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I Briefing on thereports prepared by the Hong Kong Monetary Authority
and the Securities and Futures Commission on the Lehman Brothers

Minibondsincident

(LC Paper No. CB(1)837/08-09(01)

LC Paper No. CB(1)837/08-09(02)

Council Secretariat

on 2 February 2009

—List of follow-up actions for the
meeting on 2 February 2009
prepared by the Legidative

—The Securities and Futures
Commission (SFC)'s response to
members request at the meeting
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L C Paper No. CB(1)837/08-09(03) — Report on " The Structure of
Financial Supervision:
Approaches and Challenges in a
Global Marketplace" published by
the Group of Thirty in October
2008)

Papers issued for the meeting on 2 February 2009

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

INO6/08-09 — Information note on regulation of
the sde of retail structured
financial products in selected
places prepared by the Research
and Library Services Division of
the Legidlative Council Secretariat

L C Paper No. CB(1)708/08-09(01) — Powerpoint presentation material
provided by SFC on
recommendations in report to the
Financial Secretary on issues
raissed by the Lehman's
Minibonds crisis

L C Paper No. CB(1)708/08-09(02) — Powerpoint presentation material
provided by the Hong Kong
Monetary Authority (HKMA) on
its report on issues concerning the
distribution of structured products
connected to Lehman group
companies

L C Paper No. CB(1)709/08-09(01) — Speaking note of Mr Martin
WHEATLEY, Chief Executive
Officer of SFC)

Relevant papers issued by the Subcommittee to Study Issues Arising from
L ehman Brothers-related Minibonds and Structured Financia Products

(LC Paper No. CB(1)552/08-09(01) — Report of SFC entitled "lssues
raised by the Lehman Minibonds
crisis — Report to the Financial
Secretary"
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L C 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 thisitem is attached in the Appendix.
[ Investor protection under the existing regulatory framework for the
securities market

(LC Paper No. CB(1)760/08-09(01) — Letter dated 5 February 2009 from

Hon Starry LEE

L C Paper No. CB(1)760/08-09(02) — L etter dated 9 February 2009 from
Hon Ronny TONG

L C Paper No. CB(1)837/08-09(04) — Paper provided by the
Administration

FS21/08-09 — Fact sheet on a summary of local

press reports on privatization of
PCCW Limited from 29 May
2008 to 18 February 2009
prepared by the Research and
Library Services Division of the
Legidative Council Secretariat

FS22/08-09 — Fact sheet on a summary of local
press reports on CITIC Pacific's
massive losses in foreign
exchange trades from 21 October
2008 to 17 February 2009
prepared by the Research and
Library Services Division of the
Legidlative Council Secretariat)

Relevant Council questions and the Administration's responses

(LC Paper No. CB(1)837/08-09(05) —Hon Albert HO's question on
"Regulation of listed companies®
a the Council meeting on
12 November 2008

L C Paper No. CB(1)837/08-09(06) — Hon KAM Nai-wai's question on
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"Privatisation of listed
companies’ a the Council
meeting on 18 February 2009

L C Paper No. CB(1)837/08-09(07) —Hon James TO's question on
"Investigation into the affairs of
CITIC Pacific Limited" at the
Council meeting on 18 February
2009)

Briefing by the Administration

2. The Secretary for Financial Services and the Treasury (SEST) briefed the
meeting on the background information relating to investor protection under the
existing regulatory framework for the securities market, by highlighting the salient
points in the paper.

Procedural matters

3. The Chairman advised members that as the court proceedings for the scheme
of arrangement for privatization of PCCW had yet to be completed, members should
be mindful of any comments on the proposed privatization that might prejudice the
court's decision. The discussion of the meeting should focus on issues relating to
investor protection under the existing regulatory framework for the securities
market. Responding to Mr James TO's enquiry, Assistant Legal Advisor 6 (ALAG6)
advised that while members might refer to some specific cases as examples to
Illustrate their concerns, direct comments on the proposed privatization of PCCW
which might affect the on-going court proceedings should be avoided. In other
words, the discussion of the meeting should focus on policy issues relating to
investor protection under the regulatory framework for the securities market, and not
on individual cases.

