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Mr Martin WHEATLEY, Chief Executive Officer of the Securities and
Futures Commission:

Mr Chairman, the MOU doesn't require consent. Consultation means
that we would discuss, evaluate, share information but not require explicit
consent. So consultation is exactly that. We would have a discussion about
the need for and desirability of commencing an investigation.

Chairman:

In fact, what | would like to ask is, is there any flexibility under certain
circumstances when you would like to commence with certain investigation of
certain cases rather than having or awaiting the HKMA to carry out their own
investigation? Isthat possible or isthere such aflexibility?

Mr Martin WHEATLEY:

It's possible in theory but, in practice, we wouldn't use our investigatory
powers unless we had sufficient grounds to do so. So we'd need to have
sufficient grounds to launch an investigation and the practice would aways be
that, if there was a suspicion of a breach, the initial inspection would be
carried out by the Monetary Authority and they would gather sufficient
information that we would then have a case to launch an investigation. So,
in theory, it's possible but, in practice, because we've got no inspection powers
or oversight over banks, we would find it very hard to gather a sufficient basis
to launch an investigation without a referral.
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Mr Martin WHEATLEY:

Yes, Mr Chairman, we've said, many times, during the course of this
particular investigation, that the only practica way to deal with the large
number of complaints for investigation and potential disciplinary purposes is
to start at an organizational level. The datalooking at individual complaints
is very complex and very time-consuming and would take, in our view, too
long to get usto a point where we felt we had sufficient grounds to commence
disciplinary actions. S0, the top-down approach is the approach that we've
taken from the beginning and we think it's the right approach.

/K-

ERES —EAER > ERELE IR EE - 8=
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gEFHAER ?

Mr Martin WHEATLEY:

Again, | think it's important to separate the practice from the principle.
In principle, | don't believe the HKMA — athough this would have to be a
guestion for the HKMA — | don't believe that they would have to have a level
of evidence that they felt would pass muster or pass a court test before they
passed a case to us. But, in practice, it is always the case that cases that are
referred to us are only referred after they've given reasonable consideration of
the facts which suggest, therefore, that there should be an investigation which
could have a disciplinary outcome.
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Mr Martin WHEATLEY:

During that period, we had a number of referrals from the Monetary
Authority and we investigated following those referrals but we did not initiate
any investigations prior to receiving a referral from the Monetary Authority,
up until the collapse of Lehmans, in that period.

T/ -

Rl A EEESEE R G EAEME K &% ~HENEKR
il B L IRAT RO 2= R B R iy 1B O W By =
fa iR - el Y B o Rl B SEEERE Y

Mr Martin WHEATLEY:

Yes, that's correct. In that period from 2003 until September 2008, |
think we had had nine referrals from the Monetary Authority which we then
subsequently investigated.

THE -
WEL o WIS BT DL A A A0 OffE {1 = RS R m B AR Y
Mr Martin WHEATLEY:

From recollection, we took aregulatory action, | think, in most cases, but
I'd have to refer to notes and perhaps | could come back to you with
confirmation of the exact outcome. As | say, | can't recollect the precise
outcome in each case but that's obviousy something we can provide to you
following the hearing.

e
HHEFRIR o EREuE - EgRERER G RN - A0
Mr Martin WHEATLEY:

Yes.
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HELEFELGHLER? SOARBENMZETRERE  BEXiE
Viota S

Mr Martin WHEATLEY:

Can | understand, Chairman? Do you mean in relation to the particular
referrals we had or more broadly than that?

T/ -

Bl & {F By {[f§ Z= » Was there any referral that prompted you to raise
thisissue at the relevant committee?

Mr Martin WHEATLEY:

There were some concerns that were raised and discussed during
committees during that period, yes.

Chairman:
Was any conclusion reached at the committee?
Mr Martin WHEATLEY:

WEell, the committee — as | say, because the disciplinary cases are subject
to our decision process, the stability committee hasno role.......

Chairman:
| see.
Mr Martin WHEATLEY:

...... in taking decisions on individual cases. Itsroleis more looking at
the systemic health of the market as awhole.

Chairman:

| see. So, you are referring to individual cases rather than a broad issue
that could have arisen or might arise following the case that you investigated?

Mr Martin WHEATLEY:

| don't think the individual cases raised broader systemic issues at the
time.
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Chairman:

| see.
Mr Martin WHEATLEY:

They were very specific ......
Chairman:

| see.

Mr Martin WHEATLEY:

Chairman:
Okay.
Mr Martin WHEATLEY:
...... concerns.
Chairman:
Not systematic.
Mr Martin WHEATLEY:

Yes.
ZE

Right - F 7 » B Z&mejtd » WHE B —HEEHRE - SR
Iy W9 B 2% 5% BY B = AH B A s M S Y RGR (I =2 - 28 B B
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Mr Martin WHEATLEY:

Effectively, the investigations that we have mounted are covering all
20 000 cases but we're not looking at them as individual instances; we're
looking at them from the point of view of the controls and systems that
operated for each bank in selling the Minibond product. So the top-down
approach that we have adopted is effectively covering all 20 000 complaints.

E/E

HEEEHR  HRELERMMEE T EFERNIMES -
AR AEEE TFE - B E/KAA - E3BHAERET » AIE
e B S A R B BT EHOE FAd s B R U R MR E AR AR AT - A
o "HMREESREESERMAT B2 LML
veaEMEDYN s MrEREasre "

B AE > REERKRD > fER EXZEFAR 8 - Bl EX
S ekl g RO BRI 6 9H - R 25 fL 8 Y+ "Wedo not have
the powers to take the initiative without first consulting the Monetary
Authority." H5E » LIFE S E B LG 2 |s there some discrepancy
there, Mr WHEATLEY ?

Mr Martin WHEATLEY:

Mr Chairman, if there is, then, perhaps | could clarify. We have the
powers to launch an investigation into banks but only after consultation with
the Monetary Authority. So, as | understand, the remarks made by Mr CHOI
was that we had the powers to take over 20 000 cases; that's correct, but we
would need to consult the Monetary Authority first. But, in effect, our
investigations (The buzzer sounded) and the approach that we've adopted are
covering all 20 000 cases.
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

| think — and again, if | can clarify — what | said was we would, in cases
where there was concern about descriptions or names, we would require that
the issuer provided additiona information or justification for that particular
name. In the case of Minibond, we did not think that such concerns were
raised because the term "bond" or "note" or "bill" are virtually interchangeable
under the Companies Ordinance and al of them can be used equally in the
description of a debenture. So we didn't feel that there was a need for
additional justifications for the use of this name.

E- 2
MEEA -
HEBHFHSR -

ERE - B oA £ AR R NP HE R T AT IR AT
e A7 MM H SRR AR R AhE R AR $E 7 OR
A — o BEhAE  FEAFSHEZFMHEEE R

Chairman:
Mr WHEATLEY?
HBEZEZS -
DA e Wt it 2 {1l 72 o B 5 s B e M 8 & &R 2
Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

As part of the approval process, we have a team of professionals within
our Corporate Finance Divison who have the responsibility for vetting
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documents and authorizing those documents. That team will operate
according to the Companies Ordinance, the Third Schedule of the Companies
Ordinance, and will vet that a document meets the requirements in the Third
Schedule and that it meets our marketing guidelines. They're a team of
qualified lawyers who've got corporate finance and structured product
experience in the industry and they have the decision-making — the director
has the decision-making over the authorization of documents.

| have no direct role in the review or authorization of those documents,
so | would not have been involved in that approval process. Clearly, | have
spent a lot of time, subsequently, understanding and looking at the
documentation and the marketing materials but would not have done prior to
the collapse of Lehman Brothers.

A
MEA -
HBHEFE -

& B o — B DI AR R AR HE LR R E 25 2 F M E
o HE » WHEEEARRES  B—KE - WRALALAEE
A TR GG S HE N SRR EE AL
ERZALAEREMEROGBLELNIANET - EX > BLEF
T=E=MARZ R HE e T HE MR A TR - S SRR
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HEE—H - ZHEISORE  EHEELERFEFNER
s EE L HEEMHERNAE SR CEEHCKEWIE TE
(&SRR E IR EER AR ? B RERE SR ESH ?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Mr Chairman, the process of authorizing the documents and the
marketing flyers is one where we do establish that sufficient information is
available in those documents and each of the documents will have a number
of risk warnings as well as the product features that's described in the
documents and we're content that sufficient information is in the document or
is available in the marketing material but we would also have had concerns,
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and we did have concerns, as to whether the product was being correctly sold.
And so we carried out a number of inspections, a number of surveys during
the course of 2003, 2004, 2005, where we were trying to establish the extent
to which the products were correctly sold through the distributors. And we
had concerns and we raised those concerns a number of times.

The documents — welll ask individuals to talk to the distributing bank.
They will ask people, if they want more information, to talk to the sales staff.
Our Code of Conduct places a clear obligation on the distributor to have done
proper due diligence, to have created sufficient training material such that the
sales staff can establish that the product is suitable, taking account of all the
circumstances of the individual. That's how the Code of Conduct is designed
to work but we did have concerns as to whether it was operating correctly and
we did a number of things over those years to try to establish the extent to
which sales were correctly conducted and the Code was correctly followed.

ET &
P -
HEHHA -

L AR R EAM O EE  EE LR
EREHNERUTRRALEHSTRNERES B ELR
FHENE  ERERTEREEEERE B -EESI AL
sEf AN L2 riE - B S EE DN ES YORE - WS
Eftfa M 2 2%’k - EhRENRE - EIRERESE.....

Mr Martin WHEATLEY:

HBHHA -

...... LR B R AR EET - ELER - el S HFEM—
R AR M o fET BV R B Y

Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

Okay, if | can dea with the first point, the guidelines, we have a Code of
Conduct which we maintain and publish and frequently publish guidance asto
how to comply with that Code of Conduct. There are FAQs published
occasionally to elaborate on it. The primary guidance for banks and brokers
is the Code of Conduct and the code on policies and procedures and we can
provide — | think we have provided that but we're happy to provide that again
to this committee.

In addition to the Code, we publish what we call FAQ, frequently asked
guestions, which are available on our website and they're published to the
industry as a whole. | believe the HKMA aso publishes additional
guidelines as to how banks should comply with the Code of Conduct and we
publish reminders where we think that there are potentia shortcomings
against the Code.

In terms of the second part of your question, surveys, we've carried out a
number of either direct investor surveys or themed inspections of brokers to
establish the extent to which we feel that good practice is being followed.
And each time we conducted one of those surveys we have found
shortcomings.  We've taken regulatory action in response to those
shortcomings; we have published our findings and we've warned the industry
that we expect better behaviour in terms of their ability to do due diligence
and ensure that suitable products are available to customers. And so weve
done that many times over the last five or six years during the period that
these products have been sold.

E- 2
MEEA -
HEBHFHSR -

EE - (EE (R E R34 2 B B B8 e 58 B Y K%
HFEREE - —SEE AR EMEEN R EMIE&RR
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Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

We constantly publish marketing materials information through our Dr
Wise column or through direct ...... (inaudible) ......

HBHEFE -

E - HEM....
E- 2

=,
HEHFZER -

------ ARERZ#HRE R MM AHGEETR  NERMH
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

We specifically — after the subprime crisis, we specificaly asked all
producers of notes to disclose the extent to which subprime instruments
underpinned these instruments and, therefore, the marketing materials
subsequent to that would aways have included a statement that "This
instrument does not use subprime assets as collateral." (The buzzer sounded)

E/E

EY
OK, thank you. N —{7 » \REHEE -

J

1
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FHBHA -

TR BEH —partf LR E— R F R R AR IR E R
FIFERT - 6H23H » Mr WHEATLEY S K ETE » FRiE — B H K
B Mr WHEATLEY 2 » 43F : "There is nothing in the law that would

render ‘'minibond’ or the use of 'bond' as an incorrect description of a note
that's structured as a debenture. So, in the law, a debenture, whether it's
called a'note’ or a'bill' or a 'bond’, there's no real distinction between those.
It's not, therefore, in itself something that we could object to as being clearly
misleading."

HAEM —RIMr WHEATLEY » PRV EEEH TG HEH
FEREAEREFZEETEALRE ML E SR IS - (RESH
—EgHEEMEESNLTERNRNAEREE N EYET NG E
AREBIR? ESWMENFRNAEE > BEHHEER  UPIREE
" WM E AT H BN E - BUE RN HE IR T
e n BEHHEMRERAEE
Chairman:

Mr WHEATLEY?

Mr Martin WHEATLEY:

Mr Chairman, the process of approving the documents is quite a formal
legal process because it is conducted against the requirements that are set out
in the Companies Ordinance but the process of selling the product is one
where we expect the features of the product to be properly explained and that's
where we have some reliance, or we hope we have some reliance, on the
intermediaries.

