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 The Employees' Provident 
Fund (EPF) schemes are one 

 of the largest mandated 
 schemes in the world 
 administered by the 
 Employees' Provident Fund 
 Organization (EPFO). It 
 has nearly 40 million 
 members and cumulative 
 assets of Rs. 1.4 tn as of 
 2003. EPFO is an 
 important social security 
 organization and also the 
 largest non, banking 

organization in the country. 
 The challenges facing EPF 
 schemes pertainivg to 
 coverage, exemption, 
 contributions, returns and 
 investment norms have not 
 been adequately addressed 
 and it is time the 
 government as well as 
 experts look into some of 
 these issues in the context of 
 the changing demography, 
 decline in joint family 
 support, life's aspirations 
 and reform initiatives. 

E 
mployees' Provident Fund scheme is the most important 
mandatory retirement scheme applicable to a large 

. . number of working people in India. The 
Employees' Provident Funds Act, 1952 [since renamed as the 
Employees' Provident Funds & Misc. Provisions Act, 1952-(EPF 
& MP Act, 1952)] was enacted by the Parliament and the 
Employees' Provident Funds Scheme, 1952 was notified by the 
government effective from November 1952. The Employees' 
Pension Scheme, 1995 brought in under the Act, provides for 
comprehensive pensionary coverage to the member as old-age 
income security as also in the event of invalidity- So also the 
survivorship benefit to the family is made available upon death of 
the member. The Employee Pension Scheme, 1995 has been 

conceived and introduced as a benefit defined Social Insurance 
Scheme. 

Hence the mandatory schemes, ensure compulsory provident 
fund, family pension fund and deposit-linked insurance in 
factories and other establishments for the benefit of the 
employees. Apart from factories, the Act also applies to other 
establishments wherein 20 or more persons are employed and 
the Central Government has also issued notification for the 
coverage of establishments under Section 1 (3) of the Act. The 
rate of contribution has been increased to 12% by an ordinance 
dated September 22,1997. Also, infancy benefit as available for' 
first three years for coverage of the new establishments or 
industries has also been withdrawn by the same ordinance. The 
wage ceiling for coverage of an employee under the Act has 
been enhanced from Rs. 5,000 to Rs. 6,500 
per month w.e.f. June 2001. These schemes are managed by 
the Employees' Provident Fund Organization (EPFO); Coal-
miner's Provident Funds, 1948; Assam Tea Plantation Provident 
Fund, 1955; Jammu & Kashmir Provident Fund, 1961; and 
Seamen Provident Fund, 1966. 

Some of the major challenges facing the government with 
regard to these schemes pertain to: 

. Coverage 

Exemption . 
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. Contributions . Meager Balances 

. Returns . Mandated Investments. 

Summary of the Schemes 
In Table 1 we have provided a synoptic view of the schemes available as per the Employees' 
Provident Funds and Miscellaneous Provisions Act, 1952 (EPF & MP Act 1952) under the 
three schemes namely, 

. Employees' Provident Funds Scheme, 1952 (EPF) 

. Employees' Deposit Linked Insurance Scheme, 1976 (EDLI) and 
Employees' Pension Scheme, 1995 (EPS) which are administered by the Employees' Provident Fund 
Organization (EPFO). 

We find that the EPS schemes have the characteristics of a defined benefit scheme while the EPF 
has the characteristics of a defined contribution scheme. The same organization (EPFO) is implementing 
both the schemes and to that extent the investment norms become important for the same. This we will 
revert to later. 

. 

It is also to be noted that despite extremely high contributions (See Table 3), and as a result of liberal 
withdrawals and poor returns, workers covered by EPF are faced with highly inadequate terminal 
accumulations and potential destitution in old age. For instance, the EPFO distributed average terminal 
accumulations of less than Rs. 25,000 per member during 1997-98 on retirement. In 
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the same year, EPFO allowed an average premature withdrawal of Rs. 17,000 per member (OASIS 
2000). For the year 2002-03, nearly 1.83 million EPF claims were settled with Rs. 66,213.4 mn as 
amount disbursed which makes it an average terminal claim of Rs. 36,000 which is nearly six months' 
pay at the highest coverage of Rs. 6,500. During the same period an average of nearly Rs. 30,000 was 
withdrawn by members as "partial withdrawal or advances" (EPFO Annual Report 2002-03, p. 3). In 
other words, the EPF scheme is more like an investment or savings scheme rather than a pension scheme. 

Coverage . Establishments employing 20 or more persons and engaged in any of the 180 industries or classes of 

businesses specified. 

 . Cooperative societies, employing 50 or more persons and working without the aid of power. 

. Establishments not covered statutorily can come under the coverage of the Act voluntarily. 

. An establishment continues to be covered under the Act, irrespective of the fall in the employee 
 strength. 

