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Deputy Chief Executive

Mr Raymond LI
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The Bank of East Asia, Limited

Mr Joseph Y W PANG
Executive Director & Deputy Chief Executive

Mr TONG Hon Shing
Generad Manager & Head of Personal Banking
Division
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Deputy Country Business Manager
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Deputy Chief Executive
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Head of Personal Banking (General Manager)

Chong Hing Bank Ltd

Mr Felton LAU
Executive Director & Deputy Chief Executive
Officer

Mr Kevin CHU
General Manager, Weath Management Division

CITIC KaWah Bank Ltd

Mr CY LING
Alternate Chief Executive Officer & Chief
Operating Officer

Ms Phoebe WONG
Executive General Manager & Head of Retail
Banking Group
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DBS Bank (HK) Limited

MsAmy YIP
Chief Executive Officer

MsLindaWONG
Managing Director & Head of Consumer Banking,
Hong Kong and Mainland China

Nanyang Commercial Bank, Ltd

Mr Peter HUI Wai-hing
Assistant General Manager

Session three
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Bank of China (Hong Konq) Ltd

Mr David LAM
Deputy Chief Executive
(Also Acting Chairman of HKAB)

Mrs Ann KUNG
Head of Channel Management (General Manager)

Mr Lawrence LAW
Head of Personal Banking (General Manager)

Fubon Bank (Hong Kong) Ltd

Mr James Y IP
Executive Director

Ms Carmen YIP

Senior Vice President

Head of Wealth Management Group - Sales &
Distribution

Industrial and Commercial Bank of China (Asia)
Ltd

Mr Stanley WONG Y uen Fai
Director & Deputy General Manager

Dah Sing Bank Ltd

Mr Derek WONG
Managing Director
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Mevas Bank Ltd

Mr John LAM
Executive Director

Public Bank (Hong Konq) Ltd

Mr TAN Y oke Kong
Chief Executive/ Executive Director

Mr Andrew SIU
Senior Deputy General Manager

Session four
(4:30 pmto 6:21 pm)

Bank of China(Hong Kong) Ltd

Mrs Ann KUNG
Head of Channel Management (General Manager)

Shanghat Commercial Bank Ltd

Mr David KWOK
Managing Director & Chief Executive

Mr Edward CHU
Director & Assistant General Manager

Standard Chartered Bank (Hong Kong) Limited

Mr Ben HUNG
Executive Director & Chief Executive Officer

MsMary HUEN
General Manager, Customer Experience

Wing Hang Bank Ltd

Mr Frank WANG
Deputy Chief Executive Officer

Mr Stephen WONG
Deputy General Manager

Wing Lung Bank Ltd

Mr C SCHUNG
Executive Director & General Manager
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RHERPEERETZTEETHMBELRSE : Thank you. Let me
reiterate what those have said about the regulatory structure that we adopt. It is a
two-pronged structure and it is the same as every major jurisdiction in the world. The
securities regulator has a responsibility to ensure proper disclosure of product features,
product risks. The point-of-sale, the intermediary, has a responsibility to ensure
suitability of that product, taking into account the particular individuals' investment
requirements. And it is only at the point-of-sale that you can assess properly the
particular attributable risk requirement of the individual. So that is why each regulator
around the world broadly adopts the same approach. Our SFC authorization makes it
very clear that we ensure the documents properly disclose these features, but do not
comprise an endorsement or approval of the product. The intermediary has that
responsibility to review the product as to whether it is suitable for the particular clients
during their marketing. In terms of the marketing materials, there have been alot of
guestions about the terminology used and the marketing materials, and whether the
terminology is misleading. Again, the role of marketing materials is broadly to raise
awareness of the product, clearly for the people selling the product, they want to use
that as a way of describing the features. But again we make it very clear that people
shouldn't just rely on a brand name or the product marketing materials to take an
investment decision. They should ensure that along with their financial adviser, they
properly understand the product. Now, we have a lot of complaints. As with the
HKMA, we have taken through a hotline alarge number of complaints, around 2 000 by
last Friday. We have commenced investigations into the brokers who have been
selling the product. We have commenced investigation into the issuer of the product
to assess whether any misleading information is being included within the materials.
We will process those as quickly as we possibly can. But these issues are complex,
and it may take time. And | think the important thing at this stage and again we tell
earlier, we are in a very, very difficult world financial market at the moment from one
week to the next. We are uncertain what the major policy changes will be. In that
very uncertain environment, the Government has suggested to the banks a short-term
stopgap measure, which will mitigate to some extent the severe hardship that some
people are suffering today. But that in no way takes away the importance of the
investigations that we and the HKMA are pursuing. We will continue on that process.
And it is important that we get to underlying truth. And at the same time, we are
conducting a review to look at whether this philosophy of disclosure and point-of-sale
regulation is a correct philosophy for Hong Kong. And we will report within three
months to the Government on that. Thank you.
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FJE : Mr WHEATLEY -

