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INI'RODUCI'ION 
I, the Chaimian of tho PUblic ~unti Committee, is juthori8ec.f by the 

Committee, do present on th,eir behaH this Two Hundred ~ Fourth Report 
of the Committee on parqraph 2.11 (ii) of the Report of the CamptroJ1er 
and Auditor General of India for the year 1981-82, Union Government 
( Civlil), Revenue Receipts, Volume ll, . Direct Taxes relating to 'Mistakes 
in the allowance of contributions to Provident Funds'. 

2. The Report of the Comptroller and Auditor General of India for the 
year 1981-82, Union Government (Civil), Revenue ReceiptS, Volume ll, 
Direct Taxes was laid on the Table of the House on 4 ApPI, 1983. 

3. In the case of an assessee con1pany, the sum debiu:d to the profit 
and loss account as interest on accoun~ of payment made to the Commis-
sioner of Provident Fuad for failure to deposj.t the contn"bution to the provi-
den,t fund· in time was deducted by the asses9ing officer in the computating 
the company's total income. This was objected to by Audit on the ground 
that the interest comprised 'damages' levied under Section· 14-B of the 
Employees' Provident Fund and Miscellaneous. Provisions Act, 1952 for 
delayed payment of Provident Fund contributions. While not accepting 
the Audit objection, the Ministry of Finance had stated that in the absence 
of any modification of Section 14-B of the Act, the prese~t provisions, as 
they stand, can not be ~strued to mean that the assessee had paid a penalty 
vio]ating any statutory provisions. In order to set the matter beyond any 
margin of doubt, the Committee have desired Government to consider the 
feasibility of 111aking an amendment to the Employees' Provident Fund Act, 
1952 to bring out unambiguously the penal nature of the damages levied 
under Section 14-B thereof. 

4. The existing penal provisions of the L.P.F. Act do not apply to the 
trustees of exempted provident funds. The Committee have su8JeSifed that 
in view of the possibility of wide-spread misuse of provident fund ,monies, 
the Act should be amended forthwith to provide t:ha,t both the employers 
as well as the Board of Trustees shall be jointly and severally liable to 
invest provident fund accumulations in the prescribed securities. 

S. As on 31 March, 1983, BPF arrearS due from 6,797 unexemp,ted 
establishments amounted to Rs. 42.83 crores. The arrears due from 85 
exempted and relaxed establishments as on 31 December, 1982 amounted 
to Rs. 23.8 crores. The totaJ antount of contributions due for credit to the 
Assam Tea PJantation Provident Fund was Rs. 2.57 crores as on 31 March, 
1983. Expressing concern over such heavy E.P.F. arrears, the Committee 
'have suggested tha~ a J!lonitoring cell may be set up in the E.P.F. Org&ni-
sation and in each Regional Provident Fund Co~ioner's Office to pursue 
.actively all cases wherein the arrears exceed Rs. S lakhs. 

v 



In view ot the mounting arrears of provident fund con.tributions ·on the· 
one b{md and expanding scope and coverage of the scheme on the other,. 
the Committee have desired 9over~at to· reconsider the question of the-
E.P.F. Organisation having a separa.te recovery machinery Of its own. It 
could be on the lines of T~ Recovery dfftt~ts wtder the Income-Tax 

. Act. 
6. The employees' provident fund scheme is a statutory one. The 

employees have no option but to allow deductions to be made from their 
wages for contribu,tious to the provident fund trusting that their savings 
would be safe and secur:e in the hands of Provident Fund Organisation. The 
Organisation has, therefOre, a special responsibility to ensure security of the 
contributions in cases where the employers persistently default in payw..~nt. 
The Ministry have indicated that ~though no concrete proposal has emerged 
so far, the question of creating an insurance fund has been engaging the 
attention of Gove~nt for some time. The Committee have desired to 
be informed of the decision taken by Government on the aforesaid propo-
sal. · 

7. The Puqtic Accounts Committee (1983-84) examined this paragraph 
a,t their sitting held on 26 October, 1983. The Committee considered and 
:finalised this Report at their sitting held on 2 April, 1984. Minutes of the 
sitting of the Committee form Part fl* of the Report. 

8. A statement containing co~lusions and ~ommendations of the 
Committee is appended to this Report (Appendix lll). For facility of 
reference these have been printed in thick type m the body of the Report. 

9. The Committee place on record· their appreciation of the assistance 
rendered to them in the examination of this paragraph by the office of the 
Comptroller and Auditor· General of India. 

10. The Committee would also like to express their thanks to the officers 
of the Ministry of Fmance (Department of Revenue) for the cooperation 
extended by them in giving information to the Committee. 

NEW DELHI; 
Aeril 9, 1984 
Chtzitra 20, 1906 (Saka) 

SUNIL MAITRA 
Chairman 

Public Accounts Committee 

•Not printed. One cyclostylcd copy Ia id on theTa ble oft he House and five oopies placed 
in Parliament Library. 



REPORT 

CHAPTER I 

MISTAKES IN ALLOWANCE OF CQNTR.IBUTIONS TO 
. PROVIDENT FUNDS 

Audit Parapaph 
Under the Income-tax Act, 1961, any expenditure not laid out or ex-

pended wholly and exclusively for the purpose of busines.s_ is not allow-
able in computing business income. It has been judicially held that 
expenditure which was incurred in connection with proceding relatuig 
to breach of law was not due to any exigency of the business carried 
on by an assesses, and would not be deductible even if incurred for th~ 
purpose of business. 

1.2 In the accounts of a company relevant to the assessment )ear 
1978-79 (completed by an Inspecting Assistant Commissioner in January 
1981) a sum of Rs. 1,36,143 was debited to the profit and loss account 
as interest on account of the payment made to the Comission~ of Pro-
vident Fund for failure to deposit the contributions to provide11t fund: 
in time. This e.xpenditure was deducted by the Income-tax Officer in 
computing the company's total income. As the payment was made for 
infringement of statutory orders and it was not due to any exigency of 
the business, it would not constitute admissible expenditure- The in-
correct deduction allowed on this account led to excess computation and 
carry forward of loss of Rs. 1,36,143 with a potential tax effect of Rs. 
78,621. 

1 .3 The Employees Provident Fund and Miscellaneous Provisions 
Act, 1952 provides for recovery of damages "not exceeding the amount 
of arrears" in the case of emplo~rs who make defaults in the payments 
of any contribution to the fund. As this provision conferred too wide a 
discretion on the departmental officers in the matter of extent of damag-
es that can be levied, the Public Accounts Committee in para 124 of 
their 1 lOth Report (Sixth Lok Sabha) felt that the discretion should be 
limited by prescribing either in the statute itself or in the executive instruc-
tions norms for exercise of discretion. In their Action Taken Note 
dated 28 September 1979 the Ministry of Labour stated that it was pro-
posed to modify the existing provision contained in Section 14-B of the 
Employees Provident Fund and Miscellaneous Provisions Act, 1952 so 
as to fix in the Act itself the percentage of penal interest to be recovered 
in proportion to the period of delay and the amount of provident fund 
arrears. 

1.4 The Public Accounts Committee in para 114 of their 21st Report 
(7th Lok Sabha) further observed that the J)roposed amendments to 
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Section 14 and 14-B of the Employees Provident Fund and Milcollancous 
Provisions Act, 1952 should be finalised without delay. 

1.5 No amendment to these proVisions seems to have been made so 
far. 

1.6 While not accetping the objection, the Ministry of· Finance have 
stated that in the absence of any modification to Section 14-B of the 
Employee's Provident Fund Act, the present provisions, as they stand, 
cannot be constroed to mean that the assessee had paid a penalty violating 
any statutory provisions. 

[Paragraph 2. 11 (ii) of the Report of the Comptroller and Audi-
tor General of India for the year 1981-82, Union Government 
(Civil), Revenue Receipts, Volume IT-Direct Taxes (pp. 74-76)]. 

