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1 it is noted that DBSHK distributed Lehman Brothers-related (LB-related) CLN Notes
during the period February 2006 to September 2007 (the period). Please provide:

{a) the name and the latest contact information of the persons who held the
following positions during the period:

®

1.1

(ii)

1.2

(iii)

1.3

Chief Executive Officer;

24 | AR fEREIN

[ B e (A ZER 1987 £ 2 12 HE
2006410 H 1 H

BEG L ORI | 20064 10 A 1 AEBUE

Head of Consumer Banking; and

o201 Tt WL RN
RIS PN Sl 1999 M H 15 HE
200849 H 1H

Senior Vice President, Consumer Investment & Insurance Products’;

*E

M

FERE

HEEMSA

{EPNER)

200544 B 1 H%
201043 F1H

{b) the name of the department in DBSHK responsible for the sale of CLN Notes,

and the name and the latest contact information of the head(s) of this
department during the period;

1.4 {EAERIRSRE 3R RE MR 5 S SR 2 S A SIS B £ - TR - eI
HABERYERRIAIT -

A 24 g g Ul {ERE
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1.6

1.6

2.1

2.2

{c) the name of the department in DBSHK responsible for the training of frontline
staff engaged in the sale of CLN Notes, and the name and the latest contact
information of the head(s) of this department during the period; and

W AP B S S SR 2 e A0 S RIS AT AR B DT TR - B RE MR
(AR BT R R S - D HRRIB A BRI E RRE PHEERATEEE
RBRESH - BB _ERr IRkl - SRR LR 148 -

{d) the branches of DBSHK that recorded the highest and lowest retail sales
amount during the period, and the name of the respective branch managers
and their latest contact information.

FEZHIRN > BREEQIENT R T/ IR E SRR IS R R I SRS R R
ENEEHERE - TERSHE - MoTHSTTREERAT

kil R PR FEREIR )
R {AHRmES A =%« 3668 D 20064 1 F 1 HE
2007128 31 H
il W % - 3660 (D 2006 4 1 1 %
2006 £ 12 A 21 H
e ABIE Lt (BN 2006 % 12 B 18 HZ
2007 =12 H 31 H

The board resolution of DBSHK in respect of the decision to distribute CLN Notes
was passed on 29 July 2004 (item 1 and paragraph 4.3 of W26(C)), which was almost
10 months after the launch of the first series in September 2003. Please explain:

{a) the reasons that the resolution of the Board was made after the distribution
agreement was entered into;

EEG T E MR E S IR E RO TERBEVERE - AETRERELEE
SRATHORFIRAES - RS EREMMASE R EEE (BERERITRBIBEE) EF
HifEL - R R N (R R 018 RARmMM SR 775 -

{b) the authorizing role, if any, of the Board relating to the distribution of CLN
Notes.

EHEG U E MR - R E E E SR A R 1 MR S e R )y - i
BTRB/IMEE B (B REBOITBOEE RN, BTBOEE AR -

it is noted that one of the considerations by DBSHK in assessing the risk of the CLN
Notes is the credit ratings of the reference entities. Please provide information on

the default of reference entities in CLN Notes prior to the collapse of Lehman
Brothers in September 2008.

A11985119/0.2/28 Apr 2010



31

4.1

4.2

5.1

5.2

6.1

FREUTRE R LR« A SR T R
8 T FAUGE DR R B AT (5 SRMISE O URES © AR5 i
Bz — -

BRI RICH
g 1 £y 24, 34N 4%ER | 54EN 6 4EM
AAA 0.00% 0.00% 0.03% 0.06% 0.10% 0.17%
AA 0.01% 0.04% 0.09% 0.19% 0.30% 0.41%
A 0.04% 0.13% | . 0.24% 0.40% 0.61% 0.84%
BBB 0.29% 0.81% 1.40% 2.19% 2.99% 3.73%

Please provide information on the following:

{a) the total amount (HK$) of LB-related structured financial products sold by
DBESHK through its Consumer Banking Division (CB);

KT 13 {EHEIT (TR AR RIESRTI E) -

(b) the number of customers involved in the sale of the products in (a); and
336 EFFF -

{c) the number of complaints in respect of the products in (a).

