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Follow-up to the hearing on 8 October 2010

Information (including relevant documents and records, if any)
on the following issues

It is noted from the copy of post-training test in respect of Minibonds Series 35
(Item 28a of W40(C) (Mr HE Guangbei's written statement)) focused on the facts
on the product, but did not test any knowledge on the various risks of the product.
Please advise if the sales staff would be tested on the risks of a product; and
provide a copy of post-training test of Minibonds Series 35 or any other series
that contained questions on risks of the product.

The post-training tests were designed to test the Relevant Individuals'
knowledge of the unique features of the product series in question. The tests
were only one of the components of BOCHK's product training to deepen the
Relevant Individuals' understanding of the features and risks of the product
series. BOCHK's product-specific training also included the study of training
materials and offer documents, viewing of VCD, role-play, the provision of the
product team's hotline to answer Relevant Individuals' questions and, when
requested by branch managers or area managers, product briefings by
BOCHK's product team and/or representatives from the arranger or
co-ordinating dealer. Regarding the product-specific training in Minibond
Series 35, the training material explained, among other things, key risks such as
interest rate risk, credit event risk, collateral risk and the structure that Lehman
Brothers Holdings Inc. was the guarantor of the swap arrangements. In the
post-training test (Item 28a of W40(C)), questions 4 and 7 (which were about
the credit ratings and names of reference entities) and question 9 (which was
about credit events) were directly related to credit event risk which was a key
risk of Minibond Series 35. The remaining 7 questions covered important
features and information which were unique to the series.

Moreover, as mentioned in paragraph 23.3 of W40(C), before a staff member
was registered with the HKMA, he/she had to satisfy the SFC's "fit and proper"
requirements; thus Preparatory Courses were organized for the staff member
taking the Licensing Examination for Securities and Futures Intermediaries
organised by the Hong Kong Securities Institute. This Licensing Examination
was approved by the SFC as the recognized industry qualifications. The
syllabus of Paper 7 of the Licensing Examination covers, among other things,
derivatives markets and financial risk management.

Please advise whether the Internal Audit Department had conducted any audit in
respect of "cold call". If yes, please provide a copy of the relevant audit report.
Personal identification of customer(s), if any, contained in the report can be
redacted.

BOCHK prohibits its Relevant Individuals from making unsolicited calls (cold
calls) to clients who are not “existing customers” for dealing in securities.
“Existing customers” are defined as clients who opened a securities account
with BOCHK within the preceding 3 years and still held the account when the
call was made, or who effected a securities transaction within the preceding 3
years.
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References to “cold call” were made in items 2.3 and 2.8 of Item 59a of
W40(C) (ie Excerpts of various audit reports relevant to the selling process of
investment products). Those were the only two incidents regarding “cold
call” identified by Internal Audit during the Relevant Period.

Out of the three products mentioned in item 2.3 (ie Bullion-Linked Deposit (<&
HEEE), Double Premium Deposit (B EFfF5X) and Structured Deposit (FERG
REMEFEEN)), only Bullion-Linked Deposit is regulated under the Securities and
Futures Ordinance and thus the prohibition against unsolicited calls applies to
that product. When Internal Audit Department conducted the relevant audit in
April 2005, Bullion-Linked Deposit was a new product launched by BOCHK
in about February 2005. To raise the frontline staff’s awareness about the
compliance requirements relating to this new product, Internal Audit
Department added a reminder in its audit report about the prohibition against
making unsolicited calls to clients who were not “existing clients”, although no
non-compliance was found in this regard.

The relevant case included in item 2.8 was a complaint case that was examined
by an internal investigation team. Although there was no allegation of
unsolicited call in the complaint, the internal investigation team would, in its
independent investigation, review the whole selling process including whether
the prohibition against making unsolicited calls had been complied with. In the
end, no non-compliance was found in that case. Internal Audit Department
observed this case in the course of its regular audit review, and drew it to the
attention of the management. However, the relevant audit report was issued
before the internal investigation of that case was completed.