Hon James TO Kun-sun:

Mr WHEATLEY, | am sorry to interrupt.
EE -

REE -
Hon James TO Kun-sun:

Because | am not asking about the second step, about the bank, whether
they are mis-selling or not. | am asking about the vetting by you and your
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staff, whether you only use the legal angle, what's in the law, or that you will
consider the person who is going to buy the product, whether he or she will be
misled by using — by the bank or the issuer using such aterm.

Mr Martin WHEATLEY:

We...... um-......
Chairman:
Mr WHEATLEY?

Mr Martin WHEATLEY:

If | can answer the two parts of the question, we look at both. Clearly,
the legal framework is what sets the construct for how we operate and we
have to make sure that legally the document meets all the requirements but,
aso, if the representation in the document or the marketing flyer is, we think,
misleading, we would also ask the issuer to provide additional explanations or
justifications as to why certain terms or images would be used. Now, we
didn't feel that was the case, or necessary in the case of Minibonds because the
legal requirement for Minibonds, in itself, was not misleading according to the
Companies Ordinance.

Before the collapse of Lehman Brothers, | don't believe we'd had any or
perhaps one complaint about the name and the use of the name. After the
collapse of Lehman Brothers, we've analysed very carefully the complaints
that we've received and we've got a lot of complaints about mis-selling; we've
got complaints about the product being represented as an alternative to a
deposit, complaints that the exposure to Lehmans wasn't adequately explained;
we've got complaints that the reference entities were giving undue.......

Hon James TO Kun-sun:
Mr WHEATLEY, you ......
Mr Martin WHEATLEY:
Sorry, can | complete.......
Hon James TO Kun-sun:

Y ou have repeated dl this......
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Mr Martin WHEATLEY:

Mr Martin WHEATLEY:

Sorry, can | complete because | think it's.......
Chairman:

L et him finish the response.
Mr Martin WHEATLEY:

...... it'san important point. Inanalysing......
Hon James TO Kun-sun:

No, no, because | am asking about the process before the vetting, the
consideration, not after that.

Mr Martin WHEATLEY:
Okay, well, | think I ......
Hon James TO Kun-sun:
Okay?
Mr Martin WHEATLEY:
| think I ......
Hon James TO Kun-sun:
Can | concentrate on that?
Mr Martin WHEATLEY:
| think I ......
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Chairman:
Okay. MrWHEATLEY?
Mr Martin WHEATLEY:

...... have explained that. Yes. | think | have explained that. The
point | wanted to make, but you've stopped me, isthat in analysing all of those
complaints, only about just over 1% felt the name itself was part of what
people were misled by.

Hon James TO Kun-sun:
No.
T

%

P>

H
p=q1)

o

i

\

=

Hon James TO Kun-sun:

No, we cannot justify by the subsequent event. | am asking you or your
staff or your whole organization whether you think, on the second angle, that
is, from the person who is going to buy the Minibond, okay, before the
collapse of Lehman Brothers, whether, at that time, you thought or your staff
thought that the use of "minibond", the use of the term, is misleading or not.
WEell, you can answer "Yes' or "No".

Mr Martin WHEATLEY:

Mr WHEATLEY?
Mr Martin WHEATLEY:

...... take comfort from the professional selling the product who has an
obligation to explain all of the features of the product. Now, the nameis one
aspect of that; it's not the most important aspect. The most important aspect
of that processiswhat the risks are when you're buying such a product.

Hon James TO Kun-sun:

So, can | takeit that ......
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TE
ik B -
Hon James TO Kun-sun:

...... your answer is that it can be misleading or not but we have a second
fence that we can rely on the bank, on the frontline staff of the bank, to correct
the possible misunderstanding of the use of the term "minibond"? Is that
your answer?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

I'm not sure that that correctly characterizes my answer. Our view was
that the term "minibond" is not, in itself, a misleading term.

Hon James TO Kun-sun:
So now you say ......
THE:

%

o

o
10

>

\

=

Hon James TO Kun-sun:
...... the use of term "minibond" is not misleading?

Mr Martin WHEATLEY:

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

| think you have to qualify that. It's not in itself misleading. If it's
used in a way that suggests the product is the equivalent of a corporate or a
safe sovereign bond, then that clearly could be misleading but that's about
how it's presented at the point of sale. The term itself in the documentation
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cannot be misleading unless representations are made about it which
represented as something different.

Hon James TO Kun-sun:
Okay.

FHE
REE -

Hon James TO Kun-sun:

Suppose the bank staff, without saying a word, just present, well, all
these brochure or leaflet to the potential customer — you saw all these, well, at
least subsequently — whether you will say the use of the term "minibond" here
IS misleading or not?

Chairman:
Mr WHEATLEY?
Hon James TO Kun-sun:
Without saying aword by the frontline staff.
Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

WEéll, the frontline staff have a duty to ensure that the product is suitable
and that the person who is buying the product understandsit. And, to do that,
they would take the product as awhole. The prospectus will always qualify
the word "minibond" with the nature of the instrument, that it's a callable
credit-linked note. $o it's always included in the documentation that would
be placed before staff.

Hon James TO Kun-sun:
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Hon James TO Kun-sun:

| invite your comment. Can | fairly say that you allow this potentially
misleading wording to be put in in the leaflet in order to, hoping for the best,
that the frontline staff can fully explain that thisis not a bond?

Chairman:
Mr WHEATLEY?
Hon James TO Kun-sun:
Isit aresponsible attitude?
Mr Martin WHEATLEY:
Well, I'm not sure I'd accept ......
Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

...... the premise that it's a potentially misleading word. Again, the
obligation is to explain the note in its entirety and the features and risks in
their entirety.

Hon James TO Kun-sun:

So you won't even agreethat ......
EE -

REE -
Hon James TO Kun-sun:

...... the use of "minibond" is potentially misleading, so you said it is a
clearly — no doubt that it will not mislead any customer?

Chairman:

Mr WHEATLEY?
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Hon James TO Kun-sun:

So you seem to go even further and further into that direction.
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

I'm not sure what the question is, Mr Chairman.
Hon James TO Kun-sun:

Weéll, | am saying that ......
ZE -

Rk A -
Hon James TO Kun-sun:

...... can you agree that the use of the term "minibond", without saying a
word by the frontline staff of the bank, can be a potentially misleading term.

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The product is a complex product. The bank staff have a duty to
represent it correctly. If they've represented it incorrectly, then that's a
potential mis-selling case and what you seem to be saying is that they have
misrepresented it incorrectly and we should have known that they would do
that at the time we authorized the document.

Hon James TO Kun-sun:
Wéll, the point isthat ......
THE

R A -
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Hon James TO Kun-sun:

| will ask you again. That would you — so, to be fair to you, whether
the use of "minibond", you approved that to be used in the leaflet, can be a
potentially misleading term, "Yes' or "No"?

Chairman:
Mr WHEATLEY?
Hon James TO Kun-sun:
You cansay "No, ......
Mr Martin WHEATLEY:

Hon James TO Kun-sun:

...... it's absolutely not. No misleading at all. No possible misleading

A -
Mr Martin WHEATLEY:

I'm not surewhat ......
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

...... the premise of the question is. As I've explained to you many,
many times, when selling the product, it's the product in its entirety that
should be explained, not one word, not selecting just the coupon (The buzzer
sounded) or just one name or just one single part. It's the entirety of the
product and the documentation includes all of the risks that should be
explained at that point.
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E- 2
OK - ZEZFMEZEE -
EHHNEZER -

ZE TR - 2 S EEME 4L I marketing flyers - & &
Bk o c MBWHLEEHERE - ESKENLEEERE gk
% & IR 7% 2 5] 22 At B B 5E &1 %1 B & /& co-distributor - B[J #£ [&] 43 §
B e RAVNIE2ZHEFERFAFEEBEFHENNE > MEH L
liability » & EE kT -

WA &4 > R E& distributor(43 $575) ~ #R {7 & brokers
HEE  FEHEFBERERS AT ? B BFTIE TR -
EERRTHBAERKF  REEHBERERFEEHESE - I
B AR ITHE T - HHRITERMR > BAEMELRE
BB EL  BEEHBEEECIM®RDN - IBESHEEE L
co-distributor?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Mr Chairman, as you know, we have investigated Sun Hung Kai and we
reached a settlement agreement under our section 201 of the SFO. We are
not able to discuss the specific findings as our belief isthat may prejudice any
ongoing investigations we have against other banks.

A
ERMEEE -
B HNEZER -

EE RN EEETETHBEEESAEHE  HEW
clients TEMEAXRAHEFELCAERE - BEFERRITH
co-distributor » F Tk EFH Rk » LSS ERELAEEEE
ME - 2 EH22. KifE22...... 21 » R 21ER 2 &6t AD {[E B 9k 1Y
NEZERH - (FERh—(H0HERE NIRRT EL » (REEH
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HERERBAFERAELRE? EHTNECERESH E

MM EE - HEE - AR T EAE S ER?
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

Again, Chairman, if | can repeat, we have investigated Sun Hung Kai.
We raised certain concerns and those concerns did relate to the quality of
training, the quality of due diligence, but | can't give the answer that the
Honourable Member would like because of the risk, in our view, that that
could prejudice our ongoing investigations.

EY &
B ERE -

ROABHA -
SEERENEL  BRER  RET — I'm gealy

intrigued by this, you know. Series 21 in the disclaimer, it says, up to —from
the earliest series, up to series 21 of Minibond, it says, "This advertisement is
issued by Sun Hung Kai Investment Services and not issued by or on behalf of
PFIL or Lehman Brothers Asia Limited. ...... ", etc. "Sun Hung Ka takes
responsibility for the issue and contents of the aforementioned.” However,
from series 22 onwards, the wording has changed: "The leaflet is issued by
PFIL Limited and is not issued by or on behalf of Lehman Brothers Asia
Limited or any of their directors or affiliates. PFIL takes responsibility for
the issue and contents of the leaflet."

NIAEERHENE RN F TECHEEINRER  HEEFIE
AR ENIE ? B S RARME#E  FHERGLAZ R EE
MEFEPRIL » MPFILIAE —HBSHE EmmEm e - 1R
FBRE - TDLETREBRMHR - 5 LR KGR - BEREH
ERiE e —HRE - IKEAEE ?

Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

The change of issuer of the marketing flyers, yes, we were aware of that
in our approval process. | can't tell you, at the moment. I'll investigate and
come back but | can't tell you the precise reason as to why the responsibility
shifted from Sun Hung Kai to PFIL, but we'll provide further information.

EJ-&
SR A -

EHHAAS -
S - AR o 230 - HI E e B

SHEFERENER > BREREEMHM  FOmAE=EMEL - ©
HOgsriAm > tMEE T GERETHE - WAl SEELER
ib)]

FAET? EIREEE
Hon MrsRegina |P LAU Suk-yee:

Page 83 of the draft minutes of meeting, of the last meeting.
Mr WHEATLEY, your answer was this: "That is a separate investigation that
is current and under way, so we've mainly been talking today about the
investigations against the distributors. Clearly, thereés a separate
investigation which is whether the arranger of the products properly
represented them in the documentation.”

1F 38 2 » "arranger", who do you mean by "the arranger"? Is it the
arranger as in the prospectus of the Minibond? In the prospectus of the
Minibond, the arranger is Lehman Brothers Asia Limited and is that company
now not in bankruptcy proceedings? Are you taking investigative action
against Lehman Brothers Asia Limited?

Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

Mr Chairman, as you know, we do not provide genera updates of our
investigations during the process but we have confirmed that we are
investigating Lehman Brothers, the issuer, and you may have seen a court
application that we made one or two weeks ago seeking to force the disclosure
of certain risk assessment documents. So that isin the public domain.

EE
EI R ERE -
Hon MrsRegina | P LAU Suk-yee:

Well, my follow-up may be atechnical one but, under the prospectus, the
issuer of the Minibond series is actually PFIL, which is a shell company
incorporated in Cayman Islands. The arranger is Lehman Brothers Asia
Limited. There are other parties, guarantors and all that, subscribers, all that;
do you mean, by "arranger", you meant Lehman Brothers Asia Limited?
Can you confirm that?

Mr Martin WHEATLEY:
Yes.
Chairman:
Mr WHEATLEY?
Hon MrsRegina | P LAU Suk-yee:
Thank you.
e
EFWEEE -
REAABHA -

BiEa D RHE - JHE N — & I(FE - Mr WHEATLEY, you
explained to us very clearly, severa times, the division of labour between
HKMA and your organization and it's pretty clear to us that you don't have the
power to initiate investigation into the banks, you know. The right of first
review rests with HKMA and you could only investigate the banks after
consultation with HKMA. But you have also said, yourself, you know, that
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the power to take disciplinary action ultimately rests with you, you know, and
it seems to us, as a layman, and many citizens, that this system, this
arrangement is pretty ridiculous because you are the party with enforcement
powers, real investigative powers, and the powers to take disciplinary action,
and yet you are precluded from reviewing the banks without approval from
HKMA.

| know there is a MOU between you and HKMA and is this sort of
arrangement really necessary? What do you see as the rationale for this sort
of arrangement?

