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Summary
The Hon’ble Supreme Court (SC) has, in a recent decision1, ruled that various
allowances like conveyance allowance, special allowance, education allowance,
medical allowance etc., paid uniformly and universally by an employer to its employees
would form part of basic wages for computing the provident fund (PF) contribution.
The SC held that it was not demonstrated that the various allowances including special
allowance paid by employer to its employees are variable in nature or linked to
production incentive, and not paid across the board to all employees. The SC observed
that grant of such special allowances is a camouflage to reduce basic wage and
consequently avoid a higher PF contribution.

Facts of the case
 The appellants are the covered establishments under the Employees’ Provident Fund
and Miscellaneous Provisions Act, 1952 (EPF Act), and were making certain
payments to the employees in the nature of special allowances like travel allowance,
canteen allowance, special allowance, management allowance, conveyance
allowance, education allowance, medical allowance etc., under the employment
contract.
 These establishments did not contribute PF on such special allowances paid to the

employees, on the basis2 that it should not be considered as basic wage for PF
contribution.

Civil appeal no.(s) 6221 of 2011, 3965-3966 of 2013, 3969-3970 of 2013, 3967-3968 of 2013, transfer case no.(s) 19 of
2019
2 As excluded from the definition of basic wage under section 2(b) of the PF Act
1

 However, the PF authorities alleged that such special allowances are camouflaged
basic wages liable for PF contribution. The authorities, after relying on the earlier
decision of the Apex Court in the case of Bridge and Roof Co. (India) Ltd.3, argued
that the allowances which are earned by all the employees and form part of the
salary break-up with no nexus to extra output produced, would fall within the
definition of basic wages.

 The dispute reached before the SC wherein a common question of law arose
regarding the inclusion of the special allowances paid by an establishment to its
employees within the expression ‘basic wages’ under Section 2(b)(ii) read with
Section 6 of the PF Act for the purposes of PF contribution.

SC’s decision
 The SC ruled that the crucial test to determine the applicability of PF contribution on
any component of salary is universality, i.e. the component must not have a specific
access and linkage to the production and should be commonly payable to all the
employees.
 In the present case, no material has been placed by the establishments to
demonstrate that the allowances in question were either variable or were linked to
any production incentive resulting in a greater output by the employee.
 Also, no evidence was made available to demonstrate that the allowances in
question were being paid specifically to certain eligible employees and not being paid
across the board to all employees.
 Accordingly, the SC held that the special allowances shall be included for the
purposes of calculating PF contribution.

Our comments
This ruling provides finality to the varied interpretations being taken by the
establishments by structuring basic salary into various allowances to escape PF
contribution. It is likely to have an impact on the PF contribution for the employees
receiving various allowances and drawing basic wages up to INR 15,000 per month.
Employees drawing basic salary above INR 15,000 per month can continue to
contribute at minimum PF threshold, thus may not get impacted. Also, international
workers would have to make higher PF contribution as minimum PF threshold does not
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Bridge & Roof Co. (India) Ltd. v. Union of India 1963 AIR 1474 (SC)

apply to them. Finally, one would also need to evaluate impact of this ruling in
determining the term ‘basic salary’ for income-tax purposes.

Contact us
To know more, please visit www.grantthornton.in or contact any of our offices as mentioned below:
NEW DELHI

NEW DELHI

AHMEDABAD

BENGALURU

CHANDIGARH

National Office
Outer Circle
L 41 Connaught
Circus,
New Delhi 110001
T +91 11 4278 7070

6th floor,
Worldmark 2,
Aerocity,
New Delhi – 110037
T +91 11 4952 7400

7th Floor, Heritage
Chambers, Nr.
Azad Society,
Nehru Nagar,
Ahmedabad 380015

5th Floor, 65/2,
Block A, Bagmane
Tridib, Bagmane
Tech Park,
C V Raman Nagar,
Bengaluru – 560093
T+91 80 4243 0700

B-406A, 4th Floor,
L&T Elante office
Industrial area,
Phase-I
Chandigarh 160002
T +91 172 4338 000

CHENNAI

GURGAON

HYDERABAD

KOCHI

KOLKATA

7th Floor, Prestige
Polygon
471, Anna Salai,
Teynampet
Chennai - 600 018
T +91 44 4294 0000

21st Floor
DLF Square,
Jacaranda Marg,
DLF Phase II,
Gurgaon 122002
T +91 124 462 8000

7th Floor, Block III
White House
Kundan Bagh,
Begumpet
Hyderabad 500016
T +91 40 6630 8200

7th Floor, Modayil
Centre Point,
Warriam road
junction,
M.G. Road
Kochi 682016
T +91 484 406 4541

10C Hungerford
Street
5th Floor, Kolkata
700017
T +91 33 4050 8000

MUMBAI

MUMBAI

NOIDA

PUNE

16th Floor, Tower II
Indiabulls Finance
Centre SB Marg,
Elphinstone (W)
Mumbai 400013
T +91 22 6626 2600

9th Floor, Classic
Pentagon, Nr
Bisleri, Western
Express Highway,
Andheri (E)
Mumbai 400099
T +91 22 6176 7800

Plot No. 19A, 7th
Floor Sector – 16A,
Noida 201301
T +91 120 4855 901

3rd Floor, Unit No
309 to 312, West
Wing, Nyati Unitree
Nagar Road,
Yerwada
Pune- 411006
T +91 20 6744 8800

For more information or for any queries, write to us at contact@in.gt.com
Follow us @GrantThorntonIN

© 2019 Grant Thornton India LLP. All rights reserved.
“Grant Thornton in India” means Grant Thornton India LLP, a member firm within Grant Thornton International Ltd, and those
legal entities which are its related parties as defined by the Companies Act, 2013.
Grant Thornton India LLP is registered with limited liability with identity number AAA-7677 and has its registered office at L41 Connaught Circus, New Delhi, 110001.
References to Grant Thornton are to Grant Thornton International Ltd (Grant Thornton International) or its member firms.
Grant Thornton International and the member firms are not a worldwide partnership. Services are delivered independently by
the member firms.

