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PREFACE

These Study Notes have been prepared to correspond with the various
Chapters in the Syllabus for the Long mednsurance Examination. The
Examination will be based upon these Notes. A few representative examination
guestions are included at the end of each Chapter to provide you with further
guidance.

Immediately dllowing the descriptions of some aspectthefpractice of
long term insurance, you will find actual cases of long term insurance claims,
which are there mainly to facilitate your understanding of the subject and to make
your learning more interestingThe decisions you will find in those casesev
based on their particular facts, including the actual wording used in the
insurance policies in questiorlSome of these cases are decided cases of the then
Insurance Claims Complaints Bureau (ICCB) which is now The Insurance
Compl ai nt s B,undette uest (cande@ Blaims disputes that were
ultimately settled between the claimants and the insurers concerned without
being referred to the then ICCB for adjudication. It is worth noting that the
Insurance Claims Complaints PandéComplaints Panel)of the ICB is
empowered by its Articles of Association to look beyond the strict interpretation
of policy terms in making a ruling.

It should be noted, however, that these Study Notes will not make you a
fully qualifiedpractitionersor other insurae specialist. It is intended to give a
preliminary introduction to the subject of Long Term Insurance, uality
Assuranceexercise for Insurance Intermediaries.

We hope that the Study Notes can serve as reliable reference materials for
candidategpreparing for the Examination. While every care has been taken in
the preparation of the Study Notes, errors or omissions may still be inevitable.
You may therefore wish to make reference to the relevant legislation or seek
professional advice if necesga As further editions will be published from time
to time to update and improve the contents of these Study Notes, we would
appreciate your feedback, which will be taken into consideration when we
prepare the next edition of the Study Notes.

First Edition: August 1999
Second Edition: June 2001
Third Edition: January200b
Fourth Edition: June2007
Fifth Edition: June2011
Sixth Edition: Decenter 2016
SeventhEdition: August2017
Eighth Edition:June2022
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NOTE

If you are taking this Subject in the Insurance Intermediaries Qualifying
Examination, you will also be required, unless exempted, to take the Stjactples
and Practice of Insurance: Whilst the examination regulations dot requireyou to take
that Subject first, it obviously makes sense to do so. That Subject lays a foundation for
further studies and many of the terms and concepts found in that Subject will be assumed
knowledge with this Subject.

For your study purpas s it is I mportant to be awar
various Chapters in relation to the Examination. All Chapters should be studied carefully,
but the following table indicates areas of particular importance:

Chapter Relative Weight

10%

20%

24%

24%

a |~ | W |IDN|PF

22%

Total 100%
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1 INTRODUCTION TO LIFE INSURANCE

1.1 DEFINITION OF LIFE INSURANCE

In the first of an excellent series of textbooks produced by the U.S. Life Office
Management Association IncLQMA ), life insurance( or abslsiufreanced i n
terminology)is defined as follows:

"Life insurance provides a sum of money if the person who is insured dies whilst
the policy is in effect.

Anybody who has some knowledge about life insurance will be tempted to say
"Yes, BUT.....". In other words, surely this is too brief an explanation for a financial
service that provides a very sophisticated range of savings and investment products, as
well as mere compensation for deatlievertheless, this is apt for the first chapter on
life insurance for beginners.

The definition captures the original, basic intention of life insurance: i.e. to
provide for one's family and perhaps others in the event of death, especially premature
death (i.e. death occurring at such a time that fimduhardship will likely be caused to
the dependants). Originally, policies were for short periods of time, covenmgprary
risk situations, such as sea voyages. As life insurance became more established, it was
realised what a useful tool it was fomaimber of situations, which would include:

(@) Temporary needs/threatshe original purpose of life insurance remains an
important element in life insurance and estate planning, as things like children's
education, etc. occupy responsible people's thisug

(b)  Savingsproviding for one's family and oneself, as a kbegn exercise, becomes
more and more relevant as society evolves from a tribal, clan, family orientated
community to relatively affluent individual independence.

(c) Investment can be dfined & a process opurchasing a asset, with an
expectation thatt will in the futureprovide an income or appreciate The
accumulation of wealth and safeguarding it from the ravages of inflation become
realistic goals as living standards rise.

(d) Retirementprovision for one's own later years becomes increasingly necessary,
especially in a changing cultural and social environment.

So our purpose, as we begin this study, is not so much to remember certain facts,

but rather taunderstandsomethingof the fundamentals of long term insurance, and to
appreciate its role in modern society.
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1.1.1 Needs for Life Insurance
Whilst 1.1above outlines the developing appreciation of the many uses of
life insurance, the modern scene tends to look uponadilife insurance
products from the perspective of meeting various needs. These we may think of
as:
(@) Personal needs
0] dependantsd |living expenses,;
(i)  final (end of life) expenses;
(i)  educational funds;
(iv) retirement income;
(v)  mortgage repayment fund;
(vi) emergencies fund (usually needed to meet unexpected expenses);
(vii) disability income.
(b)  Business needs
0] key persons;
(i)  business owners;
(i)  partnerships;
(iv) employee benefits.
1.2 PRINCIPLES OF LI FE INSURANCE
In the Core Subject for this Insurance Intermediaries Quality Assurance Scheme,
"Principles and Practice of Insurance", the principles of insurance were studied in
detail. By way of reminder, but not detailed comment at this stage, thesiplps are:
(@) Insurable Interestthe legal right to insure;

(b)  Utmost Good Faitha dutyto reveal material informatioactively;

(c) Proximate Causedetermining the effectiveause ofa lossin the context of
insurance claims

(d)  Indemnity the insuremproviding an exact financial compensation;

12



(e)
(f)

Contribution insurers sharing an indemnity payment;

Subrogation the indemnifying insurer taking overand then exercising the
I n s u ngatslobrecoveryagainst third parties.

1.2.1 Insurable Interest

In simple terms, insurable interestagchrelationship with the subject
matter of insurance (a perthatosmetogmddi f e,
atlaworinequityas gi ving rise to a rihglsta t o
concept that has applied for twad a haltenturiesn Englandand is obviously
based on common sense. If you have no relationship with a given person, why
should you have the right to insure his life and thais from his death? Some
particdar points to be noted with this principle are:

(a) Statutory requirement: in life insurance, the requirement fminsurable
interest iderivedfrom section 64B othelnsurance Ordinance

(b)  Effect of lack of insurable interest Section 64B renders a doact of life
insurance voidvhere the person for whose use or benefit or on whose
account it is made has no interest

(c) Insurable interest in oneself and in spousaet is judicially presumed that
we all have an insurable interesiar own livedor an unlimited amount
and thatany oneperson haan insurable intere$br an unlimited amount
in the life of his or herspouse so that no proof of such an interest is
required

(d) Insurable interest in others: with the exceptions oihsurable interest
founded on judicial presumptions (see (c) above) or statute (see (f) below)
as caséaw revealsthere must be an interest which is capable of valuation
iIn money Some examples which may be reasonably common are:

0] debtors if a person owes you mew, you may insure his life for
the amount of the loan, plascruednteress;

(i)  business partnergspecially where personal services are involved,
such as performers and musicians;

(i) contractual relationshipsif another person's services have been
engaged under contract (booking a singer for a concert, a
professional sportsperson, etc.), that person's death may cause the
other contracting party to suffer financially. That potential loss is
insurable.

Note: This heading would include a type of lifesurance known
asKey Person Life Insurand@r Key Employee Life Insurange
where an employer insures the life of an important employee, in
case of loss to the business from the employee's death.

13



(e) Blood relationships and family members:in some couatries (e.g. in
most jurisdictions of the U.S.), a family relationstppescribedby the
relevant law(brother, sister, parent, child, grandparent, grandchilg,istc
sufficient to constitut@ninsurable interest.

() Statutory extension of insurableinterest: in Hong Kong,by virtue of
Section 64A of therisurance Ordinang@parent or guardiarof a minor
(i.e. a person aged under 18) is given an insurable interest in that young
per son. It means that, aparijustfrom
mentioned constitutan insurable interest arising from blood or family
connection. An insurance effected on the basis of any other blood or
family relationship is technically void (see (b) above).

(g) Sections 64C and 64D of thinsurance Ordinance: these Sections have
two other important provisions:

(1) the person interested in the life insured, or for whose uberafit
or on whose account the contract is entered into, musainedn
the contract;

(In practice, this provisiors not consrued so widely as to include

all those who the poligwnerintends to benefit by receiving the
policy proceedsTherefore, where a life insurance policy is payable

to the executors of the policyowner, no one cares whether the names
of the executors andf dhe persons who are intended to benefit
under the will appear in the poligy.

(i)  no more than the amount of the interest the insured (i.e.
policyowner) has in the life insured is recoverable under the
contract [this provision is significant only wieethe life insurance
concerned is effected on an indemnity basis, credit life insurance
being an example (s&el.la(b)(i))].

(h)  When is the interest needed?his is a key question, and very important
consequences flow from its answer. The answehas &n insurable
interest isonly needed when the contrdstginsg and becomes irrelevant
thereafter. What could be the (quite legal) consequences of this? Some
examples are:

0] Divorce a spouse, who insures his/her spouse and then becomes
divorced,can keep the policy in force and be perfectly entitled to
collect the benefit in due time.

(i)  Debts it is legally possible to insure your deliios , havef tlee

debt repaid, keep the policy in force, and be "paid again” in due
time by the insurer.
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(i)  Assignmenta policyowner is capable of assigning a properly
arranged life insurance contract to a third party even though the
latter has no insurable interest in the life insupedyidedthat this
Is not a premeditated act of getting round theurement foran
insurable interestThe latter act will be ineffective on the grounds
that it is done for the purpose of defeating the object of a statute,
and the contract is indeed void as from inception because the de
facto insured (i.e. the intendemksignee) has not the required
insurable interestTherefore, what matters the intention of the
policyownerwhenhe iseffecting a life policy. Taking out a life
policy with the general intention of assigning it is legitimate, but
doing so with the imntion of assigning it to a spedcifperson who
has no insurable interest in the life insured is another matter.

1.2.2 Duty of Disclosure

This concerns another important insurance principle, thathodst good
faith. Put simply, utmost good faith neiges theapplicant talisclose almaterial
facts whether the insurer requests them or nomagerial fact is legally defined
as Oevery circumstance which would inf
in fixing the premium, or determining whetheg h wi | | acceome ¢t he
points to note:

(@) What to disclose:clearly, the insurer wishes to know all important facts,
but youcannot be expected to disclose what ymasonablycannot be
expected to know. Some conditions, for example, may bdyeasi
recognsable to qualified doctors, but the average layman cannot be
expected to selfliagnose and reveal such things.

Case 1 At law insurance applicants are required to disclose materia
facts to the insurers

Operating a trading firm in the Guangdd?gvince, the policyowner effecte
a life insurance policy. He suffered from recurrent fever three months laf
over two months, and finally died of cancer. From the medical report
hospital on the Mainland, the insurer noted that the deceaseximgdained
of tiredness and lack of strength the year before. On the other hand,
noted that when he was asked in the application form if he had in the pas
months experienced or sustained symptoms of tiredness for more than :
he repli@ "no". The insurer therefore rejected the claim on account
material nordisclosure.

The I nsurance Claims Compl aints
then Insurance Claims Complaints Bure@€CCB) (now renamed ashe
Insurance Complaints Beau (ICB) felt that it was uncommon for an insul
to ask in an application form whether the applicant had in the past
months experienced or sustained symptoms of tiredness for more than «
It considered that the policyowner's rdisclosure ofhis symptoms o
"tiredness and lack of strength over a year" was not material enough f{
insurer to reject the claim.
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Remarks: Apparently the Compl aints
rules that (1) an insurance applicant is only required to ldse material
facts, rather than any facts he is being asked about, and that (2) the sq
Amateri al factso is restricted
only a particular insurer deems to be material are not actually mats
enough to eable this insurer to rely on the principle of utmost good faith

Case 2 At law insurance applicants are required to actively discloséo
the insurers material facts he knows or should know

The policyowner was diagnosed as suffering from carcinon@loh nine
months after he had taken out a policy. His claims for critical iliness bg
and waiver of premium benefit were rejected by the insurer on the g
that he had not disclosed on the application form the medical history
obstructive kep apnoea.

It was noted from the medical report that the policyowner had consu
doctor for heavy snoring and was first diagnosed as having obstructive
apnoea in a sleep study 12 years before his insurance application. He |
follow-up @nsultations in the following year. Continuous positive ainy
pressure therapy was recommended which he declined. Since th
defaulted followup consultation. He was referred to have sleep §
assessment again, one year before the insurance applidativas reveale
that the symptoms of snoring and excessive daytime sleepiness had n
away. Further sleep study was arranged but he did not return for follow

The policyowner admitted that he had suffered from obstructive sleep a
for a long time, but pointed out that such symptoms were in no way rela
his colon cancer. He also emplsasi that the symptoms had not affected
work as a bus driver for 20 years and he had passed the annual bod)
provided by the bus company.

The Complaints Panel learnt from the insurer's underwriting manual th;
severity of an applicant's obstructive sleep apnoea and tbgistence oi
associated diseases would affect the underwriting decisions for the ben
critical illness and waiveof premium.

As no detailed sleep study had been done to assess the severity
policyowner 0s obstructive sl eep
information for risk assessment. The Complaints Panel believed that h
insurer been informed oficondition at the time of the insurance applicat
it would have asked for more related information or arranged further mg
examination of the policyowner before accepting the risk. Since the
disclosed condition was so material as would hafectdd the underwriting
decision of the insurer, the Complaints Panel upheld the insurer's deci
reject the claims.
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Remarks. | n f ace of i nsurersod decl i
disclosure, the claimants rather frequently argue that theekas questior
had no connection with the (alleged) ndisclosures, without being awa
that such a connection is not among the criteria for relying on the prin
of utmost good faith.

Case 3 At law insurance applicants are required to disclose mntarial
facts to the insurers

The life insured died of tongue carcinoma. Finding out that the decease
a chronic drinker who consumed 10 cans of beer every day, the i
declined the death claim on the basis of-d@tlosurei t o t he
guesion "Have you ever smoked tobacco or taken drugs or narcoti
alcohol as a habit?" on the application form, the deceased replied
negative.

The deceased's son insisted that his father did not have a drinking ha
would only drink on speciaccasions. More importantly, there was no dif
relationship between alcoholic consumption and tongue carcinoma.

The Complaints Panel's attention was drawn to the medical reports (
different hospitals indicating that the deceased had a halakioigt severa
cans of beer daily for 30 years and was convinced that the decease(
chronic drinker. Since this piece of rdisclosed information would b
material enough to have affected the underwriting decision of the insurt
Complaints Paneupported the insurer's decision to reject the claim.

Remarks: As st ated before, I n face
grounds of nordisclosure, the claimants rather frequently argue that
losses in question had no connection with the (atlpgeondisclosures
without being aware that such a connection is not among the criteri
relying on the principle of utmost good faith.

(b)  Non-medical application: if the insurance is arranged without a physical
examination of the applicant, thesumrer will normally have great
difficulty alleging nondisclosure of a material fact not covered by
questions on the application or the personal physician's form.

(c) Medical application: if the insurance is arranged with a physical
examination of the apipant, the insurecannot holdagainst the applicant
negligentomissions or migliagnosing by the medically qualified person
concerned.
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Case 4 At law insurance applicants are required to actively disclost
material facts to the insurers

The policyowner pplied for a life policy and undertook a medi
examination at the insurer's appointed clinic. The application was accep
the insurer at an increased premium. Later, the policyowner passed aw
to a ruptured aortic aneurysm and pneumonia. Theensescinded the polig
from inception as an echocardiogram revealed that the policyowne
suffered from a tachycardia attack, ectopic heart beat and ischaemic
two years before the insurance application.

The Complaints Panel felt that the pgibwner had an onus to disclose all
medical history, even though a medical examination had been provided
insurer, and therefore upheld the insurer's repudiation of the claim.

Remarks: Submitting himself to a medical examination as requiredhby
l nsurer may not constitute full
and condition to the insurer, unless the nature of such medical examina
such that it will fully reveal such information.

(d) Medical tests the insured s r ®tq sypelentent information supplied
verbally with reasonable medical examinations or t@stsnormally met
but great care must be taken not to breachPérsonal Data (Privacy)
Ordinance which has the effect afequiling insurers to explain the need
for gathering information before any testing takes place. The subject of
the tests also has the right under that Ordinance to be told their results.

(e) Breach of the duty on the part of the policyownerat law, a breach of
utmost good faith renders the contraoidableby the insurer. But with
most life policies in Hong Kong, regard has to be takera gdolicy
condition known asn Incontestability Provision, which states thatthe
insurerwill not contesthe policy after it has been in force for a specified
period gontestable period, unless there is proof of frawh the part of
the policyowner(see4.2for more detailks

1.2.3 Other Insurance Principles

(@) Proximate causethis principle is concerned with the identification of the
dominant, effective ause of the loss being claimed for under the
insurance. The principldoesapply to every class of business, but it is
very likely to have rather less significance with life insurance partly
because of the minimal use of exclusions. The applicationoairpate
cause is very much concerned with different kindgesfls (i.e. causes of
loss):
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0] Insured Perils are those whiclare covered by the policy. Nen
life policies mayspecifythe perils which are covered, and one of
those must be th@roximate causeof the losr it is irrecoverable
In life insurance, the cause of death is not critical, unless a suicide
exclusion clause operates or an accidental death benefit rider
applies.

(i)  Excepted(or Excluded Perils: in nonlife insurance, all pcies
carry someexclusions If one of these operates with a claim, the
insurer is not liabléor the whole of or part of thiess depending
on the specifics of thexclusion Life insurance policies seldom
have exclusions (but sé&te 1 below).

(ilf)  Uninsured Perils these are causes of loss which are neither
included nor excluded for example water damage with fire
insurance. If property is damaged by water (e.g. by rain) with no
other cause involved, the damag&ad covered. But if the water
damage igproximately caused by an insured peril (say fireman
fighting a fire with water hoses), the water damageovered.
Such complexities are unlikely to arise with life insurance claims.

Note: 1 Suicideis a life policy exclusion andthe principe of proximate
cause will bean importanttool to determire whether death arose from
suicide or not. However, even here the principle does not have full
impact, because suicide is only excluded for a limited time period (suicide
exclusion period) (se4¢12).

2 We may conclude that the principles of insuraespeciallythose
concerned witltlaims, have less application in life insurance than in-non
life insurance.

(b) Indemnity: this means an exact financial compensation for the loss
sustained and igery important in mostypes ofGeneral Insurance. As
far as life insurance is concerned, however,

(1) It is i mmediately obvious that t
proceedsd6) in no way pxacfinaecreld t o (
compensationThat is why life policies are calldzknefit policies
not indemniy policies

(i) it is impossible toover indemnify It is becausehe insurable
interess (closely linked with indemnity) ithe majority ofcases is
unlimited(seel.2.1(c)).

(c) Indemnity corollaries: a corollary is a suprinciple and indemnity has
two corollariesContributionandSubrogation
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(i)

(ii)

Contribution: in most General Insurance classes, if by some
chance a person has more than one policy covariogs, he does
not get pa twice. Each policycontributes to(shares) the loss
rateably. On the other hand, the insuredhaseffectedmore than
one policypurposely a vigilant claims handler might well take that
asanindicationof fraud!

Life insurance policies are northanot subject to the principle of
indemnity,so it is quite normal for a person to have more than one
life policy and each must pay in full upon the insured event
happening.

Subrogation: this relates to the legal right of the insurer who has
provided an indemnity to take over any remedies the
fipolicyholden (the UK equi valent of
Apol i ¢ ypossasees ayginst third parties, to seek to recover
his payment to the policyholder. This does not apply to life
insurance.

If, for example, ahird party negligentlydamage a person's car
(which hasacomprehensive cover), the person's motor insurer must
pay but can attempt to recover its payment from the third party. In
that same accident if an innocent victim in the car is kilhesllife
insurer must pawyithout an ensuingght of recovery from the third

party.

1.3 CALCULATION OF LIFE INSURANCE PREMIUM

The premiumrequired forinsuiing a given lifemay have to take into account
individual features which make the risk better or worsetthee average for a person of
that age and sexThat, however, is essentially a matteuatierwriting which we shall
consider in more detail i5.3. Life insurance (premiuntates, which may be thought
of as the normal or standard premiums applicabdem@ing to age and sex, are subject
to certain common features considered below.

1.3.1 Rating Factors

should be:

(@)

(b)

The classic criteria usually applied to life insurance premanethat they

adequateso that the insurer will have money to iag benefit and meet
other obligations under the contract; and

equitable(fair): so that each policyowner is paying an amount in line with
the risk and contracted bensfit

To achieve these criteria, a number of factors must be taken into account
in the course of rating.
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1.3.1aMortality, Interest and Expenses

(a)

(b)

Mortality: perhaps more accurately phrased as ae of
Mortality, this indicates the rate at which insured lives are expected
to die. Whilst this sounds very morbid, it will be imdnetely
obvious that this is absolutely at the heart of life insurance premium
calculation. To know, on average, when the life to be insured may
be expected to die is a crucial factor in determining the correct
premium to charge.

Of course, individualives may live much longer or shorter than the
average, but following thdaw of averagées(which is sometimes
called the "law of large numbers") reasonable predictions and
calculations can be maddhese are greatly facilitated by the use
of mortality tables which are published tables showing the
expected rate of mortality at any given age.

As mentioned above, individual risks may call for special terms and
consideration, but that is amderwritingmatter. Premium rating
using mortality tablesnerelydeals withnormalrisks and normal
expectations.

Interest: in very simple terms, life insurance involves collecting
moneynow and at specified intervals, to provide for a benefit at
some time or upon some event in theure This, by definition,
means we have som&@me, and as the old saying goes "time is
money"!

How much time we have, on average, largely concerns (a) above.
The fact that we have some time means that we have an opportunity
for investment The interesto beearned on invested préums is
another crucial factor in determining premium ratesa particular
insurer isanticipaing above averageeturns of investmentt can
charge lower premium rates tharfair number ofts competitors,
and/or make more profit for its shareholsler

Note: The above two factors combined will produce what is called¢he
premium(sometimes called theure premium), i.e. the money required

to be collected from the policyowners just to meet death claims arising in
the future under normal statisticakpectations. But there is more to
consider.

(€)

Expenses:the net premium has to be subject to Bading
(surcharge or additional sum) to take care of all expected and
probableexpenses. These will include all internal operating costs,
commissions, taand overheads to which any business is subject.
With life insurance, there is also the possibility (however remote)
of unusual mortality rates from some new disease or other disaster
- and existing premiumsannot be increased later to deal with
changectircumstances. Loading the net premium will include an
amount to cover that kind of contingency.
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Note: The loading added to thenet premium produces thegross
premium which takes into account all three basic factors mentioned
above.

1.3.1bOther Factors

As mentioned, premiums for existing policies cannot be changed.
Life insurance belongs tlong term business and this implies that the
contract not only isery likely to last several years, but also it cannot be
cancelled or amended by the imnsurwithout the consent of the
policyowner. Therefore, other factors which may arise from time to time
can only affecpremiums fomew poliGes Some of the influences which
might have an effect on life premium rating are mentioned below:

(@) PAR or NON-PAR: this is extremely important. One unique
feature of life insurance is thatpolicy is eithem "participating’
(PAR) policy or a "non-patrticipating’ policy (NON-PAR). The
owner ofaparticipating polig is entitled to receive @aryingshare
of (orto "participate" in) the divisible surplus, if any, of the insurer
normally on the policy anniversary date Such proceedsire
termedpolicy dividendsor dividends Thoughno policy dividends
are guaranteedapticipating policies are subject to higpeemium
rates tharequivalentNon-Participating policies.

Note: 1 While U.S. insurers talk of par and npar policies and
dividends, U.K. msurersissue policies which are eithenVith -
Profit or Without -Profit, and declare bonuse3.he concept is the
same, although there are differendetween the U.S and U.K.
practices Bonusesre usuallyeversionary(i.e. payable only when
the policy benefit is payable), whereas dividends are payable upon
annual declarations. Having said thiatjersionaryponuses can be
surrendered without terminating the policy (sk8.2l(c)(i) for
surrender values).Suppose a whole life policy has earned an
accumulatedeversionarybonus of £5,000 The policyowner is
entitled to anmmediatepayment out of such valubut oy at a
discount. Furt her suppose t hat accor
calculation based on factors such as the current age of the life
insured and the expected rates of interestiutuge bonus value of
£5,000 is equivalent to ammediatesurrender value fa£1,000.
Then by surrendering, say, half of the accumulated bonus vadue,
policyowner will be paid £500 immediately.

2 Not all life insurance policies can lpar or non-par. Term
insuranceplans(see2.1.1) are normally not on a participating basis.

3 For discussions on distribution of policy dividends, please
seeb.2.7.
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(b)

(€)

(d)

(e)

(f)

Competition: no insurer enjoys a monopoly position. What the
market is charging cannot be ignored.

Economic changesextended times of affluence or recession will
doubtkessy have an impact on all product prices, including
insurance.

Public health: abnormal developments in this area (e.g. the AIDS
epidemic) cannot be ignored in rating.

Fiscal changesa lasting increase in tax levels must be reflected in
higherpremium rates.

Company objectives and marketing strategiesif a company is
determined to increase its market share, competitive premium
rating is surely one of the possible marketing strategies.

1.3.2 Pricing Systems

The natural and level premium systems for life insurance premium
calculations might well be described astient and 'moderri respectivelyfor
reasons that will be clear shortly.

1.3.2aNatural Premium (Pricing) System

The natural premium system (or the natural premium pricing

system) was used by some life insurers in the early days of the business.
It was very logical, but it was doomed to failure becausisdfuilt-in
features which virtually guaranteed that it could not work {tergn in
practice. Suchfeatures were:

(@)

(b)

()

Premiums: these were not to be constant throughout the policy
term, but individually calculated each year so that they reflected the
natural risk position (age, etc.) of the life insured at each policy
anniversary.

Short-term consequenceswith increasing age, there is increased
mortality risk. Premiums for existing policies therefore increased
every year.

Longer-term consequences:these, in hindsight, were very
predictable and included:

(1) increasing premiums with increasing age and, &r lgears,
decreasingdisposableresources or earning power of the
policyowner, often presented real problems with
continuation of insurance;
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(d)

(i)  the system wasulnerable toanti-selection(also known as
selection against the insurex, whereby the keer risks-
those in good health and with real prospects of a long life
dropped out of the scheme as it became more expensive, and
the bad risks would normally decide to continue, for obvious
reasons. This creates mnbalanceof risks,or a failure to
satisfy a criterion ofthe law of large numberg.e. the
existence of a large, if not infinite, number of homogeneous
exposure units in the paol

Present day:the Natural Premium System is no longer practised,
at least not for policies which are ly'flong-term”.

Note: We may be tempted to be scornful of a scheme which we can now
see to have such obvious defects. But it is easy to live life in retrospect.
Problems and shortcomings usually only appear through experience.

1.3.2bLevel Premium (Pricing) System

The level premium system (or the level premium pricing system) is

now the norm and its features are described below:

(a)

(b)

Basic concept: by the judicious use ofnortality tables and
actuarial calculations, it was resdd that it was pasble to quote

an annual premium that would remdavel (unchanged) for the
duration of the contract, based upon the age, sex and individual
underwriting features of the life to be insured. This, of course,
assumes that trdeath benefitlevel also remais unchanged.

Compared with the cumbersome and unsatisfactory features of the
natural premium system the advantages and attractiveness of
such a system are obviouBherefore, tiquickly superseded the old
system.

Short-term consequencesclearly, the level premium system
envisages a longerm contract, where an unchanging annual
premium will effectively ‘average out over the years. timplies
thatthe annual premium is "too much" for the risk involved in early
years, and may be "too little” fte risk involved in later years.

Of course this is a simplification, but it is not inaccurate. From this
concept, it may be seen that once the initial expenses and costs of
setting upa policy have been absorbed, the earlg a'excass”
premiumsplustheinterest earnings thereon start to create a fund or
reserveagainst the future liability.
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(€)

In the usual practice ohonlife insurance, the premium is
calculated each year and at the end of the year the premium is
consideredully earned by the insirer. The life policy, under the
level premium system soon begins to build up a cash value for the
policyowner.

Longer-term consequences:some of the implications and
products of (b) above will be examined in more detaCirapter

4, but we may bgefly mention the features that developed from the
early yearsodé6 "surplus"™ premi ums
system:

(1) Cash valueandsurrender value: When apolicy has been
in force long enough to "clear" the sgi costs, part of the
premiumsreceivedi after the risk premium for the past
period has been deductedan be considered to be "not yet
earned" by the insurgeit is referredtoasicash . val ue
Therefore,when a policyowner cancels a politlyat is
carrying a cash valuethere should be sum of money
payable to him, representing a refund of premiums
"unearned" by the insur€Fhis sum is known asurrender
valueo. Surrender value equals cash value minus surrender
charge, a charge that is applicable when a policy is
surrendered for its s value or when a policy, under some
plans, is adjusted to provide a loveenountof death benefit.

Note: This is not true foferm Insurancésee?.1.1), where
the premium is geared only to the risk of death during a
specified period of cover. Such moés have n@ash value

(i)  Policy loan: the cash valueis an acceptableollateral
security for a loanBorrowing money from the insurer using
the cash value as security is novigdat under modern policy
terms.

(i)  Nonforfeiture: without spetic policy provisions to the
contrary,a life insurancepolicy will lapse(i.e. discontinue)
if renewal premiums are not paihen due However,its
cash value if sufficient, may be used voluntarily by the
policyowner or sometimes automatically undeligyoterms,
to keep the insurance in force (gEB).

(iv)  Paid-up insurance: should the policyowner decide that he
cannot or does not wish to pay any further premiums, he
may, as amlternative to policy surrender, pay up gadicy.

This means that he notpaying anymore premiums anget
the policy stays in force exactly as before (so that
participating policywill continue toyield dividends), except
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thathe is now insured forlaweramountof insurancealled
thefi p auipd v ainl lineewith the net cash value and the
premiums saveds a result ohis choice A paid up policy

Is sometimegeferred to asa reduced paid up policy, to
reflect the normal fact that the paid up value is smaller than
the face amount.This alternativearrangements largely
possible because the premiupasdin the early years of the
policy have yet to b&ully earned" by the insurer

-0-0-0-
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Representative Examination Questions

Type "A" Questions

1 "Life insurance provides a sum of money if the persamig/imsured dies whilst
the policy is in effect."This quotation:

(@) is completely inaccurate;, .
(b) completely describes all life insurance contracts; ...
(c) does not completely describe all life insurance contracts; ...
(d) s totally misleading and contains no element of truth init. ...
[Answer may be found if.]]
2 Which of the following represents a legitimate insurable interest for life
insurance?
(@) insurance of oneselft, .
(b) insurance of one's spouse; .
(c) insurance of one's gearold chid;, ..
(d) all the above. .

[Answer may be found it.2.]]

Type "B" Questions

3 Whichtwo of the following statements ateie?
(1) A benefit policy is the same as an indemnity policy.
(i)  Most life policiesare subject to indemnity, but some are not.
(i)  Life insurance contracts are not normally subject to indemnity.
(iv)  Indemnity does not normally apply to life insurance, where benefit policies
are prevalent.
@ Wand@);,
() (@ andGiy,
(c) (@iand (i)y;
(dy (@iyand(v).

[Answer may be found it.2.3
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4 Whichthree of the following are features in calculating life insurance premiums?

0] Interest
(i)  Expenses
(i)  Mortality
(iv)  Morbidity

@ @), G)adG;,
® @), @anddv;
© (@), Gi)and vy,
@ G, Gi)and Gv).

[Answer may be found i.3.14
Note: The answers to the above questions are for you to discover. This should be easy,

from a quick refeence to the relative part of the Notes. If still required, however, you
can find the answers at the end of the Study Notes.