Chairman:
Mr WHEATLEY.
Mr Martin WHEATLEY:

Please, can | clarify, firstly, about the powers and the initiative? You
said we don't have the power to take the initiative. Wedo. We do have the
power to take the initiative but only after consultation.

Hon MrsRegina |P LAU Suk-yee:
Yes.
Mr Martin WHEATLEY:

But it is consultation and, again, you used the word "approval” by the
HKMA ......

Hon MrsRegina |P LAU Suk-yee:
Consultation, all right.
Mr Martin WHEATLEY:

Yes. So there's nothing which specifically requires consent or approval;
it'ssimply that we consult.

E/E

iRy - A e T HE—MHHEENS & -
Mr WHEATLEY, please carry on.
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Mr Martin WHEATLEY:

Yes. The question as to whether this is a sensible arrangement or not,
our view isthat it has worked well from the date of the SFO to this date. It
allows us to co-operate and share information. | think it's clear between the
two regulators how responsibility sits.

ZE -
ERERE -
Hon MrsRegina |P LAU Suk-yee:

You said, in your statement, that "This arrangement worked well until
the Lehman incident which is a new situation because there is an
unprecedented number of complaints®, you know. Doesit not mean that this
arrangement is okay insofar as there is no eruption of large-scale incidents
involving alarge number of complaints, like the Lehman saga?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Well, we have — from 2003 until September 2008, the system, (The
buzzer sounded) as you say, hasn't been stressed in the way it's now being
stressed. | think it has put huge stresses on both ours and HKMA's resources
to respond to a crisis of this nature. It's unprecedented in size and impact
globally and I think it does raise questions about whether we need to review
this structure going forward.

ET &
55 B B -
EEEHA

FFE - WAEERGE E—RIA R E - M — &L FEil
Y PRt &5 55 25F% - ftl— T il A M RE R R IR KNSR IR IR A TR MY
EFE  HE—T7m - SRS TS 82 A B R iy 58 (|
FHy - WREREBERE > WRAE A ELEEEENEREFE
M EEES LHE gL HEEEM?

26.06.2009 p.31



EEMREEE B HERMESZREEEEMESTSENEENLEEY
Legidative Council Subcommittee to Study Issues Arising from Lehman Brothers-related
Minibonds and Structured Financial Products

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

WEell, it would depend on the individual circumstances but potentially, if
a product is misrepresented to be something other than it is, then that's
potentially a case of mis-selling but we would have to look at the individual
circumstances.

EY-&
53
BEEHA
B BRI AR TEE S R RS I S 2
5] ERITHE T B EMEAE - REHBREETY
RHE SR (B R A R AR R A

ANEH"ERFEZ" > WM EAESR R o R
Ho B IREEEREFERIBE 2 MRE - (RARFZEEE Y

Chairman:

glll
\H]IH

Mr WHEATLEY?
Mr Martin WHEATLEY:

WEell, you describe it as a problem. We're aware of — that there is a
difference but, as weve sad, the terms are, under the law, fairly
interchangeable so there was no particular concern that one word would be
used or represented or — sorry, translated slightly differently but it still doesn't
get away from the fundamental protection that investors should have is that
the marketing leaflet, the marketing flyer, is meant to attract interest and
attract people to talk to a sales representative, and that's what it says. "Come
and talk to a sales representative.” And that's where we expect a proper
explanation of the product.

E- 2
ZE 3= Wi\ N1 > U
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BEEHA -
T REE...
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...... B U () S 2R R W AT LARY o 3E e
BEEHA
R 2
ET &
SEE 3£ 7 T oL, ] 5 4 2 B -
BEEHA -

HHE - A2 WWH - TPl HE R & AR E 2
e SEER > LAMIaRERE - B FELE -
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oA m R E KA E - B E IR 2 R AR Oy R E -
H B MR 2 - R S B AR AR L8 1 SO R - GE I E A 6
BUEZ" ABR"RIFEES" AEES MR —-EEEBES MW
KX XARAHBFRIE"ZE " —— notes » AR (RAYELZ - (R
NHAGEREMEBER HE

Chairman:

C.

Mr WHEATLEY?
Mr Martin WHEATLEY:

As | explained earlier, | have no direct responsibility in approving or
authorizing the documents. That's something that is part of the corporate
finance team who review each of the documents. So | wouldn't have been
aware of it under the normal course of events of approving the documents.
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Clearly, I'm aware of it as part of our analysis of the issues post Lehman's
collapse.

EEEFE -

Chairman:

Mr WHEATLEY?
FEEEA -

e fr B R A B 7
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

In terms of awareness of the detailed features of the products and the
terms used, it's something that I'm aware of after the collapse of Lehmans.

BEEFA

SH R - (RHIA B ...
EF &

5
BEHEFS

...... b R A B A HR A - AR B SE M L SRR IR R
e (TR R R 0 T A AR B A B E M L B R
B R LA R o AR - (A S BRI R 0

FLRERAEEEHRENREEWHANM S EERWIKES
DEBEFMER - (A S ERIGER Y

Chairman:

o

e
E5%7

\
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Mr WHEATLEY?
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Mr Martin WHEATLEY:

Can | come back to the point you made, which is that we expected the
frontline staff to sell the product on the basis of the flyers or pamphlets?
That's absolutely not what we expected. The pamphlets were there to get
interest, to get people interested, but the pamphlets would have said "Talk to a
customer service representative.” That's what the pamphlets would have said.
We expect the customer service representative not to rely just on a marketing
flyer but to have properly-constructed training material that has been
developed by the distributing bank so that they can properly explain the
product.

EEEFE -

...... BB E X RIESR - HEZLRELE - FHE L
— REARE - FEFEGT BRI A BGRGE - SHEmEEE
bR 5 HE B OE (B E AL IR ANEE R FR -

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

No. And | don't think | did say that. | said it would be a concern for
us if that was the case and we had concerns which had been raised through
some of our previous surveys that the products were not being — or suitability
wasn't being adequately assessed. So we had raised concerns through the
surveys and the themed inspections and we raised those concerns with the
industry and wetold ......

EEEHA
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Mr Martin WHEATLEY:

EXEHE
TR RBEEEEBREET -
ET-&
TETE
EHA

R /NOE A EREME CEE M E S RYER T - 3R Ay [
EREE . B lEE - (RN HE - EFriR A B X HEHE &
Fm%%%’%ﬁ%~%%$$%?

Chairman:
Mr WHEATLEY?
FEEHEA
s —HREHEEERE - RAAHE ?
Mr Martin WHEATLEY:

We do not have inspection powers over the banks. | think I've
explained that. That's not a role that the SFC has, so we wouldn't have had
any means or reason to look at the way that banks' frontline staff were selling
the product until after the collapse of Lehmans when we've launched a
number of investigations.

BEEHA

B BAE
E7. &

A -
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EEEHA

------ ANEEE R PEGHYERMMABERELL > A2

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

I'm not trying to avoid the question.  Yes, we are responsible for vetting
of the marketing flyers but we don't have oversight of the operations of banks.

FEEHA
HEEMNE......
Mr Martin WHEATLEY:

So, .....
=X EEA

------ FRARIE - &AL EETE......
EFE

Gk A -
HXEZER -

------ R E - (REREFME M EEE - RER
GERFFRAEGHHELEREMBEYE - WRAE - BEIR
o Lo R

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

We were concerned as to whether products were being correctly sold and
we did a number of surveys and inspections in order to satisfy ourselves as to
whether that was the case or not. We did find a number of shortcomings in
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our investment advisers, we published best practice, we told them what we
expected, we told them where there were shortcomings and we took
regulatory enforcement actions against a number of those advisers on the basis
of those surveys.

Y EL IZ1-0

Tl E R EL ...
T -

G e o
EXEZES

------ R E - Bl EE R B HIRII KR - (R 2 & R
ERHEBEEHERNFEE" EHINE —HEBES - (RAERKE
BERTMMAEERNER"  HEROFEDN - (RENEHEZE

BREEK 2
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

WEell, it was printed in all the pamphlets that you should not simply rely
on a marketing document. That was very much in every one of the
documents.

HEXEFS -

R - B54E - IR E A E 7 B 2
EE -

Gk B e
X EER -

AR FEEE M A 2ESF  (RAREEER" - DL
RANFHEE"E € RERE  RANER" RSB BE S
7l 2 WE 2 2

)
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Chairman:
Mr WHEATLEY?
HEXEFS -
RFRNFH B - AR E 2
Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The contract or the — sorry, the notes typically were not stated that these
are principal-protected products. It's explicitly (The buzzer sounded) stated
in reasonable typeface that these are not principal-protected products. So a
number of the risks, the important risks, are quite clearly stated in the
marketing flyers.

FHE
PIEWEE -
Hon Emily LAU Wai-hing:
Thank you, Chairman.

Chairman, | want to ask Mr WHEATLEY about the division of labour
between the MA and the SFC. Some questions were asked at the hearing on
Tuesday and some were asked this morning. And Mr WHEATLEY told us
that the SFC has this top-down approach but the MA investigates individual
cases and then you referred to the MOU, saying that they start it and they refer
to you and then you have to investigate the cases, you are required to
investigate al the cases referred to you by the HKMA. And, right now, of
course, the HKMA s still 1abouring on the 20 000-odd complaints and you
have received about 8 400 and, out of that, we are told only about 482 were
referred to you by the HKMA.

And then, at Tuesday's hearing, Chairman, if we look at the verbatim
transcript, page 41, Mr WHEATLEY said that, you know, you have opened
investigations into all the organizations, the 19 banks and six brokers, who
sold the Minibonds. Y ou are not required to — you said you think you've got
enough of a picture of the sorts of allegations being made for you to
investigate the bank. Y ou don't need every single complaint before you can
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do the job. And you said you have actually finished some of the
investigations.

And then we also asked — | asked you about the — then you have a
resolution. But some of the complaints have not even arrived at the SFC
fromthe MA. And | asked you then, what will happen to those complaints if
you finish the investigation before the complaints arrive.  And you said that
you "hope that the resolution is sufficient that people will feel comfortable
that it's an adequate result".

So what isit that you are telling us? As| said last time, | said I'm very
pleased that you can, you know, proceed very swiftly with the investigation
and get a good result, you know, people are happy, but then we've got al
these 20-odd thousand complaints stuck with the MA. And | checked the
figures, Chairman, the MA is spending $9.1 million a month on the staff, staff
costs, to do the investigation.  So what will happen?

Because, Chairman, if we look at the report that the SFC submitted to the
FS in December last year, paragraph 18.6, which is page 38, you said, "when
the HKMA refer cases to the SFC what is provided for is’, you know, "a
complaint assessment”. "Thisis a useful starting point. The cases referred
by the HKMA then require formal investigation by the SFC." But you did
not go on to tell the Financial Secretary in the report that, actually, you can
finish your investigation without looking at the complaints referred by the
MA.

But then, also in this very report, paragraph 18.4, at that time, you have
received only 164 complaints from the MA and now it's gone up to 482. But
you said that you expect to receive referrals from the MA for many months to
come as the MA processes increasing volume of individual complaints. Of
course, now it's shot up to over 20 000. So, what should we — | mean, how
should we look at thisprocess? Y ou said you hope they are happy if they got
adequate results. What will you do when you finally — | don't know when —
receive the complaints from the MA?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Mr Chairman, the approach that we're taking and that we've mentioned
earlier, the top-down approach, is one that effectively allows us to deal with
al the complaints in one go because were dealing with the bank as an
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institution. And, if we find that there have been significant breaches of
controls, significant breaches of good practice, then we have the potential to
take action against the bank. Now, what we would like to do is, rather than
us impose sanctions such as fines or removal of alicence, what we'd like to do
is that, where we find there is a justification for a penalty, we'd like the banks
to volunteer a solution for all of their customers. That's what we would like
to happen. It's what happened in the case of the two brokers and, as we've
mentioned, we're in discussions with a number of banks with that as our
ultimate output in mind.

