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HKFI GUIDANCE NOTE ON ILAS ILLUSTRATION DOCUMENT

(I)  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 ofillustration are appropriate to the current investment

environment.

(IT) 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.

(1) 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.g. 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 90”, “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.

(Effective no later than 1% January 2015)



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.

(IV) 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.

(Effective no later than 1% January 2015)
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HKFI Guidance Note on lllustration Document for Participating Policies

Purpose

The purpose is to ensure each prospective policyholder is provided as a minimum with a summary
illustration of the benefits of a participating insurance (except universal life).

Standard Requirements

The standard information to be included in the lllustration Document of a typical participating policy
(except universal life) is set out on the attached sample format.

Company Customization

Companies may customize the lllustration Document, except otherwise stated, to exclude the
information not applicable to the product and not relevant to customers; and to include additional
information provided that such additional information is not misleading and does not otherwise detract
from the information disclosed in the standard requirements. The additional information should be
relevant to illustrate the product details to customers.

Despite that, companies are required to follow the insurance terminology specified in the template
wherever possible for the sake of consistency across industry. In cases where the company has
genuine need to use its own terminology, Insurance Authority (“IA”) will consider on individual case basis
depending on its justifications and whether the terminology is misleading or not. In addition, companies
should follow the order of table whereby total premiums paid column is shown before the benefit
payment columns, and surrender values are shown before the death payments.

Only those figures which are guaranteed can be highlighted (i.e. bold or color font). The lllustration
Document can be prepared on more than one sheet of A4 paper, if necessary, with printing on both
sides in which event there must be an indication that the illustration continues overleaf. Applicant’s
signature is required for all pages of the lllustration Document.

Assumption setting

In setting the best estimate assumptions for the base scenario, Appointed Actuary should have regard to
the AGN on Best Estimate Assumptions by ASHK, in particular Appendix A, which provides guidance
and consideration on setting the benefit illustration assumptions.

Pessimistic and Optimistic Scenarios

According to GN16, additional high and low return scenarios must be provided in the benefit illustration
to show the variability of the ultimate results. A wider range of scenarios is expected for investment
strategy with higher volatility. For consistency purpose, the terms “Pessimistic Scenario” and “Optimistic
Scenario” should be used. The underlying change in investment returns and accumulation interest rate
(if applicable) in these scenarios are required to be disclosed in the Explanation Notes underneath.

Companies are required to adopt 25" and 75 percentiles of the investment returns in the projections as
pessimistic and optimistic scenarios (except otherwise as allowed by the IA after a company has
demonstrated to the satisfaction of the IA that it has practical difficulties for so doing) while keeping other
assumptions (except dividend/coupon accumulation interest rates, if applicable) unchanged.
Companies could adopt a lower than 25t percentile as the pessimistic scenario but could not adopt a
higher than 75" percentile as the optimistic scenario.

lllustration Preparation

An lllustration Document must be prepared by the company in conjunction with each policy to be issued.
This document has to be provided to the prospective policyholder for review prior to signing the
application form in which case the prospective policyholder must sign a Declaration as stated in the
attached sample in respect of the illustration of benefits and premiums which will be those stated in the
policy.
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Language & Font

The lllustration Document will be in the same language(s) as used by the company in its other pre-sale
literature. English or Chinese translation of the lllustration Document should be available to customers
upon request. The lllustration Document should be presented in a font (i.e. typeface and size) that is
easy to read and legible.

Complaints or Disputes

Companies are required to maintain records in respect of complaints or disputes arising from the issue
of the lllustration Document and to provide these records to the HKFI and the IA upon request.

Commencement Date
The requirement to provide an lllustration Document based on this updated requirement will apply to all

policies and come into effect with the same timeline as GN16, but companies are encouraged to comply
with this request before such date.
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HKFI Guidance Note on lllustration Document for Participating Policies
Explanatory Notes to Companies

This “health warning” is required to be stated clearly in the format shown at the beginning of all
lllustration Documents.

The lllustration Document is to be provided for each participating product/policy/plan offered by the
company (except universal life). Only those figures which are guaranteed can be highlighted (i.e. bold
and/or color font).

If a Smoker/Non Smoker discount is provided then the appropriate class must be stated otherwise this
section may be blank.

If payment currency is different from policy currency or policy currency is other than Hong Kong
Dollars, it should be stated clearly and the applicant should be aware of the relevant exchange rate
risk.

The protection amount could be a sum assured or the value of a regular payment as in the case of
hospital income riders attaching to the policy. Where the sum assured varies, the initial sum assured
at the policy commencement has to be stated.

Where the premium varies over the premium payment term, the initial premium at the policy
commencement has to be stated. The monthly, quarterly, semi-annually or annually premium actually
paid by the policyholder is to be stated. In case of single premium, it should be stated as ‘Single
Premium’ with premium payment term of 1.

This is the total (initial) monthly, quarterly, semi-annually or annually premium paid by the policyholder
for the basic plan and its riders (if applicable) which may differ from the sum of the individual monthly,
quarterly, semi-annually or annually premiums depending on the rounding convention used by the
company.

