
Annex  1

Registered Institutions (“Rls”) are required to implement the following recommendations in  accordance with the timetable
specified

a  5  Detailed Guidauce on Implementationifand Implementation .  oo  .  .  ny  .Time table  a  (Timeline of implementation follows the original timetable unless
 人  otherwise stated)

d  include  : a “health  After consultation with the Securities and Futures Commission (SFC), a
 printed : in.  health warning statement with the following wording will be included in

the  marketing  materials  and  offering  documents  of  all  structured
nd structured  investment products:

    
   
   

.  “This  is  a  structured product  involving  derivatives.  The  investment
decision  is yours  but you  should not  invest  in  the  [product  name/type]
unless the  intermediary who sells  it to you has explained to you that the

 product  is  suitable for you  having  regard  to  your financial  situation,
investment experience and investment objectives.”
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For  existing  marketing  materials  and  offering  documents  of structured
products  already  authorized  by  the  SFC,  the  health  warning  statement

~  may be included on a  separate  sheet  attaching to  the materials.  When
the  remaining  printed  stocks  of these  materials  have  been  used  up  and

need  to  be  replenished,  the  health  warning  statement  should  be
incorporated  into  the newly printed materials  and  a copy of the revised
materials  should  be  submitted  to  the  SFC  for  record.  The  above  is

~  subject to due compliance with the relevant requirements under the SFO
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Detailed Guidance on Implementation
(Timeline of implementation follows the original timetable unless

Ln  otherwise stated)
~~  or the Companies Ordinance and applicable SFC codes and guidelines.

 Requireme nt and Implementation
i  Re Commendations’. SE  Timetable  i

:  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

 讓  purposes.

=  Notes:

 

1.  The definition of structured investment product (for the purposes  of
the  health  warning  requirement)  is  an  investment  product  with
embedded derivatives  that  fall  within the  coverage  of the  Securities
and  Futures  Ordinance.  By  this  definition,  stock  trading  is  deemed
to be excluded.

 

2.  The  wording  of  the  health  warning  statement  for  structured
investment products  stated  above  was  finalised  in  consultation with
the SFC.  The health warning statement is meant to be a warning to
investors.  Where  an  investor  insists  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
the  SFC’s  Code  of  Conduct  e.g.  they  have  properly  conducted
suitability assessment and clearly explained the risk to the investors,
with  adequate  documentation  and  evidence  to  demonstrate  that  this
has been done.
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Detailed Guidance on  Implementation
(Timeline of implementation follows the original timetable unless

otherwise stated)
The  HKMA and  SFC  are  working  on  Key  Facts  Statements  which
should  be  provided  by  the  product  issuer  and  Rls  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.

    

  

 Requirement and Implementation
oo Resommendations  Timetable

Some RIs 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.

  

12  To  provide  futher  Ris should put  in nplace appropriate  The  HKMA  expects  that  the  assessment  of  a  customer’s  risk  profile
 protection for investors, ‘the  structure  and  procedures  for  the  should be carried out by non-sales staff.  However,  in situations where

~  assessment. of a customer’ Ss  ‘separation  of  risk  assessmes  this  is not practicable,  an independent review must be performed on the
risk  profile  be  ‘separated  sales  process.  Also  adequate  risk  assessments  conducted  by  sales  staff.  The  independent  review

from  the  sales. process and  records (including  audio  | records)  should satisfy the following criteria:
 ried  out  ales  must be maintained  as evidence of

  

staff and that the customer  the  risk assessment  process. and  *  100% check on risk assessments with customers graded above
be  provided with’ a copy of  confirmation  of agreement  to. the  the medium risk category

the  risk  profile  and asked  risk assessment by the investor.  *  100%  check  on  risk  assessments  involving  vulnerable
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Detailed Guidance on  Implementation
(Timeline of implementation follows the original timetable unless

otherwise stated)
customers graded above the lowest risk category

*  Sample  check  (at  least  20%)  on risk  assessments  of all  other
customers graded above the lowest risk category

*  The independent review  should  cover all  sales  staff who have
performed assessment of customers’ risk profile

*  In  case  exceptions  are  noted  with  the  risk  assessments
performed  by  a  sales  staff,  the  RI  should  perform  a  more
comprehensive  review  on  the  risk  assessments  performed  by
that staff.

7  “Reecommen datio nst  Requirement and Tmplemen tatio: on

 

 As  part  of  its  ongoing  supervision,  the  HKMA  will  collect  from  Rls

~~
 details  of exceptions  identified  in  independent  reviews  and  will  assess

the  effectiveness of independent reviews performed by Rls.

:  In  consultation  with  the  SFC,  it  is  considered  that  the  independent
non-sales  staff performing  the  customer risk profiling  does  not  have  to

be  a  relevant  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:

A)  the staff will only perform the customer risk profiling process,
i.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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i  HE  :  or  Detailed Guidance on  Implementation
Recommen dations!  feat  itn  ww  ©  (Timeline of implementation follows the original timetable unless

gota  ;  fh  i  otherwise stated)
corresponding  allocation  among  different  asset  classes  (but
not specific products); and

(11)  the staff will not induce client to deal in securities and will not
talk about specific investment products with client.