Scheme of arrangement for privatization

4, Mr James TO expressed concern whether the existing regulatory framework
could provide adequate protection of minority shareholders interest in the
privatization process of listed companies. Referring to shareholders queries on the
fairness of the privatization process of PCCW, Mr TO was concerned about the
timeliness of the Securities and Futures Commission (SFC)'s intervention into the
court proceedings for a scheme of arrangement to privatize a listed company. He
doubted whether SFC was empowered under the law to seek remedies and/or to
reverse the court's decision after the scheme of arrangement for privatization of a
listed company had been approved.

5. The Permanent Secretary for Financial Services and the Treasury (Financial
Services) (PS(FS)) advised that generally speaking, privatization of alisted company
had to be conducted under the relevant provisions of the Companies Ordinance (Cap.
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32) (CO) and in compliance with the Codes on Takeovers and Mergers (the Codes)
issued by SFC under the Securities and Futures Ordinance (Cap. 571) (SFO). Asthe
scheme of arrangement to privatize alisted company would have to obtain the court's
approval, SFC would take timely and necessary actionsto follow up itsinvestigation
of alleged mapractice and manipulation having regard to the date of the court
hearing. PS(FS) said that the court would take into consideration anumber of factors
before deciding on the approval or otherwise of ascheme of arrangement to privatize
of alisted company, including relevant evidence uncovered by SFC's investigation.
The Executive Director/Corporate Finance, SFC (ED(CF)/SFC) supplemented that
section 214 of SFO provided that if there was evidence showing that the listed
company concerned or its management had conducted its business and affairsin an
unfair manner prejudicial to other members, SFC might, after consulting the
Financial Secretary, by petition applied to the court for an order restraining the unfair
act concerned and granting other remedies.

6. At the request of Mr James TO and the Chairman, the Chief Executive
Officer, SFC (CEOQ/SFC) undertook to provide information on the powers conferred

on SFC under the law (notably section 214 of SFO) to seek remedies and/or to
reverse the decision of a privatization proposal after the scheme of arrangement for
privatization had been approved by the court.

7. Ms Starry LEE asked whether SFC would seek to intervene in the court
proceedings in respect of a privatization proposal if there was prima facie evidence
of "share splitting" and/or voting irregularities in the voting on the scheme of
arrangement. Ms LEE also enquired whether SFC would question the fairness of the
privatization process should there be large number of shareholders complaints about
thefailure of their brokers/banksin making proper arrangements for them to exercise
their voting rights in respect of a scheme of arrangement to privatize a listed
company. Ms LEE asked how SFC would handle such complaints.

8. CEO/SFC highlighted that the hypothetical cases in question were close to
the circumstances of an actual privatization proposal of which court proceeding were
in progress, and discussions at a public forum might give rise to concern about
sub judice. CEO/SFC said ascheme of arrangement would take effect only after the
voting result had been sanctioned by the court. If SFC recelved complaints about
mal practice and/or manipulation in the privatization process, it would carry out
investigation, and where information relevant to the court hearing was uncovered by
SFC's investigation, it would ensure that the court had the benefit of such
information in the hearing. On shareholders exercising of voting rights, CEO/SFC
advised that generally speaking, a shareholder had to take the initiative to inform his
broker/bank of his voting intention. If the broker/bank had failed to respond to the
client's request and the case was reported to SFC, SFC would investigate into the
complaint.

9. Ms Starry LEE asked, if there were major changesin the financial position of
alisted company during the period between the making of the privatization proposal
and shareholders' voting on the scheme of arrangement, whether the offeror who
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intended to privatize the company had the responsibility to disclose to the
shareholders and the independent financial advisers such changes. Ms LEE opined
that it would not befair to the shareholdersif the latest financial position of the listed
company was not disclosed.

10. In response, ED(CF)/SFC advised that listed issuers had to comply with
general disclosure requirements under the Listing Rules. In accordance with the
Codes, a listed issuer was required to confirm that there were no major
incidents/investments during the interim period of its last financial report and the
voting of the privatization proposal, which might affect the shareholders voting
decision on the privatization proposal. Failure to comply with the disclosure
requirements would constitute a breach of the relevant provisions governing the
privatization process.

