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EEEZEFEHEIFEmEH]/\4H - Thank you. We haven't yet received any
details from the distributor banks as to the 100 million dollar financing that is
proposed. We would welcome details of that as soon as possible. As regards
the other proposal made at the end of the submission that we resort to third party
funding, that indeed is a power that is given to us as a trustee, but we would
prefer, first of all, to hear from the distributor banks the details of that proposed
funding before we consider resorting to funding from third parties.
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EEREEREENE TS B A BB ESLHE - With the public announcement
of the expenses to be provided to HSBC, since the last meeting, the distributor
banks have been in long discussions with each other, trying to work out the
precise terms and conditions on which they would be prepared to provide the
funding to HSBC. An agreement - a formal agreement - between the banks is
currently being settled. It's a large sum of money involved: we are talking about
100 million Hong Kong Dollars. There are 18 banks involved and that
necessarily means that negotiation has to take place and there are terms to be
considered and agreed. Distributor banks are close to agreeing the terms of that
agreement. And as soon as they agree to those terms and conditions, the draft
documents will be provided to HSBC.

~

EE:AFEOEME JEEEN - B -UEHIHEHEE -

HIPEEER £ - (RWIA 52 213 M 4 i i BE A S - SR IR
BB RE SRR RF R IR A 2 - IR M AE29H 4 W 258 7 X
tf - BIZRERA W E...... RERSKE EA Z2HE X - A
KHBERTR - &M A EERAMLRE KRS - & EXBEE
A ... 5 R fgF /N AR = 255 7 SRR -

B o i 28 — i R - 2R S RITAY - WA IR =] ... ...
s AR B8 {1 1 9 ST - "The trustee does not need to obtain the consent
of the investors before borrowing money to assist in the enforcement
process.”

MM - RS fE A E L FERE T B2 2] R 1 ] DLA
FEGEHE B WA R R E S E A ET M S — HEie k1Y

= = As

GIN/NIPED =3t VR

5B R ERERE R - #EfT A Bllissuer —— Pacific
International Finance Limited - A& & Fyshareholders2 HSBC Financial
Services Limited - ft {9 By directorship » & & » /2 7K H HSBC
Financial Services Limited - #aajE5:0 » & 17 A > Bl EEH & 2 E &
MR EBERNA  HEREFA > F2EEHET - MBEHLEE
EERTFL EEEEEENGRESETHHTER » EEIR
TERBMHLEEAN  HEREHGHTREENE - BIRMAKR - E
SMAZAREEME T ETHRATE EG—ERER? IRE
HFEmMmm AR  MEBEFLHRMELESERERGRES
R - fRAIEERE S ... IR EZHAMM...... ABRMENEELUE
gt - WAl PAE Craise funding £ TN - EHEER AR TF % - EEIR
TEMMIGSH AR ? EMELEERE - EESRTEIEEAET
N HR oy R T A B R fR) m] DRI A 20 b BROER 5 T 3% BOER A R Y 1

HHE



ERE Ry e BN - IR SR (EFE A FIEZNew Yorkig
T AT EERTT Y

EE ERIEI TS EEH/\EA : Yes, may | answer this question on behalf
of HSBC?

Thank you for giving me the opportunity to clarify what appear to be a few
misconceptions in the understanding regarding the role of HSBC in this structure.

HSBC were not involved in putting together this programme. HSBC are a
service provider. We have a number of roles. One of which is as trustee.
The other is providing corporate services to the issuer. Those two roles are
quite separate and undertaken quite separately. And I should... let's look first at
the corporate services role. As we say, we are indeed the shareholder of the
issuing company and we provide directorship services. This is at the behest of
Lehman Brothers after the programme was structured. Our role as trustee is
quite separate from that.

| think also one of the points raised was that HSBC had sold this
programme. Perhaps | could just clarify that HSBC had not sold the minibond
programme here in Hong Kong or indeed elsewhere.

