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A New MPF Choice
A New Way Forward

The DIS launches on 1 April
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The DIS affects us all
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The Default Investment Strategy (DIS) was launched on 1 April 2017.
This is one of the major reforms of the Mandatory Provident Fund
(MPF) System, mainly designed for scheme members who do not
know how to manage, or are not interested in managing, their MPF
investment. The DIS will not only standardize the default investment
arrangements across all MPF schemes, but also help address concerns
about difficulties in choosing funds and high fees, thus providing better
retirement protection to scheme members.

The MPF System now has around 9.3 million accounts, among which
610,000 accounts have no investment instructions. Trustees are
sending a notice to holders of these accounts in April, highlighting
how the DIS will affect their accounts. These account holders should
get a good understanding of their current default arrangements and
the DIS, and consider factors such as their investment preference and
risk tolerance level before deciding whether to invest according to the
DIS. If they would like to opt out from the DIS, they must complete
and return the form enclosed in the notice. The form must reach their
trustees by the date specified on the notice.

As the Chief Executive mentioned in his latest Policy Address, the next
objective of the Mandatory Provident Fund Schemes Authority (MPFA)
is to put in place eMPF, a centralized electronic platform, to facilitate
the standardization, streamlining and automation of MPF scheme
administration. This will further reduce costs and pave the way for both
“one member, one account” and “full portability”.

The Policy Address also said the Government would discuss how to
progressively abolish the “offsetting” of severance payments or long
service payments. The MPFA welcomes this proposal, and will work closely
with the Government on the issue with the aim of further improving the
MPF System and bringing greater benefits to scheme members.

Diana Chan
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A new MPF choice A new way forward
The DIS launches on 1 April
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Starting from 1 April 2017, each of the 32 MPF schemes must provide
a Default Investment Strategy (DIS). The DIS is a long-term retirement
investment solution that has been designed with reference to advice
from experts from the Organisation of Economic Co-operation and
Development (OECD) and input from other overseas experience. It is
mainly aimed at scheme members who do not know how to manage, or
have no interest in managing, their MPF investment.
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MPFA Chairman Dr David Wong (centre),
Managing Director Mrs Diana Chan (left)
and Head (Trustees Supervision) Mr Joseph
Lee (right) explained the impact of the DIS
on different MPF account holders at a press
conference.

The DIS legislation, which comes into effect on the same day, will have
an impact on all 9.3 million MPF accounts in Hong Kong.

The Government and the MPFA attach great importance to this major
reform. In mid-March, the MPFA held a press conference on the launch
of the DIS and the related transitional arrangements. At the press
conference, MPFA Chairman Dr David Wong noted, “Just as with
any other reforms, the successful introduction of the DIS will require
concerted efforts by the Government, the MPFA, trustees and scheme
members. The Government fully supports this initiative and the trustees
have been working closely with us, and we now urge all scheme
members to take some time to look after their MPF. With all four parties
working together, it is hoped that the MPF System will be able to provide
better retirement protection for all scheme members.”
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Impact of the DIS on different kinds of accounts

The launch of the DIS will affect all 9.3 million MPF accounts in Hong
Kong. Do you have the following types of MPF accounts?

Type 1: around 610,000 accounts with no investment
instructions

The MPF benefits in these accounts amount to around $8.2 billion. Up to
1 April, these have been invested under the original default investment
arrangements (DIAs) of individual MPF schemes. Under the new
legislation, trustees will have to re-invest these assets according to the
DIS instead of according to the DIAs of their schemes.

To protect the interests of these account holders, the law stipulates
that the trustees must provide them with an opt-out arrangement. In
April, the trustees are sending all 610,000 account holders a DIS Re-
investment Notice (DRN)' asking them to confirm by a date specified in
the DRNZ if they wish to opt out of the DIS.