1/18



2

TYPES OF LIFE INSURANCE AND ANNUITY

To the public and perhaps inexperienced insurance intermediaries, there must

seem to bea bewildering variety of life insurance contracts. Certainly, it is a
sophisticated and wetleveloped market, but a few basic guide rules should prove
helpful:

(a)

(b)

()

Basic functions:it is good to distinguish the various products offered by life
insurersby what the products seekdo. Another way of thinking about that is
to ask the question: "Under what circumstances is/areddath benefit(s)
payabl e?90 Some basic formats are:
0] payment on deatbnly if it occurs during a specified period,;

(i)  payment on deatht any time

(i)  payment on gpecified dat®r onearlier death

Basic variables some additions/modifications to the above are:

0] the type of policy (called thplan) may beconvertible i.e. able to be
changedinto a diferentplan, at the policyowner's option;

(i)  renewableif originally for a limited time period (e.qg. five years);
(i)  Par or Non-par: seel.3.1ha);

(iv) variousRiders i.e.endorsemenisare oftenadded to thdvasicpolicy to
provideadditiond cover.

Basic questionsmuch heartache and misunderstanding in the whole business of
life insurance selling would be avoided if insurers and insurance intermediaries
clearly put the following two questions to potential palieyers (and of course
aded in accordance with the answers):

0] "What do you want the insurance to do for you?" wieat is it for?

(i) "How much premium are you able and willing to pay?",wkat can you
afford?

Note: The other basic questidon ybdowemu®h
course important, but this is usually answered by the insurance intermediary
rather than the applicant.

Given these important preliminaries, we may now think about specific policy

types. We should just say, however, that we shallydré considering an outline of the
various covers, so that you may be in a position to identify and broadly distinguish the
various types ofplan available. Professional skill and discrimination can only be
obtained through experience.
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2.1 TRADITIONAL TYP ES OF LIFE INSURANCE

These will consist of théhreebasic formats mentioned in (a) above, although
there are many possible variations and combinations of the different types of cover. The
major traditional types we shall consider are as follows:

2.1.1 Term Insurance

Suchkind of insurancerovides cover for a specified periodtermonly,
and may also be describedtamporary life insurance. The policy benefit is
only payable if:

(a) the life insureddiesduring the specified period, or term; and
(b)  the policy isvalid (in force) at the time of death.

In the great majority of cases, term insurampt@ns run their course
without a claim. For these reasons, it isctheapestorm of cover available (but,
of course, its limitations must be werdtood).

In theory, theerm could be for any period of time, even a few hours to
cover an aircraft flight, for example. In practice, itis rare to find a term insurance
for a period of less thamne year

2.1.1a Level/Decreasing/Increasing Term Insuance

(@) Level term insurance: this policy plan is perhaps the most
popular term insurance. It involves lavel death benefit
throughout the policy period. In the event of death during the
term, theface amount(also known agace valug of the policy s
payable. The level of annual premium usually remains the same
throughout the policy term.

Popular largely because of its simplicity, this is a useful answer to
a temporary need which neither increases nor decreases to any
significant extent over the ped of time involved (perhapsl@an

which is not being repaid by instalments).

(b) Decreasing term insurance under this plan, thdeath benefit
decreasesannually, or at other specified times. The level of
annual premium usually remains the same thhowt the policy
term. Because the benefit is continually decreasing and is payable
only on death during the term, this is ttleeapestform of life
insurance available. It is particularly suited for a temporary need
which isreducing Some typical exapies are:

(1) Credit life insurance designed to pay the balance of a loan
direct to the lendeshould the borrower die before a full
repaymenbf loanhas been made. This plan is usually sold
to lending institutions on group basido cover the livesfo
their borrowers.

2/2



()

(i)  Family income insurance perhaps linked with another
policy plan which provides lamp sum payment on death,
a family income plamvill pay a statednonthlydeath benefit
to the beneficiaries for the remainder of a specified period
(thetotal amount payable (i.e. monthly benefit x number of
payments) is therefor@lecreasing as time goes by).
Suppose a life insured under gy&ar familyincomeplan
for a monthly benefit of $1,000 dies at the end of year 4.
The plan will pay the benefiara 12 monthly payments of
$1,000 each, totalling $12,00@n the other hand, a death
at the end of the 30month will mean 10 monthly payments
of $1,000 each, totalling $10,000.

(i) Mortgage redemption (or 6 mort gage )pr ot e
insurance a typical mortgag loan is reduced by monthly
or other periodic payments. Mortgage redemption insurance
IS a decreasing term insurance designed to provide an
amount of death benefit whiclcorrespondsto the
decreasing balance of a mortgage logkt any rate, the
initial face amount and the subsequent reduced amounts are
set at the time of purchase on the basis of the plan of
repayments. Such a plan may be ojoiat-life basis(e.g.
husband and wife), the benefit being payable when the first
life dies. A joint-life plan may in addition pay upon the
second | ifebs death, to help i
(The major differences between mortgage redemption
insurance and credit life insurance are that (a) the former
insures the interests of the mortgagors (who may sorest
be required by the mortgagees to name the mortgagees as
beneficiaries) wher eas t he I
interests, and (b) the former is a benefit insurance so that
claims will still be payablevenif at the time of death the
debt has alreadyeen paid off whereas the latter is normally
an indemnity insurance.)

Note: The above form of cover must not be confused with
Mortgage Indemnity Insurance. This is quite different,
being an insurance fonortgages. It covers thesk of non
repayment bmortgage loanfor any reason

Increasing term insurance: this plan, as the name suggests,
insures a death benefit whicincreasesannually or at other
intervals. The increases may be afiged percentageor in line

with an agreedndex(e.g.the CompositeConsumer Price Index).
The basic idea is tmaintain the purchasing per ofthe benefit,
which isespeciallyimportant where severeflation is anticipated

The premium generally increases in line with the increases in the
level of benefiinsured
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2.1.1bRenewable/Convertible Term Insurance

(@)

(b)

Renewable term insurance:at first sight, this seems to be a
contradiction, becausetaerm insuranceis for a fixed period, and
this extends the period. The key point, however, is that the oight t
renew the policy isexercisablewithout submitting evidencef
insurability (health) and thg@remium for the further period is
increasedo reflect the increased age of the life insur€the new
premium is said to be based on #i@ined age)

Becaug such a plan cdead toanti-selection(seel.3.24c)(ii)),
some limitations such dke following may be put in place

(1) renewals may only be fothe original face amountor
smallerface amounts

(i)  the numberof renewals permitted may be restrictedy(e
three times);

(i)  the premium ratefor a renewable term policis usually
higher than that for a comparablenonrenewableterm

policy.

Frequently, ong/ear term policies are made renewable, either by a
basic policy provision or ader. These have thebwious name
Yearly Renewable TerriY RT) or Annually Renewable Term
(ART) insurance.

Convertible term insurance: such a plamgivesthe policyowneila
conversion privilegg.e.the right to convert (change) the policy to
a permanentplan without providing evidence ofinsurability
(health). If this privilege is exercised, the premium for the
permanenplan must bealculated on the basis thfe standard rate
for such golan based on thattained ageof the life insured.

Becauseanti-selectionis again apossibility with such aplan,
restrictionsare usually put in place

(1) conversion mayot be permittedoeyond a certain age (say
55 or 65);

(i)  conversion mayot be permittedafter the policy has been
in force for say 50% of its specified term (ospecified
number of years);

(i)  the face amount of thgermanenplan will be limited to that
of the term insurance (probably less after the term policy has
been in force for some specified time).
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2.1.2 Endowment Insurance

An endowment plarwill pay theface amountwhen the life insured
survivesa specifiederm butupon death in cadee dies within the termWhen
the life insuredsurvivesthe insurance periadthe policy is said tonature. As
with term insurance, the description of the policysiuaclude reference to the
number of years ahsurancee.g. a 26year endowment. Features to be noted
with this plan are:

(@) Premiums. are not cheap, since under normal circumstativestace
amountmust become payablaot later thanthe specifiedterm in the
future; premiums ardevel, normally paid annually, althoughkingle
premiumendowments are possible;

(b)  Technically: the plan is a&combination of aterm insuranceand apure
endowmentor equal amounts. (Aure endowmentis a contract under
which thedeathbenefit isonly payable if the life insuregurvives the
term);

(c) Par or non-par: such a plan may be on a participatimgtiy -profit ) or
nonparticipating (ithout-profit ) basis, at an appropriate premium;

(d) Popularity: because in ginciple such a plan provides the best of both
worlds (premature death protection and personal savings for the
policyownerif the policy matures), these have an apparent attraction.
However, probably because of the relatively high premrates, such
plans do not have great popularity here, or in many other markets at
present.

2.1.3 Whole Life Insurance

Such a plan, quite literallyprovides covethatwill lastthe whole of one's
life (sometimes it is calledthole of lifeinsurance). The fundamentdeature is
that the face amount is paid death whenever that occurs, ambt before.
Having said thatwhen the life insured reaches the age at the end of the mortality
table that has been used to calculate premiums for that policy, usually 99 or 100,
the insurer will pay the face amount, putting an end to the conihetrelevant
policy features to note are:

(@) Premiums: are level, but may be subject to different provisions,
including:

0] payable throughout litdn which event the policy maye called a
straight life insurancepolicy, or acontinuous premium whole
life policy;

(i)  payable for a limited periadhe policy may specify a number of
yearsduring the lifetime of the life insured for premium payments
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(i)  premium subjecttan agerelated limitation instead of specifying
a number of years, the policy may stipulateaaye (say 65) after
which no more premiums are required. As with (ii) above,
premiums areonly payableup to the date fodeathif it occurs
before the speddd years/age;

(b)  Par or non-par: eitherplanis permissible;

(c) \Variations: many variations are possible, such @emiumswhich
increase or face amountsvhich change at specified times during the
policy's life, to cater for different needs as d¢igoes by. One such
variation is called gradedpremium policywhere the premium increases
(against a levelace amoun) on a regular basis, say every three years,
until it equalsthe level premiunthat has beeprescribedor the rest of
the life of the policy.

2.2 NON-TRADITIONAL TYPES OF LIFE INSURANCE

Life insurance, more or less in its present form, has been practised for
approximately 400 years. During that time, the basic policy formats have become very
established and they still form a praeti and useful role in providing this important
form of cover. However, the pattern of economic and social life does not stand still and
new products have been developed, often providing a more flexible approach to life
insurance cover and associated stuant. We look at two such examples.

2.2.1 Universal Life Insurance
In an attempt to provide greater consumer choice and flexibility, this

product has been develop&dthe form of a variation of the whole life insurance

It has been well desceld as a life insurance contract which:

(@) is subject tdlexible premiuns,

(b)  has an adjustabldeathbenefit;

(c0 has an A upncng straclure; crid

(d) accumulates a cash value.

We examine these and other features of this innovptiv@uct:

(@) Flexible premiums: subject toa minimum level of firstyear premium
payment(s) the policyowneris allowed to enjoy the feature of flexible
premiuns. After the first policy year he can everskip premium
paymens. Of course, the amount$ cover and cash value depend on how
much premiumhas beermpaid and when the cash value is inadequate to

cover the next, say 60 days of expense and mortality charges, the policy
will lapse
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(b)

(€)

(d)

(€)

(f)

Adjustable death benefit: subject to certain limits, the d#h benefit
purchased may bacreasedr decreasedalthough proof oinsurability
may be required for an increase in benefit.

AUnbundledo pricing: the insurer separates and individually discloses,
both in the policy and in amnnual report(see (J below) to the
policyowner, the three basic pricing factors, i.e.:

0] the pure costof protection (covering the death risk);
(i)  interest, and

(i)  expenses(The calculation of life insurance premiums includes an
item forexpensescalledloading(seel.3.14c)). Normally this is
not disclosed to the policyowner, but with universal life insurance
the expenses and other charges element is specifically disclosed to
a purchaser.)

Cash value the intention is that the policy should acquire an increasing
cash value This of course is heavily influenced by the amount of
premiums paid by the policyowner. After the first premium payment,
additional premiums (subject to an individual limit) can be paid at any
time. These, with interest earnings, are addetdaéash value after the
deduction of:

0] a specified percentagexpense chargand

(i)  thepure cosof protection (deducted monthly).

Death benefit according to the plan the policyowner chooses, this may
be aface amounplus thecash value or the face amount onlyf-or a given
face amount and given premiuamouns, the former option will mean a
lower rate of accumulation of cash value because the insurer needs to be
compensated for running a risk of paying outigher amount of death
benefit.

Annual report: each year the policyowner receives a report which shows
the statusof the policy. The information given includes:

0] thedeath benefit optioselected (see (e) above);
(i)  the specifiecamountof insurance in force;

(i)  thepremiums paidiuring the year;

(iv) theexpenses deducteldring the year;

(v) theguaranteedandexcess interests earned e cash value;
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(vi) thepure cost®f insurance deducted;
(vii) policy loan outstanding;

(viii) cash value withdrawals; and

(ix) thecash vale balance

It will be seen that this is a sophisticated product, allowing great choice to
the policyowner to adjust his insurance according to his needs and
financial resources as time goes by. Insurance intermediaries are advised
to consult the insure on local forms of this modern insurance plan.

2.2.2 Unit-Linked Long Term Insurance

Also known asa flinked long term policgy a imwstnierdinked long
term policyo, the unitlinked long term policy is one whose valuedsectly
linked to, ordirectly reflects, the performance of the investments that have been
purchased with the premiums paidthis may be achieved by formally linking
the policy value taunits in a specialnitised fundun by the insurer, or tonits
in a unit trust The valueof the units is directly related to the value of the
underlying assets of the fund or unit trust. Because of such linkage, the policy
value naturallyfluctuatesaccording to the overall movements of those assets.

A detailed study of this sophisticatBdancial product is beyond the needs
of this study and is insteadlinkedlorfgi n t h
Term I nsurancebo. The following featur
here:

(@) Common principle: unit-linked policies mg come in a variety of forms,
but there is a common factor. All or part of the premiums will be used to
purchaseaunitsin a fund at the price applicable at the time of purchase.
The value of the policy will then fluctuate according to the value of the
units allocated to it.

(b)  Types of funds a variety of funds may be used for linking purposes,
including equities (ordinary shares)fixed interestinvestments and a
whole range of cash and other asset funds.

(c) Types of policy in theory, any kind olife insurance product may be unit
linked. The most common in practice arvbole lifeand endowments
sometimes with guaranteedminimum value, however unit prices may
move.

Special care must be taken with products which are essentially

investmentssothat the consumer is aware that values may go up or dohis.
aspect is considered moreSr2.6
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2.3 ANNUITIES AND PENSIONS

Each refers to income or other financial provision (usually) for retirement or old
age. A definition of each term is:

(@) Annuity: a contract whereby an insurer promises to make a series of periodic
payments (called fiannuity benefit payn
thehfpayeeo) throughout t thefianhuitanbeotforame of
agreed periodin return for a single payment or series of payments made in
advance (callelannuity consideratioms by theotherparty to the contract called
thefcontractholde( or fannui tWerypfter thehpayee anoujtant
and contactholder are the sanperson.

(b)  Pension:a plan to providdéor a monthly (or other periodic) income benefit to a
person in retirement, until his deatti.may consist of an annuity.

2.3.1 Annuities

Under a simple annuity plan, the balance of the annuity consmesati
paid isfilosto if the annuitant dies before their exhaustion. This has very little
public appeal, especially in Hong Kong, so annuities are not commonly found in
practice. They have their uses, particularly with elderly people with a reasonable
to cansiderable amount of capital and no living dependants or close family. In
such circumstances, a guaranteed income for life may have its attractions,
especially in view of the consequent removal of the temptation to spend the
capital at an excessive rate.

Some features to be noted with annuities are:

(@) Immediate annuity: usually purchased with a single paymeanitarts
makingannuity benefit payments one annuity perfbohe span between
one scheduledpayment and the next in the series; say, onetmon
immediately thereafter.

(b) Deferred annuity: can be purchased with a single premium or with
premiums paid in instalments. The annuity benefit payments begin at
some specified time or specified age of the annyitaather than
immediately A defered annuity policy has an accumulation phase and an
annuitization phase. During tleecumulation phase the policyholder
pays premiums regularly over a period of time which is usually followed
by adeferral period to allow the paid up sum to grow througivéstment
by the insurers. At the completion of the accumulation phase, the deferred
annuity insurance policy will annuitize, trennuitization phase will
begin and the annuitant will receive regular payments duringrtheity
period.

(c) Variations: anumber of possible variations existhe annuity certain
provides for annuity benefit payments to be made fioxedd number of
yearsonly, whether death occurs in the meantime or fAdielife annuity
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is one that provide®r periodic benefit payment®f the lifetime of the
annuitant and it is also referred to asmnole life annuity to distinguish

it from atemporary life annuity, under whichbenefitspayments are
made during a specified period but only as long as the annuitant is alive
Thelife income annuity with period certain (or known asaguaranteed
annuity) provides forbenefitpaymentgo be made foat leasta specified
number of yearsgven wheradeathoccurs within the perigdand forthe
duration of thdife of the annuitanif he survives the period.

(d)  Underwriting: the underlying philosophy o&nnuities is completely
oppositeto that withlife insurance. With the latter, thggremium rate
increases with age at inception andhigher for men than women of the
same age. With annuitiethe amount of each annuity benefit payment
increases with age at payment commencement, and men receive a higher
annuity benefit payment than women of the samedagdPut briefly life
insuranceis based upon the chancesdying while annuities are basd
upon the chances o¥ing!

2.3.1aHKMC Annuity Plan i a public immediate life annuity scheme
(@) Overview

On 5 July 2018, the HKMC Anquity
owned by the Hong Kong Mortgage Corporation Limited, officially
launched an immediatwhole of life annuity scheme named the
AHKMC Annuity Planodo, for subscripg
Residents aged 65 or abov&y providing the annuitant with a

steady stream of guaranteed monthly annuity payments (which are

fixed amounts) after recang a single premium, the HKMC

Annuity Plan enables the annuitant to better plan his retirement life.

Interested persons can make sales appointments with the HKMCA
directly.

(b)  Product Features

Below is a summary of the product features of the HKMC uhiyn
Plan:

()  Minimum and maximum premium amounts per person
Depending on the monthly annuity payment amount needed,
applicants may subscribe a single premium within the range
of HK$50,000- HK$3,000,000.

(i) Guarantees:Taking into account annuitai@s possi bl e
of being disadvantaged for premature death, the HKMC
Annuity Plan offers guarantee of minimum total annuity
payment. In the event that the annuitant dies within the
Guaranteed Period (i.e. the period that commences from the
premium startdate and lasts until the guaranteed monthly
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(iif)

(iv)

annuity payments made by the HKMCA reach a sum equal
to 105% of the premium paid), the designated beneficiary
will receive theMonthly Death Benefit Payments(i.e. the
remaining unpaid guaranteed monthly annygyments)
until the cumulative payments made (to the annuitant and the
beneficiary combined) reach the guaranteed minimum total
payment (i.e. 105% of the premium paid). Alternatively, the
beneficiary may choose to receiveLamp-sum Death
Benefit Payment equivalent to the higher of (i) the
guaranteed cash valu®f the policy as at the date on which
the death claim application is received by the HKMCA
(which may result in a financial loss); and (ii) 100 % of the
premium paid less the cumulative guaranteadnthly
annuity payments made by the HKMCA as at the date on
which the death claim application is received by the
HKMCA, without extra discount (thus avoiding the financial
loss in the case of (i) immediately abave)

Policy surrender: The policyowne may surrender the
policy within the Guaranteed Period in return for a surrender
value. Itis important for potential policyowners to note that
early surrender may result in a financial loss, which could be
significant at times.

Special withdrawal: The policyowner may apply for a
special withdrawal for paying medical or dental expenses
incurred in Hong Kong within the Guaranteed Period. The
amount withdrawn may be used for medically/dentally
necessary medical/dental treatment or examination, uiitho
being restricted to specified critical illnesses. Subject to an
upper limit ofHK$300,000, the amount withdrawn would be
the lower of (i) 50% of the premium paid, and (ii) the
premium paid less the cumulative guaranteed monthly
annuity payments madeSpecial withdrawal may only be
made once, and will result in a proportional reduction of the
guaranteed monthly annuity payments, without extra
discount.

2.3.1bTax Deductions for Deferred Annuity Premiums

(a)

Overview

It is a 201819 Financial Budgahitiative to provide tax deductions
for deferred annuity premiums and Mandatory Provident Fund tax
deductible voluntary contributi
working population to make early retirement savings in order to
cope with the financial risk eing from longevity. To implement
this initiative, the Inland Revenue and MPF Schemes Legislation
(Tax Deductions for Annuity Premiums and MPF Voluntary
Contributions) (Amendment) Bill 2018 was passed so that from the
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(b)

year of assessment 2019/20 onwalasgremiums that a taxpayer

pays for a qualifying deferred annuity for himself and/or his spouse

on or after 1 April 2019 are tax deductible under salaries tax and

tax under personal assessment. Apart from deferred annuity
premiums, such tax concessiosa appl i es to a t ay
made on or after that date.

The new Ordinance imposes a maximum tax deductible limit of
HK$60,000 per person per year. It is an aggregate limit for
qualifying deferred annuity premiums and TVCs, so that whether a
taxpayer makes TVCs ofHK$60,000 or paysHK$60,000 of
qgualifying deferred annuity premiums, or makes TVCs and
purchases a qualifying deferred annuity as well, the taxpayer may
still claim tax deductions up tblK$60,000 a year. Given the
prevailing highest tax ratef 17%, the maximum tax savings can
reachHK$10,200 a year.

Based on the consideration that
spouse as a joint annuitant is a convenient retirement planning tool

for a married couple, a taxpaying couple are alloweddoate tax
deductions for deferred annuity premiums amongst themselves in

order to claim the total deductionstdK$120,000 a year, provided

that the deduction claimed by any one of them does not exceed the
individual limit.

To be tax deductible, defed annuity premiums must be premiums

paid for a qualifying deferred a
one that satisfies the criteria specified in a Guideline issued by the

|l nsurance Authority (Al Ad) and he
purpose. A s t of al | QDAPs is maintai

(www.ia.org.hk).

Guideline on Qualifying Deferred Annuity Policy (GL19)

Taking effect on 1 April 2019, the Guideline on Qualifying
Deferred Annuity Policy (GL19) issued by the Insurance Authority
sds out the criteria which a deferred annuity policy has to satisfy in
order to obtain the necessary certification from the IA to become a
QDAP, the process for obtaining such certification and the ongoing
requirements which authorized insurers have to neetspect of

the promotion, arrangement and administration of QDAPs. GL19
applies to all insurers authorized to carry on long term business and
involved in developing, designing, underwriting and/or selling
QDAPs.

The following is a summary of theitgria for QDAPSs set out in
GL19:
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(i)

(ii)

Policy Features

(1)

(2)

(3)

(4)

(5)

(6)

Minimum total premiums paid and minimum
premium payment period: With a minimum total
amount of HK$180,000, qualifying annuity
premiums must be payable for a minimum period of
5 years.

Minimum annuity period: The annuity period is at
least 10 years.

Minimum frequency of annuity payments: The
annuity payments are made regularly and at least as
frequently as annually.

Earliest annuitization: The annuity period starts
when the anntént reaches age 50 at the earliest.

Policy currency: While there is no restriction on

policy currency, the relevant risks (e.g. exchange rate

risk) should be clearly disclosed to potential
policyhol der s I n t he Prod
Exchange rateshould be adopted in a consistent
manner, by following the rates published on the
website of the Inland Reven

No lapse gain:As far as possible, surrender values
should be so set as to prevent insurers from profiting
from an edy termination of the policy.

Disclosure Requirements

(1)

Disclosure of internal rate of return:

- Theinternal rate of return ( Al RR0) I s a
financial tool for appraising an investment plan
that involves a stream of incomes or outlays
happemng at different points in time. The further
a given amount of income is from the start date of
the plan, the lower the IRR will be. On the
contrary, the further a given amount of outlay is
from the start date of the plan, the higher the IRR
will be. By comparing the IRR of an investment
plan to itsopportunity cost (seeGlossary) or
other financial metrics, a decision is made on
whether or not to participate in the investment
plan.

- Although annuity should not be viewed as an
investment tool for pursuing high return, with
this in mind the IRR may be taken as an
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(2)

evaluation tool, perhaps alongside others, for
comparing different annuity policies or
comparing an annuity product with another type
of financial product.

- GL19 requires that the IRR of theranty policy
should be disclosed in the PB both in the form of
minimum to maximum IRRs for the guaranteed
portion (i.e. guaranteed IRRs) and total projected
benefit (i.e. total IRRS) respectively, and in the
form of an example of a nesmoking male aged
45 for illustration.

- Personalized IRRs for the guaranteed IRR and
total IRR should be disclosed in the Benefit
l' 1 lustration (ABlI O0) at
of personalized IRRs in the BI is currently
optional, and will be mandatory from 31 March
2020 onwards.

- GL19 specifies the formula that should be used to
calculate the IRR for the stream of monthly
premium contributions and monthly annuity
payments.

- Some policies may allow the policyholders or
annuitants to leave the entire or part of the aynui
payments with the insurers so as to generate
future interest. GL19 requires that insurers
should, in calculating the IRR, assume that the
policyholders or annuitants will choose to receive
the annuity payments in full as soon as they fall
due. Any remvestment returns of the annuity
payments payable to the annuitant should be
excluded from the calculation of the IRR.

- For policies without a fixed policy term (e.g. a
lifetime policy), insurers should adopt 30 years as
the annuity period in calculatinghé¢ IRR, and
clearly disclose the relevant assumption to
potential policyholders.

Guaranteed annuity payments subject to
minimum percentages of total projected annuity
payment: Insurers should include a clear presentation
in the Bl of the guaranteedmunty payments and nen
guaranteed annuity payments, if applicable. The
guaranteed annuity portion is subject to minimum
percentages of the total projected annuity payment
according to a prescribed table or scale.
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3)

(4)

(5)

Clear separation of premiums of rides: Premiums
paid for riders do not constitute qualified annuity
premiums paid. Therefore they are not tax deductible
and should be deducted from the Annual Summaries
of QDAPs issued to policyholders. Where premiums
for embedded features (e.g. death Mhiés)e are
negligible in amount and the cost of unbundling such
premiums would outweigh the benefit of disclosing
them, insurers may apply to the IA for a waiver of the
requirement of separation of premiums of riders.

Risk disclosure i QDAPs: Insurersand licensed
insurance intermediaries should ensure that
policyholders or potential policyholders are fully
apprised of the policy features and risks associated
with QDAPSs, and the relevant risks (e.g. the risk of
significant financial loss upon an earlyreender of

the policy) are clearly and prominently disclosed in
the PB.

Additional risk disclosure - tax implications of
certification: In addition to the usual risk disclosure
applicable to all annuity policies, insurers and
licensed insurance intmediaries should remind
policyholders or potential policyholders that, even
where a deferred annuity policy is certified by the IA,
it does not follow that the premiums paid under that
policy will automatically be tax deductible. The
reason for this is it there may be other tax related
criteria (relating to the personal circumstances of the
policyholder, for example) which need to be satisfied.
Accordingly, certification by the IA only indicates
that the policy complies with the criteria set out in
GL19. The policyholder should be reminded to refer
to the website of the IRD or to contact the IRD
directly for any tax related enquiries.

(i)  Others

(1)

(2)

Issuance of Annual Summary of QDAP:Insurers
should issue a separate Annual Summary of QDAP in
respet of each policy to the policyholder within 40
days after the end of the year of assessment (i.e. 31
March), or within a reasonable time after receiving a
request from the policyholder.

Training of insurance intermediaries: Insurers are

reminded to povide insurance intermediaries with
sufficient training and ensure appropriate internal
controls are in place to prevent any frepresentation
and misselling of QDAPs.
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(3) Record keeping:Authorized insurers should maintain
complete documentation andecords to prove
compliance with the requirements of GL19, and make
them available to the IA upon request.

(4) Names of QDAPsThe name of a QDAP must clearly
indicate that it is a deferred annuity insurance policy.
It must also be clearly indicated imet PB of the QDAP
that the policy is certified by the IA as such.

(c)  Guide for Using The Qualifying Deferred Annuity Policy Logo

According to the Guide for Using The Qualifying Deferred
Annuity Policy Logo issued by the IA, the logo for Qualifying
Defared Annuity Policy- designed for easy identification of a
QDAP by members of the publie should be prominently
displayed on the product brochures of all QDAPs. Authorized
insurers may display the logo in marketing, promotion and
advertising items of theQDAPs, where appropriate. Use of the
logo in relation to any other insurance products (whether for
marketing, promotion, advertising or otherwise) or corporate brand
marketing in general is strictly prohibited.

2.3.2 Pensions

In Hong Kong pensionare often considered to be more in the Government
realm (for example fomost Civil Servants). More common in theon
Governmensector aré’rovident Fund Schemeswhich providgor alump sum
benefit on retirement or other specified time, rather thannaame. The
Mandatory Provident Fund®ystem, implemented since December 2020,
hauvng a profound effect in this area.

2.4 GROUP AND INDIVIDUAL INSURANCE PLANS

The majority of the plans we have considered so far have been with applications
for the irsurance ofindividuals either insuring themselves or another person. This
remains a key element in the field of life insurance,dvatip insurances playing an
increasing role. This is especially so waimployee benefit planswhere an employer
provides a form of life insurance, often as an additional benefit supplementing salaries
and wages. Again, this is a complex areatliere areertain featurethatwe may note:

(a) Basic difference the most obvious difference between individual and group
insuranceplars is that the latter covers a number of people under a single policy.
Sometimes this is callednaaster group insurance contract.

(b)  Contracting parties: these are the insurer and gp@up policyholder usually
an employer, but possiblycdub or other orgasation insuring its members. The
persons within the group who are covered may be referredytoas insuredr
sometimegroup lives insuredor persons insured
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(€)

(d)

(e)

(f)

(9)

(h)

Different plans: plans mayeitherbecontributory(where the emplgees or other
persons insured pay a share of the premiumhnamcontributory (where
individual members do not contribute towards the premium).

Eligible groups: usually group insurance concernsiagle employercovering

his staff membersfllectivdyc al | ed a &6égroupd), but t h
groups (i.e. members of clubs, trade unions, sports associations, etc.) formed for

a purpose other than purchase of insurance could equally be considered eligible.
Besidesmultiple-employer groupgcorsisting of thestaff members of different
companies)nayparticipatin a single plan.

Underwriting : doing business "in bulk" means that the high degree of
underwriting attention applicable to individual insurance is neither possible nor
necessary.Detailed individual information is usually not required with group
plans.

Individual eligibility : eligibility is usually decided by themployer, and the
criterion for admission to group coverageisually stated ianactively-at-work
provision This requires that the individual was not only employed, but also at
work (not ill or on leave) when coverage became effective.

Cover declined an eligible person (particularly witbontributory schemes)
may initially decline coverage. Should that perschangehis mind later,
evidence ofnsurability may be required (to counteramtti-selection.

Termination of cover: for individual persons insured, their cover may terminate
upon ceasing to be eligible (leaving the employer or group) or fadipgy any
required premium. Some plans allow individualsdaverttheir previous group
cover intoindividual cover, often without proof of insurability but normally
within a specified time period.

-0-0-0-
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Representative Examination Questions

Type "A" Questions

1 There are two common questions which can very usefully be asked by the
honourable insurance intermediary with any enquiry about life insurance. One
of these questions is "What do you want the insurance to do fot yidwe?other

Is:
(@) "How much money do you have? ...
(b) "What is the commission rate for me?* ..
(c) "Do you really think you need this insurance?" ...
(d) "How much premium are you able and willingtofay ...
[Answer may be found i8]
2 Decreasinderm insurance means that:
(@) the death benefit goes down each year; ...
(b)  the premium goes down each year;, ...
(c) the death benefit and the premium go down each year; ...
(d) the commission to the agent goes down each year. ...