RHEAHESESBHERZEGTHMRBEZLESELE : The minibond structure,
in fact many of these structure notes are structures under the Companies Ordinance, is a
debenture.  So that is the legal form that has been used in Hong Kong for the last five
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years. The term "minibond” is not a prescribed term, has no regulatory meaning, it isa
brand name. And that is al it is. Different firms use different brand names. |
would be shocked if anybody bought a product based on the name of the product. The
requirement is to understand the features of the product.
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BERHRM-BREBIENES  MEE-KETIREN  XE5H
gtk ERE  WH-&ARERE REEZ-HRBEWKE - 7
#tig e — i brand name . — LBy H R - ROFEIECR A ET
o REF+oEE AU FRERGEEMIN - WRIAERTE
Bt AT DU RS - RF 2l — 22 A G B R - SR — (4 R 2R T
L BB EERERIEE ABELN -

KAHEMREEERFEERESRK S » B E®RM L/ E 2=
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T - MU PFEESRETENEHEEEE - EREK S EE S E
oo PR AT DU AR - AT DA & - B (RBEBHCHRAEEREME?
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E Y A

HHERPEEBEFTZTESITHMBEZZLE LS : Agan, let me come back
to the point. The "minibond" is a brand name. We make it very clear and we require
the users to make it clear that they need to understand the terms of the instrument.  It's
typically afixed term instrument that pays a coupon, and it's mostly regarded as similar
to other debentures, but unlike simple corporate bonds or government debt, it is able to
pay a higher coupon because there are higher risks taken. For anybody who is offered
by a bank staff a product that pays six percent, rather than half a percent on deposit,
they should be asking, "why?'. Why is it that you offer me this product which offers
six percent, when deposit offers me half a percent? And that's the process, a point to
say, when the bank staff should explain the reason in offering this additional yield is
because you take these additional risks. Now, we talk about whether it's a high-risk
product or not. The reason we're in this situation today is that the world's fourth
largest investment bank hasfailed. These products were backed by triple A collaterals,
and the likely cumulative historical rate of failure for triple A collaterals over the past
25 years between 1981 and 2006 is 0.09 percent for the first three years. So, | think
we have been very clear. People shouldn't buy a financial product on its brand name.
People should ask "why does it pay me more than the normal deposit of the bank?".
And the bank staff should explain that before any signature is got from the customer.
That's how the process should work.
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to the point | made earlier. The risks are disclosed. The reason the marketing
material people have talked about found in print is that we have insisted on the risks
being disclosed. But these are complex products. Because they are complex
products, one of the things that we also insist on, in the document, is a clear statement
that the products are not for everybody. The judgment as to whom these products are
suitable for can only be taken when you understand the specific circumstances of the
individual. And that's why the combination of disclosure and then point of sale...and
the application of the Code of Conduct to the point of sale, is the appropriate way for
the products to be sold. If that has failed...and clearly the accusation is that that
process has failed, that it is incumbent on both of us, both we and the HKMA, to
investigate that properly and come forward with proposals. But at this stage we're still
investigating that and it would be prejudicial to due process to try to reach that
conclusion before we've completed our investigation.
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talk about that. In terms of the minibond series, most of the minibonds were not
principal-guaranteed and that's clearly stated on the marketing materia and in the
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prespectus. Some of the early series were principal-guaranteed but that still requries
that you take exposure of the person guaranteeing that principal. So just in the case of
any other deposit or any other instrument, the person providing the guarantee is still
your credit exposure. But the vast majority of these minibonds were not. And that’s
very clearly stated.
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EBHEES : MR HEE . 3

