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Ms YIP Yok-tak, Amy, Chief Executive Officer, DBS Bank (Hong Kong)
Limited:

Mr Chairman, the NPSP is a product programme which focuses
primarily on the product features and the applicability of the product features
to the customers at the materia time. The product programme is
supplemented in the selling process in identifying the primary target
customers, in identifying the match between the potential primary target
customers and the product features in the selling instructions so on and so
forth, we have very explicit instructions and guidelines following that. The
product programme itself istwo-levels. Oneis actually to approve an overall
programme such as the Constellation programme.  The specifics of the series
within each programme are covered separately in a due diligence process
unique to the series themselves and the selling guidelines are geared towards
the selling process as well as having satisfied that the product is a suitable
product.

T/ -

Et - RHIA RAEHEE RS EF e 2 B F & & E
- B FE i W) W9 JR BE - Bl B B 22 Y & 3 (NPSPEL 73 ) Y B #L R Fr
BUAE 3 L f i - IRIR AR REIR A 5 e &% & & Bl b 77 158 (A
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o R E R LR SNBSS 2R E BT KR E & b
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MsYIP Yok-tak, Amy:

That is not the case. Before a product or a class of products goes into
the product programme, which examines and approves the launch of the
product for distribution, the suitability for the overall investment base, the
investment customers, is very much taken into consideration. And part of
the product programme sign-offs as well as the parties involved in signing off
and in the discussions in the product programme actually do include the front
office in addition to the risk departments, the audit departments and the
compliance departments. The relevant business units responsible, or will be
responsible for the distribution of the product do actively engage in the
discussion process, including whether the product is suitable for its customers.

E/E
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Ms YIP Yok-tak, Amy:

The launches of our programmes follow the guidelines laid down by the
regulators.

T/ -
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Ms YIP Yok-tak, Amy:

Sorry, Mr Chairman. The NPSP product programme is subject to
regular reviews and the reviews are conducted regularly in line with market
conditions and with new regulatory guidelines. Since its inception in
2003 and the ongoing, continuous distribution of products, the NPSP had been
regularly reviewed. It's also reviewed after the launch of the guidelines by
the SFC in May 2007. | don't have the details pertaining to the specifics of
the reviews, but we can revert to the committee with the details of the reviews
that had taken place during the period under review.

e

o L EREREFHIEMERAKEEFTAINPSP -
Ms YIP Yok-tak, Amy:

Yes.
EE
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Ms YIP Yok-tak, Amy:

Mr Chairman, the IPG is the department that works most closely
between the arranger and the distributors. The IPG has regular meetings
with Globa Financial Markets, who is the arranger and who would introduce
and show products to the IPG. The IPG screens them even prior to the due
diligence process. They also actively engage in the due diligence process.
The IPG receives input from the relevant business units, in this case, the
Consumer Bank, on what is the market offering our customers at the time.
The IPG, through GFM, also supplies the market conditions, and together they
would conduct a screening exercise for the suitability of the product for the
Consumer Bank customer base and which customer base it will be most
suitable for. The IPG is also actively engaged in the product due diligence
and the risk-rating of the product prior to its distribution.

A

B AR IR P A 2 [ R R RE Y 55 280
Ms YIP Yok-tak, Amy:

Right.
e

21 - Hl & B X % & 7% Constellation Notesif » & & & =
SR ETER e ? B GBI E A E — B A -

Ms YIP Yok-tak, Amy:

Okay. Sorry, Mr Chariman. The IPG reviews distinctly the product
features, the integrity of the product features, they also review the risk
characteristics, the (The buzzer sounded) market volatility, the maturity of the
notes, the credit-ratings of the reference entities in the Constellation Notes, the
credit-ratings of the collateral, the credit-ratings of the counter-parties. It
also reviews the quality of the counter-parties, the collateral as well as to the
reference entities. It reviews whether the proposed coupon return is
sufficient to meet the demands of the customers as well as whether they are in
line with the risks to be taken by the customers during the holding period.
They also look into the diversification aspects, the geographical spread and
the ability of the investors to understand the product features as well as the
reference entities so on and so forth.
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Ms YIP Yok-tak, Amy:

Mr Chairman, they are primary target customers — would fulfill all four
conditions.

e
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Ms YIP Yok-tak, Amy:

Mr Chairman, in the account opening process and in the account
maintenance process, it is critical that our relationship managers understand
our clients, so there are discussions in the account opening process as to the
client'sinvestment experience, what they've engaged in the past ......

EE
Rk E e

FrEHHER -

TR RS 0P - VR - ST — R - R
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Hon Audrey EU Yuet-mee:

Has the bank set the standard for sufficiency?
EE -

Tt e
Ms YIP Yok-tak, Amy:

Mr Chairman, | was trying to explain the standards. Yes, we do have
the standards.

REHER -
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Ms YIP Yok-tak, Amy:

They have to have sufficient investment experience which could include
investing in a number of products, include.......

FrEHHER -
EEGllERSE ?
A
M RAERER » REE - REGEEMEEREE ?

Ms YIP Yok-tak, Amy:

...... no, the products could be derivative-linked types of instruments,
such as equity-linked notes, such as other structured products involving a
derivative overlay over a deposit.

