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Action
I Confirmation of minutes of meeting and matters arising

(LC Paper No. CB(1)682/08-09 —Verbatim record of special
meeting on 18 December 2008

LC Paper No. CB(1)680/08-09 — Minutes of  meeting on
1 December 2008)

The verbatim record of the special meeting held on 18 December 2008 and
the minutes of the meeting held on 1 December 2008 were confirmed.

I Information papers issued since the last meeting

(LC Paper No. CB(1)545/08-09(01) — Letter dated 25 November 2008
from "a helpless investor"”
(Chinese version only)
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LC Paper No. CB(1)545/08-09(02) — Administration’s written response
to the letter

LC Paper No. CB(1)627/08-09(01) — Administration/the ~ Mandatory

Provident Fund Scheme
Authority's paper on Government
injection into mandatory

provident fund accounts of
eligible persons — arrangements
for handling requests for review of
eligibility

LC Paper No. CB(1)645/08-09(01) — Administration's paper on fourth
quarterly report of 2008 on
Employees Compensation
Insurance  — Reinsurance
Coverage for Terrorism

LC Paper No. CB(1)653/08-09(01) — Press release on People's Bank of
China and Hong Kong Monetary
Authority (HKMA) sign Currency
Swap Agreement

LC Paper No. CB(1)688/08-09(01) — Administration/HKMA's paper on
the fees and charges for banking
services)

2. Members noted the information papers issued since the last meeting.

111 Date of next meeting and items for discussion

(LC Paper No. CB(1)678/08-09(01) —List of outstanding items for
discussion

LC Paper No. CB(1)678/08-09(02) — L.ist of follow-up actions)

3. Members agreed that the item on the "Budget of the Securities and Futures
Commission for the financial year of 2009-2010" should be discussed at the next
meeting scheduled for Thursday, 26 February 2009 at 4:30 pm.

4. Mr KAM Nai-wai recapped his earlier concern about the regulation of credit
card business and measures to protect the interest of credit card customers in respect
of the terms and conditions for credit card services and Ms Emily LAU's related
concern about the impact of banks' fee charging on the public. He requested that
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arrangements be made for early discussion of the subject, say, at the Panel meeting
scheduled for 26 February 2009. The Chairman advised that the concerns of Mr
KAM and Ms LAU could be dealt with under the subject on "Impact of banks' branch
closure and fee-charging on the public”, which had been placed on the Panel's list of
outstanding items for discussion and the Hong Kong Association of Banks had
agreed to report progress to the Panel at the regular meeting in May 2009. For the
next regular meeting on 26 February 2009, the Chairman advised that in light of the
recent financial turmoil, flexibility should be allowed for the Panel to incorporate
urgent items for discussion at the meeting so as to respond promptly to issues of
public concern arising from the latest market developments.

(Post-meeting note: The item on "Issues related to the proposed extension of
the "black out™ period and introduction of quarterly financial reporting™ was
incorporated into the agenda for the meeting on 26 February 2009 at the
request of Hon James TO and Hon KAM Nai-wai. Members were informed
of the revised meeting arrangements vide LC Paper No. CB(1)821/08-09 on
18 February 2009.)

#IVV  Briefing on the reports prepared by the Hong Kong Monetary Authority
and the Securities and Futures Commission on the Lehman Brothers
Minibonds incident

(LC Paper No. CB(1)678/08-09(03) — Paper provided by Administration

IN06/08-09 — Information note on regulation of
the sale of retail structured
financial products in selected
places prepared by the Research
and Library Services Division of
the Legislative Council Secretariat

LC Paper No. CB(1)708/08-09(01) — Securities and Futures
Commission(SFC)'s  paper on
recommendations in report to the
Financial Secretary on issues
raised by the Lehman’s
Minibonds crisis  (power-point
presentation materials)

LC Paper No. CB(1)708/08-09(02) — HKMA's paper on HKMA's
Report on Issues Concerning the
Distribution of Structured
Products Connected to Lehman
Group Companies (power-point
presentation materials)
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LC Paper No. CB(1)709/08-09(01) —Speaking note of Mr Martin
WHEATLEY, Chief Executive
Officer of Securities and Futures
Commission)

Relevant papers previously issued by the Subcommittee to Study Issues
Arising from Lehman Brothers-related Minibonds and Structured Financial
Products

(LC Paper No. CB(1)552/08-09(01) —Report of SFC entitled "Issues
raised by the Lehman Minibonds
crisis — Report to the Financial
Secretary"

LC Paper No. CB(1)552/08-09(02) — Report of HKMA entitled "Report
of the Hong Kong Monetary
Authority on Issues concerning
the Distribution of Structured
Products Connected to Lehman
Group Companies™)

The verbatim record of this item is attached in Appendix.

(Post-meeting note: A special meeting was arranged on 23 February 2009 for
members to follow up the discussion on the review reports prepared by
HKMA and SFC on the Lehman Brothers Minibonds incident. Members were
informed of the meeting arrangement vide LC Paper No. CB(1) 725/08-09 on 4
February 2009.)

Briefing on the work of the Hong Kong Monetary Authority
(LC Paper No. CB(1)678/08-09(04) — Paper provided by HKMA

LC Paper No. CB(1)709/08-09(02) = —Speaking note of Mr Joseph
YAM, Chief Executive of the
Hong Kong Monetary Authority)

Briefing by the Hong Kong Monetary Authority
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6. At the invitation of the Chairman, the Chief Executive of the Hong Kong
Monetary Authority (CE/HKMA) gave a power-point presentation on the work of

HKMA. The salient points in his presentation were summarized below:

(@)

(b)

(©)

(d)

Market participants had used the term “second wave" to describe the
latest developments in global finance. The key to solving the current
problem laid in restoring financial stability, so that financial
institutions and the markets could quickly return to normal to support
the economy. On the monetary policy front, credit costs needed to be
kept low and credit supply eased as much as possible. On the fiscal
front, an expansionary approach was necessary to stimulate the
economy and the job market. Emerging markets should pay particular
attention to the contagion effect of the second wave, which might be
more potent than that of the first wave. Everyone should be vigilant,
seek to understand more background information, and manage risks
prudently taking into account own circumstances.