One of the other issues raised was the litigation and the use of, | believe, the
term "investors' funds" to fund litigation. If HSBC is involved in litigation in
the US, this would be at the instigation of Lehman Brothers and/or their
liquidator. It would not be at the instigation of HSBC. If the litigation is to
proceed in the US, it would be to clarify priority payments and therefore the
value of the notes for the benefit of the investors in Hong Kong so that it would
be clear. And we hope there would be some benefits to the investors should the
litigation proceed. As regards the use of funds pursuant to the terms of the
trustee, trustee is entitled to an indemnity before it takes action to enforce the
collateral. The indemnity has not been forthcoming. And that is why there
has been a proposal by the distributor banks that this "fighting fund", if you wish
to call that, be put forward. And as | mention before, we welcome the receipt of
details of this fighting fund. The suggestion in the submission made by the
distributor banks which, like those we saw yesterday, that the trustee borrows
money from a third party financier to finance all of the aspects of the
enforcement. It's an interesting idea. There is indeed power in the trustee to
do so. It is not a power that, overall, has been utilized, ordinarily funding is
provided by way of the indemnity. | don't think it will be necessary to pursue
that avenue since we are confident that, as Mr MAZZOCHI has said on behalf of
the distributor banks, the terms of the funding will be agreed shortly and we will
see details of those. There shouldn't be then any need to raise money by any
other means.



| hope that covered all the aspects you raised, but if there are any aspects
that | haven't...
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EEXENEI T EmEEH/Iv4B : Thank you very much for your question.
If I could just reiterate, HSBC did not have any part in the design of this
programme. This programme is part of a large programme and there were
many issuances linked to the core programme. HSBC's role is as trustee of this
particular programme and it provides corporate services to this special purpose
vehicle. This special purpose vehicle has one purpose, and that is simply to
issue the notes to the retail investors through the distributor banks. As part of
your question, it may have been lost somewhat in the translation, but there
appeared to be a suggestion that HSBC was buying the bonds or selling the
bonds. But HSBC did not...

REEEZE S - No. |am notsaying that you're selling the bonds. | am saying
you provide service, the so-called corporate service, but whether actually you are
providing that service with the role of active director or passive director, OK?
And there may be conflict between your directorship in the SPV and your role as
a trustee.

EE LB BRI/ A : Isee. Thank you very much.

A EEEEE B : Especially if you are obeying the order from the issuer or you are
now taking the instruction from the liquidator, so there would be bound to be a
conflict of interest.

EE LR TS HES=M/E : Thank you very much. | am very
grateful for your clarification. Something was lost in the translation. |
appreciate that.  If I could perhaps explain...
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| don't think there is any conflict between the two roles that HSBC has as
director of this special purpose vehicle or as the trustee. It's simply because this
special purpose vehicle has such a limited role and that is simply to issue the
notes. The instructions you say we are receiving from the liquidator, they are
not instructions as such. Certainly, the Lehman liquidator is involved in so far
as it has now sought to challenge the flow of payments following the
enforcement of the collateral. That is somewhat separate from the SPV. This
is Lehman in their role as counterparty to the swaps which comprise part of the
underlying collateral. It is in that capacity that Lehman under their liquidator
has sought to challenge the structure of the programme, so to speak. It is not in
any way connected with the SPV or our role as director of the SPV. But we are
certainly not...in the translation, the word came through is "instruction™...we are
not following any instruction of Lehman or their liquidator. We have certainly
received the letter from their lawyers, challenging certain parts of the terms of
the trustee which would provide for flow of funds to the investors. And it is the
challenge that we need to meet, either we or the trustee of the lower level swap,
which is Bank of New York. | do hope that answered your questions to this.

FE :FH > REHREE -
JREEHEE B - | will follow up in the second round.
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FE®MEE  Ms SAYERS, according to what you said, you are just going to
wait until you are being sued and you are not going to do anything. | mean it
sounds as if, you know, Lehman Brothers just made the claim which you said is
contrary to the expressed terms of the minibond document, and you are just
going to wait! | mean it's easy for them to make a claim and you are not going
to do anything.

My question is, depending on the value of the collaterals, but in fact you
have a duty to sell them at the right moment to protect the investors, or you are
going to wait forever, and that can mean until the end of the liquidation.
Whether that is the scenario?

EE ERIBEI T EEEM/\EE : Thank you for your question. It's not
correct that we are going to sit on our hands or do nothing or wait forever until
the liquidation...
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&M B - Youhaven't told us what you are going to do.

EEEZFAFEmEH/\#H : We have sought legal advice in the US,
and have been in extensive discussions with our lawyers there as to the most
appropriate steps to take in the US. As you may imagine, we are not the only
trustee that was in receipt of the challenge by Lehman's lawyers. There are
many other trustees that have been in receipt of that letter. And indeed, the
trustee of these swaps of the... and the issuer of the notes, the lower level Bank
of New York. We are also in extensive discussions with them as to the most
appropriate action and the timing of that action to take, as I'm sure you appreciate
it does raise very complex issues of US Law that need to be looked at. We have
also been trying to liaise with the US lawyers for Bank of New York and the
distributor banks so that we can gather information to ensure that the action we
do take, which I assure you, will be timely, will be the best actions to take for the
protection of collateral and for the investors. It is certainly not our intention to
do nothing and it is certainly not our intention to sit on our hands until the
conclusion of the liquidation.