EY-&
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Ms YIP Yok-tak, Amy:

o

lln

\

=

Mr Chairman, we do have definitions with respect to what would
constitute arelevant experience, the relevant experience base.
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FE
ErA
Ms YIP Yok-tak, Amy:

No, Mr Chairman, there would not have been misunderstandings because
prior to the launch of the distribution, our staff are provided with a list of
potential primary target customers and the list is extracted based principally
on thisfour conditions.

EY &
REHFA -

IR AR st & a5 B M 2 IR A 18 ke By AR (E st - 755
H A2 M FRANFRE ?

FE
ErAt
Ms YIP Yok-tak, Amy:

The list involves specific names.
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Ms YIP Yok-tak, Amy:

Mr Chairman, can | get referred to the specifics? Sorry, | don't mean to
take up your time, but ......

FEBMHEER -
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EE -
o i
Ms YIP Yok-tak, Amy:

Mr Chairman, first, all the documents are provided to our staff in both
English and in Chinese to ensure that the staff have full understanding. This
linerefersto: Thislink is similar to purchasing the bond issued by the relevant
bank. Now, in terms of credit rating, in terms of the fact that both
instruments do pay interest, there is a similarity there that is accurate.
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Ms YIP Yok-tak, Amy:

Actually, the question — the two levelsto this question, and the answer is
prepared for the two levels of questions. Firgt, the reference to "Yes, that is
correct" is that "Yes, it is correct that you are purchasing a five-year
interest-bearing instrument that will provide a coupon payment, so that is
similar to purchasing a bond", so the answer is specifically in respect to the
first part of the question.
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EE -
T .
Ms YIP Yok-tak, Amy:

Okay, if | may respond to the questions sequentially. In the first
instance of this question, the answer goes very specifically into the fact that
the Note is not principal protected. So that is part of the answer to the
question. The second one is in relation to the calculation methodology in an
early redemption event and who will be the calculating agent. (The buzzer
sounded) If | remember correctly from the prospectus, the calculating agent
would have been DBS Group GFM ......
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Ms YIP Yok-tak, Amy:

The script is only part of the entire selling process. The marketing
materials are very explicit in that there is no principal protection. The script
also mentions that there is no principal protection, and the staff are aso
reminded ......
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Ms YIP Yok-tak, Amy:

Mr Chairman, | am only referring to the page here. | am just referring
to the page. Thereis no cueing, | can assure you, aright? So I'm sorry if
that's been the impression. We are very explicit in reminding the salespeople
to inform the customers that they do stand the risk of losing the entire
principal in the event of an early redemption.
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Ms YIP Yok-tak, Amy:

The collaterals are dl triple-A rated. And, yes, part of the collateral or
some of the collatera may be invested in CDOs. But none of them are
invested in subprime CDOs.

EF-&
Ha#E -
HBEHA -
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teelE 24

ZE -
A
Ms YIP Yok-tak, Amy:

Mr Chairman, as there were 32 series launched, we will need to come
back to you with the specific answer to that question.
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Ms YIP Yok-tak, Amy:

The quality of the CDO is triple A-rated. The CDOs, the collateral
provided ensures diversification of risk, and each instrument within the
collateral isonly avery, very small portion. Therefore thisis part of the risk
mitigation, that we, the arranger, took active part to ensure.......
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Ms YIP Yok-tak, Amy:

Right now, if | may also respond, ......
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Ms YIP Yok-tak, Amy:

...... if I may also respond, the inherent risk in the CDO is actually not
different from the risk of default in another interest-bearing instrument of
similar credit rating. To date, other than the Lehman-related Constellation
Notes that are under discussion right now, the collateral value of all our other
notes have remained intact. In the calculation of the redemption value of the
Lehman-related Constellation Notes, the cost was the first-to-default element
on the credit default swap. It had nothing to do with the CDOs.
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Ms YIP Yok-tak, Amy:

Mr Chairman, there is sufficient diversification in the investment of the
collateral to safeguard against a complete wipe-out of the value of the
collatera should one CDO or a number of CDOs default.
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Ms YIP Yok-tak, Amy:

Mr Chairman, in the event of a default of an issue in the underlying
collateral, the investor may stand to lose some of the value, but there are also
other countering measures to mitigate against that risk.
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Ms YIP Yok-tak, Amy:

Mr Chairman, it is highly unlikely.
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Ms YIP Yok-tak, Amy:

The marketing material, including the prospectus, does outline very
clearly the risk elements in the product. These would include the risk
elements in the collateral aswell.
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Ms YIP Yok-tak, Amy:

Okay, in the material submitted and may | use the material referred to by
my colleague here. On the Constellation Notes, Series 71 and 74, in this
material, on page.......

