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BRERKEEMEBMEEBABIKEKFTTLLE: MrOSBORN,
| think. Good afternoon, Mr Chairman. Thank you for providing us with
the opportunity to discuss with you today the work we have undertaken in
finding a solution to the complex Hong Kong minibond situation. My
name is Ted OSBORN and | am a partner at PricewaterhouseCoopers Hong
Kong. | lead the PWC business recovery services team in Hong Kong and
China. This is the team that deals with insolvencies and debt recovery
actions such as receiverships.

Seated next to me is Anthony BOSWELL and Jan BLAAUW. Both
are experienced insolvency practitioners and PwC partners. Seated next
to Mr BOSWELL is David KIDD, a senior partner in Allen & Overy.
David has acted as the receivers' chief legal adviser throughout the
receivership.



On 30 June 2009, Anthony, Jan and | were appointed as receivers of
the minibond collateral of series 10 to 12, 15 to 23 and 25 to 36 by the
minibond trustee. | think it is important to note that, as receivers, we are
an independent party tasked with finding a solution in what is a difficult
and complex legal and factual situation.

Our objective has been to take steps to preserve the value of the
minibonds' underlying collateral and to recover as much value as possible,
in the circumstances, for all minibond holders. In doing so, we have had
to have regard to the legal obligations contained in the minibond contracts.
The two key ones are the contractual obligations to Lehman Brothers as
swap counterparty in what is referred to as the top-level swap and Lehman
Brothers' assertion that it has priority over the minibonds' underlying
collateral in what is referred to as the lower-level swap. This is often
referred to as the "flip-clause issue™, a complex legal problem made even
more difficult by the diametrically opposite rulings of the UK and US
courts as to its enforceability.

To achieve our objective and return as much value as possible to all
minibond holders, we have had to consider all available options to unwind
the minibond structure and find a solution to the claims made by Lehman
Brothers that would release the minibond collateral. This involved a
two-track strategy in which we negotiated with Lehman Brothers while, at
the same time, we prepared to litigate, if necessary.

Prior to reaching the agreement with Lehman Brothers, we were in
regular dialogue with them for more than one year. The negotiations
leading to the agreement were long, complex and difficult.

On 27 March 2011, we announced that we had signed a conditional
agreement with Lehman Brothers that allows for the return of minibond
collateral to its Hong Kong investors. More than two thirds of the
investors will recover in excess of 80 per cent of their original investment.
The lowest forecast recovery that will result from the agreement is 70 per
cent, with the highest 93 per cent. In addition to the recovery from the
collateral, the distributing banks will be offering ex-gratia payments for
eligible customers. This increases their recoveries to between 85 and
96-and-a-half per cent.

The receivers believe this is a very good result, in the circumstances.
We believe this because the settlement allows for very substantial
recoveries to be made without further delay and it avoids the risk and
uncertainties of the only real alternative to the settlement: prolonged,
costly and very complex litigation. We believe that, if litigation was
pursued, there would be little prospect of doing better than the substantial
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recoveries obtained under the agreement and a very real chance of doing
much worse. An adverse outcome would result in very low or even no
returns to the minibond note holders.

Let me say a few words about the agreement itself. It has two
conditions: first, the US Bankruptcy Court must confirm that an order it
made in December 2008 applies to the minibond collateral. This order
was made on 13 April, so the first condition has been met. The second
condition is that holders of the notes must pass extraordinary resolutions, at
meetings to be held here in Hong Kong on 18, 19 and 20 May, in which
they accept their tranche-specific recoveries in full and final settlement of
their claims under the notes. For this condition to be satisfied, all of the
24 relevant series must pass the resolutions.

Notices to those persons who continue to own the minibonds and are,
therefore, eligible to attend and vote at the meetings were sent out earlier
this week. A sample copy of a notice was provided to this Panel in our
response to the Honourable Mr KAM's written questions.

You will see the notice contains information to assist the noteholders
in their decision-making, including an analysis of the risks at the top- and
lower-level swaps, a discussion of the complexities around the "flip-clause
issue” and the litigation option and, finally, the receivers' recommendation
that minibond noteholders should vote in favour of the extraordinary
resolutions.

We believe the notice contains the information noteholders need to
determine whether or not they should vote in favour of the resolutions. If
the noteholders still have any questions, they will be able to ask them at the
meetings before they vote. If the resolutions are passed, we expect the
available minibond collateral to be released for ultimate distribution to the
minibond investors by the end of June 2011.

Let me close today by saying that the receivers believe the conditional
agreement reached with Lehman Brothers provides the minibond holders
with the best recovery in the circumstances. We are pleased with the
result and feedback we have received to date from minibond holders who
have contacted us is that they are very pleased, as well. We hope the
successful implementation of the agreement will help bring to a close what
has been a difficult period for many minibond investors.

Thank you.
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FE : Ay BEEEE 9 Mr STEWARD.

S RBEERE R R R g AR THATESREGFR LE:

Thank you, Chairman.

In response to the first question, that the amount paid by the banks
under this minibond agreement is meagre in comparison, | think, with the
agreements in relation to equity-linked notes, I think is what the question
related to. The two agreements, the one with Standard Chartered Bank
and the minibond agreement, are completely separate agreements, they're
dealing with quite different things, different products and very different
circumstances and they're not structured in the same way; they're not apples
and apples, they're apples and oranges. The issue of the amount that's
paid by the banks is an important issue because, in arranging these
agreements, we don't have ... the SFC nor the MA, for that matter, has any
power to compel any payments to be made by anyone other than a fine.
The SFC has the ability to impose a fine but no power to compel any
repurchase agreement, any repurchase amount or any compensation, for
that matter.

What we set about here was to enter into an agreement that would
secure a sufficient expiation for the internal systems and controls concerns
that we discovered during our investigations. And then, together with the
other regulatory measures embedded in the section 201 agreement that we
entered into with the banks, we considered that, in the public interest, what
was being offered to each eligible investor was worthwhile and should be
given to those members, those investors, who could receive that offer.

