Since August, 2007, approximately 40 banks, a major US insurance company, US government
sponsored enterprises (Fannie Mae & Freddie Mac), and several investment banks have either
failed or required substantial government assistance. Still, the financial crisis has yet to show
signs of coming to an end. One may wonder, how did problems that first manifested in a
relatively small part of the mortgage market led to a contagion affecting so many types
of credit and then quickly spread to threaten the liquidity and possible solvency of many
financial institutions including insurance companies worldwide.

Background

The current crisis started in the housing sector in the USA. The root cause of the problem was that from the early
1990s to 2006, the continuous growth in housing prices (mainly in the USA) meant that even as a borrower’s
personal finances was stressed, the increase in his home value often gave him the option to re-finance or sell instead
of going into delinquencies. Furthermore, because mortgage rates remained low from most of 2000 to 2005, one
was usually able to refinance into another low-rate product. As a result, subprime (higher risk) mortgage origination
and securitization increased substantially between 2000 and 2006. Along with this rise in lending came innovative
instruments including the use of adjustable rate mortgages and hybrid loans.

The same time period also witnessed an increase in supply of credit for housing and the use of non-traditional
mortgage products such as interest-only and negative amortization loans. However, as interest rates rose between
2004 to 2006, delinquencies and foreclosures began to surge. By 2007, it became evident that credit deterioration
extended well beyond subprime mortgages. Other collateral such as prime mortgages, credit cards, automobile
loans and student loans all showed declines in credit quality.

Structured finance and other innovative financial products, some of which are discussed below, may have served
to magnify the impact of credit deterioration.

Securitization of mortgage debts allowed financial institutions easy assess to new capital. The fact that Fannie Mae
& Freddie Mac guaranteed many of these mortgage-backed securities also made them more popular. Thus, the
subsequent default of the underlying mortgages led to significant write off at Fannie Mae & Freddie Mac.

Collateralized Debt Obligations (CDO) are special purpose entities that hold debt as collateral and issue long-
term liabilities in the form of tranched securities. CDOs are used to hedge credit risk, reduced regulatory capital
requirement and served other purposes. When the underlying collaterals defaults, CDOs became affected.

Incorrect assumptions about co-relation risks contributed to the poor performance of many CDOs. Many securitized
products are structured based on the assumption of a certain degree of diversification in the performance of the
underlying collateral. When different types of collaterals all underperformed at the same time following the decrease
in housing prices, the portfolio effect of risks spreading failed, triggering liquidations of CDOs.

A Credit Default Swap (CDS) is a contract that provides insurance against the risk of a default by a particular entity.
A significant part of AIG’s problem arose from CDSs. These are bilateral agreements used to spread costs of credit
events (such as default or bankruptcy) and enable participants to hedge against the credit worthiness of companies
or sometimes even countries. While there has not been many actual claims against CDSs as a results of default, these
contracts often contain provisions where as the capital base of the issuer of the CDS declines, additional collaterals
must be lodged with the holder of the CDS. Thus, many of the billion of dollars supplied to AlG via the government
rescue package are now tied up as collateral with holders of CDS. The weakness associated with these financial
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instruments all led to the indirect effect of draining liquidity from the system to facilitate trade and commerce.

Key players in the insurance industries such as AIG, Swiss Re and others were affected by CDSs and investment
losses from their portfolio of mortgage related securities and CDOs. Insurance companies which are not involved
with CDSs, suffered decline in investment assets and related income on the other classes of investments.

Lessons applicable to the Insurance Industry

With the best risk management intentions and processes in the world, existing financial models engaged by insurance
companies are inadequate in portraying ultimate systemic risks caused by the elimination of portfolio risks spreading
effect and destructions caused by counter-party failures which create a “domino” effect.

Insurance companies which strayed from their core business and underwrote innovative structured financial products
suffered the most extensive losses and erosion of statutory capital

The effect of sophisticated financial or insurance instruments which allow financial institutions to significantly
multiply their leveraging capability were inadequately monitored. A strong and extended economic cycle have led
to complacency and assumptions that asset values would continue to appreciate indefinitely.

For insurance companies, many of whom will undoubtedly survive this financial crisis, the following actions should
be considered:

They must have sound underwriting discipline and maintain combined ratios well below 100% since investment
returns will be less predictable and become a less reliable source of income.

