
  

 
 2527 3909 
  2528 3345             
                                  By fax: 2869 6794 
                             28 March 2006 
 
 
Miss Salumi Chan 
Clerk to the Legislative Council 
   Panel on Financial Affairs 
Legislative Council 
8 Jackson Road 
Hong Kong 
 
 
Dear Miss Chan, 
 
 

Panel on Financial Affairs 
Enhancing the protection for insurance policyholders 

 
 Thank you for your letter of 6 March 2006.   
 

(a)  To strengthen the regulation of insurance companies 
 
The Commissioner of Insurance, who heads the Office of the 
Commissioner of Insurance and appointed as the Insurance Authority 
(IA) under the Insurance Companies Ordinance (Cap. 41) (ICO), is 
responsible for the regulation of the insurance industry in Hong 
Kong.  The principal function of the IA, as set out in section 4A of 
the ICO, is “to regulate and supervise the insurance industry for the 
promotion of the general stability of the insurance industry and for 
the protection of existing and potential policyholders”.  To perform 
his statutory function, the IA is responsible for authorization and 
prudential regulation of insurance companies operating in Hong Kong 
including their compliance with minimum share capital, solvency 
margin, adequate reinsurance arrangement, fitness and propriety of 
the directors and controllers as set out in the ICO and to take 
appropriate regulatory action where necessary.  In recognition of the 
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free market principle under which insurance companies are operated 
in Hong Kong, section 26(3A) of the ICO stipulates that no power 
shall be exercisable by the IA to interfere with the commercial 
decisions of insurers in respect of the wording of insurance policies 
or premium rates. 
 
In his various complaints lodged with the Office of the Commissioner 
of Insurance (OCI) and the Chairman of the Financial Affairs Panel 
of the Legislative Council, Mr Ricky YIP alleged that “insurance 
companies misled policyholders by exaggerating their projected 
returns (in the illustration document) and then exonerated themselves 
by relying on the clause that dividends are not guaranteed”. 
 
Mr YIP’s complaint is in respect of participating policies (generally 
known as “par policies” or “with profits policies”).  These are long-
term life policies which provide policyholders entitlement, in addition 
to certain guarantees such as death benefit and cash surrender value, 
to share in the investment return of the with-profits fund (pooled 
fund) through policyholder dividends declared by the insurer from 
time to time (usually annually).  The amount of dividend available for 
distribution to policyholders is decided by the insurer, who may take 
into account the performance of the underlying assets making up the 
fund, any reserve necessary to be retained by the fund to smooth out 
the volatility of the returns over time, expenses of the insurer and 
mortality and morbidity experience (i.e. death and other benefits 
claimed by policyholders during the period).   In the declaration of 
dividend, the directors of an insurer have to obtain from the appointed 
actuary and duly considered a written report containing his 
observations and recommendations. The appointed actuary, when 
exercising his/her professional judgment on allocation of profit, must 
have regard to the reasonable expectation of policyholders and 
comply with the Professional Standards (in particular Professional 
Standard 1) issued by the Actuarial Society of Hong Kong. 
 
Regarding the use of illustration materials by insurance agents in the 
sale process for participating policies, all insurance companies 
authorized and operating in Hong Kong are required to comply with 
the Code of Conduct for Insurers issued by the Hong Kong 
Federation of Insurers (HKFI).  Under Part II of the Code entitling 
“Advising and Selling Practices”, life insurers are required to ensure 
that all information contained in their sales materials and illustration 
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documents is current, correct, expressed in plain language and not 
misleading to the public (emphasis added).  The explanation note of 
“The Standard Illustration for Non Unit-linked Life Policies” issued 
by the HKFI, which came into effect on 1 September 1998, especially 
provides that “The projected dividend values included in the 
illustration are based on the Company’s current dividend scales” (see 
Explanation (iv) of the sample Illustration attached at Annex).  For 
good customer service, insurers are expected to notify policyholders 
of any change in the dividend policy and entertain reasonable request 
for information on the actual dividends declared by the companies 
over time.  Potential customers or policyholders may request 
assistance from the IA if the insurer refuses to do so. 
 
