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L T LR S g Requlrement and Implementatmn

II . o or the Companies Ordinance and applicable SFC codes and guidelines.

BRI | The requirement applies equally to phone banking transactions where
* | the health warning statement should be provided verbally over the
| phone during the sales process and audio recorded for audit trail

. .| purposes.

_____________ oetin e i Notes:

oo b g efinition of structured investment product (fo the purposes of

Al e g e 4 health warning requirement) i an investment product with

o oL embedded derivatives that fall within the coverage of the Securities
-y . | andFutures Ordinance. By this definition, stock trading is deemed
01 tobeexcluded.

|||||||

| 2. The wording of the health warning statement for structured
o investment products stated above was finalised 1n consultation with
the SFC. The health warning statement 1s meant to be a warning to
investors.  Where an mvestor msists on buying a product despite a
risk mismatch to his investment appetite or investment objectives,
banks must demonstrate and prove that it has during the selling
process complied with all applicable laws and regulations including
B R O ] L the SFC’s Code of Conduct e.g. they have properly conducted
T T T T e T e e e suitability assessment and clearly explained the risk to the investors,

B o e L T with adequate documentation and evidence to demonstrate that this
has been done.
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3. The HKMA and SFC are working on Key Facts Statements which
should be provided by the product issuer and RlIs respectively.
These will be released in due course for market consultation.
When the Key Facts Statements are finalised and introduced, the
HKMA will consider whether there is still a need for a separate
health warning statement.

4. Some Rls may wish to apply the above health warning statement to
investment products which are not structured products. In such |
circumstances, RIs may suitably replace the words “structured
product involving derivatives” in the first sentence of the health |
warning statement with words like “investment product” which |
would provide more accurate description of the relevant investment
product while keeping the rest of the health warning statement
intact.
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ffrecords (mcludmg audle ‘records)
“must be mamtamed as. ev1dence of
| the risk assessment process ‘and |
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separatlon of nsk assessment andﬁ__f‘f;

The HKMA expects that the assessment of a customer’s risk profile
should be carried out by non-sales staff. However, in situations where
this 1s not practicable, an independent review must be performed on the
risk assessments conducted by sales staff. The independent review
should satisfy the following criteria:

* 100% check on risk assessments with customers graded above
the medium risk category

* 100% check on risk assessments involving wvulnerable
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Rt As part of its ongoing supervision, the HKMA will collect from RIs
| details of exceptions identified in independent reviews and will assess
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P the effectiveness of independent reviews performed by Rls.
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o 'n consultation with the SFC, it is considered that the independent
e I non-salles staff performing the customer risk profiling does not have to
. Ibearelevant individual provided that the staff will not be involved in |
- | any activities that will fall within the definition of the various types of
| regulated activities and on the basis that:

o ! (1) the staft will only perform the customer risk profiling process,

R R 1.e. ask the customer to provide information for completion of
a standardised questionnaire, record the answers (e.g.
Inputting into system) and inform the customer of the resultant
risk rating assigned by the system as well as the
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RIs requiring more lead time for implementation due to technical

-1 difficulties should liaise with their usual HKMA contact directly with
justifications for requiring a longer lead time.
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RIs should notify customers directly of the higher risk rating through

monthly statement or a separate letter. The HKMA notes that this may
necessitate system changes by Rls and some Rls might need more time
to comply with this recommendation. In any case, Rls are expected to
achieve full implementation of this recommendation as soon as
practicable but no later than 30 June 2009. Individual RIs requiring
more lead time for implementation due to technical difficulties should
lhaise with their usual HKMA contact directly with justifications for
requiring a longer lead time. Before this is done, RIs should, as an
immediate and interim measure, take appropriate actions to alert
customers of the higher risk rating and provide a channel (e.g. website
or dedicated telephone line) through which the customer could access

.. . | therelevant information.

G | RIs have no further obligation to make the disclosure to a customer who
.. .~ " |has closed his/her account or has the relevant investment product
. | transferred to another bank’s account.

cases ; cf

salcs "f
;__'_?_'_ff:';f mvcstmcnt products whcrc ‘investor’s reascns
| there is a risk mlsmatch

Adcquatc documcntatlon of the
understandmg
and agreement to thc risk mismatch,

q

Bank staft has a heightened responsibility in ensuring that the suitability
requirements are met and that risks are clearly explained to investors in
the selling process. Whenever a product with a risk rating higher than

6
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7}?_%_1nvestors audlo- recorded P

| customer.

the customer’s risk tolerance level is sold to the customer, the bank staff
should ensure the following: (i) remind the customer of the risk
mismatch and that the product may not be suitable for him/her; (ii)
document the reasons of any product recommendations as well as the
reasons of the customer’s choice of products; (iii) the customer should
sign his/her acknowledgement of the risk mismatch; and (iv) the full

L conversation should be appropriately audio-recorded. In the event of
and' f‘f-

be_.;

Inconsistent answers given by a customer, the bank staff should seek
clarification from the customer and document the reasons given by the
Endorsement should be sought from supervisory staff within

| the institution.
' - as soon as-};g
-}_i:posmble but no later than e n dfﬁ:f’
f;March 2009 e

Timeline for implementation of the audio recording requirement will

S | follow that of Recommendation 13.

mystery

(as well as by regrstered

-ff;test sales processes and a
ff;._,f.prlot

S {;é_'customer
ff"’gcommrsswned ------- by g
| HKMA to gauge whether

pro gramme
survcys

mystery sh0pper

......

-_ffthan end March 2009

fRIs should put in place approprrate‘f
pro gramme to;___.

RIs are expected to put in place appropriate “mystery shopper”

programme as soon as possible.

R R -3. 5 " | The HKMA and SFC will jointly develop an external “mystery shopper”
jAs soon as possrble but no later-_'_'

programme and will further work out the timeframe of the pilot
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' The recommendation numbers are those referred to in paragraphs 8.1 to 8.50 of the HKMA’s Report.