The attached written questions raised by Mr LEUNG KWok—hung at the hearing
on 8 October 2010.
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The product-specific training provided to the Relevant Individuals covered the
features and key risks of each series of LB-related structured financial
products. For example, in the training materials for Minibond Series 35,
interest rate risk, credit event risk, collateral risk and the structure that Lehman
Brothers Holdings Inc. was the guarantor of the swap arrangements were
explained. In the training on selling process and compliance, Relevant




Individuals were required, among other things, to explain the prospectuses,
which described all the key risks, to the customers.
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3.2a.

3.2b.

3.2¢.

The “Advice” was general advice issued to investors by the Investor Education
and Communications Department of the SFC in 2003. It advised investors,
among other things, to read carefully the contents of the offer document or the

term sheet and consult their financial advisers as to the suitability of the note
when in doubt. |

In order to equip its Relevant Individuals for explaining adequately LB-related
structured financial products (including credit-linked notes and equity-linked
notes) to customers, BOCHK provided product-specific training for each series
to its Relevant Individuals. The training covers the features and key risks of
each product series (please see paragraph 23.8 of W40(C)). For example, in the
training materials for Minibond Series 35, interest rate risk, credit event risk,
collateral risk and the structure that Lehman Brothers Holdings Inc. was the
guarantor of the swap arrangements were explained.

BOCHK required, among other things, its Relevant Individuals to understand
customers’ needs and provide adequate product information to enable
customers to make an informed investment decision. In particular, Relevant
Individuals were required to explain to customers the product nature, features,
tenor, risks and the related fees to customers in accordance with the authorized
marketing materials and prospectus (please see paragraph 49.4 of W40(C)). A
variety of supervision and management measures were adopted to ensure that
Relevant Individuals would follow the proper procedures stipulated in the Code
of Conduct, other regulatory requirements and BOCHK's internal policies
during the selling process (see paragraph 58.3 of W40(C)). Special measures
were implemented to protect the interests of vulnerable customers (see
paragraphs 39.1 to 39.6 of W40(C)) and customers who bought
risk-mismatched products (see paragraphs 44.1 and 44.2 of W40(C)).
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3.3.

Please see paragraphs 3.2b and 3.2¢ above.
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34.

There was no regulatory requirement for post-training tests. Please see
paragraph 1.2 above on the nature of the post-training tests in the context of
BOCHK's product-specific training.

5 WRE X -HISFRITIE R A SIS AR e E R - afies

ENHL T RAIEH CDO  CDS » BRETRSIAREE £ 567 - SHE@FREMRNE CDO
CDE » FINESRETA: R ELAT T B R IRRIR S, < IME AR S T aERE e (FHY

NSRRI ABRSTRRY) 55 3,00 BRI 5.2 BCRNHE D) RACATNNGES 93 R - BHINE

3.5.

(EERTTHIE » HAELBEROIR TR - BTIARM-F B - %7

BOCHK required, among other things, its Relevant Individuals to understand
customers' needs and provide adequate product information to enable
customers to make an informed investment decision. In particular, Relevant
Individuals were required to explain to customers the product nature, features,
tenor, risks and the related fees to customers in accordance with the authorized
marketing materials and prospectus (please see paragraph 49.4 of W40(C)). A
variety of supervision and management measures were adopted to ensure that
Relevant Individuals would follow the proper procedures stipulated in the Code
of Conduct, other regulatory requirements and BOCHK's internal policies
during the selling process (see paragraph 58.3 of W40(C)). Special measures
were implemented to protect the interests of vulnerable -customers (see
paragraphs 39.1 to 39.6 of W40(C)) and customers who bought
risk-mismatched products (see paragraphs 44.1 and 44.2 of W40(C)).
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3.6.

Mindful of its duty to act in the best interests of its clients, BOCHK
implemented a variety of supervision and management measures to ensure that
Relevant Individuals would follow the proper procedures stipulated in the Code
of Conduct, other regulatory requirements and BOCHK's internal policies
during the selling process (see paragraph 58.3 of W40(C)), and specific
measures were implemented to protect the interests of vulnerable customers
(including elderly customers) (see paragraphs 39.1 to 39.6 of W40(C)).
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arranger or coordinating dealer and review by BOC” - 3 BRSO - BSTFOAETTY &
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Apart from the product-specific training materials, which were prepared and
provided by the arranger or co-ordinating dealer and reviewed by BOCHK's
product team, BOCHK also provided general training and training on selling
process and compliance (please see paragraphs 23.2 to 23.10 of W40(C)) to its
Relevant Individuals. The general training covered generic market and product
knowledge (such as structured financial products), regulatory requirements and
compliance issues. BOCHK's product team also answered questions from
Relevant Individuals via its hotline and, when requested by branch managers or
area managers, visited the branches to give product briefings to Relevant
Individuals.
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3.8.

