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Financial regulators worldwide are imposing ever higher standards
of governance on financial institutions. We are doing the same for
trustees of Mandatory Provident Fund (MPF) schemes.

The MPF trustees are “trustees of the public”, entrusted with the
management of the MPF accounts of over 4 million scheme members.
They have a statutory duty to act in the interests of their scheme
members, and not in their own interests.

Good governance for MPF trustees means that the governing board
should always put members’ interests first. This principle applies to
both investment decisions and operational decisions for the scheme,
decisions about the service providers they appoint, and scrutiny of the
fees and charges for their services. They should aim to provide value-
for-money products, or in other words funds that offer “low fees and
high performance”.

Since 2014, the Mandatory Provident Fund Schemes Authority
(MPFA) has taken various measures to encourage the trustees to
improve their governance. This October we hosted the first Workshop
on Governance of MPF Trustees for the trustees to gain a better
understanding of the MPFA's views on and requirements for achieving
good governance. The workshop followed our earlier round of visits
to the boards of directors of the trustees, when we discussed their
governance framework and practices and promoted good governance
and a sound risk management culture.

Looking ahead, the MPFA will continue to maintain a dialogue with the
MPF trustees on supervision issues and encourage higher standards
of governance. In this way, we will better protect the interests of MPF
scheme members and foster the healthy development of the MPF
System.

Diana Chan
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The Guest of Honour, Convenor of the Non-official Members of the Executive Council Bernard Chan (sixth from left), MPFA Chairman
Dr David Wong (fifth from left) and MPFA Managing Director Diana Chan (sixth from right) took a picture with the guest speakers.



i MPF FOCUS

s ELEY

The MPFA has been undertaking a
number of measures to encourage
MPF trustees to implement higher
standards of governance, and thus
better protect the interests of MPF
scheme members. These measures
included meetings with the boards of
directors of the trustees to discuss
governance issues, and hosting the
very first Workshop on Governance
of MPF Trustees. The MPFA also
plans to develop and issue a set of
principles on trustee governance for
industry reference.

On 17 October, the MPFA hosted
the first Workshop on Governance of
MPF Trustees. The workshop was
attended by more than 100 people,
including directors of the boards
of all trustees, other local financial
regulators, and experts on risk
management, pension design and
governance. It was an opportunity for
discussing and sharing experience
on topics such as governance
frameworks, risk management,
and mechanisms for checks and
balances.

In his opening address, MPFA
Chairman, Dr David Wong, pointed
out that MPF trustees, though not
public trustees, are indisputably
“trustees of the public”. Being
responsible for managing scheme
members’ pensions, trustees must
ensure that everything is in good
order so that members get to enjoy
a basic level of retirement protection
based on contributions accumulated
over some 40 years.

M

“In a mandatory system
like the MPF, which
covers workers from all
walks of life, a higher
duty of care is expected
of trustees, " said Dr Wong.

Convenor of the Non-official
Members of the Executive Council
and Guest of Honour Bernard Chan
added that MPF trustees have a
special duty to protect the interests
of scheme members, and noted that
they play a key part in maintaining
members’ confidence in the integrity
of the MPF System.
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Over 100 representatives, including directors of the boards of the trustees, other local
financial regulators and experts on risk management, pension design and governance,
attended the Workshop on Governance of MPF Trustees.
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Good practices for good
governance

Between late 2014 and 2016, MPFA
representatives had discussions
with the boards of directors of MPF
scheme trustees. During these
discussions, they observed a number
of good practices that included:

e Having measures in place to
monitor fund performance and
taking follow-up actions with
the investment managers of
underperforming funds;

e Having investment committees
set up or specialists appointed to
monitor fund performance;

e Having independent non-
executive directors appointed as
chairpersons of the investment
committees;

e Having more than one
independent non-executive
directors appointed to the board;

e Having introduced funds investing
in passively managed funds like
the Tracker Fund of Hong Kong to
lower the management fees;

e Conducting regular reviews of
the Fund Expense Ratio (FER) of
funds, and developing plans to
achieve higher cost efficiency;
and

e Having internal procedures and
criteria for product admission and
termination with value-for-money
as a key criterion.

Areas for improvement

The discussions also uncovered
a number of areas where
improvements could be made.
Following MPFA's advice, the
trustees subsequently implemented
changes in areas such as putting
in place more effective monitoring
of outsourced financial service

providers (e.g. fund managers
and scheme administrators), and
developing plans to improve fund
performance and drive fees further
down.

