Insurance Authority

Estimates of Income and Expenditure for 2018-19

Variance
Proposed
Estimates vs.
Revised Proposed Revised
Estimates Estimates Estimates Estimates
2017-18 2017-18 2018-19
(i) (i) (iiii) (vi)=(iii)-(ii)
HK$ HK$ HK$ HK$
Note million million million million
A. Income and Expenditure Statement
Income 1
(a) Interest income 2 1.0 2.0 0.7 (1.3)
(b) Levy and Fees 3 65.5 57.5 182.2 124.7
Total Income 66.5 59.5 182.9 123.4
Operating Expenditure
(@) Staff costs 4 179.8 162.7 314.6 151.9
(b) Office rental and related 5 35.0 16.9 24.0 7.1
expenses
(c) Engagement of 6 121 10.3 9.2 (1.2)
professional services
(d) Information Technology 7 1.9 25 7.2 4.7
(“IT”) expenses *
(e) External relations expenses * 8 2.6 15 44 2.9
()  Remuneration to Members 2.5 25 25 -
(g) Other operating expenses * 9 5.7 5.8 16.9 11.1
(h) Depreciation 10 2.5 75 27.3 19.8
(i) Non-recurrent projects ** 11 4.0 1.0 12.0 11.0
Total Operating Expenditure 246.1 210.7 418.1 207.4
Result for the year (179.6) (151.2) (235.2) (84.0)
B. Capital Expenditure Statement
(@) Office set-up 12 31.6 56.5 3.8 (52.7)
(b) IT systems and equipment ** 13 6.6 55 23.2 17.7
Total Capital Expenditure 38.2 62.0 27.0 (35.0)
Note

Operating expenditure items (d), (e) & (g) were originally grouped under a single item “Miscellaneous expenses” in the
Approved Estimates for 2017-18 with a total sum of $10.4 million.

$6.4 million originally grouped under an operating expenditure item “Non-recurrent projects” and $0.2 million under another
operating expenditure item “Miscellaneous expenses” in the Approved Estimates for 2017 -18 for IT systems and equipment
and website design and development respectively were reclassified as capital expenditure under the item “IT systems and
equipment”.



Notes to the Proposed Estimates for 2018-19

1.

Income

According to the consultancy study* commissioned by the Government,
income of the 1A in the first four years of operation is not sufficient to
cover its expenditure and will face a deficit of about $650 million. Of
the $650 million, it is expected that there will be a deficit of
$450 million in the first two years. The Government has therefore
proposed to provide the provision in two instalments to help the 1A
meet the shortfall in its initial years of operation. On 13 May 2016,
the Legislative Council (“LegCo™) ? approved the provision of
$450 million to the IA in the context of the Appropriation Bill 2016.
The provision was received in early June 2016 and was recognized as
capital upon receipt in the statement of financial position and it is
provided by the Government without related costs. The remaining
$200 million will be sought in 2018-19.

Interest income

With the approval of the Financial Secretary, the 1A has adopted an
interim investment arrangement whereby funds not required for
immediate use would be invested in the form of placement of Hong
Kong Dollars fixed deposits to earn interest income. A long term
investment strategy of the IA’s reserve funds will be worked out when
there is more certainty on the IA’s cash flow requirements.

Levy and Fees

Starting from 1 January 2018, a levy of 0.04% on premiums of
insurance policies will be payable by policy holders. The levy rate will
gradually increase until it reaches its target level of 0.1% in 2021-22.
A cap will be imposed on the levy on general insurance policies with
annual premiums at or above $5 million and long term insurance
policies with single or annualized premiums at or above $100,000.
Captive insurance, contracts of reinsurance and marine, aviation and
goods in transits are exempted from the levy.

The consultancy study was carried out by the PricewaterhouseCoopers.

Before obtaining LegCo’s funding approval, the Government approved in February 2016 a small sum
of $3 million in 2015-16 for the IA to meet mainly the cash flow requirement of the essential
consultancy services. The allocation was received by the 1A in early March 2016.



The new annual authorization fees payable by insurance companies
effective from 26 June 2017 consist of two elements, namely, (a) a
fixed fee of $300,000 (for captive insurance company, $30,000; and for
composite insurance company, $600,000); and (b) a variable fee,
subject to a cap of $7 million on insurance liabilities ($14 million for
composite insurer). The variable fee rate pitches at 0.0001% and will
increase gradually until it reaches its target rate of 0.0039%.

With effect from 26 June 2017, the IA has been charging user fees to
recover the cost of providing 11 specific services. Of them, ten are
applicable to insurance companies.

Staff cost

The staff cost involves mainly salary, contributions to Mandatory
Provident Fund schemes, staff insurance and employees’ compensation
insurance. The revised estimate for 2017-18 is mainly based on the
actual profile of serving staff. We envisage that we would have full
strength of about 300 staff members on board in 2018-19.

