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File Ref.: INS/2/3/2C 
 
 

LEGISLATIVE COUNCIL BRIEF 
 
 

Insurance Ordinance 
(Chapter 41) 

 
 

INSURANCE (AMENDMENT) (NO. 2) BILL 2020 
 
 
INTRODUCTION 
 
 At the meeting of the Executive Council on 17 March 2020, 
the Council ADVISED and the Chief Executive ORDERED that the 
Insurance (Amendment) (No. 2) Bill 2020 (“the Bill”), at Annex A, 
should be introduced into the Legislative Council (“LegCo”).  The 
Bill will enhance the regulatory framework for the regulation and 
supervision of insurance groups where a holding company for the 
group is incorporated in Hong Kong. 
 
 
JUSTIFICATIONS 
 
2. The Insurance Authority (“IA”) is a body corporate 
established under the Insurance Ordinance (Cap. 41) (“IO”) as an 
independent regulator for the insurance industry in Hong Kong.  On 
regulation of insurers, the current functions and powers of the IA under 
the IO focus on “solo” regulation, meaning that the IA is assigned 
powers only on the regulation of companies as single entities carrying 
on insurance business in or from Hong Kong (referred to hereafter as 
“authorized insurers”). 
 
3. Many authorized insurers, however, are subsidiary 
companies within a wider group of companies which also have 
subsidiaries in other jurisdictions carrying on insurance business in 
those jurisdictions.  In these groups (referred to hereafter as 
“insurance groups”), the risk management and control functions as 
well as significant management and policy decisions are often carried 
out at the group level, i.e. by personnel in the holding company who 
have been assigned responsibility for overseeing the entire insurance 

   A    



 

- 2 - 
 

group.  Accordingly, the International Association of Insurance 
Supervisors (“IAIS”) 1  requires insurance regulators not just to 
regulate insurers on a “solo” basis but also to cooperate and coordinate 
with each other to ensure insurance groups are regulated on a “group-
wide” basis by agreeing, where appropriate, on one of their members 
to serve as group supervisor in relation to an insurance group. 
 
4. At present, the IA is the group supervisor of three 
international insurance groups2 as agreed by insurance regulators of 
the relevant supervisory colleges3.  The IA performs this role as the 
group supervisor by using an indirect approach based on its existing 
“solo” regulatory powers, i.e. using its regulatory powers in relation to 
the insurance subsidiaries which the IA directly regulates (i.e. 
authorized insurers) to influence the holding companies of the 
insurance groups.  Currently, the IA does not have direct regulatory 
powers over the holding companies of the authorized insurers it 
regulates, even though such holding companies are incorporated in 
Hong Kong. 
 
5. The indirect approach described in paragraph 4 above has 
certain limitations when it comes to conducting effective group-wide 
supervision.  Firstly, if the holding company of an authorized insurer 
is not fit and proper, the IA’s only recourse is against the authorized 
insurer and no direct action could be taken against the holding 
company.  Secondly, a key regulatory focus of the IA under the IO is 
on the holding company’s ability to provide financial support to the 
authorized insurer, but there are challenges to the IA as group 
supervisor in conducting group-wide capital adequacy assessments of 
an insurance group. 
 
 
 

                                                       
1  The IAIS is the international standard setting body for insurance regulators 

across the world. 
 
2  The three international groups which the IA currently assumes the role of 

group supervisor are AIA, FWD and Prudential. 
 
3  A supervisory college refers to a forum for cooperation and coordination 

among the regulators of the subsidiary insurance companies, which are 
located in different jurisdictions, in an insurance group. 
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6. Other jurisdictions including the United Kingdom, Australia, 
Bermuda and Singapore4 have already addressed the above limitations 
by putting in place group-wide supervisory regimes where the 
insurance regulators have direct regulatory powers over the holding 
companies of the insurers they regulate.  Furthermore, in the 2013-
2014 Financial Sector Assessment Program (“FSAP”), the 
International Monetary Fund (“IMF”) recommended that Hong Kong 
should formulate and implement a clear and comprehensive regulatory 
regime for insurance groups under the IO5.   
 
7. For the reasons above, we consider it necessary to amend the 
IO to enable the IA to exercise direct regulatory powers over Hong 
Kong-incorporated holding companies of insurance groups, so as to 
uphold the international standards, reinforce Hong Kong’s status as an 
international financial centre and establish Hong Kong as a preferred 
base for large insurance groups in Asia Pacific.  This would help 
build on Hong Kong’s experience of exercising group-wide 
supervision of insurance groups using the indirect approach and align 
Hong Kong’s regulatory regime with the international standards and 
practices of insurance regulation. 
 
