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Dear Sirs，

Re:Coosultation Paper 00

Providiog Better Investmeot Solutioos for MPF Members

1 refer ωyour letter dated 25 June 2014 invi也19 for comments to the
above Consultation Paper 00 providing better inves恤ent solutions for MPF members.

τ'he MPF System of Hong Kong is an importaot saving-for-retirement
scheme introduced by the Government and launched in Dec旭mber 2000. It is a
mandatory ， private1y-managed ， defmed contribution ， employment-based and ful1y-
funded pension system set up as the second pi11ar of the multi-pi11ar retirement
protection model recommended by the Wor1d Bank. Current1y，over 80% of Hong
Kon皂 's workforce is covered by the MPF System or other retirement protection
schemes，and the amount of money a∞umulated in the MPF System exceeded $500
bi1lion.
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The Depar的lent welcomes the commitment of the Govemment and the
MPFA to continuous1y improve the MPF System. Improvements in the performance
of MPF System can enhance retirement protection and relieve financÎa1burden on
other comp1ementary pillars which contribute to the retirement poo1of Hong Kong.

Addressing the issues of pub1icconcem including fee 1eve1of funds and
comp1exity of jnvestment decision-making for scheme members，MPFA proposes in
the Consu1tation Paper setting up of a 10w-fee，standardized default investment fund .
伽t is designed in amanner consistent with the overall objective of retirement
savings，i.e. the Core Fund arrangement. In gen位a1，we support the proposed Core
Fund arrangement and the proposed features so that all scheme members who do not
have the time，know1edge and skills to make investment choices may have access to
a standardized，10w-fo的，well-designed default inves缸nent fund. Please see Appendix
A for the Department's rep1yto血e questions posed in the Consultation Paper.

The Core Fund will be an added constituent fund of choice and a default
fund for the MPF schemes. In so far as taxation is concemed，there are provisions in
the Inland Revenue Ordinance，Cap.112 (“IRO")，under which tax deduction or
exemption is allowed for certain contributions to and benefits from a MPF scheme.
Please see Appendix B for a list of some of the sections.

In the event a Core Fund is to be set up and the tax position of the Core
Fund and the member百 joining it is to be considered，you may like to make reference
to the relevant provisions and requirements ofthe IRO，and have arrangements made
in a manner to safeguard the tax position of the Core Fund and to preserve the right
to claim tax deduction or tax exemption of the employers and employees in respect
ofc 凹的butions to and benefits from the Core Fund

We appreciate the opportunity to comment on the Consultation Paper
and hope that the information supplied will be of use to you.

Your百 sincereJy，

，.
/

for Cornm.issioneroflnland Revenue
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App.A

Consultation Paper on
Providing Better Investment Solutions for MPF membe 時

Comments of the Inland Reve們ue DeDartment

The MPF core fund based on standardized default funds

Q1. Doyou suppo 此 the direction of introducing a core fund in the manner set out
in paragraph 36 (a) to (d) above?

Ans.: Yes.
I suppo代 the direction of introducing a core fund.in the manner set out in
paragraph 36 個)to (d) of the Consultation Paper.

The core fund will be based on standardized default funds

叩 D加o YOl叫悶伽削 t 伽 CαFt油h祖叫a前叫t
same in a州11 MP阱Fschemes?

Ans.: Yes
I agree that the default CF should be substantially the same in all MPF
schemes so as to facilitate better benchmarking and comparison of
investment performance and fees across and within MPF schemes.
Furthermore MPF membe 時 who have not made investment choice would
then face similar investment return outcomes.
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03. 00 you agree that it is appropriate that the core fund be based on a
standardized default fund?

Ans.: Yes.
I agree that the core fund should be based on a standardized default fund so
as to gain the. pos品ble benefits of standardizatio 吶 as mentioned in
paragraphs 39 and 40 of the Consultation Paper.

Investment approach of the core fund should balance long-term risks and
returnsin a manner appropriate for retirement savings

04. 00 you agree that the appropriate investment approach of the 閏月 fund is
one that automatically reduces risk over time as the member gets c10ser to
age 65? Ifnot，what other option would you propose?

Ans.: Yes.
As members c10se to retirement have far less opportunity to remedy the
damage of bad investment outcomes，I agree that the. appropriate
investment approach of the core fund is one that automatically reduees r的k
over time as the member gets c10serto age 65.

05. 00 you have any preliminary views on the teehnical issues set out in
paragraph 48，in particular whether eonsistency is required on all aspeets of
default fund design in all schemes or ean some eÎements be left to the
decision of individual produet providers?

Ans.: I have no comments on the teehnical issues set out in paragraph 48.
would leave it for the industry to work out the appropriate approaches for
these technical issues.
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The core fund should be good vaJue

Q6. 00 you agree that keeping total fee impact for the core fund at or under

0.75% is a reasonable initial approach?

