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Insurance Authority (IA) Circular

• On 1 Apr 2022, IA issued a circular on the supervisory standards and key requirements on the use of premium financing to take 
out long term insurance policies (“the Circular”).

• Purpose : Clarify the supervisory standards and key requirements in the existing codes of conduct and guidelines, for authorized
long-term insurers and licensed insurance intermediaries when carrying out their insurance operations and regulated activities 
with respect to the use of premium financing by (potential) policy holders.

• The content covers:

✓ Affordability assessment in respect of premium financing

✓ Additional measures for customers with risk of over-leveraging

✓ Disclosure

✓ Sales practice, training and other aspects

✓ Compliance with the supervisory standards and key requirements

✓ Template of “Important Facts Statement – Premium Financing” together with its requirements (annex)

• Full Requirements are shown at the links below:

• https://www.ia.org.hk/en/legislative_framework/circulars/reg_matters/files/Circular_01042022.pdf

• https://www.ia.org.hk/en/legislative_framework/circulars/reg_matters/files/Annex_01042022.pdf



Effective Date & Scope of Application

Effective Date
•1 January 2023 (no transitional period)

• Apply to all applications of life insurance policies received by the insurer on or 

after the effective date.

Scope of Application • “Premium Financing (“PF”)”: an insurance funding arrangement whereby the  

customer, borrows funds from the lender to pay for the premiums of the life 

insurance policy and, in doing so, assigns all or part of his/her rights under the  

proposed policy to the lender.

• Apply to every application for a new life insurance policy to be acquired using 

premium financing (include individual and corporate customers)

• Not apply to policies which have been fully paid by the customers, but are 

subsequently assigned by the customers as collateral for loan facility



1. Affordability Assessment in Respect of Premium Financing

• Ascertain whether the customer has sufficient financial resources to pay the portion of premium               
not financed by premium financing, repay loan payments (principal and interests) over the entire 
tenure* of premium financing facility and repay the sum owed if demanded by the lender before 
policy maturity;

*Where the premium financing facility tenor is not fixed (e.g. an overdraft facility which can be withdrawn and repaid at
any time), the insurance intermediary should take a prudent approach in the affordability assessment by assuming that the
premium financing facility would last throughout the entire policy term of the proposed policy.

• Insurance intermediaries without the access to the information regarding the premium financing 
facility to ask and obtain the premium financing information from the customer; and if the 
customer refuses to disclose, insurance intermediaries have to perform affordability assessment as 
if no premium financing is used (i.e. the total premium is to be funded entirely by the customer’s 
own funds), explain to the customer that, without the information, it would not be able to assess 
suitability and affordability of acquiring the policy using premium financing, and obtain customer’s 
acknowledgement

(the above alternative arrangement is not applicable to any insurance intermediaries with access to the information 
regarding the premium financing facility, e.g. banks which act in the dual capacity as both the insurance intermediary and the 
proposed premium financing facility provider.)



1. Affordability Assessment in Respect of Premium Financing (cont’d)

• Internal control to check whether any of the inforce policies has been assigned or pledged as 
collateral for a loan facility;

• FNA to explicitly ascertain:

➢ whether the customer has any outstanding liabilities; and

➢ whether his/her existing policies are used as collateral for premium financing facilities or 
otherwise pledged or assigned as collateral for a loan facility;

• Take the above information into account in affordability assessment; and

• Insurance intermediaries to restrain from giving regulated advice involving the use of premium 
financing, unless sufficient information in relation to the customer’s circumstances (including 
details of premium financing) is obtained and an appropriate suitability and affordability 
assessment has been carried out.



Affordability Assessment

In addition to the current affordability assessment requirements, the following enhancements in 
respect of affordability assessment will be applied to customers indicating premium financing is 
intended to be used:
• Assess whether the customer has sufficient financial resources to
a) Pay the out-of-pocket premium (upfront payment)
b) Meet all scheduled repayments (including principal and interest repayments);and
c) Repay the sum owed under the PF facility before policy maturity upon lender’s request
• The amount of liquid asset the customer is able and willing to use to pay premium must be 
sufficient to cover the full premium of the proposed policy (including the out-of-pocket premium 
and the portion of premium to be financed by the premium financing facility for the proposed new 
policy)
• For the assessment, the amount of liquid assets the customer is able and willing to pay premium 
as indicated in the FNA must exceed the full premium of the new policy applied, AND the remaining 
portion of the liquid asset must be adequate to cover the outstanding liabilities*specified by the 
customer in the FNA and the interests required over the entire tenure of the PF facility for the new 
policy applied for.

