its debt securities
is underpinned by its strong credit rating, which is equivalent
to that of the HKSAR Government, according to S&P and
Moody's.

Credit Ratings of the HKMC

S&P Moody's
Short-term  Long-term  Short-term  Long-term
Local Currency A+ AA+ (Stable) P-1 Aa2 (Stable)
Foreign Currency A+ AA+ (Stable) P-1 Aa2 (Stable)

The credit rating agencies have made very positive
comments on the Group's credit standing.

The following comments are extracts from the credit rating
reports of S&P and Moody's in August 2018 and November
2018 respectively:
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S&P

“"We equalise our ratings on HKMC with the ratings on
Hong Kong, the corporation’s sole ultimate owner. This
reflects our view of an almost certain likelihood of timely
and sufficient extraordinary support from the Hong Kong
government in the event that HKMC needs it ... We believe
HKMC's undertaking of additional policy initiatives over the
past several years has a solidifying effect on its ties with
the Hong Kong government, and reinforces the integral link
between the two entities.”

"HKMC has a well-established market position with a unique
role to address local Hong Kong banks” liquidity and balance-
sheet management needs by purchasing mortgage and
loan portfolios, especially in times of stress ... A variety of
stressful market conditions have tested HKMC's business
model. For example, when global financial markets and
the local economy were under stress in late 2008 and early
2009, HKMC enlarged its mortgage acquisitions in response
to banks’ requests, and enhanced its mortgage insurance
program. However, it has tightened the eligibility criteria for
its mortgage insurance program in recent years, in response
to elevated property prices.”

“We believe that HKMC benefits from the presence and
effective oversight of its vastly experienced and competent
set of members as directors on its board. The management
team is capable, effective, and experienced, in our view.
HKMC's strategic positioning is clear and consistent with
its capability and market conditions. The company has
always operated within its financial and risk management
standards, which we consider to be rigorous and clear.”

"HKMC manages its funding and liquidity prudently, in our
view. It has very strong debt capital market access through
its three senior debt programs although it lacks customer
deposits ... We expect HKMC to maintain a healthy buffer
of highly liquid assets, which is more than sufficient to
cover its short-term funding needs ... Further, a HK$30
billion revolving credit facility more than adequately covers
all liabilities of HKMC maturing within the next year and
provides a significant cushion against any unexpected
liquidity stress.”

Moody’s

“"HKMC is fully owned by the Hong Kong government
through the Exchange Fund. The company carries out policy
mandates, which include promoting financial and banking
stability in Hong Kong, home ownership, the development
of the local debt capital market and the development of
retirement planning solutions through the purchase of
mortgages from commercial banks and the provision of
mortgage insurance and reverse mortgages. As part of its
mandate to promote banking stability, the company acts
as an alternative lender of last resort by standing ready to
purchase residential mortgages from banks during times
of stress. The new annuities and infrastructure financing
businesses are small but will scale up.”

“The government provides HKMC with a HK$30 billion
revolving credit facility and additional equity capital when
needed. If the company’s credit profile is weakened in
a stress scenario, we expect the government to provide
timely extraordinary support. The company's public policy
mandates are closely aligned with the government’s
objectives, and its close relationship with the government
increases the likelihood of future government support. The
government has provided the company with $5 billion capital
injection to set up the annuities business and is prepared to
provide more if the business continues to expand.”
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“The company has maintained very sound asset-quality
metrics since its establishment to date ... Hong Kong's
residential mortgages have historically performed very well
through economic cycles. Even when property prices fell by
up to 70% between 1997 and 2003, the company'’s overall
mortgage delinguencies never exceeded 2%. The current
average LTV ratio on the company’s Hong Kong mortgages is
below 40%."

“As a wholesale-funded entity with no customer deposits,
HKMC relies on ongoing access to the debt capital market
to fund its operations. Nevertheless, the company has a
policy of pre-funding its expected asset purchases and
maintains a very strong liquidity during normal economic
conditions. The company has very good access to capital
markets because of its strong financial fundamentals and
government affiliation ... The company had sufficient liquid
assets, including the government revolving credit facility, to
repay all of its outstanding debts as of end of June 2018."

Mortgage-backed Securitisation

The Group strives to promote the development of the
mortgage-backed securities (MBS) market in Hong Kong.
MBS is an effective financial instrument that can channel
long-term funding from the debt market to supplement the
need for long-term financing generated by mortgage loans.
Banks and financial institutions can make use of MBS to
manage risks inherent in mortgage loans, such as credit
risks, liquidity risks, interest rate risks and asset-liability
maturity mismatch risks. A deep and liquid MBS market can
help enhance the development of an efficient secondary
mortgage market and further promote Hong Kong as an
international financial centre.

The Group has issued a total of HK$13.2 billion MBS
since 1999. The US$3 billion Bauhinia Mortgage-Backed
Securitisation Programme was established in 2001 to
provide a convenient, flexible and cost-efficient platform
for the Group to issue MBS with various product structures,
credit enhancements and distribution methods.

Infrastructure Financing and Securitisation

With an enormous and widening funding gap in the
international infrastructure financing market, the Group
started studying Infrastructure Financing and Securitisation
(IFS) business opportunities in early 2017.

In 2018, the Group obtained the Board’s approval of the IFS
business plan, set up an IFS Division manned by experienced
industry professionals and mobilised internal resources for
the IFS business.

Starting in 2019, the Group will participate in a step-by-
step manner in the infrastructure financing market on
commercially viable and financially sustainable terms, by
making use of its comparative advantages in terms of strong
credit standing and medium-to-long term funding capability
while observing prudent commercial principles and risk
management policies.

In the early stage, the Group will purchase and accumulate
infrastructure loans from, as well as co-finance
infrastructure projects with, multilateral development
banks and commercial banks. It will explore securitisation
opportunities after building up the infrastructure loan
portfolio and necessary experience.

The IFS business will enable the Group to further its
mandates of promoting development of the local debt
market and stability of the banking sector, while at the same
time of filling the infrastructure financing market gaps and
fostering market development.
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Microfinance Scheme

The Group continued to operate the Microfinance
Scheme (MFS). It liaised with participating banks and non-
governmental organisations (NGOs) to offer loans at an
affordable rate and support services to people wanting to
start their own business, become self-employed or achieve
self-enhancement through training, skills upgrading or
professional certification.

The MFS has been operating smoothly since its launch in
June 2012. By the end of 2018, the MFS had approved a total
of 212 loans with a total loan amount of HK$53.0 million.

The MFS has a good mix of borrowers from different
backgrounds and professions, and serviced young
beauticians, make-up artists, interior designer, IT graduates,
Chinese medicine practitioners, teachers and chefs etc.
To promote the MFS among the youth and entrepreneurial
community, the Group took part in a seminar organised
by a local university and entrepreneurial training courses
organized by a NGO to introduce the MFS to their students.

Mortgage Insurance Programme

The Mortgage Insurance Programme (MIP) helps potential
homebuyers who are struggling to come up with a
substantial down payment for the purchase of a property.
From a banking industry perspective, the MIP allows banks
to engage in higher loan-to-value lending without incurring
additional credit risk and jeopardising the stability of the
banking system. The MIP creates a win-win situation for both
homebuyers and banks.

Over the years, the MIP has firmly established itself as an
integral part of mortgage financing in Hong Kong. Demand
for the MIP remained steady in 2018, and the volume of
loans drawn down under the MIP increased slightly to
HK$32.5 billion in 2018 from HK$32.3 billion in 2017 (Figure
7). About 88% of the MIP loans drawn (in terms of loan
amount) were secured on properties in the secondary
market. This demonstrates the importance of the MIP to
homebuyers in the secondary market.

Figure 7

Mortgage Loan Amount Drawn Down under HKMC MIP
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During the year, the Group joined participating banks to
promote the MIP through various promotional channels.
Since 1999, the MIP has helped more than 141,600 families
achieve the dream of home ownership, with an aggregate
loan drawdown of HK$367 billion.

Since its establishment in 1997, the Group has been
committed to promoting wider home ownership as one of its
missions. In order to enhance homebuyers' ability to afford
down payment, the MIP was extended to cover projects
under the Flat-for-Sale Scheme and the Subsidised Sale Flats
Project under the Secondary Market Scheme of the Hong
Kong Housing Society (HS) with effect from late September
2018.

In response to the Government’s announcement in June
2018 in respect of the non-joint venture redevelopment
project of the Starter Homes Pilot Project of the Urban
Renewal Authority (URA), the Group announced it would
provide mortgage insurance to enable buyers of the units of
the URA’s Starter Homes Pilot Project at Ma Tau Wai Road,
To Kwa Wan to apply for mortgage loans of up to 90% LTV
ratio.

42  The Hong Kong Mortgage Corporation Limited Annual Report 2018



Business Review

Reverse Mortgage Programme

The Reverse Mortgage Programme (RMP) aims at providing
retirees an additional financial planning option to enhance
their quality of life. Under the RMP, borrowers can use their
residential properties in Hong Kong as security to borrow
from a participating bank. The borrowers will remain as the
owner of their properties. They will receive monthly payouts
either over a payment term of fixed period or throughout
their entire life, and they may also borrow lump-sum payouts
for specific purposes.

The Group has been promoting the development of
retirement planning market as one of its missions. With
its ongoing and focused educational initiatives, the RMP
has gained increasing receptiveness in the community
and has recorded a steady annual growth of 7.5% in the
applications received compared with 2017. In recognition
of its efforts devoted to promoting financial education in
Hong Kong, the Group was proudly awarded the inaugural
Financial Education Champion by the Hong Kong Strategy for
Financial Literacy, which recognises organisations that have
contributed to the development and improvement of overall
financial literacy in Hong Kong. Looking ahead, the Group is
prepared to press on with its mission and establish its role in
promoting retirement planning market to cater for the needs
of retirees and the public.

Understanding that a wide distribution network is crucial
to drawing more potential customers, the Group has been
working closely with its business partners and trying to
extend its distribution network by leveraging banks' local
branches. To reach out to the target audience at the
district level, a series of roving exhibitions were held in
collaboration with banks, during which exhibition panels
were displayed highlighting features of the RMP while games
booths were set up to deepen visitors’ understanding of

the RMP. At the roving exhibitions, staff members of the
Group and representatives from banks actively engaged the
participants and responded to their enquiries. The roving
exhibitions, which lasted for nine consecutive months and
covered districts all over Hong Kong Island, Kowloon and
the New Territories, were effective in engaging the target
audience and educating them on the initiatives of the RMP
as an alternative option of retirement planning.

To keep the momentum going, the Group joined forces with
banks to organise more than 20 public seminars during the
year and participated in an expo on wealth management in
August. The responses to these events were positive, with
an average attendance of 50 to 100 participants recorded in
each seminar. Many in the audience showed keen interest
in the RMP and asked sophisticated questions about the
product, such as how the RMP could help enhance the
quality of their retirement life. Apart from banks, the Group
worked closely with other business counterparts, such as
NGOs, professional bodies, universities and government
departments, in lining up introductory talks on the RMP. In
2018, the Group was invited by different sectors to speak at
around 30 public talks to introduce the RMP as a means of
achieving quality retirement life.

Alongside local promotions, advertising initiatives were
undertaken on multiple fronts to appeal to the mass public.
RMP commercials were broadcast on major television
and radio channels and online media platforms such as
YouTube, and at banks' local branches. On the other hand,
the Group strived to foster close relations with the media
via regular media interviews and briefings. In the light of the
aging population and heightened awareness of retirement
planning, the Group will continue to put forward educational
initiatives and consolidate concerted efforts of stakeholders
to promote the development of retirement planning market
to retirees and people of all ages.
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Premium Loan Insurance Scheme

As commissioned by the Financial Secretary in the 2015-16
Budget, the Group launched the Premium Loan Insurance
Scheme (PLIS) in September 2015. The scheme provides
a platform for owners of subsidised housing properties
who are aged 50 or above to finance their land premium
payments to the Hong Kong Housing Authority (HA), the HS
or the Government.

Under the PLIS, borrowers are granted loans by banks
against their subsidised housing properties as security,
primarily for settling premium payments to the HA, the HS or
the Government. The Group acts as an insurer by assuring
participating banks that losses arising from any possible
shortfall at the time of selling the property will be covered
when the loan is terminated. By the end of 2018, the Group
had approved 12 PLIS applications since its inception, with
an average appraised property value of around HK$4 million
and an average lump-sum payout amount of HK$880,000 for
the settlement of premium payments.

During the first three quarters of the year, rising property
prices and falling rental yields dampened market demand
for premium payment by owners of subsidised sale flats.
Meanwhile, the enhancement of the RMP in October 2016 to
cover subsidised sale flats with unpaid premiums provided
a direct channel for subsidised sale flat owners to apply
for reverse mortgages without the need to settle premium
payment.

In order to achieve synergy with the Group’s reverse
mortgage business, promotions on the PLIS were carried
out jointly with the RMP through public seminars, during
which marketing materials were distributed to communicate
product features to the potential customers. Besides,
television and radio commercials were run on mainstream
broadcast channels and at banks’ local branches to reach
out to target customers.

Extension of 80% guarantee product under
the SME Financing Guarantee Scheme (80%
SFGS)

As part of the package of support measures announced
in the 2012-13 Budget for local SMESs to tide them over in
the uncertain global economic environment, the Group
promulgated time-limited special concessionary measures
under the market-based SFGS, providing 80% guarantee on
eligible loan facilities at a substantially lowered guarantee
fee rate (80% SFGS). Backed by the Government's total
guarantee commitment of up to HK$100 billion, the 80%
SFGS helps SMEs obtain loans for general working capital or
purchase of equipment or other assets to support business
operations. The Group administers the 80% SFGS on prudent
commercial principles. The guarantee fees are set aside to
pay default claims from participating lenders and out-of-
pocket expenses to be incurred under the arrangement. A
total of 31 Authorized Institutions (Als) are participating in
the SFGS as lenders.

In the light of the uncertain external economic environment
and trade performance, the application period of the 80%
SFGS was extended seven times to the end of June 2019.
In addition, in a bid to alleviate the financing burden of
borrowers, the guarantee fee rates for the 80% SFGS were
reduced by 10%, and the minimum annual guarantee fee
rate of 0.5% was removed with effect from 1 June 2016.
To further relieve the financing burden of local SMEs and
help them to obtain financing, the Government launched
the following enhancement measures with effect from 19
November 2018, and valid until end-June 2019 -

1. halving the annual guarantee fee rate;

2. increasing the maximum facility amount from HK$12
million to HK$15 million; and

3. lengthening the maximum guarantee period from five
years to seven years.

44 The Hong Kong Mortgage Corporation Limited Annual Report 2018



Business Review

Further to the SFGS communication campaign started in
2016, the Group continued to communicate closely with
participating lenders, SME associations and chambers of
commerce and industry. It also shared success stories
of SMEs to enhance understanding and promote public
awareness of the 80% SFGS.

During the year, the Group arranged regular training and
workshops for lenders’ staff members and shared business
and claim statistics with lenders to enhance transparency
and promote more active use of the 80% SFGS. The Group
introduced the SFGS in seminars for SMEs and sponsored
the World SME Summit organised by The Hong Kong General
Chamber of Small and Medium Business in the SmartBiz
Expo in December 2018 to increase public awareness of the
80% SFGS.

The 80% SFGS has been well received by the market. As
at 31 December 2018, the Group had approved more than
14,500 applications for loans amounting to HK$58.5 billion.
More than 8,500 local SMEs and more than 224,700 related
employees have benefited under the SFGS.

HKMC Annuity Plan

Enhancing the quality of living of the elderly after their
retirement is one of the key policy focuses of the
Government. Following the announcement of a feasibility
study of a life annuity scheme in the 2017-18 Budget, HKMC
Annuity Limited (HKMCA) was established on 29 June
2017 to implement and operate the scheme to address the
increasing demand for better retirement financial support
and to facilitate better retirement planning.

Subsequently, the HKMCA announced on 5 July 2018 the
official launch of a life annuity scheme, HKMC Annuity Plan
(Plan), with the aim of providing a retirement financing
option to the elderly aged 65 or above and to facilitate their
retirement planning by helping them to turn cash lump sums
into lifelong streams of fixed monthly income so that they
can better enjoy the rest of their lives, and to promote the
development of the local annuity market.

The Plan is an insurance product. The insured can start
receiving a guaranteed stream of fixed income immediately
after paying a single premium. The annuity is payable
monthly for as long as the insured lives, allowing the elderly
to receive a stable monthly income for life and address the
longevity risk.

Open registration for the first tranche of sales took place
from 19 July to 8 August 2018, during which the applicants
could register their intention to subscribe to the Plan, either
through 20 retail banks in Hong Kong or via the HKMCA
website. For the first tranche of the Plan, the HKMCA
recorded a total of 9,410 registrations of subscription
intention, with a total subscription amount and average
subscription amount at around HK$4.94 billion and
HK$525,000 respectively. Sales appointments commenced
on 24 September 2018, with the licensed banks completing
the applications with the applicants at the delegated bank
branches while the HKMCA has set up an Application
Servicing Centre to conduct sales appointments.

To meet the objectives of public education and promotion,
a publicity campaign has been carried out to promote the
concept of life annuities and longevity risk since March
2018. Multiple advertising channels, such as TV and radio
commercials as well as print and outdoor advertisements,
were utilised to convey the message to the target audience.
To reach into the community, three sessions of roving
exhibitions, 25 seminars and talks and a number of media
interviews were conducted to communicate with the
public on the concept of life annuities and to answer their
enquiries. The achievements of the campaign included
encouraging a widespread discussion in the community
related to life annuities and other retirement financial
planning products, and increasing the public awareness.
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The subscription result of the first tranche of the Plan
showed that there was a certain demand among retirees
for life annuities. In view of this, the HKMCA re-opened
distribution of the Plan and introduced three enhancement
measures and a year-round continuous sales model on
12 December 2018. The enhancements introduced offer
a greater protection and flexibility to the customers,
thereby enabling them to apply for the Plan with a greater
sense of security. The adoption of the continuous sales
model can also enable customers to experience a more
convenient and efficient application process and have a
clearer understanding of the product features. The HKMCA
will continue to strengthen the public awareness on the
longevity risk and the utilisation of the Plan as part of their
retirement solution.

As at 31 December 2018, a total of 5,422 policies had been
issued, with total premiums received at around HK$2.8
billion and the average premium amount at HK$513,000
since the launch of the Plan in July 2018. Stimulated by the
inaugural launch of the Plan, the local annuity market has
undergone a rapid growth as reflected in a responsive size
expansion in the year.
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The global economy continued its growth in 2018,
notwithstanding some momentum appeared to lose in the
second half of the year. The trade conflict between the US
and China, coupled with the continued normalisation of
monetary policy by major advanced economies, clouded
the global economic sentiment and led to heightened global
financial volatility. In Mainland China, growth momentum
showed some moderation but economic restructuring
remained on track.

Hong Kong's economic growth moderated from 4.1% in the
first half of 2018 t0 2.1% in the second half of the year, with
an overall 3% in 2018, higher than the trend growth rate of
2.8% over the past decade on the back of solid domestic and
external demands. Inflation edged up to a still-moderated
level in 2018, with a slight uptick in inflation momentum
reflecting both external and domestic price pressures. At
the same time, the labour market tightened further along
with a decline in the unemployment rate to 2.8%, the lowest
in more than 20 years. However, investment and business
sentiment worsened. The negative sentiment has taken
effect in the financial markets. Downside risk to growth has
increased amid stronger external headwinds.

Income Statement

Financial Performance

Profit attributable to shareholders for 2018 was HK$127
million (2017: HK$806 million) (Table 1). The decrease in
profitability mainly reflected the accounting loss due to the
annuity business of the HKMCA for maintaining prudent
statutory reserves based on actuarial assumptions, the non-
recurrence in 2018 of a one-off investment disposal gain in
2017, the decrease in exchange gains mainly arising from
the revaluation of US dollar exposures in cash and debt
investments, and resources utilised for supporting certain
policy initiatives. Accordingly, return on equity reduced to
0.9% (2017: 8.6%) while cost-to-income ratio increased to
86.0% (2017: 26.8%). Notwithstanding the reported loss of
the HKMCA, the embedded value (i.e., the sum of the total
equity and present value of future profits) of its annuity
business at the end of 2018 was about HK$5.2 billion,

indicating that the business should be profitable in the long
term. The capital adequacy ratio (CAR) remained solid at
26.8% (2017: 21.0%), which was well above the minimum
requirement of 8% stipulated by the Financial Secretary. For
the insurance subsidiaries in compliance with the capital
requirements stipulated by the Insurance Authority (1A), the
solvency ratios of the HKMCI and the HKMCA as at the end of
2018 were about 42 times and 34 times respectively.

Table 1

Summary of financial performance 2018" 2017

HK$ million  HK$ million
Operating profit before impairment 67 829
Profit before tax 67 829
Profit attributable to shareholders 127 806
Return on shareholders’ equity 0.9%" 8.6%
Cost-to-income ratio 86.0%' 26.83%
Capital adequacy ratio 26.8%" 21.0%

" For comparison purposes, the adjusted profit attributable to shareholders,
return on shareholders’ equity and cost-to-income ratio for 2018 would be
HK$515 million, 5.1% and 36.7% respectively after excluding the results of
the HKMCA.

Net Interest Income

Owing to the increase in average interest-earning assets
(mainly from cash and debt investments), partly offset by
the tightening of Prime-HIBOR spread on loan portfolio, the
HKMC Group earned a net interest income of HK$536 million,
HK$28 million higher than that for 2017. The net interest
margin was maintained at 1.1% (Table 2).

Table 2
Net Interest Income 2018 2017
HK$ million  HKS$ million
Net interest income 536 508
Average interest-earning assets 50,972 48,027
Net interest margin 1.1% 1.1%
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Net Mortgage Insurance Premium Earned

New business underwritten under the MIP increased slightly
to HK$32.5 billion in 2018 from HK$32.3 billion in 2017. The
net premium receipts were amortised and recognised as
income in accordance with the unexpired risks. Taking into
account upfront incentives to banks, and claims incurred
and provision of HK$3.7 million (2017: HK$1 million), the net
premium earned was HK$222 million (2017: HK$196 million).

Net Insurance-related Results for Annuity Business

Net insurance-related results for annuity business (i.e., the
sum of net premiums earned, net claims incurred, benefits
paid, movement in policyholders’ liabilities, and commission
and levy expenses) recorded a loss of HK$550 million (2017:
nil) mainly due to the prudent statutory reserving based on
actuarial assumptions, whereas the investment returns on
capital and premiums placed with the Exchange Fund were
grouped under other income.