1. 7 The assessee in the case, cited in the Audit paragrapb-M/s 
Hindustan Spinning and Weaving Mills Limited-'Nas assessed in the sta-
tus of a company in the charge of Commissioner of Income-tax, Bombay 
City I. For the assessment year 1978-79, the income of the company 
was noticed tbt sum of Rs. 1,36,143 was debited by the company in the 
of Rs. 1.40 crores. During the course of Audit in December, 1981 it 
was noticed that sum of Rs. 1 ,36,143 was debited by the company in the 
profit and loss account for the year 1977-78, relevant to the assessment 
year l 978-79 on account of interest paid to the Commissioner of P~::o­
vident Fund, for failure to deposit contributions to the Employees Pro-
vident Fund in time. This expenditure was deducted by the assessing 
officer while computing the income of the assessee. 

1.8 Section 37 of the Income-tax Act. 1961, provides that any ex-
penditure, which is not in the nature of capital expenditure or personal 
expenses of the assessee, laid out or expended wholly and exclusively for 
the purposes of the profession shall be allowed in computing the income 
chargeable under the bead "Profits and gains of business or profession" 
i.e. business income. 

1.9 It has been judicially held that penalties incurred for non-com-
pliance with the provisions of any law-being not expenditure incurred in 
the exigencies of business, are not allowable as deductible expenditure 
under Section 36(i) (iv) of the Income-tax Act, 1961. 

1.10 Section 14-B of the Employees Provident Fund and Miscel-
laneous Provisions Act, 1952 provides for imposition of damages "not 
exceeding the amount of arrears" in the case of employers who default 
in the payment of provident fund contributions. According to Audit, the 
so called 'interest' of Rs. 1,36,143 comprised "damages" levied under 
Section 14-B for delayed payment of provident fund contributions. 

1.11 In the following case-laws, the Central Board of Direct Taxes 
contended before the High Courts that damages paid by an assessee under 
Section 14-B of the Employees' Provident Fund and Miscellaneous 
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~rov~ Act, i 952 for non-payment of contributiont. ~ tho PnwideDt 
Fund CODJtituted damages not allowable as. business eX).1CO.~ UDder 

. Section 37 of the Income-tax Act, 1961 : · 

( i) Commissioner of Income-tax, Gujarat versus M.ibii' Textiles 
Limited. [104 ITR 167 (Gujarat) dated 11-11-19751. 

(ii) Sar~ya Sugar ~ (Pvt.) Lim~d versus Qmunissicmer of 
Income-tax, [116-ITR 387 (Allahabad full bench) dated 11th 
May 1978]. 

(iii) Commissioner of Income-tax, Kanpur versus Swadeshi Cotton 
Mills Company Limited. [21 ITR 347 (Allahabad) dated 
14th September 1979.] 

The :Qoard's contention wa~ accepted by the High Courts and the 
damages paid by assessee were not allowed while computing business 
income. 

1.12 In Mahalaxmi Sugar MiUs Limited versus Commissioner of 
1ncome-tax, Delhi (123 ITR 429 dated 9 April 1980), the Supreme 
Court held that interest payable on arrears of cess under the Uttar Pradesh 
Sugarcane Cess Act, 1956 was in the nature of compensation paid to the 
Government for· delay in the payment of cess and hence an allowable 
expenditure. The Supreme Court also held that the interest levied under 
the Cess Act was not a penalty for which a separate provision had been 
made in the Act. The Supreme Court found that the liability to pay 
interest was as certain as the liability to pay cess and as soon as the pres-
cribed date is crossed without payment of the cess interest begins to a~rue. 
Reference by the Supreme Court to penalty provision, the application of 
which depends on discretion of authorities "Nould confirm that penalty is 
not an allowable deduction. Relying on the Supreme Court Judgment, the 
Madhya Pradesh High Court also held in the case of Commissioner of 
Income-tax versus Malwa Vanaspati and Chemical Company Limited (135 
ITR 221 dated 13 February 1981) that no expense which is paid by way 
of penalty for a breach of the law can be said to be for the business of the 
assessee. Under the Madhya Pradesh General Sales Tax Act, 1958, the 
High Court found that the liability to penalty was not automatic. It arose 
as a result of the imposition of penalty by the assessing authority when an 
assessee is found to have committed a breach of the provisions of the law. 
Accordin~ to the Madhya Pradesh High Court in the case of expenses 
incurred on account of penalty levied for the breach of law, the penalty is 
imposed on the assessee personally and the expenses incurred in that behalf 
cannot be said to be laid out "Nholly and exclusively for the purpose of the 
business of the assessee. This case Jaw lent support to the contention of the 
Central Board of Direct Taxes that the penalty levied for breach of law is 
not an allowable expenditure under Section 27(i) of the Income-tax ~ct. 
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1.13 ·Tiie Committee desired to know· the reasons for taking a difterent 
stand in pemiitting damages as aDowable business expen·se under section 
37 of the Income-tax Act, 1961 in the case Cited under the Audit para-
lf&ph. Tile Member, C.B.D.T. stated : 

"Earlier, we were taking the stand that these were damages. 
Saraya Sugar Mills case went up to Supreme Court which 
reversed the findings i.e., of the Allahabad High Court. We 
went to the Patna High Court based on Allahabad High Court 
judgement, where they said that it was based on the Sugar-
cane Cess Act. The Allahabad High Court's judgement was 
specifically reversed by the Supreme Court which said that 
illterest was automatic; and so they allowed it as deduction." 

1.14 On beinA pointed out that in the instant case. levy ... of Jama~cs 
was not automatic as is the case with interest. the Member, C.B.D.T. stated : 

"In this particular case, they are not damages at all. It is only 
interest for delayed payments, and not damage(s) under Section 
14-8." 

1.15 The Member further stated : 
"In 116-JTR (387), the Allahabad High Court said they were 

damages, Supreme Court said they were not. 
116 TR itself said that in view of the legal position discussed 
payment made as damages for delay in paying the contribution 
to the provident fund stood on the same footing as interest pay-
able for non-payment of purchase tax. This d~ision has been 
reversed by the Supreme Court later on in the Mahalalcshmi 
Sugar Mills case. There, the Supreme Court said that interest 
was paid by the appellate company engaged in the manuf~cture 
and sale of sugar, under Section 33 of the U.P. Sugar Act, on 
the arrears of cess payable. They are arrears under Section 63. 
They arc related to the cess, and not to provident fund." 

1. l 6 In yet another case viz., Organic Chemical Industrial and another 
versus Union of India and others (55 FJR 283) the Supreme Court held 
that damages as imposed by Section 14.B, include a punitive sum quanti-
fied according ~o the circumstances of the case. In the instant case, Section 
14-B of the Employees' Provident Fund and Miscellaneous Provisions Act. 
1952 specificaUy refers to payment of damages not exceeding the amount 
of- arrears. Thus the extent of the levy is )eft to the discretion of the Central 
Provident Fund Commissioner. The provision does not amount to levy of 
interest which runs automatically as in the sugar cess case. 

1.17 Asked to state how it could be said to be automatic, when the 
levy of 'interest' was left to the discretion of the Provident Fund Commis-
sioner, the Member C.B.D.T. replied: 

"This is not a penalty under Section l 4-B of the Act. It is interest 
for delay m payment made to the provident fund. 
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Section 14-B rlUtes to payoimt tO the Pr<1videilt Fund Com-
Pro~dent Fund; Tbe matter is urider appeal, and the Court 
will decide wh~er Section 14-B apPlies or noJ. We have 
rectified the asseSsment.,, 

1.18 Supplementing the above statement, the Chairman C.B.D.T. 
~Stated : 

"We have not accepted the Audit objection. But our understanding 
is that even where audit objection is not accepted, remedial 
action will be taken. Whether we accepted it or not. we have 
taken remedial action. Naturally, the assessee will go on appeal 
The assessment is over. We have disallowed it. After that 
they (assessee) must have gone on appeal." 

1. The Member, C.B.D.T. clarified further : 
"That was only 2 or 3 months earlier, they have time to appeal, we 

can verify and let you know whether they have gone on 
appeal." 