Under the powers that we have, we had the ability, in theory, to
impose a fine of ... to the 16 banks who entered into this agreement, a total
fine of no more than $873 million across all 16 banks; it would have been
different amounts for each bank but, in theory, at maximum. The amount
that's been paid out by the 16 banks to fulfill all of the financial
commitments under this agreement is far in excess of that amount and, so,
in our way of thinking, securing a substantially excessive amount of money
to be paid out by the banks that will be directed to those people who were
most affected by the losses consequent to the collapse of Lehmans was far
preferable and far better than extracting the most maximum fines we could
have extracted in theory where the money would have gone to the
government and not to any of the customers who had suffered losses.

ERE i BEBERECKEGRE - W ZARKREE Y IFH -
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REBKEGMEBMEBABRESLE: Thank you,
Mr Chairman. | can answer the question on behalf of PwC in relation to
the value of the collateral.

| think the first thing that it's important for members and for investors
to understand is that you shouldn't confuse the collateral with what the
recoveries are. If we look at the totality of the minibond structure, as my
colleague Ted OSBORN mentioned in his earlier comments, there is a
structure put in place where the collateral is held for a variety of
stakeholders that was used to support both the top-level and the lower-level
swaps. Lehmans has a claim at the top level and they have argued that
they have a priority claim at the bottom-level swap, as well, and, as Ted
mentioned, these are the key issues that we've been working through in
coming to the settlement.

Turning directly to the collateral, we've provided several updates to
noteholders during the course of the receivership on our Frequently Asked
Questions via our specific website and, on 28 March, the day after we
announced the settlement, on our Frequently Asked Questions, we advised
that the collateral has a current value of, approximately, US$1.5 billion but,
again | reiterate, that is not directly translatable to recoveries because there
are other competing claims for that money.

Under the agreement we've reached with Lehman, Lehman has agreed
to release its claims on that collateral. If they don't agree to release their
claims on the collateral, the only real alternative is to litigate. If we were
to litigate, as Ted mentioned, the potential downsides may outweigh the
benefits and it could be that, if litigation was to proceed and the litigation
was to be lost, the returns could be very low or they could even be nil and,
in our judgement, the recoveries that we've outlined in our announcement is
better to take than the risk of losing most, if not all, of the remaining
collateral.

Thank you.
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SEREE XN MEZEgA ELM Y ANWEREELMMGSH
PERZERA -

EE : REMAMTEE -

HREHEE  TEAMG R Aig -

EFE : BRI EUKE g ST > U 2 B4 -
ZIEERENEFZMEBARKESLE: Mr Chairman, I've been
asked to answer this question asked by the Honourable Member, for which

| thank him.

The position regarding detailed valuations and legal advice is
complicated by the fact that we do not yet have a completed settlement.

HPAREE : L% RAFE.....EfeE.. AR

FJE: David KIDD. Mr David KIDD.

AEEEA i RRE MRENREY ? R RE
FROR R IEY -

EE ¢ R AR ST R ER A - okay -

REEHE ¢ (7

ERE T -
RIEEREMEHAABABKAMESE: Thank you | apologise

for not introducing myself more thoroughly.

The position regarding the detailed valuations and the legal advice that
the receivers have been given is complicated by the fact that we do not yet
have a completed settlement and it is still possible, if the settlement cannot
be completed, for litigation to take place with Lehman Brothers over the
complex issues that have been described earlier.
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In order to protect the interests of the noteholders and to maintain as
strong a position as possible, it is important that details of valuations and
legal advice are not made available to the public at this stage. The
receivers have obtained independent valuations and have obtained
extensive legal advice upon the position, not just in Hong Kong but also in
New York and London, concerning the issues that surround the minibonds.
And the judgement that the receivers have reached is that the result from
the litigation would probably be no better than that that can be achieved in
the settlement and that the risk of litigation could result in a significantly
worse outcome. Now, in those circumstances, the receivers have formed
the view that the settlement is preferable to litigation in order to protect the
interests of the noteholders. And, again, in order to protect those interests,
it is important not to disclose publicly and, in particular, to Lehman
Brothers, the details of the valuations and the legal advice which may be
relevant to any litigation if that should still be necessary.
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FEOLAMRF RIS EREHAKE ... 55 2 81 F 80 A B
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o ERAFEENREAE L BN EBEKLZEFEALFEHE
ERE - FTAERZ M MEHAERE  RERFBEZHFESAFHR
=

B BoEME . SEREERRE.
EE ;A -
SR EEBEREE AR THATESRAREE:

Yes, let me try and answer the other questions, if | can.

| think the first issue related to the Standard Chartered agreement.
The Standard Chartered agreement, we have not said, and it would not be
right to say, that that agreement will return 90 or 95 per cent of anyone's
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investment. That's not what we've said and, to the extent that there's a
belief that that's what the agreement does, then that belief is not correct.

What the agreement does is it returns ... it's designed to cap every
eligible investor's loss to no more than five per cent or ten per cent of their
available assets for investment held at Standard Chartered at the relevant
time. So the 90 or 95 per cent is a reference to their assets held at
Standard Chartered, not a reference to the amount of money that they've
invested in the relevant equity-linked note or market-linked note. So, as |
said in response to an earlier question, it's a different kind of agreement
because the issue in relation to the Standard Chartered investigation was
concentration risk. It wasn't a case of the product being unsuitable; it was
a case of whether the exposure to the product by a particular investor was
too much, given the amount of assets they actually held that were available
for investment.

So concentration risk is designed to prevent people from exposing
themselves to one risk or a single set of risks that would be imprudent and
so the resolution here is designed to reverse the consequences of any
imprudent concentration risk in each person's investment in equity-linked
notes or market-linked notes.  So it's a very different type of agreement.

| think the second issue, you asked about progress in relation to other
investigations. | think, as you probably know, | can't give that
information because the legislation, the SFO, restricts us from being able to
disclose that information but I think it's fair to say we know full-well that
our work is not yet done in relation to these matters and, perhaps, | should
say no more than that.
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ERBEES M E FRPEERBIIE R GmE KA
i B 56 2 |

ER: ERmERLE -
MESEBEREBREIRRRERBELL: MrSTEWARD.