On exchange rate, the long term stability of the Hong Kong dollar was
a clear goal of the HKMA's continuous efforts to strengthen the
Linked Exchange Rate (LER) system. HKMA had bought a total of
US$23 billion both actively within the Convertibility Zone and
passively at the strong-side Convertibility Undertaking, injecting
HK$179 billion into the local money market. During this time, the
Hong Kong dollar spot rates remained stable and forward discount
narrowed, the one-year forward rate also returned to within the
Convertibility Zone. This reflects the positive response by the market
to HKMA's operations. HKMA would take action as necessary to
maintain currency stability and an accommodative monetary
environment.

In view of the nervousness of the Hong Kong interbank market
following the outbreak of the financial crisis, HKMA had injected
liquidity into the interbank market and introduced temporary
measures to provide liquidity to the banking system. As the interbank
market had continued to operate normally in the past two months or
so, HKMA was inclined to withdraw the temporary measures at the
end of March 2009 as planned. To enable branches and subsidiaries of
Hong Kong banks on the Mainland to obtain renminbi (RMB)
liquidity to meet contingency needs, HKMA had signed a currency
swap agreement with the People's Bank of China, providing liquidity
support up to RMB200 billion or HK$227 billion. In view of the
strong demand for the Exchange Fund (EF) Bills and the capital
inflows since the outbreak of the crisis, HKMA increased the supply
of EF Bills by HK$30 billion.

The banking system in Hong Kong remained robust and resilient
despite that some of the banks in the United States (US) and Europe
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badly hit by the global financial crisis had to be bailed out by their
governments. Although the falling prices of financial assets, the
economic downturn and other unfavourable factors would inevitably
affect asset quality and drive up the ratio of non-performing loans of
banks in Hong Kong, preliminary figures showed that the
non-performing loan ratio was at very low level, but had risen from
below 1% before the global financial crisis to just above 1% at the end
of 2008. The capital adequacy ratio of local banks remained high.

(e)  Credit provided by banks shrank slightly after the outbreak of the
global financial crisis. Lending by retail banks declined by an average
of about 3% in the last quarter of 2008. Loans relating to trade finance
decreased more significantly by nearly 15%. The Hong Kong-dollar
loan-to-deposit ratio of retail banks also declined to 69.4% at the end
of December from 72.9% at the end of September 2008. On the
whole, there was adequate credit supply to meet demand. However,
the situation might change significantly in the coming months as the
terms of more than $100 billion of syndicated loans would expire in
2009. These loans might or might not be rolled over, particularly
when the attitude of some foreign banks might change. HKMA would
monitor the situation closely and take appropriate actions if necessary.

() On the work related to the Lehman Brothers incident, HKMA had
completed the initial assessment of the nearly 20 000 complaints, and
had opened investigations in about 5 000 cases. HKMA had so far
identified 280 cases involving 15 banks with prima facie evidence of
mis-selling and referred the cases to SFC for investigation as to
whether the banks had mis-sold financial products and whether
enforcement actions were warranted.

Discussion

Credit supply

7. Mr Andrew LEUNG expressed concern about the triggering of a second wave
of financial turmoil, its impact on the economy of Hong Kong and measures to cope

with the problem. Mr LEUNG also expressed concern about the expiry of more than
$100 billion of syndicated loans in 2009.

8. CE/HKMA said that the second wave might possibly be triggered through
three channels: the residual effects of the first wave; the vicious cycle of economic
slowdown and credit tightening; and the emergence of financial protectionism,
which might mean, for example, that countries with ample reserves would not buy
US Treasury bonds or financial instruments of other countries. While the economy
of Hong Kong would inevitably be affected by a second wave of the financial
turmoil, CE/HKMA believed that Hong Kong would be able to cope with the
difficulties. As regards concerns about expiry of the terms of syndicated loans,
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CE/HKMA advised that whether or not these loans would be extended or
restructured would hinge on the attitude of individual banks. Foreign banks might
have to adopt a conservative lending policy given the need to address their problems
at home, and the availability of loans to the affected enterprises would depend on
whether local banks would be willing to make up the gap left by foreign banks.
HKMA would monitor the situation closely and take appropriate actions if
necessary.

9. Mr Andrew LEUNG was concerned about the credit crunch facing the small
and medium-sized enterprises (SMES) and measures to assist them in securing loans
during the financial turmoil. He asked whether the Government would offer loans
direct to SMEs and enterprises affected by the expiry of syndicated loans if they had
difficulties in extending the loans or obtaining new loans. Ms Emily LAU expressed
concern that only a small number of SMEs had benefited from the Government's
loan guarantee schemes as banks had tightened their credit policies and charged high
interests for the loans.

10. CE/HKMA said that to safeguard banking stability and ease credit supply,
HKMA had introduced two measures in October 2008, namely, the full deposit
protection and the Contingent Bank Capital Facility. These temporary measures
would help credit easing, hence facilitating SMEs in securing loans and help prevent
a vicious cycle of credit tightening and economic slowdown. CE/HKMA said that he
believed the Government, while introducing enhancements to the loan guarantee
schemes for SMEs, would remain open-minded on the issue of whether direct
lending to enterprises would be necessary and appropriate.

Performance of the banking sector

11.  Mr CHIM Pui-chung noted with concern some recent market analyses/rumors
about upcoming incidents in the banking sector of Hong Kong. He doubted whether
these had been related to the result announcements that would be made by the Hong
Kong and Shanghai Banking Corporation Limited in early March 2009. Mr CHIM
was concerned that analyses/rumors about the performance of individual banks
might affect market sentiment and create opportunities for speculative activities. He
asked whether HKMA could take actions to stop the spreading of such
analyses/rumors.

12. CE/HKMA advised that in the free market of Hong Kong, it would not be
possible to prevent speculative activities. As these activities could give rise to
market volatility and affect the price discovery mechanism of the stock market,
HKMA had reminded market practitioners and investors to remain vigilant in a
volatile market. With the freedom of speech in a liberal society like Hong Kong,
people should be free to express their views and make market analyses. Comments
made by credible individuals in an objective manner should be considered acceptable
by the market. He believed that market participants and the investing public could
judge for themselves whether the analyses were objective and supported by facts.
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13.  Mr_Albert HO pointed out that under the recent financial crisis, some
authorized institutions (Als) might suffer significant losses in their investments in
financial products. Mr HO enquired about the regulatory requirements for Als to
issue profits warnings and make timely disclosure of major business losses and/or
other price sensitive information to safeguard the interests of their shareholders and
the investing public.

14. CE/HKMA advised that HKMA had all along encouraged Als to make timely
and appropriate disclosure of their business information, including investment
losses. Als which were listed corporations had to comply with the disclosure
requirements under the Listing Rules. Responding to Mr Albert HO's further
enquiry, CE/HKMA said that from the supervision experience of HKMA, Als had
always responded positively to HKMA's calls for expeditious and timely disclosure
of business information.