Other Income

Other income was HK$250 million (2017: HK$414 million),
mainly including investment income from placements with
the Exchange Fund of HK$185 million (2017: nil) and dividend
income from investments of HK$59 million (2017: HK$83
million).

Operating Expenses

The Group continues to maintain stringent cost controls
to contain expenses and improve operating efficiency.
Operating expenses rose 35.5% year-on-year to HK$412
million, largely attributable to the implementation of the
annuity business, which was less than budgeted. Staff costs,
which were contained at 62.5% of total operating expenses,
amounted to HK$258 million (2017: HK$196 million).
Premises rentals and related costs were HK$59 million (2017:
HK$39 million).

Allowance for Loan Impairment

Asset quality remained strong, with the delinquency ratio of
the Group’s mortgage portfolio staying low at 0.02% (2017:
0.06%). Taking into account the rundown in loan portfolio,
and the low average current loan-to-value ratio of retained
loan portfolio, a provision on loan impairment allowance
of HK$0.02 million was recorded in 2018 according to the
approved prudent provisioning policy. During the year, loans
written off amounted to HK$1 million (2017: HK$2 million)
with a recovery of HK$1 million (2017: HK$1 million).

Segmental Analysis

Table 3 below sets out the profit before tax contributed by
various business segments for 2018.

Table 3

Asset
Purchase
and General Life

[nsurance
HKS million

Insurance
HKS million

Year ended 31 December 2018 Servicing

HKS million

Profit/(Loss) before tax 30 3 (466) 67

In 2018, the Group reviewed and redefined its business
segments after the completion of group restructuring and
the launch of the annuity business, in order to provide clear
and concise information. The asset purchase and servicing
segment represents the results of the loan acquisition and
servicing business as well as other activities, such as debt
issuance. The general insurance segment represents the
results of insurance and guarantee businesses under the
MIP, the RMP, the PLIS and the SFGS. The life insurance
segment represents the results of the annuity business, i.e.,
the HKMC Annuity Plan.
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The profit before tax in 2018 for asset purchase and servicing
was HK$360 million, mainly arising from net interest income
of the loan and investment portfolios. General insurance’s
profit before tax in 2018 was HK$173 million, mainly
attributable to net premiums earned from MIP and RMP. Life
insurance recorded a loss before tax of HK$466 million in
2018, mainly due to the prudent statutory reserves based
on actuarial assumptions provided for the annuity business
of the HKMCA, partially offset by the investment returns
from capital and premium placements with the Exchange
Fund. Notwithstanding the reported loss of the HKMCA, the
embedded value' of its annuity business at the end of 2018
was about HK$5.2 billion indicating that the business should
be profitable in the long term.

Financial Position

Loan Portfolio

During the year, the Group purchased Hong Kong loan
assets of about HK$0.3 billion (2017: HK$0.3 billion). After
accounting for prepayments and repayments during the
year, the outstanding balance of the loan portfolio recorded
a rundown of HK$1.4 billion, leaving an outstanding balance
of HK$6.4 billion.

Investment Securities

The Group adopts a prudent, low-risk approach in managing
its surplus funds and investment activities in accordance
with the investment guidelines approved by the Board. As
at 31 December 2018, the total investment portfolio was
HK$17.2 billion (2017: HK$17.4 billion), which included debt
investments of HK$16.6 billion and exchange-traded bond
funds and real estate investment trusts of HK$0.6 billion.
There was no default loss from debt investments.

Placements with the Exchange Fund

As at 31 December 2018, the placements with the Exchange
Fund arising from the capital and premium invesments of the
HKMCA amounted to HK$7.7 billion (2017 nil).

" The embedded value is the sum of the total equity and the present value of
future profits. The total equity includes HK$5 billion of capital injected to the
HKMCA in April 2018.

Debt Securities Issued

In 2018, the Group issued HK$34.1 billion of debt securities
under the MTN Programme. All the non-Hong Kong dollar
debts issued under the MTN Programme were hedged
into Hong Kong dollars or US dollars. The Group continued
to adopt a prudent pre-funding strategy, with the total
outstanding balance of the debt securities maintained at
HK$37.3 billion as at 31 December 2018 (2017: HK$34.8
billion).

Key Off-balance Sheet Exposure

Mortgage Insurance Programme

The Group operates the MIP on a risk-sharing basis with
approved reinsurers. At the end of 2018, the total risk-in-
force was about HK$23.7 billion (2017: HK$21.1 billion), of
which HK$4.0 billion (2017: HK$3.5 billion) was ceded to
approved reinsurers. The off-balance sheet risk-in-force
exposure borne by the Group increased to HK$19.7 billion
(2017: HK$17.6 billion).

The provision for outstanding claims remained steady
at 0.1% of the retained risk-in-force at year-end.
The delinquency ratio remained healthy at 0.002%
(2017: 0.003%).

Reverse Mortgage Programme

The Group operates the RMP as an insurer to provide
mortgage insurance cover for a premium on reverse
mortgage loans advanced by participating banks in Hong
Kong. After taking into account the undrawn future payout of
reverse mortgage loans, the risk-in-force exposure borne by
the Group increased to HK$9.6 billion (2017: HK$6.9 billion),
with the corresponding outstanding loan balance totalling
HK$1.6 billion as at 31 December 2018.
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Capital Management

In order to ensure that the Group would not incur excess
risk when expanding its business and balance sheet in
proportion to its capital base, capital adequacy and the use
of capital were monitored closely by the Group. During the
year, the Group was in compliance with the Guidelines on
Capital Adequacy Ratio (Guidelines) issued by the Financial
Secretary with reference to the Basel Il risk-based capital
adequacy framework.

In accordance with the Guidelines, the calculation of the CAR
follows the basis of consolidation for financial reporting with
the exclusion of regulated subsidiaries which are subject
to separate requirements on the maintenance of adequate
capital (i.e., the HKMCI and the HKMCA, as regulated
by the IA). After excluding the investment cost of these
unconsolidated regulated subsidiaries, the CAR remained
solid at 26.8% as at 31 December 2018, well above the
minimum ratio of 8% stipulated in the Guidelines on CAR.

The solvency ratios of the HKMCI and the HKMCA as at
31 December 2018 were about 42 times and 34 times
respectively, well above the respective 200% and 150%
minimum regulatory requirements stipulated by the IA.

Dividend

Having considered the capital requirements for business
development, no dividend was declared for 2018 (2017: Nil).
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The Group operates on prudent commercial principles. The
principle of “prudence before profitability” guides the design of
the overall risk management framework and disciplines its uses
in day-to-day business execution. Over the years, the Group
has continuously made refinements to its well-established,
robust and time-tested risk management framework to reflect
changes in the markets and its business strategies.

The Board is the highest decision-making authority of the Group
and holds the ultimate responsibility for risk management. The
Board, with the assistance of the Corporate Risk Management
Committee (CRC), has the primary responsibility of formulating
risk management strategies in the risk appetite statement and
of ensuring that the Group has an effective risk management
system to implement these strategies. The risk appetite
statement defines the constraints for all risk-taking activities
and these constraints are incorporated into risk limits, risk
policies and control procedures that the Group follows to
ensure risks are managed properly.

The CRC is responsible for overseeing the Group's various
types of risks, reviewing and approving high-level risk-
related policies, overseeing their implementation, and
monitoring improvement efforts in governance, policies
and tools. Regular stress tests are reviewed by the CRC to
evaluate the Group’s financial capability to weather extreme
stress scenarios.

The CRC is chaired by an Executive Director, with members
including the Chief Executive Officer, Senior Vice Presidents,
General Counsel and senior staff from the Risk Management
Department.

The Group manages primarily credit risk, market risk,
longevity risk, property risk, operational risk, legal and
compliance risk, and leveraging risk arising from its loan
assets, guarantee portfolio, infrastructure loans, annuity
business and investment portfolio.

In addition to the CRC, the HKMC manages different
risks through different management committees such as
Infrastructure Financing and Securitisation Investment
Committee (IFSIC), Credit Committee (CC), Transaction
Approval Committee (TAC), Asset and Liability Committee
(ALCO), Operational Risk Committee (ORC) and Longevity
Risk Committee (LRC). Other than IFSIC which is chaired by
Executive Director, all of these management committees are
chaired by Chief Executive Officer with members including
the relevant Senior Vice Presidents, General Counsel, and
senior staff from the relevant functional departments.

The insurance subsidiaries also have their own Risk
Committee (RC) to monitor the insurance risk and other
relevant risk. The RC is chaired by an Executive Director
of the insurance subsidiaries with members including the
Chief Executive Officer, the relevant Senior Vice Presidents
and senior staff from the relevant functional departments of
the insurance subsidiaries. The RC of the HKMCA includes
independent and non-executive directors to provide
independent risk oversight on its operation.

Credit Risk

Loan Assets and Guarantee Portfolio

The Group maintains loan and guarantee portfolios of retail
and commercial loan assets, which primarily comprise
mortgage loans. Credit risk is the Group’s primary risk
exposure. It represents the default risk presented by loan
borrowers and counterparties.

(a) Default risk

To effectively address default risk, the Group adopts a
four-pronged approach to safeguard and maintain the
quality of its assets, MIP and SME guarantee portfolios:

o careful selection of counterparties, including
Approved Sellers, Servicers, Reinsurers and
Lenders

e prudent eligibility criteria for asset purchase,
insurance and guarantee application

o effective due diligence processes for mortgage
purchase, default loss, insurance and guarantee
claims

e enhanced protection for higher-risk transactions.

Losses may arise if there are shortfalls in the recovery
amount received for defaulted loans that fall under the
Mortgage Purchase Programme (MPP). To mitigate
this default risk, the Group establishes prudent
loan purchasing criteria and conducts effective
due diligence reviews as part of the loan purchase
process to maintain the credit quality of loans. In
addition, depending on the projected risk exposure of
each underlying loan portfolio, credit enhancement
arrangements are agreed upon with Approved Sellers
on a deal-by-deal basis to reduce credit losses that
could arise from the borrower’s default.
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Losses may also arise from default on loans under
the MIP’s insurance coverage. Each MIP application is
underwritten by the Group in accordance with a set of
eligibility criteria and each claim from a participating
bank is reviewed by the Group to ensure the fulfilment
of all MIP coverage conditions. As a result, the default
risk for loans with MIP coverage has been greatly
reduced. To reduce the risk of possible concentration
of this default risk, the Group transfers a portion of
the risk-in-force to Approved Reinsurers through
reinsurance arrangements.

Similarly, losses may arise from a borrower’s
default on loans in the SME guarantee portfolio. The
borrower’s default risk of each guarantee application
is assessed by the lender in accordance with their
credit policies. In addition, the Group adopts prudent
eligibility criteria, conducts administrative vetting and
credit reviews to better understand the credit quality
of the applications, and carries out a due diligence
review on each default claim to ensure the loan’s
compliance with the Group’s eligibility criteria and the
lenders’ internal credit policies.

In addition, the Group adopts a three-pronged
approach to manage the default risk under the MFS,
comprising: (a) prudent assessment of borrowers’
repayment capability; (b) a vetting panel to consider
business viability and approval of the loan applications;
and (c) the provision of training and mentoring support
to borrowers.

Credit performances of the loan and guarantee
portfolios are tracked and reported on a regular basis
to provide management with an updated credit profile
to monitor the operating environment closely for any
emerging risks to the Group, and to implement risk-
mitigating measures in a timely way.

(b)

©

@

Seller/Servicer counterparty risk

Counterparty risks may arise from the failure of
a Seller/Servicer of an acquired portfolio to remit
scheduled payments to the Group in a timely and
accurate manner.

The Approved Sellers/Servicers are subject to a risk-
based eligibility review and ongoing monitoring of their
loan servicing quality and credit standing.

Reinsurer counterparty risk

Reinsurer counterparty risk refers to the failure of
an Approved Reinsurer to make claim payments to
the Group. To mitigate reinsurer counterparty risk
effectively, the Group has established a framework for
the assessment of mortgage reinsurers’ eligibility and
requested collateral on the risk exposures.

The Group performs annual and ad-hoc reviews of
each Approved Reinsurer to determine the eligibility
for ongoing business allocation and risk-sharing
portions.

Treasury counterparty risk

Treasury counterparty risk arises when there is
a delay or failure from treasury counterparties to
make payments with respect to treasury instruments
transacted with the Group. Treasury counterparties
are managed by a ratings-based counterparty
assessment framework and a risk-based counterparty
limit mechanism. The treasury counterparties are
continually monitored and the counterparty limits are
adjusted based on the assessment results.

Furthermore, the Group has set up bilateral collateral
arrangements with major swap counterparties to
mitigate treasury counterparty risk.
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Lender risk

The Group is exposed to lender risk in SME lending
that arises from: (a) a lender’s underwriting being non-
compliant with its credit policy, (b) a lender’s loosely
formulated credit policy that is not specific enough or
sufficiently defined for compliance; and (c) the moral
hazard of a lender being less prudent in underwriting a
guarantee-protected application. The Group manages
lender risk through the review of the lenders’ credit
policies and the due diligence reviews on claims.

At the heart of the credit risk management framework
are the CC, TAC or the RC as in the case of the
insurance subsidiaries.

The CC or RC as appropiate is responsible for setting
the credit policies and eligibility criteria. The CC or RC
as appropriate is the approval authority for accepting
applications to become Approved Sellers/Servicers
under the MPP, Approved Reinsurers under the
MIP, Approved Lenders under the SFGS and eligible
treasury counterparties. It is also responsible for
setting risk exposure limits for counterparties. The CC
and RC monitor the operating environment closely and
put in place timely risk mitigating measures to manage
the credit risk.

TAC or the RC as appropriate conducts an in-depth
analysis of pricing economics and associated credit
risks for business transactions, while taking into
consideration the latest market conditions and
business strategies approved by the Board.

Infrastructure Loans

The Group acquires infrastructure loans and intends
to establish an infrastructure securitisation platform
to offload those loans in the form of securitised debt
securities.

Infrastructure financing risk mainly arises when the
borrower of an infrastructure project fails to meet
its repayment obligations. This may typically arise
from construction risk, demand risk, political risk and
counterparty risk.

Construction risk arises when a project fails to be
completed within specifications and schedule;
demand risk is the risk that revenue derived from
a project falls below expectation; political risk
arises when the project is adversely impacted by
political actions; counterparty risk arises when
key counterparties fail to meet their contractual
obligations.

In addition, environmental and social risk arises when
a project fails to observe the environmental, social
and governance standards which gives rise to adverse
financial or reputational issues with the project
financier.
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Legal and compliance risks arise from uncertainty in
the applicability or interpretation of contracts, laws
and regulations, and failure to comply with legal,
statutory and regulatory obligations when borrowers
of the project fail to maintain a robust corporate
governance and compliance framework.

The infrastructure financing risk is managed through
prudent underwriting criteria, in-depth due diligence
reviews conducted by in-house expertise and
independent consultants, strong project structures
and robust financing documentation, and an ongoing
monitoring and review mechanism. A dedicated
division, inclusive of an independent risk control
unit, is established to perform the day-to-day risk
management for infrastructure investments.

IFSIC is the governing forum to manage the
infrastructure investments. The IFSIC is responsible
for overseeing compliance with rules, guidelines
and policies in relation to infrastructure finance,
and for approving and monitoring the infrastructure
investments.

Market Risk

Market risk arises when the Group’s income or the value
of its portfolios decreases due to adverse movements in
market prices. Market risk consists of interest rate risk,
asset-liability maturity mismatch risk, liquidity risk and
currency risk.

@

Interest rate risk

Net interest income is the predominant source of
earnings for the Group. It represents the excess of
interest income (from the Group's loan portfolio, cash
and debt investments) over interest expenses (from
debt issuance and other borrowings). Interest rate risk
arises when changes in market interest rates affect
the interest income associated with the assets and/or
interest expenses associated with the liabilities.

The primary objective of interest rate risk management
is to limit the potential adverse effects of interest
rate movements on interest income/expense while
maintaining stable earnings growth. The interest rate
risk faced by the Group is two-fold, namely interest
rate mismatch risk and basis risk. Interest rate
mismatch risk is the most substantial risk affecting
the Group's net interest income. It arises mainly as a
result of the differences in the timing of interest rate
re-pricing for the Group’s interest-earning assets and
interest-bearing liabilities. Interest rate mismatch
risk is most evident in those loan portfolios where
the majority of the loans are floating-rate assets
(benchmarked against the Prime Rate or HIBOR Rate),
while the majority of the Group's liabilities are fixed-
rate debt securities. The Group makes prudent use of
a range of financial instruments, such as interest rate
swaps, interest rate swaptions, basis swaps, forward
rate agreements and issuances of MBS, to manage
interest rate mismatch risk. The proceeds of the fixed-
rate debt securities are generally swapped into HIBOR-
based funds via interest rate swaps to better match
the floating-rate incomes from mortgage assets.
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The Group also uses duration gap as an indicator to
monitor, measure and manage interest rate mismatch
risk. Duration gap measures the difference in interest
rate re-pricing intervals between assets and liabilities.
The wider the duration gap, the higher the interest
rate mismatch risk. A positive duration gap means the
duration of assets is longer than that of the liabilities
and, therefore, represents greater risk exposure
to rising interest rates. A negative duration gap, in
contrast, indicates greater risk exposure to declining
interest rates.

Depending on the prevailing interest rate outlook and
market conditions, the Group proactively re-balances
the duration gap of its asset-liability portfolio under the
guidance and supervision of ALCO.

Basis risk represents the difference in benchmark
rates between the Group’s Prime-based interest-
earning assets and its HIBOR-based interest-bearing
liabilities. However, there are only limited financial
instruments available in the market to fully hedge the
Prime-HIBOR basis risk. In general, basis risk can be
effectively addressed only when assets are based on
HIBOR to match the funding base, or when related risk
management instruments become more prevalent
or economical. Over the past few years, the Group
has consciously adopted a strategy that acquires
more HIBOR-based assets. As a result, the Prime-
HIBOR basis risk for the Group has been substantially
reduced. In addition, the Group has issued Prime-
based MBS and used hedging derivatives to mitigate
such basis risk.

(b)  Asset-liability maturity mismatch risk

The actual average life of a portfolio of mortgage loans
and infrastructure loans, which is usually shorter
than their contractual maturity, depends on the
speed of scheduled repayments and unscheduled
prepayments. Higher prepayment rates shorten the
average life of a portfolio of mortgage loans. In Hong
Kong, prepayment occurs for two main reasons: (i)
housing turnover: borrowers repaying their mortgage
loans upon the sales of the underlying properties, and
(i) refinancing: borrowers refinancing their mortgage
loans to obtain lower mortgage rates.

Asset-liability maturity mismatch risk can be more
specifically characterised as reinvestment risk and
refinancing risk. Reinvestment risk refers to the risk
of a lower return from the reinvestment of proceeds
that the Group receives from prepayments and
repayments of its loan portfolio. Refinancing risk is
the risk of refinancing liabilities at a higher level of
interest rate or credit spread. The Group is exposed to
refinancing risk (in funding amount and cost of funds)
when it uses short-term liabilities to finance long-
term, floating-rate loan portfolios. Reinvestment risk is
managed through the ongoing purchase of loan assets
to replenish the rundown in the retained portfolios
and through the investment of surplus cash in debt
securities or cash deposits to fine-tune the average
life of the overall asset pool. In addition, the Group
uses the issuance of callable bonds and transferable
loan certificates to mitigate reinvestment risk. The call
option embedded in callable bonds and transferable
loan certificates allows the Group to adjust the average
life of its liabilities to match more closely with that of
the overall pool of assets.
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The Group manages its refinancing risk through flexible
debt securities issuance with a broad spectrum of
maturities. This serves to adjust the average life of
the overall liability portfolio in a dynamic fashion. In
addition, refinancing risk can be mitigated by adjusting
the maturities of assets in the investment portfolio,
or off-loading loan assets through the securitisation
of loans into MBS and securitised debt securities. The
Group uses the asset-liability maturity gap ratio to
measure, monitor and manage asset-liability maturity
mismatch risk to ensure a proper balance between the
average life of the Group’s assets and liabilities.

Liquidity risk

Liquidity risk represents the risk of the Group not being
able to repay its obligations, such as the redemption
of maturing debt, or to fund the committed purchases
of loan portfolios. The Group implements its liquidity
risk management framework in response to changes
in market conditions. The Group continuously monitors
the impact of market events on its liquidity position,
and pursues a prudent pre-funding strategy to help
contain the impact of any global financial turmoil on
its liquidity. Liquidity risk is managed by monitoring the
daily inflow and outflow of funds, and by projecting the
longer-term inflows and outflows of funds across the
full maturity spectrum. The Group uses the liquid asset
ratio to measure, monitor and manage liquidity risk.

Given its strong background as a wholly government-
owned entity and its solid credit rating, the Group
is efficient in raising funds from debt markets with
both institutional and retail funding bases. This
advantage is supplemented by the Group's portfolio
of highly liquid investments, which is held to enable
a swift and smooth response to unforeseen liquidity
requirements. The HK$30 billion Revolving Credit
Facility from the Exchange Fund further provides the
Group with a liquidity fallback even if exceptional
market strains last for a prolonged period.

The Group manages pre-funding prudently through
well-diversified funding sources, so all foreseeable
funding commitments are met when they fall due.
This supports the growth of its business and the
maintenance of a well-balanced liability portfolio.
Such diversification allows the Group to pursue a pre-
funding strategy at the lowest possible cost, while
offering safeguards against the difficulty of raising
funds in distorted market conditions. The current
funding sources are illustrated in Table 1 below:
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Table 1: Current Funding Sources for the Group

Funding Source Description
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(d) Currency risk

Currency risk arises from the impact of foreign
exchange rate fluctuations on the Group's financial
position and foreign currency-denominated cash
flows. The Group manages its currency risk strictly in
accordance with the investment guidelines approved
by the Board and under the supervision of the
ALCO, which sets daily monitoring limits on currency
exposure.

In accordance with this prudent risk-management
principle, the net exposure of the foreign currency-
denominated debts issued under the MTN Programme
is fully hedged by the use of cross-currency swaps.

