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By Fax (2521 7836) & By Mail
30 Decernber 2009

Ms Alexa Lam

Executive Director and Deputy Chief Executive Officer
Palicy, China and Investment Products,
Seaurities and Futures Commission Hong Keng

8th Floor, Chater House

8 Connaught Road Central

Hong Kong

Dear Ms Lam
SFC COMSULTATION PAPER ON PROPOSALS TO PROTECT INVESTING PUBLIC

Thank you for inviting us to comment on the consuttation regarding enhancing protection for
the imvesting public. .

We fully support the need to protect the investing public and are pleased that the SFC is taking
aproacﬂveposiﬁonmﬂﬁs.ﬂmever,mhdimmmemismmsumgﬁasmm
disclasure when, in our view, the focus should be on ensuring consistent advice from a range of
distribution chammels. The legal position taken by the SFC that ILAS and MPF products are not
securities products is in our view detsimental to this.

mﬂpmudofurdmmwﬁchwasndrmblefwﬂmsleofpmdmmms
been the focus of consumer, regquidtory and Legi Coundl attention over the last 16
months, We are also proud of our industry that has always through HKFI worked to protect
our customers, Examples are the- cooling-off period, minimum standards of Continuous
Professional Development, Customer Protection Dedarstions for business switched from one
company to another, educational pamphlets on medical insurance & investment-linked
assurance schemes, and a range of other infatives.

In the attachment we have set out our comments to each of the questions raised in the paper.

wmmammmnmammmm
frarnework are: =

i Proit MOSICIES. [CHLISSTRNTS 10
We are Co bvﬁﬁsonasnm—pmﬁtsmﬁdesaregeneraﬂyaassApdiciamﬁdeme
scope of the SFC Only where there s a spedfic market-vajue adjustment (not the reqular
investment smeothing mechanism inherent to these products) should the SFC have a role.

Corrwnission Disclasure (Question 18)
Our concerns with any comnission disciosure are: -
« It doesn't particularly help the customer as commissions can vary on products that have
the same end-value to the customer. Much more important is that they understand the
benefits and fees as these do impact the value to the customer.
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Ms Alexa Lam

Executive Director and Deputy Chief Bxecutive Officer
Palicy, China and Investment Products,

Securities and Futures Commission Hong Kong

e B magma'eate situations where companies pay their distributors salaries instead of
commissions/bonusas and so disdase minimal (if any) commission, but the policy is
idwﬁmllnevayoﬂmsmyhampeﬁ&rpoduﬁnlweﬁﬂmnﬁssionisdsdosed-
'ngwmmwmmmmmmﬂﬁnmm

1f some commission disdosure is decided on, we would strongly recommend the generic version
1o avoid customer confusion.

Audio-Taping (Question 28)

For our distrioutors that visit the dients — tied agents, brokess, IFA's and some mobile bank
sales people audio taping is not practical, The sale may be made over many visits and in most
cases will take many howrs. After the sale we would need to find a way to retrieve a number of
awdlo tapes from the distributor, collate them and find a way to link them to the policyholder
record. It is extremely difficuit to do this effectively. There is also the additional factor that all
g}uﬁonpig:nﬁﬁeshavelhﬁted@adw,mahpmp,amutapemaywpaﬂm

rough a

) Asmhﬂmhywehwewwgﬁmdmepﬂndplesummemgulmmmsmmmw
Wsmmammmmmmmmwmwummm
alln.ASmIsmaheapust-sa!sphonecdlﬁmasuiptappmvedbyHm

Asmmﬁmdwﬂeweabohweamngedoﬂmmdmmmmwm
cooling-off period.

Yours truly,

P

Alex Chu

Deputy Chairman

Life Irmrance‘(:ouﬂ
Encl.

c.c. LIC Coundillors
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SFC Consultation Paper on Proposals to Enhance Protection for the lnvesting Public

1.

LIZ Respinnse
We agres with the overall objectives of this consutation In terme of providing a
batier framework o prolect brvestors., However, we do not agree with al the
principles. Notably: -

. Wa don believe MPFA producis should be esiuded.