[Answermay be found ir2.1.14

Type "B" Questions

3 Anti-selection is a possibility with convertible term insurance. Which of the
following are intended to discourage or counteractsaigction?

(i)

(i)
(iif)
(iv)

(a)
(b)
(©)
(d)

Conversion not allowed after say age 55.

The permanet insurance face amount must be for more than this policy.
Conversion not possible after the policy has been in force for some years.
The permanent insurance face amount must not be for more than this

policy.

@and G); L
0, Giy and Gv); L
Gi), (i) and Gv); L
0, (iyand (v).

[Answer may be found i2.1.14
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4 Whichthree of the following arenot true in relation to whole life insurance?

(i)

(i)
(iii)
(iv)

(a)
(b)
(c)
(d)

The death benefit payable decreases each year.

The death benefit is only paid when the life insured dies.

The death benefit is only payable after a fixed number of years.

The death benefit is payable after a fixed number of years or on earlier
death.

@, (i and Gi): .
@, (i) and Gv);
@, Giand Gv; L
G, Giyand Gv). L

[Answer may be found i@.1.3

[If still required, the answers may be found at the end of the Study Notes.]
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3 BENEFIT RIDERS AND OTHER PRODUCTS

Note: Thet er m fApoid nsyoeaey as readers wil/l C
refers to cases in which the life insured and the policyowner are the same péoson.

life insurance policies are issued to policyowners who are alsovése lin s ur eves ( or ¢
assuredd in British terminology). Howeve
person purchases insurance on the life of another person (the policy being referred to as

a Otphmirntd pol i cyidthe policyewngr and ¢hh pessen whoie is

insured is the life insured.

3.1 DISABILITY BENEFITS

Also known as an endorsementjder (or policy rider)is suchanamenanent to
a policythat becomes part of the insurance contract and that either expands or limits the
benefits payable undehe contract A rider that excludes coverage is known as an
exclusionary rider We shall consider twvoommonriders applicable to situations where
the policyownetinsured becomes subject to some formplofsical disability

3.1.1 Disability Waiver of Premium (known asa WP Benefit Rider)

A waiver is an actof voluntarily giving up aright or removing the
conditions of a rule Under aDisability Waiver of PremiunRider, whichmay
be added to virtually all types of life insurance policiée® insuer agrees to
waive his right torenewalpremiumsotherwise payable whilst the policyowner
insured istotally disabled This does not mean that the policysisspended
Insteadtiremains in forceso that a policy that buildscash value will continue
to do so, and a participating policy will continue to yield dividends, as if the
policyownerhadpaid the premiums

For the purposes @WP Benefit Rider totaldi s a b mdymeaay tbat,
because of disease or bodily injury, the life insured cannahy®f the essential
acts and duties of his or her job, or of any other job for which he or she is suited
based on schooling, training or experienéen ot h e r totaldir sna 6| it y o
alsocovered, I .e. the | ife emaesmefttd,s t ot
of the sightn both eyes or the use of both hands, both feet, or one hand and one
foot.
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Case5Definition of At ot al and pel
Awai ver of premiumo rider

The insured, who was a fireman, had been suaffeirom chronic low bacl
pain and bilateral knee pain since early 1998. Aray photo of the
lumbosacral spine revealed degenerative changes. His employment c
with the Fire Services Department was terminated in July 1999 becauy
Medical Boad had assessed him to be unfit to continue working as a fire
The insured believed that his condition had met the policy definition of
and Permanent Disability and submitted a claim for waiver of premiumsg

According to the policy definition, Tatl and Per manent
life insured is unable to engage in any gainful occupation as a res
sickness or injuryo. The insur e
report had confirmed that the insured could work and walkdeoawithout
functional limitation. Moreover, the Fire Services Department had confi
t hat t he i nsur edos particul ars
departments in search of alternative employment.

Having noted the above, the Complaints Paresd of the view that whilst th
disability had resulted in the life insured being unable to continue hi
occupation as a fireman, it did not prevent him from engaging in an
gainful occupation. As such, it supported the insurer's decisiorctioel¢he
claim for waiver of premium.

Remarks: the policy concerned has adopted a rather restrictive definitio
At ot al and permanent disabilityd
rider, while more liberal definitions are available.

There are normally some limitations, as follows:

(a)

(b)

Waiting period: where the policyowneinsured has been totally disabled
as defined in the policy foa minimum period (usually three or six
months) renewalpremiumswill be waived Once started, aivers will
continue throughout the life of the policy until the disability endse
original thinking behind/Naiting Periodprobably was that most people
continue to receive salaries and wages for at least short periods of
disablement and so can still afficco pay premiums. But in fact soMé&?
benefit riderswill refund premiumswhich have beemaid during tle
waiting period if the disablement extends beyond the waiting peinod
which case the waiting period & kind of 'time franchise (For
illustrations of franchise, please read Chapter 3 of the Principles and
Practice of Insurance Examination Study Notes.

Age limitation: usually waivers are only available to cover disabilities
which begin during a specified age range, sudheage rangef 15- 65.
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(€)

(d)

Premium frequency. differing practices exist as to what mode of
premium payment is assumed when premiums are being waived.
example, if premiums are being waived on a monthly basis, the insured
person who recovers, say, 25 days aftpremium has been waived would
have to resume premium payments the following mor@m the other
hand, if premiums are being waived on an annual basis, his recovery after,
say, 2 months would result in a waiver of premiums for an additional 10
months whie he is no longer disabled, unlessneadjustments are made.

In view of such an undesirable situati@momepolicies provide that an
annual premiunpaying mode will automatically switch to a monthly
mode for the purposaf premium waives. Alternativdy changedo the
frequency of premium payments during disability periods are expressly
disallowed.

Exclusions:the cover given by this rider is similar to personal accident or
medical insurance, so it normally carries some sire#atusions such a:

0] intentionalself-inflicted injuries;
(i)  injuries sustained whilst engagingariminal activities
(i)  pre-existingconditions;

(iv) injuries resulting fromwar while the policyowneinsured is in
military service.

3.1.2 Disability Income

Whereasa WP rider gives relief fronexpenditureduringtotal disability

a Disability Incomerider (as the name suggests) providesiramome during
periods oftotal disability. Again, a Disability Incomerider may be added to
virtually all types of ife insurance.

(a)

(b)

()

The usual provisionsfahis riderinclude

Definition: i Tot al Di$ definbd in thet ngadoner as dogsWP
Benefit Rider(see3.1.1above)

Amount payable: two alternative methods are used to establigte
amount of disabity income to be paid: an income formula and a flat
benefit amount. A typical group disability income policy adopts an
income formulawhich expressethe income amount as a percentage of

t he |1 nsur e d-disabdityleaningsdess ghe amount of gn
disability income benefit he receives from another source. Where a flat
benefit amount is payable, no regard is to be paid to any other income
benefits the insured member receives.

Waiting period: similar in concept to that applicable with the \Wéker,
but the period varies from one to six months.
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(d) Not aloan or an advance paymentthebasicpolicy remains in full force
during btal disability so that if death occws during a period ototal
disability the face amourmtf the basic policys payablein addition to any
income benefitpaid or payablg

3.2 ACCIDENT BENEFITS

Accident benefits that are commonly added to any kind of life insurance policy
relate toaccidental deatlanddismembermentFrequently they are combined in a single
rider, known asan Accidental Death and Dismemberment (AD&D) Rider

3.2.1 Accidental Death and Dismemberment
To consider these separately, although they are frequently combined:

(@) Accidental death benefit (ADB) this normally undertakes to pay a
benefitequal to the face amouaf thebasicpolicy as aradditional sum
should death be caused byatident The customary provisions are:

0] death mushavebeen causeddirectly and independently of all
other causes, by aaccidental bodily injury and have occured
within one year after that injury

(i)  customary personal accident insuraagelusiongpply, including:

(1) intentionalselfinflictedinjuries .g.as a result ofuicide);
(2) war-relatedinjuries;

(3) injurieswhilst engagingn illegal activities

(4) aviationinjuries (except as a fajgaying passenger);

Note: 1  This benefit is often calledDouble Indemnity Benefit We
know from earlier studies (see2.3b)) thatthe use of the term
0 1 nde mn isteghlically macaurate, since life insurance is
normallynot subject to the principle of indemnity.

2 Also referring to previous studies (s&e2.3a)), proximate
causebecomes important with this rideBy contrast, ie cause of
death is in most cases irrelevant ilt®n toclaims undethe basic
life insurance plan.

(b) Dismemberment: literally "dismemberment" means losing one or more
memberglimbs), but the term within thAD&D rider relates to both the
loss of limbs and the loss sight The usual provisiongre:

0] Basic cover normally, a sum equal to tleecidentadeath benefit

Is payable if the life insured loses amyo limbsor the sight irboth
eyesas a result of an accident.
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(ii)

(iii)

(iv)

Lower benefit: often policies provide for paymeatjual toa sated
proportion ofthe accidentaldeath benefit if an accident results in
the loss ofone limb, the loss of sight irone eye or another
specifiedlesser injury

Definition: the loss of a limb may be described asdbwialloss
of limb (by physicakeverance at or above the wrist or ankle) or the
loss of the usef the limb.

Combination: normally, the policy provides thatherethe same
accidenthas resulted in both dismemberment and déathll pay
eitherthe dismembermetvenefit or thedeath benefit, but not both.

3.2.2 Other Accident Benefits

(a)

(b)

Different insurers may provide various forms of cover, but a typical rider
giving other accident benefits has the following features:

Benefit scheduleaccidental bodily injuiesbeingcovereda schedule (or
list) of specified injuries is given, with a corresponding benefit against
each. The list usually includes:

(i)
(if)
(iii)
(iv)
V)
(Vi)

Death 100% of sum insured
Loss of Two Limbs a specifed percentage
Total Loss of Sight a specified percentage
1 Limb & Sightin 1 Eye a specified percentage
Either 1 Limb or Sight in 1 Eye a specified percentage
Various specified lesser injuries see below

Lesser injuries. comprise a detailed list of possible injuries, ranging from
serious impairments (e.g. loss of a thumb or index finger) to relatively
minor ones (e.g. loss of a single finger joint).

Other benefits: cover may include one onore of the following:

(i)
(ii)

(iii)

(iv)

Serious Burns at leasthird degree burnsa specified amourg;

Weekly Benefits during disability a specified amours (for no
more tharb2 weeks);

Hospital Benefit a specifiedlaily benefit (fomo more tlan 1,000
days);

"Double Indemnity- all benefits éxcepthospital stay) doubled, if

the injury arose whilst travelling on regular public transport or in
the burning of certain public places (cinemas, etc.).
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(c) Exclusions the normally applicablexclusions,which arecommonly
found with personal accident covers, in@ud

0] Selfinflicted injuries(includingsuicide, at any time);
(i)  War-related injuries

(i) Injuries whilst involved in illegal activities

(iv) Disease or ilinesgunless caused by an accident);
(v)  Childbirth & pregnancy

(vi) Injuries resulting from hazardous spofts defined).

3.3 ACCELERATED DEATH BENEFITS

The meaning of this is th&ahena policyownefinsuredin a prescribederious

situation, all or pdrof the death benefit under the policy may be payalierpalthough
death has not yet occurred. Provisions for this are containaaancelerated death
benefit rider(ADB rider), also known asa living benefit rider Common features with
the diffelent riders concerned are:

(a)

(b)

(€)

(d)

(€)

Basic reasonsthe benefits are released at times of great personal stress, under
grave and lifeghreatening circumstances. They are to assist with related
expenditure and to provide at least partial relief from the extdelwof financial

worry at times which are already griefden.

Eligible plans: the riders are only likely to be permitted with policies having a
significantface amountfor the sake of keeping administrative costs down

Beneficiaries:since predeath payments to the policyowriasured will have an
impact upon the expectationstbébeneficiariessome insurers willin the event
of a claim under the riderequirethe latter to sign aelease(or releaseform),
acknowledging that the death bé&hstands reduced by the amount of 4i&B
payment.

Assigneesif the policy has been assignelde assignee must sign such a release
form, before an ADB is paid

Types of benefitswe shall considewo such accelerated death benefits, namely
thecritical illness and théong-term carebenefits.
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3.3.1 Ciritical lliness Benefit
The basic features of this rider are:

(@) Meaning: a stated portion of the death benefit is paidthe
policyownerinsured when:

(i) he isdiagnosed witla specifieddisease

(i) he is diagnosed witha terminal illnessand has adlife
expectancyf 12 monthor less;or

(i) it is necessary for him to undergo specifiedmedical
procedure

(b)  Specified disease the list ofinsured diseasas not identical with
all insurers butthey all can be categorised into the following:

(1) cancer,
(i) ilinesses related to the heart;
(ii)  disability;

(iv) illnesses related to a major organ;

(v) ilinesses related to the nervous system;
(vi) ilinesses related to thexmune system;
(vii) others.

(c0 Medical evidence a statement from an attending physician is
necessary, confirming the condition amd the case of a terminal
iliness,theassesselife expectancys well

(d)  Amount of benefit: this will vary betwen companieand depend
on the type of disease contracgtpdymentof the full death benefit
being a possibility Critical illness benefits invariably paid as a
lump sum

(e) Restrictions: again, these are not universal, but typically they may
include:

) critical illness cover is only available up to a specified age,
say, age 80;

(i)  critical illness covers only available to standard risks;

(i)  payments may not be made for multiple/recurrawvgnts
perhapsubject to exceptions with a couple of diseases
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Note:

(iv)  waiting period:the diagnosismentioned in (a) aboveas to
beonedone when the rider has been in effect for a specified
number of days, say, 90 days.

H Premium waiver: someridersoffer towaiveall renewal premiums
due after say three months of neting the incapacity definition.

A critical illnesspackage policy comprising a death cover and a critical

illness coveiis now widely availablein Hong Kong with both sharing the same
face amount. Yet critical illness benefit planoffering no dath benefit and
critical illness benefit ridexwith death benefit are also available.

3.32 Long-Term Care (LTC) Benefit

This is not a very common product in Hong Kong at present, but the basic

features of this rider are:

(a)

(b)

(€)

(d)

(€)

(f)

Meaning: a stated portio of the death benefit is pableto a policyowner
insured who requiresonstant caréor a condition.

Types of care these will be specified in the rider, etg. be cared for
eitherin anapproved nursing homar in the policyowneinsured's home
by a dulyauthorisedcarer.

Medical evidence often the rider specifies that the care needs to be
medically necessaryConfirmation of this is not always easy. Sometimes,
the approval of theolicyownerinsured's physicians acceptable, but
many ingirers require that the policyowngrisured be unable to perform

a specifiednumber ofactivities of daily living{ADLs) before the need is
established. (ADLs will include basic human needs and functions, such
aswashinganddressingoneself and mobility)

Amount of benefit: typically, this may be&% of the death benefper
month for nursing homecare and1% for home health care The
maximum total payments may range betws6% and100%.

Waiting period: usually there is ®&0-day waiting periodbeforeLTC
benefits are payable. Also, some insurers require the policy to have been
in force forone yearor more before LTC benefitre payable

Premium waiver: it is common for premiums to be waived, both for the

rider benefit and the basic insmce plan, during the period thatC
benefits are being paid to the policyowsesured.
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3.4 MEDICAL BENEFITS

In earlier days, medical benefits would not be provided under life insurance
policies. Such cover was considered to be part of'thexident” (Personal Accident)
portfolio. In more recent times, the boundary lines betwaeious classes of business
have become less clearly marked. It is therefore quite common for life insurers to
consider medical benefits insurance part of their "ins@smé theperson' range of
products. Cover may be given asder to a life insurancgolicy, or separately as a
general insurance policy (for which type of insurance the insurer must of cowsky be
authorsedby the Insurance Authorit{fA)).

A typical form of cover found in Hong Kong at presentésy likely to include
most of the following features:

(@) Basic plan Intended to cover the expenses relatedntalical treatmenand
hospitalisation the Basic Plan has a number of headings under vdoieér is
given, typically as follows:

0] Hospital charges these areerylikely to have three different categories,
according to choice and premium paid, the usual descriptions being
Private Room, Senitrivate RoomandWard Bed Cover includes Room
and Bard, Miscellaneous Hospital Services and an available supplement
for Intensive Care treatment.

(i)  Private nursing: again with three categories, this includes nursing
treatment at home, in hospital by a qualified nurse or as recommended by
the attendingnedical practitioner.

(i)  Surgeon's, anaesthetist'andoperating theatre fees maximum benefit
/ cover is specified according to the three categories and the seriousness
of the operation involved.

(iv) In-patient physician's feesfor nonsurgical @ses.
(v) In-patient specialist's feesfor treatment, consultations, etc.
(vi)  Out-patient follow-up care: within 6 weeks of hospital discharge.

(vii) Free worldwide assistancea number of benefits and covers to help in
the event of emergency needkilst abroad. These range from instant
telephone assistance to the return of mortal remains

(b)  Optional medical plan: various titles may be given to this option, available at
extra premium. The basic intention is to provide coverage for much increased
limits under the various headings and categories of the Basic Plan.

(c) Major exclusions there are limits to the time during which various benefits

under the Basic and Other Plans may be paid, but these are part of the description
of cover. Specificexclusionsarevery likely to include the following:
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(i)
(iii)

(iv)

(v)

3.41

(@)

(b)

Pre-existing conditions
Pregnancy and childbirth related expenses;

Drug or other substance abusg selfinflicted injury and sexually
transmitted diseases;

AIDS orHIV related onditions (sometimes only excluded for say the first
five years of the insurance);

Congenital abnormalitiestreatment.
VOLUNTARY HEALTH INSURANCE SCHEME ( 6 VHI S6)
Background

Fully launched, i.e. offered to consumers, on 1 April 2018 Mbluntary
Heal th I nsurance Scheme (AVHI SO0) i s
the Food and Health Bureau (AFHBO)
individual indemnity hospital insurance products, with voluntary
participation by insurance companies andstoners. Under the VHIS,

the participating insurance companies can offetemnity hospital
insuranceplans( Al HI P6) t hat have been cert
Pl anso) for individual consumers to

The VHIS is designed to bringertain benefits to consumers. By
enhancing the accessibility, quality and transparency of individual hospital
insurance, the VHIS provides an additional option for consumers who are
willing and can afford to pay more to use private healthcare services.

Tax Deduction under the VHIS

With the passage of the Inland Revenue (Amendment) (No. 4) Bill 2018

on 31 October 2018, taxpayers are now entitled to tax deductions under
salaries tax and personal assessment for qualifying premiums they pay on

or after1 April 2019 for Certified Plans for themselves or any of their
Aspecifiddeféhadi vesoover the taxpa
and the taxpayero6s or his/ her spous
The deduction ceiling isHK$8,000 per isured person per year,
irrespective of the number of policies that cover the insured person.
However, there is no cap on the number of specified relatives who are
eligible for tax deductions. For instance, if the taxpayer purchases a total

of four policies for four insured persons (e.g. the taxpayer himself and
three fAspecified relativeso) and th
policies, then the annual deduction ceiling wouldH¥$32,000 (i.eHK

$8,000 x 4) for the qualifying premiums paid.
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(€)

Administration of the VHIS

The VHIS is administered by the Voluntary Health Insurance Scheme
Of fice (AVHI S Of ficedo) of the FHB.
VHIS-compliant products must first register as VHIS Providers and,
before theirStandard Plans andFlexi Plans (if offered) are marketed,
each plan must have been successfully certified@artéfied Plan (see
(c)(iii) below for these three terms) by the FHB. The FHB has set out the
scheme rules in a set of scheme documents for comeliBpcVHIS
Providers:

0] Registration Rules for Insurance Companies under the Ambit

of the Voluntary Health Insurance Scheme( i Regi str at
Rul eso) : |l nsurance compani es mus!

the FHB as VHIS Providers according to the Ragtion Rules
before they are allowed to sell Certified Plans.

(i)  Voluntary Health Insurance Scheme Certified Plan Policy

Template( iPol i cy Templateodo): The Pol

minimum requirements on the policy structure, terms and benefit
of Certified Plans, includingtandard Plans and Flexi Plans
Where a Certified Plan provides terms and benefits that exceed the
minimum requirements, the insurance policy concerned may
require additional, amended or supplementary terms that the Policy
Template does not stipulate. Where an insurance policy covers not
only a Certified Plan but also another insurance plan (e.g. where a
Certified Plan forms a rider to a life insurance policy), the policy
will contain terms and benefits that the Policy Teapldoes not
stipulate, and these terms and benefits will not be subject to the
requirements of the VHIS.

(i)  Product Compliance Rules under the Ambit of the Voluntary

Health Insurance Scheme( A Pr oduct Compliance

Product Compliance Rule®ts out the minimum product design
requirements for an insurance plan to be certified as VHIS
compliant and the relevant product certification procedure. The
basic principles are set out below:

(1) Anindividual IHIP must be certified by the FHB before it
can be marketed as a Certified Plan.

(2)  All Certified Plans must be individual IHIP. The following
are some examples thate not deemed to be individual
IHIP: group insurance plans with master policy for
employees; outpatient insurance plans; -im@emnity
insurance plans including hospital cash plans and critical
illness cash plans; and indemnity insurance plans that cover
specific illnesses (e.g. cancer) only.
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(iv)

3)

(4)

()

(6)

(7)

(8)

An individual IHIP can qualify as either type of Certified
Plans, namely &tandard Plan or aFlexi Plan, subject to
product compliance and prior certification by the FHB.

The product design of &tandard Planis basically fixed,
save for minor allowable variations. It must offer terms and
benefits equivalent to the minimum requirements of
Certified Plans under the VHIS, namdbasic Benefits as
prescribed in the Policy Template (see (c)(ii) above).

A Flexi Plan must provideEnhanced Benefitsin addition

to theBasic Benefits The design dflexi Plansmust adhere

t o t heofifbep it antmiing petms @nd benefits

which will bring more protection to customers when
compared with aStandard Plan whi | e policyho
entitlement to theBasic Benefitswould not be adversely

affected, save for specified exceptions.

Both Standard Plan and Flexi Plan may encompass a
minor element of benefits other th&asic Benefitsand
Enhanced Benefits namely Other Benefits  Other
Benefitsare allowed to form part of a Certified Plan to cater
for the licensing requirement for loigrm insurers to
provide longterm insurance benefits (e.g. life insurance) in
the individual IHIP they offer.

The table below illustrates the principles in defining
Standard PlanandFlexi Plans

Standard Plan | Flexi Plan
Basic Benefits Must include Must include
EnhancedBenefits | Must not include Must include
Other Benefits Optional Optional

An insurance policy issued undeCertified Plan may attach

or be attached to other insurance plans (e.g. a Certified Plan
serves as a rider attached to a life insurance policy).
However, such other insurance plan(s) will not be
considered as part of the Certified Plan, and the policy terms
and conditions must not contradict with the objectives of the
VHIS and must not reduce the protection of the Certified
Plan to the policyholdensnder the same policy.

Code of Practice for Insurance Companies under the Ambit of

the Voluntary Health Insurance Schemel i Code of Pr ac
The Code of Practice sets out the required conduct and practices
covering product offering, migration rangement, sales and
marketing, handling of application, cooliudf period, aftersales
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services, etc. for VHIS Providers to comply with so as to
supplement the Policy Template. It is particularly important for
insurance intermediaries to get familiarttwihe requirements of

t he

Code of salPsg and marlketn® ,0 n whii c h

summarised below:

1)

(2)

3)

(4)

(5)

(6)

(7)

In conducting sales and marketing activities, VHIS
Providers should provide clear, accurate, -nosleading
and easily accessiblenformation of the VHIS and
Certified Plans to consumers for them to make informed
choices.

VHIS Providers should ensure thatsdles and marketing
materials are accurate and in a nomsleading manneipn
Chinese and English (except for social media and
advertisemats), in plain language and complete.

VHIS Providers should ensure consumers, policyholders
and insured persons can eastistinguish terms and
benefits under Certified Plans from neviHIS products
across all sales and marketing materials.

In the course of marketing Certified Plans, VHIS Providers
and their sales representatives should disclose and exercise
due diligence in explaining theey product and premium
information of Certified Plans to consumers.

VHIS Providers should provideneasy access to essential
information (such as company website, communications
with sales/service representatives, enquiry hotline, etc.) so
that consumers can easily enquire about the information on
the VHIS and the Certified Plans, e.g. their regigim
status as a VHIS Provider; product and premium
information of the Certified Plans on offer; underwriting
factors, material facts and information of consumers for
underwriting purposes; eligibility for tax deduction;
complaint handling procedures.

VHIS Providers should inform applicants of their
obligations to disclospersonal information and material
facts for underwriting, and the possible consequences of
material nordisclosure, misrepresentation and fraud.

Where VHIS Providers stipate in the VHIS Certified Plan
Policy Template that they may withhold part of premium
refund forreasonable administration chargesthey should
explain the relevant practices and calculation to the
applicants upfront.
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(8)

9)

(10)

(11)

(12)

VHIS Providers should explaito applicants for Certified
Plans thecooling-off right (see (d)(vii)(4) below) that
policyholders will have during the coolireff periods
prescribed in the policies.

In the case of &tandard Plan, VHIS Providers should
explain to consumers dag the selling process and upon
enquiry that all benefits described in tBndard Planare
applicable worldwide except for psychiatric treatments.
With Flexi Planssubject to restrictions in territorial scope
of cover, they should instead explain thefikition of
regions with restrictions and the benefit adjustment rules,
and that the reduction is inapplicable to Besic Benefits

of the Flexi Plans i.e. the coverage equivalent to the
Standard Plan.

In the case of &tandard Plan, VHIS Provders should
explain to consumers during the selling process and upon
enquiry that all benefits described in th&ndard Planare

not subject to any restriction in tleoice of healthcare
services providers With Flexi Planssubject to restrictions

in the choice of healthcare services providers, they should
instead explainthe list of selected healthcare services
providers, and that the restrictions are inapplicable to the
Basic Benefits of the Flexi Plans i.e. the coverage
equivalent to th&tandard Plan.

In the case of &tandard Plan, VHIS Providers should
explain to consumers during the selling process and upon
enquiry that all benefits described in th&ndard Planare

not subject to any restriction in tlohoice of ward class
With Flexi Planssubject to restrictions in the choice of ward
class, they should instead explthe targeted ward class and
the details of benefit adjustment upon voluntary choice of
higher ward classes, and that the insurance compdhy
guarantee that such benefdjustment will not apply in the
event of involuntary ward upgrade, or to B&sic Benefits

of the Flexi Plans (i.e. the coverage equivalent to the
Standard Plan) in the event of voluntary ward upgrade.

VHIS Providers should explain to consueluring the
selling process and upon enquiry theoinsurance
arrangement of prescribed diagnostic imaging tests under
the Standard Plan, and the coinsurance and deductible
arrangements approved by the FHB for eligillexi Plans

if any.
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(d)

(13) Subgct to the rules on tax deductions promulgated by the
Government, VHIS Providers should, in the selling process
and upon enquiry, inform consumers of the eligibility of
Certified Plans for claimintax deductions

It is worth noting that the IA will issuaguideline on medical insurance
business(GL31) (see3.4.2 for more details of this guideline)to be
applicable to all medical insurance business, including the VHIS. The
guideline will provide guidance on the expected standard and practices to
ensure dir treatment of customers.

Fundamental Features of the VHIS

The VHIS is equipped with the following features in order for it to
function effectively:

(i)

(i)

(iii)

(iv)

Insured Persons under the VHIS mustHeng Kong residents
(including holders of Hong Kong IdettiCard) aged between 15
days and 80 years.

There ardwo types of Certified Plans Standard PlanandFlexi

Plan. The Standard Plan provides standardised basic coverage
according to the minimum requirements of the VHIS, whereas the
Flexi Plan provides ehanced coverage while generally preserving
all the coverage provided by ti®&tandard Plan. Examples of
Flexi Plan enhanced coverage include higher benefit amounts and
a choice of products that suit

Setting of premiumsis virtually unfettered. In line with the free
market principle, VHIS Providers are free to set their own premium
levels. By common market practice, Certified Plans may charge
standard premiums that differ by age and gender, and adjust the
overall premium levelnnually according to factors like medical
inflation and revisions of benefit amounts. In order to enhance
market transparency and promote price competition, it is a
requirement that VHIS Providers publish dggnded premium
schedules for their Certifiedlans.

It is not mandatory for VHIS Providers to accept any applications.
They may underwrite the insured persons to assess their risks, and
decide whether to accept the applications unconditionally, accept
the applications with premium loading and/@masebased
exclusions or reject the applications. They are required to explain
their underwriting decisions and application results to the
applicants concerned and, upon
written notice for such explanations.
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(v) Certified Pansd6 coverage 1S not restri
hospitals. Insured Persons may claim reimbursement of healthcare
expenses incurred imealthcare institutions, whether public or
private. Besides, purchases of Certified Plans will not affect
InsuredPer sonso6 entitl ement to use p

(vi) Upon successful registration as VHIS Providers, insurance
companies must provide their existing policyholders of individual
hospital i nsurance wi tnhgraee®m) ofpp@ or °
Certified Plans.

(vi) Compared with many existing indemnity hospital insurance
products, Certified Plans are more attractive in a number of ways,
as reflected by the followingroduct features of both the
Standard Planand the basic coverage of thiexi Plan:

(1) The policy terms and conditions, benefit coverage and
benefit amounts are standardized.

(2) Premium transparency is enhanced by easy access to the
standard premium schedule by age, gender and other factors
of each Certified Plan on the VHIS webstad the websites
of VHIS providers. Upon policy renewal, a VHIS Provider
may adjust the standard premium for a VHIS policy
according to the prevailing standard premium schedule
adopted by it on an overall portfolio basis. During each
policy year and uporenewal, no additional rate or amount
of premium loading orcasebased exclusion(s)on the
insured person may be imposed by reason of any change in
the insured person's health condition.

(3) The insured is guaranteed a right of renewal up to thefage o
100. Moreover, there is nilifetime benefit limito - the
maximum amountof benefits that a medical insurance
policy says it will pay cumulatively during the lifetime of
the insured person.

4 The policyhol dewoolingot sightd he t oi g
cancel a newly effected policy during the-@dy period (or
a longer period offered by the VHIS provideedjer the
delivery of the policy to the policyholder or to the

policyhol derds representative
policy availability to the policyholder or to the
policyhol derdéds representative,

full refund of the premiums paid provided no benefit
payment has been made or is to be made or impending.
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(5) Coverage is extended to include:

- Unknown pre-existing conditions - Preexisting
conditions not known at the time of joining are partially
covered during a waiting period of 3 years upon policy
inception (i.e. no coverage in thé folicy year, 25%
reimbursement in the"2policy year and 50% in the3
policy year) and fully covered from thé 4olicy year
onwards.

- Treatment of congenital conditions’ Investigation and
treatment of congenital conditions which have
manifested or been diagnosed after the age of 8 is
covered, subject to the same reimburseragaingement
that applies to unknown peexisting conditions.

- Day case procedure$ Surgical procedures (including
endoscopy) not conducted in hospital are covered,
subject to such provisosase di c a | necessity

- Prescribed advanced diagnostic imaging ests 1
Computed Tomography (ACT S
Resonance |l magi ng ( A MRI sc
Emi ssion Tomography (APET sc
hospital are covered, subject to 30% coinsurance.

- Prescribed nonsurgical cancer treatments 1
Chemotherapy, radtherapy, targeted therapy,
immunotherapy and hormonal therapy for cancer
treatments are covered.

- Psychiatric treatmentsi Psychiatric treatments during
confinement in Hong Kong as recommended by a
specialist are covered.

3.4.2 Guideline on Medical Insurance Busines$GL31)

In order to make sure that fair treatment is applied to customers when

selling the medical insurance products, IA has prepared GL 31 which is regarded

as minimum standards for authorized insurers, licenced insurance intermediaries,

and licensed insurance brokers. In fact, IA has considered the feedback from
various stakeholders, insurance industry as well as the Insurance Core Principles,
Standards, Gui dance and A s s Gesesattye n t \Y
speaking, ICP were circulatdaly the International Association of Insurance
Supervisors on relevant aspects and practical application of supervisory concepts.

