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Vigilance needed as Hong Kong insurance regulator prepares to take
control

Jun 26 2017 Ajay Shamdasani, Regulatory Intelligence

Compliance and legal staff will need to adapt to the dictates of Hong Kong's new insurance

sector regulator and follow its development closely, sources in the territory said.

The comments come ahead of the inception of Hong Kong's first independent Insurance

Authority (IA), which will take over regulation of authorised insurance companies in the

territory on June 26. The IA will replace the Office of the Commissioner of Insurance (OCI),

which will be disbanded when the new regulator assumes its role. The IA is also expected

to take over the supervision of insurance intermediaries from the three local self-regulatory organisations, the Insurance

Agents Registration Board (IARB), the Hong Kong Confederation of Insurance Brokers (HKCIB) and the Professional

Insurance Brokers Association (PIBA).

The Insurance Companies (Amendment) Ordinance 2015 (Commencement) Notice 2017 was gazetted on April 21 this year.

The notice said that, on June 26, the various provisions of the Insurance Companies (Amendment) Ordinance 2015 would

come into effect. The Hong Kong government appointed John Leung Chi-yan as the chief executive of the IA; his term of

office will commence on the new regulator's first day of operation and will last until June 25, 2018.

"It is going to be an evolving story. My advice to compliance staff is: continue as you are, but look out for signs of change and

adapt," said Padraig Walsh, partner with Bird & Bird in Hong Kong.

Given the overall spirit of regulatory reform, Walsh was hopeful that the territory's Insurance Companies Ordinance would

also be amended. 

"The language in the current ordinance is not helpful to the modern era of [financial] services," he said. 

"Much like the banking sector, the insurance sector is ripe for disruption. There are legacy systems and outmoded practices

that are at odds with market demands in the modern era. The products, the consumer experience, the distribution channels;

it will be transformed in the next five years. Regulation — and the regulator — need to keep up," he said.
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A long time coming 

The establishment of the IA has been on the cards since 2011.

"Compliance officers really ought by now to have educated themselves as to their extended responsibilities. They have

known the changes have been coming in for a long time. On a day-to-day basis, they need to run a tight ship, stay organised

and constantly monitor performance levels against the requisite standards," said James Parker, a partner with Norton Rose

Fulbright in Hong Kong.

Lack of preparation could lead to a visit from the regulator, further scrutiny and demands for documentation.

"Otherwise, they could find themselves subject to investigation, which might now involve a visit from the IA and a physical

inspection of their workplace," Parker said.

That is in sharp contrast to market perceptions of the OCI, which was seen by some as being very approachable in its

dealings with the insurance sector.

"For a long time, the OCI has been the most approachable regulator in town and I hope that does not change. You could

approach them for informal guidance on their likely approach on an issue, and you would get a good steer. This helped

enormously in guiding clients on the better approach to take ... and kept them compliant," Walsh said.

Moving forward, he feared that might no longer be the case.

"The IA may say they will not give guidance to the market because doing so impinges on its perceived independence and

impartiality. This would be a shame, as guidance to the market and independence are not mutually exclusive," Walsh said.

Walsh said the local capital markets regulator, the Securities and Futures Commission, had struggled with the same issue,

"and by many accounts, has adopted too conservative an approach".

Compliance implications

For insurance sector compliance and legal staff, roles will not fundamentally change, but more will be expected of them.

"For compliance officers, while there are new regulatory requirements to build into their compliance programmes, their job

remains fundamentally the same: assisting their employer to comply with regulatory requirements and ongoing monitoring of

compliance. Ultimately, compliance is something that needs to be built into an insurer's culture and supported from the top,"

said Scott Carnachan, a consultant with Deacons in Hong Kong.



7/14/17, 9:11 AM

Page 3 of 5https://www.complinet.com/editor/article/preview.html?ref=193778

The compliance culture at insurance firms was not, however, something that could be left solely or primarily to compliance

teams, he said.

At this early stage, it remains to be seen how the IA will use its enhanced regulatory, investigative and enforcement powers in

practice. Further guidance will be needed, for example, on what constitutes reasonable cause for the authority to launch an

investigation.

Compliance officers at Hong Kong's insurers should ensure they have appropriate compliance policies and internal controls

in place, said David Wu, Deloitte China insurance sector leader in Hong Kong. He said they needed to minimise the risk of

being the subject of any IA investigation or disciplinary action. 

"In practical terms, compliance officers of Hong Kong insurers should also review their practices and procedures for handling

regulatory inspections and investigations. They should provide briefing and appropriate training to employees to ensure that if

an inspection or investigation does occur, the insurer and its employees will be ready to provide all necessary assistance and

address the IA's concerns without jeopardising the insurer's interests," Wu said.

Tougher enforcement expected 

The new watchdog has teeth and, in time, will be keen to demonstrate its presence, said Tow Lu Lim, a partner with Mayer

Brown JSM in Hong Kong.

"Compliance officers should have in place a clear process for dealing with an investigation [or] inspection and a pre-

designated response team to deal with such investigations and inspections. Compliance officers should also train staff so that

they are prepared in the event the new Insurance Authority conducts an on-site inspection [or] investigation, and know who to

contact," he said.

The IA is expected to recruit new staff and will have greater resources, which will translate into more intensive supervision of

the insurance sector.

Some industry figures believe the authority will carry out external audits from time to time.

"Compliance officers need to be aware that regulatory oversight is now more likely and to look at other jurisdictions such as

Singapore to see the standard to which insurers have been held. They need also to be more proactive in ensuring that the

new provisions, notably in the Guidance Notes, are being adhered to," said Greg Crichton, a consultant at Oldham, Li & Nie

in Hong Kong.
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While there should be an initial grace period, adherence to the IA's standards will be strictly enforced, Crichton said.

"Compliance officers should be educating their colleagues on what is required and getting buy-in, while at the same time

liaising with internal audit to ensure they are working together," Crichton said. 

Resourcing implications

Compliance and legal professionals need to familiarise themselves with the new legislation and the most recent revisions to

the Guidance Notes.

Michael Turnbull, a senior consultant with DLA Piper in Hong Kong, said there would be some significant changes in the next

few years. 

"Compliance officers need to point out to those to whom they report the penalties for non-compliance, as they can be quite

severe," Turnbull said. 

Insurers would need to resource their compliance teams appropriately in view of the new regulatory environment, he said.

"As with many regulatory and compliance changes, resourcing is an important impact, and having sufficient staff, risk

management processes and measures in place in a timely manner to ensure compliance is a challenge for senior

management given the likely increase in expenditure for such to be implemented," he said. 

Compliance officers need to conduct an analysis of the resources they will need to comply with the new requirements.

Turnbull said budget requests needed to be prepared well in advance. 

"Exiting staff may need additional training or new staff may need to be engaged in the area of compliance arising from the

new law, and so compliance officers need to evaluate these issues appropriately and engage their senior management in this

process," he said.

Additionally, independent non-executive director (INED) requirements will mean that insurers need to start conducting

searches promptly as the qualifications of such people for the role will need to be vetted and approved.

"Compliance officers have a considerable burden going forward," Turnbull said. "Forewarned is forearmed."
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