Transaction execution is segregated among the front,
middle and back offices to ensure adequate checks
and balances. The Treasury Department, acting as
the front office, is responsible for monitoring financial
market movements and executing transactions in the
cash, derivatives, debt and securitisation markets in
accordance with the strategies laid down by ALCO.
The Risk Management Department, assuming the
middle-office role, monitors compliance with treasury
counterparty and market risk limits. The Operations
Department, acting as the back office, is responsible
for deal verification, confirmation, settlement and the
payment process.

ALCO is responsible for the overall management of
market risk. It follows the prudent risk management
principles and investment guidelines approved by the
Board. It is responsible for reviewing and managing the
market risk, including interest rate risk, asset-liability
maturity mismatch risk, liquidity and funding risk, and
currency risk. Regular meetings are held to review the
latest financial market developments and formulate
relevant asset-liability management strategies.

Longevity Risk

Longevity risk under the RMP and PLIS refers to the
heightening risk of longer and larger payouts. The longer
the payout and loan period, the larger the loan balance will
accrue over time, and the lesser the buffer will be from the
sale of the property to cover the outstanding loan balance.
A'loss may arise if there is a shortfall in the recovery amount
after the disposal of the property.

Longevity risk under the HKMC Annuity Plan (Plan) is the
risk that the actual life expectancies of annuitants are longer
than expected, resulting in a longer stream of monthly
payouts, which in turn could materially impact the long-term
sustainability of the Plan.

The termination rate of the loans under the RMP and PLIS
and the annuity policies under the Plan depend largely on
the mortality rate (that is, life expectancy) of the borrowers
and the annuitants respectively. The Group takes on
longevity risk through setting prudent actuarial assumptions
in mortality rates as well as future improvement in life
expectancy. Annual risk analysis is conducted to assess
the potential financial impact of longevity risk, as well as
the interaction among the various risk factors under the
RMP and PLIS and the Plan. The mortality assumptions are
reviewed on a regular basis.

The LRC is the governing forum that manages the longevity
risk of the Group. Its duties include approving longevity risk
management policies, hedging transactions and reviewing
longevity experiences and exposures of the Group. It also
monitors and analyses the general trend, technological
changes and their implications for human longevity.
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Property Risk

Property risk arises from fluctuation in the value of
property that acts as collateral for the Group’s loan and
guarantee portfolios under the MPP, MIP, RMP and PLIS.
The Group manages property risk by soliciting valuation
from professional surveyor for each property securing a
loan purchase or application, setting prudent assumptions
in the recoverable value of the collateralised property,
restricting maximum loan-to-value ratios of the loans under
the relevant programmes and conducting stress tests to
examine the impact of adverse market conditions.

The CC and RC are the governing forums that manage the
property risk of the Group.

Placements with Exchange Fund

The HKMCA places its annuity premium receipts in the
Investment Portfolio (IP) and Long Term Growth Portfolio
(LTGP) of the Exchange Fund to earn interest. Furthermore,
the HKMCA places its paid-up capital and retained earnings
to the IP to manage the return on capital. The Group is
exposed to market risk when the investment return falls
short of the expected level. The risk of loss could result from
adverse movements in interest rates, equity prices, property
prices and foreign exchange rates. The Group actively
monitors and reviews the investment portfolio to determine
the strategic asset allocation between IP and LTGP.

The RC of the HKMCA is the governing forum for managing
all the risks arising from the premium and capital
placements.

Operational Risk

Operational risk represents the risk of losses arising from
inadequacies, or the failure of internal processes, people or
systems, or external interruptions.

The Group adopts a bottom-up approach to identify
operational risk by conducting in-depth analyses of
new products, business activities, processes, system
enhancements and due diligence reviews of new
operational flows. Comprehensive validation rules,
management information system reports and audit trails are
in place to track and report any errors or deficiencies.

The Group actively manages operational risk with its
comprehensive system of well-established internal controls,
authentication structures and operational procedures.
The operational infrastructure is well designed to support
the launch of new products in different business areas.
Rigorous reviews are conducted before the implementation
of operational or system infrastructure to ensure adequate
internal controls are in place to mitigate operational risks.

To ensure an efficient and effective discharge of daily
operations, the Group pursues advanced technological
solutions alongside robust business logistics and controls to
carry out its operational activities and business processes.
Steps are taken to ensure the accuracy, availability and
security of these systems. The Group also takes cautious
steps to institute adequate checks and balances to ensure
its operations are controlled properly. Effective internal
controls help minimise financial risk and safeguard assets
against inappropriate use or loss, including the prevention
and detection of fraud.

Information Risk Management

The Group has set up the Information System Security
Policy to govern the requirements of security standards
and establishes controls over the confidentiality, integrity
and availability of information assets for observance by all
staff. The Group implements various information security
measures to minimise its exposure to external attacks.
Internally, the Group also implements security controls on
its local area network to reduce damage in the event of a
malicious intrusion. The Group engages external consultants
when appropriate to conduct intrusion vulnerability tests
to enhance system security. To ensure a high degree of
compliance, the Group’s mission-critical systems and
processes are subject to regular review by internal auditors.

Furthermore, the Group has stepped up its supervisory
efforts to enhance cyber resilience in two areas. First, a
designated Information Risk Management Department (IRM)
has been set up to define and implement the information
risk management framework and governance of IT controls.
Second, the IRM helps to ensure the Group has adequate
awareness of, and compliance with, the information security
policies, and to provide support for the investigation of any
technology-related fraud and incidents.
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Business Continuity Plan

The Group’s business recovery plan ensures the maximum
possible service levels are maintained at all units to support
business continuity and minimise the impact of business
disruption from different disaster scenarios. Each business
unit regularly assesses the impact of disaster scenarios
and updates recovery procedures. To ensure business
recovery procedures are practical, an annual corporate-wide
business continuity drill is conducted. Daily back-ups and
offsite storage of back-up tapes are in place to protect the
Group from IT disasters.

Product Sign-off Mechanism

To ensure all risk factors are considered when designing
and implementing a new product, the Group has developed
a product development management framework, under
which a proper sign-off of product specification is conducted
prior to the launch of any new product. The product driver
is clearly assigned at the start of the product development
process and is responsible for instituting the sign-off
process. Products can be launched only after all functional
departments have signed off and confirmed functional
readiness.

Complaint-handling Mechanism

The Group makes a continuous effort to improve its core
processes to ensure its products and services meet
customers’ expectations. To make sure customers’
feedback is timely and properly attended to, the Group has
a formal complaint-handling mechanism to track, report and
handle complaints.

The ORC is responsible for ensuring all line functions
in the Group maintain an effective operational risk and
internal control framework. The ORC establishes key risk
indicators to track the key operational risk items and
monitor the effectiveness of the risk mitigating measures.
Operational risk incidents that may potentially indicate a
control weakness, a failure or non-compliance in internal
processes are logged, reported and handled for operational
risk management. The ORC is also responsible for providing
directions and resolving issues related to policies, controls
and the management of operational issues as well as

ensuring prompt and appropriate corrective actions in
response to audit findings related to operational risks or
internal controls.

Legal and Compliance Risk

Legal risk arises from uncertainty in the application
or interpretation of laws and regulations, and any
unenforceability or ineffectiveness of legal documents in
safeguarding the interests of the Group. Compliance risk
arises from the failure to comply with laws, regulations,
codes of practice and industry practices applicable to the
Group.

The Legal Office, headed by the General Counsel, advises the
Group on legal matters with a view to controlling legal risk.
When new products or business activities are considered,
the Legal Office will advise on the relevant laws and the
regulatory environment. It will also advise on the necessary
legal documentation, and identify possible legal pitfalls
with a view to protecting the interests of the Group. Where
appropriate, external counsel will be engaged to assist the
Legal Office in providing legal support to the Group. The
Legal Office works closely with other departments in the
Group to advise on legal issues and documentation.

The Compliance Function is part of the Legal Office and
is led by the Chief Compliance Officer, who reports to the
Chief Executive Officer through the General Counsel. Where
appropriate, the Compliance Function will engage external
counsel to advise on compliance matters. For a more
detailed description of the Compliance Function and its
work, please refer to the Compliance Reporting Section of
the Corporate Governance Report.

The ORC is the governance committee for legal and
compliance risks.

62 The Hong Kong Mortgage Corporation Limited Annual Report 2018



Risk Management

Leveraging Risk

To ensure the Group would not incur excessive risk when
expanding its business and balance sheet in proportion to
its capital base, the Financial Secretary, in his capacity as
the Financial Secretary and not the shareholder, acted as
the regulator of the Group, issued the Guidelines on Capital
Adequacy Ratio (CAR) with reference principally to the Basel
Il risk-based capital adequacy framework. The minimum CAR
is set at 8%. As at 31 December 2018, the Group’s CAR was
26.8%.

The prudent use of regulatory capital is monitored closely in
accordance with the capital guidelines. The Chief Executive
Officer reports the CAR and the daily minimum ratio to the
Board of Directors on a quarterly basis. An early warning
system is also in place. If the CAR drops to the threshold
level of 14%, the Chief Executive Officer will alert the
Executive Directors and consider appropriate remedial
actions. If the CAR falls to 12% or below, the Board of
Directors will be informed and appropriate remedial actions
will be taken.
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Corporate Governance Practices
The missions of the Corporation are to promote:

o stability of the banking sector

o wider home ownership

o development of the local debt market

o development of retirement planning market.

The Corporation operates on prudent commercial principles
and is committed to ensuring a high standard of corporate
governance to improve the overall accountability,
transparency and long-term sustainability of its operations.
The Corporation’s corporate governance practices are set
out in its “Corporate Governance Code” (Code) approved
by the Board. The Code is premised on the principles of
fairness, transparency, accountability and responsibility to
all stakeholders and has been issued to the shareholders,
Directors and staff members. The Code is also available on
the Corporation’s website (www.hkmc.com.hk).

Monitoring of compliance with the Code starts with self-
assessment by each department each year, which is to be
followed by an independent review by the Chief Internal
Auditor of the Control Self-assessment Forms completed
by each department. A compliance report will then be
submitted to the Board for review. The Board is empowered
to require that appropriate action be taken in relation to any
non-compliance.

In February 2019, the Chief Internal Auditor conducted an
independent review of the Control Self-assessment Forms
provided by each department in relation to the compliance
with the Code for 2018. Based on the audit findings on the
Corporation’s internal controls systems and the completed
Control Self-assessment Forms for the year, the Chief
Internal Auditor was of the opinion that the Code had been
complied with in all material respects.

Enhancements to the Corporate Governance
Code

Maintaining a robust and sensible framework of corporate
governance for the effective and prudent management of
the Corporation is always a top corporate priority. To ensure
that the Corporation’s corporate governance practices are
commensurate with the best standards, the Corporation
will review the Code from time to time and will adopt any
relevant development in corporate governance practices.

Shareholders

All the shares of the Corporation are beneficially owned by
the Financial Secretary of Hong Kong as Controller of the
Exchange Fund.

The Board

The Board is responsible for leading the Corporation and
promoting its success in an accountable and effective
manner. To provide strategic leadership and effective
control of the Corporation, the Board meets in person
at least four times a year to oversee the Corporation’s
business strategy and policies, budgeting and planning,
organisational and financial performance, risk management,
human resources as well as community relations. In order
to ensure that well-balanced decisions are made by the
Board, the composition of the Board includes officials from
the Government, representatives from political parties,
banking sector, the accounting and legal professions, and
also the Consumer Council. Directors are encouraged to
attend Board meetings to ensure that issues are properly
discussed.

The Code requires that Directors are provided with appropriate
information before Board meetings to enable them to
be updated on the affairs of the Corporation, and make
informed decisions at the meetings. During the year under
review, four Board meetings were held.

The Code also requires Directors to avoid situations which
may, or may be seen to, compromise their personal
judgement or integrity in the performance of their duties as
Directors of the Corporation or lead to conflict of interests.

Directors are requested to declare their or their respective
connected entities’ material interests in any matter to be
considered by the Board. If a Director or any of his or her
connected entities has a conflict of interests in a matter
to be considered by the Board, such Director will abstain
from, and not be counted in the quorum in respect of,
voting on such matter at the Board meeting. In respect
of each financial reporting period, the Corporation will
seek confirmation from Directors in respect of their and
their respective connected entities’ material interests
in significant transactions, arrangements or contracts
involving the Corporation or its subsidiaries or subsidiary
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undertakings. Material related-party transactions between
the Corporation and its counterparties will be identified
and disclosed in the notes to the financial statements each
year in accordance with the Hong Kong Financial Reporting
Standards.

As at 31 December 2018, there were 16 Directors all of
whom were duly appointed by the shareholders of the
Corporation. Information about Directors is set out in the
Directors’ Report published in the Annual Report and also
available on the Corporation’s website. All Directors, other
than the four Executive Directors, are non-executive and
are not actively involved in the day-to-day management of
the Corporation. Non-Executive Directors, however, do play
an important role in bringing their independent judgement,
considerable knowledge and diverse expertise to the
Board's deliberations which in turn provide effective steer
to Management in pursuit of the Corporation’s policies. The
Corporation does not remunerate its Directors.

For newly appointed Directors, the Corporation will provide
an induction briefing on the business activities, strategies
and objectives of the Corporation.

The term of a Non-Executive Director is generally one year.
Under the Articles of Association of the Corporation, all Non-
Executive Directors will retire at the next Annual General
Meeting following their appointment but are eligible for re-
election.

The Corporation maintains a directors’ and officers’ liability
insurance policy for its Directors and officers against legal
proceedings and other claims arising in the course of
discharge of their duties in respect of the Corporation.

Chairman and Chief Executive Officer

During 2018, the Hon. Paul Chan Mo-po was the Chairman
and Mr Raymond Li Ling-cheung was the Chief Executive
Officer. The roles of Chairman and Chief Executive Officer

were separate and not performed by the same individual,
which ensured a clear division of responsibilities between
the Board and the executive functions of the Corporation’s
Management. The Board is responsible for laying down
strategic direction and business guidelines, approving
financial objectives and closely monitoring the Corporation’s
performance on an ongoing basis. The Chief Executive
Officer, who is accountable to the Board, is responsible for
leading Management in implementing the Board's decisions
in a proper and efficient manner. The Chief Executive Officer
also ensures that adequate information relating to the
Corporation’s business is reported to the Board on a regular
basis.

Company Secretary

The Company Secretary is accountable to the Board
whose main duty is to ensure that all company secretarial
procedures are followed by the Corporation and the Board.
In addition, the Company Secretary ensures that Board
Papers are provided to Directors in a timely manner prior
to each Board meeting. Directors have access to the advice
and services of the Company Secretary with a view to
ensuring that applicable laws, rules and regulations are
complied with in respect of Board proceedings.

The schedule for 2018 Board meetings was provided to
Directors in advance to facilitate Directors’ attendance
at Board meetings. The Code requires that Board Papers
should generally be sent to Directors at least seven days
before the relevant Board meeting so that Directors could
be properly briefed before the Board meeting. Board Papers
typically contain comprehensive background or explanatory
information about the agenda items and include supporting
documents, analyses, research findings, projections,
budgets and forecasts, where appropriate. However, any
Director adjudged to have a conflict of interests in an agenda
item for the Board meeting will not be provided with the
relevant Board Paper.
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All the minutes of Board meetings and Audit Committee
meetings are generally taken in sufficient detail, including
the matters considered, decisions reached, concerns
raised by Directors and dissenting views expressed at
the meetings. All minutes of Board meetings and Audit
Committee meetings are kept by the Company Secretary
and made available for inspection by any Director, except
where a Director has a conflict of interests in any matter
discussed under an agenda item, the relevant minutes or
materials would be withheld from such Director.

Audit Committee

During the year under review, the Audit Committee comprised
the following members:

o Mr Brian Stevenson, Non-Executive Director
(Chairman of the Audit Committee)

o Mr Eddie Yue, Executive Director

o Prof. Chan Ka-keung, Non-Executive Director
(appointed on 13 July 2018)

o Ms Anita Fung, Non-Executive Director
(appointed on 13 July 2018)

o Mr Ng Leung-sing, Non-Executive Director
(membership ceased upon retirement as Non-
Executive Director on 13 April 2018)

o Ms Miranda Kwok, Non-Executive Director
(membership ceased upon retirement as Non-
Executive Director on 13 April 2018).

The Audit Committee is responsible for reviewing the
Corporation’s financial statements, the composition
and accounting principles adopted in such statements,
the results of the financial audits, and the Corporation’s
management procedures to ensure the adequacy and
effectiveness of its internal controls systems.

Audit Committee Meeting

The Audit Committee holds regular meetings with
Management, the Chief Internal Auditor and external
auditor. The Audit Committee also meets on an ad hoc
basis to consider special issues requiring its attention. The
Chairman of the Audit Committee summarises the reviews
conducted by the Audit Committee, and highlights any major
issues in a report for submission to the Board for Directors'
consideration. In 2018, the Audit Committee held two
meetings.

Internal Auditor

The Group Internal Audit (GIA) Department operates
independently of Management and plays a major role in
assessing the internal controls systems of the Corporation.
The GIA Department is led by the Chief Internal Auditor who
reports directly to the Chairman of the Audit Committee on
all matters relating to the Corporation’s internal controls.
The Chief Internal Auditor also reports to the Chief Executive
Officer on day-to-day administrative matters of the GIA
Department, and has authority to communicate directly with
the Chairman of the Audit Committee without reference to
Management.

Each year, the Audit Committee formally approves the
annual Internal Audit Work Plan drawn up by the Chief
Internal Auditor based on his independent risk assessment
and observations of relevant risk management topics
discussed at meetings of the Operational Risk Committee
and the Corporate Risk Management Committee.
In accordance with the annual Internal Audit Work
Plan, the GIA Department adopts a risk-based audit
approach in conducting its independent reviews of the
Corporation’s internal controls systems. After each review,
the GIA Department discusses the audit findings and
recommendations with the relevant department heads,
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Senior Management and Executive Director. Internal audit
reports are submitted to the Audit Committee for review
and, thereafter, to the Board for information.

Over the years, Management has adopted an active
approach in considering audit findings and recommendations
made by the Chief Internal Auditor and closely monitored
their implementation.

External Auditor

The Corporation’s external auditor is PricewaterhouseCoopers.
Detailed information in respect of the auditor’'s remuneration
is disclosed in the Corporation’s financial statements. The
auditor is allowed to communicate freely with the Chief
Internal Auditor and the Audit Committee. To ensure
its independence with respect to the Corporation, the
auditor would issue a letter, on an annual basis, to the
Audit Committee to confirm its independence based on
the requirements under section 290 of the Code of Ethics
for Professional Accountants of the Hong Kong Institute of
Certified Public Accountants. For the purpose of the audit of
the Corporation’s financial statements for the year ended 31
December 2018, PricewaterhouseCoopers has confirmed its
independence to the Audit Committee.

Financial Reporting

The Corporation aims to present a clear, balanced and
comprehensible assessment of its performance, financial
position and prospects to its stakeholders and the general
public. Directors are responsible for the preparation of the
financial statements, and there is a statement by the auditor
regarding its reporting responsibilities in the Independent
Auditor’s Report on such financial statements. Directors
are to ensure that financial statements are prepared so

as to give a true and fair view of the financial status of
the Corporation. The annual and interim results of the
Corporation are announced in a timely manner after the end
of each relevant period.

Internal Controls

The Board has the overall responsibility for the Corporation’s
internal controls systems and, through the Audit Committee,
conducts periodic reviews on the adequacy and effectiveness
of the systems.

Various committees have been established to ensure the
efficient operation and prudent risk management of the
Corporation. These include the Corporate Risk Management
Committee and Infrastructure Financing and Securitisation
Investment Committee which are both chaired by an
Executive Director to oversee the risks of the Corporation
from an enterprise-wide perspective, and the Operational
Risk Committee, the Credit Committee, the Transaction
Approval Committee, the Asset and Liability Committee
and Longevity Risk Committee, each chaired by the Chief
Executive Officer. Each of these committees has clear and
well-defined terms of reference. Detailed descriptions of
these committees and the risk management framework of
the Corporation are set out in the Risk Management section
of the Annual Report.

The internal controls systems are designed to provide
reasonable assurance against material misstatement or
loss, manage risks of failure in the operational processes
and the attainment of business objectives, safeguard assets
against unauthorised use, ensure the maintenance of proper
accounting records for internal use and publication, and
ensure compliance with policies and applicable legislation
and regulations.
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Compliance Reporting

The Compliance Function is part of the Legal Office and
is established for focused management of regulatory and
compliance risks.

The Compliance Function is led by the Chief Compliance
Officer who reports to the Chief Executive Officer through
the General Counsel. In accordance with the Compliance
Policy and the Compliance Manual of the Corporation, the
Compliance Function monitors and advises departments of
the Corporation on their compliance practices with a focus
on conflict of interests, anti-corruption, anti-discrimination,
competition, privacy and personal data protection, anti-
money laundering and counter-terrorist financing matters
for 2018. The Compliance Function conducted compliance
audits in 2018 to help ensure that departments of the
Corporation maintain robust compliance practices.

To provide transactional support, the Compliance Function
undertook reviews of and participated in the sign-off of
key transactions during the year. It also organised training
to strengthen staff knowledge on compliance matters.
To enhance staff knowledge on compliance matters,
Compliance Function implements an annual compliance
test with different modules for relevant staff from different
departments and subsidiaries of the Corporation.

Code of Conduct

The Corporation requires the highest standards of integrity
and conduct from its staff members. The requirements
and the relevant legal obligations are clearly set out in the
Corporation’s Code of Conduct (Code of Conduct) which
forms part of the Staff Handbook. The Code of Conduct sets
out, in particular, provisions in regard to potential conflict
of interests that may arise between personal interests of
staff members and the interests of the Corporation, and
other provisions designed to ensure that staff carry out their
job duties properly, ethically, impartially and free from any
suggestion of improper influence.

A copy of the Code of Conduct is available on the Corporation’s
intranet to all staff members.

Staff members are required to give written confirmation of
their compliance with the Code of Conduct on an annual
basis. Based on the confirmation received from the staff
members, Management was satisfied that staff members
had complied with the Code of Conduct in 2018.

Communication

The Corporation attaches great importance to communication
with the public. The Annual Report of the Corporation contains
comprehensive information on its business strategies and
developments. The Corporation’s website (www.hkmc.com.hk)
offers timely access to the Corporation’s press releases and
its business information. The Corporation also maintains a
telephone hotline to service enquiries from the public.

