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Dear Chief Executives / Members,
Implementation of “Remuneration Disclosure” effected from 15 April 2013

Update

Further to our memos dated 11 January (MEMO/004/2012) and 27 April 2012
{MEMO/020/2012) respectively on the issue of remuneration disclosure, we would like to
advise you of its latest development as follows:-

1. In response to the landmark judgment of Judge Reyes given in a High Court case
Hobbins in early 2012, PIBA has sought legal advice on the appropriate course of action
to be taken. The Hong Kong Confederation of Insurance Brokers (“CIB”) and the Hong
Kong Federation of Insurers (“HKFI") have taken similar action in this regard. Exchange
of legal advices sought and discussions among the three organizations took place
afterwards, and eventually a Joint Task Force ("JTF") was formed in late April this year at
the request of the Insurance Authority in an attempt to work out an agreeable and
practical solution to this matter.

2. With fruitful exchange of ideas and views around the table in a series of JTF mestings,
consensus has been reached among the parties that, as a minimum good practice for
remuneration disclosure, a broker member should prepare and include in its client
agreement a Form of Disclosure in the following manner:

[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.

3. Unless the insurance brokers have already entered into some kind of a compliant client
agreement setting out clearly therein the express levels of fee or commission, they are to
include a Form of Disclosure in specific documents to clients.

4. For insurance business transacted electronically, e.g. web-based or telemarketing, such
wordings should appear on broker member's entrance webpage or be included in its
telemarketing script respectively.

Implementation of “Remuneration Disclosure”

5. Toimplement “Remuneration Disclosure”, which applies to all lines of insurance business,
a resolution was passed at PIBA 5" EC Meeting held on 16 October 2012 to amend and
add a new paragraph 3A into PIBA’s Membership Rules and Regulations by virtue of
Article 66 of the Articles of Association of PIBA (bilingual copy of which is enclosed).

Timeliness for implementation
6. Our broker members will have about six months for preparation before such
implementation takes effective, namely on 15 April 2013.
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7. Simultaneously, in line with the actions taken by CIB and PIBA, HKFI will require their
insurer members to add appropriate clauses on their own documents for remuneration
disclosure, after which Brokers Declaration as recommended by HKFI (in October 2011)
will no longer be required.

8. In cases where commission is higher than the range of brokerage commission
customarily paid for a particular class of insurance or there is also other form of
remuneration paid by insurers (including but not limited to volume or profit commissions,
service fees or marketing allowances), then further disclosure and express consent from
clients may be required for the purpose of complying with the provisions of the Prevention
of Bribery Ordinance (“PBO").

9. For compliance with PBO, broker members’ attention is drawn to PIBA's methodology of
disclosure as circulated in 2011 and in any event, in case of doubt, broker members
should seek their own legal advice.

10. Meanwhile, PIBA and CIB are working together on an enhanced and uniformed
methodology for voluntary adoption by broker members of both associations.

11. Broker members are advised to start preparing for the implementation of Remuneration
Disclosure, which may include, but not limited to:-

(1) Joint compliance, legal and operational executive review of the implications;

(2} Legal compliance consideration and recommendation for internal operational
compliance;

(3) Approval from management of the company or relevant authority within your
establishment;

(4} Consideration and agreement of a detailed implementation plan;

(5) Briefing, agreement and implementation of IT system programming and other
logistics, e.g. printing and stationery;

(8) Staff training seminars;

(7) Client's briefing seminars (if necessary).

12. PIBA and CIB are organizing briefing sessions for broker members of both associations
on these matters so as to make them a better preparation for the implementation. Details
of the briefing sessions will be announced as soon as practicable.

13.In the meantime, if there are any enquires in respect of this new requirement, please

send to PIBA Secretariat (by fax: 2770 2372 or email: info@piba.org.hk). Any enquires
will be carefully considered and addressed either via memo or at the briefing sessions.

i
Best\iegards.