X RHESHESZTETTHMRAFZTLRSELE  Yes the marketing
materials do have to be approved. We approve them on the basis that they properly
disclose the features of the product and the risks of the product. These instruments are
structured-products. They do have derivatives embedded within them. Some were
linked to equities and some to indexes, and this particular series were linked to credit
and they were linked typicaly to the credit of major names. That’s the nature of the
product that allowed it to pay 5 and a half or 6 or 7 per cent. As|I’ve said earlier that
the products are not suitable for everybody. And we make it very clear when we
approve the document, and when we approve the marketing materials that they are not
suitable for everybody. We make it very clear that the agent selling the product has to
do due diligence on the product, has to do risk assessment of the client and those two
processes are important in protecting clients.

ERE EBBEEE -

ERNEEER - 2L)F > REFIE(R - AL ELN iEHIE2H#% > ELN
th H &t > & %L "structured products, such as the notes, are not suitable for
inexperienced purchasers......" » BiE &ty - HE2 > EHERREFNEE
HiRHRHE BEESH"EEN"N"RE" > £ EEMY M inEH A
BE HHPEMN AR HHEME B ERLRE > (58I &
EEHHASET RE-—RTREREETSEN - IWAHB - FTAERTEE
fid - WA HEFEGFEARRKNERL  MERBMTER > BIRTHRE
MR > HER R IRE [ & £ 2 kL -

ERE: rEMEAZHEE - HIE 2 frEfEE R KR -

B mE=ZE c REFBHEER  SLERMREFERPERR A #EE
BERKBHKREER?BHRER? €l 7 Lth#EEE4 » {2 ELN {#
H oo

/

R BALE REGEMITIREEREE

R RHEEBETZEGTHMRBEZLESELE : OK. | will have to go
back and look at all of the individual advertising statements.
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RS ARHESEBHERZEGTHRAIEELBAELE ¢ Canljustgoback tothe
guestion that Mrs IP has raised. |'ve got one of the prospetuses here. There is a
section which is clearly stated in the prospectus, which iswho should buy our notes and
are they suitable for everyone. It said that our notes are not suitable for everyone, and
then it goes on to say the sort of people......

F & : Which oneareyou referring to ?

R RHEEREFZEGITHMABELREALE : Thisisminibond series
36 in the offer document. The advertising material will either say clearly that they are
not suitable for everybody or it will say "do not rely on the marketing material, read the
offer document.”

ER:RMAERELRKEFRY) 6EHERR ? HEH 3435 HEF
AE 36 FirFR?MEFHEL T AEEKMERFEMDERE?

hE : OK -
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FE - RMBEEMDERE - Areyoureferring to Series 36?

RERPEEBEEZESITHMBELRESEYL - Saies36. Theeaea
number of different series. Generaly, each series will have something akin to the
statement in series 36, which said they are not suitable for everybody. They are
suitable for people who want a fixed rate quarterly interest in US Dollars or Hong Kong
Dollars and are confident that none of the seven named referred entities will be affected
by a credit event and they are willing to accept the risk that our notes are not
principal-protected and if a credit event happens to any one of the referred entities, you
will only receive back in a credit event an early redemption amount which could be
significantly less than the principal amount of our notes. That is a fairly typical
disclosure of each of the documents.

EREHFE - FER (RERRAERE?

Elm@aEs - WIRETWERES A - AIEERE - H "H#BIHANE
"HERE" Eﬁ“i% HiRAY - WHA A E Wﬁjﬂﬁﬁm
Eﬁfﬁ%% FHEEEEERER -

ERE - HDEGEE -
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EREHFE - ZERED -

S RHEEBEESZEETHEIEZLREL - Agan, if | can explain
that the leaflets are not meant to be relied on and say clearly that they are not meant to
bereliedon......