HPAREA -
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Ms YIP Yok-tak, Amy:

...... on page 15, the third paragraph, the last paragraph, we refer
specifically to therisk involved in collatera ......
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Ms YIP Yok-tak, Amy:

It should be part of this package, it should be part of the package, it's one
of the....... yep ......
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Ms YIP Yok-tak, Amy:

It's on page 15, the last paragraph.
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Ms YIP Yok-tak, Amy:

Mr Chairman, would you prefer that we come back to you after the
meeting with the specific document number?
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Ms YIP Yok-tak, Amy:

Oh, we will resubmit the document.
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Ms YIP Yok-tak, Amy:

Mr Chairman, as there are alarge number of documents that we probably
need to go through to identify the response, can we ask that we look at it
during the recess period or whatever ......
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Ms YIP Yok-tak, Amy:

Sorry, Mr Chairman, can my colleague supplement the response?
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Ms YIP Yok-tak, Amy:

Our staff in the Consumer Bank are not licensed to provide advice. We
act purely as an agent, so the records kept would be in relation to the work
done as an agent, not as an adviser
ZE -

BlFEE -
FNEBWZESR -

EFE HERMREEEBE  MREGRLER  EET 58T %
NERSBEE  fFAFAOMNEY - EZFE - MREMEEFE—F

20.04.2010

p.27



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

W26(C) - Item 5 iE/N & — e fe - 2RV E L - & T8 K
g EAZHEMEMAN s FJSEHARERF  BEXEERTEE
AR g o ERERSGELEFFEA&NE » MK
G "HHIREIR  HER —HEARERW  MASHERESE
FEmBEL 2" REEBRHENRAEER KRR - E2H
B B PR & % A R H Sy Y - 15 28 2 A H 2 B T R A B BROK
o MHATEE RGN - MRIREENE - G HTE R
WEE s BifwmRKGHEOER -" EF > SEREEER ?EE
A2l - EEAMEM - SEf > BBV IREREE TiEK
ry - R REUREFFEIFERKE - 5 G RGEZT
R 2 AR Em PR EERE - £F - mMiFMERE®RM
AR AR EEEMERT - FHOCRBERWN#HER - (K
MEfRBELERERFFERIGEE?

ZE -
A
Ms YIP Yok-tak, Amy:

Mr Chairman, in addition to the training and guidelines and the sales
process, we do have in place processes for assessing the performance of the
sales staff when they are selling the product to the customer as to whether they
adhere to the processes as they are laid down. These include an internal
control and assurance group conducts independent inspections of the sales
process. Since 2004, we have in place a mystery shopper programme that
reviews — a third party independent review of the sales process. The other
department, the Compliance Department, are also involved in assessing the
adherence to the selling guidelines. In addition, any deviations from the
product mismatch, in other words, if a client purchased a product that is above
his or her risk category, these are documented, deviation approvals are
obtained. We review this on amonthly process.
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Ms YIP Yok-tak, Amy:

Mr Chairman, the bank did not engage in product pushing. The bulk of
the purchasers of the Constellation Notes were from the primary target list.
In addition, the supermarket coupons were market practice at the time. We
did not provide any sales incentives other than an encouragement on a

one-month deposit rate that was provided to purchasers of the Constellation
Notes.
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Ms YIP Yok-tak, Amy:

Mr Chairman, most of the scores from the mystery shopping exercise
were in the nineties percentile.  Where we discovered deviations, we actually
went from the mystery shopping — we actually went back and rectified.
Where we thought there might be issues, we actualy approached the
customers and tried to rectify the situation if it needed to be done.
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Ms YIP Yok-tak, Amy:

| am sorry, what was the question?

EF &
EEE L RE . BRa -
VR ET R

20 A AN R it A 5E (B R T B fE Hfth & B 3% R E R
RN = R TS R e A= i S M R W EE O G 5 1R ¢ S 7

20.04.2010 p.30



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

Ffas ) - B2V R 2MMEAR ARG K EHE - 2E AR
RimER » FiELERIE?

FE
ErA
Ms YIP Yok-tak, Amy:

We do have the information and we will revert in writing.
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Ms YIP Yok-tak, Amy:

| would have to confirm that. 1'm sorry | don't have the answer right
now.
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Ms YIP Yok-tak, Amy:

Chairman, I'm going through one of the prospectuses right now to
identify the names of the directors.
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Ms YIP Yok-tak, Amy:
The directors are not affiliated with DBSSG.
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Ms YIP Yok-tak, Amy:

Chairman, the due diligence process would be the same, whether the
products were originaly, within DBS Sing. or from a third party in the
marketplace. However, in the case of the consumer bank, Hong Kong, with
respect to the credit-linked notes, we distributed only credit-linked notes
arranged by DBS Group.

ET &
i E -
SEFEA

ERE - FBA2REFBETEEEMMHEE  EERZEAMZ
B Fr 5 1 25 B 3§ & (due diligence)lty » fEE LA FTE F - B E IR
BRI 2R NG Z2HIE Y

ET &

A -
FHBHA -

IS — (A 4 1 A U 2

b

1:1
\\

20.04.2010 p.33



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

EE -
T .
Ms YIP Yok-tak, Amy:

Mr Chairman, there would have been participants from Singapore DBS.
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Ms YIP Yok-tak, Amy:

Mr Chairman, there was no conflict of interests involved in the due
diligence process.
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Ms YIP Yok-tak, Amy:

Mr Chairman, | will answer the question and see if my colleagues have
any supplement, isthat all right with you?