ZE -
FFEEa -
Hon Emily LAU Wai-hing:

So, Chairman, you want the banks to offer a solution, some kind of
settlement with the customer, but you, the SFC, has not seen the particular, the
individual complaints or have you actually also got sight of the complaints
without the MA referring them to you? Because you are looking at it
globaly; globaly, you say, "Oh, 19 banks, six brokers, you have, you know,
made such violations" or whatever, but how do you then — because then you're
talking about individual settlements between the customers and the
institutions but you say you can do it without looking at the details of the
complaints which the MA is till studying; is that what you are telling us?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

That's, in our view, the only way we can complete this process in a
reasonabletime. We've seen many of the complaints and so we have a broad
understanding of the issues that have been raised but, no, we haven't analysed
and looked in depth at all 20000 complaints. That's sitting with the
Monetary Authority.
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Hon Emily LAU Wai-hing:

So how can you get a fair assessment of each individua case of the
compensation that each customer should get without looking at their
individual complaints?

Mr Martin WHEATLEY:

WEell, we would present our findings to the bank, and that's what we have
been doing. The bank will judge, on our findings, whether they feel that
they've got a significant case to answer and we expect them to come forward
and design a solution that would be acceptable to all of their customers.
That's what we would expect them to do. We cannot design the ultimate
solution to all of their customers.

/K-

—‘élé:':'

/:E FE =
Hon Emily LAU Wai-hing:

Chairman, the SFC is going to present certain findings without looking at
guite a number of specifics; you just have a global investigation, some global
findings but you expect the banks to offer compensation or settlement with — 1
mean, do they have different kinds of settlement with different customers, isn't
it? But yours is a globa approach. How do you expect the banks to
respond?

Chairman:
Mr WHEATLEY?

Mr Martin WHEATLEY:

WEell, the banks have been settling individual cases so a number of
cases — | understand quite a large number of cases have been settled on a
bilateral basis, individual-to-individual. We expect the banks to — if thereis
significant findings of control failings, we expect them to design a system that
deals with the different categories of customers. Now, they may decide that
they want to do that in one way, they may decide they want to do that in a
number of different ways but that's not something we can do for the banks.

Hon Emily LAU Wai-hing:
So, Chairman, ......
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FHE
2EE -
Hon Emily LAU Wai-hing:

...... so the obvious question is: What the hell is the HKMA doing?
Spending — how much money? — over nine million dollars amonth? | mean,
what will you do? Because, in your report to the FS, you say you are
required to have formal investigation — to investigate the complaints they send
you but now you seem to have finished or will finish the investigation before
you receive their complaints. So what use will you put to the cases when
they refer them to you ultimately?

Chairman:
Mr WHEATLEY?

Mr Martin WHEATLEY:

Well, we may not be successful in achieving the aims that we wish to
achieve, so, whilst we would like to achieve a settlement solution, which is
the idea outcome, we may not. And, if we don't achieve a settlement
solution, the alternative for us is to reprimand, to fine and to impose or
remove alicence from abank. Now, in that circumstance, the MA's ongoing
investigation of individual complaints will provide some additional comfort to
those individuals where we haven't been able to reach a sensible settlement.

EE -
FFEa -
Hon Emily LAU Wai-hing:

So, Chairman, what Mr WHEATLEY is saying is that for those that you
can reach settlement, that's it, isn't it? Even though the cases will be referred
to you ultimately, but you won't go any further; you won't re-open
investigation? It's only those that you cannot solve, then you look at the
cases referred by the MA; isthat your approach?

Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

If we can resolve a settlement agreement with a bank, that should dedl
(The buzzer sounded) with all of the individua complaints against that
individual bank. If we're unable to do that, we can still reprimand but we
cannot — and | think I've told the committee before we don't have power to
force settlement; it has to be a voluntary action from the bank.

ET &
HYE#E -
HREEA -

EFE » EXMartin WHEATLEY [a] & 3% " [5] 28 B9 2 (4 I &
SFCRR T R R A Z5 LAAN » — LR R (R (8 75 0 A5 18 M B Rl o - R
{80 R [m) SR 1T e B A & - _E X Martin WHEATLEY 4 55 ik # [
Ao — AR R A Y E EIRE B - A £ Martin WHEATLEY
AIEEREERE T  RMEERE > WEFEH"BE"ZHRE
AR (REHRGE IR R IR AR 25 WA B o - s ([ 52 12 Ji& B

e

R ERByIE B EH - f£page 62 - 5 $1 "5 & /Y 5] 78 = A
o ERBAPE - "We simply haven't had those referrals in
relation to a wide range of other notes." - ;& i it @ /KA [E B » &
AR E —HEZNE,  HE2HRME —LHFE ERLHE
HHong Kong MAZ[ S H B ik - Wl A $e A [F] 5 30 F 48210 i = &2
R TR RIRE S E367 > HhAy291 2 #H
fa 7 M B9 B R 20% 2 FF K IR 8 77 By — 2 3% 5F - & #& fH Hong
Kong MA#E /78 2K o Heay B g > 15 915748 K &L 47 # & — L ELN
a7 Z CLN -

H—FHE > FM16 - M16%5t 2 £ & R G M EE 5 &0 &8
& EHHE6.8K - M161Y6.8E » HEMIVE ELA (3 & B H
KAGIR - EERREHIANE...... & EMartin WHEATLEY & &
25 -
T

& 0 MBI SRR AR -
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Bo##S -
ZHWH?MLI6- F T IHE?
Mr Martin WHEATLEY:
I've found it.
Bo##S -
£ 6.8E% -
Mr Martin WHEATLEY:
M 16, isthat the right report?

B B#R -

M16/76.85¢ » [N %35 {7 ¥ &5 = | » & KfHong Kong MA H i
TR g 2385E I - HEIE E A 87 W K R T B A L 084
8H 9HM#EEREFEFHERTESMHMERBITIRGEIEE
mo BEHEENEEEBEEEZRN - ~PERNALEELEL
HEESMHEEW HEELFEXERUFAETHME. .." &
ANHEENET - HE > WOy - 5L H 2 ELNAYZE &8¢ CLN
Y 2 b o Bt B IR — T > R R AEE — % HEEMEMS. ...
B[ o 1 i 2 o7 45 36%%0 52 55 2 AL Y 2 > Ry (R R AT 1= H — i
RE - BIWI A 7R A7 et B A& BT O 2 Ty (7] IR A i B 35 L8 3
AWg 2 Al SR — N RATEE B R & - R BB N (R
A AT DLRSCE 1 3 & e Y

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Okay. Mr Chairman, I'm sorry if | would have given an incorrect
perception at the last meeting. The point | was trying to make is that the
number of complaints and referrals related to other products is much smaller
than related to Minibonds. So the Minibonds have been the first
investigations that we have commenced and have taken up a significant
amount of our resources but where we have been referred complaints relating
to other products, we have also raised — started investigations into those other
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areas. So I'm sorry if | misled people at the last meeting but we have
commenced investigations into other product areas.

EF &
H#E -
HER#EA

IRl A & fr EXEss 7 HIER ErE&REEMmHEE -
HWEIRHEERE  B#— X Frad HftESv#H &2 EEELN
CLNGEZE MR E - BRIREQRREE T - [[mR17 R A H
RSB T Y

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Mr Chairman, they involve investigations into other credit-linked notes,
CLN products and some private placement notes.

HEEA -
OK -

ET &
A -

HAEAA -

BB I AE 55 9 — 3 SO > B2 M2(C) - R 3T B &8 & B 5
A WAERIM2(C)E 7 3 - 3 17 S 5L /2 On-site Examination
on Regulated Activities on RI - 3% 8 4] 58 {0 X4 > 52 (| A7 35 on-site
examination » F; {0 checklist - FHHong Kong MA £ {738 2L R
THHE  EMER  EGRMESEE"ER" ZCKEEENR
checklist ?

Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

Sorry, the "checklist" being the HKMA's checklist?
e

H#E -
HIRAA -

Ik 2 % AP {7 checklist 7 » & I ? On-site Examination on
Regulated Activities of ......

Chairman:
Document M2 ...... M2(C).
B @#K -
M2(C) -
Chairman:
M2(C).
Mr Martin WHEATLEY:

Okay. | can't tell you specificaly. | can check and let you have that
information. We would generally share information about our inspection
approaches but | can't confirm specifically, so perhaps | can come back after
the meeting and confirm whether we've had this document.

HIBHA -
AR ...
ET &
HEA -
HAREA -

------ AR AR 1% B 78 AN - FAEHE E IR = AR A B broker
B M BY 58 77 17 - 17 Fir 55 on-site examinationfkf - B4 Hong Kong
MA [ on-site examination » & 75 # FH [6] £ 19 & RE checklist 7 I
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HOE - MRS KAREEZ > AR EHFL - WRIKA
on-site examinationfy checklist/Z 1~ [A] jAHong Kong MAH] » 5K
HOOR 2 35 2% 17 » B H 2 brokers - fi; on-site examinationf?) checklist
th 12 g A Fe T -

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The checklist is very much an internal working document which we
would share with the bank, we share our approaches but the requirements of
banks and brokers are all established in the public codes and the FAQs that are
set out. So we'd be very happy to share our checklist but it's our working
document. The requirements that we're checking for are all set out in the
codes and guidelines that we've published over the years.

Chairman:

Mr WHEATLEY, are you saying that you will be able to provide the
document to us.......

Mr Martin WHEATLEY:
Yes.
Chairman:
...... after the meeting?
Mr Martin WHEATLEY:
Yes.
Chairman:
Okay, thank you. Hi#E & -
HAREA

SANIER AR EHETH B2 TR A - IR A A B
AL 7R 8 S 1738 (i F A 2 R A R R
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The approach is to look at the extent to which controls and procedures
are properly implemented in the broker or the bank. We would look at the
extent to which there are guidelines on product due diligence. We would
examine files as to how far product due diligence has been done against
individual products. We would interview staff at many different levels of the
organization. We would review sales records, individual account-opening
records, individual records of transactions to form a judgement as to whether,
overadl, the control guidelines have been complied with within any particular
institution.

A

H#E -
B E#R -

HHEMMELFBEH LT THHAE - L@ EH
H) —— M E - R R&ESE —— ETHE Y
Chairman:

Mr WHEATLEY?

Mr Martin WHEATLEY:

The investigations that we are conducting, as |'ve explained, cover all the
potential victims. Because of the approach we're taking, we will reach some
conclusions with an individual institution as to whether we believe they have
been in breach of the SFO and, if we conclude that that is the case, then we
will be looking for some resolution that meets the needs of all of their
individual customers.

E/E

ot
@#E
i
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B E#R -

KWEEREM —HBETHENRE - T~ m A%
& H Bk HE - 7E R — (& P 55 cross-examinationfy) /5 £ g ?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

(The buzzer sounded) If we feel that's necessary at the end of our
investigation using the top-down approach, then we will do that but our initial
approach is to look very much at the bank's own controls, guidelines and
compliance with our codes.

Chairman:

Okay. Now, Mr WHEATLEY, I'm asking is it possible for you to give
us a document laying out the details of your top-down investigation
procedures after the meeting?

Mr Martin WHEATLEY:

There isn't — | mean, the investigation will follow a dightly different
route depending on what we find. We can give you a document explaining
in broad terms how we would approach that but it's not something that lends
itself to a very prescriptive checklist but I'm very happy to describe in more
detail how the approach works.

Chairman:

That means, prior to investigation of any ingtitution, ......
Mr Martin WHEATLEY:

Yes.
Chairman:

...... you have something to follow, whether it's just principles or just
guidelines.

Mr Martin WHEATLEY:

Yes.
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Chairman:

| would like to have a document with as much detail as possible, asfar as
you can go, okay, after the meeting.

Mr Martin WHEATLEY:

Okay, that'sfine.

E- 2
e H&EA -
BoE#R -

F A % B2 0 15 i R RE - A8 R ) ST R S R il AR — (I A R
WAL EERRE  REERKMEMATHEYFAE B EFTIRE
fh — & A — e manual ~ guidelineZ Y 175 [ Fr 58 B L T #Y A
H oKEFENMER KT EFTEME SIS > RRHMEE
i s AT E R o

Y&
SEMHRE. ...
HREA
REFE.....
EF-&
...... KRB - hEER g FE &R -

Mr KAM is asking — in fact, thisis what | asked you to confirm and, in
fact, you did say "yes' — akind of checklist that you would ......

Mr Martin WHEATLEY:
Okay.

Chairman:
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Mr Martin WHEATLEY:

Chairman:
...... for usein the institutional examination. Wewould liketo ......
Mr Martin WHEATLEY:

But may — perhaps, Mr Chairman, if | may explain. We can provide a
general approach to how a top-down investigation works. To provide the
very specifics, | think, would be hugely damaging to our ability to do our job.