Corporate Social Responsibility

The Corporation is committed to fulfilling its corporate social
responsibility (CSR). In recognition of its contribution to the
community and commitment to CSR, the Corporation has
been awarded the Caring Organisation Logo by the Hong
Kong Council of Social Service each year since 2008 and is
now in its eleventh year of CSR participation. In appreciation
of employers who place high value on their employees’
retirement needs, the Corporation has received the Good
MPF Employer Award from the Mandatory Provident Fund
Schemes Authority each year since 2014.

In addition, the Corporation continues to maintain the
Corporation’s website accessible for everyone, including
persons with disabilities such as blindness and deafness.
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HKMC Insurance Limited (HKMCI) and
HKMC Annuity Limited (HKMCA)

The Corporate Governance Codes of the HKMCI and the
HKMCA (wholly-owned subsidiaries of the Corporation
and authorized insurers under the Insurance Ordinance
to carry on general insurance business and long term
insurance business in or from Hong Kong respectively)
closely follow the Corporation’s Code, incorporating best
corporate governance practices. During the year, the Board
of either subsidiary comprises members from the Board of
the Corporation and from the Senior Management of the
subsidiary. Directors of the HKMCI and the HKMCA were
appointed by the Financial Secretary as ultimate owner of
both subsidiaries. The Audit Committee of either subsidiary
provides regular reporting to the Corporation’s Audit
committee.

In February 2019, the Chief Internal Auditor of the
Corporation and the Head of Internal Audit of the HKMCA
conducted independent reviews of the Control Self-
assessment Forms provided by each department or function
of the HKMCI and the HKMCA in relation to the compliance
with the Corporate Governance Codes of the HKMCI and the
HKMCA for 2018 respectively. Based on the audit findings on
both subsidiaries’ internal controls systems and completed
Control Self-assessment Forms for the year, the Chief
Internal Auditor of the Corporation and the Head of Internal
Audit of the HKMCA were of the opinion that the Corporate
Governance Codes of the HKMCI and the HKMCA had been
complied with in all material respects respectively.

Conclusion

The Board was satisfied with the corporate governance
practices of the Corporation during 2018. In 2019, the
Corporation will continue to review its corporate governance
framework and improve those practices as appropriate
in the light of ongoing experience, regulatory changes,
international trends and developments in order to enhance
the Corporation’s efficiency and effective management in
pursuit of its missions.

70 The Hong Kong Mortgage Corporation Limited Annual Report 2018



BEBEEBEFBERAFANR-NANEF=AK
Vo HEAFIITHEREBMBEIINEESEE
A BARBEFARAAAB=-HEZEM
BR7 - D SEBRERRBIRAA - BA
FEBERAFNREBRIBEEBRAA -

R
IRITHEREBT
MREEXZRE
AHEHFTIHER

ey BRIKREI TSR
|:| / ~ Hq:/‘&

g B

gL gL &H

Ay A+ (87E) P-1 A2 (&%)

oh AA+ (87E) P-1 A2 (&%)

H &F

71 HB@ME 117 B[R

73 EFEWE 121 ERER

77 ARERLERE 130 REEARE
81 EERKE 136 EHWRE

83 REXLE 152 BIZEENIRE
99 HEHERMT 160 BAIS3RE

104 750



B RE

TEE

FERLEMA 536,209 507,578 490,642
P& R PEA 5 ) 126,5584 806,395 603,984
BEER 287,705 315,793 205,771
BEHEIT 12,424,465 17,856,470 16,175,123
R B FE

- — MR ER 565,739 417,076 367,562
- FEEH 2,780,240 TiE & R
REL

BEXBE T8 6,442,064 7,829,441 9,533,961
BEITES 37,292,877 34,840,706 34,233,467
AEE

— BB RRR 2 19,723,956 17,588,701 14,104,839
- REIRIBIRM 9,644,152 6,875,721 4,315,944

FEE 1.1% 1.1% 1.0%
EXRFEX 26.8% 21.0% 21.3%
X AR A L 86.0%* 26.8% 30.8%
ERER AT EE 0.9%* 8.6% 6.8%

FHE—FHALOES -

AR D MG L BRRTB A ER

AENERRBELZERBEFINAEEEHREFRERRRORRED - BEARERERORKRFS - HREFEFY  FEARKKZMERAZSH
B o

RARLE  EHRZEESARLENBAR-EEF2ARARNENEEBRYEFSEBARTEAREHENEERBMm I ROSTEER  — TN\
FROBENBERERER - BRESEIRRMAAE AL E D IR 51587 - 5.1% % 36.7% °

w N

=

EBRBESERAT —T-NFg5 /1






B

L,
U

LB ERE OSSR
Hiz .

BRI
EY

EHEER T \FHREIER  BETHFER
BHFHRSS - PEMENE ZERS ZIREAR
BEXE  HEREZEHNRALRE TN E
BEIg - FUBE ST - M EEBEREM T B
RHEMERERCHERE < 2RMHKE N
Bl - BEEZREEIERAENTEEHERREK

TEZREYR  FAEZTMNEERNIERNE T+
FiE

FEIHE  RMANEER N FHARBEZRE 8
E-Z-)\FERNEFS - FHREINBENE
BB ORAAR  MEEEREBTE M
LI RBERIE I S THIE - BREMNEE
EEMEMGOFERBER -

REIRBEE

HERITERZES TINEEY BRITHERBEE

VRS ARERZZ—\FBAL2877ESE T
(ZE—+F 316 EBT)MIZBEE - A5EF
BEEBFESRTLCHEBEENEZAG  —H
VEIT RS - TERERNIRITHEEIRBEN

HERFHIHER

AEBEHESAMWEST SRR TE > —ENEE
ZAE BETEFRFEERTEIEMNERND
KEEN T \F - AEEHETTTREEH
B (FH—FAL) - @O 1248 7T - Aiw
RAEENBREFT LKL RAER - AEET
ESRE R RA T [AA+] FIR2EA T [Aa2 ] B
SEAA - BERBBRBFNEENFEAER -

ERRBREERAT T \FF8H 73



EFERE

BOTREERRE

EIRRRETERBEMERIBN S ERMMZ— -
B~ AUNNFHL AR - kiR E—BERES
EEMESNAERER B RETEEESZH
BEEM - KMBETARENZLEN - AEEES
EBIEE 141,600 AR EBEREFT - A Rt &
RRE o —F—\F - LFFEINFBREFRE -
Ptz IR BURIE E BB /3B EAET(ZF
—t 4 3231BET) °

EESEDMERE

HELE340,000fEH  PEIBZE(TRNR]) - HE
RENZBEEAMPE - BEFERNERASE
ELZTEENTNERERRITEI T NAKEEER
EMMBEEE  BHEEROIES/ I - %8
REERTEE YR/ NEIBRITER © S
BEIDIBE BB RIBRARTE ) - TR - NEBEEE
HAHZEINRTT - P Re R IHEeET
ZYEMENER - AR AR ZTEIMRFEHM T
o BHEZT—N\FK - ASBEE LB 14,500
RER S RERERELSSS BB &t E a#
AR E 2 MR i@ 8,500 fE AN AR /) 1 Kz 481 224,700
ZHET -

74 FEEREBEFERAT T \EEH

ABHERMETRHESEBAMERE

AEER T -—FHEORELETE - REER
PR ERRMH AR RSB 2 - R NER R ETEH
FAZZFRERSM - ARER T —R"F+ A&
AEEREEAFEZEENAREEHEE K
MNEBEETETRELENEDHESE - K
SERINFHEERERBE AT - S LERIGTE
MTIZREXIEETEIEST - RXHREHBRBE
T \FRHER BT EFIEMIS% B
RAOBERKARENREIES - NEEREERETT
e (RERKRETISER - WRERAKRALTR

(RgEEER ARSI

TENRKFEEEREREEZERAEE - K
SEATFER R \FLtAHLHEEFS
FEI((E£58E ) BHE—BREBEHFE - U
FEMRMRERK WREAMFEMBER - F
CREIERER —FERR2BAKRITATERK
A XESHEIGERELAFE - AFETHF
NREHIER - BEMSER - FEAENTZAEH
RIEE - WERDPHE BB - %M BRE -
EmFHEEL - TRPFHR - AIBERRR - 8
E2FE - FErra| I H5 420 RE - FIRRE
BEH281EBT  FHEHRERBRESELD
513,000/ 7T °



EFERE

—F-\FHBERR

IR EMBEE1.27EBT(ZF—1F : 8.06fF
BIL) TBRRBRASENHNRFEEHRERFE
'IﬁiiiﬂﬁﬁﬁﬁﬁﬁFEAEﬂ?ﬁﬂé R\ FBEC
—LEMBEFRNIFREELEREMT  AEX
T\T%/a%ln__nﬂzﬁ%?ﬁk’fﬁﬁﬁ&ﬁﬂl%i‘%ﬁiﬁ &EF
SEHBRGETER  ERSEENRS2ERT -
BTrZEBREMSEEEA -

BARFTEERMN268% N REBKF(ZT—L5F:
21%)  UFEBESEXRBHER M - ARBET
RE—RERBEBOMBLARNENENT XL
RA21E ?ﬁ%i@%ﬁ%ﬁ’]%—%%” Al /34
& MELERSNEEREEE K

REZF—NEF

RENR  ERKEERNE PEEHERIAR
HA REUEE MG BUA R B ARREM M 5
KBRZ T RS - B RN = AR M A0
BEK - YRR NWABREEAGERERE - B
%Iﬂfﬁ’ﬁi?}(%ﬁ%% BFEEME - #HF
BtE - ISR SRR E L - BHERE
RIS RBEAX - RREERT S TR ERETS
E’Jﬁﬁlﬁi\%fﬁ e b N B E T IS NS H RN B A

c AEBERFREEHNRLRERES - I
@E ML E B

K& ENEERAE EEEXNEMMEEIR
DEE - RS fIEH TERR N HF -

BRI
£

EBRBRESERAT —T—/\FFH /5



HiasRE




HAZR S

BRREEZRRAH

BELE  BRER B

BERFESARLQT
REIRBET

BERERBERAT

o E T

BERREBEEERRAT

BEEN  BERLHEREAEEIRE

BERRBEFERLA —T—/\FER



RS

FBEEEE

BHZAR

T
HITEBRER

EEEBEE
Z88

HERMEREFSL

SERRER

Z8E
REARZES

BEANK
EEZ8g

HITESHRER
ESHRE »

AR E AR
(EIEELE)

REpLL
(FHH=—F—NF
t+A=1AHE)

EAREIAR
(EEBAREHER)
WIERE

(R —F—/1F
TA=t+AAE)

SREIAR
(B17%)

BEREE

EREIAR
(R

BEREE

EladcEle

‘OB Lt

EIRE
(EBHERER)
REELT
EIRE

(EREME1)
BEEMzL

elbck=
(%758 1E2)
AREEEE

HERBEE
EERRMEREHCER
RS
(FAH—F—F
ZA=+—HE)

HEREAHRREIE
ERMEARBSLER
BT ESEE
(R =F—)\F
795 71, )

HEREHRREIE
EEMARBSLER
F®BLt
(Rl =F—)\F
+—ANEHE)

EIAR
(BxER)
EERARESLER
REHSE
(R =F—NF
—A—A#)

ElEEsd
(EHBE)
-3¢ Erd
(R =F— )\
A1 A
L Ft
(Br5EI)
BHlEE
A&
(%)
EEEEE

RS
(BEREERBRDM)
Brisim L

R
(RBER)
BEFLt

R
JSEIR -8
AR
T
SRME
(LEERER)
&S
R
BfpE Lt

k=
(TR ANER)
EEmL

U BERAEBERMAEER
7 BARITHBISR A E R

78 EHRERBEZERAT

—E— \FER

A ERE AL AT
R L




HBRE

BEREREBERAT

EER

EFZRE

PTES
RBE
REMLE

EBREES

(FR/NEREE IR T BIEAF)
EEMzL

B E

T ARTTRBISAAARER

EBEBBFERAA T N\FFHR 79



RS

ERFTARAF

EER

EFEAR EFzEEE

P

T ARITREI AR E R

80 FEEEBESERAT —T-N\EER



i
4
i
s
il

R K oA A=A B GBS MH JP

EIERIITES
A B R AR

FREFRSCHE oBs Jp
BEERNTES

BEEHEE BB

REEE o
HITES
BELAER GRS

FBRIA S 4 P

FHITES

EBEREERGR
(R=F—NFA+IAEZT)

SHELE P
HITEERER
BBLEEIE G B AR TERE,

REISGEE o

FHITES

TTHE#KS

VEEES

FHEBEECHES

REIRI 152 S 2T ETE A BN

MAESE ST oBs P
FHITESE

TR BHAE
VEABER
KHELEERAGTEFR

JaN)
SPERB R A
FHITES
AEHEA

HEA A

ZIMa M %kE o

FHITESE
BB RIER /5K
(R=ZF—-NFHA+NEAEZ(T)

EE I sBs Bés P
FHITES
EARAABRE

ERRBESFERAT —T/\FFR 81



EEZRHE

PR R8T oBs Jp WESCIS 564 oBs P FHHE %4 BRS UP B JE Z & BBS UP

FHITES FHTES FHTES FHITES
BB BHREHR B ERRTT EERGREEIERAFIEE
(BER L FR) THEA

B WEBF L+  REE%t sk W £+
FHITEE FHITES FHITES FPITES
BEBGOEERitlE EREHTTARE  Singapore Life Pte. Ltd. FEHTEF (R=ZF—/VEPF+=HRE) (R=ZF—/VEPA+=HRE)

(R=F—NFRAZF=FEEF)

BERZEL+ ERELE LEE Huat-oon 54

FHITES FHITES FHITES
(R-FE—=NFMH+=HRF) (R=F—=/NFHA+=HREE) (R=F—=/\FHA+=HREE)

82 FHERBESARAT —T-N\FER



KE
40 2




EETHE S
REE1F

25 ot 3

N IEE HEEE




2

255l

INSRIEE

ERRBBSERAT —T-/\5F%® 85



86 EFEREIFFERLT —T—\FFR



EBRBBRBERAT —S-NFgH 87



88 EREBESERAT —T—/\FFR




ERZBESERAT —T-\FFHR 89




RELE

90 FERBIFERLT —T-N\FFR



ERRBBSERAT T /\FF8% 91




RERLE

92 EFEREIEFERLT T \FFR



ERRBBSERAT —T-/\&F% 93




94 FEERBERSERARN —T—-N\EFEER




RELE

ERRBEHERAT —T-\FFH 95



06 FEERBERSERARN —T—\EER



RELE

ERZBESERAT T N\FFR 97






TEHEET

ARRYBNERHEMETEELGEE  ERR
Rl B-ZZENFE EBERFBLSRBHIRE
[EARREEIGE N ROREE RS REBA
F+—F REAERETLRNRENET - &%
MRAESHEEERITA T —HFERANQFIMR
%[ EeifEE ] 8IE -

ERBETSREETNHE  FAREHIEEE R
B AEBEBERESEME  BOEERN - B2
BZRE R ) M TIRIRIE I

FRES

B T EEF B
RNEERNFFIFAL - HBRA RE A RIHET -
BIEEERTENRE MYTMEBERF - #H
REH TS MM ERNRE TS ER - XEEAR
EERBABRFNNGNESN - BERENSEXERI=HE
ZREE  NEERLZEZHIERE - ASETE
NTRERERERR  WBEHAXTE  EES
EITEREE ERGETE - AEETAEE KB
EHEEREE LI RMRE

BEAKENEGREMEENERTBEE - B
BREBCESGNIZTEME  NEEs S
EMAERENEE - —F—\F AEENTERE
BMRHIB309A - BETIRAKES.92% e

15| AR "

AREBRAFEZINERMN - FUILRBKEER
B TERFABTIMHEXRMBMKEE - —F— N
FoAEBLZHRIENIED - WBEBTHER
o WRAER » ERTEERIERTT -

AEEINTIEREREZRE  PINEHERER
tE - BEAIE - NEIBHORZERE - RESIED 4 N5
ErrBRER - FR AEEERRTHAHEGEA
B (FLER) 6B - 7 L BR B A5 &2 AR (R &2 B0 B

SE

AR B BOAREE RS

—+Fd

B REBIEET

ERRBRSERAT T /\FF8H 99



ERA

HELR A

100 BBEREZHEMRAT —T—/\EEH

AEENEE THEHEMEEENR - WHETHE
MHENRIE - ARRERE - RELBREES
RREE - ERER  MHEEE  BABRER

BRITF -

BEAN - REBAFE TR HAREN - BETT
RS BRI IR EBREELRER -

B A EREETIEY

B EIERIE —REEHE



EHEEF

ESBFRESTTE

REENBEMES CHRNEE  LEETH
BRER HEIFEEZTERRERERS
WMIERE - —F—\F - AEERRHETE
BINERAE  IEAREMETIREESE - &K
XETIMKXBED - AEEITREE LAY
{HKMConnection) - 888 T)EB)REF R A o

RIEERARANBRBRER  AEREFEHEHE LA
B BEHMADFEREA - ARETREET

BERAE EETIRMES  KETERIEMT
TEIRIE o

HER R IR

BRI E

=R - ARRKERE

REELZE

ERBEREETINEE  A%E—RBLETIHS L
f2EE - AEERBGEE SRS BB —FRINEH
BREFENE I RERBRHERZNEH GRS -
T \F AEETAEBERE T ZHENR
ROREEET g matEl

AEENR RN MR RESEES - B EKREE
FBERIARBEEHMSEBTEHNBR - SINET 2

FIRBERRE - ARENEMRITES  HHET
ABEERBRT  RBABRERE - BTEE
At R ERB MR THE -

FR S 2 e 0 R s

EEpBEsERA" —2-NFg5 101



BAiRALE

EERHMEZE
AEBTRHESSEAERAEEEE - FIANEHK -
BRUABEEBTIES - ARERBE TXRHES
AREM2EANEE R TR A 8RR
TiE-

“T-N\F AEESHZEBRUAE  fIN—F
—N\FrE@RAMEF-—ENETBLTFER
mA e

AEBESTREG2EFKETHE  BHERBEMNES -
BAEBBNHBERERAE - BEAFEEZELER
BHREaE 287 TIZEEHTIE

o RERSE - EMUFAMEUETE - WEEHE -
XA -ImA-

.« BEEE  BETFERESELSHEAE
SREARRRNERIRPEREE - #AW
BREE  WREIERARENEETIARE

-5

102 BBERBEBHEWRAT —T—/\EEH

SLETHEEEE S

RAKBEEAT  AEERHEBRL - EAEL
ERBEUANERER - BARRIEIFFEE -
SEABNEL - HRBAESNEERRNTE
e -

FR - AEBHEERTRELESE  WEMELE
BEBENFETBAR  EAANKENREAT %
B - BRSO =FHR  RBLEETRMARR
ERIE - 2EARIRE - Y2 NERRNEE R
FRAIE ©

RERE

REE—EHXF RHEITRRBAM(CE - BREER
RIRM TR - WA D058 8 TR REM AN 16 6L
RHOEH - AEESBEETZAT TR - BDE
FRARGR - I B SR W S R A K {52 FR 1R RO 3T ENRE AR D
SERBE AT NFUAR - AEERATF
Bt BRERERLERENEMLEDRA @ 125
BERM R - AEEECDE TN ERENAE
it TEEHEmERMERE SRROE

O
AR °






E 3 JEI)

PR EZRE REFCERMBAEITEEZRE R
EF L E

RERE

RER  AEBWNTREEEIE

BAK2877BBETEREE
s FBRBERMETE - EBEXAL  EHAEHR
2B BB TIRIBE KA m/RA - BITEE124EETERS
—FRUEMES - REMMESHHER - I
o B EIRIBETEIEL AR - HAULIZ3,064 R FREAEBEREERTRERRER Z —Mi
MEFIEELS0EET fiz

s EAFTAEE T \FLAKLEE_T N AEENRISNEMA M EBEETR - #7FHE
FEE - A 5,4221%1%% RE BRI 2818 RE AR ([EE ) AA+ RBBIREERBE D

BT FHIREBSREL) 513,000 T Tl ([18 ) Aa2 B =4k Rl
o BEE—WREAHANAGE(RNEDHRME o GRHERNEEZE - R —\E+=A
BEEBEF/NEEER - PP RE ERE =+—Hzt BHI0H A FWHERE - IZIBRE

TN\ KEEEREMNBAFTHACRE-—FT N 5 70.002% : BEEERBAES /0.02% (8
FRAR BN - N\F+—A+NH EANFE0.02%HERF)  NERERSEEH
R 1.28% : FTBBEMRIG517/30.02% °

e BAKGEEEREMN -Z——_FRAHLEN —Z—N\F AEEHFZEEROTEHR
o REBHAEMEBIBI4S00REREBE - F

KR E R85 BB T o #8500 N RHEIEB o BREE(SEFAE127EET
224,700 %8R B T BRI &

FEERT%

o NEIEFGHEIMARNAK - MEIEAL KD
Hjbgﬁcﬂﬂ%lﬂ’]@ﬁ}\i AR 7 BB BIE X
BREIIEHRIEENAL  HZH5308E T
&K

PR E & E#HREZ0.9%

B AN UT A LE 2R 5 86%

. E%ﬁfﬁ%g KRBT BIFR A - Atz 12= 8 BAFERIB268% RSN ER A RIREEDN
MR TFHIEELN 4008 ET 8% Fx KK -

104 BazBEREERAT —T—\FFR



EBERE

mR R

BB R

EREENR T \FVEEER B THFLE
BRDS  PERESHENBGSIEESEHR - S2IK
RERAXE  ERE2RMHAE - BUM - SRME
BERERE - At EXBNEEMSETELHE
BEEBRFIRERLNRE - 2IMI5KEN N
Bl o tbsh MR T FETmE T EERINERE
CREES - R_T—N\F - PEEEHETEBS
o MeEKLETTAREL . EEREABAERR
E o EUFET - FRARBKBEEREN  BRA
A EARERFIRIN3% °

YT 5
BEAEEMBRANE—N\FL¥FHIBBE -
RREMKRERNAAZEFASM - 5NEAX
LIEFIED B 527.4% 2.36.6% SR » BTN A
EEMEEBRMER  MEFERNA LS - &
MRE=FHAFE - ZFEWNF - W RREE -
MEFEZSEASTAER  BREEVEKRE
Ak BNAE+TZAKIRIESD3% - BEME -
TE-N\FEEVFELRRERFHKT 1% £ 57,247
R KR RERIRZEFA0.5% (B1) -

