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The Default Investment

Strategy — An MPF
milestone

WE 2 L5 & R 5 A 8 i AR B 1Y 42 w1 11
HES BHEAEEFREHRER (B
Jay) Aag il A B GRS ) ZFEA IR
SEEXOL > W TE R B AW (A [ TR
) AT A THEM TAE -

[FESE ] RREE R RN —JHER
REA > 975 3 DA ) BE W B w8 B A
o B R AR - A B [ B T R R
B WCE B -

[ PR E | AE 2wt 3 % B 3R 2 — (]
BUE AR > T HAEME AR > ZiEATE
TR R B % A e Rl T B P
25’@%% U [ THRBCE ) AOEAT 8

ARLI > MERE T KBRS HH
A LAE - REEFHER B w2 N E A
SRR N EORL R R B AR I > DL
PRAEETE U 52 sE AR AR 35 A B [ TRk
& EEEM -

LA > BRERIRE IR & SO AL I

AR EM B E RN MR B > ATt

%ﬂfﬁ%%)\ﬁ%j@ﬁ > DU A8 &= 2 ftb
ﬁ/\ﬂi"‘j’\ °

50 B8 <2 2 ik 26 N 0B IRl Y E T
oy > R SR KE R BB E LA 0B B
A O mAR SRS > B 5 5 AR R
BOR B > 3 A AR IRA TS EIR IR

Bl RE I

M e

Following the passing of a bill by the Legislative Council in May,
the Mandatory Provident Fund Schemes Authority (MPFA) and the
Mandatory Provident Fund (MPF) trustees have been working at full
speed to prepare for the introduction of the Default Investment Strategy
(DIS).

The DIS is a milestone in the development of the MPF System. It
addresses the challenges that many scheme members face in making
decisions about how to invest their MPF benefits. At the same time, this
reform helps address concerns about fee levels.

The DIS is not just an additional investment option for scheme
members. Once it is in operation, MPF trustees will be required to invest
through the DIS any MPF benefits that are invested in the current default
investment arrangement of their schemes.

In the light of this, the MPFA has launched a large-scale publicity
campaign, reminding scheme members to verify and update their
personal information, particularly their correspondence addresses, with
their trustees to ensure that they will receive important DIS information
from the trustees.

The MPFA is also stepping up its efforts to encourage casual employees
in the construction and catering industries to open accounts with the
Industry Scheme trustees. This will make it easier for their employers to
make MPF contributions for them.

The MPF is an essential component of the retirement savings of the
working population. The MPFA encourages scheme members to
manage their MPF accounts with care and to keep abreast of the latest
developments in the MPF System, in order to better prepare for their
retirement.

Diana Chan
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Update your correspondence address to
get prepared for the DIS
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The Default Investment Strategy (DIS) is expected to be launched in the first half of 2017. In preparation, the MPFA is

calling on scheme members to verify and update their personal information, particularly their correspondence addresses,
to ensure that they receive important information about the DIS that will be sent to them.
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What is the DIS?

The DIS is a ready-made low fee MPF investment solution. It has
been designed mainly for scheme members who are not interested
in managing their MPF investment or do not wish to do so. It is also
available for scheme members who find that the strategy suits their own
personal circumstances.

The DIS will use two funds — the Core Accumulation Fund (CAF) and the
Age 65 Plus Fund (A65F). Sixty percent of the CAF will be made up of
higher risk assets, mainly equities, with the remaining 40% made up of
lower risk assets such as bonds. The A65F will hold only 20% in higher
risk assets and 80% in lower risk ones.
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The DIS has three important features. First of all, DIS funds are subject
to fee caps. Under the law, management fees chargeable to the funds
are capped at a maximum of 0.75% of the net asset value of the funds
on a yearly basis, while fees for recurrent operational expenses are
capped at 0.2% on the same basis.