1.20 Asked to specify the legal position in regard to allowance as a 
business expense of damages paid or penalty levied under Section 14-B of 
the Employees Provident Fund Act, 1952, the Ministry of Finance (De-
par\meJ!t of Revenue) have stated : 

"The damages under Section 14-B of the Employees Provident 
Fund Act, 1952 do not appear to_ be penal in nature. The 
decision of the Allahabad High Court in the case of Saray.a 
Sugar Mills (P) Ltd. Vs. CIT (1979) 116. ITR. 387, has 
been over-ruled by the same High Court in Triveni Engineer-
ing Works Ltd. Vs. CIT, Delhi-II (1Q83) 144. ITR 732. 
The Allahabad High Court has followed th~ Supreme Court 
decision in Mahalaxmi Sugar Mills Co. Vs. CIT ( 1980) 123. 
ITR. 429. 
Damages paid to the Government in terms of Section 14-8 of 
the Employees Provident Fund Act, 1952 do not appear to 
qualify as a business deduction.·· 

1.21 The Committee enquired about t~e latest position of the asst.."Ssee's 
re-assessment for the year 1978-79 and whether the demand created has 
been adjusted. The Ministrv yof Finance (Department of Revenue) have 
stated 

"The Commissioner of Income-tax. Bombay City-1. Bombay has 
taken action under Section 263 of the Income-tax Act, 1961 
and ·vide his order dated 11-1-1983 has held that the amount 
of Rs. 1,36,143/- levied as damages by the Provident Fund 
Comissioner under the provisions of Section 14-B of the 
Prevideot Amd Act, 1952 was wroaaly allowed as a doduc-
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tion while computing the total income for the assessment year 
1978-79. The I.T.O. was ~ingly directed to re-deter-
mine the total income by disallowing this sum. Elect to this 
order has been given. by the L T.O. vide his order dated 
14-2-1983. No additional demand has been raised in this year 
since the income determined remains a loss." 

1.22 In reply to another question whether the assessee has filed an 
.appeal against the re-assessment order, the Ministry of Finance (Depart-
ment of Revenue) have stated : 

"Th assessee has filed an appeal to the Income-tax Appellate Tri-
bunat on 24-1-1983 against the CIT's order under Section 263. 
This appeal is still pending." 

1.23 Section 37 of the Income-tax Act, 1961 provides tllat any ex-
penditure, which is not ill the nature of capital expenditare or personal 
. expewses of the the assessee, laid oat or expended whoUy or exclusively for 
the purposes of the business, or profession shall be allowed iD computillg the 
income chargeable under the heacl ''Profits and gains of business or profe-
sion" i.e., business income. However, in the account of an assessee com-
pany relevant to tile assessmeat year 1978-79, a sum of Rs. 1,36,143 debited 
to the profit and loss aecout as interest on account of the paymeat made to 
the Collllllissioner of Provident Fund for failure to deposit the condbuti.on 
to the provident fund in time was deducted by the Income-tax otftcer ia 
<omputing the company's total income. This was objected to by Audit. 
Their view was that the iDterest of Rs. 1,36,143 comprised 'damages' levied 
-under Section 14-B of the Employees' Provident Fund and MisceUaneous 
Provisions Ad, 1952 for delayed payment of provident fund contributions. 
As it has been judicially held that penalities incurred for non-compUance 
with the pro'risioas of aay law being not expenditure incurred in the uigen· 
eies of business are not allowable as deductible expenditure UDder Section 
36(1)(iv) of tile Income-to. Act, 1961, the iDterest of Rs. 1,36,143 was not 
allowable as dedadible expenditure. Although the Audit objeetioa was not 
.accepted by tile Department, to safeguard revenue, the COIIUIIUiioDer of 
Ineome·tu directed the I. T.O. under Section 263 ·of the Ineome-tax Act, 
1961 to re-determine the . total income by disallowing the sam levied as .dam••· Etlect to this order was given by the I.T.O. in February, 1983. 
The Committee have beea iofomled that the assessee has filed an appeal to 
.the Ineome-ta: Appellate Tribunal on 24-1-83 agaiust the order of the Com· 
missioner of Income-tax under Section 263 of the Income-tax Act Md the 
appeals is pending. The Committee would like to be appraised of the out-
.wme of the appeal. 

1.24 The CommiUee note that while not accepting the Audit objection, 
the Ministry of Fmance bad stated that in the absence of any modification 
.of Section 14-B of the Employees' Provident Fund 8lld MisceDaneous 
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ProYilloal Aet, 1952, tile preseat proYisio111, as tlley stad, Cllllllot IJe eoas-
traed to - ...... --·· ... ,... • ,......, ftolall • ., ..... ....,. 
,..,.._ ne c.-••••-•• ... Ida .... al ... ........., .. J1aace • 
dllereat from tile 8bmd tile CBDT llad earlier fakea ID several eases before· 
High. COalt wherela they had eonteli.ded dud the damages paid by • lllie8see 
uder Section 14-B of tile Employees' Provident Flllld Act for JlOB·paymeilt 
of contribUtions to the Provident Funds c018tltated ....... not .UowMie as 
business exjJense uader Section 37 of the Income-Tax Act, 1961. The 
Boatd's eoiltention was accepted by the High Courts •d the damages paid 
by the assessee were not aUowed while computillg business income. The 
explanation of the Ministry for the change in their stand is that in the Maha-
laxim Sugar Mills Ltd. versus CommisSioner of Income-tax, Delhi (123 ITR 
429 dated 9th April, 1980), the Supreme Court had held that interest pay-
able on arrears of cess under the Uttar Pradesh Sugarcane Cess Act, 1956 
was in the nature of compensation paid to the Government for delal in the 
payment of cess and hence an allowable expenditure. Tbe Supreme Court 
hal also held that the interest levied under the Cess Act was not a penalty • 
and that the liability to pay Qlterest was as certain as the liahili~' to pa~· 
cess; as soon as the prescribed date is crossed without payment of the cess, 
interest begins to accrue. The Committee observe that the reason given by 
the Supreme Court for not treating iftterest levied under the Uttar Pradesh 
Sugal'C811e Cess Act as penalty was that a separate prm'i ... ion for penalt~' 
eXisted in that Act. However. Section 14-B of the Employes• Provident 
Fund Act, 1952 specifically refers to payment of 'damages'. Also. the extent 
of levy is left to the discretion of tht! Central Provident Fund Commissioner. 
In view of this, the damages payable under Section 14-B of the Employees' 
Provideat Fund Act, 1952 do not seem to be on aU fours with the int~rest 
payable on arrears of cess under the Uttar Pradesh Sugarcane Cess Act, 1956. 
In fact, the Supreme Court, in Organic Chemical Industries and another 
versus Union of India and others (55 FJR 283), held that damages, a8 im-
posed by Section 14-B, include a punitive sum quantified according to the 
circumstances of the case. However, in order to set the matter beyond any 
IJI8I'Iin of doubt, the Committee will like Government to coasid~r the feasi-
bility of making an amendment in the Employees' Provideat Fund Act, 19SZ 
to bring out anambiguously the penal nature of the d~~~~~~~ges levied uader 
Section 14-B thereof. 



. . . 
A~DMENT OF SECTION 14-B TO S~ECIFY RATE <)F DAMAGeS 

~.1. &:clio)~ 14-B of tbe Employees' Provic;lent Funds and Miscenaneow; 
PrQv.it&iuas Ac~ 1952 rea.~ as under : · 

··wtu.rc. a11 employer makes default in the paP\ent of any co~;~.tri· 
bution to the Fund the Family Pcnsian Fund or the I~urance 
Fund. or in the traDSfer of a&XW.Du.W.tions required tp be trans-
ferred by him Under sub-section (2) of Section 15 or sub-sec· 
tion (5) of Section 17 or in the payment of any ch~~ pay-
able under any other provision of this Act or of any Scheme or 
Insurance Scheme or under any of the conditions specified 
under Section 17, 1he Central Provident Fund Commissioner 
or such other officer as may be authorised by the Ce~tral Gov-
ernment, by notification in the Official Gazette, in this behalf 
may recover from the employer such damages, not exceed·inJ 
the amount of arrears. as it may think fi!. to impose : 

Provided that before levying and recovering such damages, the em-
employer shall be given a reasonable opportunity of being 
heard.'' 

