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Commencement of the new regulatory regime for insurance 

intermediaries 
Scott Carnachan and Emma Tong  

 

A new regulatory regime for insurance intermediaries will come into effect on 23 September 2019. It will mean 

direct regulation of insurance intermediaries by the Insurance Authority (IA), rather than the existing model of 

indirect regulation of insurance agents and insurance brokers by industry self-regulatory organisations (SROs). 

It will also mean that some people who do not currently need to be an appointed insurance agent or authorized 

insurance broker will become subject to regulation as an insurance intermediary. 

 

The effective date of the new regulatory regime was set out in the Insurance Companies (Amendment) 

Ordinance 2015 (Commencement) Notice 2019 (Notice), which was gazetted on 15 May 2019. 

 

Licensing Requirements 

 

Under the new regime, any person who carries on or holds themselves out as carrying on “regulated activity” 

as defined under the Insurance Ordinance must be licensed by the IA, unless an exemption applies. Some 

people who do not currently need to be an appointed insurance agent or authorized insurance broker may be 

conducting “regulated activity” and so will need to be licensed. In particular, staff within an insurance company 

that give “regulated advice” (which includes advice on a wide range of matters relating to contracts of insurance, 

such as applications, renewals, cancellations and the making and settlement of claims) may need to be 

licensed. 

 

Intermediaries who are registered with an SRO immediately before 23 September 2019: 

 

- will be deemed licensed under the new regime for a period of three years from 23 September 2019; and 

- will need to apply for licences from the IA within this 3 year transitional period. 
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A person who has submitted an application for registration to an SRO before 23 September 2019 but whose 

application is not approved by the SRO by that date will need to re-submit the application to the IA. 

 

An existing intermediary who has submitted a notification of change in particulars to an SRO before 23 

September 2019 will need to re-submit the notification to the IA if the change has not been processed by the 

SRO prior to 23 September 2019. 

 

Transitional Arrangements for Complaints and Disciplinary Cases 

 

Complaints and disciplinary cases that have not been resolved by the relevant SRO before 23 September 

2019 will be passed to the IA for further investigation and action. In dealing with such complaints and 

disciplinary cases, the IA will apply the requirements under the codes and guidelines issued by the SROs 

rather than the new conduct requirements that will apply from 23 September 2019.  

 

New Rules, Codes and Guidelines 

 

The Insurance (Maximum Number of Authorized Insurers) Rules (Maximum Number Rules) and the 

Insurance (Financial and Other Requirements for Licensed Insurance Broker Companies) Rules (Broker 

Rules) will come into operation on 23 September 2019, at the same time as the new regulatory regime for 

insurance intermediaries. 

 

The Maximum Number Rules continue the existing requirements limiting the number of authorized insurers 

that an insurance agent may act for to a total of 4 authorized insurers, of whom not more than 2 can be 

authorized for long term business.  

 

The Broker Rules contain financial and other requirements for insurance broker companies. The Broker Rules 

have refined and enhanced certain of the existing requirements under the Guideline on Minimum 

Requirements for Insurance Brokers issued by the IA. Changes include increasing the minimum paid-up share 

capital and net assets requirement from HK$100,000 to HK$500,000 and introducing a cap on the professional 

indemnity insurance deductable up to 50% of net assets. Existing insurance broker companies will have a 

transitional period of slightly more than four years to fully comply with the enhanced requirements in the Broker 

Rules. 

 

The IA has also consulted on a code of conduct for insurance intermediaries and guidelines on “fit and proper” 

criteria and continuing professional development. The consultations indicate that the IA expects insurance 

intermediaries will be subject to higher standards in relation to internal controls, conduct and competence 

requirements under the new regulatory regime. 

 

Next Steps 

 

Insurance intermediaries should prepare for the new regulatory regime, should ensure that their policies and 

procedures are compliant with the changes made by the new regulatory regime and should continue to monitor 

announcements by the IA. 

 

The IA has indicated that it intends to consult on further rules, codes and guidelines for the new regulatory 

regime and that these rules, codes and guidelines will take into account the existing requirements of the SROs, 

international regulatory standards issued by the International Association of Insurance Supervisors and market 

feedback.  