(@) Purpose, Application and Status

0] Fair treatment of customers is a crucial principle which reinforces
public trustand confidence in the insurance sector. In accordance
with Insurance Core Principles (ICP) 19, fair treatment of
customers includes achieving outcomes such as
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(1) developing, marketing and selling products in a way that
concerns for the interests and needsustomers;

(2) providing customers with information before, during and
after the point of sale that is accurate, clear, and not
misleading;

(3) minimising the risks of sales which are not appropriate to
customersod i nterests and needs

(4) ensuring that any adse given is of a professional standard,;

(5) dealing with customer claims, complaints and
disagreements in a fair and timely manner; and

(6) protecting the privacy of information obtained from
customers.

ICP 19 also shows that fair treatment of customer®lves
concepts such as ethical behaviour, acting in good faith and the
prohibition of abusive practices.

(i)  GL31 applies to all authorized insurers underwriting medical
insurance business, and all licensed insurance intermediaries
carrying on regulatedctivities in respect of medical insurance
business. GL31 applies in respect of all medical insurance
business, including individual and group business, Certified Plans
under the VHIS and any other types of medical insurance business.
Besides, GL31 prades guidance on the standards and practices
which are expected to be met in order to ensure fair treatment of
customers across all aspects of medical insurance business.

(i)  GL31 does not have the force of law because it is not subsidiary
legislation. Thus, it should not be interpreted in a way that would
override the provision of any law. A na@ompliance with the
provisions in GL31 would not by itself make an authorized insurer
or a licensed insurance intermediary liable to judicial or other
proceelings. A norcompliance may, however, for example reflect
on the | Abés view of the continue
directors, controllers or key persons in relevant control functions of
the insurers to which GL31 applies and (2) the licenssdramce
intermediaries to which GL31 applies and (in the case of licensed
insurance agencies and licensed insurance broker companies) their
directors, controllers or responsible officers. The IA may also take
guidance from GL31 in considering whether thaas been an act
or omission likely to be prejudicial to the interests of policy holders
or potential policy holders. In addition, the 1A will always take
account of the full context, facts and impact of any matter before it
in this respect.
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3.5

(b)

(€)

Product Design

Authorized insurers should take into account the interests and needs of
different types of customers when developing medical insurance products.
Before launching a medical insurance product to the market, insurers
should carry out a careful rew of the product by making reference to
their business models; the applicable law, regulations and rules (including
but not limited to the Product Compliance Rules under the Ambit of the
VHIS published by the FHB); and their risk management approach. In
particular, insurers should put in place appropriate policies, procedures
and controls to enable them to:

0] design a medical insurance product that seeks to meet the identified
needs and the expectation of the target customer base;

(i)  price a medidainsurance product reasonably taking into account
the sustainability of the product; and

(i)  adopt channels of distribution which are aimed at targeting the
identified target customers.

Sales Process

After launching any medical insuranceoduct, an authorized insurer,
licensed insurance agencies and licensed insurance broker companies
should monitor the processes by which the product is distributed against
the requirements set out in the section 6 (Sales Process) of GL31, with a
view to ensiring customers are treated fairly during the selling process.

If the insurer, licensed insurance agency or licensed insurance broker
company identifies any shortfall from the requirements, they should take
appropriate remedial action(s).

INSURABIL ITY BENEFITS

Insurability means that by normal underwriting and business standards a
particular risk is acceptable for insurance. The usual feature that affects this is, of course,
the health of the person who is to be thiée insured Checking whethea person is
insurable is a basic element umderwriting (seeb5.3). Sometimes the question of
insurability, however, arises for an existing client (perhaps with podicystatement-

seed.7 or on other occasions). This question, however, may beedithe policy is

made subject to th@uaranteed Insurability (Gl) Benefit.

3.5.1 Guaranteed Insurability Option

The Gl benefit isalsoreferred to as &uaranteed?urchaseOption The

basic features of this rider are:
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(@) Meaning: the policyowrer has the right to purchase additional insurance
(of course for an additional premium) on specified option dadés
specified agesor when a specified event happemsthout having to
supply evidence of insurability.

(b)  Limitations: the amountof addtional cover may be limited (to the
existing policy's face amount, or less). Also the right must be exercised
before the life insured reaches a certge (typically aged40).

(c) Not automatic: if the policyowner does not effect the extra cowdren
the right is triggered that particular right idost. He may, however,
exercise the righvhenthe nextturn comesif any.

(d) Specified eventthe rider may specify the insured evestsmarriage, the
birth of a child etc

(e) Temporary cover. sone insurers grantterm insurance cover
automatically to cover the policyowngrsured during the period allowed
for exercising his purchase option, so that if he dies before completing the
option hewill still have extraterm insuranceover.

® Policy with WP if the insurance also has @isability Waiver of
Premium rider (see3.1.1) and the policyownemsured is disabled at the
time he isentitledto exerciseanoption for additional cover, the additional
cover will grantedautomatically The WP rider also provides foall
premiums to bevaived until the recovery or death of the policyowner
insured.

3.6 INFLATIONARY ADJUSTMENT

Inflation, whichreduces the purchasing power of mgngan important element
to be considered with angng-term insurance linked to a specdd face amount
Bearing in mind thatong-term policies may continue for many years, perhapgew
decades, before they become payable, it will besszhthat what was once a significant
amount may in real terms have been reduoealdmall or even trivial sum, because of
inflation.

Clearly, this is a problem needing serious attention to the whole of one's life

insurance programme, but in the context of this Chaptd3emefit Riders, provision
has been made in relation to disapiincome benefits being paid, as follows:

3.6.1 Cost of Living Adjustment (COLA) Benefit
This rider or policy provision provides for periodic increases in the
disability income benefits being paid to disabled policyownsured. As the

name suggest the increases are linked to increases in a ressymdependent
index, such athe CompositeConsumer Price Index

-0-0-0-
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Representative Examination Questions

Type "A" Questions

1 The "waiting period” with @isability Waiver of Premiumider means:

(@) atime period during which premiums are waived; ...
(b) the time allowed to a policyowner for payment of premium; ...
(c) the time period before a policy can be subject to this rider; ...
(d) atime period during disablement beforemiums are waived. ...

[Answer may be found i6.1.7]

2 A "Double Indemnity" provision under a life policy is incorrectly named because:

(a) life policies arenormallynot subject to indemnity; ...
(b) the amount paid is not always double theefamount; ...
(c) itis only paid in the event of death through an accident; ...
(d) itisillegal for the beneficiary to be paid twice for the same event....

[Answer may be found i8.2.]]

Type "B" Questions

3 Which of the following remarkaretrue concerning the AD&D rider?
0] Loss of a limb may mean the actual loss of a limb, or loss of its use.
(i) A sum equal to the death benefit is paid for the loss of one limb.
(i) A sum equal to the death benefit is paid for the loss of itwosl.
(iv) Dismemberment benefits can also be for the loss of sight in an accident.
(@ (@and()only, L
(o) ()and(i)only, L
(c) @), @i)and (iv);
(d) (i), (i) and (iv).

[Answer may be found i8.2.7]
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4 Which three of the following are usually included within the inedrevents of
the Critical lllnessBenefit?

0] Disability

(i) liness related to the immune system
(@ii)  Influenza

(iv) Cancer

@ O, d)andGiy; L
() (@), ()and(@v);
() (@), Giyand (iv);
(&) (i), @i)and (iv).

[Answer may be found i8.31]

[If still required, the answers may be found at the end of the Study Notes.]
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4  EXPLAINING THE LIFE INSURANCE POLICY

It should be mentioned at tlwitset of this Chapter that the Hong Kong Life
Insurance market tends to use policy wording commonly found in the United States and
North America. The General Insurance market, on the other hand, mostly uses policy
styles originating in the U.K. For thmrposes of this study (the Life Insurance Policy),
we shall follow the more common "U.S. style" policy provisions, making appropriate
comments relating to possible variations should a local insurer be using U.K. style life
insurance policy wording.

4.1 ENTIRE CONTRACT PROVISION

A Life Insurance Policy is a most important document. The contrdabrig
Term i.e. lasting many years, perhaps decades. Umlike most other classes of
business, it is essential that the original policy document be peesehen a claim is
made. The éntire contract" provisions are therefore very important. They provide
that:

(a) the entire contract consists of the pojiagy attached rideemd theattacheaopy
of the applicatior{such an insurance contract beingrted a closed contract)

(b) only certain specified senior officials of the company are awgbrio make
changes to the contract;

(c) no change to the contraetll be effective unless made in writing; and

(d) no change to the contract can be madesskthe policyowner agrees to it in
writing.

4.2 INCONTESTABILITY PROVISION

This means that within the terms of these provisionw#hdity of the contract
cannot be contested (challenged) by the insurer. Disputes over the validity of an
insurance cotract may arise with an alleged breachutrhost good faith, i.e. certain
material facts have been omitted or misrepresented.

(@) The typicalincontestability Provision (or Incontestable Clausg states thathe
insurerwill not (normally- see below)xontestthe contract after it has been in
forceduring the lifetime of the life insurefdr two yearsfrom the date of issue.
(I'f the phrase oO0during the | ifetime o
insured died during the contestable period,ldeeeficiary might possibly delay
making a claim until the end of this period and seek protection of the proyision)

(b)  Under Hong Kong lananincontestabl€lausecannotbereliedupon in the event

of fraud on the part of the claimant or the insuredong Kong law will not
support fraud, whatever a contract may say.
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[Example: suppose a life insuranpelicyis arranged solely on the basis of the
health and other information declared by the policyownsured He fails to
reveal certaimmaterial informationsuchthata prudent underwritewould not
have insured him.The man dies after three years. Under the normal rules of
Utmost Good Faith,the insurer could avoid the contract. Nevertheiesannot

do that because of the overriding effect ofethincontestability provision.
However, ifthe policyowneds failure constitutea fraudulent breach of the duty

of utmost good faiththe insurer may disregard the provision and avoid the
contract if the applicable law is that of Hong Kong.]

Case 6 The Incontestability Provision often serves as an effective shie
against an insureros attempt
breach of the duty of utmost good faith

The policyowner died of nasopharyngeal carcinoma three years after

effected dife policy. It was revealed that he attended a medical examin
by the insurer's medical officer in the morning four days after he had s
an insurance application. In the afternoon of the same day, the i
consulted a private doctor, complaigiof swelling of right neck gland an
blood in postnhasal drip sputum for one month. The diagnosis
nasopharyngeal carcinoma was suggested. However, the insured fa
disclose any of the above symptoms on the application form or durin
medical eamination. The insurer therefore refused to pay the death b
on ground of material nordisclosure.

The wife of the policyowner stressed that her husband consulted the |
doctor just because he did not feel well that afternoon. The consubl&m
not a prescheduled appointment. As the insured often contracted flu anc
in the previous months and his symptoms were very similar to those of f
cold, he, not being a medical expert, believed himself to be suffering frg
and cold againMoreover, he disclosed on the application form that he
previously suffered from flu and cold and had recovered after taking mec
This served to prove that he had fully disclosed all his medical informat
the best of his knowledge at the timiethe insurance application.

The Complaints Panel noted that the questions on the application for
related to the alleged natisclosure specifically asked about "disea
suffered or treated for. Although the policyowner presented himself asla
of certain symptoms, there was no evidence suggesting that he had f3
disclose on the application form a known or diagnosed disease. Theref
Complaints Panel was convinced that the insured had honestly comple
application.

Further,the Complaints Panel found no warning clause on the applic
form that had imposed on the policyowner an obligation to notify the in
of changes in his health condition occurring after signing the application
and before issuance of the poligshich condition in this instance deteriorat
soon after the application was signed.
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(©)

(d)

4.3

More importantly, there is a twyear contestable period applicable to
insurance policies, beyond which a policy cannot be rescinded unless f
proven. Thepolicyowner passed away more than two years after his insu
policy came in force. As no evidence had been put forward to the Comy
Panel to suggest the presence of fraud, the Complaints Panel concluc
the incontestability provision shoule linvoked.

Based on the above, the Complaints Panel ruled in favour of the claima
awarded her the death benefit.

Remarks: The claimant won her case on two alternative major grou
Firstly, the Complaints Panel decided that the policyowner hdadbaen in
breach of the duty of utmost good faith. At |l#ve proposer is only require
to disclose such material facts that he actually knows or ought to K
Apparently the Complaints Panel considered that the symptoms th
policyowner had at theime when he was signing the application form
undergoing the medical examination would not constitute material facts
he actually kew or ought to know. In addition, unless varied by priv
agreement, the duty of disclosure extinguishes as sooheams$urance
contract is concludedThe Complaints Panel was apparently of the view
the subject insurance contract was concluded when the applicatior]
signedi not when the policy was issued, so that the diagnosis shortly
that critical momet) even though being material facts, would not be requ
to be disclosed to the insureSecond, even if breach of the duty of utn
good faith on the part of the policyowner had been established, he sho
allowed to take advantage of the Incoraddity Provision unless fraud coul
be proved against him.

Such a clause would not have the effect of preventing the insurer from raising the
guestion of illegalitye.g. for lack of insurable interest

An Indisputable Clause(the UK equivalenof thelncontestability Provision)

has been held by the English courts to be incapable of preyantinsurer from
avoiding liability on ground of negligent misrepresentatian the part of the
insuredunless the clause expressly mentions negligentkeoclause does not
otherwise make sense.

GRACE PERIOD

Under U.K. style policies, this is also callddays of Grace". Essentially, this
relates to a period of time after the date on which a premium is due, when cover is kept

operative. But fothis grace periogbrovision, the policy woultapseif the premium is
not paid by the due date&So it allows for date paymenof premium without penalty.
The features of these provisions are:

(@)

the grace period is usually a minimum3&for 31 days
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(b)
(€)
(d)

(e)

4.4

the grace period does not apply to the initial premium for the policy;
payment of premium within the grace period is deemed to be payméinie

this isnot a period offree insurancgfor example:

0] if the life insured dies within # grace period before payment of the
premium, the premium duwill be deducted from the death benefit
payable;

(i) if the life insured survives the grace period without payiregpremium
due(and subject to any other policy provisions, such as nonforégisee
4.5below), a U.K. stylepolicy will lapse from the date the premium was
due whereas a U.S. style polieyill lapse at the end of the grace period
(giving ri seoforoneimébnthee i nsurance

special provisions may arise with ntadtional types of policy, e.guniversal
life policy.

BENEFICIARY DESIGNATION

A beneficiary is a person to whom the policyowner of a life policy instructs the

insurer to pay the death benefit when it is due. A fundamental condition for the payment
Is that the beneficiary must survive the life insurdpractice, there are various types
of designations and beneficiaries:

(a)

(b)

(©)

The beneficiary is usuallpamedin the policy. But class designationgi.e.
identification of a certain group of ppleasbeneficiariesnstead of naming each
of the persorjscan alternatively be doné&xamples of class designation include
"my children", and'my brothers and sistée'rs

The primary (or first) beneficiary receives théeath benefjtwhen payable (if
morethan one is designated, shares will be equal unless otherwise specified in
the policy). One or more€ContingenBeneficiaries may be designated in addition

to primary beneficiaries, in case all the primary beneficiaries do not survive the
life insured.

A life policy usually allows the policyowner to change the beneficiary
designation whilst the policy is in force, in which case the designated beneficiary

is called a"revocable beneficiary. Alternatively, he may have a provision
included in the policy makg the designation irrevocable so that a change of
beneficiary will require the written consent of the current beneficidiyning

back tothe usuabpolicy wording, which allows a beneficiarglesignatiorto be

revoked equity will not allowthe act ofnaming a substitute beneficiairy such

a policyto prejudiceany vested beneficialinterest of the original beneficigry

even if such an act is strictly within the terms of the contrdebr instance,
effecting a life insurance policy for the benefitoh e pol i cyhol der 6s
any of his or her children will have the effect of creatir{gtatutory)trust under

the Married Personsd Status Ordinance,
become beneficial owners of the poligyith the poliggowner as the trustee.

Under the strong protection efjuity, thesebeneficial interests can simply be
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viewed as gift o r Aigi fts inter vivoso, t o
meani ng Aamon g thdt even thegdonpre(molcyowner) himself
cannot take backThis is because tke interestare now pasof the respective
estate of the beneficiariewhether or not the beneficiaries will survive the life
insured being irrelevant

(d) The wording of the typical beneficiary designation provisiam apparently
simple, giving rise to a general belief thaty payableleath benefit wiltertainly
be paidto the beneficiary. In fact, a situation adnflicting claimsmay arise,
possibly fom policy beneficiaries, assignees, trustees of the poliayst
beneficiariestrusteesn-bankruptcy, and personal representativ&s.insurerin
such a situatiomvill face the risk of having to paglaimstwice by takingit for
granted thathe beneficiary designation provisi@paramount.

4.5 NONFORFEITURE BENEFITS

Most conventional life insurang@ans(other tharterm insuranceplans) acquire
acash valueafter an initial period in force. That cash value is important for a number
of reasons, discussed elsewhere in these Study Notes, and has speeiatedie\the
guestion ofnonforfeiture. If something is "forfeited"”, it means that it is lost or rights
to it are taken away. “"Nonforfeiture" therefore means that rights are not lost under
certain circumstances, in this instancedfseontinuance of preionm payments

Without specific provisions to the contrary, the policy walbseif the premium
is not paid within thgrace period The cutomary nonforfeiture provision that:

(@) the policy doesnot lapse because of ngrayment of premium. Unless
instructions are received to the contrary, ¢ash valueof the policy is used to
payduepremiums for as long as the cash value lasts, keeping the policy in force
for the full amount;

Note: Some insurers do not regard this as a nonforfeiture bengffitrdat it as
a quite separate policy provision known asaatomatic premium loafAPL)
provision

(b)  the owner of a policy which has a cash valuelividend valugwho decides not
to pay any more premiumsiay exercis@anyone of the followingpptiors:

0] cash surrender valu@lso known asurrender valug the cash surrender
value is paid when the policyowner terminates the policy;

(i)  reduced paielp insurancethe net cash value is used as a single premium
to purchase life insurance of thanse plan as the original policy for a
lower amounbf cover,

(i)  extended term insurancthe net cash value is used as a single premium

to purchase term insurance for the same amount as the original face
amount, for such period as the net cash vatuneprovide.
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Note: These options arise whehe insurerreceives noticeof a decision to
discontinue premium paymentdf premium payments merely stop, with no
notice of selectiofrom the policyowner, the automatic provision in (a) above, if
any, will betriggered Those policies thdtave no such clauseftenprovide that
option (b)(iii) above should apputomaticallyif the policyownerasfailedto
chooseoneof the options

4.6 POLICY LOAN
Another feature directly arising from the existenca @licycash value is the
facility of borrowing money from the insurer, using the cash value as security. The
concept arises with th&PL feature mentioned ih.5(a) above, but the customdeglicy
Loan provisions are:
(@) the policyowner has iaght to borrow money from the insurer;
(b) the loan may be faany purpose
(c) theloan may be up to the policgsh valugless one year's loan interest);
(d) the onlysecurityrequired for the loan is the policy cash value;

(e) theapplicable interest ramaybe subject t@ prescribednaximum

(f)  theamount and timing of any repayments are at the discretion of the policyowner
and any unpaid interests will become part of the policy;loan

(9 the amount ofany outstandindoan (including any unpaidinteress) will be
deducted from thdeathbenefitor surrender valuthat ispayable.

4.7 REINSTATEMENT

Under U.K. life insurance practice, this is also knowtRadicy Revival". The
concept is that a policy which h&gpsed("died"”) can be brought badk "life" under
certain circumstances. Of course, this can always happen bythal consenof the
insurer and the policyowner. The term "reinstatement”, howeamethis context
concerngheright of the policyownerto have a lapsed policy broughadk into force.
The usual policy provisions which apply to this are:
(@) thereis atime limit within which this may be demanded;

(b) that periodduring which the right can be exercisedy vary between insurers,
but5 yearsis quite representative;

(c) the right normally applies only tapsed(not surrendered) policies;
(d) the reinstatement may be subject to any of the followorglitions
0] evidence of continueishsurability (good health);
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(i)  repaymenpf any outstanding loafinclusive ofinteress);

(i)  payment ofback premiumsplus interes thereon to be charged at a
prescribed rate

(iv) payment of a reinstatemeie

(v) afurthercontestable perio(see4.2) from the reinstatement date;

(vi) afurthersuicide exclusion periofee4.12 from the reinstatement date.
4.8 MISSTATEMENT OF AGE OR SEX

Please note that this isnssstatemendf age or sex. In the event of a voluntary
sex change operation to an existing life insured, the advice of the insurer concerned
should be obiaed.

Obviously, a different age or sex from that indicated when the insurance was
arranged can have a significant impact on the policy premium and/or benefit. The
customary provisions in these circumstances are:

(@) If the error is discovered after elaim has arisenthe amount of the benefit
payableis adjusted (up or down) to reflect the amount payable had the correct
age/sex been given and the same premium paid.

Note: If the insureffollows the commonest practice in theK. on this issueany
berefit adjustment culd only bedownward If the age/sex mistake indicates that
too much premiumhas beernpaid, the overpaid premiumwill be refunded
(without interest without an upward adjustment to the benpéiyable Again,
this might be a point to etk with any insurer using U.Kolicy forms, etc.

(b) Ifthe error is discovered before a claim aristhge policyowner is usually given
the choice af

0] leaving the face amount unchanged aitiderreceivinga refund premium
or payingan extra premim after calculating the correct premium that
should have been paid; or

(i)  adjusting the face amount of the policy to the ametmechthe premium
paid would have purchasedlithe correct age or sex

Note: The U.K. practice on this point will be tharse.
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4.9 ASSIGNMENT

Section 9 of the Law Amendment and Reform (Consolidation) Ordireloves
the assignment of a legal chose in action Gémsssary) by following a prescribed
formality, with interests irmninsurance contraconstitutingchoses iraction. Among
the criteria for a validegal assignment is one that the chose in action to be assigned
must be present, not futyr@nd ithas been held that interestsilife insurance contract
are present and are capable of agsagm Asanalternai ve t o the Oprese.l
it is said that interesin a life insurance contraeirereversionary, that is to sagyen
thought he p ol irighsonder the dbrsract arngquestionably recognised, the
actualenjoyment of thensuranceis defered until some date or event in the future
Whenan assignmertiappen®r is attempted t he pol i cyoassignod i s t ¢
andthe persomntheothersideof the deat h assigheé Assignment can be performed
SO as to execute a contract or fh. gi

Certain features of assignment that we should note, arising from policy provisions
and otherwise, are as follows:

(@) Notice of assignmentan assignment is valid from the date of notice given to the
insurer. A typical life insurance policy contaian assignment provision, which,
without intending to prevent an assignment, says that the insurer is not bound to
act in accordance with an assignment until it recea@stten notice of it.

(b)  Validity of an assignment:the said assignment provisiodisclaimsinsureb s
responsibility for this; this implicitly is saying that the assignor should seek
independent legal advice on the formalities required for a valid assignment.

(c) Rights ofthe assigneethe assignee inherits from the assignor alrights and
remedies upon a valid assignment. However, the assignee cannot recover more
than the assignor, so that where an assignor has purchased insurance by fraud or
misrepresentation, the insurer can set up a defence against the assignee. Besides,
the insurer can enforce against the assignee any of its right to set off #dgainst
assignor, so that when any policy benefit is payable to the assiggewerdue
premiumgrom the assignaandoutstanding policyoansto the assignotogether
with interess thereon will be deductedrom the benefitin which casethe
assignees said to receive theet policy proceeds

(d)  Assignmentis of benefit, not burden the laws do not allow a person to assign
to another person asbligationthathe owes t@ thrd person(e.g. an obligation
to pay insurance premiumajthoutth e t hi r donserg.r sonds

(e) Limitations on assignment:anassignment

0] must not violate anyested rightof any beneficiary (especially of any
irrevocable beneficiary - one that camot be changed without his
consent) It is important to note that through a revocable beneficiary
designation, what thelesignatedbeneficiary will acquire isa mere
expectation to receive benefit, as opposed to a vested right or interest

(i)  must notbe forillegal purposes (e.g. money laundering);
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(i)  may be restricted to involvenly alump sum paymentof policy benefit
to the assignee, i.e. no other settlement options.

(f)  Types of assignmentlife insurers categorise assignment itwo types:

0] absolute assignmentwhere all ownership rights under a life insurance
contract are irrevocably assigned, such an assignment is termed an
absolute assignment

(i)  collateral assignment:the arrangement iemporary usually where the
policy isused agollateral security for a loan (ot from the insurer).The
terms of such an assignment limit #gsignee's interest to tlean plus
interess thereon and givethe assignor a right of reversion once liben
is repaid in full. The assignolis not entitled toacquirea policy loan or
surrender the policy whilst a notified collateral assignment is in force.

4.10 DIVIDEND OPTIONS

Participating policiegknown in the U.K. aswith-profit" policies) in due time,
should qualify for dividendswhich are distributed in three waysash dividend,
reversionary bonus and terminal borfsse5.2.7). Cashdividends becomepayable to
the participating policyowner immediatelyHowever, he policy normally presents
some options in respect cdshdividends so thathey may be:
(@) paid incashat once;
(b) applied towardsuture premiumsf the policy;

(c) left with the insurer to earmterest(note: dividend deposi{inclusive ofthe
interests theregns distinct from cash valug)

(d) used to buyaid-up additional insurancavhich will generate dividends as well
(e) used to purchasaneyearterm insurance.
Note: If the policyowner makes no selection from the available options, most policies
make provision for what is known as antomatic dividad optionto apply. In Hong
Kong, practice seems to vary, but the likely alternative applications are:

() option (c) above, leaving the dividends with the insurer to earn interest; or

(i) option (d) above, the purchase of pajladditional insurance.

Insurance intermediaries should check with the insurers.
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4.11 SETTLEMENT OPTIONS

When the policy benefit becomes payable, the beneficiary and/or policyowner
may choose between several alt egetleenent ve me
optionsd  @ptiondl modes of settlement .) These are:

(@) alumpsum settlemena single payment, to complete the whole contract;

(b) aninterest optionthe policy proceeds are left with the insurer, who pays interest
annually or at agreed more frequentervals;

(c) afixed period optionthe policy proceeds (and intergsare paid in instalments
of equal amountsver an agreed period of timeffectively this isan option of
purchasing aannuity certainwith the policy proceeds as a single prentium

(d) afixed amount optiantheinsurerpays equal instalments of a stated amount for
as long as thpolicy proceeds (and interestajt;

(e) a life income optionthe policy proceeds (and intergstare paid in agreed
instalmentoverthep a y difetiine - effectively this isan option ofpurchasing
alife annuity(see2.3.1(c)) with the policy proceeds as a single premiutnder
this method, the payee should expect smaller instalment payments than would be
available under the fixed period or fixeshaunt option.

4.12 SUICIDE EXCLUSION

One of the features of life insurance is that the benefit may be payable even if the
cause of the claim was treeliberate actof the life insured. This arises from the
underlying reason for life insurance, whichgimally was primarily to make provision
for dependants, rather than to benefit the life insured personally.

With a long term contract and under those circumstances, it would be unfair to
penalse the family in the tragic event of the life insured takimg own life. On the
other hand, certain safeguards against the effecting of life insurance with suicide in mind
are perfectly reasonable. The usual provisions are:
(@) suicide isexcludedor an initial period of the policy;

(b) that period may varwith insurers, buil yearafter the date the policy is issued
IS very representative;

(c) should suicide occuafterthat periodthe death benefit is payalds normal
(d)  should suicide occuturing that period, the death benefit is patyable but it is

normal for the policyo gatethat premiums paid (less any outstanding loan and
interess) arerefunded

4/10



Note: 1 Being a policy exclusion, it is for the insuremmvethat death was
by suicide- not always an easy thing to do.

2 Bearing in nind the overall intention of the exclusion (to defeat
arranging a policy when suicide was contemplated), it is not unknown
for an insurer to pay for a proved suicide which can reasonably be
assumed to be attributable to events ariaitgy the policy comrenced,

and which will otherwise be caught by the exclusion. Of course, this
would be ex gratia payment(i.e. not legally required) and the
circumstances would have to be quite unusual.

3 Suicide wasutis no longer criminal.

-0-0-0-
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Representave Examination Questions

Type "A" Questions
1 Under "The Entire Contract" provision, changes to the contract:

(@) cannot be made atall;, .
(b) can be done only if the policyowner agrees;, ...
(c) can be done if the policyowner requests it;
(d) can be made if senior officials of the insurer say so. =~ .....

[Answer may be found i4.]]
2 A "Grace Period" is also known as:
(@) daysofgrace;, L
(b)  the coolingoff period;, .
(c) the nonforfeiture clause;, .

(d) the paymenof benefit period. .

[Answer may be found 4.3

Type "B" Questions
3 Which of the following are nonforfeiture options?

(1) Cash surrender value

@i)  Alump-sum settlement
(i)  Extended term insurance
(iv) Reduced paidip insurance

@ @and@only,
() (@, @)and@i)only,
(¢ (@, @)and(@vyonly,
@ @, @), gi)yand (iv). L

[Answer may be found 4.5
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4 Which of the following are dividend options?

0] Cash payment

(i)  Left with insure to earn interest

(i)  Used to buy patdip additional insurance

(iv) Used to purchase ofyear term insurance cover

@ @O, @yand@i)only,
(b) (@O, @i)and(@vyonly,
(c) (), (iand (iv)only; L
d @, @), Gi)yand (v). L

[Answer may be found i4.1Q

[If still required, the answers may be found at the end of the Study Notes.]
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5

LIFE INSURANCE PROCEDURES

5.1 COMPANY OPERATION

The way a company operates is determined by the company itself and therseis

pattern or formal structure that must be adopted. Therefore, the following comments are only
representativeof a company's operations. Before looking at the internal afsoon of a

typical life insurer, however, we should just mention two inguar types of company,
according to theiconstitutionalbasis:

(a)

(b)

Mutual insurance companies:a mutualinsurance company has sbareholders
Legally, it is owned by itarticipating policyholderqi.e. owners of participating
policies (seel.3.1ka))), and controled by its Board of Directorsand senior
management. Being a mutual has certain advantages, especially for policyholders,
who do not have to share company profits with shareholders. It has certain
disadvantages as well, particularly witlgaed to the raising of newquity capital,

should this be required.

Note: The fact that a company has the word "Mutual” in its title is not conclusive
evidence that its a "mutual”, as defined above. Whilst this may well be the case, and
all companies &ving "Mutual” in their title undoubtedly began as such a business unit,
some "mutuals" workdvide havede-mutualsed changing their constitutional status,

to become as below.

Proprietary or stock companiesthese companies are much more common legsin
structures, consisting of a limited liability company owned by its shareholders.
"Limited liability" means that the shareholders cannot be compelled to contribute
anything further towards company losses or capital requirements once their shares are
"fully paid-up".

5.1.1 Typical Company Operational Structure

Since company structures cover a great number ofialated activities and
there is no set pattern to follow, we shall briefly mention various departments or
functions, in alphabetical ordenly:

(@) Accounts department: according to company policy and structures, an
Accounts department may represent the relatively routindar(ipdrtant) role
of bookkeepingand financial record maintenance, or (more likely) it will
include Management Acounting, with responsibilities in the key areas of
budgetingandinvestmentetc. Standard functions of the Accounts Department
include:

0] Receiptsmonitoring and recording all payments due to the company, by
way of premiums, reinsurancecoveriesloan repayments, etc.

(i)  Payments monitoring and recording all payments to be made by the

company, including claims, salaries, agency commissions, purchases,
etc.
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(b)

(©)

(d)

(i)  Financial returns every insurer must submit audited accounts each year,
as requed by thelnsurance OrdinanceThis is a major function and
responsibility of the Accounts department.

