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Continuing to Improve
the MPE System
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The Mandatory Provident Fund (MPF) System has now been
developing for almost 15 years. During the initial
implementation stage of the System, attention was focused on
the asset accumulation phase and on developing a stable,
reliable and efficient system for retirement savings. With the
MPF System getting more mature and the problem of an
ageing population becoming more serious these days, the
withdrawal of MPF benefits has emerged as another focus with
increasing importance.

The MPF is an important method of accumulating retirement
savings, but its contribution rate is low and with the amount of
contribution capped. To ensure a certain level of retirement
protection is available for scheme members, the grounds for
the early withdrawal of MPF benefits are limited. Nevertheless,
we understand that scheme members who are terminally ill
may need to withdraw their MPF benefits early. For this
reason, we proposed earlier that such members should be
allowed to do so. This proposal has since 1 August 2015 come
into effect.

Other refinements to the withdrawal arrangements for MPF
benefits have also been made. Currently, when scheme
members retire, they must either withdraw their MPF benefits
in a lump sum, or leave all their MPF benefits in the schemes
for continuous accumulation. We anticipate that from early next
year, scheme members will have the option of withdrawing
their MPF benefits by instalments, giving them greater
flexibility on the withdrawal of MPF benefits. Preparatory work
for this change is now underway, and relevant details will be
announced later.

The MPF System is a social programme that affects the
retirement welfare of millions of scheme members. We will
continue to listen to the community and make the System
better suit the needs of the public.

Diana Chan
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New Ground for Early Withdrawal of MPF Benefits
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The MPFA is constantly striving to improve the MPF System and one of the improvement
measures involves reforming the arrangements for the withdrawal of MPF benefits. We
understand that scheme members who are terminally ill may need to withdraw their MPF
benefits early, so since 1 August 2015, terminal illness has been added as a new ground for
the early withdrawal of MPF1.
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Besides general MPF scheme members, scheme members who joined MPF-exempted Occupational Retirement Schemes Ordinance (ORSO)
registered schemes after the inception of the MPF System can also apply for the early withdrawal of the minimum MPF benefits in their ORSO
schemes on the ground of terminal illness.
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Who can apply?
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The newly amended Mandatory Provident Fund Schemes
Ordinance (the Ordinance) does not provide a list of specific
diseases that are considered to constitute a terminal illness. If
a registered medical practitioner or a registered Chinese
medicine practitioner (collectively referred to as “doctor” below)
is of the opinion that a scheme member has an illness that is
likely to reduce the member’s life expectancy to 12 months or
less, the doctor may issue a medical certificate to the member
which will enable the member to apply for early withdrawal of
MPF benefits on the ground of terminal illness.
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The application process: three simple steps

ooo0oon Fill in the application form

O00o0o00oo0oooooooon Scheme members should contact their trustees to find out

O00000000O000O00O0O0on about the application procedure, get a copy of the
ooooooon application form from them and fill it in.

00o0o00oo0ooDooDoDOoooooon If members have MPF accounts in different MPF schemes,
000000000000 0000n they must contact the individual trustees for each scheme
and submit separate applications to each one.

O0000o00o000 Ask a doctor to issue the medical certificate

ddddoooopooooooooo To expedite the issuance of the medical certificate,

O000000o0o0oooooooon — Sscheme members are advised to take along a medical

00ooooOoo0oooo certlflcate form for the doctor to fill in. This form can be
obtained from trustees as well.

Oo0oooooo Submit the documents to the trustees

oo0oooooooood Scheme members should submit the following documents
to the trustees:

EO00O00oooo ® the completed application form;

F0000D00D0oOOog B the completed medical certificate; and

E000000 B a copy of their identity document.

0doboopoodooooooooooooo Scheme members must submit the application to their
00000000 o0o0o0oooooooooon trusf[e_:es within 12. months of _the_issua'nce of the medical
04°20000000000000000000 certificate, qther\lee the application will not be accepte_d.

Trustees will pay scheme members the MPF benefits
oooooboooosonoooduoiin  within 30 days of receiving all the required documents.
oooo

ooooooOoO0o0o0oo0o0oooooooooo Scheme members should note that the above
0000000000000 00000O0O0O0n  arangements only apply to mandatory contributions; the
Ooooo withdrawal arrangements for voluntary contributions are

subject to the governing rules of the relevant MPF schemes.
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Information for doctors
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The MPFA has produced a flyer containing details about the
early withdrawal of MPF benefits on the ground of terminal
illness. Besides providing basic information and some points to
note, it also addresses some frequently asked questions:

If a scheme member lives longer than expected,
does the member need to return the withdrawn
MPF benefits to the account?