We would pmfer to see companies be heid rezponaibla for complylng with
the SFO ami codes, ralher than SFC giviy) approval. YWhen therm b a
poblem with en SFC approved producl or 5FC approved mackeling
malerials, then the SFC Is In danger of baing sesn as the lnvestigator and
the culpril

chmange in lhe finandal condition or huxiness of the key
Thiz is polenlially very onerout as many sitvations that don impacl

palicyholders could be desmed i be negafive, o.g. mmiling capial back bo |.

fhe parenl. Clarfication is needed a3 to whal svenis will kigger the
requiresnent for mich a nofics,

41-DEC=2009 09120 FROM HKFI
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SFC Consultation Faper on Proposals to Enhance Protection for the Invasting Publlc

Cuzzuens

-

Do you have any comments on the Overanching Principles
Setfion of the Handbook generally or any  parficular
prowision in the Seclion? Please expiain your views.

L2 Responss

In Section 1.H1 K stales that the SFC takes no resporishilly for the
contants al any ofiaring documant or advestisements authosized by . We
understand this is in velaiion ko the nfarmation prvided, but would have
expecied thal the SFC would laks some if it approved
wording Urat is not inteflighhls o ths conaumes. This Ges inte Section 34.

in parograph 7.2 of the Owesarching Principlea seclion of the SFC
Handbook for Unil Trmts and Muluad Fumds, Wvesiment-inked

Assurance Schemes and Unlsied Stroctured Products, it Is etaled thal
“Issusre of adverfeamenic shail enswe hat iy to ils issus, each

heipful for the
adveriiasments,
desigmaled person is required before approval by the Commidssion.

Whal ane your views on 2ach of the proposals below?

FROM HKFI

{a) The propozed desclomae fequirements In Appendix C
(lmnnmbenbdwudmonummmfor
Unlisted Siruciued Producis) to e SP Code.

Detivalives are used for mamy purposes, including hedging, and se fhe
raquirament to buy products thal use derivalives requires pasl sxparience
or spaciic raining aboul derivatives i unneacesaarily onerous.

We do nol seo 3 reason ko have a special calspery of “professional
Investor™ moving fotward. Al invesiors shoukd ba traaled equilly.

#1-DEC-2009 09:20,

- [{(BF The proposed disclosumn requiraments in Appendix D

{Advertising Guidelines Applicable fo Unisled
Struchured Prodcis) lo the SP Code.

No comment

P.G4
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SFC Consuliation Paper on Proposals to Enhance Proteclion for the investing Public

Quesl ons LIC Reseonse

{c) Whal s your views on ihe requirement for lssusrsto [« No comment
. prowide ongolng dscloars of the types of inforration
sel out in 7.6 of the SP Gode Whooughout the e of a
structured produci? Plaase axplain the masons for
YOUN Vieves.

{d) Are fhers any olher matters which you think an Issuec | »  No comment
slmuldbeoblgaibcisdmhmeﬂusman
ongoing basw?

VWhat are your views on (he eligibily requirements for [  Nocommenl
Isavers & Gimantors of unisled sinchred producks
proposed by SFC?

{a) Wha! are your views on the proposed requirements | * Mo comment
appiicable to SPV?

) Whal auyarvmonl‘nanuﬂpmpmdh- No camment
mﬁhﬂnmﬁnﬂﬂdamw“d

responsdils
erswing sn SPV Issuers compliance wih the SP Code
throughout Lhe tarm of the shuctured product?

(¢) Do you lhink a Product Amanger should also be e+  Nocomment
appointed for siruclured products fssued by lssuers
(vrheﬁ-uSPVsornoourguuanhadbyw:
where these entities o nol local Regulated Entifles
(.o whame (he lssuarn/Gummanios are ol Boensed
banks requiated by ihe HKMA or corporalions Bcansed
by lhe Commission pursuant to wection 118 of the
SFOY?