BOCHK required, among other things, its Relevant Individuals to understand
customers' needs and provide adequate product information to enable
customers to make an informed investment decision. In particular, Relevant
Individuals were required to explain to customers the product nature, features,
tenor, risks and the related fees to customers in accordance with the authorized
marketing materials and prospectus (please see paragraph 49.4 of W40(C)). A
variety of supervision and management measures were adopted to ensure that
Relevant Individuals would follow the proper procedures stipulated in the Code
of Conduct, other regulatory requirements and BOCHK's internal policies
during the selling process (see paragraph 58.3 of W40(C)). Special measures
were implemented to protect the interests of vulnerable customers (see
paragraphs 39.1 to 39.6 of W40(C)) and customers who bought
risk-mismatched products (see paragraphs 44.1 and 44.2 of W40(C)).
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3.9a. BOCHK required, among other things, its Relevant Individuals to understand

customers' needs and provide adequate product information to enable
customers to make an informed investment decision. In particular, Relevant
Individuals were required to explain to customers the product nature, features,
tenor, risks and the related fees to customers in accordance with the authorized
marketing materials and prospectus (please see paragraph 49.4 of W40(C)). A
variety of supervision and management measures were adopted to ensure that
Relevant Individuals would follow the proper procedures stipulated in the Code

of Conduct, other regulatory requirements and BOCHK's internal policies
during the selling process (see paragraph 58.3 of W40(C)). ’

3.9b. The collapse of the Lehman Brothers Group was one of the most unpredictable
and unfortunate consequences of the global financial tsunami. It caused not
only distress among tens of thousands of local and international investors, but
also widespread concerns in the society particularly as to the financial impact
on individual investors of Minibonds. In the light of the highly unusual and
unprecedented circumstances, BOCHK and other Distributing Banks offered to
the affected Minibonds customers the Repurchase Scheme, which was agreed
by both the SFC and the HKMA, and which BOCHK and other Distributing
Banks considered reflects the proactive approach taken by the Distributing
Banks in lending assistance to investors affected by the insolvency of the
Lehman Brothers Group.

10 REBITHH 7 B CRE A 0Tl | BORYIEE ? RIEFOEE R i
ISEMRF R DR 7 B TR E ) BUENRORALAS 7 SR T RE
SREEMHAESE RUFTERIRR DS E T EHEBU R - B
G BIREINRFERE - W E 7 |

3.10. New regulatory requirements on selling process of investment products have
been introduced since the collapse of the Lehman Brothers Group to enhance
investor protection and rebuild investors' confidence. BOCHK will continue to
cooperate with regulators to implement such measures.
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3.12. BOCHK did not detect any substantiated non-compliance cases in relation to
the sale of LB-related structured financial products during its internal
investigation. Whether for Minibonds or non-Minibond structured financial
products, BOCHK required, among other things, its Relevant Individuals to
understand customers' needs and provide adequate product information to
enable customers to make an informed investment decision. In particular,
Relevant Individuals were required to explain to customers the product nature,
features, tenor, risks and the related fees to customers in accordance with the
authorized marketing materials and prospectus (please see paragraph 49.4 of
W40(C)). BOCHK adopted a variety of supervision and management measures
to ensure that Relevant Individuals would follow the proper procedures
stipulated in the Code of Conduct, other regulatory requirements and BOCHK's
internal policies during the selling process (see paragraph 58.3 of W40(C)).
Special measures were implemented to protect the interests of vulnerable
customers (see paragraphs 39.1 to 39.6 of W40(C)) and customers who bought
risk-mismatched products (see paragraphs 44.1 and 44.2 of W40(C)).






