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PF Tax Rule: EPFO Members Await Clarity

Employers, experts seek info on issues such as withholding tax liability, timing of taxation
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New Delhi: Employers, subscribers and
tax experts are awaiting clarity on the
taxrelated to intereston Employees’ Pro-
vident Fund (EPF) contributions in ex-
cess of 2.5 1akh this year. There’s just15
daysleftforthe splittingof their PR acco-
untsto implementthelevy announcedin
thebudgetlastyear.

The EPFQ and organisations that ma-
nage contributions of employees in-hou-
se are looking for information on issues
such as the withholding tax liability and
the timing of the taxation. There is also

ambiguity on whether the taxable por-
tion of interest is required to be offered
to tax each year on an accrual basis or
taxed lumpsum at the time of withdra-
wal of the corpuson retirement.

The budget for FY22 had made taxable
the interest earned on employees’ cont-
ribution to provident funds in excess of
32.5lakhayear. Thisrequires splitting of
accounts of those employees with an an-
nual contribution in excess of 72.5 lakh
beginning April1, 2021. One account WO~
uld house the exempt part of the contri-
bution and the other the taxable portion
inexcessof ¥2.51akh.
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The change was aimed at preven-
ting high earners from getting an
excessive advantage due to the tax-
exemptstatusof PRIF unaddressed,
theissues regardingthe changes co-
uldpotentiallyleadto delayand con-
fusion over tax computation from
April 1, experts said, suggesting
changestothe incometax law,

“Thishasnat been expresslydealt
with either in the amendment to
Section 10 of the I.T Actor Rule 9D
for computing the interest on tax-
able contributions, Hence, there is
anambiguity on timing of offering
taxable interest incomefortax,”sa-
id Sonulyer, taxpartnerand people
advisory services leader at EY In-
dia. The Cenftral Board of Direct
Taxes(CBDT) hadissuedacircular
regarding the matter on Septem-
herl,butexpertssay moreclarity is
needed,

VPFCONTRIBUTIONS COVERED
Individuals opting for voluntary
provident fund (VPF) contribu-
tions that take their total annual
contributiontooverz2.5lakh will
alsobe covered.

Iyer pointed out that in casetax-
ability is on accrual of interest
income each year, amendments

- arerequired in Section192(4)and
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Section 192A of the I.T Act for al-
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lowing EPFO or the EPF trust to
withhold tax on acerual basis.

As there is no consequential
amendment, this obliges the
employer or EPF trust to with-
hold tax on such taxabhle interest,
he said. A tax official, however,
said such a change is not requi-
red. “In fact, EPFO should come
up with detailed guidelines on
the same,” the official said on
condition of anonymity.

Tax experts say clarity is also
needed on whether the employer
isrequired to factor such taxable
interest into the income of the
employee suio moto or the emplo-
yee has a choice on disclosing
such income to the employer for
the purposes of calculation of
withholding tax liability by the
employer.

“Companies with PR trusts ne-
ed to examine the obligation of
the trusts to withhold taxonsuch
interest, how the trust would ma-
intain the details to capture the
information seamlessly,” said Sa-
raswathi Kasturirangan, part-
her; Deloitte India.

EMPLOYEES' TAX PLANNING

He said this clarity is also impor-
tant for organisations to commu-
nicate their approach toemploye-
estoenablestaff toplan individu-
al tax matters,
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