EE R RTLAGAGEHEBER - MMOAKHEEZS
EfEsEmk - BEMA LIEMREEK ?

RERTHEKERBARITEEEEHLE - WEHMALE..... Al
BAFBTEENERE RN — » BRERTHGHERTSFAIRRET
R ERREIREHEE P& ET - 5 K E L 3 5 minibonds Y
buyback » FTDAFRAER K2 T ...

ERE RO AZERTLOGAINERAZRITHIRREELS LR
B &R AT ENE R ATy NS FE &R S E AR SE R o Ry IR AN AR AR
BARE  EOMAERAECKTER - kR ABCEREGEN - AL
R AR MM IR E - EURTTHE (R AR M A% - SR 1T n] BE
BT ARBERE - BIERAE WEGE A F e S I EZEFRD
PArIE H S 2 WA ZMM ARG RaEMEfEEasr
i 15 2

REWEE LT USFELAKRIENRMEEE > HRE—H#HH
=Y H EERERY 5 is there a best time to sell these things or | mean is
waiting in the interest of the victims or is it against their interest?

E®E : 21 - Mr MORRIS.

13



RKEEEMEEFAESRKSIEEMRES 54 ¢ Just first, | am sure this is
already realized that obviously the collateral is not the only matter of materiality
that affects the actual value of the minibond, albeit it is a very material aspect to
the value of the minibonds. In terms of when is the best time to sell the
collateral, it's obviously a very volatile market. The value of collateral is
capable of going down. It is also capable of going up. What selling the
collateral would do... would be to, if you like, remove the risk of the volatility,
and therefore remove the risk of potential further downturn in the value of that
collateral, or indeed the upside of appreciation in the value of that collateral. So,
remove that risk and replace it with actually having cash, which obviously has a
very finite value.

R IRCEE -

£ {-5% 85 : Thank you. Can I follow up on the question just raised by
James TO. Ms SAYERS, you just told us that the Hongkong Bank Trustee at
all time only acted as, you know... professional... only provided professional
services to the issuer, Pacific International. So more or less your duty... so you
are more or less acting in a very neutral capacity with regard to these issuing
services. Now, can you tell us from whom did the trustee take instructions, at
the time when you acted as... at the time when the issuing company is still
operating in issuing the notes?

X & : MsSAYERS.

EE ERIEI TS EEH/\EE : Thank you for your question. You want
to know from whom we took instructions at the outset when we...

1€ {— 5% 5 : At the outset and during the time when the notes were being
issued to the retail banks... to the buyers.

EEEXELEIFTEEEH/\4H : Thank you. At the outset, we were
approached by Lehman Brothers to take on the role, and of course, follow their
instructions or acted on their request to take on the role. Thereafter, in the
issuance of the notes, the terms and conditions set out very specifically how the
notes should be issued, so there was no need to follow or take instructions from
anybody. It was an administrative action in terms of the issuance of the notes.
There were no instructions to be taken or to be followed. The terms and
conditions were sufficiently specific.

14



£ {=3% 8 : So you would continue to issue the notes, notwithstanding that

there are fluctuations in the market? And then you know, maybe the value of
the collateral has kept on deteriorating, you would just keep a blind eye on this
conditional market. You just automatically continue to issue the notes.

EEXZFEIBFTEmEEM/NIE : | think there are a number of series of
notes. And within each series, there are a number of tranches, and each tranche
of each series has a set number of notes. And the notes can be issued up to the
maximum permitted for that tranche within that series. And once that level is
reached, no further notes would be issued. And then we would go on to the
next tranche, to the next series. It is not a question of continuing to issue ...

M€ {-5% 5 : No, | think my simple question is, you said that you would take
instructions from Lehman Brothers at the outset, near the time when the products
were put together.  And then, you know, after the company started to issue notes
on the instructions of the arranger, then you'll just continue to do it automatically
and you will not look at the condition of the market, you will not examine the
conditions of the collateral?

ESESRBERIBRAFTABTERFRIR/IE : We are being
appointed by Lehman Brothers as the trustee. However, all the duties and
responsibilities are clearly laid out in the trust deed. And all the terms and
conditions about the issuances are also clearly laid out in the prospectus. So, as
a trustee, we only act according to what is being laid out in the document.