No, this is not required.

Can a scheme member authorize others to make
an application for him?

No. However, an exception is when a committee of estate
has been appointed to manage and administer the
property and affairs of a scheme member by the Court
under the Mental Health Ordinance. In this case, the
committee of estate may make an application on behalf of
the scheme member.

If a scheme member continues to work after making
an application for early withdrawal, can the member
withdraw the new contributions early again at a
later date?

Yes, but the member will have to apply to the trustees again.

For scheme members who are terminally ill, support from
others is very important. As a doctor, you can help by issuing a
medical certificate for them if they meet the requirements
stated in the Ordinance. This will enable them to withdraw their
MPF benefits as soon as possible.

The

MPFA has published a dedicated flyer for doctors,

elaborating key points of the new measure as well as
answering some frequently asked questions:

What information does a doctor need to provide
when filling in the medical certificate?

The doctor only has to provide his personal particulars
(e.g. name and phone number) together with those of the
scheme member and sign the medical certificate. It is not
necessary to give details of the member’s illness.

If a terminally ill scheme member lives longer
than expected, will the doctor who issued the
medical certificate have any legal liability?

If it was the doctor’s true and honest opinion that the
scheme member had an illness that was likely to reduce the
member’s life expectancy to 12 months or less, he is unlikely
to be found to have acted in contravention of the Ordinance.
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0000 Get copies of the flyers and the leaflet
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The MPFA has also published a leaflet introducing all the six grounds for
the early withdrawal of MPF benefits. This leaflet, together with the two
flyers mentioned above, have been uploaded to the MPFA website. el
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MPF Heroes Share Tips on MPF Account Management
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Perhaps you have seen four brand-new hero figures in
newspapers, on buses or online platforms recently? Created
by the MPFA, these are the MPF Heroes! To encourage
employees to manage their MPF accounts well and hold just
one personal account, the MPFA launched a new public
education programme this August. A video series entitled
MPF Heroes, which together with advertisements, helps
deliver information about MPF account management in a

light-hearted and fun manner. ——
=

oooooogo
Plot summary and introduction of characters
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There are four episodes in the MPF Heroes video series, in each
of which quick-thinking Dr MPF teaches the other three MPF
Heroes (Wind Catcher, Ah Fa and Muscle Man) some useful
skills for managing their MPF accounts. Near the end of each
episode, the MPF Heroes repeat the slogan “you are only a
real hero if you know how to do this!” and this means that you
too can become a hero if you manage your MPF accounts well.

The video series includes many animations designed to
help audiences visualize and grasp various MPF-related
concepts easily.
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The four MPF Heroes have different personalities:
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Dr MPF
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He is quick-thinking and familiar with the MPF System.
Because he knows a lot of useful MPF skills, he is
able to teach the other MPF Heroes how to manage
their MPF wisely. o

0o
Ah Fa

O00000O0000O0ODO0O0O0O0O0Oooooon
oooooooo
She can use her replication skills to do several jobs

simultaneously, but she does not manage the MPF
benefits from her previous jobs.
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Muscle Man
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He likes to make his own
choice in every aspect of
life, but often acts without
plans. For example, he
pays no attention to the
points to note before
exercising his MPF rights.

ooobooooDooobobooboooon
oooooooo

He likes to act on impulse,
for example by suddenly
deciding to change jobs. He
also often avoids managing

his MPF.
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Handling MPF when Changing Jobs

Spontaneous Wind Catcher suddenly decides to change his
job. Dr MPF reminds him that he needs to handle the MPF
benefits from his previous job or else he will end up with a new
personal account every time he changes jobs. Dr MPF teaches
him a useful skill for people changing jobs called Transferring
MPF Benefits; it enables him either to transfer all the MPF
benefits from his former employment to the contribution
account his new employer opens for him, or to an existing
personal account. This avoids new accounts being created.
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MPF Account Consolidation

Ah Fa often makes use of her replication skills to do several
jobs simultaneously, but never handles the MPF benefits
accrued from her previous jobs. Dr MPF tells her it is best to
hold just one personal account. He then teaches her a useful
skill named Three Steps to Account Consolidation, which
enables her to consolidate her different MPF accounts easily in
just three steps.
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Exercising the Employee Choice Arrangement Right

Dr MPF assigns a new mission for Muscle Man, but Muscle Man
does not like Dr MPF’s arrangement and wants to make his own
choice. Dr MPF does not allow him to do so, but points out that
Muscle Man can make his own choice under the Employee
Choice Arrangement. He also reminds Muscle Man, when making
an MPF transfer, to consider transferring his MPF benefits to an
existing personal account to avoid creating new accounts.