Office rental and related expenses

This item includes mainly office rental, management fees, utility
charges, government rent/rates as well as other related expenses such as
general office insurance and telephone rental. The IA’s staff have
been accommodated in the long term office in Wong Chuk Hang in
December 2017. The estimate for 2018-19 reflects the full-year effect
of the office rental and related expenses.

Engagement of professional services

This item involves mainly executive search services for staff
recruitment, project management of office accommodation, legal and
audit services. The estimate for 2018-19 is lower than the revised
estimate for 2017-18 mainly due to the anticipated decrease in service
fees for staff recruitment.

IT expenses
IT expenses cover maintenance fees of server infrastructure, security
protection system and various IT application systems. The estimate



10.

11.

12.

for 2018-19 reflects the full-year effect of various IT operating costs in
the long term office.

External relations expenses

The revised estimate for 2017-18 takes into account the actual
expenditure for the first six months of the year and the estimated costs
of publicity programmes to be conducted in the remainder of the year.
The estimate for 2018-19 mainly covers enhanced publicity initiatives
such as launching of promotional campaigns to enhance public
knowledge about insurance and related topical issues as well as to help
promote the IA’s work and the importance of the industry in society.

Other operating expenses

Other operating expenses covers mainly expenses on staff training and
development, travelling expenses and other incidental expenses. The
estimate for 2018-19 reflects the full-year effect of such expenses.

Depreciation

Depreciation is calculated to write off the cost of fixed assets (such as
furniture and fixtures as well as office and IT systems and equipment)
using the straight-line method over their estimated useful lives of either
three or five years.

Non-recurrent projects

This item is for conducting consultancy studies related to the
development of the Risk-based Capital (“RBC”) regime®. Having
developed a RBC framework and key approaches, we launched the first
quantitative impact study (“QIS 1”) in July 2017 with a view to
collecting data from the industry by early December 2017. We shall
conduct further consultancy studies to examine the outstanding issues
from QIS 1, and prepare for the launch of QIS 2 in mid-2018. The
estimated cost of the consultancy studies is $12 million.

Office set-up
This item includes one-off expenses in respect of office renovation and

The RBC regime aims to enhance the prudential regulatory system for insurance companies with a
view to aligning the capital requirements for insurance companies with the risks to which they are
exposed and strengthening their enterprise risk management system. The RBC regime is being
developed in phases.



fitting-out works, acquisition of furniture and office equipment, as well
as IT infrastructure and equipment for the long term office. The
revised estimate for 2017-18 takes into account the contract sums
finalised after the tender procedures. The estimate for 2018-19 will
decrease since the relevant works will largely be completed in 2017-18.

13. IT systems and equipment
We have embarked on developing several major IT projects to facilitate
the regulatory operation since 2017-18. Examples are systems for the
collection of returns on insurance levy as well as supervising insurance
intermediaries. The estimate for 2018-19 will be higher taking into
account the cash flow requirements of the IT projects.

December 2017



REREETR
—E-N\NE-ALFERZEAR

—E—+tF ZEBE—tZE ZEBE-N\ZFE EEEEHAE
—-N\NEE —N\EE —hEE BIEEN
BE EETEE BREE |

(1) (i) (iii) (vi)=(iii)-(ii)
BT BT BT BT
E2id BB BB BE BB
A BEBE
A 1
(a) ME KA 2 1.0 2.0 0.7 (1.3)
(b) HERKE 3 65.5 57.5 182.2 124.7
aRA 66.5 59.5 182.9 123.4
REMX
() EIBX 4 179.8 162.7 314.6 151.9
) BLAEHERERBX 5 35.0 16.9 24.0 7.1
(c) EREXERBHBEX 6 12.1 10.3 9.2 (1.1)
(d) EARFEHEZ* 7 1.9 2.5 7.2 4.7
(e) BABREXZ* 8 2.6 1.5 4.4 2.9
) REB AN E R 2.5 2.5 2.5 -
(9) HttEHER X~ 9 5.7 5.8 16.9 11.1
(h) ITE 10 2.5 75 27.3 19.8
(i) ERERXZBR* 11 4.0 1.0 12.0 11.0
REMXAE 246.1 210.7 418.1 207.4
FEH(BA Bt (179.6) (151.2) (235.2) (84.0)
B. REMHE
(@) RAMLAEFERX 12 31.6 56.5 3.8 (52.7)
(b) EARE R K MEZfE~ 13 6.6 5.5 23.2 17.7
FREM AT 38.2 62.0 27.0 (35.0)

* FZIE-—ttE-N\EERHEBES O KERIXEBW. ORQEXEAR—HEEHA
‘MERSZET  ZEEBMNHEEA 1,040 B T,

* EZF—LEE-/N\FEREREST AEBEEFANRRRARMBN GIOBRLARR
BARENXBERFREEHAXER, AEBERAAMEZEN 2008 AIBASE — K&
ERXEEBMHERNXXET. REKEN 28 BAFLCERIEANERRIRANR
"' T