What the MPFA expects
from trustees

The MPFA plans to issue to the
trustees a set of principles on trustee
governance for industry reference.
These will be issued next year. The
MPFA will urge the trustees:

e To continuously strive to
deliver better value for money

The trustees are expected to have
mechanisms in place to regularly
review their services, as well as
the performance, fee levels and
suitability of their funds, with the
goal of delivering better value for
money;

e To provide a strong governance
framework for overseeing
service providers

The trustees should supervise
the services and products offered
by their scheme administration

and asset management service
providers. The board of a trustee
should clearly set out the roles
and responsibilities of its senior
executives;

To ensure effective risk
management and a sound risk
culture

The trustees are expected to
design a risk management
framework that is capable of
addressing risks arising from
the rapidly changing operational
environment, for example in areas
like cybersecurity;

To increase the transparency of
fees and fund performance

The trustees should provide
adequate information to enable
members to make informed
decisions about their MPF
investment and about managing
their MPF accounts; and

To effectively manage potential
conflicts of interest

The board of a trustee must
ensure that it is able to properly
manage any conflicts of interest
that may arise.
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Presentation by Alice Law, MPFA Chief Operating Officer and Executive Director,
on MPF System’s development and governance issues of pension trustees.
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What the trustees say
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Vice-chairman of the Hong Kong
Trustees’ Association, Ka Shi Lau:
“'People-centeredness and
Sustainability’ are the core of
good governance. Managing MPF
investments needs to adopt a long-
term strategy. Trustees should work
in the best interests of their scheme
members, and develop a governance
policy that is conducive to sustainable
development in order to discharge
their statutory and fiduciary duties.
They should follow relevant
international standards and best
practices. This will not only enhance
retirement protection for the working
population, but is also crucial for the
long-term development of trustees
as well as the industry.”
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Chairman of the board and
independent non-executive director
of a major trustee, Louis Heung:

“It is definitely a good thing for
trustees to have a certain number of
independent non-executive directors.
But it is even more important for
the independent non-executive
directors to possess relevant skills
and industry knowledge. It is also
important for the senior executives
to provide them with the support
they need. For example, senior
executives should ensure they give
the independent non-executive
directors enough time to study
the company’s policies and other
information so that they can make
appropriate decisions for the
company.”
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The DIS one-pot recipes

It RN TP — A R T A R
(TTHBAE ) - MR [
LEH MR DIZRERT BEE
PREZ ) [ U135 I8 | B [ BRBRE IR
P BER S BUET =B8R
g R [ TR B | B = {15 3 — B
B 3 B PR B R - W s
ERR B BB EER BT -

ANERIEESRIBTEE T4 > HE R B
Hge2E  miHE o TR
BOKEH AN TAE > A KZE ]
TSR ER O -

TR [ T AR RS R A
HA/MEW A [ TSR R RR R A
Grpg - T HEEE T FHRACE | IR
B H OB AT SR A I T
o8 B B B R o

JLA TR A > A AR A L
VB HEI o AR T AR E L [ TR
AR o T RIS AT B [ TR
& A -

The MPFA has cast “Cooking
Beauty” Kitty Yuen in a series
of three videos that explains key
features of the Default Investment
Strategy (DIS) to the public. In the
videos, Kitty cooks three dishes —
“Auto-served dumplings”, “Thin-
sliced Tofu” and “Global Gourmet
Mix" — that highlight the three main
DIS features. These are automatic
reduction of investment risk
according to members’ age, fee caps,
and globally diversified investment.

Kitty is good at cooking. But when
it comes to managing her MPF
investment, her hectic schedule
means she simply has no time.

Shooting the “DIS Kitchen” videos
gave Kitty the chance to learn more
about the features and benefits of the
DIS. She found the DIS very suitable

for people like her who either do
not know how to manage their MPF
accounts or have no time to do so.

Launched in November, the videos
can be viewed on various online
platforms. For more information
about the DIS, please visit the DIS
thematic website.
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http://minisite.mpfa.org.hk/dis/en/index.html
http://minisite.mpfa.org.hk/dis/tc/index.html
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“Thin-sliced Tofu”

The key to this dish is to thinly slice
the tofu. Only if each slice is no
thicker than 0.95cm will the tofu turn
golden brown and crispy after frying.

Since the fees and expenses charged
to an MPF fund have a significant
impact on its long-term investment
return, the DIS has fee caps totalling
0.95% (management fees not
exceeding 0.75% of the fund’s net
asset value and recurrent out-of-
pocket expenses not exceeding
0.2%).