M#E{_iEES : OK. So, in other words, you would only provide professional

services in the issuance of the notes. But at the same time you also said that
you are responsible for the publication of the prospectus, right? So, are you
responsible for the contents of the prospectus?

EEERIBIEEEEM /N E : No, that's not at all.

M {_ 5% 85 : Thatisnot correct? You are the issuer. And the people would
buy the notes after they read the prospectus. So, do you think you are charged
to the duty to be satisfied that the contents of the prospectus were accurate and
fair?  Otherwise, how could you have issued the notes without satisfying
yourself that the prospectus are true and fair, the contents of the prospectus?

15



EUSEEIE S E=EH /88 : | think there are a number of parties who

have responsibility for ensuring that the contents of the prospectus are true and
fair. And I'm not aware that there is any suggestion that the contents are not
true and fair.

M {— 5% 5 : But my question is, do you have a responsibility to be assured

and then to assure others that the contents of the prospectus in respect of the
minibonds are true and fair? ...very simple question, because you are providing
directorship services.

EEEENMB T E MM /I8 : The prospectus for each series was
compiled by those who designed the product, by Lehman Brothers.

{558 : Yes, but in acting as directors for the issuers, were you at

least holding out to the public, including the buyers of the minibonds, that the
prospectus are accurate and fair, and could be relied upon?

FEE : MsSAYERS.

EE L EEE & FE=H/J 48 : Inour capacity as director of the issuers, it
would indeed be our responsibility to ensure or to be satisfied that the contents of
the prospectus that is put together by Lehman was correct.

{2 {_ 5% 5 : Soyou just give an inconsistent answer. You said you were not
responsible and now you say you are responsible.

EEEZFEIE FE =]/ #8 : No, | did not say we were not responsible,
| said there are a number of parties that would have responsibility for ensuring
that the content of the prospectus was correct.

{8 {=38 B : Yes, but you accept that you have the responsibility with regard
to the truthfulness of the contents of the prospectus.

EELZFEBTFEmEE=M/INIE - Yes. As the director of the issuer, we
would have the responsibility to ensure that the content was correct.

AIRLCHEE - HIE 2 EE -BREFE -
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EELZELEIFEmEH/\4H : Perhaps, | do make a point if I could just
clarify. The SPV, the issuer as has been described earlier, is a special purpose
vehicle. It has, in effect, one purpose, and that is to issue the notes. Itisto an
intentional purpose, a creature of Lehman's design, and to set up simply to
perform a role, a function within the larger structured product. It is not an
active company as such and HSBC's role as director is not an active role. It is
an administrative corporate services role.

fME{CEE : £TF > HWAFEMT  HRABZEMREHFAZK

1F prospectus statementf1 45 — A &% » B g H 2K « "Who is responsible
for this issue prospectus and programme prospectus?” DL T & ) &5
= quote | Zkk #y - "Our directors, being Hongkong Bank Trustee, collectively

and individually accept full responsibility for the accuracy of the information
contained in this issue prospectus and in our programme prospectus.”

EE R RRHRAUENHEZEG T EFERE - 152 EZ

MEERE

BIRAEERZE : 2B EF - RAEMEAHSBCH AT - FHIZETE
BT BE 2R B 2 5 AR IR T 2= B & & B [ 5 26 8 R 00 4
B I B SO R AR AT IRy AT DU LT AR - Al A T &
We 2 B AR 2 % 17 5% B $2 H A9 [a] 1 5 =€ -

F— {2 g e < > O — [ HEBUFRRT S - HE
ERXBEFFKR - MEHEE PTAME - RMEETELIGER
fi BT &5t A F A B N A KR ER T 55 e R R R R DR - [ R 2 A
s m AR DL E A& A o ot 5 B AT AR TR KRS I T < Rl
WS - Rom aaR A] DL [al 2= S 50E -

TE104F 7 » BT fg P CA Pacific Groupf| B [ E K - 2 DUz
AR BTSSR B AR 2 WA S ERESREE
o FERTEEMTEEML  RESHGTHEZEELZEML - X
Jif 2 ultimate caregiver » {a] A~ DLE ARG T30y 5 3% i o R & e 2 HHEXR
JoF AR 17 HH 8 & S - Somybond holdersiig & - 28 % assign ¥ & {d
fund - J& 2K B DLAT HY &5 iy underlying assetsA1 5 /Y levy » B¢ E $R 1T
#% 7 & mis-selling#y compensation » {E f 2 85k > R A A FH
ZAF o BRI LAE e ?

