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LEGISLATIVE COUNCIL BRIEF

Mandatory Provident Fund Schemes Ordinance
(Chapter 485)

MANDATORY PROVIDENT FUND SCHEMES (AMENDMENT)
BILL 2015

INTRODUCTION

At the meeting of the Executive Council on 3 November 2015, the
Council ADVISED and the Chief Executive ORDERED that the Mandatory
Provident Fund Schemes (Amendment) Bill 2015 (the Bill), at Annex,
should be introduced into the Legislative Council (LegCo) on
25 November 2015 to -

(@) mandate each trustee to —

(i)  provide in each scheme a Default Investment Strategy (DIS)
which is subject to fee control,

(i) invest the accrued benefits of a default scheme member (a
member who has not made a fund choice) in the DIS;

(i) transfer the pre-existing accrued benefits of an existing
default scheme member to the DIS in accordance with the
transitional arrangements provided in the Bill; and

(iv) allow other non-default scheme members access to the DIS;
and

(b) make legislative amendments to improve operational efficiency of
the Mandatory Provident Fund (MPF) System.

JUSTIFICATIONS FOR KEY PROPOSALS

(1) Default Investment Strategy

2. The primary objective of the proposed DIS' is to address the
problems of high fees and difficulty in making investment choices in the

! The proposed “DIS” was previously called “Core Fund” in the relevant consultation paper. The term
“DIS” is used for legislative purpose as it reflects more accurately that we are introducing a regulated
default investment option which contains two constituent funds.
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MPF System by regulating the default investment arrangements. At
present, a trustee will invest the accrued benefits of a default scheme
member (i.e. a member who does not make a choice of investment funds) in
a default constituent fund (CF) as determined by the trustee. There is no
regulation on the design of default CFs, resulting in a mosaic of CFs (e.g.
mixed asset funds, capital preservation funds or guaranteed funds) and
strategies (e.g. allocating accrued benefits into one single CF or across
multiple CFs, adopting Target Date” or Life Cycle® approaches) as the
default arrangements in different schemes. As a result, the investment
objectives, risk levels, fee levels and investment returns of existing default
investment arrangements vary widely across different schemes. Some
existing default CFs may not suit the long term investment objective of
retirement savings.

3. To improve the default investment arrangements to better protect
the interests of scheme members, we propose to mandate statutorily that
each trustee is to provide, in each scheme, a regulated, highly standardised
DIS which is consistent with the objective of long term retirement savings.
With reference to the recommendations of a research study by the
Organisation for Economic Co-operation and Development and international
practices, the DIS will adopt globally diversified and de-risking investment
principles. Globally diversified investment principle means that assets will
spread across a range of local and overseas markets to achieve
diversification benefits, whereas de-risking investment principle means that
a scheme member’s exposure to relatively higher risk assets will be reduced
as the member approaches the age of retirement. De-risking is to be
achieved by annual adjustment of asset allocation gradually from the Core
Accumulation Fund to the Age 65 Plus Fund under the DIS.
Characteristics of the two CFs are —

(@ Core Accumulation Fund - a mixed asset CF which targets to
invest 60% of the net asset value (NAV) of the CF in higher risk
investments (i.e. predominantly in global equities) and 40% in
lower risk investments (i.e. predominantly in global bonds).
Allowing for price drift and active asset allocation, its actual
exposure to higher risk investments may vary between 55% and
65% of the NAV of the CF at any point in time; and

2 The target date approach makes use of a series of CFs in the scheme, each targeting a different

retirement year (e.g. a 2020 Fund, 2025 Fund, 2035 Fund). A trustee will invest the scheme member’s
accrued benefits in the CF that targets a retirement year that is closest to the retirement year of the
member concerned. For example, if a scheme member would reach age 65 in the year of 2020, his
accrued benefits will be invested in the 2020 Fund. The asset allocation within each CF will be
adjusted over time to reduce risk.

The life cycle approach invests the scheme member’s accrued benefits across several CFs and then
automatically adjusts the proportion of that member’s investments in those CFs over time. A trustee
does not adjust the asset allocation within each CF itself but reduces risk, for example, by increasing
the proportion invested in less risky CFs over time.
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(b) Age 65 Plus Fund - a mixed asset CF which targets to invest 20%
of the NAV of the CF in higher risk investments and 80% in lower
risk investments. Similarly, its actual exposure to higher risk
investments may vary between 15% and 25% of the NAV of the
CF at any point in time.

4, De-risking will commence when the DIS member reaches the age
of 50 and be completed by the time the member reaches the age of 65, when
he is entitled to withdraw his accrued benefits on the ground of attainment
of retirement age. In other words, the accrued benefits of a DIS member
who is between the age of 18 to 49 will be invested in the Core
Accumulation Fund only. From the age of 50 onwards, his accrued
benefits in the Core Accumulation Fund will be gradually switched to and
completely invested in the Age 65 Plus Fund by the time he is 65.

5. The DIS is subject to fee control. We will mandate statutorily
that the total payment of fees (not including out-of-pocket expenses)
charged to the Core Accumulation Fund, the Age 65 Plus Fund or a DIS
member cannot exceed a prescribed maximum rate to be specified in the
law, i.e. a daily rate equivalent to an annualised rate of 0.75% of the NAV of
the CF. Such total payments include those asset based fees paid for the
services, provided by the following parties —

(a) the trustee;

(b) the administrator, investment manager, custodian and their
delegates; and

(c) the sponsor and promoter of a scheme,

and the same types of fees chargeable to underlying investment funds. We
will review the fee cap regularly with a view to adjusting the level
downward further in the future.

(A) Investment and Transitional Arrangements

6. After commencement of the new statutory DIS arrangements, a
trustee has to invest the accrued benefits of a new scheme member who has
not given any investment instruction into the DIS. An existing scheme
member may also select the DIS by giving his trustee an investment
instruction to do so. For an existing default scheme member who has not
given investment instructions for all his accrued benefits, a trustee is
required to notify him in writing that, if no reply has been received from the
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member for all or part of those benefits after the expiry of a 42-day opt-out
period, such benefits will be transferred to and invested into the DIS within
14 days after the opt-out period. However, the accrued benefits in an
account of a default scheme member who is aged 60 and above before the
commencement of the DIS arrangements will not be invested into the DIS
according to the aforesaid arrangement, because the de-risking strategy is
unlikely to bring significant benefits to an older member who is about to
retire. Further, the accrued benefits of a default scheme member currently
invested in guaranteed funds will not be invested into the DIS if it will cost
the member the promised return in the circumstance that the guaranteed
value of his investment fund is higher than its market value.

