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INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

PRACTICE NOTE
810.1 (REVISED)

INSURANCE BROKERS -
COMPLIANCE WITH THE MINIMUM REQUIREMENTS
SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE
INSURANCE COMPANIES ORDINANCE

The purpose of Practice Notes issued by the Hong Kong Institute of Certified Public Accountants
(HKICPA) is to assist the auditor in applying Hong Kong Engagement Standards of general
application to particular circumstances and industries.

Practice Notes are persuasive rather than prescriptive. However they are indicative of good practice
and have similar status to the explanatory material in Hong Kong Engagement Standards. This
Practice Note provides guidance to assist the auditor to fulfill the objectives of the engagement. The
auditor should be prepared to explain departures when called upon to do so.

Introduction

1.

In this Practice Note ("PN") all the sections mentioned below are in respect of the Hong Kong
Insurance Companies Ordinance ("the Ordinance") unless otherwise stated.

The Ordinance provides a framework for the supervision of the self regulation by the
insurance industry of insurance agents and brokers. Apart from the provisions dealing with
the self regulatory system of insurance agents, the Ordinance empowers the Insurance
Authority ("IA") under sections 69 and 70 to authorize/approve an insurance broker/a body of
insurance brokers.

Under section 2, an insurance broker means a person who carries on the business of
negotiating or arranging contracts of insurance in or from Hong Kong as the agent of the
policyholder or potential policyholder or advising on matters related to insurance. In the light
of the above definition, it is the interpretation of the IA that any business which involves the
carrying on of the activities of an insurance broker as defined would be construed as
insurance broking business. A contract of insurance is a contract which contains an element
of insurance. Generally, unless stated otherwise any person acting as the agent of the
policyholder or potential policyholder in advising on or arranging any contract which contains
an element of insurance, irrespective of the extent of such insurance element, is deemed to
carry on insurance broking business and is required either to obtain authorization from the IA
under section 69 or become a member of a body of insurance brokers approved by the IA
under section 70. There are at present two approved bodies of insurance brokers in Hong
Kong namely, the Hong Kong Confederation of Insurance Brokers ("HKCIB") and
Professional Insurance Brokers Association ("PIBA"). The majority of insurance brokers in
Hong Kong are members of either HKCIB or PIBA.

The IA, before authorizing an insurance broker under section 69, is required to satisfy himself
that the applicant broker complies at least with the minimum requirements specified under
section 69(2) ("Minimum Requirements") and that he is a fit and proper person to be an
insurance broker. Similarly, the IA, before approving a body of insurance brokers under
section 70, is required to satisfy himself that the applicant body has adequate provisions in its
regulations for members of the body to comply with the minimum requirements specified
under section 70(2) ("Minimum Requirements") and that its constituent members are fit and
proper persons to be insurance brokers. The Minimum Requirements are for:

3 PN 810.1_(Revised)



INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

a. gualifications and experience;

b. capital and net assets;

C. professional indemnity insurance;

d. keeping of separate client accounts; and
e. keeping proper books and accounts.

Guidelines have been drawn up by the IA to give guidance to insurance brokers or bodies of
insurance brokers for compliance with the Ordinance and, in particular, the Minimum
Requirements for Insurance Brokers ("Guidelines"). Failure to comply with the Minimum
Requirements may result in an insurance broker or a body of insurance brokers not being
authorized or approved or having his/its authorization/approval withdrawn, as the case may
be.

The auditor of authorized insurance brokers or insurance brokers who are members of HKCIB
or PIBA should make reference to the Minimum Requirements and where appropriate, to the
membership rules and regulations of HKCIB and PIBA. The IA, HKCIB or PIBA may amend
the Guidelines, rules and regulations from time to time and accordingly, the auditor should
ensure that the latest versions of these documents have been consulted. The HKICPA is
aware that the HKCIB is currently revising its guidance to its members and it is recommended
that these should be considered when issued.

Reporting requirements

7.

Section 73 requires the auditor of insurance brokers to report on the financial statements to its
proprietor in the case of an unincorporated broker or its shareholders in the case of an
incorporated broker. The auditor is also required to report on an insurance broker's
compliance with the Minimum Requirements regarding:

a. capital and net assets;

b. professional indemnity insurance;

C. keeping of separate client accounts; and
d. keeping proper books and accounts.

In the case of an insurance broker authorized by the IA, the report by the auditor on
compliance with the Minimum Requirements is addressed to its proprietor or directors as
appropriate. The insurance broker concerned is required to file a copy of the above report by
the auditor together with a copy of the audited financial statements with the IA.

In the case of an insurance broker who is a member of an approved body of insurance
brokers, the report by the auditor on compliance with the Minimum Requirements is
addressed to its proprietor or directors as appropriate. The insurance broker concerned is
required to file a copy of the above report by the auditor together with a copy of the audited
financial statements with the approved body of insurance brokers to which he belongs.

The auditor of an approved body of insurance brokers is required to report on the financial
statements of the body to its Management Committee. The auditor is also required to report:

a. whether the body of insurance brokers has received from each of its members the
audited financial statements and a report by the auditor on compliance with the
Minimum Requirements in accordance with its membership rules and regulations;
and
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INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

b. that the auditor has reviewed all the members' auditor's reports on the financial
statements and reports by the auditor on compliance with the Minimum Requirements,
and none contained any adverse statement or qualification except those listed by the
auditor in the report.

The above report together with a copy of its audited financial statements are required to be
filed by the approved body of insurance brokers with the IA.

Scope

10.

11.

The purpose of this PN is to provide guidance on the reports by the auditor referred to in
paragraphs 7 and 8, which are required to be issued under section 73 on compliance with the
Minimum Requirements by authorized insurance brokers and constituent members of
approved bodies of insurance brokers.

It is emphasised that this PN does not cover audits of financial statements of authorized
insurance brokers, insurance brokers who are members of approved bodies of insurance
brokers or approved bodies of insurance brokers, and the auditor should ensure that audits of
financial statements of these entities should be conducted in accordance with Hong Kong
Standards on Auditing (HKSASs) issued by the HKICPA.

An auditor undertaking an engagement with reference to this PN would undertake a limited
assurance engagement in accordance with Hong Kong Standard on Assurance Engagements
3000 (Revised), “Assurance Engagements Other Than Audits or Reviews of Historical
Financial Information® ("HKSAE 3000_(Revised)") to enable the auditor to express a
conclusion whether, on the basis of the work undertaken, anything has come to the auditor's
attention that causes the auditor to believe that the matters in respect of which the auditor is
required to report (as further explained in this PN) have not been complied with.

Where a practitioner is engaged to prepare a report of factual findings for an approved body
of insurance brokers on compliance with the Minimum Requirements by its constituent
members, the engagement should be conducted in accordance with Hong Kong Standard on
Related Services 4400 "Engagements to Perform Agreed-Upon Procedures Regarding
Financial Information™ and with reference to this PN.

Minimum Requirements for compliance by authorized insurance brokers and
constituent members of approved bodies of insurance brokers

12.

13.

14.

An insurance broker is required to continually comply with the Minimum Requirements. Full
details of the Minimum Requirements may be obtained from the Ordinance and the
Guidelines issued by the IA. The auditor should read and understand these Ordinance and
Guidelines before commencing work.

Capital and net assets

An unincorporated insurance broker shall maintain in his insurance broking business a
minimum net assets value of HK$100,000 at all times. An incorporated insurance broker shall
maintain a minimum net assets value and a minimum paid up share capital of HK$100,000 at
all times (refer paragraph Il (B) of the Guidelines issued by the IA).

The minimum net assets value is to be determined by excluding all intangible assets and in

accordance with accounting principles generally accepted in Hong Kong (refer paragraph Ill
(B) of the Guidelines issued by the IA).
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15.

16.

17.

INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

Professional indemnity insurance

An insurance broker is required to maintain a professional indemnity insurance policy with a
minimum limit of indemnity for any one claim and in any one insurance period of twelve
months. The minimum limit of indemnity shall be:

a. a sum equal to:

i. two times the aggregate insurance brokerage income relating to twelve
months immediately preceding the date of commencement of the
professional indemnity insurance cover (applicable to insurance broker who
has been in business for more than one year);

ii. two times the projected insurance brokerage income for twelve months for
the period of the professional indemnity insurance cover (applicable to
insurance broker who has been in business for less than one year); or

b. a sum of HK$3,000,000,

whichever sum shall be greater, up to a maximum of HK$75,000,000. Cover in excess of this
prescribed amount may, of course, be arranged to meet the requirements of individual broker.
If as a result of a claim(s), the indemnity available shall fall below the amount determined in
15(a) above, the broker shall effect a reinstatement of cover up to not less than such
minimum determined amount. Where the limit of indemnity has been determined in
accordance with 15(b) above, the policy shall include provision for one automatic
reinstatement to a limit of indemnity of not less than HK$3,000,000 (refer paragraph Ill (C) of
the Guidelines issued by the 1A).

The auditor might find it difficult to report whether an insurance broker has maintained a
professional indemnity insurance policy with a minimum limit of indemnity:

a. in the case of 15(a)(i), where the twelve months immediately preceding the date of
commencement of the professional indemnity insurance cover do not fall within a
financial year; and

b. in the case of 15(a)(ii), where the auditor is unable to report on the projected
insurance brokerage income prepared by an insurance broker.

An auditor faced with the above difficulty may request a copy of the calculation of the
historical or projected insurance brokerage income under review from the insurance broker
and perform procedures over the insurance broker's calculation. In carrying out the
procedures, the auditor may wish to consider the following:

a. whether the calculation of historical insurance brokerage income is based on
management accounts regularly prepared for the purpose of management and how
reliable are these management accounts and whether the management accounts can
be reconciled to historical audited financial information;

b. whether the calculation of historical insurance brokerage income is based on
accounting policies consistent with the basis used in the audited financial statements;

C. whether the calculation of historical insurance brokerage income under review has
been prepared on a basis consistent with that of prior years;

d. whether the calculation of projected insurance brokerage income under review
represents the insurance broker's estimate of income which the auditor reasonably
believes can and will be achieved as distinct from targets which the insurance broker
has set as desirable;

6 PN 810.1_(Revised)



18.

19.

INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

e. the extent to which the calculation of projected insurance brokerage income are
supported by reliable interim management accounts;

f. whether the calculation of projected insurance brokerage income is consistent with
and has been prepared on the basis of appropriate assumptions made by the
insurance broker;

g. whether the board, management, or those charged with governance, have prepared
projections, budgets or otherwise that provide contradictory evidence to the
appropriateness of the assumptions about projected insurance brokerage income
applied by the insurance broker; and

h. the arithmetical accuracy of the calculation and the supporting information.

Insurance brokerage income, in this context, means brokerage income derived from advising
on or arranging any contract which contains an element of insurance, irrespective of the
extent of such insurance element (refer paragraph 11l (C) of the Guidelines issued by the IA).

Keeping of separate client accounts

An insurance broker is required to keep client monies in a client account separate from his
own monies. He is not allowed to use client monies for any purpose other than for the
purposes of the client. The "client account” shall be designated as such and held by the
insurance broker for his clients:

a. A "client account" means a current or deposit account maintained with a financial
institution duly authorized under the Banking Ordinance in the name of the insurance
broker in the title of which the word "client" appears.

b. An insurance broker shall keep at least one client account and may keep as many
such accounts as he thinks fit.

C. An insurance broker who receives or holds monies on behalf of his clients in relation
to insurance broking business shall, without delay, deposit such monies into the client
account (refer paragraph Il (D) of the Guidelines issued by the IA).

There should also be evidence that the provisions of section 71 have been notified to and
acknowledged by the financial institution with which the "client account” is maintained. In
circumstances where the financial institution has not acknowledged the receipt of the
provisions of section 71, evidence that the provisions of section 71 have been notified should
still be maintained. In addition there should be evidence that the financial institution has
provided the insurance broker with the following information (as evidence that the financial
institution has acted on the provisions of section 71):

¢ Name of the financial institution

¢ Name of the insurance broker

¢ Names and account number of client accounts maintained at the financial institution with
word "client account" clearly stated

These requirements are designed to prevent an insurance broker from improperly handling
client monies entrusted to it. In performing the engagement, the auditor should have a
sufficient understanding of the internal controls relating to client monies.

The auditor would, in the course of conducting the limited assurance engagement, exercise

professional judgment in determining whether there is undue delay by an insurance broker in
depositing client monies into the client account.
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20.

21.

INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

The auditor should exercise professional judgment in considering whether additional

procedures in addition to those set out in Appendix 1 are necessary for checking of client
accounts and client monies.

Without limiting the generality of the above requirements, the following are to give brief
guidance on the circumstances under which monies shall be deposited into or withdrawn from
a client account.

a. Deposit into client account

There shall be paid into a client account:

i. monies received from clients for the purpose of purchasing contracts of
insurance;

il monies received on behalf of clients from insurers, reinsurers, insurance
intermediaries and any other third parties relating to the settlement of
insurance claims;

iii. monies received for the purposes of the client which are incidental to the
ordinary transactions of insurance broking business; and

iv. monies required to be deposited for settlement of bank charges incurred on a
client account.

b. Withdrawal from client account
Withdrawals from a client account shall be restricted to:
i. premium monies required to be paid on behalf of clients to insurers,
reinsurers or other insurance intermediaries for the purchase of contracts of

insurance;

ii. claim monies received on behalf of clients and required to be paid to the
claimant or the person entitled to receive them;

iii. payments made for the purposes of the client which are incidental to the
ordinary transactions of insurance broking business;

iv. monies drawn on a client's written authority;
V. interest received from deposits placed in a client account;
Vi. monies required to be withdrawn for settlement of bank charges incurred on a

client account; and

Vil. monies which may by mistake or accident have been paid into the account in
contravention of paragraph 20(a) (refer paragraph Il (D) of the Guidelines
issued by the 1A).

It should be noted that, based on the legal advice obtained by the IA, section 71 only requires
the insurance broker to keep client monies in a bank account separate from his own monies
and not to use client monies for any purpose other than for the purposes of the clients, the
law does not require insurance broker to keep separate accounts for individual clients.
Although the Ordinance does not require insurance brokers to keep separate accounts for
individual clients, it is of utmost importance that the broker maintains records of the balances
due from/to individual clients and reconciles these balances (on a client by client basis)
sufficiently regularly to ensure client monies are properly kept in client accounts (see section
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22.

23.

INSURANCE BROKERS — COMPLIANCE WITH

THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

3 "Keeping of separate client accounts of Appendix 1). While it is management's
responsibility to ensure that balances due from/to individual clients are reconciled sufficiently
regularly, the auditor should base on the size and complexity of the broker's operations and
use professional judgement when assessing this.

For the avoidance of doubt, monies incidental to ordinary insurance broking business, as
referred to in paragraph 20(a)(iii) and paragraph 20(b)(iii) above, are:

a.

b.

a.

premiums, renewal premiums, additional premiums and return premiums of all kinds;

claims and other monies due under contracts of insurance;

refunds to clients;

policy loans and associated interest;

fees, charges, levies relating to contracts of insurance; and

discounts, commission and brokerage (refer paragraph Il (D) of the Guidelines
issued by the 1A).

Keeping proper books and accounts

an unincorporated insurance broker shall cause to be kept such accounting
and other records as will sufficiently explain the transactions, and reflect the
financial position of the insurance broking business carried on by him, and
will enable financial statements of such insurance broking business to be
prepared from time to time which give a true and fair view of the financial
position and results of the insurance broker;

an incorporated insurance broker shall cause to be kept such accounting and
other records as will sufficiently explain the transactions, and reflect the
financial position of the insurance broker, and will enable financial statements
to be prepared from time to time which give a true and fair view of the
financial position and results of the insurance broker; and

an insurance broker, whether incorporated or unincorporated, shall cause
those records to be kept in such a manner as will enable them to be
conveniently and properly audited.

The records referred to in 23(a) above shall be kept:

in writing or in such a manner as to enable them to be readily accessible and
readily converted into written form; and

in sufficient detail to show separately particulars of:

e all transactions by the broker with, or for the account of:

- insurance and reinsurance companies
- clients of the insurance broker
- the insurance broker himself;

and distinguishing these transactions in relation to:

- premium monies received from clients by the insurance broker

- premium monies paid by the insurance broker to insurers,
reinsurers or insurance intermediaries on behalf of clients

- claims monies or other insurance proceeds received from
insurers, reinsurers, insurance intermediaries or any other third
parties relating to clients’ insurance policies
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THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

- claims monies or other insurance proceeds paid to clients or the
person entitled to receive such monies;

e all income received from brokerage, commissions, interest and other
sources, and all expenses, commissions and interest paid by the
insurance broker; and

e all the assets and liabilities (including contingent liabilities) of the
insurance broker.

C. An insurance broker shall retain for a period of not less than seven years the records
referred to in 23(a) above (refer paragraph Il (E) of the Guidelines issued by the IA).

It should be noted that the relevant provisions of the Companies Ordinance and the
Ordinance also require books of account to be kept for a period of seven years.

Submission of annual audited financial statements and reports by the auditor
on compliance with the Minimum Requirements

24,

25,

26.

27.

Authorized insurance brokers
In accordance with section 73(1):

a. an unincorporated insurance broker is required to submit to the IA audited financial
statements for the financial year in respect of the insurance broking business carried
on by the insurance broker ;

b. an incorporated insurance broker is required to submit to the 1A audited financial
statements for the financial year; and

C. an insurance broker, whether incorporated or unincorporated, is required to submit a
report by an auditor on compliance with the Minimum Requirements regarding capital
and net assets, professional indemnity insurance, keeping of separate client accounts
and keeping proper books and accounts.

An insurance broker is required to continually comply with the Minimum Requirements. In
order to provide limited assurance, the auditor should obtain sufficient, appropriate evidence,
as set out in paragraphs 33-48 to 3760 in HKSAE 3000_(Revised), that the Minimum
Requirements have been met on a continuous basis.