Ans.: Yes

Accord ing to the "Lo叫 Fee Fund List" on the MPFA website，a number of

providers are able to provide CF at manag~ment fee at or below 0.75% of

AUM. Together with the operational efficiency of the ∞re fund，I agree

that k耳eping the total fee impact for the core fund at or under 0.75% is a

reasonable initial approach.

Q7. 00 you agree that keepingtotal expense impact (i.e. FER)for the core fund at

or.under 1.0% over the medium term is a reasonable approach?

Ans.:. Yes
According to the "Low Fee Fund List" on the MPFA website，a number of r
providers are able to keep the FERat or below 1%. Together with the 卜

operational efficiency of the ∞re fund，I agree that keeping the tota 仁、

expense impact (i.e. FER)for the core fund at or undér 1%over the medium

term is a reasonable approach

Range of services: structural efficiency

Q8. Do you agreè that passive，index based，investment strategies should be the
predominant investment approach in the MPF core fund?

Ans.: Yes.
Given that passively-managed funds would incur low唾 r costs andfees than

activeiy-manag 月!d ones，and according to the study of the Polytechnic

University of Hong Kong actively managed MPF funds do not deliver be位:er

returns than corresponding passive index tracking funds，I agree that

passive，index based，investment strategies should be a predominant

investment approach for the MPF core fund to adopt.
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mplementation and Transitional Arrangements

he core fund is available to all MPF scheme members to choose

J

ns. No comment on the particular asset classesnot to be invested.

Ans.: Yes.

I agree that the name of the core fund 5hould be standardized across
schemes. I would prefer the name "MPF Default Investment Fund" to

indicate that it is the default fund for those who do not make an investment

choice in saving for retirement.

Q10. Do you agree that the name ofthe core fund should be standardized across

5chemes7 If 50，do you have any preference amongst the possibilities set

out in paragraph 77 above7

Q11. I Do you agree with the general principle for dealing with implementation

and transitional issuesas set out in paragraphs 78 and 797

09. Are there particular asset c1asseswhich you think would not appropriately be

invested on a passive，index based approach7

Q
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Ans.: Yes.

I agree with the general principle for dealing with implementation and

transitional issuesas set out in paragraphs 78 and 79.
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Q12. 00 you agree with the proposal in paragraph 81 as to how to deal with the

transition for existing MPF members of default funds?

Ans.: Yes.

I agree to the proposal in paragraph 81 as to how to deal with the transition

for existing MPF members of default funds.

t
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App. B

Ta祖tion -Some IRO seetions on deduetion and exemptlon relating to MPF Schemes

& Colleetlve Investment Schemes

In sedion 2，MPF scheme means a provident fund scheme registered under tl】e

MPF .Schemes Ordinance.

Section 8(2)(cb) exemp 的 from salaries tax accrued benefit r郎eiv吋 from the

approved trustee of a MPF scheme on a person's 瑚 irement fro叩 employment ，
death or inωpacity or permanent dep訂ture from Hon唱 Kong as 阻 attributable to

mandatorv contributions.

Sectio 且 8(2)(<“)ex自npts from saIaries tax acαued benefit 閃開 ived from the

approved trust自 of a MPF scheme (subj叫 ωp 叩portionate bCÌ1efit rule) on a

person' s retiremen 主，dea曲， incapacity ，termination of service ，or taken to have

been received from 也e approved trustee of such a sch個 1C，且is attributable to

voluntarv ∞ntrib啞Iionspaid to the scheme by an emp10yer.

Section 26G allows deduction of the amount of mandatory contr油 ution paid to a

MPF sch凹的 (limited to the amount specified in Schedu1e 3B) by a person 品 m
emp10yee

Section 16(1) allows deduction of regular contributions to a MPF scheme

(limited to 15% of total emoluments of the employee) by an employer to the

extent they are incurred in the production of chargeable profits.

Section 16A allows deduction of special contribution paid by employer to MPF

scheme，to the extent it is incuπed in the production of chargeable profits.

Section 26A(IA) exempts from profits tax any sums received or accrued in
r自pect of a specified investment scheme by or to a person 晶

(i)' a person chargeable to profits .tax in respect of a mutual fund，unit trust or
similar investment scheme that is authorized as a collective investment

scheme under section 104 of the Securitie 這 and Futures 0吋ínance (Cap
571); or
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(ii) a person chargeable to pro伍的 tax in respect of a mutual 包nd，unit trust or
simi1ar inves伽lent scheme where the Commissioner is satisfied 曲的 the
mutual fund，unit 甘ust or investment sch自ne is a bona fide widely held
inves個ent scheme which coinplies with 也e requirements of a
s~p前visory a岫ority within an acceptable regulatory regime.
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