Account holders who receive a DRN will have two choices:

v/~ Account holders who decide that the DIS suits them and agree
to invest according to the DIS do not need to take any action. The
trustees will re-invest all the accrued benefits in their accounts
according to the DIS within 14 days after the date specified in
the DRN. All future benefits put into these accounts will also be
invested according to the DIS.

v/ Account holders who do not agree to invest according to
the DIS and who prefer to continue investing under the DIA
need to complete and return the Option 2 Form enclosed in
the DRN. The completed form must reach the trustees by
the specified date, or else the trustees will re-invest the MPF
benefits in their accounts according to the DIS within 14 days
after the date specified in the DRN. Account holders who
will reply by mail should ensure sufficient mailing time and
postage for trustees to receive their reply by the specified
date.

Please note that there may be significant differences between the
DIAs of individual MPF schemes and the DIS funds in terms of their
investment objectives, risks, and fee levels. Scheme members should
compare the options carefully before deciding whether to invest
according to the DIS (please refer to p.7 for details).
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DRN is a statutory document. In addition to the DIS icon, the
envelopes enclosing the DRN will have the words “Statutory
Notice, Please Read” printed on them to help scheme
members identify them easily. An MPFA flyer which explains
the options available for recipients with plain language and
cartoon will also be enclosed with the DRN.

Type 2: around 3 million existing accounts with no
investment instructions for new MPF benefits

There are around 3 million existing accounts with no investment
instructions for new MPF benefits. Most of them are personal accounts
that have been set up automatically by trustees under the law in cases
where scheme members did not manage their contribution accounts
after changing jobs.

Starting from 1 April, the accrued benefits in these accounts will
continue to be invested according to the original investment instructions.
However, since the account holders usually will not have given any
investment instructions for newly-transferred benefits, any new benefits
added after 1 April will be invested according to the DIS (this will happen,
for example, if scheme members consolidate their MPF benefits into
one of these personal accounts).

These account holders will not receive a DRN, but the MPFA has
instructed the trustees to take a number of measures to confirm with
the account holders their investment instructions. The trustees started
to contact these account holders in the second half of last year. They
will contact the account holders again whenever these accounts receive
new MPF benefits in the future.

Type 3: around 5.69 million accounts with investment
instructions

Most account holders have given investment instructions for both
their accrued and future MPF benefits. All their MPF benefits in these
accounts will be invested according to their original instructions.

Type 4: new accounts set up after 1 April 2017

For all new accounts opened after 1 April, be they contribution accounts
set up for new jobs or personal accounts set up when account holders
consolidate their MPF benefits, new benefits will be invested according
to the DIS if the account holders do not give any investment instructions
for their accounts.
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The trustees have already posted their schedules for issuing DRNs on their websites, and the MPFA’s DIS thematic website also has

hyperlinks to these schedules.
2 AR R DEEE ] Bl AR 42 H o
The 42 day after the issuance of the DRN.
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Age 65 Plus Fund (AG5F)
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DIS 1-2-3

The DIS is a ready-made investment solution that uses two mixed
assets funds, the Core Accumulation Fund (CAF) and the Age 65 Plus
Fund (AB5F). The new legislation requires 60% of the CAF to be invested
in assets with higher risk, mainly global equities, and 40% in assets with
lower risk, mainly global bonds. The A65F will hold 80% in lower risk
assets and only 20% in higher risk ones.

The DIS has three key features:

v/ Automatic reduction of investment risk as scheme members
approach retirement age:

o When scheme members are under 50, all of their MPF is
invested in the CAF;

o Once they turn 50, their portfolio is automatically adjusted
every year to reduce their investment in the CAF and increase
that in the AB5F;

° When they turn 64, all of their MPF will be invested in the
ABSF.

v/ Fee caps: management fees of not more than 0.75% of the net
asset value of the funds per year, and recurrent out-of-pocket

expenses of not more than 0.2% of the net asset value of the funds
per year.
v/ Globally diversified investment.

The work of the MPFA and of trustees

MPF schemes are managed by the trustees, who have a statutory duty
to meet all legislative requirements. These include the duty to re-invest
all MPF benefits without investment instructions according to the DIS
after the commencement of the new legislation.