(B) Consequences of Non-compliance

7. The existing statutory reporting requirements for CFs, the existing
inspection and investigation powers of the Mandatory Provident Fund
Schemes Authority (MPFA) will be equally applicable to the CFs of the
DIS. In addition, the CFs of the DIS will have to comply with the
additional specific investment and fee-related reporting requirements to
facilitate MPFA’s assessment of the trustee’s compliance with the DIS
requirements (e.g. investment principles and fee cap). We also propose
that MPFA should be empowered to request a trustee to provide an auditor’s
investigation report on its compliance with the DIS if MPFA reasonably
believes that the trustee has failed to comply with DIS-related requirements
such as failure to transfer a default scheme member’s accrued benefits to the
DIS.

8. Sanctions against a trustee’s failure to comply with DIS-related
requirements include revocation of its approval as an approved trustee,
suspension or termination of its administration of the scheme by MPFA and
financial penalties. At present, a trustee’s failure to invest a scheme
member’s accrued benefits according to the member’s instruction is neither
regulated nor subject to express statutory sanctions. We propose to
introduce a new requirement and financial penalty against such a failure.

(C) Legislative Approach

Q. The essential elements of the new default investment framework
will be set out in the MPF Schemes Ordinance (Cap. 485) (MPFSO) and the
MPF Schemes (General) Regulation (Cap. 485A) (General Regulation).
These include the requirements for trustees to provide and make available a
DIS in each scheme, the standardised parameters dictating the investment
principles of the DIS, the fee control mechanism, transitional arrangements
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and consequences of non-compliance by trustees, etc. The Secretary for
Financial Services and the Treasury (SFST) is proposed to be the authority
to amend, by notice published in the Gazette subject to negative vetting by
LegCo, investment principles such as the risk exposure level of DIS CFs and
the level of the fee cap, given the need to allow timely changes to the
investment products in view of market developments and timely downward
adjustment of the fee cap to better protect scheme members’ benefits.
Specific procedural and operational requirements will be set out in
administrative guidelines to be issued by MPFA to allow certain flexibility
to cater for market changes and allow swift regulatory responses to curtail
possible circumvention of the fee cap. These will include what investment
instruments are regarded as “higher risk assets” and operational details for
calculating the fees for the purpose of complying with the fee cap.

(1) Other Amendments

10. We will also take this opportunity to introduce the following
minor improvements to the MPFSO and the General Regulation to ensure
consistency in enforcement and facilitate daily administration —

(@) standardising the criminal sanction for making a false or
misleading statement in connection with matters under an MPF
scheme or an MPF exempted occupational retirement (ORSO)
registered scheme such that the dishonest act* will be an offence
prosecutable under the MPFSO. Currently, the dishonest act in
relation to the MPF exempted ORSO registered schemes is not an
offence under the MPFSO. MPFA can only report such a
dishonest act to the Police for investigation under the Crimes
Ordinance (Cap. 200);

(b) removing the requirement of publishing the prescribed savings
rate (PSR) (i.e. interest rate for Hong Kong dollar savings
account) by MPFA in newspapers and empowering MPFA to
publish the rate in a manner that it considers appropriate (e.g. on
its website). This will save MPFA $70,000 annually. PSR is
used by trustees for calculating fee deduction for -capital
preservation funds; and

(c) adding a new definition of “specified working day” such that
Saturday will be excluded when counting the time limit for certain
reporting obligations by trustees (e.g. removal of auditor) because
Saturday is generally not a business day of the fund industry,

*  For example, providing a false statement to a trustee for withdrawing accrued benefits of an MPF

scheme or minimum MPF benefits of an MPF exempted ORSO registered scheme.
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trustees and other MPF service providers. The proposed
amendment will help facilitate trustees’ administration without
affecting scheme members’ interests, especially in cases where the
statutory reporting time limit is relatively short (e.g. two to seven
working days).

OTHER OPTIONS

11.

There is no alternative option other than legislative amendments to

effect the proposals.

THE BILL
12. The main provisions of the Bill are set out as follows —

(@) clause 5 adds a new section 27(2A) to the MPFSO to make it a
duty for the trustee of a registered scheme to invest a scheme
member’s accrued benefits according to the member’s selections;

(b) clause 8 adds a new Part 4AA to the MPFSO to provide matters

concerning the DIS, including adding —

(i) anew section 34DB to require each trustee to provide in the
Governing Rules (GRs) of each scheme a DIS that complies
with the statutory requirements set out in the Bill, to invest
the accrued benefits of a default scheme member according
to the DIS and to ensure that the strategy is available for
selection by scheme members;

(i) anew section 34DC to require the trustee to comply with the
fee control mechanism in relation to the DIS;

(iii) a new section 34DD to empower SFST to amend by notice
published in the Gazette Schedule 10 (in respect of
investment principles) and Schedule 11 (the percentage for
calculation of the cap on the payment for services related to
the DIS); and

(iv) new sections 34DE to 34DL to provide for the transitional
and savings arrangement for accrued benefits held in
pre-existing accounts of scheme members;



(f)

(9)

(h)

clause 11 adds new Schedules 10 and 11 to the MPFSO to specify
respectively the DIS investment principles and the percentage for
calculation of the cap on the payment for services related to the
DIS;

clauses 6, 15, 21, 23 and 24 amend section 30 of the MPFSO and
sections 39, 75, 102 and 103 of the General Regulation
respectively to specify the DIS compliance regime;

clauses 4 and 7 amend sections 20B and 33 of the MPFSO to
empower MPFA to revoke the approval of a trustee as an
approved trustee, suspend or terminate a trustee’s administration
of a registered scheme if a trustee fails to comply with the
trustee’s statutory obligations relating to the DIS requirements,
and clause 26 amends Schedule 4 to the General Regulation to
prescribe the financial penalties in relation to non-compliance of
DIS-related requirements and the duty for a trustee to invest a
scheme member’s accrued benefits according to the member’s
instructions;

clause 9 amends section 43E of the MPFSO to provide that
making a false or misleading statement to a trustee of an MPF
exempted ORSO registered scheme is a summary offence under
the MPFSO;

clause 14 amends the definition of PSR in section 37 of the
General Regulation to remove the requirement for MPFA to
publish the rate in a Chinese language newspaper and an English
language newspaper in Hong Kong and to empower MPFA to
publish the rate in a manner that it considers appropriate; and

clauses 16, 17, 18, 19, 22 and 25 amend sections 42C, 42D, 42E,
62, 99 and 117 of the General Regulation to exclude Saturday for
the purposes of calculating the time limit of certain reporting
obligations of trustees and other specified parties.



