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“We're at maybe 1% of what is possible. Despite the
faster change, we're still moving slow relative to the
opportunities we have. I think a lot of that is because of
the negativity... We should be focusing on building the
things that don't exist.”

Larry Page

The Insurance Authority was established in December 2015,
a big positive step in regulatory reform for the insurance
industry of Hong Kong, catching up with the tremendous
change of the world, and capturing on the opportunities it
brings. Besides fulfilling the principal mission of the Authority
in sustaining the growth of the industry and safeguarding the
interests of policyholders, as its inaugural chairman, | look
forward to working with all of you, “focusing on building the
things that don't exist”".

| deem it a great honour and privilege in presenting this First
Annual Report of the Insurance Authority; accounting for what
happened and how it worked in this relatively short period
from its founding to the end of March 2016.

As | said on various occasions, my colleagues and | were
mandated not only to build the Authority to be an efficient,
effective and credible regulator, to build upon the good
foundation and work of the Office of the Commissioner of
Insurance, but also to collaborate with the industry to further
develop Hong Kong as the Insurance Hub of the Region.

Our priority is to engineer a smooth transition from the current
regime to the new one. On behalf of the Authority, may |
extend our sincere appreciation to the current Commissioner
of Insurance, John Leung and his dedicated team of colleagues
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for their guidance and contributions. It is with their stern
support that the Ruthority can formulate our work plan and
phased transition which are less disruptive to the industry
and more efficient. Equally we are receiving tremendous
response and collaboration from industry associations and
groups, as well as the insurance companies and their staff;
for which we are truly grateful. With such positive response
and cooperation from everyone, the Authority felt deeply
encouraged to work diligently in accordance with its plans
and schedules.

The Government has set up a small preparatory team to
provide support to the Authority for its establishment. To
assist the Authority in overseeing various human resources,
financial, administrative, external relations and auditing
matters, three functional committees have been established,
namely, the Corporate Services Committee, the External
Relations Committee and the Audit Committee.

Two new Industry Advisory Committees (“IACs") have been
set up to advise the Authority on matters pertaining to
the development of the long term and general insurance
business respectively. Members of the IARCs come from
different lines of business with expertise within the
insurance industry, as well as from related Ffields such
as consumer protection, accounting, insurance law and
compliance, academia, banking and management. The First
meeting of the IRCs was held in early September 2016.

To recruit and empanel the workforce of 299 staff members
in accordance with the consultancy study commissioned by
the Government and to have ready by the beginning of 2017
some 180 staff members is a daunting task. | am happy to
report that with the help of our recruitment consultant, we
are progressing steadily and smoothly. A core team of about
10 had started to work in our temporary office in Wan Chai.

On promoting the industry, the RAuthority is firmly committed
to building and sustaining a regulatory environment
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conducive to business development and embracing
technology. The most important questions are how we can
harness the power of innovation to the benefit of consumers
and how technology can spur constructive growth of the
industry through innovative service and enhanced efficiency.
The challenge, as always, is to strike a reasonable balance
among competing considerations. In the long run, the
Authority has the vision to strengthen Hong Kong as an
Insurance Hub in the Asia-Pacific region. To this end, a
task force will soon be set up to explore the future of the
insurance industry in Hong Kong. Apart from identifying
socio-economic and demographic factors that will shape the
insurance industry in future, the major tasks of the task force
are to draw up recommendations to promote the sustainable
development of the insurance industry and to protect the
interests of policyholders.

| would also like to take the opportunity to thank my fellow
members of the RAuthority for their wise counsel, devotion,
commitment and contributions to the work of the Authority.
| must also extend my grateful appreciation to the support
provided to the Ruthority by the Secretary for Financial
Services and the Treasury and staff of his Bureau, in
particular the four members on secondment to the Authority.

The short period under review was demanding but
encouraging. The years ahead will definitely be more
arduous but equally exciting. They will be posing to the
insurance industry challenges as well as opportunities.
The Authority is firmly committed to working closely with
all of you to harness these challenges and capture the
opportunities. Let us work together to build the Authority
and grow the insurance industry.

Joms

Dr Moses Cheng Mo-chi, GBM, GBS, |P
Chairman
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Establishment of the Authority

1.1 On 7 December 2015, the independent Insurance
Authority (“the Authority”)' was established with the
commencement of the relevant provisions added by the
Insurance Companies (Amendment) Ordinance 2015 (“IC(R)0")
and was immediately renamed as the Provisional Insurance
Authority (“PIAR"). The Authority is a new insurance regulator
independent of the Government. It will take over the duties
of the existing Office of the Commissioner of Insurance
("OCI") and the three Self-Regulatory Organizations (“SROs")?,
and exercise new statutory powers to license and reqgulate
insurance intermediaries. The objectives of the establishment
of the Authority are to modernize the insurance industry
regulatory infrastructure to facilitate the stable development
of the industry, provide better protection for policyholders, and
comply with the requirement of the International Association
of Insurance Supervisors that insurance regulators should be
financially and operationally independent of the government
and industry.