The MPFA has set out detailed codes and guidelines on the DIS. Among
other things, the MPFA has instructed the trustees to put in place
proper computer systems, procedures and internal controls, provide
appropriate staff training, and carry out tests and audits in order to
comply with all the legal provisions. The MPFA will continually monitor
the service and compliance standards of the trustees.
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Choosing to invest according to the DIS

The DIS is a new product available to all scheme members. Scheme
members can choose to invest according to the DIS or in its two funds,
based on their investment preferences, risk tolerance level and other
factors.

To help scheme members better understand the DIS, from 1 April a
DIS Fund List will be available on the MPFA website. This contains
information on the current management fees of all 64 funds under the
DIS of each MPF scheme, and links to the offering documents of all
schemes.

Members should take note of the risk levels and fee
levels associated with the DIS

Up to 1 April, the MPF benefits of scheme members who have not
given any investment instructions have been invested under the original
default investment arrangements (DIAs) of individual schemes and each
MPF scheme has a different DIA. Some DIAs are MPF conservative
funds, some guaranteed funds, and some mixed assets funds.

An MPF conservative fund is a low-risk investment product which
invests exclusively in Hong Kong-dollar assets, either in short-term bank
deposits or short-term bonds. A guaranteed fund provides some form
of guarantee to scheme members investing in the fund, usually on the
capital invested or on a minimum rate of return. Its risk level is also
relatively low.

However, the two DIS funds (i.e. CAF and A65F) are mixed assets funds.
They invest in global stocks and bonds, and provide no guaranteed
returns. Therefore, account holders will face a higher investment risk if,
as the law requires, the trustees re-invest their MPF benefits according
to the DIS instead of in MPF conservative funds or guaranteed funds.

Scheme members should also be aware that although there are fee
caps for the DIS funds, the fee cap level of 0.95% is still higher than the
present fee level of MPF conservative funds.

Nevertheless, the DIS is a strategy for retirement investment that
seeks to balance long-term risks and returns. Scheme members should
consider their personal investment preferences, risk tolerance level and
other factors when making an investment decision. They should also
take careful note of the investment risk levels and fee levels associated
with the DIS.
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Publicity programmes to introduce the DIS
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To enhance public understanding of the key features of the DIS, the
MPFA has rolled out a series of publicity programmes, including TV and
radio Announcements in the Public Interests and advertisements on
platforms like newspapers, social media, websites, bus bodies and in
MTR stations. The MPFA has also organized a series of talks on the DIS.

The MPFA has also produced an infographic video to explain the DIS in
a simple and easy-to-understand way. A DIS thematic website® has also
been set up, where members of the public can learn more about the
characteristics of the DIS, and find related notices, details of the opt-out
arrangements, and trustees’ contact information.

S http://www.mfpa.org.hk/DIS
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A key architect of the DIS bids farewell
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MPFA Chief Regulation & Policy Officer and Executive Director Mr
Darren McShane, a key architect of the DIS and of earlier MPF reforms
such as the Employee Choice Arrangement, has bid farewell to the
MPFA and to Hong Kong.

After joining the MPFA in 2002, Darren spearheaded many changes to
the regulatory framework of the MPF System. The introduction of the
DIS is the latest of the policy initiatives he has been involved with.

Darren left the MPFA in late March 2017. Before his departure, he
shared with us his views on the importance of having a well-designed
default arrangement for a pension scheme, his experience of the
challenges involved in designing the DIS, and the extent to which he
believes the DIS will change the MPF landscape.
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1)

Could you tell us a bit about the birth of the DIS?
Why is it important to standardize the default
arrangements of the different MPF schemes?

We flagged to the industry some years ago the possibility of
moving towards a more common default approach. The issue
gained a bit more focus after the global financial crisis, when the
OECD identified the fact that well-designed default arrangements
were an important part of a robust second pillar system’. This
statement coincided with some members expressing anxiety
about having to make investment choices. So there were a number
of factors that suggested to us that this issue should be given
priority.

The DIS has been in the making for the past four years.
What have been the main challenges?