SR EE ST E g EANT AT ESHEAREE:
Yes.

REBREZRBRIBRREREZ L Thesecond question?
SR E SRR E R A ITHHTES AR L &E:

Yes, again, we have never said that the Standard Chartered agreement is
designed to offer 90 or 95 per cent of anyone's investment. In fact, our
media release explains quite succinctly that that is not what's happening.
The issue is concentration risk and the relevant percentage is in reference to
the available assets that a person has. Now, in looking at available assets,
again, it's defined in the agreement, it's set out in the press release. In
considering concentration risk, the issue is what should be the ... what
would be the ideal exposure to a product like this in a diversified portfolio.
And a diversified portfolio will include all sorts of other different kinds of
investment products including, potentially, insurance.

We will, obviously, together with the MA, supervise and monitor the
way in which Standard Chartered undertakes to implement the agreement
and, if there's any concern about the way in which the agreement is being
implemented by Standard Chartered, then I'm sure we'd be very glad to
hear that from anyone who's concerned about it and would take that issue
up with Standard Chartered. But it is important to understand that the
Standard Chartered agreement is not a promise to pay 90 or 95 per cent of
anyone's individual investment because that wasn't the way the agreement
was structured; it wasn't the issue in the agreement.

PLEHERE : WHE > (HI A ZEMr STEWARDAS 2 & At 7 12 £7 b
AETEANERGHN - EEEHEHANEGEH IMHEE R - IMHRLE
At ) ] R 2 Ay SE settle » RO - fth fEGZ & H 1E 48 & FF 2 M - fth offer
BEFEGERES -

AR EERERZTE gAY TR TESEAGRALE:
There ...

EE : Okay » 4F -
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RN EEREREZEEARATHBITESREAARSKE:
I mean, I can't really give you a precise answer in the abstract because there
are some insurance products that have elements of an investment as well;
they act a little bit like a deposit or an equity investment so, without
knowing exactly what kind of insurance products are being referred to, it's
very difficult to give a precise answer. But, in respect to anyone who is
concerned about the way in which the agreement is being implemented by
Standard Chartered, we are more than happy to listen to those concerns and
take those issues up with Standard Chartered if we need to.

REFHBE A2 HFHE......
R BRXKKEER -

BRZEKRZE - DHER - EF > RAHEZHEOA > RHEH - (8
% o PO MM EREEUKGE - IRBIEMBEROER & &
[ 7 [5] 78 1l 72 & A - FAQRY supplementary 25 71 5 W &8 - (K M &R
24T KRR EZR 2 18EHAY IR M L ER 2 B E ] - 2B E [ -
AR R R - BAY 2 A R 2 100% 1k [A]

HE By B FEEAF U1 M B9 announcement 2 6t recovery Y rate H 5 70% &
93% - M-~ EiH — L F100%F recovery ?

EE R W—ArEE 2

MO KEGMEFERTABAEIKFEL: | cananswer that.
ERE R -

MERMKEGRMEFZTEBABIKIEL: Thank you for the

question.

| think you're confusing a little bit, again, as what Mr BOSWELL
talked about, the value of the collateral itself and the actual recovery that
needs to be ... that will be paid to the minibond holders.

As I've said before, the settlement really necessarily has to take into
account the legal obligations under the structure and what that means is that
a payment needs to be made to Lehman Brothers in respect of the top-swap
in which they have priority. And, essentially, in respect of the lower-level
swap, you do have that issue whether a claim has priority or not. That's
debatable; that's the "flip clause"” issue. So the settlement itself takes into
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account, really, two factors. One, a payment to Lehman in respect of the
top-level swap and then, again, an amount to procure Lehman Brothers to
release all of their claims in respect of the lower-level swap or its claim on
the collateral by virtue of the flip clause.

So that is why the full amount of the collateral itself is not being
distributed to the minibond holders.

BRZCKEZE I EFE ...
EFE  BRXEEE -

R KEZEE : TF > WP EWHEEMEESN  BEg L4
TH# T —EHERE  EREE - REFAEHKGLEREZRE -
ETH22H #r B 28 — BeE & ¢ "If recoveries .." TEFEHIREF
EEE o B CRGEE B AR Y ¢+ U SR AT BV (B A 3R B A
70% - 43 $HER 1T & R IR P 15 R 5 TO0%(E (E 1% - 75 [m) B2 4 (o] I 22
BN EERBERFIN2HGHR" E28EEEF - £i8 —H
referi (@ %] 5% » 55 AR ME /SNFE o 5 AR ME /S FK il BHE LK
PR DAL FriEHEH S EEE S D - (REERNEINH
A& —EH 0% - 5% » — E %]100% -

KWHEESE — HEXRANMBENEZ N ZW A Pt 89
lower-level collateral %) 100% » 7F g #| % 5k FE % 2 B & H & A » 1 b
HEMHENE  BEZBETEE2H? GA1 BABREE
FIHER—MHE > BAERERGIELI0%? EGEET AT
16 & REth §R 8 T 0 28 52 <7 I FI g U7 2589 A8 2

EXE : 7 » MrSTEWARD ?

xR EERESZEEEAAPTHHRITESEARLE:
Yes, | can answer that question. There's no misleading. That statement
is entirely accurate and that is, in effect, what is happening with or what is
proposed to happen with the collateral. So what this means is, if the bank
has paid someone 70 per cent in relation to a repurchase offer that they
made back in 2009 under this agreement and then the bank recovers, say,
90 per cent of the collateral for that particular series, then the bank will
make up the difference and pay a further 20 per cent to that person as a
second tranche payment which is the very reason why this agreement
contained within it the process which required the banks to take all steps to
expedite the return of the capital, the collateral, to Hong Kong and
disgorging their commission income in order to fund the receiver to do that.
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So that's exactly what's happening and that sentence refers to exactly
the proposal that is to be considered by the minibond holders in the
meetings.
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(FRBELEEZELE)

MR A - % T case » & A F » HKMAR T LG & » (RIR
B EMAE > RAEMRM T & > TEIR 2R AR T —X - B
REMNANERY - BESBIN—(EGEHE - BREDE A —X - E
ETEE ... R ECE SN B EE - (M S & technocrat.

