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DISCLAIMER

Where the sharing session aims to enhance the audience’s understanding of the
topic and refers to certain requirements of the Insurance Ordinance (“1O”), the
Anti-Money Laundering and Counter-Terrorist Financing Ordinance (“AMLQO”) and
other Codes, Guidelines, and Rules published by the Insurance Authority (“IA”), it
provides information of a general nature and is not intended to cover all the
statutory requirements that are applicable to you and your company. In any
circumstances, the information and materials from the sharing session should not
be regarded as a substitute of any law, regulations and guidelines. Your company
should seek its own professional legal advice in ensuring its compliance with the
10, AMLO, and fulfillment of relevant regulatory obligations.

The IA reserves the copyright of the presentation for this sharing session and it
may be used for personal viewing purposes or for use within your company. The
materials may not be reproduced for or distributed to third parties, or used for
commercial purposes without prior written consent from the IA.
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Licensed Insurance Broker Companies) Rules,

Under the new regime, any company which wishes to apply to the IA for a
licence as an insurance broker company, or to renew such licence, will have to
be able to demonstrate its ability to comply, or continue to comply, with the
requirements relating to:

share capital and net assets;
professional indemnity insurance;
client accounts;

keeping of proper books and accounts; and

- 4 <4 4 2

audited financial statements.
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Share Capital and Net Assets

4 Paid-up share capital and net assets of $500,000

“ The amount of net assets must be calculated in accordance with applicable
accounting standards, and must—

(a) exclude intangible assets from the assets; and

(b) exclude from the liabilities, on-balance sheet liabilities arising from a
lease agreement entered into by the broker company in respect of any
premises, up to an amount capped by the maximum value of its
intangible assets arising from the same lease agreement.
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Share Capital and Net Assets

Transitional Arrangements for specified insurance broker
companies

Phased Increase

23 September 2019 to 31 December 2021 $100,000
1 January 2022 to 31 December 2023 $300,000
Starting from 1 January 2024 onwards $500,000

To comply with these requirements from 1 January 2024, specified
insurance broker companies (which have not already done so) must
increase their paid-up share capital and net assets to an amount of
not less than HK$500,000 by 31 December 2023.
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Paid-up share capital can be increased in the form of:

4 cash injection
4 capitalization of retained earnings

“ other means of capital restructuring, e.g. conversion of subordinated debt into
share capital
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Professional Indemnity Insurance

Minimum limit of indemnity

“ Must not be less than the greater of the following:

(a) 2 times the aggregate amount of the insurance brokerage income in
the 12 consecutive months before the commencement date of the
policy period, up to a maximum of $75 million; or

(b) $3 million

4 If the broker company is in its first 12 months of operation, not less than $3

million ,
PR “

At least one automatic reinstatement
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Professional Indemnity Insurance

Deductible Amount

“ In general, the deductible amount must not be more than 50% of the company’s net
assets as at the end of its financial year immediately before the commencement date of
the policy period. Transitional arrangement for specified insurance broker companies:

“ Accordingly, each specified insurance broker company should ensure that if its
professional indemnity insurance policy with a policy period commencing on or after
1 January 2024, includes a deductible, then that deductible must not be more than
50% of the company’s net assets as at the end of its financial year immediately
before the commencement date of the policy period.

“ Furthermore, as professional indemnity insurance policy is usually with a policy
period of one year, a specified insurance broker company should be well aware to
the compliance with the new requirement when purchasing professional indemnity
insurance policy with a policy period of one year commencing after 1 January
2023 and ending on or after 1 January 2024.

4 If the broker company is in its first 12 months of operation, the deductible amount must not “

10
be more than 50% of the company’s paid-up share capital
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Client Account

“ Atleast one client account should be maintained with a bank in Hong Kong for
broker company that receives or holds client monies

4 Client account maintained in the name of the broker company in the title of which
the word “client” appears

“ Written notice to the bank stating that the client account is maintained pursuant to
section 71 of the Insurance Ordinance, and proper records of the notice must be
kept

“ The broker company may pay into a client account such monies as may be
necessary for the opening or maintenance of the account and such monies are
taken to be client monies

“ Monthly reconciliation

11



Keeping of Proper Books and Accounts

“ Books and records should be sufficient to explain and reflect the
financial position and operation of the business

“ Should be kept in such manner as will enable an audit to be
conveniently and properly carried out

“ The records required to be kept for at least 7 years.
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Audited Financial Statements