 
LEGISLATIVE PROPOSALS 
 
8. To enable the IA to carry out effective and direct group-wide 
supervision that is in line with international standards, we propose to 
amend the IO to extend certain powers which the IA currently has over 
an authorized insurer to a Hong Kong-incorporated holding company 
of an insurance group, extend the functions of the IA to cover the 
proposed group-wide supervision and provide the IA with new powers 
that are applicable at the holding company level.  The major 
legislative proposals are set out in the ensuing paragraphs.   

                                                       
4  Singapore’s Financial Holding Companies Act has been enacted but has not 

yet commenced. 
 
5  According to the 2013-14 FSAP, key elements of a clear and comprehensive 

regime for insurance groups under the IO should cover the scope of the group 
to be subject to group-wide supervision, prudential supervision and market 
conduct requirements at the group level, and should empower the IA to take 
necessary remedial and enforcement measures at the level of the holding 
company, in line with emerging international best practices. 
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(A) Designation of insurance holding company and 

determination of the scope of insurance group subject to 
the IA’s supervision 

 
Designation of insurance holding company 
 
9. We propose to empower the IA to designate, by notice 
published in the Gazette, a Hong Kong-incorporated insurance holding 
company (hereafter called “designated insurance holding company” 
(“DIHC”)) within an insurance group to be subject to group-wide 
supervision by the IA.  Once designated, the IA will have direct 
regulatory power over the DIHC, and via the control and influence that 
the DIHC may exercise over its insurance group, the IA can carry out 
effective group-wide supervision over the insurance group.  
 
10. The power to designate would only apply if the IA has been 
appointed as the group supervisor of the DIHC’s insurance group in 
accordance with the IAIS principles (i.e. by agreement between the 
insurance regulators of entities in the group).  In deciding whether to 
designate an insurance holding company, the IA may take into account 
the following matters – 
 

(a) the number of jurisdictions outside of Hong Kong in which 
the insurance business of the company’s insurance group is 
carried on; 

 
(b) the size of the insurance and other businesses of the 

insurance group; and 
 
(c) any criteria promulgated by international standards setting 

bodies (including the IAIS) that the IA considers relevant. 
 
11. We also propose to empower the IA to withdraw the 
designation of a DIHC by notice published in the Gazette.  The 
withdrawal may be triggered where the circumstances on which the 
original designation was based have fundamentally changed, taking 
account of the criteria set out in paragraph 10 above, e.g. if there is a 
restructuring of the designated insurance group.  The IA is also 
required to withdraw the designation if its appointment as the group 
supervisor is no longer in effect. 
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Determination of the scope of insurance group subject to the IA’s 
supervision 
 
12. We propose to empower the IA to determine the scope of the 
insurance group that is subject to group-wide supervision by the IA 
(hereafter called “supervised group”).  Default members of the 
supervised group consist of the DIHC, all subsidiaries of the DIHC and 
any other entities that are, according to applicable accounting 
standards, treated as a member of the insurance group to which the 
DIHC belongs.  The IA may also include or exclude an entity in or 
from the supervised group as necessary, by reason of the proximity of 
the connections or links such entity has with DIHC or other default 
members. 
 
Payment of prescribed fees 
 
13. We propose to require a DIHC to pay prescribed fees to the 
IA for recovering the cost of the IA in acting as the group supervisor 
of the supervised group.  The fees will be prescribed in a regulation 
to be made by the Chief Executive in Council in accordance with 
section 128 of the IO.  It is our intention that the annual fee payable 
by a DIHC will be prescribed by applying a specified percentage to the 
group’s insurance liabilities as reported in the last return submitted to 
the IA.  
 
(B) Governance on Shareholder Controllers, Chief Executives, 

Directors, and Key Persons in Control Functions of DIHC 
 
14. The shareholder controllers of a DIHC, as well as the chief 
executives, directors and key persons in control functions6 (“specified 
officers”) of a DIHC, can impact the strategic direction, quality of 
governance, controls and risk management, financial position and 
funding support available to the entire designated insurance group.  
Similar to the IA’s existing powers over an authorized insurer under 

                                                       
6  The term “key person in control functions” is defined in the Bill.  In relation 

to a designated insurance holding company, it means an individual who is 
responsible for the performance of one or more of the control functions for 
the company in respect of its supervised group.  The term “control 
functions” is also defined.  It includes risk management function, financial 
control function, compliance function, internal audit function, actuarial 
function and any other function specified by the Financial Secretary by 
notice published in the Gazette. 

 



 

- 6 - 
 

sections 13A, 13AC, 13AE and 13B of the IO, we propose that the 
IA’s prior approval must be obtained before a person may become a 
shareholder controller or be appointed as a specified officer.  The IA 
may impose conditions on the approval.  The IA may also revoke an 
approval if it appears to the IA that the person is not or is no longer fit 
and proper to be a shareholder controller or specified officer.  Factors 
to be taken into consideration in ascertaining the fitness and propriety 
of a person are largely similar to the ones applicable to an authorized 
insurer as set out in section 14A of the IO, in relation to which the 
Guideline on “Fit and Proper” Criteria under the IO published in 
November 2017 may also be made applicable.  