B E#R -

Ha#E -
HBEHA -

...... BAERBHRM..... MDA —EERENCH  HE
M 7 & @ - 3 B 2R A B E @ Pt 58 on-site examination [
checklist » [F] £ #iHong Kong MAER &G A - FAME 2 H — @ &
BHR > BALERMEMER - Martin WHEATLEY 58 %9 £2 it #5
A -

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Again, Mr Chairman, if | can repeat, there are certain elements of the
way we approach investigations that are necessarily kept confidential and
would not be appropriate. What | will do isto look at what we feel we could
provide to the committee that wouldn't compromise our ability to investigate
and reach a resolution.
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Chairman:

| think what Mr KAM is asking is also what I'm asking, is that we are not
asking for the specifics that you might be giving to your frontline people for
any particular institution for the investigation but the general guidelines aswe
have received from the HKMA for use for any institutional examination.

Mr Martin WHEATLEY:

Again, then, Mr Chairman, if | may, | will look at what we feel we are
able to provide without compromising ......

Chairman:
Okay.

Mr Martin WHEATLEY:
...... our ability.

Chairman:

Okay, fine. I {E A2 1L~ - H 7 58 B (F 55 {1 R [ oKk 2
1077 ## » N — (L fERZ 2 R B HERR & - OK - 75 25 i % If 7 1187 4077
R[] & G BE - AEIRE I o FREE AN ZERH M L AT AR AR A R
i o -

(FEH L FLIRF2T 73 BT 1)
(A B¢ £ FLLIRFAA S e 1B 1T)
A
B AL FE AT BT A A

Mr WHEATLEY - {RIREMEEE T E N EM o 35 AE i 2 5L B
RS -

Hon LEUNG Kwok-hung:

o

Mr WHEATLEY, | got afew questions on the function of the SFC, that
means the power and duty. So the question is that, after studying your
written statement submitted to this committee on 10 June, | have the following
guestions for you to answer:
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1. Haveyou stated all the important functions of SFC in paragraph 3
of your statement? Have you got it?

Mr Martin WHEATLEY:
No.
Hon LEUNG Kwok-hung:
Paragraph 3 of your statement.
Chairman:
Mr WHEATLEY, have you got Mr LEUNG's paper?
Mr Martin WHEATLEY:
Yes. Yes, | have, thank you, Chairman.
Chairman:
Document 1?
Mr Martin WHEATLEY:
Yes.
TE
REE > MEBAEZRGE - &

Hon LEUNG Kwok-hung:
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Chairman:
Y es, you may respond to Mr LEUNG'sfirst question, Mr WHEATLEY.
Mr Martin WHEATLEY:

Weéll, clearly, the paragraph doesn't include the entirety of the SFO
where al of our functions are. This restates the statutory functions under
section 5. So there clearly will be other functions......
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Hon LEUNG Kwok-hung:
Okay.
Mr Martin WHEATLEY:

...... but these are the ones that we judged were the more important
functions.

Hon LEUNG Kwok-hung:
Sol gotthe......

EE -

Hon LEUNG Kwok-hung:

...... question no. 2 for you: Why you jump from (@) to (€) in paragraph
3 and (b) to (d) are missing? Are they not important?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:
If you'll bear with me and I'll check the exempted sections.
Hon LEUNG Kwok-hung:
Y es, the section 5, section 5 of the.......
Mr Martin WHEATLEY:
Have you got the SFO?
Hon LEUNG Kwok-hung:

...... SFO. Haveyou got it?
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REMHA -

FEJEE - Al AN AT DU gEAE T Y T T W T MAEFR Y
i - Fair enough.

So, have you got a copy of section 5 of the SFO in your hand?
Mr Martin WHEATLEY:

Not yet.
Hon LEUNG Kwok-hung:

WEéll, | can giveit to you, though. Do you have one?
FHE
Hon LEUNG Kwok-hung:

| got one for you.
Mr Martin WHEATLEY:

Okay.
Hon LEUNG Kwok-hung:

Okay? So, thisone. And, also, do you want the — so, the section 5 of
the SFO, 0 ......

Chairman:

Have you found it, Mr WHEATLEY?
Hon LEUNG Kwok-hung:

...... (b) to (d).
Chairman:

Page 3.
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Mr Martin WHEATLEY:

Yes.
Hon LEUNG Kwok-hung:

| have already underlined it, (b) to (d).
Mr Martin WHEATLEY:

Uh-huh.,
Hon LEUNG Kwok-hung:

Do you haveit?
Mr Martin WHEATLEY:

| have the page that you've now given me.
Hon LEUNG Kwok-hung:

So (b) to (d), have you recognized it?
Mr Martin WHEATLEY:

Yes.
Hon LEUNG Kwok-hung:

Are they not important at all?
Mr Martin WHEATLEY:

Well, al of our powers and duties are important. We chose to try to
give a subset of them but it's not to say that any others that we've excluded are
not also important.

Hon LEUNG Kwok-hung:
Okay.
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Hon LEUNG Kwok-hung:

So I've got another question for you, then. Why the very important
function of SFC as provided in section 5(1)(b)(ii) ismissing? | hopeit is not
on purpose. Surely, it's not on purpose, isit?

Mr Martin WHEATLEY:
Weéll, inthesense.......
Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

...... that —we haven't deliberately tried to mislead the committee, if that's
the question. Clearly, we've made a decision as to what we thought the most
important areas were.

EE

v = =
ély%ﬁﬁzé! °

Hon LEUNG Kwok-hung:

S0, no. 4, in paragraph 47, you said — in your statement, so have you got
it in your hand?

Mr Martin WHEATLEY:
Yes.
Hon LEUNG Kwok-hung:

You said, "the SFC has no statutory powersto supervise RIs". | think it
Isawrong interpretation of section 5(1)(b). My reason is, section 5(1)(b)(ii)
provides that, | quote it, "The functions of the Commission are, so far as
reasonably practicable ...... to supervise, monitor and regulate ...... such of the
activities carried on by registered institutions as are required to be regulated
by the Commission under any of the relevant provisions......."

Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

I'm obviously looking at this document which isn't our full SFO but the
SFO does specifically provide that we rely on the HKMA in performing
functions in relation to banks and registered institutions. That's in section
5(3) of the SFO. So, if there's a conflict between different parts of the SFO —
maybe | need to get a legal interpretation as to whether they're in conflict —
but we have relied on 5(3) which provides that we rely on the HKMA in
supervising banks as registered institutions.

Hon LEUNG Kwok-hung:

Yes. So, but ......
FE -

Hon LEUNG Kwok-hung:

...... in my own opinion, what isinside the article | cite, "such activities"
should mean the regulated activity under Schedule 5, SFO. Have you got a
copy inyour hand, aswell? Scheduleb,......

Mr Martin WHEATLEY:
I'veonly ......

Hon LEUNG Kwok-hung:

Mr Martin WHEATLEY:
I've only got the.......
Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

...... extract that you've just given me. | haven't got the SFO here with
me, I'm afraid.
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Hon LEUNG Kwok-hung:

So I've got it somewhere. Okay, so here. The Schedule 5, Regulated
Activities. It'salengthy schedule.

Chairman:
Mr WHEATLEY?
Hon LEUNG Kwok-hung:

S0, | mean, "such activities' should mean the regulated activities under
Schedule 5 of SFO. Hence, the law clearly states that your powers and
duties are not merely to regulate but also to supervise and monitor the RIsin
their regulated activities. Do you agree with that?

Mr Martin WHEATLEY:

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Mr Chairman, if | may, it says—what we relied on in our statement is the
part of the SFO which states that we may rely on the HKMA in conducting
supervision of banks as registered ingtitutions. | think, perhaps, if we can
provide a written answer to this because I'll need to do a legal analysis as to
whether there's a conflict between the two relevant parts.

Hon LEUNG Kwok-hung:

Can you give me back the copy | give it to you? Because | need it to
read it to you.

Canyou— ZNR (T 7 & 4F — 2L > {UEE T iF—&, JWEEHE
7 —I'msorry about that. So......

E/E

RHE > HEEHEERE ...
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Hon LEUNG Kwok-hung:

------ o 1 R - R B & A Bk E 2 E AL A A5 (7 W13(C)

...... M2 A - MR RIE  RBE  SERGW
4 2 R4S 0 IRB B P FRE A34 1 SFOZE T » J5 A (R 5 {8
B E T DUBCR P 2 B R E - A B A B R R RE IS
IR o BEF R AT DA T

Hon LEUNG Kwok-hung:

------ fpE [ Z A% > NRERIER G R ERER - 2% 2 A~
ANE BRI -

/K-

AR R 0 {8 2 IR B B S » AT RRAL R A - SURA ERAE
[ Y R PG -

Hon LEUNG Kwok-hung:
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E- 2
MEE LG AR SE......
Hon LEUNG Kwok-hung:
Okay.
A
------ IRia T HA -
Hon LEUNG Kwok-hung:
Okay.
E- 2

BAE 87 BAE > G8RAE - RMAFES L K
B2 15 IR AT e B AU (8] 25 8 8] 25 IR E A o (H 2 il BE B & B9 5t (]
EE . B YA

Hon LEUNG Kwok-hung:

So I'm sorry about that but — so, | think you need to answer my question
whether your interpretation of SFO iswrong or right but, anyway, | don't want
you to respond now because to be fair to you. So maybe you need some time
to go through all the ordinance and the ......

Chairman:

| suggest, Mr WHEATLEY, that, now you've got the document from Mr
LEUNG, ......

Hon LEUNG Kwok-hung:

Chairman:
...... you may choose to answer or respond as far as possible, if you wish.

Hon LEUNG Kwok-hung:
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Chairman:

But you may also choose to respond in writing after the meeting.
Hon LEUNG Kwok-hung:

S0, | would submit the question to you ......
Chairman:

Because we all don't have the document, the ......

Hon LEUNG Kwok-hung:

Chairman:
...... ordinance.

Hon LEUNG Kwok-hung:

Hon LEUNG Kwok-hung:

...... very soon because it's quite fundamental about whether you've got
the responsibility or not. If you've got the power and duties and then you
need to, you know, be responsible.

Mr Martin WHEATLEY:
Yes.
Hon LEUNG Kwok-hung:

I'm not going to trap you but, so | save my time, | will ask other question,
though.

Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

Yes, Mr Chairman, it's an important point and it's important for us to be
accurate.

Chairman:
Yes.
Mr Martin WHEATLEY:
So let'sdo the legal analysis and we'll provide awritten response to it.
Chairman:
Sure. Okay.
Hon LEUNG Kwok-hung:
So |l angoingtoask you ......
TE
Hon LEUNG Kwok-hung:

...... something about the discretionary power. $So, no. 1 is, does the
division of responsibility between HKMA and SFC as set out in the MOU
form part of the structure of regulatory structure? If not, why not?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The MOU is a practical document. | will have to, again, take advice if
it's constructed pursuant to the SFO or is simply a non-binding code but it's a
practical document which allows coordination and facilitation between the
two organizations. But it doesn't, itself, override any other legal powers that
either of us have either under the Banking Ordinance or under the SFO.

Hon LEUNG Kwok-hung:
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ZE -
Hon LEUNG Kwok-hung:

...... very quick. In answering my question in the last hearing, you
mentioned that, regarding to regulatory structure, it should be addressed to the
Administration. That means the structure set out in the MOU is a decision of
the Administration and not a decision made just between SFC and HKMA,, is
it right?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

| think that the structure we have today was very much constructed in
2002, 2003, at the hills-reading stage of the SFO when banks lost their
previous exempt status in dealing in licensed securities. And, at that point,
the carve-out was, | think, a policy issue that the Government and this LegCo
chamber would have discussed.

E i
REE -
Hon LEUNG Kwok-hung:
o, ...... (The buzzer sounded)
EE -
g - "] DU -
Hon LEUNG Kwok-hung:

So, where does the Administration get such power of deciding the
regulatory structure as said in the MOU, under which sections of which
ordinance?

Mr Martin WHEATLEY:
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The regulatory structure, | think, was a decision taken by LegCo at the
time of the decision of the SFO and that's where, | believe — and, again, thisis
before my time, but | believe — it was agreed ......

Chairman:
2003.
Mr Martin WHEATLEY:

...... as to how — yes, in 2003 — as to how the division between the SFC
and the bank ......

Hon LEUNG Kwok-hung:

So,doyou......
TE

Hon LEUNG Kwok-hung:

Do you really mean that the LegCo decide it or the LegCo doing certain
legislation in order to do so?

Mr Martin WHEATLEY:
To my understanding, therewas.......
Chairman:

Mr WHEATLEY.
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Mr Martin WHEATLEY:

...... a very lengthy debate in LegCo about the extent to which banks
should or should not be subject to the SFO when conducting securities
business and I'm sure LegCo records will show the different arguments that
were put forward.

Hon LEUNG Kwok-hung:

But my questionisthat, ......
EE -
Hon LEUNG Kwok-hung:

...... which sections of which ordinance. So, you know, you need to
have some kind of legal ground on your power and ......