There were many developmental challenges, partly because the
DIS touches on sensitive areas such as fees, standardization,
preferred investment approaches and investment restrictions.
We spent quite a lot of time, for instance, on discussing internally
how ambitious and far-reaching the changes should be. Once the
design directions were finally settled, there were also significant
challenges in agreeing to a drafting approach because this was
an entirely new concept to be inserted into the law. Finally, the
transitional arrangements were very challenging. The DIS affects
both existing and future MPF investments of scheme members,
and this raises difficult questions about what its impact on existing
investments should be.

1R AR 4 ) BE R T S SRAT (B AR IR IR IR TR SCAEAE SR A 55 —ARSAE -

The MPF System is the second pillar in the five-pillar old-age protection framework recommended by the World Bank.
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"Making Private Pensions

3)

4)

Work Better

Do you envisage that the introduction of the DIS wiill
bring significant changes to the MPF industry, or to
the behaviour of scheme members?

| am hopeful that the DIS will have a positive, long-term impact
on the behaviour of scheme members. Hopefully, over time,
the DIS will make members feel more comfortable with the
System. Currently, many members feel uncomfortable with the
responsibility of investment decision-making. Now that the default
investment decision has been made for them, these members
should feel less anxious. Hopefully this will lead to more positive
responses to, and greater engagement with, the MPF System.

How do you think the MPF System should be further
refined?

Obviously there are many areas where the System can, and will be,
refined in the future. Many of these are already known, including
areas such as "offsetting”, contribution levels, automation
and payout phase design. It is important to recognize that the
fundamental framework of the MPF System (i.e. employment-
based, mandatory, and private account) is solid and meets
international standards. However, within that framework there
will be constant ongoing refinements to the MPF just as with
other retirement savings systems, to meet the expectations of all
stakeholders for a System that is constantly improving.
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MPF Investment Seminar attended by over 700 people

A <& Bl fk

— MPF Updates
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To help the public learn more about retirement investment and
understand the DIS better, on 12 March the MPFA and the Li Ka Shing
Institute of Professional and Continuing Education of Open University
of Hong Kong jointly organized an MPF investment seminar which was
attended by more than 700 members of the public.

The programme started with Dr Jimmy Jim, CFA, member of the
Advisory Board of The Hong Kong Society of Financial Analysts (HKSFA),
offering smart tips on retirement planning. “Scheme members should
formulate a long-term strategy for their retirement investment,” he
advised, “one which enables them to diversify risks and avoid the pitfalls
of emotional investing.”

Dr Jim's talk was followed by a presentation from Mr Eddy Chan, Senior
Manager of the MPFA's External Affairs Division. Mr Chan explained
the details of the DIS, including its core features and the transitional
arrangements after its implementation.

1 (RIEFEAT) BEHAETR H AR B AR T T2 38 LA 1 B R SR ~ B Sy e SN S5 8 g R RS P B2 S 2 LU 2 i B RS T i 2 g sk sty 22 B ik B
JEERNFA- > CFA » R JE I [ B2 [

(Left to right) Associate Publisher and Head of the Research Department of the Hong Kong Economic Times Mr Arthur Shek, Senior Manager
of the External Affairs Division of the MPFA Mr Eddy Chan, and member of the Advisory Board of the HKSFA Dr Jimmy Jim, CFA, answered

questions from the audience.
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The MPF investment seminar attracted more than 700 participants.
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MPFA Chief Corporate Affairs Officer and Executive Director Mr Cheng Yan-chee gave a speech at the seminar.
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The MPFA and the HKSFA provided a one-on-one consultation service on retirement planning to Friends of MPF.
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In the final session, Mr Arthur Shek, Associate Publisher and Head of the
Research Department of the Hong Kong Economic Times, shared his
views on global and local investment market trends in 2017.

With the support of the HKSFA, some of the members of the
HKSFA who are Chartered Financial Analysts provided a one-on-one
consultation service for Friends of MPF on the day, during which they
assisted our Friends in drawing up personalized retirement plans.