31-DEC-2009 09320
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SFC Conauitation Paper on Proposals to Enhancs Protaction for the Investing Public

LI Rusnuonse

Quzslicns

{d) Other than what has besn proposed, whel other

- obligathns or requiramanis (f any, bolh befors end
afler an offering), do you Whink a Froducl Amanger
shonld be made subjed 07 Fitase giva o Kl of any
such addiional cbigallons with reasons,

{a) Whal are your views on the proposed efigiblRly aileria
for collateral in respect of structured producks?

O 25217036

) Do you Tk thal coideral sholid be subject 10 any
additionsl eligibity criterda? I 60, what aera?

{c) Wammﬁmmﬂsmmmw

pricity and should nol be subordinaied to claime by
counierparties lo emsactions wit are
related ko the siuciured product?

g
|
g

= No commdant

06 you belleve Tai Tha SFC should 1ake ko acpunt any

addiional eligibiiy crilaria lor referenca assels, ar any athar
faciors, when considaring whether or

proposed reference asset or assel class for & stcksed
produci? ¥ so, pesse Est such addltional aiteria 1 taclors
and give an explanation for sech.

s  MNocommenl

to assees the performance ol thelr investmenic? If 3o,
piease prowvide details.

9] wmragmdtolhepmpcmlhpmldelhuilybym
of mcking fion price quotaions, do veu (hink an
axemplion ks jusiiable for structured mroducts wilth 2
short scheduled tenor, aug. of one month of less?

{a) No comment

41-DEC-2009 - 08:20  FROM EHNFI
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SFC Consuliation Paper on Proposals to Enhance Protection for the Investing Publlc

Qussiicns

() How ofien do you think lesuers or thelr markel agenis
slmll:lpmwln fiquidity by way of making f'm price
quotations?

{d) Oo you think ihat here sme other circumstances ar
peviods during Lhe termn of cestsin suckred products in
which liquidity provigion should not be requived or coulkd
not reasonahly be provided? i so, wity?

Mo commert

0.

1".

In relation to each of the proposals below, other

proposad general mwmw
mnﬁkﬂmﬂdbemmaenphhmm

it
82

(2) Froposals reganding invesaimant aclivikes ot out in
Proposal 1 (struciured funds)

) Propossls Tegarding swesiment aciiviles &at ol I
Proposal 2 (fimds that Inveet In FD)

i) Proposals regardng ivestment acfivities 3ot oul
Proposal 3 (imvesimernis in other schemes)

al-DEC-2009 09121

12,

1 rolalion to the proposals below, do you agres wih B
. 4o K
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SFC Consultailon Paper on Praposals to Enhance Protection for the Investing Public
LIC Kesponss

Onzstions

(@) The disclosure and reporting reguimements et oul In
. Proposal 4 (billngual anmyal rapors)

No comment

{t} The disclosure and reporling requiements set oul in
Proposal 5 (Product KES)

Neo cormment

1

Do you have any commenis on the revisioms te tha UT Code
generally? Please axphiin your iews.

No comment

"

Whal are your views about the mea of UCITS schemes
which have issued KIDs under thek own EV regulstor's
mgime tssing those KIDs in place of the Producl KFS? The
wsue here i how we should balance the mportance of

developing roadly stendandized Product KFS across alt
products sold 1o the Hong Kong public so that & i easy for
Hong Kong invesiars 1o understand and compame dfierant
producis, and lhe commercial needs of individual fund
hotses Lo reduce costs and awen administralive burdens. §
a larpe number of SFC-authorized funds adopt KIDg iratead
of Product KFS, & may defeal the piwposs of comparabiity
under the Product KFS proposal.

No comment

15.

(@) Do wyou agree lhat the propased spproach o
impiementalion of the revised UT Cods bs acoeptable
and practicahle, iaking into account the nesds and
cirammstances of various stakehokders?

Na commen,

(] Dnywhaveaypaﬂqumalomm
long ihe \ansition period should be for Exisling
Schames to fully corply wilh the Product KFS and
Olhar Disclosure Requiremants (paragraph 191)7

No commenl

16.