1.2 To allow for a smooth transition from the existing
regulatory regime to the new regime administered by the
Authority, the IC(A)O is being implemented by phases as follows -

F—ME RIS R 0 BizB5 & AR Stage 1. Establishment of the Authority, renamed as PIA

L el 12

F=BrE

1 18 2015 SR /AR (81T ) 651D 55 9 48T (R
I ARG (541 %) % 4AAAQ) KiTH » REE
—2pL 0 BIEEhERERA "R IEER ) -
FXLEZFRA “Provisional Insurance Authority”
FRIG AL WS TR AMREG A I ©

ZEABERENM S A ETBREVERSE TR
KARERIEERS  EERKMORSFEBE WA

N

WaLhe o

55 (IaEAREFRE T ELITH
WA DPITEEREETHE B
RABERE  BSRELHFE)

NERRIERS A (BITEA) B

ITHMREBRERXNZR XA
“Insurance Authority” @ H 3 A
TREEWIEER ., @ HEFRIEL

A EERBE (REEP N ARBEM

EHEEFATZ) ) UK

REBEF=EENEVEK

Brrh s AVE TR > FAKIEEXR
HETHIE o

CHE

(vested with certain administrative powers to
undertake essential preparatory work, without
regulatory functions and co-exists with OCI);

Stage 2: PIA to be renamed back as “Insurance ARuthority”
in English and "R AISE R 5 in Chinese, the
official name of the Ruthority in the IC(R)O, and
to take over OCI's statutory functions (the self-
regulatory regime for insurance intermediaries
remains unchanged); and

Stage 3: The Authority to take over the regulation of
insurance intermediaries from the three SROs and
implement the required statutory licensing regime.

1 The new section 4AAA(2) of the Insurance Companies Ordinance ("ICO") (Cap. 41) added by section
9 of the Insurance Companies (Amendment) Ordinance 2015 provides that when the Authority is
established, it is automatically renamed as "Provisional Insurance Authority” in English and " IEAT
RIS SR 5 in Chinese for the period from its inception to the disbandment of the Office of the
Commissioner of Insurance.

2 The three SROs are the Insurance Agents Registration Board established under the Hong Kong
Federation of Insurers, the Hong Kong Confederation of Insurance Brokers and the Professional

Insurance Brokers Association.
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It is expected that the whole process will take two to three
years. The Government's target is for the Authority to take
over OClI’s statutory functions in about one year after its
establishment and take over the regulation of insurance
intermediaries from the SROs in one to two years thereafter.

Functions

1.3 In accordance with section 4A(1) of the Insurance
Companies Ordinance3 (Cap. 41), the principal function of the
Authority shall be to requlate and supervise the insurance
industry for the promotion of the general stability of the
insurance industry and for the protection of existing and
potential policyholders. Without limiting the generality of
this subsection, as stipulated in the amended section 4(RA)2
in the IC(R)O, the Authority shall -

(a) be responsible for supervising an authorized insurer’s and
a licensed insurance intermediary’s compliance with the
provisions of the Insurance Ordinance;

(b)consider and propose reforms of the law relating to
insurance business;

(c) promote and encourage the adoption of proper standards
of conduct and sound and prudent business practices by
authorized insurers;

(d) promote and encourage the adoption of proper standards
of conduct by licensed insurance intermediaries;

(e)review and, if necessary, propose reforms of the systems
for regulating authorized insurers and licensed insurance
intermediaries;

(F) regulate the conduct of insurance intermediaries through
a licensing regime;

(g) promote the understanding by policyholders and potential
policyholders of insurance products and the insurance
industry;

3 The ICO will be renamed as the Insurance Ordinance when section 4 of the IC(A)O takes effect.
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(h) Formulate effective regulatory strategies and Facilitate
the sustainable market development of the insurance
industry, and promote the competitiveness of the
insurance industry in the global insurance market;

(i) conduct studies into matters affecting the insurance
industry;

(j) assist the Financial Secretary (“FS") in maintaining the
financial stability of Hong Kong by taking appropriate
measures in relation to the insurance industry;

(k) co-operate with and assist financial services supervisory
authorities of Hong Kong or of any place outside Hong
Kong, whenever appropriate, to the extent permitted by
the Insurance Ordinance; and

() perform functions imposed or conferred on the Ruthority
by the Insurance Ordinance or any other Ordinance.

Membership of the Authority

1.4 The RAuthority comprises a Chairman and seven Non-
Executive Directors as appointed by the Chief Executive.
They come from different fields, including insurance,
accountancy, law, consumer affairs, actuarial science and
management. Their appointments commenced on 28

December 2015 for a period of three years. The membership
of the Authority is at Appendix A.

4
REBEFEREMAEPITES
The Chairman and seven
Non-Executive Directors

(EHER  DREERE -
MIRESLE - BRFRBREE -
PREFHRHIR)

(BTHEZR RS L
BRE\WE (FF)
FREELE - PEERE)
(From left rear : Mr Ma Ho-fai,
Mr Kenneth Kwok,

Mr Samuel Chan,

Professor Chan Wai-sum)

Dr Moses Cheng (Chairman),
Mr James Wong, Mr Stephen Yiu)
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The Authority at a meeting

Corporate Governance

2.1 At its First meeting held on 29 January 2016, the
Ruthority endorsed the framework of its corporate governance
which includes the drawing up of internal guidelines, its
organization structure and the establishment of committees
to assist the Authority in discharging its statutory duties. The
RAuthority's priority is to prepare for the smooth transition from
the existing regulatory regime to the new regime.

Functional Committees

2.2 To facilitate its work, the Authority set up the three
committees at its first meeting, namely, the Corporate Services
Committee (“CSC"), the External Relations Committee (“ERC")
and the Audit Committee (“AC"). At the initial stage of the
RAuthority's establishment, CSC oversees and advises the
RAuthority on staff recruitment, office accommodation and
accounting issues. ERC focuses on matters related to the
publicity programme and stakeholder engagement strategies,
while AC advises on matters relating to auditing. The terms
of reference and membership of the three committees are at
Appendix B. The Authority will also set up the Investment
Committee to advise on the investment strategy of its funds
that are not required for immediate use.

