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l. Implementing the abolition of the Mandatory Provident Fund
"offsetting" arrangement

The Subcommittee deliberated (index of proceedings attached at
Annex).
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2. The Subcommittee received oral representations from
78 deputations/individuals attending the meeting. Members also noted
that 17 deputations/individuals not attending the meeting had provided
the Subcommittee with written submissions. Most attending
deputations/individuals expressed the following dissenting views on the
Administration's proposal to progressively abolish the "offsetting" of
severance payment ("SP")/long service payment (“LSP") with employers'
mandatory contributions under the Mandatory Provident Fund ("MPF")
System (“"the Administration's proposal”):

(@) the labour sector expressed grave dissatisfaction that over
$32 billion of the employers' contribution to MPF had been
withdrawn for offsetting SP/LSP since the inception of the
MPF System in 2000. The offsetting arrangement should
be totally scrapped in the light of its detrimental effect to the
retirement protection function of the MPF pillar under the
retirement protection system in Hong Kong, which was
premised on the multi-pillar model advocated by the World
Bank. It was noteworthy that the nature of SP/LSP and the
MPF accrued benefits were different. While the former
enshrined the labour rights and benefits of employees on
account of their service with the same employer after a
certain period time and aimed to alleviate employees’
short-term financial hardship caused by loss of employment,
the latter was meant to provide retirement protection;

(b) the labour sector did not support the Administration's
proposal. It was considered unacceptable that the amount
of SP/LSP payable for the employment period from a
prospective date (“the Effective Date™) would be adjusted
downwards from the existing entitlement of two-thirds of the
last month's wages to half of the last month's wages as
compensation for each year of service (i.e. 75% of existing
entitlement);

(c) there was also concern about the "grandfathering"
arrangement, i.e. accrued benefits from employers'
mandatory MPF contributions before the Effective Date and
the returns derived therefrom would be "grandfathered".
Since the "grandfathered” amount could be used to offset
SP/LSP payable for the employment period before the
Effective Date, it was considered unfair to employees with
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long years' of service as their employers' contribution might
still be significantly reduced by "offsetting", leaving little for
retirement. Moreover, it would give rise to dismissal of
employees and re-employment on short-term basis, in
particular upon expiry of the 10-year government subsidy
period,;

(d) there was a view that it would be unreasonable for the
Government to make use of the public resources to subsidize
SP/LSP payment of large enterprises. Concern was raised
that the provision of subsidy would encourage irresponsible
dismissal behavior of employers. It was stressed that
employers should be held responsible for their own dismissal
costs; and

(e) having regard to the fact that the current generation of elders
and homemakers were not covered by the employment-based
MPF System, the next-term Government should seriously
consider  implementing  non-means-tested  universal
retirement protection in the long run so as to ensure the
elderly could lead a dignified and financially-secured life in
their twilight years.

3. Most members shared the above views of deputations/individuals.
These members considered that the revision of the SP/LSP rate from
two-thirds to one-half of the last month's wages before dismissal in the
Administration's proposal would result in employees' receivable SP/LSP
entitlements being less than their current entitlements. It was also
pointed out that both the labour sector and the business sector were not in
support of the Administration's proposal. The next-term Government
should seriously consider implementing non-means-tested retirement
protection to address the retirement needs of the elderly.

4, Some deputations, on the other hand, expressed grave reservations
about the need for implementing the Administration's proposal because
they considered that the long-established offsetting arrangement had been
operating smoothly over the years. It was pointed out that if the
offsetting arrangement was to be abolished, enterprises would have to set
aside recurrent funding dedicated for SP/LSP. Concern was expressed
about the operation difficulties of the small-, medium- and
micro-enterprises ("SMMEs") under such circumstances. It would go
beyond employers' affordability and undermine the business environment.
There were also worries that it would give rise to immediate dismissal of
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employees and re-employment on short-term basis. As such, it would
adversely impact on the labour structure and employers might in the long
run avoid employing staff with long years' of service so as to evade the
responsibility of paying LSP.  As regards providing retirement
protection for the residents in Hong Kong, it was the Government's
responsibility as enterprises had already paid the profit tax.