Da yau have any comsnents on each of ihe fo

P.R3
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Qieste .3

(a) The Product KFS requiramants . IIASIG-‘SDomneanaoe‘IPoﬂd The stal=ment =tating thal
. M mumﬁuhmmmmmmmmd

ially
MWMNWMMMpthlm
poficy, She value of which is lnked Lo fwe underlying funds.

s We mquest for guidance on lhe localion of the Product KFS, such as
whether It could be incuded ne a contenl of the product hrechura or an
inaart Fuchermore, cimificalion s needed on whelher information
contained in the Product KFS but duplicated in the produd brochrs, such
as charges and uplront impoctant risk waming, can b simpifled fexcuded
in the product brochure.

-

() The enhancad discloswe requirements on "wih-pronr | *  Nomal_ pasiidpaling "Claca A" msurance poliies am oulside the

; jurisdiclion of the SFC and we befieve these provigons shodd be deleted.
features and intomal funds The SFC sitould be concemed with Cass G policles only.

(c) The delation of Chapter 5, B and 9 of the cwrent LAS |+  Ne commont
Code .

{d} The codificalion of the existing practices regarding the We do nol undersfand whal vafues will be: shown as 2l amounds are non-
computation of surrender values and e nofifcafion guaraniaad for an ILAS plan. That 1s, they are all subjact to the undetying

raquiremanity on scheme changes vasimanl pafomance of fie funds end 30 all benefis ae on-
graranieed.

« In view of he wide uce of Infia) Condribulion Paiod producis (hat camy
substantial charges on the first 2-3 yeows premiirn that conlinie even ¥
the customer takes 2 premium holidey we recommend that an kestralion
also be required 1o show what happana if 3 aslomer takos & premium
holiday after, aay, 3 years.

« The now requiromenis regarding notice parind offer graater Sesdbilty to
insurance companies and we weicomes the change

%1-DEC-2009 021
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Quesiions

SFC Consultation Paper on Propozals to Enhance Protection for the Investing Public

Wa agree in general with however would stals thal the
long stop dale of e end of B — 12 montis from the effective dale appears
Inadequate given the SFC's need fo feview compliance of a large number
of exisiing ILAS products and the pasl axperiance seen in lhs exeessively
fong Ume pariod i recuires 1o do so.

* Schemes lo fuly comply wilh the Producl KRS and
Olher Disclonme Requimments (paragraph 214(c))?

F

We bebieve the proposed rarsiion period of 9-12 months is accepiable
provided that fhe SFG is indeed abje Lo Reewise provide for reasonaiie
fumamund fimes to inewsess in their revisw of materials submited for

givan thal thare are 230 B AS conlracts which will need to be reviewed
from the effective date.

For new requiremends as inlroduced by the Commission from line lo
fime, we expect 3 minimum of 6 months to be aflowed Lo cater kor the
mmmw' when signiicant system enhancements are
req

1.

We generally apme. Hovevor, this pal should be dardfied as to
expreasly say that MPF and ILAS products are not covered by Part [/, ¥
some provisions of Pat lll apply lo MPF and ILAS muducls, thess
provisions should alxo be expressly ideniified.

19.

No commend as it i nol applicable lo ILAS sals.

-y p.1Q
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70 25217938

Should a high nel worth Invesior be considered to have

spacilic knowladge and experiiss if: ’

(&) he is cumenfly working, o has previously worked in
the relevan financal sector for at leasl ona year in a
pofessional  posiion  thal iwvolves e  relevant
product; or

(b} be has undsrgone trining o slodied cowsas which
are ralabed to e relevant product?

Do you have any olher suggesiions?

As stated in Q2 Above, maving forward we do not see o need for a special
calegowy of “Professional Irveetors”,

Whal amount should the minimum parifolic requirement be
s8] 21? Please give your reasons.

Aa stated i Q2 Above, maving forward we do not ses a need lor a special
catepory of “Professional Imestars”,

PROM BHFI
8

Where a distioutor andior any of its associales explicily
recaives ar will veceive monciary benefis from a product
Esuer {dimclly or indiraclly), which of the falowing three
disclomre oplions would he mom appropriats? Please
explain your visurs,

Opllon 1.1 — Disclosure of doller amaint o pevcentage
Option 1.2 — Cisclosure of perconiage bands o celling {Le.
=x% 10 y%* or "up o y%)

Cplon 1.3 - Generip disclosus

%sm13mmumdum”rdbauuﬂn
Mnaﬂwﬁmuﬂmdizmmmmhnmw
with highar momlary benatils.