15.  Noting the possible development of a second wave of financial turmoil, Mr
Andrew LEUNG and Mr Paul CHAN were concerned about the outbreak of a credit
card default crisis in the US as a result, and the impact of such a crisis on Hong Kong.
Mr_CHAN opined that the consequences of a US credit card default crisis might be
more destructive than those of the sub-prime crisis, and enquired about the loan
quality of banks in Hong Kong in relation to credit cards. Mr CHAN also expressed
concern about the financial position of the US car-making industry, as a significant
portion of the credit default swaps (CDS) market of the US was related to its
car-making industry.

16.  In response, CE/HKMA said that the US financial sector would be facing a
difficult time this year. The sub-prime crisis had triggered a confidence crisis and
credit tightening in the US and affected the business of different sectors, including
the car-making industry and credit card business of banks. The financial viability of
some state or municipal governments might be in trouble if the economic recession
continued. To maintain banking stability and restore confidence, the US government
had introduced a number of rescue plans such as injecting liquidity into the banking
system. He said he believed that the US government would stand ready to rescue
various businesses of the banking sector, including its credit card business. As
regards the impact on the banking sector of Hong Kong, CE/HKMA advised that the
banking system remained robust amid the global financial crisis. Banks in Hong
Kong had been adopting prudent risk management and HKMA had advised them to
deal with any deteriorating assets, including CDS, in a timely manner. HKMA
would monitor closely retail banks' loan portfolio and their capital adequacy.

17.  Mr Paul CHAN noted that HKMA had introduced the Contingent Bank
Capital Facility and would adopt a flexible approach to adjusting the "premium" over
the statutory capital adequacy ratio on individual local banks to help them maintain
adequate capital. He sought elaboration from HKMA on how banks would be
encouraged to create flexibility in their capital structures to enable them to use these
arrangements when necessary. In response, CE/HKMA said that as the capital
adequacy ratio of local banks remained high, there were rooms for creating




Action

-11 -

flexibility in their capital structures. CE/HKMA said that while he was unable to
specify the concrete measures adopted by individual banks, a bank might consider
whether it was opportune to obtain support of its shareholders at the Annual General
Meeting or during result announcements for capital raising measures such as
issuance of new shares.

18.  Ms Starry LEE noted with concern that the number of residential mortgage
lending (RML) in negative equity more than doubled to 2 568 cases in September
2008 from 936 cases in June 2008 as property prices declined during the period.
Ms LEE asked how HKMA monitored the quality of retail banks' loan portfolios and
measures to be taken if the number of RML in negative equity increased further.

19.  Inresponse, CE/HKMA advised that the number of RML in negative equity
was expected to increase rapidly after September 2008. He pointed out that the 2 568
cases in September 2008 was not a high record compared with the situation in 2003
when property prices dropped by about 65% from the peak in 1998. The current
decline of the property market was not expected to be as acute as in 2003.
Responding to Ms Starry LEE ‘s further enquiry, the Deputy Chief Executive
(Banking), HKMA (DCE/Banking) advised that HKMA monitored closely the
quality of the banks' loan portfolios, requiring them to make regular reports in this
regards and to make timely reports of any major incidents affecting their loan
portfolios. DCE/Banking said that the banks' non-performing loan ratio had only
risen from below 1% before the global financial crisis to just above 1% at the end of
2008, which was well below the “normal level” of 2.5% seen before 1997.

20.  The Chairman was concerned that if the number of RML in negative equity
and the non-performing loan ratio were expected to increase in the coming months,
whether and how could HKMA balance the needs of monitoring the quality of retail
banks' loan portfolio and credit easing to facilitate lending to business enterprises.

21. CE/HKMA said that HKMA would monitor closely the changes in lending by
banks and take necessary actions to avoid the development of a vicious cycle of
credit crunch and economic downturn. The drop in total loans of retail banks by 3.1
% in the fourth quarter of 2008 was mainly due to the drop in demand for loans under
the economic downturn, rather than the change in the lending policy of banks. He
pointed out that individual banks would have to make prudent risk assessments in
processing loan applications from business enterprises.

Economic growth and development on the Mainland

22.  Referring to the Central Government's target of maintaining an 8% growth in
the Gross Domestic Product (GDP) in 2009, Mr Jeffrey LAM was concerned
whether the target could be achieved, in view of the global economic downturn and
the International Monetary Fund (IMF)'s forecast of only a 6.7% GDP growth for the
Mainland in 2009. Mr LAM sought CE/HKMA's view on the likelihood for the
Mainland to achieve the target and the possible impact on Hong Kong's economy if
the target could not be achieved.
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23. CE/HKMA said that the target of maintaining an 8% GDP growth would not
be easy to achieve, but he was confident that the Mainland would be able to meet the
target, given the unique characteristics of a socialist market economy. Responding
to Mr Jeffrey LAM's enquiry about the economic forecast of Hong Kong in the
medium and longer terms, CE/HKMA said that the Financial Secretary (FS) was the
authority for making economic forecast for Hong Kong. He said that in the face of
the global financial crisis, the Government had devised a number of measures to
prevent the development of a vicious cycle of credit crunch and economic downturn.

24.  Ms Starry LEE enquired about the progress of development of RMB business
in Hong Kong, in particular the increase in the amount of RMB deposits. In reply,
CE/HKMA said that HKMA had made necessary preparation for further expansion
of the scope of Hong Kong banks' RMB business, and Hong Kong would be well
positioned to provide better and more financial services to the Mainland. Focuses of
HKMA's work in this area included RMB-Hong Kong dollar currency-swap
agreement with the People’s Bank of China and promotion of the use of RMB for
trade settlement.

Full deposit protection

25. Mr KAM Nai-wai noted with concerned that some deposits were not covered
under the temporary full deposit protection introduced in October 2008, e.g. deposit
accounts used for settling securities transactions or with overdraft facilities. Mr
KAM questioned whether the publicity of the full deposit protection had been
misleading.

26.  In response, CE/HKMA advised that HKMA and the Hong Kong Deposit
Protection Board (DPB) had undertaken a series of measures to promote the
understanding of the coverage of the full deposit protection and a new round of
publicity programme had recently been launched in this regards. DCE/Banking
added that HKMA had issued a statutory guideline to formalize the representation
regime applicable to the full deposit protection, including requiring all Als to issue
a letter to all account holders with non-protected deposits, notifying them which
part of their money was not protected. At the request of the Chairman,
DCE/Banking undertook to provide the Panel with a copy of the relevant guideline

after the meeting.