5. Some members shared the concerns and views expressed by these
deputations and cautioned that if the Administration's proposal was to be
implemented, it might give rise to dismissal of employees and
re-employment on short-term basis. It would also increase the operation
cost of SMMEs and result in business closure of SMMEs.

6. In response to the views and concerns of members and the
deputations/individuals attending the meeting, the Secretary for Labour
and Welfare ("SLW") said that the 2017 Policy Address outlined the
Administration's concrete proposal of progressively abolishing the MPF
"offsetting” arrangement.  The Administration had since engaged
employers and employees in active dialogue and listened to their views.
However, despite the Administration's efforts and the goodwill generated
in the past months, both employers and employees were not receptive to
the Administration's proposal. Nor could they agree among themselves
on any alternative that was acceptable to both sides. Notwithstanding
the lack of consensus, the Administration considered it incumbent upon
the current-term Government to make a decision in the overall interests of
the community. The abolition of MPF "offsetting” was a matter of
considerable public interest as the retirement protection of the over three
million employees under MPF or other statutory retirement schemes, who
might be subject to SP/LSP dismissals, would be at stake. Removing
the "offsetting" arrangement would preserve the retirement protection
functions of the MPF pillar to benefit particularly low-income workers.

7. SLW further said that having examined carefully views and
alternative proposals received in the past few months, the Administration
considered that its original proposal remained the most optimal amongst
all options raised and should be adopted as the basis for taking the matter
forward. He pointed out that the Administration's proposal was a finely
balanced tripartite solution whereby employers, employees and the
Government each had to pay extra costs or make some concession, with
the consequential impact expected to be largely bearable for all three
parties, while keeping Government's financial involvement one-off and
time-limited. Moreover, the proposed revision of the SP/LSP rate to
one-half of the last month's wages was justifiable in view of the partial
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overlap between the functions of SP/LSP and the MPF System. This
adjustment was not a retrograde step in employment benefits because
SP/LSP receivable would be additional to employers’ mandatory MPF
contributions which would be fully preserved for retirement. The
overall monetary amount most employees could obtain under the
Administration's proposal would be notably higher than the existing
arrangement.

8. Acknowledging that abolishing "offsetting™ would bring additional
costs to employers, in particular the small- and medium-enterprises, SLW
added that the Government had proposed in an unprecedented move to
provide 10-year subsidy amounting to $7.9 billion to assist employers to
adapt to the change. The maximum tax forgone arising from LSP
provisions which were tax deductible was about $18 billion in the 10
years.

9. SLW stressed that the Government fully acknowledged efforts
made by various parties, including both employers and employees.
They had become more proactive in the past few months, from holding
on to one's principles in the past to acceptance by major employers'
groups that doing nothing was not an option, and had displayed goodwill
by agreeing to pay more and had put forth specific proposals in order to
create room for negotiation with trade unions. These hard-earned
interim achievements could lay down a solid foundation for resolving this
highly complex problem. It was hoped that the constructive and rational
discussions as well as the huge volume of policy analyses done by the
Government over the last few months could facilitate continued positive
exchanges between employers and employees, eventually leading to
consensus and concrete results.

Il.  Any other business

10. The Chairman sought members' views on whether the
Subcommittee should seek the approval of the House Committee to
extend its 12-month work period. After taking a vote, the Chairman
declared that five members supported and two members opposed the
proposal and three members did not vote on it. The Chairman
concluded that the Subcommittee would seek the approval of the House
Committee to extend its period of work. The Clerk would prepare the
relevant paper for members' consideration.
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11.  There being no other business, the meeting ended at 2:10 pm.