M2 M ER - 7R 2 & F B % bankerdy » IH 7F bankeriz 5 -
KETRBEBERHEHE - JLERBREETEH A2 BTG A
DUEEITEE L » METBWEE > B AHRKMEE |t -

IR ER a2 — G LA = 2
X : MrSTEWARD?

S RBEERE R R R AR THATESREGFR LE:

Chairman, can I try and give some response?

The first issue is, as I've said before, neither the SFC nor the MA has
any power under any provision of the SFO to compel compensation ...

PEHIEES Yes, | know that.
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R EEEEREE T AN TR TEREAR L

. .. foranyone.

P EIMEEES: Butyoucan punish them.

H
T
M

B o REMEREIE - I MEET
P EHEES: Theyneedtocomply. Thatisyour weapon.

SR EE R R ET AR RITHRTEESRBRLEE:
The ... as well, the maximum amount we can punish by way of a fine is
three times the profit that a bank may have earned in selling the relevant
product. In relation to the minibond banks, that total profit, if you accept
revenue as a proxy for profit - and many would say it's too high - that
amount is far less than the amount that, in fact, has been paid out already
by the banks and will be paid out under all of the commitments that have
been made. And, under these resolutions, that money gets paid to the very
people who were applauding what you were saying whereas, under the
proposal that you're suggesting, ...

PEHEES: Butitsnot.. theyare not...

SR EE ST E g ERANTH N TESHEAREE:
Can I ...

P EEEE: .. paying their money.
R EE B E R R E AN TR TESRARLE:

Perhaps | can finish? Under the proposal ...
P EESE S It'snoteven a punishment.

SR EERESEZEEEARRTHBTESERR L.
Under the ... well, it's the maximum that we're allowed to impose and,
under that proposal, that money would not go anywhere near those who
have suffered losses as a result of the collapse of Lehman Brothers. That's
the first point to make in response.

The second point is that what that means is the only other avenue by
which people can obtain some financial redress for the circumstances
they're in is for them to bring their own proceedings in court. Now, there
IS no doubt in my mind that the returns that we've managed to secure for
customers under all of these agreements are much better than they could
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have obtained through individual litigation on a net basis taking into
account the time involved, the costs involved in litigation, as well as the
considerable logistical, administrative and forensic challenges that anyone,
that any individual, would face in taking on a bank in court.

And that's because of the course that we adopted in negotiating these
resolutions and these solutions. Now, anyone who is offered one of these
resolutions can say "No" and they can pursue their own litigation if they
want to but the ...

PEEFEES: Butsome of them, they're even illiterate, so how can they?
So you are their guardian angels; you need to do your job.

EERBESESBESRZEEEEAARTHRTESRARLEE:

Yes, well, ...
P EIHEES: Youare paid by doing that kind of job.

SR EE S EE T E g AT T ESHEAR A E:
It's ...

PEHEEZEE: Comeon.

AR EE N EE R RS AT RNITESEGREE:
It's ...

P EHEZEES: "Individual'? What do you mean by "individual"?
You are a regime. You are part of the regime to protect the people of
Hong Kong.

xR EERESZEEEAAPTHEBITESEARKE:
Well, I'm sorry you see it that way but | think the returns that we have
secured through these arrangements have been enormously beneficial for
the vast majority of people who have been affected and those people have
accepted willingly and gladly ...

PEMEZEES: They were misled.

SRR E R E SRR R AN THRITESREAREE:

the resolutions that ...

P E#EES: They have been misled by ...
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EERPESERERZEEANARNTHEATESEARSE:

the resolutions that have been offered.

PEHEES: ... youguys for months.

FE: REERE o RN - RFEMEIE - IS
xR EERESZEEEAAPTHHBITESEARKE:
And the resolutions that | think we've managed to secure are far more

rational outcomes than any other alternative that we had available under the
present framework in which we operate.

P EHEES: But don't you think the banker will do the charity for
them?

FE: BEHEEEE.....
P EMEES: It'sunder the pressure.
EFE: MABMARECKE T - BIERE -

P EHEFEES: You are not doing the charity; they are not doing the
charity. They are not paying their own money. It's not even a
punishment for them.

R BIERE

BIER : BB > RBAERN > REREGEEFMET
{62 - R H R A e S EAaEE E N E i - E A
ol BEBERA BREEGHEEREEN - AR AR E
e HEREARA —EFA 2 26 0 R 2 % & M H 0R ba &
o BEE EE AR E R E A Y AR E — # IR IR ' AR Y &
o B EFEAEE E NIE ? JERFE R R AE B ERY

XFE: Mr STEWARD?

xR EERESZEEEAAPTHHBITESEARKE:
I think - 1 mean, I'm relying on memory here - | think that kind of product
is included within the definition of "available assets" for the purposes of the
Standard Chartered agreement.

BIEJE: Yes, butis it investment-linked you would consider that ...
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AR EE N EE R RS AT RNITESEGREE:
Yes.

B ERE: .. qualified ...

SR EE S EE T E g AT T ESHEAR A E:
Yes.

BlEE: .. asset?

AR EE N EE R RS EANITHRNITESEGREE:
Yes.

ElEFE : Whereas those non-linked, they are not qualified asset,
right?

RS R EEEE R B AN THRTESEAR L
I'm not ... from memory, I'd have to go back and look at the definition but
I'm reasonably certain that investment-linked would be included within the
definition of "available assets™ in that agreement.

Bl EJE: Can you support us with more details later?

SR EE N E ST E g EANTH N TESHEAREE:
Yes.

BlEE: Okay.

SR EEREREERANRTHATESRARSLE:
Yes.

R OEHEE -
AiEsREE ¢+ EE - HEH Mr STEWARD.

