THE HONG KONG FEDERATION OF INSURERS

CODE OF PRACTICE FOR LIFE INSURANCE REPLACEMENT

The following Process is intended to prevent the activity of those insurance agents/brokers
who misinform or mislead clients into changing existing individual life insurances in a
way which at the time of the change creates disadvantage to the clients. The assessment of
the disadvantage may at times be subjective and therefore the success of the Process in
completely achieving its objective will depend on those involved acting in good faith and at
all times in the best interests of the clients. For the purpose of this Code, any reference to
insurance agent(s)/broker(s) shall include the responsible officer(s)/chief executive(s) and
technical representative(s).

1.1

1.2

Policy Replacement

Any transaction involving the purchase of life insurance is construed as a replacement
if within 12 months before or after a new life insurance policy* (“New Policy”) is

effected:
(a) an existing life insurance policy” (“Existing Policy”) or a substantial part* of the
sum insured of its basic life coverage:

(i) has lapsed/will lapse; or
(ii) was/will be surrendered; or
(iii) was/will be converted to reduced paid-up or extended-term insurance under

the non-forfeiture provision of the policy;

or

(b) a substantial part* of the guaranteed cash value of the Existing Policy was
reduced/will be reduced including where a policy loan was/will be taken out
against a substantial part* of the guaranteed cash value.

( * Life insurance policy includes all types of traditional life, annuity and other
non-traditional policies.)

( * “asubstantial part” means “50% or above”)

This list is not conclusive and may be expanded from time to time to include other
forms of replacement. For the avoidance of doubt, internal replacement i.e. both the
Existing and New Policies are issued by the same insurer, is covered by this Code.
However, converting term life insurance to whole life insurance (or some forms of
permanent life insurance) under policy provisions of the Existing Policy is not
construed as a replacement.
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2.1

2.2

2.3

24

2.5

2.6

2l

2.8

Customer Protection Declaration Form

A Customer Protection Declaration (“CPD”) Form (Appendix) must be completed
before the client agrees or makes a decision in relation to the purchase of a New Policy.
It is designed to:

(a) discover any replacement being recommended and if so,

(b) ensure that the agent/broker has explained the important consequences; and

(c) ensure that the client fully understands the important consequences.

The agent/broker must help the client to complete the CPD Form and (if there is any
replacement) must explain and discuss with the client the full implications of replacing
the Existing Policy in relation to financial implications, insurability implications and
claims eligibility implications of the replacement and other consideration as stipulated
in, but not limited to, the CPD Form. Unless otherwise indicated, the agent/broker
must give the reason(s) and/or justification wherever required in the CPD Form in

writing as fully as possible.

The completion of the CPD Form will ensure that the client has been informed of the
consequences/disadvantages of the recommended replacement or has been given an
explanation and/or justification by the agent/broker. The completed CPD Form creates
arecord of such advice.

The original of the CPD Form shall be kept by the Selling Office and copies must be
issued to:

(a) the client together with the New Policy; and

(b) the insurer(s) of the Existing Policy(ies) replaced/to be replaced (“the
Non-Selling Office(s)”) within 7 business days of the issue date of the New
Policy.

The Cooling-off Period of the New Policy will be extended to 14 days after the date on
which a copy/copies of the CPD Form has/have been delivered to the Non-Selling
Office(s) or otherwise stipulated in the Cooling-off Initiative issued by The Hong
Kong Federation of Insurers (“the HKFT”), whichever date is later.

The copy(ies) of the CPD Form shall be sent to the Authorized Representative(s)
and/or a designated addressee/addressees of the Non-Selling Office(s) and can be
delivered by post, courier, facsimile and/or emails.

The Selling Office shall maintain complete records of the dispatch of the CPD Form
copies, including the original copy, dispatch dates and modes of delivery. These
records may be required by the Insurance Agents Registration Board (“the IARB”), the
self-regulatory broker bodies (“the Broker Bodies”), the Insurance Authority (“the IA”)
or the Life Insurance Council (“the LIC”) of the HKFI in the process of investigation

of a complaint.

In the cases of internal replacement, the insurer concerned should devise internal
controls and measures to ensure it discharges its obligations both as the Selling Office
and the Non-Selling Office under this Code.

(effective 1 May 2006) 2



3.1
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3.5

3.6

3.7

3.8

Identifying Twisting

Twisting is the making of inaccurate or misleading statements or comparisons to
induce a policyholder to replace Existing Policy with other life insurance policy to the
policyholder’s disadvantage.