The Friends of MPF programme acts as an effective communication
platform connecting the MPFA and the public. Besides being given
priority access to our events, members of Friends of MPF also receive
the latest news directly from the MPFA'.

VIR TRE &2 K] BOM TR B A newsletter@mpfa.org.hk

If you would like to become a member of Friends of MPF, please send an email to newsletter@mpfa.org.hk.
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New investment education videos available on
MPFA TV

In 2014 the MPFA launched a Youtube channel, MPFA TV, to introduce
MPF investment-related concepts in a light-hearted manner. Videos
have been produced covering topics such as the Annual Benefit
Statement, the Fund Fact Sheet, the fee comparative platform, the role
of the MPF, and the importance of de-risking retirement investment as
one gets older.

With the coming launch of the DIS, the MPFA TV channel recently
launched a series of two new videos encouraging scheme members
to start their retirement investment planning early, and introducing the
concept of investment diversification. The videos can be viewed on the
MPFA website and on the Youtube channel MPFA TV2.

Five Keys to Retirement Investment helps you plan
better for your retirement

Under the five-pillar old-age protection framework proposed by the
World Bank in 2005, the function of pillar 2 in Hong Kong is performed by
the MPF System. This is complemented by other pillars, such as social
welfare and personal savings. Scheme members should plan carefully
for their retirement, and should proactively manage their MPF and other
retirement investments.

To help the public develop good retirement savings plans, the MPFA
has published a booklet titled Five Keys to Retirement Investment. The
booklet explains in detail the five steps in retirement planning: identifying
one's financial status at different stages of life, estimating one’s
retirement needs, accumulating wealth for retirement, reviewing one's
retirement investment portfolio, and withdrawing one’s retirement
savings. The booklet is available on the MPFA website®.

2[f%4 & | #441k The MPFA TV channel: https://www.youtube.com/user/MPFATV

3 GEKHEE HFE )4 L Online version of the booklet :

http://www.mpfa.org.hk/tch/information_centre/publications/booklets_publications/mpf_investment/files/Five_Keys_to_Retirement_

Investment_Chi.pdf
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MPFA joins the Community Chest’s Hong Kong &
Kowloon Walk for Millions
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This year's Hong Kong & Kowloon Walk for Millions, organized by the
Community Chest, was held on 8 January. MPFA Chairman Dr David
Wong, Chief Corporate Affairs Officer & Executive Director Mr Cheng
Yan-chee and Chief Operating Officer & Executive Director Ms Alice
Law, together with around 60 staff members and their family members
and friends, joined the 10km walk in support of the Community Chest to
help those in need.
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Coming soon: MPF seminar for employers of small- and medium-sized enterprises (SMEs)
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The MPFA is organizing an MPF seminar on 25 May for employers of SMEs. The seminar will explain the
procedures for MPF enrolments, MPF contributions, and general MPF administration. Details of the seminar

are as follows:

HHEA: 201745 H 25 H (B HAIY)
Date: 25 May 2017 (Thursday)

REfE] © R 3RFE B IR

Time:  3pm-bpm

MG R R JLREME S E (JLTEMBLYEE 388 BEAIAC 2 I — W 1 J8 26 1%)

Venue: MPFA Kowloon Office (Level 25, Tower 1, Millennium City 1, X
388 Kwun Tong Road, Kwun Tong)

Al Tl At W AR RE L 2292 133382292 1372 -
The seminar is free of charge. To register or to obtain more information,
please call 2292 1333 or 2292 1372.
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? When | joined my current company in May 2001,
| chose to enrol in an ORSO scheme. | will shortly
be leaving my job. Can | withdraw all my ORSO
vy benefits?

% 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
@ B Email . newsletter@mpfa.org.hk
#9431k Website : www.mpfa.org.hk
@ it Address : BBEBEEMS1BNEE S 0 1ESE Oyears
Level 8, Tower 1, Kowloon Commerce Centre, .
caringorganisation

51 Kwai Cheong Road, Kwai Chung, Hong Kong P
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