EFR:RE-
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ANDREREZNREMN R - RIEG#E > KEROTH
mREEE R - 2 -

BIRNBEBE : £F > RERERNERIEE Nim - Mg GEE
A RE -

WEFEH » W ANEAENMNK > BFMETHERZME » &
R A E - EEEEEFBEDIEEMRE L RBHSTELE
e > SR ZE - PRbBEZE > B R ERENE 2 A6 IE AR R A AR
HE > N EE  BRAODMRKEREEHTETENEL - A
FERREE HMEEESHE  FEE_E - International Swaps and
Derivatives Associationth A Z kB i HH E LA THNE L K
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ER:RE-
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BRRERBE - £F > REMEMBUT  REEEECSKR T 25
HEFE? ZReERAEETNHAE A2 REREET
R I AT B BDAS 2R 5 e 2 HE OL 2 5 4 mis-selling » DL B [ &R 5
(i) 2 AL e N2 5 S 34 ~ SHIE ?

ERR ER . REYHEER BN B - SR S 2

B NEER Y-

R OmHEE -
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X IFR - 25 F/NE 8 Ms SAYERS -
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EEEXELEIFEmEEH /4B : Thank you very much.  You finished by
asking how would we discharge our duty as trustee. Our duty, as trustee under
normal circumstances, is to hold any collateral that supports the notes, to act as a
conduit for information to the investors. And more importantly, as a conduit for
the funds, should there be interest that's generated during the life of the bonds,
and then repayment of principal at maturity. Ordinarily, that would be the
extent of our role. Of course, in this unfortunate circumstance, where we have
seen the demise of Lehman Brothers, our role in a default is to take action to
enforce the collateral for the benefit of the investors to ensure that they receive
whatever value is raised from that collateral. It is not our responsibility as
trustee to comment or have any view on the product that is being sold, that as |
say Is designed by third party, by Lehman, is authorized by the Administration
and was sold by the distributor banks. HSBC's role is not, as you say, to look at
something you described as gold and went to mud. Of course...

A&k iE B - No,sorry, Chairman. It's from mud to gold.

EEAREE EE SR/ E - Mudto gold?

L&k S B - You know, Chairman, my question is very simple.  As a trustee,
you have a responsibility to the minibond holders as well as to who appointed
you. So, you have that neutral position. But you have also a fiduciary duty to
ensure that what are being sold to the minibond holders are a good products. So,
you, as a bank like HSBC, you have a moral obligation to ensure that those
people who bought that product are not taking in poison, mud, and thinking those
are gold. So, basically where is your obligation? You said you are not a
designer of that scheme, but knowing that as a bank, an experienced bank, an
international bank, you must be aware that this is a product that has an
entrapment of people, turning those mud into gold, you know. And how can
you still act as trustee, saying that you have no responsibility? My question is
that simple.

F & : MsSAYERS.

B EFEMEl T E =M IvE : 1 am sorry, Sir, but | must disagree with
your description of our role as having a moral obligation...

A&k S 8 - OK, you mean that, as a trustee, you think that is a good product?
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EE LR FEES=M /N8 : Sir, that is not our role to determine
whether it is good or other...

A&k 8 - If itis not a good product, why should you be a director to that
SPV, as Albert HO just asked? And not being a designer of that product, how
can you not being a designer of that product and can still be a director of that
special vehicle? And then you still act as a trustee to ensure that the minibond
holders are being protected? Where is your fiduciary duty, to who and to
whom?

ERE o RMFEMEE -

EE LRI E T & ESEH/J\iE : Should | answer, Chairman?

E & : MsSAYERS. Yes.

EEEFEAI TS mEEN/JE : Thank you. Sir, the product, as you are
aware, was approved for sale by the Administration.

A&k iE B - The Administration is not God.  You are a separate entity...

ER IR -

AiEHER: IF > RAEMERE - B EHEEEHABUT -
Rt AE - M EREBNR > EF - BUF T2 KK Ut g
88 - fth N SR H M HEAG SO B S22 - ER] DUE B
HE 4G R 0 250 ISl B JRF agree » SFC approve T » 5t £ e ? Can you tell
me as an institution, why do you trust the Government? Don't you

have a mind of your own? Can't you judge that product is good or
bad?

EEXFEIBFE = /IE - Sir, of course we trust the Government,
but none of us are God, none of us have the opportunity or the ability...
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F &5k & B - But you trust the Government and the minibond people trust you!
You betray them!