The nature, timing and extent of procedures to be carried out are determined by the auditor's
professional judgment in each individual case. It should be borne in mind when carrying out
the tests that omissions from the books may be just as important as items included in them.
The auditor may obtain evidence by performing procedures recommended in Appendix 1.

For the purposes of the auditor's reporting on compliance with the Minimum Requirements by
an insurance broker, the auditor needs to perform procedures as of three dates at the
minimum. These three dates are as at the end of the financial year and two such other dates
in the financial year as the auditor may elect. The auditor may elect more than two other
dates in the financial year if the auditor considers it necessary in order to ensure compliance
throughout the financial year.

An authorized insurance broker is required to submit the report by the auditor on compliance

with the Minimum Requirements and the audited financial statements to the IA within six
months after the close of the period to which the statements relate.
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28.

29.

INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

If anything is discovered which indicates that the Minimum Requirements are not being
complied with by an insurance broker, the auditor's responsibilities extend no further than
stating in the auditor's report that the Minimum Requirements have not been complied with.
Examples of suggested modified wording for the report by the auditor are attached as
Appendix 5.

The auditor is not expected to give details of the breaches nor to state the period over which
the breach occurred. To report such additional information with any degree of completeness
and accuracy would require considerable additional work by the auditor. If the IA requires
such information, this should be considered a separate assignment.

Paragraph 54-78 of HKSAE 3000 (Revised) requires the auditor to consider, whether report
any matters has come to the attention of the auditor that is to be communicatedmay-be-of
interest to those charged with governance. Accordingly, the auditor should consider reporting
the breaches noted from procedures performed to those charged with governance.

Approved bodies of insurance brokers

30.

31.

32.

A body of insurance brokers approved under section 70 shall include in its membership rules
and regulations a requirement that each of its members shall submit to it annually, within six
months following the end of the financial year of the member, the audited financial statements
and a report by the auditor on the insurance brokers' compliance with the Minimum
Requirements regarding capital and net assets, professional indemnity insurance, keeping of
separate client accounts and keeping proper books and accounts. An illustrative example of
an unmodified limited assurance report to be submitted to an approved body of insurance
brokers is attached as Appendix 23. Guidance on the recommended procedures to be
performed by the auditor of insurance brokers is set out in paragraphs 25 to 29.

A body of insurance brokers approved under section 70 shall in accordance with section 73(2),
provide the IA a report by its auditor stating:

a. whether the body of insurance brokers has received from each of its members the
audited financial statements and a limited assurance report by the auditor on the
insurance broker's compliance with the Minimum Requirements in accordance with its
membership rules and regulations; and

b. that the auditor has reviewed all the members' auditor's reports on the financial
statements and reports by the auditor on compliance with the Minimum Requirements,
and none contained any adverse statement or qualification except those listed by the
auditor in the report.

The above report, together with the audited financial statements of the approved body of
insurance brokers, shall be submitted to the IA within six months after the close of the period
to which the approved body's audited financial statements relate. An illustrative example of a
report by-the-auditerof factual findings for an approved body of insurance brokers is attached
as Appendix 34.
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INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

Appendix 1

Objectives and recommended procedures for the purpose of
reporting on compliance with the Minimum Requirements

The nature and extent of procedures to be carried out for the purposes of reporting on compliance by
an insurance broker with the Minimum Requirements are determined by the auditor's professional
judgement in each individual case. The list given in this appendix is not exhaustive, nor is it intended
that all the procedures suggested apply to every reporting engagement.

When conducting these suggested or other procedures pursuant to reporting on the broker's
compliance with the Minimum Requirements, it is recommended that the auditor is guided by HKSAE
3000 (Revised), “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information®. In accordance with HKSAE 3000_(Revised), the auditor determines the nature, timing
and extent of procedures to be carried out and carry out those procedures so as to ensure sufficient
appropriate evidence is obtained on which to base the conclusions, and document matters which are
important to providing evidence to support that conclusion. For the purposes of the auditor's reporting
on the compliance with the Minimum Requirements by an insurance broker, the auditor needs to
perform procedures as of three dates at the minimum. These three dates are as at the end of the
financial year and two such other dates in the financial year as the auditor may elect. The auditor
may elect more than two other dates in the financial year if the auditor considers it necessary in order
to ensure compliance throughout the financial year.

If, after applying the recommended or other procedures, the auditor becomes aware of non-
compliance with the Minimum Requirements, the auditor's responsibility, after considering reporting
requirements to those charged with governance discussed in paragraph 28, extends no further than
stating in the report that the auditor is aware of non-compliance by the broker with the Minimum
Requirements. For examples of suggested modified wording for the report by the auditor, refer to
Appendix 5 to the PN.

The Minimum Requirements are in respect of:

1. capital and net assets;

2. professional indemnity insurance;

3. keeping of separate client accounts; and
4, keeping proper books and accounts.
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INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

1. Capital and net assets
Objective

i)  To establish whether paid up
share capital meets the
Minimum Requirements
(incorporated brokers only).

i)  To establish whether net
assets meet the Minimum
Requirements. (Note)

Recommended procedure

Obtain share register, annual return or returns of allotment and
inspect whether paid up share capital is at least HK$100,000.

b)

c)

Obtain the opening and closing balances of net assets in
the financial statements and inspect whether the broker had
net assets of at least HK$100,000.

Where either the opening or closing net asset value is close
to the minimum, consider checking management accounts
during the period to establish whether the broker has
breached the requirements.

Where the management accounts are used as a source of
audit evidence as to whether the net assets exceed the
minimum, consideration should be given to the method of
preparation of those accounts and any adjustments
necessary to reflect Hong Kong generally accepted
accounting principles, before deciding to rely on them.

Note: The minimum net assets values are to be determined by excluding all intangible assets and in
accordance with accounting principles generally accepted in Hong Kong.
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INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

2. Professional indemnity insurance

Objective

ii)

To establish whether the
professional indemnity
insurance cover meets the
Minimum Requirements.
(Notes 1 and 2)

To establish whether the
policy provides for one
automatic reinstatement
where the minimum limit is
maintained at HK$3,000,000
or, where the limit of
indemnity has been
determined according to
brokerage income, whether
the broker has effected a
reinstatement of cover up to
not less than the minimum
determined amount if, as a
result of a claim(s), the
indemnity available falls
below the limit.

To establish whether the
deductibles exceed the
broker's net asset value

Notes:

1.

Recommended procedure

a) Physically inspect the professional indemnity insurance
policy noting in particular the commencement date and the
limit of cover afforded. Determine whether the policy was in
force throughout the period under review.

b) Obtain details of the relevant insurance brokerage income
and thereby determine the minimum level of professional
indemnity insurance required. Compare this with the actual
cover to determine whether the level of cover is adequate.
Further guidance is provided in paragraph 17 of this PN.
(Notes 3 and 4)

Inspect the policy document to establish whether an automatic
reinstatement is included in the terms of the policy where this is
required. Where there have been any material claims during the
year, obtain written evidence of any required reinstatement.

Obtain the latest audited financial statements and determine
whether the deductibles exceed the broker's net asset value.

Adequate cover is defined as the greater of:

. two times the relevant insurance brokerage income; and

. HK$3,000,000

up to a maximum of HK$75,000,000.

The "relevant insurance brokerage income" is defined as follows:

o for brokers in business for more than one year: the aggregate insurance brokerage
income relating to 12 months immediately preceding the commencement date of the
cover ("the commencement date"); or
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o for brokers in business for less than one year: the projected insurance brokerage
income for the 12 months from the commencement date.

It should be noted that the commencement date includes the annual renewal of the
professional indemnity insurance cover maintained by an insurance broker.

Where only one policy is in effect during the year the procedures need only be carried out
once. However, if more than one policy has been in effect during the year, for example where
the period of cover does not coincide with the financial year, or where the broker changes
insurer during the financial year, it may be necessary to carry out the recommended
procedures more than once, so that evidence is obtained in respect of the adequacy of the
insurance cover in force throughout the period under review.

In cases where an insurance broker has been in business for more than one year but not for
the full twelve months preceding the commencement date of professional indemnity insurance
cover at the end of the financial year (in which there is no basis for the insurance cover. Refer
(2) above), it should be noted that the insurance broker's minimum limit of indemnity should
be calculated on the basis as if the insurance broker had been in business for less than one
year and therefore his professional indemnity insurance cover should be based on projected
insurance brokerage income.

15 PN 810.1_(Revised)



INSURANCE BROKERS — COMPLIANCE WITH
THE MINIMUM REQUIREMENTS SPECIFIED BY THE INSURANCE AUTHORITY
UNDER SECTIONS 69(2) AND 70(2) OF THE INSURANCE COMPANIES ORDINANCE

3. Keeping of separate client accounts

Objective

ii)

To establish whether the
broker maintained at least
one "“client account”
designated as such. (Note)

To establish whether the
provisions of section 71 of
the Insurance Companies
Ordinance have been
notified to and
acknowledged by an
authorized institution with
which the "client account"
is maintained.

To establish whether the
broker keeps client monies
in a separate account from
his own monies, performs
reconciliations with
sufficient regularity and
whether client monies are
used for any purpose other
than for the purposes of the
client.

Recommended procedure

Obtain documentary evidence such as bank statements to
determine whether there is in existence at least one "client
account".

Obtain documentary evidence of the notification and
acknowledgement to determine whether it is sufficient for the
provisions of section 71.

In circumstances where the financial institution has not
acknowledged the receipt of the provisions of section 71, evidence
that the provisions of section 71 have been notified should still be
maintained. In addition there should be evidence that the financial
institution has provided the insurance broker with the following
information (as evidence that the financial institution has acted on
the provisions of section 71):

¢ Name of the financial institution

¢ Name of the insurance broker

¢ Names and account number of client accounts maintained at
the financial institution with word "client account” clearly stated

a) Enquire with management procedures in place to ensure that
client monies are kept separately from the broker's own
monies and are not used for any purpose other than for the
purposes of the client. Perform sample testing to establish
whether the controls and procedures are operating effectively
and consider the adequacy of such procedures and controls.
While it is management's responsibility to ensure that
balances due from/to individual clients are reconciled
sufficiently regularly, the auditor should base on the size and
complexity of the broker's operations and use professional
judgement when assessing this.

In a situation where the management represents that there is
no insurance brokerage activity in the reporting period,
perform necessary procedures to corroborate management's
representation (e.g. scan records of receipts and/or
payments; obtain understanding of client's business)

b) On a sample basis, test reconciliations between the monies in
the client account and the insurance broking debtors and
creditors (at an individual client level) to determine whether
there is any deficiency in the client account which would
indicate that client monies are being used for purpose other
than for the purposes of the client.

c) For a sample of transactions selected both from the bank
statements and from the insurance broking ledgers, check to
establish whether those transactions made through the client
account fall within the scope of the permitted deposits and
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d)

withdrawals and whether transactions recorded in the
insurance broking ledgers, which relate to client monies and
should be reflected in the client account, are included therein.
Refer to paragraphs 19 to 22 of the PN for additional
guidance.

Scan client accounts for the whole period for potentially
unusual items, e.g. round sum transfers, regular frequent
transfers and individually large deposits or transfers. Where
unusual items are detected, perform follow up procedures as
deemed necessary to determine whether a breach of the
minimum requirements has occurred.

For a sample of transactions selected both from the bank
statements and from the insurance broking ledgers, check to
determine whether monies received or held on behalf of clients in
relation to insurance broking business are being deposited into the
insurance broking business | client account without delay.

A "client account” means a current or deposit account with an authorized institution as defined

under the Banking Ordinance in the name of the insurance broker in the title of which the

word "client” appears.

4. Keeping proper books and accounts

Objective

i)

Recommended procedure

To establish whether the broker maintains proper | In planning and performing the audit of the

accounting and other records which:

broker's financial statements, the auditor
should be aware of the requirement for the

« will sufficiently explain the transactions and | broker to maintain, and the auditor to give
reflect the financial position of the insurance | an opinion on whether the broker has

broking business;

maintained, adequate books and records
during the year. In general, the auditor, on

e will enable financial statements of such the basis of the audit of the broker's
business to be prepared which give a true flnanCIal Statements, Sh0u|d be able to

reach a conclusion in respect of whether
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and fair view of the financial position and proper accounting and other records have
results of the broker; been maintained. Therefore further
checking in this respect should not normally
e are kept in such a manner as will enable be necessary.
them to be conveniently and properly
audited,;

e are kept in writing or in such manner as to
enable them to be readily accessible and
converted into written form; and

e are in sufficient detail to show separately
particulars as set out in paragraph 22 (b)(ii)
of the PN.

ii)  To establish whether the broker retains the books | Enquire with the client the procedures in
and records for a period of not less than seven place for safeguarding the books and
years. records for a period of not less than seven

years and consider these for adequacy.
Validate the physical existence for a
sample of items.
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Appendix 2

EXAMPLE OF AN UNMODIFIED LIMITED ASSURANCE REPORT
FOR AN UNINCORPORATED/ INCORPORATED INSURANCE BROKER
AUTHORIZED BY THE INSURANCE AUTHORITY ON COMPLIANCE WITH THE
MINIMUM REQUIREMENTS

INDEPENDENT AUDITOR'S ASSURANCE REPORT

To the [Proprietor of XYZ Insurance Brokers/ Directors of XYZ Insurance Brokers LimitedFO-TFHE

Pursuant to section 73(1) of the Insurance eCompanies Ordinance ("the Ordinance"), we have been
engaged to perform a limited assurance engagement on the compliance of the [proprietor of XYZ
Insurance Brokers ("the Business")/ directors of XYZ Insurance Brokers Limited (“the Company")]1
with the minimum requirements for [capital and]® net assets, professional indemnity insurance,
keeping of separate clients accounts and keeping of proper books and accounts specified by the
Insurance Authority ("IA") in section 69(2) of the Ordinance for the [year ended [Date]/ period from
[Date] to [Date]].

[Proprietor's/ Directors']1 Responsibilities

The [proprietor is/ directors are]l responsible for the [Business's/ Company's] compliance with the
minimum requirements specified by the IA pursuant to section 69(2) of the Ordinance and the
guidance provided in "Minimum Requirements for Insurance Brokers" issued by the IA (the
"Guidelines").

Our Independence and Quality Control

We have complied with the independence and other ethical requirement of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants
("HKICPA"), which is founded on fundamental principles of integrity, objectivity, professional
competence and due care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on Quality Control 1 ° and accordingly maintains a
comprehensive system of gquality control including documented policies and procedures regarding
compliance with ethical requirements, professional standards and applicable legal and requlatory

requirements.

Auditor's Responsibilities

His-eQur responsibility, pursuant to section 73(1) of the Ordinance, is to evaluate information from the
[Business][Company] and report whether we are aware of any non-compliance with the minimum
requirements for (a) [capital and] net assets, (b) professional indemnity insurance, (c) keeping of
separate client accounts and (d) keeping of proper books and accounts specified by the IA in section
69(2) of the Ordinance and the Guidelines (the "Minimum Requirements").

is o C lusi

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000 (Revised), “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information? HKSAE-3000“-and with reference to Practice Note 810.1_(Revised), “Insurance
Brokers — Compliance with the Minimum Requirements Specified by the Insurance Authority Under

Delete as appropriate, depending on the addressee, whether it is an unincorporated or incorporated insurance broker.
Only applicable to incorporated insurance brokers.

HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and
Related Services Engagements
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Sections 69(2) and 70(2) of the Insurance Companies Ordinance” ("PN 810.1_(Revised)") issued by
the HongKeong-tnstitute-of Certified-Public-AccountantsHKICPA. We have planned and performed

our work to obtain limited assurance for giving our conclusion below.

We have planned and performed such procedures as we considered necessary with reference to the
procedures recommended in PN 810.1_(Revised), which included reviewing, on a test basis, evidence
obtained from the [Business/ Company] regarding the [Business's/ Company's] compliance with the
minimum requirements specified by the IA under section 69(2) of the Ordinance [for the year ended
[Date]/ period from [Date] to [Date]]. The procedures selected depend on the audltors judgment,
including the assessment of the risks of material non-compliance of [capital and] ® net assets,
professional indemnity insurance, keeping of separate client accounts and keeping of proper books
and accounts with the Minimum Requirements.

The procedures performed in a limited assurance engagement vary in nature and timing from, and are
less in_extent than for, a reasonable assurance engagement. Consequently, the level of assurance
obtained in_a limited assurance engagement is substantially lower than the assurance that would
have been obtained had a reasonable assurance engagement been performed.

Conclusion

Based on the foregoing,

a. nothing has come to our attention that causes us to believe that the [Business/ Company] has
failed to maintain [paid up share capital or]> minimum net assets of HK$100,000 as defined
by the IA;

b. nothing has come to our attention that causes us to believe that the [Business/ Company] has

failed to maintain a professional indemnity insurance policy in accordance with the minimum
requirements specified by the 1A under section 69(2) of the Ordinance;

C. nothing has come to our attention that causes us to believe that the [Business/ Company] has
failed to maintain separate client accounts in accordance with the minimum requirements
specified by the 1A under section 69(2) of the Ordinance; and

d. nothing has come to our attention that causes us to believe that the [Business/ Company] has
not maintained proper accounting records to reflect the transactions of its business.

Intended Users and PurposeUse-ofthis Report

Our report is intended solely for the use of the [Business/ Company] in connection with the
requirements for filing with the IA under section 73(1) of the Ordinance and may not be suitable for
any other purpose. This report is not intended to be, and should not be distributed to or used for any
other purpose except a copy of this report may be provided to the IA without further comment from us.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]
Date
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Appendix 3

EXAMPLE OF AN UNMODIFIED LIMITED ASSURANCE REPORT
FOR AN INCORPORATED INSURANCE BROKER WHICH IS A
MEMBER OF AN APPROVED BODY OF INSURANCE BROKERS
ON COMPLIANCE WITH THE MINIMUM REQUIREMENTS

INDEPENDENT AUDITOR'S ASSURANCE REPORT

To the Directors of XYZ Insurance Brokers Limited FO-FHE DIRECTORS-OF XYZINSURANCE
BROKERS LIMITED

Pursuant to the Membership Regulations of [the Hong Kong Confederation of Insurance Brokers
("HKCIB")/Professional Insurance Brokers Association ("PIBA")], we have been engaged to perform a
limited assurance engagement on the compliance of the directors of XYZ Insurance Brokers Limited
("the Company") with the minimum requirements for capital and net assets, professional indemnity
insurance, keeping of separate clients accounts and keeping of proper books and accounts specified
by the Insurance Authority ("IA") in section 70(2) of the Insurance Companies Ordinance ("the
Ordinance") for the [year ended [Date]/ period from [Date] to [Date]].

