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American Intematienal Assurance
Company (Bermuds) Limiled

AlA Tower,
s 183 Electric Roxad,
Narth Point, Hong Kong

T : (832) 2861 3313
I AA.COM.HK
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29 December 2005
Securities and Futures Commission ‘
8/F Chater House BY FAX (2293 5722)
8 Connaughi Road Central (Total: 1 + 13 pages)
Hong Kong & BY POST
Attn: Consultation on proposals to enhance protection for the investing public

Dear Sirs,

Consultation paper on proposals to enhance protection for the investing public
(*Consuliation Paper™)

We refer to your Consultation Paper in September 2009, Please find enclosed our fecdback
on Section TTIL: Code on Investment-Linked Assurance Schemes for your kind attention.

Please do not hesitate to contact me if you have any queries.

Yours faithfully,

«

Vinci Hon (Ms.)

Vice Prasident and General Counsel
Direct: 2203 0182

Fax: 3170 6869

Encl.
cc. The Hong Kong Federation of Insurers - Mr. Peter Tam (by fax 2520 1967)
Office of the Commissioner of Insurance - Ms. Angel Hon (by fax 2869 0252)



Feedback to the SFC on Section I1I:

Code on Investment-Linked Assurance Schemes

Prepared by
American International Assurance Company (Bermuda) Limited

Dec 29, 2009
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Suggestions and Recommendatisns:

Chapter /
Heading

_ Section

Quote from the SFC revised code (ftalic) or

Gen_erai Observation

Questions f Comments

5/ Schame
documentation

5.4 (a)
Surrender
values

Furiher guidancs as to ihe assumed rates of relurm

the Commission’s website,

fo be used in the Hustration document is available om

Need further elarification about what
“Further guidance” within this scope. For
example, what are the critical factors for each
insurer to substantiate its assumed rates of refum?
Current economic environment, historical returm of
underlying investments, composttion of existing
underlying investments?

How often will the assumed rates of return be
changed? Suggest the assumed rates of return
will not be changed frequently as the resources and
efforts to revise the figures in the sales illustration
document is significant.

5 f Product key
facts statement
(KFS}

5.7

Product Key Facts Statement (KFS) does not seem to
tbe designed for ILAS with significant death benefit.

This late seems to be desi based on
101% ILP which we apree with the simplification

for the convenience of investors.

For plans with significant death henefit such as
Asset Whole Life (“AWL™) or Wealth

FlexiProtector (“WFP™) in AIA, the KFS may not
be sufficient to contain all mecessary explanation
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Ghapier
Heading

.set‘:lion'

Quote from the SFC revised ‘code (tafic) or |
- ‘General Observation -

Questions / Comments

of the insurance features e.p. details of each
benefit options, layering concepts; with the “4-page
limit™*, Therefore, we are in the view that the KFS
for plans with significant death bepefit shall not
be made compulsery. In this case, client should
refer to the full version of the Principal Brochure.

* The maximum of 4 pages limit was provided by SFC on
13 Nou 2009 in indusiry briefing

5 1 Product key
facts statement
(KFS)

5.7

Should internal fund like Interest Bearing Fumd to be
included in KFS of Wealth FlexiProtector orin a
sepatate “KFS for guaranteed funds™?

®  As for ILAS product with internal Interest
Bearing Fundl: we find the KFS template is not
entirely applicable. Therefore, we have proposed
a template in Appendix 1. Generally the proposed
solutions are to skip/ rephrase those ftems that are
not applicable to internal Interest Bearing Fund like:
- Many descriptions or ficlds are designed for unit

frust which is not applicable to general account
fund.

- Past performance of the interest crediting find:
does it mean historical erediting rate in the

case of Interest Bearing Fund?
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Authorized Insiiver invests in @ mixture of assefs,
and refains the absolufe discrefion to

declare a rate of refurm (cornmonly known as
*bonus”) determined by reference to the
performance of the underlying assets and other
factors and is promised on the basis

Chapter{ | Section | Quote fromthe SFC revised code {Jtafic)or | " Questions  Comments
_Headlng ' General Observation = ' A '
- Fees and charges: there is no charge on inlerest
crediting fund, possible to put *Nil’?
- Scenario analysis: there is no such condition on
this fund, possible to put ‘Not applicable®?
5 I Product key 57 An Rlustration templale of the Product Key Facts |@ How ofien will the template be changed? Since
facts statement Statement wil be made available on the great effort is needed to revise the KFS for all the
(KFS) Commission’s website. . products,
5/ Product key |Statement in]“...4BC insurance company will be investing ime  |®  Suggest not to include the captioned statement in
facts statement |KFS (page 1){investment options selected by you.” the KFS as this seems contradicting to the upfront
{KFS) risk disclosure statement in the Principal Brochure.
6 / With-profits 6.4 As regards a scheme or an investment option with a[® With the definition (i.e. Insurer... retains the
features “with-profits” fealure where the absolute discretion fo declare a rate of retumn),

Interest Bearing Fund may fall into this category.
However, since this fund has ne market value
adjustment and the required additional disclosure

is all related to market valve adjus we wounld
ke to confirm if therefore po additional

disclosure is required.
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- Chiapter/
Heading