 

 

  



 

3 

 

SFC circular on foreign exchange margin trading on the 

Mainland and other activities not regulated by the SFC 
Rory Gallaher 

 

On 17 June 2019, the Securities and Futures Commission (SFC) issued a circular reminding licensed 

corporations (LCs): 

 

 that under Mainland law, it is not legal for any unapproved institution to conduct foreign exchange margin 

trading on the Mainland or for any client on the Mainland to entrust an unapproved institution to do so; 

and 

 

 of the risks arising from LCs or their controlling entities and related corporations engaging in or being 

associated with illegal or fraudulent activities.  

 

Foreign exchange margin trading on the Mainland is similar to leveraged foreign exchange trading in nature 

and is regulated by SAFE. 

 

Unauthorised activities on the Mainland 

 

The SFC is aware that some LCs or their related parties offer leveraged foreign exchange trading or similar 

services to investors via websites presented in simplified Chinese and provide Mainland investors toll free 

telephone numbers for enquiry. LCs which provide or market foreign exchange margin trading or similar 

services to Mainland investors, or assist other persons to provide or market them to Mainland investors, should 

immediately review the legality of their activities under Mainland law and regulations. Any non-compliant 

activities should be discontinued immediately and notified to the SFC in accordance with paragraph 12.5 of 

the Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission 

(Code of Conduct). Paragraph 12.5 of the Code of Conduct requires notification to the SFC of any material 

non-compliance with applicable laws and regulations. 

 

Alleged fraudulent or illegal activities of related parties 

 

The SFC is concerned that some LCs’ related parties may be associated with other alleged illegal activities 

on the Mainland, such as unauthorised stock broking or fraudulent crowdfunding or peer-to-peer lending, or 

alleged fraudulent London gold activities in Hong Kong. The LCs may have allowed related parties to refer to 

them and their SFC regulated status on websites or marketing materials to promote these activities, or shared 

staff or premises with these related parties. 

 

LCs should review the legality of the services offered by themselves and their related parties to ensure their 

activities comply with the law and regulations administered by the SFC as well as the applicable requirements 

of other jurisdictions. Unauthorised or illicit activities must be discontinued immediately. Any contravention of 

the law or regulations of other jurisdictions may amount to a breach of paragraph 12.1 of the Code of Conduct, 

which may call into question the fitness and properness of a corporation to be, or to remain, licensed in Hong 

Kong. 
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The end of LIBOR - fund document considerations 
Shanshan Liu  

 

The London Interbank Offered Rate (LIBOR) is a benchmark interest rate used by the international interbank 

loan market. It is used as a benchmark in a wide range of financial products such as syndicated loans, interest 

rate swaps, and forward rate agreements. In recent years, due to alleged calculation and manipulation 

scandals, confidence in the reliability and robustness of LIBOR has dwindled, despite a string of reforms. The 

UK’s Financial Conduct Authority has indicated that LIBOR may discontinue after 2021. 

 

On 5 March 2019, the Hong Kong Monetary Authority (HKMA) issued a circular to request authorised 

institutions to make preparation for the transition from LIBOR to alternative reference rates. Currently, the 

HKMA has no explicit intention to discontinue the Hong Kong Interbank Offered Rate (HIBOR). 

 

The LIBOR reform will impact financial institutions’ management and operations. In the context of investment 

funds, some asset allocation or fixed income hedge funds’ underlying portfolios may hold assets such as 

floating rate notes that bear interest rates based on LIBOR; LIBOR may be used as a reference for the fund’s 

investment objectives (for instance, the target return of the fund is to achieve LIBOR plus a percentage spread); 

investment managers may use LIBOR in calculations and models for operations and administration. By 

eliminating LIBOR, uncertainties may arise in pricing and liquidity of the underlying assets and also in interest 

rate calculation methodologies in the markets. 

 

To prepare for the transition to alternative reference rates, asset managers should be aware that in addition to 

the operational changes, updates may also be required to fund documentation which directly or indirectly refer 

to LIBOR. For instance, fund documents may need to be amended to address an alternative approach in the 

event that LIBOR is unavailable. Some fund documents require shareholder consent for changes to be 

implemented; others allow changes to be made by notice. In the latter case, if a change is material, such as 

affecting fee or the way in which the investment fund is managed, investors should be given an opportunity to 

redeem their investments before the changes take effect. 