ER : RAeFEMEIZE - PG

AEHEE - EF > AHEE > MEEANT - KFEELHERE
Mg E—TmeE -

ERE -

JE 25X #E 28 8l F & e = Hi 2]\ 28 : Perhaps Chairman, if | could answer. ~ Sir,
at the time there was a requirement, at the time that these products were sold,
Lehman Brothers, of course, had a, | think, double A credit rating given by
various credit rating agencies. It was on that basis that, | believe, the product
was all priced and sold, and none of us unfortunately had the benefit of foresight
to know what terrible circumstances would happen...

FiEskiE B - Because the whole project is to turn mud into gold, and because

of this, they said that the Lehman Brothers at the time they sold, it was a double
A and that is the whole concept of cheating. This is what makes one wonder
why Hongkong Bank agreed to act as a trustee. If you said that you don't know
the product, tell us the truth. But if you know the product, why you still act as a
trustee? This is a simple question.

EE ) AREE > REMEREZFMAEE -
LigRER ¢ Iy HE -
ERE AR ARNMEMER

B M AR R - - ASIEZE ... A 64 [F] 2 ¥E fi

el ) o LR Ky BB SR TRER - TERIHE
(R~ Ak

REWEE - H AR EF - WBT T WEHRAEEHE - K
AR IRFIE - IFEERRAMHBERSERAT - WE_RSF
B’F o
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TR A AR - B AEEEE IS

MREBREZREI/BR  12H18H EXNXHFEZHRT AT H#
HR o WMEER - ETEHHAEZHERDEN @ o AR &,
ERMEMERT  fUEMmMEEEZ - mANERE  EXHA R
AR - B HIRIT B UEITR SR ZE - Hig - KE W
A S M AT P2 Y LB T T 5 Mo s A& IR ER AN TOE 5 = - Je il i
KA ZEGEME @ - 2Emr RNy — 25w o £
P B BLIR 1T A G R AU R A E W B HZE - B R E e EET
o

EFE N -RBTATUERAERELIEE  NEREN
B {a] 2 Mr MORRIS?

LRKEEEEIBEBES S5 : Yes, two questions.  First of all, with regard
to the updated valuation, there has been no updated valuation since 21 November.
The reason that there has been no updated valuation is because of the
fundamental uncertainty that exists around the legal aspects of the structure of
the minibond and specifically the structure of the waterfall. To undertake a
valuation, given those circumstances, would essentially be incurring additional
costs, both in terms of the advice to HKAB, and also in terms of liaising with the
Government and the Government advisors. And therefore, as | say, it hasn't
been undertaken. In terms to your second question as to why the valuations of
the minibonds and the individual series and tranches of the minibonds are
different, that is purely a function of principally the underlying collateral and the
valuation of the first-to-default swap.

ERE N TG RERE - BIEK -

BIER : £F > WIRABEHEEE - E£E&EESH - RE O A
BiAJE—EEBEAEN - 28R HEVEMN - IERED
%ﬂ%j i EE A2 —EER  MAZ2EEN - TEFARH
I E B mMAEEITE A - A E A SRR %ME
B Z At SIEiE s 2 N = a5 Rt AR B AR 6 - T sk
BRERERRNY - BT A & T2 &R R 1T & A& T DL [E 2
9—E HRWIE - IRITHE -MBLXERAE - 22 lFHm3E
RIE © FTLA > ARG A RE - BUF A] 5 gt i B IR 1T 8
B EREEEMIGER—M... .. AR 1T A5 £ RE R T R 2
GEAEE - 2 LLE (8 (E 7 5 158 18 20 (1] i 21 RF 1Y 2 Gl 2 354
R E R REMRERTE - MIREZFZEFITE - RA
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B E BIAOIR (T o 5 A LT R IR S o AL — A /B
DIE R SR OB I AF o A AT o ATV BT - B A
53 AR R S 5 L R B A R A A 15
B I R (0 - A R AT AE S -

EE : rEEMHEES

REGEE T 2 EE -

TR EREEEFEA - EE  F/HE -

EE EXEXE T &= /Jv1H : Perhaps | could answer, if | may, Ms
LEUNG. There appeared to be two questions, | think. The first was why there
was such a large quantity of these products on the market. The second was
would HSBC take the lead to work with the banks to persuade them to put up the
funds to pursue the litigation. Is that correct?

RXIEE N HEElitigation » 2 H Y B IL — i fE 2 5 o A L

RAT .. MAEGTRE T P EGHEEEEMLEL...... HIF
WEEA M > WA ERFLR - 2 #AE...... —#EHFEeR -

SRAT A5 GE AR e 7 IR M E B sE BE R EF - B D BE R T BE O A
g 2

X & : MsSAYERS.

