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Purpose

To advise the market of new commission disclosure requirements which apply to Hong Kong brokers
and insurers. Wordings have been issued by the Hong Kong Federation of Insurers (“HKFI") which
must be provided and consented to by insureds. Full details are attached as Annex 1.

The disclosure requirements will come into effect on the 15 April 2013.

This bulletin should be read by managing agents, coverholders, service companies and brokers
writing or handling Hong Kong business.

Background

Following consultation by the HKFI on the rules set out in the Prevention of Bribery Ordinance
(“PBO"), as advised in Market Bulletin Y4546, minimum practice commission disclosure requirements
have now been issued.

Adoption of these requirements and confirmation that a customer has consented to broker
remuneration by the insurer will ensure that, under the PBO, neither the broker nor the insurer will be
guilty of an offence in respect of their premium transactions. Commission disclosure requirements
therefore apply to Hong Kong coverholders, service companies and brokers, all of whom fall under
the scope of the PBO.
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Impact
1 - Local Hong Kong coverholder / service company

a. with a Hong Kong broker and Hong Kong insured
b. with a Hong Kong broker and non-Hong Kong insured
c. with a non-Hong Kong broker and non-Hong Kong insured

In instances a and b above, disclosure requirements will apply.

The commission disclosure requirements have been drafted to cover business which is transacted in
Hong Kong. Therefore, when dealing with a Hong Kong based broker, Lloyd’s coverholders and
service companies based in Hong Kong, must incorporate the commission disclosure wordings as
directed, regardless of the location of the insured.

In the instance of ¢ above, commission disclosure requirements do not strictly apply.

Where there is a Hong Kong coverholder or service company and a non-Hong Kong broker, the
premium transaction takes place outside Hong Kong and does not fall under the jurisdiction of the
PBO. As such, in these circumstances the use of the commission disclosure language within the
proposal form or debit note cannot be enforced. However, it is Lloyd’s view that adoption of the
commission disclosure requirements is good business practice and should be used by Hong Kong
coverholders and service companies where possible.

2 - Cross-border business

a. with a Hong Kong broker and Hong Kong insured

b. with a Hong Kong broker and non-Hong Kong insured

c. with a non-Hong Kong broker and Hong Kong insured
In the instances of a) and b) above, disclosure requirements will apply.
As per explanations for 1 - a) and b) above. Lloyd’s underwriters, regardless of where they are
based, are required to ensure that the commission disclosure requirements have been met when
dealing with a Hong Kong broker.
In the instance of c) disclosure requirements do not apply.
Where neither the insurer nor the broker are based in Hong Kong commission disclosure
requirements will not apply as neither the non-Hong Kong insurer or the non-Hong Kong broker fall
under the scope of the PBO.
3 — Broker drafted proposal forms/debit notes
In all circumstances where the commission disclosure requirements apply and the proposal form or

debit note issued to the insured is drafted by the broker, underwriters should satisfy themselves that
the broker has obtained the insured’s consent in relation to broker remuneration by the insurer.
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Annex 1

HCF

The Hong Kong
Federation of Insurers

EERBEDS

POSITION PAPER OF THE HKFI ON COMMISSION DISCLOSURE FOR BROKERS UNDER
THE PREVENTION OF BRIBERY ORDINANCE

Background

In his Judgment on HCCL 15/2010, The Honourable Mr Justice Reyes stated that it would be
regarded as a minimum good practice for insurance brokers to disclose the fact that they would be
remunerated by way of commissions and other fees received from insurers.

The Hong Kong Confederation of Insurance Brokers and the Professional Insurance Brokers
Association have prepared a Joint Position Paper as a self-regulatory move in response to the
Judgment on HCCL 15/2010 in relation to the Prevention of Bribery Ordinance (PBO).

As far as HKFI is concerned, we acknowledge that commission disclosure is a matter of legal
compliance under the PBO.

Consideration
We have taken the following into consideration:

1.  The letter from the Office of the Commissioner of Insurance dated 29 March 2012 stating that
" ..the ICAC considers that insurance brokers should seek consent from their clients (i.e.
policyholders) regarding their receiving commission from insurers.”

2. Our legal advice from Baker & McKenzie (B&M) that "/t is in the interest of insurance companies
to disclose the fact that brokers will receive a remuneration in relation to a successful insurance
policy’; and that " the insurance company is not a party to the communications and dealings
between the broker and the customer and may not be aware if the permission from the
customer was conditional or restricted or that the customer might have expressly informed the
broker that he should not receive any commission.”

Legal and Compliance

For legal and compliance purposes and based on existing law and legal advice obtained, member
companies are required to follow the minimum practice set out below for brokers:

A. General Insurance
(i)  Policies with formal proposals or application forms

For placement of policies with formal insurance proposals or application forms, the following clauses
should be added to the formal proposals or application forms to obtain the clients’ informed consent:

"The applicant understands, acknowledges and agrees that, as a result of the applicant
purchasing and taking up the policy to be issued by [the general insurer], [the general insurer]
will pay the authorized insurance broker commission during the continuance of the policy
including renewals, for arranging the said policy. Where the applicant is a body corporate, the
authorized person who signs on behalf of the applicant further confirms to [the general insurer]
that he or she is authorized to do so.
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HCFi
The applicant further understands that the above agreement is necessary for [the general
insurer] to proceed with the application.”

"PHEAREG cHeREE [~ REFERLD]ICHRTFAMAERESLL B
BORE NEREAXBN (QIEREYH) &8 T2HAMREE o8
BHRERIAME - BoFPFALAFIABRR REAVFAZTETOEKLHEA
BAG [ —MMAMas] Ak o B3 kA0 80 -

FHATHEG[— BB AE ILARMGEFARLGEE » 4 7T L KT H

The above wordings should be in English and Chinese, in bold fonts and should appear prominently,
ideally on a page of the application form where such wordings are the only bold words on that page.