Chairman:
Yes.
Ms YIP Yok-tak, Amy:

In the due diligence process, and in reviewing the integrity of a product
and the acceptability of a product, there are many, many departments involved,
so that would include compliance, audit, credit, operations as well.  Within
each of these departments, where there may be potential conflict of interests,
we have in place safeguards against potential conflict of interests, and at this
point if you'll allow me, maybe my colleague, Ms Wong, can supplement the
answer.
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A
Ms YIP Yok-tak, Amy:

Sure. In the series that were not sold under the Constellation, series 38,
series 75 to 77 were not distributed because they were not shown to Hong
Kong. Series 54 was an equity-linked note, which was withdrawn due to
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under-subscription. | am also aware that in series 75 to 77, there was one
name in the reference basket, which would not have been familiar to Hong
Kong investors, so that was not shown to usin Hong Kong.
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Ms YIP Yok-tak, Amy:

With respect to the name that would not have been familiar to Hong
Kong investors, that isin line with our product due diligence where we select
products which would be familiar to our investorsin Hong Kong.
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Ms YIP Yok-tak, Amy:

It was market practice at the time, to provide supermarket coupons, and
as| said the last time, it's unlikely that our investors would make a purchasing
decision based purely on a gift coupon. With reference to the dates, it isalso
market practice to bring to the attention of potential investors when they will
not be able to subscribe anymore, like the end of the launch period, and thisis
a description of the launch period.
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Ms YIP Yok-tak, Amy:

Mr Chairman, after the launch period, the investors would not be able to
subscribe.
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Ms YIP Yok-tak, Amy:

It is a product feature. The launch period was the period during which
we would, as we could, ascertain investing interest and also have a fina
indication of the total amount of note sold so that we can engage in the next
stage of the arranger process which would be the investment of the collateral,
so on and so forth.
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Ms YIP Yok-tak, Amy:

It isaclosed-end note.  In other words, it is not like an open-ended unit
trust where an investor can invest any time. These were definite series by
series launches so that to engage in the proper arrangement and the investment
of the collateral as well as the first arrangements regarding the first-to-default
basket, so on and so forth. We needed a certain timeframe for us to be able
to operate the note, or for the arranger to be able to operate the note. Thisis
market practice, and it is not a gimmick to hurry potential investors into the
decision-making process.
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Ms YIP Yok-tak, Amy:

No, | did not say that this could have been. | said that this was different
from unit trust which was open-ended. Thisis a closed-end note.
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Ms YIP Yok-tak, Amy:

Mr Chairman, | need to rectify my statement from the last time. What |
referred to was "it was part of the sales kit". However, the marketing
brochures were also available at al our branches. They were not mailed.
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Ms YIP Yok-tak, Amy:

AfDLE PR B R R - Al REFT E
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That is not the intention.
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Ms YIP Yok-tak, Amy:

We displayed the material in the branches so that our customers could
have access to the marketing material without having to go to one of our sales
representatives who may be busy at the time.
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Ms YIP Yok-tak, Amy:

If I may answer the question, | think the question is, we did not have any
sales targets on any products to our frontline staff.
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Ms YIP Yok-tak, Amy:

Mr Chairman. | can confirm that we do not have any of these similar
products in our collateral.
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Ms YIP Yok-tak, Amy:

No, not at all's. The GAA or the Golden Age Guidelines were put in
place principally to ensure that if we had investors, customers in that age
gap — in those age categories who were interested in purchasing, those were

the additional care and due diligence in the selling process we have to engage
in.

In terms of the percentage sales of the Constellation Notes to those aged
above 65, the number is approximately — if you don't mind, | refer to my

work notes, so that I'll have the right number ...... the number isjust under 9%,
just around 9%-10%, just under 10%.
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Ms YIP Yok-tak, Amy:

Yes, yes.
EHNEER -

HoZ LA A 2
Ms YIP Yok-tak, Amy:
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Ms YIP Yok-tak, Amy:

These products at the time, the market and ourselves produced products
that were targeted at investors who were looking for an interest return higher
than what they would get from the deposit base. And in view of the interest
rate environment at the time, there were some of our customers who needed
the interest income to supplement their living standards. Actualy 9% to
10% is of age over 65, is not high relative to the demographics of our
customer base. We did take care to ensure that we followed the GAA
Addendum in selling these transactions to the customers.
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Ms YIP Yok-tak, Amy:

Mr Chairman, our selling guidelines strictly prohibit our sales staff to
actively solicit customers, or potential customers from outside the primary
target definition.
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Ms YIP Yok-tak, Amy:

The primary target would be the four points where they would have: the
customers would be, one, experienced investors, two, have AUMs in excess of
200,000 Hong Kong [dollars] to invest; those who could take the additional
risk in order to receive areturn in interest that was higher than the prevailing
deposit rate; and also the customers who aready had an investment account
with DBS.
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Ms YIP Yok-tak, Amy:

Mr Chairman, we do not call the old aged customers to solicit them to
invest in products such as credit linked notes of this nature. | don't have the
exact number, but to my recollection, there is a very high percentage of
investors and customers who are aged 65, who are rather active investors and
experienced investors.
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Ms YIP Yok-tak, Amy:

In our selling to the golden aged customers, our sales staff adhere to the
rules of pertaining to their investment guidelines, investment experience, their
financial needs and their risk tolerance. | do not preclude that there were
incidences where the Note may have been sold, that the Note was sold to
those who did not fit this category, and where we found such deviations, we
have taken measures to rectify and to compensate.
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Ms YIP Yok-tak, Amy:
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Mr Chairman, Mr Chairman.
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EE -
T .
Ms YIP Yok-tak, Amy:

May | take the time to respond very quickly to the earlier question with
respect to the documents and the content of the documents pertaining to the
collateral and the risk and the health warnings around the collateral?
Because we've found the documents.