Council Business Division 2

Legislative Council Secretariat
22 August 2017
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005248 - | Chairman Presentation of views
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005710 | Mr CHEUNG Kai-bing,
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005711 - | Chairman Presentation of views
010016 | Mr CHEUNG Kai-fu, The
Hong Kong Federation of
the Blind
010017 - | Chairman Presentation of views
010339 | Ms CHU Moon-chun,
Caretaker Concern Group
010340 - | Chairman Presentation of views
010621 | Mr CHIU See-poon, £
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010622 - | Chairman Presentation of views
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011448 - | Chairman Presentation of views
011747 | Mr CHUNG Hau-ping, Kwai
Fong Estate Elderly Rights
Concern Group
011748 - | Chairman Presentation of views
012023 | Mr Simon TAM, North
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Concern Group
012024 - | Chairman Presentation of views
012326 | Mr Nicholas CHAN
Hok-fung, Academics for
Universal Pension
012327 - | Chairman Presentation of views
012619 | Mr NG Kin-wing, Grassroots
Development Centre
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General Union
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013842 | Mr Stanley CHAING, Lok
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Kong Taxi Owners'
Association Ltd.
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014152 - | Chairman Presentation of views
014501 | Ms CHUNG Bik-mui,
Cleaning Service Industry
Workers Union
014502 - | Chairman Presentation of views
014744 | Dr Samuel CHEN Chapman | [LC Paper Nos. CB(2)1671/16-17(05) and
CB(2)1757/16-17(02)]
014745 - | Chairman Presentation of views
015055 | Mr LAU Cheuk-kei, Sham
Shui Po Community
Association
015056 - | Chairman Presentation of views
015234 | Mr Tony TAM, Hong Kong [LC Paper No. CB(2)1720/16-17(03)]
Catering Industry
Association
015235 - | Chairman Presentation of views
015544 | Mr Laurence PAK, The Lion
Rock Institute
015545 - | Chairman Presentation of views
020329 | Mr LAM Woo-chung, Hong
Kong Inbound Travel
Association
Session Two
020330 - | Chairman Opening remarks for Session Two
020429
020430 - | Chairman Presentation of views
020739 | Mr CHAN Tze-fung
020740 - | Chairman Presentation of views
021003 | Miss LI Chi-yan, K345
Tl — SLBE % TR
A
021004 - | Chairman Presentation of views
021309 | Miss WONG Po-hei
021310 - | Chairman Presentation of views
021540 | Ms CHOI Wai-fon, K%
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ERE A
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021541 - | Chairman Presentation of views
021838 | M HO Wang-tat
021839 - | Chairman Presentation of views
022146 | Mr HO Kam-chung, & KB

RORPE R 2 B R
022147 - | Chairman Presentation of views
022442 | Miss FONG Hiu-tung
022443 - | Chairman Presentation of views
022627 | Ms WAN Mei-ha
022628 - | Chairman Presentation of views
022933 | Mr KWOK Wai-shing
022934 - | Chairman Presentation of views
023232 | Mr CHAN Chao-saing,

REHE THUL — JLEE

B K S R A B RE

IRRAEVE /NG
023233 - | Chairman Presentation of views
023540 | Mr Tommy TAM, Hong

Kong Association of China

Travel Organisers Ltd.
023541 - | Chairman Presentation of views
023814 | Miss TSOI Sin-man, Hong

Kong Federation of

Women's Centres
023815 - | Chairman Presentation of views
024002 | Mr LEUNG Chi-wai, [LC Paper No. CB(2)1720/16-17(04)]

Association of Restaurant

Managers Ltd.
024003 - | Chairman Presentation of views
024312 | Mr KWOK Wing-kin, T &

BrEED
024313 - | Chairman Presentation of views
024629 | Ms NG Wai-ling, T #3775

SCHD
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024630 - | Chairman Presentation of views
024919 | Mr NG Ling-fung, 2555 1.
KA
024920 - | Chairman Presentation of views
025226 | Mr CHUNG Man-bun, The [LC Paper No. CB(2)1729/16-17(03)]
Hong Kong General Union
of Security & Property
Management Industry
Employees
025227 - | Chairman Presentation of views
025529 | Mr PANG Kong-cheung, The | [LC Paper No. CB(2)1757/16-17(03)]
Hong Kong Federation of
Trade Unions Rights &
Benefits Committee
025530 - | Chairman Presentation of views
025758 | Miss June WU
025759 - | Chairman Presentation of views
030011 | Mr CHAN Sui-wah, YK ¥4
HEE N LS
030012 - | Chairman Presentation of views
030202 | Mr YAU Yiu-shing, Hong
Kong Import & Export
Trade Employees
Association
030203 - | Chairman Presentation of views
030511 | Mr NGAN Lit-fung [LC Paper No. CB(2)1671/16-17(07)]
030512 - | Chairman Presentation of views
030656 | Mr [ BRI, T asfiize &8 K
HIEE TS
030657 - | Chairman Presentation of views
031000 | Ms CHEUNG Po-lai, [LC Paper No. CB(2)1757/16-17(04)]
Cleaning Workers Union
031001 - | Chairman Presentation of views
031224 | Miss LEUNG Tsz-yan,