All other things being equal, when
fees come down, the net returns of
the funds will go up, making the end
result tastier!
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“"Auto-served Dumplings”

Savoury pork and Chinese cabbage
dumplings are a popular choice
for young people, while assorted
vegetable dumplings have a lighter
taste and are good for people aged
50 or over. As you grow older,
“Auto-served dumplings” will
offer you more assorted vegetable
dumplings and fewer pork and
Chinese cabbage dumplings, thus
reducing health risks.

The DIS, made up of two mixed
assets funds, works in a similar
way. It reduces investment risk
as members approach retirement.
Once scheme members who
have selected the DIS reach the
age of 50, their MPF benefits are
gradually transferred from the Core
Accumulation Fund (CAF) which
invests mostly in equities to the
Age 65 Plus Fund (AB65F) which
invests mostly in bonds. By the
time members turn 64, all their
MPF benefits will be invested in the
ABSF.

I am still young enough to have
the “pork and Chinese cabbage
dumplings”, but I will probably
need to eat more “assorted
vegetable dumplings” in a few
years to stay healthy.

“Global Gourmet Mix”

This dish is made of fresh ingredients
from many different countries and
regions. Simple and easy to make, it
is a delicious appetiser.

The DIS also goes global. The two
mixed assets funds under the DIS
(the CAF and the AG5F) adopt a
diversified investment approach,
investing in different markets and
different types of assets (such as
equities, bonds and money market
instruments) to help reduce risk for
scheme members.
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delicious new dishes.

Check it out on the on @D YouTube to see how chef Kitty makes these
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Industry Schemes members urged to take
good care of their MPF accounts
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MPF Industry Schemes Committee Chairman
Dr Roy Chung urged casual employees to open

casual employee accounts.

Industry Schemes (IS), established
under the MPF System for the
construction and catering industries
which have high labour mobility, are
specially designed for the casual
employees of the two industries.

The MPFA regularly organizes
activities to raise awareness among
IS members of the importance of
managing their MPF investments.

In December, the MPFA and
the two IS trustees joined hands
with the labour unions of the two
industries to organize MPF dinner
talks for their members. At the
events, representatives from the
MPFA talked about the latest
developments of the MPF System
and the benefits of opening casual
employee accounts (or registering for
casual employee cards), and urged IS
members to take good care of their
MPF accounts.

Speaking at the dinner for members
of the construction industry, MPF
Industry Schemes Committee
Chairman Dr Roy Chung called on
the workers present to pay more
attention to their MPF investment.
He also mentioned that the holders of
a number of MPF accounts cannot be
reached because the trustees do not
have their contact information, and
noted that many of these accounts
belong to IS members. He therefore
called on the construction workers to
check with the two IS trustees to see
if they indeed hold any MPF accounts
that they are unaware of.

Dr Chung added, “The MPFA has
been working closely with labour
unions to alert construction workers
to the existence of such accounts, for
example by holding lunchtime talks at
construction sites.”
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To help construction and catering
workers manage their MPF accounts,
the MPFA set up a counter at the
dinner talks where participants could
look up their own personal accounts,
and register for the “e-Enquiry of
Personal Account” (ePA) service. The
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Representatives of the two IS trustees assisting catering

workers to open casual employee accounts.

two IS trustees also had counters
where workers could open casual
employee accounts on the spot (or
obtain a casual employee card).
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Industry Schemes members registering for the ePA service.

Mr Ho
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Construction worker Mr Ho
has worked for more than 10
construction companies over the
past 20-odd years. He said he holds
two casual employee cards and
therefore does not need to open an
MPF account whenever he changes
jobs. He added that he was once a
self-employed person but has not
paid much attention to that MPF
account. “But | keep a close watch
on my IS accounts,” he said, “and
they have performed pretty well
and provided some good returns”.
Mr Ho plans to consolidate his MPF
accounts in the future for easier
management of his MPF investment.
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MPFA is now mapping out the design of the
new electronic platform eMPF
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The MPFA is currently in the process
of mapping out the design and
functionalities of the new eMPF
electronic platform — the next major
objective of the MPFA.

At a function in December, MPFA
Chairman Dr David Wong talked
about the preparations for the eMPF
project and said the MPFA is making
good progress.