RRMBER - I E R AL 2

R ERHEREFEEZESTHMBELRALE : The obligation that sits
on the agent at the point-of-sale is to fully explain the features of the document. The
marketing leaflet is exacly that. 1t's a marketing |leaflet.
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RS RPESEBESZESITHRAEZLESEL ¢ | think it is one of the
things that we are investigating and we had allegations where people had been asked to
sign documents when they haven't actually been presented the underlying materials.
And that clearly is a problem and is one of the areas that we are looking at. We don't
expect all investors to read through the full document, it is a very complex document.
But what we have said is that they shouldn't rely just on the maketing material. The
agent has the responsibility for assessing the particular needs of the individual, the
sophistication of the individual and discussing with that individual whether the product
IS appropriate or not.
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RHERHEEBERZESTHMRBELRSEE : For most investors who
are experienced in buying these products, and some investors are, they would have
understood in detail the product and they will be making repeated purchases. For
some investors who bought the products for the first time, they would need to
understand all of the features at the first time. So that very much depends on the
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sophistication of the customer.

ERLCEE  RIAEMBERESE  MMARAERBEELEN -
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TR BERE -

RERPEEBERZESITHMRBMEZLR KL : They should be able to
rely on their agents to explain the features of the product to them and explain that the
product is appropriate for them. And then they will make their own decision based on
that advice.
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FE: OK s {4 -

HEABMEEBETZESTTHRIAEFLEEL : Canl ask my colleague

to answer?
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HHAAREERELE : UERMETARME?
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b REAMEERREE  FTHMEESHEHY  E6RFAERES &
MEEERNES HEREZAFFCETE LEZTE HmtH &
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fAIR{ZEE : 2 -

ERATREERNBEIMEE : RERESGHNERH. ...

HHERPEEBEFTZTESITHME E LR %L Desite the wide range of
products, the predominant one we are talking about is a credit-linked product, and there
are equally equity-linked products, which are sold through various channels, and
sometimes commaodity-, sometimes index-linked. In most of the advanced markets in
the world that have a whole range of products, structured products have been a huge
growth area over the last five years. But | think the question is very valid. Should
these products be capable of being sold in the market today, and under today's legal
system, they are. The question asked is should that legal system change going forward,
and | think we can only really make a conclusion on that once we complete the study
where we started.
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ERE B -EMEEZATREEREN > ARE _EHHEEESE
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RS RPESEBESRZESITHRAETLEAEL: Let's take the firgt part
of the question, whch is the quality level of products. The products are sold under the
legal structure we have in place, so either it is a debenture under the Companies
Ordinance, or it is a collective investment scheme under the Securities and Futures
Ordinance, and then some of the products have aloophole and are allowed to be sold to
high networth individuals or under other safe harbours. We have dligibility criteriaon
the issues in terms of their size and credit rating, and so it is not the case that simply
anybody can sell any product they wish into the market. And we have certain
guidelines in our collective investment scheme codes as to what products can be sold,
and as to the features they have to have. In terms of debentures again, there are
various features they have to have according to the Companies Ordinance.

And you raise the question why only Hong Kong, and it is not the case that they
are only available in Hong Kong. We have seen different types of products, different
structured products in the US and in the UK. The OECD estimate of structured
products sold to retail is US$1.2 trillion, that's globally, US$1.2 trillion, sold to retail,
and a large proportion are sold into Europe, some into the US, and clearly some into
Asia. Thereason that credit-linked products became popular here, and they are largely
market-driven, is at the time when banks paid very low interest rates, which would seem
to offer ahigher interest rate.  And that's why this particular product became popular in
Hong Kong and Singapore. But it is not the case to say that structured products are
uniguely a Hong Kong or Singapore problem, and they are sold all over the world.
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W B— EERREFEHCOCEBAZEFMG  LrkaEFs
REAMEEEEERELMNER FEOAMES - EX > HARER
W08 » 38 5 B AHUE TR Ay - R HEER — I /)N R 8 2 % B R fiE /)N B
#oo WMEHEEREN  BEESFEXROHERMRE - HELMIFE
2006 4 3 H## 7 —EE & IRT - B ARKFURERMAT » EEH R — &
WHAMBENEFEFHER - MM EET LI - I8 E&EE
FABRRSEFRENRES - ELRMERENEEERD - HAE
GEM  BEERERTEGZIEGE FHERKM - ZHERE -

