7 December 2022

Broker Bulletin No 2022 - 145
New Requirements on Premium Financing for Life Insurance Policies

ARMASREZ REREHHTES]

Dear Business Partners,

This is to draw your attention to the circular issued by the Insurance Authority (“IA”) in relation to the
new requirements on premium financing for life insurance policies. This new requirement will come
into effect from 1 January 2023. It applies to all the new business applications of life insurance
policies with the premium financing arrangement received by the Company on or after 1 January

2023.

The purpose of the circular is to clarify standards and key requirements in the existing codes of
conduct and guidelines, for insurers and insurance intermediaries when carrying out their regulated
activities with respect to the use of premium financing by (potential) policy holders.

This compliance bulletin aims to remind you of some important notes and respective changes in
relation to the guidelines on premium financing.

What do you need to know/ do?

Highlights of the Requirements

What should you know/do?

1. Scope of Application

Every application for a new life insurance policy to be acquired
using premium financing by individual or corporate customers.

Not applicable to policies which have been issued with premium
already fully paid by the customers using their own funds, but
subsequently assigned by the customers as collateral for loan
facility.

2. Types of Products

Eligible products for premium financing:
e Heritage Builder Universal Life (HBUL)
e Grand Heritage Il (GH 2)
e Max Goal Insurance Plan (MG)

3. Definition of Premium
Financing

Premium Financing is defined as an insurance funding
arrangement whereby the customer borrows funds from the
lender (usually a financial institution) to pay 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.

4. Affordability Assessment

To ensure the customer can afford the recommended product,
you should ascertain whether the customer:
e purchases the life insurance policy using funds arising
from premium financing.
¢ has sufficient financial resources to —

I.  pay at the outset the portion of the premium not
financed by the premium financing facility;

II.  meet all scheduled repayments (including
principal and interest repayments) over the entire
tenure of premium financing facility; and

lll.  repay the sum owed under the premium financing
facility if demanded by the lender before maturity
of the policy.
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Highlights of the Requirements

What should you know/do?

e has any outstanding liabilites and whether his/her
existing insurance policies are used as collateral for
premium financing facilities or assigned as collateral for
a loan facility.

5. Key Changes of Financial
Questionnaire

Net Liquid Assets (Total Liquid Assets — Total Liquid
Liabilities) is to be calculated to assess the over-leveraging
risks. Liquid Liabilities are defined as any liabilities with
obligation to be repaid within 1 year or any loan without
specified repayment period (Question 2.4).

Section 5 - Premium Financing is newly added to the
Financial Questionnaire to check whether the customer:

I.  uses/ intends to use funds from premium
financing or loan to pay for the premiums
(Question 1);

II.  pledges/ intends to pledge his/her self-occupied
property as colleterial to get a loan to fund the
new policy (Question 2); and

lll. pledged any existing in-force life insurance
policies to any financial institution (Question 3).

Note: Self-occupied properties should not be used as collateral
to obtain a loan for premium financing.

6. Important Facts Statement —
Premium Financing (“IFS-PF”)

The IFS- PF has set out the potential risks related to the use
of premium financing and will replace the existing “Premium
Financing Risk Disclosure Form”.

If the customer answers “Yes” or “Not yet decided” to
Question 1 in Section 5 - Premium Financing of the Financial
Questionnaire, it means that the customer is using/ intends
to use funds from premium financing or a loan to pay the
premiums of the new policy, an IFS-PF is required to be
submitted.

You should explain to the customer the contents and the risks
stated in the IFS — PF in detalils.

You should, at best effort, obtain premium financing facility
including name of lender, loan amount, loan interest rate,
loan tenor and repayment amount for each installment from
the customer to facilitate affordability assessment.

The IFS- PF must be signed and dated by both of you and
the customer.

7. Risks of Over-leveraging

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

Risk assessment for over-leveraging:

Total loans for premium financing (including loans for existing
policies and the total premiums for the new policy) are
compared to Net Liquid Assets (i.e. Total Liquid Assets —
Total Liguid Liabilities).

If the total loans for premium financing are equal to / less than
80% of the Net Liquid Assets, the risks of over-leveraging are
relatively low.

If the total loans for premium financing are more than 80% of
the Net Liquid Assets, the policy application would be
declined.
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Highlights of the Requirements

What should you know/do?

o Please refer to Appendix for examples of risk assessment for
over-leveraging.

8. Liquid Asset Proof

If the customer pays the full or partial premiums from the funds
arising from premium financing, the customer must submit liquid
assets proof of at least 100% of the single premium of the new

policy.

Types of assets proof generally accepted:

i) Individual Customer

e Bank statement showing account balance

e Security statement with shares’ values

e Time Deposit Certificate

e Portfolio statement showing portfolio value and asset under
management

e Bank Reference Letter issued by private bank / premier
banking

Note: All the above required documents should be issued within

the latest 3 months prior to the policy application date.

if) Corporate Customer

e Latest audited financial statement showing value of cash
holding or other liquid assets

e Latest company’s bank statement showing account balance
within 3 months

o Company shareholders’ bank statement/ liguid asset proof

9. Cooling-off Notice

If the customer pays the premium for a new policy from funds
arising from premium financing, a “Supplementary to Notice of
Policy Issuance” will be issued alongside the Welcome Letter, to
remind the customer the right to cancel the policy within the
cooling-off period may be assigned to the lender, and therefore
any cancellation request may be subject to the lender’s consent.