Insurance companies must embrace enterprise risk management and develop contingency plans including access
to contingent capital to manage major catastrophes and systemic risks.

Regardless of how attractive a particular risk might appear and how high the return, there must be protocols to
strictly safeguard against an undesirable level of accumulation of similar risks.

The insurance industry should refrain from structured arrangements whereby insurance capital are being used to
assist companies to cover up balance sheet exposures by transferring these liabilities to a special purpose vehicle or
financial insurance contracts. These financial arrangements have the unintended consequence of allowing companies
to leverage their capital to undesirable levels without being detected.

While there is a clear trend where insurance products and other financial derivatives are “converging”, insurance
companies must specialize and develop unique expertise in managing specific risks as opposed to being all things
to all companies.

Prudent insurance companies who exercise care in preserving their capital and liquidity will be able to take advantage
of the increased demands for risk transfer products as the cycle turns positive and can serve as the provider of risk
capital which will facilitate recovery in trade and commerce.

Mr. Bernard Fung, GBS, JP.
Chairman and CEO
Aon Asia Pacific

Mr. Fung was appointed to this current role in 1997. He is a member of Aon Corporation’s Executive Committee and is responsible for Aon's Asia

Pacific operations headquartered in Hong Kong. Aon is the world’s largest insurance broker and has operations in 125 countries. It is a Fortune 500
company and listed on the New York and London Stock Exchange.
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CPS Insurance Brokers Ltd.
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CPS Insurance Consulting Ltd.

QuaLity SERVICE I's OUR GUARANTEE
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APEX INSURANCE (HOLDINGS) LTD.
APEX INSURANCE SERVICES LTD.
APEX INSURANCE AGENCIES LTD.
APEX INSURANCE BROKERS LTD.

Exclusive Distributor of Pet Care Insurance

WK o8 s BT

4, 11 & 12 Floor, Surson Commercial Building,
140-142 Austin Road, Tsimshatsui, Kowloon.
Telephone: 23668898 / 34122600 Facsimile:27243766

Website: http://www.apexinsurance.com.hk
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Office Bearers / Advisors 2009

Mr. Joseph C.L. Sit -
Mr. Roger C.P. Tsang -
Mr. Harry Y.H. Chan -
Mr. Patrick P.Y. Ho -
Mr. lvan C.K. Chiu -
Mr. Kent W.F. Yu -
Mr. Harley Y.S. Kwan -
Ms. Jaclyn Y.Y. Chu -
Mr. Steve K.K. Cheng -
Mr. Michael C.S. So -
Mr. Teem Y.T. Lam -
Mr. Kenny K.H. Leung -
Mr. Vincent Y.M. Wong -
Mr. Frankie K.F. Yiu -
Mr. George P.K. Wu -
Mr. Geoffrey T.M. Lung -
Mr. Ricky S.K. Chu -

Mr. Johnson Lee -
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Mr. Roger Tsang

Ms. Susanna Chan
Mr. John Lee

Mr. Jonas Man
Mr. Kamson Lam
Ms. Rita Lam

Mr. Davey Lee

Mr. Simon So

Mr. Anthony Lau

Mr. Ricky Chu

Mr. John Ma

Mr. William Ng
Mr. Raymond Yam
Mr. Simon So

Mr. John Lee

Mr. Li Ka On

Mr. Albert Chan

Mr. Francis Chan
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LOOK WHO'S COME OUT WITH A COMPETITIVE

NEw RETURN OF PREMIUM rot

Transamerica Life (Bermuda) Ltd. Introduces

Trendsetter ROF:3 O

Transamerica Life Bermuda's return of premium term life insurance policy, Trendsetter ROP 30, is great news
for everyone. |t offers clients the best of both worlds: the protection of a 30-year term life insurance policy and a

LOOK WHO'S COME OUT WITH A

NEw RETURN OF PREMIUM roLi

Transamerica Life (Bermuda) Ltd. Introduces

Trendsetter ROF:; O

If you're looking to increase sales, Transamerica Life Bermuda has some great news. There's a ready-made
market out there for return of premium term life insurance. And Transamerica Life Bermuda has just the policy
to help you tap it: Trendsetter ROP 30. With features such as age-last-birthday pricing, Trendsetter ROP 30 is

full refund of eligible premiums at the end of that term.*

Percent of Eligible Premiums Refunded

ideal for individuals such as the:
End of year 4 5 10 15 20 25 30

_ T . _ _ 3% 8% 33% 48% 63% 78% 100%
A return of premium term life insurance policy gives new home owners mortgage protection plus a return of
eligible premiums paid if they outlive the policy.* Should something happen to the insured home owner, the
policy’s death benefit could help the beneficiaries cover the unpaid mortgage. Should the insured live beyond
the level premium period, the return of premiums provides a nice sum to put toward remodeling, a down
payment on a new home, or whatever purpose desired.