Factors to Consider and Potential Risks

One day, the four MPF Heroes receive a secret note which turns
out to be from the MPFA. Three of them do not understand what
it means but Dr MPF does. What the note says, Dr MPF
explains, is that account management often involves selection of
trustees and schemes, and that scheme members have to
consider various factors when doing the selection. Scheme
members also need to pay attention to some potential risks
before transferring their MPF benefits to another scheme.

00000 How to watch

O0o0o00DoOoo0oooDoooooaon
O00o0ooooo (www.mpfa.org.hk/tch/
main/MPFAccountMGMT/index.jsp)O
YouTubeO OO OO DOOOOOOOOOOOO

Have yet to watch the video series, or wanting to
watch it again? You can go to the MPFA'’s dedicated
webpage (www.mpfa.org.hk/eng/main/MPFAccount
MGMT/index.jsp) or the MPFA Channel on YouTube,
and watch all four episodes in one go.
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Supervision Division Keeps a Close Watch on the Industry
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The “MPF Blog” in our last issue introduced the MPFA'’s
enforcement role in its regulation of trustees. This issue of
the “MPF Blog” introduces how the MPFA protects the
interests of scheme members through close supervisin of
MPF trustees. It features an interview with Mr Joseph Lee,
Head of Trustees Supervision in the Supervision Division,
who tells us more about the work of his team.

0o ooogdgdon

Trustees are supervised in accordance with the Ordinance

D00000D00D00000D0DOoO0DoDOoOooOg  Asolidfoundation is the mostimportant first step in supervising
000000000000 ooooooooooon trustees. The MPFA achieves this by strictly enforcing the
00000MOo0000000000000000 Ordlnance that lays ou§ thg functions and duties of trusteeg in

detail, and closely monitoring whether trustees are performing

JosephD O OO DO OOOO their statutory duties. The duties of Joseph’s team include:
» JO0O0D0OODOODOOOoOooOOobOOooOad » Approving MPF trustees, schemes and funds;
» JO0O00DOO00DODOOO0ODOO » Ensuring trustees comply with legislation on the

administration and operation of MPF schemes, and
maintain good governance practices; and

» JOOO0DOOO0ODOOooo » Formulating implementation guidelines for the introduction
of new measures.
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Approving MPF trustees, schemes and funds

Companies wanting to become MPF trustees must first gain
approval from the MPFA. In addition, any schemes and funds
operated by trustees must be approved by the MPFA.

As a result of the restructuring and merging of some schemes,
most approval work in recent years has involved the vetting of
fund applications arising from such activities. Since the MPF is
a mandatory long-term retirement savings scheme, the top
principle that underpins fund approval is the protection of
scheme members’ MPF interests.

“We understand that some scheme members want to see new
funds being launched,” says Joseph, “but having too many
fund choices in one scheme is not necessarily good because it
makes it harder to choose between them. Furthermore, the
more fund products there are, the smaller are the economies of
scale, and thus affects scheme members’ returns.”

“Since 2011, the MPFA has tightened the approval criteria for
funds. When a trustee submits an application, it must show that
the new fund choice is in the interests of scheme members,”
Joseph further explains. “The Ordinance was also amended in
2015, and now further provides an express legal basis for the
MPFA to refuse to approve a fund application if it is not
satisfied that the fund is in the interests of scheme members.”

In what circumstances is a new fund regarded as being in the
interests of scheme members? Joseph says that the new fund
should, for example:

Complement other funds in the scheme ——

The new fund will have a higher chance of getting approved
if the fund type or asset type of the new fund, or the region in
which it invests, does not overlap with that of other existing
funds in the scheme, but rather complements them.

@ oooo
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Charge low fees )

Another important factor is fund fees, because these directly
affect scheme members’ returns. Joseph notes that if there
are already several funds of the same type in a scheme, and
the trustee plans to launch one more which charges higher
fees than the existing ones, then its chance of getting
approved is very low.
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Ensuring trustees comply with legislation on the
administration and operation of MPF schemes, and
maintain good governance practices

The MPFA adopts a risk-based supervisory approach in
supervising trustees, which involves it in carrying out on-site
inspections and closely examining the reports submitted
by trustees.

The MPFA has also developed regulatory tools to supervise
trustees, with a view to helping them develop good governance
practices and a strong compliance culture within their organizations.

“Good governance practices should be implemented in a number
of areas of scheme operation, including scheme administration and
investment compliance, risk management and monitoring of fund
performance,” Joseph explains.