Mark, | have listened very carefully to your answers to both
Priscilla LEUNG's and LEUNG Kwok-hung's questions regarding the
Standard Chartered Bank and | realise that you do not have the power
under the SFC Ordinance, neither do the HKMA have that power through
their existing ordinances. But you have exercised your influence over Sun
Hung Kai financial institution in helping those Lehman Brothers investors
getting 100 per cent. Your influence is very powerful to the extent that
you have actually acted upon the banks in this regard. Can you also help
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those victims of Standard Chartered under the same technique that you
have exercised with the Sun Hung Kai financial institution? Because
there is an element of fiduciary duty of the bank in terms of misselling
which is a matter of investigation by this particular Council.

To alleviate the problems and the suffering of all those victims, could
you step forward, a minor step, to the extent that alleviating their troubles
and worries over the last few years? | think you can do it, not talking
about legal issues. This is not even a political issue, this is an issue which
you have a duty to act on that ... protect them on your behalf.

E/FE: Mr STEWARD?

SR EE R R ETARRITHRTESESRBGREE:
Chairman, we have pursued a consistent approach in respect to every bank
and every broker who has been the subject of one of these investigations.
Keeping in mind that our investigations have primarily been what we call
top-down investigations into the management systems and processes that
were involved in the sale of all of these products by each of these financial
institutions, the process of then, at the completion of the investigation, then
turning to the organisation and saying ... and having a conversation about
what the consequences and about what the potential range of outcomes
might be, is something that we've done in every situation. We've done it
in the same way. You talk about influence over the first broker to enter
into one of these agreements; I'm not sure our influence is any greater there
than it is with anyone else. The word "influence™ is not one I'd use either.

| think we do need to be attentive to our legal obligations; we do need
to be fair and reasonable when we're entering into these negotiations, when
we're discussing outcomes. We have to ensure that what we do is based
on cogent and probative evidence, that we have a position we can justify;
that we're accountable for what we're doing and that we're being fair not
only to the stakeholders who have been adversely affected by what we're
concerned about but we're also fair to the brokers and the banks, ...

ABHREER: Yes

EFERPEERERZETEANRATHRATESHEARSE:

as well.

A&z 8 Chairman, Mr STEWARD have used the words "fair and

reasonable”. In your own humble opinion, do you think that this Standard
Chartered settlement is fair and reasonable, to take into account of their
clients who have deposits, who have other assets within their control, to
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take that into consideration of a settlement? Is this fair? Is this
reasonable? | mean, as an administrator in the SFC, please, answer this
particular question.

SR EEBEREE AR THATESRAREE:

Yes, I'm happy to answer that question, Chairman, very quickly.

Yes, | am satisfied it's fair and reasonable because the purpose of the
agreement is to cap every eligible investor's loss to no more than five or ten
per cent of the assets that they have available for investment and | think,
compared to what they might receive or what they're likely to receive in the
winding up of ... in the bankruptcy of Lehman Brothers, | think that's an
absolutely outstanding result.

Ai@zksE 5 Butisn't the bank acting ultra vires to that extent that they
are using other deposits to calculate on their settlement, which other banks
are not doing that? And you still call that reasonable? You still call that
fair to those people who actually have saved their money with the bank?

SR EE S EE T E g AT T ESHEAR A E:
The ...

FAiEEREE S Then how can you take that into account of a settlement
which is not in the other common people's fair nor reasonable?

EE: MrSTEWARD?

RS R EEEE R B AN THRTESEARLE:
The agreement is very favourable to Standard Chartered customers because,
in the definition of "available assets", it doesn't require anyone to include
assets or deposits held outside Standard Chartered.

RigsEE S No, it's within ... even it's within Standard Chartered,
because, by the time that they put deposits in Standard Chartered, that was
nothing to do with Lehman Brothers. They trust the bank; this is the
whole basis of trust, is that the bank is not acting in their fiduciary duty to
look after the deposits which is not related to that particular incident.
That's why Leung Kwok-hung was talking about one-night stand and
marriage.

RS R EEBEE R B AN THRTESEAR AL

I'm not sure if there's a misunderstanding about how the agreement operates
but there is no deduction of any money from anyone under this agreement.
There is ... no deposits, no other investments, are being affected. The
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calculation is simply a calculation for the amount that would be paid if the
person accepts the offer.

AigsHkzEE: Yes, Mr STEWARD. This is not Chinese loss although

it's not being taken out of their deposits nor their other assets but, because
they have deposits and assets in there, their settlement is being affected.
This is exactly how the calculation is.

SR EEBEREE AR THATESRARSLE:

| follow, yes.

Figz#:&8: Do youunderstand that?

SR EE ST E g EANT AT ESHEAREE:
Yes.

FiBEREE S | think you'd better understand ...

AR EE S EE R RS AN THHNITESERR L E:
Yes.

Ai&zRsEE . ... whatis the Standard Chartered ...

SR EEBEREE AR THATESRAREE:

Yes, | follow what you're saying.

Fi8ERsEE: ... proposal which is the members of this Council were
asking. You seems to answer in a different angle, you know, and ...

xR EERESZEEEAAPTHEBITESEARKE:
| think it's because the Standard Chartered agreement is quite different to
the minibond agreement.

higzsksE 5 : Sothat'swhy |l ask you this question.

SR EE ST E g ERANTH N TESHEAREE:
Yes.

Aigs#E:E 8. Is their settlement fair and ...

EERBESESBESRZEEEEAARTHRTESRARLEE:
Yes.
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AigzpsEE . .. isthe settlement reasonable?

SR EE ST E g ERANTH N TESHEAREE:
Yes.

Fi@s#=8: Andyouanswer "Yes".

AR EE S EE R RS AN THHNITESERR L E:
Yes.

Ai&z#sE R How can this be fair and reasonable ...

SR EEBEREE AN RTHATESRAREE:

Yes, because ...

