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Hon Abraham SHEK Lai-him:

Thank you, Mr Chairman. | would like to ask the question in relation to
the work between HKMA and SFC. Let me refer to the HKMA Review
Report paragraph 8.9 which mentions that the Minibonds incident has
demonstrated the complexities of the existing dua regulatory arrangement
between HKMA and SFC when it comes to enforcement mechanics. Please
explain the complexities involved, and whether HKMA has identified during
the past few years such complexities in the light of its operation experience
and reflected them to SFC or the Administration; if not, why not?

08.05.2009 p.23



EEMREESE B HERMESZ R EEEEMESTSENEENLEESY
Legidative Council Subcommittee to Study Issues Arising from Lehman Brothers-related
Minibonds and Structured Financial Products

FHE
FEHEE -
Mr Joseph YAM Chi-kwong:
Thank you, Chairman. Mr SHEK isreferring to paragraph 8.9......
Hon Abraham SHEK Lai-him:
8.19.
Chairman:
8.19.
Mr Joseph YAM Chi-kwong:

8.19, | am sorry. 8.19 which reads "On the supervisory front, the dual
arrangement has helped ensure the applications of standards to Al's securities
business that are in line with those applied by the SFC to the licensed
corporation......". Isthat the paragraph that Mr SHEK was referring to?

Hon Abraham SHEK Lai-him:
Yes.
Mr Joseph YAM Chi-kwong:

"The Lehman episode has, however, demonstrated the complexities of
the dual arrangement when it comes to enforcement mechanics. Also,
investors were initially confused about whom they should complain to." Mr
SHEK's question is about the complexities of the dual arrangement.

Hon Abraham SHEK Lai-him:
Yes.

Mr Joseph YAM Chi-kwong:
Thank you.

FHE

g & A

08.05.2009 p.24



EEMREESE B HERMESZ R EEEEMESTSENEENLEESY
Legidative Council Subcommittee to Study Issues Arising from Lehman Brothers-related
Minibonds and Structured Financial Products

Hon Abraham SHEK Lai-him:

My question is "Please explain the complexities involved, and whether
HKMA has identified during the past few years such complexities in the light
of its operation experience and whether they have reflected them to SFC or
the Administration; if not, why not, and why this Minibond only highlighted
these complexities.

EE -
FEHEE -
Mr Joseph YAM Chi-kwong:

Chairman, the first point that | would like to make is that those
complexities are well within the ability of the HKMA and the SFC to cope
with. They are however complex. There is no doubt about it. And the
complexities refer to the fact that the SFC is responsible for registration,
licensing, that SFC is responsible for the design of standards in the form of the
Code of Conduct, for example. The SFC is responsible for investigation as
well as sanctions whereas the HKMA, as a frontline regulator, is responsible
for regulating the banks in accordance with the standards laid down by the
SFC. Now the standards are couched in principle form and therefore in
operating those standards in detail, there may need to be supplementary
guidelines that had to be issued by the HKMA and we have over the years
issued quite a lot of those guidelines. Now those guidelines are obviously
complex; they are geared to coping with the population of investors who are
also depositors. Whereas, on the part of the SFC, they are applying those
guidelines in respect of investors already; they are not depositors and so there
may be subtle differences between the two populations that may require
special treatment. But the complexities that | refer to in that Report mainly
refer to the ability or the authority of the SFC in determining standards, in
registering and licensing banks to deal with regulated activities and having the
authority to investigate and to impose sanctions. Those are the complexities
that were involved. Now, as | said earlier, it is within the ability of the
HKMA and the SFC to cope with those complexities and if there are to be
problems, then obviously we discuss in the context of the MoU meetings that
we regularly conduct with each other. There is a high degree of
understanding between the two organizations and communication channel is
kept open al thetime. So it is possible for us to deal with that complexity
and, in terms of whether or not the mechanism will need to be simplified, of
course we have suggested certain amendments and made certain
recommendations in our report to the Financial Secretary, one of which
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actually involves transferring some of those responsibilities or authorities
back into the HKMA so that we could streamline our supervisory work.

T -
stz g -
Hon Abraham SHEK Lai-him:

Chairman, | mean......thank you, Mr YAM for his very detailed reply.
So if | can draw an understanding on the basis that prior to the Lehman
Brothers, the complexities have been decomplexed and it appears that it has
been working well prior to the Minibond issue but why the Minibond has
brought out such complexities again means that prior to the Minibond, that the
complex issue has not been resolved. Isthisthe case?

EE -
EHE -
Mr Joseph YAM Chi-kwong:

Prior to the Minibond incident, Mr Chairman, the complexities in the
regulatory system had not actually been reflected in the number of cases of
possible mis-selling. Now as a result of the Lehman incident, obviously there
were many more possible cases of mis-selling unearthed. Now these cases
are still under investigation. So in the end whether or not they are in fact
mis-selling cases will have yet to be established. Now this change, in other
words, a sudden, very sharp increase in the number of complaint cases against
mis-selling, of course, reflects certain complexities that we might not have
dealt with in the past or there might not have been circumstances leading to
ourselves having to deal with those complexitiesin the past. And that iswhy
(The buzzer sounded) in the Report, we attempted to deal with those
complexities.

Hon Abraham SHEK Lai-him:

Thank you.
EE -
REEFEE - ZERH -
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