The position of the wordings should be as close as practicable to the signature block of the applicant
and also ideally on the same page.

The general insurer should also ask the broker to disclose the rate or amount of commission to the
client if the client requests for such specific information.

(i)  Policies with no formal proposal or quotation

For placement of policies verbally without formal insurance proposals or quotations, the following
clauses should be added to the insurers’” Premium Debit Notes:

"PLEASE READ THIS AT ONCE -The insured acknowledges and agrees that, as a result of the
insured purchasing and taking up the policy issued by [the general insurer], commission will be
paid, during the continuance of the policy including renewals, by [the general insurer] and
received by the authorized insurance broker arranging the said policy.

The insured further understands that the above agreement is necessary for [the general insurer]
to continue the policy.

If the insured pays the premium, the insured is deemed to have given permission to [the
general insurer] to pay the commission to the authorized insurance broker in relation to the
policy issued by [the general insurer].”

" OBMTXHMRT X SHRAZRLARS » [— MRk e &%t
AN ARSI A Z8ORE  RREEHF RN (LESRE) &
BEERHANGEYBEEERLSL X418 4 -

XHRATARG[—MEEAE] LARFLMBAUENGEE - F T L8
R e R M -

TN T o PR TR A E) IR R XA AT
F M ey FE 4% AR B e
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HCF)
The above wordings, in English and Chinese, should be in bold fonts and should appear prominently,
on the insurers’ Premium Debit Note.

B. Life Insurance

Life insurers are required to obtain clients” informed consent in life insurance application forms by
adopting the consent clauses as follows:

"The applicant understands, acknowledges and agrees that, as a result of the applicant
purchasing and taking up the policy to be issued by [the life insurer], [the life insurer] will pay
the authorized insurance broker commission during the continuance of the policy including
renewals, for arranging the said policy. Where the applicant is a body corporate, the authorized

person who signs on behalf of the applicant further confirms to [the life insurer] that he or she
/s authorized to do so.

The applicant further understands that the above agreement is necessary for [the life insurer]
to proceed with the application.”

THR ARG  HEREE(AZERLYN IR FABITRESER
N FHEWMRE O ONREAKBN (ALY MEAETXHAHBRE
MERERBEBLIARAEL BoYFALEARE REAPFAEZEH
B ARBAG[AFRB NS ] b LBk ABBEHEEE -

PEATHA AZER LG | LERGFPFALXNLGEE - A TULRER
I

The above wordings should be in English and Chinese, in bold fonts and should appear prominently,
ideally on a page of the application form where such wordings are the only bold words on that page.

The position of the wordings should be as close as practicable to the signature block of the applicant
and also ideally on the same page.

The life insurer should also ask the broker to disclose the rate or amount of commission to the client
if the client requests for such specific information.

C. Telemarketing Sales by Brokers (applicable to General and Life Insurance)

Disclosure should be made verbally in the telemarketing calls, whether the policies are life or general
insurance policies. The telemarketers must make the disclosures to the clients before submitting the
insurance policy applications to the insurer, all telemarketing calls should be recorded and sample
checks on the telephone recordings should be carried out to verify compliance. The following
wordings should be inserted in the telemarketing script:

“[Broker Name] (the "Company”) is remunerated for its services by the receipt of commission
paid by insurers.  Your agreement to proceed with this insurance transaction shall constitute
your consent to the receipt of commission by the Company.”

RG] 5] (Fad) ) ot e WRGA & FAELAARE
BB e - BMTRIETLBRBRIS > BF#HEAR B TE&EZS] KR
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HCFi

D. Internet Sales by Brokers (applicable to General and Life Insurance)

For sales of life and general insurance policies conducted through brokers’ website, brokers should
build into their systems at the entrance webpage for online applications, display the disclosure
wordings below in bold fonts in English and Chinese, which should appear prominently on the
webpage.

“[Broker Name] (the "Company”) is remunerated for its services by the receipt of commission
paid by insurers.  Your agreement to proceed with this insurance transaction shall constitute
your consent to the recejpt of commission by the Company.”

a3 2] (Zad) ) MafEma3lKROMES - 5L ARRMH
ARAs i & o PFBTREETABAMRBRELY » Ptk BT R &% A3 R
Mz e

Users are required to check a box as having read and agreed to it before they are allowed to proceed
with the application.

Remarks:

1) The foregoing is the minimum practice on commission disclosures, and member companies
may adopt additional measures or provide additional disclosures as they see fit. Member
companies should note that further disclosures on the amount/level of commission will be
necessary if it falls outside the market rates or if the applicants/insureds so request.

2)  Member companies are also advised to seek their own legal advice for addressing all the issues
onh commission disclosure.

3) On and after implementation of the minimum practice, in respect of each new application,
commission disclosure should be made to the relevant applicant(s)/insured(s) before such
application is made by them.

Implementation
This Position Paper will replace circular Mv013/11 issued on 13 October 2011.

By mutual agreement with CIB and PIBA, a 6-month implementation period will be provided to allow
members sufficient time to modify their system/ procedures/application forms accordingly, i.e. this
Position Paper will come into effect on Monday, 15 April 2013 (Implementation Date).

Member companies who wish to adopt the above minimum practice prior to the Implementation
Date may separately discuss and agree with their brokers to implement the minimum practice prior
to the Implementation Date.

HKFI will organize briefing sessions for member companies on the minimum practice for a better
preparation of the implementation.

17 October 2012
The Hong Kong Federation of Insurers

Page 6 of 6