Section

General Obaervation

Quote from the SFC revised code (falic) or |

. Questions  Comments

ihaf the ups and downs of the investment
performance can be smoothed out over a

Iperiod, and the Authorized Insurer may, amongst
offier things, reduce the rate of

bonus and/or apply a market value adjustment to the
poficy value or withdrawal

amount in respect of any withorawals (whether arnotr
this may be on & refrospeciive _
basis), the following musst be disclosed in the cifering
document:

¥ { Scheme
Changes

7.3

Whhout prejudice fo the foregoing, the Authorized
Insurer should inform scheme

participants as soon as reasonably practicable of
any material adverse change in the

financial condition or business of the key
counterparties that it is eware of. ‘Key
counterparties’ include birt are not fimiled fo the
Authorized Insurers and guarantors

r{wﬂem refevant).

What about the unoffickal source or market

infelligence (e.g. widening of credit default swap or
downgrading from credit rating agencies) that is mot
released by the counterparty? Is
Authorized insarer still obligated ts inform
scheme participawis?

Suggest to exactly define and clarify the scope.

(suggest to limit the scope to Authorized InsurmJ

only). As the material adverse change may come
from the media or other unproven source, we can’t
verify the compleieness, accuracy and time lag of
the information. If we disseminate wrong
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- Chapter/ - | Section | Quote from the SFC revised code (itafic)-or Questions / Comments
Heading General Observation ‘ _ '
information to scheme participants, we fear this will
confuse the public..
Industry Briefing| Slide 9: ®  Suggest to expand the transitional period from

on Nov 13, 2009| Proposed

timeline for
compliance

rExfs.ﬁng ILAS marketed fo the HK public can
continusg fo be soid and wikl have a fransitional period|
ending 3 to 12 months from the Effective Date ("L.ong

Stop Dafe’) o comply.

“9 to 12 months” to *18 o 24 months” (the time
will include our preparation time and the SFC
approval time), since all ILAS insurers will make
the changes and submit the revised / new
documents to the SFC at the same time. A longer
transitional period may be necessary which also
ensure no disuption to the normal business say new
ILAS products/ new funds (including corporale
aclions).

ILAS Selling
Channel

Enhanced investor protection

Our views on the ILAS selling channels have
been included im A dix 2.
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Appendix 1 and 2:

1) Guaranteed Fund Template — Interest Bearing Fund in Wealth FlexiProtector

=

[ntermst Bearing
Fund_SFC EES 241%

2) ILAS Selling Channel — Enhanced Investor Protection

==

ILAS Setling Chanael i
(Enhianced investoe Py -
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Proposed Product Key Facts
statement for ILAS with

Internal Interest Bearing Fund

Prepared by
American International Assurance Company (Bermuda) Limited

December 24, 2009

Reading key:

Sample — information that AIA filled in
- - proposed wording on areas in doubts
— ATA comment

1
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PRODUCT KEY FACTS

American Intemational Assurance Company (Bermuda) Limited AlA Interest Bearing Fund

This statement provides you with key information about this product.
This statement is a part of the offering document.
You should not invest in this product based on this statement alone.
Quick Facts

Launch date; May 21, 2007 Fund Manager: American Intémnational.
Assurance Company-
(Bérmuda) Limited
(AIA7

Total assets as of Nov 25, 2009: Custodian; AlA

Base currency: UsD Dividend: N/A

Financial year end of this fund:  Nov 31, 2009 Min. investment: NZA

Dealing frequency: Monthly

What is this product?

AIA Intenast Beanng Fund forms part of AIA's geneml ‘account in which assets ais se]ely gwned hy AIA. Thus funid
is only “available to Wealth FlexiPratector, one of the ILAS plans Which AlA owrl. Hlstnneally the growth of the
general account has been no less than 2% per annum, AlA has the sole dIECI'etIOI'I to determine the investmeant
strehegy hence the compesltion of various assets, from time to time, and has the nghtte retain investment income
generated from euch assets over and above what is required fo be sat aside to meet the Guaranteed Crediting
Rate- ef 2% per annum of the Interest Account under the reléevant Wealth Flexthtector pohcles AlA will credit
inferest o.the AIA Interest Bearing Fund at an interest crediting: rate determmed by us at our sole discretion, but
for tha Interest Account of Wealth FlexiProtector such interest rate will not be less. than' the Guaranieed Crediting
Rate of 2% per annum.

What are the investment objectives and strategy?

