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EEESRBEEXNRERE — ZXEBREERTLE -
Chairman, good morning everyone. Thanks very much for inviting HSBC to
join the LegCo's special meeting today. | would like to start with a very brief
description of what we as the trustee of these minibonds have done so far in
executing our duties in the interest of the bond holders. Since we first became
aware of the issues around those minibonds, we have provided full senior
executive attention to ensure as swift and smooth resolutions as possible. In
September, we set up an investor hotline and have taken over 5 000 calls so far
answering investors' queries. We have acted swiftly to ring-fence the collateral.
On 5 November, HSBC, as trustee to Pacific International Finance Limited notes,
we initiated termination of each swap agreement at the underlying level. We
did that to preserve the value of collateral involved in the interest of noteholders.
HSBC has also, on 15 December, exercised its discretion under proper advice
received from financial and legal expertise to terminate the swap agreement at
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the upper level in the best interest of noteholders as well. We are working very
closely with our counsels to determine appropriate course of action right now.
Thanks.
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EBE R B

RAKEETENEEAEE RSB ERE S 4 - 1 mean the question was......

SEMEE S - Valuation, because the notice from the American lawyers was

received only on 26 or 27 November, but the valuation was progressing well up
to that date. So what was the valuation? Can't we know?

EFE o EMIEE -

RAKEMEHREEREERRFFSLE - Well, the valuation of the
minibonds... different series of minibonds have different valuations. There is a
difference in the value of the minibonds across the different series. The
valuation of the minibonds is also an extremely volatile calculation. To the
degree that the valuation was actually made leading up to the buy-back, the legal
events that have occurred recently have basically made that valuation stale. So
the minibonds would need to be revalued. Given the legal circumstances, we
believe that it is not feasible to actually value the minibonds given the legal
uncertainties that exist.

FEEES © I'm afraid you haven't really answered my question. My
question is what was the valuation which you arrived at before you received the
claim from the American lawyers. That's a question of fact, which deserves an
answer.
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%ok & 5t BN 5 75 A = 55 48 #€ 38 & 78 5% 5t &£ : That's right, but | don't think
it's relevant given that the valuation is now stale.

FTEEHZE B © I'm not asking about the relevance. I'm asking about the
valuation.

F J& : What is the final result about the valuation?

RGN EFMESHBEEEIRS L L - The valuation that was
made... would it be in the interest of the bond holders to actually advise the
valuation that was actually... that is actually now stale?

SEB®WEZE B ¢ | thinkit's in their interest to know. Mr. Morris?

EEREEEMEFERMEBAEBRES Y | think the valuation does
depend on the outcome of the position in the United States and this claim being
made by Lehman Brothers. This claim being made by Lehman Brothers goes to
the question: who has priority to the payment of the proceeds from the collateral.

=& & 8 : Priority has nothing to do with valuation. | mean you may have
a better right to this than I do, but it does not affect the valuation.

RAKGEMEEMESHERKEBERIFS Y  Itdoes. Itseverely affects
the valuation.

}

R EEEE B ¢ I'masking about the valuation before you received the claim.

§E

/1

RKESEMEHBFESREIEEREFLLE ¢ | realize that, but... just to
your point about whether the priority has an effect on the valuation, it has a
fundamental effect on the valuation of these minibonds.

REWEE  EFE > RABREEH - ABEERSZ AHE - A
Lo — i e AR R TR 2R RE - oo — (B R 2 W T
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x?