MEMEA : L% R me - 55— > Mr WHEATLEY 8 f = % &
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B BEELZIRTHAREESE - WEBMMEZE - A A E
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EFE - B ER Mr WHEATLEY R A5 | % (R 8y & 7

EFERMEEBERZESTHMRMAZLEEL: Thefirst pat. Yes, we

can and we will publish the said list of similar products.

[Post-meeting note: On 14 October 2008, the SFC published a full list of retail
structured products for which offer documents and marketing materials had been
authorised for issue by the SFC. The list is avalable at:
http://www.invested.hk/invested/en/html/section/products/structured/unlist_cls.html]
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HHERPEEBESRZESTHMBELESELE: Yes overseas makets
have similar types of products, certainly, and different markets set the threshold to
different levels as to whom the products can be sold to. So in the US market
structured products are typcially defined as only being able to be sold into option
accounts of or accounts of qualified for derivatives . That's not a piece of infrastructure
we have in Hong Kong. So again as we look forward to the legidlation, we need to
look at whether we need more group gradations of different types of investors in the
market. At the moment we've got professional investors and and we've got investors
and that's the only two parts of the structure. To answer another part of your question,
is there protection by safe habour if there has been mis-selling to inappropriate clients
and the answer isno. If thereisinjustice of mis-selling, it will be dealt with.
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RERPEEFESZESTHMRRBEZLREL : OK. Pehaps, let me
start first of all with the selling processes. Well, we are in the middle of the
investigations. So, we are trying to get all of the information that we can. The way
we go about thisiswe will be asking for the internal training materials and the record of
training used in the brokers we are investigating. Obviously, the Monetary Authority
is doing a parallel process in investigating the banks. We are focusing on the brokers
at the moment. And one of our pointsis to try to establish whether adequate frontline
training was given to the sales staff so that they could understand the product and could
properly explain the product. The producer of the product in each case in the part of
the distribution agreement would have a requirement that all of the distributors, the
banks and the brokers, do have in place adequate training mechanisms and do ensure
frontline staff explain the product and would require them to sign statements that they
have explained the product adequately to individuals. So, again in terms of looking at
paper work, we'll try to see whether that paper work is adequate. And in some sort of
process of getting a licence, the banking staff follow a parallel process to securities staff.
So they take the same exams and are required to operate to the same standard. But
they are not directly licensed by us. They’'re registered with us. They are under the
direct supervision of the HKMA. But we very much follow the parallel processes.
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RERPBEEBEEZESITHHBEZLREE - Yes again our approach
isthat each year we will investigate on a theme inspection basis our licensed individuals
and go in each year to look at their selling processes how they operate. And each time
we do that, we publish our findings. We published our last findings, | think about a
year ago, giving advices to where we felt they were falling short in their selling
practices. We also respond to complaints of mis-selling. And whenever we get
complaints, we will go into review what has happened. Now, we obviously got alot of
complaints in regard to this particular staff group at the moment. But over the last
couple of years, whenever we received complaints, we would go to investigate a
particular intermediary and work out whether there were faults which need to be
remedied. But that is no longer in process. It is not something that we have just
started now because of this current process.
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R RHESEBERZESITHRAELRSESLE  Weact onwhat wefind.
So, we have done investigations in the past to look into a number of financial advisers
and research whether they are properly following procedures. When we find there are
deficiencies, we act. We act to take disciplinary records. We will reprimand and we
will publish lessonslearnt. And that is something we do on aregular basis.
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RERBEERETZESTHRRAZEREL : 'm not sure exactly
which point that you like me to respond to.