Mr Martin WHEATLEY:

Hon LEUNG Kwok-hung:
Do you know what | mean?
Mr Martin WHEATLEY:
Yes.
Hon LEUNG Kwok-hung:
We are talking about avery serious.......
Mr Martin WHEATLEY:
Yes.

Hon LEUNG Kwok-hung:

Mr Martin WHEATLEY:

Yes.
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Hon LEUNG Kwok-hung:
Do you know that?
Mr Martin WHEATLEY:
Yes. No, I'mwell aware of that.
Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The SFO, section 5(3) of the SFO, is where it provides that the SFC, in
performing its functions in relation to a bank as a registered institution, may
rely on the supervision by the Hong Kong Monetary Authority. So that's
specifically set out in the SFO. And then there are also provisions in the
Banking Ordinance which explain the functions of the HKMA.

Hon LEUNG Kwok-hung:

A
OK » H Al <5 il & & [ & (R » 47 W5 2

Hon LEUNG Kwok-hung:

C125 8% T -
Hon LEUNG Kwok-hung:

Weéll, I'm sorry ......
Chairman:

Okay.
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Hon LEUNG Kwok-hung:

e

fitu [=] 25 ml g BB AR A SO - L
Hon LEUNG Kwok-hung:

Okay.
A

Hon LEUNG Kwok-hung:

You need to cite it precisely because you are holding a very
important ......

EE
OK » 17 »
Hon LEUNG Kwok-hung:

...... statutory power.
ZE
FREERAME - OK - 1T « JRERZ A 8% - 7] LR & A1

U R - REFHE -
REZHA :

Mr WHEATLEY » &4 > ERFHEEMEANZEEES
HESMHEANUTE TENREGRE - REZE ﬁi%‘[ﬁmé&uﬁf‘%
R ERAEA] > BEAR EEMEEAMRINE G ELEER -
WRAEEEEH —FEMEE SE2EITRTEF—FEFF - ZHE
IHHAAREERESH "R ARZL RREGENREE
FHZ " E BN E R BMESSE RN > HHE TR
T EZZEMAEREZR®R  BRABHEIRTA Fia Moy — 6 H
HB1IH B 2B KL # Y -
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EEREEN T EENE10E - AE R ERE =S
B A S A (R o A (R 5 O 1 7 R AT T M
EH - EETEER - EEESCERN —EME . EREE
FEIRMIEY - EREmE - RMEERT A LBE 2 2HE
(NS S B IR R SR RN o R % 19334 3
HELELE  AAEAELEBNRAEEA LR BH% A+
SRy LR A HE S SR - R AR — SO BACR R
T DB S -

gE NHAE - "oEEERY  ZERAERTERE N
BEERE - ME AR ERE SRS E M 25 EE R R Rk
FHRZAAAGERMNMEEHE "R —EE ML HEXE
FREE - HIVE r Sl - REHE 7T - LAFR&ER
FWMAETLE - F— EREEENREERFZ - HEAEA
EIRTHE F2  EEEBWAAAIDIEGRE - RN RHEE M
EAHLANE R o N REHAZ -

HAEFMr WHEATLEY B % & 35 M8 & ab (£ & # 8 8 R IR
TERHEE? R ARERE TEEMELER - WiE — 7 HE
=

=

B 2H 7508 - FHEMr WHEATLEY[E & -
e
& AL N Be & I 805
REZHE -
=
Chairman:

Okay. MrWHEATLEY?
Mr Martin WHEATLEY:

Okay. I'm not familiar with the precise instrument that you're
discussing there and | don't know if that's a document that's been submitted
previoudly, so ......

Chairman:

| don't think so. | think thisisto do with private placement.
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REFHA -
B AT DL G ...

Chairman:

Mr Martin WHEATLEY:
Okay.
Chairman:
...... private placement matters.
Mr Martin WHEATLEY:
Okay.
Chairman:
Y ou may answer in your way but ......
Mr Martin WHEATLEY:
Yes.
Chairman:
...... we don't have that document either.
Mr Martin WHEATLEY:

Okay. There are, within our structure, again, within the Companies
Ordinance, a number of safe harbours where documents don't require
authentication or approval. So, | don't know in this particular instance but it
may be a document that is one that has been structured under the safe harbours
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of the Companies Ordinance. But, notwithstanding that, the Code of
Conduct would still apply with the exception of certain provisions if it's sold
to professional investors.

S0, again, if this document is targeted at professional investors, certain
regulatory protections would fall away. Because, if it's a private placement
note, it wouldn't require our approval of the documentation, we wouldn't have
established the level of disclosure that's necessary in the document although,
clearly, the bank is still subject to — or the issuer is still subject to potential
criminal penalties if there have been material misrepresentations or omissions
in the document. But the bank, in selling the product, is still generaly
subject to our Code of Conduct and would still have the responsibility to
ensure that the product is properly disclosed and it is suitable for the
individual and if there is a derivative embedded within it that aso the
individual has the knowledge and the financial ability to withstand any losses
that may occur.

So, certain parts of our regulatory structure still apply with those type of
documents but not all of the regulatory structure would apply.

E/E

D = =
%ﬁﬁﬁi\ °

REFHA -

A I Mr WHEATLEY » 2 G RIHAEE — 4 - R# R iE
LrEER A EREEREYZ  BRER S EEE B KR
THE  HHEMULLEREE MY EMRERENCEFFL -
B RAME Y BSIARRRE HUE R R A2 S e Y

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

| think the products were primarily targeted at what the banks would call
their high net worth individual market. Again, if these products have got
beyond that to people who are less sophisticated and less able to bear |osses,
then | think we've got serious questions about whether the private placement
market ought not also to be subject to a review. So, | think there are
guestions.......
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REFHA -

/K-

Jo Al E 5T -
Mr Martin WHEATLEY:

...... that this raises.
REZHA -

o e
T/ -

REE -
REZ#ER -

Mr WHEATLEY » k HE M ERE B2 > F— 2
paras

>N =

N

IR R BT DU — EIE W A & B b 09 2 b KA R M8 &
REZMADES - (MR BMBABEFEN? 5= MWRIFEER
ANIEH » B AR MEREE EARAE A FE R 1T A LA E — FH
B AR » R ERM MR M &AM o st BiE —
BoofEREW L FESTDARARBEREE? JINBERNEE - £
FHRIRESE  FERGRHEE?

I 1

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Can | comment on the point you made about other countries? All other
countries have structures where there are products that can be placed privately
which are not approved or not — where the document hasn't been authorized
by the regulator. So the same has occurred in many other countries and |
know all regulatory authorities are asking the same question, which is, have
products become too complicated to be sold through banking channels,
whether it be at the high-net worth end or the retail end. You say do | still
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view them as being possible; again, the Companies Ordinance, as it's
structured today, has a number of safe harbours, | think we should review it
and | think it's something we need to look at.

REDHA -

= * Mr WHEATLEY -
EY X
REFHA -

AR A7 R AT AN B2 7 S S (I R - S B RE 2 T
AT Ry B 2 Fh B A i 9 BRF (€ - R B 26 72 B MR 0 2R B A Bl R
B OREMHTRRNZK > R AZERKEEN - WAL - &
EEHECKEZ2E 7 ERXHRBERR LR ZEIBERE A
wo RHERI -LEE -HNEE > DMERMREKy2E -
(B2 » EE(H M E L - {4 Mr WHEATLEY 2] - HE (r{f2H
HIRTEA M REXNKRES - WTFE LA RE M=
RITERMER BMUEREXRRES » eRNR/MEZRTE AR
b - AR EBRNREEFEMEAEZN -8 > WET > XK
NHESHOFEMAL » EEMAD - AEEAN - FE L
mE A NERE > TREERENBUTERE - AANBERRE - 7]
REfEE R AR R - & F ANRARELEE R & goi & —f &
EREH - REBEEMME?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

WEell, the banks — "professional investor" has quite a strict meaning
under the regulatory structure in Hong Kong, so you cannot be classified as a
professional investor unless you're a fund manager or a bank or an individual
who passes certain tests. And the tests for an individual to be considered a
private investor are that they have experience and significant experience in
dealing in products, that they have a good understanding and knowledge and
that they have a one million US portfolio in place. That's the test, the strict
professional investor test but, as | understand, the banks were selling these
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products not just to the strict definition of professional investors but to a wider
range of people who they would consider to be their premium customers. |
think we have to review where those threshold levels are set and it's
something that we'll be working with HKMA to look at the way that banks
classify their customers and, therefore, the products that they sell to
customers.

E/E

ﬁﬁaE
REZFZS -

%5%& = W AR E A 72 R 100E RGPl B SE R —
(6 LR EEE . FH ERAEEE.. AR TAERTERK
EHEMBERANEERBRNKRE S (7 F a7 E&) - 8 7 HE
HIRTT o AR MTEE s

Chairman:

------ FEEMFEBHANPUR - BEPORA S H B EE ?
Chairman:

Mr WHEATLEY? Please be brief.
Mr Martin WHEATLEY:

| think we need to understand all the facts, and I'm not aware of the
particular product you have, but the question is always whether it's the policy
that isincorrect or whether it's the implementation that's incorrect and part of
our investigation process is looking at that: is it implementation that's wrong
or isit the policy that's wrong. And we'd have to investigate this particular
product to really understand that.

E/E

FEHKE -
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REFHA -

R T e
FEREZR -

ERE - FOE B ERER E— RE R AR E - Wl A &t E 4 E
ZEE T WEE-REE > EREMEFNME - BIRTT
A E - B35 TEECLN Y ELN » JEREHEMIIRT - 20 2

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

The investigation will cover any areas where we've had a referral that
suggests there is a potential breach of our Code of Conduct and those referrals
have extended beyond simply Minibonds.

E/E

2=
E3%

p=q11
i

#
FEGHS -

HEH R T MRAZ  BERELE T —KEE
Ry 75 BT 95 H o BN AR R A (R A e BT Y BRI & e SRR EE 30H
it BRI SFCHY AN F » FIREIRTE LR 2 & 5F K3 » BHAEREHE
ME2ESRITRERE 7 B TR E » SR ERWEIRMERE —
EfER - EANTFHE  RKEIMRMEFHMNE - HREFRECS
i &r » HINEY AN T2 7 e % 8 T (1 22 3558 T8 26 [ R 1T R B A &
g 2

\

=

&“R

Chairman:

Mr WHEATLEY?

26.06.2009 p.76



EEMREEE B HERMESZREEEEMESTSENEENLEEY
Legidative Council Subcommittee to Study Issues Arising from Lehman Brothers-related
Minibonds and Structured Financial Products

Mr Martin WHEATLEY:

Okay, can | deal with the first question? Y ou asked the question, "Has
the investigation started already?' In some cases, yes; in some cases, it's
been extended into other areas.

In terms of our resources, we are extremely stretched. We are not —
and | don't think anybody is— used to dealing with the fallout from the failure
of the world's fourth largest investment bank. So we're dealing with a huge,
huge workload that we have never before had to deal with and, so, yes, we're
stretched. We're working as hard as we can to focus on resolving these
issues but our work, by its nature, is very confidential, very sensitive and
doesn't lend itself to rapidly expanding our workforce to meet the volumes.
S0, we have extended, we have expanded to adegree. We will be continuing
to recruit but we cannot rapidly add large amounts of resource to what is a
very, very sensitive piece of work.

A
TRk B -
FEFEHER
P B R AE - IR 7 52 2 08 AN BE 49 R I [E] A BE IS R & N T R iE

HELHAE  WNEEEeRE AERBERVHEE  F5EM
IR EH CaE 7 R N S5 2R TE B 3 A R T RE ’% IR 2
HWHEEMEE  WHEKESFFEZRDN -

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

No, we are operating as fast as we can. | don't believe we could
accelerate the current progress.

E/E

o

%8

p=q3114
\]]HH
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FEFEHES -

i - R b - Bl R e I B B Il R B R B — i R 2B 0 &
pi B SR AT B R ARy T o HOR IR ERSE o IR AR A fe 2 B BRI F
FHILHIEF] » B J SR - $2 B R M SFCMH Y — S5 & » BHUR B2k
M EMENERBZATS  FTHERZEE®RT......