(Post-meeting note: The required information was issued to members vide
LC Paper No. CB(1)835/08-09 on 18 February 2009.)

27.  Mrs Reqgina IP criticized the Administration for not explaining in clear terms
the scope of coverage of the full deposit protection upon announcement of the
temporary measure. Mrs IP considered it unfair to depositors concerned that they
were given to note, only recently, that some parts of their deposits were not protected
under the scheme. She requested to put on record her dissatisfaction of the
misleading message sent to the public that the temporary measure would provide
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100% deposit protection. Mrs IP was also concerned that while small banks and
deposit-taking companies might take advantage of the full deposit protection to
attract more deposits and expand their business, they might face liquidity problem
when customers withdrew their money upon the lifting of the temporary measure in
2010. Mrs IP asked whether HKMA had any measures to maintain the liquidity and
stability of these Als upon the lifting of the full deposit protection.

28. CE/HKMA said that the eligible deposits covered under the deposit
protection scheme were stipulated in the Deposit Protection Scheme Ordinance
(Cap. 581). He noted Mrs IP's criticism on the publicity of the coverage of the full
deposit protection and advised that DPB would take necessary actions to increase
publicity of the temporary measure. As to Mrs IP's concern about business of small
banks and deposit-taking companies, CE/HKMA said that he had already
highlighted the moral hazard involved in the provision of full deposit protection.
DCE/Banking added that HKMA monitored closely the deposit taking of Als after
introduction of the full deposit protection, and required them to provide regular
reports on the amount of deposits and the interest rates offered. Where necessary,
HKMA would ask the relevant Als to review their risk management strategies.

Complaints relating to the Lehman Brothers Minibonds

29.  Ms Emily LAU opined that HKMA should deploy more manpower resources
to expedite the process of complaint handling and investigation in relation to the
Lehman Brothers Minibonds. Given the large number of some 20 000 complaints
received by HKMA, Ms LAU was of the view that the existing arrangement of
deploying about 200 staff for the task would not be adequate.

30. In reply, CE/HKMA said that HKMA had endeavoured to complete
investigation of the complaints related to the Lehman Brothers Minibonds as soon as
possible. HKMA had almost completed the initial assessment of the nearly 20 000
complaints, and had opened investigations in about 5 000 cases. HKMA had so far
reviewed 280 cases involving 15 banks, determining that there were prima facie
evidence for referring the cases to SFC for investigation of whether these banks had
mis-sold financial products and whether enforcement actions were warranted.
CE/HKMA stressed that HKMA had taken measures to prevent mis-selling of
structured financial products, and would take necessary actions against any
misconduct of Als.

31. The Deputy Chairman opined that the large number of complaints against
mis-selling of structured financial products by banks was an evident that the existing
regulatory sanctions did not have sufficient deterrent effects. In order to enhance the
regulatory regime, the Deputy Chairman was of the view that consideration should
be given to imposing heavier penalties, and disclosing information on cases of
misconduct. The Deputy Chairman opined that disclosure of the name of a bank
found guilty of a misconduct or offence would have a significant deterrent effect on
other banks, and at the same time would enhance public confidence in the banking
system.
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32. CE/HKMA appreciated the Deputy Chairman's concern. He said that
consideration could be given to conferring on HKMA the power to impose a range of
sanctions on Als which had committed misconduct or engaged in mis-selling of
financial products. This was in line with the view of Mr David CARSE, an
independent consultant commissioned to review HKMA's work on banking stability.
CE/HKMA advised that under the existing legislation, HKMA as the licensing
authority might revoke the license of an Al in case of serious misconduct, having
regard to whether the sanction imposed would be in the best interest of the depositors
concerned. CE/HKMA said that HKMA would endeavour to handle all alleged
cases of misconduct of Als in a transparent manner.

Linked Exchange Rate system

33.  Mr Albert HO opined that as the US economy had been badly hit by the
financial tsunami and might further deteriorate, the Government might have to
review the existing arrangement of using US dollar as the anchoring currency under
the LER system, and consider pegging Hong Kong dollar to a basket of other
currencies. Mr Paul CHAN shared Mr HO's concern. Mr CHAN opined that in light
of the drastic changes in the global market after the onset of the financial tsunami and
the fact that the US government had used substantial resources for the rescue plans,
the propriety of using US dollar as an anchoring currency might have to be reviewed.

34. CE/HKMA advised that, since its implementation in 1983, the LER system
had been functioning effectively in supporting financial development and
maintaining monetary stability of Hong Kong, even during very difficult times such
as the Asian financial crisis in the 1990s. While HKMA had kept the LER system
under continual review, the Government had no plan to change the LER system,
which had all along been operating effectively.

Investment and management of the Exchange Fund

35.  Given the deteriorating US economy, the Chairman was concerned about the
amount of US Treasury paper held in EF. In response, CE/HKMA said that there
was a large amount of US Treasury paper in the Backing Portfolio of EF, as required
under the LER system for the entire Monetary Base to be fully backed by highly
liquid US dollar-denominated securities. CE/HKMA said that he did not expect the
status of the US dollar as the world's most important reserve currency would change
as a result of the global financial crisis. While HKMA would take heed of any new
developments in the global market, such as the emergence of financial protectionism,
CE/HKMA stressed that HKMA would manage EF in a prudent manner in
accordance with the investment objectives and benchmark of EF.

36.  With reference to Slide 62 of HKMA's powerpoint presentation on the
performance of EF, Ms Emily LAU sought information on the $6.4 billion interest
and other expenses, and the $8.9 billion reduction in valuation change of Strategic
Portfolio in 2008.
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37. In reply, CE/HKMA advised that the expenditure for interest and other
expenses mainly covered the payment of interest to the holders of EF paper. The
Deputy Chief Executive (Monetary), HKMA added that the Strategic Portfolio was
established in 2007 to hold shares in the Hong Kong Exchanges and Clearing
Limited (HKEX) acquired by the Government for the account of EF for strategic
purpose. The valuation of the Strategic Portfolio had declined by $8.9 billion in
2008 as a result of the drop in HKEX's share prices.

38. The Deputy Chairman was concerned whether Hong Kong had sufficient
financial resources to cope with the challenges posed by the global financial tsunami.
He enquired about the investment performance of EF in 2008 in comparison with
similar funds in other jurisdictions.