 

 

Continuing focus on green or ESG issues 
Rory Gallaher 

 

There is rising demand from investors for green funds and environmental, social and governance (ESG) funds 

in Hong Kong; indeed growth in sustainable investing appears to be a global trend. The Hong Kong Monetary 

Authority (HKMA) has incorporated ESG principles into its investment process and in March 2016, the 

Securities and Futures Commission (SFC) published its Principles of Responsible Ownership to encourage 

investors to engage with investee companies on significant ESG issues that have the potential to impact on 

the companies’ goodwill, reputation and performance.  

 

On 7 May 2019, the HKMA issued a press release concerning the introduction of key measures on sustainable 

banking and green finance to support and promote Hong Kong’s green finance development. 

 

In our newsletter of 24 October 2018, we discussed the impact on asset managers of the SFC’s paper 

published on 21 September 2018 entitled “Strategic Framework for Green Finance”. 

 

In our newsletter of 25 April 2019, we discussed the SFC’s circular issued on 11 April 2019 setting out the 

SFC’s requirements and expectations in relation to funds marketed as having a focus on green or ESG 

investing. 
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Finally, in our publication of 24 May 2019, we reported on the consultation paper published on 17 May 2019 

by the Hong Kong Stock Exchange on its proposals to strengthen the rules on listed issuers’ governance and 

disclosure of ESG activities and metrics. 

 

Some would argue that sustainable investing is nothing new, and that the recent surge of interest in the subject 

is little more than a convenient marketing hook. This may be why the regulatory spotlight continues to be 

trained on green or ESG issues in the investment and capital raising sectors in Hong Kong. 

 

 

Mainland China briefing 
Shanshan Liu and Anita Hu  

 

China and Japan sign agreement for cross-border ETF investments 

 

On 22 April 2019, the Shanghai Stock Exchange and the Japan Exchange Group signed the ETF Connectivity 

Agreement at the China-Japan Capital Markets Forum, which establishes a system for cross-border 

investments in exchange-traded funds (ETFs). A statement issued by China Securities Regulatory 

Commission (CSRC) (available here in Chinese) described the scheme: the east-bound leg allows Chinese 

fund managers to set up Shanghai-traded ETFs that invest at least 90% of assets, through the qualified 

domestic institutional investors (QDII) regime, in Japan ETFs; under the west-bound side, Japanese ETF 

managers can make investments through the qualified foreign institutional investors (QFII) regime in Chinese 

ETFs.  

 

PBOC and SAFE to facilitate QFII/RQFII fixed income investments 

 

On 10 May 2019, the People’s Bank of China (PBOC) and the State Administration of Foreign Exchange 

(SAFE) jointly issued a consultation paper on the Issues Concerning Further Facilitating Investment by 

Overseas Institutional Investors in the Interbank Bond Market (available here), which aims to facilitate 

investment by QFIIs and renminbi qualified foreign institutional investors (RQFIIs) via the China Interbank 

Bond Market (CIBM). The key new rules proposed in the consultation paper are: 

 

 Transfer of bond: a QFII/RQFII may be allowed non-trade transfers of bonds between its bond account 

under the QFII/RQFII regimes and its bond account under foreign investors’ direct investment regime 

of CIBM (Direct CIBM Investment); 

 

 Transfer of funds: a QFII/RQFII may be allowed non-trade transfers of funds between its QFII/RQFII 

custodian accounts and its Direct CIBM Investment accounts; and  

 

 Simplified filing: a QFII/RQFII that invests in the CIBM via both QFII/RQFII regimes and the Direct CIBM 

Investment channel may only need to conduct one filing with the Shanghai Headquarters of the PBOC 

through its QFII/RQFII custodian bank or its settlement agent for Direct CIBM Investments. 

   

Under current regulations, foreign investors can invest in China through various access channels, but have 

not been allowed to transfer or switch securities or funds between different channels. Once implemented, the 

new rules will achieve the interworking of the two different access channels, and should reduce the cost and 

simplify the process for switching investment channels.  
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SFC licensing and compliance hints: Are you ready for the 

new suitability and complex product requirements? 
Rory Gallaher and Isabella Wong 

 

On 13 June 2019, the Securities and Futures Commission (SFC) issued additional Frequently Asked 

Questions (FAQs) on the Guidelines on Online Distribution and Advisory Platforms (Guidelines) and 

paragraph 5.5 of the Code of Conduct for Persons Licensed by or Registered with the Securities and Futures 

Commission (Code of Conduct). Both will be effective on 6 July 2019. 

