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Key points of the abolition of MPF offsetting arrangement

+ The abolition of Mandatory Provident Fund (MPF) offsetting arrangement has been
implemented since 1 May 2025 (the transition date).

« After the transition date, employers can no longer use the accrued benefits of their
mandatory MPF contributions (ERMC) to offset employees’ severance payment (SP) /
long service payment (LSP).

+ The accrued benefits derived from employers’ voluntary MPF contributions (ERVC) and
gratuities based on employees’ years of service can continue to be used to offset SP/
LSP.

+  The abolition of MPF offsetting arrangement has no retrospective effect. If an
employee is already in employment before the transition date, the employer may
continue to use the accrued benefits derived from his/her MPF contributions
(irrespective of the contributions made before, on or after the transition date, and
irrespective of mandatory or voluntary contributions) to offset the pre-transition portion
of SP/LSP.

+ The pre-transition portion of SP/LSP will be calculated based on the monthly wages
immediately preceding the transition date and the years of service before the transition
date.

Calculation of SP/LSP after the abolition of MPF offsetting

arrangement

(A) Employees whose employment commences on or after the transition date

(1) Calculation of SP/LSP

: o s 4
Monthly-paidlemployse (last full mon’Fh 's wages* before termination of employment x 2/3) ™ x
years of service

(any 18 days’ wages* chosen by the employee out of his/her last 30
normal working days before termination of employment) * x years of
service

Daily-rated/
piece-rated employee

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

* The sum should not exceed 2/3 of $22,500 (i.e. $15,000).
The maximum amount of SP/LSP is $390,000.



(2) Offsetting arrangement
SP/LSP
Offsettable Non-offsettable
ERMC 4
ERVC

Gratuities based on employee’s length of service

(B) Employees whose employment commences before the transition date

(1) Calculation of SP/LSP

SP/LSP will be divided into the pre-transition portion and post-transition portion:

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

(last full month’s wages* (last full month’s wages* before
Monthly-paid immediately preceding the termination of employment x 2/3) * x
employee transition date x 2/3) * x years of years of service starting from the
service before the transition date transition date
(any 18 days’ wages* chosen by (any 18 days’ wages* chosen by
: the employee out of his/her last the employee out of his/her last
Daily-rated/ . .

: 30 normal working days 30 normal working days before
piece-rated ) . . .. +
emplovee immediately preceding the termination of employment) * x

ploy transition date) * x years of service years of service starting from the
before the transition date transition date

* An employee may also elect to use his/her average wages in the 12 months immediately preceding the
transition date/ termination of employment for the calculation.

* The sum should not exceed 2/3 of $22,500 (i.e. $15,000).

The maximum amount of SP/LSP is $390,000. If an employee’s total SP/LSP (i.e. the sum
of pre- and post-transition portions of SP/LSP) exceeds $390,000, the amount in excess
will be deducted from the post-transition portion.

“Transition Date” (1 May 2025)

, .
@™ 0 G

SP/LSP

$20,000

>

Pre-transition portion . Post-transition portion

| Need to be
K / reduced
$390,000 '

(The above figures are for illustrative purpose only)



(2) Offsetting arrangement

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

Offsettable Non-offsettable Offsettable Non-offsettable
ERMC 4 4
ERVC v/ v/

Gratuities based on

employee’s length of service 4 4

Example

Assuming an employee (i) commences employment four years before the transition date,
(i) his/her employment is terminated three years after the transition date, (iii) the last
month’s wages immediately preceding the transition date is $15,000, (iv) the last month’s
wages before termination of employment is $18,000, and (v) ERMC is $68,400 and no
ERVC or gratuities. Employee’s SP/LSP and the offsetting arrangement are below —

Pre-transition ERMC to be
" portion of SP/LSP withdrawn by the
Pre-transition . .
after offsetting employee

portion of SP/LSP

$40,000 Offsettable $0 $40,000
($15,000 x 2/3 x 4 years) ERMC »
$68,400

Post-transition ERMC to be
Post-transition portion of SP/LSP retained in
portion of SP/LSP payable by the employee’s MPF
$36,000 employer account
($18,000 x 2/3 x 3 years) $36,000 $28,400

* If the employer has paid SP/LSP to the employee, the benefits used to offset SP/LSP is to be withdrawn by the
employer.