2.2 The Public Accounts Committee, in paragraph 124 of their 11 Oth 
Report (6th Lok Sabha), had recommended that the discretion UD.der Sec-
tion 14-B of the Employees• Provident Fund and Miscellaneous Provisions 
Act, 1952 should be limited by prescribing norms for exercise of discretion. 
The Ministry of Labour stated in September, 1979 that the existing provi-
sions would be modified so as to fix in the Act itself the percentage of pena1 
interest to be recovered in prOportion to the period of delay and the nmount 
of arrears. The Ministry reiterated this position in October, 1981 while 
replying to paragraph 1-14 of the Committee's 21st Report (7th Lok 
Sabha) • Asked to indicate th.e action taken in this connection, the Ministry 
of Finabce (Department of Revenue) have stated: 

"The proposal for amendment of Section 14-B of the EPF and Mis-
cellaneous Provisions Act, 1952 is included in the current batch 
of amendment of the Act, which is now at an advanced stage. 
Meanwhile, the existing table of damages prescribed by the 
Central Board of Trustees of the Employees' Provident Fuhd 
has been replaced by a provision for levying damages at a rate 
not exceeding 25% simple interest, subject to the condition 
that the total amount of damages would not exceed 100% of 
the arrears. The revised provision is ~licable to defaults 
arising after October, 1982. So far as the defaults for the past 
period are concerned, damages will continue to be levied in 
accordance with original table." 

8 
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2;_3 l>ari~J& evidawe, tbe Commi~ enquired ~-bout tbe P.~ of CJSfJI 
wherein 100% damages had been imposed, the Member C.B.D.T. repJ!t4; 

"I would not be able to say becalise we h,ave not got the particulars. 
This COilditjon has been imposed very ~ntly. This condition 
is applicable to arrears which arise after the issue pf this order. 
This is not ~pplicable to those outstanding prior to the issue of 
thi~ order of 6th November, 1982." 

2.4 Asked to indicate the rates of damages prescribed in the earlier 
table, the Member. C.B.D.T. replied: 

"It is a very big table. Depe'nding upon the period of persistence of 
default, if consecutive defaults have taken place, the percentage 
would vary to a maximum of 100% only because there is a 
statutory provision that the damages cannot exceed 100% 
(Section 14-B). 
It is according to the administrative order that 25-% simple 
interest is charged. 25% is in the nature of a general guide-
line. It is not a specific order. We are generally required to 
follow this order because the levy of damages is a judicial 
process and this cannot be applied mechanically. Such guide-
lines were also issued earlier. 
1f ~1 withdrar"'al (default) persists for one month. we levy 
damage of 2%. for over 11 months 55% and upto 12 months 
or more 100%. 

2.5 Asked if it is correct to say that levying of damages is discretionary, 
the Member, C.B.D.T. replied: 

"It is a judicious process. The Regional Provident Fund Commis-
sioner who examines these cases, applies his mind, gives a 
hearin~ to the employer and takes into account the circum-
stances under which the defaulter has failed to pay and comes to 
a decision as to the rate at which the damages should be levied. 
But no rate is prescribed." 

2.6 In reply to a question why damages have been _prescribed at a rate 
not exceeding 25% simple interest, the Member, C.B.D.T. clarified : 

"This is the latest device that has been given to them as the applica-
tion of this table is givin~ rise to many difficulties. We have 
evolved some norms and accordingly we thought tb~t we should 
lay down this norm of 25%. We levy in the nature of Ulte.telt, 
not damages. We adopted it on the pa~rn of AECD which 
prescribes 25% in case of default. Our iDtention is a11o to in-
corporate it in the Act itself. For the prese~t, it is beina uaed 
as an administrative dir.ectioa." 
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2. 7 The representatiV'e of the Ministry of Labour supplemeD.ted by 
statlbg: · · · 

"lti haS passed through some evolutionary processes. InitiaD.y our 
· ·idea was to impose it as 25 per cent interest, more or less a 

fixed rate, but later on it was brought to our notice through a 
court case that we cannot constrain a Regional Provident Fund 

· Commission from exercising his discretion. Therefore, we had 
to modify our instruction to say that this is m the nature of 
a guideline. Originally our intention was to fix a specific· rate 
to be adopted in all cases." · 

2.8 The Committee enquired about the latest position in regard to the 
proposed modification of provisions contained in Section 14-B of the Pro-
vident Fwd Act. The Ministry of Finance (Department of Revenue) have 
stated (February 1984) : 

"Section 14-B of the Employees' Provident Funds and Miscellane-
ous Provisions Act, 1952. at present provides for recovery of 
damages not exce~ding the amount of arrears. A proposal for 
carrying out certain amendments in this Section is included in 
the current batch of amendments to the Act. which is now 
at an advanced stage. Meanwhile, the exi~ting table of dam-
ages prescribed by the Central Board of Trustees has been re-
placed by the guidelines according to which damages may be 
levied at a flat rate of 25% per annum on all belat~d remit-
tances, subject to the condition that the total amount of dam~\gCS 
would ·not exceed actual amount of an·ears. Since however, the 
levy of damages is a judicial process the discretion of the Re-
gional Commissioners in that regard remains unaffected." 

l.9 Section 14-B of tbe Employees' Provident Fund and Miscelbmeous 
Provisions Act, 19Sl, at preseat provides for recovery of damages not ex-
ceecling the amoat of arrears. As the application of the existing table of 
diiiJUIIeS ·prescn"bed by the Central Board of Trustees of the Employees~ 

Provident Fund was giving rise to many difticulties, it has been replaced b) 
pidelines, according to which damages may be leviea at a rate of 25% per 
MDPIII oa belated remittances, subject to the condition that the total amount 
Of damages woald not exceed the actual amoat of arrears. Since, however, 
the levy of dmD~~ges Is a jadieial process tile ~on of the Regional Com-
miedoeen In tllat reprcl re....U.S aaftected. The revised adminJstrative 
cllredloll Is appliable to defaults arislag after October, 1982. The Com-
llllttee lllwe IJeea lldonued that the proposal for amendment of Section 14-B 
of tM EPF' aad Mlscellaaeoas Pro'risloas Act 1952, Is lnduded In the car-
reM 'bldcll of maeadJDents to the. Aet, wllleh Is DOW at an adftnced staae. 

2.10 Tlds IDidter Is peadlna for too lona. 'Die MWstry of LaiMMir laad 
· bdonaed tile COIIIDdtfee as far back • Ia Septenaber, 1979 In ~ to 
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;an earner recommendation contained in paragraph 124 of the Committee's 
. UOth Report (1978-79) (6th Lok Sabha) that the existing provisions l''Ould 
.be modified so as to fix in the Act itself the percentage of penal interest to 
be recovered in proportion to the period of detay and the amount of arrears. 
The Committee desire that·• amendment to Semon 14-B of the Pro~·ident 
Fund Act to the above effect should be brought before Parliament without 
any further loss of ·flme. 

:!- 14 LSS/R4 



CHAPTER W 

RECOGNITION OF PROVIDENT FUNDS 

3.1 The number of recognised/approved Provident Funds as on 1-4-
1983 was 5,257. 

The following statement shows the number of applicatioDs pendin& for 
recognition of Provident Funds as on 31-3-1983 alongwith the details of 
pendency with referebce to year of receipt of applications : 

(a) Applications received before 5 years i.e. financial year 1977-78 and 
earlier years • 31 

(b) During financial year 1978-79 • 19 
(c) During financial year 1979-80 • 53 
(d) During financial year 1980-81 60 
(e) During financial year 1981-82 • 44 
(f) During financial year 1982-83 • 108 

315 

3.2 The administrative instructions issued by the Central Board of 
Direct Taxes vide No. J190 dated 28-6-1978 require disposal of applica-
tions within three months of the receipt thereof. In paragraph 118 of their 
llOth Report, the Public Accounts Committee (1978-79) had recommend-
ed that the procedure for dealing with applications for recognition should 
be streamlined so as to ensure that any application for recognition is dis-
po5.ed of within three months of the date of its receipt. 

3.3 Although the Central Board of Direct Taxes had in the same cir-
cular to all the Commissioners of Income-tax desired that all applications 
for recognition/approval which were received before I ApPI, 1978 must 
be disposed of by 30 September, 1978, from the table of year-wise pendency 
furnished by the Ministry of Finance it is noticed that 31 applications 
received in the financial year 1977-78 or earlier years were pending. When 
the Committee enquired about the reasons for delay in the disposal of ap-
plications, the Member, C.B.D.T. stated : 

"There are some practical difficulties in some cases; there is corres-
pondence with the Provident Fund Commissioner asking for 
clarification and, therefore, some delay." 