2775 EEFFL -

Paragraph 6.1 of W26(C) stated “it was anticipated that CLN Notes would be sold to
other appropriate customers”. Please provide the document(s) that recorded the
considerations and discussion leading to this view.

S B TS ISR BB R E RVEEK - DIRETIE & H 80 $8 2E ST IF I
N BESITEBBOESMER  ARES RDERBEE ST HRERERERSE
HMEEFAERSHENES GE2RMPEREE 30.1 & 304 &) - Kt > BFNGREEAE
SCERRR T IR LR B R IR & - ‘

BAMEREESR & B AHT A F 00 6 15 S MMM SRr5 T 0 0 L B A6 P 4 I & B RT G - 5
ST 34 FURRBIRE NS 3 B (RRBRRAM (- 1 FUsRpEE 27 18) -

It is noted that DBSHK ceased to distribute the CLN Notes in September 2007 and

revised the risk ratings for all the CLN Notes to Level 5 in March 2008 (paragraph
14.10 of W26(C}). Please provide the noies of meetings that documented:

{a) the 'considerations leading to the decision to cease distribution of CLN
Notes; and

1k SR e KRR SR E - RAET ROR TSR R A LT [E R R 3 AR R
Bt lELRy - ZEERRRIIA L RIEEEE # & T RORBME SR 1T 2 R s

* FONINE BIR 2006 4F 2 F 22 HRYY 34-37 (REARTHE - SeRBAENTER 2004 STOTRSRBMICER 8
PR IERESEER SR BT, - UMM - WEHE 1981 E 2004 £ -
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6.2

7.1

l/ME GESHIBIERE 1.2 B) - BLeEgR IS HROsk - Bt - ARt
BEA R -

{b) the considerations leading to the decision to revise the risk ratings for all the
CLN Notes.

#2007 FAREHIRETSRIE f 08 N RBME S ES I NIEEE) - EREHEN 2008 £ 1
I B B (iR SRS (R MR BIRET B HRATRIE A © AAT
HHGE RS B R A S = B AR (R AR (S SRR BB R
%) » AMHL 2008 £F 2 AGILEZAEER - ®EBRRY/ERBEREEEHE R0 ER AN
MSFORBRAD - R AR KA~ (ER (FENETR) - 2k STFESEREE
R > RERFERS BT RIIE R ARSI RSk 2R A BB AH - BRNEH
DIBH R EE AT - S BEEFR R 1 -

In the months following DBSHK’s decision to cease distributing CLN Notes in
September 2007 and up to around March 2008 when DBSHK revised the risk ratings

for all the CLN Notes to Level 5 in response to HKMA’s request in February 2008
{paragraph 14.10 of W26(C)), please advise:

(a) during the aforesaid period, the information, if any, provided by DBSHK to its
customers who had bought CLN Notes to apprise them of the volatilities to
which their investments were exposed;

LRI 7 DU N TEILARE R P R AR A R

(i) MEFFHAKE > JIHEREE A - RSB A S REER AT 5
WHT > ARG TREZSEHAHRLTES - PR 161 BATL - FEET
B RIRE) » BRI RS R LA -

(i) EANERBRREZE 1.3 K 11.4 AR » AITREESNREEESABE LI -
EETROLHEE - AR ERHEEEG L ERAOWEE > SRS T
ETHERR &S - i /£ 2008 4F 3 B - HEITBBAMBRER - BRE
AR BRI - SR BRE SR H BT SRS e bl
K EAMBEREANSEA ~ AR PR R B SRR R -

(i) EHSER 12 R 13 K ERERMES RIS — - ST A 2008 £ 7 F 10
HOAEM BRI E SR - BREBT 2008 £ 7 A LB O BMSE
BEFER B ER VB - ERIERR BN AT o BRISRSL T E R
IR - DIBDERE B H % S A -

(v) 7> 2007 £ 6 H > I3k E S A s IR S 0 £ BARSL 1 RURTRE -
e AR R BTSSR - A ITH 2008 4 3 H 25 HIGEREHE
A ITHEREP -

(v) 112008 %6 H 26 H - HBARG 71-74 - 78-81 F 82-85 KT i B AT 5 A
A o BIREAGY 2008 65 7 H 3 0 LIEE HREAE S ARG - SR
VTR Z R B A R B RRRE © ERS T AT ST T ABRE A LR
A FFEAET - RS - RS TSRE B R T R I B M S
A ERHREE - DB & BEES F & -
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{b) the number of redemptions during this period; and
7.2 3T EZGEE > EhEE BEESFFO -

{c) the exit prices of the CLN Notes and the losses, if any, sustained by the
investors as a result of the early redemption of the CLLN Notes.