LEGISLATIVE TIMETABLE

13. The legislative timetable is as follows —
Publication in the Gazette 13 November 2015

First Reading and commencement
of Second Reading debate 25 November 2015

Resumption of Second Reading
debate, committee stage and
Third Reading to be notified

14, Immediately after the passage of the Bill, MPFA will publish
administrative guidelines as soon as possible to facilitate trustees to apply to
MPFA and the Securities and Futures Commission for approving the DIS
CFs and amended GRs.  Assuming that the Bill can be passed by the end of
the first quarter of 2016, it is expected that approvals for the DIS CFs and
amended GRs can be completed by the third quarter of 2016, such that the
DIS can be launched before end 2016 when existing scheme members may
select the DIS and new default scheme members’ accrued benefits will be
invested in the DIS. Taking into account the time required for trustees to
Issue opt-out notification to existing default scheme members (i.e. a
six-month period), existing default scheme members to respond to the
opt-out notification (i.e. a 42-day period) and trustees to process subsequent
investment instructions (i.e. a 14-day period) (see paragraph 6 above), it is
expected that the DIS arrangements will be fully implemented by the end of
the third quarter of 2017.

IMPLICATIONS OF THE PROPOSAL

15. The legislative proposals are in conformity with the Basic Law,
including the provisions concerning human rights.  The Bill will not affect
the current binding effect of the MPFSO and the Occupational Retirement
Schemes Ordinance (Cap. 426). The legislative proposals have no
significant financial and civil service, productivity, environmental,
sustainability, family and gender implications. As to economic
implications, the proposals which seek to further enhance the MPF System,
in particular the proposal to provide regulated “default” CFs that are
consistent with the objectives of retirement savings will enhance the efficacy
of the MPF System in providing retirement protection for the working
population. If the fee-controlled DIS can achieve a return comparable to
that of similar CFs (such as mixed asset or target date funds) but with a



lower fee, it will have a benchmarking effect to exert pressure on the market
to reduce fees of other CFs generally.

PUBLIC CONSULTATION

16. The Government and MPFA jointly launched a three-month public
consultation on the proposed introduction of a “Core Fund” from June to
September 2014. A wide spectrum of the community had responded to the
consultation.  Of the 266 responses received, the majority of the
respondents (more than 80%) agreed with the proposed general direction of
the proposals, including the fee control mechanism (60%) and the adoption
of a standardised investment strategy (70%) by the Core Fund.

17, We briefed the LegCo Panel on Financial Affairs (the Panel) on
the major legislative proposals on the DIS on 6 July 2015. The Panel
supported the proposals in principle but raised questions on whether the
Government could further lower the proposed level of fee cap and provide
guaranteed investment returns for DIS members. The Panel also cautioned
that the Bill should be drafted tight enough to plug loopholes for fee
switching by trustees. We explained to the Panel, and on different
occasions, that the policy objective of the proposal is to improve the system
design for protection of scheme members instead of providing guaranteed
investment returns under the MPF System. We also emphasised that the
DIS should be operated by the market and will not consider the operational
model of establishing a public trustee. Considering that this is the first
time a fee control element is introduced in the System, we will keep the DIS
operation under review before considering the feasibility of introducing an
even more stringent fee cap. The Bill has specific provisions to prevent fee
switching.

PUBLICITY

18. The Financial Services and the Treasury Bureau and MPFA will
organise briefing for the media.



BACKGROUND

19. The MPF System is a privately run scheme-based system under
which employers, self-employed persons and employees are required to
make mandatory contributions into a specific scheme chosen by the
employers or self-employed persons (as the case may be). During scheme
enrolment and at any time thereafter, a scheme member can choose to invest
his accrued benefits in one or more CFs under the scheme. If the scheme
member has not made any CF choice, the trustee will invest the accrued
benefits in one or more CFs as determined by the trustee according to the
GRs. According to a survey conducted by MPFA in 2013, despite
on-going publicity and education programmes, about 24% of scheme
members claimed that they had never made any CF choice for reasons
including not knowing how to make such choice (33.5%), being too busy
(14.6%) and relying on default funds (11.2%). A separate industry survey
conducted earlier suggested that less than 20% of scheme members
(involving less than 10% of total assets) were default scheme members.

ENQUIRIES

20. Enquiries in relation to the LegCo Brief should be directed to
Miss Wendy CHUNG, Principal Assistant Secretary for Financial Services
and the Treasury (Financial Services) 3 at 2810 2061.

Financial Services and the Treasury Bureau
10 November 2015
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Part 1 Part 1
Clause 1 1 Clause 2 2

A BILL 2, Enactments amended

The enactments specified in Parts 2 and 3 are amended as set out in -
those Parts.

To

Amend the Mandatory Provident Fund Schemes Ordinance and its
subsidiary legislation to require approved trustees to provide in the
governing rules of registered schemes a default investment strategy
and to invest scheme members’ accrued benefits according to the
strategy in certain circumstances; to specify the requirements of the
strategy; to provide for matters concerning the regulation of the
strategy; to amend the publication requirement for the prescribed
savings rate; to define specified working day for certain reporting
obligations; to amend the offence of making a false or misleading
statement; and to make consequential amendments.

Enacted by the Legislative Council.

Part 1

Preliminary

1. Short title and commencement

(1) This Ordinance may be cited as the Mandatory Provident
Fund Schemes (Amendment) Ordinance 2015.

(2) This Ordinance comes into operation on the expiry of 6-
months beginning on the day on which this Ordinance is
published in the Gazette.



Part 2
Clause 3

Mandatory Provident Fund Schemes {Amendment) Bill 2015

Part 2

Amendments to Mandatory Provident Fund Schemes

Ordinance (Cap. 485)

Section 2 amended (interpretation)
Section 2(1)—
Add in alphabetical order

“default investment strategy (FHEZT & SRHEG), in relation to a
registered scheme, means the default investment strategy
provided in the governing rules of the scheme under
section 34DB(1)(a);”.

Section 20B amended (revocation of approval of approved
trustee)

Section 20B(1)(d)—
Repeal
“section 22; or”
Substitute

(i) section 22;
(ii) section 27(2A);
(iii) section 34DB(1)(a), (b), (c) or (d);
(iv) section 34DC(1) or (4);
(v) section 34DG(1);
(vi) section 34DH(1) or (2);
(vii) section 34DI(2), (3), (4) or (5);
(viii) section 34DJ(2); or

Mandatory Provident Fund Schemes (Amendment) Bill 2015
Part 2
Clause 5 4

(ix) section 34DL; or”.

5. Section 27 amended (duties and powers of approved trustees of
registered schemes)
After section 27(2)—
Add
“(2A) An approved trustee of a registered scheme must invest
the accrued benefits of a scheme member according to

the member’s selection as permitted under the governing
rules.”.