“The MPFA also provides guidance to trustees by issuing codes and
guidelines to help them comply with the statutory requirements,”
adds Joseph. “We also require trustees to supervise the work of their
appointed service providers in accordance with the Ordinance; that
includes supervising services like scheme administration and record
keeping, the formulation of investment strategies and decisions, and
the custody of scheme assets.”

“For example,” notes Joseph, “when it comes to monitoring
fund performance, trustees should have a mechanism that will
review fund performance on a regular and continuous basis,
and that will trigger follow-up action when necessary. The
MPFA ensures that trustees do have a proper mechanism in
place, and that remedial actions are taken in a timely manner.”
Follow-up actions by trustees may include issuing warning
letters to fund managers, or even replacing the fund managers
of relevant funds. Past experience suggests that actions like
these can help improve fund performances.

Formulating implementation guidelines for the
introduction of new measures

The MPFA regularly proposes amendments to the Ordinance
to make the MPF System better. Before implementing the
amendments, the MPFA has to work out the details with
trustees, as well as formulating relevant guidelines.

Joseph points out, “At present, the 38 MPF schemes are
operated by 15 trustees, and their operational models are not
the same. Before implementing any new measures, we need to
discuss them with the trustees in detail and establish some
standards. For instance, before implementing the Employee
Choice Arrangement, we had to discuss with the trustees the
contents of the new application form, the transfer procedure
and the time needed for the execution of each step.”
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00O Conclusion

0d0oDoodoooooooooon Supervising trustees is a key function of the MPFA. The
00000000000 OoOoOoonano Supervision Division protects scheme members’
ooo0oO0oooOOO0O0OOO0O0OoOOOn mter_ests_ by drawmg. up standards’, vettm_g trustees

applications, and monitoring trustees’ operations.
ooo

Oo0ooopoooOooooooooOoOO On the other hand, the Supervision Division works

000000000000 0000000 closely with trustees and maintains an open dialogue

b0 00 B G E (06 OO0 30D a en, When une [PEA CREbps e
initiatives, the Supervision Division seeks their views.

opooboooboooooooaood Once the policy has been confirmed, it discusses the

ooo implementation details with the trustees to ensure the
measures can be implemented smoothly.
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Equities carry a lot of weight in my MPF investment portfolio,
but equity markets often fluctuate greatly. How can | cut
losses when the market falls, or buy equity funds in time for
an upswing?

HRERERERE
MPF: Investing for the Long Haul

Oo00o0oooooooooooooo The MPF is a long-term investment, so you need not be too

fé“: 000000000000 00oon worried about short-term fluctuations in fund prices. You
Answer should not hastily buy or sell a fund simply because of

goodoobooooooooooon - - . -

short-term changes in its fund price. Experts in the industry
Dooooooooooooooddd  also advise investors to invest cautiously, because attempting
Oo0o0oooooooooooooo to time the market may result in a “sell low, buy high” situation,
000 bringing losses to the investors.

dodoooooooooooboooooo Furthermore, MPF benefits are invested using the dollar cost
00000000000 00000000n0nan averaging strategy. This means that members invest a fixed
00oo0o0O0O0Oo0O0O0O00000000OOn amount of money on aregular basis regardless of.the'fund price,
so more fund units are purchased when the price is low and
oooooooooboooboobobbdbod  fewer units are purchased when the price is high. If a member
doodooopooooooooooood purchases a lot of fund units at low prices when the market is
down, the returns will become greater when the markets

improve because the member has lots of fund units on hand.

dddddoooopooooooooooooo MPF trustees maintain close dialogue with their investment
000000000000 00000o0o0nnn managers, ensuring that the managers take timely actions to
0000000000000 0O0O00000n protect the mteres_ts of schemg .me_mbers and thgt th_ey invest
in accordance with the specific investment objectives and
ooooooooboooooooooodddd  policies of their MPF funds. The MPFA also keeps abreast of
0ooooooooo the latest developments in the financial markets, and may ask
trustees to report any significant disruptions to their daily

operations arising from such developments.

joooooo0o00o0oU00O00000D0 000000000000 0D0DDUODDODUOUDDDDOO
If you have any comments about the Newsletter, or if you wish either to receive or stop receiving information from the
MPFA, please contact us via the following channels:

@® #4% Hotline | 2918 0102

© @& Fax 2259 8806 4
© E# Email newsletter@mpfa.org.hk Camgorgaio 4
#@it Website | www.mpfa.org.hk

Q@ ot Address BT EEAEIRIRNRE 5 E515181501A R 1508 F
Unit 1501A and 1508, Level 15, International Commerce Centre, 1 Austin Road West, Kowloon