FE
AR FHEA Y
FEGZES -
FAGE: - 31HA46K — ZWETERKESE - KRBT

A9 r 2 2] » BAAER — LB EEREHE - TE P IR1EE [
statementZE {5 R TR TIE - FHl2REEHEHE - HEK
R &R - FAESEMRMEFLTNEERE SIS - </
AEADEERE > IZEafEEEDIEREREELEELNANR
e 2 N Kk B C &0 & 5 EE 18 IR H &l o Bkl R&EE
i AmmEREEMETS EHE o B RIRE ARER L BHiE
WA BIEEE S H AN -

R REEHF HE > EERMEULLEZRY - (RECWE
P ARE S A R GE 8 2 F A 2 T DAERY AR - e
RAT Y [F] 25 12 8 430 0 28 BE ok U I E HH — S RO g

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

In terms of the disclosure, one of the things that we did very quickly
after Lehman collapsed was issue a circular reminding people that they need
to be very clear and upfront with their risks and we've requested that all
product issuers review their existing marketing materials to assess whether
they take account of what is a changed market condition. So, since the
collapse of Lehmans, we clearly have a changed market condition where
counterparty credit failure is now something that's much more prevalent in
people's minds than it was previously. So we have been asking all product
issuers to do that, to review their documentation, their marketing material, and
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we have been applying that standard since that day to products that are
coming through to the market.

In terms of education, we're working with the Government to propose
the establishment of a much bigger educational front. We have an education
responsibility insofar as it relates to securities but we believe financia
education is a much broader issue than that; it's something that we're talking to
the Government about, about how we give an Investor Education Council the
resources and the powers to provide much, much more education in financial
terms across all products in Hong Kong. So that's something that the
Government have as a policy initiative currently.

FEFE#ER -
ERE -
A

o
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ll

\

%
FELHS -

WA HEEMERRER  EFBERI®R 1] 5#
M —Ld55] > IBH 2R - fEIRi TEE LM A& 2% » BIHRTE(R
Bl F31H N F - HEMEE TS - RIREHEE
EHmBmERMECHENRE » < — HAREIHE
B HEENEZBAEERENESE TEHESE &
LTHERATEFERE - FEAGREECHEE HERVEEN
e 7
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Can | come back to the point you mentioned that it was only after
Lehman's collapse that we issued a circular? We had issued a large number
of circulars prior to that. So, in the period over 2004, 2005, 2006, 2007,
where we realized that more complex products were being sold, we had issued,
many, many times, investor education articles, FAQs to our Code of Conduct,
results of surveys where we were constantly trying to explain the obligations
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of intermediaries in selling products and the nature of those products to clients.
So that's a high degree of activity that's been operating throughout that period.

In terms of vetting, we have always vetted documents to a high standard,
so we haven't stepped up our level of vetting of documents because that's not
an issue. What we have asked for is additional disclosures and more
prominent upfront disclosures of risks rather than those risks to be, in lots of
ways, less prominent than the positive features of a product. So we've asked
peopl e to rebalance that and get the product risks much more clearly upfront.

ik B
FEFE#ER
MEEH ... H B R A & By A g FRAE U Y BRI 2 2

RAGEIRZEH TR B EEZRMTE A el R&EZHTEFS
o HE R4 RER A EAEEK - REENTESFH -
R1% B R R 5 58 T8 26 1 survey i 2R 8 5 3 25K » 51 I B SR AR 1Y
FlEEREMNERFALEREFH MM ET R - K12
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Chairman:

Mr WHEATLEY?
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Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

We are currently requiring much more upfront disclosure or a much
more prominent disclosure of risks and features.  So that's something that we
are doing as of now.

We are also in the process of developing a new code, a new product code,
where we are expecting to require a (The buzzer sounded) key facts statement
that will be more accessible and more readable in products going forward.
And we're also looking again at our Code of Conduct to see whether we need
to strengthen areas of the Code of Conduct. So there's a large range of
initiatives, some of which are aready in place, some of which weve
implemented already, some of which were working on and well bring
forward later this year.

EFE HEEFERBEEA PO ERXFEERNYE
o KES o N LRFIRSEE SRR ERT S th /T AT AL - BNERAT 7
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

I'm not sure that we've yet got to the end of the process of understanding
exactly where the problems have occurred. As I've said, we've got a large
number of investigations which we are getting close to the end of but | think it
would be premature to try to apportion overall responsibility asto where most
responsibility would sit. And we will, no doubt — and I'm sure this
committee will —take aview at the end of this process.
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

| don't have any comment on the media and any stories that have been
repeated. In terms of where the responsibility is being pushed, as | say, we
are still in the process of concluding, so we cannot take final decisions at this
stage, as to where, ultimately, the responsibility rests.
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Chairman:

&

Mr WHEATLEY?
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Mr Martin WHEATLEY:

The products are approved because they comply with Schedule 3 of the
Companies Ordinance which allows institutions, arrangers, to issue products
structured as debentures.  So they're approved because they comply with the
law.
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Chairman:
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Mr WHEATLEY?
Mr Martin WHEATLEY:

As | mentioned earlier, there is a separate investigation into Lehman
Brothers as the arranger because | think that's an important line of inquiry that
we have to pursue. But you've used the word "scam”.  All around the world,
financia institutions were creating products that provided different returns to
customers from shares or normal deposits, so the phenomenon of complexity
is something that every market has seen.

These products were being launched at a time after the bursting of the
technology boom when many people lost significant amounts of money on
technology stocks that they thought would rise in large value; they'd lost
significant capital. It was a low interest rate environment and, at the time,
these products were structured as a way that people believed, the structure was
believed, were a relatively low-risk way to provide enhanced yield. And
that's how the products were initially designed.

Clearly, what we've subsequently seen is the unprecedented failure of the
world's fourth largest investment bank which nobody could have expected and
nobody could have predicted and, so, the losses that have now incurred are
because of a quite unprecedented event. But the products initially were not
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intended to provide high degrees of risk; they were intended to provide a
moderately increased return.
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Weéll, | think, potentially, what has happened has gone against the
original intent of the regulatory setup. We have a Code of Conduct in place
which is designed to ensure that, when products are sold, they're suitable for
the individuals buying them. It appears that, in a large number of cases, the
products were not suitable for the individuals that were buying them and our
job is to find out whether the extent to which a regulatory failure has led to
that.
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

WEell, even bonds — and, obviously, these are not simple bonds — but even
bonds carry risk and | think this point has been made before, that, if you buy
bonds, debt issued by whoever, you are taking on exposure to the credit
qguality of that person. So, if you buy HSBC debt, you take on credit
exposureto HSBC. So, in asense, bonds don't imply no risk, they imply that
you take on the credit quality of the person issuing it and, if the person issuing
it fails, then you lose. And now, in this case, that's exactly what's happened:
the person issuing it, the arranger, has failed and, therefore, losses have
occurred.

The 4% to 5% yield that these products were paying, or sometimes more,
was ayield for, effectively, writing credit insurance for Lehman Brothers and
that was the way that the product was issued. It's an option premium that's
being received by the individual.
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Chairman:
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Mr WHEATLEY?
Mr Martin WHEATLEY:

The potential for compensation for investors has to be down to the
voluntary actions of the issuer — sorry, the distributor. In the case of the two
brokers, who admittedly issued and sold avery, very small amount of the total,
but, in the case of the two brokers, when we presented our concerns to them,
they felt the best route for them was to provide compensation or a buyback
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arrangement for their clients and they saw that as the quickest and simplest
way of resolving the regulatory concerns that we have raised.

We're having similar discussions with a number of banks. We do not
have any power to enforce compensation from the banks. It will only happen
if the banks feel that one, we have a strong case that represents that they have
failed in their duties and that they breached our Code of Conduct and,
therefore, there's a potential offence under the SFO; and if they fedl it'sin their
interests in maintaining their relationship with their customers to provide an
equitable solution. But it has to be a voluntary action from the bank. We
do not have any regulatory powers to enforce such an outcome. (The buzzer
sounded)
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:
It isone of our duties, yes.
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

I'm sure, in practice, it will be elements of both that have contributed.
We put a lot of effort into investor education. One of the consistent
messages we put out to investors, whether on television, radio or through
printed media, is to make sure that you understand the product and do not
invest unless the product has been properly explained to you. But no matter
how much investor education we put out, for it to work people have to take
notice of and read and absorb the messages that we are putting out.

We have been concerned, as you rightly say, about this phenomenon for
anumber of years and we have been putting out not just warnings to investors
but warnings to the market about what we expect of intermediaries and, in a
number of cases, we've taken enforcement actions where we've disciplined or
removed licences from firms that we felt were not selling properly. So, |
think the truth is, it will be a combination of a number of things. We do put
alot of effort into investor education but it does require that people take note
of the messages that we give and we don't necessarily reach all people with
our messages, even though we useradio, TV, internet and printed media.

We have put alot of emphasis on telling our brokers what we expect of
them and we've taken actions against them where they've fallen short of that.
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Sorry, firstly, it's not the case that most of our investor education work is
done through the Dr Wise column. It's one of the many vehicles we use.
We have TV programmes. We've run, in the last six months, three radio
programmes, seven televison programmes, weve given numerous
speeches, ......
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Chairman:

Mr WHEATLEY?
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Mr Martin WHEATLEY:

WEell, the product was complicated and | have said that and | think
everybody understands that. Whether we move away from a
disclosure-based (The buzzer sounded) policy is actually quite a significant
decision for Hong Kong. Hong Kong wants to be an international financial
centre. Generally that means people are alowed choice and products aren't
withdrawn from people simply on grounds of complexity. Now | do think
the products have got too complex to be sold through some of the channels
that they've been sold through and that's one of the sets of changes that we're
looking to go through. Whether we roll back the whole disclosure-based
policy would be a very significant move for Hong Kong because that implies
that you're not going to give people choice, you're not going to give them
choice of products. Somebody, may be us, the regulators, somebody €else,
would choose, "Here's a set of products that are suitable for you but you can't
have those products’.
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Mr Martin WHEATLEY:

WEell, something was done earlier. We published the results of our
surveys and we said people do not understand always the products. We also
said that the intermediaries selling the products aren't explaining them
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adequately. In a number of cases, we took enforcement action against
brokers where we had inspected them. We inspected 10 investment advisers
following that publication; half of them we punished. That's what we found
when we went in and looked at them.  So, we published the reports, we acted
on it, we punished people who were not operating to the Code of Conduct.

Chairman:

OK » 11{7 fF Xy [Fl S E M 1 o HAEERME — & - 2 W Wl &
AMEANZEEEAEAHBER -

Mr WHEATLEY, in your document "Structured Product Investor
Survey", document S25, issued in November 2006, page 13, where your
report said that two-thirds of the people interviewed or surveyed said that they
found "the offering documents contained too much jargon or the product
concept was too complicated”, thisis what you admitted also. Now, in such
a case, Mr WHEATLEY, before the saga of the Minibonds, did SFC adopt
any measures to urge or to ask the issuers to improve on the marketing flyers
or the prospectus, improve on the expression how — whether they can make all
the documents, all the marketing materials more easily understood so that they
can make sure that the investors can understand what they are investing in?

Mr Martin WHEATLEY:

Yes, very muchso. Wewere.......
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

...... conscious of the complexity of the documents and the language and
we worked with the legal advisers to start to introduce simplified language in
the document but, even with plain English prospectus, it's still a hundred-page
document because it describes a very complicated product. So we did push
the lawyers working with the issuers to ssmplify the terms and to make the
documents more accessible but they're still a complex product, so, even
though there were changes made, it doesn't change the fact that it's till a
complex hundred-page document.

26.06.2009 p.92



EEMREEE B HERMESZREEEEMESTSENEENLEEY
Legidative Council Subcommittee to Study Issues Arising from Lehman Brothers-related
Minibonds and Structured Financial Products

Chairman:

Youre saying that the issuers were prepared to carry out some
Improvements on their documents?

Mr Martin WHEATLEY:

Yes. Yes, and if you look at the actual documentation from early '05,
from about series 18 onwards, there was a significant change in the quality of
the language that was used to describe the product.
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Mr Martin WHEATLEY:

WEéll, in the prospectus, al risks must be disclosed and we've asked that
all of the issuers of the products include al the features and all therisks. The
marketing flyer clearly is a one-page document; it would find it more difficult
to include everything that's disclosed in a hundred-page document. So,
typically, the marketing flyers, in the case of Minibonds, would have a clear
statement that the notes are not principal-protected, that there's no liquid
trading market, that there would be redemption following a credit event, and
that they're exposed to the credit risk of the reference entities and would, also,
aways say "Tak to one of our customer representatives." So, those are the
predominant risks that would be involved in al of the marketing flyers.

