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» Toseek Members view on review results of Compensation
Fund

e Optimum reserve level
o Levying mechanism
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Compensating for losses due to misfeasance/ illegal conduct
by trustees/ relevant per sons concerned with scheme
administration

Reviews conducted in 2006 and 2009

FA Panel agreed in 2009 to retain current levy rate of 0.03%
and review again in 18 to 24 months’' time
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Circumstances of Compensation Fund
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» Asof 31 July 2011, net asset value of Compensation Fund
at $1.44 billion

» No claam has been made
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Scheme administration and fund gover nance of M PF
schemes

Adjustment of min / max levels of relevant income
Increase in voluntary contributions

Employee Choice Arrangement

Global financial crisis
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L ocal experience:
e Investor Compensation Fund (ICF)
o Deposit Protection Scheme Fund
o Policyholders Protection Fund
Over seas experience:

o Not many pension systems have set up compensation funds for
frauds, e.g. Australia & UK
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» Hybrid approach

o Given that trustees must satisfy stringent reguirements, chance
of payment from Compensation Fund should be small

« FA Pane members generally supported adopting a hybrid
funding approach in the 2009 review

o Certain level of reserve = immediate payment can be made to
scheme members

o Reservedepleted - charge compensation levy to M PF schemes,
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» Make reference to objective parameters which indicate the
extent of coverage of MPF Compensation Fund when a
relevant event occurs

» More likely risk which may result in claims is breach of
Investment restriction by M PF service provider
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» Lower reservelevel set based on the following assumption:

e Maximum loss to an MPF scheme due to a single investment limited to
10% of scheme assets, given the 10% M PF diver sification requirement

o Reasonablereservelevel at 10% of average amount of assetsin an MPF
scheme

e Total MPF scheme assets as at 31 July 2011 at $388 billion >
reasonable reserve level would be about $995 million

> Proposeto adopt $1 billion asthe lower reserve level
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For ICF, upper and lower reserve level is $1 billion and $1.4 billion
respectively, i.e. upper level isequal to 140% of lower reserve leve

Adopting a similar relationship between the upper and lower reserve
levels for Compensation Fund, upper reserve level for Compensation
Fund would be $1.4 billion
Propose to adopt $1.4 billion asthe upper reserve level
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» As Compensation Fund has reached $1.4 billion, collection of
Compensation Fund levy could be suspended

» Reduce scheme expenses by 0.03% per year = go towards
members’ retirement protection
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NAV of Compensation Fund asat 31 March each year used asreference
< $1billion ->MPFA toissue notice by 30 Nov
—>re-impose levy from financial period of MPF schemes
commencing in the following calendar year
> $1.4 billion >MPFA toissue notice by 30 Nov
->suspend levy from financial period of M PF schemes
commencing in the following calendar year
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