. Since the Act applies on its own force to the establishments, the employers are required to file the 
 particulars in the specified format for registration and allotment of business number. 

Membership 
Every employee, other than an excluded employee, needs to be enrolled to the membership of the fund 
from the very day 9f employment. Membership is necessary for all categories of employees irrespective 
of their being permanent, temporary, casual, whole time, part time or otherwise, and shall include the 

persons engaged by or through contractors, if any. 

~ 
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Coverage and Performance of the Scheme v 

We have provided in Tables 2 and 3 the performance and coverage of these mandatory schemes. The 
number of industries or classes of establishments to which EPF & MP Act, 1952 applied as on March 
31,2003 was 180. We find that the total number of establishments is 3,44,508 with 39.5 million members 
as on March 2003. We also observe that the total contribution in Provident Fund is Rs. 114 bn and in 
Family Pension Fund it is Rs. 48 bn. The cumulative assets as of 2003 are worth nearly Rs. 1.4 tn. 

~ 
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The nearly40 million members are still inadequate coverage taking into account the vast work 
force of the country running into more than 300 million even in the early 1990s according to OASIS 
report. It points out that less than 11% of the working population has got old-age income security, which 
includes government employees as well as those covered by mandatory schemes (See Table 4). 

The major challenge facing the EPF organization is enlarging the scope of the schemes to cover more 
sections of the working population. This could be done by modifying the existing definition for coverage. 
It should cover any activity undertaken by 20 or more people in any form of organization--"be it a 
company, partnership, proprietorship, cooperative, trust or a society. It should also cover all salary and 
wage income up to a ceiling limit of say Rs. 6,500 and leave the rest for other modes of old-age security. 
But the coverage up to Rs. 6,500 (later can be revised up to Rs. 10,000) need be comprehensive. The type 
of exemptions given can be made applicable to only government (Central and State) 
organizations. For the rest (in all activities) up to the ceiling level, of say Rs. 10,000 can be covered by 
EPFO and it need not consider covering those who are above that level even on a voluntary basis.  

Currently, even some well to do sections park funds in EPFO for income substantially above Rs. 6,500 . to 
derive tax benefits and more importantly the benefit of “no tax" on the interest income from the schemes. . 

As seen elsewhere, there is a large portion of unincorporated business, which is not covered by . 

retirement schemes. In the context of decline of joint family system, there is substantial scope for 
providing pension products to the self-employed and in the process enhance the coverage of mandatory 
schemes. 

Types of Exemption 
An establishment covered under the Employees' Provident Fund (EPF) Act, 1952 is required to comply 
with the statutory provisions of the Act and also the provisions of the schemes framed under the Act 
namely EPF Scheme, 1952; Employees' Pension Scheme, 1995; and Employees' Deposit Linked 
Insurance Schemes, 1976. However, the Act provides for grant of exemption from the operation of the Act 
and also exemption from the operation of the schemes framed under the Act. Thus, the types of 
exemptions provided under the Act may be broadly classified as: 

. Exemption from the Act (including the schemes) 
This type of exemption is allowed under Section 16(2) of the Act by the Central Government. 
Exemption from the Act is allowed only to a class of establishments. It is granted considering the 
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financial or other circumstances of the class of establishments. This exemption can be given 

prospectively or retrospectively. It is allowed for a specified period only. The classes of 
establishments for which this type of exemption is  currently in force are: 
- Establishments registered under the Societies Registration Act, 1860, run mainly on grants-in 
 aid received from the Central Government or the State Government; 
- Establishments, which are employing only ex-servicemen who are in receipt of pension benefits 

 as admissible under the trust rules for a period of five years w.e.f February 18, 2000 (notification 
 dated 5.4.2000); 
- Voluntary organizations engaged in leprosy eradication programs. 

. Exemption from the operation of the scheme(s) viz., Employees' Provident Fund. 
. Scheme or Employees' Pension Scheme or Employees' Deposit Linked Insurance Schemes 

This is an exemption from the operation of a specified scheme and not from the Act. Apart from 
granting exemption to an establishment from the operation of a particular scheme, the Act also 
provides for grant of exemption to an individual employee and also to a class of employees. Thus, 
exemption from the operation of the scheme is granted: (i) To an establishment as a whole (for 
instance, if it has a better scheme); (ii) To an individual employee (under the Employees' Provident 
Fund & Employees' Deposit Linked Insurance Scheme only); (iii) To a class of employees. 

