Ref. DP/3/1/36
Issue date: 1.6.09

Sub: Deduction of PF on the amount payable on account of encashment of leave
This refers to our IOM dated 01.06.2009 wherein Divisions were advised to discontinue deduction of PF on the amount of encashment of EL w.e.f 1.4.2009 as payment of encashment of leave will not fall within the purview of basic wages.

We have received a query from one of the Divisions whether encashment of Special Compensatory Off days (SCOs) admissible to Officers observing 48 hrs be treated similarly.

Since SCOs encashment payable to Officers performing 48 hrs per week schedule will not form part of basic wages, as per the Hon’ble Supreme Court’s judgement on 12.3.08, deduction of PF on the amount of encashment of SCOs may also be discontinued w.e.f 1.4.2009.
     (Satish Kumar)

ED (HR)

Ref: DP/3/1/34
Issue date: 1.6.09

Sub: Deduction of PF on the amount payable on account of   encashment of leave.

-----------

This refers to our IOM dated 1.1.2003 wherein Divisions were advised that, Provident Fund at the prescribed rate, with effect from 1.4.2002, shall be deducted on amount of encashment of EL during service and/or at the time of separation/superannuation and the same shall be deposited into the employee’s PF account together with employer’s matching contribution.   
The above was conveyed after taking into consideration of the judgement of the Hon’ble High Court,  Mumbai, in the case of Hindustan Lever Employees’ Union Vs. Regional Provident Fund Commissioner and the Regional Provident Fund Commissioner, Delhi’s clarification issued to M/s State Trading Corporation vide letter dated 5.3.01 that deduction of PF contribution on encashment of leave is compulsory   as payment of encashment of leave will fall within the purview of basic wages.
However, the judgement of the Hon’ble High Court,  Mumbai, in the case of Hindustan Lever Employees’ Union had come up for the consideration before the Hon’ble Supreme Court of India in the case of Manipal Academy of Higher Education Vs. Provident Fund Commissioner. The dispute was whether the amount received by encashing the earned leave is part of basic wage under Section 2 (b) of the Provident Fund & Miscellaneous Provisions Act, 1952 requiring prorate employers contribution.  The Hon’ble Supreme Court delivered the judgement on 12.3.08 concluding that the basic wage was never intended to include amounts received for leave encashment.  The Hon’ble Court also said that the payment if has already been made, the same can be adjusted for future liabilities and there shall not be refund claim.  
Considering the above and the clarification issued by Employees’ Provident Fund Organisation vide letter dated 05.05.08 to all Regional Provident Fund Commissioners about their decision to discontinue PF deductions on Leave Encashment with immediate effect, it has been decided that the PF deduction on the amount of encashment of EL shall be discontinued

In view of the above, Divisions are advised that the PF deduction on the amount of encashment of EL shall be discontinued w.e.f 1.4.09.     

ED (HR)
       New Delhi





























































































































































































































































