Client Initiated

The client may complain about suspected twisting. Any such complaint received by
the HKFI or other party will be forwarded to the Selling Office which must investigate
and follow the same process as if it had itself discovered a suspected or actual incident
of twisting (see 3.3 — 3.5). The Selling Office must also write to the client to
acknowledge receipt of the complaint and commit to notify the client, within 30 days
of receipt, the findings and any suggested arrangements.

Selling Office Initiated
The Selling Office has a duty to control the activities of its sales force. The office must
therefore review its internal controls and the CPD Forms to ensure that its agents/the

brokers are complying with the Process.

If during the review the office discovers cases of suspected twisting, or has evidence to
substantiate that existing policyholders may have suffered because of twisting by its
agent(s)/the broker(s), the office must investigate those cases and take action. If
twisting has occurred, actions listed in 3.7 and 3.8 below should be taken as

appropriate.

The office must recognize that the CPD Form will form an important part of any
investigation that may arise and should therefore insist upon and provide training to
help its agents to get familiar with the contents of the CPD Form and give explanation
and/or justification as fully as possible as required in the CPD Form.

Non-Selling Office Initiated

If an office has evidence to substantiate that existing or ex-policyholders have suffered
because of twisting by agent(s) of other office(s)/broker(s), it must investigate. If
twisting has occurred, actions listed in 3.7 and 3.8 below should be taken as

appropriate.

Actions to be Taken
Once twisting is identified as likely to have occurred, the offices concerned should

attempt to reach agreement. This imposes an obligation on the offices to keep the
client’s interest foremost. The client should be kept informed of any material facts or
arrangement which may affect his/her interest. Agreement must be reached speedily
within a period of 30 days after the identification of the twisting and any follow up
actions or arrangement affecting the interest of the policyholder shall be completed
within 45 days, i.e. the next 15 days.

If it is agreed that twisting has occurred:
(a) The Selling Office must immediately:-

(i) report the agent to the IARB or the broker to the Broker Bodies/the IA as
appropriate;

(effective 1 May 2006) 3



(i) suspend the agent from selling any further new life business or suspend
accepting any further new life business sold by the broker’s chief
executive/technical representative who did the twisting;

(iii) claw back the commission paid on the case(s) in question; and

(iv) write to the client and inform him/her that:-

e he/she may have been sold policy unprofessionally;

e inview of this he/she may wish to end the arrangements and reinstate the
Existing Policy(ies);

o he/she has the right to request the return of all paid premium on the New
Policy;

o he/she should make a decision within 30 days; and

o the selling agent has been suspended and has no further authority to
represent the Selling Office to sell new life business, or the Selling
Office has suspended accepting any further new life business sold by the
broker’s chief executive/technical representative who did the twisting,

(b) The Non-Selling Office should arrange terms for reinstatement of the policies that
have been twisted, if the client so wishes. These terms must, to the maximum
extent possible, allow the client to return to the same position he/she would have
been in had the policies not been twisted.

3.9 If offices cannot agree that twisting has occurred, then the complaining client or

4.1

4.2

office can refer the complaint to the IARB, the Broker Bodies or the IA as appropriate
which will rule. Ifit is concluded that twisting has oceurred, in addition to deciding
on the appropriate disciplinary action against the agent/broker, the IARB, the Broker
Bodies or the IA as appropriate would also advise the complainant accordingly of
his/her right to reinstate his/her Existing Policy(ies) and request the return of all paid
premium on the New Policy.

Role of the LIC

The LIC will review this Code from time to time having regard to experience of its
operation and developments in the insurance market.

If the LIC finds that an insurer has not complied with the Process, it will:
(@) seek cooperation from the office(s) concerned;

(b) endeavour to mediate among all parties concerned; and/or
(c) refer the case to the IA if there is concrete evidence showing non-compliance.