6. Section 30 amended (report of auditor)
(1) Section 30(1)—
Repeal paragraph (b)
Substitute
“(b) to provide a copy of the report to the Authority within
the period specified in the notice.”.
(2) After section 30(1)—
Add

“(1A) If at any time the Authority reasonably believes that an
approved trustee of a registered scheme has failed to
comply with section 34DB(1)(a), (b), (c) or (d), 34DC(1)
or (4), 34DH(1) or (2), 34DI(2), (3), (4) or (5) or
34DJ(2), the Authority may, by written notice served on
the trustee, require the trustee—

(a) to arrange for an auditor (who must be approved by
the Authority)—

(i) to investigate whether or not the trustee has
failed to comply with the provision;



Part 2
Clause 7

Mandatory Provident Fund Schemes (Amendment) Bill 2015

(i)

to investigate any other matters relating to the
trustee or the scheme that may be specified in

‘Mandatory Provident Fund Schemes (Amendment) Bill 2015

3)

the notice; and

(iii) to prepare for the trustee a report on the

investigation; and

(b) to provide a copy of the report to the Authority

within the period specified in the notice.”.
Section 30(2), after “subsection (1) —

Add
“or (1A)”.

(4) Section 30(3), after “subsection (1)"—

Add
“or (1A)”.

Section 33 amended (suspension and termination of approved
trustee’s administration of registered scheme)

(1) Section 33(1)(a)—

@

3)

Repeal

“ or”

Substitute a semicolon.
Section 33(1)(b)—
Repeal the full stop
Substitute

“ or”.

After section 33(1)(by—

Add

“(c) that the trustee has failed to comply with—

(i) section 27(2A);

Part 2
Clause 7
(i) section 34DB(1)a), (b), (c) or (d);
(iii) section 34DC(1) or (4);
(iv) section 34DG(1);
(v) section 34DH(1) or (2);
(vi) section 34DI(2), (3), (4) or (5);
(vii) section 34DJ(2); or
(viii) section 34DL.”.
(4) Section 33(6)(a}—
Repeal
“ o
Substitute a semicolon.
(5) Section 33(6)(b)}—
Repeal the full stop
Substitute
“ or”.
(6) After section 33(6)(b)—
Add
“(c) that the trustee has failed to comply with—
(i) section 27(2A);
(ii) section 34DB(1)(a), (b), (c) or (d);
(iii) section 34DC(1) or (4);
(iv) section 34DG(1);
(v) section 34DH(1) or (2);
(vi) section 34DI(2), (3), (4) or (5);
(vii) section 34DJ(2); or
(viii)  section 34DL.”.



Mandatory Provident Fund Schemes (Amendment) Bill 2015
Part 2
Clause 8

8. Part 4AA added
After Part 4—

Add

“Part 4AA

Default Investment Strategy

Division 1—Preliminary

34DA. Interpretation

In this Part —

commencement date (£ HHH) means the date on which

this Part comes into operation;
DIS constituent fund (a5 1% & RS R 5y FE4) means—

(a) an Age 65 Plus Fund as defined by section 1 of
Schedule 10; or

(b) a Core Accumulation Fund as defined by section 1
of Schedule 10;

pre-existing account (FEA ") means an account of a
scheme member of a registered scheme that was opened
before the commencement date;

specific investment instructions (55 EFEF57R), in relation
to an account of a scheme member of a registered
scheme, means the instructions given by the member to
the approved trustee of the scheme to invest the accrued
benefits in the account according to the member’s
selection as permitted under the governing rules.
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Division 2—Default Investment Strategy
34DB. Approved trustee to invest accrued benefits according to
default investment strategy
(1) An approved trustee of a registered scheme—

(a) must provide in the governing rules of the scheme
a default investment strategy that complies with
Part 2 of Schedule 10;

(b) must ensure that any investment related to the
strategy accords with the requirements under this
Part and Part 2 of Schedule 10;

(c) subject to subsection (2) and Divisions 3 and 4,
must invest the accrued benefits of a scheme
member according to the strategy, unless the
member has given specific investment instructions
for those benefits; and

(d). must ensure that the strategy is available for
selection by scheme members.

(2) Without limiting section 27(2A), the trustee must not

invest the accrued benefits in a pre-existing account of a

scheme member according to the strategy if the member

has reached 60 years of age before the commencement
date.
34DC. Control of payment for services relating to default

investment strategy

(1) Subject to subsection (3), the approved trustee of a
registered scheme must ensure that no payment for the
services specified in subsection (2) may be charged to or
imposed on—

(a) aDIS constituent fund of the scheme; or
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(b) ascheme member who invests in the fund.

The services specified for the purposes of subsection (1)
are services provided in relation to the DIS constituent
fund by—

(a) the approved trustee;
(b) aspecified service provider; or

(c) a person named as the sponsor or promoter in the
governing rules of the registered scheme.

Subsection (1) does not apply to payments for those
services—

(a) that are calculated as a percentage of the net asset
value of the DIS constituent fund,;

(b) that are—

(i) for the services provided by a custodian in
connection with holding, maintaining or
transacting the investments of the fund; and

(ii) customarily not calculated as a percentage of
the net asset value of the fund;

(c) that are for the services relating to the
establishment or winding up of the fund; or

(d) that are charged to the member for obtaining copies
of documents not required to be provided under
this Ordinance.

The approved trustee must ensure that the aggregate of
the total amounts mentioned in paragraphs (a) and (b),
when it is expressed as a percentage of the net asset
value of the DIS constituent fund, does not, in a single
day, exceed the percentage specified in Schedule 11—

(a) the total amount of all payments for the services
specified in subsection (2) that are—
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(i) charged to or imposed on the fund, or a
scheme member who invests in the fund; and

(ii) calculated as a percentage of the net asset
value of the fund; and

(b) the total amount of any proportionate underlying
investment fund fees chargeable to any underlying
investment fund of the fund.

