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the Administration)
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Special meeting of the Panel on Financial Affairson 23 February 2009
Verbatim Record of Agendaltem | —
Briefing on thereports prepared by the Hong Kong Monetary Authority
and the Securities and Futures Commission on the Lehman Brothers
Minibondsincident
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Ef—B<E - n] 2 o AEMME - BIECF P E - (B 4% 6 b i
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B AT & Y JE b e

EE W —frEE

s RPEERESZESTTHMREBFZELREESE : If | coud try to
respond, and as | understand the question, the disclosure regime requires that
features, risks and returns are properly included in the document, and that we
approve a document that properly describes those risks.

The question as to whether the offer is reasonable is something that an
individual makes in conjunction with the person selling the product to him, the
person giving advise on the product. So, the responsibility...and again I'll
repeat this because | think it's very important, it's not just the disclosure-based
regime. Disclosure is an important part of it, but not the only part of it. The
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second part of it isthe suitability assessment that's done by the intermediary.  So,
our regime is built on both disclosure and suitability. The person selling the
product has a duty of due diligence on the product. So, they have to form a
view as to whether the product is reasonable in the circumstances and their own
due diligence on the individual buying the product. And having gone through
that process, they will judge and be able to recommend whether it's an
appropriate product or not. It's not for us to form a judgement as to whether the
returns are adequate.  That's something that happens at the point of sale.

In terms of issuer risk, again the issuer features are fully included within
the document when people buy structured products. When they buy notes, it's
fully disclosed who the counterparty is to those notes. And again, the
information about the counterparty partly is included in the documentation and
partly is a matter of public record as to where...when people have credit
problemsor not. Thank you.
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FE : Mr WHEATLEY.

BEETHNHEEETESLYE - | coud carify, under the Companies
Ordinance, the term "bond" or "note" is not something that is very precisely
defined. So, minibonds are debentures within the definition of the Companies
Ordinance. In terms of whether that was misleading, of the large number of
complaints that we've received, avery few minority refer to the name as being an
issue. The predominant complaint is about understanding the product features.
Very very few people find the term "minibond” a significant factor in their
decision process and that hasn't been part of the complaints that we're dealing
with. So, again, in purely technical terms, this structure is a debenture, that is
alowed to be structured under the Companies Ordinance. Under the
Companies Ordinance, there are disclosure requirements which we are
responsible for ensuring compliance. The naming of the product itself has not
been an issue in the large majority of the complaints that we've received from
customers.
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BESTHEAEZELE®I S : Agan,if | can go back to the product, it was
obviously a product introduced in 2003. There was a large amount of material
published by us, by the distributors and the issuers of the product to provide the
information. And | am sure we can provide the Panel with examples of that.
So, there has been a lot of information to the public explaining what the product
Is. Having said that, if any new product comes along, we will consult, and we
always consult properly and publicly about the features of that product and how
it'sto be launched. This particular product was launched under the Companies
Ordinance, and has been with us now for 6 years. There've been numerous
publications from us and others explaining the terms of the product, what it is
and how it would work.
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XH : Mr WHEATLEY.

BEETHEEZELEIS S  Theeisan eement that is demand-driven.
This was a product that was offering 6% or 7% when deposits were offering 1%
or less. So, there was consumer demand for a product that yields at apparently
higher return for limited or low risk. But it's not true to say that the products
weren't sold in other markets. They may have been branded differently. They
weren't necessarily called minibonds. But there have been huge problems with
a product called Zertificates in Germany, which is a Lehman-structured product.
And there have been similar problems with retail investors in Spain, with retail
investors in Switzerland, with local government investments in Australia.  So,
actually structured products have become a problem worldwide. It's not simply
an issue of Hong Kong. But as the Professor said, there are some subtle
differences in the different structures in different markets which made the
product either easier or more difficult to sell.
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EFE : IFHY - Mr WHEATLEY e B & 5 — &l 70 -

EEETHESELTESL L - Perhaps | could deal with the disclosure
point first. We do today and we will continue to vet the marketing leaflet and
the offer document. So that's something that is very much part of our regime
today. We are saying that, in the future, we would prefer to see enhanced
disclosure, simple documents that contain the risks properly explained, and that
would be an additional enhancement to the disclosure regime that we have in
Hong Kong.

I don't think any of the documents describes the issuer of the products as
very safe, typically the product documentation is heavily advised by the lawyers
and would be cautious in the claims it makes. So, most of the documents will
actually contain disclaimers which tell people what the risks are.  Though we
accept that the risks on the marketing document might not be prominent enough.
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So, there will be more scrutiny of the sales brochure, the marketing
documentation from us in the future. That's very much part of the plan that we
put forward.

We've already told al issuers of the products that they need to beef up the
credit disclosure element of their documentation because subsequent to Lehman's
failure, there's now much greater focus on the fact that large institutions can fail.
And before Lehman's failure, that was not something people thought was a very
high likelihood. So, we've made a number of changes aready. Were
continuing to make changes to the disclosure requirements that we expect in the
future.
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