39. CE/HKMA said that the capability of the Government to safeguard financial
stability would hinge on the asset level of EF. He advised that as at 31 December
2008, the total assets of EF was $1,557.7 billion, which was a historical high level.
He pointed out that in the extremely unfavourable investment environment amid the
global financial crisis, the losses of 5.6% of EF in 2008 was relatively low compared
with other public funds in overseas jurisdiction, as a number of these funds had
recorded double-digit losses in the same period. Responding to the Deputy
Chairman's further enquiry, CE/HKMA advised that there were still great
uncertainties in the global financial markets in the near future and there were market
concerns about a possible bubble-burst of the bond market given the price
depreciation of the US Treasury paper.

40. Mr KAM Nai-wai noted that despite the losses incurred in the investment of
EF in 2008, a payment of $46.4 billion was still made to the Treasury in the year. He
enquired about details of the arrangement.

41. CE/HKMA advised that under the existing fee arrangement, the fiscal
reserves placed with EF would be paid an annual fee at a pre-determined rate fixed
each year, being the higher of the average annual rate of return of EF's Investment
Portfolio in the past six years, or the average annual yield of three-year EF Notes of
the preceding year. The fixed rate of fee payment to the Treasury for 2008 was over
9% and the full-year payment was $46.4 billion, but the rate for 2009 would be lower
taking into account the investment loss of EF in 2008. This fee arrangement would
provide stability and predictability to the Treasury's share of investment income.

42.  Given the unprecedented investment loss of EF amounting to over $70 billion
in 2008, Mr KAM Nai-wai queried whether CE/HKMA and other senior staff of
HKMA should receive a bonus for 2008. Ms Emily LAU shared his concern and
opined that it would not be justified to offer a bonus to the senior staff of HKMA for
2008. In reply, CE/HKMA said that remuneration for HKMA staff was determined
by FS based on the advice of the Governance Sub-Committee of the Exchange Fund
Advisory Committee. He would not comment on his own remuneration.
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VI  Rewrite of the Companies Ordinance

(LC Paper No. CB(1)678/08-09(05) — Administration's paper on
progress update on the Companies
Ordinance rewrite exercise

LC Paper No. CB(1)677/08-09 — Updated Background Brief on the
Companies Ordinance rewrite
exercise  prepared by the
Legislative Council Secretariat)

43.  Due to insufficient time, the Chairman proposed and members agreed that this
item be deferred to the special meeting to be arranged in February 2009.
(Post-meeting note: The item was subsequently deferred to the meeting on 26

February 2009. Members were informed of the changes in meeting
arrangements vide LC Paper No. CB(1) 760/08-09 on 11 February 2009.)

VIl Any other business

44.  There being no other business, the meeting ended at 12:46 pm.

Council Business Division 1
Legislative Council Secretariat
2 April 2009
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ER o R EB R IR o 2 -

ERE o BEEE - RE - HA9FEMr Martin WHEATLEY -

RS RMEEBRESEEEGITHMREBEZLEESE ¢ Thank you very
much, Chairman and Honourable Members. | would like to make clear a few
comments before the slides and then go through our recommendations. As a
regulator charged with overseeing the institutions which sold Minibonds, we
understand and sympathize with the feelings of investors who have suffered
losses, and we are committed to establishing the underlying reasons for this.
However, as | am sure Honourable Members will recognize, we have been
impacted by unprecedented events in the global financial market, the so-called
financial tsunami, which has resulted in investors all over the world suffering
significant losses.

The challenge for us all, in the face of the personal suffering of so many
small investors, is to try and form a balanced view of all the inter-related factors
which have contributed to the situation that we now face. How much is
attributable to a global collapse of confidence in financial markets; how much
to the failure of the sub-prime mortgage market and the credit squeeze; and how
much to subsequent institutional failings. And how much is due to the
particular rules and regulations we have in place and the degree of compliance
with these regulations by market participants. It is these latter issues which we
as regulators must and will address.

The report we have prepared, at the request of the Financial Secretary,
attempts to identify weaknesses in our regulatory structure, which may have
contributed to the Minibonds crisis or that have otherwise been exposed to the
financial crisis. However, our report does not attempt to determine whether any
individual or institution should bear any direct responsibility for the losses of
Minibond holders. That job will be done through our ongoing investigations
into the institutions that sold Minibonds.

While we are very pleased to have completed and publicly announced the
outcome of our first investigation into a distributor of the Minibonds, Members
will be aware that we still have a large number of ongoing investigations. | can
fully understand the desire of Minibond investors, the public and Honourable
Members to have more details about these investigations but I must ask for your
patience. We are working as fast as we can to complete our work but we must
ensure that we follow due process, that we work in a way which cannot be
subsequently challenged and that we are fair to all parties concerned. This
requires that we maintain confidentiality until such time as an investigation is
completed. While it may be frustrating, | would ask for your understanding and
trust in allowing us time to complete these remaining investigations.



| would now like to highlight some of the key recommendations contained
in our report. | will do this briefly as | am aware that Members already have
copies of the full report and I will then be happy to respond to Members’
questions.]

The background, | think as everybody knows, is that we were asked by the
Financial Secretary to submit a report within three months of the lessons learned
from Lehman Minibonds, how to enhance the regulatory structure, and how to
enhance investors' education and protection.

We submitted this report on 31 December last year. We are now
exploring areas of enhancement and reforms to meet the objectives of our
recommendations.

The report was based on the information we had at that time, and we made
it quite clear that this is a preliminary view. As we continue with our
investigations, we expect to find better what had happened, what went wrong,
and potentially, we will have more recommendations coming forward in the
future.

In terms of the recommendations, the broad view of the regulatory structure
is something that we have suggested the Government needs to review, and to
review whether today's structure remains the best regulatory structure to support
Hong Kong's position as an international financial centre. Or whether that
structure can be changed or amended in some way. And this is the debate that
many major jurisdictions around the world are having at the same time. There
are different structures, the single regulator, the inter-regulatory approach, the
"twin peaks" regulator, and of course, what we currently have in Hong Kong,
separate regulators. And yet within that separate regulatory structure, there is
clearly a need for close communication and consultation, and again we are
looking at how we can enhance the process. But we also considered that the
disclosure based regulatory philosophy that we have is the right one in line with
other major jurisdictions, and we are not recommending a change to that
disclosure based regime.