Promoters and Casual
Workers Union
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031225 - | Chairman Presentation of views
031459 | Mr LEUNG Chun-sing,
HEELE R T
031500 - | Chairman Presentation of views
031730 | Mr LEUNG Yiu-chung [LC Paper No. CB(2)1830/16-17(01)]
Mr CHU Hon-chung, The
Federation of Hong Kong | [Mr LEUNG Yiu-chung was elected among
& Kowloon Labour members to chair the meeting during the
Unions temporary absence of the Chairman and the
Deputy Chairman.]
031731 - | Chairman Mr POON Siu-ping's remarks that the labour
032223 | Mr POON Siu-ping sector had made it clear that it would not accept
Admin the Administration's proposal for progressively

abolishing the "offsetting” of severance payment
("SP™)/long service payment ("LSP") with
employers' mandatory contributions under the
MPF System ("the Administration's proposal”) as
detailed in its paper. The labour sector was
particularly concerned about the proposal to
reduce the amount of SP/LSP payable for the
employment period from the Effective Date,
i.e. adjusting downwards the existing entitlement
from two-thirds of the last month's wages to half
of the last month's wages as compensation for
each year of service (i.e. 75% of existing
entitlement).

[At this juncture, the Chairman resumed the
chairmanship.]

Mr  POON's concern about how the
Administration could take forward the matter
given that its proposal was neither supported by
the labour sector nor the business sector.

The Administration's advice that following the
six-month  public engagement exercise on
retirement protection by the Commission on
Poverty, the Administration had thoroughly
considered how to tackle the MPF offsetting
arrangement, and announced a concrete proposal
in the 2017 Policy Address. The Administration
had since then engaged major employers' groups
and trade unions in active dialogue. However,
despite the Administration's efforts, both
employers and employees were not receptive to
the Administration's proposal. Nor could they
agree among themselves on any alternative that
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was acceptable to both sides. Notwithstanding
the lack of consensus, the Administration
considered it incumbent upon the current-term
Government to make a decision. The
Administration considered that its proposal
remained the most optimal option to date to
progressively abolish the "offsetting"
arrangement under MPF, after considering in
details the views and alternative proposals from
employers' and employees' groups in the past few
months, and recommended its original proposal
be adopted as the basis for taking the matter
forward.

032224 -
032622

Chairman
Mr LEUNG Yiu-chung
Admin

[Mr POON Siu-ping was elected among members
to chair the meeting during the temporary
absence of the Chairman and the Deputy
Chairman.]

Mr LEUNG Yiu-chung's remarks that the labour
sector expressed grave dissatisfaction that the
labour rights and benefits were compromised
under the Administration's proposal to adjust
downward the entitlement of SP/LSP.

The Administration's advice that the proposed
revision of the SP/LSP rate to one-half was
justifiable in view of the partial overlap between
the functions of SP/LSP and the MPF System.
It was not correct to see this adjustment as a
retrograde step in employment benefits because
SP/LSP receivable would be additional to
employers' mandatory MPF contributions which
would be fully preserved for retirement. The
overall monetary amount most employees could
obtain under the Administration's proposal would
be notably higher than the existing arrangement.

032623 -
032931

Chairman
Mr SHIU Ka-fai

Mr SHIU Ka-fai's remarks that responsibility of
providing retirement protection for Hong Kong
people should be shared by the community as a
whole.

Mr SHIU highlighted the legislative intent of the
MPF Schemes Ordinance (Cap. 485) ("MPFSQO")
and considered that the long-established
offsetting arrangement was early withdrawal of
employers' contribution for the purpose of
alleviating an employee's short-term financial
hardship caused by loss of employment.
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Referring to some deputations' concern that the
MPF accrued benefits of a considerable number
of workers engaged by government service
contractors  (“outsourced  workers")  were
repeatedly used for offsetting SP/LSP upon
expiry of their time-limit employment contracts,
Mr SHIU's view that the Administration should
address the problem by reviewing its policy on
outsourcing government services.