Fi&s#ksx 8 : .. when the other ... when their Standard Chartered clients
have deposits and assets held by the bank on a different aspect?

xR EERESZEEEAAPTHHRITESEARLE:
The reason is because the issue that is being addressed in the Standard
Chartered agreement is concentration risk.  The issue is not the collapse of
Lehman Brothers; the issue is not the losses flowing from the collapse of
Lehman Brothers. The issue is concentration risk. So does the
mechanism for calculating the price of the repurchase offer, does it
correspond to concentration risk and is it a fair measure of what the
concentration risk issue actually is? Yes, it is. It does address
concentration risk because it reverses ... it puts the person back in the
position they would have been in if they had made the decision to invest in
equity-linked notes and concentration risk had been applied to that decision
by Standard Chartered in a way that we think was more appropriate.
That's what this agreement does and that's all it does.

ATERER: IfI..
SR EEREEZEEEARRTHBITESERR L.

So, it's not designed ...

Fig@zs#sx8: Chairman,iflmayask ...

EERPEERERZEEANARTHEATESHEARSLE:

to indemnify anyone for loss ...
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FAigiRsES: .. the same question on HKMA although, | mean, Mr
Mark STEWARD doesn't represent the HKMA. I'm asking this question
on HKMA. s it fair and reasonable? This actually put a different
interpretation of "trust in bank".

eERBIMAMBEIESLE - £F -
ER : buitk -
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Jol B BE A T RE - WA ST A B R E S ERE | o M
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TR O#EAE -

ABHRBE MEREE.. . ERRT EF-HEEEFAERT
HEGRE  MFH AERTHZE > BEN#ERES 2RERGRH
fill & FT DA GE (B Bl b Bk Rt J e ? R B MmEE ... fin — &
THFE  HREM-FETHREFCERT —F  ZEFMESD
AFREAEMRT  MEEEMERT - MELSVEH > HRHE
iR B EmEOA  RITEE - BEEFEEEERBITIA ...
HEFRNEML EF .. BERRT .. AE S HEBIRT — @
RARIITE - EEEE......

EHE BB -
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EERBESESBESRZEEEEAARTHRTESRARLEE:

Yes, thank you, Chairman.

Firstly, in relation to the improvement in the future, this section 201
agreement in relation to minibonds required each of the 16 banks to
undergo a complete re-engineering of their internal systems and controls in
relation to the sale of structured products and that process has occurred
under the supervision of the HKMA. In addition, each of the 16 banks
also had to undergo a complete re-engineering of their complaints-handling
processes and that, too, has been undertaken since July 2009. So it's not
true to say that we have not also paid attention to the future needs in
securing these agreements. It's absolutely critical to the achievement of
these agreements that we also pay attention to the systems and controls
Issues that gave rise to our concerns in the first place.

Secondly, in relation to the amount that's been paid out by the banks in
compensation in total, it's over ... it's about $5.5 billion in relation to
minibonds, it's over $8 billion in total if 1 include also the $600 million
that's been paid out under the enhanced complaints-handling process that
was also embedded in this section 201 agreement. By comparison, the
amount that, in theory, the maximum fine that could have been imposed on
the 16 banks, as | said, was $873 million. Arguably, that's completely
overstated, as well, because I'm using revenue instead of profit.

And | think, when this proposal was announced by the distributing
banks on 28 March, this year, Bank of China made a statement to the
market which indicated that their out-of-pocket expense in completing all
of their financial commitments under this proposal will be in the order of
$1 billion. So one bank, by itself, its loss will be in excess of the total fine
that could have been imposed on all of the 16 banks. So that's a measure
of how significantly more in the money is the solution we have sought to
achieve here than the solution that we could have imposed through a
punitive or deterrent response using the powers that we have under the
SFO.

R RERBE -

FREREE EF REZREN A S —WwmAHE > gERE
15 # o B 38 0 OE S I o MR AT B AR R R D o 2 AR 0 (i 0B L
B dEZFHE EFEEER  2EHAESHEFR ANE
W B ME R o Al 2 REC(E - BORAE A B WK EE M (7 ¥ & fa
HE > MaEMTElLEEREZENNE B EUIRGE TE -
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SHBEE: LW MEXR MERERBEEEELZT ...
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SEEEE M PIERAEEERE R OB A
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5 9 T BUR R TR R 2 M3 A O -

e I T Y

SERBE  TRE  HRERES?

TR B

BERBKEGEMEZEMEBAMESLLE: Dol need to press this
button? Sorry, yes. | am Jan BLAAUW.

FE: Yes, you can speak now.

RO KESMEBMEBAMELE: As we've said, we
believe that all the key facts are disclosed in the notices of the meetings to
enable noteholders to decide whether they want to accept a substantial
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return in two months or risk a much higher ... or a much smaller or even no
return in three to five years.

Lehmans have insisted on confidentiality of certain aspects of the
settlement, in particular the settlement amount, as we've stated in the notice
of the meeting. The reason for that is that they have a number of other
settlements around the world and, therefore, have a commercial interest that
they need to protect. We've agreed to this confidentiality in our settlement.
And, in the same way, we expect Lehmans to fulfil its obligations, they
have a right to expect us to fulfil our obligations on confidentiality. We
do not intend to breach the agreement as there could be unknown
consequences leading to the possibility that, as in any commercial
agreement, it may either be terminated or frustrated which we do not
believe would be in the best interests of the noteholders.

AEEEEES: .. without shouldering any professional duty is a shock to
the world.

BERBKEGEIMEEMEBAMESLE: Sorry, I don't...
HEEHEE B In your circular, you said you will not shoulder any
responsibility but you are professional. You must place your stake there
by saying that "by our professional judgement”, but you are not shouldering
any responsibility ...
BRERKEEFMSESHBREBAMELLE: Sony ..
HEEHREES: .. byissuing such a circular.

REOMKESMEBMEBAMESLLE: | think we do

shoulder responsibility in the recommendation that we make.

FREEFHEE R Yes, you said, "{H KA MAE AEF L. s in
your circular. Iread it out. Whether you want to amend it?