ZE -
afpl - 2 > \lkl e
Ms YIP Yok-tak, Amy:

Thank you, Mr Chairman. In document W26(C), Item 28-3 , which is
the Q& A for the sales of Constellation Notes Series 82 to 85. If | may bring
our attention to page 2 of the FAQ, the response to the question 8, point (iv),
relates specifically to the risk of the collateral where it states very clearly
that —if | may read thisout in Chinese : "I R {F B E S E = (R
#1T HIEE G R R EBE B AAARG ERFRAYE T » Hpal L
EfEFGEBEREENA S HFAEEF AR R ERBFE
- FP Al ae g K R AL 2 2B HEE T RmE L 2
&S E - " Sothisisclearly stated in this, which is part of the sales kit.
With respect to similar disclosures for the launch of Constellation 34, which is
among the documents submitted as requested, the FAQ that was used for
34 was the same one used for 33, which has similar characteristics, the two
issues having similar characteristics. We don't have a copy of the relevant
sales kit with us right now, but we are bringing one right now to LegCo.
And with respect to Series 1, which was the first Constellation Note, there
were no CDOsin the collateral. Thank you, Mr Chairman.
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5E 2% {fl [N 3% - Horp — ([ /2 credit quality - i (a) Bz #% R #& £l : "Given
that the reference enitities of the CLN Notes were al of high quality
Investment grade at the time of issue, DBSHK considered that the product risk
of the CLN Notes would be similar to the risk of a conventional corporate

bond of investment grade.” - ¥ iy B @ 52 » AR fill M7 e RF Al R A Fir
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Ms YIP Yok-tak, Amy:

Thank you, Mr Chairman. With respect to the credit rating, the credit
rating ascribes a rating based on a probability of default of the issuer.
Therefore abond that has been rated triple-A would have a similar probability
of default to another triple-A rated interest-bearing instrument, and therefore
in rating the relative credit risk of the CLN Notes with the rest of the
marketplace, it isin line to say that the credit risk issimilar.
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Ms YIP Yok-tak, Amy:
No, | do not consider that misleading.
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Ms YIP Yok-tak, Amy:

ﬂ
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It's still principally —when we're looking at credit risk, it's principally the
probability of default.
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EE -
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Ms YIP Yok-tak, Amy:

If the question is whether we felt that the probability of default is similar
to an equivalent rating, my answer isyes.
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Ms YIP Yok-tak, Amy:
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The difference being that there would be more reference entities rather
than just one corporateissuer. That is correct.
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Ms YIP Yok-tak, Amy:

We stopped — we suspended the sales of CLN Notes similar to this in
September 2007.
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Ms YIP Yok-tak, Amy:
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That's correct.
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Ms YIP Yok-tak, Amy:

This is an explanation of comparability. When we look at the credit
risk rating, therefore, the probability of default of the Constellation Notes, the
majority of them, of the reference entities, were single-A rated or better,
which is above investment grade. The collateral was triple-A rated at the
time of inception, both — al these were at the time of inception. So relative
to a corporate bond of asimilar rating, they were of comparable credit risk.

EFE -AMELLEARGE HMEREHEEWE ? HAR
IR A 3R AR FR 2% - WE B AR IR AV SR ah - B H A A B R0 2
#Bierated AAA HIFEEH - WEWEBRTF & —KES &%
R HE BB SR S -

FE
ErAt
Ms YIP Yok-tak, Amy:

| am sorry, | am reading the sentence now, sorry. This is an accurate
description of what would happen in the event of a default, what may happen
in the event of a default.

B 23R AE Ry 1k IR 2R A8 TR 8 B AU I 2 HERERY » 1R A
B HEE Y
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Ms YIP Yok-tak, Amy:

| do not believe that is misleading.

FEFE#ER -

ERFE o Bl T — s e
E- 2

BiEa » Bt RENER B EE — M E S Rk EH
P — W =HEHERER Ml e eEE — ik E

77 IR EE BRI EN (7 Fa L) 207
Ms YIP Yok-tak, Amy:
Yes, | do.
EE
OK: 17 A ZMEREEME -
mEERERESR -
BEE#&ER -

2 LR - BB BORE17.25 » 1728 KR HEE AN A
P22 N CLNIYFI SR ER A2 - 325 2 ) i M A MR R - DA
20— (E R G - Bl —{Equiz - 7 OR B & 8 E oL A S8 - AR
— M SEEquiz e (RIFETERA I KA 2 AR A K A% SCAN{A] R
HEWE 7 RIE quizke /8 1Y 5 7 PLO2 2 D e 2 AR Y el R At 2 - A
REME NG EE" IR EREMERE R ?

