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EPS-95 buzz : What's it all about

I. Effective Date of EPS-95: The Employees' Pension Scheme, 1995 (EPS-95) came into effect
on 16.11.1995.

II. At present, the EPS 95 contribution is calculated based on a cap of Rs.15,000 pm at present,
and the contribution on it is Rs.1,250 (i.e., 8.33%*15,000).

III. As of 01.09.2014, the clause on higher pensions has been removed. With effect from
16.03.1996, employers and employees have the option of contributing toward salaries
exceeding the capped salary in order to receive a higher pension at retirement. However, as
a result of General Service Regulation 609(E), issued on August 22, 2014, from September 1,
2014, this provision was deleted and annulled the right of an employee to earn a higher
pension as a result of contributing to EPS on an increased/uncapped salary.

IV. Earlier judgements of Kerala High Court and Delhi High Court in October 2018 and May
2019 restored the option of higher/uncapped pensions. In the case of Employees' Provident
Funds Organization (EPFO) & ANR etc. vs Sunil Kumar B &ORS etc., a three-judge bench of
the SC also heard a review petition, and on November 4,2022, a three-judge bench of the
SC exercised its judgment on that case.

V. Latest Supreme Court decision: The Supreme Court rendered its final verdict on 04.11.2022
upholding existing employees' right to contribute to EPS on higher salaries in order to
receive a higher pension.
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EPS 95

The EPS-95 scheme comes into effect on 16.11.1995 and is called as employees' pension
scheme 1995 (EPS-95). Just before EPS-95 began, employee family pension scheme 1971
covered EPS-95. When an employee reaches the age of 58 or 60, he or she is eligible to receive a
pension. Those who contribute to the EPF, along with private trusts, are entitled to a guaranteed
monthly pension after retirement. EPFO administers the pension accounts of all those who
contribute to the EPF.

For the period 16.11.1995 to 07.10.2001, 8.33% of the EPS contribution would have been Rs.
417. For the period 08.10.2001 to 31.08.2014, 8.33% would have been Rs. 541. For the period
from 01.09.2014 to currently, 8.33% has been Rs. 1250. Members are eligible for pension after
ten years of service, and on his death, his descendants can receive his pension. Maximum
pension is Rs.7,500 per month, minimum pension is Rs.1,000. There is a maximum of 35 years of
service for the calculation of service.

Taxability - According to the Income Tax Act, 1961, pensions are taxable under the income from
salary or other sources heading. EPS should not be confused with National Pension Scheme
(NPS) or SABF; NPS is a scheme for which a separate deduction is available under Section
80CCD of Income Tax. There is no income tax deduction available for EPFO contributions under
this scheme.

Illustration –How much Pension?

Pension from EPS =

Suppose Mr. X worked for 30 years in a company, and his average basic and DA was Rs. 100,000
for the last 60 months. Upon retirement, he receives a pension –

Pensionable salary X years of service

70

= Rs.15,000 X 32   = Rs. 6,857*

70

*For ease of understanding, pensionable salary is treated as Rs. 15000. The actuals will be on a
prorated basis i.e., Rs. 6,500 until August 2014 and Rs. 15,000 thereafter.

What is Higher Pension Option?

The Supreme Court, in its verdict dated 04.11.2022, upheld existing employees' right to
contribute to EPS on higher salaries.

Example: Mr. X has worked for 30 years at a company, and his average basic & DA for last 60
months is Rs. 100,000. Employees contribute to EPS based on capped salary or actual salary. At
retirement, what is his pension if he exercises the joint option and what is his pension if he
doesn't.



Option executed Yes No

Avg. salary Rs. 100,000 Rs. 15,000

No. of years 30+2 bonus = 32 30+2 bonus = 32

Pension ((100,000 X 32)/70) = Rs.45,714 ((15,000 X 32)/70) = Rs.6,857

What's next?

As of yet, EPFO has not issued guidelines for employees who retired post 2014 as well as active
service members. Organizations have begun collecting Joint Option forms from employees in order
to meet the deadline set by the Hon. Supreme Court on 03.03.2023. EPFO's guidelines will provide
much clarity once they are received.

If you have any queries, please get in touch with us at markets@knavcpa.com



KNAV International Limited is a global association of independent firms. Its key
objective is to serve accounting and consulting member forms with an internationally
recognized presence as a charter international umbrella organization experienced in all
phases to offer a complete suite of public accounting services which includes set up,
accounting, assurance, taxation, international transfer pricing, global risk consulting, and
business advisory services. It also aims to facilitate seamless business growth through
mergers and acquisitions. In assurance services, it offers attest (audit under various
country GAAS and certification services) and accounting advisory (US GAAP, IFRS,
Indian GAAP, IND As, various country GAAP & accounting opinions). Under Tax &
regulatory services, it provides domestic & international, direct & indirect tax advisory;
compliance and outsourcing (including payroll, accounting & secretarial); transfer pricing
(including documentation study and country by country reporting, global search,
accountant’s report); and inbound & outbound. Further to that, KNAV offers specialist
advisory services for transaction support (due diligence & valuations), lead advisory,
strategic advisory & fiduciary services. KNAV also provide risk advisory services, which
encompasses internal audits & management assurance; assessment of internal financial
controls (IFCs/IFCR in India, SoX, SOC); enterprise-wide risk management; forensic &
investigative services; primary and secondary research services and human resource
advisory (including recruitments).

KNAV refers to one or more member firms of KNAV International Limited, which itself is a not- for- profit, non- practicing, non- trading corporation
incorporated in Georgia, USA. KNAV international limited is a charter umbrella organization (‘The Charter Association’) that does not provide services
to clients. Each firm within KNAV's association of member forms, is a legally separate and independent entity. Services of audit, tax, valuation, risk, and
business advisory are delivered by KNAV's independent member firms in their respective global jurisdictions. All member firms of Charter Association
in India, North America and the United Kingdom are a part of US$ 2.01 billion, US headquartered Allinial Global, which is an accounting firm
association that provides a broad array of resources and support for its member firms across the globe.
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