11.  Citing the Citic Pacific Limited case as an example, Mr Albert HO expressed
concern that some listed companies might have failed to make timely disclosure of
significant investment losses. Mr HO asked whether SFC would consider disclosing
al information relating to its investigations on alleged misconduct/breaches of listed
companies, even if no enforcement actions were taken against the companies for
breaches of SFO. He pointed out that such information could benefit the investing
public, e.g. by facilitating derivative litigation actions by the shareholders, as there
might be evidence for the breach of fiduciary duties on the part of the company
directors under which investors might seek remedies/damages through civil actions.
Mr HO asked whether, under such circumstances, disclosure of information on
breach of fiduciary duties by the company directors would only be possible if the
Government took actions in accordance with the provision of CO for the Financial
Secretary to appoint an investigator for the case and publish an investigation report.

12. CEO/SFC said that SFC had clear policy for disclosure of information
relating to its investigations. Where SFC had disclosed the fact that it was
conducting an investigation into a company, it would, at a subsequent date, disclose
the outcome of the investigation, i.e. whether regulatory actions were taken or
cessation of investigation. |If the investigation of SFC revealed no breaches of SFO,
it would be outside the purview of SFC to take further actions. Responding to Mr
Albert HO's further enquiry on tools to safeguard the interest of minority
shareholders, PS(FS) advised that SFC was empowered under the provisions of SFO
to investigate into alleged malpractice and breaches of listed companies. Where
prima facie evidence of malpractice such as deception was uncovered in the
investigation, SFC might intervene in the case to protect the interest of minority
shareholders. PS(FS) added that CO and SFO al so empowered shareholdersto apply
to the court by petition to seek remedies.

13. The Deputy Chairman pointed out that it would be difficult for minority
shareholders to apply by petition to seek remedies as any parties who sought to
intervene in the legal proceedings of a privatization proposal might be liable to legal
actions and/or payment of damages/costs. The Deputy Chairman opined that SFC
should take the initiative to submit the relevant information related to its
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investigation on the privatization process to the court, as the court would only
consider evidence presented to it and would not seek information from parties
concerned. He was concerned that where there were allegations that the voting on
the scheme of arrangement was unfair to minority shareholders, whether and how the
Administration and SFC would intervene in the court hearing of the privatization
proposal to ensure that the court had the benefit of any relevant evidence uncovered
by SFC'sinvestigation.

14.  SFST remarked that SFC was empowered under SFO to investigate into
alleged malpractice and manipulation in the privatization of listed companies, and to
intervene in the court hearing in order to ensure afair and level-playing field in the
securities market and protect the interest of investors. CEO/SFC stressed that if
SFC'sinvestigation had uncovered any information relevant to the court hearing of a
scheme for privatization, SFC would fulfill its statutory obligation and submit such
information to the court. PS(FS) pointed out that section 385 of SFO provided in
clear terms the power and procedures for SFC to intervene in judicial or other
proceedings which concerned a matter relating to its functions.

15.  Pointing out that arelatively low share price was offered for the privatization
and that many minority shareholders were unable to exercise their voting rights, Mr
KAM Nai-wai questioned the fairness of the proposal to privatize PCCW. Mr KAM
asked whether the Government would review the existing regulatory regime and
relevant legislation governing the privatization of listed companies, with a view to
protecting the interest of investors. As SFC had announced its commencement of
investigation of the PCCW privatization case, Mr KAM opined that it should not
operate in the dark and should disclose information of the investigation.

16.  SFST said that Hong Kong had in fact imposed more stringent requirements
on privatization of listed companies compared with thosein other jurisdictions. SFC
would not be in a position to disclose any information before it completed its
investigation of aleged cases of malpractice or manipulation. CEO/SFC pointed out
that there was no a statutory requirement for the brokers/banks to notify their clients
of their voting options under a privatization scheme, unless such a requirement was
specified in the purchase contract between the broker/bank and the investor.

17. ED(CRF)/SFC supplemented that in addition to section 166 of CO governing
the conduct of privatization through a scheme of arrangement, the Codes aso
stipulated that the number of votes cast against the resolution to approve the scheme
must not be more than 10% of the voting rights attached to all disinterested shares.
Moreover, the Codes also required that an independent board committee comprising
all non-executive directors be established to give advice to disinterested shareholders
about its recommendation of voting. The independent board committee would seek
advice from an independent financial adviser. These additional requirements in the
Codes were more stringent compared with the regulating requirements in other
jurisdictions. All information relevant to shareholder's decision-making in voting of
the scheme had to be disclosed such asthe change in liabilities and financial position
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of the company. Shareholders should study in detail such information before they
exercised their voting rights in a privatization proposal.