7.3  FFEZHRNEER 1,421,180 BT - MHEMERZE FIEEESEY 16% - N RAYIHE
TTE BRI EAERR R T IRY — F i -

% B HB 5 B s 1 % L B A TR
07/09/2007 4 2 | 94.34
50 2 86.02
21/09/2007 4 2 92.72
18 2 86.99
05/10/2007 1 2 95.32
9 2 90.80
47 2 84.42
50 2 89.07
22/10/2007 4 2 93.00
66 2 85.06
02/11/2007 1 2 96.15
19 2 88.79
23 2 89.22
56 2 76.55
16/11/2007 1 2 95.35
2 2 94.58
3 2 93.08
4 2 93.43
6 2 96.60
7 2 95.91
8 2 97.04
30/11/2007 2 2 94.51
4 2 93.92
14/12/2007 2 2 94.08
11/02/2008 3 2 91.89

P DMESASE EARER
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8.1

8.2

8.3

8.4

8.5

3z 5 Hi ER P e L B L ZFHIRE
22/02/2008 4 2 92.92
19 2 64.41
37 2 84.96
07/03/2008 2 2 93.92
25/03/2008 12 3 55.43

Please provide the following information:

(a) the number of complaints received by DBSHK before collapse of L.ehman
Brothers concerning LB-related CLN MNotes and as a percentage of the
number of sale transactions through CB;

EE SRR - BREBED 4 REWNESAEREREBRGE - & 4 SRR GEEE
HRITRBRBEITAYE SAER E R RS2 51y 0.09% -

{b) the nature of the complaints mentioned in (a);
HEEFTIEEA R ¢

0 —SFIERP R R R BRSO B TR

(ii) — SRR ﬁ#ﬂ%ﬁ#é’ﬂiﬁﬂEﬁ'amﬁz«"?ﬁﬁa&%{;@é’ﬂ%ﬂjﬁ7ﬁﬂﬁ’@ 3

(iy  —SERFRRESRERE SRR K

(iv)  —SARRys RCEHE FORBME S e (H R Z 3 AT R RO ER AR

{c) the number of complaints received by DBSHK after collapse of Lehman
Brothers concerning LB-related CLN Notes and as a percentage of the sale
transactions through CB; and

B 2010 & 4 A 16 H1k - BREHELES 2,775 SREWE SHEME RN ES5ET -
FEREAR LB E R EMIT RS TYE SENERERREC S0 62% DR EERTEE
SRAT BB TR BT 589 0.3% -

{d) out of the complaints received after the collapse of Lehman Brothers (i.e.

complaints from 2,775 customer accounts as mentioned in paragraph 44.2 of
W28(C)), please provide a breakdown on:

{i) the percentage of complaints from primary target customers in
paragraph 6.1 of W26(C);
84%
{ii) the percentage of complaints from “other appropriate customers” in
paragraph 8.1 of W26(C); and
16%

{iif) the percentage of complaints from those customers referred to in
paragraph 7.1 of W26(C).
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8.6

9.1

9.2

9.3

9.4

9.5

8.6

9.7

9.8

A RAE (R

2,775 EEFRERE T E SAAR & R RB M B HRITRERE SRS - EXT
RIS E T R AR S D/ E SAERIE R MR S FRIREREE - AT 0 A 6 RIGER
BRE W26(C)ZE 7.1 BFTiRlaE = -

Please give an account of the work done by the internal audit function and the

compliance function of DBSHK in respect of the following areas during that period
from 2003 to September 2008, and their findings:

[ B UEEHIETIER L FEEEE R & B R TR
{a) product due diligence;

IEAERBERES 4.2 AT » SRR R T —Ea Bk BT AR ST IR - 15
IR EHEERERN N IBEENEERE © R - B8O DRETE (BIEH
FREBFTHBEFHIRA) - LIRS R SR MRF e R BT R o 0 1R Bl S50 - 19
HFEERRSEERE -