Mr SHIU echoed that both employers and
employees were not in support of the
Administration's proposal.

032932 -
033243

Chairman
Mr YIU Si-wing

Mr YIU Si-wing highlighted the difficult
business environment for the small-, medium-
and micro-enterprises ("SMMEs"). If the
Administration’s  proposal was to be
implemented, it would increase the operation cost
as these enterprises would need to set aside
recurrent funding dedicated for SP/LSP. It
might also give rise to immediate dismissal of
employees and re-employment on short-term
basis. Mr YIU's anticipation that it would go
beyond the affordability of SMMEs.
Eventually, it would result in business closure of
SMMEs and monopolization of the industries by
a few large enterprises.

033244 -
035709

Chairman

Break

Session Three

035710 - | Chairman [At this juncture, the Chairman resumed the
035833 chairmanship.]
Opening remarks for Session Three

035834 - | Chairman Presentation of views
040149 | Ms TSANG Cheuk-yi, Hong

Kong Ample Love Society

Ltd.
040150 - | Chairman Presentation of views
040408 | Mr fifi4: 20, FHHEEE JI/N\ &) [LC Paper No. CB(2)1671/16-17(08)]

ARG
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Time Speaker Subject(s) / Discussion Action
marker Required
040409 - | Chairman Presentation of views
040633 | Mr LAM Wai-man, Liberal
Party
040634 - | Chairman Presentation of views
040959 | Miss CHEUNG Sau-kwan,
Kwai Chung Worker Right
Concern Group
041000 - | Chairman Presentation of views
041316 | Mr WU Kin-wa, Institute of | [LC Paper No. CB(2)1757/16-17(05)]
Hong Kong Property
Managers
041317 - | Chairman Presentation of views
041821 | Mr NG Chi-fai, Hong Kong
Chef Union After Mr NG Chi-fai's presentation of views, he
and Mr FEsg g of 7145 T %0 repeatedly
shouted loudly and displayed signs in spite of
warnings given by the Chairman. The
Chairman ordered these two persons concerned
be removed from the conference room.
041822 - | Chairman Presentation of views
042149 | Mr NG Wai-tung, Society for
Community Organization
042150 - | Chairman Presentation of views
042256 | Ms FOK Mei-sung
042257 - | Chairman Presentation of views
042523 | Mr LAM Chiu, Grassroot
Labor Concern Group
042524 - | Chairman Presentation of views
042725 | Mr Jason WONG Chun-tat,
Travel Industry Council Of
Hong Kong
042726 - | Chairman Presentation of views
042954 | Ms LI Man-sau, Government
Frontline Employees
Union
042955 - | Chairman Presentation of views
043227 | Mr & #15%, The Hong Kong | [LC Paper No. CB(2)1757/16-17(06)]

Council of Social Service
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Time Speaker Subject(s) / Discussion Action
marker Required
043228 - | Chairman Presentation of views
043533 | Mr Rayman CHOW
Wai-hung
043534 - | Chairman Presentation of views
043810 | Mr WONG Yun-tat,
Neighbourhood and
Worker's Service Centre
043811 - | Chairman Presentation of views
044119 | Mr Why
044120 - | Chairman Presentation of views
044443 | Mr $#&8:& 32, The Federation
of Hong Kong Property
Management Industry
Limited
044444 - | Chairman Presentation of views
044718 | Mr LAM Yui-kan, North
District Low Income
Families Concern Group
044719 - | Chairman Presentation of views
044951 | Mr YUEN De-ming, North
District Retirement
Protection Concern Group
044952 - | Chairman Mr LUK Chung-hung's criticism of the
045326 | Mr LUK Chung-hung deficiency of the MPF offsetting arrangement.

His remarks that the labour sector was furious
about over $30 billion of the employers'
contribution to MPF had been withdrawn for
offsetting SP/LSP since the inception of the MPF
System in 2000 and that the labour sector would
not accept the reduction of labour rights and
benefits under the Administration's proposal.