~ End ~

(effective 1 May 2006) 4



Replacement Declaration

Individual insurers may at its own discretion incorporate into its application/proposal the following
“Replacement Declaration”, with font size not less than 10, which must be prominently displayed
and signed by the applicant/proposer:

Replacement Declaration * -

R * -

a) Have you replaced** in the past 12 months any or a substantial part of your existing life

insurance policy(ies) with this application/proposal?
MTEERAL 12 BHAALIEY }ﬁﬁ‘ﬁfﬁégﬁ/ﬁﬁémﬁ** ATEQREERRE - SRS

IR BB RIREAKEPDNBMLD 7
[0 Yes (Please complete a Customer Protection Declaration Form)
2 (BER <§ﬁﬁﬁ§&ﬁ§>)

[0 No (Please answer question b below)
& (GBOETIIREED)

b) Do you intend to replace in the next 12 months any or a substantial part of your existing
life insurance policy(ies) with thisgg ncatlon/Proposal?
BERESIBAR 1) @ARLEHRRGES / REEDR B TEIRESREE - IR
RERIRBERREARTDNEIEMND 7

[J Yes (Please complete a Customer Protection Declaration Form)
B (GBER (SPREBHE))

[0 No (Please read carefully and sign the Declaration below)
& (BEFETIEEEEE)

I realize if I answer “"No” to both questions above but indeed,

i) this application/proposal has replaced any or a substantial part of my existing life
insurance policyges in the past 12 months; or

ii) my current intention is to replace any or a substantial part of my existing life
insurance policy(ies) within the next 12 months b}r this application/proposal,

I may jeopardize my future right of redress if I find later that I have been

dlsadvantg%d because of such géacement.

FADENRF AR EIRREEREEPRE (S,  MERL : .

i) %ﬁ%% %Eéfz %ﬁ%ﬁ%ﬁﬁ 12 BEA NS AETRBESRARENERRENIERE

i) AR 12§68 F?P;E LIEBB I REBIFS / RRENF ACORENRERESED

RERRREAASDE
Eﬂﬁaﬁﬂﬁﬁﬂﬂﬁﬁﬁiﬁ%ﬁﬁﬁ* » AR SALTEADROESTREL

I hereby authorize the Insurer of the new life insurance policy to give the Insurance Agents
Registration Board, the Hong Kong Confederation of Insurance Brokers, the Professional
Insurance Brokers Association Limited, the Insurance Authority (“IA'R{ the Hong Kong
Federation of Insurers, the Insurer(s? of the life insurance policy(ies) that is/are being or
has/have been replaced (if applicable) or other parties, as required for proper
administration/implementation/execution of the Code of Practice for Life Insurance Replacement
and the Minimum Requirements for insurance brokers as specified by the IA under the
Insurance Companies Ordinance, a copy of this Replacement Declaration and any related

records or Information.
ZSAJEﬁE%fﬁE%ﬁgﬁiﬁﬁﬁlﬁ]ﬁ[‘x‘éﬁi@%ﬁaﬁéﬁ S RBERHE « S 8FERBIEL

BEBRAT g ("RE.)  SERKERS F)_T%E?ﬁﬁﬂﬂiﬁﬁﬂﬁ HEACAVIR ﬁ%
REORKRAT (WERS) ' SR 3 BUEE /T / AT (BRIERTRl %ﬁﬁm &
AEEBITRI) 1EHERRRBIEICH "TRIEBERE. AIMEVERLME » RIE THREREH,
BNBIE - DR I BRIk ER
Signature of the Applicant/Proposer Date (D /M Y)
PHA / IHRARE =) (8/B/%)
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Notes:

* The agent/broker must explain this Replacement Declaration to the applicant/proposer
before the latter signs it, but this Replacement Declaration does not form part of the
application/proposal for the new life insurance policy.

BB /RN EER THHRE, ZH] * FRIICIE / KA 5584/ 1OIRN SRR
RERS IS (52 THGIREEDS,) IT BRI RE IR 58 / EHERDP—ED -

** Any transaction involving the purchase of life insurance Is construed as a Replacement if (7)
any existing life insurance policy(les) or a substantial part of the sum insured of lts/their
basic life coverage has been/have been/will be terminated or () a substantial part of the
guaranteed cash value of the existing life insurance policy(les) was reduced/will be reduced
including where a policy loan was/will be taken out against a substantial part of the
guaranteed cash value. ~ Existing life insurance policy(Tes) include(s) all types of traditional
life, annuity and other non-tradjtional policies of the applicant/proposer; which has/have
been terminated within 12 months before or will be terminated within 1.2 months after the
new life insurance policy’s issue date. Termination includes lapse, surrendey; converted to
reduced pald-up or extended-term insurance under the non-forfeiture provision of the
existing life insurance policy(ies). "A substantial part” means “50% or above” However;
converting term life insurance to whole life insurance (or some forms of permanent life
Insurance) under policy provisions of the existing life insurance policy(les) is not construed
as a Replacement.