1
e
HEEEFEHESY
- ®iE
wH EaET
200,000 800,000
150,000 600,000
100,000 400,000
50,000 200,000
0 0
96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18
TH —m— BEGEEET)

BRRR - L0t ME

—FRIFNBENKREAFVELA—E LA
HEEZFREHAKSY - BEME - FEWEER
M- — \FERBH1.6% N REEE M- T—+
FHIEIRA148%  HE-_ZT—\FE  FEWE
BEREBBE—NNEFHERL107% (B 2) -

2

FAANEEEEIEE (1999 = 100)

420
400
380
360
340
320
300
280
260
240
220
200
180
160
140
120
100
80

60

40

96 979899 00 01 02 03 04 0506 07 080910111213 14151617 18
ERORR - ZMEGEE

TOERRR - mEAMEGEFLROLAETEEER

EBRBEsEmRA" —T-N\F&£5% 105



S dm)-

BRETES

BEME  BENEBNER_Z—\FERE
e XEBEMEBNF5%KR525%RA A=
5.125% & 55% 2 BRI2FEAREX  MEBIR
TRERBEZFERESN - REZECHEER
TRIBIE AR - AEIATHEGEN—EA BT ER
TRZEFE RN FEAGMENR0.78% E12.21% 2 [E © 1%
BEFBRSEBTER  ETMAETERBENRNR
EECEBEM EFH89%E 13,7213 E L —F
—N\FRF I ARBE R BEEILRTMIZ0.9% ¥
=T — - FHIEIE A 43.6% (B 3) -

&3

B REERBER

BEET
100,000

90,000

80,000

70,000
60,000
50,000
40,000

0 nﬂh“‘“‘l‘“"

30,000
20,000
10,000

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18
NEZ BF_Z P E=FEWENZE

ERRR : BESREER

2 ERNR : BELREE(SREE AR
SOBKNR  BReREERFARTERIENE

106 BazBEREERAT —T—\FFR

R ZE—N\FUESERTEMELA LR - 2
NBEBRITAEFREADETCENFMERIBER
LEBITBE - B1— A HI86.2% & =0 A H46.3% > B8
TER - ARIRIT T EREE SERETE - B
BEARITRAEFR MRS EEENTMNERBENR
LI AR EF - E/NAEIS% - BABRN
FOFFEARE - HE_T—N\FK  UREERF
EMEBRITAEFRERLEEENIRBEIAUE
RIBEFHREBH TS - LLED R RL46.6% 1 51.6%
(B4) -

& 4
-y

Tt EERIBEREE
—NET=R

—NE1—-A

“NETH

—NELR

S Y|

—-N\ELA

—NERA

—N\F58

—NEmA

-NE=f

—NEZR

—NE-R

—tE :E

kel

—tETR

—+ENA

—tEN\A

—t&LA

—tERA

—t£Rf

—£4mA

—t5=h

—tE-f

—t5-8

—RET=A

—A~ErA

e ;rLH

N J\E

—NEtA

—~ERA

—N$RA

—NEmA

—REZR

—NEZH

—¥-8

SHe

—n%1h

o

—RENA

~h%ch

—R&RA

—R%¥AfA

—nFmA

—n%=H

i

—5%-8

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
NE=! FY % M= 7
B URESERNEERSEEE W EEFE
N N L= =13 N

W UEBRITAEXRSERZEEE W HEfp



EBERE

EEEHSIMEAEECRERE RYHRBEED
HEEET  TERBEFNEEZER_Z—N

FHRIFER - HBEFBBIOOANERLE - RF
RRIFTE0.02% KK T » RELESRTTIREVEREMEE
YR o HE/R A B E TR RAM - IR R E 4
BE0.02% MR (B5) - BE—_T— N\F+=A
K BEEEAZRGTA2627F  $SEEAR11.891E
BT e

&5

EEZBERERLE

(%)

98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18
AR (I LEEHRER)
HBR b (3 ER> 90K )

¢ ENNR BEReREERFAGTERIENE

MITEER

FAFTEMEZRBERNARAEERSHE  RZZ
— \FEE I ZE 131381878 7T _ﬁ—tiﬁﬁ:
12,0828 7L) - (h2BREFEAD 22— (E6) -
NEREEE  MEBREKEENEE - BEHMEN

B R HAR%E 5 38,557.7 BB TT » \GIRTTE RS
#141.6% - BE2—ZT— \FK - EEHEEZ -

RARB2EZEEAEIMNEEEEENEINRE
RIS EREFILE 5838 AT (ZT—HFK :

513188 7T) °

&6

SOOI ERABEA R TA (EE IR ERARE

TEBT %
7,000 35%
6,000 30%
5,000 25%
4,000 20%
3,000 15%
2,000 10%
1,000 5%
0 0%

97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18
B ALAFEERBEK N @EK

—— LAFERBETEEE

ARRR : BESREER

EBRERsERAT —T-/\F#5x® 107



ES3E4

BEEWE

BEMHETRMTRITHERLEENEIRS
$$@Eﬁﬂ+ﬁ REBEF /T SRR E
T T )\F AEEWBEED2877EAT
B - $¢@%E%&%E#&ﬁ@§?

MELZH

RZZE—N\F- %&%%I%&?E@Jﬂﬂi ERI AL
BEHBERERFITN - - EZEENE - mA
SR BB R %ﬁﬁﬁ@%ﬁ%ﬁz%ﬁﬁﬁk  TEEES
MEPE  EMEREMTISKE - BE T MW
®E > ARERREENAERERE - REER
TEFEEMBRELHES - ARAKEEA R
AR HMEEHEEFE - AEER TN\
FEOTTAERI120EBTES  FH—FHAL -
BEFE  AEBERBREFEHARIZEET

REBENTERETERNSIAGFHESFER - 3
RAMWEZ TS - (FREERAENDEEEE

 REERREENHEE R TEEARATIHET
E7 > WHEBIMEBTSRME S HREBARE
EER - ETEEPEANKENESER  BA]
AREEREERTEREERUSTEANEST
H mEREEHREASZ T RS RENR
ko

AEBERAZEEHTAETE - BHRTESS
AR - MEER - AR AKEREEFRE
B FBRITHNEFE S RIREERL - BHERE
T RBRAR - REES RS LBUTHBEESR

108 BamBRSEERAT —T—/\FFR

g%&,%%

$El Eﬁﬁﬁ&éﬁﬁ

hEIE S BT E
BTHEEEMSRIIEZREENRAES IR
AEER T FANARUZREKPHESE
TTaT8 - VIMEITHIERI0EET RZT——
FHABMEOEETAMEBINEEEE XNT
Ko EZFTEIT  AEEARTZETIEEENE
5 BEBT - Ex ARE BRIT - 2E - BT
RBE - URmRAt R gIMEEENT K - FTEE
B EHFEITFEIRITHINEES - B2 EEHH
RETTHETT - ZEEINMREEINERFER
BITHES  PIETARBITRAARE - Eelds
REECTRAREFHETEANER - NEEZE
B M EAEESREEANE RN Z B -
XEARKRPHESET TR -JFhmsEHRaE
M o

—T-)\F AEBFBHIMESETAE
77 290/AEES %ﬁmAnMwﬁﬁﬁﬁ E
Hi—F kAL -

BT ARTEE

BB TABTAERN —NANNFLARY - #17Y
REATLEFTENRBEREE - fHEIRUKAH
THR200B T R_TET=FEMEL00EE
Toe WA EESREET —EARERTARERNF
a8 HAKEZRTESMAERERE  FRFH
tw$ cHATEIREEERSEMBEENKE - B

NEAFEEMARE T AETHESRHEZND

$HZRAE



EBERE

SEBEHRTTE

AEBERNERTMZTERSTS - AREIERL
o R —F+—ARTHMTEERESFTHERA
— AR EEITHES - RN ZFZNF A AKX 200
BATHTEEHFEITRE - LHFEIT - ILER
TEBRTESITHELE  ERELETRITRE  MZT
EREERELFAEBBITNES - ABRLEHT
SEFNRBMN  EERTRANKERBLE-_FN
PREEEEAE A -TT—Fif  AEBDH
TEEBEAR137EET - ARERNETRA
BRTHRTZERS  REENTEREERM
BEIMNORETA -

HMEECRENBEHBEREERH
EHTNERERETE  INEEESR - NNNF—
A BASERBI0EETEREERY - EX
SE R AEEFLERE TR FIREE - AmA
FABMBITRETBRITREBARA LMD - #
ARNEE R AR AR N BRE ST 5ESRYME
FLEME  ZEABREENTIERERREDE
% HR_ZTT)\FREELHOREK  ZEER
EREF+ - AEMEI0RET  BREEERA
BEARENERZN  ITHAKEETE-—FX
o

AEBERN—HNN\EMN_ZZN\FEATIGXE
LEERPE  BREREBEREER  FRASMIR
TBARBEERBEENHNER - ARERME
RTZOERER  MARABRGANEEMSE
T 2REERREERHNER - —T—\F -
AEEWREABREELZHEAEMER -

= HIAR
B RIBS T AR E R BEUTE BT
W T AREFRTES L REEHRI N -

BEERBEFARAAEEIR

BE B

skt £ st £
T EE A1+ A+ (TBTE) P-1 Aa2 (&%)
o A+ A+ (B7E) P-1 A2 (%)

EEFRAEESANEENERK R TRENE -
AT rtmfas g g kednpln —E—N\F/\H
M—ZF—\F+—-ANEEFRRS

B

[BPSEARBREFERARMNFR  BIERE
2EBRRBEAANTENIREE  REREFIRR
EZLRNERER BT UASEEBRNE M
AARHRHE SRR ISH o BMRR - ZAF
EBEBFRRNEMBORER > 2t T RrlHE
BRTHESR - ZE TMENERER -

[FBRBEFBR A REARE TSN
FER - BBBERBNERES @ mEAMRTT
BRBESNEERBREENT R  LHEEED
BREF - BARBEFARAANERENE
FREEBRHEMSRENHAR - flInE 2Re /™
SERAHEEN T\ FEM_ZSTNFVRE
2B BARBESFARAREBRITER - B
WiEIRIBER - LB EIRISRERETE - A - 4T
FZATRERIBREET BN ERITE - AREIE
BLTt- ]

EHpEEsaRAT —T— &% 109



ESia) ]

[HFIHEE BERBESBERAFNEERHEKE
KplE NIES  NMEHRAREBESERI
BRARER - RIMIRKEEREEEN - MR RER
FE - BARBESFERARNELBM - EHEEE
N RTRAER « AR —BREMBEEREEE
I - RPIRASZFERIEZARE - |

[RPRR BERBEFEARARFEHEERE
LHRRBES - MAWEFHRER - BFE=EE
FfEFETE  BRANBESFEATS - . H I
PEBRIBESBERAFMGFEBENENERE
HESEFZNSRIUEEE  MERDEF <.t
S S0EBTTRREERFERRBRIBESFAR
NAENRFIHNERERESEHRE - RIEMR
WMERNARBDECES - REHTEENEE - |

B
[BEARRIBESBR QB ZHEB BB S BINER
TEERA - ZATMITHRRER - BREERE
TRMBITENRTE - BEEM - NpEFEART
SRR MRRRSIEREBRER - DARARERITE
B8 MR IRIgRig R L ERI8 - ZRRBRIE
SIRITEEAREMENET  BERTERNS &K
BERA  BRTBIENR  ZAREBEERE
BBIERXE - TN FE REAZRERXRBEREN
N ABHEE IR o |

(B RERZBESFER AR REMI00EETHE
REERRAIEHERETOEIMNAE S © W5
AR B E RO ESS - B TR BB S K
RS RINED o LA R A HBERER EBUT B 137
EEES - MERNBERZYITMES B RESHRA
XFFRIATRE » BN ERIARLEE S018TT » FIARAL
FeE%  WEBHBREBHEERMEREZE

T e

110 BamBREERAT —T—\F4R

[EBRBEFERAPNENILES  —HRKFE
RINEERYE - .. BAEERBEFTEBENLHE
BH—ERBERYT - MEVEBEE-NNELER
“ET=FMETHKT70% - ZARNEBEBIRBENR
EVHE R RIEAREBB2% B AT ZRFINE LS
TR B 40% © |

(ERRBEREBLEELERENRTE - T
BRESERARGETNEEGETMHEEEE
TAFFERE - AT - R AR ETIRFHE KA A
BERHNEE MAELENEERRE M —H
RIFFEERRORBDES - ARERRROI I
MEBFHNER  ZARRESEEATSEEE
T o RAREBRMHNRBEE - BRREBM
MEREERY - RAMEE T \FRAKNM
BEH - |

BEEF

AEEYNHDRBIS TS EEENER - 118
Ere—RARNTRIA  FHERBFMEHH
&S MERBERURMRENESFE K-
RITES BN RIEEES  BREEERE
HNEE  RPES  NEXREEEREWDHEAMN
SIEMEERERE - —EXZERIEESHNIZE
ErmE  AMRERRAMEN _FIHEMS -
Wi —HZEREBNBEERESBP OMAL -

REEB-NNNER  BEITHEIRESTH
REFES o - TFT—F R 30183 T Bauhinia
RI\EHETE - R —ERT 7 E X EEFR AR
MmMTEE - EARSEEAUATRMNERERE - I
RIEERERDERE - BITIRIBES -



EHERE

EEMERESRL
ﬁ%%ﬁﬁkﬁﬁﬁ%ﬁkiEL%%%mﬁéﬂ

ARER —E-LFVIRERRE NESFE
ﬁ% BREFTR o

—N\F AEEEEEREBEERE NEF

EEBFE - R EERENEBEACERS  BE
HEALRNITRAALEE  TRERNLERTZE
& o

B-ZE-hFE FARESEREEENEEN
B BOPRIBEFRENES > UEELAT
g LR REN T BFEE S REERED
% FERTERERRRALEREEBCR -

VIR - NEB A ZERERTRAERITEAR
EEX > TARBEERZEAR  FREERZEFRE
EME RARERR  FhERFMCES -

AEBEREEZRENEFMES  £—TEITR
EAWESFTHER ﬁﬁ%ﬁ%mm AlfEas -
RFEHEAZREMSRO  REEZRBEE
) o

NG RREHE

AEBEERES NUEFFEZEEENAR  BE
SHEMIRITMIEBAHE - SEERIZEAL B

ATHBE BB BERIENRERERERLED B
BIRFHAL - REFTAESXNREMEM IR
AR -

BT —FXARRKE - DNEKETEEERS
JIg @ﬁ_g NFE PNE %ﬁ%?ﬁéﬁ
212RE - F BB R 5,300 8B T

NREFEEINERA - RETRERMITE -
PREFRCSEAAD - ALiRED - EARREHED - BRI RE
4 PERRD - HED - BENE o RRIFEANAIZE
KM BHERE DR ERE S AREZE T g4 K
B2 BRI O 58 BE M SRR AT M8 2R 0 B KR B AR AR

CEERNEIN e R

wEREETE

ERRBSEDARRERAREESUINEN
MBBEXEAT - URITEARKE © 5187 AR
RITHEHE S KENIRBERMBAATERIINE
EER - TEBRRITERNBEN - Z8REX
ALEFIRITHKE R B

ZER - HBREFTEIEK BB BEBBET A
BRE —HB D - —F— N\F - BIRIGREF ST R
HERE  MAERBRRETE THNETRE =
T FH3BEATIEMNE —FT— \FHI325EH

5 (B7) - Mt BT3B A RRIBE - #788% LA
—FSYEEER ERSENS) - BRRE

EHNE—FMHEERNALTHEERSRZ -

EBRBESERAT T N\F58 111



IR

&7

ZBREET R TR AR SR

BHEET
45,000

40,000

35,000

30,000
25,000
20,000
15,000
10,000
5,000

0

10 11
m ERAREENREE
BERR - BBRIBESERAR

FA - AEBEHSHBITEBTRAMNSERE - #
BIZBIRRETE - B— NN ER @ IRIBRRTE
ENHEB 141,600 AREEREXZE - MAERK
4BEEE 3,670 BT ©

REEG - NNEFRIZAK > —EUBETRE
EZERED - BMBEXATNERNEIERE
N BZE-N\FAAERE  RBREAERRE
REEFEFEHE ([HFH]) EEEETSE THIHRA
RE_MGAETHEPLEFEER -

REARBRAR-_Z—\FXABEATREEZR(H

BZRDIBABREX] FAFRRERZLEHAN
_ffe - AREEMRKAHRZELNEFHEEE [

112 BazBRsERAT —T—\5$4R

ANBEREXR] KEBEA BN ERRERIZBRE - £
BB R A HREMERR LIERER -

ZEZBEE

RERBABEHELE TERALZ AP BRIIE
B RAEARE - ARERBAET - BRAR
UAMAEEENEEYRELSEMR - MSERTT
L ZHBER - tERADARYENEE - I
Tﬂliiéiﬁmiﬂﬁiﬂwmiﬁvﬁﬂ%
M—F@ER - LARREFRIE

AEBHA—BFED  SREERKRETHEER -
BEAEEZFRETHNEEHYE  ABRHLER
B EIMRHINE - PR RBMRFRES EF 0
=B FHERT75% AEBEHEEVHED
LNREBET  LEEEREN [HESRHEMA
AR KBS | BERIBUHE R ZBEEREG A
BEBEEIHENERNIEEL ERAOEE -
BB NEBBEEERED - BOHERK
RETMSBNER  LWHARKALRAZRHEE -

AEEHR BZNERERAELEEFPNEH
82 Rt —EREBKFETAE - MRRTIER

ﬁﬁ%@ﬁ%%%°%§%%@ﬁﬁ§ﬁ REH
BT —RENZHHERE - RERERRIRL
ERBFTEIVER - WIREBER  SARE—
FTRRERBFE - ERESAN - AEEBE
MIBTTRERBEERTRBHTSILEZER - 8

RESHNER  BELS - NLEE - FASR - 1©
WAMEE B RE P EESER ﬁ%ﬁ%ﬁt
ERIBETE AHE AR INIEM ARSI = —



EHERE

RILEEREN RS - AEBFRNESZHRITE
ERMB205 AFBE YN\ A2RYEER
BE - FIATREES - S5BELEABTY
MFE0E100A » BEPFFZLEE LR
B - M EBE—TERAT R - PlanETEIanfa]B
BRTHRIRAETERE - FRIRTTHN - NEBIREE
it - HXEBER - A2 BFSPSEMEES
- RPTERBNBEREANS - RZF—N
F o AEEERFBE K2 T B 305AFMBE
B ERIBET BN R R KA RE -

REIRRIEREIN  AEBETEBZERERTAR
T EFEEHRNESIEE - YouTube 4
e SRITHR DTN L ERIBTEES - 5 —
TH ARBFHREEESHE BRENE 0 BN
REREHENETHE - BN AOZ(ER AR IR
RREMRBEIR » AEEFEEHEERS - Ba
ENRMENEN  RERATUNESFRENR
FITERARRETIZEER o

HEZ ERRBEEE

XMBAARNR - ZE-—AE - FEMBEERAN
it AEER_Z-RAFNARLHEBESETR
2t El o AHEIEAERHET S - BES0RIIALNE
PEEXIRE  RMELFEEZES((BEE]) -
B s BFb(E

ERHES T BERAANNBEEDFEEEREM
o FIRTTHBER  TEARAEZRE - Bk
B E - AREFERRR AR - ASERITR
FEETR LR  RHEMRETRAGEET

EYNEMBABEFE BHELE-T—N\F
& AEBEEZHZ 12RHESERHF - FEY
EHEQIW0ERBT  —EBRERESEFHRE
BT °

RAFE=F BELTMEESKkaETE® <&
B EFEXTMMENTISHFIOMNS © I &
ERBABE T ARFT AR REREWE
MEPDHERE  REPLEFEXRTRHUERR
HWIE - BEERBEFERERIBHEE -

REGHRME - AEBERRHES ML R
B ABE  RESEER  WEEFHEETE
Fidh o RN NREBIES AT ZERBERIRITIHE
EOITHNERMNESES  BEEREP -

ERPDEMEERFE T \REERERE
m(\REEEREM)

EHINEREBRBERE  —F-—E-=ZFEM
BEER QM — R EAM B /DN R ERE - H
TEEAKERETSSANEEEREMMEL
ERROFHEERER  /ReEREFER/\KE
ERF MAEREAABEIAE(NKREEERE
) o HBUFIRH 1,000 B8 THEEREAERE
BN \REEERERBGT NEBSREE—
REEED  NERBIEMEE  UIEFHE
1F - REBUFENHERYZE\KEEERE
an o WHEERESBIEX M2 B EFEIBAIEIR
RENFETEMERM - REHA 31 HRAI#E
SE P EI R E RS -

EHpEEsaRAT —T— &858 113



ESia) ]

EN AN IMNELBRBERINERT - \RKEE

FREGUEERETES L ORE-S—NEFA
AE - b - AREESCENTEAR 6=F

—NFANA-AER\KEEERERNERESF
KEE—K > AFBUBEREREOSEMNERK -
RIE— BREAR R NEORERER BT/
BEER BRR - N\Ft+—A+NABHLHIA
TEcER BB E_T-NFRAE-

1. REERBRAK

2. EINSESEREE - £1,2008 8 TEIMNE 1,500
BT UK

3. EREFERE BAZESFEMETF -

R FHRAMNT N EREERTEEEE
B AEBEHELIEGENERERE R/ ERD
T ITRAXRSREARBERRER  UHZEH/N
RRINEZR - UIERARE )\ KEERRERD
THERE -RAFE AEBAEFMENET
SBIRTFEEIIRTEY - YD ZEBMEBEREDN
BETEUE - RASGTEIMBRAERFERE - AF
ER/ e EN RPN REERETE
VEBR - NF+_AdEsT/ %R
HEAAEEREERRNRRH/ N EEERE -
MRS ARE N \KEEEREMNORH - \KE
BERREMAITSEED -HE-_ZT—)/\F+=A
=+—H8  AKBEHI BB 14,500R7FF AR
B 5B 585 BB T © 118,500 ANy AR /N K iR 3B
224,700 %8 TX B ILETE o

114 sZHZBRHERAT —T—/\GFR

BERFEE

HERENENERRBNTNERER 2 — - BF
E-ZE—tE2- \FUHBAERTEORRIFE
AEIRFAATTHEME  BEREBFEBERAA(E
BESRA DN _T—tFXRNA-TNABMKL - #
T EERFFEFE > UEYHE B RERAE
MBERERKEFRBERTE -