(5) In this section—

proportionate underlying investment fund fee (3ZLLBIFEARE
NEEEHESLE M) in relation to an underlying
investment fund, means an amount that is calculated by
the following formula—

AxB

where—

A is the underlying investment fund fee being
calculated as a percentage of the net asset value of
the underlying investment fund;

B is the proportion of the assets of the DIS

constituent fund that is invested in the underlying
investment fund;

specified person (58 A1), in relation to the definition of
underlying investment fund fee, means—

(a) a person (first mentioned person) whose role in
relation to an underlying investment fund is similar
to that of any of the following persons who provide
services in relation to a DIS constituent fund—

(i) an approved trustee of a registered scheme;

(ii) a specified service provider;
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(iii) a person named as the sponsor or promoter in
the governing rules of the scheme; or

(b) a person who provides services that are identical or
similar. to the services provided by the first
mentioned person;

specified service provider (15U H2EE), in relation to a
registered scheme, means—

(a) the following persons appointed or engaged by the
approved trustee of the scheme to provide services
for the purposes of the scheme—

(i) an investment manager of the scheme;

(i) a custodian of the scheme assets of the
scheme;

(ili) an administrator who administers the scheme
in whole or in part; or

(b) a person to whom the provision of those services is
delegated by such a manager, custodian or
administrator;

underlying investment fund (FBEFEETE HEL %), in relation
to the DIS constituent fund in which the accrued benefits
of a scheme member of a registered scheme is invested,
means any of the following fund or scheme in which
those accrued benefits are directly or indirectly invested
by the fund—

(a) an approved pooled investment fund as defined by
section 2 of the Mandatory Provident Fund
Schemes (General) Regulation (Cap. 485 sub. leg.
A);

(b) an index-tracking collective investment scheme as
defined by section 1(1) of Schedule 1 to that
Regulation;
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(¢) a collective investment scheme as defined by
section 1(1) of Schedule 1 to that Regulation;

underlying investment fund fee (RS EIEE A ESEH)—

(a) means any amount payable for the services
provided in relation to an underlying investment
fund by a specified person; but

(b) does not include the payment for the services
similar to those referred to in subsection (3)(b) and
(c) in relation to a DIS constituent fund.

34DD. Amendment of Schedules 10 and 11

(1) The Secretary for Financial Services and the Treasury
may, by notice published in the Gazette, amend—

(@) Schedule 10, in relation to any or all of the
following matters—

(i) the percentage of the net asset value of the
DIS constituent fund targeted to be invested
in higher risk assets;

(ii) the range of variation of that percentage;

(iii) the age of scheme members specified for an
investment strategy;

(iv) the number of constituent funds used for
investments under the default investment
strategy of a registered scheme;

(v) a percentage set out in the table in section
4(3) of Schedule 10; or

(b) Schedule 11.

(2) A notice made under subsection (1) may contain
incidental, supplementary, consequential, transitional or
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savings provisions that are necessary or expedient in
consequence of an amendment made by the notice.

Division 3—Transitional and Savings Provisions for
Pre-existing Accounts Wholly Invested according to
Default Investment Arrangement

34DE. Interpretation

In this Division—
2

default investment arrangement (FHEZH&EZHE) means a
default arrangement—

(a) provided before the commencement date in the
governing rules of a registered scheme; and

(b) under which the accrued benefits in an account of a
scheme member who has not given any specific
investment instructions for those benefits are
invested;

DIA account (FEEZIGEZHEMR ) means a pre-existing
account of an existing member that meets the description
of section 34DF(b);

existing member (P1H)KE) means a scheme member of a
registered scheme to whom this Division applies under
section 34DF;

reply period ([2|17& ), in relation to a specified notice, means
42 days after the date of the notice;

specified notice (588 7H%1) means a notice that is approved,
or in the form specified, by the Authority for the
purposes of this Division.
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34DF. Scheme members to whom this Division applies

This Division applies to a scheme member of a registered
scheme, if—

(a) the member is below 60 years of age, or becomes
60 years of age, on the commencement date;

(b) immediately before the commencement date, all of
the accrued benefits in a pre-existing account of the
member have been invested according to a default
investment arrangement of the scheme; and

(c) the approved trustee of the scheme reasonably
believes that the trustee has not received specific
investment instructions from the member for those
benefits.

34DG. Accrued benefits in pre-existing account

(1) Unless the approved trustee of a registered scheme has
received specific investment instructions from an
existing member for the accrued benefits in the
member’s DIA account, the trustee must continue to
invest those benefits according to the default investment
arrangement of the scheme.

(2) Subsection (1) does not limit the operation of sections
34DH, 34DI and 34DJ.

34DH. Approved trustee to give specified notice to scheme
member

(1) The approved trustee of a registered scheme must,
within 6 months after the commencement date—

(a) give a specified notice to each existing member in
respect of the DIA account, or each of the DIA
accounts, of the member; and
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)

€)

(b) in the specified notice, inform the member of the
requirements under subsection (2).

Subject to section 34D]J, if, by the expiry day of the
reply period for the specified notice, the trustee has not
received specific investment instructions from the
member for the accrued benefits in a DIA account of the
member, the trustee must, within 14 days after the expiry
day, invest those benefits in the account according to the
default investment strategy of the scheme.

Despite section 27(2A), the trustee must comply with
subsection (2) regardless of any specific investment
instructions received by the trustee from the member for
those benefits within the 14 days referred to in that
subsection.

Locating scheme members whose addresses are unknown

etc.

)

)

This section applies if—

(a) it comes to the knowledge of an approved trustee
of a registered scheme that a specified notice given
to an existing member under section 34DH(1) is
not taken to have been given under section 206(1A)
or (2) of the Mandatory Provident Fund Schemes
(General) Regulation (Cap. 485 sub. leg. A); or

(b) the trustee does not know any contact details of an
existing member that enable the trustee to give the
specified notice to the member under section
34DH(1).

The trustee must proceed to locate the member in the

manner, and within the time limit (time limit), specified

in the guidelines for the purposes of this section.

Part 2
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€)

“

)

(6)

Subject to section 34DJ, if, after subsection (2) has been
complied with, the member cannot be located before the
expiry of the time limit, the trustee must, within 14 days
after the expiry of the time limit, invest the accrued
benefits in the DIA account, or all of the DIA accounts,
of the member, according to the default investment
strategy.

If, after subsection (2) has been complied with, the
member is located before the expiry of the time limit, the
trustee must, within 14 days after the day on which the
member is located—

(a) in a case that falls within subsection (1)(a), give
another specified notice to the member informing
the member of the requirements under subsection
(5); or

(b) in a case that falls within subsection (1)(b), give a
specified notice to the member informing the
member of the requirements under subsection (5).

For the purposes of subsection (4) and subject to section
34D]J, if, by the expiry day of the reply period for the
notice given under that subsection, the trustee has not
received specific investment instructions from the
member for the accrued benefits in a DIA account of the
member, the trustee must, within 14 days after the expiry
day, invest those benefits in the account according to the
default investment strategy of the scheme.

Despite section 27(2A), the trustee must comply with
subsection (3) or (5) regardless of any specific
investment instructions received by the trustee from the
member for those benefits within the 14 days referred to
in that subsection.
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34DJ. Guaranteed funds

(1) ~This section applies to the accrued benefits of an
existing member that have been invested in a guaranteed
fund according to a default investment arrangement of
the scheme.