Directors' Responsibilities

The directors are responsible for the Company's compliance with the minimum requirements specified
by the IA pursuant to section 70(2) of the Ordinance and the guidance provided in "Minimum
Requirements for Insurance Brokers" issued by the IA (the "Guidelines").

Our Independence and Quality Control

We have complied with the independence and other ethical requirement of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants
("HKICPA"), which is founded on fundamental principles of integrity, objectivity, professional
competence and due care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on OQuality Control 1 * and accordingly maintains a
comprehensive system of quality control including documented policies and procedures regarding
compliance with ethical requirements, professional standards and applicable legal and regulatory

requirements.

Auditor's Responsibilities

H-is—eO0ur responsibility, pursuant to the Membership Regulations of [HKCIB/ PIBA], is to evaluate
information from the Company and report whether we are aware of any non-compliance with the
minimum requirements for (a) capital and net assets, (b) professional indemnity insurance, (c)
keeping of separate client accounts and (d) keeping of proper books and accounts specified by the 1A
in section 70(2) of the Ordinance and the Guidelines (the "Minimum Requirements").

is o C lusi

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000_(Revised), “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information? HKSAE-3000)-and with reference to Practice Note 810.1_(Revised), “Insurance
Brokers — Compliance with the Minimum Requirements Specified by the Insurance Authority Under
Sections 69(2) and 70(2) of the Insurance Companies Ordinance* ("PN 810.1_(Revised)") issued by
the HongKeongtnstitute—of CertifiedPublic-AccountantsHKICPA. We have planned and performed

our work to obtain limited assurance for giving our conclusion below.

4 HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and

Related Services Engagements
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We have planned and performed such procedures as we considered necessary, with reference to the
procedures recommended in PN 810.1 (Revised), which included reviewing, on a test basis, evidence
obtained from the Company regarding the Company's compliance with the minimum requirements
specified by the IA under section 70(2) of the Ordinance [for the year ended [Date]/ period from [Date]
to [Date]]. The procedures selected depend on the auditor’'s judgment, including the assessment of
the risks of material innon-compliance of capital and net assets, professional indemnity insurance,
keeping of separate client accounts and keeping of proper books and accounts with the Minimum
Requirements.

The procedures performed in a limited assurance engagement vary in nature and timing from, and are
less in extent than for, a reasonable assurance engagement. Consequently, the level of assurance
obtained in a limited assurance engagement is substantially lower than the assurance that would
have been obtained had a reasonable assurance engagement been performed.

Conclusion
Based on the foregoing,

a. nothing has come to our attention that causes us to believe that the Company has failed to
maintain paid up share capital or minimum net assets of HK$100,000 as defined by the IA;

b. nothing has come to our attention that causes us to believe that the Company has failed to
maintain a professional indemnity insurance policy in accordance with the minimum
requirements specified by the 1A under section 70(2) of the Ordinance;

C. nothing has come to our attention that causes us to believe that the Company has failed to
maintain separate client accounts in accordance with the minimum requirements specified by
the IA under section 70(2) of the Ordinance; and

d. nothing has come to our attention that causes us to believe that the Company has not
maintained proper accounting records to reflect the transactions of its business.

Intended Users and Purpose Useof this Report

Our report is intended solely for the use of the company in connection with the requirements for filing
with the 1A under section 73(2) of the Ordinance and may not be suitable for any other purpose. This
report is not intended to be, and should not be distributed to or used for any other purpose except a
copy of this report may be provided to the [HKCIB/PIBA] and the 1A without further comment from us.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]
Date
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Appendix 4

EXAMPLE OF A REPORT OF FACTUAL FINDINGS FOR AN APPROVED BODY
OF INSURANCE BROKERS ON COMPLIANCE WITH THE
MINIMUM REQUIREMENTS BY ITS CONSTITUENT MEMBERS

REPORT OF FACTUAL FINDINGS

TO THE [MANAGEMENT COMMITTEE] OF
[THE HONG KONG CONFEDERATION OF INSURANCE BROKERS/ PROFESSIONAL
INSURANCE BROKERS ASSOCIATION]

We have performed the procedures agreed with you and enumerated below with respect to auditors'
reports and compliance reports by auditors of the constituent members of the
[Confederation/Association] ("constituent members"), pursuant to section 73(2) of the Insurance
Companies Ordinance ("the Ordinance"), on these constituent members' financial statements and
compliance with the minimum requirements specified by the Insurance Authority ("IA") under section
70(2) of the Ordinance respectively, which were required to be submitted to the
[Confederation/Association] during the period to

Our engagement was undertaken in accordance with the Hong Kong Standard on Related Services
4400, “Engagements to Perform Agreed-Upon Procedures Regarding Financial Information” and with
reference to Practice Note 810.1_(Revised), “Insurance Brokers — Compliance with the Minimum
Requirements Specified by the Insurance Authority Under Sections 69(2) and 70(2) of the Insurance
Companies Ordinance- issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA”).
The procedures were performed solely to assist you in reporting to the IA on auditors' reports and
compliance reports by auditors of the constituent members' financial statements and compliance with
the minimum requirements specified by the IA under section 70(2) of the Ordinance and are
summarized as follows:

(List out the procedures)

1. We have obtained all the constituent members' auditors' reports on financial statements and
reports by auditors on compliance with the minimum requirements specified by the IA under
section 70(2) of the Ordinance that the [Confederation/Association] received, in accordance with
the [Confederation's/Association's] membership rules and regulations, and agreed these to the
Register of Members of the [Confederation/Association].

2. We have read all the constituent members' auditors' reports on financial statements and reports
by auditors on compliance with the minimum requirements specified by the 1A under section 70(2)
of the Ordinance; and to determine whether they included any adverse statements or qualified
opinions.

We report our findings below:

1. With respect to item 1 we found the [Confederation/Association] has received from each of the
constituent members the audited financial statements and report by auditor on compliance with the
minimum requirements specified by the IA under section 70(2) of the Ordinance, in accordance with
its membership rules and regulations except for those listed by us in the attached appendix.

2. With respect to item 2 we found none contained any adverse statement or qualification except
for those listed by us in the attached appendix.

The procedures do not constitute an assurance engagement performed in accordance with Hong
Kong Standards on Auditing, Hong Kong Standards on Review Engagements or Hong Kong
Standards on Assurance Engagements issued by the HKICPA (collectively referred to as “Hong Kong
assurance standards”), and, as such, no assurance is expressed.

Had we performed additional procedures or had we performed an assurance engagement in respect
of auditors' reports and reports by auditors of the constituent members' financial statements and
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compliance with the minimum requirements specified by the IA under section 70(2) of the Ordinance
during the period from [date] to [date] in accordance with Hong Kong assurance standards, other
matters might have come to our attention that would have been reported to you.

Our report is solely for the purpose set forth in the second paragraph of this report and is for your
filing with the IA under section 73(2) of the Ordinance, and is not to be used for any other purpose or
to be distributed to any other parties, except that we agree that a copy of this report may be provided
to the 1A. We expressly disclaim any liability or duty to any other party for the content in this report.
This report relates only to the items specified above and does not necessarily extend to any financial
statements of [The Hong Kong Confederation of Insurance Brokers / Professional Insurance Brokers
Association], taken as a whole.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]
[Auditor's Address]

Heng-Keng
Date
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Appendix 5

EXAMPLES OF SUGGESTED MODIFIED WORDING FOR THE
REPORT BY AUDITOR WHERE AN INSURANCE BROKER
HAS NOT COMPLIED WITH THE MINIMUM REQUIREMENTS

If any breaches of the Minimum Requirements are noted by the auditor, either on the dates chosen for
testing or on other dates, the wording of the report by the auditor would be modified to give a specific
report on whether or not they complied on the dates tested, and a statement that based on
information given to the auditor he/she is aware of breaches on other dates during the year. Note that
in respect of reporting on share capital and net assets the report may need to be split into two
separate points (in the Appendices 2 and 3 they are one combined point for incorporated insurance
brokers).

In the circumstances where the auditor expresses a qualified conclusion or a disclaimer of conclusion
or_adverse conclusion, the auditor's report is to be modified accordingly as required in _paragraph
69(N(v) of HKSAE 3000 (Revised), Assurance Engagements Other Than Audits or Reviews of
Historical Financial Information ("HKSAE 3000 (Revised)"). Further guidance is set out in paragraphs
74 to 77, A182, A188 to A191 of HKSAE 3000 (Revised).

Examples:

1. The insurance broker met the requirements on at least one date tested in the sample, but not
for the whole period:

Basis for Qualified Conclusion

a. The assets held by the Company enabled the Company to meet the minimum net assets
requirements of HK$100,000 as defined by the IA as at [the year end date] [and]
[one][some] of the dates selected by us but not as at the other dates selected by us in our
sample. From_information and explanations supplied to us we are aware that the
Company failed to maintain minimum net assets of HK$100,000 as defined by the IA at
other times during the period;

b. as at [the year end date] [and] [one][some] of the dates selected by us but not as at the
other dates selected by us in our sample the Company maintained client accounts in
accordance with the minimum requirements specified by the IA under section [69(2)/
70(2)] of the Ordinance. From information and explanations supplied to us we are aware
that the Company failed to maintain client accounts in accordance with the minimum
requirements specified by the 1A under section [69(2)/ 70(2)] of the Ordinance at other
times during the period.

Qualified Conclusion

Based on the foregoing, except for the effects of the matters described in the Basis for
Qualified Conclusion paragraph:
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a. nothing has come to our attention that causes us to believe that the Company has
failed to maintain a professional indemnity insurance policy in accordance with the
minimum__requirements _specified by the 1A under section [69(2)/70(2)] of the
Ordinance;

b. nothing has come to our attention that causes us to believe that the [Business/
Company] has not maintained proper accounting records to reflect the transactions of
its business.

The insurance broker did not meet the requirements on any of the dates tested in the sample:

Basis for Adverse Conclusion

a. the assets held by the Company did not enable the Company to meet the minimum
net assets requirements of HK$100,000 as defined by the IA as at the year end date
nor as at the other date[s] selected by us in our sample. From information and
explanations supplied to us we are aware that the Company failed to maintain
minimum net assets of HK$100,000 as defined by the IA at other times during the
period;

d. the Company did not maintain client accounts in accordance with the minimum
requirements specified by the IA under section [69(2)/ 70(2)] of the Ordinance as at
the year end date nor as at the other date[s] selected by us in our sample. From
information and explanations supplied to us we are aware that the company failed to
maintain client accounts in accordance with the minimum requirements specified by
the 1A under section [69(2)/ 70(2)] of the Ordinance at other times during the period;

Adverse Conclusion

Based on the foreqgoing, due to the significance of the matters discussed in the Basis for
Adverse Conclusion paragraph, the Company has failed to maintain _the minimum
requirements specified by the 1A under section [69(2)/70(2)] of the Ordinance as at the year
end date and at the other date[s] selected by us.
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THE DUTIES OF THE AUDITOR OF AN INSURER AUTHORIZED
UNDER THE INSURANCE COMPANIES ORDINANCE

PRACTICE NOTE
810.2 (REVISED)

THE DUTIES OF THE AUDITOR OF AN INSURER AUTHORIZED UNDER

THE INSURANCE COMPANIES ORDINANCE

The purpose of Practice Notes issued by the Hong Kong Institute of Certified Public Accountants
(HKICPA) is to assist the auditor in applying Hong Kong Engagement Standards of general application to
particular circumstances and industries.

Practice Notes are persuasive rather than prescriptive. However they are indicative of good practice and
have similar status to the explanatory material in Hong Kong Engagement Standards. This Practice Note
provides guidance to assist the auditor to fulfill the objectives of the engagement. The auditor should be
prepared to explain departures when called upon to do so.

PART | - GENERAL

Introduction

1.

In this Practice Note ("PN") all the sections mentioned below are in respect of the Hong Kong
Insurance Companies Ordinance (Cap.41) ("the Ordinance") unless otherwise stated.

This PN is intended to give guidance to members on the duties of the auditor of an insurer
appointed under section 15 (see paragraphs 21 and 22) or paragraph 4(1A) of Part 1 of the Third
Schedule to the Ordinance ("the Third Schedule™). In addition, guidance on the duties of the
auditor of an insurance broker appointed under section 72 is also included (see paragraphs 55 to
57). This guidance is set out in Part Il of this PN below.

This PN also provides guidance to members when reporting on levies paid to the insolvency
schemes for Motor and Employee Compensation, and to the Terrorism scheme for Employee
Compensation. This guidance is set out in Part lll of this PN below.

It is not intended to provide detailed guidance on the general audit procedures to be adopted in
respect of insurance companies and brokers.

The PN has been prepared following discussions with the Insurance Authority ("IA").

This is a guide to the provisions in the Ordinance which were effective as at 2 May 1997 (i.e.
including the amendments introduced by the Insurance Companies (Amendment) Ordinance
1997), prepared for reference only. Every care has been taken in its preparation. However, the
legislation itself is the sole authority of the law and the PN should be used in conjunction with the
legislation.

PART Il - THE DUTIES OF THE AUDITOR UNDER THE INSURANCE COMPANIES

ORDINANCE

Scope of the Ordinance

5.

The Ordinance is applicable to all persons (companies or individuals) carrying on insurance
business in Hong Kong (including insurance brokers) other than those persons noted in
paragraph 7 and those specifically exempted by section 51 (see paragraph 8). Insurers which are
deemed to carry on insurance business in or from Hong Kong will also fall within the scope of the
Ordinance. Section 2(3) provides that a person shall be deemed to carry on insurance business
in or from Hong Kong if he opens or maintains an office or agency in Hong Kong for the purpose
of carrying on insurance business, or he holds himself out as carrying on insurance business, in
or from Hong Kong. Insurers will fall within this scope if they are incorporated in Hong Kong, have
a place of business here, are represented here by an agent or are holding themselves out as
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THE DUTIES OF THE AUDITOR OF AN INSURER AUTHORIZED
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carrying on insurance business in or from Hong Kong. The following would therefore be included
within the scope of and required to be authorized under the Ordinance:

a. a Hong Kong incorporated company carrying on insurance business in Hong Kong;

b. a Hong Kong incorporated company carrying on insurance business through an
overseas branch or agency, whether or not it is operating as an insurer in Hong Kong;

C. an overseas incorporated company carrying on insurance business through a Hong
Kong branch;

d. an overseas company carrying on insurance business in Hong Kong by means of an
agency;

e. a captive insurer, as defined in section 2(7);

f. reinsurance companies carrying on reinsurance business in or from Hong Kong (but see

paragraph 8(b)); and

g. any other person holding himself out as carrying on insurance business in or from Hong
Kong.

The location of the risks is not relevant in determining whether a particular entity falls within the
scope of the Ordinance. Thus, for example, an insurer or a reinsurer who is incorporated
overseas and who has not established a place of business in Hong Kong, is not represented by
an agent in Hong Kong, and does not hold himself out as carrying on insurance business in or
from Hong Kong, can accept insurance or reinsurance premiums relating to Hong Kong risks,
without having to be authorized under the Ordinance.

Under section 6(1), Lloyd's and an association of underwriters approved by the IA are allowed to
carry on insurance business in or from Hong Kong without having to be authorized under the
Ordinance. Also, the following persons, although involved in insurance business, do not have to
be authorized under the Ordinance:

a. a Hong Kong incorporated company with an overseas incorporated subsidiary that
carries on insurance business outside Hong Kong, provided that the Hong Kong holding
company is not itself an insurer;

b. an insurance agent (being a person who holds himself out to advise on or arrange
contracts of insurance in or from Hong Kong as an agent or subagent of one or more
insurers). However, an insurer is required to register its appointed insurance agents in
accordance with section 66 and the |IA has the power, also under section 66, to direct the
insurer to de-register its appointed insurance agents under certain conditions.

Section 51 specifically exempts the following persons from the provisions of the Ordinance:

a. any body of persons carrying on insurance business in Hong Kong whose gross
premiums do not exceed HK$500,000 in any financial year and who are bound together
for certain specified purposes but not for the purpose of gain;

b. persons carrying on only reinsurance business in Hong Kong (unless incorporated in
Hong Kong or, if incorporated elsewhere, who have a place of business in Hong Kong or
are represented in Hong Kong by an agent or any other person or partnership having a
place of business in Hong Kong);

C. registered trade unions (subject to certain limitations);

d. registered co-operative societies;
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the Hong Kong Export Credit Insurance Corporation;

banks, restricted licence banks and deposit-taking companies carrying on insurance
business, limited to certain long term or general insurance business carried on solely for
the purposes of their banking or deposit-taking business;

the Credit Union League of Hong Kong;

a recognized clearing house (as defined in section 51(h));

a person who is authorized under Part Il of the Securities and Futures Ordinance (as
defined in section 51(j)).

Under section 53 the Chief Executive in Council has power to exempt any insurer from any of the
provisions of the Ordinance or to modify or vary any of its provisions in respect of any insurer.

Financial information to be submitted by insurers

10.

11.

Section 20 requires two copies of the audited financial information required by the Third
Schedule (as detailed in paragraph 11 and summarised in Appendix 1) to be submitted to the 1A
within six months of the end of the financial period to which they relate. At the same time, where
an insurer is a company, section 21 requires that a copy of each document, except those
required by Parts 8 and 9 of the Third Schedule (i.e. the returns on Hong Kong long term and/ or
general businesses and statement of assets and liabilities), should be deposited with the
Registrar of Companies.