F#R Annual Report 2015-16 11
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Industry Advisory Committees

2.3 Under the law, the Authority is required to set up two
Industry Advisory Committees (“IACS") on long term business
and general business respectively. The IACs, with members
to be appointed by the FS, will advise the Authority on
industry-related issues. The IACs will comprise practitioners
from different lines of insurance business and experts from
related fields such as consumer protection, compliance and
accountancy.

Executive Arm of the Authority

2.4 Asrecommended by a consultancy study commissioned
earlier by the Government, the executive arm of the
Authority, with an estimated initial workforce of 299 staff
members, will have five Divisions, namely, Long Term
Business Division, General Business Division, Policy and
Development Division, Market Conduct Division and Corporate
Services Division. Each division will be led by a director and
supported by various professional and administrative staff.
A Chief Executive Officer will be recruited to oversee the
operation of the Authority.

2.5 The organization structure of the Authority is at
Appendix C.

Funding Arrangements

2.6 The RAuthority will be financially independent of the
Government, with its major sources of revenue coming
from levies on insurance premiums, authorization fees
payable by insurance companies, licence fees payable by
insurance intermediaries and user fees for specific services,
etc. To reduce the impact on the insurance industry and
policyholders, the Ruthority will adopt an incremental
approach to achieving the target level of revenue in its
initial years of operation. According to the revised indicative
budget of the Authority prepared by the consultant, the
Authority will face a deficit of about $650 million in the First
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Four years of operation. OF the $650 million, it is expected
that there will be a deficit of $450 million in the First two
years. The Government has therefore proposed to provide
the provision in two instalments to help the Authority meet
the shortfall in cost recovery in its initial years of operation.
On 13 May 2016, the Legislative Council approved the First
instalment of $450 million to the Authority in the context of
the Appropriation Bill 2016. The remaining $200 million will
be sought in 2018-19 tentatively. The Authority will adopt a
prudent approach in deploying its resources and controlling
its expenditure.

FR Annual Report 2015-16 13



%:E

Chapter :g_ﬁi_l‘_\ﬂiz J'J"ﬁl JHY .
Major Tasks of the Authority in
2015-16




T EEHE

31 REBMBEEIRE&IEINIT
MMEHEFRIEZRNHE -H
B REBASEEMEEN S #
WATSEHRBLEMNE  REPN
AHBEEMES BEHEFAET -

3.2 HBMRIBEM > RERBRBMKILY
—F5 AZRAEFRELTRAE
TR ATEHE—ZRER > AR
BERARAB=ZABEMENG - UK
ERIEHRTA -

33 HBMERIARNZRAKHES
NE - EREBRTIEEZHT - thih
ZBFRLFNIE-

R 35 5% 1ty

34 RERCRAEZIIE BRE
BEEMEAFNRS - fIMBERDIR
E-BERT - REHITRS kit
REBHEEE -

ME T

3.5 REFBCRITHARIMEIFIFESI]
EMERM - FEASKHE (BITEHD
B_MBEFESE BMETEFRE
AhALE RGN BV IE E BRBERY » AU
WTRIHETES > URFEIT A EHEIH
BHGIFIFES]

Transition

3.1 The priority of the Authority was to prepare for the
smooth transition from the existing regulatory regime to the
new regime. During the period, the Authority did not have
any regulatory powers. Insurance companies continued to be
regulated by OCI whereas insurance intermediaries continued
to be self-regulated.

3.2 ltis the Government's target for the Authority to assume
the statutory functions currently undertaken by OCI in about
one year's time after the establishment of the Authority, and
to take over the supervision of insurance intermediaries from
the three SROs in one to two years thereafter.

3.3 R small preparatory team of civil servants has been
set up by the Government to assist the Authority in taking
forward the essential tasks before the Authority has recruited
its own staff.

Procurement of Services

3.4 The Authority started preparatory work for the
procurement of legal and other essential services such as
securing office accommodation, recruiting staff, auditing and
developing the logo of the Authaoritu.

Regulatory Tools

3.5 The Authority reviewed existing regulatory tools
including regulations, guidance notes and guidelines. Also,
the Authority identified areas where new guidance notes
and guidelines, and changes and updates to existing
regulations, guidance notes and guidelines were necessary
for the Authority to take over the statutory functions of
0Cl on the regulation of insurance companies upon Stage 2
commencement of the IC(R)O.

FR Annual Report 2015-16 15
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36 RUBHITTHABER#HSE25% 36 The Authority formulated its communications

B BAMETRMZMNEENZBEE  and engagement strategies which sought to facilitate

RRIBIER TR understanding of its policies and operations by the public
and the regulatees.

37 BHXREEXRFAENEZZFE—XN"E 37 Aninaugural media gathering was held in February
ZRET RUEBEEREENSE (& 2016 to introduce the IC(R)O and the newly set-up Authority
TT4B) FFHMILHRER - 2XES  to the media. The gathering generated positive publicity for
WEIEMEEZ - the Authority.

I

i |: I” i ' |
b " ) 'u;JJTN*M""" i
| 1')’ ‘”.;w L 'n:..J s'y" M* l. s% -

!'1' "
1 ,,|| || 'lr | I 3
| |-J JJ )

.
A ITEFE-ARE_ASEERS
The Chairman having an inaugural media gathering in February 2016
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Corporate Plan for 2016-17

3.8 The new section 5B of the Insurance Companies
Ordinance (Cap. 41) added by section 15 of the IC(R)O stipulates
that the Authority must, no later than 31 December* in each
financial year, submit to the FS for approval a corporate plan
(including the estimates of its income and expenditure (“the
Budget")) for the next financial year.