(2) For the purposes of section 34DH(2) or 34DI(3) or (5),
the approved trustee of the scheme must not invest those
benefits according to the default investment strategy of
the scheme if, on the expiry day, the market value of
those benefits is less than the value guaranteed by the
fund to be paid to the member on that day.

(3) In this section—
expiry day (J& H)—
(a) in relation to section 34DH(2), means the expiry
day referred to in that section;
(b) in relation to section 34DI(3), means the day on

which the time limit referred to in that section
expires; or

(¢) inrelation to section 34DI(5), means the expiry day
referred to in that section,

guaranteed fund ({7585:4) means a constituent fund that
provides a guaranteed return of capital, income on
capital or both the capital and the income.

Division 4—Transitional and Savings Provisions for
Pre-existing Accounts Partially Invested according to

Default Investment Arrangement

34DK. Interpretation

In this Division—
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34DL.

default investment arrangement (VESRTSEZEHE) has the
meaning given by section 34DE.

Accrued benefits continue to be invested according to
default investment arrangement

If—

(a) a scheme member of a registered scheme is below
60 years of age, or becomes 60 years of age, on the
commencement date; and

(b) immediately before the commencement date, part
of the accrued benefits in a pre-existing account of
the member have been invested according to a
default investment arrangement of the scheme,

then, the approved trustee must continue to invest part of the
accrued benefits in the account according to the arrangement
unless the trustee has received specific investment instructions
from the member for those benefits.”.

9. Section 43E amended (offence to make false or misleading
statement)

M

@

Section 43E(1), after , an approved trustee”™—
Add
¢ atrustee of a relevant scheme”.
After the end of section 43E—
Add
“(3) In this section—

relevant scheme (75 FEEHE]) has the meaning given by
section 1(1) of Schedule 2 to the Mandatory Provident
Fund Schemes (Exemption) Regulation (Cap. 485 sub.
leg. B).”.
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10. Section 48 amended (amendment of Schedules)
Section 48(1)—
Repeal
“the Schedules”
Substitute

“Schedules 1 to 8”.

11. Schedules 10 and 11 added
At the end of the Ordinance—
Add

“Schedule 10

[ss. 34DA, 34DB &
34DD]

Requirements for Default Investment Strategy
Part 1

Preliminary

1. Interpretation
In this Schedule—

Age 65 Plus Fund (65 5%1%%5%), in relation to a registered
scheme, means the constituent fund made available in
the scheme under section 2(a) of this Schedule;

Core Accumulation Fund (1%.0>EfEE$), in relation to a
registered scheme, means the constituent fund made
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2.

available in the scheme under section 2(b) of this
Schedule;

higher risk assets (¥ 5 JE\ & & ) means any assets
identified as such in the guidelines for the purposes of
this Schedule. :

Part 2

Requirements for Default Investment Strategy

Constituent funds

The approved trustee of a registered scheme must make
available in the scheme the following constituent funds for
investments under the default investment strategy of the

scheme—

(@)

(b)

a constituent fund investing in a globally
diversified manner that targets to invest 20% of the
net asset value of the fund in higher risk assets, but
the investment in those assets may vary from 15%
to 25% of the net asset value of the fund at any
point in time (Age 65 Plus Fund);

a constituent fund investing in a globally
diversified manner that targets to invest 60% of the
net asset value of the fund in higher risk assets, but
the investment in those assets may vary from 55%
to 65% of the net asset value of the fund at any
point in time (Core Accumulation Fund).
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3.

Investment strategy for scheme members who are below
50 years of age

The approved trustee of a registered scheme must invest the
accrued benefits of a scheme member who is below 50 years
of age solely in the Core Accumulation Fund.

Investment strategy for scheme members who are 50 years
of age or above but below 65 years of age

(1) Subject to section 34DB(2), this section applies to a
scheme member of a registered scheme who is 50 years
of age or above, but below 65 years of age.

(2) The approved trustee of the scheme must—

(a) invest the accrued benefits of the member in the
Core Accumulation Fund and the Age 65 Plus
Fund;

(b) ensure that in each year, the member’s investments
in the Core Accumulation Fund and the Age 65
Plus Fund respectively, each relative to the
member’s total investments in both funds, are of
the percentages set out in columns 2 and 3,
opposite to the member’s age in column 1, of the
table in subsection (3); and

(c) for accrued benefits in the member’s account in a
particular year that have not been invested, invest
those benefits in the Core Accumulation Fund and
the Age 65 Plus Fund according to the proportion
expressed in the percentages set out in columns 2
and 3, opposite to the member’s age in column 1,
of the table in subsection (3).

(3) The table of percenta es for the purposes of subsection
g
(2) is as follows—

Part 2
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Column 1 Column 2 Column 3
Core Accumulation | Age 65 Plus
Age Fund Fund
50 93.3% 6.7%
51 86.7% 13.3%
52 80.0% 20.0%
53 73.3% 26.7%
54 66.7% 33.3%
55 60.0% 40.0%
56 53.3% 46.7%
57 46.7% 53.3%
58 40.0% 60.0%
59 33.3% 66.7%
60 26.7% 73.3%
61 20.0% 80.0%
62 13.3% 86.7%
63 6.7% 93.3%
64 0.0% 100.0%

Investment strategy for scheme members who are 65 years
of age or above

Subject to section 34DB(2), the approved trustee of a
registered scheme must invest the accrued benefits of a
scheme member who is 65 years of age or above solely in the
Age 65 Plus Fund.
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6. Investment strategy for scheme members whose age is
uncertain

The approved trustee of a registered scheme must invest the
accrued benefits of a scheme member solely in the Age 65
Plus Fund if the trustee is not aware of the age of the member.

Schedule 11

[ss. 34DC & 34DD]

Percentage Specified for Purposes of Section
34DC(4)

1. The percentage for the purposes of section 34DC(4) is a daily

rate calculated by the following formula—

0.75%
A

where—

A is the number of days in the year.”.
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Part 3

Amendments to Mandatory Provident Fund Schemes
(General) Regulation (Cap. 485 sub. leg. A)

12. Section 2 amended (interpretation)
Section 2—
Add in alphabetical order

“specified working day (}5A__{EH) means any day other
than—

(a) apublic holiday;
(b) aSaturday; or

(¢) a gale warning day or black rainstorm warning day
within the meaning of section 71(2) of the
Interpretation and General Clauses Ordinance
(Cap. 1);".