Requirements for submitting financial information to the IA include:

a.

Statutory requirements

The Third Schedule requires, amongst other things, the following to be submitted
annually to the IA:

i. a report by the directors with respect to the profit or loss of the insurer for the
financial year and the state of the insurer's affairs as at the end thereof (the
detailed disclosure requirements of which are set out in Part 2 of the Third
Schedule);

ii. a balance sheet;

iii. a revenue account;

iv. a profit and loss account.

Where an insurer carrying on long term business only, or a captive insurer, is a holding

company, whether or not it is itself a subsidiary of another body corporate, the

statements in (i) to (iv) above must in addition contain the equivalent consolidated

information relating to the insurer and its subsidiaries.

Where an insurer is authorized to carry on general business:

V. a return on Hong Kong business;
Vi. a statement of assets and liabilities (not applicable to reinsurers or captive
insurers).

Where an insurer is authorized to carry on long term business:

vii. a return on Hong Kong long term business.
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13.

14.

15.

16.

THE DUTIES OF THE AUDITOR OF AN INSURER AUTHORIZED
UNDER THE INSURANCE COMPANIES ORDINANCE

The detailed disclosure requirements for the statements in (ii) to (iv) above are outlined in
Parts 3 to 5 of the Third Schedule while those relating to the returns referred to in (v) and
(vii) above and the statement referred to in (vi) above are covered in Parts 8 and 9 of the
Third Schedule respectively.

An auditor's report is required in respect of each of the statements referred to in (ii) to (iv)
above (see paragraph 27), the returns referred to in (v) and (vii) above (see paragraphs
28 and 29) and the statement referred to in (vi) above (see paragraph 30).

b. Other requirements

Although it is not a statutory requirement, the IA requires an insurer to submit annually
an audited cash flow statement in addition to the statutory requirements in (i) and (iv)
above based on its previous circular.

The requirements for the submission of these statements to the IA do not override the
requirements of the Companies Ordinance. Insurance companies which are incorporated in Hong
Kong are also required to produce financial statements to lay before the shareholders in general
meeting and these financial statements have to comply with the disclosure provisions of the
Companies Ordinance.

Holding company

It should be noted that the additional provisions relating to an insurer which is a holding company
(Part 3 (paragraphs 10 to 13) of the Third Schedule) may result in consolidated financial
statements being prepared where none are required under the Companies Ordinance. Paragraph
10 of the Third Schedule provides that Part 3 of the Third Schedule shall apply to an insurer
carrying on long term business only, or a captive insurer that is a holding company, whether or
not it is itself a subsidiary of another body corporate. This means that such an insurer authorized
in Hong Kong must prepare its own consolidated financial statements even if it is the wholly-
owned subsidiary of a parent company, whether or not that parent company is an insurer. Where
a group is structured vertically with each subsidiary or sub-subsidiary being an insurer in its own
right, each holding company in the group will have to submit group financial statements in
respect of its own subgroup. Depending on the merits of individual insurer, it may be possible for
the insurer to obtain a modification of the Third Schedule requirements by making an application
under section 17(2).

Apart from the requirements under Parts 8 and 9, which are in respect of Hong Kong Insurance
Business and Hong Kong Long Term Insurance Business (as defined in paragraph 1(1) of the
Third Schedule) only, the information to be submitted under the Third Schedule shall be in
respect of the total business of the insurer.

Hong Kong branch

Where an overseas company carries on insurance business in Hong Kong through a branch, the
information required by the IA apart from the requirements under Parts 8 and 9 must relate to the
company's worldwide position. In this respect it should be noted that section 17(2) permits the 1A
to modify or vary any of the requirements of the Third Schedule in relation to an insurer, provided
that the insurer requests such a modification in writing. The IA has indicated that it may be
prepared to modify or vary the requirements of the Third Schedule in respect of an overseas
company incorporated in a country where the insurer is subject to an acceptable standard of
prudential supervision depending on the merits of individual insurer. The auditor who audits a
Hong Kong branch of such company is therefore recommended to suggest to the client that the
insurer discusses with the IA.

According to the IA, submission of audited branch financial statements is one of the standard
requirements for the giving or renewal of an accounting concession under section 17(2).

a. Unless specifically required by the IA, the audited branch financial statements need not
comply with the requirements of the Insurance Companies (General Business) (Valuation)
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Regulation. They shall, however, comply so far as applicable with the requirements of the
Third Schedule.

b. The audited branch financial statements would normally include a revenue account,
and/or a profit and loss account, a balance sheet, a cash flow statement and notes
thereto.

The auditor of the branch is required to ascertain whether the financial statements have been prepared in
accordance with the IA's conditions on accounting concession granted to the branch. The IA would
normally require the branch to submit financial statements prepared in accordance with the Hong Kong
Financial Reporting Standards (HKFRSs) and audited by certified public accountants who are qualified
under the Professional Accountants Ordinance (Cap.50) (and not disqualified under section 393(2) of the
Companies Ordinance) for appointment as auditors of a company. Financial statements prepared in
accordance with the HKFRSs will be needed in order for the auditor to issue a report for Part 8 for the
financial year ending on or after 31 December 2015. When the branch prepares the financial statements
in accordance with the HKFRSs for the first time the requirements in HKFRS 1 "First-time Adoption of
Hong Kong Financial Reporting Standards" apply in full. The auditor of the branch is also required to
ascertain the extent the requirements of HKFRS 1 may have been exceptionally amended by the I1A’s
accounting concession when certain facts and circumstances apply (for example the omission of
comparative financial information for which the example audit opinion is included in Appendix 6).The
relevant transition arrangement is set out in Appendix 5.

Requirement for assets in Hong Kong

17. General and composite insurers, other than captive insurers or persons authorized to carry on
reinsurance business only, are required by section 25A to maintain assets in Hong Kong at all
times in respect of their liabilities as of the end of the last preceding year, arising from Hong Kong
Insurance Business, and to file a statement of assets and liabilities with the IA annually to ensure
compliance. The Eighth Schedule to the Ordinance sets out a list of assets which qualify as
assets in Hong Kong. The auditor's requirements to report on this statement are set out in
paragraph 30. Where the insurer has entered into contracts of reinsurance for which the
premiums payable exceeded 50% of the gross premiums received, such assets shall be at least
equal to the greater of:

a. the aggregate of:

i. 80%" of its liabilities after deducting the amount in respect of which contracts of
reinsurance have been entered into; and

ii. the relevant amount (see paragraph 18); and
b. the aggregate of:

i. 40% of its liabilities before deducting the amount in respect of which contracts of
reinsurance have been entered into; and

ii. the relevant amount (see paragraph 18).

Where the insurer has not entered into contracts of reinsurance for which the premiums payable
exceeded 50% of the gross premiums received, then such assets shall be at least equal to the
amount determined in (a) above.

18. "Relevant amount” means the relevant amount determined in accordance with section 10 (see
paragraph 38) except that:

a. the reference to gross premium income in that section shall, for the purposes of section
25A, be deemed to be the gross premium income arising from the insurer's Hong Kong
Insurance Business only; and

! The IA may increase the percentage on individual case basis.
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b. the references to claims outstanding, additional amount for unexpired risks and fund in
section 10 shall, for the purposes of section 25A, be deemed to be the claims
outstanding, additional amount for unexpired risks and fund respectively arising from the
insurer's Hong Kong Insurance Business only.

The value of assets and the amounts of liabilities shall be determined in accordance with any
applicable valuation regulations made under section 59(1)(a). Existing valuation regulations at
the time of issue of this PN are covered in paragraphs 41 to 51.

Pursuant to section 25A(8), if an insurer is required by law to, and does, maintain assets in a
place outside Hong Kong for the sole purpose of making preferential payments to policyholders
in respect of claims payable relating to Hong Kong insurance business where the insurer is in
liquidation, then the assets to be maintained in Hong Kong by section 25A shall be reduced by
the amount of these assets.

Appointment of the auditor

21.

22,

23.

24,

25,

Under section 15, the insurer must appoint an auditor (“the Appointed auditor") who is:

a. qualified under the Professional Accountants Ordinance (and not disqualified under
section 393(2) of the Companies Ordinance); or

b. qualified as an auditor in the country of incorporation, if the insurer is incorporated
outside Hong Kong and who holds such qualification as the IA accepts as being of a
comparable standard to that of a person referred to in (a) above.

Financial information and statements to be submitted by an insurer under Parts 3, 4 and 5 of the
Third Schedule, as appropriate, must be audited by the Appointed auditor.

The forms and statements to be submitted by an insurer under Parts 8 and 9 of the Third
Schedule must be audited by an auditor who is qualified under the Professional Accountants
Ordinance (and not disqualified under section 393(2) of the Companies Ordinance). This auditor
may or may not be the Appointed auditor of the insurer referred to in paragraph 21.

The insurer must notify the 1A in writing of any appointment of, or change in, its Appointed auditor
within one month. The first auditor must be appointed within one month of the insurer beginning
to carry on insurance business. It is recommended that before beginning the audit the auditor
ensures that he/ she has been formally appointed under the Ordinance and that the 1A has been
notified of the appointment. The IA keeps a record of all the Appointed auditors of insurers for its
own use.

Section 15A(1) requires that the insurer immediately notifies the 1A in writing if for any reason a
person appointed under section 15 ceases to be the Appointed auditor or a Hong Kong
incorporated insurer proposes to give notice to its shareholders of a resolution
removing/replacing the Appointed auditor.

Section 15A(2) requires the Appointed auditor to notify the 1A in writing immediately if the auditor
resigns, decides not to seek reappointment, or decides to qualify any of the auditor's reports
required in respect of the information to be submitted under the Third Schedule. Further guidance
on this obligation may be found in PN 620.2 "Communications between the auditor and the
Insurance Authority" issued by the HKICPA.
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The auditor's reports

26.

27.

Separate requirements apply in respect of auditor's reports on the financial information, forms
and statements required by the Third Schedule for different categories of insurers. These are set
out below and in Appendix 1. Suggested forms of wording for each report are included in
Appendix 2._For the 1A's easy identification of all the forms and statements submitted which are
reported on by the auditor, the auditor should stamp the identification chop on each page of the
forms and statements. The page numbers set in the auditor's report on statement to be submitted
to _the IA under Part 9 of the Third Schedule should refer to the statements and the
accompanying supplementary information, where applicable.

Paragraph 4 of Part 1 of the Third Schedule requires the auditor to audit the financial information
prepared in accordance with Parts 3, 4 and 5 of that Schedule (being a balance sheet, revenue
account, profit and loss account and, where applicable, consolidated financial statements) and to
state in the auditor's report the items set out below. Definitions of "relevant premium income" and
“relevant claims outstanding" are contained in paragraphs 32 to 37. Solvency requirements are
set out in paragraph 38.

The auditor is required to state:
In the case of a general insurer other than a captive insurer,

a. the relevant premium income and relevant claims outstanding of, and the relevant
amount as defined in section 10 (see paragraph 38) in the case of, the insurer;

b. whether in the auditor's opinion the value of the assets of the insurer exceeds its
liabilities by that relevant amount;

C. whether in the auditor's opinion proper records have been maintained in accordance with
section 16; and

d. whether in the auditor's opinion the balance sheet, revenue account and profit and loss
account have been properly prepared in accordance with the provisions of the Ordinance.

In the case of an insurer carrying on long term business only,
a. the greater of:

i. the relevant amount as defined in section 10 (see paragraph 38) in the case of
the insurer, and

ii. the required margin of solvency, as determined by the insurer's appointed
actuary in accordance with the Insurance Companies (Margin of Solvency)
Regulation;

b. whether in the auditor's opinion the value of the assets of the insurer exceeds its
liabilities by the amount under (a) above;

C. whether in the auditor's opinion proper records have been maintained in accordance with
section 16;
d. whether in the auditor's opinion the balance sheet, revenue account, profit and loss

account and (if it is a holding company submitting group financial statements) the group
financial statements have been properly prepared in accordance with the provisions of
the Ordinance; and

e. whether in the auditor's opinion the financial statements give a true and fair view of:

i the state of the insurer's affairs;
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ii. the insurer's profit or loss for the financial year (if the financial statements are
unconsolidated); and

iii. the state of the group's affairs and of its profit or loss for the financial year (in the
case of group financial statements).

In the case of a captive insurer,

a.

the net premium income and net claims outstanding of, and the relevant amount as
defined in section 10 (see paragraph 38) in the case of, the insurer;

whether in the auditor's opinion the value of the assets of the insurer exceeds its
liabilities by that relevant amount;

whether in the auditor's opinion proper records have been maintained in accordance with
section 16;

whether in the auditor's opinion the balance sheet, revenue account, profit and loss
account and (if it is a holding company submitting group financial statements) the group
financial statements have been properly prepared in accordance with the provisions of
the Ordinance; and

whether in the auditor's opinion the financial statements give a true and fair view of:

i the state of the insurer's affairs;

ii. the insurer's profit or loss for the financial year (if the financial statements are
unconsolidated); and

iii. the state of the group's affairs and of its profit or loss for the financial year (in the
case of group financial statements).

In the case of a composite insurer,

a.

the relevant premium income and relevant claims outstanding of, and the relevant
amount as defined in section 10 (see paragraph 38) in the case of, the insurer's general
business;

the greater of:

i. the relevant amount as defined in section 10 (see paragraph 38), and

ii. the required margin of solvency, as determined by the insurer's appointed
actuary in accordance with the Insurance Companies (Margin of Solvency)
Regulation in the case of the insurer's long term business;

whether in the auditor's opinion the value of the assets of the insurer exceeds its

liabilities by the aggregate of the relevant amount under (a) and the amount under (b)

above;

whether in the auditor's opinion proper records have been maintained in accordance with
section 16;

whether in the auditor's opinion the balance sheet, revenue account and profit and loss
account have been properly prepared in accordance with the provisions of the Ordinance;
and

whether in the auditor's opinion the financial statements give a true and fair view of the
financial position of the insurer's long term business.
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For insurers carrying on general insurance business, paragraph 4(1A)(a) of Part 1 of the Third
Schedule requires the auditor to audit the forms (except Form HKL1) prepared in accordance
with Part 8 of the Third Schedule (often referred to as the general business returns).The auditor
is required to state:

a. whether in the auditor's opinion proper records have been maintained in accordance with
section 16 for the purposes of preparing the forms;

b. whether the forms have been properly prepared in accordance with those records; and

C. whether the information supplied in the forms is prepared, in all material respects, in
accordance with the provisions of Part 8 of the Third Schedule to the Ordinance and, on
that basis, the forms, when read in conjunction with the insurer's audited financial
information for the year then ended prepared in accordance with Hong Kong Financial
Reporting Standards and the provisions of the Ordinance, gives a true and fair view of
the insurer's underwriting results pertaining to the Hong Kong Insurance Business for the
year then ended.

For insurers carrying on long-term insurance business, paragraph 4(1A)(aa) of Part 1 of the Third
Schedule requires the auditor to report on Form HKL1 prepared in accordance with Part 8 of the
Third Schedule (revenue account), and to state:

a. whether in the auditor's opinion proper records have been maintained in accordance with
section 16 for the purposes of preparing the form; and

b. whether the form has been properly prepared in accordance with those records.

For insurers carrying on general insurance business, paragraph 4(1A)(b) of Part 1 of the Third
Schedule requires the auditor to audit the statement of assets and liabilities ("the statement”)
prepared in accordance with Part 9 of the Third Schedule, and to state:

a. whether in the auditor's opinion proper records have been maintained in accordance with
section 16 for the purposes of preparing the statement;

b. whether the statement has been properly prepared in accordance with those records;

c. whether the values of the assets and liabilities have been determined in accordance with
any applicable valuation regulations;

d. whether the relevant amount as defined in section 10 has been determined in
accordance with section 25A(1) (see paragraph 18); and

e. where the statement is submitted pursuant to:

i. section 25A(9), the assets held by the insurer, as shown in the statement, enable
it to comply with the requirement stipulated in section 25A as at the last day of
the financial year and two such other dates in the financial year as the auditor
may elect, provided that the intervening period between those two dates shall not
be shorter than three months; or

ii. section 25B(3)(b), the assets held by the insurer, as shown in the statement,
enable it to comply with the requirement stipulated in section 25B as at the date
specified in the notice issued under that section.

Notwithstanding section 25A(3) which states that an insurer shall, at all times, maintain assets in
Hong Kong in respect of its liabilities, as of the end of the last preceding financial year, it has
been agreed with the IA that for the purposes of checking compliance with section 25A, the
auditor compares the assets with liabilities on the last day of the current financial year as well as
the assets at two dates during the year, as elected by the auditor, with the liabilities at the
preceding financial year end date.
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The auditor may add qualifications, amplifications or explanations to the auditor's reports as
necessary.

The auditor's report required in respect of the financial information prepared in accordance with
Parts 3, 4 and 5 of the Third Schedule relates to the financial information, which has to be
submitted to the IA and the Registrar of Companies. Where the insurer is incorporated in Hong
Kong, financial statements will also have to be prepared for the members in accordance with the
applicable requirements of the Companies Ordinance. The auditor will be required to issue two
separate audit reports, one for the members on the Companies Ordinance financial statements,
and one addressed to the directors who will have the responsibility for submitting the financial
information required by the Third Schedule to the IA. The report addressed to the directors will
refer to the financial information prepared in accordance with the provisions of the Ordinance
(see Appendix 2 for report format). The audit report addressed to members and relating only to
the Companies Ordinance financial statements will also have to be submitted to the IA under
section 20(5) (see Appendix — lllustration 1 of HKSA 700 "Forming an Opinion and Reporting on
Financial Statements" for report format).

Definitions of "relevant premium income" and "relevant claims outstanding”

32.

33.

"Relevant premium income" is defined as the greater of:
a. 50% of the annual gross premium income of the company; and
b. gross premium income less premiums payable by the company in respect of reinsurance.