3.9 In March 2016, the Authority submitted its Corporate
Plan and Budget for 2016-17 to the FS for approval. As the
Government undertook during the scrutiny of the Insurance
Companies (Amendment) Bill 2014 by the Legislative Council
("LegCo"), the RAuthority, in June 2016, briefed the LegCo
Panel on Financial Affairs on the main features of its Budget
for 2016-17. The Corporate Plan and Budget for 2016-17
were subsequently approved by the FS.

4 As the appointments of the Chairman and Non-Executive Directors to the Authority only took
effect on 28 December 2015, the FS'" approval was sought to extend the statutory deadline for
the submission of the Authority's first Corporate Plan for six months (i.e. to 30 June 2016).
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Getting Prepared for Stage 2
Commencement of the IC(R)0

Devising Strategies

41 The Ruthority will Formulate strategies to fulfill its
principal functions of promoting the general stability of the
insurance industry and protecting policyholders.

Building up Internal Capacity

4.2 The Authority will continue with the administrative tasks
to make preparation for taking over the statutory functions
of OCI, which include the setting up of internal administrative,
financial and information technology systems.

4.3 The Authority will start its search for suitable candidates
to join its workforce. The entire recruitment exercise will be
closely overseen by CSC. It is anticipated that some 180 staff
members will be recruited by phases in 2016. They include
key executive and administrative staff, and professional
officers on insurance reqgulatory duties.

o B

A E-HITHARFE-—AELAERNDAZRH

The Ffirst batch of officers assuming duty at the temporary office in July 2016
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The Authority greeting newly appointed officers at the temporary office in August 2016

4.4 IR HAERUTEF - REBS
HEFENYBREDAE - AR ARBIN
TR AR EHITTR A KR o

45 FREBSHMUERBIES  RIER
AlEFE RTINS RIR M E RS K
AR (BMERERSSE) SRR
W BTERIHIEFIES] o

MEETE

46 REBEEHNEE REEE
AN E LA A E ARG A R R ML N4
51 0 EIATHIAE B ER LURF L& =
IR -

20 R EER Insurance Authority

4.4 A temporary office in Wan Chai has been identified.
The RAuthority will search for a long-term office during the
year. The Authority will also formulate the investment
strategy of its funds that are not required for immediate use.

4.5 Together with the Government, the Authority will
prepare the necessary systems and guidelines for the
collection of levy on insurance policy premiums, annual
authorization fees from insurers and fees to recover the cost
of providing specific services (i.e. user fees).

Regulatory Tools

4.6 The Authority will work with the Government to
take forward necessary changes and updates to existing
regulations, guidance notes and guidelines with respect to
the reqgulation of insurance companies for smooth transition
from the existing regime to the new regime.
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4,7 The Ruthority recognizes that its priority as a new
regulator is to establish credibility. And credibility is
founded on transparency, fairness and reasonableness.
Transparency of its disciplinary processes and decisions on
disciplinary actions (such as imposition of pecuniary penalty)
will promote greater understanding and confidence from the
public, as well as consistency and predictability from the
perspective of regulatees on how the Authority will exercise
its powers. Accordingly, the Authority will be consulting the
industry and publishing guidelines on disciplinary proceeding
and pecuniary penalty.

4.8 Leveraging on the work of the “Working Group on
Transition to the Independent Insurance Authority” set up
by the Government, the Ruthority will start discussion with
the industry framework of the codes and guidelines on the
regulation of insurance intermediaries that may be issued by
the Authority upon Stage 3 commencement of the IC(A)0.

Future Task Force

49 The Authority is firmly committed to building and
sustaining a regulatory environment conducive to business
development and embracing technologies. The Authority
will soon set up a task force to explore the future of the
insurance industry in Hong Kong. The task force will
comprise representatives from the insurance industry and
academia.

Continuous Communication with the
Public and Stakeholders

410 The Authority believes that the close collaboration
between the industry and the Authority would promote the
growth of the industry. The Authority will continue to work
closely with the industry to devise the future regulatory
standards and the detailed transitional arrangements to the
new regime.
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The Ruthority Members maintaining effective
communication with industry stakeholders
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Scaling New Heights

Lunch Talk by IIA Chairman
Insurance in New Economy:

with IIA

A IRFTURBRSHPRRRER

The Chairman delivering a speech in an industry’s gathering
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AIEZNRETE > 2ARIRINKE
ARBFERREFEAGERES -
AR SRERNEERESEHE
x - BERFEBRIEWRERBIRE
REFHANFIE °

411 The Ruthority will also continue to maintain high
standard of transparency and endeavour to provide
information relating to the Authority to the public and its
stakeholders through updates on websites, issue of video
magazines, press statements, press releases, and other
publications including annual reports.

412 The Authority will work closely with the Government
on the development of the two important regulatory
tasks, namely, the establishment of the risk-based capital
framework and Policyholders’ Protection Fund. These two
proposals are closely related to the Authority’s principal
functions of maintaining the stability of the insurance
industry in Hong Kong and protecting the interests of
policyholders.
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INDEPENDENT AUDITOR'S REPORT

TO THE INSURANCE AUTHORITY
(established in Hong Kong under the Insurance Companies
(ARmendment) Ordinance 2015)

We have audited the financial statements of the Insurance
Ruthority (“the Ruthority”) set out on pages 27 to 34, which
comprise the statement of financial position as at 31 March
2016, and the income and expenditure account, the statement
of changes in capital and reserve and the statement of
cash flows for the period from 7 December 2015 (date of
establishment) to 31 March 2016, and a summary of significant
accounting policies and other explanatory information.