When will you lose your
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PRODUCT KEY FACTS

American Intemnational Assurance Company (Bermuda) Limited

AlA Interest Bearing Fund

Dh]ectlve money?
AlA; Interest Beanng ‘Fund is-an investment optren establlshed by AlA: AIA

lntereet Beenng Fund is managed in a prudent manner to: generate astable | You may not get back the arnount

incomne o\rer the medium to long-term. you invested iFAIA dafaults,

Strategy

ATA Interest Bearing Fund will invest 0% to 100% in fixed. Ineeme securities,
rnl:]udrng debt securities, allocatad across global markets, Any remairider will
be mveeted in money: market instruments, allocated across global markets.
AIA Interest Beanng Fund may invest in financial denvatve instruments for a
number of purpnees whrch principally inchwde; (a) a reduction of risk; (b) a
reductron of cost with no increase. or minimal -increase in nisk; and/or {o)
generetren of additional capial or income with no or-an acesptably low level
of Tisk refative to the expected retum,

What are the key terms of the guarantee?

o." - Guarantor: AIA
s  Scope of guarantee: guaranteed crediling rate & 2%

Tenmnahon eondi‘tion[s) AlA Interest Bearing Fund will-be termmated i, i |n
AIA‘s sole nplmon itis the most prachral andjor-in the best interests of the
polrcyholders of the Weailth FlexiProtector in general.

What are the key risks?
Investment involves risks. Please refer to the offering document for details including
the risk factors. -

Politreel gconomic and sogial risks — All finanéial markets and therefore the asset value of AIA lnterest
Beermg Fund may ‘at times be advérsely affected by changes in political, ecbnomrc and ‘social conditions
and’ polieres

ol 'Market risk ~ The underying investments are subjéct 1n the risks inherent in aII secunhes The value of fhe

assels of AlA Interest Bearlng Fund may rise as well as fall.

. . .lnterest rate nsk The fixed income securities in which AlA Interest Bearing. Fund may invest are interast

rate sensrtr\re meanmg that their values will fluctuate as interest rabes ﬂuduate An increase In interest rates
wrll geuerelly reduce the value nf the fixed income sacurrbes

) -Exchange risk — AlA Interest Beanng Fund may invest in assets quoted in: m.rrreneree otner than the bese

currency of AlA Interest Bearing Fund. The performance of AIA Interest.Bearing Fund may- therefore be
affected by movements in the-axchange rate between the currencles in which the assets are held and the
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PRODUCT KEY FACTS

American International Assurance Company (Bermuda) Limited AlA Interest Bearing Fund

base currericy, of AlA Interest Beanng Fund.

P ".-Cbunterpartyfcredit riek — The underiylng investments may invest in deposits ‘and debt securities and may
be exposed o oounterparty defauit and seftlement risks.

. Hedgmg — The investment manager is permrtted but. not obliged, o use hedging l:echmques to attempt to
offset currency risks. There is no gua:antee that hedgmg techniques will achieve malrﬂesrred resuits.

What are the fees and charges?

ges-which may be payable-by you
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PRODUCT KEY FACTS
American Intemational Assurance Company (Bermuda) Limited AlA Interest Bearing Fund
-l F _! ! . E I F I I-I .. I‘I : | /,_—-"
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How has the fund performed? -

Additional Information

Intermediaries’ Information
Awn:lr;temaﬁpnal Assurance Company Phone: 2232
(Bermuda) Limited Fax: [o]

Address: Email: [o]

AIATower, 183 Electric Road, North Point, Hong Kong | wenette: wwwala, com bk

Important
i you are in doubt, you should seek professianal advice.

The SFC t=kes no responsibility for the contents of this statement and makes no representation as to its accuracy
or complateness.




31-DEC-2689 11:18 FROM AIA LAW TO 22935722 P.14

December 29, 2009

Comment in relation to Banks operating bancassurance business selling ILAS as
agents of Authorised Insurers

What is Bancassurance

Banks (or Financial Institutions) regulated under HKMA may act as agents for
authorized insurers in selling insurance products (including ILAS). This kind of
insurance agency business is known as bancassurance. Once the bank is registered
with a specified insurer as agent, it can only promote and sell insurance products of
such insurer exclusively. This is due to principal-agent relationship where a bank
can only register with a maximum of two insurers as bank agent and the bank ¢an
only promote and sell insurance products issued by such principal insurer.

Potenti ict of interests =
Whilst ILAS is issued by insurance companies, and not by banks, banks should
assume a more independent intermediary role in assisting investors in selection and
assessing suitability on ILAS products across the wide spectrum of products offered
by different insurers. The current bancassurance arrangement whereby a bank is
allowed to promote and sell insurance products exclusively for one particular insurer
(as its principal) creates the potential for bias in determining client suitability of the
ILAS. This de-facto exclusive agency arrangement affects materially the
independence of banks in advising its bank customers in choosing ILAS. As the
bank is agent of a particular insurance company, there is an inherent risk that a
customer, when relying on his/her bank manager on bank products, may
@) misconceive that the ILAS represented by the bank manager is a product
issued by the Bank;
(i)  nof have access t0 information on other ILAS products and providers to allow
for an appropriate comparison of fees and charges and risk levels before
he/she should make 2 purchasing decision.

Recommendation

Since insurance products, including ILAS are not issued by banks, a bank’s role
should be acting as an independent intermediary, like an insurance broker to better
assess client suitability and advise about the most suitable ILAS option for clients.
The traditional bancassurance model should therefore be reviewed and consideration
be given instead to a brokerage model for better proiection of customers. This is
"especially important now given the wide variety of ILAS and “with profit” ILAS
products offered by different insurers. The focus should be more on the

independence of a bank as an intermediary, and on transparency of disclosure,
information access and client-suitability.
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