*Outstanding Liabilities includes:
1. Current amount of loan arising from the premium financing facility(ies) or the loan facility(ies) of any existing 
insurance policy(ies) that is/are used as collateral for premium financing facilities or otherwise pledged or 
assigned as collateral for a loan facility(Excluding loan amount and interest arising from the PF facility for the 
new policy applied)
2. Current amount of other outstanding liabilities (exclude point 1 & mortgage loan)



2. Additional measures for customers with risk of over-leveraging

• Assess whether customers using premium financing face a risk of over-leveraging

➢ Risk of over-leveraging exists when loan repayment requested by the lender before policy 
maturity cannot be fully met by the customer’s own funds and can only be met using surrender 
value of the proposed policy.

• Insurance intermediary should not recommend a policy that would amount to risk of over-
leveraging unless there is sufficient justification.

➢ Justification should be clearly explained to customer and documented as part of the reasons for 
recommendation of the policy.

• Perform asset / income proof verifications on customers facing risk of overleveraging. If required 
by Insurers, asset/income proof should be provided for verification. Reasonable assessment on the 
declared income and asset should be performed. 

• Take into account the condition / state of assets (e.g. value should be adjusted to reflect the 
customer’s portion of ownership, asset value should be adjusted to the net value if there are 
outstanding liabilities, not accept owner’s occupied properties as asset proof, etc.)

Note: The “Additional measures for customers with risk of over-leveraging” are not applicable if the customer 
has own funds available to pay the policy in full without the use of the premium financing facility.



3. Minimum Disclosures 

Important Facts Statement – Premium Financing (“IFS-PF”):

IFS-PF aims to help customers to understand the relevant risks and features by customers, for the 
purpose of making informed decisions by the customer.

• Insurance intermediaries to fully explain the contents of the “IFS-PF” to customers, as soon as 
they are made aware of the customers’ interest in the use of premium financing

• The insurance intermediary is required to go through the “IFS-PF” point-by-point with the 
customer

• The Licensed insurance intermediary should present and explain the “IFS-PF” if the customer has:

i. indicated his/her preference for the use of premium financing for his/her insurance application;

ii. indicated that part of his/her source of premium payment will come from premium financing; or

iii. submitted a written consent to assign all or part of his/her rights under the proposed policy to a 
lender prior to policy issuance.

• The “IFS-PF” should be completed and signed for policies acquired through the use of premium 
financing prior to policy issuance



4. Sales Practice and Other Aspects

The Circular does not prohibit insurance intermediaries from making recommendation or 
solicitation involving the use of premium financing, but any such recommendation or solicitation is 
subject to relevant requirements, including adherence to all of the following:

(i) Once a customer indicates the intention to use premium financing, sufficient information 
(including details of the proposed premium financing facility) must be obtained and appropriate 
suitability and affordability assessments must be carried out;

(ii) In making any recommendation or solicitation involving the use of premium financing, the 
insurance intermediary should ensure that he/she complies with the Code of Conduct for Licensed 
Insurance Brokers, as the case may be; and

(iii) The insurance intermediary and the customer should agree and sign in the IFS-PF to confirm on 
whether or not the insurance intermediary has recommended or solicited the customer to use 
premium financing to fund the purchase of the policy.

If any of the items above is not fully met, the licensed
insurance intermediary should not make any recommendation or
solicitation involving the use of premium financing to customer.



4. Sales Practice and Other Aspects

• Insurance intermediary to remind customer of the potential shortfall that the actual net benefits 
receivable under the proposed policy financed by premium financing will be less than the amount 
indicated in relevant benefit illustration;

• Only use materials supplied or approved by the appointing insurer / appointing agency 
/appointing insurance broker company when advertising, marketing or promoting an insurance 
product;

• Clearly explain to customers the impacts of their use of premium financing on the customer’s 
rights to cancel the policy within the Cooling-off Period, and update cooling off notice accordingly;

• On-going monitoring should be implemented to identify any inappropriate sales practices, 
including conducting investigation for

(1) exceptionally high rate of customers refusing to provide details of premium financing facility, or

(2) high amount of insurance applications involving the use of premium financing yet customers    

had declared that no solicitation or recommendation on the use of premium financing had   

taken place.



FNA