Gross premium income is defined in section 10(4)(c) as the premiums receivable in that financial
year in respect of all insurance business other than long term business. Premiums receivable are
defined as the premiums paid or payable to an insurer in respect of contracts written or renewed
in that financial year before deducting commissions of agents or brokers but after deducting any
discounts specified in policies or refunds of premiums made in respect of any termination or
reduction of risks. Discounts specified in policies are generally discounts that relate to the
reduction of risks which are being underwritten and should not contain an element of rebate as
regards the premiums paid by the insured. Gross premium income as defined above will normally
be the amount disclosed in the revenue account under the requirements of paragraph 24(1)(a) of
the Third Schedule, provided that the amounts recorded are consistent with the amounts written
in the year. It should be noted however that this will not be the same as the earned premiums
accounted for on an accruals basis since the former is based on all contracts written in the
financial year.

"Relevant claims outstanding” is defined as:

a. where no class of the general business of the insurer is accounted for on a fund
accounting basis, the aggregate of the following:

i. an amount equal to 50% of the claims outstanding (see paragraph 35) before
deducting any amount recoverable from reinsurers thereon, or the amount of
claims outstanding after deducting any amount recoverable from reinsurers
thereon, whichever is the greater; and

ii. the additional amount for unexpired risks (see paragraph 36);

b. where all classes of the general business are accounted for on a fund accounting basis,
the fund (see paragraph 37);

C. where part of the general business is accounted for on a fund accounting basis, the
aggregate of the following:

i. in respect of that part, the fund (see paragraph 37); and
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ii. in respect of the other part of that business:

- an amount equal to 50% of the claims outstanding (see paragraph 35)
before deducting any amount recoverable from reinsurers thereon, or the
amount of claims outstanding after deducting any amount recoverable from
reinsurers thereon, whichever is the greater; and

- the additional amount for unexpired risks (see paragraph 36).
"Claims outstanding", "additional amount for unexpired risks" and "fund" are defined in paragraph
1(1) of Part 1 of the Third Schedule.

"Claims outstanding" is defined as, the amount set aside by an insurer as at the beginning or end
of its financial year as being an amount likely to be sufficient to meet:

a. claims in respect of incidents occurring:

i. in the case of an amount set aside as at the beginning of the financial year,
before the beginning of that year; and

ii. in the case of an amount set aside at the end of the financial year, before the
end of that year,

being claims which have not been treated as claims paid and including claims relating to
business accounted for over a longer period than a financial year, claims the amount of
which have not been determined and claims arising out of incidents that have not been
notified to the insurer; and

b. expenses (such as legal, medical, surveying and engineering costs) which have been
incurred but not yet recorded as paid or which are likely to be incurred by the insurer,
whether through the employment of its own staff or otherwise, and are directly
attributable to the settlement of individual claims which relate to incidents occurring
before the beginning or the end of the financial year (as the case may be), whether or not
the individual claims in question are those mentioned above.

"Additional amount for unexpired risks" (otherwise known as premium deficiency) means the
amount set aside by an insurer at the end of its financial year, in addition to any unearned
premiums, which is considered necessary to meet the cost of claims and expenses of settlement
arising from risks to be borne by the insurer after the end of the financial year under contracts of
insurance entered into before the end of that year.

"Fund", in relation to general business recorded as commencing in any financial year of an
insurer but accounted for over a period longer than that financial year, means, during such period,
an amount not less than the aggregate amount of the premiums receivable during that period
(net of reinsurance premiums payable) reduced by the aggregate amount of the claims paid (net
of reinsurance recoveries), expenses for settling claims, commission (net of reinsurance
commission receivable) and premium taxes in respect of that business and any management
expenses attributable to the management of the fund, and after the end of such period, means
such amount as is considered necessary to discharge the remaining obligations (net of
reinsurance) in respect of that business.

Solvency requirements

38.

a. Each company authorized to conduct general business in or from Hong Kong (except a
captive insurer) must maintain an excess of assets over liabilities by a relevant amount
(often referred to as solvency margin) equivalent to 20% of relevant premium income or
relevant claims outstanding, whichever is higher, up to HK$200 million plus 10% of
relevant premium income or relevant claims outstanding in excess of HK$200 million.
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The minimum relevant amount required is HK$10 million (HK$20 million if authorized for
statutory business).

b. Each company authorized to conduct long term business in or from Hong Kong must
maintain an excess of assets over liabilities by an amount equivalent to the greater of the
relevant amount of HK$2 million and the margin of solvency calculated in accordance
with the Insurance Companies (Margin of Solvency) Regulation. At least the greater of
HK$2 million and one-sixth of the margin of solvency must be held in funds maintained in
respect of its long term business (other than class G or H business specified in Part 2 of
the First Schedule to the Ordinance).

C. Each company authorized to conduct composite business in or from Hong Kong must
maintain an excess of assets over liabilities by an amount equivalent to the aggregate of
the amounts determined in accordance with (a) and (b) above.

d. Each company authorized to conduct business as a captive insurer in or from Hong Kong
must maintain an excess of assets over liabilities by a relevant amount equivalent to 5%
of net premium income or net claims outstanding, whichever is higher. The minimum
relevant amount is HK$2 million.

A summary of solvency requirements is set out in Appendix 3 for easy reference.

Value of assets and liabilities

39.

40.

41.

42.

The calculation of relevant premium income, relevant claims outstanding and the relevant
amount applicable (see paragraph 38), and the required margin of solvency as determined by the
insurer's appointed actuary are required in order to enable the auditor to state in the auditor's
report, whether in the auditor's opinion the value of the assets of the insurer exceed its liabilities
by the required amount applicable according to the Ordinance. The required amount is
determined as being the relevant amount applicable in relation to an insurer's general and
captive insurance business and the greater of the relevant amount and the required margin of
solvency in relation to an insurer's long term business. An insurer is under an obligation to ensure
that the value of the assets exceed its liabilities by the required amount at all times but it is
recommended that the auditor only verifies the position at the balance sheet date and two such
other dates in the financial year as the auditor may elect, provided that the intervening period
between those two dates shall not be shorter than three months. If the value of the assets does
not exceed its liabilities by the relevant amount applicable, the insurer is deemed to be unable to
pay its debts under section 42 and can be wound up.

Subject to any relevant valuation regulations issued under section 59(1)(a) (see paragraphs 41 to
51), it is necessary to base the calculation on the provisions laid down in section 8. This section
requires assets to be valued having regard to their market value and the cost of realising such
assets. In computing the amount of liabilities, all contingent and prospective liabilities shall be
taken into account but not liabilities in respect of the insurer's share capital. In determining the
amount of these liabilities, regard shall be made to cost of settlement of such liabilities and,
where the amount of any such liabilities is assessed or estimated, to the experience of the
insurer in carrying on any relevant insurance business or of other persons carrying on the same
or similar insurance business.

Valuation Regulation for companies carrying on general business

In accordance with section 8(4)(b), the valuation of assets and liabilities of an insurer whose
business includes or will include general business, other than a captive insurer, should be
determined in accordance with the Insurance Companies (General Business) (Valuation)
Regulation ("Valuation Regulation") issued in December 1995.

Different requirements are made in the Valuation Regulation in respect of different categories of

assets. The major categories of assets in respect of which more detailed provisions are made,
and the relevant sections in the Valuation Regulation, include:

15 PN 810.2 (Revised)



43.

44,

45,

46.

47.

48.

49,
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a. land and buildings (section 3);

b. listed shares or securities, unit trusts or mutual funds (section 4);
C. shares in investment subsidiaries (section 5);

d. shares in other insurers (section 6);

e. other unlisted shares (section 7);

f. unlisted securities (section 8); and

g. premiums receivable (section 9).

Some provisions are also made in respect of:

a. intangible assets and deferred acquisition costs (section 10);
b. discounting of claims (section 11); and
C. additional amount for unexpired risks (section 12).

Section 14 of the Valuation Regulation stipulates admissibility limits for the different categories of
assets to ensure a prudent spread of investments. The admissibility limits are applicable to the
financial information prepared in accordance with Parts 4 and 5 of the Third Schedule only. This
section of the Valuation Regulation does not apply to the assets of an insurer required to be
maintained in Hong Kong under section 25A or 25B and therefore does not apply to the
statement of assets and liabilities prepared under Part 9 of the Third Schedule.

Notwithstanding that the value given to an asset of an insurer is permissible under the Valuation
Regulation, if, in all circumstances of the case, it appears that the asset is of a lesser value than
that given, such lesser value is to be the value of the asset (section 15 of the Valuation
Regulation).

The Valuation Regulation reaffirms that where no provision for valuation is made under the
Valuation Regulation in respect of any asset or liability, section 8(4)(c) continues to apply (section
13 of the Valuation Regulation).

In the case of a company carrying on or intending to carry on business as a captive insurer, the
values of assets and liabilities may be determined in accordance with section 8.

Liabilities are defined in section 8(4) as including all contingent and prospective liabilities but
excluding liabilities in respect of the insurer's share capital. Where specific valuation rules are not
applicable, regard should be had to the cost of settlement of the liabilities and, where estimates
are necessary, to the experience of the insurer in carrying on any relevant insurance business or
of other persons carrying on the same or similar insurance business.

For the purpose of valuing the amount of liabilities, contingent liabilities will be assessed on the
probability of their crystallisation. Generally it will be the auditor's responsibility to have regard to
the nature of the contingency, the uncertainties which are expected to affect the ultimate
outcome and a prudent estimate of the financial effect.

Liabilities Regulation for companies carrying on long term business
Where the liabilities of an insurer are in respect of long term business, they must be determined

in accordance with the Insurance Companies (Determination of Long Term Liabilities) Regulation
("Liabilities Regulation").
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The general principles and certain specific factors underlying the determination of long term
liabilities are laid down in section 4 of the Liabilities Regulation. Generally, they shall be
determined on actuarial principles, having due regard to the reasonable expectations of
policyholders. Proper provisions shall be made for liabilities on a prudent basis including an
allowance for adverse variations of relevant assumptions, and provisions shall be made for all
prospective liabilities as determined by the policy conditions for each contract, taking account of
future premiums.

Specific requirements of the Liabilities Regulation, and the sections of that Regulation in which
they are covered, are made in respect of options and guarantees (section 10), expenses (section
12), valuation of future premiums (section 14) and acquisition expenses (section 15). Section 5 of
the Liabilities Regulation requires prospective calculations to be used in preference to
retrospective calculations where possible.

Proper records

52.

53.

54,

The Ordinance requires the auditor to state specifically in the auditor's report whether proper
records have been maintained in accordance with section 16.

Without prejudice to the Companies Ordinance, section 16 requires the insurer to keep proper
books of account which sufficiently exhibit and explain all transactions entered into by the insurer
in the course of any business carried on by him. These books can be kept either in a legible form
or in a non-legible form capable of being reproduced in a legible form. The Ordinance also
requires adequate precautions to be taken to guard against falsification of these records and to
facilitate the discovery of any such falsification. In the case of an overseas insurer carrying on
insurance business through a branch or an agency, the IA would normally require books to be
kept in respect of all its branch or agency business carried on in or from Hong Kong.

These books of account must be kept for seven years from the end of the financial year to which
the last entry made or matter recorded therein relates.

Insurance brokers

55.

56.

57.

Section 65 states that an insurer may not accept any business from an insurance broker in Hong
Kong unless that broker is authorized. An authorized insurance broker may be an insurance
broker directly authorized by the IA or a member of a body of insurance brokers approved by the
IA. Sections 69 and 70 set out the requirements to be complied with by insurance brokers and
bodies of insurance brokers in order to obtain the relevant authorization and approval.

Under section 72, the insurance broker must appoint an auditor who is:

a. qualified under the Professional Accountants Ordinance (and not disqualified under
section 393(2) of the Companies Ordinance); or

b. qualified as an auditor in the country of incorporation, if the insurance broker is
incorporated outside Hong Kong and who holds such qualification as the 1A accepts as
being of comparable to that of a person referred to in (a) above.

The auditor of an insurance broker is required to report on the broker's financial statements to its
proprietor (in the case of an unincorporated broker) or its shareholders (in the case of an
incorporated broker). The auditor is also required to report on an insurance broker's compliance
with the minimum requirements. For further guidance on this area, members may refer to PN
810.1 "Insurance brokers - compliance with the minimum requirements specified by the
Insurance Authority under sections 69(2) and 70(2) of the Insurance Companies Ordinance"
issued by the HKICPA.
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Communications between the auditor and the IA

58.

Section 53D introduces statutory protection for an auditor from liability to the client for breach of
confidentiality when he/ she communicates directly with the 1A in good faith on matters relevant
to any functions of the 1A under the Ordinance. Sections 15A(2) (see paragraph 25) and 53E
impose a statutory obligation on the auditor to report certain matters directly to the I1A. Members
may refer to PN 620.2 for further guidance in this area.

PART Il - OTHER REPORTING

Annual return on employees' compensation gross premium

59.

The Hong Kong Government (the "Government") has entered into an agreement with some
authorized insurers for the provision of a facility covering terrorism risk in respect of employees'
compensation insurance business. Under the agreement, the insurer is required to pay a
monthly charge to the Government based on the gross premium in respect of the employees’
compensation business written. An annual return together with a report by the auditor are
required to be submitted to the IA within four months after the end of each financial year on the
amounts of gross premium for the financial year and the charge payable thereon to the
Government. For the 1A's easy identification of the annual return which is reported on by the
auditor, the auditor should bind the annual return together with the report thereon and stamp the
identification chop on each page of the annual return. An auditor should conduct such an
engagement in accordance with HKSAE 3000 (Revised), “Assurance Engagements Other Than
Audits or Reviews of Historical Financial Information=. An example auditor's report is set out in
Example 1 in Appendix 4.

Report on levies paid to the insolvency scheme for motor compensation
insurance

60.

All insurance companies in Hong Kong that are authorized by the Government to write motor
vehicle insurance are required to be members of the Motor Insurers' Bureau of Hong Kong
("MIB"). Each member has entered into an agreement with the MIB to contribute such funds as
may be required by the MIB to meet its objectives, and furnish particulars of motor premium
income and submit such report as the MIB may from time to time deem necessary. A practitioner
should conduct such an engagement in accordance with HKSRS 4400 "Engagements to Perform
Agreed-Upon Procedures Regarding Financial Information”. An example report is set out in
Example 2 in Appendix 4.

Report on levies paid to the insolvency scheme for employees' compensation
insurance

61.

All insurance companies in Hong Kong who are authorized by the Government to write direct
employees compensation insurance business are required to be members of the Employees
Compensation Insurer Insolvency Bureau ("ECIIB"). Each member has entered into an
agreement with the ECIIB to contribute such funds as may be required by the ECIIB to meet its
objectives, and furnish particulars of employees' compensation premium income and submit such
report as the ECIIB may from time to time deem necessary. A practitioner should conduct such
an engagement in accordance with HKSRS 4400. An example report is set out in Example 3 in
Appendix 4.
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Appendix 1
What does the insurer need to submit to the IA?

The following summary lists out the references to different Parts of the Third Schedule to the
Insurance Companies Ordinance and also includes the paragraph references in Part 1 of that
Schedule that set out the reporting requirements.

Parts 3%, 4 and 5: Financial Part 8% Return on Hong Kong Part 9°: Notes
Information business Statement on
Hong Kong
assets and
liabilities
under Hong
Kong business
Part 3 Parts 4, 5 Forms 1-9 Form HKL1
General insurer - \ \ - \
Para.4.(1AB) | Para.4.(1A)(a) Para.4.(1A)(b) a)
Long term \ \ - \ -
insurer . .
(including pure Para.4.(1) Para.4.(1) Para.4.(1A)(aa) b)
reinsurer)
omposite -
Composi v v v v
insurer Para.4.(1AC) | Para.4.(1A)(a) | Para.4.(1A)(aa) | Para.4.(1A)(b) C)
Captive insurer S \ \
Para.4.(1AD)* | Para.4.(1AD)* | Para.4.(1A)(a)
Pure reinsurer \ \
(General) Para.4.(1AB) | Para.4.(1A)(a)
Pure reinsurer \ \ \
(Composite) Para.4.(1AC)* | Para.4.(1A)(@) | Para.4.(1A)(aa)
Lloyd's \ \
Para.4.(1A)(a) Para.4.(1A)(b)
* True and fair opinion required

2 Part 3 of the Third Schedule deals with additional provisions relating to an insurer which is a holding company. It applies to an

insurer carrying on long term business only or a captive insurer, which is a holding company preparing consolidated financial
statements.

Part 8 return and Part 9 statement should be prepared in respect of the insurer's Hong Kong Insurance Business and Hong
Kong Long Term Insurance Businessenly.
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n True and fair opinion required in respect of the life insurance business only

Notes

a) General Insurer

i)

i)

Financial information prepared under Parts 4 and 5 of the Third Schedule

This financial information is submitted to the Insurance Authority by a general insurer.
Part 4 deals with general provisions relating to the balance sheet. Part 5 deals with
general provisions relating to the revenue account and profit and loss account.

The requirement to audit this financial information including the opinions to be given is
set out in paragraph 4(1AB) of Part 1 of the Third Schedule. An example auditor's report
is set out as Example 1 in Appendix 2.

Forms prepared under Part 8 of the Third Schedule

These forms are submitted to the Insurance Authority by a general insurer. These forms
are in respect of the Hong Kong insurance business only as defined in Part 1 of the Third
Schedule.

The requirement to report on these forms including the opinions to be given is set out in
paragraph 4(1A)(a) of Part 1 of the Third Schedule. The general insurer prepares the
standard forms to which the auditor will annex the auditor's report. An—eExample
auditor's reports is-are set out as Example 4(a) and 4(b) in Appendix 2.

Statement prepared under Part 9 of the Third Schedule

This statement is submitted to the Insurance Authority by a general insurer. This
statement is in respect of the Hong Kong assets and liabilities as defined in Section 25A
of the Ordinance.

