%

CB(1)2175/08-09(02) @
R e &3 R
A & e

REVIEW OF MANDATORY PROVIDENT
FUND SCHEMES COMPENSATION FUND

20097 7% 6F
6 July 2009



~ & p &7 Purpose

R EBEE] M
Z RN

12 ﬁ%éﬁ R A & B
PFokT et AGIR A PR A

o

¢ Seek Members’ views on the results of the review
conducted by the MPFA on the optimal level of the

Mandatory Provident Fund Schemes Compensation
Fund
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Purpose of the Compensation Fund:

» compensate scheme members for losses due to misfeasance or illegal
conduct committed by the trustees or other persons concerned with the
administration of MPF schemes

Financial source:
> grant of HK$600 million from the Government as seed money in 1999

» Annual levy from MPF schemes at 0.03% of the net asset value of the MPF
schemes
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As of 30 April 2009, the net asset value of the
Compensation Fund stood at HK$1,200 million

No claim has been made from the Compensation Fund
so far
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Local experience:
» Investor Compensation Fund and Deposit Protection Scheme

» Both adopt a hybrid funding approach which provides for ex-ante and ex-post
collection of funds

» Optimum reserve levels and levy rates are determined using statistical models based on
claims experience, either local or overseas

Overseas experience:

» not many pension systems which have set up compensation funds for frauds around
the world

» Examples are Australia and the United Kingdom
» Adopt an ex-post approach
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Possible parameters and Latest Market Development
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+  Existing level of the MPF Compensation Fund of about HK$1,200 million may provide
coverage as shown below -

>
>
>
>
>

0.5% of total MPF scheme assets

2%0-9% of the assets held by each of the 6 largest MPF trustees
all of the assets held by each of the 5 smallest MPF trustees
4%0-9% of the assets held by each of the 7 largest MPF schemes
all of the assets held by each of the 11 smallest MPF schemes

¢ Recent financial turmoil
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To retain the current levy rate of 0.03% and review the issue again in 18 to 24
months’ time

Justifications:
» Recent financial crisis

» The average impact of the levy on each enrolled member is only about
HK$19 a year
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Compensation Fund to Cover Default Contributions (1)
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Background

» Opportunity taken to examine if the scope of the Compensation Fund should
be extended to cover default mandatory contributions owed by insolvent
employer companies

Proposal

> not to extend the scope of the Compensation Fund to cover default mandatory
contributions owed by insolvent employer companies for the time being
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Compensation Fund to Cover Default Contributions (2)
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Justifications:

>
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Fundamentally change the objective of the Compensation Fund
Equity concerns
Unscrupulous employers may abuse the Compensation Fund

Employees may have less incentive to report default contributions by
their employers
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