 
(C) Regulatory and Intervention Powers 

 
Regulatory powers 
 
15. To exercise effective group-wide supervision, we propose to 
empower the IA to apply regulatory measures similar to those currently 
under the IO for an authorized insurer directly to a DIHC.  These 
measures include the requirements to appoint an auditor, to submit 
financial statements and auditor’s report, to comply with group capital, 
reporting and disclosure requirements 7 .  In addition, as major 
acquisitions may have a significant impact on the solvency position of 
a DIHC, a DIHC must not make or allow a major acquisition without 
obtaining the prior approval of the IA, unless the major acquisition is 
made solely for investment purposes as part of the insurance business 
carried on by the supervised group.  An exception is where a major 
acquisition has been assessed through an assessment framework (that 
is established within the supervised group and approved by the IA) as 
being non-material to the supervised group.  
 
Intervention powers 
 
16. We propose to empower the IA to deploy intervention 
measures directly in relation to a DIHC, i.e. power to obtain 
information, require production of documents and give direction to 
appoint a supervisory manager to manage the affairs, business and 
property of the DIHC (including the exercise of the DIHC’s control 
and influence over supervised group members).  These are similar to 
IA’s existing powers over an authorized insurer under sections 34 and 

                                                       
7  The requirements will be further provided in rules to be made by the IA and 

supplemented by guidelines where appropriate. 
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35 of the IO. 
 
17. Given the multi-jurisdictional nature of insurance groups and 
the potential complexities of their business, in order to understand the 
risks to which a supervised group is exposed (which is vital to 
understanding its financial soundness), the IA may need input from 
subject matter experts in different countries and from different 
disciplines.  We therefore propose to empower the IA to require a 
DIHC to provide reports on its financial and other matters.  
Furthermore, in situations where the supervised group may be under 
financial stress, in order to protect the solvency of the insurance 
entities in the supervised group (and thereby protect policyholders), it 
may be necessary to place restrictions on intra-group transfers of assets.  
We therefore propose that the IA be able to impose requirements on 
the DIHC to restrict the transfer of the assets of any member of its 
supervised group to another member of the group or a related entity of 
the DIHC.  
 
Inspection and investigation powers 
 
18. We propose to empower the IA to exercise the powers to 
conduct inspection and investigation for ascertaining, among other 
matters, whether a DIHC is complying with, has complied with, or is 
likely to be able to comply with the provisions of, or a requirement 
imposed under the IO.  The matters covered by an inspection or 
investigation may relate to any member of the supervised group of the 
DIHC.  Where an inspection involves matters that relate to a 
supervised group member, the IA may also require the DIHC to ensure 
that the supervised group member concerned does certain acts as 
required. 
 
Civil and criminal sanctions against the DIHC 
 
19. We propose to provide for disciplinary actions against DIHC 
that are similar to the existing disciplinary actions against authorized 
insurers under section 41P of the IO.  These would include 
reprimanding a DIHC publicly or privately and imposing a pecuniary 
penalty.  Similar to the arrangements for authorized insurers, the IA 
is entitled to present a petition for the winding up of a DIHC and to be 
heard in such a petition presented by others. 
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20. On criminal sanctions, we propose that a failure to comply 
with a requirement imposed under the IA’s intervention, inspection or 
investigation powers in paragraphs 16 to 18 above is an offence.  It is 
also an offence if a person, in purported compliance with a requirement 
imposed, provides any information, or produces any document, that 
the person knows to be false or misleading in a material particular.  
The nature of offence, penalty level and defence available are similar 
to the existing arrangements for authorized insurers. 

 
(D) Group capital requirements 

 
21. We propose to require a DIHC to ensure compliance with 
group capital requirements for the supervised group that are in line 
with the risk-based capital standards and guidance issued by the IAIS 
for Internationally Active Insurance Groups.  We propose that the 
detailed group capital requirements be specified in subsidiary 
legislation subject to negative vetting by LegCo.  We also intend to 
provide a transitional period to alleviate the financial impact of 
complying with the group capital requirements to be imposed on a 
DIHC. 

 
(E) Checks and balances 

 
22. We attach great importance to the accountability of the IA.  
Similar to the prevailing arrangements for authorized insurers under 
the IO, we propose that the IA’s regulatory and disciplinary decisions 
for DIHC be subject to review by the Insurance Appeals Tribunal 
(“IAT”), and the IAT may confirm, vary or set aside any such decisions 
of the IA.    
 