BEELBESRTHARARGZEMEI T ERERM /A - It might be
preferable if | answer that question if | may. The termination of the swap at the
upper level, the ones that we terminated on 15 December, is a central step in the
whole process of enforcement of the collateral. That was taken on the advice of
our lawyers and financial consultants and was done to preserve the value in the
bonds at the upper level. It doesn't have any immediate impact on the
noteholders. But in answer to this specific question — will we advise the
noteholders? Yes, a formal notice will be given through the Clearing Systems.
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ERFHEENEFZRESB AEBESLLE - Itiscorrect that the collateral,
the assets which support the minibonds, remains under control of the trustee and
are able to be applied once the collateral is sold. It's able to be applied to meet
the various rights of the parties in the minibond structure. The question is not
around the collateral and whether the collateral exists now or doesn't exist. The
collateral exists and in time the collateral will be sold and the proceeds applied to
pay the people who entitle the money. The question... the issue is as a result of
the claim is being made by Lehman Brothers, that it's a question around which
party has priority to the proceeds from the sale of collateral. The claim made by
Lehman Brothers is very fundamental and goes to the whole question around
whether they receive basically the entire amount of the value of the collateral or
if they receive a lesser amount than that. And so, the result of the claim from
Lehman Brothers is that it is impossible to put a market price on the bonds. It's
not possible through the legal advice to say it is 30% risk or 70% risk. It's not
possible to put a number on that risk. And so the reason why the buyback is
stalled now is because that legal risk was...there was an anticipation...there was
a possibility to occur but as a result of the claim actually being made, the
distributor has to take notice of that, and as a result of the advice they've obtained,
they are unable at this stage to fix a value on the minibonds as a result of the
uncertainty around that claim.
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M EBGE R -

EE I ML EIREEKE -

T MEEE - | want to go back to the question of valuation.  Am I right in
understanding that the valuation that Ernst and Young worked out is really a
theoretical one, and | wonder if it is possible to divulge your formula and the
reason why the market price will be impacted by the legal proceedings? Is that
the legal uncertainty will affect the price offered by the market bidders? The
actual market price has to be determined by the market, and | understand that the
CDOs, a lot of them, have underlying assets. A lot of them are actually
liquidity funds which are earning interests, so | support Audrey EU's request.
We want to see the underlying assets of each of these series of minibonds, so that
we can check out the prices ourselves, you know, whether there is the market or
not the market on each of the products, and we want to know how you work out
your valuation, and secondly, if possible, to look at your formula. And there is
the question of timing, it's all very well that the distributors are helping the
trustees to go into legal battles, and how long would that take, what's your
estimate on timing. | am very concerned about the timing, because in the case
of the ARS sold in the US, the Attorney Generals of various states completed
their investigations in six months, and ordered compensation or civil penalties, to
help the investors whose funds were frozen. And in the case of the Singapore
investors, | noticed from the Singapore Monetary Authority's website that they
are saying that they have 5 000 cases of complaints, and they promised investors
investigations will be completed in mid-January. So where do we stand? |
mean the Government has to answer this question. We have all these investors
betting in the dark, going round banks, marching on protests, where is the light of
the tunnel? | think the Government owes them an answer. What's the
timeline?

E&E : MrMORRIS?

RKEMEFMESBEREERF ST E ¢ Yes, certainly.
Responding... | think there are a number of points raised there. With the
issues with regards to the valuation, the valuation was done on a theoretical
basis, but it was also done with the assistance of getting, if you like, a "market
feel”, talking to the people in the market about the value of the underlying
collateral and the relevant swaps in the case. The process behind our theoretical
valuation was a very complicated process which required gaining access to the
underlying documentation that existed surrounding the bonds, that process was
subject to review by the Government and the Government's advisors, so what
essentially you asked about the formula that's related to the valuation, what I can
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say is that you're quite right, there is underlying collateral that exists in these
minibonds. In certain cases, the underlying collateral is, as you said, liquidity
funds, Lehman Brothers liquidity funds, in other cases, it's listed entities, listed
financial institutions, both in Europe. That collateral is then subject to a number
of swaps, and those swaps created additional complexities in terms of the actual,
final valuation of the minibonds. Now there were two swaps involved in the
valuation of most of the minibonds; there is a CSO Swap, a Collateral Swap
Obligation, and there is a First to Default Swap. Again we went and sought
theoretical valuation, we did our own theoretical valuation of those swaps. The
CSO Swap became irrelevant, or not irrelevant, was set aside once, those swaps
have actually been terminated because of the priority that existed within those
swaps. Nonetheless, there were still the First to Default Swap that needed to be
valued, and that in itself was a challenging exercise. But we've done on a
theoretical basis, again, getting a market feel for that First to Default Swap. So
the underlying collateral is, as you quite rightly said, important in the piece, but
nonetheless, equally important is the valuation of these swaps. Finally, there
was a risk discount that was applied in respect of the valuation that was given to
these minibonds. With respect to timing | think it's probably better for me to
hand it over to ...