Hig  HEFERARANR_ZE-\FLARHEEMRLE
LR G FLAE - BEFERE - ROSHEIIA
FRERHE-(ERKEMEREIE - FBRELE
RBEZ FEFAERAINERNEERA - BBRE
LEBRF  FREENMFETISER -

BEFEER—EARRER - RABMN—F8B
RER  FARNEAREEREA  BAXN &
ERy  EREAUKGFARDRBEAS  BEHE

= F e
FfELER"

BltELNERFEEN T \FLATIE
ENANBAEXARERL - HFEHEB AR RAE 20
FATERTAKEEFERAANBUEECRBEEF
TAENER - ARBFAF S HEEIL0R
RBEMERL  ARBENOLEST FHR
BRAORSEET - HESGEAR T \FNA
—TPOARE - FERITARIEERITOITEBS
APHERREHE - MBEBFL AR RILEBR
B OLAEITIHE S °



EHERE

REBRABHENREENER  BEFERRBEC
T \F-_RABETEGEY  KEH EE W
ERFPINEESFZEAEARERNBEEFPEEM
B UEERFFEAREARNER - BEFT
NEIREELER - BT ZROERE - 259585
REHRE  BXZHRERDAE  ARAREERGF
TR LRESH  AFISTDRY - B
Bt e s £ MAMRIKIEN EnRARZH

i o WIRE AR

FEFELASERRBERET  BRALTHES
FEE—EFTK - AERY - BEFERRIERE
BFLENHEE IR T N\F+-_A+=H
HEHZRE R FRHEEEER - BLEE
ML A AEPHERERNREMEEE - <8P
FROUOERR MEBFEHEEAEEFPNER
RBIEE BN REMIR T BHEMROKH - TEF
ERRFRERSAREESAR - MEBFEE
SRR IIEH )5 AR ©

ERFLFAEIE T N\FLARINK 2=
Z-N\F+A=1T—BHBH5420HRE - &
RETRA28EABTT - FHRESFR513,00078
T XEBFERISINELATE - SFEAMFR
mIGREIER - REREEA

EBRERsERAT —S—-N\F8% 115






- dE

BEZF—\FTEFEERED DT B R
55 RIMEEN =T —\EDRRISER - FEM
A EHERIN L E SRR TR
FER(E  PESROESNE - 22HREBOBR
BB - HEPI T E - BAERD DR ANE
BEEEBIENRRME -

FEREERRERH T\ FLFFNII% RE
THFH2.1% - BHAAU RINEFRERE - 2F
IBIRIES®  SNBETF28%NBEIBRRE -
—E- \FRGRRMTT - EDERMKFE - TEEH
SNER R A BB 0 < B IR E) 1 WS AR TT © hAb -
BIMSEERR  KRERKE28%  £E20F
KK - AT WEREHRAEE - FESHT
%o BmRSNETMREFRIES - EFEIRR MTHER
JNBEZ SN ©

g R

MBRR

ZE - N\FHRREGEMNABI127EETL(ZE
—+F  8.061EET) (K1) - BRI THREZHNE
BESARENBEBRRT  F2EBRATELRT
HEMEEREMSIRETEER R —/\FE
FEEG T tFN— MR EREME B
HE X T FRMEFIKE TS HE 5 w2 A
RATFBEREBABIRRAER - At - IRERE
EEIFRETEE09%(ZF—+LF : 8.6%) * MK
UG AL KRB FFHZE86.0%( =T —+4F : 26.8%) °
RERAFEARHREEE  F2EBRZE—N
FERMANEEE (AR AETERERFEE
BB HNAIEST  BREBRENSERE
SRF - EARFTEEENEN26.8%MIBEKFE(Z
T—+F :21.0%) - ERRPRERRREMER
8% K E K - MIRMMIB AR RIEETRIEES
BETHEARENR R_ZT—N\FK  HERBA
BINERBFEARINENENTEED RN AL2(E
Ko 3415 o

®1

MRRABR “E-N\F LR

BEBERT BEER
REHRERRE RN 67 829
BRBAT 7 67 829
BRG] 127 806
RREGEHE 0.9%" 8.6%
ARSI LR 86.0%" 26.8%
BERRER 26.8%" 21.0%

1 RABLE  EHBREBFEAFEER  — T \FRAENBRRE
R RRE S EMEANELAERALL RS FI A5 EETT - 5.1% K&
36.7% °

FHIBUWA

HREBRBESF AR EENFIFEEE (X2
KERE REBIRE)IEM - #ABDRERES
MREENXEFBRITAXFEREZWEME
i AEBEIDEREFNBWALIGELT  HW_F
—HFIEIN2,8008 BT  FREHTF11%(R2) -

%2
ERERA “E-\f ZE—tf
HEBT HEBRT
FRIBUA 536 508
FHEtEEE 50,972 48,027
FEE 1.1% 1.1%

RIBRIG MR EFE
BEREBRBFEFARNER AT —LFHN
IBEATMAZE T —/\FHI25FET - 2R
BIF R M R R S MRS o R T
RITEERBMEAS L - BREEEI0ELT
(ZT—tF - 1008%7T)  EmBREFRAS
222FBET(ZF—LF 1 1.96FBTT) °

ERZRBESERAT T \&F8% 117



B 7% = R

FEEHZFRIBHERES
FREBRROFHBARE (D mREFE
HREAFE C2HME  REFBEARBEIHNU
KARE M E AR 8215 5.50 BETTER (=F
—tFE) I2HNEREBRRTTR2ERE
EEEAERE  MASFEARNEARERRE
TR INEE S HIRE MRABFREMKAAT -

HipgA

H WA R250BBT(ZF—1LF: 414878
) TEBRKXEBFRRINEESNIRE W
1858 (ZT—t5F &) RRAKRENBREK
A5900&BTL(—T—+4% : 8300&ET)

HEXH

AR B — BB AR BR M A AN B DAE I R S e
REEEMEX - LETHRF 35524128
BT TEARNELFSER  EXHeREREE
RY o BEXAR258EABTT(ZT—1LF : 1.96(F
BIT)  BRIRHIPME R E M 62.5% © AE
& KA 25,9008 8 T ( ZF—+%F : 3,900
BAET) -

ERiBEEE

BEREHFRR ARENRIBEFHEAHRL
FER 7 0.02% H R (ZF—H4F : 0.06%) ° &
BEIEREE R KERESRFEFITIZBK
2 MREHENFEBERR £ -F—)\Fi
J2BETNEFRERE - AFEESEFMH
AI100BAT(ZF—L%F : 2008/87T) ¢ MEHUK
BIEMHER B I10EET(ZF—+HF : 10088
JT) °

AR
ATRIFIIN —F— NFIRTREBEDEABA

AR -

! NEEEARREEEARENRELN - BEEREREEFERFR
—E- N\FHAMSIE ST -

118 BHEERBBHEWRAT —T—/\EEH

*3

HECE-)\F
+ZR=t-BLEE

BEEER
f/\%\ﬁgﬂﬁi% _ﬁﬁﬁﬁ

AERT

ABRR
ELIE

ELIp

HAEH/ (B8) 340 7 (te6) 61

R-ZF—)\F AEEEKEESHERELFE
EHR - M LEFEEF DR - FELARHUBH R
HEXGEN - BEEELRMPREERGOHZRE
BERMMREERBFER - AREMBREEHR
EEPINESFETT - —RERRD B2 RIZBRRE

3 RERIBEE - HESERRBREFE LD
MEERTE THORERREREGEE - ASKRR
DRETRFEER (AEFEFEFE)XE -

“E-N\FBEEREENMHREE RSB A G A
B30EBT TBXREERMKREEGHFF
BHA o ZF—N\F—RRBRBEFRF F1.73E
BT TE/RBRBF ML ZRIBAEC
mERERE — T \FASRRNAER
RAGIEAET TEARBEBFEARERS
ERRUEFEBAT AT ERNEER
B MOBAEARZEREFHNINEESH
REDHREH BEEAFERRREEHER"
BEE-_FT-N\FFE FEXBASEE
KIRS2EAT - BUREHRIRMN S EREERERN -

BAF5RR

gexds
REBNAFEBALNIRELBEREREE(ZT
—t5F 3EATT) c I RAFEREEFMEREE
Ri& - EREARERER TR I1MEETECAEE
T o



BBl R

mEHiRE

AEBEZRESZRHIENRERS - KIER - K
R TS EERSHE S EIREES - RZF—N
F+-A=1—B KREHGRGEHR/72EET
(ZF—1F - 7MEET) - BIR166EBTEBK
BEROEBETRIMEBESFET MEHEEFR
BES - EBRELBEMRHEKX

SEEEHER

RZE-—N\F+_A=1+—H8 &FFELRAFER
NEWREFRNINEES A77EBT(ZE—+
F ) o

B ABTTRETTE P INER R - NEBAEER
MEEMBAEBEESRE RN-_ZT—\F+=A
=t+—B  REBEEFEGHRERNI73ELET(Z
T—+F : 3481EATT) °

FEHERRTIMAR

RIBRIEETE

RNEBUZEBRRBR AR D ERR S AL ERBR
R - RZT—)\FIE - RREELNAR237ES
TL(ZE—F  21M1E8L) - HF40EBL(=ZE
—+tF : B EBT) EMZEBRRRAREEBR
%o HASERENEEBGBRINARIEINE 197
BAT(ZE—tF 17688 T) °

RoZ— \FIE - KRB REEERERRER
TBER0.1% © R L R G FFTBEE M 0.002% KT (=
T —+ % : 0.003%) °

ZERBEHE
REEURRBR ARG HIEELELBE - BE
BREIRITEEMNZERBERRERE « BHi%
IR IREE o 5T R L ERIBEFRIERORKE
T AEERZZE-N\FT+A=+—H&ENR
B - EINEEABT(ZE—LF : 698HT) - 18
BAAREEERBEBRBI16EBTT -

BEXEH
RERAEERERSNLIEREXZBIEER
BRRTEELBERR  AEBERZELEELNT
RRERERER - FA  AREETVHARE
SREEBRIHTE I AR BANE AT RIERTPT
THBEARTTERES ([H53]]) -

BIEES| ST EEAT B R HIREVERENLGE
B BMBRAETEMERTRERERNZH
EWBAR(AIZRBEEERRENEERRA
AMBEFERAA) MBRTHEENIHRENS
NERERAE  R-_ZE— ) \F+_A=+—H
BEARFTRRNER 26.8% HBFREKF - BREREXR
7t R EIES| 3R TE R 8% IR o

R-ZE—)\F+-A=1+—8 RERBAFNE
BFERANENENTRERD RN HL2ME R34
& BERRNRREEE R B E MER 200%
150% HYATE R RE K ©

kzB

ZRINEHERNESHFK  — T \FILEEK
BR(ZT—+%F &) -

EERBEsERAR —2-\FF8 119






B e

AEENFENHRRAEE - —YIAFBES/E -
ME/RIWRA - FRERRREERBRELH
BEBNIE - ZFER - AEETHRCEHEET
Z REMTZBERNEREESE - BREE™
SIS RGN B

EERBAEAEERSARENYARERE LR
RET EZRECEEREEZESNHET -
B2 IRHTERRE®NZEANRERREIERE -
3 FER 2N 52 B DA B R L g T IR 6 R R TT % B R
B o BB MR E A REIABRIRS] - K
BLRBIMANEEERBORR LR - EBRBERM
EEiRRFT - UERARFIZEERE -

rEEBEEZESREERASESELRAR
@ Mtz S BANRERBREEEK - BERATIE
o WEBEEEER  BEREERNEIETIE-
ZEEEREHENAR - ATHE AR R B R 5%
ERIR IS T RE N

ZEEHUHTEFEEILE  KERFEER -5
MEIEE - BREEERLEREESNSHEE -

AEET2ERRNEREE  BRES  EEE
R FeEBRREEHAMELENEERR - 5
R - RSAR - WERR - 2ERR EEME
HER AR R ©

BREEREREERZESI  BERBEFEARAT
TEARNEREZESERRER - WEZRERE
HMRELZER  FEZES  RXHREZEE -
BEEREEEZES 2ERREEZEERES
RREZEE - RERZBERESFCNERESH—
fAITESEETFI  LAERZESHHAH
EEXFE KEREHRESREIER  EREER
A N BREFRIFISAEE -

m: 18 I8

\r

REMBARITERAREEZES  UEERR
Rk M EERERER - AREEZ 8 S hRRHE
NEI—NATESETTR  KEBRER - 1HEH
= AR BIARE S AR B P B 2 BB BEE VR BRI A0 = A
- ARFEBERAFNAREEZESEXE R
BYNMFATES  REZSERHUBYNARE
5

o

phi

EEmEE

HEERERES
AEBEERTERNEEREEMAKNERLE
RE  ERIBRRBEN - EERREAKE
AENREERR  RRERAXRZHEFEHER
ERim sl R R o

m; Wk

il

(—) ZRER
REBERIZORER  AEELEET @ RE
MEFAFEE - BR8P ERE
ERFAEITEEHEANERE ¢

o FAILER YT - BIEAET) - BIEMH
TR - BRRARMEREE

s HWEEAE RRNERPZFHTEENE

iz

o BPEWB/ENR  BOBKX  RRIERR
EBETAMNEREEIERF

o BABARIFHIRE

FRERBESGENEFRNENRKRE NS
RO ERRER - AIREs|BUEE - RREEY
R - AEEFEEERNERBERE > AN
BEETBREPETAEMNERES - R
ERNEERE - I REESRFERE
FEFMASMTEN R BEOEBE %A
RN EE R - AR ERERERAZLMA]
EERBHEERX -

EBRBBEEERAT —2-NFF5 121



R EE

ISR BIFTARNERNE R IR ES
HREE - BREIBRETEINEE - HHEA
SERE-EFENRFEERLY - MBER
THERBERNERAKERS - UERTE
FTARIBRIR T8I T ARG © Bt - 1238
R BIERH B ORRGAKRIERE - Rl
REDRBRAEENET AEENBRBRZR
B B R EE =2 EBRR AR

Rtk - BB RRABIMEROER
RERANEXR TR eSS RER - SHERE
AHEKESEBREASNEEHRRAE
RARB L ER © I - AEBERAFER
RIGH  ETITHERTEESES - EmEM
THRERPBNEERYE  UREREKRRE
ETERES - BRERNT A NEE A AR
AR BB R REMEE R -

AN REBRA=ZEE T - B/ A
EFGHEITHEQRR - BRE(FRAE
AHVEFREED) - QHBERRE S EEAIEG
MR A I TIE AR B TR ES © RQO)AER
R ZEIBIIMBAI IR -

J

s
#%
g
A

REETFHERRERERMEREBENEE
= BEEBHERINEENR - B
PERGERFED LR EE R RN E
B 30 MBS B R R R B0 i o

(=) B/ EEHAEIER ZLTFRE

& T IBEAENE T/ EEH BB R
5 N AR B B T HASRR T AR SR - AT R
ERX5HFRR

R
A
FE

AEBRAURRATHNERES - BEE
BROEE S SR URR N SR SR EE AN
R -

122 FHEREBBHEWRAT —T— ) \EEH

(=)

(79)

(71)

BIRE N AR 54 F AR

BREBARRZH FRREZEBRR AR E
ERASEXNREFENRER - AEEDR
MHEH - FHERBBRRARINER - WA
AXERZIERR  UAREEXZHFE

B o

AEBESFLNTERRN SEFRR AT
HVERE - PURTE BIRH) XTS5 Ao Ko JE B 0 # L
5

BB ZHFRE
EEBRIHFHRIBEENAEEFRE
BTARXSFIAR - ARt ELETRHY
FER - SEEBEHRZHTF - NEBRAMN
AR AENRZHFHEER - RARRAAR
M 28 FREH S - NEBEFREERERER
ZHF  UREHEER  ABREEHR S
FHIREE -

AN AEBDKET RIERRIGHFETLT
EREMRLE WREEBZSEFRR -

BB
AEBEAZPNEERMEENEREBER
2 (NEFRRBNERTAEEEERRT
T QEFREFENEERRER - THF
AT WHABAZEREILER - RQEXK
HWERSERERRREMEETLRE THER
FrolEmBERR - AREREEEETRE
MEEBRRARRRELETHERES - B2
BB

AEEEERREERFINEEZEGRRS
ZEREERZL  MERBRHBARAIRE
RRERERES -



REREE

EEZEERRIBAREREEZESR
AFIEEERRMEMEE - Lk BaF:
ERKNABERBENFENZER /B
WS - IIBRRE SN EBRR AT

FNEREERASINZEETHBENAER
MEBEBRZHFHEE ZRBETAENER
ZHFHRBAERTE - TESEINIRES
BRI WERREERERER  NWEBEE

RoEREE RRBRITBARNAREER
R RESENMALESBIENEHER
CRADMEBRZNEBREEMABEE

AEBWBEEZER YAt IR EZFHFL
¥ USHEERE RS LESFLE -

HEmERRTIERNEZBRBRAREE
TTRREE - B —RAEERR - FRE
2 - BURRR KA 55 FEBRATSIHE -

EiER R B BERREE RS MEERT
FRAMIENIAB R REERTER - BUARE
REBUAEMHRERERTNRE  X5HTF
RRAERTEXZHFREBTANEEME
Ao

BHN - HEEARAETRE HERERE
A MERRR LSRR - @<IHE E50%
BHAMHRBERZE -

BH) OERIERHERNE ﬁf&%?ﬁm
- ARIBBERARRZREEEE DR
MBI ARB-TER  ZRNEEEME ﬁ
SEDFRESHREAR -

AEEZEE EREAEZMERR - BIERA
FEEFER - AHES BB LERHEITIRAA
MEBAE - Rf2THE R - RERESAK
SEERLEEGE - WEK L BIEBLER
EHMEANEEERTEITEREENARR

REIR o

HEPENMEFMCREZESREEEERK
B BREEEZREMREMRA - 55 MK
REEST - U - ERERRE -

TG g

BRI EREE
L AEMSRAR - miSRAREEMNEER - &
EREmELEERR RBETRR LSRR -

 EAREBWANEFTEAEE

(—) FFEmE

FABWARAEBEBNOEZNRIR - BIARE
BEFAS  He MEBRENN S WAR
BERETREMEROFELNER - 2
MGNENEHTEEENTEWAR/HE
BN B K - BI5| B R Ak -

NEREREENTIEAN  ERRNEEFHE
MBWA/XHHBEINFE - BRIFE
EREMIER - 2K B R R RBRA M7
- B R ER AR NS ERR o ﬂT?Mﬂ
R BAKEFNEBMANRARLR
ﬁ§$ﬁlﬁm§?&?§EFMﬂTEﬁﬁ
ENREZER - FMXERARERRNERFS K
WMo R/FEEE(UREBNELFBRITR
EREXRRER)NETES  MAKENT
ZRBAIRELES - AEERIEERTRAE
e TR (PIA R E  FRE#E - 8
%ﬁ%*%%ﬂwﬁﬁﬁﬁﬁﬁﬁﬂ”)ﬁﬁ
FREBERR - L EFMNREG —REBF X
ﬁ% BERABRBRITRERE R SELEN
R 2 BREEIIGE EM Y S ARCY o

ERREEEERAT —2—N\EF8% 123



=B

B

'.!ﬁ:ig

REBETRAPRZEFEL/ER BERER
MERFBRRBNIES - HIREEGESEHRSR
EOREREHFTENRZE - ZIERA - FIREE
R RS - ERREEEEESRRENAE
HIR - BIA =R EAREREA : k2 BHR
7 BB RSRR A R T RRR BB EUK

rEBEEERBEEEZEGNESIEET
BIMNENRKEZLTR  SEBHHEER
BREENHREBEHENTE -

BERBEASBAREENEFENREE
E - MABEBRITREFRBEF LN EAE
P& R EENRZ - 15 LA AT Ed
REBENXREFBRTRAZFEREZRAMA
TRITEBR - —RME - BEDREBIRIT
RZEFEXRARE ST EEERYE  HF
FANEREET AR T R E A LER
TREBERERSERR o BEHEF  AEEA
EREEBRZURBRITAXFEXRFENE
E - RitEERBREARRD - 1o - NEE
A BEITARBENRGT BB ES - &
RALRITETR - REEE D mAEER

LA
i

o O
AN

(=) BEREHHHEIER

RIBEFRERZETHEANER TIIFH - 8
FEIRBEZRNEHNFHRE - RRIEN
KIRRIEFHRIEME  IZATENE AR - A
BREFAGNTHFEHAE - £578 - BF
EFAMEEZRRA : ()R- ERALER
YRR ZBERRE LB —(ERAR
BSBIEMIRIBM R ENLHHRIBER -

124 FBHEBEBBHEWRAT —T—\EEH

BEREMELKARIEAREESBIRE
FEfEERERER - BRERREARE KR
BESR R B IRIE E R E IR E SRR
ErEk - BRERREARSMNEREEZS
MEBGENER EAEHEERERIN
FEERBEER  ASEREeHHBERER
2 (BERESELESKANER) - BRE
R EBATHEEEREEMTREBMASN
KB - REFBRREREBHFIBASFH
B EREEEAN TOFIEANERE -
SO - AEEFEBBRITABEEESF KA EEE
FREBEBRERR  BARESNERE
EHES N A EEERBMBSNBREE - AR
BEMNFHFEE  FREREVSEBREEEM

PN

AEEBBETTIRFHNES  BEERE
Rk AABEEARERAGHASHNFHFE
Bl o ptoh - AIABBRAEREAENEETH]
B S ERE K BIRIBE T RIEFF AR
IPAREENEREE - EMAESRERR -
REBUBERBHMREBLRTE  BER
EEEERGEHIMELCRAR - NERAEEE
ERBENFOFHEEE Y -

(=) RBETER

MEBETRAREAEEEEERER (HIE
BIEHES) B L AFREEENERESRE
HETHRER - ARERABRDHESRERERE
WA EYMRNEE - TEHEEMSEER
SERBESMNNTE - WERIFENTER
MERE - EH 2RISR HAEBREBE
THRE - RBETRRAIEEEEERES
m o ARIRREEEFPHNRERE RIS
IAEE - "REBIARBEEL REHE - B2
REERBE SRR



ENAEERARNFEERENBRAS SRR
FRFAR - AEE R AREZ TS5 H R
BRTEREEDNGERE - KULEZI K&
BRASRBENRERS - APAKERE
FER N EEZTB R RBESF R - BIfE
MEESRHERTERER - AKE TR RERI
EESHI00EEBTHERREREER  (FREE
MEBEE -