EEEFIA FEmEH/\#H : The first question why there is such a
large quantity of these products on the market is... I'm afraid that's rather
difficult for me to answer that one. | assume that they were popular at the time
and were sold as popular product by banks...

P E % 5% B : The product has been forbidden to sell to this kind of investors in
other countries, but it has been widely sold in Hong Kong.

EEXEHF T E =M /Jv4H : | can't comment on that. It may indeed
have been forbidden for sale in other countries but that's beyond my knowledge.
Here in Hong Kong, it was authorized for sale and | assume a large quantity was
sold because it was a popular product.
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The second question is will HSBC take the lead in establishing some form
of contingency fund, | think it's your question. That's a very interesting
question and not one that I, in my capacity, am able to answer. It may be
something that we can discuss later with the Hong Kong Association of Banks
and we certainly will do. | do apologize that | am not able to answer that
question here now.

PEHFZE : MIAIRER "certainly will do" » ¥t 28R H € & 8l H
IRITERFwEMAHZE > B ENG » BHIE?

EEEXFA T EmEN /4 : If invited to attend the meeting of the
Hong Kong Association of Banks Task Force with this item on the agenda, we
would most certainly attend and discuss it with them.
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ZXAKEERFEHEEEE S E - Yes, if | can answer your question. You
can make assessments as regards what the legal risk that is inherent within the
challenge coming in from the external counsel for Lehman. And you can try to
quantify what that risk is in terms of a likelihood of success. What makes that
risk fundamental in trying to assess the underlying value, market value of these
minibonds is the fact that if that challenge from the US, from the Weil, Gotshal
in the US, proves to be successful - regardless of how much weight you attach to
the chance of it being successful - if it were to be successful, the impact on the
valuation of the minibonds would be very significant. And therefore, it is... |
use the word "fundamental” to the underlying value of the minibond. And by
virtue of that, it is not possible to actually put a valuation on the minibond
because of the fundamental nature of that risk.
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EEREB AEMBEN S : The answer to this question is whether the
buy-back will proceed. The banks intend, at this stage, to proceed with the
buy-back, but subject to a resolution of the issues in the United States. Until the
issues in the United States are resolved, it is not possible to proceed with the
buy-back because, as has been agreed with the Government and the HKMA, the
buy-back would proceed on market principles, and at the moment, it is not
possible to establish the market price at all.

M {35 : My question is, at all time, | think the retail banks have given a
general impression to the public that the collaterals could be relied upon in case
the issuers failed to fulfill obligations. So, you know it's sort of assurance, it's
sort of securities for the benefit of the investors. This is also the message given
by the trustee, I think, you know, by publication of the prospectus. So it seems
that all these are misconceptions given to the public. So you would be liable in
any event for creating these false perceptions in case you lose in the litigation in
the US. So why can't you accept the legal risk and proceed as if the legal risk
did not exist at all. In other sense, you just assume the legal risk and proceed to
the redemption program as suggested earlier?

FE : 89 - Mr MAZZOCHI.

ERABAESMBES S - I'msure | can reiterate my previous answer. The

agreement with the Government is that the banks proceed with the buy-back at
the market value of the minibonds. The claim is being made by Lehman and
goes to the nature of the derivatives to establish the market price. Until that
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uncertainty can be removed, the banks are unable to proceed with the buy-back
because they can't establish the market price at all. The point about the
collateral is correct. The collateral is there and remains available. But the
question is: who has priority to the proceeds that are available from selling the
collateral?

{8 {— 5% 5 : That means it may not available in case you lose in the action?
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TEEEEFELL A I &= /I\48 : Thank you, Mr Chairman. There are two
levels. | put it very simply as | believe Mr MORRIS has explained last time
before this Chamber on 18 December. The product has in effect two levels:
the upper level and the lower level. The collateral is held at the lower level.
We are not the trustee of the trust at the lower level, nor are we the director of the
issuer of the notes at the lower level. It is at the lower level that has been a
challenge by Lehman or their liquidators...

%Eﬁ’;ﬂ%ﬁ ERE - MREANBILEEM LB RE NSEFTA
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X & : MsSAYERS.

FZEMEE S - | mean you are the custodian. Obviously, you have to protect
the collaterals. | mean they belong to the victims. But then, according to this,
you have to sue yourself, you have to sue the issuer. How can you discharge
both duties at the same time? Surely, there is a clear conflict of interests, isn't
there?

EUHEERRI T EEER /A : No, | have to express that | don't think
there is a conflict of interests. There is no suggestion that the issuer has to be
sued by us.