The requirement to report on this statement including the opinions to be given is set out
in paragraph 4(1A)(b) of Part 1 of the Third Schedule. The general insurer prepares the
statement under Part 9 and auditor will annex the auditor's report. Ar—eExample
auditor's reports is-are set out as Example 4(bc) and 4(d) in Appendix 2.

b) Long term insurer

i)

i)

Financial information prepared under Parts 3, 4 and 5 of the Third Schedule

This financial information is submitted to the Insurance Authority by a long term insurer.
Part 3 deals with additional provisions relating to a long term insurer which is a holding
company. Part 4 deals with general provisions relating to the balance sheet. Part 5
deals with general provisions relating to the revenue account and profit and loss
account.

The requirement to audit this financial information including the opinions to be given is
set out in paragraphs 4(1) and (1AA) of Part 1 of the Third Schedule. An example
auditor's report is set out as Example 2 in Appendix 2.

Form HKL1 prepared under Part 8 of the Third Schedule

This form is submitted to the Insurance Authority by a long term insurer. This form is in
respect of the Hong Kong long term insurance business only as defined in Part 1 of the
Third Schedule.

The requirement to report on this form including the opinions to be given is set out in
paragraph 4(1A)(aa) of Part 1 of the Third Schedule. The long term insurer prepares the
standard form to which the auditor will annex the auditor's report. An example auditor's
report is set out as Example 5 in Appendix 2.
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Composite insurer

i)

i)

i)

iv)

Financial information prepared under Parts 4 and 5 of the Third Schedule

This financial information is submitted to the Insurance Authority by a composite insurer.
Part 4 deals with general provisions relating to the balance sheet. Part 5 deals with
general provisions relating to the revenue account and profit and loss account.

The requirement to audit this financial information including the opinions to be given is
set out in paragraph 4(1AC) of Part 1 of the Third Schedule. An example auditor's report
is set out as Example 3 in Appendix 2.

Forms prepared under Part 8 of the Third Schedule

These forms are submitted to the Insurance Authority by a composite insurer. They
relate only to the general business written in Hong Kong by a composite insurer.

The requirement to report on these forms including the opinions to be given is set out in
paragraph 4(1A)(a) of Part 1 of the Third Schedule. The composite insurer prepares the
standard forms to which auditor will annex the auditor's report. Ar-eExample auditor's
reports is-are set out as Example 4(a) and 4(b) in Appendix 2.

Statement prepared under Part 9 of the Third Schedule

This statement is submitted to the Insurance Authority by a composite insurer. The
statement reports the Hong Kong assets and liabilities relating to the general business
only.

The requirement to report on this statement including the opinions to be given is set out
in paragraph 4(1A)(b) of Part 1 of the Third Schedule. The composite insurer prepares
the statement under Part 9 and auditor will annex the auditor's report. Ar-eExample
auditor's reports is-are set out as Example 4(bc) and 4(d) in Appendix 2.

Form HKL1 prepared under Part 8 of the Third Schedule

This form is submitted to the Insurance Authority by a composite insurer. The form is in
respect of the Hong Kong long term insurance business only as defined in Part 1 of the
Third Schedule.

The requirement to report on this form including the opinions to be given is set out in
paragraph 4(1A)(aa) of Part 1 of the Third Schedule. The composite insurer prepares the
standard form to which the auditor will annex the auditor's report. An example auditor's
report is set out as Example 5 in Appendix 2.
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Appendix 2

Example unmodified auditor's reports under the Third Schedule to the Insurance

Example 1 -

Example 2 —

Example 3 —

Example 4 —

Example 5 —

Companies Ordinance

General insurer: an auditor's report on financial information to be submitted to
the Insurance Authority in accordance with Parts 4 and 5 of the Third Schedule

Long term insurer: an auditor's report on financial information to be submitted
to the Insurance Authority in accordance with Parts 4 and 5 of the Third
Schedule

Composite insurer: an auditor's report on financial information to be
submitted to the Insurance Authority in accordance with Parts 4 and 5 of the
Third Schedule

General insurer/ Compaosite insurer:

(a) an auditor's report on forms (except Form HKL1) to be submitted to the
Insurance Authority under Part 8 of the Third Schedule

(b) an_auditor's report for Hong Kong branch of an overseas insurance
company which has obtained an Accounting Concession under _Section
17(2) of the Insurance Companies Ordinance on forms (except Form
HKL1) to be submitted to the Insurance Authority under Part 8 of the Third
Schedule

(c) an auditor's report on statement to be submitted to the Insurance Authority
under Part 9 of the Third Schedule

(d) an_auditor's report for Hong Kong branch of an overseas insurance
company which has obtained an Accounting Concession under Section
17(2) of the Insurance Companies Ordinance on_ statement to be
submitted to the Insurance Authority under Part 9 of the Third Schedule

Long term insurer/ Composite insurer: an auditor's report on Form HKL1 to
be submitted to the Insurance Authority under Part 8 of the Third Schedule
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Example 1 - General insurer: an auditor's report on financial information
to be submitted to the Insurance Authority
in accordance with Parts 4 and 5 of the Third Schedule

INDEPENDENT AUDITOR'S REPORT
TO THE DIRECTORS OF XYZ INSURANCE COMPANY LIMITED
Report on the Financial Information

We have audited the financial information of XYZ Insurance Company Limited ("the Company") set out
on pages ...... to ...... , which comprises the [balance sheet][statement of financial position] as at 31
December 20X1, and the [income statement][statement of profit or loss and other comprehensive
income], [statement of changes in equity], [cash flow statement][statement of cash flows] and the revenue
account for the year then ended, and a summary of significant accounting policies and other explanatory
information.

Directors' Responsibility for the Financial Information

The directors are responsible for the preparation of financial information in accordance with the
provisions of the Hong Kong Insurance Companies Ordinance ("the Ordinance"), and for such internal
control as the directors determine is necessary to enable the preparation of financial information that is
free from material misstatement, whether due to fraud or error.

In addition, the directors are required to maintain proper records in accordance with section 16 of the
Ordinance and to maintain the relevant amount applicable as defined in section 10 of the Ordinance.

Auditor's Responsibility

Our responsibility is to express an opinion on this financial information based on our audit. We also
express opinion on whether proper records have been maintained in accordance with section 16 of the
Ordinance and as to whether the value of the assets of the Company as determined under the Ordinance
exceeds its liabilities by not less than the relevant amount applicable as at year end. We conducted our
audit in accordance with Hong Kong Standards on Auditing and with reference to Practice Note 810.2
(Revised), “The Duties of the Auditor of an Insurer authorized under the Insurance Companies
Ordinance” issued by the Hong Kong Institute of Certified Public Accountants. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance
about whether the financial information is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial information. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial information, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation of the financial information in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by the directors, as well as evaluating the overall
presentation of the financial information.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial information of the Company for the year ended 31 December 20X1 is
prepared, in all material respects, in accordance with the provisions of the Ordinance.
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Report on matters under paragraph 4(1AB) of Part 1 of the Third Schedule to the Hong Kong
Insurance Companies Ordinance

The relevant premium income, the relevant claims outstanding and the relevant amount applicable, as
defined in section 10 of the Ordinance and reported in note x to the financial information, amounted to
HK$ , HK$ and HK$ respectively as at 31 December 20X1.

In our opinion:

(i) proper records have been maintained in accordance with section 16 of the Ordinance in respect of
the year ended 31 December 20X1; and

(i) the value of the assets of the Company as determined under the Ordinance and reported in note x
to the financial information exceeds its liabilities by not less than the relevant amount applicable as
at 31 December 20X1.

Basis of Accounting and Restriction on Use

Without modifying our opinion, we draw attention to note X to the financial information, which describes
the basis of accounting. The financial information is prepared to assist the Company to comply with the
provisions of the Ordinance. As a result, the financial information may not be suitable for another purpose.
Our report is intended solely for the submissions by the Company to the Hong Kong Insurance Authority
and the Registrar of Companies and is not intended to be, and should not be, distributed to or used by
anyone for any other purpose. We do not assume responsibility towards or accept liability to any other
person for the contents of our report”,

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]Heng-Keng
Date

The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to
whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report".
Any deviation from the above wording may not be acceptable to the Insurance Authority.
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Example 2 - Long term insurer: an auditor's report on financial information
to be submitted to the Insurance Authority
in accordance with Parts 4 and 5 of the Third Schedule

INDEPENDENT AUDITOR'S REPORT
TO THE DIRECTORS OF XYZ INSURANCE COMPANY LIMITED
Report on the Financial Information

We have audited the financial information of XYZ Insurance Company Limited ("the Company") set out
on pages ...... to ...... , Which comprises the [balance sheet][statement of financial position] as at 31
December 20X1, and the [income statement][statement of profit or loss and other comprehensive
income], [statement of changes in equity], [cash flow statement][statement of cash flows] and the
revenue account for the year then ended, and a summary of significant accounting policies and other
explanatory information.

Directors' Responsibilities for the Financial Information

The directors are responsible for the preparation of financial information that gives a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of
Certified Public Accountants and the provisions of the Hong Kong Insurance Companies Ordinance ("the
Ordinance"), and for such internal control as the directors determine is necessary to enable the
preparation of financial information that is free from material misstatement, whether due to fraud or error.

In addition, the directors are required to maintain proper records in accordance with section 16 of the
Ordinance and to maintain the greater of the required margin of solvency attributable to its long term
business as determined by the Company's appointed actuary in accordance with the Insurance
Companies (Margin of Solvency) Regulation and the relevant amount applicable as defined in the
Ordinance (the "minimum solvency requirements").

Auditor's Responsibility

Our responsibility is to express an opinion on this financial information based on our audit. We also
express opinion on whether proper records have been maintained in accordance with section 16 of the
Ordinance and as to whether the value of the assets of the Company as determined under the
Ordinance exceeds its liabilities by not less than the minimum solvency requirements applicable as at
year end. We conducted our audit in accordance with Hong Kong Standards on Auditing and with
reference to Practice Note 810.2_(Revised), “The Duties of the Auditor of an Insurer authorized under the
Insurance Companies Ordinance® issued by the Hong Kong Institute of Certified Public Accountants.
Those standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the financial information is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial information. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial information, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation of financial information that gives a true and fair view in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the directors, as well
as evaluating the overall presentation of the financial information.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial information gives a true and fair view of the state of the Company's affairs as
at 31 December 20X1, and of its [profit][loss] and its cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards and is prepared, in all material respects, in accordance
with the provisions of the Ordinance.#

Report on matters under paragraphs 4(1) and (1AA) of Part 1 of the Third Schedule to the Hong
Kong Insurance Companies Ordinance

The [relevant amount applicable, as defined in section 10 of the Ordinance]/[required margin of solvency,

as determined by the Company's appointed actuary in accordance with the Insurance Companies

(Margin of Solvency) Regulation]*, being greater than the [required margin of solvency, as determined

by the Company's appointed actuary in accordance with the Insurance Companies (Margin of Solvency)

Regulation]/[relevant amount applicable, as defined in section 10 of the Ordinance]*, amounted to HK$
** as at 31 December 20X1.

In our opinion:

(i) proper records have been maintained in accordance with section 16 of the Ordinance in respect of
the year ended 31 December 20X1; and

(i) the value of the assets of the Company as stated in the financial information exceeds its liabilities by
not less than HK$ ** as at 31 December 20X1.

Basis of Accounting and Restriction on Use

Without modifying our opinion, we draw attention to note X to the financial information, which describes
the basis of accounting. The financial information is prepared to assist the Company to comply with the
provisions of the Ordinance. As a result, the financial information may not be suitable for another purpose.
Our report is intended solely for the submissions by the Company to the Hong Kong Insurance Authority
and the Registrar of Companies and is not intended to be, and should not be, distributed to or used by
anyone for any other purpose. We do not assume responsibility towards or accept liability to any other
person for the contents of our report®.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]Heng-Keng
Date

*  Delete where appropriate.
** The amount stated should be the same.

# May be qualified where the valuation of any asset or liability is in accordance with any statutory
provision which does not give a true and fair view, indicating the items affected by such valuation
and the statutory provisions in question.

The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to
whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.
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Example 3 - Composite insurer: an auditor's report on financial information
to be submitted to the Insurance Authority
in accordance with Parts 4 and 5 of the Third Schedule

INDEPENDENT AUDITOR'S REPORT
TO THE DIRECTORS OF XYZ INSURANCE COMPANY LIMITED
Report on the Financial Information

We have audited the financial information of XYZ Insurance Company Limited ("the Company") set out
on pages ...... to ...... , which comprises the [balance sheet][statement of financial position] as at 31
December 20X1, and the [income statement][statement of profit or loss and other comprehensive
income], [statement of changes in equity], [cash flow statement][statement of cash flows] and the
revenue account for the year then ended, and a summary of significant accounting policies and other
explanatory information, and the supplementary schedules set out on pages ...... to .......

Directors' Responsibilities for the Financial Information

The directors are responsible for the preparation of financial information that is in accordance with the
provisions of the Hong Kong Insurance Companies Ordinance ("the Ordinance”). This responsibility
includes the preparation of a long term business [balance sheet][statement of financial position] which,
when read in conjunction with the notes and supplementary schedules to the financial information, gives
a true and fair view of the financial position of the Company's long term business, in accordance with the
provisions of the Ordinance and Hong Kong Financial Reporting Standards issued by the Hong Kong
Institute of Certified Public Accountants, and for such internal control as the directors determine is
necessary to enable the preparation of financial information that is free from material misstatement,
whether due to fraud or error.

In addition, the directors are required to maintain proper records in accordance with section 16 of the
Ordinance and to maintain an excess of assets over liabilities by the aggregate of the relevant amount
applicable and attributable to its general business as defined in section 10 of the Ordinance and the
greater of the required margin of solvency attributable to its long term business as determined by the
Company's appointed actuary in accordance with the Insurance Companies (Margin of Solvency)
Regulation and the relevant amount applicable and attributable to its long term business as defined in the
Ordinance.

Auditor's Responsibility

Our responsibility is to express an opinion on this financial information based on our audit. We also
express opinion on whether proper records have been maintained in accordance with section 16 of the
Ordinance and as to whether the value of the assets of the Company as determined under the Ordinance
exceeds its liabilities by not less than the relevant amount applicable and attributable to general business
and the greater of the required margin of solvency attributable to its long term business as determined by
the Company's appointed actuary in accordance with the Insurance Companies (Margin of Solvency)
Regulation and the relevant amount applicable and attributable to its long term business as defined in the
Ordinance as at year end. We conducted our audit in accordance with Hong Kong Standards on Auditing
and with reference to Practice Note 810.2 (Revised), “The Duties of the Auditor of an Insurer authorized
under the Insurance Companies Ordinance® issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance about whether the financial information is free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial information. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial information, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation of the financial information in order to design audit procedures that are appropriate in the
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circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by the directors, as well as evaluating the overall
presentation of the financial information.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial information set out on pages ...... to...... is prepared, in all material respects,
in accordance with the provisions of the Ordinance and, on that basis, the long term business [balance
sheet][statement of financial position] on page ...... , when read in conjunction with the notes on
pages ...... to...... and the supplementary schedules on pages ...... to...... , gives a true and fair view of
the financial position of the Company's long term business as at 31 December 20X1 in accordance with
Hong Kong Financial Reporting Standards and the provisions of the Ordinance.#

Report on matters under paragraph 4 (1AC) of Part 1 of the Third Schedule to the Hong Kong
Insurance Companies Ordinance

In respect of the Company's general business, the relevant premium income, the relevant claims
outstanding and the relevant amount applicable, as defined in section 10 of the Ordinance and reported
in note x to the financial information, amounted to HK$ , HK$ and HK$
respectively as at 31 December 20X1.

In respect of the Company's long term business, the [relevant amount applicable, as defined in Section
10 of the Ordinance]/[required margin of solvency, as determined by the Company's appointed actuary
in accordance with the Insurance Companies (Margin of Solvency) Regulation]**, being greater than the
[required margin of solvency, as determined by the company's appointed actuary in accordance with the
Insurance Companies (Margin of Solvency) Regulation]/[relevant amount applicable, as defined in
Section 10 of the Ordinance]**, amounted to HK$ as at 31 December 20X1.

In our opinion:

0] proper records have been maintained in accordance with section 16 of the Ordinance in respect of
the year ended 31 December 20X1; and

(i)  the value of the assets of the Company as stated in the financial information exceeds its liabilities
by not less than HK$ , being the aggregate of the [relevant amount applicable
attributable to its general business and the required margin of solvency attributable to its long term
business]/[relevant amounts applicable]** as at 31 December 20X1.
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Basis of Accounting and Restriction on Use

Without modifying our opinion, we draw attention to note X to the financial information, which describes
the basis of accounting. The financial information is prepared to assist the Company to comply with the
provisions of the Ordinance. As a result, the financial information may not be suitable for another purpose.
Our report is intended solely for the submissions by the Company to the Hong Kong Insurance Authority
and the Registrar of Companies and is not intended to be, and should not be, distributed to or used by
anyone for any other purpose. We do not assume responsibility towards or accept liability to any other
person for the contents of our report®.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]Heng-Keng
Date

**  Delete where appropriate.

# May be qualified where the valuation of any asset or liability is in accordance with any statutory
provision which does not give a true and fair view, indicating the items affected by such valuation
and the statutory provisions in question.

The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to
whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.
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Example 4(a) - General insurer/ Composite insurer: an auditor's report
on forms (except Form HKL1)
to be submitted to the Insurance Authority
under Part 8 of the Third Schedule

INDEPENDENT AUDITOR'S ASSURANCEAUBDITOR'S REPORT

To the Directors of XYZ Insurance Company LimitedFO-—THE DIRECTORS OF XYZ INSURANGE
COMPANY-LWHTED

Pursuant to paragraph 4(1A)(a) of Part 1 of the Third Schedule to the Insurance Companies Ordinance
("the Ordinance"), we have been requested to issue this report for submission by XYZ Insurance
Company Limited ("the Company") to the Insurance Authority ("the 1A").