)
hief Ad

Encl: Remuneration Disclosure Practice (Bilingual copy)

istrative Executive

ce Office of the Commissioner of Insurance
The Hong Kong Federation of Insurers
The Hong Kong Confederation of Insurance Brokers
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3A. Remuneration Disclosure

(a) In respect of compliant client agreements

Where there exists a form of client agreement whether as a broker service agreement,
brokers terms of business agreement or similar and where such agreement has been
signed by the client and sets out clearly therein the express levels of fee or brokerage
remuneration to be received by the Member then the provisions of 3A(b) and (c) below are
deemed to have been complied with subject to the following:

(i) related correspondence containing the remuneration terms is acceptable provided it is
signed by the client;

(ii) this provision shall apply to insurance transactions which occur within a period of three
years from the date of signing of the relevant client agreement and/or related
correspondence; and

(iii) deemed compliance in respect of 3A(b) and (c) below will not apply where the client
agreement and/or related correspondence does not clearly specify that any brokerage
to be received under the terms of the client agreement and/or related correspondence
will be paid to the Member by the Insurer.

(b) In respect of General Insurance Business which is not deemed to comply with 3A(a)
Members shall include the Form of Disclosure set out below

(i) in client agreements whether as a broker service agreement, brokers terms of
business or similar, and where the validity period does not exceed three years and the
express levels of fee or brokerage remuneration to be received by the Member are not
included; or

(ii) for each and every other insurance transaction, in either the formal proposal or the
quotation, cover note, the premium debit note or covering letter, whichever be issued
earlier by the Member to the client.

The required Form of Disclosure shall be as follows:-

"[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."

(c) In respect of Long Term Insurance Business which is not deemed to comply with 3A(a)
Members shall include the Form of Disclosure set out below

(i) in client agreements whether as a broker service agreement, brokers terms of
business or similar, and where the validity period does not exceed three years and the
express levels of fee or brokerage remuneration to be received by the Member are not
included; or

(ii) in the questionnaire used by the Member for conducting the “needs analysis” of the
client, which shall be copied to the client prior to any life insurance application form
being filled in; or
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(iii) for each and every other Long Term Insurance transaction, in either the formal
proposal, quotation, premium debit note or covering letter, whichever document is the
first one issued and sent by the Member to the client.

The Form of Disclosure shall be as follows:-

"[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."

(d) In respect of insurance Business transacted electronically

(i) In respect of web-based insurance transactions, Members shall build into their
systems at the entrance webpage for online application, display of the following Form
of Disclosure and users are required to check a box as having read it before they are
allowed to proceed with the application;

"[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.”

(i} In respect of telemarketing insurance transactions, inwards or outwards, Members
shall include the following Form of Disclosure in the telemarketing script, record at a
good quality all telemarketing calls, and make the telephone recordings available to
relevant self-regulatory organization and/or relevant insurers for compliance audit
when required.

"[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.”

Note 1: When a client asks the Member about the extent of remuneration, it is incumbent
upon the Member to provide that information to the best of its knowledge, either in a
maximum percentage of the premium paid (or to be paid) for the policy concerned or
in a maximum dollar amount. A Member who declines to provide such details of
remuneration following a request would be committing a breach of this requirement.

Note 2. Where the commission is higher than the range of brokerage commission
customarily paid for the particular class of insurance or includes any other form of
remuneration including but not limited to volume or profit commissions, service fees
or marketing allowances paid by the insurers, then additional measures for
disclosure and express consent may be required to comply with the provisions of the
Prevention of Bribery Ordinance. See Note 4.

Note 3: In cases where the insurer sets a net premium and it is the Member who is charging
the client a commission as remuneration for work done, as it is not received out of the
premium charged by the insurer, the Prevention of Bribery Ordinance issues do not
arise but disclosure is still required.

Note 4. Members may wish to seek their own legal guidance when addressing all or any of
the issues above.
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