EERMEEE - Could I ask ... can you give us a breakdown, which of the
CDOs are clean, and which are not?

RKBEIMEFFAFEEMRFEEREFSLE ¢ 1 amnot sure what you ...

EDMEEEE - You mentioned a number of swaps. Have they been
terminated? Have you been able to terminate them? | thought that when
Lehman bought the assets, that was a clean sale. Those assets should be
unencumbered.

RAKBEMEBAMESEREERFTSE - When you say clean and
unencumbered, | think what you are saying, there is... did they have some
charges over the collateral? In effect, there is a process by which the values
within these minibonds get realized, and that process involves the underlying
collateral. It also involves the value as is related to the collateral swap
obligation and the First to Default Swap. Therefore, you have to adjust the
value of the collateral by the claim on the collateral through these CSO and the
FTD swaps. The implication of the challenge from the legal advisors to the
Lehman liquidators is that under the CSO Swap, which is the one that I
mentioned we set aside within our valuation, because the priority within the
documentation is in favour of the minibond holders. The challenges coming
from the legal advisors to the Lehman liquidators is that this priority is not
applicable. The value of that CSO Swap is fundamental in arriving at the final
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value of the minibonds, and it is that risk which essentially makes the valuation
of the minibonds in this legal situation as impractical.

EDMEEE - Are they all still subject to CSO Swap and First to Default
Swap?

RKESEIMEHZBFFEEHREIBEREFSLE - Notall of them are subject
to First to Default Swaps.

ZR|WMEEE - | mean it would be helpful if we could have a breakdown...
information.

R MOERERE T - N A —Etimingdy [ E - 24 a] DL
{E Hi =] fEwe 2

EREREMNEFMEB AREMBESLLE : The question about what

happens from here is unclear. There are very many variables, the distributors
are working closely with the trustees to look at the options that are available from
here, to try and enforce the security and realize the collateral. Obviously in that
process, we will need to... or the trustees will need to deal with the claim that's
been made by Lehman Brothers, so at this stage it's very difficult to know exactly
what the timing will be, and | can't at the moment give an estimate, until we set
the path exactly what the steps are going forward, and we are currently
negotiating that with... we are discussing that with the trustees.
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RigskzEs - 2 #H % - | think | like to address the banks. | come here
really with an open mind to listen to the answers you're going to give today. |
appreciate the questions that have been asked by Audrey and Regina. But then,
your answers have been very mean with the truth. | am not saying that you're
now telling lies, but very mean with the truth. We are not getting any answers
to their questions. Those are valid questions. And those are questions that not
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just the Members of this Council are asking. Those questions are being asked
by the 40 000 minibond holders. Those questions are being asked by the seven
million Hong Kong people who believe in the banking system, who believe that
the banks can resolve this question. You are one of the pillars of Hong Kong's
success. And in the quality of the answers being given today, | feel rather sad
because | have always been one of the believers that you don't need any form of
investigation by this Council. | voted against the investigation. But, somehow,
your answers given today really make me feel rather sad that | have given you
the support. | do hope that in the time that remains that your answers will
become clear with the truth. | would like an attitude from the banks that not
only facing the twelve Members of this Council here, but giving good answers to