“ Financial statements and auditor’s report should be submitted to 1A within 6
months after the end of financial year

Signed by 2 directors of the company on its directors’ behalf

Financial statements should include:
* insurance brokerage income, distinguishing between
- general business B l ‘
- long term business =
» client account balance
* insurance premiums payable

Transitional Arrangements for specified insurance broker companies:
Apply for a financial year beginning on or after 1 January 2021

13
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Which financial reporting framework should be adopted by a licensed insurance broker
company incorporated in Hong Kong for the purpose of giving a true and fair view of
the financial statements?

v" Hong Kong Financial Reporting Standards (HKFRS)
v" Hong Kong Financial Reporting Standard for Private Entities (HKFRS-PE)

Provided the broker company is eligible to apply them.

14
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auditor’s appointment ending (section 72 of the Ordinance) ¢

4 Requirement — If the appointment of an auditor ends, the licensed insurance
broker company must within 1 month from the ending of the appointment

(a) appoint a new auditor; and

(b) serve notice on the IA of the ending and new appointment.
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Share Capital and Net Assets

“ Became Net Liabilities owing to huge losses during the pandemic period
“ Failed to meet the stepped-up thresholds

4 Failed to turn the shareholder’s fund into capital owing to administrative error
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Share Capital and Net Assets

“ From the Required Documents submitted by licensed insurance broker
companies with financial year ending on dates between 1 January 2022 to 31
March 2022, we have noted that 2.89% of the licensed insurance broker
companies have failed to increase their paid-up share capital and/or net
assets to meet the new thresholds.

“ However, 10.74% of the Auditors’ Assurance Reports (“Compliance Reports”)
were wrongly drafted, e.g. with the outdated thresholds of Share Capital and

Net Assets.
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Professional Indemnity Insurance

“ Wrong calculation of gross insurance brokerage income, e.g. using net
brokerage income instead of gross brokerage income

“ Use estimated amounts instead of actual amounts from management
accounts

4 Fail to include an automatic reinstatement
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Client Account

Client monies relating to a client was used for the purposes of another client

Client monies was used for the purposes of the broker company’s own
expenses

“ The client account maintained with an authorized institution in the name of the
licensed insurance broker company in the title without the word “client”.

“ Broker lost the written notice to the bank stating that the client account is
maintained pursuant to section 71 of the Insurance Ordinance
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Keeping of Proper Books and Accounts

“ Licensed insurance broker companies without keeping of proper books
and accounts usually fail to submit their Required Documents or failed
to submit them on time.
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Audited Financial Statements

4 Qualified opinion for failure to obtain bank confirmation on time during COVID-
19 pandemic

Qualified opinion for going concern issues

Signed by only 1 director (when there were 2 or more directors)
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Audited Financial Statements

First Phase

We issued circular on 23 November 2021 to remind the licensed insurance
broker companies about the first phase of stepping up requirements.

“ As per our observations, 57% of the licensed insurance broker companies with
financial year ended 31 December 2021 have failed to meet the relevant
requirements under rule 8(2) in their Required Documents, despite we issued
our circular of 23 November 2021 to remind the broker industry of such
requirements.

“ We further cooperated with the Hong Kong Institute of Certified Public
Accountants (“Institute”) to include the circular in the Institute’s Technical News
of 27 July 2022 and 11 August 2022 respectively to remind their members of o
the relevant requirements. The failure rate was then slightly reduced to 46%. & \
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Audited Financial Statements

Second Phase

We issued a circular on 30 November 2022 to remind the broker industry for the
effective of the first phase of stepping up requirements, and the upcoming of the
second phase of stepping up requirements.

“ We further cooperated with the Institute to include the content of the circular in
the Institute’s Alert of 9 March 2023 to remind their members of the relevant
requirements.

9 The failure rate was slightly reduced to 44.12%.
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Enforcement Status

9 On 28/5/2021, 1A took its first disciplinary actions against two broker companies for
regulatory breaches of failure to submit their audited financial statements and auditor’s
reports (collectively, the “Financial Documents”) within six months following the end of
their respective financial years.