Directors' Responsibilities

The directors are responsible for the preparation of forms in accordance with the provisions of Part 8 of
the Third Schedule to the Ordinance ("the Forms") set out on pages ...... to ....... This responsibility
includes designing, implementing and maintaining internal control relevant to the preparation and
presentation of the Forms and applying appropriate accounting policies; and making estimates that are
reasonable in the circumstances. In addition, the directors are also responsible for ensuring that the
Company maintains proper records at all times in accordance with section 16 of the Ordinance.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA"),
which is founded on fundamental principles of integrity, objectivity, professional competence and due
care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on Quality Control 1” and accordingly maintains a comprehensive
system of quality control including documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and requlatory requirements.

Auditor's Responsibility

#-is—oOur responsibility is to express an _opinion—cenclusion_on the matters referred to in paragraph
4(1A)(a) of Part 1 of the Third Schedule to the Ordinance, based on our work performed and to report our
conclusienopinion.

is o C lusi

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000_(Revised), “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information® and with reference to Practice Note 810.2_(Revised), “The Duties of the Auditor of an Insurer
authorized under the Insurance Companies Ordinance" issued by the Heng-Keng-lnstitute-of Certified
Public-AccountantsHKICPA. _We have planned and performed our work to obtain reasonable assurance
for giving our opinion below.

Our engagement includes examining, on a test basis, evidence supporting that proper records have been
maintained by the Company in accordance with section 16 of the Ordinance for the purpose of preparing
the Forms, and that the Forms have been properly compiled from those records.

We believe that eur-engagementthe evidence we have obtained is sufficient and appropriate to provides

’ HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and Related
Services Engagements

30 PN 810.2 (Revised)



THE DUTIES OF THE AUDITOR OF AN INSURER AUTHORIZED
UNDER THE INSURANCE COMPANIES ORDINANCE

a reasonable-basis for our eenclusionopinion.

OpinionCenclusion
Based on the foregoing, in our opinion:

(i) the Company has maintained proper records in accordance with section 16 of the Ordinance in
respect of the year ended 31 December 20X1 for the purpose of preparing the Forms;

(i) the Forms have been properly prepared in accordance with those records; and

(iii) the information supplied in the Forms is prepared, in all material respects, in accordance with the
provisions of Part 8 of the Third Schedule to the Ordinance and, on that basis, the Forms, when
read in conjunction with the Company's audited financial information for the year ended 31
December 20X1 prepared in accordance with Hong Kong Financial Reporting Standards and the
provisions of the Ordinance dated [ ], gives a true and fair view of the Company's underwriting
results pertaining to the Hong Kong Insurance Business for the year then ended.*

Intended Users and PurposeUse-of-this Report

This report is intended solely for submission by the Company to the IA and is not intended to be, and
should not be, distributed to or used by anyone for any other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of our reports.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]Heng-Keng
Date

*  To facilitate compliance with various reporting requirements, the Insurance Authority expects an
insurer to prepare a combined set of financial statements in accordance with the Hong Kong
Companies Ordinance (Cap.622) and financial information in accordance with the Insurance
Companies Ordinance (Cap.41) in order for an auditor to give a true and fair view opinion for
reporting under Part 8 of the Third Schedule to the Insurance Companies Ordinance. The effective
date for this combined set of financial statements and information is for the financial year ending on
or after 31 December 2015 with early adoption permitted.

As a transition arrangement for reporting under Part 8 of the Third Schedule to the Insurance
Companies Ordinance, the auditor should continue to use the report template in the superseded
Auditing Bulletin 2 "Insurance Companies Ordinance — Auditors' Reports issued pursuant to the
Third Schedule" if there is no early adoption.

The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to
whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.
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Example 4(b) - General insurer/ Composite insurer (Hong Kong Branch of an
overseas insurance company which has obtained an Accounting Concession
under Section 17(2) of the Insurance Companies Ordinance): an auditor's report
on forms (except Form HKL1) to be submitted to the Insurance Authority
under Part 8 of the Third Schedule

INDEPENDENT AUDITOR'S ASSURANCE REPORT

To the Directors of XYZ Insurance Company Limited

Pursuant to paragraph 4(1A)(a) of Part 1 of the Third Schedule to the Insurance Companies Ordinance
("the_Ordinance"), we have been requested to issue this report for submission by XYZ Insurance
Company Limited ("the Company") to the Insurance Authority ("the IA™.

Directors' Responsibilities

The directors are responsible for the preparation of forms in accordance with the provisions of Part 8 of
the Third Schedule to the Ordinance ("the Forms") set out on pages ...... o ....... This responsibility
includes designing, implementing and maintaining internal control relevant to the preparation and
presentation of the Forms and applying appropriate accounting policies; and making estimates that are
reasonable in the circumstances. In addition, the directors are also responsible for ensuring that the
Company maintains proper records at all times in accordance with section 16 of the Ordinance.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA",
which is founded on fundamental principles of integrity, objectivity, professional competence and due
care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on Quality Control 1° and accordingly maintains a comprehensive
system of quality control including documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and requlatory requirements.

Auditor's Responsibility

Our responsibility is to express an opinion on the matters referred to in paragraph 4(1A)(a) of Part 1 of
the Third Schedule to the Ordinance, based on our work performed and to report our opinion.

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000 (Revised), Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information and with reference to Practice Note 810.2 (Revised), The Duties of the Auditor of an Insurer
authorized under the Insurance Companies Ordinance issued by the HKICPA. We have planned and
performed our work to obtain reasonable assurance for giving our opinion below.

Our engagement includes examining, on a test basis, evidence supporting that proper records have been
maintained by the Company in accordance with section 16 of the Ordinance for the purpose of preparing
the Forms, and that the Forms have been properly compiled from those records.

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

° HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and Related
Services Engagements
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Opinion

Based on the foregoing, in our opinion:

() the Company has maintained proper records in accordance with section 16 of the Ordinance in
respect of the year ended 31 December 20X1 for the purpose of preparing the Forms;

(i) __the Forms have been properly prepared in accordance with those records; and

(iii)__the information supplied in the Forms is prepared, in all material respects, in accordance with the

provisions of Part 8 of the Third Schedule to the Ordinance and, on that basis, the Forms, when
read in conjunction with the Company's Hong Kong Branch audited financial statements for the year
ended 31 December 20X1 prepared in accordance with Hong Kong Financial Reporting Standards
dated [ ], gives a true and fair view of the Company's underwriting results pertaining to the Hong
Kong Insurance Business for the year then ended.

Intended Users and Purpose

This report is intended solely for submission by the Company to the IA and is not intended to be, and

should not be, distributed to or used by anyone for any other purpose. We do not assume responsibility

towards or accept liability to any other person for the contents of our report™°.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]

Date

*

Branch financial statements prepared in accordance with the HKFRSs will normally be required in

order for the auditor to issue a report for Part 8 for the financial year ending on or after 31 December
2015. For details of the transition arrangements for branch reporting, please refer to Appendix 5.

10

The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to

whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.

33 PN 810.2 (Revised)



THE DUTIES OF THE AUDITOR OF AN INSURER AUTHORIZED
UNDER THE INSURANCE COMPANIES ORDINANCE

Example 4(bc) - General insurer/ Composite insurer: an auditor's report
on statement to be submitted to the Insurance Authority
under Part 9 of the Third Schedule

INDEPENDENT AUDITOR'S ASSURANCE AUDHOR'S-REPORT

To the Directors of XYZ Insurance Company Limited FTO-THE - DIRECTORS OF XYZINSURANGCE
COMPANY-LIMITED

Pursuant to paragraph 4(1A)(b) of Part 1 of the Third Schedule to the Insurance Companies Ordinance
("the Ordinance"), we have been requested to issue this report for submission by XYZ Insurance
Company Limited ("the Company") to the Insurance Authority ("the 1A").

Directors' Responsibilities

The directors are responsible for the preparation of a statement in accordance with the provisions of Part
9 of the Third Schedule to the Ordinance ("the Statement") set out on pages ...... to ...... M and to
maintain at all times assets in Hong Kong which enable the Company to comply with the requirement of
section 25A of the Ordinance. This responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and presentation of the Statement and applying appropriate
accounting policies; and making estimates that are reasonable in the circumstances. In addition, the
directors are also responsible for ensuring that the Company maintains proper records at all times in
accordance with section 16 of the Ordinance.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA"),
which is founded on fundamental principles of integrity, objectivity, professional competence and due
care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on Quality Control 1*? and accordingly maintains a comprehensive
system of quality control including documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and requlatory requirements.

Auditor's Responsibility

H-is—e0ur responsibility is to express an_opinion-cenelusion on the matters referred to in paragraph
4(1A)(b) of Part 1 of the Third Schedule to the Ordinance, based on our work performed and to report
our eenclusienopinion.

is of lusi

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000_(Revised), “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information= and with reference to Practice Note 810.2_(Revised), “The Duties of the Auditor of an Insurer
authorized under the Insurance Companies Ordinance" issued by the HengKeong-lnstitute-of Certified
Public-AccountantsHKICPA. We have planned and performed our work to obtain reasonable assurance
for giving our opinion below.

We have performed such procedures as we consider are necessary for the purpose of our report, which
include:

11
12

The page numbers here should refer to the Statement and the accompanying supplementary information.
HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and
Related Services Engagements
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(i) on the basis of the work we performed in connection with the audit of the Company's financial
information prepared under Parts 4 and 5 of the Third Schedule for the year ended 31 December
20X1, assessing whether records have been properly maintained in accordance with section 16 of
the Ordinance for the purpose of preparing the Statement;

(i) comparing the Statement with the Company's records, and assessing whether the Statement has
been properly prepared in accordance with those records and the requirements of Part 9 of the Third
Schedule and whether the assets_held by the Company, as shown in the Statement, enable it to
comply with the requirement of Section 25A of the Ordinance as at 31 December 20X1; and

(iii) comparing the assets-_held by the Company at two other dates during the year ended 31 December
20X1, as reflected in the Company's records, with the liabilities at the preceding financial year end
date for the purpose of determining whether such assets enable it to comply with the requirement of
section 25A of the Ordinance.

We believe that eur-engagement-the evidence we have obtained is sufficient and appropriate to provides
a reasenable-basis for our eenelusienopinion.

Opinion Cenclusion

Based on the foregoing, in our opinion:

0] the Company maintained proper records in accordance with section 16 of the Ordinance in
respect of the year ended 31 December 20X1 for the purpose of preparing the Statement;

(i) the Statement has been properly prepared in accordance with those records;

(i) the value of assets and amount of liabilities, as shown in the Statement, have been determined
in accordance with the Insurance Companies (General Business) (Valuation) Regulation;

(iv) the relevant amount, as shown in the Statement, has been determined in accordance with
Section 25A(1) of the Ordinance; and

(V) the assets_held by the Company, as shown in the Statement, enable it to comply with the
requirement of section 25A of the Ordinance as at 31 December 20X1 and, based on the
records of the Company, the assets_held by the Company as at [date 2*] and [date 3 *] enable
it to comply with the requirement of section 25A of the Ordinance as at those dates#.

Intended Users and Purpose Use-efthisReport

This report is intended solely for submission by the Company to the IA and is not intended to be, and
should not be, distributed to or used by anyone for any other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of our reportls.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]HengKeng
Date

* The two dates selected must be not less than three months apart.

3 The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to

whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.
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* Branch financial statements prepared in accordance with the HKFRSs will normally be required for
the financial year ending on or after 31 December 2015. For details of transition arrangements for
branch reporting, please refer to Appendix 5.

# Where the Company has received a notice under section 25B of the Ordinance then the opinion
"(v)" will need to be amended accordingly as follows:

(v) the assets_held by the Company, as shown in the Statement, enable it to comply with the
requirement stipulated in section 25B of the Ordinance as at [date##].

##  The date specified in the notice issued under section 25B of the Ordinance.
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Example 4(d) - General insurer / Composite insurer (Hong Kong Branch of an
overseas insurance company which has obtained an Accounting Concession
under Section 17(2) of the Insurance Companies Ordinance): an auditor's report
on statement to be submitted to the Insurance Authority
under Part 9 of the Third Schedule

INDEPENDENT AUDITOR'S ASSURANCE REPORT

To the Directors of XYZ Insurance Company Limited

Pursuant to paragraph 4(1A)(b) of Part 1 of the Third Schedule to the Insurance Companies Ordinance
("the _Ordinance"), we have been requested to issue this report for submission by XYZ Insurance
Company Limited ("the Company") to the Insurance Authority ("the 1A").

Directors' Responsibilities

The directors are responsible for the preparation of a statement in accordance with the provisions of Part
9 of the Third Schedule to the Ordinance ("the Statement") set out on pages ...... to ...... 4 and to
maintain at all times assets in Hong Kong which enable the Company to comply with the requirement of
section 25A of the Ordinance. This responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and presentation of the Statement and applying appropriate
accounting policies; and making estimates that are reasonable in the circumstances. In addition, the
directors are also responsible for ensuring that the Company maintains proper records at all times in
accordance with section 16 of the Ordinance.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA"),
which is founded on fundamental principles of integrity, objectivity, professional competence and due
care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on Quality Control 1*° and accordingly maintains a comprehensive
system of quality control including documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and requlatory requirements.

Auditor's Responsibility

Our responsibility is to express an opinion on the matters referred to in paragraph 4(1A)(b) of Part 1 of
the Third Schedule to the Ordinance, based on our work performed and to report our opinion.

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000 (Revised), Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information and with reference to Practice Note 810.2 (Revised), The Duties of the Auditor of an Insurer
authorized under the Insurance Companies Ordinance issued by the HKICPA. We have planned and
performed our work to obtain reasonable assurance for giving our opinion below.

We have performed such procedures as we consider are necessary for the purpose of our report, which
include:

(i) on the basis of the work we performed in connection with the audit of the Company's Hong Kong
Branch financial statements prepared under Hong Kong Financial Reporting Standards** for the
year ended 31 December 20X1, assessing whether records have been properly maintained in

14
15

The page numbers here should refer to the Statement and the accompanying supplementary information.
HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and
Related Services Engagements
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accordance with section 16 of the Ordinance for the purpose of preparing the Statement;

(i) __comparing the Statement with the Company's records, and assessing whether the Statement has
been properly prepared in accordance with those records and the requirements of Part 9 of the Third
Schedule and whether the assets held by the Company, as shown in the Statement, enable it to
comply with the requirement of Section 25A of the Ordinance as at 31 December 20X1; and

(iii) _comparing the assets held by the Company at two other dates during the year ended 31 December

20X1, as reflected in the Company 's records, with the liabilities at the preceding financial year end
date for the purpose of determining whether such assets enable it to comply with the requirement of
section 25A of the Ordinance.

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis for our

opinion.

Opinion

Based on the foregoing, in our opinion:

() the Company maintained proper records in accordance with section 16 of the Ordinance in
respect of the year ended 31 December 20X1 for the purpose of preparing the Statement;

(i) the Statement has been properly prepared in accordance with those records;

(iii) the value of assets and amount of liabilities, as shown in the Statement, have been determined
in accordance with the Insurance Companies (General Business) (Valuation) Regulation;

(iv) the relevant amount, as shown in the Statement, has been determined in accordance with
Section 25A(1) of the Ordinance; and

(V) the assets held by the Company, as shown in the Statement, enable it to comply with the

requirement of section 25A of the Ordinance as at 31 December 20X1 and, based on the
records of the Company, the assets held by the Company as at [date 2*] and [date 3 *] enable
it to comply with the requirement of section 25A of the Ordinance as at those dates#.

Intended Users and Purpose

This report is intended solely for submission by the Company to the IA and is not intended to be, and

should not be, distributed to or used by anyone for any other purpose. We do not assume responsibility

towards or accept liability to any other person for the contents of our report™®.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]

Date

The two dates selected must be not less than three months apart.

*%k

Branch financial statements prepared in accordance with the HKFRSs will normally be required for

the financial year ending on or after 31 December 2015. For details of transition arrangements for
branch reporting, please refer to Appendix 5.

16

The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to

whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.
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# Where the Branch has received a notice under section 25B of the Ordinance then the opinion "(v)"
will need to be amended accordingly as follows:
(V) the assets held by the Company, as shown in the Statement, enable it to comply with the
requirement stipulated in section 25B of the Ordinance as at [date##].
##  The date specified in the notice issued under section 25B of the Ordinance.
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Example 5 - Long term insurer/ Composite insurer: an auditor's report
on Form HKL1 to be submitted to the Insurance Authority
under Part 8 of the Third Schedule

INDEPENDENT AUDITOR'S ASSURANCEAUBDITOR'S REPORT

To the Directors of XYZ Insurance Company Limited FTO-FHE DIRECTORS OF XYZ INSURANCE
COMPANY-LIMITED

Pursuant to paragraph 4(1A)(aa) of Part 1 of the Third Schedule to the Insurance Companies Ordinance
(the "Ordinance"), we have been requested to issue this report for submission by XYZ Insurance
Company Limited (the "Company") to the Insurance Authority ("the 1A").

Directors' Responsibilities

Pursuant to the provisions of Part 8 of the Third Schedule to the Ordinance, the directors have a
responsibility for ensuring that Form HKL1 set out on pages ...... to...... has been properly compiled from
the records of the Company in accordance with the Guide to Forms HKL1, HKL2 and HKL3 issued by the
IA on 26 February 2004, as further updated on 7 April 2004. This responsibility includes designing,
implementing and maintaining internal control relevant to the preparation and presentation of Form HKL1
and applying appropriate accounting policies; and making estimates that are reasonable in the
circumstances. In addition, the directors are also responsible for ensuring that the Company maintains
proper records at all times in accordance with section 16 of the Ordinance.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA"),
which is founded on fundamental principles of integrity, objectivity, professional competence and due
care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on Quality Control 1*” and accordingly maintains a comprehensive
system of quality control including documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and requlatory requirements.