Mr LUK's view that the business sector should be
blamed for threatening the community with
adverse economic impact of any proposals to
improve the labour rights and benefits. His
further view that the business sector should be
criticized for bargaining for preservation of the
MPF offsetting arrangement with additional 1%
MPF contribution from employers.
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Action
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045327 -
045643

Chairman
Mr LEUNG Kwok-hung

Mr LEUNG Kwok-hung's grave dissatisfaction
that the Administration refused to implement
universal retirement protection, having regard to
the relatively high Gini coefficient of Hong
Kong.

Mr LEUNG pointed out that the Administration's
proposal was not supported by both employees
and SMMEs. His grave concern that
employees' entitlement to SP/LSP would be
reduced under the Administration's proposal and
that employees engaged for cleaning services,
security and property management would mostly
be affected.

045644 -
045949

Chairman
Dr LAU Siu-lai
Admin

Dr LAU Siu-lai shared the concern about the
great disparity between the rich and poor in Hong
Kong and that the Gini coefficient of Hong Kong
had reached 0.539.

Dr LAU's strong criticism of the MPF System, in
particular its high administration fee, which could
not perform effectively its retirement protection
function.  Her view that the Administration
should implement universal retirement protection
in the long run, having regard to the fact that the
current generation of elders and homemakers
were not covered by the employment-based MPF
System.

Dr LAU's further criticism of the
Administration's proposal which would use
public money to subsidize employers and reduce
employees' entitlement of SP/LSP. In addition,
it would put in place "grandfathering"
arrangement whereby accrued benefits from
employers' mandatory contributions before the
Effective Date could continue to be used for
"offsetting”. Her concern that implementation
of the Administration's proposal would lead to
dismissal of employees.

The Administration's response that elderly
persons had diverse retirement needs. To
strengthen the social security pillar, the 2017
Policy Address had announced measures to
enhance the OIld Age Living Allowance to
provide more assistance to the elderly persons
with financial needs.
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045950 -
050441

Chairman
Admin

The Chairman's questions regarding:

(@) whether the Administration would consider
bearing the SP/LSP expenditure before the
Effective Date and whether it had conducted
relevant financial assessment;

(b) whether the Administration had conducted
impact assessment on self-employed persons
and outsourced workers should its proposal
be implemented; and

(c) whether the Administration would consider
retaining the SP/LSP formula at two-thirds
such that its proposal would be able to gain
support from the labour sector.

The Administration's advice that its proposal was
the most optimal amongst all options put
forward. Notably, it was a finely balanced
tripartite solution whereby employers, employees
and the Government each had to pay extra costs
or make some concession, with the consequential
impact expected to be largely bearable for all
three parties, while keeping Government's
financial involvement one-off and time-limited.

050442 -
050754

Chairman
Mr LEUNG Yiu-chung
Admin

Mr LEUNG Yiu-chung cast doubt about the
justification  for  putting  forward  the
Administration's proposal given that it was not
supported by both employers' groups and trade
unions.

The Administration's emphasis on the importance
of balancing employers' affordability and
employees' benefits in its proposal, and that the
overall monetary amount most employees could
obtain under the Administration's proposal would
be notably higher than that under the existing
arrangement. In addition, employees currently
not covered by MPFSO or other statutory
retirement schemes and hence not affected by the
abolition of the "offsetting™ arrangement would
continue to have their SP/LSP entitlements dealt
with and calculated in accordance with the
existing provisions of the law.
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050755 -
051140

Chairman
Mr SHIU Ka-fai

Mr SHIU Ka-fai's reiteration of the following:

(@) the legislative intent of MPFSO. Employers
should not be labelled as unscrupulous
because of the offsetting arrangement, given
that it was legitimate under MPFSO; and

(b) the Administration's proposal could not gain
support from both the labour sector and the
business sector.

051141 -
051350

Chairman
Dr LAU Siu-lai
Admin

Dr LAU Siu-lai's grave concern that around
1 million people were living below the poverty
line in Hong Kong. Consideration should be
given to providing retirement protection to these
grassroots people.

Dr LAU's emphasis on the different nature of
SP/LSP and the MPF accrued benefits. While
the former were labour rights, the latter was for
the purpose of retirement protection.

The Administration's advice that there was partial
overlap in the retirement protection function
between SP/LSP and the MPF system.

051351 -
051459

Chairman

Closing remarks
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