Only End of Policy Year should be shown. lllustrations of benefits are to be provided to maturity and

for the years:

(a) stated for not less than 30 years (with a 5-year interval after policy year 5) or benefit term if
shorter, and

(b)  atage 65 or on the maturity of the policy if earlier, and

(c) atage 100 or on the maturity of the policy if earlier.

The total premiums each year are the accumulated premiums actually due to be paid by the
policyholder since policy inception.

Guaranteed Surrender Value refers to the total of the values the company guarantees to pay upon total
surrender of the policy provided premiums are fully paid. If the company offers no guaranteed cash
values then the amounts shown must be zeros.

Non guaranteed Surrender Value — Accumulated Dividends (or Reversionary Bonus) and Interest
refers to the total of the non guaranteed annual/regular dividend (or cash value of Reversionary Bonus)
projected to be declared by the company plus any interest accumulation on dividends or any
guaranteed cash payments or endowments if the interest rate is not guaranteed.

Non guaranteed Surrender Value — Terminal Dividend (or Bonus) refers to the non-guaranteed
elements projected to be paid by the company upon total surrender of the policy provided premiums
are fully paid (e.g. Terminal dividend or terminal bonus).

Surrender Value is the total value of the policy including all guaranteed and non-guaranteed amounts
(i.e. sum of J-1 to J-3).

Guaranteed Death Benefit refers to the total of the values the company guarantees to pay upon death
of the person insured. If the company offers no guaranteed death benefits then the amounts shown
must be zeros.
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Non guaranteed Death Benefit — Accumulated Dividends (or Reversionary Bonus) and Interest refers
to the total of the non guaranteed annual/regular dividend (or Reversionary Bonus) projected to be
declared by the company plus any interest rate accumulation if the interest is non guaranteed on the
dividends or any guaranteed cash payments or endowments.

Non guaranteed Death Benefit — Terminal Dividend (or Bonus) refers to the non-guaranteed elements
projected to be paid by the company upon death of the insured (e.g. Terminal dividend or terminal
bonus).

Death Benefit will include guaranteed death benefit, any projected dividends, reversionary bonus or
terminal bonus and accumulated guaranteed cash payment or endowments paid by the company plus
any interest rate accumulation (i.e. sum of K-1 to K-3) (please refer to Explanation Notes (iv) and (vi)).

The date on which the illustration is generated or printed is to be provided for possible future reference.
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HKFI Guidance Note on lllustration Document for Universal Life (Non-Linked) Policies
Purpose

The purpose is to ensure each prospective policyholder is provided as a minimum with a summary
illustration of the benefits of a universal life (non-linked) insurance.

Standard Requirements

The standard information to be included in the lllustration Document of a typical universal life (non-linked)
policy is set out on the attached sample format.

Company Customization

Companies may customize the lllustration Document, except otherwise stated, to exclude the information
not applicable to the product and not relevant to customers; and to include additional information provided
that such additional information is not misleading and does not otherwise detract from the information
disclosed in the standard requirements. The additional information should be relevant to illustrate the
product details to customers.

Despite that, companies are required to follow the insurance terminology specified in the template
wherever possible for the sake of consistency across industry. In cases where the company has
genuine need to use its own terminology, Insurance Authority (“IA”) will consider on individual case basis
depending on its justifications and whether the terminology may be misleading or not. In addition,
companies should follow the order of table whereby total premiums paid column is shown before the
benefit payment columns, and surrender values are shown before the death payments.

Only those figures which are guaranteed can be highlighted (i.e. bold and/or color font). The lllustration
Document can be prepared on more than one sheet of A4 paper, if necessary, with printing on both sides
in which event there must be an indication that the illustration continues overleaf. Applicant’s signature
is required for all pages of the lllustration Document.

Charges

The charges adopted in producing the illustration have either to be those used currently by the company
or if different then this must be clearly stated and the charges could be higher than that of the current
level. Companies are reminded that no misleading statement, promise or representation is made in the
illustration, and that the Appointed Actuary has the responsibility to take all reasonable steps to ensure
that the company’s potential policyholders should not be misled as to their expectations.

Rate of Return

Companies should project the values using two different assumptions. The first one is based on the
minimum guaranteed crediting interest rates prescribed under the policy. If the policy does not offer any
minimum guaranteed crediting interest rate, a conservative crediting interest rate of 0% per annum
should be used. The second one is based on the current assumed crediting interest rate (i.e. the current
crediting interest rate assumption based on best estimate) forecast by the companies. The crediting
interest rates are before policy charges. In setting the best estimate assumptions in the Current
Assumed Basis, Appointed Actuary should have regard to the AGN on Best Estimate Assumptions by
ASHK, in particular Appendix A, which provides guidance and consideration on setting the benefit
illustration assumptions.

lllustration Preparation

An lllustration Document must be prepared by the company in conjunction with each policy to be issued.
This document has to be provided to the prospective policyholder for review prior to signing the
application form in which case the prospective policyholder must sign a Declaration as stated in the
attached sample in respect of the illustration of benefits and premiums which will be those stated in the
policy.