3.4 The Member, C.B.D.T. further stated : 
"We will get an analysis done of all these things, why they are pend-

ing; we will get the reasons and supply. Recently one case was-
referred to me also and it was very difficult to solve it .... " 

3.5 Subsequently, the Committee enquired if the Department had re-
viewed the outstandings of over one year, which stood at 207, as aho in-

12 
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vestigated into the failure to adhere to the instructions. In reply, the Minis-
try of Finance (Department of Revenue) have stated : 

"The main reason for pendency is the non-cooperation/delay on the 
part of the trustees of the Provident Funds in furnishing the 
information required. In some cases, there has been delay on 
the part of the Income-tax Officers/lACs in furnishing reports 
to the Commissioners. However, the Commissioners of Income-
tax have been requested to review all cases pending for over 
one year and take suitable action. They have also been re-
quested to adhere to the time schedule of disposing of the ap-
plications within three months of the filing of the applications ... 

3.6 Asked if delay in recognition of a provident fund results in loss of 
benefits of deductions under the Income-tax Act, the Member, C.B.D.T. 
replied : 

"Actually the employees get the benefit under (Sec.) 80 C because 
once the application is made to the Commissioner for recogni-
tion. in almost all cases the employees J!_et the benefit. So far 
as the employer is concerned, it will be a contribution to a 
non-recognised provident fund and he will not get the deduc-
tio·n. But the Courts have held that even in such cases if there 
irs a valid trust and the funds have been made over to the 
trustees. it should be allowed as a deduction. But the position 
is not clear; no case has gone up and we are not sure. We 
have prescribed three months for recognition of provident fund 
((' all the C-Ommissioners. Sometime~ there is difficulty in 
adhcrin_g to that, there is some delay. But we try to ensure that 
the recognition is given within three months because we do 'not 
want the employees to lose the benefits." 

3.7 The Member. C.B.D.T. further stated : 
"In practicl.! it does not work like that. Once an application went 

to the Commissioner for recognition. then practically all the 
cmp~oyees gel!. the bi!'nefit. .. 

3.8 In the same context, the Chairman. C.B.D.T. stated : 
"One point I will clarify, whether ·he pays the amount into the PF 

A I c or not is not really material except from this year onwards 
when we have amended the Act. If he has not paid, the 
amount is disaUowed for Income-tax purposes. He can claim 
it only in the year in which he is coi1tributing. Otherwise we 
are not monitoring the Provident Fund as such." 

3.9 The Chairman, C.B.D.T. further stated : 
"If it is mercantile account this contribution was earlier allowable 

if he had claimed it as liability and if the liability had arisen. 
Only from this year. we have imposed the condition that if he 



I ·l 

has not actually transferred the amount to trustees, mere mer-
cantile accounting liability wiiJ not give him the right to claim 
allowance for lncome-tax purposes. This is the punitive mea-
sure w~ have introduced.·· 

3.10 The Committe~ enquired about the amount of arrears due from 
the defaultin!! establishments. In reply. the Ministry of Finance (Depart-
ment of Revenue) !-.tatcd : 

"The dl.'duc:io·n admis!-.ihk under Section 36( l )( iv) is on mercan-
ti:c basis upto assessment year 1983-84. No information in 
rc!!ard to transfers to trustees is available.'' 

3.11 Scdion 43R in!o.crtcd by Act No. 11 of 1983 dfectivc from 1-4-
19X4 stipulates that : 

Notwithstandin!! anything contained in any other provi~ion of this 
Act. a d~duction otherwise allowable under this :~ct in· respect 
of-

t ;.o l a·lh sum pay;shk· hy lhi.· a!'>'ics..;ce by ~vay of tax •'r dul\ under 
am law for th.: link' hcin~! in force. or 

(h) am !-.Lilli payahk hy tht: asst.~-ss.:c as an ~~mplt,~.:r h) \\ay of 
L'Untributiun Ill any provident fund or superannuation f:.;nd or 
1-!ra:uity fund tll" any other fund for the welfare of t.'mpl.-~yecs. 

shall h: allowL·d ( irn::spL:..:t iw of the previous year in whi.:-h the 
Jiahilit~ ll) pay ~ueh sum was i'ncurn::d hy the assessee acL:ncding to 
th.: 111dillld of :K..:our.tin!.! r~')!ularl\ L'mployed by him 1 l'nly in com .. 
puling tl1c income rcfc1 red w in Sedi{'Jl 2~ of that prcviou'\ year 
in which suL:h :-.um ;;.; actually paid hy him." 

~.12 Asked \\hethcr the employees arc made aware of the existence 
..:-~t benefit under Section ~0-C of the Act. even if 'the Dcpartm~:nt docs 
no! disp(lSt.' of the app~ication to recognise a fund. the Member. CB.D.T. 
replied : 

.. We will !->tudy it and publicisc it if it is a fact."' 

3.13 Suh!oo.equcnlly. the CommiHcc enquired if the Department had 
:ssucd any public notice on the admissibility of deduction in computing 
total income of the employees of the sum paid by him as contribution to 
tht' Provident Fund. The Ministry of Finance ( Dcpartm~:nt of Revenue) 
bvc stated : 

"The Board is!-.UC!-. every year a circular regarding the liability of 
thL' employers for deduction of tax at !-.ourcc from the salaries 
paid to the employees explaini·ng in detail the various de.duc-
tions 1 inc:uding deduction under Section 80-C of lhe ltteome-
·.ax Act, which illler alia, includes deduction on account t)f 
c·~ntributions to recognised provident funds). 
A copy of such a circular issued in 1983 is enclosed.* .. -·- -· -------~----- ---- ···---~----- ----··------------- ____ ,.. _____ -
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3.14 Ia paragraph 28 ef their llOth Report (6th Lok Sabha), the Com-
miUee (1978-79) had neo ... eaded that the procedure for clealiog with 
applications for rec:opitioa of various fllllds should ~ streamlined so as to 
ensure that any appliCation for recopition is disposed of within three months 
of the receipt thereof. The Central Board of Direct Taxes issued instruction 
No. 1190 dated 28 June, 1978 to the effect fhat all applications for recopi· 
tion of provident fund, superannuatioa/gratuity fund must invari~bly be 
disposed of "·ithin three months of the receipt thereof. In the same circu-
lar, the Comm~ssioners of Income tax were d\rected to ensure dispo~ of 
aU the ~pplications received hefon~ 1 A1,ril. 1978 b~· 30 September, 1978. 
Tbe Committee. however, mJtict· from the hthlt> of :-ear-wise pendency that 
out of a tohd of 315 pendinJ! applications as on 31-3-83, 207 pertained to 
the i~naiTd~l ~ e~tr. 1981-82 and e:.ulier ~·cars. (}f these, 31 application~ 

were receh-cc! in or before the financial ~·ear 1977-78. The main reason for 
pcndcnc~·. accord in~ to the l>epar~ment is nnn-coOJ)en:.tion/ dday on the part 
of the trustees uf the Provident 1-'um!s in furnishin~ tl~c required information. 
The (~ommittce have been informed that the Commi::sioners have been re-
tluestf'd to rnic'\ all cases pendin~ for over an year. a~ also to adhere to 
the time schedule of disposin~ of the Uflt)lication•; with#n three months of the 
filing tht>reof. 

The Committee find that durin~ oral evidence it was stated that 'once 
an application "-ent to the Commissioner for reco~nition, then practically 
all the emplo)eeS get the benefit. However, from the written reply of the 
Minifltr)' of l'inance (Department of Revenue) it would appear that under 
Section 80-C of the Act wbUe computing taxable income of ~aried group 
specific deductions are allowed at source for payments towards contribu-

. tions to rec;o~nised provident funds. It is not clear whether under the 
law,. the emplo~ ees would be entitled to the deduction once an application 
for reco~nition is made. So far as employers• contribution is concerned-
the deduction admissible under Section 36(1)(iv) was on mercantile bash 
upto assessment lear 1983-84. The Chairman. C.B.n.:r. informed the 
Cmnmittee durin~ evidence tha-t the relevant provision had been amended 
from this year (effective from assessment year 1984-85) and accordingly 
contribution unless actually made over does not qualify as a business 
deduction. Section 438 introduced with effect from 1-4-1984 provides 
that deduction in respect of any sum payable by the assessee as ~n em-
ployer by wa)· of contributiOD to any provident fund shall be allowed only 
in computing the income of that P'"evious year in which such sum is actu-
ally prdd by him. The Committee observe that to an extent the purpose 
has been achieved. The Committee however desire that Govemmeat 
should consider makin~ a statutor~· provision to dispose of all appl1cations 
for recognition within three months of the receipt thereof. This is neces-
sary. ia l!iew of the fact that the repeated iastrudioas issued by the Celltral 
Board o1 Direct Taxes are not beina implemented. In the meanwhile, the 
Cf8111ittee desire, effective steps •should be taken by the C.B.D.T. fo ea.re 
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that the time-limit of three months for recognition of provident funds is 
strictly adhered to by the Commissioners of Income-tax. lnstructloas 
should also he is~ued to the Jncome-tax Officers/lnspectin~ Asshtant Com-
missioners to furnish requisite report~ to the Commissioners of Income-tax 
expeditiously. 

