18" December 2008

Hong Kong Association of Banks
HKAB Task Force

Room 525, Prince’s Building
Central

Hong Kong

Attn : Mrs. Ann Kung

Dear Mrs. Kung,

Further to the discussion in the Financial Affairs Panel this morning, | would be
grateful for the following information as soon as possible.

The minibond holders have paid real money to purchase the minibonds from the
various distributors banks and they have always been told that the collaterals held under the
various series of the minibonds are the security that belong to the minibond holders. Hence
the money to be realized from the sale of the collaterals belong to the minibond holders.

According to the recent announcement, the banks will contribute $100 million to fund
the litigation with the Lehman liquidators on the priority of these collaterals. However as
disclosed by the Secretary for Financial Services and Treasury at the meeting today, the
money will eventually be reimbursed from the sale proceeds of the collaterals. In short, it is
the minibond holders who are funding the American litigation with their assets and bearing
the risks of such litigation. Yet they are kept totally in the dark as to the details or valuation
of these collaterals, the legal advice given in relation to such litigation or the decisions that
have been made or will be made in relation to the minibonds or the legal disputes relating
thereto. That is of course most unfair and unsatisfactory.

Please confirm:

1. If the money now incurred in relation to the valuation of these collaterals in
particular if the fees payable to Ernst and Young are to be similarly reimbursed
from the sale proceeds of the collaterals/the assets of the minbonds.

2. If the money now incurred in relation to the legal advice given in respect of the
buy back scheme in particular if the fees payable to Mallesons Stephen Jacques
are to be similarly reimbursed from the sale proceeds of the collaterals/the assets
of the minibonds.



If so, the valuation and legal fees are also borne by the minibond holders. Hence
please confirm:

1. You will as soon as possible inform the minibond holders of the valuation and
legal fees incurred to date.

2. You will as soon as possible inform the minibond holders of the valuation and
the legal advice which are paid for by them.

3. If you refuse to do so, please explain why in law you have the right to withhold
the valuation or the legal advice from people who have paid for them?

4. It has been pointed out that Pacific International Finance Ltd, the issuer of the
minibond is wholly owned by one of the companies of the HSBC group which
also appoints its directors. Does it give rise to any conflict of interest?

Please also provide the details of the collaterals of each series and the information
sought in the panel meeting today.

Yours sincerely,

Audrey Eu

c.c. Secretary for Financial Services and the Treasury
Hong Kong Monetary Authority
The Hongkong and Shanghai Banking Corporation Limited
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