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"Why tax deduction for insurance is benefit to both
society and government?"

This article is to discuss why tax deduction for insurance is benefit to
both society and government with focus on the incentive for citizens to
purchase Insurance.

The Value of Insurance

Functions of insurance are to spread the loss caused by a particular risk
over a number of persons and assets. Insurance is a means of protection
from financial loss. It is a form of risk management, primarily used to
hedge against the risk of a contingent or uncertain loss.

Insurance benefits to society in several ways but the general awareness and professional recognition of
its contributions to the overall economy and society are comparatively low. Policymakers, policyholders
and the general public only start valuing insurance once a loss has been incurred and compensation is
expected from insurance. The most significant contribution of insurance to society is the provision of
risk sharing, risk pooling and risk transfer abilities and loss prevention measures, which are inherent in
the insurance business model and fundamental for a well-functioning economy.

If no insurance cover, we can imagine that huge financial assistance is required from the government
for any typhoon losses, catastrophe losses or retirement expenses. From the policymakers perspective,
where risks are uninsurable the government has to intervene, but it does not have to worry about
risks that are insurable and insured. Insurance thus works hand-in-hand with the government in loss
prevention and loss compensation. The government policies that are relevant to the management
of risk for the natural disasters, accidents and aging problem include, but are not limited to disaster
assistance, government funding insurance programs, taxation, social welfare, compulsory insurance
requirements, and insurance regulations.

Insurers insure individuals as well as commercial entities. Private individuals choose an insurance
product to avoid being confronted with a financial burden when incurring damage resulting from a
certain event (non-life insurance) or when they want to build up a financial reserve for a certain project
and/or seek to mitigate mortality, disability and longevity risks (life and pension insurance). Insurance
is an effective tool of risk transfer for helping consumers, companies and society to recover from the
financial losses.

"Peace of mind for individuals"

The most common compulsory non-life insurance product in Hong Kong is Motor Third Party Liability
(MTPL) insurance. If an individual causes an accident, he/she is obliged to compensate the damages
which the non-liable third party has incurred. Depending on circumstances of the accident, the
individual would need to pay a high amount of money (ranging from hospitals bills to loss of future
income, in addition to the material damage). By taking out MTPL insurance, the individual ensures that
the third party’s damages are paid, while his/her financial situation is not heavily impacted.
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In view of the functions of insurance, both government and public are suggested to promote the value
of insurance and transfer different type of risks earlier.

Loss Frequency and Severity

"A typhoon triggering a No. 8 signal on Hong Kong's warning scale can carry huge total losses to the
city — about US$627 million a day, according to a report by Swiss Re Institute. That is about 67 per cent
of the city’s daily GDP, the research arm of the insurer said. And many of the losses are not insured."

Source: SCMP 13 September 2018

Number of world natural catastrophes, 1980-2017
(Number of relevant events by peril)

Source: © 2018 Munich Re, Geo Risks Research, NatCatSERVICE. As of January 2018.

As per the above information, we believe that the growth of loss frequency and severity will cause
serious financial impact to the society in the coming years. Therefore, the appropriate risk transfer
mechanism and funding system are necessary to mitigate the risk impact. Both public and government
should contribute in the risk management to ensure economic survive and development.

Risk Management Education and Encouragement of Risk Transfer

With consider the value and benefit of insurance, the risk transfer concept should be included in
our public education and we have to ensure everyone understand the importance of risk transfer in
different type of risks. MPF and VHIS are the good examples for the risk transfer in Hong Kong with
government support.

"As announced in the 2018-19 Budget, to provide an incentive for the public to purchase certified
plans under the VHIS, the Government will amend the law to allow tax deduction for relevant
premiums paid. Premiums paid by a person for himself/herself and their dependents will be allowed for
deduction. The deduction ceiling is $8,000 per insured person per year. There is no cap on the number

of dependents that are eligible for tax deduction."
&llli’lli
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In order to push the risk transfer earlier and well prepare for risk management, exact financial
encouragements are very useful. From the public perspective, the cost of risk transfer is still a financial
burden for both individual and corporate even they understand the importance of risk transfer
concept. Therefore, the financial support from the government is a very attractive encouragement to
push risk transfer concept and establish a positive insurance buying behavior.

Conclusion

The tax deduction for VHIS is a good starting point to encourage the risk transfer concept but it would
be better if more financial encouragements for other non-compulsory or voluntary insurance such as
personal accident, household and life insurance (term, endowment, annuity and whole life insurance).
With the financial support from the government, a risk transfer culture society will be developed and it
is a solid foundation of our strong economy.

Dr. Tony Lee
Director of ANZIIF Board

Australian and New Zealand Institute of Insurance and Finance (ANZIIF)
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We create insurance solutions for

As a melting pot of cultures, industries and ideas, Hong Kong offers immense opportunities for
businesses to grow and prosper. However, with opportunity comes risk. At QBE Hong Kong, we know
that everyone has ambitions and goals. We give people the confidence to achieve their goals by helping
them manage the related risks. We understand the complexities of working in this diverse region and
we have the international experience and local knowledge to help our customers succeed. Whether it’s
safeguarding your property or employees, or protecting valuable construction or marine assets,

we partner with you to deliver the insurance solutions that best suit you and your business.

To make your business ambitions a reality, visit qgbe.com/hk today.
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