And because we offer some very competitive premiums, Trendsetter ROP 30 gives you the opportunity to set
some winning sales records. Take a look below and see what clients would pay to get their money back! Shown
are annual premiums for Trendsetter Super 30, providing the protection of a 30-year term life insurance policy.

Mext to it are premiums for Trendsetter ROP 30, which offers the same 30-year term coverage plus the return
Business Owner

of premium feature!

Trendsetter ROP 30 can provide great flexibility:

* VWhen used to fund a "buy-sell” agreement—If a business owner dies prematurely, the death benefit can be Fmnum s i, sl Eho Lt bl L it
used to buy the shares owned by the decedent. If business circumstances should change during the policy term $500,000 Male 35 % 8220 $1,350
but after year four, the policies could be cancelled and a percentage of eligible premiums would be returned to ’ Male 45 ' 1,910 3,095
the policy owners.
* With "key-man” insurance—If an insured key executive leaves the company, the business may still have a $1.000.000 Male 3& 1,625 2,350
Male 45 3,565 5,620

percentage of eligible paid premiums returned if the policy is cancelled after year four.

* With a large bank loan—The death benefit could be used to pay off the loan, ensuring that the business is All amounts are in U.5. dollars.

not saddled with that debt. For more information, please contact:

Patrick Leung Agency Ltd
(General Agent)

1705 Sino Plaza, 255-257 Gloucester Road

Causeway Bay, Hong Kong TRANSAMERICA
Tel: (852) 2575-7833 Fax: (852) 2833-6006 LIFE BERMUDA LTD
Co. Reg. MNo. F 06768D

For more information, please contact:

Patrick Leung Agency Ltd
1705 Sino Plaza, 255-257 Gloucester Road

Causeway Bay, Hong Kong
Tel: (852) 2575-7833 Fax: (852) 2833-6006
www transam.com.hk  e-mail: info@transam.com.hk

TRANSAMERICA LA

LIFE BERMUDA LTD
Co. Reg. No. F 06768D www.transam.com.hk e-mail: info@transam.com.hk

*Excluding substandard premiums, rider premiums, and outstanding loans. Return of prermium not available if death occurs during
level premium period.

Trendsetter ROP 30 (Policy Form Nos, 6-630 67-106 and 6630 89-106) is a term fife insurance policy issued by Transamerica Life

‘Excluding substandard premiumns, rider premiums, and outstanding loans. Return of prermium not available if death occurs during
level prermium period.

Trendsetter ROP 30 (Policy Form Nos. 6-630 67-106 and 6-630 89-106] is a term life insurance policy issued by Transamerica Life
{Bermuda) Ltd, incorporated in Hamilton, Bermuda. Premiums are guaranteed level for the first 30 years, then premiums increase
annually starting in year 31. This policy is available only in Hong Kong and Singapore. Insurance eligibility and premiums are subject to
underwriting. In the event of suicide during the first two policy years, death benefits are limited only to the return of premiums paid.

0L 2209 1206 For producer use only. Not for distribution to the public.

{Bermudsa) Ltd,, incorporated in Hamilton, Bermuda. Premiums are guaranteed level for the first 30 years, then premiums increase
annually starting in year 31. This policy is available only in Hong Kong and Singapore. Insurance eligibiity and premiums are subject to
underwriting. In the event of swicide during the first two policy years, death benefits are hmited only to the return of prermiums paid.

OL 2210 1206 For producer use only. Not for distribution to the public.
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2008 is a challenging year for the Chamber and the insurance industry as a whole. The world economy is making a

halt in growth and indeed slipping into a recessionary cycle from October 2008. The confidence crisis to financial

industry has been adversely affecting financial market while insurance intermediaries are feeling the negative impact

of the recessionary economy from the last quarter of 2008.