13. Section 36 amended (scheme may consist of a single constituent
fund or of separate constituent funds)

(1) Section 36, heading—
Repeal
“a single constituent fund or of separate”
Substitute
“3 or more”.
(2) Section 36(1)—
Repeal
“a single constituent fund, or of 2”
Substitute
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663),'
14. Section 37 amended (provisions relating to capital preservation
fund)
Section 37(8), definition of prescribed savings rate—
Repeal

“by notice published in a Chinese language newspaper and an
English language newspaper circulating in Hong Kong”

Substitute
“by notice published in a manner that the Authority considers
appropriate”. :
15. Section 39 amended (control objectives and internal control
procedures to be maintained for each registered scheme)
After section 39(2)(c)—
Add

“(ca) ensuring that the following provisions of the Ordinance
are complied with in relation to the scheme—

(i) section 27(2A);

(ii) section 34DB(1)(a), (b), (c) and (d);

(iii) section 34DC(1) and (4);

(iv) section 34DG(1);

(v) section 34DH(1) and (2);

(vi) section 34DI(2), (3), (4) and (5);
(vii) section 34DJ(2);
(viii) section 34DL;”.

—
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16. Section 42C amended (Authority’s consent required in respect
of persons proposing to become shadow directors)
Section 42C(6), before “working days”—
Add
“specified”.
17. Section 42D amended (Authority’s consent required in respect

of persons proposing to become substantial shareholders)
Section 42D(2) and (3), before “working days”—
Add

“specified”.

18. Section 42E amended (Authority may object to existing
controllers)

Section 42E(10), before “working days”™—
Add

“specified”.

19. Section 62 amended (approved trustee to notify Authority of
events of significant nature)

Section 62(1)(a), before “working day”—
Add

“specified”.

20. Section 66 amended (approved trustee permitted to deduct
from scheme members’ accounts amount in respect of
administrative expenses)

Section 66, after “Subject to this Regulation™—
Add
“and section 34DC of the Ordinance”.
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21. Seection 75 amended (service providers to report certain matters
to Authority)
Before section 75(1)(a)—
Add
“(aa) becomes aware that the approved trustee of the scheme
is not complying with any of the following provisions of
the Ordinance—
. (i) section27(2A);
(i) section 34DB(1)(a), (b), (c) or (d);
(iii) section 34DC(1) or (4);
(iv) section 34DG(1);
(v) section 34DH(1) or (2);
(vi) section 34DI(2), (3), (4) or (5);
(vi) section 34DJ(2);
(viii) section 34DL; or”.
22, Section 99 amended (removal and resignation of auditor)
Section 99(2), (3), (7) and (8), before “working days”—
Add
“specified”.
23. Section 102 amended (auditor to report on financial statements
etc.)
(1) Section 102(2)(d)—
Repeal
“with.”
Substitute
“with; and”.
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(2) After section 102(2)(d)—
Add

“(e) state whether or not, in the auditor’s opinion, the
requirements under sections 34DB(1)(a), (b), (¢) and (d),
34DC(1) and (4), 34DH(1) and (2), 34DI(2), (3), (4) and
(5) and 34DJ(2) of the Ordinance have been complied
with in all material respects as at—

(i) the end of that period; and

(ii) 2 other dates in that period nominated by the
auditor,

and, if not, specify to what extent, in the auditor’s
opinion, those requirements have not been complied

with.”.

(3) Section 102(3), after “(2)(dXii)"—

Add

“or (e)(il)”.

24, Section 103 amended (auditor to report certain matters to

Authority)
After section 103(1)(a)—

Add

“(ab) becomes aware that the approved trustee of the scheme
is not complying with any of the following provisions of
the Ordinance—

(i) section 34DB(1)a), (b), (c) or (d);
(ii) section 34DC(1) or (4);
(iii)  section 34DH(1) or (2);
(iv) section 34DI(2), (3), (4) or (5);
(v) section 34DJ(2); or”.
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25. Section 117 amended (approved trustee to lodge monthly the Ordinance the trustee fails to do
return with Authority) 50, a daily penalty of
Section 117, before “working days™— $10,000 for each day
Add on which the failure
. continues;
specified”. (b) in the case of the
26. Schedule 4 amended (financial penalties) second occasion on

Schedule 4, Part 1, after item 4—

Add
“4A 27(2A)
4B 34DB(1)(a)

Approved
trustee to
invest accrued
benefits
according to
selection of
scheme
member as
permitted
under the
governing
rules

Approved
trustee to
provide in the
governing
rules a default
investment
strategy that
complies with
Part 2 of
Schedule 10 to

10,000 20,000 50,000

4C

if approved trustee fails to
provide in the governing
rules of a registered
scheme a default
investment strategy that
complies with Part 2 of
Schedule 10 to the
Ordinance—

(a) in the case of the first
occasion on which

34DB(1)(b)

Approved
trustee to
ensure
investment
related to
default
investment
strategy
accords with
Part 4AA of,
and Part 2 of
Schedule 10

©

10,000

which the trustee
fails to do so, a daily
penalty of $20,000
for each day on
which the failure
continues; and

in the case of the
third or subsequent
occasion on which
the trustee fails to do
50, a daily penalty of
$50,000 for each day
on which the failure
continues

20,000 50,000



Mandatory Provident Fund Schemes (Amendment) Bill 2015

Part 3
Clause 26

31

Mandatory Provident Fund Schemes (Amendment) Bill 2015

Clause 26

32

4D

4E

4F

34DB(1)(c)

34DB(1)(d)

34DB(2)

to, the
Ordinance

Approved 10,000 20,000 50,000
trustee to
invest accrued
benefits of
scheme
member
according to
default
investment
strategy in
default of
specific
investment
instructions

Approved 10,000 20,000 50,000
trustee to

ensure default

investment

strategy is

available for

selection by

scheme

member

Approved 10,000 20,000 50,000
trustee must not

invest according

to default

investment

strategy the

accrued benefits

in pre-existing

4G

4H

34DC(1)

34DC(4)

account of
scheme member
who has
reached 60
years of age
before the
commencement
date of Part
4AA of the
Ordinance

Approved 10,000 20,000

~ trustee to

ensure only
payments for
services
complying
with section
34DC(3) of the
Ordinance may
be charged to
or imposed on
scheme
member etc.
relating to DIS
constituent
fund

Approved
trustee to
ensure
aggregate of
certain
payments does
not exceed

10,000 20,000

50,000

50,000
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4]

4K

34DG(1)

34DH(1)

34DH(2)

percentage of
net asset value
of DIS
constituent
fund specified
in Schedule 11
to the
Ordinance

Approved 10,000 20,000 50,000
trustee to
continue to
invest accrued
benefits in DIA
account unless
having
received
specific
investment
instructions