t 
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Contribution 

In Table 5 we have provided the 
contribution to the EPF, EPS, and EDLI by 
employees, employers and the government. 
We find that employers contribute 12.5 in 
almost all industries of which 8.33% is 
diverted to the pension scheme. The 
contribution of employees directly go into 
provident fund and the government provides 
a small portion of the pension fund. The 
total funding for the EPF scheme is  
15.67% and for the EPS it is 9.49. The 
aggregate contribution comes to 25.66% of 
the wages. The employer also bears 
administrative charges for the schemes 
while the government or employees do not 
provide any portion of the administrative charges. In spite of the relatively high funding on the scheme, 
the balance at retirement is inadequate as already discussed, due to liberal withdrawal facilities. 
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Employees' Provident Fund Interest Rate 

The rate of interest is fixed by the Central Government in consultation with the Central Board of Trustees 
(CBT) of the Employees' Provident Fund every year during March-April. The interest is credited to the 
members account on monthly running balance with effect from the last day in each year. The rate of 
interest for the year 1998-99 was notified as 12%. The rate of interest for the year 1999-2000 w.e.£ July 1, 
1999 was 11% on monthly balances. For the year 2002-03 CBT recommended 9.5%. It is to be noted that 
90% of the funds are to be invested in government securities and to that extent the returns are decided by 
the interest on government securities. 

We have given in Chart 1 the interest rate applicable for EPF for different years. Provident fund interest 
rates are one of the few remaining administered interest rates in India. It is operated in an indirect way. 
Substantial portion of (nearly 80%) of the funds are invested in Special Deposit Scheme 
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(50S) operated by the Central Government. The government decides the interest rates on 50S from year to 
year. Hence the EPF interest rate is decided based on that. The government has adopted a policy of fixing 
the same interest rate on the 50S, the Government Provident Fund (GPF), the Public Provident Fund (PPF) 
as well as the government savings certificates that are sold through the post offices. But the EPFO scheme 
requires that the CBT of the EPFO determine the rate applicable to EPF schemes. Since the CBT would 
like to fix a "higher rate", there is a friction between the CBT, which is under Labor Ministry, and Finance 
Ministry, which administers the 50S. For the year 2002-03, the rate declared by CBT is 9.5% even though 
the Finance Ministry wanted it to be 9%. 

We have provided in Table 6 the returns on provident funds in India and those on bank deposits and 
long-term government bonds. 

As indicated in Table 6, a comparison with other investment avenues like bank deposits and other 
savings certificates distributed through post offices reveals that PF returns matched or even exceeded the 
"returns" on these instruments. 

We need to keep in mind the "administered nature" of these interest rates in the past. But the annual 
compound rate of return for 1986-2000 period was 2.7% (11.7% nominal return less 9% annual inflation 
rate) as pointed out by Mukul Asher (2002). 

In Table 7 we have provided the investment norms, which are specified for the EPF scheme. It is more 
of" prescriptive" in nature rather than "prudential". 

~ 
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We find from Table 7 that up to 90% of the funds are to be invested in government or government 
organization issued securities. Given the fact of southward moving interest rates, it is going to be a huge 
task for the EPFO to maintain return rates of 9.5%, etc. The central banker offers a risk-free rate of 6.5% 
for the investors and this  brings us to the issue of easing of the investment norms of these schemes in the 
context of booming securities and debt markets, to earn better returns. 

We have provided in Table 8 the portfolio distribution of EPF/EPS 1990, 1994, 1998. We find from 
Table 8 that the EPF/EPS assets are slightly above 4% during 1998. The share of investment in "special 
accounts" has shown a decline in the late 1990s, after the special deposit scheme is phased out. The share 
of state government securities has doubled and that of public financial institutions have also increased. But 
given the predominant share of government instruments, the returns from these schemes are much lesser 
than what would have been if some more portions were allowed to be invested in the stock markets 
particularly during the boom years of early 1990s. 

EPF/EPS: Investment and Return Issues 
As we already noted EPFO is implementing a Defined Contribution Scheme (EPF-1952) and a Defined 
Benefit Scheme (EPS-1995). The EPF scheme, due to the facility provided for withdrawal is more akin to 
a savings and withdrawal scheme rather than a scheme for old age. There are also persistent concerns 
about the extent to which the benefits promised by EPS (1995) are in conformance with the contribution 
rate required. The annual compound rate of return for the 1986-2000 period was 2.7% (11.7% nominal 
return less 9% annual inflation rate) as pointed out by Mukul Asher (2002). 

Further, there is uncertainty about the extent to which future benefits are inflation-indexed. The 
investment pattern of the EPFO schemes are skewed fully towards government and related securities. (See 
Table 8). The other policy options are to make the EPF scheme consisting of a non-withdrawal portion 
and a withdrawal portion and link benefits to marketreturns. 

 The"EPFO is reengineering itself to meet some of these challenges. It is creating unique identity 
 
cards which will make portability easier and also reduce issues of duplication. 

The government needs to address the other issues in order to calibrate the growing need for social 
security for a larger portion of our working population and the fiscal position of the EPFO as an 
organization in the context of declining interest rates and increasing aspirations.  
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