You should explain to the customer the impact of the use of
premium financing on his/ her right to cancel the policy within the
cooling-off period.

10. Post-Sales Call

If the customer declares that the insurance intermediary has
recommended or solicited him/her to use premium financing to
fund the new policy in the IFS-PF, a post-sales call would be
conducted within 5 working days after the policy issue date to
ensure the customer understands the risks and implications of
premium financing.

11. Points to Note

e You should not recommend using premium financing to
fund a new policy, except the customer initiates the offer.

e You should only use the Company’s approved materials
when adverting, marketing, or promoting an insurance
product.

o If premium financing is applied after policy issued to
settle the remaining balance, i.e. the policy is issued with
partial premium paid by customer himself/ herself, the
following requirements need to be fulfilled:

I.  Signed IFS-PF (if not yet submitted at the stage
of policy application)

Il. Liguid Asset proof of amount at least equal to

100% of the single premium amount of new policy

lll.  Over-leveraging assessment reconducted based

on the updated financial information. If the

Financial Questionnaire is conducted over one

year from signing date or the over-leveraging

assessment cannot be passed, the customer is
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Highlights of the Requirements | What should you know/do?

required to provide updated information in
relation to his/her net liquid assets status and any
existing policies pledged to financial institutions
for premium financing.

The above listed serves as a summary for your easy reference. For details, please visit the website
of the IA for “Circular on the supervisory standards and key requirements on the use of premium

financing to take out long term insurance policies” with the below link:

https://www.ia.org.hk/en/legislative framework/circulars/reg matters/circulars on requlatory matt

ers 2022.html.

Enclosed please find the Premium Financing Training materials. You are required to complete the
Premium Financing Training by submitting the completed training confirmation form and attendance
sheet to AXA by 28 December 2022. If you fail to complete the compulsory training before the
deadline, you will be suspended for selling Heritage Builder Universal Life, Grand Heritage Il and

Max Goal Insurance Plan.

Forms & Reference Materials

Financial Questionnaire
(New form code: HNW-FQ-202211)

To be downloaded from e-library
Life Business > HNW Operations (HBUL/GH Il/Max
Goal) > HNW - Application Form

(Note: The old version (HNWFQ-1901) will no longer
valid after 1 January 2023.)

Important Facts Statement — Premium
Financing
(Form code: HNW-IFSPF-202211)

To be downloaded from e-library
Life Business > HNW Operations (HBUL/GH Il/Max
Goal) > HNW - Application Form

(Note: This IFS-Premium Financing will replace the
existing “Premium Financing Risk Disclosure Form”)

High Net Worth Technical Guide (December
2022 Version)

To be downloaded from e-library
Life Business > HNW Operations (HBUL/GH ll/Max
Goal) > HNW — Technical Guide

Any enquiries, please feel free to contact your Business Development Manager or High Net Worth

Operations & Services hotline at 8100 0345.

Life Broker & IFA

AXA China Region Insurance Company Limited
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Appendix — Examples of risk assessment for over-leveraging

Fifosk - ABREARAR R ETALHY BT

B+ 1

- HREBFEFREFRER USD1,000,000,FZEEMRBATENRERNE
U0 B

- BHEEESRZFREEE - USD5,000,000

1. Have you already pledged any existing In-force life Insurance policies of AXA orfand other insurance companies to any
financial institution{s)? If Yes, pléase provide details

MTFREESLERE/ AR aNRAEENARKRFRED  mEEERNRPRERRA 7 NE  INRHIEAR

Insurance Company . Palicy Mo, . Palicy Currency Dutstanding Loan Financing Institution
M WS N (in Pallcy Currency) kY
P R O R
AXA, BES-1923xxx usD 250,000 City Bank
Bax Life 453 TOB0Kx s 1,000,000 Wealth Bank

- MBFBEMBFER=-US$1,000,000 + 250,000 + 1,000,000 = 2,250,000

2,250,000  pECEEELELL N
5,000,000  QE=Sarsb bl RSl Sl gaka \/
= 459 = RAERE METWHRE

B+ 2

- BHEsEEFRERFREES USD1,000,000 tE/EMEREATTHUEFREGNE
=TT

- BiBEE0H 7B REEE - UsD2,000,000

3. Have you already pledged any existing in-force life insurance policies of AXA orjand other insurance companies 1o any
financlal institution(s)? If ves, please provide details.

W TR S EER/ RAGHE L FNRTERASEEERR « mEE RN RSN 7 0E « IR ITER -

Insurance Comparny Policy No. Policy Currendcy Dutstandmg Loan Financing Instituton

i GEYR ERAm im Policy Cumrency| EHAN
ETEEE(EEEE

AA 888160000 usD 500,000 ABC Bank

MXX Life 333809000 usD 700,000 MDT Private Bank

- MREMBFHEM=US$1,000,000 + 500,000 + 700,000 = 2,200,000

2.200,000 - BEERERES
2,000,000 - BEEEEEHE RS TRE RN SR
=110% Bl

. CEOESEER
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