OB KESEMEBMEBAMELE: Sorry, what ...
ER Ml e K E R R EFR A AE A 2 -
AREEER - L

EE :B&RHEY
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AREREE  B2FEAE D -
ER:BAHE AR MEREKRHE - BHEKE?

e A ¢ Circularss......th 30 WF 7930 WEH 73
AR /KEEEMEBMEBAMELE: [think..
AP

VREZEREE R - BASH BB o - "B IT A (EE N EAEAAHE
HARKELMEANEE)RLHEE  E2EFE T EMETER
H g 7 22 n] 3 2 g D R R (B 75 R YU AH B 5% I B9 B R B - R R
LR BN E - RBRIM N REEMERE - RE2HEFE AL - A
DL #& i — 5% 58 1 B9 circularlf 2

ERFE Mgy o frSeEMEE o LIS W — A7 8] DLEE 2

BORMKEGMEFAMAEBAMESLLE: |thinkits ..,

LRIBEFEAMEFMEBARKRELLE: | cananswer that.
ERE:  David.

RIEBERRMEHEMEaBARKESLLE:  The receivers act on
behalf of the issuer, which is Pacific, and, in doing that, they, of course,
discharge all of their professional responsibilities to the best of their ability
but | have to say that it is standard practice for receivers to act without
personal liability because they are acting on behalf of the company and not
in an individual capacity. They are agents of the company and they are
representing the company. But that should not be confused with the very
high professional standards that PricewaterhouseCoopers can be expected
to employ with their independence, with their experience and with the
integrity with which they have entered into the judgements that they have
reached, which, I think, speaks for itself.

And, to follow up on one of the other questions that the Honourable
Member raised concerning the disclosure of information, following up on
my earlier answer, | hope that | did not mislead by saying that | did not
believe and the receivers do not believe that it is safe to disclose detailed
valuations or detailed legal advice at this point. There is, nonetheless, in
the notice of meeting - and there will be in the questions and answers that
are available at the meeting - a great deal of information about the legal
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position and about the reasons why the receivers have entered into the
settlement that they have. And there will be ample opportunity at the
meetings for those issues to be explored further and for information, yet
further information, to be given if investors require.
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(F@BELEEZELE)

R ENESRE L R EREE.... MRARARE.....
we e M At 7 A B TR B E A M A AR TR L L AR il
et TRZER - MEEE" T R Y BIYERE T R (T
SHEN N RERRIRE PR - 2 AT -

AR EE N EE R RS AT RNITESEGREE:
Canl ...

EJ&: Mr STEWARD.

SRR E R E SRR R AN THRITESREAREE:

respond briefly, Chairman?

| think I've explained already that the Standard Chartered arrangement
is dealing with concentration risk; it is not requiring Standard Chartered to
indemnify investors for the insolvency of Lehman Brothers. There is no
legal mechanism for us to make Standard Chartered responsible for the
collapse of Lehman Brothers in terms of the losses suffered by Standard
Chartered's customers.

| think the issue of concentration risk is one that needs to be very
carefully understood in assessing whether or not the arrangement is a
sensible, fair or reasonable one.

As for whether I'm on the side of the banks, the staff that have been
working on these cases since October 2008, | think, are absolute heroes and
I think Hong Kong should be very proud of the young men and women
who have worked tirelessly to secure the outcomes that have been secured
in this affair so far. Over $8 billion has been paid out already to about
30 000 or more than 30 000 customers who have suffered losses arising
from the acquisition of structured products connected to Lehman Brothers.
| think that is a result that has not occurred in any other jurisdiction
anywhere in the world and the outcome is absolutely outstanding. And
for their efforts to be traduced in this way is really very disappointing and
I think I find that personally extremely disappointing.

The second thing | want to say is, in your first round, you asked a third
question in relation to some funds who are sending letters to Standard
Chartered customers in Hong Kong, seeking to purchase their interest in the
equity-linked notes that they hold. We're aware of that matter and
Standard Chartered's aware of that matter and has spoken to both the SFC
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and the HKMA and | understand that, today, Standard Chartered has posted
a notice on its website advising customers how they should be dealing with
those letters. So | think that's a matter that's well under hand and we're
monitoring what is going on, as well.
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SR EERESEZEEEARRTHBITESERR L.
The packages have been proposed by the SFC, not by the banks.
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JEE N IR ER A -

They need to bombard, the bombardment for the negotiation - {3 %1 3&
UG 2 RS2 ME " > fth 7 & B0 3R AT Y« 200 5 58 R 25 R BL el gk B A
T g Ano-fly zone » FEJEHIRAE - Bt Alift > A REIEER ¢
RAERER AR SEX{TH - Do youunderstand it? You need to act
as UN and NATO.

ERE ;A

PEHEEEE: Youknow?

ERFE IR - FEHEEE -

FEImER - FE - | would like to confirm what I've heard from
Mr STEWARD because, when you answer Priscilla's question, you have
mentioned that the arrangement now we have for the Standard Chartered

Bank settlement is proposed by SFC and it's not a result of the negotiation.
If it is the case, | think I will be very, very disappointed because, if it is the
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things proposed by SFC, I think it is something really unacceptable because
it is so unfair, because you are punishing those who trust ...

(FBELEBEFE)

ERE: OB ANL FHEHE -

ZEIHE 8 ... Standard Chartered Bank's moves.
EFE: SHIRMESEETEMETE -

FEITES - Can | confirm it is your proposal, not as a result of the
negotiation? Because, if it is the case, I think it is the SFC's responsibility.
If you let me know it is the result of the negotiation, I will, to a certain
extent, accept that because | understand that it is ... it will have no ...

FE: Mr STEWARD?
F8EImiES - ... ideal case in the world, right?

EERBESESBESRZEEEEAARTHRATESRARLEE:

Chairman.
EE : -
SR EE S EE T E g AT T ESHEAR A E:

Of course, it's the result of a negotiation but the mechanism is something
that was proposed by the SFC. 1 think it is entirely defensible and entirely
justifiable in the circumstances in which ... based on the evidence that we
had and we have. It's entirely supportable and it seems to me that there is
still some misconceptions about it.

It's certainly not the case in any of the discussions we've had with
other parties about this agreement but it seems there are some
misconceptions about how the agreement actually operates and what it's
intended to do. And we're quite happy to sit down again and explain it in
clearer terms if anyone misunderstands it but we haven't had that feedback
from people so far.

