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KNOW MORE ABOUT
THE ABOLITION OF MPF
OFFSETTING ARRANGEMENT




What is the abolition of MPF
offsetting arrangement L

'; ;' Starting from 1 May 2025 (i.e. the transition date), employers

can no longer use the accrued benefits of their mandatory
contributions (ERMC) under the Mandatory Provident Fund (MPF)
System* to offset severance payment (SP) and long service
payment (LSP) of employees.

* Also applicable to occupational retirement schemes

-~

What benefits would

ﬂ the abolition bring to
0 Plenty! the employees?
-~ For example -

G,
)

'

If the employee starts employment on or after

ey
the transition date, his/her SP/LSP can no longer
ERMC. J

be offset by the accrued benefits derived from

@If the employee is already in employment before the transition date, only the
SP/LSP in respect of the employment period before the transition date can be offset by
ERMC.

Transitipn date

Pre-transition portion of SP/LSP : Post-transition portion of SP/LSP

offsettable non-offsettable
ERMC —

Aggregate Aggregate

Government
making up for
the shortfall

Blf the aggregate benefits* received by
employees after the abolition of MPF

7

offsetting arrangement is less than that gt benefits
before the abolition, the Government will before the after the
abolition abolition

make up for the shortfall to ensure
employees would not be worse off.

* Refers to the total amount of SP/LSP entitlement plus
the accrued benefits of the employer’s MPF contributions



Employers need not worry about the
abolition of MPF offsetting arrangement

Since the legislation on the abolition of MPF offsetting arrangement has
no retrospective effect, employers’ additional expenses on SP/LSP in
the initial years after the abolition would be limited because:

@The accrued benefits derived from ERMC can still be used to
offset pre-transition portion of SP/LSP

Transitipn date

Pre-transition portion of SP/LSP EPost-transition portion of SP/LSP

ofisciiabe é ‘—-ﬂ
non-offsettable
adil oA

ERMC

@The accrued benefits derived from employer’s MPF voluntary contributions (ERVC) and
gratuities based on employees’ years of service can continue to be used to offset
pre- and post-transition portion of SP/LSP

Transitipn date

Pre-transition portion of SP/LSP EPost-transition portion of SP/LSP

offsettable

ERVC

Gratuities

QTO assist employers to adapt to the policy change, the Government implements the
25-year Subsidy Scheme for Abolition of MPF Offsetting Arrangement on 1 May 2025
to share out employers’ expenses of the post-transition portion of SP/LSP.

Sharing
out SP/LSP

expenses

EViH RS i
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Subsidy Scheme for Abolition of
’ MPF Offsetting Arrangement




Employers dismissing existing employees and
employing new ones cannot save money under the
abolition of MPF offsetting arrangement

@ Employers will not save SP/LSP expenses by dismissing employees before g

the transition date because the amount of pre-transition portion of SP/LSP
will be calculated on the basis of the wage rate and years of service as at the
transition date, and the amount is ascertained at the time of transition date. -
Even if the employer continues to employ the same employee or increase portion of
his/her salary, the amount of pre-transition portion of SP/LSP will not be SP/LSP

increased.

Pre-transition

Transition date
Pre-transition portion of SP/LSP .

The amount is ascertained
at the time of transition date

Calculated on the basis of the wage rate and
years of service as at the transition date

Post-transition portion of SP/LSP

@On the contrary, a higher amount of SP/LSP will be incurred if employers dismiss
employees before the transition date and employ new ones because:

e The accrued benefits derived from employer's MPF
contributions in respect of the whole employment period
of the employee can be used to offset the pre-transition
portion of SP/LSP. Retaining existing employees allows
the accrued benefits to grow, which can be used to
offset pre-transition portion of SP/LSP in future; and

e |f an existing employee’s SP/LSP has already reached the statutory maximum of
$390,000 before the transition date, no further post-transition portion of SP/LSP can be
accumulated. However, in case an
employer dismisses an existing employee W
before the transition date and employs a
new one, the new employee’s SP/LSP will
build up afresh to a maximum of i/
$390,000, which cannot be offset by the
accrued benefits derived from ERMC.

Examples of employers dismissing existing employees before the transition date and
employing new ones resulting in higher SP/LSP expenses:

EFEEE

Example 1 Example 2



How to calculate the amount of SP/LSP >
after the abolition of MPF offsetting —~4
arrangement

@ Employees whose employment commences
on or after the transition date

Last full month’s 2 x o Thef .fccc:’rugd ’
= Wages before the =3 Years of » p enefits derive
= termination of X 3 X service TR from ERMC

employment*

@ Employees whose employment commences before
the transition date

LT 2 Years of service o >
- Wages |m|_ned|ately x = x before the
FEEIY 3 transition date s
transition date’ AW/a
The accrued
benefits derived
L from ERMC
ost-
" Last full month’s q e
€\
S it 3 2 o JEnde A
=/} SP/LSP e 3 transition date

If an employee’s total SP/LSP exceeds $390,000 cap, the exceeding amount will be
deducted from post-transition portion of SP/LSP.

Transition date $39Q,000

Pre-transition portion : Post-transition portion ;/ The amount in excess
of SP/LSP g of SP/LSP ¥ of $390,000 will be
i /,  deducted

* An employee may also elect to use his/her average wages in the preceding 12 months for the calculation.

To estimate the amount of SP/LSP and compare \
the total benefits for employees before and after /You may also visit our thematic website
the abolition, you are welcome to use “EasyCal” for more details on the abolition.

— a calculating tool developed by the Labour

Department.
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Relevant provisions of the laws concerned remain the sole authority for the abolition of MPF offsetting arrangement.

Employment Benefits Support Division
March 2025 Labour Department
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