In the case of the Octave notes, there are additional risks: one, investors
could lose part and, possibly, all of their investment — and that was a clear
note in the Octave notes marketing materials; and secondly, that the notes are
not suitable for inexperienced investors — and that, again, was in the marketing
materials for the Octave notes.
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Mr Martin WHEATLEY:

The documents would give the criteria for the collateral so it would be
stated very, very clearly that the proceeds would be purchased to buy
collateral; they would be told the credit rating and some of the features of that
collateral and they would be told immediately after purchase it would be
available for inspection.  So, the information about how the collateral would
be selected was included and the availability of information the day after was
also included.
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Mr Martin WHEATLEY:

Yes, well, one of the first things that we did, when it became clear how
the subprime market was deteriorating, was require all issuers to confirm back
to us the extent to which mortgage-backed or asset-backed securities featured
as components of their collateral or their products. And, following that, each
of the issues had a clear statement that the CDO will not be linked to
asset-backed or mortgage-backed securities.
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Mr Martin WHEATLEY:

Yes, it would have been very difficult for either the frontline staff or the
individuals to get the level of information about how the collateral quality was
changing but what they did have was that each of the issuers was, on aregular
basis, would make a price to the distributing bank and clearly that price itself
would reflect the quality of the underlying collateral. So, even though it
would be quite difficult to analyse the collateral credit downgrades, you would
see very, very clearly from the price being offered what was happening to the
underlying product.
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Mr Martin WHEATLEY:

The complexity of products has been a phenomenon that every market
has seen; it's not just ssimply Hong Kong. Youll see similar issues in
Australia, in the UK, in European countries. And products have become
much, much more complex and they have been sold to more of the retail
population.
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Our reliance on the Code, on institutions who are selling the products to
understand the products and make sure they're properly understood has been a
linchpin of the policy that Hong Kong and most other markets have adopted.
Now, the question we face today is was that policy wrong — and that's one of
the questions, so should we restrict the products that people can buy on the
basis of complexity, should we simply stop certain products being sold — or
was the implementation of our codes and guidelines in banks and brokers, was
that wrong and (The buzzer sounded) is it that that needs to be tightened up.
We're reviewing, obviously, the second as part of our regulatory reviews,
investigations currently, but we've proposed to the Government that we need
to take an all-round review as to the total regulatory structure.

And | think it's a valid question but that's the policy that we've had for
the last five, six years, in fact, much longer, has been one of disclosure where
you don't restrict the availability of the product simply based on its
complexity.

EE

Mr WHEATLEY - {Rig JKHYEHI R & » {20034 £ E &
"BERUANERE HEMEEENBEREHL AR AE AEHE
EEREROTRENEEZEZHN @Y > KEABNESHM
HRRTE TR G S e RlEL - B AN IRt A
—EHFrFE"fiLbrake" » —EHE-~F F—IF ELEBRRFRE
HMNWEEHE e S WEE  KRMAEEENRES &M
HEENEN  FEERMUEEHE BRI TEHESHMERE 2
GTEM—ERTTHELK  HEEBRASEMEEDN - W4 (R
B e Bk ElE K IE 2 Mr WHEATLEY 2

Mr Martin WHEATLEY:

No, | think we do have to question, | think we do have to challenge,
whether the regulatory regime that we have is the correct one. But, please,
let's not forget that, in Germany, weve seen the falure of numerous
Landesbanks, we've seen Northern Rock in the UK, we've seen the Icelandic
banking system collapse, we've seen, in the US, Bear Stearns, Lehmans, AIG
and numerous other institutions need taxpayer bailout. We haven't had those
issues in Hong Kong. Now, we have this issue that we're dealing with and
the subject of this Subcommittee but most other areas, Hong Kong's financia
structure has stood up very well to this crisis.  And | don't think we should
forget that in looking at the extent to which we need to overhaul the structure.
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------ KR T A ERZEEE - ZHBITHEERER
FHAREMAAEEFNAEEE - OK» 718 - JHERE - BRI
e B IREIE - 58 T A AT DURE -

BRER#ER -
S ER > ZHEREMEET#EREM -

HAEHMr WHEATLEY » HE {f 2 Xie 25 B g 28 X &

N =

Bl FE = A BE Y 2= A B ED R SR EUE B P BV 0% — {iE top-down
approach - {f 0] &3 18 f& ¥ 38 — N B /x H & J7 3% - 1 A 2 2
caseXE FH ?

Chairman:
Mr WHEATLEY?
BERHS -
REEBATLLT -
Mr Martin WHEATLEY:

Okay. The problem with looking at individual cases is that, with
relatively few exceptions, there aren't adequate records to assess the validity
of the clam and counterclam. So, one person will say, "I was
misrepresented, | was sold this, | wasn't told this' and another would say,
"You signed a document saying that you understood everything." And that
is very often the case in mis-selling claims.

The only way, effectively, to investigate is to look at the overdl
procedures and policies that exist within a bank, ......

BRERZR -
OK -
Mr Martin WHEATLEY:

...... look at whether there was adequate training material, whether there
are due diligence records, a wide range of things which would tell us whether
we believe abank could have properly represented the product.
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ES &
Bt A -
RERBA -

Mr WHEATLEY - &5 [ {x » 72 05 M 3 & 30 R’ ) 58 25 17 B Bf
fig - {r2 E@E%&Hﬂx_{ltop down approach

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Yes, we're adopting the same approach with the banks as we adopted
with the two brokers, yes.

REHAA -
OK -
ES &
B -
RERBA -

AR R EEEE o 2 B OR [ B A [E E R 0 7F top-down
approachZ= 1 - R EEZERRFIE HEEF - EH ERNEE  BEE
KEFESEH3ITH - — 2 E M =B & - product due

diligence ; 25 — {2 5 £ | £ - selling process ; 5 = {[i /& know
your client} suitability test s B[R {TH 7 K FEZE B {E B #9 15 I
)t $5 B 2L o IRMI A P i BB - 2 S 2 IR A
top-down approach#8 £ H 4 55 75 2

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

WEell, | think what you've described is exactly the range of things that we
look at. In order to form a judgement on these things, we clearly have a
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document-based component and an interview-based component. On the
document-based component, were examining internal process manuals,
records of due diligence meetings, minutes of those meetings where products
were discussed; we're looking a the marketing materias that were
developed — or, rather, the training materials that were developed internally.
So, alot of it is about looking at materials and looking at what records are
kept, but also alot is based on interviews where we ask people to explain to

BER#HS -
OK -
Mr Martin WHEATLEY:
...... what the products are.
BERHA
OK -
EE
PREE S -
BEXR#ES -

AL - ERIRIR R A TRIRIT IR 38 VB Isa el o A
e HALEERF 5 BN - (RMIBIHRE 58 e af & - 20 & 45 & M %
HE By A EEE AT - AT ASE R AR - 1R IR AG ' 52 H RO B E AT Y IR
T2 - Et2fE:E T - Bl (K Aytop-down approach’®E - &
T EER - RAEEER - CEEANLEERGREER - TEE
AHE A R Ay G E T HE  LBGE R E MR EEE R

SR N
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

WEell, as the honourable gentleman will be aware, we cannot prejudge
that. So we have concerns and we've raised those concerns; we've presented
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those concerns to the institutions but we cannot pregudge an outcome. So
we're in the process of determining whether there has been afailing.

ES &
e
RERAA :

2 5 W P 35 75 77 2K & - R [F] B 52 A top-down approach - [A] &
HECERAME  HRIPWHESTEA P ZIABERENE
FooEs e

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

In the vast majority of cases, yes.

RERAA :

B -
RERBA -

------ PE¥IE SLIRTT - IR ER G EER K BHREFH
o EIRIRE fr EeE IR ey TIEF - Ry HiRE S
AEERTHDZHAEEREF ?

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

| don't think we can assume that exactly the same problems will occur in
every case, so there are going to be different findings with different
ingtitutions.  The extent to which the banks will feel the need to buy back or
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compensate is their commercial decision. We cannot direct them or force
them or in any other way use aregulatory power. That has to be a decision
that they reach and they would reach a decision as to exactly if and, if so, how
they would want to reach some sort of settlement with their clients.

EF&
BE A -
RERFA -

EHATREN Zim  (REEEREMEEFER R E R
FEST A - HIG 2

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Yes, Chairman, we have the power to fine but that itself doesn't
necessarily benefit individuals. But we don't have the power to require
compensation or buy-back. That hasto be acommercial decision.

ET &
B -
BERBA -

5 AT b 5 35 (8] 5% T IF - 55 8 2 & B e R AR 2 3t 1 1% ok
= e 2

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

We've suggested to the Government, as part of our initial report, that
powers to force compensation may be an additional power that they might like
to consider, so it is something we've suggested needs to be on the agenda.
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ES &
Bt A -
RERBA -

fRAE - BA(E SR EE )T > EryE % .2 A DLA] 2L
ERABMERMEZE - BEHEERBENRNE - HE&EE R
B ] R B - Ry fR] L OE T IR AR PR WE - 0SB ARy B B i E [

W - xR allE 2

Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

Wéll, | think, in the case of auction-rate securities, which may be what
you're referring to, the major banks moved very, very quickly to buy back the
securities at 100% and | do think it is because there are some additiona
regulatory tools available to both the SEC and the New Y ork attorney.

ES &
e
RERAA :

T RBEEE G RN ER - 20044 & 1 s — 1E B R 58
FITNAEHEEMWALTWHRE  #EPL NREFETEE
FERXNTRSH - RERTHES Mg T2ER - &£
20064 - EfEIEBHM—X » BM—RAEZBELEFTN
B mE M A ¥ 1T RsFA] —— Code of Conduct —— #f
EREESTF  ERTHEERANBN - RECEMXAE T
GER - ERUFEF008FEARHETHETEER®A -

HAEHMr WHEATLEY » {815 &5 /728 75 | 5 2 r 2%
RfgR - REEER S MEEESE > ERBEFFLELE
B EmRAREML?
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Chairman:

Mr WHEATLEY?
(2R 5L BN e )

0 L R LR -
(2L TN 2l 7 T )

RS ZE  BRUARNLLZE  —EEZRFAAF - E

3

Mr WHEATLEY?
Mr Martin WHEATLEY:

We pursued our investigations, our themed inspections and actions
following on from that; we took action against a number of the investment
advisers that we surveyed and we published the results and the issues that we
found. So, they werethe actionswetook. | don't think I can comment —it's
not for me to comment on how the HKMA would have responded or would
have taken forward its own actions.

ET &
B -
BERBA -

T - Mr WHEATLEY » FAEGE IR - /R A 8 — {1 8 = 19
top-down approachfJ & & » SEH B F 2% /DR 2

Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

Normally, much longer than we have currently taken. They're
invariably complex discussions. We have set ourselves targets in terms of
how long it takes us to complete. In many other jurisdictions you can find
that these sort of investigations will take, if not months, years. | think we've
moved our investigations to this stage very quickly, given the volume of work
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that we've had to deal with. So, we're moving them forward as quickly aswe
can and we hope that we can get aresolution as quickly as we can.

ES &
e
RERAA :

£ o Mr WHEATLEY » &2 - a‘%%ﬂ RGP NI PN
E Sy o Ay E k2 A IR TR RS B o M — {55 2H B S Y

top-down approach (77 /% 75 Z5 &) WY ,ﬂé%‘%i‘%y DEER 2
Chairman:

Mr WHEATLEY?
Mr Martin WHEATLEY:

The investigation itself is arelatively easily defined part. The complex
part is the subsequent discussion with a bank as to the extent to which any
failings that we present are accepted by the bank and then the extent to which
a bank is prepared to respond to that. Now, we have atimetable which is the
disciplinary timetable which, effectively, is the backstop. If discussions
aren't fruitful, then we simply go through the disciplinary timetable which has
very strict deadlines in place in terms of response to us and then the time to

appeal.
BERZER -
FiE o fBEEE - Mr WHEATLEY ...
Z/E
ZRfEE AT
BERES -

------ e &2 E - FMEE& X #R T8 top-down
approach - & J& [R5t £ 238 F 2 W - (HEE )%085%174“??
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Chairman:
Mr WHEATLEY?
Mr Martin WHEATLEY:

| think one of the things that | find surprising is that, before the collapse
of Lehmans, there were very, very few complaints about mis-selling, so we
had carried out our inspections, we had an ongoing concern that we've spoken
about and that we'd surveyed ......

RERBA -

Mr WHEATLEY - A& » JTE IR - A2 RRANE 72 - T
et B LR M 80E 2 5% % 7Y top-down approach iy & & Ay £
HeERMEEEFEENER LFER > ZEHANEKR  MEGRE

Erlx ?
K

OK - Mr WHEATLEY » & 588 —partit #5 oF -
Mr Martin WHEATLEY:

I'm not sure how | can compare the two because | know how our
investigation processes work. | don't know the scale or the size of the
themed inspections that the MA carried out at that stage.

BER#A -

TERy......
T/ -

HEREE T - NP REERK -
BRER#ER -

e N 58 E ...
Chairman:

Okay. Mr WHEATLEY, thank you for coming to today's open hearing.
The time is up and the Subcommittee has arranged for you to return to this
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Chamber on 3 July at 10 o'clock. And, please attend punctually at that time,
okay, and continue to give us your evidence. Thank you very much.,
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