FEBRER  EF - OEHERE - BER 7 SFCZIh - MR EH
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R EMEE -
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FJ&: MrDavid KIDD?

RIEERRMEFFEBABRKESLLE: I'm happy to provide an

answer.
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The notice of meeting, | think, does refer, in places, to the matters that
the Honourable Member has asked about. On page 5 of the English
version, it's stated clearly that Lehman advised that it's very important that
the amount payable under the settlement be kept strictly confidential and so
noteholders are made very well aware that there is information that the
receivers are not at liberty to disclose to them. Elsewhere, in fact, further
down that same page, there's a section that deals with the litigation option
in which the receivers say that they've considered the merits of the claims,
they talk about the claims under the top-level swaps and the priority that is
given to Lehman Brothers' claims under those swaps. They talk about the
legal decisions that have been granted by courts in England and in the
United States. They talk about the stalemate that has been reached as a
result of the irreconcilable decisions.

And all of those matters are referred to in this notice of meeting.
They are complex matters and a balance has to be struck between providing
information which is comprehensible and digestible as opposed to
providing so much information that people get lost in the detail. If,
having read the notice of meeting, investors wish to ask further questions,
then it's already been stated on a number of occasions that the receivers will
be more than willing to answer those questions within the restrictions of
confidentiality that they have had to agree to with Lehman Brothers.

FREREER  EF  HEE"EEER"EMEAFHRE - (RERHE
—EHERER  MEEERFHNEREEEZE Y RE - 287
REHE - RE"HWILEENFE" (RS THK - BEERAEHEILE
EER FELARERBHNEmERE ? FEBEELER ...
AR H ZEreopeniy iy i - AT DB SR - &AL Al gn 248 AT DL - {2
IMRARAES - Ak B R 2R A I -

SAMNAIA SR —EE > B A ESRE B A - T2
REEBRE » AW —SHERE T2 AR - (K2 B L
AN EHHEEAER  HEERIANETERE  EHELE
BAERHK -

FE T WAz R DAEIE 2 Ao A
BERKESEMEEMESBATENLE: Sorry. In terms of

the legal advice that we've received, | think, when you go through the
notice of the meeting, you'll see a précis not of the specific legal advice that
we've received but our conclusions that we've reached based on the advice
that we have received. So that will give information to the noteholders ...
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AEEHRFES: There can be two interpretation.
BRERKEEHMEBREBARTELELE: Yes

HEEFRESR: Oneis you ... those précis is the conclusion of the legal
advice ...

RO KESEMEBMEBATELE: Yes

A EEEEES: .. butalso without mentioning a independent legal advice,
that can be ...

OB KESEMEBMEBAMELE: |think...

HEHREB: ... the conclusion that independently drawn by
PriceWaterhouse without any independent legal advice.

R /KEEEMEBMEBATMELE: Nono,no, ..

ASEEEIES:  Well because it doesn't say that. It doesn't state to that
effect.

HERKEGEMEFEMEBAMELE: | think we do state

that we've taken independent valuation advice, independent legal advice ...

AHEEBEIEE: But no mention of legal advice. Please, refer me to the
wordings of “independent legal advice".

BERKESEHEIEBMEBAMELLE: Okay. | think, if
you go to page 3, at the bottom of the page, the paragraph that starts "In
July 2009", the second sentence,

"The funding has enabled the receivers to fully explore the
litigation option referred to below. All such costs, including the
fees of the receivers, their legal advisers and independent valuation
experts and all meeting costs have, therefore, been paid by the
banks and have not reduced the amounts available for distribution."

I think that indicates that we have been taking legal advice, we've taken it,
and valuation advice. When we receive that information, we then have to
decide how to proceed with that information. And we have disclosed, in
the reasons for the settlement, the conclusions that we've reached in
relation to the legal advice.
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HEEHRFES: No, itrefers to the spending of money on legal advice.
BOEFKEEMSHREBAMELE: Yes

AEEHEZES: But it doesn't say that the conclusion on the litigation
under the paragraph of the litigation matter or preference is the conclusion
of independent legal advice, so it can be ... the Pricewaterhouse in its own,
its own conclusion, without listening to the legal advice.

RO KEEEMEBMEBAMELE: Right,um, ...

WREEFREE S Youseethe point? That's not clear enough.

HER KEGEMEZMABABTESLE: We have a

professional responsibility to act ...
REEREE S Butyoureferto..

HERKEGEIMMEERMEBAMESLE: ... in a reasonable

way.
REEREE B .. independent valuation.
BERKESEIENESHEFAESBATENRE: Yes

AHEEEHIEE: Yes, but without saying that the précis is the conclusion
drawn from independent legal advice. You see the point?

MERKEGEMEBMEBATESLLE: | see your point but |
think we disclosed sufficiently that there is ... that we have taken legal
advice and | think, in the response that we've given to your questions, that
we referred to the amounts that have been spent. That demonstrates that
we have taken full legal advice in relation to the matters that we've had to
deal with here.

EF: Yes. IFHy - REIHEE -

REHERZES NEZHEARNEERLERITNEE - RMMK
HKMAZ &8 - Rtat i T E LR fEE £ - MR AE 2 Al
BAESEA - HL o ERFEE - EKR - R ERILES - (RE
BAGEH A RELEME 2 EEERAFEN  —ERZENEEE
re & 2 - AR (K= F 5 (H category - {45 M & HIE K AYR Y - (K
CEBGEERT » B84 —ZTEREEE T » (RIREBRR K
i WAE AR R AWE" - WRIFAE BYES - IR
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Do you understand me? You need to offer them headache in the first
place and then they will ask the painkiller and then you will get your job
done. Come on.

R buik -

LERBIBMBIELRE : EF  HILET - Wl B &K%
it M A & A IRAT - A RE BT B T R e AR GE AR - M
et E g &EIRIT - KM A~ RIGERE LS -
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P EHEES: But we have a different opinion. Anyway, we can use
the P&P to summon you, anyway. You deploy a very, very good lawyer
to confront us. You are wasting the public money.
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