There are currently 65 insurers authorized to write life insurance 
policies and over 30 active players in the market.  They offer a wide 
range of products with different features in terms of mortality 
protection and investment strategy to meet different needs and 
demands of the market.  In addition to the “pooling effect” (i.e. the 
payment out of the fund for death and other benefits claimed by 
policyholders), similar to other investment products, the return of the 
pooled fund is affected by the overall investment environment, the 
nature of the underlying assets and the investment strategy stipulated 
for the fund.  The Standard of Illustration for Non Unit-linked Life 
Policies adopted by the industry since 1998, which requires an insurer 
to use its current dividend rate to illustrate the potential return of the 
policy, is designed to provide potential customers and policyholders 
with a more realistic picture so that they can make an informed 
judgement on the projected non-guaranteed returns of the policy 
made by an insurer.  The IA will continue to work with the HKFI and 
the Consumer Council to enhance transparency and disclosure and 
promote a more consistent approach by life insurers in their sale and 
marketing materials and annual policy statement to facilitate 
comparison and choice by consumers.  

 
 

(b) To subject the approved bodies of insurance brokers to statutory 
regulation 
 
Under the current regulatory regime, The Hong Kong Confederation 
of Insurance Brokers (CIB) and Professional Insurance Brokers 
Association (PIBA) are the two professional self-regulatory bodies 
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approved by the IA in June 1995, in accordance with section 70 of the 
ICO.  Any person who intends to practise as an insurance broker has 
to be a member of CIB or PIBA or may choose to be registered with 
the IA and subject to regulation of the respective bodies.  Currently, 
CIB has a membership of 244 and PIBA 226.  There is one insurance 
broker registered with IA. 
 
Part X of the ICO also requires both CIB and PIBA to have adequate 
provisions in their regulations for their members to comply with the 
minimum requirements for brokers specified by the IA and to ensure 
that their members are fit and proper to be insurance brokers and have 
appropriate systems for disciplinary procedures to deal with breaches 
of proper conduct by their members.  The minimum requirements 
specified by the IA include qualification and experience of the person 
to be registered as insurance broker, capital and assets requirement, 
professional indemnity insurance, keeping of separate client accounts 
and keeping proper books and accounts.  CIB and PIBA are also 
required under the ICO to be managed or supervised by fit and proper 
persons and to submit to the IA annually their auditor reports on their 
members’ compliance with the minimum requirements for brokers.  
These requirements serve to ensure that CIB and PIBA discharge 
their regulatory functions properly and consistently under the 
oversight of the IA. 
 
Apart from specifying the minimum requirements, the IA maintains 
close liaison with both CIB and PIBA and regularly monitors and 
reviews their supervision measures and procedures to ensure they 
discharge their professional self-regulatory responsibility effectively 
and in response to market and professional development.  For 
example, both CIB and PIBA have recently formalised and stepped 
up on-site inspection of their members to ensure compliance with 
statutory requirements and code of conduct of the profession.  The IA 
is generally satisfied that the two self-regulatory bodies are 
performing their regulatory duties properly and effectively but will 
nevertheless keep the system under review in light of any new market 
development. 
 

 
(c) Consultancy Study on the Feasibility of Establishing Policyholders’ 

Protection Funds (PPFs) in Hong Kong 
 



-  5  - 
 
 

The objective of the study is to review the existing arrangements for 
policyholder protection in the event of insurer insolvency, 
comparison of overseas PPFs schemes, examination of the feasibility 
of introducing PPFs in Hon Kong, public consultation, analysis of the 
result of public consultation and identification of preferred PPFs 
options.  The consultant appointed to conduct the study has 
completed up to the public consultation stage of the study and is 
preparing a final report and recommendation on the feasibility of 
introducing PPFs in Hong Kong including, where necessary, 
identifying the preferred PPFs options for consideration by 
Government.  The consultant is expected to submit its final report 
within the coming financial year.  Upon receiving the final report 
from the consultant, the Government will consider the way forward 
taking into account latest international regulatory development, 
implication for the work of IA and impact on the industry and 
community. 
 

 
 
  Yours sincerely, 
 
 
 
 
 
  ( Ms Cora Ho ) 
  for Secretary for Financial Services 
  and the Treasury 
 
 
 
Encl.: Chinese version of the response 
 
 
 
c.c.  Commissioner of Insurance 
 (Attn: Mr. Richard Yuen) 
 AA/SFST 
 