®1: ARERFHES R

B HR i 8

AEECKRYRABZERERS  FEEERE
BRE - HRMAR AR BB AEND B
EANE  UXEEBERIGFEFHEAN
o ZTTALERRIR - AHEREEAKE
PRAEITIR R BERRES - R EMET
SERHRRGHERS) - BRNESIRE T
FIRAFTR

EBRRESERAT —T-N\F5H% 125



R EE

(1) B
B i 5 B R B AN R B B OO Ko SN
RBeRENTE - AEBEEBRIZRESHILE
MBSl  EEEREETEZREEMNEET
BEERAR BEEREETEZESFUEH
AR LR o

AENFEEREERA - REBEFHEFET
SEBRITRINEHEES - DRBINERER
SEEBET

RSO RERAR - PELRRSRAZRIE - A
HERBRNGIE - ERERAEMRAE - &
ERTHMENE L YREEERBEER
BetEnNRERTIERS TETH &
BREFETIHR 5 - BEREEERETFRE
WERAL  EEISGEENAEBIZHT
KmizEEREE - EEEERRRIPAE
BERZNZE - R EENMNTRIE

il

<

A

b

EEREEEZESAEEEEEMSAR
ZEBgkEFERREERILESRAZE
iR ERES  BERENEEMSER - B
NxRER  EEREMRELRR  RBHES
MRERRMcEERR ZESTHETE
& B ERMENRNER U EBERE
EB BN ETERAT -

REEMR

R 2B EMEZ ERRREE THRSER
ERIEHIR RN BARNF 2o R ER - F
SNFBEEFROR  EXCERERFHATER
BRZ  MEUEVEUNEEERROBESTD -
BHEMENFTIAL TR AEEEHE - Brlaes
BEIEK -

126 FBHEBEBHERAT —T—\EEH

EEFAYTHRSAREFEXEANERS
miLEHE  SENFENFHER  tEEY
BT EINREIA AL

REZRBABNMEZ ERRBFSINEFTR LR
ME T EINREL IERRARE EEURNRETKA
MESRBMANETER(AFN) - AEEEILT
RN HRBEHSTHNERERERNBERR - X
EEHESAR - AEESFETRBROMN - LARHHE
ESARAHRNBERBEE  ARZERB
g MEZEFRRAENFE TS ERRE
EZEMMEERE - WERRARRAIETE -

FEARZERARERALENESAR 1B
EOEMEESARETEEE - BHRD  LRE
AEENESLRIEAR - ZEE TS RIERY
ATABEHNEY  HRNROEERYARS

A B/ 48R
AMHRE o

/E JENCH

EBERIBENGE - ISR - RERISE
EBEZERRRAE - EREFRRERES
EHROMENEERTEEMKE  EE8<A%
BASYERAR AEERBEENKERFFE
FBIER AEEYEMLE  RECDEMRYENERE
R ERTEE « HE S BRBE NGRS IRIBAE
FAETEDABAFEET VBT E  BARE
MERK o

i

EEZESNREHBAPNEREERESR
EEARENYERE



REREE

IEEEER
FEEFERRARARFEHFIFRINEESH [
BHEE M RPERES ] LARDAIE gt -
Z AR R ERRRBENTFR [REEE] - A
BREARLBME - FRELRIMERTARKF - KE
BEASMHRER - MK - BIE - BENEXRTF
EE) ] EE R B R R o AEERRER L iR
BREHE  UETE [REES ] BIRAERAEAS ]
ZEHREEERE -

BRFE AR EHRR R ERF RS BN — A
2 HEAREEZESERE

EEEME
LERRIEHANMERF - AR RFERRIKE
SHSNRE RS BUBEH ET M S BHR KA E g o

AEBERAE T LN - RADTHER - %
BEd  BF URRGTRERRESHEBLR
2 AER2ERKR - RINMRAZERERE]
B EMEERE REZEE - EH N2 ®REM
SERRKTE ©

AEEHFE2EHTENAMELE  ZEHIRELE
ERiE BREELERR AKERAEEE
R A TRRBREELOFER  BH - K%
BAERTEENMEGEZRE A - SFHERE
B HIRA B RN ERETE - MR ERR

EXBRSIORENE - ANEBREZAATEENR
Bl - eRBRHEES ERE - LERAFE
BORERKR - AEBERBAERNEBRERZS
AR - AR kT e o AEETARBRREEER
RAHERMAEDHE  REZEXISEES - B
MEAERE IR A BYRR M AR - RRREEER
BIAXTENEKR - BIEAR RERREFTR -

BijaEfz &
REENEARSRTBERS BB IHNABRNE
AREZESR - WHIFTHEBEREMEENEEN
TEMRAAN AEEEHRSEEMRLEE
LUBESNA AR H R o 785 B A B 10, B 1 3 [ 135
MREHRLEZENBEZREARNRR -REFE
R - NEBETTBENABERASRRLDRRE - RS
AL r o REREEESH - NEEFTENEBHEZ
AEBMNTELERRERER

BN - NEB T INREE M - (M ERERE S
MW BNERE ) H-RRUFEENARE
B BIRTIEBIT A AR R B AR IR S AE FFE b iy
Eh e HZ » BEREEE AR E TS RBH
WBTEMRLHEK - WA FHE A BRI EGE
R BHER A OE -

R EEERE

AEBENEHMERE - ERITBRFELNRS
A BE SR HE R SR T - USRI FEE
o B TRXEEHCIENEBTEEERER
K - SEXBELTERFETIRLHTROTE
EMmEMIRERF - BEAREKRERFER
17 BFHMEBETERRNERRERE  TEEE
n RESIMETF RS - AERAEBE R EW
BB AR E -

EEantt )

BT HERNERERTAELE - E&RMNE B
BRBAZ  NEERYHEMRBREEES - R
BT (ERHTEREELR - AEBRENE
mn iR EHLAZAZ Fr o TS M T 3 RAZ BA 10 A S B REHE
TEMEBA - BERBEEMZHES - RERFE
FrB e Pt MR EmEE A7 mEERH
MB1R - EmA A DAE o

EBRBBESERAT —T-N\FFp 127



R EE

R 2 )

REBTE BN REZOTIERE - AMREmA
R meRPHE - REREPNOEERSZIRG
SR - ARECHIE LA AIREREIERS] - LR
i~ WE MBI o

SERREEZECARERANKE A HMEE
FBFIERERENE ) 2 i R\ be S M BD B 1Rk - 2 8
SHEERARER  ERIBLERRNERM
R LR FE M AR o TR EBAR R AN B HE B LAY S
B KM TERNBER  SEREERREML
B ERMEE - AMERZEERREE - Z8ED
BEFIETR - BRAEHEBCR - EEMERZES
H - ﬂ‘ﬁﬁﬁ%ﬁﬁ%%ﬁ%%iﬁ&%@ﬂ ek Rk EE

B AT AR ER BV & MUY IEFE I ©
EREERERE
FERRIRERELERERNBRETRES AR

AFHESE T AT SR BE A R R AN = BRI 25 B P
EENER - AR AREERERNAEBERE
B OB TRSTRIEITEERMELNER

HEREEZZERTENEZZBERN  BREWEES
BRAKERHEER  HHEHERER - EEE
MEMIEBE  ARBERIeNAmERLEE
RBRMHUER  ZRBEEE e YRHEERXM
}mf,\fﬁ)ii;&ﬁf%ﬁﬂ’]ii&?ﬂ%  BRREAREE
MAaE - AERE NS ERBHBINEDAEER - %)
ERBERAAEERMIERE - ARER AR E
AEBENEMFFIETAE  BUARERBEREREX
FRRHEER -

128 BHEBBHEWRAT —T—/\EEH

BRBALLTEERBN 81D HERRER
g HRBERAEERAAHER A REHS
BREGFINDERER  RERFERRAER -8
BERBEARETENS  F2HEREARE
AR ER]| —&0

EERREELZESRAEEEAREARARLT
ZEg o

B b
ERRASEEREEXESUAREEAGERKE
EXRERTSEKAENERER - BMRARR(GE
MEREIRIRGNMIERRSTH) EAEAEENES
A BREMEATEEES - ZiESIETELE B
EBRWEI] MRABRERT BZER - MEPHIED
BARATREERE% RN_E—\F+ZA=1+—
H  ANEBENERTEEE268% o

EEEARENIE S| BREENYEIRER - BT
FTHEZREREATERNEFTNRIESHL
o REERKLRERERS EEATERE
R 14% ERSFUKFR - BESBENATEENERE
ﬁﬁﬁﬁﬁm MEEAFEETKRE12%HIAT
o @RBERR  UWREVEENMERIERG






o RITEFERTE
s MREXRLZE
s MEFMBERER
o ERUIBREHHEHRE

RARBRBFEEERAEE - WEHERSKF
WIEHEES  BRIEABRBERY SHELRE
IR EEERE ) o AARIFTIRMMBEE AT HR -
FREEREBN [EESTR(FRADA -
SRIAATE - B0 - MERAAERNEEENR
AlRRIR - FRIEBMMREK - EFRETIRE - W&
AR BB A8 (www.hkme.com.hk) e

SRAIMAREIETE - 8FASHMPETERAHE
e - AREAEZMSBLEZSHPIFMER
MERFERE GRAECREEREERE
Bl - EERBERERUEMERTR/REEETT
) o

“E-NFR AAMEZMEZ BRI -Z
—N\FENTRSRBRERHN B RHERE -
HEITTEIUERZ o REBEFARR R REEZHER
Fi AR LD AR ARFHERE - BAREEZE
RBRTHESEATHDETIAEST -

RERELSENDREARE  NWEEAYNE
ENRAIER  —BEEAAFNEEIE - BER
ARBNEXEAERERESTETE -8 AR
Al R T ST R WERA A RAOBELE

ERER

130 BBEBBHEMRAT —T—/\EEH

R

ARFFARAYRE SRR AT RUINELS
EEASHERGES -

EERH

EERBEEEANT  WARMKLABEETAH
B RRFEESR - RYARFHELREBIEEERE
BEREE  EEXRFFRISEMAR - RREAR
NEIMEBRESEBOR - REERS - HBRM S
®E - REREE ANBEREHERER - SERE
EREEMELRFIRE  EFRKEBEKEK
i~ R RITHR  BEHR ARAEBEELRE
SGORK - ARRIZBEFHRESREGH - AE
REBRFRFED I

SAREEEERERAHA  EFAERIEER
B METHEAREBNEMIEN  XHESH
EHAAERE - EEEFER  EERABETTH

N A
INEBR °

TRIMREEFHERITARANESRER © B#

%Al BEEk Rl BEIAR R IR E R EAHE KBERIBR
g EEMBERIIBFR

EEFNEERERNGESZNTMEER » BARE
ARAXEBEEBRNBEANERR - WEBEFK
HEEERAEEZReaREZNFET AR
BR - AZREFALEEREZFORZTRFM
BERE - MELFB IS EEXTERERNE
EABA - B EVBERDY - ARREEEKRE
EREAAREBEERESRARRHANRRZ
MEBAREMBERNEERS « REHRAELHTA
FENEANEHERETHER - SFENSRRER



AR R - BHIARRREERZ ZHFRILNE
FAALTERR S WHEMBFHREROMEAELE

g% o

BE_Z-\F+_A=+—H EFRFA16%
B 2EOHARANKREAZE - EFEH
HNFRATIENESTRE - TAERRAHIES
Ble (RTUZWMITES  MEEFHR/IFNTE
£ UEBBRZ2EARFNEEER - BFRTE
EHEESRFAFHITANRAEERZAG B
HBEYER - BRRBENZ T HEXAE - BR0E
HEEBNTARRNEEK - ARARABAEES
B

ARRERAHRINESRHEERARBERE
B - KEE L BRI o
FRTEFNTH—RB—F - REARBNAQF]
ERAA - 2RIFRTEFTANEZETRNT &
BRRBFRNGRE - EATEBERE -

HREENEEABRARRRETRISR A BELIE
HLERRA N EMRE - ARBRARRETH -

FRELER

T N\FR - EFE-BARKKTEREE AR
—RHFT AR EEE - T EERAEBAA DRI B

fLALHEE  NtAERDESRBERARFE
BENTHREE -EFRBEAEHIERBIETREE
Bigsl  SEMH B ERBETERANRRNER
R-RENESRAR BATRAEREENEESR
M AATEFERRRNEL - BETSHERTEH
MEFREREBEARREFNFTEER

NRAMEREEREE @ HX2BERRRERAQA]
LREZRERBMBATMERRF ° I RRIWE
ARGENMNEREZTREAAMAT - MR
MTES - EFZNHAIRAARMERAER RERR
B NHEREFREFNTEBRERE R
Mo

—E)\FHNEEReERERCELERTE
= UBREERRHLESE - TRZKEZREZ
XH—REEREEZERERAFIRI LR - &
RTEES BEFHEZRERAFAERD T
MEREE E=ReExEX—REGSHIEN
HRESRAHRPER THEBRRIHXMHN 2
i~ SRR SHEIE  MBFRE MIER - A
NWEESERTRESTRERNZEFENaE
X AZEFEITSEREFERENETREEX
o

EERBEEERAT —2-NFg5 131



FIEESREREETREeeR REAFEN
SR CHATBEREZ LRIWNEER &
RHVRTE - EZCRENABLBERNTRAE
R -BXREHCHARTRETERLEIHAR
AMERE  AIHETAEZERN - AM WAEES
HEMEREETENaER  ZREFH T
LT A BRERE SR iR E R

B EEE
EEEFERN FTLREEKER

o MEXIERAL - FMITER (FFFEREEER)

o REXFKL HITESR

o RFBEIE - FEWMITES
(RZF-NFLA+=AEZE)

o BMEXRL FATES
(RZZ-NFLA+=AEZE)

s RREXA FWTE=S
(RZZE-N\FOA+=HREFNTERRE
THERKE)

o I L FRITES
(RZZE-N\FOAT+=HREFNTESRRE
THRKE) -

FTZESRAFMARRNTBRE - ZFRK
MR NPT R SRR - MBETEREAR
AINEERR  WEREABSEZEHERE A -

132 BBEREBBHEWRAT —T—\EEH

BT R ESEMEEIEE  ANEEZED RIS
ZHETTER - B R Ee g ARk E®
BT RRRRIFER B RECIFERNES
PRIXBEHEREN  RERLEAZESEE
TERN  YEHREHENERFEE -E-F—N
FENREGHBITTMRER -

P ERES #XE

SEANRBEXEABLNEIREENE - EFZARF
AR EIEGIE L EEEEAE - BAREXAE
BEBERNINEZXS  BERABTZE ST EERE
RATRANEEEEAN—EEH - MERMAEHE
BEEABEZLOAETHEE - BABEXE
AABEANGERE RBRFZESTIFEEE
i o

B ZEeHFOe EAFELHANTEZMRE
HEvy R hERREN S ERREER R
TrEEREEZESER B mAERRREEZR
BRNBRGERRENFE N EZLIETE - &
B AR EAZ AR IR FE AR EZ TR S - SRA A
B R ANEET 705 - WA BERANR B A EREE
HE - BREZE - SEANEEZE S LR AT
TE SREEENMATERTREZAERNRE
& NEESMEE2RETREEEN  AKE
EREFD -



—H AR - BIREEERE BE AN EZA TR
METER MR URYEEEMERNER -

N LA S

AN/NSIOPINEE P Gl 3 % SR i
TR W FAER N AR AR M B HRR AR
5o ZHEI AR AN E RN BT EE S
B RERZEMEARRNE I - RBER
EERAE A BERRBESEERTRDE
200 ESK - BFERNEFRE S ERESND
BY - REVARABE_T—/\F+_A=1+—
AEENMBEHRE  BRACKBEAMERAEH
BT RESERES MBI -

AT EESR

RABBAOEFHERRIRAL  HEERE -
BRI RIEHIBHT - FFRemaFEh - EF
BERUEMBHmE - LHEANEERTENZFR
BMmRH BB RETEHEN - EFERR
FrmBL I I R BB R AP RBR AR B HBA IR

M e ARRMEERPHMEESERERRER
IV YN I

P EREL I

EERHARRFNAMEIEHEAEEREME I
FEEMNLZEQURTHERD EHMBRELE
HRfRAT

BB EZETREES®
RNRARREE - EF
RERBENEFCREZES AR —UWTE
EREER  AERCEREEAREEARFNA
B mEERREERES FEZEE XH5%
HEERER AERBEERZEeRSAREZES
PHBEHETEIR - BEEZ 82 A BN
RHEE - AEZFLZEERARANEREIERE
BES - IERNFRA [RRER] —& -

AR AR RIA 2B
REXRREEZES

0

i3

B
%
®

NEBEIEHIE B IR A IBRIE - UM R EREK
BBk - B S EBRRMASIERKERE
EEROER - HIEREREEREE ZERF
HREDE R M SNE A &5t RC ek - WHERTT & X
REARBED BER -

EBRBESERAT —2-N\FFE 133



SHER

BRBAREEBREN—#
ShEEEERARRR -

HRIUE/TE

ERBHBARAESRE  TRBEFAFERN
BEER - REARRNERBRMERTMH - &
RBEATERNEER REF  REBEE - &F
& ERAEAERRE - ITRELEREMRRE
BHE  HARFBFHFAI-ZT—/\FHERIREEL
TERETRESR - ARFER T N\FHET
BRER - AERARRESMAEFRENSRIR
fF o

RXERS  ARBERFRNAEHTIRRFHETT
BENMBTFTIE - aRBETERFIIRSELIN
BRME - [IGRETHWARIE - AHBESN
NANREBFI KB A R RAERE B T2 P MRS
MEESHRBIER -

TH~rAl

ARRBFRETETRENHENTRIEE - ZF

ZRERBEAFRTABRIEN AR R B TF AR

TRSTRI(TTRSAD - TTRTRIB RS RIRE

8 TE Az B2 R H a1 2 A ] BEE A ) B A A 28

B - 17T RITREE B RS - AERBE T2E

i~ FRERM - RIEELM - EREX IR
EEETIITERS -

134 FBHBEBBHEWRAT —T—\EEH

TRTHERARARNAEEL - K28 T2
RS o

ETHFHAEARARCKETITRTR - RIE
BRI ETHRE  ERERREIN_Z—N
FAPEBTITRTE - RWE -

SEEST Aoy
i3t i

RARBERERERRABBIIN « AR AINF
HE T ARRINEBER R ERFE - AR A0
Ik (Www.hkmc.com.hk) i b & &) 28 A &) Y 37 s B
HEBEM - XARINBRBERREFE  HARAL
BHREA -

EEHESEE

RRRHNETEELEEE - BT /\File
BTRBARRELENERE —ERNEITER
HEEML BELERFBE R ARA]FFRE
[ACREE] R MARRREERET—F2
HAEHEREETIF - REMEBRLERREERIK
RIENEE - ARFIE T —NFRFFHERT
UrEeETEIEERRE (B ifEE | 8IA -

SN - AR BB TR TR AR L AR R4S
uh o BREERERREEEREEERAL -



FEEGEREARAE ([HEEEREAE] ) &
FEFRARAB(FE£2H )

RBRBLAAEFERAFT(ARANEZENBAR
Al ARBERBEEIDESEFTEDHIEE —K
R EG M RARBREFOERERRA) OEE
BIATRIRBARRRSTH] - EHMEELEER
B FR BENERRINEZRHARRNES
BB MM B AR SR EEEKREHEK - 1RE
RR AR RFESARNEZAVEA R RIESRE
B ARNREEAARE - SHBARNEFE
BERARNRINEITZBESEEHER -

“E-NEFA - AREWEAREZEEFE A
AIARERBEEHRERR AR RFERAE
MPAMFEAZERRERRATNFEAF_F
—N\FENEEREATRERBRAIRERH B RF
fhsRaR - T T B EZ - REFAMENE QA
NEPEETIE BT ERLEERH B R H R
R AR RRAEBEZANEE 2 A B A EE L
TENFRBRERBRARILRFEARNEEER
SRIESERTEEE T BT

EERYUARF T\ FANDLEERBRERT
mE - EZE-NF ARBKETHNEEL
B BREGIESL  BEREMSHREER  EER
A EEEVARBANS G MBCZFERIE - BES
KR RIHRFIA M E TR DAEA L am

EBRBESERAT —2-N\FFE 135



EEHRE

Directors’ Report

BERBEFBRAA(XR2AANEER/M
ARREZERERARB (RAREMF - ERE
MEARRMEBEE [ AKEDEE-F
—NFE+Z A=+ HILFELEXNGEEUE
Hx((MBEHRRER]) -

FEXRE

HEZ-N\F+A=T—BIFEA K&
BT EXBELE

@ RBKEA BITA BEEARET
BEUMINEBNYEREME N mELR
ReRIBRERAS - KBEFRENOE
HE - [EWFIE - SREERBARE

b) FEEBEREMOA  REBUFEPIMERE
RARAS  FEBRUARAEHBWE
EREE  ¥HE HE HE RER
BRI EAIA S PTRIR R B E

© MEREERTES

(d) RBERRNBERFGARNIER

) BBRITRINEZWERZFCER

) XEFEEEE—AR2HN R UHE]
(RBCGRITEEPDNESR) & TAMIEL
mEERED  PEGE(HPIEDOE
IR B R RAOFTE]

® ARLEMNEFMBMILENEEMEME
EE(ER) (FERNIRBER k2
ZEER R AEESRRRRERR &

(hy HIRBBREREFSER -
rEBHEMKEBE T \F+-_A=+—H

FFERANCEERMEZER  HENTBER
REIFE22 ©

The Directors (Directors) of The Hong Kong Mortgage Corporation
Limited (Company) have pleasure in presenting their report together
with the audited consolidated financial statements of the Company (for
the purpose of this report, together with its subsidiaries and subsidiary
undertakings, Group) for the year ended 31 December 2018 (Financial
Statements).