Though your Chamber is no better than others in foreseeing the direction of the economy, in my address for the

2008 Inauguration Ceremony, | had pinpointed the need of taking proactive stand in equipping ourselves to meet

the needs of insuring public and challenges ahead. | had also identified key initiatives for the year of 2008 and |

would like to report the progress made during the year on these key initiatives:

1)

2)

3)

36

Set up subcommittees to study on Insurance Intermediaries Best Practices, China Market Opportunity
and Healthcare Reform and Financing

Ms Karen Ho, Secretary is heading the Insurance Intermediaries Best Practices Subcommittee (IIBPS). Phase 1 was

completed on schedule and work will continue into 2009 and more details will be sent out to members in 2009.

China Sub-committee (CS) is chaired by Mr. Roger Tsang, our IPP. Under Mr.Tsang’s chairmanship, your Chamber
had been establishing close link with Shenzhen Insurance Intermediary Association. Your Chamber had also
disseminated official information regarding establishment of corporate agent in China under CEPA 4 as well as
successfully launched of the first HK/SZ Friendly Soccer Tournament on 6 Dec 2008. Recently, your chamber
was asked by IA to give opinion on CEPA 4 regarding corporate agent establishment in China. Study tour to Sun
Hing China was attended by over 30 members in August 2008.

Under the chairmanship of Mr. Geoffrey Lung, Healthcare Reform and Financing (HRFS) had written up Chamber’s
position paper on the subject and submitted to the Director of Food and Health Bureau of the HKSAR Govt.
The same was sent to our members by e-mail in Jul 2008.

Active participation in insurance industry activities

Your President had actively attended on behalf of the Chamber in the Discussion Forum convened by Mr. KP
Chan, Legco Member of the Insurance Constituency, which was focused on working out key issues and steps of
the industry in the wake of current financial turmoil. More details would be reported to members.

Your Chamber had been joining the monthly Insurance Association Gathering hosted in turn by seven insurance

associations in Hong Kong

Representatives from the chamber attended annual Cross Strait Insurance Conference, annual dinners and

anniversary functions of other insurance associations and other industry events.
Active participation in community service

Your chamber had joined the fund raising program for Szechuan earthquake victims. Thanks to the keen support of
your Executive Committee members, Board of Counselors and some members, total fund raised was $31,788.80
which was passed to Red Cross.

Our support to FU Hong Society continued in 2008.A donation box was used to collect donations in our monthly
last Friday Fellowship Drinks.This year, your chamber had participated in the Flag Day and walkathon organized
by them. Total fund raised for Fu Hong Society was $11,770.10.
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4)

5)

Our Chamber is recently awarded the use of the Caring Organisation Logo on our letterhead by the Hong Kong
Council of Social Service in recognition of our Chamber as a social responsible organisation.

Run CPD courses and forums
Two CPD courses on developing soft skill of members were organized

Two forums on key industry issues, Healthcare Reform and Building Management (Third Party Risks Insurance)
Regulation were organized with over 50 and 100 attendees.

Improve funding of the Chamber

Despite increasing expense as a result of more activities, Chamber’s funding was kept to the level of
HK$465,116.05, which is HK$15,675.79 slightly below that of the 2007’s.

Other activities were held in following areas:

a)

Members’ Education

Our 2007 Year Book titled, " The Critical Success Factors for Insurance Intermediaries and if CEPA 4 a panacea
to us’ was published in April 2008. It provided readers with a good ground for thoughts and if you had not read
it, please do so. | would like to take this opportunity to express thanks to your hardwork of 2007 Year Book
subcommittee under the chairmanship of Jaclyn Chu, Director of Publication.

We had organized two CPD courses for our members in July and November 2008.Your Chamber had selected
topics, namely, Negotiation In Work and NLP Skills to Improve Sales Performance and Communications
which were aimed at enhancing “soft skill' of members. The hourly cost of CPD courses was tightly control
to ensure that members could obtain necessary CPD points at reasonable cost. Both courses attained good

level of enrolment.

Two forums on current industry issues were successfully held in the year. The topics were Healthcare Reform
Consultation and Building Management (Third Party Risks Insurance) Regulation. Both were well received by
members with over 100 attendees on each occasion.

Fellowship & Members' Service

The Last Friday Fellowship Drink continued to be the most popular functions for members. Free drinks were
offered to members who were able to expand their network with other members and representatives from
sponsored insurers. Ten Fellowship drinks were organized for members in the year.

