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PART I: A Brief History of the HK Retail Bond Market
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A Brief History of Retail Bonds in HK

How it all began....1988...1998...2001

The first deals (HKMC, Airport Authority...)

The MTRC issue: HK$5.6bn in subscription (HK$3.5bn
Issued), first fully underwritten deal

The SCB Retail CD: 4ANC2 HK$530mm.first of its kind
The Wharf 2 & 3y issue: first come first served

Ford Motor Credit 2003: first “canto” bond

HK Link: HK$7.7bn in subscription (HK$3.5bn issued)
HKSARG bonds: HK$8.24bn in subscription
(HK$5.25bn issued), largest issue to date
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sSuccess Factors

Using retail banks as the distribution channel

Falling interest rate environment

Risk aversiveness of investors after the Asian financial
Crisis

Balanced portfolio concept taking shape

Huge pools of savings: HK$3 trillion

Alternative to guaranteed funds
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Structured Notes Issues

Continuation of the yield enhancement theme
Hutchison “Mini” bonds

Change in regulatory environment

Stand alone vs. programme documentation

Pivotal point: SFC “quick fixes” in 2003 that allowed
the use of a “dual prospectus” arrangement

Setting up of numerous programmes and increasingly

sophisticated structures
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PART II: Offering Structured Retall Products
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B Capital guaranteed or non-capital-
guaranteed, risk linked to

» Interest rate

» FX

» Commodity price

» Index

» Corporate Credit

» Equity price

» Performance of funds
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Typical Structure for retail notes issued by SPV

Retail Notes
Bank Deposits or > Special >
near-cash Purpose Investors
securities as < Vehicle <
collateral $
A
Cashflow exchange
v
Swap Counterparty
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Alternative Structure for bank subsidiary as issuer

Treasury / money
market

Investors

Retail Notes

Wholly-owned >
subsidiary of

the Bank «

$
Guarantee
The Bank as
Guarantor
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The Offering Mechanism

1.Pre-launch

» Determination of structure

» Forming or distribution group

» Approval for prospectuses

» Advertising plan

» Printing and delivery of selling
material
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The Offering Mechanism

2.0Offer/Subscription Period

» Advertising campaign starts

» prospectuses/selling material available
for collection by prospective investors

» Distributors collect orders via branches
» Daily purchase orders submitted

» Confirmation of orders
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The Offering Mechanism

3.Settlement

» Normally 7-10 business days after
close of offer/subscription period

» Investors accounts being debited

» Settlement between Issuer (or
Arranger) with dealers via clearing
system

» Dealers hold the bond on behalf of
Investors
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Advertising / Marketing

BSelling material — take-one, posters

BAdvertisement on newspapers and
press

BOutdoor Media
BRadio and TV
BPress release/conference

H|nterviews
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Media Consumption Habit
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Considerations

B Budget constrain

H Creative

B Content of the advertising material
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Question : Is it profitable to sell retail
structured bond?

Answer : Depends !
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How much can you earn?

BFirst consider how much you need to
spend :

» Selling commission
» Legal cost

» Advertising cost

» Printing cost

» Delivery cost

» Other overheads
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How much can you earn?

B Gross Sales Profit = Issue size x margin

B |ssue size : <US$10 to >US$100m

B Margin : Fixed terms offering vs. Floating
terms offering
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Other Consideration - Risk

BUnsuccessful result — immediate loss
B Market risk

» Hedging mechanism
» Liquidity

» Cancellation of order
» Residue exposure
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Residual Exposure

Near Cash %

Liquidation of
collateral

securities >

Special
Purpose
Vehicle

Investors

Net payment of $70

Swap Counterparty
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Other Risks

M| egal risk
» criminal liability on inaccurate
iInformation

» Infringement of royalty
B Reputation risk

m\\Vorking relationship
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Disclaimer :

This material is provided for information and discussion purposes only and may be
amended, superseded or replaced in its entirety by subsequent material. Although
the information contained herein has been compiled or arrived at from sources
believed to be reliable, no representation is made as to their accuracy or
completeness. Any reliance you may place on the accuracy of this information or the
validity of our opinion is at your own risk.

This document constitutes neither an offer to sell nor the solicitation of an offer to buy
any security and is not intended to set forth a final expression of terms and conditions
of any security. None of the indications set out herein should be construed as a
commitment of SG or SGA to enter into any transaction. SG will not trade on the
basis of this material and investors will need to refer to a term sheet which will be
provided upon request.

Investors should make their own appraisal of the risks and should consult to the
extent necessary their own legal, financial, tax, accounting and other professional
advisors in this respect. SG and SGA shall not be held responsible for any
misunderstanding arising from this material.
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