—E-N\E-AFEBRBFEHEERS

1. WA

BRZEEMETHNNE " Br, REREEFENESEATH
X HBAWESBRAFRFT EMENFAFHRFA 4SBT, BlE
BRESEI- MUBEBER O UBREREFEFEHRFATEINE
Mo UEG ' HE-ZB—AERTAT=AFH (2016 EBREHE
BE)E #HERRERBRR 45BR. RERE=-ZT—-AEAXA
TREIBR(EABREEHMNMEEX), YRMERRERBEHRAE
X, BRER-EBE-N\ZE-—NLFERBFHRBHRTH 2L,

2. ANEBEWA
REREMBRAARMAEECELBENRERHE  LEENKHH
WMESUBRAEHERFRAEE  BRNANEKA, ERERHER
ERENERBLAPAREKE  FEARRIHITIREREEFEK,

3. HEERUKE
H-FE-\F—-—HA—HB&E REFFAZRRERE 0040
XHNBE. BEEXRFRAA BEEE-_E-_—FE-_"_FEEZ
0.INMWEBEEXKFE, EFREASOOETRULEN —BRRBRE
UERENRERENREA WOETRIUNLNRBRBRARE, 5%
BELR. EEERRKE. BREESHN. URBE. ZENMEE
X% O TEREHE.

H-E—tEAA T ABRERTEIN S EREERERESE
A B QELANEEERA(EEERABLAANEEERA
3BT  REFAEBHNRBEATA 60BR);, AEMLERKBA
BHEITENIETEER LRATOET(KERAEENREL
AA L400EBR), FTEEAWEREAS 0.0000% , BREFERBHAH ,
B E3EZ 0.0039%% B K FE,

Y HRARER IR R R A R R T -
P IEIDEREHUERRG - BURTE Z— N T B — S R 300 BTHRCE - TR E
HMEZE R E—NEERBALENRER RS SREFR K - (RERE_ZE —NFE=AEGE

E

A °

7]



H-FTE-—tHFRARAZ-+TABER REREM 11 BRHE R K WERK
BE, URERAE , HF I0ERBEARREB L F,

EIRAX
TEQRFS. BN REHEMUENX, ETIRERNEEHER
BRHRX, CFE-—tE-/\FENBITRETERBEERETHN
BEERBALGHE. A E-FE - \E-NFENEBRABRBHLLE
300 &,

MLAEHESRAEREX
TECREBRLEES, EEE, NAREWRE., B/ =@, U
- rEZErRBINEFHEHAEBESEAEBERX. RERETICE
H-F-—tFT-ABEENMHUNOREBLEINF, —F-N\E
—hWhEFENAEEHR2FNPRLEHSRMEER X

EREXBBENREX
TECRITHRAEHRERS, LT HEBEE, ZEZNEFTRB
—E-NE-AFENAERR=-F-—CtE-/\FENETE
B ITZEHRBEBEINKRBEABSED.

EANERAX

aEARFERRE. REHEFRRARSEAEAREKERARRN
HEE, —FE - N\E-NAFENREENRREBLEARESR
ABERENEFRERDS

HARMBRREX
CEEtE-N\FENBITHEEFRZFEABANERFEXHE
AZERTRHRESEANEEFEREER. —_F-\E-N1F
ENEAEIFrZECRENENESERERE I UHEEEBED MEL
RERBNMABEEETENRE  URBHEBERERN I M
REREHLENEEN,

HitEERX
TECREIRINBRE,. XBENEERERAX, —_F-\E-—N#F
ENFAEEARELERXNEFEM.



10.

11.

12.

13.

il

FENEER ZRABEEEMWONRENBEREE. HLENE
ARNBENRARERBEINRELE , RUEAAITEAFH(ZR
EF), LERZEZHEB

FREMXEH
EEEESREEERAAELRAFE WERHAEIE. E4HE
BEBAAREXAERNETEF 2 BMHE-FT—tFtAEHEE
BECEEWNRE , UWHBE-FT—tF+_AVAERKEHE,
BEMEETT—SEBME BREBRELCEEWARAERBRY
B, YTEEBEFE_E-\FEFEHEF_RELTEWHR.
ERNERMREAEES 1,200 .

RUMLEMT\HAX

BREARBPLEETEENEEIRE  UKRBERE, PLE
RENEANKEERENZFEN —EBER. —_F-—tE=-N
FENBIIRENAECHAEERBERARENANEE. BRHEER
MIFEABEE-_FT-—tE-N\FEAZR , R=ZF-\E-N
FENREERMAED,

BERANERBRANRE

BEMAEBH-F—tE-/\FEHE ER[EZEENATEE
THENREEANKER IO REREHAEPRBRERRVRHKE , U
EREBANTANBERRKL,. —F-\E-LFENEESRAKE
LEANRBEEHRERENTERMES

JeE\fzz B A B AT B AR 1B b ORbe A BRI S E I SR ORIR A SR TV E A TR B R ERY
JE AR > DA AINGR Orba 2 B 6 3 b E R AR o LB Ry AN AR 38 fee T0F > 3RO B HEST -

4