The annual day outing to Sai Kung for members was attended by more than 40 members on 12 July 2008.
Pi Yu Chong Golf Tournament was successfully held on 14 Nov 2008 with 30 participants.

Your Chamber organized a luncheon on 1 Dec 2008 with Hon. Mr. Bernard Chan, our Honorary Adviser as guest

speaker. Mr. Chan shared with over 48 members his view on current industry issues.
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c) Trade Issue

In the wake of Lehman Brother Mini-bond incident, your Chamber had written to the Insurance Commissioner

expressing its concern on selling practice of banks on insurance products. The letter was sent to all members.

d) Membership

As at today, your Chamber had 160 members including 57 full members.There were 14 new members recruited
in the year (3 - FM, 3-CA, 1-IM & 7-IA).

On behalf of the Board of Directors of the Chamber, | would like to take this opportunity of expressing my thanks

to the following persons:

1

N

w

N

)
)
)
)
5)

Hon. Mr. Bernard Chan Honorary Adviser

Mr.Yip Shing Hing Honorary Legal Adviser

Mr.Wong Chun Pong Honorary Auditor

Members of the Appeal Committee — Mr. Fernando Hui, Mr. Simon Ip, Mr. OF Leung & Mr. Alex C B Wong

Members of the Board of Counselors — Mr. Roger Tsang (Chair) Ms Susanna Chan, Mr. John Lee, Mr. Ricky Chu,
Mr. Jonas Man, Mr. Kamson Lam, Ms. Rita Lam, Mr. Davey Lee, Mr. Anthony Lau & Mr. Simon So

Members of the Trade Counseling Commission — Mr. Ricky Chu (Chair), Mr. John Ma, Mr.William Ng,
Mr. Raymond Yam, Mr. Simon So, Mr. John Lee, Mr. Li Ka On, Mr. Albert Chan & Mr. Francis Chan

Sponsors to our activities — Mr. Pi Yu Ching (Golf Tournament), Zurich Insurance (Soccer Team & HK-SZ Soccer

Tournament), Sponsors to our monthly Last Friday Fellowship Drinks
Writers and advertisers of 2007 Year Book

Mr. Gregory Fong, Founding President

10) My marvelous members of the 2008 Executive Committee — Roger Tsang, Johnson Lee, Harry Chan,

Patrick Ho, Karen Ho, Harley Kwan, Steve Cheng, Jaclyn Chu, Ivan Chiu, Teem Lam, Angela Lee, Geoffrey Lung,
Michael So, Vincent Wong, George Wu, Frankie Yiu, Kent Yu and our Part time administrator.
To me, | enjoy and learn so much from working with them. Without their generous and enthusiastic support, |

cannot imagine to be able to execute my role as the President.

11) Last but not least, members’ support as stakeholders

| look forward to receiving your continuous support to the upcoming Executive Committee of 2009.

Joseph C.L. Sit
President 2008
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Committee at the Caring Company
Recognition Ceremony

President Joseph Sit receiving Certificate
from Hon. Bernard Chan Chairperson of
the Executive Committee in the Hong
Kong Council of Social Service
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INAUGURATION CEREMONY OF THE ExecuTive CoMMITTEE 2008

Group photo with Mr. Clement Cheung
and Guests

Oath taking of 2008 Executive Committee
Members witnessed by Hon. Bernard Chan

Guests and members in the Inauguration
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Presentation of souvenir
to Hon. Bernard Chan

Signature Board

40 '&o
2008 YEARBOOK CHANBER OF

Z_OONEET IWSURANCE.

IWIERMEDIARIES.
EERBELIATE

ANNUAL GENERAL MEETING

Group Photo of Executive Committee
Members of 2008
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ForuM — HEALTHCARE REFORM CONSULTATION

Group Photo with speakers

Q & A session

Speech by Dr. Lam Kui Chun, JP (from left),
Hon. Mr. Bernard Chan, Mrs. Ingrid Yeung,
Deputy Secretary for Food and Health
(Health) and Mr. Peter Tam, Executive Director
of HK Federation of Insurers (on right)

Participants in the
Forum
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mMEBEBTE £rRELL) —XiB HKCIl HOSTING MONTHLY INTER AssOCIATION DRINK

HKCIl members and their families in Sai Kung
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