 

The additional FAQs (numbers 35 – 38) aim to clarify the application of the new paragraph 5.5. of the Code of 

Conduct (New CoC Requirements), in the situation where an intermediary provides execution services; 

finances clients to purchase investment products; and operates under an external asset manager and shared 

relationship model, as further discussed below. 

 

Intermediaries should review their compliance infrastructure for services involving complex products so as to 

comply with the Guidelines and New CoC Requirements. 

 

New CoC Requirements 

 

Under the new paragraph 5.5(a) of the Code of Conduct, an intermediary will need to ensure the following 

when providing services to a client in complex products, unless the complex products are derivative products 

traded on an exchange in Hong Kong or in a specified jurisdiction:  

 

 The transaction in a complex product is suitable for the client in all the circumstances. 

 

 Sufficient information on the key nature, features and risks of the product is provided so as to enable 

the client to understand the product before making an investment decision. 

 

 Warning statements in relation to the distribution of the product are provided to the client in a clear and 

prominent manner. 

 

Execution vs. sales / recommendations / discretionary services 

 

The existing Code of Conduct already imposes suitability obligations on an intermediary to ensure the products 

(whether complex or not) that it solicits, recommends, or the discretionary services it provides, are suitable for 

a client (other than an institutional professional investor and eligible corporate professional investor). 

 

The New CoC Requirements will apply where an intermediary executes a transaction in a complex product for 

a client without making any solicitation or recommendation in respect of the transaction (i.e. the client 

purchases the complex product on an unsolicited basis). 

 

Securities margin financing  

 

A typical securities margin financing transaction involving Hong Kong listed shares (which are non-complex 

products) will not trigger the New CoC Requirements.  

 

Under the existing Code of Conduct, an intermediary has an obligation to ensure that its clients understand 

the nature and risks of leveraging and have sufficient net worth to be able to assume the risks and bear the 

potential losses of leveraged transactions.  

  

mailto:rory.gallaher@deacons.com
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https://www.sfc.hk/web/EN/assets/components/codes/files-current/web/guidelines/guidelines-on-online-distribution-and-advisory-platforms/guidelines-on-online-distribution-and-advisory-platforms.pdf
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External asset management and shared relationship 

 

The New CoC Requirements will not apply to an intermediary providing execution and/or custody services 

(Execution Broker) for the accounts managed or advised by another intermediary if:  

 

 the other intermediary is licensed in Hong Kong or regulated in an overseas jurisdiction for providing 

investment advisory or discretionary management services (Investment Advisor or Manager) for the 

accounts of its clients; 

 

 the Investment Advisor or Manager is responsible for the compliance of the applicable requirements 

either in its own jurisdiction (if it is an overseas regulated entity) or under the Code of Conduct (if it is 

an SFC licensed corporation), before transmitting orders for the accounts it manages or advises, to the 

Execution Broker; 

 

 the Execution Broker merely provides execution and/or custody services to the accounts and does not 

have day-to-day contact or direct communication with the clients of the accounts; and 

 

 clients of the accounts are informed of the above arrangements. 

 

Disclosure of product information 

 

Under the existing requirements, an intermediary needs to explain the nature and extent of risks of an 

investment product, when soliciting or recommending it.  

 

Effective 6 July 2019, additional product information and warning statements need to be provided to so as to 

draw the investors’ attention to the key nature, features and risks of complex products. 

 

The SFC generally expects an intermediary to provide warning statements to a client for each transaction for 

a complex product. However, an intermediary is allowed to take a risk-based approach for repeated 

transactions by a client in respect of the same product, provided that it can reasonably be satisfied that the 

client has sufficient understanding of the product having regard to the following factors:  

 

 the client’s trading pattern, level of sophistication and investment experience; 

 

 product complexity and risk in providing disclosure to the client; and  

 

 adequacy and validity of previous disclosure the client. 
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Triumph of the Rainbow: CFA recognises spousal benefits and joint-tax right for same-sex married couples 

 

Deeper data compliance and protection requirements – China releases Data Security Management Measures 

(draft for public comments) 

 

New registration requirement under the Class Licence for Offer of Telecommunications Services 

 

Hong Kong Stock Exchange introduces specific suspension requirement for listed issuers with disclaimer or 

adverse audit opinions 

 

Hong Kong Stock Exchange puts more emphasis on new applicants’ / listed companies’ disclosures on ESG 

matters and board gender diversity 
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