1%, mﬁbmz'b.eic)?

‘We support option 1.3 genavic dizcloaum.

91-DEC-2009 09131
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SFC Consulation Paper on Propousals to Enhance Protection for the investing Public

Weammwmmmwm
distrmuﬁlganlmﬂmulpmdud which of the following
disclosure oplions would be more appmpriele? Please
explain your views_
Opfion 2.1 - Specific disclosure of disvibution reward
Oplion 2.2 — Generic disclosune

LIC Response

No Command - The business madal specified In Q24 b nol applicabls
ol

Wiore a distributor makss a radng profit from a baddcto-
back transaction, which of the following disclosure options
would he more appropriale? Please explain your visws.
Oplion 3.1 — Disclosure of spacilic irading profi

Oplion 3.2 — Genaric disclasuro

No Comment - The busineas model specified in Q25 ks nol apphcable lo
s,

26.

Co you consider it appropeiale to restrict distibutors from
offering investorz supermarksi gt coupans, audin wsual
equipmenl and other kinds of gits having monetary yalue
{excopl discoun! of fees and chasges) in gromoting a
spacific wvestment product to investors?

%

We do not think that the reclriclion on offering gifts with manelary value
is appropriaie. We believe Lhal gits shoufd not ba the major coame for a
customer lo purchase an ivestmenl product provided thal under o
SFCs & HKMA's guidefines, astomers should receive sulficient
disciosure mganding product risks and suitability

Wa suggest thal we should be allowed the Rexdbility of offering oilts.
especilly when reswanding the cverall customer relalionship where ILAS
In included In a range of efightle products,

a7.

Do you have any commaents on the poposed information
conierd of the Sales Disciosure Documerd which [ncludes
{2} capacily {principal or agenis); (b) afficlion with product
Bsuer; (c) monetary end non-monetsry bencfits, and (d)
discoumt of lees and charges available Yo Invextors?

We woukd welcoma jurther guidance from the Commission on the formal
n which a safss disclosure docwmen! should take and whether i can be
pesonksd 23 parl of the Principal Brochwre's contenl.

Do you think audio reconding of the chenl visk profiing
procoss and the advicary or seling process for investment
prodiscts should be mads mandatory of the current record
keeping requinsments are sufficient?

We buliave fhis it banaficial bul nol mandatory, moreover in a Tield
salex’ this is indead imgwaciicabls.

We wish to relierale thal aw now audio recording’ recovd keeping
requimments thal may be irlroduced by the regulsiors should apply
allintermediaries % ansure tar campetilion.

F.12
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SFC Consultation Paper on Proposals to Enhance Protection for the Investing Public
LIC fenponan
"« & mad iow Yong do you think s We do nol recommend thal mudio recarding be made mandatary,

. these audic 1= should be for? Plea . " howewer, should i be made so, we sugpest the sudio recording
; kopt wo cxplain you requireman to be alignad with extating HKMA requirement .. 7 yeam

Quresbiors

P.0L2
P.13

TOTAL P.013

beneficial for investors or do you belve that costs M%mawmzﬁpﬂwmm&m
associated with ifs implementafion would outweigh cusiomers Contracts these are alroady operating
banefits for Investors? v h the guidefines i place from the HKF in thie regand.
30, | Ploase provide your viewa on whether investors should ba |+ No Comment §

given a period of time afer placamant of thelr orders during
which execulion of the wade s delayed and e inveslor Is
g‘venmoppoﬂuniybmelhmbefmauulrﬂis

¢ 29217836

If your view is {hat this would genarally be benefical to
iwostors, please provide your views on e hypss of

731, |Piease provide your views on wimther, and in whal} + NoComment

wED eI 187

32, mmmmaacompemdhmwhan e In principie yes.

P
4
E
E
|
g
%
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