Notes:
1. DBSHK is a registered institution under the Securities and Futures Ordinance (SFO) to carry on business in Type 1 (dealing in securities), Type 4 (advising on securities), Type 6 (advising on corporate finance), and Type 9 (asset management) regulated activities.

2. The Constellation Notes were issued by Constellation Investment Ltd and arranged by DBS Bank Ltd, an associated entity of DBSHK. Between 2004 and 2007, DBSHK distributed about 77 series of Constellation Notes denominated in HK$ or US$ to the Hong Kong public. 


Among the Constellation Notes, series 34-37, 43-46, 55-58, 59-62, 63-66, 67-70, 71-74 and 78-81, were credit linked notes having Lehman Brothers as one of the credit reference entities. DBSHK distributed the LB-related Constellation Notes to approximately 3,400 customer accounts in  approximately 4,380 transactions involving about $1,316 million. 


After Lehman Brothers filed for bankruptcy protection in September 2008, DBS Bank Ltd announced that the LB-related Constellation Notes, which were subject to the Lehman Brothers credit event, had become worthless.  


One of the key elements of Constellation Notes was that investors who bought them essentially took on the risk that none of the credit reference entities, including Lehman Brothers, would suffer a credit event, like bankruptcy. In return for taking on this risk, DBS Bank Ltd paid those investors a premium over the term of the Constellation Notes. If there was no credit event for any of the credit reference entities at the end of the Notes’ term, investors would get  back their investment principal. On the other hand, if there was a credit event, investors would receive the so called “Credit Event Redemption Amount” which was equal to the value of Lehman Brother’s reference debt obligation that traded close to zero after Lehman Brothers filed for bankruptcy. This is what happened when Lehman Brothers filed for bankruptcy protection in the U.S.A.

3. In the distribution of the LB-related Constellation Notes, DBSHK by way of its investment profile questionnaires categorised its customers into five levels of investment profile, i.e. level 1 = conservative, level 2 = moderate, level 3 = balanced, level 4 = growth, and level 5 = aggressive. 


On the product side, DBSHK assigned risk rating to the investment products it distributed on a scale of one to five, i.e. level 1 = low risk, level 2 = low to medium risk, level 3 = medium risk, level 4 = medium to high risk, and level 5 = high risk. 


DBSHK considered an investment product to be suitable for a customer if the product risk rating was less than or equal to the customer’s level of investment profile.

4. The calculation of the interest is based on the full notional amount of each low risk customer’s investment in the LB-related Constellation Notes using interest rates actually paid by DBSHK on a 12 month fixed term deposit, which are the highest rates across different maturities for fixed term deposits, for the period between the date of issue of the relevant LB-related Constellation Notes and today’s date. DBSHK has calculated that the difference between the coupon amount already paid to each low risk customer and the interest payable on the notional amount is approximately $13 million.

5. The enhanced complaints-handling procedures were designed by the SFC to ensure that an intensive review is conducted by DBSHK into relevant transactions by high risk customers to ensure complaints are resolved in a fair and reasonable manner. The enhanced process is the same one that was implemented in the Minibond Agreement.

6. Please follow this link for a set of questions and answers about the proposed resolution scheme by DBSHK. 

7. For enquiries, please contact.

Securities and Futures Commission 

Ernest Kong at 2840 9335 or Jonathan Li at 2283 6808

Hong Kong Monetary Authority

Anissa Wong at 2878 1802 or Natalie Wu at 2878 8246