BHEANTBERERERE - ARMEHSER 2007 & 5 AAHHERE BTG
ATHER | (HE SR R 2 R I R E MR R L) - LARBIET B IE A R
PRSI AR -

£ 2008 4 7 FEtfE SRRSO SETTETAIMET o SRR R L R
o R BN AR R T AR, - A RRET N B I AR K AR R S A T 25 -

PER BRI & B GRS T | S TRE - BLIL - NEREEEHERER T W R S R AR
ST R ENEERT - WHERET O 2B RN BRI R IR BRI - WA
M IEA - :

{b) complaints handling;

EREHERIMREERE P RNETET S BEERE -

£ 2005 4= 5 £ 6 HAETHIRNEEE Y - NEREFTERIRERTT S - HRNeY R e R B
ErFEB R kaR e MESENEIERA R » BWm L EHERFIER - A > NERE
FHREEEPE T 7 PIIRCRE R E S IR A E R R a i LT - BN EEREE -

{c) selling process of investment products.

RIERS BT A E B TEMREE M ErEAEENTE - R R R EBMES
2003 FERF(TH - SHEEERITRBBEHAMRAATE (RLE 9.1 &) » I
BRI ERIET RARETBIAGA SR PRI PR BE (R B30 9.2 BY) ~ 4 Rr e e i i
W SEERSEREMEE - DR EIIRETR R ER - DITERA S BRI
ZFELEIRAE S B R IRIR O TR E

% 2008 £ 7 F - SHECHE SRRSO S THIEME - SFBIRSRER BT
LRSS - M AR RET IR RS B IRE B E A RE - EHE A ARR
B BSR4 M 5 R P S MR A M MR B € BBTT TSR EE | BT RIR
(L ERYE SR  DIEAFFIRE - 1AL - SHEHET /N R PO 2 52 S48 W 1ol Be i

W R R R TR FR O AR
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9.9

9.10

9.11

10

101

10.2

10.3

10.4

—MH ATERE

R MRS EI T E B - jﬁﬁﬁ%ﬁ%’f@ﬁ?%\'ﬁ%@ﬂﬂ&% - AR R R AR
R ERE FIEREINREELR - BERTSENTE -

TEAN EBCA » fE—TERS 2005 & 5 %5 6 AMEfTHIPNEIEGh » ERERT IR R AT ER
EHMETEFIRAR AN - HEBNE - EHENEERARLT - Fth L ERERF
TER - R > AEEE D B E B AR AT RIS 0 BT E P S EFT e
R RIEERUEEHBIIMENR - EHEERE LRI 7 ITEIBEH LI - F£—THAY 2005 5 11
HETHANEEGS NS eSS SRR E B 2 B RS -

TE—TERY 2006 4F 9 FEFTRIPIEREELT - NAREEE TR AT S AT R T R i
BFIRTREAER  HERTE  BHENHIRART - S L 2HEFIER - W
ERE IR T E R B T e R R R R R % - AT - PUEREETERIEAE 15 (EfhiRE
Dl B E{EEARISE E BINRE T RUR R B R S WA M B R R - AT AR
BATEN R LB -

TE—IER 2007 48 12 FAEFROPIERET - ISRt ERER R TS - AR R R
BIEFERAR AN - MEEBSEIRMRLT - AREAREEEN EEHRERF
B - AR > PIEREE R E R =V (72 10 AT rhaerT) g

0] HRHIEE BoRAERIF ST E P &S

(ii) ERZIRE RRRE PR E R KPR AR TR BRI S

(i)  —(EERSRE TR T - EAER R TR EEE S
s
(iv) — B B — e E B T EAREER

(v) B S B R IR AR A [E B st a3 B RGP 4 ) 3 -
ERE T E IR F T il E R -

It is noted that some series of the CLN Notes were not distributed by DBSHK. Please
advise:

{e) the series of the CLN Notes that had not been distributed by DBSHK;
#7138 ~ 54} 75-77 iy fE WS EH B IR E 45 -
{f) the reasons for not distributing the series in {a); and

#5138 R 75-77 (& WA 2 ERFMB 08 - ZH IS E R BREBEE S

REES - Wit BREESERT NS ES -

A5 54 FRPIEN R MHHRIE - AT HESATEEAAS RE E R B REBH

FERIHY AR - DASZHE AR AL B S0 S LU R A AR I R -

{g) the series of CLN Notes, if any, that DBSHK decided not to distribute to refail
investors because it/they failed to pass the product due diligence process.