ZE -
A
Ms YIP Yok-tak, Amy:

The quiz consisted of a series of questions pertaining, you know, asking
about the product features, the risk disclosures, and so and so forth. There
was a passing grade. In the event of a failure, the staff was required to be
re-trained and had to re-take the quiz before the staff was allowed to sell the
product under question.
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A
PR A -
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e il
Ms YIP Yok-tak, Amy:

| have to refer this to one of my colleagues.
EE -

Wb — 6L 7 (R AR — L EE » Tt

izt BUE 7 FEIREE -

ERRIT EEFRLAAAFERTELZETERERRBERT
REIBHAFXL -
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Ms YIP Yok-tak, Amy:

Mr Chairman, there were training conducted prior to the launch of every
Series.

ET &
B A -
RRAAA :

BHEXREMEENZE—M...... it 3% 5 — {16 series# A — i
training - HERFE > 2428 —MEEH — RN > &
HA LR ? EHEER - I2F —MWEa20  tER LT —
RUBEBMAHET  22FXEGHN..... A HEEF— [R5
HEARF > HEFEF MM EHFE LR REFEMMTE R
H A0 2 B
FHE

TEA A .

Ms YIP Yok-tak, Amy:

That is correct. Every sales staff would go through the training for
every series.

RRAAA :
OK -

ES &
Bt -

BRREA -

N REB MBI R AR BB EARR
5 — (6 (5 5100 (15 40 99 051 B s A ELTE R A o -
& B4 AT 2 Item 5. IR TE H 5 Bl ltem 5 A KK EE -
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B iE ke - & —HFE TR?%&?@WT%QFQVW,’E%EE
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B IR SHE Iy - A1 JE R Y IR A 9 fOE R f’TZZDﬁEEme{FﬁﬁE
Ain s NTERITE R - AR IR &R A SR A &
ARE N BCE R A B o (R A0 (A R AR GE RE e Y

ZE
A
Ms YIP Yok-tak, Amy:

Mr Chairman, we had in place a system of supervision of the sales
process. In addition to the supervision of sales process which assessed the
actual performance of the sales staff against the guidelines as they are laid
down. These included checking by Consumer Banking staff. These
included checking by the Consumer Bank Control and Assurance Unit, which
conducted independent inspections of the sales process. And since 2004, we
have engaged the use of athird party mystery shopper. The outcome of the
mystery shopping exercise was above the 90 percentile and where the mystery
shopper revealed gaps, we have actually gone in and rectified the gaps.

| believe that earlier on we had agreed to provide some information
pertaining to the outcome, the results of the mystery shopping. There were
also reviews by internal audit as well as reviews by compliance.

ET &
Bt A -
RRAAA :

T WEEZLLERESR > PrDARERERME - st i
"M A B RE - HE > SCHF42.354 20064 &8 38 Sk 2 S Y o
{H2 B £ & 20044F B 1Y o Bl B & 1E 20044 B 25 8 T AF -
T AE 138 20044F 19 45 R 2 Bk ? 20054 A5 R 2 B 2 Bl 2
mystery shoppert) #; &5 - 1R & 20064 B 1R 47 - {H M8 X118 044 &
NEHFHIIE ? OS5 2 2 aF B UE 2 At LS (1 [A] I 2 fi mystery
shopperf) 04 & 054 # & -
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EE

A B R R — KA TE T35 B R R —

VANNEE ¥ oqm vl
MsYIP Yok-tak, Amy:

We will do so, Mr Chairman.
ES &
TR
BRREA -
B TR HUE R A

T ATER B - Bl BR T mystery

shopper ~ internal audit » 8 #l 1€ % 4 3 ot 7 P90 B 4% - 80T
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Ms YIP Yok-tak, Amy:

Mr Chairman, in addition to the mystery shopping exercise, we actually
conducted random sampling. We aso provided feedback on complaints, or
customer responses and enquiries. We have on-site senior staff such as the
investment senior manager on every branch who would be watching over the
day-to-day activities of the sales staff. These findings and these interchanges
were further reviewed by internal audit and compliance.

EF&
BE A -
RRRFHA -

HAE R [E134.1 > HF T EH AR B L A F IR 2 a0 i o
4. 1B &L 53 » Fe A [ 2] 2 B A H: 19 5 it i R % 7 7o o0 IR A 8H B A
BHENEN  ERNVENEBECEEREREZE UMH » K
4 BH 72 &L 0 L B - A2 35 — 5 1Y fi Order Formfi] Terms and Conditions
of the Application - ¢ £H [} 1 /& » 35 2L order formA{iterms and conditions
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HEZREW  FEEHRELETSEREZREN - RE/YE K
BA EE Fa Al DB R B AR AT DURE (R B2 B 8 AF Al &
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b - B SRFM MR T XERM  HFE2RTETRD

GEERBRE?LEEFNANMESR T FFEFERFER ?E
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EE -
e
Ms YIP Yok-tak, Amy:

It is the staff's responsibility to ensure that they explain (The buzzer
sounded) the product features as well as the risk. So, in addition to the
know-your-client process at the account opening when the staff would ask the
client questions about their financial condition, about their financial needs,
about the source of their wealth as well as the income, there is aso the IPQ
form, which is a form that is conducted every year, it's a composite of a
number of questions that go into the customers' investment experience, their
financial needs, the time horizon, the ability to withstand risks. All these
guestions were cumulative and is compiled, is graded and assigned a score.
The cumulative score will then become the customers risk rating. The
customer will not be sold a product that is rate-risked above the risk that they
cantake. Thisisour product matching exercise which isin line with market
best practice. Thefilling of the order form isjust the last of a very extensive
sales process where the order form actually aso helps to remind the sales
person that the client has fulfilled all these requirements and that does fit the
risk profile before the transaction actually takes place.

