HKFI GUIDANCE NOTE ON ILAS ILLUSTRATION DOCUMENT

() Objective

The objective of this Guidance Note is to ensure that there is more consistency of approach in the
illustration documents for ILAS policies, to ensure that customers receive proper information
and disclosure and that the rates of illustration are appropriate to the current investment
environment.

(I1) Background
The contents of this Guidance Note have been created by the Life Insurance Council if the HKFI.

Office of the Commissioner of Insurance and the Securities and Futures Commission, have been
consulted about the contents of this Guidance Note.

(111) Guideline

Insurers have the choice of one of the two options below to illustrate the assumed rates of return:

1) four assumed rates of return for illustration, 0%, 3%, 6% and 9% on two pages with
surrender value and death benefit shown on first and second page respectively, and

2) three assumed rates of return for illustration, 0%, 3% and 6% on one page with both
surrender value and death benefit shown on the same page.

For both options, other than the 0% assumed rate of return, all rates of return are maximum rates

and insurers can choose to illustrate lower rates. For further details regarding the above options,

please refer to the sample templates attached in appendix A and B.

The illustration is prepared so that it includes all policy level charges but not the fund
management charges. Here, the fund management charges are defined as solely the charges
charged by fund managers.

Any charges applied by insurers in the form of fund management charges should be reflected
through the numerical illustration no matter whether the charge is deducted through unit
deduction or the charge is reflected through its unit price calculation (i.e. under the circumstance
of “mirror fund”). For example, if there is a fund management charges applied by insurers either
directly or in the form of “mirror fund”, above charges should be part of the numerical
illustration e.qg. if there is a 1% fund management charge accruing to the insurer and a 1.5% fund
management charge accruing to the fund house then the expectation is that the numerical
illustration will include the 1% charge mentioned above and the 1.5% fund management charge
accruing to the fund house will be mentioned in the notes to the illustration.

(Effective no later than 1% January 2015)



Since it is possible to have zero policy value in a low investment yield scenario and only positive
policy values in the high investment yield scenarios, a clear statement should be in place to
remind policyholders regarding this situation like:

“Under the projection at x% investment return, your policy will remain in force up to an attained
age of xx of the individual insured. The policy will terminate afterwards.” Please kindly note that
above statement should cover the respective 0%, 3%, 6% and 9% investment return scenarios if
applicable.

For example, assume that the projected policy value will become zero when the insured reaches
attained age 58 and 67 under the assumed rates of return at 0% and 3% respectively. Below
reminder statement will be in place in the illustration.

“Under the projection at 0% and 3% investment return, your policy will remain in force up to an
attained age of 57 and 66 of the individual insured respectively. The policy will terminate
afterwards. Your policy may also terminate under other adverse investment scenarios. If the
actual investment return is below the above projected investment return, the policy may
terminate 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.”

Under above example, 6% and 9% investment return is not applicable since the projected policy
value will not become zero before the end of the illustration period.

The projected surrender values should be shown as at the end of each of the first five years of the
contract, and for every fifth year thereafter until maturity or the end of policy whichever is
applicable, after deduction of all relevant charges as described in the above approach. The
number of policy year should not be illustrated higher than customer’s age at one-hundred (100).
Besides, the last few lines should be illustrated by “at age 907, “at age 95” and “at age 100" for
the better understanding of customers.

The declaration in the notes should include reference to the fact that the fund management
charges levied by the fund houses are not included in the illustration. Hence, the gross return
required is higher (see example for the standard wording).

A warning statement is required alerting the proposer that early surrender or early premium

discontinuance may result in significant loss. The standard wording for this is shown in the
example illustration.
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Insurers will be required to prepare an illustration reflecting the particulars of the customer
(rather than using a standard illustration for all customers). The particulars of the customer
should include but not limited to age, gender, target product, target premium amount, payment
term and currency.

Insurers should present the illustration document in a font (i.e. typeface and size) that is easy to
read and legible.

The principles and intent in this guideline should apply towards all pages of the benefit
illustration.

The Appointed Actuary should be responsible for the accuracy of the calculations and the
preparation of the illustration so that the presentation of the illustration will not mislead the
customers.

(V) Effective Date

Insurers which sell ILAS products are required to implement this Guidance Note no later than 1%
January 2015. Early adoption before the effective date is highly recommended.

Questions regarding the interpretation of this Guidance Note should be addressed to the HKFI.
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