Authority's Responsibility For the Financial Statements

The RAuthority is responsible for the preparation of financial
statements that give a true and fair view in accordance with
Hong Kong Financial Reporting Standards issued by the
Hong Kong Institute of Certified Public Accountants, and the
Insurance Companies Ordinance, for such internal control
as the Authority determines is necessary to enable the
preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial
statements based on our audit and to report our opinion
solely to you, as a body, in accordance with section 5F of the
Insurance Companies Ordinance and for no other purpose. We
do not assume responsibility towards or accept liability to any
other person for the contents of this report.

We conducted our audit in accordance with Hong Kong
Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants. Those standards require that
we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
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An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to
fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation
of financial statements that give a true and Ffair view in
order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control.
An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of
accounting estimates made by the Ruthority, as well
as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements give a true and Ffair
view of the state of affairs of the Authority as at 31 March
2016, and of its results of operations and cash flows for the
period then ended in accordance with Hong Kong Financial
Reporting Standards and have been properly prepared in
compliance with the Insurance Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 9 Rugust 2016
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INCOME AND EXPENDITURE ACCOUNT
BH-F-A&+-A+tH (KiIRA) ZE=F—-—~E=A=+—H
FOR THE PERIOD FROM 7 DECEMBER 2015 (DATE OF ESTABLISHMENT) TO 31 MARCH 2016

KA INCOME
T2z Interest income 47
47
FE EXPENDITURE
EER A Legal expenses 32,000
ZE TR & Auditor's remuneration 90,000
R 45 5 By R 4R B Remuneration to Authority Members 4 657,097
779,097
HAB) 5 15 DEFICIT FOR THE PERIOD (779,050)

REBEMEMOEERN - Bk "HES
B4 FREMEEKEAARTE °
HTRERH "E2EEESHR, HE5"H
BS54 HHE - Bk HEERMIAE
E R

% 31 E 34 TUHME AR M SR T AVARFH o

The RAuthority had no components of comprehensive income
other than “deficit for the period”. Accordingly, no separate
statement of comprehensive income is presented as the

Ruthority’s “total comprehensive loss” was the same as the
“deficit For the period”.

The notes on pages 31 to 34 are an integral part of these financial statements.
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STATEMENT OF FINANCIAL POSITION

F20164£3A31H
AT 31 MARCH 2016

ik b A CURRENT ASSETS

R U 2 Interest receivable 47

NE&EXRIEEMY  Cash and cash equivalents 3,000,000
3,000,047

N 5 5 CURRENT LIABILITIES

Rzit# B Accruals 779,097

779,097

b3 NET ASSETS 2,220,950

AXKfiEH CAPITAL AND RESERVE

ERHFANITEXBAF Grant from the Government of HKSAR

7 E 5 3,000,000

W3zt B Income and expenditure account (779,050)
2,220,950

BTFE2TEZ34 TTHMERET 2016  The financial statements on pages 27 to 34 were approved
F8RAAHHRKEEIRENAE and authorized for issue by the Authority on

HETIALREEE : 4 August 2016 and are signed on its behalf by:
tr A
@f%\”‘é’ Wk F-
MEEHEL, GBM, GBS, JP PR ERE
Dr Moses Cheng Mo-chi, GBM, GBS, |P Mr Stephen Yiu Kin-wah
% Chairman JEHITEZE Non-Executive Director
% 31 Z 34 TURIME AR M & RATLHE BB © The notes on pages 31 to 34 are an integral part of these financial statements.
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STATEMENT OF CHANGES IN CAPITAL AND RESERVE

H=F-AF+-AtH (HiB) EZF—"F=A=+—H
FOR THE PERIOD FROM 7 DECEMBER 2015 (DATE OF ESTABLISHMENT) TO 31 MARCH 2016

Wik B
Income and
i 3% €Expenditure it
Bt i Grant Account Total
NOTE FIT HKS BT HKS BT HKS
F 2015412 B 7 B At 7 December 2015
(B3ZH) (date of establishment) - - -
EBHIITEXEA Grant from the Government
7T of HKSAR 5 3,000,000 - 3,000,000
HAjE 5% Deficit for the period - (779,050) (779,050)
F 2016 &£ 3 A 31 H At 31 March 2016 3,000,000 (779,050) 2,220,950
% 31 Z 34 TURIME A A M & RATLE BB © The notes on pages 31 to 34 are an integral part of these financial statements.
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STATEMENT OF CASH FLOWS
BH-F-A&+-A+tH (KiIRA) ZE=F—-—~E=A=+—H
FOR THE PERIOD FROM 7 DECEMBER 2015 (DATE OF ESTABLISHMENT) TO 31 MARCH 2016

&It HKS

EEZRuNNERE CASH FLOWS FROM OPERATING ACTIVITIES
HAjE 5% Deficit for the period (779,050)
THEIE - Adjustment Ffor:
RITERHF] R 3 Interest income on bank deposits (47)
KT EARASERNEIE Operating cash flows before movements in
b 07 1h-<3 working capital (779,097)
BERE&TE - Change in working capital:
Mit#: A Accruals 779,097
BizEzmirE/ (FA) NET CASH INFLOW / (OUTFLOW) FROM
BRI E OPERATING ACTIVITIES -
MR RN ERE CASH FLOWS FROM FINANCING ACTIVITIES
HEEINITE X TR Grant from the Government of HKSAR 3,000,000
R St e 3 0 2T o NET CASH FROM FINANCING ACTIVITIES 3,000,000
NE&E RN & EM NET INCREASE IN CASH AND CASH
g EQUIVALENTS 3,000,000
HYRERRE CASH AND CASH EQUIVALENTS AT
ZiM BEGINNING OF THE PERIOD -
HENNERREEMMD CASH AND CASH EQUIVALENTS AT

END OF THE PERIOD 3,000,000

% 31 E 34 TUHME AR M SR [ AVARFH o

30 REMMEF Insurance Authority

The notes on pages 31 to 34 are an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

H=F-AF+-AtH (HiB) EZF—"F=A=+—H
FOR THE PERIOD FROM 7 DECEMBER 2015 (DATE OF ESTABLISHMENT) TO 31 MARCH 2016

1.