Actuarial department: as mentioned before, life insurance is profoundly
involved with mathematical calculations and projections. The actuarial
department therefore has a key role in company operations, its involvement
including:

0] Product pricing probably sukldivided between the various major types
of product offered, e.g. Individual Life, Group Life, Health, Personal
Accident and Retiremeiienefits.

(i)  Valuation acore function, required by statute, valuation consists of the
calculation of the valugeof assetsandliabilities. The way this is done
Is critical to thesolvency margimf the company and the determination
of the divisible surplus, from whichdividends or bonusescan be
declared.(It is the Board of Directors that makes the actual decisions on
declaration of dividends or bonuses.)

(i)  Claims and reinsurancecalculations and projections of reserves and
needs in thesa@as are obviously of great importance.

(iv) Management reportingthis could be within the area of the company
accounting staff, but whoever performs the function, it is a critical one.
Unless top management are supplied with reliable data on reserves
surpluses and other key matters, effectively the company cannot operate
(at least not efficiently, and that probably means "not for long"!).

Agency training and control: the majority of individual life insurancglarns

are sold through insurance age They at one and the same time represent
almost the "lifeblood" of the company, and a major responsibility regarding
their appointment, training and discipline. Details of requirements are given
elsewhere in these and other Study Notes, but veryriargomatters in this
area include:

0] Training programmesarranging, orgasing and administering, with all
the logistics and personnel details involved.

(i)  Examinations both with regard to their being accepted as insurance
intermediaries (this nisurance Intermediaries Quality Assurance
Scheme, for example) and other professional qualifications.

(i)  Resources and facilities: the provision of suitable materials, premises and
opportunities for training and career development has obvious
applicatons.

Claims: without claims we have no business! Perhaps a slight
oversimplification, but there is truth in the remark. This important area
includes:
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(e)

(f)

(9)

(i)

(ii)

(iii)

Routine administrationall the required enquiries, checking and general
supervision to comfm all is in order.

Various types of claimsuch as death claims, maturities and surrenders,
which may require different kinds of expertise.

Investigative worksometimes detailed forensic or other enquiries need
to be made in verifying thealidity of a claim.

Client service (also known apolicyowner service see5.5): This involves a
variety of functions, including:

0] Changes to policiesthese may relate tnancial or non-financial
changes, all of which are important to eiffiacy.

(i)  Communication this will involve both correspondence and
telephone/personal enquiries, amnplaints.

(i)  Documentation policy duplicates (with all attendant checks and
enquiries) and other document requests.

(iv) Policy renewals the important process relating to thretention of
business.

Marketing : This is a general term that can signify many things. It usually

includes:

0] Product researchand development of new products.

(i)  Promotions/publicity producing the mateaais and physically attending
to all logistic and other details involved.

(i) Advertising closely related to (ii) but with special features such as media
involvement and sponsoring.

(iv) Public relations news conferences, media interviews, publikstand
seminars, for example.

(v)  Market researchexamining needs, demands and results.

Underwriting : this is considered as a technical exercise 3below, but as an
element in company operations this department includes:

(i)

(ii)

Risk assessmenthe technical matter ofisk selection, rating and
Imposing terms, as necessary.

Medical requirements arranging and monitoring such medical
examinations and related documentation as may be required.
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(iii)

Reinsurance the extent to which reimsance may be required or
arranged with individual risks.

Note: The above departments are representative, as previously mentioned. They do
not form a comprehensive list and are not intended to represent the operational
structure of any particular insurer

5.2 APPLICATION

Some insurers might refer to an application asoposal Either term may be found
in the Hong Kong market, although "application™ is perhaps more widely used. Both refer to
the request for insurance cover from an intending poleys. A number of significant
issues and considerations are involved with this important matter, made more important by
the fact that a life insuranamntractcannot becancelledby the insurer once it becomes

operative.

5.2.1 Application Procedure

(a)

Competition and the desire for efficiency have led to questions on the
application being kept to the minimum. Often, questions are phrased sd'l@t a
answer means that no further enquiry needs to be made in that topic, whafesls a
answer may neefdirther details or enquiry.

General rules for application procedures the application/proposal is the
main, and sometimes virtually tiealy, source of information for underwriting
purposes. The insurance intermediary should therefore take great tase

advice and general assistance to the client when the form is being completed,
noting the following:

(i)

(ii)

(iif)

(iv)

All material facts should be given. "Yes" answers in response to
enquiries on health and other matters must be accompanied by full
explanatios, including any relevant dates (s&e.2.

Normally the applicant should complete the forpersonally.
Sometimes the insurance intermediary is asked to assist by writing
things at the client's dictation. Great care must be taken with this, to
engire that the client reaks that the form isis statement and the
answers aréis.

Alterations and amendments should be avoided, if possible. If not, they
must be very clear. Anything incorrect must be clearly crossed through
or deleted and thalteration should besigned and datedby the
applicant. (A replacement form may be advisable in many cases.)

All gquestions should be answered, as fully as required. Failure to

observe this rule can only result in delay. Information with life isusce
is too important to be waived.
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(b)

(€)

5.2.2

Key points to be consideredSome areas requiring special attention include:

(i)

(ii)

(iii)

(iv)

(v)

The desired commencement datshould be clearly indicated. It is
normal for insurers to allow a policy to be bat&ted for a certa period
(which may vary with the insurer concerned).

The identity of the applicant and life to be insured is important to
establish. Any availablédentity Card (or equivalent document of
identification) should be inspected by the agent (someansuequire a
copy to be attached to the application).

Age next(or sometimetast) birthday is an important element affecting
the premium. Sometimes in Hong Kong this may not be easy to
establish. Itis not uncommon to find that only the ye#irth is known.

In that eventcautiousinsurers arevery likely to regard the birthday as
being the 1st January that year.

Other personal details including occupation, residential address and
family medical history all have a significance whislselftexplanatory.

Signature of both the applicant and the life to be insured (if different)
must be obtained. If an intended signatory cannot write, an appropriate
mark or chop is acceptable, but this must be witnessed by two persons
(one of whom may be thansurance intermediayy

Supplementary requirements these may involve a number of issues, detailed
instructions about which will be supplied by the insurer. Some areas likely to
be involved, however, include such matters as:

(i)

(i)
(iii)
(iv)

Life underwri ter's report: signed by the insurance intermediary, and
including the reason for the purchase and the length of his acquaintance
with the client.

Mode of premium payment whether autopay facilities apply.

Proof of insurability : establishment of amsurable interest

Underwriting forms: additional questionnaires for "Yes" replies
relating to certain conditions, or other matters (e.g. hazardous sports).

Receipts and Policy Effectiveness

The fact that a life insurance policy cannot be cancédllethe insurer once it

has commenced is a matter of recurring importance. In connectiorregiipts

issued by insurers, for example, in Noife insurance a receipt is merely an
acknowledgement that some money has been received. This is not inevitably
connected with thanception dateof the insurance, which could hawadready
commenced some time ago, or could be intended to commence in the future. Moreover,
even if the (NorLife) policy has commenced, there is usually a policy condition
allowing cancelation if need be. Not so withife Insurance.
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(a)

(b)

In life insurance, @remium receipis a written acknowledgment that an insurer
has received the initial premium submitted withagplication for insurance. There
aretwo types of premium receipt whi@re in common use:

Conditional premium receipt: with this type of receipt, the insurer agrees that
the insurance will commened the time of applicatianBUT this is true only
provided that the applicant is subsequently found to have been insurable
standard termst the time of application. Two things follow from this:

(i)

(ii)

if the applicant is found to be insurable, lmnly for a differentplan,
premium or amount of cover, then the insuranceoiseffective from

the date of application Techmcally, we may say that theffer has not
beenacceptedon its exact terms, so the contract does not commence
until anyrevised term$ave been agreed;

if the applicantsubsequentto the application becomeminsurableor
evendiesheis covered pruided he is found to have been insurade
the time of application

Binding premium receipt: this may be known by other names, such as a
Temporary Insurance AgreemdiitA) or anUnconditional Premium Receipt
Whatever the title used, the basic teat surrounding such a receipt are:

(i)

(ii)

(iif)

(iv)

(V)

this represents a&ontract, separate from any subsequent insurance
policy that may be issued;

coverbeginsfrom the date thapplicationwas signed and the date that
the premiumwas paid;

cover isnot conditional upon the applicant subsequently proving to be,
or to have beennsurable but

cover islimited to a maximum specifiedumber of daygsay60 or 90
days);

the cover may terminagarlier than the final day of the period speedi
(1) from the date the insureeturns the premium

(2) aspecified number of days afteailinga notice of termination to
the applicant;

(3) from the date when coverage begins undergbiged policy

Note: In Non-Life insurance a similar documeist used to giveéemporary,
unconditional butancellablecover. There it is called@over Note although

it is usually only for 30 days cover and may or may not be conditional upon any
premium payment.
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5.2.3 Client Service- Policies and Standards

Client service has been described as the range of activities a company engages
in to keep its customers satisfied.

5.2.3aThe Importance of Client Service
This may have a number of considerations, including the following:

(@) Customer loyaltythe customer who is happy with you tends to stay with
you. Continuity and theonservationof business are very important in
life insurance, where the most of the costs and expenses are "up front"
(when the policy is first arranged).

(b)  Customer "prosecting': "prospecting”" may be described as the search
for new customers. If existing customers are happy with you, they
immediately become your "unpaid prospectors" with their friends and
families.

(c)  Productivity/Profitability quality service lead# fewer mistakes and
fewer complaints. That in itself means that effort can be directed to more
productive activity, with its consequent impact on profitability.

5.2.3b How to Achieve Quality Client Service

There is no simple answer to this, but agty the following will greatly
assist in achieving desired goals in this area:

(@) Corporate culturethis should always beustomer-orientated.

(b) Delegation of adequate and appropriaathority andaccountability
to frontline employees.

(c)  Systemsshould be created to monitoustomer satisfaction
(d) Training: and technology appropriate to these goals should be available.
Note: The above recommendations apply primarily to the insurer, but the
underlying principles are easily adagteand applicable toinsurance
intermediaries.
5.2.4 Cooling-Off Period
One of the popular conceptions, and certainly a popular fear in the general
public, is that life insurance salesmen may be too assertive, even aggressive, in their

selling. The prceived result from this could be that a person might be pressimto
purchasing a life insurance that he does not really want, or cannot really afford.
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To counteract this perceived possibi
the Guidelineon Coolingoff Period (GL29) pursuant to section 133 of the Insurance
Ordinance (Cap. 4X) i Or d i and its prin@ppl function to regulate and supervise
the insurance industry for the protection of policy holders.

The following are the major provans of GL29:
(@) Scope of Application
0] GL29 applies to all authorized insurers carrying on long term
business, and all licensed insurance intermediaries carrying on

regulated activities in respect of long term business.

(i)  GL29 applies to all new life ingance policies, except for the
following types of insurance policies:

a. group policies; and

b. any policies of the nature specified in Class G, Class H and
Class | in Part 2 of Schedule 1 to the Ordinance.

(i) Further, GL29 does not apply to the followg life insurance
policy related transactions:

a. a premium increase for an increase in sum assured in
respect of an existing policy;

b. anincrease in sum assured by way of indexation under the
terms and conditions of an existing life policy;

c. arewrider being added to an existing life insurance policy;
and

d. a policy holder exercising his/her conversion rights under
the terms and conditions of an existing life insurance policy
(e.g. a right to convert a term basic or term rider into a
whole oflife policy).

(b)  Cooling-off Period
0] Forthe purpose dBL29, the Coolingoff Period is a mechanism in
relation to a life insurance policy to whicbL29 applies which
allows the policy holder to cancel the policy within the 21 calendar
day period andlatain a refund opremium

(i)  The Coolingoff Period is to be drawn to the attention of the policy
holder, by means of:
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a. a statement in relation to the Cooln§ Period to be
included in the application form for the life insurance
policy, in accordance witparagraplie);

b. areminder to be included with the life insurance policy, in
accordance with paragrafffy, when the policy is delivered;
and

c. the delivery to the policy holder (or the nominated
representative of the policy holder) of the Cooloff
Notice by the authorized insurer.

(iii)  The Coolingoff Period should commence by the delivery to the
policy holder or nominated representative of the policy holder, of:

a. the life insurance policy (together with the reminder of the
Coolingoff Period as stad in paragrapff)); or

b. the Coolingoff Notice,
whichever is the earlier.

(iv) The Coolingoff Period is the period of 21 calendar days
immediately following the day of the delivery to the policy holder
or the nominated representative of the policy holae

a. the life insurance policy; or
b  the Coolingoff Notice,

whichever is the earlierFor the avoidance of doubt, the day of
delivery of the life insurance policy or the Coolioff Notice is

not included for the calculation of the 21 calenday dariod.
However, if the last day of the 21calendar day period is not a
working day, the period shall include the next working day.

(v) In order for the Coolingff Period to commence within an
appropriate timdérame of the date of issue of the life insw@an

policy:

a. Wwhere the life insurance policy is to be delivered by the
authorized insurer directly to the policy holder (or the
nominated representative of the policy holder), the
authorized insurer should deliver the policy within 9
calendar days of thd at e of i ssue 9f
calendar day perio® ) ;

b. where the life insurance policy is to be delivered to the
policy holder (or the nominated representative of the policy
holder) via a licensed insurance intermediary,
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(1) the authorized insurshould provide the policy to the
licensed insurance intermediary sufficiently in
advance of the end of the 9 calendar day period, to
enable the licensed insurance intermediary to deliver
the policy to the policy holder (or the nominated
representative othe policy holder) within the 9
calendar day period; and

(2) on receipt of the policy, the licensed insurance
intermediary should use all reasonable endeavours to
deliver the policy to the policy holder (or the
nominated representative of the policy resldwithin
the 9 calendar day period;

c. the authorized insurer should deliver the Cogcliriy
Notice directly to the policy holder (or the nominated
representative of the policy holder) within the 9 calendar
day period; and

d. ifthe last day of the 9atendar day period is not a working
day, the period shall include the next working day.

(c) Right to Cancel during the Coolingoff Period

Q) A policy holder has the right to cancel the life insurance policy at
any time within the Coolingff Period and obta a refund of
premium. To exercise this right of cancellation, the policy holder
would need to provide written notice directly to the authorized
insurer requesting cancellation of the policy and return the policy,
if applicable.

(i)  For all life insurance gicies to whichGL29 applies (except
policies of the nature specified in Class C in Part 2 of Schedule 1 to
the Ordinance and single premium policies), the refund should be
100% of the premium which the policy holder has paid.

(iif)  For all life insurance palies specified in Class C in Part 2 of
Schedule 1 to the Ordinance and all single premium policies to
which GL29 applies, authorized insurers have the right to apply a
Mar ket Value Adjustment (AMVAO)
the amount that is to befumded, subject to all of the following
requirements being satisfied:

a. Anysuch MVA must be calculated solely with reference to
the loss that the authorized insurer might make in realizing
the value of any assets acquired through investment of the
premums under the policy. The MVA calculation must not
include any allowance for expenses or commissions in
connection with the issuance of the policy.
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b. Prior to the completion of the policy application form, the
aut hori zed 1 nsur erabditslasisppht t
calculation must have been disclosed in the relevant
product brochure.

c. The prospective policy holder must have been informed of
the authorized insureros rig
of calculation before the prospective policylder signs
his/her policy application form.

(d)  Obligations specific to Authorized Insurers and Licensed Insurance
Intermediaries

(i)  Anauthorized insurer is required to deliver the CoebiffgNotice
to the policy holder or nominated representative optiiey holder.
The authorized insurer should include the following information in
the Coolingoff Notice:

a. the availability of his/her life insurance policy and the
expiry date of the Coolinrgff Period;

b. the right to reconsider his/her decision purchase the life
insurance product within the Coolwudf Period,;

c. the right to obtain a refund of premium paid if the policy is
cancelled within the Coolingff Period;

d. the contact information of the customer service department
of the authorizednsurer (including the address, service
hotline number and email address); and

e. a reminder that if the policy holder or the nominated
representative of the policy holder does not receive the
policy within 9 calendar days after delivery of the Cooling
off Notice, he/she should contact the authorized insurer.

(i) An authorized insurer is also required to:

a.  comply with paragrapfb) (v) a,if the life insurance policy
is to be delivered by the authorized insurer directly to the
policy holder (or the nomirted representative of the policy
holder);

b. comply with paragrapifb) (v) b (1), if the policy is to be
delivered to the policy holder (or the nominated
representative of the policy holder) via a licensed insurance
intermediary;
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specify in its licesed insurance intermediaries’ training
materials and internal guidelines that its insurance
intermediaries must comply with the requirements set out

in paragraphgb) (v) b(2), (c) (iii) c and(d) (iii);

comply with the requirements set out in paggar(d) (iii)
a, if the policy is not entered into through a licensed
insurance intermediary;

devise internal control measures to ensure and provide
proof that:

(1) policies are delivered to policy holders (or the
nominated representatives of policgldiers) within
the 9 calendar day period; and

(2) Coolingoff Notices are delivered to the policy
holders (or the nominated representatives of the
policy holders) within the 9 calendar day period;

keep records of proofsuch as copies of the
acknowledgments of receipt of policy deliveryn case of

a complaint or dispute, the authorized insurer may be
required to produce evidence to show that the policy or the
Cooling-off Notice was delivered (and when the delivery
took place);

maintain records imespect of any cases of complaints or
disputes where policy holders have sought to cancel their
policies and obtain refund of premiums after the Coeling
off Period has expired, but such requests have been refused;
and

provide records referred to innagraphgd) (ii) e,f and g
to the IA as soon as is practicable upon request.

(iif)  Alicensed insurance intermediary should:

a

before a prospective policy holder signs the policy
application form, inform the prospective policy holder of
the right to cancehe policy within the Coolingff Period,

the expiry date of the Coolingff Period and the authorized

il nsureros right to apply an
calculation (if applicable);

comply with the requirements in paragrgph (v) b (2) if
applicable; and
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(e)

(f)

c. comply with any other requirements about the Coebffg
Period as set out in other codes and guidelines which apply
to the licensed insurance intermediary.

Statement in relation to Coolingoff Period in Policy Application Form

(i)

(if)

(i)

Asat ement in |ine with the AGui
Coolingof f Peri od i n Po(bechppendkp)p!l i c ¢
should be included by the authorized insurer in the policy
application form immediately above the space for the prospective
policy hol der6s signature.

The statement should be prominently displayed using a legible font
size which is no smaller than the font size used for any other
declaration on the policy application form. This requirement applies
irrespective of whether the pojicapplication form is paper,
electronic or in some other format.

The statement should be communicated in the same language(s) as
are used for all other sections of the policy application form.

Reminder of Cooling-off Period at Policy Issuance

(i)

(if)

(iii)

(iv)

(V)

The auhorized insurer should include a reminder to the policy
holder of the Coolingff Period with the life insurance policy when
the policy is delivered.

The reminder may be provided by way of a letter from the
authorized insurer delivered directly to thaipy holder with the
delivery of the policy, or a statement included by the authorized
insurer on the policy jacket or policy cover, taking into account the
specificities of the medium used.

The reminder must be communicated in the same languagéis) ast
policy and other communications/documents which are (or have
been) provided or sent to the policy holder in relation to the policy.

The reminder must be prominently displayed using a legible font
size.

For further details regarding the required meer, see the

fGui del i ne on Roefnfi nRleerri oodf aCto oH ol
(SeeAppendix B).
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5.2.5 Policy Replacement

Life insurance policiesrhich are longterm contracts of insuranegedesigned
to be valid for a number ofearsduringapersa 6 s | i f e. The ter ms
life insurance policy reflects this intention. A policy holder, having purchased a life
insurance policy, may later consider purchasing another life insurance policy to replace
whole or parof the life insurance @icy initially purchased. In these circumstances,
the policy holder should be mindful of the disadvantages of making changes to the life
insurance policy initially purchasesuch as thesurrender or withdrawal charges.
Accordingly, if a policy holder ggies to purchase a new life insurance policy and
combines this with replacing or making changes to a life insurance policy previously
purchased, authorized insurers and licensed insurance intermediaries should ensure the
policy holder is fully informed othe consequences of such replacement of chaages
facilitate he/she can make a fully informed decision. To address this, idsie

|l nsurance Authority (dAdl Ao) i ssues t he
Replacement (GL27) pursuant to section 183he Insurance Ordinance (Cap. 41)
(AOrdinanceo) and its principal functi

industry for the protection of existing and potential policy holders.
The following are the major provisions GL27:

(a) Scope of Appication

Q) GL27 applies to all authorized insurers carrying on long term
business, and all licensed insurance intermediaries carrying on
regulated activities in respect of long term business.

(i)  GL27 applies in respect of any life insurance policy which a
cusbmer applies to purchase after the Effective Date of this
Guideline unless any of the exceptions in paragréanh§ii) or

(@) (iv) apply.
(i)  GL27 does not apply to:

a. the purchase of any life insurance policy which is a group
policy;

b. a life insurake policy which is sold in a manner which
meets all of the conditions in paragrg (iv) below; or

c. any life insurance policies which an authorized insurer or a
licensed insurance intermediary, as the case may be, has
obtained t he cbnsehtdo epempt ram ther i t
requirements od&L27 (e.g. through the InsurTech Sandbox).

(iv) The conditions for the purposes are:

a  the life insurance policy is sold to a customer directly by an
authorized insurer, or by an authorized institution in its
capacity as a licensed insurance agency of an authorized
insurer:;
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b. the life insurance policy is sold through a digital
distribution channdike webpage or mobile app;

c. the authorized insurer or authorized institution does not
provide a recommendatido the customer before or during
the point of sale; and

d. in addition to complying with all existing product
disclosure requirements, the authorized insurer or the
authorized institution displays a prominent statement at the
point of sale of the life nsurance policy, warning the
customer that if the customer is purchasing the life
insurance policy to replace an existing life insurance policy,
the customer should sepfkofessional advice to understand
the associated risks and detrimental consequenpadiof
replacement.

(b)  Policy Replacement

0] Regardingthe purchase of any life insurance policies to which
GL27 applies, the authorized insurer of the policy and the
licensed insurance intermediary should take all reasonable steps
to ascertain whetherehcustomer is purchasing the life insurance
policy as a policy replacement.

(i)  For the purposes of paragraf) (i) above, the purchase of a life
insurance policy to whiclsL27 applies, is a policy replacement
if at the time of the application date for thew life insurance

policy,

a. the customer has or had another life insurance policy (or
ot her l ife insurance polici ¢
i nsurance policyo);

b. the policy holder(s) of the existing life insurance policy and
the life insurane policy being purchased is (are) the same;
and

c. in order to fund the purchase of the new life insurance
policy, the customer is using some or all of the total cash
value of the existing life insurance policy or any savings
made as a result of reducitige premium payable under the
existing life insurance policy, by means of the following:

(1) reducing the total cash value or sum insured of the
existing life insurance policy, by the customer
exercising (or having exercised) a right under the
policy (eg. withdrawal, surrender) or by automatic
operation of the terms and conditions under the policy
(e.g. lapse, reduced paigh insurance, extended term
insurance); or
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(2) by the customer taking out (or having taken out) a
policy loan from the existing & insurance policy
(whet her at the customer 0:¢
operation of the policy terms and conditions); or

(3) by the customer suspending premium payment or
ceasing to paypremium under the existing life
insurance policy.

(iii)  The following transactions are not considered to be policy
replacements:

a. Wwhere the new life insurance policy is being effected solely
by reason of the existing life insurance policy being
converted into the new life insurance policy under the
provisions of the existmlife insurance policy;

b. where the existing life insurance policy and the new life
insurance policy are with the same authorized insurer and
the new life insurance policy is being effected solely by
reason of the existing life insurance policy beingwerted
or migrated into the new life insurance policy under a
conversion or migration program offered by the insurer, in
which reunderwriting is not required;

c. where the only change made to the existing life insurance
policy, relates to the coverageader a rider on the existing
life insurance policy and no change is made to the life
coverage of the basic plan of such policy; and

d. where the life insurance policy is purchased in place of an
existing life insurance policy cancelled during its cogli
off period (as defined under the Guideline on Coocldfg
Period (GL29)).

(iv) The reasonable steps an authorized insurer or licensed insurance
intermediary should include ensuring that sufficient enquiries are
made of the customer to find out whether¢hstomer is funding
the purchase of the new life insurance policy using the total cash
value of the existing life insurance policy, or using savings from
reducing the premium payable under the existing life insurance
policy. At minimum the enquiries to beade of the customer
should include the questions set out in the temphdeAppendix
C). These enquiries should be made during the sale process for
new life insurance policies and may be incorporated as a separate
section of a policy application formAuthorized insurers and
licensed insurance intermediaries can modify the questiahg in
template(SeeAppendix C), use the information collected during
the Financial Needs Analysis process and vary the questions to be
asked regarding policy replacematgpending on the particular
circumstances of the customer.
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(v) A licensed insurance intermediary should assess and provide
advice to the customer on whether the proposed purchase of the
new | ife insurance policy is 1in
acount of the reduction in the total cash value or sum insured
under the existing life insurance policy and any other adverse
consequences to the customer arising from the policy replacement.
A licensed insurance intermediary should ask the customer to
provide information on his/her existing life insurance policy(ies)
so that such assessment may be provided. A licensed insurance
intermediary must properly document the information provided
by the customer during this assessment process. The factors
consideed, evaluation, the recommendation(s) made by the
licensed insurance intermediary, and reason(s) for such
recommendation(s) should also be documented as appropriate.

(c) Important Facts Statement- Policy Replacement

(i)  When anew life insurance policy wbh has been identified as a
policy replacement, the authorized insurer or licensed insurance
I nter medi ar y slrhportat &acts Stajement-e a n
Policy Replacemend ( P IRSeeAppendix D) tobe signed
by the customer. The purpose of thisasntake the customer
aware of the disadvantages which may arise from the policy
replacement, so that the customer can consider these
disadvantages together with the information and advice given by
the licensed insurance intermediary and make an informed
deasion as to whether or not to proceed with purchasing the new
life insurance policy.

(i)  The licensed insurance intermediary dealing with the application
for the new life insurance policy which has been identified as a
policy replacement should explain to ethcustomer the
implications of and risks associated with the policy replacement
as identified in the IF®R and ask the customer to read the IFS
PR and consider the information contained in it.

(i)  The originals of the signed IH3R should be kept by the
authorized insurer of the new life insurance policy which is the
subject of the application. The authorized insurer must provide a
copy of the IFSPR to the customer on or before the date of issue
of the new life insurance policy.

(iv) Authorized insurers shouldhaintain complete records of the
signed IFSPRs dispatched to customers applying for new life
insurance policies which have been identified as policy
replacements. Such records should include the signe@RsS
the dispatch date and mode of dispatcthefcopies of the signed
IFS-PRs to customers. Such records should be made available to
the IA for inspection as soon as practicable upon request.
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(d)

Internal Policy Replacements

(i)

(i)

(iiil)

An dAinternal policy replacemen:
life insurance policy which is considered to be a policy
replacement (per paragraf) (ii) above), where the authorized
insurer of the new life insurance policy is also the insurer of the
customerds existing |ife insura

Authorized insurers should impient processes for checking
their internal records and databases to identify internal policy
replacements by reference to the criteria listed in paraddgin
above, as followsWhenever an application is received for a new
life insurance policy, aauthorized insurer should check:

a. Wwhether as at the application date, the customer has, or had
at any time during the 12 months immediately prior to the
application date, an existing life insurance policy with the
authorized insurer; and

b. if so, whether any of the matters in paragrdph(ii) c (1),
(2) or (3) above has taken place in respect of the existing
life insurance policy during the 12 months immediately
prior to the application date.

If the matters in paragrapfd)(ii)b abow are identied, the
authorized insurer shall determine if it is necessary to contact the
customer for the purpose of reaffirming his/her intention to fund
the purchase of the new life insurance policy by making changes
on the existing life insurance policy and infong him/her of the
corresponding disadvantages.

Where a new life insurance policy is applied for by a customer
who is identified by the authorized insurer as having an existing
life insurance policy with the insurer (by reason of the checks
carried outm paragraptid) (ii) above), but this is not considered

to be a policy replacement at the time of such application, the
insurer should have processes in place to continue to monitor the
existing life insuranceolicy for any changes during the 12 months
immediately following the application date for the new life
insurance policy, which may indicate a policy replacement (per
paragraphgb) (i) ¢ (1), (2) and @)). If, as a result of such
monitoring any of the matters in paragrafihs(ii) ¢ (1), (2) or 3)

is identified, the authorized insurer shall determine if it is necessary
to contact the customer for the purpose of reaffirming his/her
intention to fund the purchase of the new life insurance policy by
making changes on the existing life insurance palitd informing
him/her of the corresponding disadvantages.
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(€)

(f)

Complaints Monitoring

(i)

Authorized insurers should keep track of complaints in relation to
policy replacement cases (and keep records of such complaints),
and perform ofgoing monitoring orthe complaint trends. If any
abnormality is found, proper management action shall be taken to
identify the root causes of the complaints and remedial action
should be taken.

Effective controls and procedures to be established by authorized
insurers, licensed insurance broker companies and licensed
insurance agencies

(i)

Authorized insurers should develop internal controls to ensure
their appointed licensed insurance individual agents and licensed
insurance agencies comply with the requirements u@de&Y7

and that the applications for life insurance policies made through
licensed insurance brokers also comply with the requirements of
GL27. Such controls should cover:

a. controls to ensure reasonable steps are taken to ascertain
whether a customer isipchasing a life insurance policy as
a policy replacement, with appropriate records being
maintained to evidence these steps;

b. controls to ensure that, where a policy replacement is
identified, the customer is provided with an {P&, signs
the IFSPRand is made aware of the disadvantages which
may arise from the policy replacement, with appropriate
records being maintained to evidence these;

c. controls to ensure there is an effective mechanism to
identify and handle internal policy replacement sase

d. controls to identify possible cases where licensed insurance
intermediaries have evaded the control measures or
assisted or abetted customers to do so (e.g. the customer
signs an IFSPR form before being provided with the
opportunity to read and derstand the form), take remedial
action if necessary including in respect of the licensed
insurance intermediary concerned; and

e. controls to identify policy replacement cases which are
suspicious (e.g. licensed insurance intermediaries who
have solidied a significant number of new life insurance
policies for the insurer which are policy replacements),
identify the root cause and take remedial action if necessary.
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(i)  Licensed insurance broker companies and licensed insurance
agencies are also requiréa develop and implement internal
controls to ensure that they and their licensed technical
representatives (broker) and licensed technical representatives
(agent), as the case may be, comply with the requirements of
GL27.

(g) Record Keeping

0] Proper reords should be maintained by authorized insurers,
licensed insurance broker companies and licensed insurance
agencies in respect of policy replacement matters including but
not limited to the required documentation set ouGIn27 for
inspection and reviewy the IA.

5.2.6 Benefit lllustrations for Long Term Insurance Policies

Th e l nsur ance Aut hority (Al Ao)
lllustrations for Long Term Insurance Policig3L28) pursuant to section 133
of the Insurance Ordinance (Cap)41 ( AiOr di nanceo) , I ts

regulate and supervise the insurance industry for the protection of existing and
potential policy holders and its function to promote and encourage the adoption
of proper standards of conduct, and sound and ptuzlesiness practices by
authorized insurers.

GL28 aims to set out the standard requirements for benefit illustration
documents to be provided to potential policy holders or existing policy holders
to allow them to have adequate and clear informatiotherbenefits of a life
insurance policy.

(@) Scope

(1) GL28 applies to all authorized insurers carrying on long term
business and sets out the minimum requirements for-pbsdle
benefit illustrations, supplementary illustrations and inforee re
projection illustrations which are required to be provided by
authorized insurers in respect of the life insurance policies to
which GL28 applies.

(i)  The requirements laid down @&L28 must be followed for all life
insurance policies with cash value (excepbup policies).
Individual policies with refundable features are regarded as life
insurance policies with cash value for the purpos&sLaf8.