 
OTHER OPTIONS 
 
23. Amending the IO is the only way to enable the IA to exercise 
direct regulatory powers over Hong Kong-incorporated holding 
companies of insurance groups.  There is no alternative. 
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THE BILL 
 
24. The main provisions of the Bill involve the adding by 
clause 12 of a new Part XIA, which mainly mirrors the existing 
provisions for authorized insurers with suitable adaptations for the 
regulation and supervision of insurance groups, to the IO.  The new 
Part XIA consists of the following ten Divisions –  
 

(a) Division 1 provides for the interpretation of the new 
Part XIA and the functions of the IA in relation to insurance 
groups; 
 

(b) Division 2 provides for the framework under which the IA 
may designate an insurance holding company within an 
insurance group as a DIHC; 

 
(c) Division 3 provides for the general duties of a DIHC to pay 

the prescribed fees in relation to its designation and, if it has 
any holding company, maintain arrangements with its 
holding company for ensuring its ability to comply with the 
DIHC regime; 
 

(d) Division 4 imposes certain restrictions in relation to the 
shareholder controllers of a DIHC; 
 

(e) Division 5 imposes certain restrictions in relation to 
specified officers of a DIHC; 
 

(f) Division 6 contains supplementary provisions regarding 
shareholder controllers and specified officers of a DIHC; 
 

(g) Division 7 provides for requirements on a DIHC in relation 
to certain financial matters of its supervised group; 
 

(h) Division 8 provides for IA’s intervention powers in relation 
to the affairs, business, property, etc. of a DIHC and its 
supervised group; 
 

(i) Division 9 provides for certain matters concerning the 
winding up of a DIHC under the Companies (Winding Up 
and Miscellaneous Provisions) Ordinance (Cap. 32); and 
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(j) Division 10 provides for the IA’s powers to conduct 
inspections and investigations on matters concerning a 
DIHC and its supervised group and to take disciplinary 
actions against a DIHC. 

 
25. Other clauses (clauses 3 to 11 and 13 to 22) of the Bill make 
consequential and other related amendments to the IO.   

 
 

LEGISLATIVE TIMETABLE 
 
26. The legislative timetable is as follows – 
 

Publication in the Gazette 
 

20 March 2020 

First Reading and commencement 
of Second Reading debate 
 

25 March 2020 

Resumption of Second Reading 
debate, committee stage and Third 
Reading 

To be notified 

 
 
IMPLICATIONS OF THE PROPOSALS 
 
27. The proposal is in conformity with the Basic Law, including 
the provisions concerning human rights.  The proposal will not affect 
the binding effect of the existing provisions of the IO and its subsidiary 
legislation.  The proposal has no financial or civil service 
implications to the Government, no environmental, productivity, 
family or gender implications, and no sustainability implications other 
than economic implications.  The economic implications of the 
proposal are set out at Annex B. 
 
 
PUBLIC CONSULTATION 
 
28. The IA has consulted its Insurance Advisory Committee on 
Long Term Business, the Hong Kong Federation of Insurers and the 
affected insurance groups on the major legislative proposals and the 
basis for determining the group capital requirements and the 
requirement to pay prescribed fees by the insurance groups.  The 
parties consulted were generally supportive.  The Financial Services 
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and the Treasury Bureau and the IA also consulted the LegCo Panel on 
Financial Affairs in June 2019 and Members were generally supportive. 
 
 
PUBLICITY 
 
29. We will issue a press release upon the gazettal of the Bill, and 
arrange for a spokesman to answer media enquiries. 
 
 
ENQUIRIES 
 
30. Enquiries may be directed to Ms Noel Tsang, Principal 
Assistant Secretary for Financial Services and the Treasury (Financial 
Services), at 2810 2201. 
 
 
 
 
Financial Services Branch 
Financial Services and the Treasury Bureau 
18 March 2020 
 
 
 
 
 

















































































































































 

 

 
 
 

 Economic Implications of the Proposal 
 
 
 Through enabling the Insurance Authority (“IA”) to have direct 
regulatory powers over Hong Kong-incorporated holding companies of insurance 
groups, the proposal would help strengthen Hong Kong’s insurance regulatory 
regime, and bring the regime in line with international standards.  This is 
conducive to the development of the insurance sector and Hong Kong’s status as 
an international financial centre.  Meanwhile, the new requirements would entail 
compliance costs to the supervised groups and the IA might also incur costs for 
acting as the group supervisor, which would be recouped through the payment of 
prescribed fees by the designated insurance holding companies for the supervised 
groups.  It is difficult to determine the exact magnitude of the total compliance 
costs at this stage, but the IA would continue to keep close liaison with the 
stakeholders in the period ahead to determine the appropriate fee levels through 
established mechanism. 
 
 

Annex B 