the whole of Hong Kong. == J » $ 1R [A] & Wl 74~ A $& H B ) /B H /Y

EFE o IREY R E R Y

A

FBREES T2 BAERR % - FFF - AIFERAEM - W
EmERME  RERAKOER - TF - HEFIR 2 E£EE - Hl
AIREFIWHEME  FTEEZIEEYRKREY - —E2EMEME - Bl
HERBHEEER T2V 2 s FNSEEMEHNEE L
BV AR - XIEWMHEFM - EESEMRK 2 BIFEEEEEES
iR EEEENERIEEEE ? 298K - FF > BRZE 2 E1M
WAH—EHEE - &M XKW EMHmark to market - {1 {9 7E & /5 E
fE & > mark to marketth 5 —E{EH - EAJIRIEEIR - IBEESE
— @\ ELE - ERERET - PERELRR » £TF - EEEED
B’E - IRERBEREM—EEE - 015 K 5T R M8 2R AT
i - BRAATEEERE > WA KRE » it IR EEE . (1
RN EE SN B T RAE> AF 45 L
RUR BF A B2 [0l 10 - WA 8RR » BT R R - B R
B I AR 2 3 B Rk BN 2 B bt B ey N AR G R 38 B A
3 [ A7 58 1y bankruptcy rule...lawiR 3 B B9 6 S AHE - (R A5 5 A F]
EEGHE—FHAE? BAERZERBEIE? BATHRER » MIKE
B FEE 2% 3 15 A R R B 5 R R A b o ORI E2 HE R - R PR B E (Bl B
HEE16MH SR T IR B L BRI NS 2 (R A 518 - BORF AU R A A e
M ENS 2 N 2n BHEEEZRESHBMB"KTE  NEUF" -
RAFDE - HIRHR S EE Mok -

T RBRTFEMASSREMMN - REHEM - KEBUTE A 2
5 BE - BUR /& RE S BB 0 B2 BBk 7 3 (B CDOE M 5 1Y %
B2 EGREAER?CDSESKEEAER - CDSE S New York
ylaw 7 32 2 UKy law 2 Je Bl 255 Bk ... KM EZ 2 a8 a XE - &
(A A~ BE |1 % 15 52 B A {6 2% 1Y ] RELWE 7 1R 55 fi% f) [B] 5 55 L5 1

29



o HEERE - AR REEZE - £F - TOFERBERT - &
(AT & BT AU IR SE AR 4 - 1T R 72 A R 2 LB U0 - i 22 AR R A A4
W HREBRA R AR

Reginaff] 4 7 — 1@ [ Z& » where is the light coming from the end of
the tunnel? Regina, | want to tell you. The light coming from the end of the
tunnel is another train coming in your direction. (% %)
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EEEXELEI T EmEEH/IvAE - Yes, | am responsible for this question.

There are a few questions | think we can... we did consider this potential
legal challenge, as the banks said, has become a reality at the time the banks were
looking at the buy-back proposal. We weren't involved directly in the buy-back
proposal, of course. But, like the banks, you know, we did take legal advice.
There was always a possibility, but considered at the time a very remote
possibility, of some sort of challenge that has become a reality. It thus raised
very complex issues of both US, and possibly, English law. We had taken legal
advice. As legal advice has not yet finalized, and like the banks, we would
prefer in this forum not to disclose the legal advice and lose the privilege in that
legal advice which would not be to the benefit, or may not be to the benefit of the
noteholders. You asked if it's the US or UK law. It's possible that both are
involved. We think, at first, part of the challenge in the US would be regarding
conflict of laws and the Lehman liquidators were trying to establish that the US
law has preference over the English law. Having established that, they will then
try to establish their right under the lower-level swaps to priority.
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EE XM TS EEM/\88 :  Thank you. We haven't yet had an
opportunity to discuss with the banks the terms on which the fund would be
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made available. So, it is rather too early to say how that can be reimbursed.
As to whether the amount would be sufficient funds, and I certainly hope so, but
we will be engaged, we assume, in the litigation in the US and so remain wait
and see.
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EEEXFELE ETEEZ=H /) E8 : | will answer that.  This letter was one of
many such letters sent to counterparties of all of the swaps that are listed in the
Appendix to the letter. | think it is a fairly high-level letter not specifically
directed to us. In any event, it is our position and we have responded
accordingly to the lawyers to say that the notices we have served are not
defective.
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EEEEXEIEEESRM/EE : That's our position.
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X & : Mr. MORRIS.

RAKEBHMEHRESREERREFSLE ¢+ Sure, if | can respond on
behalf of the banks. The termination of the two levels of swap, what that
effectively does is that it crystallizes the valuation of those swaps. So from that
point of view, it does make the valuation of those swaps in terms of who owes
what to whom that much clearer. What we have is still, obviously, the
underlying collateral, that is still out there and is still subject to the vagaries of
the market. And, in addition to that, we have the situation with regard to the
priority, which is the aspect that is fundamental within the challenge from the
legal counsel to the liquidator of Lehman's, and that priority has, as | have said
before, a fundamental impact on the value of the minibonds.