(i)  The issuance of inforceq@ojection illustrations is optional for
the following types of life insurance laes:

a. reduced paidip insurance policies and extended term
insurance policies, where future dividends and coupons from
those policies are forfeited and the deposit account is
accumulated at a guaranteed interest rate
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b. nonparticipating policiesand

c. Investmed i nked Assurance Scheme
(i.e. contracts of insurance in Class C (Linked long term)
of Part 2 of Schedule 1 to the Ordinance).

(b)  General Principles

0] In respect of life insurance policies to whi@1.28 applies
authorized insurers should provide benefit illustrations at the
pointof-sale containing, at minimum, the information in the
Standard lllustrations set out in the Appendices Gb28
(AStandard Il lustrationso). Aut
ensuing that the information provided in their benefit illustration
documents is adequate, accurate, clear and not misleading.

(i)  Unless otherwise stated@L28, any supplementary illustrations
and inforce reprojection illustrations should also follovhe
minimum requirements under the Standard lllustrations.

(i)  An authorized insurer should prepare an inforcg@rmection
illustration based on the current policy option chosen by the
policy holder (e.g. withdrawal, premium offset, {op, etc.), and
the updated actuari al assumpt i
current view of the market outlook. Thepmjection should
start from the policy year in which thepeojection is performed,
taking into account the peg icyo
attained age, current sum assured, etc.). Relevant warnings of
associated risks and explanatory notes should be suitably
modified and presented.

(iv) The specific requirements for particular product types are
covered in the relevant AppendicesGif28.

(v)  Authorized insurers should require customers to sign a
declaration on the benefit illustration documents provided at the
point-of-sale. It is optional for insurers to require customers to
sign supplementary illustrations. Digital signatuwas other
similar signature verification technology may be accepted. For
the avoidance of doubt, authorized insurers are not required to
obtain t he cust omer 0 sprojecitiognat u
illustrations.

(vi)  When life insurance policies are soltrdugh norfaceto-face
distribution channels, such as the internet or through
telemarketing, customers are deemed to have signed the benefit
illustration documents provided that:
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a. an explanation of the key product features of the relevant
policy is provided to the customer during the selling
process;

b. inthe case of internet sales, as part of the online purchase
path, the customer is required to confirm that he/she has
reviewed the benefit illustration documents; and

c. the benefit illustratiomocuments are sent to the customer
together with the delivery of the policy to the customer.

(c) Supplementary lllustration

(i)

(i)

(iii)

Authorized insurers may provide supplementary illustrations in
relation to optional product features, which the policy hotday
elect from time to time (such as premium holiday, partial
surrender, tojup, etc.). Certain column(s) of the supplementary
illustration can be omitted if the same information is shown in the
Standard lllustration.

When a premium offset optias illustrated in a supplementary
illustration, the requirements under paragraph 4.1(c) of Appendix
1 to the Guideline on Underwriting Long Term Insurance
Business (Other Than Class C Busind&H)16) (see 5.2.&nd
Appendix K for more details of this Gdeline)issued by the IA
must be met.

With regards to policy loans, an authorized insurer should
provide a notice to the policy holder alerting the policy holder of
lapsation risk arising as a result of the amount of the policy loan
exceeding theaount/surrender value, and (save in the case of
ILAS policies) the expected timeline (in years) leading to policy
lapsation based on the current assumptions for the policy loan
(AAl ert Noticeo) . The Al ert
following situatons:

a. when a supplementary illustration on a basic plan with a
policy loan is provided to the policy holder at the paifit
sale;

b. when the policy holder applies for a policy loan;

C. as soon as possible, after an automatic policy loan is first
drawn down; and

d. when issuing regular anniversary statements in relation to

a policy in respect of which a policy loan has been drawn
down.
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In addition, an authorized insurer should provide-progection

of the policy loan amount upon request watltlear indication
that the interest rate on the policy loan will be amended from
time to time depending uponamket conditions. A policy holder
should be informed of his/her right to request for such re
projection when the Alert Notice is provided.

(iv)  While the provision of benefit illustrations for riders is optional,
where authorized insurers opt to provide benefit illustrations for
riders at the pointf-sale or as inforce fprojection illustrations,
at a minimum an illustration on the basic plansinbe provided
to the policy holder with a separate supplementary illustration
combining the basic plan and the rider.

(d)  Customization

0] Authorized insurers may customize their benefit illustration
documents to exclude information not applicabléh® product
or not relevant to customers and may include additional
information provided that such additional information is not
misleading and does not distract customers from the information
disclosed in the Standard lllustration.

(i)  Any additional hformation provided in addition to the minimum
requirements of the Standard lllustration must be relevant and of
value to customers.

(i)  Authorized insurers must follow the format of the Standard
l' Il lTustration so that, pemadmswi t h
paido column is shown before ¢t}
the surrender values are shown before the death benefits.

(iv)  Authorized insurers should not highlight any figures (e.g. in bold,
underlined or in any colour or font size which iffetent from
the general text in the benefit illustration documents) which are
not guaranteed.

(e) Preparation and Timing of Provision of Benefit lllustration
Documents

0] The timing of the provision of benefit illustration documents is as
follows:

a. inrelation to benefit illustration documents provided at the
point-of-sale, these should be provided to the potential
policy holder for review and signature prior to the potential
policy holder signing the application form (save where
paragraph{b) (vi) above applies); and
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(ii)

(iii)

b. inforce reprojection illustrations should be provided to the
policy holder at least on an annual basis after policy
issuance (this does not apply in relation to policies where
the provision of reprojection illustrations is opinali see
paragraph{a) (iii) above).

Authorized insurers are required to provide illustrations
reflecting the particulars of customers rather than using a
specimen illustration for all customersThe particulars of
customers should include (butanot limited to) age, gender, or
smoking habit.

Benefit illustration documents should be in the same language(s)
as used by authorized insurers in other-gake literatures.
English or Chinese versions of the benefit illustration documents
shoud be made available to customers upon requiasthorized
insurers are responsible for the consistency of contents among all
sales materials. Benefit illustration documents must be legible in
the context of font size, format and layout.

5.2.6a Specific Requirements for Benefit lllustration Documents for
Investmentlinked Assurance Schemes (ILASPolicies (GL28 i Appendix

)

a)

(b)

Assumed Net Rates of Return

(i)

(ii)

Authorized insurers may choose one of the two options below to
illustrate the assumed net ratégeturn:

a. Four assumed net annual rates of return for illustration, 0%,
3%, 6% and 9% with separate tables showing the
corresponding surrender value and death benefit
respectively; and

b. Three assumed net annual rates of return for illustration,
0%, 3% and 6% in the same table showing the
corresponding surrender value and death benefit.

For both of the above options, aside the illustration of 0%
assumed net annual rate of return, all other rates of return (i.e.
3%, 6% and 9%) are maximum ratthat authorized insurers can
adopt. Authorized insurers may choose to illustrate assumed net
annual rates of return using lowers rates of return, e.g. 0%, 2%,
5% and 7%.

Fees and Charges

(i)

The illustration is prepared to reflect all policy levees and
charges but not fund management charges. Fund management
charges are defined as solely the fees and charges levied by fund
managers.
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(i)  Any fees and charges applied by authorized insurers in the form
of fund management charges should bdecttd through the
numerical illustration regardless of whether those fund
management charges are deducted through unit deduction or are
reflected through their unit pi
is involved). For example, if there is a 1% fundnagement
charge accruing to the authorized insurer and a 1.5% fund
management charge accruing to the fund house, the numerical
illustration will reflect the 1% charge mentioned above while the
1.5% fund management charge accruing to the fund house will be
mentioned in the notes to the illustration.

(c) Disclosure

0] Authorized insurers may choose to show account value under
each scenario before the benefit payment columns. If there is
insufficient space, authorized insurers may take away the column
with assumed net rate of return at 9% p.a., but not the others.

(i)  The projected surrender values and death benefits should be
shown as at the end of each of the first five years of the policy,
and at least for every fivgear interval thereafter until maity
or the end of policy whichever is applicable, after deducting all
relevant fees and charges as described in para@saph5.2.6a
to this Guideline. The number of policy years should not be
il lustrated higher t-huadied(1i0B8)e c u.
or the maturity of the policy, whichever is applicable. Besides,
the | ast few rows should be il
and nat age 100" to make it eas

(i)  The notes to illustration should includeerfnce to the fact that
the fund management charges levied by the fund houses are not
included in the illustration and, hence, a higher rate of return will
be required to pay the fund management charges levied and
achieve the rate of return shown in tHastration (which is net
of the fund management charges levied).

(i) A clear statement should be shown prominently in the benefit
illustration documents to remind the customer of the situation
where the policy may be terminated due to zero account value in
a low investment yield scenario. This situation is only applicable
to the scenarios that the projected account value will become zero
before the end of the illustration period.

(v) A warning statement should be shown prominently in the benefit
illustration documents to alert the customers that early surrender
or early premium discontinuance may result in significant loss.

Note the Standardllustrationfor ILAS Policiescan be found ilppendix E.
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5.2.6b Specific Requirements for Benefit lllustration Documents for
Participating Policies(GL28 1 Appendix Il)

(@) Assumed Setting

0] In setting the best estimate assumptions for the base scenario, the
Appointed Actuary should have regard Actuarial Guidance
Notes 9 AGN 9) on Best Estimate Assumptionssued bythe
Actuarial Society of Hong KonfASHK), in particular Appendix
A, which provides guidance and consideration covering benefit
illustration assumptions.

(i) Authorized insurers are allowed to illustrate benefit values with
investment return richigher than the rate determined under best
estimation.

(b)  Pessimistic and Optimistic Scenarios

0] As required under GL16 issued by the IA, additional high and
low return scenarios must be provided in the benefit illustration
to show the variabilityf the ultimate resultsA wider range of
scenarios is expected for investment strategy with higher
volatility. For consi stency p L
Scenari oo and AOptimistiThe Scel
underlying change in investment returasd accumulation
interest rate in these scenarios are required to be disclosed in the
explanation notes underneath.

(i)  Authorized insurers are required to adopt the twifity (25th)
and seventyifth (75th) percentiles of the investment returns in
the projections as pessimistic and optimistic scenarios (except
otherwise with the written consent of the IA after an authorized
insurer has demonstrated to the satisfaction of the IA that it has
practical difficulties for so doing) while keeping other
assimptions (except dividend/coupon accumulation interest
rates, if applicable) unchangeduthorized insurers could adopt
a return rate lower than 25th percentile as the pessimistic scenario
but cannot adopt a return rate higher than 75th percentile as the
optimistic scenario.

(c) Disclosure

0] The insurance terminology in the benefit illustration documents
should be consistent with other product documents (e.g. product
brochure, policy provisions, etc.) using the admissible insurance
terminology stateth Part | of the Annexn GL28(see Appendix
). In case where an authorized insurer has a need to use its own
terminology, the IA will consider granting written consent on an
individual case basis depending on the justifications and whether
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the terminolgy is considered to be or likely to be misleading or
not. For the avoidance of doubt, a list of inadmissible terminology
which is considered to be misleading has shown in Part Il of the
Annexon GL28(seeAppendix J) for attention.

(i)  For inforce reprojection illustration where the insurance
terminologies differ to those in other documents for policies
issued prior to the adoption of GL16 issued by the IA, a glossary
with  mapping of existing terminologies to admissible
terminologies should be providéad policy holders.

(i)  Authorized insurers may choose to present the figures in separate
tables showing surrender values before death bené&filse At ot a
premiums paido col umn mhosthe be
requirements, pessimistic and optitic scenarios are required to
be shown on the same pada.case where an authorized insurer
has a need to present on separate pages for pessimistic and
optimistic scenarios, the 1A will consider granting written
consent on an individual case basis depan on the
justifications and whether the presentation is considered to be or
likely to be misleading or not.

(iv)  llustration of pessimistic and optimistic scenarios for
supplementary illustration and inforcepenjection illustration is
optional. If authorized insurers choose to show variation of
illustration against baseline scenario, at a minimum, pessimistic
scenario has to be shown.

(vy Only the figures calcul ated as
be shown. lllustrations of benefits are tbe provided for the
years:

a. Stated for not less than 30 years (with at leastyadh
interval after policy year 5), or the benefit term if shorter;
and

b. Atage 65, or on the maturity of the policy if earlier; and

c. Atage 100, or on the mattyiof the policy if earlier; and

d. On the maturity of the policy.

Note the Standard lllustratiomf Participating Policiescan be found in
Appendix F.
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5.2.6¢ Specific Requirements for Benefit lllustration Documents for
Universal Life (Non-Linked) Policies(GL28 i Appendix Il1)

(a)

(b)

Rate of Return

(i)

(ii)

(iii)

(iv)

Authorized insurers should project the benefit values using two
different assumptions:

a. Based on the minimum guaranteed crediting interest rates
prescribed under the policy, excluding any 1guaanteed
bonus. If the policy does not offer any guaranteed crediting
interest rate, a conservative crediting interest rate of 0% per

annum shoul d be used (AGu

AConservative Basi so).

b. Based on the current assumed crediting interes{icat the
current crediting interest rate assumption based on best
estimat e) forecasted by the
Assumed Basiso), which may
crediting interest rate where declaration could be changed
from time totime.

The crediting interest rates before any relevant policy fees and
charges should be adopted.

In setting the best estimate assumptions under the Current
Assumed Basis, the Appointed Actuary should have regard to
AGN 9 issued by ASHK, inparticular Appendix A, which
provides guidance and consideration covering benefit illustration
assumptions.

Authorized insurers are allowed to illustrate benefit values with
crediting interest rate not higher than the rate determined under
best estmation.

Fees and Charges

(i)

(ii)

(iii)

Under the Guaranteed Basis or Conservative Basis, the maximum
scale of fees and charges should be adopted in the projelftion.
the maximum scale of fees and charges is not applicable, the
current scale of fees and e¢bas should be adopted.

Under the Current Assumed Basis, the current scale of fees and
charges should be adopted.

Authorized insurers are required to provide Summary of Fees and
Charges specified in the Standard lllustration of Universa Lif
(Non-Linked) Policies at the poirdf-sale and for inforce re
projection. Among other fees and charges, the following should
be disclosed:
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a. Surrender charge rates/surrender charge amount (if applicable)
should be disclosedFor surrender charge egt shown, the
basis to which the rates apply should be clearly stated.

b. Cost of insurance rates in each of the firstpblicy-year
should be disclosedror charges in later years, authorized
insurers can show the rates with g€ar interval until
palicy maturity.

c. In addition to the current rates of charges, the maximum
rates of charges should be showin case there is no
maxi mum charge, AN. A. 0 shoul
to represent Onot applicabl e

(c) Pessimistic and Optimistic Scenaos

0] The illustration based on an assumed crediting interest rate under
pessimistic and optimistic scenarios is optional and can be shown
only if:

a. The plan has significant (which is 20% or more) target
equity investment; and

b. In the opinion oft h e authorized I nsu
Actuary, the optional illustration is not misleading to the
applicants.

(i) This illustration is allowed mainly for the demonstration of the
variability of crediting interest rates due to exposure of equities.
It shauld not be used as benchmark for future crediting interest
rates, which would be considered to be misleading to applicants.

(i)  Authorized insurers are required to adopt the 25th and 75th
percentiles of the investment returns in the projections as
pesamistic and optimistic scenarios (except otherwise with the
written consent of the I|A after an authorized insurer has
demonstrated to the satisfaction of the IA that it has practical
difficulties for so doing) while keeping other assumptions (except
dividend/coupon accumulation interest rates) unchanged.

(d) Disclosure

0] The insurance terminology in the benefit illustration documents
should be consistent with other product documents (e.g. product
brochure and policy provisions, etc.) using the admissib
insurance terminology stated in Part | of the Annex on GG2&
Appendix 1). In case where an authorized insurer has a need to
use its own terminology, the IA will consider granting written
consent on an individual case basis depending on the
justifications and whether the terminology is considered to be or
likely to be misleading or noA list of inadmissible terminology
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which is considered to be misleading has shown in Part Il of the
Annexon GL28 (SeeAppendix J) for attention.

(i)  For inforce e-projection illustration where the insurance
terminologies differ to those in other documents for policies
issued prior to the adoption of GL16 issued by the IA, a glossary
with  mapping of existing terminologies to admissible
terminologies should be praled to policy holders.

(i)  Authorized insurers may choose to present the figures in separate
tabl es showing surrender val ues
premiums paido column and fAacc
Guarantee Basis / Conservativesiaand the Current Assumed
Basis must be shown in each table. For the requirements,
pessimistic and optimistic scenarios are required to be shown on
the same pagdn case where an authorized insurer has a need to
present on separate pages for pessienisind optimistic
scenarios, the IA will consider granting written consent on an
individual case basis depending on the justifications and whether
the presentation is considered to be or likely to be misleading or
not.

v The ter m A Gu anlennsecifeand oBydf alivaugs ¢ a
under the projection are guaranteed; otherwise, the term
AConservative Basiso should be

(v) Itis not allowed to include a projection other than the Guaranteed
Basis / Conservative Basis or the Current AssumesisBar
pessimistic and optimistic scenarios.

(vii) llustration of pessimistic and optimistic scenarios for
supplementary illustration and inforcepeojection illustration is
optional. If authorized insurers choose to show variation of
illustration ag@nst baseline scenario, both pessimistic and
optimistic scenarios will have to be shown.

(vii Only the figures calcul ated as
be shown. lllustrations of benefits are to be provided for the
years:

a. Stated for not Iss than 30 years (with at least gyéar
interval after policy year 5), or the benefit term if shorter;
and

b. Atage 65, or on the maturity of the policy if earlier; and
c. Atage 100, or on the maturity of the policy if earlier; and
d. On the matuty of the policy.

Note the Standard lllustratiofor Universal Life (NorLinked) Policiescan

be found inAppendix G.
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5.2.6d Specific Requirements for Benefit lllustration Documents for Non
Participating Policies(GL28 1 Appendix 1V)

(@) Principle

0] Non-participating poliees offer only guaranteed benefit values
throughout the whole policy term.

(i)  Any products involving noguaranteed element(s), such as
declared guaranteed benefits to be maintained in a deposit
account for accumulation with naguaranteed interest et
should follow the Standard Illustration for Participating Policies.

(b)  Disclosure

0] The insurance terminology in the benefit illustration documents
should be consistent with other product documents (e.g. product
brochure and policy provisions, étc using the admissible
insurance terminology stated in Part | of the AnnSee
Appendix I) on GL28. In case where an authorized insurer has
a need to use its own terminology, the IA will consider granting
written consent on an individual case basisetgling on the
justifications and whether the terminology is considered to be or
likely to be misleading or not. For the avoidance of doubt, a list
of inadmissible terminology which is considered to be misleading
has shown in Part Il of the AnnéReeAppendix J) on GL28 for
attention.

(i)  While the provision of inforce rprojection illustration is
optional, if the insurance terminologies therein differ to those in
other documents for policies issued prior to the adoption of GL16
issued by the 1A, a gksary with mapping of existing
terminologies to admissible terminologies should be provided to
policy holders.

@i Only the figures calcul ated as
be shown. lllustrations of benefits are to be provided for the
years:

a. Stated for not less than 30 years (with at leastyadh
interval after policy year 5), or the benefit term if shorter;
and

b. Atage 65, or on the maturity of the policy if earlier; and
c. Atage 100, or on the maturity of the policy if earlng

d. On the maturity of the policy.

Note the Standard lllustratiofor Non-Participating Policiesan be found in
Appendix H.
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5.2.7 Distributions of Policy Dividends
5.2.7a Basic Principles of Dividend Distributions

Participating policies, which are discussed in other parts of the Study
Notes (se€l.3.1da) and4.10), are bought with expectations of returns in the
form of policy dividends, and they normally grant guaranteed cash values as
well. Generally, the amounts of dividend to be declared and distributed are
directly linked to the expeence of the pooled fund of the relevant participating
policies. (By Apooled fundo, it meat
insurer has created ats balance sheet as a result of granting the participating
policies and whiclit then managesn behalf of such policies.) The experience
of the pooled fund over a given per.
yields, expenses, claims, etc. for that peribdgeneral, dividend amounts feel
the | argest i mpact f mtoaturns, wwhrech may orimayd f
not be consistent with the overall business performance of the insisea.
matter of prudence, only when the actual experience is found to be more
favourable than the actuarial and financial assumptions that the insurer has
made shouldt declare policy dividends.

As said above, dividend amounts depend on the experience of the pooled
fund. Itis also worth noting that insurers normally reserve the right to determine
dividend amounts. In practice, decisions on dividendunts are based on the
advice of the respective appointed actuaries and subject to the approval of the
respective boards of directors. The actuaries, in making recommendations, will
consider the experience of the pooled funds, the economic outlook end th
equity between different classes and generations of policyholders within a
single pooled fund. Besides, dividends are normally smoothed out in order to
reduce large sheterm fluctuations. Smoothing takes various forms and varies
from one insurer to ather, depending on the terms of the insurance contracts
and the company policies.

Thelnsurance Authority i 1) Was issued &uidelineon Underwriting
Long Term Insurance Business (Other Than Class C Businekip)Gee
5.2.8 and Appendix K) to impo® requirements applicable to participating
policies on relevant insureithe actuarieghey have appointeaghdtheir boards
of directors. Below is an overview of such requirements.

An insurer should have a corporate policy that covers allocation of
sumplus/profits between shareholdeaiad the participating pool, as well as
declaration of policlyolderdividends/bonusesndother discretionary benefits.
This policy should be clearlgocumengd, approved by the board of directors
and madeavailableto thelA on request.

When designing products with nguaranteed benefits, the appointed
actuary is obligated to ensure that there is a fair chance of achieving the non
guaranteed returnsChe appointed actuary should submit a report to the board
of directas, recommendingolicy dividends/bonuses and other rguaranteed
benefits annually or more frequentnd the report should be made available
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to the 1A upon requestThe dividends/bonuseteclaratiormechanisnwill be

subject tahelAGsregulatory reiew, who may require the insurer to appoint an
independent party to assess whether the corporate policy has been applied
completely, consistently and fairly.

It is the board of directonsho areultimately responsible for interpreting
the policyholder8reasonhle expectation and deciding olividends/bonuses
declaration, taking into account the principle of fair treatment of custaanedrs
the issue of equity between the shareholders and the polieybol

5.2.7b Methods of Dividend Distributions
In Hong Kong, policy dividends are generally distributed in three ways:

(@) As a cash dividendnany policyholders choose to leave cash dividends
on deposit with their insurers.

(b) As a reversionary bonus, where policy benefits are permanently
increased by the diezed amounts (sek3.1ka)).

(©) As a terminal bonus, such that the payout value is usually targeted to
be close to the asset share of th
of the participating fund), taking into account the total return of the
underling assets.

Cash dividends and reversionary bonuses are usually declared on an
annual basis while terminal bonuses are usually declared at policy maturity or
when the policy has been in force for a given number of years.

In Hong Kong, the majority dife insurers use method (a), with a few
using method (b). Method (c) is an optional supplement to methods (a) and (b).
Whilst the above is a description of the typical dividend philosophy, it is
important to note that variations are possible.

5.2.7c¢ Advantages of Participating Policies

The main advantage of participating policies is that apart from
availability of cash values and death benefits guarantees, the policyholder can
participate in any favourable experience of the pooled fund in the férm o
dividends. A second advantage is that the risk of return to the policyholder is
lower than with investmedinked policies, owing to the said guarantees. With
investmeminked policies, the policyholder selects the underlying investments
and will havethe full upside if they perform well but also the full downside if
they perform badly because such policies generally make no guarantees. The
fact that returns on participating policies are generally smoothed is another
advantage.

5/33



5.2.7d Transparency of Life Insurers with regard to Dividends

The practices commonly adopted by insurers in helping policyholders

better understand dividend distributions under participagiolicies are as
follows:

(a)

(b)

()

Benefit lllustrations : At the point of sale (anldter on at the request of
customerson policy anniversarigs insurers provide them with an
illustration of policy benefits, which separately shows benefits that are
guaranteed and those that are not.

The Actuarial Society of Hong Kong, with the emcagement and
support of the Insurance Authority, has issued a Guidance Note on

il lustrations, AAGNS5: Principles
which aims to provide standards and principles in preparing illustration
documents.

Most insurergrovide benefitillustrations that assume that declared cash
dividends will be left on deposit with them to earn interest at rates that
are not guaranteed and that fluctuatdhthe market interest levebuch
assumptions are explicitly mentioned in thestrations. Furthermore,
applicantsare requested to sign illustrations in order to ensure that they
have read the illustrations and that the illustrations have been explained
to them.

To assist potential policyholders in better understandingaasdssing

the impact of changing rates of investment return, insarersequired

by Guideline On Underwriting Long Term Insurance Business (Other
Than Class C Businesspl(16) to provide additional high and low
return scenarios in benefilustrations A wider range of scenarios is
expected where an investment strategy that will likely lead to higher
volatility of return is adopted.

Annual Statements In annual statements to customers, some insurers
highlight any changes to policy dividends agigde broad reasons for
them. As a requirement of IGL6, insurers should at least on an annual
basis provide policyholders with a refreshedtojulate inforce benefit
illustration reflecting the latest condition and outlook.

Premium Offset. Insurane plan proposals sometimes project that once
premiums have been paid for a stated number of years, assuming that all
projected cash dividends are left on deposit with the insurers, such
dividends plus the projected interests on them will be capable ahfund

all future premiums so that the policyholders may then choose to stop
paying premiums without affecting the validity and continuity of the
policies, which practice is knowr
option may sound attractive to some customiefis,important to note

that at any time after such an option has ever been exercised by a
customer, it is possible to see unfavourable interest rate levels b that
will have to pay premiums with cash in hand again or risk policy lapse
or reduced bengfamounts
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As a requirement of KG16, the customer should be provided wath
projection of the premium offset option based on different scenarios,
especiallythe adverse situation (where the premiums arefisétdue

to a reduced dividend level)The illustration may not usedvanist
Ovanishing premiuor similar terms that suggest that the policy has
been fully paid up, to describe a plan that allows usingguaranteed
elements to pay a portion of future premiunite customer shouklso

be warned that the sustainability of premium offset depends on future
dividend declarations, which are not guaranteed.

(d)  General Information on Dividends: According to GL 16, authorized
insurers should adopt a prudent process in disclosinggnaranteed
(e.g. dividend/ bonud)enefitsat the point of saleThis is in line with
the purpose of providing customers withadequate andclear
information and managing thaieasonablexpectations on dividends.
Factors that could significantly affect thaletermiration of
pol i cyhol deinctudng loui noti lichieech t,slaim factors,
interest income factors, market risk factors, expense factord,
persistency factorshould also be disclosed to the customers at the point
of sale Nonguaranteed ratée.g dividend/ bonusphilosophy being
the key driver leading to volatility of neguaranteed benefiia most
circumstancesshould include investment policies and objectives, as
well as investment strategys such, he authorized insurer should
provide irformation on its philosophy in deciding dividends in the
product brochure and disclose on its company website the non
guaranteed dividends fulfillment ratios for each product series which has
new policies recently issued.

5.28 Guidelineon Underlwrnigt iTnegbpb m I nsurance Busi
Class C Bul§)i ness) (G

Ths Gui deAppmeenKliisskeesued Inbyr arhcee Aut h
pur suannts utroa ntcheet @kdingantobte khesowuwance Cor
Standar ds, Gui mandMetdodl oADgegs pmeo mul gat e
Association of l nsurance Supervisors.

i nsurers underwriting | ong term insur aj
Where appropriate, rtetmids i Guicdoenljiumec td ltoau |
codes/ giunn dweglaimtedsn/ce notes i ssued by the

The major areas covered by &5 are:
- Product design;
- Provision of adequate and clear information;
- Suitability assessent;
- Advice to customers;

- Appropriate remuneration structure;

5/35



- Ongoing monitoring; and
- Postsale control.

According to GL16, an insurer who is selling participating (or vpitbfit)
policies or universal life policies should disclose on asnpany website the nen
guaranteed dividends/bonuses fulfilment ratios (for participating (or-puiht)
policies) or historical crediting interest rates (for universal life policies) of each product
series where new policies belonging to that series hesently been issued. The

Aful fil ment rati oo of a pr oducgduarantesed c al
di vidends/ bonuses actually declaredo ag
sal eo. Cust omer s s h oidendlhistorgis reotae indicatall t o

of the future performance of the participating products.

In this connection, thihsurance Authority has issued a guide to prescribe a
clear and uniform methodology to calculate and disclose fulfillment ratios of the no
guaranteed dividends for participating products, and historical crediting interest rates
for universal life products.

5.29 Guideline on Financial Needs AnalysigGL30)

Due to the long term nature of life insurance poligedicyowners may have
their liquidity locked up. It is therefore important for authorized insurers and licensed
i nsurance intermediaries to ensure tha
circumstances including needs, financial situation, ability and willingness to pay
premums, etc., is undertaken before any recommendation is made in respect of a
suitable life insurance policy for the customer, and that the recommendation is based
on that assessment. For the assessment purpose, the Insurance AtitA@)ityas
issued thé&suideline on Financial Needs Analysis (GL30).

GL30 applies to all authorized insurers carrying on or advising on long term
business, and all licensed insurance intermediaries carrying on regulated activities in
respect of long term business.

The following are the detailed requirements for the Financial Needs Analysis
(FNA):

(@) Types of life insurance policies for which and FNA must be carried
out

0] Save in the case of exempted products (see para@aai)
below), and regardless of the channeldddtribution, an FNA
must be performed for every application for a new life insurance
policy!, where the policy which is the subject of the application
is one of the following types:

a. policies of the nature specified in Class A in Part 2 of the
Schedie 1 to thelnsuranceOrdinance except:

(1) term insurance policies;

I Treatment of a new rider or additional top to an existing policy should follow the FNA requirements as if the rider
or top-up is a new life insurance policy.
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(2) refundable insurance policies without substantial
savings component, or renewable insurance policies
without cash value, that provide insurance protection
(e.g. hospital cash, megxil, critical iliness, personal
accident, disability or longerm care cover); or

(3) group policies;

b. policies of the nature specified in Class C in Part 2 of the
Schedule 1 to the Ordinance.

(i) A policy is an exempted product (and hence an kdoAld not
be required in respect of an application for such policy), if the
product meets all the requirements in (a) to (d) below:

a. the policyis:

(1) a nonparticipating endowment product with
guaranteed payment of not less than the total
premium @id upon maturity; or

(2) a universal life product providing a surrender value
which is not less than the total premium paid at all
times;

b. the policy is sold to customers directly by an authorized
insurer or by a licensed insurance agency of ancaatd
insurer through a digital distribution channel (e.g. webpage
or mobile app);

c. the authorized insurer or licensed insurance agency does
not provide a recommendation to the customer before or
during the poinbf-sale; and

d. in addition to compling with the existing product
disclosure requirements, the authorized insurer or licensed
insurance agency makes the following disclosures in
relation to the policy before a customer is able to purchase
it:

(1) state the objective(s) of the policy;

(2 state the type and nature
product is a long term insurance plan underwritten by
[name of authorized insurer] and is neither a bank
deposit nor a bank savings

(3) highlight the target premium amount, payment period
and lenefit periods;
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(4) include a prominent warning to the customer
concerning affordability of the policy during the
entire premium payment period; and

(5) include relevant information highlighting the
liquidity risk associated with the product.

(b)  Information to be collected

0] Save for the life insurance policies within the scope of paragraphs
(@) (i) a. (L)to (3) and(a) (ii) above, an authorized insurer or a
licensed insurance intermediary cannot opt out (and cannot
accept an application fromcaistomer who wishes to opt out) of
the FNA process unless it obt a
through the InsurTech Sandbox).

(i)  The extent and granularity of the information to be collected can
be varied depending on the particular circumstantése target
customers and the mode of operation of the distribution channel.
Authorized insurers and licensed insurance intermediaries have
an obligation to collect adequate information to place themselves
in a position whereby they can perform reasémassessments
before making any insurance recommendation.

