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Key Impacts and
Solutions Following
the MPF Offsetting Abolition
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Introduction

The official abolition of the

Mandatory Provident Fund (MPF)
offsettingmechanismon1May 2025
isnotjustanHR policychange—itisa
significant financial event that
directly impacts corporate financial
statements, profitability, and
compliance risk. This report outlines
the core implications and provides
clearguidanceforbusinesses.




Widespread Impact:

This reform affectsall 354,000 registered
employersin Hong Kong.

Historical Scale Hints at Future Liabilit

Pre-reform, there were tens of thousands of
offsetting cases annually (e.g., 73,000 LSP claims

amounting toHK$1,076 million), indicating
the scale of future employerliabilities.

High-RiskIndustries

Sectors with low voluntary resignation rates have
more stable, long-serving workforces, leading to
higheraccumulated LSP liabilities.




Major Financial
Reporting Implications
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Under Hong Kong Accounting Standard 19 (HKAS 19), companies must now recognize a significantly
larger LSP liability on their books.

I Balance Sheet [ Income Statement [l Illustrative Example

Balance Sheet

LSP liabilities could increase by400% or more, weakening key financial ratios
and potentially affecting loan covenants and investor perception.

Income Statement

Annual employee benefit expenses could rise by over 27% due to
higher LSP service costs, directly reducing net profit, even before
any employee leaves.

lllustrative Example

For an employee with a HK$20,000 monthly salary and 10 years of
service, the employer's net payout upon termination could surge
from ~HK$13,000 to over HK$66,000—a five-fold increase.




Severe Consequences
of Non-Compliance
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Scope of Impact &
Key Affected Groups
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Failure to account for LSP liabilities accurately in accordance with HKAS 19 carries
severe repercussions:

Substantial Fines & Criminal Liability

Companies and directors could face fines up to
HK$100,000 and a maximum of 6 months'

imprisonment for misleading statements in
financial reports.

AFRCIntervention
The Accounting and Financial Reporting Council

(AFRC) can investigate and impose fines of up
to HK$10 million.

Reputational Damage

Inaccurate reporting erodes investor and market
confidence, potentially leading to a lower share
price and financing difficulties.
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The Necessity of
Independent
Valuation Experts
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Common HR or payroll calculators are insufficient for meeting the complex
requirements of HKAS 19.

Lack of Actuarial Assumptions

They cannotincorporate key variables like employee turnover,
mortality, future salary growth, and discount rates.

Inability to Forecast

LSPis along-term liability that requires statistical forecasting of
future events over an employee's career.

High Compliance Risk

Using inappropriate methods can lead to material misstatement,
audit qualifications, and regulatory scrutiny.

Therefore, it is strongly recommended that companies engage independent
valuation experts with actuarial qualifications. This is a crucial investment for
ensuring accurate financial reporting and comprehensive risk management.
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OurSolution:

The Actuarial LSP
Calculator
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To address this complex challenge, we introduce the Actuarial LSP

Calculator (Ispcal.com), an automated, compliant,

and efficient solution.

Platform Advantages vs. Traditional Methods

Actuarial LSP

Calculator

Starts from HKD 1,800 (fully automated).
Achieved through strategic partnerships.

Delivers resultsinunder 2 minutes. Enables
instantremeasurements for decision-making.

Verified by actuarial experts;
certified by listed company auditors.
Ensures high credibility
forauditsand HKAS 19 compliance.

Intuitive interface mastered in under 5 minutes
by any Excel user. ncludes video guides
and HR system integration.

Fully automated workflow drastically reduces
manual data entry and calculation effort.
Streamlines the entire valuation process.

Detailed, transparent reports with all parameters
documented (e.g., PV of liabilities, service costs).
Supports fullannual disclosures.

Traditional LSP
Valuation

Actuarial Experts: ~HKD 40,000
Valuers: ~HKD 20,000

Key Advantage
& Savings

Saves 91% - 95.5% oninitial cost versus
traditional methods. A fraction of the

(Higher custom fees dueto manual processes)  Price for superior, auditable quality.

Manual process takes 2-3 weeks on average,
plus additional time for auditor verification.

Oftenrelies on non-actuarial, questionable
methodologies, risking reassessments and
complianceissues.

Complex calculations requiring specialized
knowledge, often necessitating expensive
external consultants.

Highly manual and labor-intensive for finance
teams, diverting resources fromvalue-added

tasks.

Limited transparency; reports often lack full
documentation, complicating compliance
andincreasing auditor queries.

Saves over 99% of the time per valuation.
What takes weeks is completed in minutes,
accelerating financial closing.

Eliminates 100% of the compliance risk
associated with inadequate methodologies,
protecting against audit qualifications.

Reduces dependency on external consultants
by 100% for setup and ongoing use,
empowering internal teams.

Cuts manual effort by over 80%, freeing up
finance staffto focus on analysis
and strategic planning.

Reduces auditor review time and queries
by an estimated 50%, thanks to
complete and transparentdocumentation.

Conclusion

The abolition of the MPF offsetting mechanism shifts a significant financial burden from the MPF
system back onto corporate balance sheets, leading to higher operational costs, reduced
profitability, and a weaker financial position. Companies must act now to adopt a compliant and
cost-effective solution to accurately quantify this risk, ensure financial reporting integrity, and
protect theirfinancial health.




Get the Full Report

This simplified version covers the key highlights. The Full Version Report provides
an in-depth professional analysis, including:
Detailed accounting approaches (Two acceptable methods)
Step-by-step application of the "Projected Unit Credit Method"
Comprehensive data research on key parameters (Discount Rate, Salary Growth, Mortality)
Detailed comparison of market service providers

More case studies and specific financial impact calculations

Take action now to fully assess your company's exposure.
To request the Full Report and experience our calculator,
please contact: admin@Ispcal.com
For more information, visit: Ispcal.com
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