Principal Activities

The principal activities of the Group in the course of the year ended 31
December 2018 were:

(@ to purchase portfolios of mortgages or loans secured on properties
or other collateral situated in Hong Kong and to acquire debentures,
receivables, financial assets and choses in action of all kinds from
their originators, issuers, owners or vendors;

(b)  toacquire, by purchase or otherwise, any assets from government
bodies and agencies and related organisations, statutory bodies
and public bodies and to hold, sell, transfer, dispose of and deal in
any such assets so acquired,;

(c) toissue debt securities to investors;

(d)  to operate a centralised microfinance platform to support microfinance
loans;

(e) to develop new business initiative on infrastructure financing and
securitisation;

() to operate a scheme for the Government providing guarantee on
loans advanced by participating authorized institutions (Als) (as
defined in the Banking Ordinance) for local non-listed enterprises,
including small and medium enterprises (SMES);

(@ to provide mortgage insurance cover in respect of mortgage
loans, reverse mortgage loans and loans for premium settlement
originated by participating lenders and secured on residential
properties and, if applicable, other assets; and

(h)  to offer life annuity products in or from Hong Kong.
The corporate information and principal activities of the other members

of the Group in the course of the year ended 31 December 2018 are set
out in Note 22 to the Financial Statements.
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Business Review

1.

Business Segments

In the pursuit of its missions and social objectives, during the
year, the Group operated on prudent commercial principles and
engaged in business activities of loan participation, origination
and acquisition, mortgage insurance and life annuity mainly
through the development, implementation and operation of the
programmes, schemes and business initiatives below.

Mortgage Purchase Programme (MPP)

One of the missions of the Group is to enhance the stability of
the banking sector in Hong Kong by offering a reliable source
of liquidity. To achieve this mission, the Group stands ready to
purchase mortgage loans and other assets from approved sellers
as and when they have the need to offload. With ample liquidity
in the market during the year, there was low incentive for Als to
offload their assets.

Microfinance Scheme (MFS)

MFS is launched with the aim of offering loans at affordable rates
and ancillary supporting services to eligible persons who wish to
start their own businesses, become self-employed or achieve self-
enhancement through training, upgrading of skills or obtaining
professional certification. Subject to any extension as may be
commissioned by the Government and approved by the Board of
Directors, the MFS will expire in December 2019 and its current
lending cap is HK$200 million.
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Infrastructure Financing and Securitisation (IFS)

During the year, the Board of Directors approved an IFS business
plan, and a newly established IFS Division of the Group, manned
with experienced industry professionals, was formed to develop
this new business. The Group has started the new business since
2019 in accordance with the business plan based on prudent
commercial principles and under a robust risk management
framework.

The new IFS business will enable the Group to leverage its strong
credit standing and medium-to-long term funding capability to
further its mandates of promoting stability of banking sector
and development of debt market in Hong Kong by facilitating
infrastructure investment and financing flows against the
enormous and widening funding gap in the international
infrastructure financing market.

SME Financing Guarantee Scheme (SFGS)

SFGS is a market-based loan guarantee scheme providing 50%
to 70% guarantee on loans advanced by participating lenders for
assisting local non-listed enterprises (including SMES) to meet
their funding needs for working capital or acquisition of equipment
and assets in support of their business operations. In addition,
the Government has commissioned the Group to administer
the Government'’s special concessionary measures which aim
at providing 80% guarantee for loans advanced by participating
lenders for local non-listed enterprises (80% SFGS). Backed by the
Government's total guarantee commitment of up to HK$100 billion,
the Group administers the 80% SFGS on prudent commercial
principles at its own cost.

To further relieve the financial burden of local SMEs and assist
them to obtain financing, in particular, under the uncertain external
economic environment and trade performance during the year
and in the foreseeable future, the Government announced in
October 2018 to extend the application period of the 80% SFGS
for the seventh time consecutively to the end of June 2019, and to
introduce three enhancements to the 80% SFGS with effect from
mid November 2018. The three enhancements are: (a) reducing
by half the annual guarantee fee rate payable by borrowers, (b)

138 The Hong Kong Mortgage Corporation Limited Annual Report 2018



EEIRE Directors’ Report

R EN S Hxe EKEER 1,200 88 T80
Z£1,50088 7T 0 RO ERBERAREHAA
FRRELF - T AEERSEHE
BRHEER S EE IR E TS IIRE
PR /NS 5 PR B AR R /N R PR RAT S
BB AN e SR B R A )
TEIERIE - LWRE/\KEEERERDN
FAR  SARBEMINETHF -

ZBREEE

B RREE - AFBEEEMA LR
BRERBAE  ETRER &
BiE BNRREZTEAEZAEEM -
EZAET AKERERBRAFTMNA
B R2EMNBARBIRHNRBEN
ETPHBRLEECREERAENERLR
By RERIBRIRE - LYWRRE -
B—NAANF=ZAEHNAR - Zet8HA
BRIXMBRE c —ZT—\F  Zatal
PRtz e T R BRI R R 3251878
T o

REZRBEE

HEHZEREHE EERTEEREME
T B LR E - BURAERKE
ARE - BBRRERIE BERMEXA
UMBEEMEERERRG  (2ENE
PRI — SR FIA K/ R — B R
AFBETARIMKIER - EZET - A%
BXZ2EERRAFTNAL  R2ENE
FEBAIL LR ZRIBENR - RHIRE
RERIRIE - WUERIRE o

ARE-ERRERBAEETERRE
BE SRABNMERIEETHE
o REXBRERFREN - -N\EFR
DK R-T—EFEM7.5% -

raising the maximum facility amount available to borrowers from
HK$12 million to HK$15 million, and (c) lengthening the maximum
guarantee period from five years to seven years. During the year,
the Group promoted more active use and public awareness of the
80% SFGS by providing regular training sessions to the operational
teams of participating lenders, introducing the SFGS in SMES
seminars and sponsoring the World SME Summit organised by The
Hong Kong General Chamber of Small and Medium Business.

Mortgage Insurance Programme (MIP)

MIP is launched with the aim of promoting home ownership
in Hong Kong by enabling high loan-to-value financing for
homebuyers to reduce their down payment burden. Under the MIP,
the Group acts as insurer to provide mortgage insurance cover
for a premium on mortgage loans advanced by participating Als in
excess of the lending limits imposed by the Hong Kong Monetary
Authority. Since the inception in March 1999, the MIP has gained
increasing public receptiveness. In 2018, the total amount of
mortgage loans drawn down under the MIP was HK$32.5 billion.

Reverse Mortgage Programme (RMP)

RMP is launched with the aim of providing homeowners with
a new financial planning option to enhance their quality of life
on retirement. Through reverse mortgage, homeowners could
use their self-use residential properties as collateral in return
for lump-sum payouts and/or a stream of monthly payouts from
participating lenders over a payment term. Under the RMP, the
Group mainly acts as insurer to provide mortgage insurance
cover for a premium on reverse mortgage loans advanced by
participating lenders.

With the Group’s ongoing and focused educational initiatives
on the RMP, market receptiveness of the RMP has grown
continuously. The business recorded a steady growth in the
number of RMP applications received in 2018 by 7.5% as compared
to 2017.
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Premium Loan Insurance Scheme (PLIS)

PLIS is launched with the aim of facilitating owners of subsidised
sale flats to settle the land premium, thus promoting the for-rent or
sale market of subsidised housing. After settling the land premium,
the alienation restriction is removed and the owners may sell or
let their flats in the open market. Under the PLIS, the Group acts
as insurer to provide mortgage insurance cover for a premium
on lump-sum loans advanced by participating lenders primarily
for land premium settlement. PLIS currently covers subsidised
sale flats under the Home Ownership Scheme, the Private Sector
Participation Scheme and the Tenants Purchase Scheme of the
Hong Kong Housing Authority, as well as the Flat-for-Sale Scheme
and the Sandwich Class Housing Scheme of the Hong Kong
Housing Society.

HKMC Annuity Plan (Plan)

The Plan is launched with the aim of facilitating retirement planning
and promoting the development of the local annuity market. The
Plan provides an alternative retirement financial solution, and helps
the elderly turn their lump sum cash into a stream of fixed monthly
income for life. The Group acts as insurer to offer and issue annuity
policies for a premium under the Plan.

The inaugural launch of the Plan took place in July 2018, and
recorded 9,410 registrations of subscription intention for a total
subscription amount of around HK$4.94 billion. In response to
market feedback, the second launch took place in December
2018 with enhancements to the Plan offering greater financial
protection, more flexible product features and an open application
period to allow policy purchase at any time. In 2018, a total of 5,422
policies were issued under the Plan with a total premium receipt of
around HK$2.8 billion and an average premium receipt of around
HK$513,000 for each policy.
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Market Environment

Global economic growth continued into 2018 but started to lose
momentum in the second half of the year. The trade conflict
between the US and China weighed on economic sentiments
around the world, and its impacts on international trade flows and
investment activities were increasingly felt. Against this backdrop,
global market volatility was heightened along with ongoing
monetary policy normalisation in the US as well as across other
major economies. Growth momentum in many Asian economies
slowed in the second half of the year, as the impact of moderating
global economic growth and the US-China trade tension gradually
surfaced.

In Hong Kong, despite that the local economy decelerated visibly
in the second half of the year, we still managed to record another
year of above-trend growth for 2018 as a whole. Following
a moderate local interest rate hike and the Government'’s
announcement of numerous initiatives and policies to increase
land and housing supply, the buoyant residential property market
in Hong Kong consolidated somewhat towards the year end.
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Financial Performance

Profit attributable to shareholders was HK$127 million (2017:
HK$806 million) and the return on shareholders’ equity was 0.9%
(2017 8.6%). The decrease in profitability mainly reflected the
accounting loss due to the annuity business of HKMC Annuity
Limited (HKMCA), a wholly-owned subsidiary of the Company,
for maintaining prudent statutory reserves based on actuarial
assumptions, the non-recurrence in 2018 of a one-off investment
disposal gain in 2017 , the decrease in exchange gains mainly
arising from the revaluation of US dollar exposures in cash and debt
investments, and resources utilised for supporting certain policy
initiatives. Notwithstanding the reported loss on the HKMCA, the
embedded value (i.e. the sum of total equity and the present value
of future profits) of the HKMCA's annuity business at the end of
2018 was about HK$5.2 billion, indicating that the business should
be profitable in the long term. A summary of the Group's financial
performance is set out below.

R RN (B&ETT)

Profit attributable to 127 806
shareholders (HK$ million)

REESEIHE" Return on shareholders’ equity’ 0.9% 8.6%
B AR A L 2R 2 Cost-to-income ratio? 86.0% 26.8%
BARTERKS Capital adequacy ratio® 26.8% 21.0%
1 RERESERENFHETE - RRREGER 1 Return on shareholders’ equity is calculated by dividing profit attributable to

TR AR SR B ARIEBRAR R FEN T =8
AE AR o

2 RAERA LR E A RISE R
IAEEWA - RREAFR  BNFE R
ERAEARARZS FAeXHFERBES
H ey o

3 EARREWHESL AEAEBUEE
BB - 5 A 2B R 0 A LR 2
Hyt 5% o

4 BABEE-_T—FHERTLE  REEMNG
mAEL AR FSARIMNES - B
It EAEMRRERET - EFABRNRE
B < [0] ¥R 28 N AC B A B AN IR B SRAKOR
A5.158BT  5.1% 5.36.7% °

shareholders with the average of twelve month-end balances of capital and
reserves attributable to equity holders.

2 Cost-to-income ratio is calculated by dividing operating expenses with the
sum of operating income, net claims incurred, benefits paid, movement in
policyholders’ liabilities, and net commission and levy expenses.

3 Capital adequacy ratio is calculated as the ratio of the capital base to the sum
of the risk-weighted amount for credit risk, market risk and operational risk
exposures.

4 For better comparison with the figures for 2017, profit attributable to

shareholders would be adjusted to exclude the results of the HKMCA.
Accordingly, the adjusted profit attributable to shareholders, the adjusted
return on shareholders’ equity and the adjusted cost-to-income ratio would be
HK$515 million, 5.1% and 36.7% respectively.
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Key items in the Group’s income statement for 2018 are highlighted
as follows:

(@ netinterest income for the year increased by HK$28 million
to HK$536 million, mainly due to cost-effective pre-funding,
partially set off by the reduction of average loan portfolio as
a result of loan repayment and prepayment;

(b) net mortgage insurance premiums earned were HK$222
million (2017: HK$196 million);

() net insurance-related results for annuity business (i.e. the
sum of net premiums earned, net claims incurred, benefits
paid, movement in policyholders’ liabilities, and commission
and levy expenses) recorded a loss of HK$550 million (2017:
nil), mainly attributable to the prudent statutory reserves
based on actuarial assumptions, whereas investment returns
on capital and premiums placed with the Exchange Fund
were booked to other income;

(d) other income was HK$250 million (2017: HK$414 million),
mainly representing investment income of HK$185 million
(2017: nil) from placements with the Exchange Fund, and
dividend income of HK$59 million (2017: HK$83 million); and

(e) operating expenses rose by 35.5% to HK$412 million, less
than budget, largely attributable to the implementation of
annuity business.
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Financial Position

As at 31 December 2018, total assets of the Group amounted to
HK$62.5 billion. Key changes in the Group’s financial position are as
follows:

@)

cash and short-term funds increased by HK$4.1 billion to
HK$29.4 billion, mainly due to prudent pre-funding and
rundown in loan portfolio;

investment portfolio slightly reduced by HK$0.2 billion to
HK$17.2 billion, representing a total investment of HK$0.5
billion in exchange-traded bond funds and in real estate
investment trusts classified as investments at fair value
through profit or loss, and debt investments of HK$11.5
billion classified as amortised cost investments and of HK$5.1
billion classified as investments at fair value through other
comprehensive income;

placements with the Exchange Fund was HK$7.7 billion as
capital and premium investments of the HKMCA,;

loan portfolio recorded a rundown of HK$1.4 billion to HK$6.4
billion;

outstanding balance of debt securities issued increased by
HK$2.5 billion to HK$37.3 billion;

insurance liabilities were HK$4.6 billion (2017: HK$1.1 billion),
primarily due to the increase in insurance liabilities for
annuity business;

capital and reserves attributable to equity holders increased
by HK$5.1 billion to HK$14.9 billion, mainly reflecting the
share capital injection of HK$5 billion by the Exchange Fund
in April 2018 for the operation of annuity business; and

major off-balance sheet exposures were risk-in-force of the
MIP and of the RMP. Exposures borne by the Group for the
MIP after ceding to the approved reinsurers and for the RMP
were respectively HK$19.7 billion (2017: HK$17.6 billion) and
HK$9.6 billion (2017: HK$6.9 billion).
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Capital Management

During the year, to ensure that the Group would not incur excess
risk when expanding its business and balance sheet in proportion
to its capital base, the Group closely monitored capital adequacy
and use of capital, and complied with the Guidelines on Capital
Adequacy Ratio (Guidelines) issued by the Financial Secretary
with reference to Basel Il risk-based capital adequacy framework.

In accordance with the Guidelines, the calculation of capital
adequacy ratio (CAR) follows the basis of consolidation for
financial reporting with the exclusion of regulated subsidiaries
of the Company (i.e. HKMC Insurance Limited (HKMCI) and the
HKMCA, both being authorized insurers regulated by the Insurance
Authority and subject to respective statutory requirements for
maintaining adequate capital).

After excluding the investment cost of these two unconsolidated
regulated subsidiaries, the CAR of the Group remained solid at
26.8% as at 31 December 2018, well above the minimum ratio of
8% stipulated in the Guidelines. The respective solvency ratios of
the HKMCI and the HKMCA as at 31 December 2018 were about
42 times and 34 times, well above the respective 200% and 150%
minimum statutory requirements stipulated by the Insurance
Authority.

Principal Risks and Uncertainties facing the Group

The Group is exposed to the credit risk of its loan and investment
portfolios through mortgage purchase, mortgage insurance,
commercial loan guarantee, funding of retail loans and capital
investment. The Group is also exposed to interest rate, property
price and longevity risks under the reverse mortgage and related
business. Additional exposures in longevity, market and liquidity
risks have been put on since the Group’s launch of its new annuity
business in 2018. Furthermore, the Group assumes market
risk, mainly the interest rate risk and the asset-liability maturity
mismatch risk, for facilitating the business operation.

The risk exposures and the financial risk management during the

year ended 31 December 2018 are set out in Note 4 to the Financial
Statements.
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9.

The Group’s Environmental Policies and Performance

During the year, the Group continued to support and implement
various green measures to create a more environmentally friendly
office and to raise employees’ awareness of methods of waste
reduction and energy conservation.

The Group’s Compliance with Relevant Laws and Regulations
that have a Significant Impact on the Group

Insurance Ordinance

During the year, the Group maintained the status of authorized
insurer to operate insurance business under the Insurance
Ordinance.

Money Lenders Ordinance

During the year, the Group maintained exemptions from the
relevant provisions of the Money Lenders Ordinance as required
for the Group's operations.

Particulars of Important Events affecting the Group that
have occurred since end 2018

The Financial Secretary announced in the 2019-20 Budget that the
application period of the 80% SFGS would be extended to the end
of June 2020 together with the three enhancements to the 80%
SFGS as mentioned in sub-section 1 above of this Business Review.
Notwithstanding the extension and enhancement of the 80% SFGS
and the development of the new businesses may increase the
related operating costs of the Group, the Group will continue to
render full support to the Government in administering the 80%
SFGS and to develop the new businesses in the pursuit of its core
missions and social objectives. Please also refer to Note 34 to the
Financial Statements for any other relevant important events.
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10.

11.

Indication of Likely Future Developments in the Group’s
Business

The Group will continue to explore enhancement opportunities for
current programmes and schemes, and the feasibility of any new
business initiatives, and to carry out the IFS business plan, to cater
for the needs of the Hong Kong community with a view to attaining
its core missions. In addition, the Group will continue to maintain
its prudent pre-funding strategy to stand ready to provide liquidity
to the local banking sector when needed.

The Group’s Key Relationships with Its Employees and
Counterparties that have a Significant Impact on the
Group and on which the Group’s Success Depends

Employees

During the year, the Group continued to provide employees
with competitive remuneration packages and fringe benefits,
a promising career path and development opportunities, and
a healthy and safe working environment. Through system
automation and process re-engineering, the Group maintained a
lean and efficient workforce, despite an increase in the scope of
operations and the complexity of the products it offered.

The Group recognised the importance of ongoing staff training
and had devoted considerable resources to the continuing
enhancement of its employees’ professional knowledge and skills.
All new employees were provided with an induction session to
provide them with a foundation of knowledge about the Group’s
organisational structure, missions, functions and policies.

As at 31 December 2018, the permanent staff establishment of the
Group was 309 (2017: 261) and the staff turnover rate was 8.92%
(2017: 8.85%).

Counterparties

With respect to its loan and insurance portfolios, as at 31 December
2018, the Group maintained a panel of 34 approved sellers and 32
approved servicers under the MPP, 7 approved reinsurers under
the MIP as well as 4 non-governmental organisations under the
MFS. In addition, there were 23 participating lenders under the MIP,
9 under the RMP, 8 under the PLIS, 5 under the MFS and 31 under
the SFGS. In relation to the annuity business, there were 20 agent
banks for the Plan at the end of the year.
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DEBT SECURITIES

The Company issued notes with a total nominal value of HK$34.1 billion
under its multi-currency US$6 Billion Medium Term Note Programme
for a consideration of around HK$34 billion during the year ended 31
December 2018. The proceeds of the notes issued during the year were
used for the purpose of providing general working capital for the Group.
A summary of the debt securities issuance and redemption activities of
the Group is set out in Note 28 to the Financial Statements.

DIVIDEND

Having considered the capital requirements for the business development,
Directors recommended that no dividend be declared for 2018 (2017:
Nil).

DIRECTORS

Persons who served as Directors during the year or during the period
beginning with the end of the year and ending on the date of this report,
but preceding the forthcoming annual general meeting of the Company,
are as follows:

The Hon. Paul CHAN Mo-po, GBwm, GBS, MH, JP
Chairman and Executive Director

Mr Norman CHAN Tak-lam, css, i
Deputy Chairman and Executive Director

Mr Eddie YUE Wai-man, i
Executive Director

Mr Raymond LI Ling-cheung, »
Executive Director and Chief Executive Officer

The Hon. Jeffrey LAM Kin-fung, css, i
Non-Executive Director

The Hon. James Henry LAU Jr., r
Non-Executive Director (appointed on 19 April 2018)

The Hon. Frank CHAN Fan, »
Non-Executive Director (appointed on 19 April 2018)
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The Hon. Horace CHEUNG Kwok-kwan,
Non-Executive Director

The Hon. Dennis KWOK Wing-hang
Non-Executive Director

Professor WONG Yuk-shan, sss, sss,
Non-Executive Director

Professor CHAN Ka-keung Ceajer, css,
Non-Executive Director

Mr Thomas Brian STEVENSON, css, Jp
Non-Executive Director

Mr Albert WONG Kwai Huen, sss, i»
Non-Executive Director

Ms Anita FUNG Yuen-mei, sss, ip
Non-Executive Director

Mr Leong CHEUNG
Non-Executive Director

Ms Estella WONG Sheun-fun (alias Mrs CHIU, Estella Sheun-fun)

Non-Executive Director (appointed on 23 May

Mr NG Leung-sing, sss, i

2018)

Non-Executive Director (retired on 13 April 2018)

Ms Miranda KWOK Pui-fong

Non-Executive Director (retired on 13 April 2018)

Mrs Ann KUNG YEUNG Yun-chi

Non-Executive Director (retired on 13 April 2018)

Mr Lawrence LAM Yuk-kun

Non-Executive Director (retired on 13 April 2018)

Mr LEE Huat-oon

Non-Executive Director (retired on 13 April 2018).
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In accordance with Article 109 of the Company’s Articles of Association,
all those Directors who are not Executive Directors shall retire but shall
be eligible for re-election at the forthcoming annual general meeting.

Other than the Directors named above, persons who served on the
boards of the other members of the Group during the year or during
the period beginning with the end of the year and ending on the date
of this report are Mr Norman CHAN Tak-lam, Mr Eddie YUE Wai-man,
Mr Raymond LI Ling-cheung, Mr Leong CHEUNG, Ms Estella WONG
Sheun-fun (alias Mrs CHIU, Estella Sheun-fun), Mr LAU Ying-pan,

Ms LEUNG Ching-han, Mr POU Hak-wan (resigned), Mr Mansion
CHENG Man-shun, Mr LIU Chi-keung, Mr Desmond CHENG Kam-chuen,
Ms CHEUNG, Feliciana Siu Wai, Mrs SENG SZE Ka Mee Natalia (and
also served as Alternate Director to Ms LO Yee Har Susan), Ms LO Yee
Har Susan (and also served as Alternate Director to Mrs SENG SZE Ka
Mee Natal