Secondly, the strategy has a de-risking feature. Members who invest
through the DIS will have all of their contributions invested in the CAF
until they reach the age of 50, from which point their investments will be
gradually moved to A65F. By the time the members reach age 64, all of
their MPF benefits will be invested in A65F. One last feature of the DIS
is that it adopts a globally diversified investment approach. This means
that both equities and bonds will be broadly diversified across different
geographic regions.

According to data previously provided by trustees, around 1.05 million
of the 9 million MPF accounts (or 12%) had no investment mandate.
These accounts held assets totalling $18 billion, or 3% of the total asset
value of the MPF System. As a general rule, the existing MPF benefits in
these accounts, together with any benefits put into them in the future,
will be invested through the DIS once the relevant legislative provisions
are operational.

How should scheme members get prepared for the DIS?

MPF trustees will start sending letters to all scheme members in around
December 2016 to let them know how the DIS may affect their MPF
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accounts. If you have changed your correspondence address, or have
not received any letters from your trustees for a while, you should verify
your contact details with your trustees and, if necessary, update them
as soon as possible. You can also consider providing trustees with an
email address through which you can receive information in a quicker
and more convenient way.

If you are unsure which MPF trustees or MPF schemes your
contribution accounts are associated with, check with your employer. If
you are unsure about your personal accounts, approach the MPFA for
details. If you do not remember whether you have made any investment
choices with regard to your MPF, you should contact your trustees
immediately to check your investment mandate.

Large-scale publicity campaign to gear up for the DIS

In September, the MPFA launched a large-scale publicity and educational
campaign to remind members to verify and update their personal
particulars. The campaign includes advertisements placed in print media
and on online platforms, and a designated webpage on the MPFA website
containing hyperlinks to the websites of all MPF trustees. Scheme
members can use this convenient webpage to log in to their trustees’
website, or to download forms for updating their personal particulars.

All MPF trustees will set up hotlines to handle members’ enquiries
regarding the DIS and related matters.

The information associated with the MPF accounts of some casual
employees under the Industry Schemes (IS) is incomplete. The MPFA
is therefore urging these employees to check and update the personal
particulars of their accounts with the two IS trustees. We will pass this
message to construction workers with the help of the Construction
Industry Council (CIC). We will distribute leaflets to casual employees
through the CIC and labour unions, place advertisements in print and
social media as well as on radio channels, and enrich the content of
seminars run with labour unions. We will also call on casual employees
to open accounts with the two IS trustees’, promote the advantages
of doing so, and highlight the importance of managing one’'s MPF
accounts.

MPF trustees will also send letters to all IS employers, calling for their
particular attention in obtaining complete personal particulars when
enrolling their employees in MPF schemes. The MPFA will contact
IS employers and urge them to follow up any accounts for which
information is incomplete.

! The two IS trustees provide those who open casual employee accounts with a “casual employee
card”. The advantage of having a “casual employee card” is that if the casual employee’s employer
has joined the same Industry Scheme, the employee does not need to fill in an MPF enrolment
form in the workplace. The casual employee can simply show the employer the “casual employee
card”, or provide the account number/casual employee number printed on the card, and the
employer will be able to make contributions for him/her. Different employers can also make
contributions to the same account.
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To help journalists understand the MPF System better, on 20 July the
MPFA and the Hong Kong Journalists Association jointly organized a
media workshop for front-line journalists. The workshop was designed
to explain the operation of the System and its investment regulations, as
well as to clarify some common misunderstandings about the System.

Around 30 journalists attended the workshop, which was hosted
by Cheng Yan-chee, Chief Corporate Affairs Officer and Executive
Director of the MPFA. At the workshop, Joseph Lee, Head (Trustees
Supervision), gave a briefing on the MPF System and how MPF funds
operate and Stella Yiu, Head (Investment Regulation), briefed reporters
on regulations related to MPF investments.