TERGEBARITIE SRR EEREYS - BERTRIMIEE S SRS R TR A

% - EREETSEEFHIEEREMMI ST I (EZE  RILIERO R EEES -
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From:
Sent: Thursday, March 06, 2008 18:14
To: Eric Yiu Wing Wong

Cec: Christopher Hing Keung Tsang;
Subject: Annual Review (2008) on Product Risk Matrix

Dear Eric,

Thank you for the assistance of you and your colleagues in providing the information on the captioned
subject.

Based on your bank's product risk matrix, your bank proposed to re-classify the risk level of credit-linked notes
("CLN"). However, we note that the re-classification of the risk level of CLN is still not in line with the current
practices of other banks offering CLN to retail customers, which would normally classify the CLN in the

highest risk category. We consider that it is an appropriate benchmark reference given the complexity of the
products and the current market condition.

in this connection, you are expecied to re-classify the different risk levels of CLN by 1 notch higher than the
proposed risk levels. We would appreciate it if your bank would advise us of any revision you have effected

by 21 March 2008.

' Please let us know if you have any questions on the above.

Thanks and regards,
Anthea

----- Forwarded by Anthea MY TAM/HKMA/HK on 04/03/2008 07:08 PM ——
Reply History

To (sl
oe "Christopher Hing Keung Tsang" {i SIS

bee:

From:  "Eric Yiu Wing Wong" {iiREE SIS

Date: 29/02/2008 11:13 AM

Subject: Annual Review (2008) on Product Risk Matrix

Dear Anthea,
Please find below a summary of our review and the enhanced version of our Product Risk Matrix.

Background
To better assess and categorize products into appropriate product risk levels, investment Product Group has a praclice to review the Investment
Product Risk Matrix annually. The last review was conducted in March 2007. |n view of the recent market volatility, the review in 2008 was

carried out earlier in January and it covers all products in the existing matrix.

Key Observations and Recommendations
Owing to the sub-prime crisis and global credit crunch, the secondary market price of some of the Credit-Linked Notes (CLN) recorded a drop to
below 70% since late 2007. Moreover, market consensus is that the uncertainties in credit market will sustain in the first half of 2008. Against

this backdrop, it is proposed to re-classify the CLN risk level to a more prudent level ranging from "3 to 5" and detailed criteria are as follows —~

Ratings of Underlying Reference Entitles in the CLN Basket Tenor Risk Level
Al with AA and above® 5yrs and below 3
All with AA and above® Above 5yrs 4
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Page 2 of 2

Between A and BBB* 5yrs and below 4
Between A and BBB Above 5yrs 5
Note:

1. The Charged Asset (if any) for CLN must be in AAA at inception.
2. The underlying reference entities of all CLNs must be in investment grade (i.e. Moody's: Baa3 or above / S&P: BBB- or above / Fifch: BBB- or

above).
3. If credit rating of any one of the reference entities in the basket is not at least AA rated, the risk level will be up by one level.

4. If credit rating of any one of the reference entities in the basket is not at least BBB rated, the risk level will be up by one level.

Conclusion and Way Faorward
We decided fo adjust the risk level of CLN while that of the remaining products would remain unchanged. To play safe, DBSHK will review the

risk levels again in 6 months time.

Should you need any clarification, please feel free to let us know.
Thanks and regards,

Eric Wong
Compliance, Greater China

CONFIDENTIAL NOTE: The information contained in this email is intended only for the use of the
individual or entity named above and may contain information that is privileged, confidential and
exempt from disclosure under applicable law. If the reader of this message is not the intended
recipient, you are hereby notified that any dissemination, distribution or copying of this
communication is strictly prohibited. If you have received this message in error, please immediately
notify the sender and delete the mail. Thank you.

This e-mail and any files transmitted with it are confidential and are intended solely for the addressee.

If you are not the intended recipient, you are hereby notified that any use, disclosure, copying, printing,
forwarding or dissemination of this e-mail is strictly prohibited. If you have received this e-mail in error, please
notify the sender by reply e-mail, and immediately delete it from your system.

Recipients are advised to apply their own virus checks to this message.
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