EITEERIRGI3EE » ZHR (1) 10 B 5 SR R G Bl B A B R AR A B RSB
SURBGEIL + 81 (I 1) AR IREAA B P OB T 2 BEEER /| B » (% : A
I RBTZ G ARSI / MA IS T S IRESIBES + i TEIIR ) - IR IRE
ISR TE ST SRR E LI ERIEER) 12 /55 + BEEA /1R A EREILUL B fT AR (Y (o
BRIREE o FFRGIR S DIS T AT BB B REMIEIIFIGRES o #8U[1RES 1% -
RGN  IRIR © S ARSI 75 Fh R BT TR EEFHRL + MR ETRH 15 S SEH 2%/ AR ES o

AL 75 TOKIIA L s o 5T SR IR IR IR ESERY + A R (R ESIT 5 AR 5
BRIRE (SURLETGTIRHIRIRIRE) » BIF S5 IR,
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Explanatory Notes to Customer Protection Declaration Form

The agent/broker must help the applicant/proposer complete a Customer Protection
Declaration Form (“Form”) for each new Individual life insurance policy applied for/proposed
by an ap&lcantjgroposer. The agent/broker must inform the aggrlicant/proposer that
accordin the Code of Practice for Life Insurance Replacement (“Code”) the insurer of the
new life Insurance policy (1) will send to the applicant/proposer a cogy\f of the Form together
with the policy when it is Issued and (ii) will send a further cop;oto e insurer(s) of the life
insurance policy(les) which has been replaced{to be replaced. For the purpose of the Form
any reference to insurance agent/broker shall include its responsible officer/chief executive(si

and technical representatives.

To enable the insurer of the new life insurance policy to dprocess the insurance application of
the applicant,lf:groposer, the applicant/proposer should work with the agent/broker to
complete the Form which will be used for regulatory purposes as stated in the Code and the
Minimum Requirements for insurance brokers as specified by the Insurance Authority under
the Insurance Companies Ordinance and a co;Rr of the Form may be transferred to the
Farties as stipulated in the “Declaration by the ;Jllcant/ProFoser” of the Form. Requests
or access to and/or correction of the information (if appropriate) in the Form can be made to
the same contact point as for the data in the insurance application.

For identification purpose, the agent/broker must heIF the applicant/proposer fill in the full
name of the Insurer issuing the new life insurance policy (the Insurer may pre-print its name
on the Form), the relevan a'ppllcatlon roposal number, the name of applicant/proposer of
the new life insurance policy and the Hong Kong Identity Card/Passport number of

applicant/proposer.

Any transaction involving the purchase of life insurance is construed as a Replacement if (i)
any existing life insurance policy(ies) or a substantial part of the sum insured of its/their
basic life coverage has been/have been/will be terminated or (ii) a substantial part of the
Fuaranteed cash value of the existing life insurance policy(ies) was reduced/will be reduced
ncluding where a policy loan was?wlll be taken out against a substantial part of the
Ruaranteed cash value. Existing life insurance '%olicy(ies) include(s) all types of traditional
fe, annuity and other non-traditional policies of the appllcant/!:roposer, which has/have been
terminated within 12 months before or will be terminated within 12 months after the new life
insurance policy's issue date. Termination includes lapse, surrender, converted to reduced
Faid-up or extended-term insurance under the non-forfeiture provision of the existing life
nsurance policy(ies). “A substantial part” means “50% or above”. However, converting
term life insurance to whole life insurance (or some forms of Fermanent life insurance) under
policy provisions of the existing life insurance policy(ies) is not construed as a Replacement.

If the applicant/pro?oser answers “No" to both items 1(ax and 1(b) of Section A, he/she shall
read carefully and simply sign the Declaration in Section A only and ignore the rest.

How to complete the Form

If the applicant/proposer answers “No” to both items (a) and (b), the agent/broker must
explain the Declaration before he/she asks the applicant/proposer to sign in Section A.
There is no need to fill in Section B.

If the applicant/proposer answers “Yes” to either item (a) or (b), the agent/broker must help
the applicant/proposer complete items 2 to 5 and must explain and discuss with the
ap IIcant,/Proposer the full implications of replacin? any or a substantial part of his/her
existing life insurance policy(ies) with the new life insurance policy in relation to financial
implications, insurability implications and claims eligibility implications of the replacement and
other considerations. The applicanUProposer may consult the insurer(s) of his/her existing
life insurance policy(ies) for further information. ere Is no need to sign in Section A.