1

R IS E BRI = A R ERBE

fEE (2015 ERIEA R (1817) &
By (7 CEIT&A1) 4 ) EITHHE
REXHEN  RERBE=-F—H
F+ZAEtHKI - REREMIT
FH AR RIS EVA - RER
T BUA AR B Ml s B 40 21 Bt A 0 B BR
BE - HEESABEMENN ' R
BE  SETEIEE R T N R HEHIE
DRMERKEH TN - REBHEE
e RHARELHAERESE
B RHARRLRRERRE S A
REFAHANRBEERE S URE
TTERFRE EERSPINE Bk
B 15 B 449 Iz U T A03E £ RS2
FTERF RS -

AMFHEUBTES BT AR
BERIThRES T ©

EELIHHER
(@) FHIEAE
A5 1R R RAED AR

BEREBSUHITASMHHES
Tt 554 & TEE U A U B o

Z=1"BEMENMAT AR EEBRE WKL
THREAEZFIEZERS - FERKEBIKS
MEBLZWREELHE

1.

BACKGROUND AND FUNCTIONS OF THE INSURANCE
AUTHORITY

On 7 December 2015, the Authority was established with
the commencement of the relevant provisions added
by the Insurance Companies (Amendment) Ordinance
2015. The RAuthority is a new insurance requlator
independent of the Government. It will take over the
duties of the existing Office of the Commissioner of
Insurance and the three Self-Regulatory Organizations
(“SROs")', and exercise new statutory powers to license
and regulate insurance intermediaries. The objectives
of the establishment of the Authority are to modernize
the insurance industry regulatory infrastructure to
facilitate the stable development of the industry, provide
better protection for policyholders, and comply with
the requirement of the International Association of
Insurance Supervisors that insurance regulators should
be financially and operationally independent of the
government and industry.

The financial statements are presented in Hong Kong
dollars, which is the functional currency of the Authority.

SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of preparation

The financial statements have been prepared under
the historical cost basis and in accordance with all
applicable Hong Kong Financial Reporting Standards
issued by the Hong Kong Institute of Certified Public
Accountants.

The three SROs are the Insurance Agents Registration Board
established under the Hong Kong Federation of Insurers, the Hong
Kong Confederation of Insurance Brokers and the Professional Insurance
Brokers Association.
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H=F-AF+-AtH (HiB) EZF—"F=A=+—H
FOR THE PERIOD FROM 7 DECEMBER 2015 (DATE OF ESTABLISHMENT) TO 31 MARCH 2016

2. FESUER (£) 2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(b) ERAHE~

(b) Financial assets

REBHEMA~EEEKF 2
MR ERPEEMY - ZFER”
FR—- U SEKXTHEFR - Mix
Ak 548 E0 B B AR R R UK
DNERRERE - EMASR
EEASFREEEAH £ E
e ZEWEREAE A ERM
FERAEXEHNFIR - FHH
WG » %% R R ASKRF
BERMRBAR E R ER KK
FITE - RERKSTHEEUILE
ERIRFEZERERTIA > F
RiZzAFHNKEERERRZE
R B 08 SERR A R ITB A I
FRUEMEMDEZ BHER
& o EfTRERKITARRE
S FTERKARBR - TR
W RIAAEKRE = A KA REK @
B HXEHN ST LU -

N B R R ERINFIC
MR ARERCHEERENA
JUFETE R AR B R - 1%
ERMBTRWLLLHIN -

32 R EER Insurance Authority

The RAuthority's financial assets include interest
receivable and cash and cash equivalents. They
are held within a business model whose objective
is to hold assets in order to collect contractual cash
flows. The contractual terms of financial assets give
rise on specified dates to cash flows that are solely
payments of principal and interest on the principal
amount outstanding. Subsequent to initial recognition,
they are measured at amortized cost using the
effective interest method, less any allowance for
impairment loss. An impairment loss is recognized
when there is objective evidence that the asset is
impaired. The amount of the loss is measured as the
difference between the asset’'s carrying amount and
the present value of estimated Future cash flows
discounted at the financial asset's original effective
interest rate. Any impairment loss is recognized
in surplus or deficit and reflected in an allowance
account. When the RAuthority considers that there are
no realistic prospects of recovery of the asset, the
relevant amounts are written off.

A financial asset is derecognized when the rights to
receive cash flows from the asset have expired or the
Authority has transferred substantially all the risks
and rewards of ownership of the asset.
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NOTES TO THE FINANCIAL STATEMENTS
BH-F-A&+-A+tH (KiIRA) ZE=F—-—~E=A=+—H
FOR THE PERIOD FROM 7 DECEMBER 2015 (DATE OF ESTABLISHMENT) TO 31 MARCH 2016

2. FELUHBR (&)
() &R

SRRNFEFRIRA - T
Tk ER AR B A AL
At -

SR A GTHXE LS -~ B
HEL B HART 2 R AIA o

d) HERASENY

HeRREENMWEBFLH
& SRITERF AR R AT
MeFRe - BASRME
THRPEAK °

() BEBFFIITHREA (" BT, )
LN

BATRO RO A MAL A © RU
RIEETUR 5 EEHAIA S
Ak -

3. FIn

REBRE (BSEHD) - RHBR

HAEEFEH MEFRRELR
BREBHEHIELE -

2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(c) Financial liabilities

Financial liabilities include accruals and are measured
at amortized cost using the effective interest method
subsequent to initial recognition.