MPF traded according to “forward pricing” mechanism

Joseph explained that MPF funds are traded according to a “forward
pricing” mechanism, but the concept of “forward pricing” may not be
familiar to the public. It means that the trading price is calculated based
on the net asset value of the fund (the gross asset value minus liabilities,
including any fees and expenses), which is only known after the relevant
markets close that day?. Therefore scheme members would not know
the exact trading price of a fund at the time an instruction is placed. This
is different from the pricing of listed stocks, where instant quotes from
buyers or sellers are available.

Joseph also talked about the concept of dollar cost averaging in MPF
investment. As with other monthly investment schemes, MPF scheme
members make contributions every month. Dollar cost averaging means
that they buy fewer fund units when the unit price is high and more
units when the price is low. Since the MPF is designed as a long-term
investment, this investment strategy helps average out the costs of fund
units over time and reduces the impact of short-term market fluctuations
on investments.

2 MPF funds, like other mutual funds in the market, are open-end funds which do not have
restrictions on the number of units that can be issued. Units are bought and sold on demand at
their net asset value which is based on the value of the fund’s underlying securities. Prices of
the underlying securities in an MPF fund may change frequently throughout the day. Valuation of
the fund is determined once daily after the relevant markets close, and this is the price at which
scheme members buy and sell the fund on that day.
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Investment restrictions on MPF funds

Stella then explained various regulations and requirements under the
Mandatory Provident Fund Schemes Ordinance (“MPFSO") governing
investments of MPF funds, designed mainly to achieve diversification
and reduce unnecessary risks. For example, the total amount invested
in any securities and permissible investments issued by a single issuer
must not exceed 10% of the total assets of an MPF fund.

Furthermore, since the intention of the MPF System is to provide
retirement protection for the working population of Hong Kong, MPF
funds are also required by law to have at least 30% exposure to Hong
Kong dollar assets.

Stella also mentioned that there are restrictions in place regarding the
lending and borrowing of securities for MPF funds. MPF funds are
generally not permitted to borrow securities, although they can lend
securities, subject to stringent requirements, including those relating to
collaterals. Trustees must ensure that the lending of securities will bring
additional benefits to scheme members and is in their interests.
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Disciplinary order imposed
on MPF intermediary
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One of the major functions of the MPFA is to
regulate MPF intermediaries who engage in
the selling and marketing of MPF schemes.
The MPF legislation confers power on the
MPFA to take enforcement actions against
non-compliant MPF intermediaries. Recently,
the registration of an MPF intermediary
was suspended for two months, after the
intermediary was convicted of making a false
and misleading statement to the MPFA.
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It was revealed that the intermediary involved in the case submitted
a "Request for Preserved Account Details Authorization Form” to the
MPFA for the purpose of checking the personal account information of a
scheme member. She declared on the form that she had duly obtained
the scheme member’s authorization to perform the checking but in fact
she had not. She was convicted of contravening section 43E(1) of the
MPFSQO'.

Following up, the MPFA concluded that her act revealed dishonesty
and lack of integrity on her part, and that she had fallen short of public
expectations on her as an MPF intermediary. The MPFA decided to
impose a disciplinary order to suspend her registration as an MPF
intermediary for two months.

The MPFA would like to remind all intermediaries that when checking
and consolidating scheme members’ personal accounts, prior
authorization from the relevant scheme members should be obtained.
Anyone who violates section 43E(1) of the MPFSO by making a false
or misleading statement may be fined $100,000 and imprisoned for 12
months.

The statutory regulatory regime for MPF intermediaries came into effect
in November 2012. Under this regime, the MPFA and three frontline
regulators — the Monetary Authority, the Insurance Authority and the
Securities and Futures Commission — work together to supervise MPF
intermediaries with each having different powers and responsibilities.
The MPFA works closely with the frontline regulators, discussing
the progress of different cases and sharing views on regulatory and
enforcement issues in relation to MPF intermediaries.

The MPFA may impose disciplinary orders against MPF intermediaries for
breaching the MPFSO. These orders include revocation, disqualification,
suspension of registration for a period determined by the MPFA, public or
private reprimand and imposition of a pecuniary penalty.