EE

Iy o SL[EE - EHPERMEAY - S RAYE — i 0 38 W
HHEEKRHE T o HAESCRE — R/ (E R E -

BEZf - £ 200349 A #E H & {1 & 41 ¥y Constellation Notes
B> ERGEHEXMAEERNHEEE T2 —HH "EKRsMT
SE0" (BIGFM) S i fy 822 317 &) - AR ERE 25l 2B 5E i —
TH i & H & U 2 rry a8 A = H Pkt Z W26(C) 25 17.25¢) « [l 4
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Ms YIP Yok-tak, Amy:

GFM continued to provide training and we will provide Mr Chairman
with records of the training.

EE
REg&ieft » OK -
Ms YIP Yok-tak, Amy:
Yes.
e

E T AR & R HE H B R Y HY Constellation Notesif » &2
&g M HE & TR M&E"H & WA B (BHE SCHEW26(C) 5
1738 174E;) - ERGHBECHARERE TEME"HEWY M
£}" (B[] Comprehensive Sales Aid Material){# w] 18 & tH GFM £ ¥
FESAIIE 2 SR — T » it -

Ms YIP Yok-tak, Amy:

No, | don't think it is correct to say that we feel that the sales kits can
replace the training by the arranger, in this case, GFM.

E- 2

AR A L A B ] AR BE TR B Y A
Ms YIP Yok-tak, Amy:

| am sorry, but I'd like to clarify the question.
A

VR 28 58 il JE B 52 Comprehensive Sales Aid Material ("§5 &
AR BEEEMER GBI E T - g 20L& - W
HIEH-PER TG ELEE T » MMy T ? Bt -
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Ms YIP Yok-tak, Amy:

In addition to the training and in addition to the sales kits, we had also
meetings that took place in clusters mainly chaired by the investment sales
managers at the respective branches. There was actualy intensive coaching
between the branch manager as well asthe ISM, Investment Sales Manager, to
the relevant staff at the branches.

/K-

NEREREN M EREEERARNHEEETLH NN —
S 4l #J Constellation NotesHy Ff &y ; 21 R HBIEE - 201 1T /47
e ? B ME BFMERR  EREEREIHEE THE —RY]
i BB ? RS - H IR - EE A - IR - E
= A B R H A IR B FE R R B P R B9 E B - 55 R A By 35 Al (=]
& o TEL A -

Ms YIP Yok-tak, Amy:

it

OK. If I may go into the details of the sales kit ......
FHE

MhEEEEET 7 AR ...
Ms YIP Yok-tak, Amy:

The sales kits were prepared principally by GFM, the arranger, which
had the in-depth explanation of the key features and the risks. Then these
were all expanded into sales scripts, right, sales scripts highlighting the key
features to be used by the staff when speaking to potential customers. Now,
to improve the understanding of the sales staff, we had the FAQs which
anticipated questions and provided answers on the detail key features. They
were launch emails that were sent out with key information again on the
products, as well as the target customers of the product and reminders of what
to remind customers to do, such as, provide a copy of the prospectus, the
customer to read the prospectus. There was a summary factsheet which
provided easy access to key features. All these were also loaded up to the
Intranet. And, not only were GFM and the class that sales training held, they
were not one-offs, there was, as | said earlier on, there was continual
education from the branch managers, from the investment-related people, and
the investment sales managers who were much more experienced in the
market.
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EE

Tt AR [ A8 TR - 2P BIERES
B e 3T 2

MsYIP Yok-tak, Amy:
Mostly Chinese.
ZE -
RV /& B RS 2
Ms YIP Yok-tak, Amy:
Mostly, Cantonese. Yes.
TE

OK - f#E 8 — R » 1E[F — 1 X FEW26(C)55 17.6E% 12 K £
BB T D& — £ 7 8 /Y fi§ #: (Al interactive briefings) - [\ #%
EIRBGAQH (ISM)IF R E S ER REHBEE - SLE S HEE W
Constellation Noteszk it » & TRTie HEY&F AU E 2 EEIE 2
BEA

Ms YIP Yok-tak, Amy:

WEell, asfar as | believe, since most of the sales transactions were before
my becoming CEO, the questions mostly related to the product features, the
returns, there were questions about the collateral, how they all tie together, as
well as ...... umm, no, these are some of the questions that we have received:
"We are not quite sure how to answer these gquestions, can you help us script
the responses?’

EE

EHEZLHEREMAT?
FERBXL -

FEE - EEMEE B T8 E SO AR & M
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Ms YIP Yok-tak, Amy:

The documents are vetted by the product providers, by our own trained
senior sales staff and then they were further vetted by legal and compliance
for the accuracy of the information contained.