In terms of investor education, we have already put significant new
resources behind our efforts. We have recommended the creation of a broad
based investor education council, that will require some degree of legislative
amendment, that is something that we will work on as part of our ongoing plan.
But in the meantime, we know that there are some very specific areas that we
have to make sure that people understand much more clearly.  People need to
understand the role of the intermediaries in providing them with advice and
selling products, they need to understand what the obligations of the regulators
are, what the intermediaries are and indeed their own obligations in buying the
products. And we need to ensure that people understand the philosophy of
disclosure based coupled with conduct regulation of intermediaries.



We have also said that we intend to harmonize our product and marketing
code and guidelines for all financial products. We will expect all financial
products to include plain and concise product summaries. And we have
recently published additional guidance for marketing materials, and again we
expect to enhance that further when we are bringing together the various regimes
that are in place. And we have started the process of establishing our website as
a central collation point for information about understanding investment products
where the documents have been authorized by the SFC.

One of the areas that has attracted most comments and one of the areas that
clearly is an area of concern is conduct, the conduct of the intermediaries. And
we have made a number of recommendations on areas where the code of conduct
can be reviewed. We will look at changes to our existing inspection regime, the
way that we inspect the sales process of intermediaries. We expect to come
forward with changes to intermediaries’ own procedures and controls, the way
that they conduct themselves, the record keeping, the way that they follow the
code in selling products.

We think there is a strong need to look again at both how the code defines
investors, and in particular, professional investors, and also how intermediaries
themselves classify investors. While the definition of professional investors is
provided in the code of conduct, most of the classification of investors is done at
the point of sale by the intermediaries through their set procedures. And we
need to look at consistency across different intermediaries, between brokers and
banks, as to how they carry out that process.

And we stated that we would also look at some of the requirements around,
say, of investment products, particularly what is required to be disclosed pre-sale.
And we will look at not just the information about the products, but commissions.
And also whether we can introduce a cooling-off period for complex products as
it happens today in certain insurance products.

There are a number of areas where we think legislative reform will be
needed and these therefore will take slightly longer for us to work with the
Government to bring forward the appropriate recommendations.  Issuers'
ongoing disclosure obligations, and intermediaries' obligations to ensure such
information is brought to investors' attention. The disclosure obligations are set
out in the Companies Ordinance and the intermediary obligations are set out in
the combination of our code and the SFO. We have stated that we should look
at whether Hong Kong should retain the two public offering regimes under the
Companies Ordinance and the SFO, or whether we should combine them into a
single regime. And regardless of whether we need a single regime, we should
ensure the standard between those different regimes are common and that the
same standards are applied to product structure under the Companies Ordinance
as products that are sold under the Securities and Futures Ordinance.

There are certain powers that we would like to have enhanced, in particular
the ability to seek injunction and issue restriction notices to be delegable, and at
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the moment that is a non-delegable function of the SFC Board, which requires
additional process and additional time. Seeking injunction and issuing restriction
notices in many cases need to be done urgently, and also to seek orders for a
breach of the code of conduct. We are also seeking an additional power which
is the ability to impose compensation orders, and as Members will know from
our report, we currently have no statutory ability to impose compensation order
on an intermediary. It is always a voluntary act from the intermediary.

These recommendations we have made reflect concerns we have about both our
regulatory structure and also the level of compliance with that structure. Some
of the recommendations represent significant changes and have widespread
implications for how intermediaries would conduct their business. In
considering these | would urge everybody to recognize that while our current
structure may not be perfect, it also has its strengths. Many so-called advanced
economies have experienced serious problems in their financial sector over the
past year including the collapse of financial institutions, and the need to
introduce emergency regulations at very short notice. By comparison with
these economies we could be said to have done reasonably well. In recognition
of this we are recommending a measured approach to the introduction of changes,
so that we retain what is good while appropriately addressing the issues that have
been identified. This will also, as far as possible, involve full consultation with
the market before the introduction of regulatory changes. We are confident in
the recommendations that we have made but we are also open to dialogue about
how we achieve our objectives. Thank you very much.]
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BEETHRAEELZIESNSSE | need to add that we have required
additional disclosure in products that were sold, we required this in a circular
issued in October and then again at the end of December, we required
advertisements to comply with an enhanced regime, so we have done a number
of things already. We have enhanced our investor education efforts.

ERE i RAERMIFRERT T iHBEHE -FHLX  FIE 2
BRI HIhE > BB 212 R REEH - EBIUE
et > R - EREWAEEMN ? BT BB L -8B
FHE#ESSHE  WhES REFHEME R WAERERIMEL -

o2 =
%iﬁ/ﬁﬁﬁg °

ERBEE  EF > SREFRE - RG&E > MAFFFEEL -

L KHEER  KEABZMHOERE  EEREEMFER Y
B KMEGEEGE RERXBRRR #2855 - 3#EE
I —EZ e T 2 WEN W EAEREE CHER - B &8
HrEReEOTEREELAEEMN BE THREZEELXER" BUFTHE
FEHN -MATARAEE » EHEEMH ? AW EBEE » HIF
M E A EF AR - BINGEZRD - N8 KT8 2B 2
T EMMER RRBECEREAEM P EEEEEE
PR R XE#EEE? BE=(EHE BUFNHEZEZEEEEH »
fp e E Bk EREIL AN BRBUF RIS - Ha]DLE S E )
B2 ERBEHAHAERE ?ZEZES AT  (LEHI A AREZ - 2k
FRME R  EUAERIRMELARS - MERRZE
TRER  EmaREEF R #2EFEEH -

11



i T ERE - FEMRT 0 B ST IE] EE 3 A - PoEr Al A pR -
i EmzEiR - HFEXAT -

TR BE -
HRSHBREZRRBR : ZHHEE  ZHERAENVER -

%
B ERERE  REETAE  RMNEER SR EE R
I3

P A E RS BT H E BRI - ARAERES..

BEBEE W IME TMEERBEEER  FEAEEEZRE
g MEMMAEE - FAERBRERE - RREBELE T B
" OK?

MEEBREBREIBR : WEEF - FEFEFT - BUFEAR
AEERERESE  mMHEREEERE I EECEM.....

BIEREE  HOTHE 2 WS B TRE 2

HREZREZRBIBER - HMAE S el i E B2 RGN Pk
LRI

BIEBEE - REAG R H B A Tt 2 #Al 2

HMEEBREBREBR : F_HHERESHEAN - Mir#®
B 15 5 F T O B 8 DA B R A Y i BT e i R Ry AR ) EE R
S MRy R MR

ERBEBE - EF > EEFANSREESR > AAEZE R - &
Wi m e S EHREEELRER" - BFEEE.... . FRAEMHE
.o ARBEREEEBE Y IR H &AM AR RGE R E 2 #3 4
FRATTZ?