T Section 43E(1) of the MPFSO provides that any person who, in any document given to the MPFA,
an approved trustee or an auditor of an approved trustee or of a registered scheme, makes a
statement that the person knows to be false or misleading, or recklessly makes a statement which
is false or misleading, commits an offence.



10 | MPF UPDATES &£ E)&E MPF UPDATES %&£ &% 11
E S &ak=
i & Bl HE
MPF Updates
[ a3 | 75 at 3
Good MPF Employer Award v

T 4 JR 1 A A A SR [ AR e AR ] R R

B T A AR L i B AR 900 1y R R 4R 4 R 3
2016 ﬁ?ﬁ‘]ﬂi"*‘{’ﬁﬁiﬁ%)ﬁﬁﬂﬁﬁ& ¥ > FIMEAEA BE - 2015-16 4FJE K [ B4 IR | LE‘@ 1%{

. B TESS JitL 25 F IR A 10 H 4 B ERAT BT A R I Good MPF Employer

o] B 3 A 4 B A AR Y e & W er st o (RS IR T | BT af s
B 0 s A MM AL O O 2 i WREELUE - [RESHI BT RER
2016 OECD/IOPS Global Forum on Private Pensions B [RE4e e T | ket o

ZZN

PR AT # o A 2R N M R R0 I R IR LS o AR ) [ R iR T IR E B UREE— IRk
. LA > R AL BB P 4 4E -
QEQES:E @::‘::‘ IQPS

2016 0€CD / IOPS Global Forum on Private Pensions

“Making Private Pensions Work Better”

The MPFA is running the Good MPF Employer Award (GMEA) for the second year. This year, more
than 900 applications and nominations have been received, breaking last year’s record. Awardees of the
GMEA 2015-16 will be invited to an award presentation ceremony to be held on 4 October 2016, where
they will receive a certificate. All awardees will be entitled to use the Award logo on their websites,
promotional materials and stationery, and in their advertisements.

To encourage employers’ participation in the Award, some trustees will provide incentives to awardees,
including one-off bonus units to employees of the awardees or special management fees rebate.
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As a member of the International Organisation of Pension Supervisors (IOPS), the MPFA has been
actively participating in IOPS activities and meetings to share its experience and exchange views with
members from other countries, and to keep abreast of the latest developments in pension systems
at the international level.

To round off the 15th anniversary year of the MPF System coming into operation, on 9-10 November, TR -

the MPFA is, for its first time, co-hosting the annual OECD/IOPS Global Forum on Private Pensions,

in collaboration with the Organisation for Economic Co-operation and Development (OECD) and the The MPFA launched an e-Cheque collection portal on its website on 8 September which accepts
IOPS. The theme of the Global Forum is “Making Private Pensions Work Better”, which will involve payments by e-Cheque. This initiative helps make the handling of these payments more convenient and
exploring current trends in global private pension systems, and looking at the ways in which pension efficient.

regulatory and supervisory authorities manage and respond to the evolution of these systems. The

event will also highlight Hong Kong's role within the broader framework of international efforts to The MPFA receives around 18,000 payments every year, mostly in paper cheques. These payments
improve the quality and effectiveness of private pension systems, including how they are supervised. include outstanding MPF contributions paid by employers to the MPFA for their employees; periodic

fees, application fees and other payments from employers of occupational retirement schemes; and
certain fees from MPF trustees. The e-Cheque collection portal helps improve efficiency by providing an
additional payment method for these payers who can issue e-Cheque anytime and anywhere.
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Under the MPF System, if a scheme
member is declared bankrupt, will the
member’'s MPF benefits be used to
repay debts?

%‘: 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
#it Website  www.mpfa.org.hk
Q@ it Address EBZBFRERS1BRNEES PO 1282
Level 8, Tower 1, Kowloon Commerce Centre, ”"-EW# ®
Carlngorgamsatlon

51 Kwai Cheong Road, Kwai Chung, Hong Kong PRt
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