18. Noting that the broker firms and banks were not obliged to notify the
shareholders of their voting options unless specified under acontract, Ms Starry L EE
asked whether the arrangements for non-registered shareholders whose securities
were held in the Central Clearing and Settlement System (CCASS) could be
reviewed to facilitate the exercise of voting rights by these shareholders. Ms LEE
also pointed out that although shareholders were empowered to seek remedies
through the court, small investors might not have the financial resources to bear the
high cost. To better protect the interest of small investors, she enquired whether a
financial services ombudsman would be established to follow up complaints and a
fund be set up to assist small investorsin taking legal actions against unfair corporate
decisions of listed companies.

19. SEST advised that the Government was examining the suggestion of a
financial services ombudsman, and reference would be made to overseas practicesin
thisregard. CEO/SFC said that the issuesrelating to increasing shareholders control
of their securitiesin CCASS had been discussed, and measures such as the Investor
Account Service had been introduced by the Hong Kong Securities Clearing
Company Limited (HKSCC) to enhance investor protection. CEQ/SFC advised that
the policy and arrangement for banks and brokers to exercise the voting rights on
behalf of the shareholders could be examined to further improve shareholders
control their securities. At the request of Ms Starry LEE, CEO/SFC undertook to
provide information on the timing and details of the review on HKSCC's measuresto
enhance investor protection, including measures to increase shareholders' control of
their securities and voting rights.

L ost share certificates

20. Mr CHIM Pui-chung expressed concern that the existing procedures for
replacement of lost share certificates were cumbersome, in particular the requirement
to obtain bank guarantee for the replacement. Mr CHIM also asked about the
arrangements of HK SCC in dealing with the dividends and bonus shares arising from
the lost cases which the investors concerned failed to prove their entitlements. The
Administration was requested to provide information in writing to address Mr
CHIM's above concerns.

(Post-meeting Note: SFC's response to paragraphs 6, 19 and 20 above was
circulated to members vide LC Paper No. CB(1)1232/08-09(04) on 3 Apiril
2009.)
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[I1" Any other business

21.  There being no other business, the meeting ended at 10:45 am.

Council Business Division 1
Legidative Council Secretariat
26 May 2009
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respond, and as | understand the question, the disclosure regime requires that
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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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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.

MEsEES - £F > A EH"— B X" ERZCKEH -
/WA - R E R T F - EAIRT R EIHME - (R
el BXH"EGARE GRMAABREEEETHANE -
WRGESTHENDIARE -

|

R GREEE -

BIER : £F > BESH EE2 WA EPARNFSEH - 8 XREBMHF
REZNEMZE HMEEELRHENHEE TEHA TEMR - Al & -
Ral  REIEESHSH FEBF  SEFlEERER
AL (A — JE R SCHOE Y PR E fE A 58 - WBRE-FSA
FEHEM - WMFIILE 2 RIE/ DRI GRS  HBYE EE LK
XA ZEEE - MREFAEERBEHFTERELER - FliE
BFNEEMBERFREMEHENGER - NEEEHKE - 5
— HRHREETENTHEEFRESEOEM B2 #HR
HMEEMRES - ELEGM - ESREHNNT] » 2EFEEN
BHHLARIER -

EEMBLOOZRERANBEELREEN I ERMY
A A EEHAERERTREA? S—EHEEE - HEHK
Fa (F MR ELE IRTT MHE R AUFHZW - Ee 0 EEMEBNE
ROl HEHVU RS FHZBHERRIBREEK - B —
TR RE A2 IRAERR B2 EnfeERHELHRG T
BRERAEFHEHAZEHIMEAES - EEFANARNSEER

7



o AN R

HEM—HEE  REGTREMEEXREFT - (KA] 5Bk
L RET S BES NEDVERE - SEH T R EERR SRR
FEEXRBHTESHRITENR - WEEE » ER T EBEHA 2 A
R ] e e M — M & = 7

TR :RE-

HREBREBRRER  £F - Z#HEEEMME - EHFNE
EREESEHFHLER  EARRE THELFE RENHERS......
BREEEENVHERE BRI UTLEHAERR.....

BIER CS&5EAT - Bi...