12



HMREFREHRBEIRER  WMEHEHEL > WEEEMELEE
g1 SEERKIEELETES] - & ZZD%EM% M EEEKE
M e MR AFEMEN - BAE EETHE

i
H-
rH

BEEE  EFE - W (E H A A FTE 2

H.l,

& AR A IS Y 5 -

2ERBIMBTRELRE  £F > ZMERESEEMEF A KD
RORM R - Bl RiTESE Eﬁﬁﬁ iEHEE DAk
I F A 7 A] DLBE Roinag - T8 T Ry I E E TR B E AU (R EE
ﬁﬁmﬁiﬁéﬁﬁﬁm ERAREFREAHNBEES MR E
MMEZERNEHKFEMEE  HEEERBHCHEREA
T PR A A 55 LE L EF o MRV R DIME - WM AEEMHEE - &
HEB M mE - ZHERE -

TR : Ay - FEE G Mr WHEATLEY A (T i 7€ 7

Ell[l

BEEE T EE ZE LS & : | think, again, if | can come back to the focus
of the report, it was to look at the structure and what changes needed to be made
to the structure. What went wrong in each individual case is subject to detailed
investigation of the cases. We made a number of statements as to what we felt
had been problems in Sun Hung Kai Securities, which is a firm that ran certain
kind of investment services, and is the first investigation that we have completed.
We raised concerns about product due diligence, poor training, poor assessment
to risk level and poor record keeping. So | think it's through this specific
investigation that we will find out what has gone wrong in each case.
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BESTHBEELEE S YE - We clearly have the ability to remove a

licence, if that's approprlate, to impose financial penalties and to suspend licence
at the level of individual or institution. But what we are dealing with here is
potential misconduct and huge losses of individuals, and what we have taken as
our approach all along is we want to have an appropriate outcome for investors.
We raised concerns about serious failures and finally agreed a settlement.

&l 3F & : We are not talking about losses due to the fall of the market. We are

talking about losses due to misbehaviour, misconduct on behalf of the institution
distributing these products. Take the case of the Sun Hung Kai, what happened?
Were there a serious infraction? If there were, were there any penalties...

SBEETHEASZ S YE - The penalties again... One of the points |

made earlier is that we do not have the power to impose a settlement on an
institution.

g1 F & : | am not talking about settlement. | am talking about what penalties,

what things you are going to do to the institution to make them realise that in
future they have to adhere to the regulations faithfully.

EBESTHAHZE LML SE - Well, we've done a number of things.
We've clearly publicly reprimanded them.

&l 3 J& : Well, public reprimand. Do you think that is enough if their
infraction is serious? Would you please answer this question first?

SEESTHEABELTESLSE - Well they've agreed to pay back
HK$85 million.

BJ & & : That's a serious infraction, right?

R ETHEBELIRSLSE © Yes

I E & : So, you're saying that with such a serious infraction, you would only
issue a reprimand? Is that all that you can do?
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SETTHNABEZLEEALSLE - No. As | said, we've done a number of
things. We've agreed with them that they will return money. We've agreed
that they engage an independent audit firm to conduct a review on any changes.
And we've agreed with them that there will be a subsequent licence suspension if
we find any of the problems not addressed.

I E & : You've released your suspended sentence, is that right?

BEETHMEABELIES LS : That's part of the settlement that we've
reached. Yes.

&l 3F & : Yes, but, you know, do you think that's enough? Do you think that is

probably the reason why we face such a colossal breach of regulation by a
number of institutions? If there is, you really ought to put it in your report.
And say, look, we have to increase the level of penalties and the ambit of the
penalties to all these institutions and not to allow them to go free or to be given a
suspended sentence after a serious infraction.

BESTHEIEEZES S - One of the things that we've made clear in
our report is that we don't currently have the power to impose a settlement, and
therefore we have to reach a voluntary agreement...

ElFEE : | am not simply talking about settlement. Settlement deals with

compensation to people who have suffered losses. | am talking about what
penalties there are to dish out to institutions who committed serious infraction of
the regulations.

BESTHEE Z LS & : Yes, and clearly there are penalties which are
suspension of sentence or fines, but that does not get money back into people's
hands.

BIFEFE : | know, but | am talking about in what way you can force the

institutions to realise it is a serious matter to comply faithfully regulations.
Why did you not issue a fine against Sun Hung Kai?

BESTHEE ZELE S S - Because we chose and decided that getting
compensation for clients was the most important issue.
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Bl F E : But is it also important that they should realise that it should not
happen again?

BECE 1T A E & L0 5t & - But | think the message we've given is a very
strong one. | think the combination of fines and the suspended sentence is a
very strong message.
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SEWHE LR RENCERARGTCREEN - BE - R
0L I R A

EE : Mr WHEATLEY -

SESTHMHEIBEETMESSE - Can | answer the question about the
timetable because that's a concern that has come up a couple of times? The Sun
Hung Kai case was the first investigation we started, so we commenced that case
before we had any cases passed to us by the Monetary Authority. So, in a sense
that's the first to start and the first we completed. We have investigations
running into all of the organisations that had sold Minibonds, about twenty odd
organizations. We are moving those investigations forward as fast as we can,
but we can't give any specific timetable for them. The complex processes, and
we have to give appropriate procedural fairness to the institutions that we are
investigating. So, | am afraid that we will move as quickly as we can. There
is no preference of dealing with brokers over banks. We're simply dealing with
all of them as quickly as we can taking the same approach which we've explained
before, which is looking at a top-down approach, which is the way the
organization has conducted itself, the way it exercises due diligence of both the
product and the individual, the way that its training materials have been used, the
way it assesses the level of the risk of the products and the individuals. So
we're taking that approach with each of these organizations, but we have to
follow procedural fairness.

R E S B - Double standards, what's your view on double standard that's
proposed by the HKMA?

BESTHEAIZTZEES S - We work closely with the MA to ensure that
there aren't double standards, so we have a code of conduct that applies equally
to banks...

S EMEEE  But Mr CHOI just told us that HKMA thinks there should be

double standards, because they think that clients that go to banks are different
from clients that go to brokers. What do you say to that?

SBEETHAE ZF LM S A - Well, | think all clients deserve a duty of care
from their intermediary. All clients deserve to be assessed properly for their
tolerance of risk. And the fact that brokers have a different type of clients from
banks doesn't change the core requirement, which is to understand the client and
to understand the product ...
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S EMEE B © Soyou don't think there should be double standards?