3.15 Section ~ ( 38) (lf the Income-tax Act, 1961 defines '"a recognised 
provident fund"" as '"a provident fund which has been and conlinues to be 
recognised by the Commissioner of Income-tax in acoordance. with the rules 
contained in part A of the Fomth Schedule, and includes a provident fund 
established under the sche.me framed under the Employees' Provident Fund 
Act. 1952." 

3.16 Rule ~I I) nf Part A of Fourth Schedule lo the lncome-tax Act, 
provides that : 

""The Commissioner may accord rcco~nition to any ;lrtwident fund 
which, in his opinion. satisfies the c0ndition~ prc:-.cribcd in rule 
.f and 1 he rules made by 1 he Board in this behalf. and may, 
at am t:mc. withdraw such recognition if. in his opinion, the 
provident fund contravenes any of those conditions" 

The m.ti;1 C(1n;Jitions prescribed under Rule 4 arc : 

(a) All emp:oyccs shaH be employed in India. 
(b) Th~ contribution of an employee shall be a definite proportion 

of the salary and shall be deducted by the err.pJovcr from the 
employee's salary in that proportion ahd credited to the em-
pbyec's individual account in the fund. 

(c) The contribulion of the employer shall not exceed the employees' 
contribution and shall be credited to the individual nccount at 
intervals not exceeding one year. 

(d) The fund shall be vested in two or more trmtccs or in the 
official trustee under a trust 

(c) The fund shaH consist of contributions as above specified, receiv-
ed by the trustees, of accumulations thereof, and of interest in 
respect of such contributions and accumulatio{\s and of securities 
purchased lhercwith and of any capital gains arisin~ from the 
transfer of capital assets of the fund and no other sum. 

3.17 Pending recognition of the fund by the Income-tax authorities, 
·•relaxation'' under paragraph 79 of the Employee's Providenr Fund Scheme, 
1952 is granted by the respective Regional Provident Fund Commissioners. 

3.18 The Schedule also provides for derecognilion of the fund if the 
prescribed condilions are not satisfied. The Act does not, however, provide 
any penalties for violation of the conditions of recognition: and de-recogni-
fin!l~ ha~ only a future effect. This is so because in terms cf sub-rule (3) of 
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Rule 3 of Fourth Schedule the order withdrawing recognition takes effect from 
the date on which it is made. The irregular deductions claimed and allowed 
.in the past do not stand affected as a result of de-recognition. Th~:! Public 
Accounts Committee had, in paragraph 128 of their llOth Report (1978-
79), recommended that with a view to providing a deterrent to unscrupul-
ous employers who may be tempted to misuse the employees' provid~.:.nt fund 
money, the Income-tax Act should also provide for some form of penalty 
including prosecution to be imposed on the employers in, the event of 
breach of the terms of recognition. In their rep]y dated 15th February 
1980, the Ministry of Finance had slated that the recom_mendation of the 
Committee was under consideration alon,g with the simil~r recommendafc-n 
made by the Chokshi Committee. 

3.19 The Committee dc~ircd to know the present slagc in regard lo 
making a provision for imposi·tion of penalty in the eVCJlt of breach 'Jf 
the terms of recognition. The Ministry of Finance (Department of Rever.Jc) 
have stated (September. 1983) : 

"The files of the Central Board of Direct Taxes relating to the reccm-
mendations of the Chokshi Committee were sent to the Econo-
mic Administra!ion Ref'onns Commission. A "final decision 
on the recommendations made by the Choks.hi Committee on 
the above subject will be taken by the Government in the light 
of the recommendations of the E.A.R.C. If these recommenda-
1ions are accepted, it is proposed to implement them through 
the comprehensive Amendment Bill proposed to be introduced 
in the winter Session of Parliament." 

3.20 During evidence (October, J 983), the Member, C.B.D.T. sta~~d : 
"Various recommendations of the Choksi Committee were proce:.sed 

and forwarded to the EARC and the final reports have be~n 
received. All these things can be considered only after the 
report is finally considered. To a large extent. the purpose has 
been achieved by introducing a new provision. Section 438 
under which a payment unless actually made to the prm-ident 
fund ios not allowed as a deduction. The earlier question whe-
ther a penalty can be levied or not, is somethin~ which we 
have yet to consider." 

The Member, further stated : 
"It is very difficult for me to answer that. I was only stating a 

factual position. By whb.t time Government will take a final 
decision is a matter where T cannot answer wjth any me:t':lu:re 
of certainty." 

3.21 Subsequently, again the Committee desrred to be furnished with 
the latest position about the proposed amendment. The Ministry haYe not 
furnished. any reply so far. (March 1984). 
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3.22 Asked to state which Department was to prosecute defaulters of 
the recognised provident funds who failed to deposit the employees' cpn-
tritmions, the Chairman,. C.B.D.T. replied : 

··1 suppose it wiH come under the Companies' Law and not wHh. 
us." 

3.23 The Fourth Schedule to Income-tax Act~ 1961 provides for 
recol!nition of Provident Funds. It a•.so provides for de-recognitio11 of Pro· 
,·ident Funds, if the prescribed conditions are not satisfied. The Act. how-
e"Ver~ does not provide for any penal~· foF violation of the conditions of 
rec•lfgnition. The order withdraw·ing recognition takes effect from the date 
on which it is made. Since de-recognition has only a future effect, irregular 
dt~ductions claimed and allowed in the past do not stand affected as a result 
ther~of. The Committee (1978-79) had. in paragraph 128 of their 1 lOth 
Report (Sixth Lok Sabha), recommended that with a view to prcn·iding a 
detnrent to unscrupulous employers who ma:v be tempted to misuse the 
emplo~·ees provident fund contributions, the Income-tax Act should also 
pn~\ ide for some fonn of penal~, includin~ prosecution to he launched 
a~sinst the employers in the event of breach of terms of recognition. The 
Committee were informed in February 1980 that the above recommenda-
tioo of the Committee was under consideration of Government along with· 
a ~~imilar recommendation made by the Chokshi Committee. 

The Committee have now been informed that the files of the Central 
Board of Direct Taxes relating to the recommeadations of the Chokshi 
Committee were sent to the Economic Administrative Reforms Commis-
sion and that a final decision on the sub.iect wlll be taken by Government 
in the light of the recommendations of the Economic Administratioa Re-
fonns Commission. H these recommendations are a&:eepted, these will be 
implemented tllrough a compreheqsive Amendment Bill. The Committee 
are concerned to note that although a period of five years bas elapsed sin&:e 
the Collllllittee had desired Govemmeat to move· for an ameadment of the 
Income-tax Act so as te provide for a penalty on BD. employer in the event 
of a breaeb of terms of recognition of tile provident fund, a decision is yet 
to be taken by Goyernment. The result is that there is still no deterrent 
to aa unscrupulous employer who may misuse tbe employees' provident 
fuad contributions. During ev-idence, tbe CommiUee desired to · kno"'· 
which Department is to prosecute an employer who fails to deposit the em-
ployees' contributions. The Chairman, C.B.D.T. stated, ''I suppose it will" 
corae under the Companies Law and.not with us." This shows how un-· 
certain the posjtion at present is. In view of this, the Committee consider 
it aU the more essential that the proposed amendment is brought before 
Parliament without any further delay. The CommiUee have also dealt 
witll· this aspect ia another context in the succeeding part of this Report 
( vidt Paraar&PhS 6.53-6.54). 