A financial liability is derecognized when the relevant
obligation is discharged, cancelled or expires.

(d) Cash and cash equivalents

Cash and cash equivalents include cash on hand,
cash at bank that are readily convertible to known
amounts of cash and subject to an insignificant risk
of changes in value.

(e) Grant from the Government of Hong Kong
Special Administrative Region (“the Government”)

Grant from the Government is recognized as capital
upon receipt in the statement of financial position
and it is provided by the Government without related
costs.

3. TAXATION
No provision for Hong Kong Profits Tax has been made
in the financial statements as the Authority is exempt

from Hong Kong Profits Tax under the Inland Revenue
Ordinance.
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BH-F-A&+-A+tH (KiIRA) ZE=F—-~E=A=+—H
FOR THE PERIOD FROM 7 DECEMBER 2015 (DATE OF ESTABLISHMENT) TO 31 MARCH 2016

4. fRUERIA GHR

BE2016 43 B 31 HEREFMK

4. REMUNERATION TO AUTHORITY MEMBERS

The remuneration to the Authority Chairman and seven

REVHRMIT - Non-Executive Directors for the period ended 31 March
2016 is set out below:

##IT HKS
FE Chairman
MEFE L, GBM, GBS, JP  Dr Moses Cheng Mo-chi, GBM, GBS, P 219,030
ERITES Non-Executive Directors
BRxBREE, JP Samuel Chan Ka-yan, JP 62,581
BR1GFR % Professor Chan Wai-sum 62,581
KREZ T Chitty Cheung Fung-ting 62,581
HRESLE Kenneth Kwok Tsun-wa 62,581
Ox#E%4% , SBS, JP Ma Ho-fai, SBS, JP 62,581
FTEE%E James Wong Chien-kuo 62,581
BB E Stephen Yiu Kin-wah 62,581

WEF 2016 £6 A1 HAM °

5. HIFF¥#Ek

F 201643 A3 H " FYKFKE
—£BM=ZFATH—REKFE
o EARKEBHRIZMBEIEMSE
HIFKIN ©

6. MEHEEM
F 201645 B 13 B ' 4517
BXiESERRABET 4512

TRIER - REBT 2016456 A 8
H2 20164 6 B 10 HUYHUZ I

34 R EER Insurance Authority

The remuneration was paid on 1 June 2016.

5. GRANT FROM THE GOVERNMENT OF HKSAR

On 3 March 2016, the Authority received a one-off grant
of HKS3 million from the Government as initial funding
to cover the establishment and operating costs of the
Authority.

. EVENTS AFTER THE REPORTING PERIOD

Subsequent to the end of the reporting period,
the Legislative Council of the Hong Kong Special
Administrative Region, approved, on 13 May 2016, a
government grant of HKS450 million to the Authority.
The grant was received on 8 June 2016 and 10 June
2016.
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Chairman

Dr Moses Cheng Mo-chi, GBM, GBS, P

Dr Cheng was a senior partner of a law
firm, with areas of practice covering capital
markets, corporate governance, regulatory
and compliance. He has been actively
contributing to the community and has served
in important positions including Chairman
of the Education Commission, government-
appointed Director on the Board of the Hong
Kong Exchanges and Clearing Limited, and
founding Vice-Chairman of the Estate Agents
Authority.

Non-Executive Directors

Mr Samuel Chan Ka-yan, JP

Mr Chan is a practicing barrister and an
incumbent member of the Consumer Council
and the Competition Commission. He chairs
the Management Committee of the Consumer
Legal Action Fund.

Professor Chan Wai-sum

Professor Chan is an actuary and a Professor
of Finance of the Chinese University of Hong
Kong, with expertise covering life insurance
products, retirement income arrangements
and health care financing in Hong Kong.

Ms Chitty Cheung Fung-ting

Ms Cheung served in a number of key
management positions at an international
airline. She is a former member of the Hong
Kong Tourism Board and the Planning and
Development Committee of the Travel
Industry Council.
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Mr Kenneth Kwok Tsun-wa

Mr Kwok is a veteran insurance practitioner
and has served in senior positions in
international insurance brokerage firms
and general insurance companies. He was
a member of the General Committee of the
Insurance Claims Complaints Bureau and
Chairman of the Motor Insurers’ Bureau of
Hong Kong (1987-1988).

Mr Ma Ho-fai, SBS, JP

Mr Ma is a senior partner of a law firm, with
extensive experience in conveyancing-related
work in Hong Kong. He is an Independent
Director of the Travel Industry Council and
a former Chairman of the Estate Agents
Authority's Disciplinary Committee.

Mr James Wong Chien-kuo

Mr Wong is former Chief Executive Officer
of major life insurance companies, former
Chairman of the Hong Kong Federation of
Insurers and a former member of Hong Kong
Banking Advisory Committee.

Mr Stephen Yiu Kin-wah

Mr Yiu was the Chairman of the Mainland
China and Hong Kong operations of an
international accounting firm. He has
extensive experience in auditing listed and
large corporations, particularly in the banking
and finance sectors.
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A. Corporate Services Committee

Terms of Reference

(a) To advise on the development of policies and procedures
relating to human resources, financial and administrative
matters.