BEETHBAELZRESLSE - No, | don't think there should be double
standards.

SEHEE S - Alright, thank you.
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MESHREFFRIBER : 55Mr WHEATLEY[H]Z -

FE : MrWHEATLEY.

BESTHNMAEEZELESN S : The power to award compensation is
something we've made quite clear in our report that the absence of that power is,
I think, an important gap. We've got some information about other jurisdictions.
We can provide to Members the information we have and do some further
research but | don't feel like I can give a full answer on how compensation and
legal structure in the US works today.
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X & : MrWHEATLEY.

SETTHREELELSE | think, again, if | could...the Minibond
products were structured under the Companies Ordinance, which has a
requirement for sufficient information to be disclosed to allow a reasonable
person to draw a conclusion. But it is necessary for the reasonable person to be
given the opportunity to read the whole document. The code of conduct
requires that the intermediary explains the document. That is how our code of
conduct works currently. That they should be...they have their document
explained to them. One of the concerns that we had in the initial investigation
is that it was questionable whether that was done properly. It's something that
we are looking at in each of our investigations. But that's not to say that the
disclosure-based philosophy itself is flawed. It was the application of the
conduct, at least, that's what we raised in the individual case that we've
completed so far.
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I/ : 8y > MrWHEATLEY -

RBEESITHEEHELIE S &  Firstly, it comes back to the structural point,
we have no power to force compensation. It's not a legal redress that is open to
us. So, it has to be voluntary. It has to be a negotiated settlement. There is
no legal power to make a fine that can then be used and be distributed to
individuals. And again that's not a legal power that is open to us, and it's
negotiated, therefore, the terms of it are negotiated. We have taken the view all
along that getting compensation back to investors is the most important part of
this investigation process. Imposing a fine would not achieve that, so we've
taken the view that on balance the combination of a public reprimand and a
statement of our concerns, a suspended sentence and compensation to investors is
the best outcome we could achieve in that individual case.

fARLCmZ8: EF  MEREEE - SEFREHE LW -
RISHCOCAH M H LM - HE2RE A Edidtm - BN IREHRE
AN EE o ATRARIE & A B R A] DLRE - #i6 E 5 75

29



TEE - REESEENE - AE . RMAEgHE - HE2HM
HREEEETRELR  BEAHEHLEZER TR ERBEFHR
o AR —A - R iR R G AR - A DB fE <2 FAM
BEL? AR T -

EE : ¥ > MrWHEATLEY -

EEEE T A E & L S & ¢ Again the agreement with Sun Hung Kai, we
made a statement which was agreed......

M€ {- 5% 8§ : Why did you make such a stupid agreement?

BESTHEEEZEZEMS S ¢ It was in our view necessary to ensure the
HK$85 million would return to the investors.

{35 : Isitthe only way to achieve that end?

EEETHAEELRESE  |thinkso, yes.

R FEH
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M {3 5 : Oh, come on, we can never agree.

SBESTHEEEEMEE Y - It might have been a different end, but it
would probably...

M {5 : Butwedon't know, we are all kept in the dark.

SBESTHEEZEZLEEI S - You are not kept in the dark because we
published the reservations that we had about their processes. We made it quite
clear what our concerns were and they had responded to that.
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EE : Mr WHEATLEYE B G/ 7T 2

EESTHNEIEEZES S - Well, | think the sad fact is not many people
read the prospectus, although unfortunate, but that's the reality. And the
prospectus does indeed contain the information; they didn't make claims that
were false. The vast majority of the complaints we received were not
concerning the prospectus or concerning the name, they were concerning the
sales process and that the products were misrepresented as something else. And
this is mainly what we are looking at in the investigations, not the documents
themselves which were thick documents, complex documents, but did involve
the risk features.
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X & : Mr WHEATLEY.

SESTHEAEZEZLEMES S - Again if | could come back to disclosure
based approach, it's very important to understand, it's not purely disclosure. It is
disclosure in combination with conduct and suitability. We, as the approver of
the documents, don't ultimately have the relationships with the end clients. The
person who has relationships with the end clients is the person who judges
whether it is suitable for the clients or not. It's apparent, in some cases, in fact
in many cases, they were sold to unsuitable clients, but that's not a problem with
the disclosure regime, it's a problem with the conduct at the point of sale.
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X & : Mr WHEATLEY.

SETTHNBEZEEA L - Well, |l think as I've tried to explain earlier,
because we do not have power to enforce settlement, the only way to achieve
compensation was to agree to a completion of the investigation and to agree to
certain measures that the institution would take. And those measures were the
repayment of money, a reprimand and a suspended sentence. And it's not
possible had we gone down the route of publishing a full and final report, which
would have been many, many months away, and we may or may not have
achieved recompense for the individuals affected.
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X E : MrWHEATLEY.

BEGSTHEIEZES S - The nature of an agreed settlement is the
statement that is agreed as part of the settlement.
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XE : iF - Mr WHEATLEY -

BEEESTHEEZEZMES S - But again, the concerns that we had were
published as part of our public statement at that time. We didn't publish pages
and pages of details. We published the high level statements - what we thought
the problems were.
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X E : MrWHEATLEY.

SESTHEEZEZEE S A | think you have to realize that it would make
any negotiations we had with any of the banks concerned more difficult if we
couldn't achieve an agreement ...

BIER : WRIFEMFHEIFTORE - RREMM A2 EZFEHEE
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BEESTHEEEZEZEMSE - They can seek to ask for time to respond to
our notice. They can seek to have any decisions reviewed in the Appeals

BIER : MM eTll » &R LL HIMREFHRER. ...

BEETHEEEEBLEE: ... if we can't achieve a voluntary settlement,
then we'll have a very long legal process that we have to go through, it may be
what we have to go through. We thought this was the best outcome on this
case.
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BESTHEAEZLES S  Again, we have to judge the best way to
achieve recompense for individuals, and this is the approach we thought is the
best approach.
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HBESTHEEEZEZMSSE - I'll answer that. The approach that we've
taken in the Sun Hung Kai case which is a top-down approach, is trying to
achieve a settlement which is in the best interest of the clients, will be the
approach we'll take in other cases. As we have explained before, it relies on the
other party to be prepared to reach settlement. So, because we can't enforce it,
while we can follow that approach, we can't guarantee that other brokers or banks
would also follow that approach.
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