CHAPTER IV 

LACK OF MONITORING SYSTEM 

Jnspeuions and Veri{i.cat«m of Accounts 
4.1 Rule 74(1) of the Income-tax rules prescribes that the accounts of 

Provident Funds shall be prepared at interva1s of not more than 12 months. 
Rule 12(2) Part 'A' of the Fourth schedule to the Income-tax Act lays down 
that lhe accounts shall be open to inspection at a.Jl reasonable times b~y· 

the Income-tax authorities. The Public Accounts Committee ( 1978-79) had, 
in paragraph 126 of their llOth Report (Sixth Lok Sabha) recommended 
that the accounts of recogni-sed Provident Funds should be inspected at 
fixed intl'fvals to sec that such funds are nol put to any misuse by unscru-
pulom. employers. The Committee desired to know the number of funds 
in which inspections were carried out during the years 1980-81, 1981-82 
and 1982-83. The Ministry of Finance have furnished the followine par-
ticulars regardin,g inspections carried out : 

(a) No. of Recognised Provident Funds as on 1-4-83 . 5251 
(b) No. of Funds in which inspections were carried out during J9S0-81, 

J 9!! J-R2 and 1982-83 : 
1980-81 363 
1981-!!2 . 
1982-83 . 

346 
319 

Some Commissioners have furnished the figures under thi~ item in a consoli-
dated manner for all the three years, without giving year-wise break-up. The 
No. of such inspections during these years is 70. 

(c) No. in which no defects were found . 543 
(d) No. in which defects were found 86 
(e) Nt1.out of (d)inwhichrec'Jgnitionfapprovalhasbeenwithdrawn 6 
(f) No. uf cases other than those in (d) where recognition has been 

withdrawn during the four years period ending on 31-3-1983 2 
(g) No. out of(d) above in which action has been initiated 32 

4.2 In the same context, the Member. C.B.D.T. appris~d the Committee 
of the latest position thus : 

.. When we reported to the Committee we did not h~ve all the reports 
from the Commissioners. Now, we have got the. !!ltest report.s 
from all the Commissioners. We have done a little more. 

The figures for the years are as below 

1980-RI 
1981-82 
1982-83 

19 

418 
1033 
4.:!5'~ 
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4.3 Asked if the periodicity of inspections laid down in the instructions 
was maintained so that all the funds could be covered within the four }'e&r 
cycle, the Members C.B.D.T. replied: 

"Sir. it is a low priority item of work. because their incam::- is 
exempt. Man,y of the Commissioners have not follow;:d the 
Board's instructions.'' 

4.4 The Member. C.B.D.T. further stated : 
"We are having a rc,·iew t"'ll that as to what has to he done nbaut 

that. Thanks to the Puh1ic Accounts Committee.'' 

4.5 Asked about the position nblainin.!.! in the case of funds other lhan 
those recognised by the Income-tax Department. the representative of the 
Ministry of Labour informed : 

"We haYe a ~ystem of inspection -.1f the C.."itabli·!-hments whi~·lr :m.' 
covered by \ht: Employees· Providmt Fund Act and al~~' or 
lhL' l'x:cmpted establishmcnb which arc to maintain the accaunt.s. 
Accordinc to the instructions these are to be inspected thrice 
a year hut the organisation has not maintained thi~ rate. At 
Jea~t on~c or twice a year they dn." 

4.6 As benefits by way l1!. tax rdicf which tlow from recogmtwn nf a 
provident fund are substantial. the C.B.D.T. issued instructions in December 
1971 to the Commissioners of Income-tax to lhe effect that verification of 
accounts of recognised Provident Funds should be done even alternate year 
in Bombay and <;alcutta charges and once in every four vears in :-,ther 
charges to ensure compliance with the rules. The to'al number of recocnis-
ed !approved provident funds as on 1 April. 1983 was 5257. 

4. 7 The number of income-tax returns called for durin!! the financial 
years 1979-80 to 1982-83. as given out by the Ministry of Finance (Depart-
ment of Revenue) is as follows : 

·"In response to Board's Jetter F. No. 215/28/70-JTA.II dated 
12-12-1971, the Commissioners of Income-tax called for in-
come-tax returns from Provident Funds. 
The year-wise break-up of number of returns called for durinJ!; 
the financial year 1979-80 to 1982-83 is J,!:iven as under : 
1979-ftO 
1980-Rt 

19!H-R2 
1982-8.~ 

1(12 
176 
151 
154 

Some Commissioners of Income-tax have furnished consolidated 
fi~res for all the three years and no break-up has been Jtiven. 
The number of such returns: caJJed for during 1979-80 tO 
1982-'83 is 81. Information from one CIT char!!c is awaited 
and will be furnished in due course." · 
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4.8 The results of scrutiny, if ~n,y, exercised, have not been communicat-
ed by the Mi•nistry. 

4.9 Under Section 1 0(25) (ii) any income received by the trustees 
(Board of Trustees) on behalf of a recognised provident fund is exempt 
for computation of the total income. 

4.10 In paragraph 130 of their J 1Oth Report 6th Lok Sabha) the 
Public Accounts Committee ( 1978-79) had stressed the n~ed for an effec-
tive monitoring system. Asked how in tile absence of regular inspections 
and veri·fication of accounts, compliance by the establishments with the 
rules was monitored, the Chairman, C.B.D.T. replied : 

.. We in~pect to find out whether they have misused it. Trustees 
may come for exemption of the income of lhe trust. If certain 
conditions arc not fulfilled this exemption is not 1-!:ivcn. 
Under Section I 0, thcv huve to come. We check their 
accounts once in 3 years·. Under Section 13. income will not 
be exempted unless thc\" fu1iil certain conditions read with 
Rules. If trustees do not follow such a pattern no exemption 
is there." 

4.1 I As a result of inspections during: 1980-81 to 1982-83, defects were 
found in 8(l recognised approved funds out of those inspected since 1980-81. 
However. actio11 wJs initiated onlv a!.!ainst 3:2 establishments. In regard 
t0 initiating action against the remainin.c 54 establishments. the Ministry 
of Finance (Department of Revenue) ha\'c c;tated : 

·'The Commissioners of Income-tax have been asked to initiate 
aclion in all cases. if not alrcadv done." 

4.12 Rule 74(1) of the lqcome-tax Rules prescribes that the accouats 
of Provident Funds shall be prepared at intervals of not more tbaa 12 
months. Rule 12(2) of Part 'A" of the l'ourth Schedule to the Income-tax 
Act. 1961 lays down that the accounts •shall be open to inspection at all 
reasonable times by the Income-tax authorities. In paragraph 126 of their 
llOth Report (Sixth Lok Sabha), the Committee (1978-79) had recom· 
mended that the accounts of recognised provident funds should be inspected 
at fixed intervals to see that such funds are not put to an~· misuse by un-
scrupulous employers. As the benefits b~· wa~· of tax relief \vhich ftow 
from the recognition of a provident fund are substantial, the Central Board 
of Direct Taxes issued instructions to the Commissioners of Income-tax 
in December 1971 to the effect that vertification of accounts of recopjsed 
prol'ident funds should be done enry alternate ,·ear in Bombay and Cal-
cutta charges and once in every four ~·ears in other chaJl!es. The Com-
mittee, however, regret to find that while the total number of recopi.foied 
pro•ident funds as on I April, 1983 was 5.257. annual inspections camed 
out during the years 1980-81. 1981-82 and 1982-83 conred 418, 1033 
aad 425 funds respectively. The number of income-tax returns called for 
daring the financial years 1979-80 to 1982-83 ranged between 162 •d 195 
per yeaar. 
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ne Member, C.B..D.T. conceded diU'ing evidence tllat "It is .low· prio-
rity item of \\'Ork'" and that ••many of the Commissioners have not follow-
ed t•e Board's instructions'". Lack of monitoring of funds has been 
admitted by the Chairman. Central Board of Direct Taxes. In seems that 
except for some of the recognised funds which are also exempted establhb-
ments. there is no machine!) whatsoever to monitor compliance by tbe!iie 
recognised establishments with rules. The Committee were also informed 
that a revie"· is contemplated to remed~· the situation. The Committee 
trust that the propoti\ed rnie"· "·ill be conducted at an early date. The 
Committee will like to be informed of the results of the rev;e~. 