BRIZEZE « £ - WA —EER - WAGEFFEFIER  —
hHEEZHENRE  BRSEFHFAEAREREZN - EEETED
I AN BEEEAEEE - bl RBEEREAEFRE S RITH
B m B EEHE -

HEENREER : F— BRTHIA ARERE - B29E %
FI - ARFNH A R TE R & Z Hh - (5] B AE IR 51 HE GE 29108 SR 51 Y G
BBk o N R A R H B A A i R - A - 5T T A RS
B ERAE Y A — R ALNHE  WERMELET—ES
ANREEGE: F= " EZERI T FHIERFIEEEN T ENRER
[FHF - BVY o R E T ERE P B E kR R - &ETHEDN
e e » BERR RV HEE N R R 2 5 i E N R E 5 (ED
WEREREE B WERMRMEHE RS - ET... (#2 &
EL)ERE » FHIREIEE TR -

EE AT -

43



BRIZEER - FEIRMetHE — MR - #ET —#FexEEO R
® o WA EE - ARAME - FRE -EHERF  mERTLE
S DL SOEE R EL K - AESE E MM A Ak 2
HEy o BFANEEESD  BEALDGEERSE - Ak - DIk R
e FEFNAZgZEEMMNEEEER R FEREELZ
Al R B2 EEGEYEN - LH#R > WRRMESER —H
NFETER . g5 SR KSR EE - R L M fixed charge
FRAEANERXF  METANLIE  BREBSFOHRE - KEE
BAEMN > —EHB L BEkatEHARR - OB B gt
A ERI ([ ERATIER - KRR —EH H MEE 52 1 e
TE R PR By - FE M Bl EE o RBS R AEERM S
R BEER T EERYT — B~ FIFENEEE?H
T MERERYEZ= o HRE - WEME ? N EERR
(A2 2 509 - 28 ARBEATRE = - GaBh (4 2 B4 - m&REE
AR Bk ? MRRBRAERNER - RERAMBE - AHETEE
AEMABREER - ZH LW -

ER i RITAE T HE - K - Mr MORRIS ?

RXAGEIMEBESMTEE@ETSLE © To sum up the structure in
terms of the majority of the minibonds, the structure is a two-tier structure, and
by that | mean the collateral which has been referred to is held by a special
purpose vehicle, which that special purpose vehicle is in turn controlled by
trustees which are "looking after"”, if you like, that special purpose vehicle. The
ownership of that special purpose vehicle is through another special purpose
vehicle, which again is controlled by trustees who look after the interests of that
particular special purpose vehicle. And it is that second special purpose vehicle
then is the issuer of the actual... what we called the minibonds. So, each of
those special purpose vehicles has entered into swaps, the counterparty of which
is Lehman Brothers. The first special purpose vehicle that I mentioned has
entered into a collateralized swap obligation with Lehman, and that is the swap
that was terminated on 5 November. The "upper", if you like, level of special
purpose vehicle has entered into a first-to-default swap, again with Lehman
Brothers as the counterparty, and that, we have heard, has been terminated just
recently on 15 December. So, to address the question as to where we now have
certainty within the process, as | have said, the collateral is still out there, it is
still subject to market vagaries, as | have said. The collateral is not consistent
among all the minibonds, it varies, certain minibonds are secured by...have
collateral of Lehman liquidity funds, other collateral is on private placements by
European banks, from private placements in relation to a monoline insurer MBIA,
so there is a certain degree of variety in terms of the underlying collateral. With
regard to the CSO, that, as we have said, has now been crystallized. With
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regard to the FTD swap, that, as | have said, has been crystallized. The
"variable", if you like, called the uncertainty, the risk that remains within that
relates to this priority what is called the waterfall in the structure. As regards
when value is realized from the underlying collateral, who has the right of
priority over that particular value, and that is what is being challenged at the
collateralized swap obligation, that is what is being challenged by the legal
representative of the Lehman liquidator.
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