9 On 22/12/2021, 1A fined a licensed insurance broker company and suspended its
licence for failing to submit its audited financial statements and auditor’s report within
six months following the end of its financial year.
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Reference materials

4 Insurance Ordinance (Cap. 41)

4 Insurance (Financial and Other Requirements for Licensed Insurance Broker
Companies) Rules (Cap.41L)

“ Licensed Insurance Broker Companies — Compliance with the Insurance
(Financial and Other Requirements for Licensed Insurance Broker Companies)
Rules - Practice Note 810.1 (Revised) Issued September 2019 by HKICPA

4 Circular letter issued by the 1A on 20 November 2019 - Frequently Asked
Questions on the Broker Rules

4 Circular issued by the 1A on 18 December 2020 - Common compliance issues
arising in the first year of the direct regulatory regime for licensed insurance
broker companies

9 Circular issued by the 1A on 23 November 2021 - Insurance (Financial and Other
Requirements for Licensed Insurance Broker Companies) Rules (Cap. 41L)
Savings and Transitional Arrangements

4 Circular issued by the 1A on 30 November 2022 - Specific report on new
requirements being phased in
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Q:

If a licensed insurance broker company does not handle client monies, is it required to maintain a
separate client account?

A.

A broker company which does not hold any client monies is not required to maintain a separate
client account.

28
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Q:

Can a licensed insurance broker company use client monies of one client to settle the premiums
of another client’s insurance policy?

A:
No, client monies relating to a client should only be used for the purposes of that client.

29
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Q:
Can an insurance broker pay house money to the client account in order to pay for bank charges?

A:

Rule 6 (6): A licensed insurance broker company may, for the purpose of complying with subrule
(1), pay into a client account such monies as may be necessary for the opening or maintenance of
the account and such monies are taken to be client monies for this purpose.

30
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Q:
Can an insurance broker keep its commission income in the client account without transferring
such income to its office account?

A:

Rule 7 (1)(a): A licensed insurance broker company must, in relation to its business which
constitutes the carrying on of regulated activities, keep, where applicable, such accounting and
other records (including records relating to the assets or affairs of the company’s clients) as are
sufficient to enable financial statements that give a true and fair view of its financial position
and financial performance to be prepared from time to time; and account for all client monies
that it receives or holds;

Rule 6(11): A licensed insurance broker company which holds or receives client monies must—
(a) at least once a calendar month compare the total of the ledger balances of client monies
with the total of—

(i) the balances shown on the bank statements and passbooks (after allowing for all unpresented
items) of all client accounts; and

(ii) any client monies held by the company that have not been deposited into a client account; and
(b) as at the same date when a comparison is made pursuant to paragraph (a), prepare a
reconciliation statement, which must show the cause of the difference, if any.

(Note: the IA will enquire brokers for large discrepancies between client accounts and insurance 31
premium payables.)
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Q:

Does a professional indemnity insurance policy need to be issued by an insurer which is
authorized in Hong Kong?

A.

No, provided the terms and conditions of the policy fulfill the requirements as stated in the Broker
Rules, it may be issued by an insurer which is not authorized in Hong Kong.

32



Q:
How to determine limit of indemnity for professional indemnity insurance?

A:
Under Rule 5 (2) of the Broker Rules, the limit of indemnity referred to in subrule (1) must not be
less than the greater of the following—

(a) 2 times the aggregate amount of the licensed insurance broker company’s insurance
brokerage income in the 12 consecutive months immediately before the commencement
date of the policy period under its professional indemnity insurance policy, up to a maximum of
$75,000,000; or

(b) $3,000,000.

(Note: the sudden increase in current month’s gross brokerage income will not affect the
compliance with requirements of your current PlII.)
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Q:

Is the broker company required to make reference to its audited amount of net assets in
determining the deductible amount?

A:

Yes. However, if the audited amount of net assets is not available, it may rely on unaudited
amount of net assets as a reference. But should be alert to any subsequent downward
adjustments to the amount of net assets and take immediate rectification.

34
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Q:
What are the insurance brokerage incomes distinguishing between general business and long term
business?

A:
Please refer to Part 2 (Classes of Long Term Business) and Part 3 (Classes of General Business)
of Schedule 1 to Insurance Ordinance (Cap. 41).

35
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Contact of I1A
I
Broker Licensing brokerlicensing@ia.org.hk
CPD Reporting cpdreporting@ia.org.hk
CPD Enquiry cpd@ia.org.hk
Broker Supervision brokers@ia.org.hk

General Enquiry enquiry@ia.org.hk







"ﬂ{}ﬂﬁﬁ%ﬁﬁ

Insurance Authority

Thank You

O (852) 3899 9983 www.ia.org.hk

® (852) 3899 9993 @) KoisaiPokam

9 enquiry@ia.org.hk