(2a) The agent/broker must help the applicant/proposer fill in the estimated loss for the

replacément by referencing that the set-up cost is usually two years premiums or 10% of
single premium of the basic life insurance policy rep!aced{\to be replaced. No reason Is
required if the estimated loss stated is equal to or higher than this reference. The
agent/broker may use other reference for the estimated loss provided he/she could
reasonably justify the estimation, and must give reason and the justification if there is no
loss or if estimated loss is less than two years premiums or 10% of 'single premium.

(effective 1 May 2006) 1



(2b) The agen%{broker must help the applicant/proposer compare the annualized premiums of the
exlstlng life Insurance po!l?l les) and the new life insurance pollcn b%/ using the same sum
nsured, and give reason if the ‘annualized premiums will not be Igher under the new life

I
Insurance policy for the same sum Insured.

(2¢) The agenybroker must help the applicant/proposer fill in the guaranteed cash values of the
existing life insurance pollcy(les? and the new life insurance policy using the values on the
policy anniversary dates immedfately after the appllcant/rroposer reaches age 65, or If one
of the Follcles or all policies mature(s) before age 65, fill in the guaranteed cash values on
the policy anniversary dates of each policy in the earliest maturity year. The agent/broker
has to obtain the value(s) of the existing life insurance olicy(ies) “from the
agpllcant/proposer unless the a;gﬁllcant/proposer eclares In writing in the space provided for
“Guaranteed Cash Value(s) of the existing life insurance policy(les)” that he/she does not
want to disclose such information.

(3) The agent/broker must explain the implications of the changes of health conditions,
occupation, lifestyle/habit and recreational activities in this replacement to the
applicant/proposer before the latter ticks the boxes.

(4a) The agent/broker must help the applicant/proposer fill in the ex iry dates of the period in the
“suicide clause” for both the existing life insurance poli (ies) and the new life insurance
policy. The expiry date of the latter will be the number of months from its issue date, The
agent/broker has to obtain the expiry date(s) of the existing life insurance policy(ies) from
the gppllcant{go ser unless the apr:lfcan proposer declares in writing in ‘the “space

rovided for “Existing life insurance policy(ies)” that he/she does not want to disclose such

nformation.

(4b) The agent(broker must help the applicant/proposer fill in the expiry dates of the
“contestability period” for both the existing life insurance policy(ies) and the new life
insurance policy. The expiry date of the latter will be the number of months from its issue
date. The agent/broker has to obtain the expiry date(s) of the existing life insurance

olicy(ies) from the applicant/proposer unless the applicant/proposer declares in writing in
e space provided for “Existing life insurance policy(ies)” that he/she does not want to

disclose such information.

(5a) The agent/broker must help the applicant/proposer list out the riders/supnlementary benefits
under the existing life insurance policy(ies) that will not have under the new life insurance
policy 7or the appiicant/proposer. Detailed benefits under each rider/sm:_malementary benefit
are not required to be listed. The agent/broker has to obtain the ers/supplementary
benefits under the existing life insurance policy(ies) from the applicant/proposer unless the
arpﬁcaﬁt/proposer declares in writing in the space provided that he/she does not want to
disclose such information.

(5b) The agent/broker must help the a'gplicantjpro ser list out the reasons why the new life
Insurance po!icg Is more suitable for the appl canl;/pro&)oser unless the applicant/proposer
declares in writing in the space provided that he/she does not mind whether the new life

insurance policy is more suitable or not.

(5¢) The agent/broker must help the applicant/proposer answer this question.

(6) The agent/broker must explain the “Declaration by the Applicant/Proposer” to the applicant/
proposer before the latter signs it.

(7) The agent/broker shall sign the “Declaration by the Agent/Broker”, declaring that he/she has
explained fully the related Implications of the decision of the applicant/proposer in regard to
refalacln the existing life insurance pollwﬂles) and has not made any inaccurate or
misleading statements or comparisons nor withheld any information which may affect the

decision of the applicant/proposer.

(Notes: Additional pa{gers may be used wherever the spaces provided in the Form are insufficient.
However, both agent/broker and applicant/proposer must sign on all the papers that are

used.)
~ End ~
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