Auditor's Responsibility

H-is—e0ur responsibility is to express an_opinion-eenclusion on the matters referred to in paragraph
4(1A)(aa) of Part 1 of the Third Schedule to the Ordinance, based on our work performed and to report
our eenclusienopinion.

is o C lusi

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000_(Revised) “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information= and with reference to Practice Note 810.2_(Revised), “The Duties of the Auditor of an Insurer
authorized under the Insurance Companies Ordinance" issued by the HengKeong-lnstitute-of Certified
Public-AccountantsHKICPA. We have planned and performed our work to obtain reasonable assurance
for giving our opinion below.

Our engagement includes examining, on a test basis, evidence supporting that proper records have been
maintained by the Company in accordance with section 16 of the Ordinance for the purpose of preparing
the attached Form HKL1, and that the attached Form HKL1 has been properly compiled from the records
of the Company in accordance with the Guide to Forms HKL1, HKL2 and HKL3 issued by the IA on 26
February 2004, as further updated on 7 April 2004.

" HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and Related
Services Engagements
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We believe that the evidence we have obtained is sufficient and appropriate to edrengagementprovides
a reasenable-basis for our eenclusionopinion.

OpinionCenclusion
Based on the foregoing, in our opinion:

a. the Company has maintained proper records in accordance with section 16 of the Ordinance in
respect of the year ended [year end date] for the purposes of preparing the attached Form HKL1;
and

b. the attached Form HKL1 has been properly prepared in accordance with those records.

Intended Users and Purpose Use-of-this Report

This report is intended solely for submission by the Company to the IA and is not intended to be, and
should not be, distributed to or used by anyone for any other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of our report18

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]
Date

®  The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to

whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.
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Appendix 3
Solvency requirements

Business Solvency Relevant amount | Maximum relevant Minimum relevant
requirements amount
General An excess of 20% of relevant HK$40 million plus [HK$10 million
assets over premium income or |10% of relevant (HK$20 million if
liabilities by the relevant claims premium income or |authorized for
relevant amount  |outstanding, relevant claims statutory business)
whichever is higher joutstanding in
excess of HK$200
million
Long term An excess of Other than classes - -
assets over G & H: HK$2
liabilities by the million
greater of the
relevant amount
and the required
margin of solvency |Classes G & H:
calculated in HK$ nil
accordance with
the Insurance
Companies
(Margin of
Solvency)
Regulation*
Composite An excess of - - -
assets over
liabilities by the
aggregate of the
amounts for
general and long
term business
Captive An excess of 5% of net premium - HK$2 million
assets over income or net
liabilities by the claims outstanding,
relevant amount  |whichever is higher
* At least the greater of HK$2 million and one-sixth of the margin of solvency must be held in funds

maintained in respect of its long term business (other than classes G & H business specified in
Part 2 of the First Schedule to the Ordinance).
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Appendix 4
Example reports for other reporting

Example 1 -  Report by the auditor on annual return on employees' compensation gross
premium

Example 2—-  Report on levies paid to the insolvency scheme for motor compensation
insurance

Example 3—  Report on levies paid to the insolvency scheme for employees' compensation
insurance
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Example 1 — Report by the auditor on annual return on employees' compensation
gross premium

INDEPENDENT AUDITOR'S ASSURANCEAUBHOR'S REPORT ON
ANNUAL RETURN ON EMPLOYEES' COMPENSATION GROSS PREMIUM

To the Directors of XYZ Insurance Company LimitedFO-FHE DIRECTORS OF XYZ INSURANCE
COMPANY-LIHTED

Pursuant to the Agreement for Provision of Facility covering Terrorism Risks in respect of Employees'
Compensation Insurance Business entered into between XYZ Insurance Company Limited ("the
Company") and the Government of the Hong Kong Special Administrative Region ("HKSAR") dated [date]
("Agreement"), we have been requested to report on the attached Annual Return on Employees'
Compensation Gross Premium for the [*year ended [date]/period from [date] to [date]] ("Annual Return”).

Directors' Responsibilities

Pursuant to the Agreement, the directors are responsible for preparing the Annual Return. This
responsibility includes designing, implementing and maintaining internal control relevant to the
preparation of the Annual Return. In addition, the directors are responsible for ensuring that the
Company maintains proper records at all times in accordance with section 16 of the Insurance
Companies Ordinance (Sap-41"the Ordinance").

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the Code of Ethics for
Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA"),
which is founded on fundamental principles of integrity, objectivity, professional competence and due
care, confidentiality and professional behavior.

The firm applies Hong Kong Standard on Quality Control 1'° and accordingly maintains a comprehensive
system of quality control including documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and requlatory requirements.

Auditor's Responsibility

H#-is—eO0ur responsibility is to express an opinion-cenclusion on the Annual Return, based on our work
performed and to report our eenclusionopinion.

is o C lusi

We conducted our engagement in accordance with Hong Kong Standard on Assurance Engagements
3000_(Revised), “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information® and with reference to Practice Note 810.2 (Revised), “The Duties of the Auditor of an Insurer
authorized under the Insurance Companies Ordinance* issued by the Hong-Kong-tnstitute—of Certified
Public-AccountantsHKICPA. We have planned and performed our work to obtain reasonable assurance
for giving our opinion below.

Our engagement includes examining evidence supporting that proper records have been maintained in

accordance with section 16 of the lasurance-Companies-Ordinance (Gap-41) and the amounts in the

Annual Return, and performing such other procedures as we considered necessary in the circumstances.

We believe that the evidence we have obtained is sufficient and appropriate to eur-engagementprovides
a reasonable-basis for our eenelusionopinion.

Opinion Ceneclusion

Based on the foregoing, in our opinion:

¥ HKSQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and Related
Services Engagements
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€) the Company has maintained proper records in accordance with section 16 of the lasurance
Companies-Ordinance {Cap-41)-for the purpose of preparing the Annual Return; and
(b) the Annual Return has been properly prepared, in all material respects, from the books and

records of the Company.

Intended Users and Purpose Use-of-this-Report

This report is intended for filing with the Government of the HKSAR pursuant to the Agreement and is not
intended to be, and should not be, distributed to or used by, anyone for any other purpose. We do not
assume responsibility towards or accept liability to any other person for the contents of our reportzo.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]
Date

% The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to

whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report". Any
deviation from the above wording may not be acceptable to the Insurance Authority.
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Example 2 — Report on levies paid to the insolvency scheme
for motor compensation insurance

REPORT OF FACTUAL FINDINGS
TO THE DIRECTORS OF XYZ INSURANCE COMPANY LIMITED

We have performed the procedures agreed with you and enumerated below with respect to the premium
surcharges ("the Surcharges") for motor insurance business of XYZ Insurance Company Limited ("the
Company") for the year ended 31 December 20X1 as set forth in the accompanying schedules. The
procedures were performed solely to assist you in connection with the requirements of the Motor Insurers'
Bureau of Hong Kong as to annual reporting of the Surcharges payable according to the books and
records of the Company.

Our engagement was undertaken in accordance with Hong Kong Standard on Related Services 4400
"Engagements to Perform Agreed-Upon Procedures Regarding Financial Information" issued by the
Hong Kong Institute of Certified Public Accountants ("HKICPA"). The procedures performed are
summarised as follows:

1. We obtained and checked the summation of the 20X1 quarterly returns prepared by the
Company regarding the determination of Surcharges due in respect of the First Fund and the
Insolvency Fund Scheme ("the Quarterly Returns").

2. We compared the Surcharges as stated in the Quarterly Returns to the books and records of the
Company.

We report our findings below:

€) With respect to item 1, we found the summation of the Surcharges payable for motor insurance
business of the Company for the year ended 31 December 20X1 to be correct.

(b) With respect to item 2, we found the amounts to be in agreement.

Because the above procedures do not constitute an assurance engagement made in accordance with
Hong Kong Standards on Auditing ("HKSAs"), Hong Kong Standards on Review Engagements
("HKSREs") or Hong Kong Standards on Assurance Engagements ("HKSAEs"), we do not express any
assurance on the figures as set forth in the accompanying schedules.

Had we performed additional procedures or had we performed an assurance engagement on the
information provided in accordance with HKSAs, HKSREs or HKSAEs issued by the HKICPA, other
matters might have come to our attention that would have been reported to you.

Our report is prepared solely for the purpose set forth in the first paragraph of this report and for your
information and use of the Company for submission to the Motor Insurers' Bureau of Hong Kong and is
not to be used for any other purpose or to be distributed to any other parties. This report relates only to
items specified above and does not extend to any financial statements of the Company, taken as a whole.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]
Date
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Example 3 —Report on levies paid to the insolvency scheme
for employees' compensation insurance

REPORT OF FACTUAL FINDINGS
TO THE DIRECTORS OF XYZ INSURANCE COMPANY LIMITED

We have performed the procedures agreed with you and enumerated below with respect to the Gross
Premium Income as defined under Clause 1.01 of the Insolvency Fund Agreement and the amount of
contributions payable ("the Contributions") for employees' compensation business of XYZ Insurance
Company Limited ("the Company") for the year ended 31 December 20X1 as set forth in the
accompanying schedules. The procedures were performed solely to assist you in connection with the
requirements of the Employees Compensation Insurer Insolvency Bureau as to annual reporting of the
Gross Premium Income and the Contributions according to the books and records of the Company.

Our engagement was undertaken in accordance with Hong Kong Standard on Related Services 4400
"Engagements to perform agreed-upon procedures regarding financial information" issued by the Hong
Kong Institute of Certified Public Accountants ("HKICPA"). The procedures performed are summarised
as follows:

1. We obtained and checked the summation of the 20X1 quarterly returns prepared by the
Company regarding the Gross Premium Income and the determination of Contributions due in
respect of the Insolvency Fund Scheme ("the Quarterly Returns").

2. We compared the Gross Premium Income and the Contributions as stated in the Quarterly
Returns to the books and records of the Company.

We report our findings below:

(c) With respect to item 1, we found the summation of the Gross Premium Income and the amount of
the Contributions payable for employees' compensation business of the Company for the year
ended 31 December 20X1 to be correct.

(d) With respect to item 2, we found the amounts to be in agreement.

Because the above procedures do not constitute an assurance engagement made in accordance with
Hong Kong Standards on Auditing ("HKSAs"), Hong Kong Standards on Review Engagements
("HKSREs") or Hong Kong Standards on Assurance Engagements ("HKSAEs"), we do not express any
assurance on the figures as set forth in the accompanying schedules.

Had we performed additional procedures or had we performed an assurance engagement on the
information provided in accordance with HKSAs, HKSREs or HKSAEs issued by the HKICPA, other
matters might have come to our attention that would have been reported to you.

Our report is prepared solely for the purpose set forth in the first paragraph of this report and for your
information and use of the Company for the submission to the Employees Compensation Insurer
Insolvency Bureau and is not to be used for any other purpose or to be distributed to any other parties.
This report relates only to items specified above and does not extend to any financial statements of the
Company, taken as a whole.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]
Date
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Appendix 5
Transition arrangements

For General Insurer/ Composite Insurer:
1. Reporting under Part 8 of the Third Schedule (Example 4(a)_and 4(b) in Appendix 2)

a. To facilitate compliance with various reporting requirements, the Insurance Authority expects an
insurer to prepare a combined set of financial statements in accordance with the Hong Kong
Companies Ordinance (Cap.622) and financial information in accordance with the Insurance
Companies Ordinance (Cap.41) ("the Ordinance") in order for an auditor to give a true and fair
view opinion for reporting under Part 8 of the Third Schedule to the Ordinance. The effective
date for this combined set of financial statements and information is for the financial year ending
on or after 31 December 2015 with early adoption permitted.

As a transition arrangement, the auditor should continue to use the report template in the
superseded Auditing Bulletin 2 "Insurance Companies Ordinance — Auditors' Reports issued
pursuant to the Third Schedule" if there is no early adoption.

b. When the reporting entity is a Hong Kong branch of an overseas insurance company which has
been granted accounting concession under section 17(2) of the Ordinance, the branch is
normally required to prepare financial statements in accordance with the HKFRSs and audited
by certified public accountants who are qualified under the Professional Accountants Ordinance
(and not disqualified under section 393(2) of the Companies Ordinance) for appointment as
auditors of a company in order for an auditor to give a true and fair view opinion for reporting
under Part 8 of the Third Schedule to the Ordinance. The effective date is for the financial year
ending on or after 31 December 2015 with early adoption permitted.

As a transition arrangement, the auditor should continue to use the report template in the

superseded Auditing Bulletin 2 "Insurance Companies Ordinance — Auditors' Reports issued
pursuant to the Third Schedule" if there is no early adoption.

2. Reporting under Part 9 of the Third Schedule (Example 4(bc) and 4(d) in Appendix 2)

The same transition arrangement as set out in 1.b. above applies.
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Appendix 6

Example auditor's reports on Hong Kong Branch of an overseas insurance company

Example 1 — modified auditor's report on financial statements prepared in accordance with
Hong Kong Financial Reporting Standards for the first time and where
comparative _information has not been presented and disclosed as required
under Hong Kong Financial Reporting Standards

Example 2 — unmodified auditor's report on financial statements prepared in accordance
with Hong Kong Financial Reporting Standards pursuant to the conditions of
accounting concession
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Example 1 - modified auditor's report on financial statements prepared in
accordance with Hong Kong Financial Reporting Standards for the first time and
where comparative information has not been presented and disclosed as
required under Hong Kong Financial Reporting Standards

INDEPENDENT AUDITOR'S REPORT

TO THE CHIEF EXECUTIVE OF THE HONG KONG BRANCH OF XYZ INSURANCE COMPANY
LIMITED

We have audited the financial statements of XYZ Insurance Company Limited's Hong Kong Branch ("the
Branch") set out on pages ...... to ...... , which comprise the statement of financial position as at 31
December 20X1, and the [statement of profit or loss and] the statement of profit or loss and other
comprehensive income, statement of changes in equity and statement of cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Chief Executive's Responsibility for the Financial Statements

Pursuant to the conditions of accounting concession under section 17(2) of the Hong Kong Insurance
Companies Ordinance granted by the Hong Kong Insurance Authority, the Chief Executive is responsible
for the preparation of financial statements that give a true and fair view in accordance with Hong Kong
Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants
("HKICPA™, and for such internal control as the Chief Executive determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our_responsibility is to_express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Hong Kong Standards on Auditing issued by the HKICPA. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In_making those risk assessments, the auditor considers internal control relevant to the entity's
preparation of the financial statements that give a true and fair view in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the Chief Executive,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our qualified audit opinion.

Basis for Qualified Opinion

As explained in [note X] to the financial statements, the comparative information for the year ended 31
December 20X1 has not been presented as required by Hong Kong Accounting Standard 1 (Revised)
"Presentation of Financial Statements" which requires an entity to present comparative information in
respect of the preceding period for all amounts reported in the current period's financial statements.

Qualified Opinion
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In_our opinion, except for the effects of the matter described in the Basis for Qualified Opinion paragraph,
the financial statements give a true and fair view of the financial position of the Branch as at 31
December 20X1, and of its financial performance and cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards.

Basis of Accounting and Restriction on Use

Without modifying our opinion, we draw attention to note [X] to the financial statements, which describes
the basis of accounting. The financial statements are prepared to assist the Branch to comply with the
conditions of the accounting concession. As a result, the financial statements may not be suitable for
another purpose. Our report is intended solely for the submissions by the Branch to the Hong Kong
Insurance Authority and is not intended to be, and should not be, distributed to or used by anyone for any
other purpose. We do not assume responsibility towards or accept liability to any other person for the
contents of our report*.

ABC & Co.

Certified Public Accountants (Practising) [or Certified Public Accountants]
[Auditor's Address]

Date

2 The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to

whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report".
Any deviation from the above wording may not be acceptable to the Insurance Authority.
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Example 2 - unmodified auditor's report on financial statements prepared in
accordance with Hong Kong Financial Reporting Standards pursuant to the
conditions of accounting concession

INDEPENDENT AUDITOR'S REPORT

TO THE CHIEF EXECUTIVE OF THE HONG KONG BRANCH OF XYZ INSURANCE COMPANY
LIMITED

We have audited the financial statements of XYZ Insurance Company Limited's Hong Kong Branch ("the
Branch") set out on pages ...... to ...... , which comprise the statement of financial position as at [Date],
and the [statement of profit or loss and] the statement of profit or loss and other comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Chief Executive's Responsibility for the Financial Statements

Pursuant to the conditions of accounting concession under section 17(2) of the Hong Kong Insurance
Companies Ordinance granted by the Hong Kong Insurance Authority, the Chief Executive is responsible
for the preparation of financial statements that give a true and fair view in accordance with Hong Kong
Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants
("HKICPA™, and for such internal control as the Chief Executive determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our_responsibility is to_express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Hong Kong Standards on Auditing issued by the HKICPA. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In_making those risk assessments, the auditor considers internal control relevant to the entity's
preparation of the financial statements that give a true and fair view in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the Chief Executive,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the financial statements give a true and fair view of the financial position of the Branch as

at [Date], and of its financial performance and cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards.

Basis of Accounting and Restriction on Use

Without modifying our opinion, we draw attention to note [X] to the financial statements, which describes
the basis of accounting. The financial statements are prepared to assist the Branch to comply with the
conditions of the accounting concession. As a result, the financial statements may not be suitable for
another purpose. Our report is intended solely for the submissions by the Branch to the Hong Kong
Insurance Authority and is not intended to be, and should not be, distributed to or used by anyone for any
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other purpose. We do not assume responsibility towards or accept liability to any other person for the

contents of our report®.

ABC & Co.
Certified Public Accountants (Practising) [or Certified Public Accountants]

[Auditor's Address]

Date

22

The above wording has been agreed with the Insurance Authority. However, auditors may consider it appropriate to clarify to

whom they are responsible here or elsewhere in the report in accordance with their risk management policies and with
reference to Professional Risk Management Bulletin No. 2 "Auditors' Duty of Care To Third Parties and The Audit Report".
Any deviation from the above wording may not be acceptable to the Insurance Authority.
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