HREBZREBRRER : ... FFRWRELAK - "2 HMAEZEE
R R E YA E TIE MRS R - WRAEM R ERHELR

GEY BRI

BIER: R MESFHFIERIXHFAERRE A /] AR EE 2
TN FEHBEXWREC TR EHER CREFLLEHTER
Ryl RN AISEEI R G » B & BAF4AE B m =P E TIEE A
B H R E e 2

R GmE - (RERREIEE - FIE 2

HMREBREZRBEER : FMBENKRAIDFEETEE - 8
HRGHEEgRHE/ERE  BEFEFG ... KM ARF A EE -
EHEEET  HRINGCBEGERELH  TREFHFAENER
EAEEEF -

BIER - WEMMB R - 7 K7 105 R SCHGE - 1 /R B 3
RAE W HN ZTHYPGE R » R il A DA AL IE 2

MREEBREZRBR - E£HBITKS - HAHGF - EARK B
AT DATE] 58 ] (B FOREAS B RE N A R R IH R SR o #OE

8



MeEHRRTESERBEEEFFNEERNE ST
im0 B — SR M R A A A A A R (R 5E R 7 GE

BER:RE -fIhEE FAEEEEEZERBOEME - 5K
(TR A KB — T ? BT R AN EREEFEZAMMEERES
ERB A=A AP RS E T RAMER 2

HREFREBREER ' 8 REREEHEFEREMNETEM
WEBEETHE LR HERHAE - I HEIRTHE —LAEE

ﬁ%ﬁ%mmmt&mﬁgﬁ%gﬁﬁfﬁﬁlﬁﬁlﬁﬁéﬁ
T NEEENFSE EEMEREREREENERES -

BIER : BE - ROEHTERE (@ EHERH - [k A 5§t E E
MBI EREH AN ? BirE —HRFHEE ?

T

MREEBREFRRBR - BT EHKEF

o K
el el ] A

Ell[l

ER E - MERSE ZimAy M ELE -

BIER « £/ - H— 2 ZREE [ ME -

ERFH - BRENEE -

BREEEZE c ERMEESTELD 7 —ET#ME - HZIRTHE
& - Al2 - BIATA » RTTHRBARANEE . ETHEEELT S
HESRE S ERME - ik TIRTHM EEHER - HERMBUT N
Py —HEAREEER - R XGEHEHEEJIREE DA UK
%WﬂlAawié VB o QAT [R] B RE R R E R < AR 0 Y i
iz ? B2k » HetBE e » FRHEABE R RERE
H%fﬁ%éﬂﬂ%Z& HMERMmED BAEEH T EEN
ﬂifwﬁm BEFREMPL R IEEEZR » HMDN
FEXIG R .ﬁﬁ%ﬂme%@%ﬁ%X&ﬁmé%%%
%Mﬁmﬁ%WHWﬁﬁﬂ¥ﬁ7

TR :RE-



MEEBREBRRBRE : WAH(E M A B # A2 5 3 AT 200 07 H
B RERES - WAED - BAR - EEmER R E
HEMERREMERMREG S EEE RS - 7 RER
AEHEWA R EIERE EETH REREEEERBEESERS
ek - ER > BRNFEER XAEgs —EER - gl
HOWERELRK - RELER - WAHEEE HE T DUR A
il A S - A (E R E AT 2 » M E R e = T My B HlE
e R MHEELELNME - HHERATEND  FEERE
IR D -

BREEFEZE - 20 - £F > HERZE > HEBFREERT......
ERBERZ NRIBITEANEHNM S > CEMEERZSM AT EN
= o HRERZE > PUFEEE B RT R o S AR
EEE AT - HAREIETHMEAETSRZLZEH - FEER
2 HERMAEGERMR  — HER R —E o LS E R E R
Br S —E  DLEUEREBETSH - ERAKEREL  EAERF
FEELIR 1Tt al - FER B LA s HE BRI {T - KNeEdy -

THE:RE - E®R -

LERMBETEMEE - ARMBRLIEEZR T - HMEERTT
REREH A9 - B RRIEE REBUTHERE S ERM - ERER
Z NEEaHEMBUReEE ERydUE - ml g o 3R IR B A B R
Tafam AR HPEFmIENEEEE F4E  FrlEE R M=
KIBIT G & - NF o0&~ 5o E > G E - HI5E 1015 &
TRy ARE D E  IMHER T EAEEER - MR IEE IR
NGHEPTHER  BHFgR%....CMEF - BZEg..... &k
WERBERRKMYEE -