-  On  the  same  basis,  it  is  considered  that  the  staff  responsible  for
conducting the  independent review for  cases  where the  risk profiling  is

~  done  by  sales  staff would  not  be  required  to  be  registered  as  relevant
individual.

Customers  should be provided with a copy of the risk profile and asked
to  confirm  his/her  agreement  that  the  risk  profile  is  accurate.  The

。  assessment  process  should  be  audio  recorded  and  the  audio  records
~~  should be retained for seven years.

Ee  ~  Timeline  for  implementation  of the  audio  recording  requirement  will
a  follow  that of Recommendation  13.

Rls  should ¢ ensure e  adel  records  The audio records should be retained for seven years.
of  and audit trail  audio’

; J  won)  are  in place  ow  that  Given  the  system  changes  required  in  implementing  this
is  being  recommendation,  the HKMA is  prepared to  allow RIs more time to  set

followed for all investors. up  the  audio-recording  system  but  full  implementation  of  this
:  for the audio-recording  of  =  recommendation  should  be  achieved  by  end  of  June  2009.  Individual
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Detailed Guidance on  Implementation
(Timeline of implementation follows the original timetable unless

otherwise stated)
RIs  requiring  more  lead  time  for  implementation  due  to  technical

oe  difficulties  should  liaise  with  their  usual  HKMA contact  directly  with
justifications for requiring a longer lead time.

Recommedativns® Se.

 

    sales  process  ; “and
ary arrangements.  : in  i  d  Ma   

.  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,  RIS are expected to

achieve  full  implementation  of  this  recommendation  as  soon  as
 practicable  but  no  later  than  30  June  2009.  Individual  Rls  requiring

~  more  lead  time  for  implementation  due  to  technical  difficulties  should
.  ~  liaise  with  their  usual  HKMA  contact  directly  with  justifications  for

 Hi  to  Who :  :  requiring  a  longer  lead  time.  Before  this  is  done,  RIs  should,  as  an
Sit  ecommended  and sold ER  I  immediate  and  interim  measure,  take  appropriate  actions  to  alert

he oh product.  Sa  ~~.  customers  of the higher  risk rating and provide  a  channel  (e.g.  website
i  po  HE  ER  or  dedicated telephone  line)  through which the  customer could  access

the relevant information.

  = od citar  of 28 Octe

    

~
 Rls 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.

  

15  In  cases  of  sales  of  Adequate documentation of  the  Bank staff has a heightened responsibility in ensuring that the suitability
 investment  products’ ‘where  investor’s  reasons,  understanding”  requirements  are  met and that risks  are  clearly  explained to  investors  in
there  is  a  risk mismatch  and agreement to the risk mismatch,  the  selling process.  Whenever  a product with  a risk rating higher than
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 Recommendation ns!

 

:
 between  he - Tie: ost  :  il

:  applied to the. product  and  =
一 :  ‘the customer’ s risk profile,

©  full  and ki

 

    

 

:  investment  decision,

 

   一 一  ait  within the institution.

complete 3
SE documentation’ ‘should be  re

7 retained of the reasons why  im
i  “the customers  made  : ‘the

 the  “Ade  }ales  process should be x  rag  
 Requirement  and Implementation   le

 of  supervisor’ ’s

To  Siri  audit
-  existing :

Detailed Guidance on  Implementation
(Timeline of implementation follows the original timetable unless

otherwise stated)
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

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
conversation  should  be  appropriately  audio-recorded.  In  the  event  of

1  inconsistent  answers  given  by  a  customer,  the  bank  staff  should  seek
>e  clarification from the customer  and  document the reasons  given by the

”  customer. Endorsement should be sought from supervisory staff within
=  the institution.

 

5  possi  le  but  oI  later than ‘end :
el  hee  follow that of Recommendation  13. March  2 2009.

mystery  sper
©  programme  be  instituted

iE periodically by the  HKMA

17 A

: i  (as well as by registered
0 institutions themselves)  to"

  

:  oe  test  sales  processes,  and a
~~  pilot programme

©  customer:  surveys:  )FE  commissioned  or  the
HKMA  to gauge whether

“of

Rs should put  in «phi  appropriate
“mystery . shopper”  programme  to
test sales pater,  Shee

As  soon’ as possible  t but no later
fan  end March 2009.

be

Timeline  for  implementation  of the  audio  recording  requirement  will

RIs  are  expected  to  put  in  place  appropriate  “mystery  shopper”
programme as soon as possible.

The HKMA and SFC will jointly develop an external “mystery shopper”
programme  and  will  further  work  out  the  timeframe  of  the  pilot
programme of customer surveys.
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Detailed Guidance on Implementation
(Timeline of implementation follows the original timetable unless

otherwise stated)

 

   

    

  

irement an 1  Implementation      Recommen datin n is!

  

 

 surveys can  pro;
formation useful

       

 

surveillance  of
5  curities busing ness.

 

!  The recommendation numbers are those referred to in paragraphs 8.1  to 8.50 of the HKMA’s Report.