S EME S - Thatis what it says here, unless they are wrong. That is what it
says on page 4, "if necessary, take action against the issuer to enforce the issuer's
undertakings, including enforcing the security.” | mean if you are on one hand
the custodian of the trustee with duty to enforce the security and sue the issuer,
and you are the issuer according to page 3. According to this document, you are
the issuer. You have been appointed by Lehman Brothers to be directors of the
Pacific International Finance. | mean that is the question | can't understand.
How can you sue yourself?

EEXELNEI == /48 - Perhaps, | may explain.  We are not the
issuer. We do provide corporate services to the issuer at the upper level. As
part of the enforcement process, there will be a request made of the issuer at the
upper level for redemption of the notes. The issuer will not be...
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EEEXELEIFEmE=EH/I\4H : The two are related insofar as the legal
wranglers you put it are impacts on the value of the collaterals that would be
available for distribution. The legal wrangle doesn't impact on the buy-back as
a principle, as a theoretical possibility, that they are quite separate. The legal
wrangler as what Lehman has sought to do is to prevent those counterparties to
various swaps and documentation which they have entered into... how should |
put it, unwinding those various structures. And following the terms in the
documents supporting these structures to pay the funds out, they have sought to
establish a priority to those funds over in this case. The priority which we
would say, is in favour ultimately of the noteholders. Their challenge does not
impact directly on the buy-back as such, on the principle of buy-back.

36



R HEWORBAROMERFEZBETRIE - AIAERKHE
FFETEETHEBERT S =2 AT » Al SEkHEmE 2

EEEXFHA T EmEER /I : No, Mr Chairman, | think perhaps there
has been some misunderstanding. As Mr MORRIS and Mr MAZZOCHI have
resorted to explain that the challenge impacts primarily the value that will be
available, but not the buy-back or the principle of buy-back per se.
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ZXAKEERFEEEEEE S5 - | mean the buy-back was put in place to buy
back from the minibond holders the minibonds at the market value. So,
obviously, part of that process is establishing what the market value is. What
the legal challenge in the US does is, as | say, to make it impossible to actually
come up with a market value for those minibonds. So, that is what, if you like,
puts the buy-back on hold. But I don't think it alters the fundamental point of
actually moving forward with the buy-back unless once the situation is resolved.

SRERRE  FEFETRIRUEIF ...

ERE : REAF

bl

T}
Bk

ARERRE  WEBE... WA WER . 2P AEMIRAE GRS —
FERTT & & A Fl 2 B R AR E - WADE S B IRTT BB RS
MR AGEFRITELTFRAO TFRERERGRESEHR > NFHF
FA Mz - IR BUFa &4 T EwE R K
MR ECH - PG REEHHENESE o KR ERMEEHE &R
TrAEEE > MRTEELETZAT » BEF A feiE A ot iy 28
& A DLIE 7 jEAh - 20 SR AT DAY RS - A B0k 1R I R A S (1 & 5
L&A FAT IR — LB R RN AT A A AT R -

37



R i AUGERE - REHMEERFRE A5 # - M N —
HmETLEFRE RMFEFHEETH @  KERAFEERE
WEHMESGEBER  RBREBIFRFRTLE  BUFIETE AR
i FRATE - T REERER - I B HEBEBEFEAK
FTfERIRDE  DIREEMEZE G B & F % A5 A M3 ER
i o 75 B 1R AT AE B R H A2 (Bl B Y /i & B A R GE - A TS Y

BIERE : £F  HEER -

ERE R

BIER : HE S KRR ZE E 2 A HE A e 8 ik M E 2/ 1Y
TR E - {HE E B 7= AR L ZE - ARy R 5 %02 BUS 2 H
HyEERE » DABETRIRIG R RE - v BBl DI & - Wt - Fe ek
AIAE G T T A AE R T M TR A A A EE A AL R R E -

R KEE ESHEKRMEE TR -

RINBEE - % ARHEE MASNCARE T HHE
HER BT £2 BE S0 S BE A 5 7 H 05 26 25 A% R GE ] RE
KA —F  WE - =4 FaLEKRBE#HT X -

TR 2  WMERmEMEHEIIAR  FIE? HHEREFNHR
HiHERERFERNGE  BEEANERE - ARBWERE
B AR A EHEREZSER - B8 HEEHEEG G
AN E B S » 7 H R A DI ERE - 4705 2

ZHIRTAEHRE S FHARTOUARKERALES HB
Gk o DA EMMAEFE -

7 B
RS
200943 H 20H

38