He emphasized that the MPFA would
not underestimate the challenges
involved, and noted that the success
of the eMPF would be highly
dependent on the willingness of
scheme members and employers to
go paperless. Given that the majority
of employers in Hong Kong are small
and medium-sized enterprises, this
may not be an easy task.

Dr Wong emphasized that before
the launch of the eMPF, the MPFA
would work together with the MPF
industry to explore the provision of

more convenient electronic services,
and to encourage MPF scheme
members and employers to use
more electronic services.

Dr Wong revealed that the MPFA is
currently conducting a fact-finding
exercise on the current rate of digital
take-up. The MPFA has engaged
employers, human resources
practitioners and scheme members
in a survey designed to better
understand their use of electronic
services and their experiences
of using them, followed by a gap
analysis on existing electronic
services. These analyses will help
the MPFA refine the functionalities of
the new eMPF platform from users’
perspective.

The eMPF will bring fundamental
and significant changes to the
administration of the MPF System.
Once launched, it will contribute to
a simpler, cheaper and more user-
friendly system.
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MPFA Chairman Dr David Wong shared the progress of the eMPF project.
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Fees to be paid by MPF intermediaries
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From 1 January 2018, MPF
intermediaries will be required to pay
annual fees and application fees to
the MPFA.

According to the law, existing
intermediaries must pay the annual
fee on or before 1 February 2018.
New intermediaries who registered
on or after 1 January 2018 must
pay the annual fee within a month
after registration. If a subsidiary
intermediary’ (Sl) or principal
intermediary? (Pl) fails to settle the
annual fee in full on or before the
deadline, an additional fee of an
amount equal to 10% of the annual
fee will become payable. The MPFA
may also suspend or revoke the
registration of the Pl or SI.

Details of the fees are as follows:

e an annual fee of $180 for an SI;

e an annual fee of $1,430 for a PI,

¢ an application fee of $290 for an SI;

e an application fee of $2,340 for a
PI;

e an application fee of $130 for
approval of attachment of an Sl to
a Pl; and

e an application fee of $660 for
approval of an Sl as a responsible
officer.

MPF intermediaries are encouraged
to settle payment of the annual fee
via the MPFA eService platform.
They can also pay the fee using
online banking, PPS or eCheque via
their respective platforms; or with
paper cheques.
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The MPFA conducted a series of briefings on its eService platform and the various payment
methods for intermediaries in late November and early December.
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MPF intermediaries can access the MPFA eService platform by scanning these QR codes:
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Subsidiary intermediary
i
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An MPF subsidiary intermediary is a person sponsored by an MPF principal intermediary and registered by the MPFA to carry out MPF sales and
marketing activities on behalf of the principal intermediary.
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An MPF principal intermediary is a business entity registered by the MPFA to engage in MPF sales and marketing activities.
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New investment education in form of buzzword cards
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Managing your MPF can be cool and
smart! The MPFA has launched a set
of 12 buzzword cards to introduce
concepts of retirement investment
and MPF investment, with designs
by famous local illustrator Hello
Wong. Go to the Facebook fan page
“Workplace Incredibles” for more
buzzword cards.
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MPFA staff receive Ombudsman’s Awards for the
15th consecutive year
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Continually upholding the MPFA’s
core values of “Commitment” and
“Quality”, MPFA staff members
have received Ombudsman’s
Awards for 15 years in a row in
recognition of the excellent service
they have provided to the public.

In the 2017 Ombudsman’s Awards,
Inspector Molly Tam from the
Member Claims and Investigation
Department and Assistant

in recognition of their excellent
service and their dedication in serving
the public.

Manager Stephen Leung from the
Enforcement Division were awarded
The Ombudsman’s Individual Awards
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(From right to left) MPFA Chief Operating Officer and Executive Director Alice Law, Inspector Molly
Tam, Assistant Manager (Enforcement) Stephen Leung, and Head (Enforcement) Cynthia Li.
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My MPF funds are always underperforming, and

the hotline service provided by my trustee is poor.
Can | lodge a complaint with the MPFA? Can the

MPFA help me get compensation from the trustee?
Or require the trustee to ensure their funds achieve

a certain rate of return?

% Answer :
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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

© #H Fax : 2259 8806
(@ EH Email  : newsletter@mpfa.org.hk
3k Website : www.mpfa.org.hk
Q@ it Address : BBEBEEMS1BNEE S 001281 /Omrs+
Level 8, Tower 1, Kowloon Commerce Centre, .
Carlngorganlsatlon

51 Kwai Cheong Road, Kwai Chung, Hong Kong o e s et s
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