Rl 2 Gy B AF o & G - IRITEARELNTF
HgSBme ey A - HERME A RITHRA - AR A ETEME
gE - hEgm AR MERENEGE T - LR REE&
HHEAFF 2 EGE W S (3 1A (A R B T R e B ok - A I
SR 17 0 I 5 1 18 5 (0l 18 57 7 B A5 3K AE 59 — {7 7% 3 %
& WREEEHN  HEEES @B - FEHEZEHH
MBHEENE  MAENRECZFEFORE - MEREEN
RIE - WEEE 2 HIAT - B A RTTmFHE G E A E RS, - B
WAERZ T - ZERIRITEREZLPE - 728 Bl 53 17 407 4 B 358 L 42
e ETFFRERE -

10



REWBE K KAEMALy@EEHKROMNE - 8k M40 EH
RR - ER EEGRENSERAEREERHE -

EFE > RO EZ  REEMESS"BRECKSEA » &&E 7
—WwW I R AT A A AT A T BT R T (R R R E SR
BRATECT » FIEHEE - FfrARITHE SO AR - HEMES
Al EEREN - bR TN > 5EE %I - REEHRKRKM
BIFTE#HEES > B2RMOUARE ARNERE - M2 A
NG RE R R AL [ - Al R AR & 5 TR 3R R 3 25 1Y [ R = AN A
FrE2eRkMUEEgEEFL T EHARNER Y BEeRMEEES
RITHWABEEEL N ? E82RMURTREL > EMETRAE
B NHEESHE Y S HERMEETRER > BEE T ER
We 2 K fn] 75 v H B 5E (i R RE - B H At 3 07 (B T WA 2238 59 2 0
o IR AR ? B ANLDE > BRERMER -

TR BE -

HMRESEHBREZRBRE © (7&E MHEERK - JAHE A S £ #
P[] 5 7 B ] 7

REHERE - BNl @A EH - (RA] DUE e

HMREBREBRER 54 EAXALERE  SE2EETHE
AHRBHNREE  BEUEOmSEBAOM  ERIKRE E b T EK
HEBREHEE FEMTNREELEDVERTES - B —
LRI EMLEVERTEE  CREEBEEFTEHEN - AT
PLEt - B2 G A M Al - &% & 3 B R & Gn i BLER 20 fa) - AN
FHERZREEGRERE - IhEmXGgd—8 -

#8  2& 8 ARRHE”?

REM

TR FEREEZELE -

HMREBREBRRBRE : 12 2  WEBEHTAK - FHER

11



R E—ERRKVEE Ak > BINLHAE LME fFEE
mIERTTHE HEE W KER - &ﬁﬁf%%hﬁT o=
H B commissioni # #5 o = 5 o BN EEEE - ﬁﬂﬂ{mﬁﬁ
% KA BRELEEREZENEBN  ERERTEREYN - F
LE T BE 2 RF B BE R E L B 1B 2 - B AR 1S BE R BE (o] &5 (R B R -

REWBE  EF > E - IMERMESERE -BES > AR
HEMEZRE -8B ALTHE -

EHE O RMAESHE —EE 8 FR - 6 203 =% 2 8 H I

KEWHRA 0 F AL -

REWRE - LW -

LERBBEEMEE - DR KMrESFEESM T A
%uﬁﬁﬁilﬁﬁﬁﬁ’@lﬁﬁfﬂu’ﬁ%ﬁﬁ%?o%
Sh - WEFLES & ‘ % H A& &
il ﬁ% Tﬁﬁ&%%&ﬁ%%%%ki%ﬁ%ﬁw°wﬁ%
RER 7 ik B I8 52K EHAE - FRZIE
ﬁﬂ%%ﬁ%@ﬁ’?é%mlﬁ”%—mﬁ%°$%$ﬂuﬁ
B MERAEHFRNFHMAHEETHERELENTFTE -

WEE - HHEGE?ER - -RMs BEKEEHEEW

I
f it

EE : Mr WHEATLEY.

REW=RE  ABANME -

TERBHETMEE + FORHHE

12



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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