(i)  Atemplate is set out at Appendi®eeAppendix L) to illustrate
the information that should normally be collected during the FNA
process. Authorized insurers and licensed insurance
intermediaries can add questions or modify the exact wording of
the questions for the purposes of a proper assessment of the
customerds particul ar circumst
products available under the relevant distribution channel and
technology dopted. However, any such changes must be
justifiable on the basis that, (i) the substantive meaning of the
guestions (in the AppendigGeeAppendix L)) are retained in
spite of the changes made; (ii) in spite of the changes made, the
principluwstodmeirf atirreact ment 6 cont
and (iii) the reason(s) for such changes must be documented.

(iv) If a customer refuses to disclose information during the FNA
process, the licensed insurance intermediary should clearly
explain to the custoaer that without such information the
authorized insurer and licensed insurance intermediary would be
unable to comply with the requirements containe®ir80, and
consequently this would likely result in the authorized insurer
rejecting the application.In these circumstances, the licensed
insurance intermediary cannot recommend any insurance product
to the customer.
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(c) Documentation and signatures

0] A licensed insurance intermediary must properly document the
information provided by the customer thg the FNA process.
The factors considered, evaluation, the recommendation(s) made
by the licensed insurance intermediary, and reason(s) for such
recommendation(s) should also be documented as appropriate.
When conducting the FNA, care should be takemdtermine
from whom, and in relation to whom, the relevant information
should be collected (e.g. where the policy is to be held on trust,
the assessment should be made based on the circumstances of the
potential policyowner and/or the insured (e.g. sethieneficiary,
protector or enforcer of the trust) rather than the trustee) and
proper documentation should be maintained.

(i)  Before the issuance of a life insurance policy which requires an
FNA to be conducted, an authorized insurer has the oldigtdi
ensure that a proper and complete FNA has been conducted. In
the case of business referred from a licensed insurance broker
company, the authorized insurer is required to ensure that an FNA
has been properly conducted by the licensed insurancerbroke
company before accepting the application.

(i) A completed FNA form must be signed and dated by the customer
and the licensed insurance intermediary. Digital signatures or
other similar signature verification technology are permitted. A
completed ad signed FNA form shall be valid for 12 months
from the date the customer signs it. Customers should be
reminded to inform the relevant authorized insurer or the licensed
insurance intermediary of any material changes to the
information provided during thENA process. In the event that
a customer purchases an additional insurance policy(ies) or
coverage from the same authorized insurer or via the same
licensed insurance intermediary within 12 months after an FNA
form is completed, it is not necessary tinduct another FNA
unless there are material changes in the circumstances of the
customer or the purchase of the additional insurance policy or the
additional coverage would result in a mismatch (see paragraphs
(f) (i) to (f) (iv) for further details).

(d)  Matters to consider before making the recommendation

0] Licensed insurance intermediaries must have due regard to the
relevant information provided by customers in an FNA before
making any recommendation. Where a customer has other
policy(ies) in foce, whether with the same authorized insurer or
with other authorized insurers as disclosed by the customer, the
assessment should be carried out based on an aggregate of all the
in force policies of the customer, rather than just the policy which
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is the sibject of the application. An authorized insurer should
have internal controls for identifying the accumulation of
multiple policies it has in force for the same individual customer.

(i) When assessing a customeros at
insurance premium, the source of funds of the customer must be
duly considered to ensure that the customer can afford the
recommended product(s) throughout the entire duration of the
premium payment term. For instance, where the premium
payment term of the renumended policy will last beyond the
target retirement age of the customer, the licensed insurance
intermediary should assess whether the customer can afford the
premium payment after his/her retirement. Where the customer
has indicated that premium finang is intended to be used, the
licensed insurance intermediary must take that into account when
assessing a customerodés ability
premium.

(i)  Where an ILAS product may be the subject of a recommendation
to a customer, formation must be collected during the FNA
process about whether the customer is able and willing to make
his/her own decision to choose and manage different investment
choices available under the ILAS product. If the customer has
indicated that he/she ds not want or is unwilling to choose or
manage different investment choices, no ILAS product should be
introduced or recommended to the customer. If the customer has
indicated that he/she wants or is willing to choose or manage
different investment choes with professional advice to be
provided by the authorized insurer or licensed insurance
intermediary, no ILAS product should be introduced or
recommended to the customer unless such a service will be
provided to the customer by the authorized insurénelicensed
insurance intermediary.

(e) Provision of insurance options

0] For the purposes dafhe Guideline on Underwriting Class C
Business GL15), whenever an ILAS policy is recommended to
a customer , a participatisag pc
investment objective should also be provided to the customer as
an option in accordance with the relevant requirement under
GL15.

(i) For the purposes dhe Guideline on Underwriting Long Term
Insurance Business (other than Class C Busin€4s)@), where,
following an FNA process as required 83130, a licensed
insurance broker recommends an insurance product to a
customer, the licensed insurance broker should also provide the
customer with at least another insurance option from a different
authoriz d i nsurer t hat meet s t he
circumstances. The only exception to this would be where the
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licensed insurance broker concludes that there is no other
insurance option available to the customer. In this exceptional
situation, the licensedhsurance broker should document its
justification for reaching the conclusion that no such other
insurance option is available.

() Handling of mismatch cases

0] When a licensed insurance intermediary recommends an
insurance product which does not inethe needs and
circumstances of the customer based on the information collected
during the FNA process, t his
Authorized insurers, licensed insurance agencies and licensed
insurance broker companies must put in place apptepaatrol
measures to handle mismatch cas
cust omer Wheea mismatch exists and the licensed
insurance intermediary makes a recommendation despite the
mismatch, the licensed insurance intermediary is requioed
clearly explain the mismatch to the customer and why (despite
the mismatch) the product is recommended to the custorher.
licensed insurance intermediary must also document the details
of the explanation.

(i)  In the case a recommendationmismath has been made, the
authorized insurer should, during the underwriting process,
review and assess the reasonableness of such recommendation
and satisfy itself that the mismatch case has been handled in
accordance with the control measures it has pulaicep before
accepting the application.

(i) A deviation between the recommended level of insurance
protection and the level of insurance protection identified during
the FNA process (i.e. where the recommended level is higher or
lower than the level oprotection identified in the FNA) is not
considered a mismatch if the deviation has a justified, sound and
reasonable basis (e.g. the deviation is because of the underwriting
limit set by the authorized insurer, or is based on the health status
of the cutomer, etc.). In such a case, the licensed insurance
intermediary is required to clearly explain to the customer, and
properly document, how the recommended level of insurance
protection is determinedThis requirement also applies where
the recommendedenefit/protection period deviates from the
cCust omer O Specialhcare sheuld be taken when the
customer indicates a wealth accumulatielated objective, e.g.
Aisaving up for the futureo. | n
product(s) is not able tachieve the target savings amount within
the timeframe indicated by the customer, this should be
considered as a mismatch unless the deviation from the target
savings amount has a justified, sound and reasonable basis.

5/41



(iv)  Authorized insurers should nmogally not accept an application
with a mismatch in affordability (e.g. the customer has indicated
a target premium term of 10 years but is recommended a product
with a wholeof-life payment term)In rare cases where there are
valid reasons fosuch a reemmendation, the licensed insurance
intermediary is required to clearly explain the mismatch to the
customer and why the product is recommended to the customer
despite the mismatch (and properly document such explanation).
It is not considered a mismatatnen the recommended insurance
policy has a shorter premium payment term than the target
premium term indicated by the customer.

5.210 Important Facts Statement for Mainland Policyholder

The Insurance Authority (IAhas issuedhe Important Facts Statement for
Mainland Policyholder (AIFS-MPQ) (seeAppendix M) for compliance byauthorized
insurers carrying on long term businssartingfrom 1 September 2016The IFSMP
aims to remind Mainland customaerfsthe factors and risks to be considered wihew
aretaking out long term insurance policies in Hong Kong to enable them to make an
informed decision.The requirements in respecttbe IFS-MP are as follows

(@) The IFSMP is requiredor all newapplications through any distribution
channels fordng term insurance individual policies under Class A, B, C,
D, E, and F of fAlong term business
made by customers being holders of Resident Identity Card (PRC). They
shallnot optout of this requirement. For the adance of doubt, in case
of change of policyownership or policy assignment where the new
policyholders/assignees are holders of Resident Identity Card (BiRC),
IFS-MP is required for the new policyholders/assignees.

(b) The IFSMP needs only be condect once for one policy. There is no
needfor Mainland customers to sign the HAM@ for topup or rider
addition if the basic plan was taken out afteximplementatiorof the
IFS-MP. On the other hand, if the basic plan was taken out btfere
implemenation of the IFSVIP, the insurer concerned should endeavour
to ask the Mainland customers to sign the-NHS for topup or rider
addition. In case it is not possible to do so (#g.insurer concerned is
unable to contact the customer or the customrses to sign the IFS
MP), the insuremay send the IFSMP to the Mainland customer for
information together with the other document(s) to be issued for the top
up or rider addition. The insurer must retain record of dispatch as proof
of compliance witithe requirement. For the avoidance of doubt, if an
existing Mainland customer subsequently purchases a second life
insurance policy, he/she has to sign anotherNMFS That said, if the
Mainland customer takes out more than one policy from an insute at
same time, the insurer has the option to require the customer to sign on
one single IFSVIP with all those product names listed at the top of the
IFS-MP; or individual IFSMP for each product taken out.
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(c) It should be presented as a separate fdmtasetheinsurer intends to
include it as a separate section within another pafistale document
(e.g. application form), prior consultation with the IA is required.

(d) Intermediaries are requiréalgo through the IFMP on a poirtby-point
basiswith the Mainland customers at the peaitsale.

(e) Insurers musadopt the IFSVIP in full, although individual insurersay
add additional disclosure to accurately reflect the risks associated with
their specific products. All thguestions mudbe pesentedn a single
form/section with the heading clearly stated asM&

(f) The IFSMP follows the practice of the IFS for Investmdinked
Assurance Scheme (Al LAS0O) where t
every page of the form.

(@ Insurersmayalso prepare English and Traditional Chinese versions of
the IFSMP. However, the one signed by the Mainland customers must
be in Simplified Chinese.

(h)y A copy of the signed IFMP must be provided to the Mainland
policyholders. Insurers have the dismrtas to when the copy is
delivered but in no case should it be delivered later than policy delivery
(i.e. itmaybe delivered together with the policy). For the avoidance of
doubt, this does not affect the requirement for the return of policy
applications from Mainland customers to insurers within 7 working days
of the signing of policy application (including the declaration signed by
the policyholder confirming that the selling process is conducted in
Hong Kong) where the insurers concerned do not havedependent
process for authenticating the identification and entry proofs documents
of the Mainlander customers.

(i)  There will be no impact on the existing pssie confirmation call
arrangement for ILAS and vulnerable customers.

) For ILAS produets, Mainland customers have to sign both-Nf8 and
IFS-ILAS.

(k)  The font size of the IFMP must not be smaller than 12.
() The IFSMP is a document required by the IA. For the avoidance of

doubt, it is not a marketing document (i.e. for ILAS) andginot require
the approval of the Securities and Futures Commission.
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5.211 Guideline on Offering of Gifts (GL25)

The offering of Gifts or other similar gratuities in the marketing, promotion or
distribution of insurance products may unduly infloenor otherwise distract
customers when it comes to making informed decisions in relation to insurance
products and the suitability of such products to meet their insurance needs and other
circumstances. In view of thiGuideline on Offering of Gifts (GR5) provides
guidance on certain restrictions on the use of gifts and rebates which authorized
insurers and licensed insurance intermediaries should follow when marketing,
promoting or distributing insurance products classed as long term business

In gereral, according to GL25authorized insurers and licensed insurance
intermediaries are restricted to directly or indirectly offer Gifts to customers when
marketing, promoting or distributing long term Prody&kss C (Investmedinked)
Products; Class ALife and annuity) Products and Class D (Permanent health)
Products).

However,when offeringClass A Products or Class D Produetgyift may be
offered to a customer only if, according to a reasonable assessment made by the
authorized insurer or licead insurance intermediary, the Gift would not distract the
customer from making an informed decision on whether or not to purchase the product.
the responsibility lies with an authorized insurer and licensed insurance intermediary
to make an assessment.

One exceptiorio the aboves that authorized insurers and licensed insurance
intermediaries which offer Class A Products, Class C Products or Class D Products
may offerPermitted Gifts as specified in GL25uch asllocation of bonus fund units,
gifts offered for relationship building purposes or can be redeemed at a later date under
a customer loyalty programme, provision of sponsorship and support for customers,
brand building campaigns and ancillary services, provided that the criteria referenced
in the Annex to GL25 is strictly adhered to

5.3 UNDERWRITING

Underwriting may be simply described as #ssessment of risksr the purposes of
insuring them or deciding what insurance terms should apply. Another way of describing the
term is to say tét it is determining thénsurability of proposed risks. Since life insurance
involves along-term contract thatcannot be cancelled by the insurer, we may say that
normally life insurance underwriting for an individual risk can only be domee It is
therefore important to get it right first time.

5.3.1 Underwriting Factors

Underwriting is said t@onsist of two main stages:

(@) Identifying the degree of risk from experience life insurance underwriters
can identify degrees of risk with appliaats, usually under two headings:

0] Physical hazard:this concerns largely objective factors that are likely
to increase the risk of thasured evenfdeath) happening. These will
include obvious features such as known health dangers, including:
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(1) sgnificantly overweight

(2) heavysmoker

(3) substance abugealcohol, drugs etc.);

(4) very dangerousccupationor leisure pursuits

(5) adverse inheritable family or persoma¢dical history

(i)  Moral hazard: this concerns rather more subjeetiactors surrounding
the basichonestyor honourable intentions of the applicant/proposer.
Whilst suicideis not a common potential problem (and is in any event
covered ta largeextent by policy provisionssee4.12), there are other
considerationsFor example, the person may deliberately hide important
information or submit false information to obtain cover. It is, of course,
less easy to determine moral hazard than physical hazard.

(b) Classifying the proposed risk classifying proposed risks mtappropriate
categorieenables the insurer to determinesgpuitable premiuminsurers tend
to have four categories of risks, as follows:

0] Standard risks: these present no abnormal features, and are perfectly
acceptable at the appropriate premium adogrtb the age and sex of
the applicant.

(i)  Sub-standard risks. someimes called special class risk, they are
expected to produce a higher mortality rate than a group of normal lives
They areinsurable but only subject to certain consideratiaisbe
discussed ib.3.3below.

(i)  Declined risks as the name indicates, these are risksahaarticular
insurer has found to haacceptable. Insurers generally try to give cover
if they reasonably can, but obviously there are some applications where
health or other factors make it impossible to accept.

(iv) Preferred risks: not all insurers use this category, which implies an
above averagdsk application that merits a discount or other favourable
terms. This may include confirmed remokers or idividuals who
otherwise represent better prospects of long years before a claim is likely
to arise.

Note: The above may be said to repreststghnical underwriting, involving an
assessment of the intrinsic and perceived hazards presented by indixgkisialVe
should also note what is callédnancial Underwriting. This term relates to an
assessment of tleaim to be insurenh relation to various matters, including:

1 the perceived ability of the policyowner to meet premium obligations;

2 the degreef risk presented (and therefore whetrensurance might be
advisable/available);

3 accumulation of policy plans for the same person;
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4  whether it is in excess of usual levels for persons corresponding to the age
and general circumstances of the aggoit/proposer. We cannot say that
any life insurance i®o muchbut if it is very high by customary standards
this may put the insurer on enquiry.

5.3.2 Medical Reports
5.3.2aNon-medicaly Examined Business

Many life insuranceplans are arrangeon anonmedicaly examined
basis. That is, the information supplied on the application and other
circumstances surrounding the proposal (age, apparent health, sum to be
insured, etc.) allow the underwriter to proceed without further enquiry.

5.3.2bMedically Examined Business

Sometimes, however, further information is required from qualified
medical practitioners. The source of such enquiry mayameattending
physician(by which is meant a doctor or other qualified medical person who
usually suplies or has previously supplied medical care to the applicant) or an
examining physiciaifby which is meant a physician who conducts a medical
examination (the U.S. term commonly used ghgsical) at the request of the
insurer, who pays for this). A mber of factors need to be considered with this
subject:

(a) A sensitive subjectit is human nature to become anxious at the thought
of a medical examination. This is quite illogical, as it must be for one's
good to know the truth, but that is not hawst of us think. Insurers are
quite aware of this and only request medical information if it is deemed
really necessaryln addition, great care has to be taken not to infringe
any statutory provisions regarding ghietection of personal data

(b) Attending Physician's Statemen{APS) this is the most frequently
required medical report and the usual reasons for requesting it are:

0] specific medical disclosuresn the application need further
enquiry;

(i)  the amount of insurance requested is high;
(i)  the applicant is at a fairly advanced age (say, over 50).

(c) Specialsed medical questionnaire the examining (or attending)
physician may be supplied with a separate questionnaire specifically
designed to obtain information on a particulanads or condition that
needs to be considered with the applicant concerfikis may relate to
any of a number of conditions, ranging from blood pressure to cancer,
being conditions that previously disclosed information suggests a need
for furtherinquiry.
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(d) Confidentiality : obviously, medical information is very private and the
information obtained must be treated with the utmost confidence.
However, if and when medical tests are suggested, the applicant has the
right to know what tests are to be dpomdnat the information is needed
for, and (if he wants to know) the results of any tests.

5.3.3 Sub-Standard Life and Underwriting Measures

Usually for medical, but sometimes for other reasons, a particular applicant
may prove to be below the requdrstandard for acceptance at normal rates. There are
a number of possible underwriting reactions to this situation, including:

(@) Refuse to insure sometimes calledeclinature This is a drastic measure that
insurers prefer to avoid if at all possibleMost life applications can be
accommodated, although sometimes the terms of the insurance may have to be
more severe.

(b) Load the premium: increasing the premium is a standard way of dealing with
substandard risks. The extra premium, which may biéeguodest or quite
substantial according to circumstances, ttan the abnormainto insurable
risks A common form of such a method is a method of Extra Percentage
Tables, which is to classify stdtandard risks into groups based on the expected
percetages of standard mortality and then to impose extra premiums on
individual risks that reflect the excess morta{gge (c) belowdf these risks.

(c) Other options. the above two reactions are the most common, but there is a
wide range of possibilitiesyhich might include one or more of the following:

0] to createa "debt" on the policy(or a lien against the poligywhich
normally will redue@ yearby yearso that it disappears on a specified
date This method is suitable where the excess or extbréality is of a
distinctly decreasing and temporary nature

A O0debt on policy6 is one of t he
associated with the dédnumerical sys:¢
underwriter applies a mortality rating of 100 to thermal average

healthy life, and then adds to it for adverse features (e.g. overweight)
and subtracts from it favourable features (e.g-smoking). The excess

of the final mortality rating over
extra mortality Wil be converted into an additional preenm or a debt

against the sum asred.

The decreasing debt is the most commonly used type of debt. Suppose
the debt is set at $190,000 at the inception of €20 endowment
policy for a sumassured of $400,000. Meuld death occur in the first
year of cover, the policy proceeds will be $210,000 (i.e. $400,000 minus
$190,000). The debt will reduce, and so dletual cover will increase,

at the end of each of the first 19 years of cover, by $10,000. So in the
lastyear of the policy, the cover is $400,000.
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Note: allocation of bonuses will be done on the basis of the full sum
assired (i.e. the nominal cover).

(i)  specific exclusions perhaps of death from a particularly dangerous
pastime or leisure pursuit (#would be very rare, since it tends to defeat
the object of the cover);

(i)  offering alimited plan: short term cover may be pdsie, wherethe
medical evidence indicates that very lelegm insurance is doubtful;

(iv) decline to accept present i.e. todefer a decision, if the applicant is
severely injured or otherwise has a (hopefully) temporary adverse
condition.

5.4 POLICY ISSUANCE

Once the underwriting process is complete and cover has been approved, the policy
can be prepared and then defed to the policyowner. The important fact that a policy
cannot becancelledor amendedafter its issue without the aggment of the policyowner
once more needs to be mentionéskuing and delivering the policy in some respects may be
looked upon ashe "point of no return" for the insurer. Careful policy checking and
confirmation is therefore needed before this happens.

5.4.1 Policy Delivery

This may be considered with policy issuance as the two are very closely
connected. Using modern techogy, policy documents can be produced with great
speed and accuracy.he inrhouse system should create the client's record and verify
that the first premium has been received. Policies are mostly in standard format within
the class and plan concernechefefore, onlyariationsaffecting the particular client
alter the routine format. All of this can be dealt with by an automated system. Some
slight differences in procedure should be noted as follows:

(@) Individual policy covers (includingannuitieg: the production and delivery is
straightforward, delivery normally usually being made byrttaeketer.

(b)  Group policy covers:here the process involves enrolling individeaiployees
(or other group persons). The technology system must therefataecperoot
only the master policy, but alsaartificateand perhaps aenrolment cardor
each insured person. Each such person receives a certificate and completes an
enrolment card, the process normally being overseen byinthe@ance
intermediary or group representative

5.5 AFTER SALES SERVICE

Theconservationof existing business has been mentioned beforés(8ga)). This,
for reasons given, is very important and the quality of @idégs service is a vital element in
this area. Such serviegwithin the responsibilities of Client Service personnel §sgd(e)),
whose department might well now be calledlicyowner Serviceor POS By way of
reminder, the duties of POS may include:
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(@)
(b)
(€)
(d)
(e)

Correspondenceand other communication with customers.
Documentationduplicate policies, surrendeanconvesion etc.
Premium paymentsiandling all aspects of this.
Benefit administrationcash valuegyolicy loans and dividends.
Policy changessee below.
5.5.1 Policy Changes
These chages may be relatiie trivial, amending some administrative detail,
or may have a significant effect upon contract terms. The changes usually requested
includechangingthe
(a) type of insurance coveobviously of considerable significance;
(b) address of the policyowner or beneficiary, for example;

(c) beneficiary clearly this must be a permissible change, under contract terms;

(d) amount of coverafter any due underwriting consideration;
(e) owner of the policyanother obviously importachange.

Note: All changes must be carefully processed. The change requested may seem very
straightforward, but there is always the possibility that it will have legal or other
implications, ranging from underwriting or reinsurance matters even to fbtent
attempted fraudnfoney laundering,etc.).

5.6 CLAIMS

With Non-Life insurance, claims amnly expected undex small proportion gbolicies.

There the cover is "in case" there is need and generally speaking neither party wishes to
experience a clae situation. The latter may be true in some respects for Life insurance, but
there a claim (except faerm insurance) is inevitable if the policy is kept in force. Indeed,

with many contracts having savings element, the policyowner often looks forwal
makingaclaim. Claims may be considered under three headings, as follows:

5.6.1 Maturity Claims

Mostly concerningendowment insurance these involve situations where the
life insured is still living and (if also beneficiary) able to collect {h@ceeds
personally. With these, as with all procedures dealt with under this Chapter, each
insurer may havés own system, but typically the following considerations arise with
maturity claims:

(&) Near the date:a month or so in advance of the date ihsurer writes to the
policyowner, in order to:
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0] remindhim of the maturity date;

(i)  state theamountpayable;

(i) list anyrequirementgor payment;
(iv) enclose a relevant form oélease

(b)  Claim entitlement: the insurer can oyldeal with the person having a right to
the policy proceedsvho could be the policyowner himself, an assignee (where
the policy has been assignedl)a trustee (where the policy has been placed in
trust). Also, the policy will be required and, in priaet, only assignments duly
recorded are recogs@d. Regarding loss of a life policy, this is only
inconvenient but not crucial, because the policy is only evidence of the
insurance contract, rather than the contract itself. However, as failure to
produce a policy may constitute constructive notice to the insurer (i.e.
knowledge that the insurer would have acquired had it made the investigations
that are wusual i n the <cir cu masptudentc e s )
insurer will require that arpper search for it be made. Ifitis still unfound, the
insurer may ask the claimant to make a statutory declaration in respect of the
loss, and to provide a written promise to indemnify the insurer against any
losses due to its settling the claim withpuoduction of the policy.

(c) Adjustments: the payment may have to be subject to deductions for any
outstanding items, such pslicy loans, unpaid premiums and intesssiving.
Of course, anythird party interesthas to be respected and processedn
appropriate manner

(d)  Proof of age if the policy is markedage not admittet] this means that formal
proof of age was not given at policy inception. Some insurers may not require
confirmation of age if the policy has matured, but it should lopigsted
becausenisstatements of ageould have an impact on the policy benefit (see
4.8).

(e)  Unpaid maturities: a suitable monitoring and followp procedure must be in
existence for any maturity claims where the policyowner does not respond to
(a) alove.

5.6.2 Death Claims

Maturity claims, for obvious reasons, are normally processed in a "happy"
atmosphere. Death claims on the other hand inevitably have a serious and sometimes
tragic background. Whilst this must not intrude unduly into théegsional way in
which the claim is processed, insurers and insurance intermediaries should be sensitive
to the situation. The specific points needing attention with such claims are:

(@) Claim entitlement: peopl e who are possidedty en:
benefits include the surviving policyowner in the case of a third party policy
(seeGlossary), the personal representative of the policyownsured, an
assignee and a trustee. Where a policy is expressed to be payable to a third
party, named or umamedwithout creating a trust or effecting an assignment,
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(b)

(©

(d)

(€)

(f)

5.6.3

he will normally have no right to sue under the contract and it is the
policyowne® s successors in title who can
where paying the third partyas been madan esential term of the contract,
payment to him will discharge the insurer of policy liability so that whether or
not the paid third party may, in certain circumstances, have to account to the
policyownerds personal representatiyv

Forflossof polico pr oc edurb5é.lb)pboveas e see

Date of death this must be established, as it can affectaimuntpayable,
e.g. with decreasing term insurance, and with anydividend/bonus
calculations. Indeed, witterm insurance, the paly could have expired.

Proof of deatht normally, this is fairly easy to obtain, with tdeath certificate

(the original document must be produced). Problems may arise over death
certificates, however, where death arises or is alleged to have avisseas.

This has on occasions been a particular arefdod.

Cause of death this will be shown on the death certificate and it may be
important for a number of reasons, including:

0] suicide happening within the suicide exclusion per{ede4.12);
(i)  accident the policy may be subject to &4DB rider (see3.2.1(a));

(i)  suspicious or surprisingdeath shortly after the policy was issued, or
where the cause would normally develop over a longer period than that
for which the paty has been in existence, will put the insurer on
enquiry. Fraud must always be a possibility in such circumstances.
Even if fraud does not apply, the policy may still be withaoatestable
period (seel.2);

(iv)  murder in most cases, this will naffect the validity of the claim, but if
the murderer is proved to have beenlbkeeficiary, the law {public
policy" ) will not allow the murderer to benefit personally.

Presumption of death where no death certificate can be issued and it is
assumed the life insured has died, this may have to be resolved bytinie

Proof of age see comments i6.6.1(d). Normally, proof of age is easily
obtained by producinghe deceased'birth certificate, identity card or
passport

Surrenders

Many of the considerations arising wittaturity claims have relevance here,

as the claimant is still living. Specifically, areas needing attention are:

(@)

Proof of title: those who are possibly entitled to the cash value include the
policyowner, amassigneanda trusteqor a trustean-bankruptcy. F o tossii
of policyo pr ocedurb&,lb)pbovease see
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(b)  Adjustments: unpaid premiumspolicy chargespolicy loans and interest
must be taken into account;

(c) Discharge:an appropriate rehse is obtainedCare must be taken to protect
anyassigneeor third party interestin an appropriate manner

(d) Other enquiries: the insurer or insurance intermediary should take special care
with applications for surrender of the policy. Obvioushe policyowner has
every right to discontinue cover, but it may be helpful and productive to make
discreet and courteous enquirggsas taletectpotential attempted fraud, e.g.
money laundering

Sometimes, the insurance meets a real need foriéhme, dut he meets unexpected life
situations and his first thought is to cancel his insurance. That may not be in his best

interests and other more suitable alternatives may be avaifadliey(loan, use of
nonforfeiture provisions, etc.).

-0-0-0-
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Representative Examination Questions

Type "A" Questions

1 A mutual life insurance company means that:

(a)
(b)
(c)
(d)

each shareholder has limited liability; ...
the company is owned by shareholders; ...
all policyholders share equally ingdits and dividends; ...
the company is legally owned by its participating policyholders. .....

[Answer may be found iB.]]

2 Which of the following isnot likely to be the responsibility of the marketing
department of a life insurance company?

(a)
(b)
(c)
(d)

market research; .
product research; .
settlement of claims; .
promotions and publicity work. .

[Answer may be found iB.1.1(f)]

Type "B" Questions

3 Whichtwo of the following statements concerning tl@bling-off Period aretrue?

(i)
(ii)

(iii)
(iv)
(@)
(b)

(c)
(d)

The period is for 14 days only.

It concerns K authorized insurers carrying on long term business, and all
licensed insurance intermediaries carrying on regulated activities in respect of
long term business

If propely exercised, thenew policy is cancelled andhe premiums are
returned.

The period relates to the time during which the insurer may cancel the policy.

() and Giy;
@) and Gi;
(i) and Gi);
Gipand Gv).

[Answer may be found i6.2.4
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4 Which three of the following are matters likely to affe@hysical hazard when
underwriting a life insurance application?

0] Significanty overweight

(i)  Adverse inheritable family medical history

(i)  Dishonesty of the applicant in providing information

(iv) The applicant's heavy dependency on drugs, alcohol or tobacco

@ (), @)andGi;
® @, @and@v:
© (), Gi)andGv;
@ G, Gi)and Gv).

[Answers may be found i5.3.]]

[If still required, the answers may be found at the end of the Study Notes.]
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Appendix A
Guideline on Statement in relation to Coolingoff Period in Policy Application Form
(GL297 Appendix 1) (1/2)
(Source:Insurance Authoiity (IA) GL29)

Appendix 1

Guideline on Statement in relation to
Cooling-off Period in Policy Application Form

An explanation of a policy holder’s right to cancel the life insurance policy within
the Cooling-off Period must be prominently displayed in the application form for the
policy and (depending on the distribution channel utilized) must be clearly explained
to him/her by the insurer or licensed insurance intermediary (as the case may be)
during application process. Guidance on the appropriate wording which may be
used for this statement is given below:

1. For all life insurance policies to which this Guideline applies (except
policies of the nature specified in Class C in Part 2 of Schedule 1 to the
Ordinance and single premium policies)

"Cancellation Rights and Refund of Premium(s) within Cooling-off Period

I understand that I have the right to cancel the policy and obtain a refund of
any premium(s) paid by giving a written notice to [the name of authorized
insurer|. I understand that to exercise this right, the notice of cancellation
must be [signed by me and] received directly by [name of authorized insurer]
at [address of the authorized insurer’s Hong Kong Main Office] [see Notes (a)
and (b) below] within the Cooling-off Period. I understand that the Cooling-
off Period is the period of 21 calendar days immediately following either the
day of delivery of the policy or the Cooling-off Notice to me or my nominated
representative (whichever is the earlier). I understand that the Cooling-off
Notice is a notice that will be sent to me or my nominated representative by
[name of authorized insurer]| to notify me of the Cooling-off Period around
the time the policy is delivered.”

Notes

(a)  Authorized insurers may adjust the above wording and specify the
manner in which the written notice to cancel the policy is to be given
by a policy holder. For example, a written notice may be sent by the
policy holder to the authorized insurer by email.

(b)  The address must be a Hong Kong address.