F J& : | think there aretwo points.  Thefirst point is whether it's possible as and when

the cases become clearer, to waive prosecution in respect of the relevant organizations,
in exchange for which the victimsin this particular incident will be compensated.

EERHEEBESZEETHRBZRZLRELE : OK

F & : That's the first question. The second question is in respect of previous
inspections to ensure that the regulations are being complied with.

RFERBEEBESZTEETHMRBEEZLMAEL : OK. Then perhaps |
come to deal with the second point flrst. Similar to Hong Kong Monetary Authority,
we do inspections throughout the year and in advance of any problems arising. Wetry
to make sure that we inspect all of our brokers and financia advisors, and we aso do
what we call theme inspections. So we have a note at the theme inspections of
mis-selling several timesin the last five years. Whenever we do that, we will come up
with a set of findings and recommendations and we will publish best practice. And if
we feel that we've found misconduct, we will also commence disciplinary proceedings.
So we've done that in the past, and we do that in advance of complaints being received.
On the first point, the question about waiving prosecution, what we do is when we feel
there is a prima facie case to answer, we will discuss with whoever the entity is the
prospective penalty that we think is merited on that case. If that entity wishesto act to
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set in place mitigating circumstances, then we will take that into account in discussing
the penalty. We wouldn't ssmply waive a penalty if somebody said | am prepared to do
X, Y or Z. |If there is mis-selling, the systems that people set up to dea with
mis-selling would be something that we would take into account in reaching a decision
on the penalty.
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the question was.

ZF & : How do you calculate the value of these derivative products?
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F J& : All these actuaries at play and nobody actually knows what these are all about
and the values of these products.

HERPEEREFZEETHHRIZZLBSELE - The problem.....OK, |
can explain them.

I & : Ascomplicated as that.

RS RPEEBRETZTESETHRIBFZLRSELE  The products can be
valued on a model and unfortunately that a lot of investment banks spend a lot of time
doing but then realize that the model wasn't the same as the market. What we arein a
situation where we have a very distressed market and it is very hard to work out what
the price would be because the way that market finds the price is to find buyers and
sellers and at the moment there is very few buyers for complicated products. So, the
model can suggest the price and | think that some of the nervousness with the banks
behind me here that they look at the model prices but there is a great deal of uncertainty
about whether it actually came to sell the product whether there will be demands for the
product in today's environment which is avery very difficult environment.
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BIFE/MES : If the Government can guarantee the banks certain amount of confidence,
would that change your mind about what you have just said?

HHERMEEBFESZEGTHRAEZE L - To be hones, | think if
you look at every single government in the world is trying to instill confidence in the
market and every government in the world is struggling to find the right measures to
reintroduce confidence.
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FE : B4 > Youasocary outinvestigation. Do you ask for tape recording?

wHRMEEHESZETTHRAEEL|SELE © Yes we do. The
requirements amongst brokers communities is that the tapes are held for three months.
So if it is arecent case, then we would have access to tapes. If it is much older than
that, we wouldn't necessarily be able to get hold ...... :

FEEWEEE - My quedtion is that the complainant is entitled to the tape. Do you
agree with that? And would you require the bank or, in your case the broker's firm, to
provide the tape recording because | received complaints that the bank is unwilling.
They said they will consider. That iswhy that is the question.

HERYHEEHESTZEGTHHEEELTE AL ¢ | annot sure asamatter

of law whether they are entitled. They certainly entitle to a fair hearing and a full
hearing. But ...... on this specific point as a matter of law whether that it is ture. |
mean we can confirm and we can find out.

[Post-meeting note: Upon checking, investors have no right to tape recordings unless
through some compelled discovery process.]
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to the second point first. | was asked this morning if we would publish more
information about the products that are available in the market. What type of products
and what the issues are.  We will publish that. We will try to do that today. But if
we can't do it today, we will publish that tomorrow. On the level of risk warning, we
provide guidance on our education website, through articles and publications to issuers
and intermediaries of the things that they need to take into account when advising on
products. We don't do it on each and every product. We require that they do it on each
and every product. We cannot assess whether the risk is suitable for a particular plan
because we don't know the......
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