Approved 10,000 20,000 50,000
trustee to give
specified
notice to
scheme
member within
6 months after
the
commencement
date of Part
4AA of the
Ordinance

Approved 10,000 20,000 50,000

trustee to

4L

M

4N

34DI(2)

34DI(3)

34DI(4)

invest accrued
benefits
according to
default
investment
strategy in
default of reply
to specified
notice within
14 days after
expiry day
Approved 10,000 20,000
trustee to
locate scheme
member in the
manner and
within time
limit specified
in guidelines
Approved 10,000 20,000
trustee to
invest within
14 days after
time limit
accrued
benefits of
scheme
member who
cannot be
located

Approved 10,000 20,000
trustee to give
specified

50,000

50,000

50,000
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4P

34DI(5)

34DJ(2)

notice to
scheme
member who
is located

Approved
trustee to
invest accrued
benefits of
scheme
member who
is located
according to
default
investment
strategy in
default of
reply to
specified
notice within
14 days after
expiry day
Approved
trustee not to
invest accrued
benefits
invested in
guaranteed
fund according
to default
investment
strategy unless
the market
value of those

10,000 20,000 50,000

10,000 20,000 50,000
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4Q

34DL

benefits is not
less than the
value
guaranteed by
the fund

Approved
trustee to
continue to
invest part of
accrued
benefits in pre-
existing
account unless
having
received
specific
investment
instructions

10,000 20,000

50,000
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Explanatory Memorandum

The default investment arrangements provided under the mandatory
provident fund system are currently not regulated. There is a need
to improve these arrangements by ensuring that all scheme
members have access to a highly standardized and fee-controlled
default investment strategy that is consistent with the overall
objective of retirement savings. This Bill amends the Mandatory
Provident Fund Schemes Ordinance (Cap. 485) (Ordinance) and
the Mandatory Provident Fund Schemes (General) Regulation (Cap.
485 sub. leg. A) (Regulation) to provide for matters concerning the
introduction of the default investment strategy and to make
miscellaneous amendments for the better administration of the
Ordinance and the Regulation..

Clause 1 sets out the short title and provides for commencement.

Clause 3 adds a new definition of default investment strategy to
section 2(1) of the Ordinance.

Clause 4 amends section 20B of the Ordinance to empower the
" Mandatory Provident Fund Schemes Authority (Authority) to
revoke the approval of an approved trustee if the trustee fails to
comply with the requirements under the new section 27(2A) or the
new Part 4AA.

Clause 5 amends section 27 of the Ordinance by adding a new
subsection (2A) to impose a duty on an approved trustee to invest
the accrued benefits of a scheme member according to the
member’s selection as permitted under the governing rules.

Clause 6 amends section 30 of the Ordinance to empower the
Authority to require an approved trustee to arrange for an auditor to
conduct an investigation and prepare a report on the investigation if
the Authority reasonably believes that the trustee has failed to
comply with the requirements under the new Part 4AA.
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7.

Clause 7 amends section 33 of the Ordinance to empower the
Authority to suspend and terminate an -approved trustee’s
administration of a registered scheme if the Authority reasonably
believes that the trustee has failed to comply with the requirements
under the new section 27(2A) or the new Part 4AA.

Clause 8 adds a new Part 4AA to the Ordinance to provide for
matters concerning the default investment strategy—

(a) the new section 34DB requires an approved trustee to
provide in the governing rules of a registered scheme a
default investment strategy, to ensure that any
investments made in relation to the strategy comply with
the new Part 4AA and Part 2 of Schedule 10, to invest
the accrued benefits of a scheme member according to
the strategy subject to the prescribed exceptions, and to
ensure that the strategy is available for selection by
scheme members;

(b) the new section 34DC regulates the payment for services
provided in connection with the strategy;

(c) the new section 34DD empowers the Secretary for
Financial Services and the Treasury to amend the new
Schedule 10 (in respect of the matters specified in
subsection (1)(a) of that section) and Schedule 11 by
notice published in the Gazette; and

(d) Divisions 3 and 4 of the new Part 4AA provides for the
transitional and savings arrangements for the investment
of the accrued benefits held in the accounts of scheme
members before the commencement date of that Part.
Read with the existing definition of accrued benefits in
section 2(1) of the Ordinance, these arrangements also
apply to the accrued benefits paid into or transferred to
these accounts on or after the commencement date.



~ Mandatory Provident Fund Schemes (Amendment) Bill 2015

Explanatory Memorandum
Paragraph 9 39

9.

10.

11.

12.

13.

14.

15.

Clause 9 amends section 43E of the Ordinance to provide that
making a false or misleading statement to a trustee of a relevant
scheme that is defined in Schedule 2 to the Mandatory Provident
Fund Schemes (Exemption) Regulation (Cap. 485 sub. leg. B) is an
offence under that section.

Clause 11 adds the new Schedules 10 and 11 to the Ordinance—

(a) Schedule 10 provides for the requirements for the default
investment strategy; and

(b) Schedule 11 specifies the percentage that applies, in
relation to the net asset value of the DIS constituent
fund, for calculating the maximum aggregate amount
that may be charged as payment for services relating to
the strategy.

Clause 12 adds a new definition of specified working day to the
Regulation.

Clause 14 amends the definition of prescribed savings rate in
section 37 of the Regulation by removing the requirement that the
rate prescribed by the Authority must be published in a newspaper.

Clause 15 amends section 39 of the Regulation to provide that the
control objectives of a registered scheme must ensure compliance
with the requirements under the new section 27(2A) and the new
Part 4AA.

Clauses 16, 17, 18, 19, 22 and 25 amend sections 42C, 42D, 42E,
62, 99 and 117 of the Regulation by replacing “working day” with
“specified working day” in some of the provisions in those sections
for certain reporting obligations.

Clause 20 amends section 66 of the Regulation to make the
permission given to an approved trustee to deduct expenses from
scheme members’ account subject to the requirements under the
new section 34DC of the Ordinance.
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16.

17.

18.

19.

Clause 21 amends section 75 of the Regulation to require the
service providers to report to the Authority if an approved trustee
fails to comply with the requirements under the new section 27(2A)
or the new Part 4AA.

Clause 23 amends section 102 of the Regulation to provide that the
auditor’s report must state whether or not the requirements under
the new Part 4AA have been complied with.

Clause 24 amends section 103 of the Regulation to provide that the
auditor must report to the Authority if an approved trustee fails to
comply with the requirements under the new Part 4AA.

Clause 26 amends Schedule 4 to the Regulation by providing
financial penalties for the contraventions of the new section 27(2A)
and provisions under the new Part 4AA.