Language & Font

The lllustration Document will be in the same language(s) as used by the company in its other pre-sale
literature. English or Chinese translation of the lllustration Document should be available to customers
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upon request. The lllustration Document should be presented in a font (i.e. typeface and size) that is
easy to read and legible.

Complaints or Disputes

Companies are required to maintain records in respect of complaints or disputes arising from the issue of
the lllustration Document and to provide these records to the HKFI and the |A upon request.

Commencement Date
The requirement to provide an lllustration Document based on this updated requirement will apply to all

policies and come into effect on the same timeline as GN16, but companies are encouraged to comply
with this request before such date.
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HKFI Guidance Note on lllustration Document for Universal Life (Non-Linked) Policies
Explanatory Notes to Companies

This “health warning” is required to be stated clearly in the format shown at the beginning of all lllustration
Documents.

The lllustration Document is to be provided for each universal life (non-linked) product/policy/plan offered
by the company. Only those figures which are guaranteed can be highlighted (i.e. bold and/or color
font).

If a Smoker/Non Smoker discount is provided then the appropriate class must be stated otherwise this
section may be blank.

If payment currency is different from policy currency or policy currency is other than Hong Kong Dollars, it
should be stated clearly and the applicant should be aware of the relevant exchange rate risk.

The protection amount may be a sum assured or the value of a regular payment as in the case of hospital
income for riders attaching to the policy. Where the sum assured varies, the initial sum assured is to be
stated.

Where the premium varies over the premium payment term, the initial premium at the policy
commencement has to be stated. The monthly, quarterly, semi-annually or annually premium actually
paid by the policyholder is to be stated. In case of single premium, it should be stated as ‘Single
Premium’ with premium payment term of 1.

This is the total (initial) monthly, quarterly, semi-annually or annually premium paid by the policyholder for
the basic plan and its riders (if applicable) which may differ from the sum of the individual monthly,
quarterly, semi-annually or annually premiums depending on the rounding convention used by the
company.

Only End of Policy Year should be shown. lllustrations of benefits are to be provided to maturity and for

the years:

(a) stated for not less than 30 years (with a 5-year interval after policy year 5) or benefit term if shorter,
and

(b) atage 65 or on the maturity of the policy if earlier, and

(c) atage 100 or on the maturity of the policy if earlier.

The total premiums each year are the accumulated premiums actually due to be paid by the policyholder
since policy inception.

Account Value, the total benefit amount payable on total surrender of the policy and the total benefit
amount payable on death under Guaranteed Basis / Conservative Basis shall include only the guaranteed
benefit and exclude any non-guaranteed bonus.

Account Value, the total benefit amount payable on total surrender of the policy and the total benefit
amount payable on death under Current Assumed Basis shall include both the guaranteed and
non-guaranteed bonus.

Under Guaranteed Basis or Conservative Basis, minimum guaranteed crediting interest rate (or 0% p.a. if
not available) and maximum scale of charges (or current scale of charges if not available) should be
adopted in the projection. The term “Guaranteed Basis” can only be used if and only if all values under
the projection are guaranteed; otherwise, the term “Conservative Basis” should be used.

Under Current Assumed Basis, current best estimate crediting interest rate and current scale of charges
should be adopted in the projection. From time to time, current best estimate crediting interest rate may
not be the same as the current crediting interest rate.

lllustration based on an assumed crediting interest rate under Pessimistic and Optimistic Basis. This
illustration is optional and can be shown only if:

(a) the plan has significant (which is 20% or more) target equity investment, and
(b) in the opinion of the company’s appointed actuary, the optional illustration is not misleading to the
applicants.



This illustration is allowed mainly for demonstration of variability of crediting interest rates due to
exposure of equities. It should not be used as benchmark for future crediting interest rates in misleading
applicants.

Companies are required to adopt 25%" and 75" percentiles of the investment returns in the projections
(except otherwise as allowed by the |A after a company has demonstrated to the satisfaction of the IA that
it has practical difficulties for so doing) as pessimistic and optimistic scenarios while keeping other
assumptions (except dividend/coupon accumulation interest rates, if applicable) unchanged.

Account Value, the total benefit amount payable on total surrender of the policy and the total benefit
amount payable on death under Pessimistic Basis and Optimistic Basis shall include both the guaranteed
and non-guaranteed bonus.

Surrender charge rates / surrender charge amount (if applicable) should be disclosed. For surrender
charge rates shown, the base to which the rates apply should be clearly stated.

Cost of Insurance rates in each of the first 10 policy years should be disclosed. For charges in later
years, companies can show the rates with a 5-year interval until maturity.

A column disclosing maximum rates of charges should be shown. In case there is no maximum charge,
“N.A.” should be marked in the column to represent ‘not applicable’.

The date on which the illustration is generated or printed is to be provided for possible future reference.
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