I-1
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Appendix A
Guideline on Statement in relation to Coolingoff Period in Policy Application Form
(GL2971 Appendix 1) (2/2)
(Source:Insurance Authority (A) GL29)

Appendix 1

2. For all policies of the nature specified in Class C in Part 2 of Schedule 1
to the Ordinance and all single premium policies to which this Guideline
applies

"Cancellation Rights and Refund of Premium(s) within Cooling-off Period

I understand that I have the right to cancel the policy and obtain a refund of
any premium(s) paid less any market value adjustment, by giving a written
notice to [the name of authorized insurer]. I understand that to exercise this
right, the notice of cancellation must be [signed by me and] received directly
by [name of authorized insurer] at [address of the authorized insurer’s Hong
Kong Main Office] [see Notes (a) and (d) below] within the Cooling-off
Period. I understand that the Cooling-off Period is the period of 21 calendar
days immediately following either the day of delivery of the policy or the
Cooling-off Notice to me or my nominated representative (whichever is the
earlier). I understand that the Cooling-off Notice is a notice that will be sent
to me or my nominated representative to notify me of the Cooling-off Period
around the time the policy is delivered."

Notes

(a)  Authorized insurers may adjust the above wording and specify the
manner in which the written notice to cancel the policy is to be given
by a policy holder. For example, a written notice may be sent by the
policy holder to the authorized insurer by email.

(b)  As part of the sales process, authorized insurers will be required to
disclose, before the application is signed, their rights to apply an MVA
and the details of the basis of calculation of the MVA.

(c)  An authorized insurer’s right to apply an MVA (together with its basis
of calculation) must be included in the relevant product brochure.

(d)  The address must be a Hong Kong address.

I-2
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Appendix B
Guideline on Reminder of Cooling-off Period at Policy Issuance(GL29 T Appendix 2)
(2/2)
(Source:Insurance Authority (IA) GL29)

Appendix 2

Guideline on Reminder of Cooling-off Period at Policy Issuance

A clear reminder of the Cooling-off Period must be given to the policy holder
together with the life insurance policy at the time the policy is delivered. The policy
holder must also be advised of the right to call the authorized insurer direct if he/she
wishes to further understand the Cooling-off Period. Guidance on the appropriate
wording which may be used for this reminder is given below:

"Your Right to Change Your Mind

If you are not fully satisfied with this policy, you have the right to change
your mind.

We trust that this policy will satisfy your financial needs. However, if you
are not completely satisfied then you should:

(a)  return the policy, if applicable, and
(b)  provide us with written notice, [signed by you], requesting cancellation.

The policy will then be cancelled and the premium(s) paid * will be refunded.

*[For all policies of the nature specified in Class C in Part 2 of Schedule 1 to
the Insurance Ordinance (Cap. 41) and all single premium policies, add "less
a deduction of the amount (if any) by which the value of your investment has
fallen at the time when your cancellation notice is received by us”.]

These cancellation rights are subject to the following conditions:

(a)  Your request to cancel the policy must be [signed by you and] received
directly by our office at [address of the authorized insurer’s Hong Kong
Main Office] [see Note (a) below] within 21 calendar days
immediately following the day of delivery of this policy or the Cooling-
off Notice to you or your nominated representative (whichever is the
earlier). (The Cooling-off Notice is the notice sent to you or your

I1-1
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Appendix B
Guideline on Reminder of Coolingoff Period at Policy Issuancg GL29 T Appendix 2)
(2/12)
(Source:Insurance Authority (IA) GL29)

Appendix 2

nominated representative (separate from the policy) notifying you of
your right to cancel within the stated 21 calendar day period).

(b)  No refund can be made 1f a claim payment under the policy has been
made prior to your request for cancellation.

Should you have any further queries, you may contact [contact information of
the authorized insurer (including the address, service hotline number and
email address)] and we will be happy to explain your cancellation rights
further."

Note

(a)  Authorized insurers may adjust the above wording and specify the
manner in which the written notice to cancel the policy is to be given
by a policy holder. For example, a written notice may be sent by the
policy holder to the authorized insurer by email.

I1-2
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Question Templatei Policy Replaement(GL27 i Appendix A) (1/1)
(Source:Insurance Authority (IA) GL27)

Appendix C

Question Template — Policy Replacement

Name of Insurer of this application

Appendix A

Application/Proposal Number

Name of Applicant/Proposer

In order to fund the purchase of your new life insurance policy, are you using, or do you intend
to use some or all of the funds arising from your existing life insurance policy, or any savings
made by reducing the premium payable under your existing life insurance policy? For example,
such funds or savings may arise from:
a) surrendering / partially surrendering your existing life insurance policy to obtain its
surrender value
b) taking out a policy loan (including automatic premium loan) from your existing life
insurance policy
¢) withdrawing policy values from your existing life insurance policy (e.g. cash out
dividends or redeem fund units etc.)
d) lapsation of your existing life insurance policy (e.g. by non-payment of premium)
e) exercising the right to a premium holiday under your existing life insurance policy

o Yes o Not yet decided o No

Please check one appropriate box only

Warning: Please answer the above question carefully. Making changes on your existing life
insurance policy may not be in your best interest. Your licensed insurance intermediary
must _explain to you the financial implications, insurability implications and claims
eligibility implications of such changes. For this purpose, your licensed insurance
intermediary may require certain information on your existing life insurance policy. You
may need to approach the insurer of your existing life insurance policy to obtain accurate
and up to date information on your existing policy.

If your answer is “Yes” or “Not yet decided”, your licensed insurance intermediary must
explain the “Important Facts Statement — Policy Replacement” to you.

Signature of the Applicant/Proposer Date (DD/MM/YYYY)

Signature of Date (DD/MM/YYYY)
Licensed Insurance Intermediary

Full name of Type of License and License No.
Licensed Insurance Intermediary

12
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Appendix D

Important Facts Statementi Policy Replacemen{GL27 7 Appendix B) (1/2)
(Source:Insurance Authority (1A) GL27)

Appendix B

Important Facts Statement - Policy Replacement

This “Important Facts Statement — Policy Replacement” (“IFS-PR”) aims to help you understand the factors to
be considered and the risks involved in replacing your existing life insurance policy with a new life insurance
policy. Your licensed insurance intermediary should explain to you the implications and associated risks involved
in replacing your existing life insurance policy.

If you do not understand any of the following paragraphs or the advice or information provided to you by your
licensed insurance intermediary is different from the information in this IFS-PR, please do not sign this IFS-PR
and do not proceed with replacing your existing Life Policy.

SOME IMPORTANT FACTS YOU SHOULD KNOW
Please read carefully before signing.

Your insurance intermediary shall explain the content to you.

Financial Implications

1. Informed Decision: Life insurance policies usually lasts for a long period of time. If you surrender / take
out policy loan from / withdraw policy values from / suspend or stop paying premium / reduce the premium
payable on your existing life insurance policy, particularly during the early years of the policy period, you
will usually suffer loss, including by way of having to pay charges. You should carefully compare your
existing life insurance policy against the new life insurance policy you intend to purchase, and assess
whether replacing your existing life insurance policy is in your best interests before you make a final
decision.

2. Difference between cash value from Surrender/ Lapse and total premium paid under your existing
Life Policy - The cash value that you may receive from surrendering your existing life insurance policy or
allowing your existing life insurance policy to lapse, may be less than your total premium paid. This means
that you may suffer a loss. Further, you may incur surrender charges if you surrender your existing life
insurance policy or allow it to lapse.

3. Policy Loan Interest - The issuing insurer of your existing life insurance policy may charge you interest
starting from the loan drawdown date. You should carefully review your regular statements to understand
the opening and ending loan balance as well as the interest amount charged in the relevant period. Your
existing life insurance policy may be terminated if the accumulated loan amount (and interest) exceeds a
specified level of the account value / cash value of your existing life insurance policy.

4. Withdrawal/ Partial Surrender Charges - You may be subject to withdrawal charges or partial surrender
charges within a prescribed period before the end of the policy term of your existing life insurance policy.
For the new life insurance policy you intended to purchase, you may be subject to other early surrender /
withdrawal charges within a prescribed period before the end of the term of the new life insurance policy.

5. Policy Set-up Cost and Remuneration for licensed insurance intermediaries — If you purchase a new
life insurance policy, a substantial part of the initial premium may be used to pay for policy administration
costs incurred by insurers and remuneration for the licensed insurance intermediaries. As a result, you may
incur additional cost for replacing your existing life insurance policy.

13
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Appendix D

Important Facts Statementi Policy Replaement(GL27 i Appendix B) (2/2)
(Source:Insurance Authority (IA) GL27)

6. Higher Premium - You may have to pay higher premium under the new life insurance policy in view of
the difference in age, changes of health conditions, occupation, lifestyle / habit, and recreational activities
(as compared with when you purchased your existing life insurance policy).

7. Loss of Financial Benefit under the existing life insurance policy - You may lose the financial benefit
accumulated over the years (e.g. loyalty bonus or dividends) or to which you may be entitled (e.g. terminal
bonus or dividends) under the existing life insurance policy.

8. Financial Benefits under the New Life Insurance Policy Not Guaranteed - The illustrated benefits of
a new life insurance policy may NOT be guaranteed and whether they can be achieved depend on the
performance of the issuing insurer of the new life insurance policy. If the new life insurance policy is an
investment-linked assurance scheme policy, the illustrated benefits are based on assumed rates of return
only.

Insurability Implications

9. Changes in Coverage - If you purchase a new life insurance policy and use it to replace an existing life
insurance policy, some benefits, which are the policy features of the existing life insurance policy, may
not be covered under the new life insurance policy due to changes in age, health conditions, occupation,
lifestyle / habit or recreational activities. Also, riders / supplementary benefits under your existing life
insurance policy may not be available under the new life insurance policy.

Claims Eligibility Implications

10 Benefits under the existing life insurance policy will no longer be payable to you if you surrender the
policy or allow it to lapse. Besides, you may need to start a new waiting period in respect of certain benefits
(e.g. medical, critical illness, suicide or incontestability) under the terms and conditions of the new life
insurance policy.

Declaration

By the Insurance Intermediary

I declare that I have discussed and explained the implications and associated risks (including the above listed
items) to the Applicant/Proposer regarding his/her decision to replace his/her existing life insurance policy
with a new life insurance policy. I further declare that I have not made any inaccurate or misleading statements
or comparisons, or withheld any information which may affect the decision of the Applicant/Proposer.

Signature of the Full Name of the
Licensed Insurance Intermediary Licensed Insurance Intermediary
Type of Licensed and Licensed No. Date (DD/MM/YY)

By the Applicant/Proposer:
I understand the content of the above listed items.

Warning: you must read all items carefully and check that the licensed insurance intermediary has explained
all the information on this IFS-PR before you sign this IFS-PR.

Signature of the Full Name of the Date (DD/MM/YYYY)
Applicant/Proposer Applicant/Proposer
14
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Appendix E

Standard lllustration for ILAS Policies (GL28 T Appendix I) (1/3)

(Source:Insurance Authority (IA) GL28)

XY Z LIFE ASSURANCE COMPANY LIMITED

Standard Hlustration for ILAS Policies

IMPORTANT:

THIS IS A SUMMARY ILLUSTRATION OF THE SURRENDER VALUES AND DEATH
BENEFITS OF [NAME OF PRODUCT]. IT IS INTENDED TO SHOW THE IMPACT OF
FEES AND CHARGES ON SURRENDER VALUES AND DEATH BENEFITS BASED
ON THE ASSUMPTIONS STATED BELOW AND IN NO WAY AFFECTS THE TERMS
OF CONDITIONS STATED IN THE POLICY DOCUMENT.

THE ASSUMED RATES OF RETURN USED BELOW ARE FOR ILLUSTRATIVE
PURPOSES. THEY ARE NEITHER GUARANTEED NOR BASED ON PAST
PERFORMANCE. THE ACTUAL RATES OF RETURN MAY BE DIFFERENT!

Proposal Summary for ABC product

1. | Name of Life Insured: Age : Sex : Smoker / Non Smoker
2. Benefit Summary
Policy Currency:
Benefit Description [Initial] Sum [Initial] Premium Benefit
Assured ' [M/Q/SA/A] Payment Term
Premium 2 Term 3
Basic Plan

Total [Initial] [M/Q/SA/A] Premium:

[Notes for insurers:

stated if sum assured is not applicable.

only 1 premium payment).]

I-3

" Where the sum assured varies, the initial sum assured at the policy commencement has to be stated. “N.A.” could be

2 Where the premium varies over the premium payment term, the initial premium at the policy commencement has to be
stated. The monthly, quarterly, semi-annually or annually premium actually paid by the policy holder is to be stated.

3In case of single premium, this column should state ‘Single Premium’ or ‘1’ (fo denote the premium payment term has

PRINT DATE: DD/MM/YYYY
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Standard lllustration for ILAS Policies (GL28 1 Appendix 1) (2/3)
(Source:Insurance Authority (IA) GL28)

Appendix E

First Option: with assumed net rate of return of 0%, 3%, 6% and 9% p.a.

3a.

3b.

Basic Plan - lllustration Summary of Surrender Values

Projected Surrender Values
End of Total Assuming Net Assuming Net Assuming Net Assuming Net
Policy Year Premiums Rate of Return Rate of Return Rate of Return Rate of Return
Paid of 0% p.a.* of [3%] p.a.* of [6%] p.a.* of [9%] p.a.*

1 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999

2

3

4

5

10

15
At age 90
At age 95
At age 100

Basic Plan - lllustration Summary of Death Benefits

Projected Death Benefits
End of Total Assuming Net Assuming Net Assuming Net Assuming Net
Policy Year Premiums Rate of Return Rate of Return Rate of Return Rate of Return
Paid of 0% p.a.* of [3%] p.a.* of [6%] p.a.* of [9%] p.a.*

1 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999

2

3

4

5

10

15
At age 90
At age 95
At age 100

I-4 PRINT DATE: DD/MM/YYYY

6/9



Appendix E

Standard lllustration for ILAS Policies (GL28 1 Appendix I) (3/3)
(Source:Insurance Authority (IA) GL28)

Second Option: with assumed net rate of return of 0%, 3% and 6% p.a.

3. Basic Plan - lllustration Summary

Projected Surrender Values and Death Benefits

End of Total Assuming Net Rate of Assuming Net Rate of Assuming Net Rate of
Policy Year Premiums Return of 0% p.a.” Return of [3%] p.a.* Return of [6%] p.a.*
Paid Surrender Death Surrender Death Surrender Death
Value Benefit Value Benefit Value Benefit
1 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999
2
3
4
5
10
15
At age 90
At age 95
At age 100

4. Explanatory Notes

* The Surrender Values and Death Benefits shown in the above illustration are calculated based on the net rates of return.
However, the net rates of return are net of any underlying/ reference fund charges levied by fund houses which vary with
different underlying/ reference funds. Assuming the underlying/ reference fund charges are [1.50%] p.a., the gross rates
of return on the underlying assets of the underlying/ reference funds used in this illustration are therefore [First Option:
[1.50%] p.a., [4.50%] p.a., [7.50%] p.a. and [10.50%] p.a. / Second Option: [1.50%] p.a., [4.50%] p.a. and [7.50%] p.a.]
respectively. For details of underlying/ reference fund charges, please refer to the offering documents of the underlying/
reference funds. Please note that this illustration might not be relevant to the actual rates of return, which depend on your
choice of investment options. Please consult your advisor for further details. If you select any investment options linked to
a money market fund or a fixed income fund, the above returns in the growth scenarios would be considered higher in many
cases and unlikely to be achieved should low interest rate environment persists. You are strongly encouraged to consult
your financial advisor who could provide further information on these underlying/ reference funds - both for your initial and
subsequent investment option selections.

[Under the assumed net rate of return at 0% [and b%] p.a., your policy will remain in force up to an attained age of
x [and y] of the individual insured respectively. The policy will be terminated afterwards. Your policy may also be
terminated under other adverse investment scenarios. If the actual investment return is below the above assumed
net rate of return, the policy may be terminated earlier than above attained age(s). You could lose all your
premiums paid and benefits accrued if any condition of automatic early termination is triggered.]

Warning

® You should only invest in this product if you intend to pay the premium for the whole of your chosen premium
payment term.

® Should you terminate this policy early or cease paying premiums early, you may suffer a significant loss.

® Your policy may be terminated if the account value is insufficient to pay the fees and charges.

Declaration

I confirm having read and understood the information provided in this illustration and received the
principal brochure.

Name of Applicant: Signature: Date:

1-5 PRINT DATE: DD/MM/YYYY
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Appendix F

Standard lllustration for Participating Policies(GL28 i Appendix II) (1/5)
(Source:Insurance Authority (IA) GL28)

XY Z LIFE ASSURANCE COMPANY LIMITED

Standard Hlustration of Participating Policies

IMPORTANT:

THIS IS ASUMMARY ILLUSTRATION OF THE PROJECTED SURRENDER VALUES AND
IT IS INTENDED TO SHOW THE PROPORTION
OF ANY NON-GUARANTEED ELEMENTS AND THE IMPACT OF CHANGE OF SUCH

DEATH BENEFITS OF YOUR POLICY.

ELEMENTS UNDER SPECIFIED SCENARIOS.

IN NO WAY SHOULD IT AFFECT THE
TERMS AND CONDITIONS STATED IN THE POLICY DOCUMENT.

Proposal Summary for ABC product

Name of Life Insured:

Age :

Sex:

Smoker / Non Smoker

2.

Benefit Summary

Policy Currency:

Benefit Description

[Initial] Sum Assured /
Protection Amount !

[Initial] [M/Q/SA/A]
Premium 2

Premium Benefit Term
Payment Term *?

Basic Plan

Supplementary Benefits

e.g. Accidental Death Benefit
Double Indemnity
Hospital Income

Total [Initial] [M/Q/SA/A] Premium:

[Notes for insurers:
! The protection amount could be a sum assured or the value of a regular payment as in the case of hospital income
riders attaching to the policy. Where the sum assured varies, the initial sum assured at the policy commencement has
to be stated. “N.A.” could be stated if sum assured is not applicable.

11-4

2 Where the premium varies over the premium payment term, the initial premium at the policy commencement has to
be stated. The monthly, quarterly, semi-annual or annual premium actually paid by the policy holder is to be stated.

3 In case of single premium, this column should state ‘Single Premium’ or ‘1’ (fo denote the premium payment term has
only 1 premium payment).]

PRINT DATE: DD/MM/YYYY
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Appendix F
Standard lllustration for Participating Policies (GL28 1 Appendix Il) (2/5)
(Source:Insurance Authority (IA) GL28)

3. Basic Plan - lllustration Summary

SURRENDER VALUE DEATH BENEFIT

End of Total
Policy |Premiums |Guaranteed Non-Guaranteed Total | Guaranteed Non-Guaranteed Total
Year Paid

Accumulated | Terminal Accumulated | Terminal
Dividends Dividend Dividends | Dividend
and Interest and Interest
9,999,999 | 9,999,999 9,999,999 |9,999,999 (9,999,999| 9,999,999 9,999,999 |9,999,999(9,999,999

(5-year

interval)

At Age
100

Explanation on above illustration:
Please refer to the Explanation Notes Section.

1I-5 PRINT DATE: DD/MM/YYYY
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Appendix F

Standard lllustration for Participating Policies (GL28 1 Appendix Il) (3/5)
(Source:Insurance Authority (IA) GL28)

XY Z LIFE ASSURANCE COMPANY LIMITED

The table below illustrates the impact on Surrender Values under Pessimistic and Optimistic
Scenarios. The projected benefits under the two scenarios are calculated assuming the
investment returns are lower and higher than the company’s current assumed investment return
respectively; while other factors, such as claims experience, expense factors and persistency
factors, affecting these values are assumed to remain unchanged. The two scenarios do not
represent lower and upper bounds for the actual investment return; the actual amount of non-
guaranteed benefits payable may be higher or lower than those illustrated. They only illustrate,
for reference purposes, the projected variation of return of the company based on the investment

policies and objectives adopted for this policy.

4. Basic Plan - Surrender Values - lllustration Under Different Investment Return
SURRENDER VALUE
Pessimistic Scenario Optimistic Scenario
End of Non-Guaranteed Non-Guaranteed
Policy | Total | teed : :
Year | Premiums | Guarantee Acgumulated qunlnal Total Acqumulated Tgrmlnal Total
Paid Dividends Dividend Dividends | Dividend
and Interest and Interest
1 9,999,999 | 9,999,999 9,999,999 | 9,999,999 | 9,999,999 | 9,999,999 |9,999,999 | 9,999,999
2
3
4
5
10
15
20
25
30
At age
65
(5-year
interval)
At age
100

Explanation on above illustration:
Please refer to the Explanation Notes Section.

I1-6 PRINT DATE: DD/MM/YYYY
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Appendix F

Standard lllustration for Participating Policies (GL28 1 Appendix Il) (4/5)
(Source:Insurance Authority (IA) GL28)

XY Z LIFE ASSURANCE COMPANY LIMITED

The table below illustrates the impact on Death Benefits under Pessimistic and Optimistic
Scenarios. The projected benefits under the two scenarios are calculated assuming the
investment returns are lower and higher than the company’s current assumed investment return
respectively; while other factors, such as claims experience, expense factors and persistency
factors, affecting these values are assumed to remain unchanged. The two scenarios do not
represent lower and upper bounds for the actual investment return; the actual amount of non-
guaranteed benefits payable may be higher or lower than those illustrated. They only illustrate,
for reference purposes, the projected variation of return of the company based on the investment

policies and objectives adopted for this policy.

5. Basic Plan - Death Benefits — lllustration Under Different Investment Return
DEATH BENEFIT
Pessimistic Scenario Optimistic Scenario
End of Non-Guaranteed Non-Guaranteed
Policy | Total | teed : :
Year | Premiums | Guarantee Acgumulated qunlnal Total Acqumulated Tgrmlnal Total
Paid Dividends Dividend Dividends | Dividend
and Interest and Interest
1 9,999,999 | 9,999,999 9,999,999 | 9,999,999 | 9,999,999 | 9,999,999 |9,999,999 | 9,999,999
2
3
4
5
10
15
20
25
30
At age
65
(5-year
interval)
At age
100

Explanation on above illustration:
Please refer to the Explanation Notes Section.

-7 PRINT DATE: DD/MM/YYYY
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Appendix F

Standard lllustration for Participating Policies (GL28 1 Appendix Il) (5/5)
(Source:Insurance Authority (IA) GL28)

6. Explanation Notes

(i) Sections 3, 4 and 5 are only summary illustrations of the major benefits of your basic plan excluding any
supplementary benefits as shown in Section 2 (if applicable) and assume that all premiums are paid in full
when due. You should refer to your licensed insurance intermediary or the company for more information or,
if appropriate, a more detailed proposal.

[if applicable]
(i) The amount of total premium(s) may differ slightly from the total of the premiums payable in the policy due to
rounding differences.

[only applicable to reversionary bonus plans]

(i) The face value of any reversionary bonus and terminal bonus will be paid when the company is paying the
Death Benefit, whereas the cash value of these bonuses will be paid when the policy is surrendered in whole
or in part or terminated (other than due to the death of the Insured). The cash value of these bonuses may not
be equal to the face value of the bonuses.

[only applicable to reversionary bonus plans]
(iv) The face value of reversionary bonus is guaranteed once declared while the cash value of reversionary bonus
is not guaranteed / [The face value and cash value of reversionary bonus are guaranteed once declared.]

(v) The projected non-guaranteed benefits included in Section 3 are based on the company's dividend/bonus
scales determined under current assumed investment return and are not guaranteed. The actual amount
payable may change from time to time with the values being higher or lower than those illustrated. As another
example, the possible potential impact of a change in the company’s current assumed investment return on
the Total Surrender Value and the Total Death Benefit are illustrated in Sections 4 and 5. Under certain
circumstances, the non-guaranteed benefits may be zero.

(vi) In Sections 4 and 5, benefits under Pessimistic Scenario are based on a decrease of about x% p.a. whereas
benefits under Optimistic Scenario are based on an increase of about y% p.a. in comparing with the current
assumed investment return.

(vii) As illustrated in Sections 3, 4 and 5, you can leave the projected dividends and other cash payments with the
company for interest accumulation at an interest rate which is not guaranteed. The interest rate used by the
Company for interest accumulation in Section 3 is A % pa. The actual interest rate may change from time to
time with rate higher or lower than A %. In accordance with the change in the investment return under
Pessimistic and Optimistic Scenarios in Sections 4 and 5 as mentioned in note (v), the accumulation interest
rate of B % and C % is used respectively. These rates are also not guaranteed. You may cash all or part of
the amount of projected dividends and other cash payments without affecting the protection amount of Section
2 but the total values shown above will be reduced accordingly.

(viii) When reviewing the values shown in the illustrations in Sections 3, 4 and 5, please note that the cost of living
in the future is likely to be higher than it is today due to inflation.

7. Dividend / Bonus History

[Website address that shows dividend / bonus history]

You may browse the above website to understand the company’s dividend / bonus history for reference purposes.

Warning

® You should only apply for this product if you intend to pay the premium for the whole of the premium
payment term.
® Should you terminate this policy early or cease paying premiums early, you may suffer a significant loss.

Declaration

| confirm having read and understood the information contained in this summary of illustrated benefits, and
received the product brochure and the information regarding the relevant dividend/bonus history (if
applicable).

Name of Applicant : Signature : Date :

I1-8 PRINT DATE: DD/MM/YYYY
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Appendix G

Standard lllustration for Universal Life (Non-Linked) Policies(GL28 i Appendix IlI)

(1/6)
(Source:Insurance Authority (IA) GL28)

XY Z LIFE ASSURANCE COMPANY LIMITED

Standard Illustration for Universal Life (Non-Linked) Policies

IMPORTANT:

INTEREST RATES MAY BE DIFFERENT!

THIS IS ASUMMARY ILLUSTRATION OF THE PROJECTED SURRENDER VALUES AND
DEATH BENEFITS OF YOUR POLICY. IN NO WAY SHOULD IT AFFECT THE TERMS
AND CONDITIONS STATED IN THE POLICY DOCUMENT.

THE ASSUMED CREDITING INTEREST RATES USED ARE FOR ILLUSTRATIVE
PURPOSES ONLY. UNLESS OTHERWISE STATED, THEY ARE NEITHER
GUARANTEED NOR BASED ON PAST PERFORMANCE. THE ACTUAL CREDITING

Proposal Summary for ABC product

1. | Name of Life Insured: Age : Sex : Smoker / Non Smoker
2. Benefit Summary
Policy Currency:
Benefit Description [Initial] Sum Assured / | [Initial] [M/Q/SA/A] Premium Benefit
Protection Amount ' Premium 2 Payment Term 3 | Term

Basic Plan

Supplementary Benefits

e.g. Accidental Death Benefit
Double Indemnity
Hospital Income

Total [Initial] [M/Q/SA/A] Premium:

[Notes for insurers:

to be stated. “N.A.” could be stated if not applicable.

only 1 premium payment).]

II-5

1 The protection amount could be a sum assured or the value of a regular payment as in the case of hospital income
riders attaching to the policy. Where the sum assured varies, the initial sum assured at the policy commencement has

2 Where the premium varies over the premium payment term, the initial premium at the policy commencement has to
be stated. The monthly, quarterly, semi-annual or annual premium actually paid by the policy holder is to be stated.

3 In case of single premium, this column should state ‘Single Premium’ or ‘1’ (to denote the premium payment term has

PRINT DATE: DD/MM/YYYY
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Appendix G
Standard lllustration for U niversal Life (Non-Linked) Policies (GL28 i Appendix IlI)

(2/6)
(Source:Insurance Authority (IA) GL28)

3a. Basic Plan - lllustration Summary

The table below illustrates projected Account Values, Surrender Values and Death Benefits under
Guaranteed Basis / Conservative Basis and Current Assumed Basis. Figures under Guaranteed
Basis are calculated based on minimum guaranteed crediting interest rate, maximum scale of fees
and charges and exclude non-guaranteed bonus (if any). / [Figures under Conservative Basis are not
guaranteed and are calculated based on minimum guaranteed crediting interest rate / crediting interest
rate of 0% p.a., maximum fees and charges / current fees and charges (which may be subject to
changes), and exclude non-guaranteed bonus (if any).] Figures under Current Assumed Basis are
calculated using current forecast crediting interest rate, current fees and charges (which may be
subject to changes), and include non-guaranteed bonus (if any), and are not guaranteed. The actual
amount payable may be lower or higher than those illustrated. Under certain circumstances, the non-
guaranteed bonus may be zero (if applicable). The current assumed crediting interest rate illustrated
by the company shall in no way be interpreted as a projection or estimation of the future returns. The
future crediting interest rate may be lower or higher. Details of the maximum and current scale of fees
and charges are presented in Summary of Fees and Charges.

Guaranteed Basis / Conservative Basis Current Assumed Basis
End of Total [Description of Minimum Guaranteed [Description of Current Assumed Crediting
Policy | Premiums Crediting Interest Rate / 0% p.a.] Interest Rate]
Year Paid Maximum / Current fees and charges are Current fees and charges are applied
applied
Account Value| Surrender | Death Benefit | Account Value Surrender Death Benefit
Value Value
1 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999
2
3
4
5
10
15
20
25
30
At age
65
(5-year
interval)
At Age
100

Explanation on above illustration:
Please refer to the Explanation Notes Section.

111-6 PRINT DATE: DD/MM/YYYY
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Appendix G
Standard lllustration for Universal Life (Non -Linked) Policies (GL28 i Appendix IlI)

(3/6)
(Source:Insurance Authority (IA) GL28)

3b. Basic Plan - lllustration Summary (Optional subject to paragraph 3 of Appendix lll)

The table below illustrates the impact on Account Values, Surrender Values and Death Benefits
under Pessimistic and Optimistic Scenarios. All figures illustrated are not guaranteed and are
calculated based on pessimistic and optimistic views of future crediting interest rates, current scale
of fees and charges and include non-guaranteed bonus (if any). The two scenarios do not represent
lower and upper bounds for the actual crediting interest rate. They only illustrate, for reference
purposes, the projected variation of Account Values, Surrender Values and Death Benefits of this
policy based on the investment policies and objectives adopted by the company. The actual amount
payable may change from time to time with the values being lower or higher than those illustrated.
Under certain circumstances, the non-guaranteed bonus may be zero (if applicable). The crediting
interest rates illustrated by the company shall in no way be interpreted as a projection or estimation
of the future returns. The future crediting interest rate may be lower or higher. Details of the current
scale of fees and charges are presented in Summary of Fees and Charges.

Pessimistic Scenario Optimistic Scenario
End of Total Crediting Interest Rate: X% p.a. Crediting Interest Rate: Y% p.a.
Policy | Premiums Current fees and charges are applied Current fees and charges are applied
Year Paid Account Value Surrender Death Benefit | Account Value Surrender Death Benefit
Value Value
1 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999 9,999,999
2
3
4
5
10
15
20
25
30
At age
65
(5-year
interval)
At Age
100
Explanation on above illustration:
Please refer to the Explanation Notes Section.
1I1-7 PRINT DATE: DD/MM/YYYY
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Appendix G
Standard lllustration for Universal Life (Non -Linked) Policies (GL28 i Appendix IlI)
(4/6)
(Source:Insurance Authority (IA) GL28)

4. Explanation Notes

(i) Section 3 is [Sections 3a and 3b (optional) are] only a summary illustration of the major benefits of your basic
plan excluding any supplementary benefits as shown in Section 2 (if applicable) and assume that all premiums
are paid in full as planned without exercising the premium holiday option. You should refer to your licensed
insurance intermediary or the company for more information or, if appropriate, a more detailed proposal.

[if applicable]
(i) The amount of total premium(s) may differ slightly from the total of the premiums payable in the policy due to
rounding differences.

(iif) When reviewing the values shown in the above illustration in Section 3, please note that the cost of living in
the future is likely to be higher than it is today due to inflation.

5. Crediting Interest Rate History

[Website address that shows historical crediting interest rate]
You may browse the above website to understand the company's crediting interest rate history for reference

purposes. Please be reminded that the crediting interest rates shown on the website are before any relevant policy
fees and charges are applied (e.g. cost of insurance, policy administration fees, etc.).

111-8 PRINT DATE: DD/MM/YYYY
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Appendix G
Standard lllustration for Universal Life (Non -Linked) Policies (GL28 i Appendix IlI)
(5/6)
(Source:Insurance Authority (IA) GL28)
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