(b) To review the structure and level of staff remuneration,
and recommend adjustments, if justified.

(c) To ensure the integrity of the accounting and financial
reporting systems of the Ruthority, and the compliance
of these systems with statutory, regulatory, and relevant
technical requirements.

(d) To review and make recommendations on the draft
annual corporate plans (including the estimates of income
and expenditure) of the Authority.

(e) To review and make recommendations on the levels of
levy and various fees payable by policyholders, insurers
and insurance intermediaries respectively.

(F) To advise on matters in relation to the Authority's office
accommodation.

(@) To consider any human resources, financial and
administrative matters referred to it by the Ruthority.

Membership

Mr James Wong Chien-kuo (Convenor)
Mr Samuel Chan Ka-yan, JP

Professor Chan Wai-sum

Dr Moses Cheng Mo-chi, GBM, GBS, |P
Ms Chitty Cheung Fung-ting

Mr Kenneth Kwok Tsun-wa

Mr Ma Ho-fai, SBS, JP

Mr Stephen Yiu Kin-wah



B. WNERZERE B. External Relations Committee

e E Terms of Reference
(a) FXSMERFIA IR AR IHREE  (a) To formulate policies and strategies on external
R ARB Ml A TA IR I TT B SR AR SR B o communications, and promotion of public understanding

of insurance products and the insurance industry.
(b) KW EHRYBHZWERRAXKE"  (b) To oversee the implementation of the communications
REEHISSHEB A o and public promotion strategies approved by the
Authority.

CMIAXFREBHBEHE - Wik~ FI#  (c) To advise on matters relating to the Authority's logo,

(BEEHR) -t 5F B website, publications (including the annual reports),
EESRMIIEZHEE @ @RE engagement events, publicity campaigns and external
BiREER - relations.

(d) RBBZFZERASMIENIFSNE  (d) To consider any other external relations matters referred

FHXEER ' (EHEE - to it by the Authority.
54k Membership
KRELZLE (BEA) Ms Chitty Cheung Fung-ting (Convenor)
BRxBREE, JP Mr Samuel Chan Ka-yan, JP
MEEHE L, GBM, GBS, JP Dr Moses Cheng Mo-chi, GBM, GBS, JP
OEEEAE, SBS, JP Mr Ma Ho-fai, SBS, JP
FTEE%E Mr James Wong Chien-kuo
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C. Audit Committee

Terms of Reference

(@) To review and monitor the effectiveness of the
RAuthority’'s internal control and risk management
systems, and make recommendations to the Authority as
and when necessary.

(b) To recommend the appointment of an external auditor.

(c) To review annual financial statements, including the
composition and accounting principles adopted in such
statements, before submission to the Authority for
consideration.

(d) To review the findings and recommendations of the
auditor, and oversee the implementation of the auditor’s
recommendations.

(e) To consider any other audit matters referred to it by the
Ruthority.

Membership

Mr Stephen Yiu Kin-wah (Convenor)
Professor Chan Wai-sum

Dr Moses Cheng Mo-chi, GBM, GBS, |P
Mr Kenneth Kwok Tsun-wa



Fff3% Appendix C

Rbe Ml b5 B BRI ZH A 524

Organization Structure of the Authority

KHZ I FiEAERS
Industry Advisory Committee
on Long Term Business

— RIS IREAERES
Industry Advisory Committee
on General Business

K HAL &HB
Long Term Business

— %l =5
General Business

BEEE
-
Authorization &
Supervision*

BEEE
EHEA*
Authorization &
Supervision*

BEESA BEESAY
Actuarial Actuarial
Services# Services#
EMHITA EMHITA
Enforcement Enforcement

Tk P —NNAREE S UEGIMNRS - R
%%Eﬁﬁﬂﬁ""’E‘%ﬂiﬂ)\mﬁﬁlimﬂl BIRFEETE
#HP—NNAMEE S ARFSNRS ﬁ%ﬂﬁ%?f%

BEHFEESEARN S )HEG% Bk e

ﬁl{biklll—#ﬁ

Insurance Authority

TTHEH

Chief Executive Officer

A1 AFB
Market Conduct

A AR
EXA*
RAuthorization of
Intermediaries*

fREE AR

RN AHEITA
BEELA"
Supervision of Sales
Conduct of Insurers
and Intermediaries*

BIFRAEA
Complaints &
Investigations

EMHITA
Enforcement

HBEERER

HEA

Consumer Protection
and Education

Authority.

# One of the team leaders will take on an additional role of overseeing the continuous

HEESERS
Corporate Services Committee

WIEEERS
External Relations Committee

HitERE
Audit Committee

BRAERES
Investment Committee

BUR R & R
Policy and
Development

HAEEE
Corporate Services

H%RA %48
Policy Finance
PR EE ] ANHBEIFEA
Legal Human
Resources
MRA
Research RARER
Mt = &H
N EEA Information
External Systems &
Relations Website
TR REA —ATE R
Market WS A
Development General
Administration
& Facilities
Management

Remarks: * One of the team leaders will take on an additional role of overseeing the continuous
q
professional development needs of the Ruthorization & Supervision staff across the

professional development needs of the Actuarial Services staff across the Authority.
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EBBFELITE39OSERAE20#2018%
FEig : (852) 2614 7127
f&H : (852) 2614 7332
FEHR © enquiry@ia.org.hk

Room 2018, 20/F., Harcourt House,

39 Gloucester Road, Wan Chai, Hong Kong.
Tel  :(852)2614 7127

Fax :(852) 2614 7332

E-mail : enquiry@ia.org.hk