(The above figures are for illustrative purpose only)



Arrangement for Occupational Retirement Schemes

The abolition of MPF offsetting arrangement is also applicable to the following
occupational retirement schemes (ORS): (i) ORS that are granted exemption under the
Mandatory Provident Fund Schemes Ordinance (MPFSO); (ii) the provident funds under
the Grant School Provident Fund Rules and the Subsidized Schools Provident Fund Rules;
and (i) overseas ORS of employees from outside Hong Kong who are exempted from the
MPF System.

Since contributions under ORS are not differentiated into mandatory and voluntary
portions, a portion of benefits akin to ERMC will be carved out (“carved-out benefits”)
from the vested benefits of employers’ contributions. The remainder of vested benefits
after carving out the “carved-out benefits” (“remaining benefits”) will be akin to ERVC.

Calculation of “carved-out benefits”:
Final average monthly relevant income™ x Years of service with ORS benefits*™ x 5% x 12
* Means the employee’s average monthly relevant income in the 12 months immediately preceding the

termination of employment, subject to the maximum level of relevant income under MPFSO. The current
monthly maximum relevant income level is $30,000.

** Only years of service on or after 1 December 2000 will count.

(1) Offsetting arrangement for employees whose employment commences on or after the

transition date
SP/LSP

Offsettable Non-offsettable
“Carved-out benefits” v/

“Remaining benefits” v/

(2) Offsetting arrangement for employees whose employment commences before the

transition date
Pre-transition portion of SP/LSP | Post-transition portion of SP/LSP

Offsettable Non-offsettable Offsettable Non-offsettable
“Carved-out benefits” v v
“Remaining benefits” v v

Non-MPF exempted ORS are voluntary in nature. The vested benefits derived from
employers’ contributions can be used to offset SP/LSP.



Aggregate benefits received by employees after the abolition of

MPF offsetting arrangement

For most employees, the total benefits (i.e. SP/LSP plus the accrued benefits of
employer’s MPF contributions) to be received after the abolition of MPF offsetting
arrangement would be higher than what they would have received if the MPF offsetting
arrangement had not been abolished.

Under special circumstances (e.g. substantial pay rise after the transition date, long pre-
transition employment period, short post-transition employment period, etc.), the total
benefits after the abolition may be less than what they would have received if the MPF
offsetting arrangement had not been abolished. The Government has undertaken to make
up for the shortfall should any such cases arise to ensure that employees’ benefits will not
be less.

Application of the abolition of MPF offsetting arrangement

The abolition of MPF offsetting arrangement is not applicable to employees who are
currently not covered by the MPF System or other statutory retirement schemes (including
foreign and local domestic helpers, and employees aged less than 18 at termination of
employment contract or more than 65 or above at commencement of employment). Their
SP/LSP (if applicable) will continue to be calculated on the basis of the last monthly wages
or the 12-month average wages before termination of employment.

Keeping wage records of employees

An employer must at all times keep wage and employment records of each employee
covering the period of his/her employment during the preceding 12 months. Where an
employee commenced employment before the transition date, the employer must also
keep wage records covering the employee’s employment period during the 12 months*
immediately preceding the transition date. This can facilitate calculation of employees’
pre-transition portion of SP/LSP where necessary. The records should be kept until six
months after the employee ceases to be employed.
* If an employee has worked for less than 12 months preceding the transition date, the employer should keep
the employee’s wage records of that shorter period of employment. If the employee’s employment period

preceding the transition date is shorter than one month, employers will be required to keep wage records of the
employee’s first month of employment.

For more information about the abolition of MPF offsetting arrangement
and examples of the calculation of SP/LSP after the abolition, please visit:

https://www.op.labour.gov.hk/en

May 2025
Note: This leaflet sets out in simple terms the key points of the abolition of MPF offsetting arrangement. The
Employment Ordinance remains the sole authority for the provisions of the law explained.