EE -
OK - IFHY -
Ms YIP Yok-tak, Amy:

CIRCSEN- = i
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Ms YIP Yok-tak, Amy:

If I may add, Mr Chairman, with respect, if | can supplement the answer
provided by Janet CHONG earlier on about personal supervision, the Head of
Sales and Distribution personally supervises and makes sure that the person
attends most, if not all the meetings, because sometimes it's not possible to
attend all the meetings. For most of the period under review, Ms Janet
CHONG was not in that position. That position was held by another
gentleman who is no longer with the bank.
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AR a5 Rim (056 “mie M - e H A8 R 5
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LEE THERMM Uk EELENS  BEE2EMAES
FH 2 Al R R g 2

EE -
A
Ms YIP Yok-tak, Amy:

The client list was extracted for the purpose of ensuring the staff —
re-affirming to the staff that these individuals on the list fulfilled the target
criteria.

E- 2
Rk E e
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REHER -
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B A — i = B Al Bl B B (primary target) g

ZE -
TEL A .
Ms YIP Yok-tak, Amy:

Of dl the clients, these were the ones who we considered most suitable
for the products.

EE -
Hon Audrey EU Yuet-mee:

Yes, | understand, but my question is, what was the purpose of giving
that list to the staff. Was the staff expected to call up these customers or was
the staff expected just to keep a copy and to check when the customer comes
in, to see whether the customer fulfils the criteria?

FHE
A .
Ms YIP Yok-tak, Amy:
Both.
Hon Audrey EU Yuet-mee:
So they were expected to call the customers on the list?
Ms YIP Yok-tak, Amy:

Yes.
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Ms YIP Yok-tak, Amy:

84% of the final sales and 84% of the complaints were from the target
list.

E&
REBHA -

??JBF““’ja%EI’ﬂG% BRI 2 Ryl A2 R Py B =]
LLE#E L EEE 2
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Ms YIP Yok-tak, Amy:

We did anticipate that there will be customers or potential customers
from outside the target list and, asit turned out, it comprised about 16%. We
went through the same rigorous sales process with respect to these 16%.
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Ms YIP Yok-tak, Amy:

Mr Chairman, these two scripts, these two sales kits were the ones we
submitted in response to the summons. With respect to the key — as we
explained earlier on, the key features of these products were quite — or most of
these products were quite similar. Therefore, some of the sales scripts were
that explained the potential of a hundred percent loss may not have been in
these two. We can provide the relevant ones after this. We're very, very
clear on that — on the front page of all our sales script on all our marketing
brochures that thisis not a principal protected instrument. And aswell asthe
FAQ, the order forms — the order forms did go into the proper risk disclosures.

E- 2
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Ms YIP Yok-tak, Amy:

Mr Chairman, we do not expect the sales staff to rely solely on the sales
script.  The sales process — this is just one part of the sales kit and thisis one
part of the entire sales process. Again, the total loss feature may not have
appeared in one or two of the submissions but they were in others. During
the training process, we reminded the staff of the risk of losing the entire
principal.
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Ms YIP Yok-tak, Amy:

Mr Chairman, that is why we have the quality assurance process which
included internal checks, spot checking, mystery shopper to ensure that our
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staff were adhering to the process of properly disclosing the most relevant
risks involved in the product.
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Ms YIP Yok-tak, Amy:

Mr Chairman, as long as we rely on human beings and not machines and
tape recording, we have to believe and trust that our staff who are properly
trained will reveal the relevant risks. We also have put in place the checks
and balances.
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Ms YIP Yok-tak, Amy:

Mr Chairman, in our training process, we reminded all sales staff to walk
the customers through all the risks involved including the possibility of loss —
complete loss of the principal.  While this may not be specifically in one part
of the entire sales process, in the two documents that we submitted, these were
part of the material that were distributed in relation to other similar products
distributed which were also used by the staff.
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Ms YIP Yok-tak, Amy:
Mr Chairman, we will.
TE
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Ms YIP Yok-tak, Amy:
Sorry.
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Ms YIP Yok-tak, Amy:

it
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Thank you, Mr Chairman. May | ask Ms Linda WONG to provide the
answer?
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Ms YIP Yok-tak, Amy:

Okay, thank you Mr Chairman. Asfar as| can recall from our records,
the product risk ratings were all matched, the risk ratings were all matched.
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Ms YIP Yok-tak, Amy:

Mr Chairman, in fulfilling our duties as a distribution agent for this
product, our focus was to provide — we're required to provide the customer
with the proper information for them to make an informed decision as to
whether to purchase or to exit. As the markets became more volatile, we
went beyond what was usually required by the regulators and by the market,
and we proactively approached the customers when there were events that
happened, such as the Fannie Mae event, such as the Fitch downgrading (The
buzzer sounded) of collateral, such as the Bear Stearns events. These
information were provided through SMS, they were provided through our
customer service and our branch staff. This is to make sure that we, to the
best of our ability, provide the customers with the necessary information to
make a decision.
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Ms YIP Yok-tak, Amy:

Thank you, Mr Chairman, our sales staff were not on sales commission.
They were on salary and their performance evaluation is based on the Balance
Score Card and they are not given specific sales targets.
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