The Committee al~o tind that inspection of the establishments "·hicb 
are cm·ered b~· t:PJ~- Act a~i also the exemt)ted estahli!-hments is not bein:,! 
doae thrice a ~ear as per instructi.ons. The ComP!itfee desire that the in!'-
pection of accounts of rec~nised l)rm·ident funds and monitorin~ thereof 
should be r~ularl~· undertaken so that all establishments are covered at 
fixed intenals. The~· also desire th1~t inspection of establishments co,·ercd 
by the t:PJ' Act. includin~ tho'e exempted should be done regularl~ as per 
iastractions. 

4.13 The Committee also find that during the three year period 1980-
81 to 1982-83. defects were noticed as a result of the limited iaspedions 
in 86 cases. Action has been initiated only in 32 cases. In 6 cases recog-
llitien has been withdrawn during the four-year period endin~ 31-3-1983. 
Jq ~ard to the remaining establishments. the Committee have been in-
formed that '"the Commissioners of Income-tax have been asked to iaitiate 
action in all these cases, if not already taken". The Committee are UR· 

happy over the lt5tless manners in which t,he Department bad acted so far. 
It is not clear to the Committee why the Department should have beea ahle 
to initiate action in not more than 32 cases in three years, and out of e.-en 
these 32 cases. it should have been able to finaHse action only ht six eases. 
Tile Committee desire that necessary action in the remaining c.es 
sll011ld he initiated/fillalised without delay. 



CHAPTER V 

PATTERN OF INVESTMENT 

5. J The Committee desired ~o know whether the paltcrn of investment 
prcscri~d for all types of Provident Funds was similar. The representative 
cf the. Ministry of Lubour stated : 

··sn far us exempted cs~ablishm~:nts arc concl'rncd, patt~:rn of invest-
ment is same. And so .far as the cstablishmcnts which do not 
comc under tl11.: EPF Act. I am 1wt sun: whether the same 
pa:tcrn applies But according to my general impression, 
Gowrnment of India has uniform pattern for all prcvidc.nt 

• funds. This is suhjl'ct to verification:· 

The Chairman. C.B.D.T. suppkml"ntcd : 
''It (the pattern) is broadly the sam(·. There is a patll'rn c~f :.,vest-

ment and it is given in the Jncnmc-ta\ Rule"- ... 

5.2 According to Para 52( I) of lhl' Employees" Provident Fund S.:hcme, 
19:'2. all monks hdonging to hmd shall he dcposi'.•.xi in the Resc-n: Bank 
nf lndia or the Stall· Bank uf India t1r in such other schcdukd b:. •ks as 
m~tv he approwd bv the Central GowrnnK'nt llt' "hall be inh·sll.'r.l i..uhjcct 
to such dirl·ctions ~1s thl· Central Gowrnmcnt may from time k time 
~pL:cify in the scc:uriti~..·s mcntiotK'd or rdcrrcd 1P in daus~..·" 1 a i iJ (d) 
of Sc<.·tion 20 of till' Indian Tru~! :\~.:1. 19~2. ·11w Central (lp,·:-:·:•mcnt 
has accordingly hccn prescribing the pattern of inn:stmcnt fwm ;·,11~ to 
time. Thl' existing pallcrn tlf inwstmcnt which i..; l.'!lccti\1.· fr"m 1-1-1981. 
is as follows : 

(i) 15r; ( ·cntral (ion-rnnK'nt Sl·nrritics: 
( ii) 15 r c Stall' Go'fcrnmcnt Central i:llld State (il'\ ;:~··1111Cnt 

Ciuaranll-rd Sccuritir•-: 
(iii 1 4()l'( --7 y~..·ar l"a:innal Sa,·ing Ccrtilh:atc !Second :111~ Third 

issue) or Post Otlice Time D~..·posih: 

( iv 1 30':c Special Deposits. 

5Wi tlf tiK maturit~ pl'lll'l'-.'ds llf Post Otlil-l· Time D~.:p .. it arc 
rcquir~..·d to hl· rcim l'stcd in Ptlst Ollil'l' Time Dc:.·posi:-. S..:hcmc 
and the halanc~..· pf :'O'.c urH.kr thl· Spl·~..·ial Dl·po .... it S...:!·~mc. 

The invl·stmcnt of provitknt fund accumulatillll in r~..·sJ.'ll'l't of l:li.: •.mp~ed 
cstahlishment an: made by th-.· R~..·sl'J'\e Bank of India. The Gtl\ .:~iHncnt 
has permitted the Bank to purchase low yidding Sl'Curities standin:: in the 
name l'f the Ct:ntral Board llf Trusll'cs. Lmplov..·cs Pre\'idcm Fmld vp 
to the value of Rs. 50 cron.·s per annum and rc-inn:st the .proceed" thcrc-
.cf in Special Deposit Scheme for a period of 5 years upto 1984-85. 

:!3 
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5.4 So far as the exempted establishments are concerned the Govern-
ment have issued necessary direction under clause (a) of sub-section (3) 
of Section 17 of the Act providing illter alia that every employer in relation 
to an establishment exempted under clause (a) or clause (b) of sub-
section ( 1 ) of Section 17 of ~he Act or in relation to an employee or 
class of employees: exempted under paragraph 27 or 27A of the EPF Scheme 
shaD. transfer the monthly PF Contributions in respect of the establishments 
or the employees as the case may be to the Board of Trustees within· 
15 days of the close of the month and the Board of Trustees shall with· 
in a period of two weeks from the date of receipt of the money from 
employer, invest the provide.nt fund '8ccumu1ation in respect of the estab-
lishment, reduced by any obligatory outgoing. in accordance with the 
pattern of investment prescribed in respect of unexempted establish· 
ments. • 

5.5 Rule 67 of the lncome·tax Rules, 1962 prescribes the investment 
pattern to be followed by recognised provident funds. It reads as 
under 

( 1 ) All moneys contributed to a provident fund (whether by the 
employer or by the employees) after the 31st day of October, 
1974, or transferred after that date from the individual account 
of an employee in any recognised provident fund maintained 
by his former employer or accruing after that date by way· of 
interest or otherwise to the fund may be deposited in a Po!'t 
Office Savings Bank Account in India or in a current account 
with any scheduled bank and to the extent such moneys a!t 
are not so deposited (such moneys as are not so deposited 
being hereafter in this rule referred to as investible moneys) 
shall be invested in the manner specified in sub-rule ( 2) . 

' XX XX XX XX XX XX. 

. (2) The manner investment referred to in sub·rule (1) is the 
following namely :-

(i) In government securities [as defined in 
Sect ion 2 of the Public Debt Act, 1944 (18 
of 1944)] created and issued by the Central 
Government; 

(ii) In Government securities (as defined in 
Sect ion 2 of the Public Debt Act. 1944 (18 
of 1944)) created and issued by any State 
Government; or in any other neaotiable 
securities, the principal whereof and inte· 
rest whereon is fully and unconditionally 
guaranteed by the Central or any State 
Government; 

not less than 15 percent, 
of the investible moneys; 

not less than I 5 percent 
of the investible moneys; 



25 

. (iii) In 7 years National Savings Certificates · not exceeding 40 perc:mt of tl:e in-
(Second Issue and Third Issue). in any vestible moneys. 

· account with the Post Offtce Savings Bank 
in accordance with the Post Office (Time 
Deposits) Rules, 1970 ; 

(iv) In Central Government Special Deposit not exceedins30 per«nt of tt:e inH!-Li· 
Scheme. ble moneys. 

5.6 Asked to indicate how far the existing arrangements are considered 
effective in so far as adherence to investment pattern is concerned, the 
Ministry of Finance (Department of Revenue) have stated :-

"The Provident Fund Organisation bas not been experiencing .any 
particular difficulty with regard to the investment of provident 
fund money in respect of unexempted establishments. m which 
case the investments are made by the Reserve Bank of India. 
The Central Board of Trustees, however, feels that the returns 
that they get on the investments is much less as compared 
to interest paid on long term fixed deposit with Banks and as a 
result they are not in a position to pay higher rate of interest on 
provident fund accumulation to the subscribers. This points 
to the need for further liberalisation of the existing investment 
pattern. 

The Trustees of the exempted establishments. who arc required to 
invest the Provident Fund money of their employees have been 
complaining about non-availability of State Government/ 
Government guaranteed securities and consequential delay in 
investment and loss of interest. In order to overcome the 
difficulties being experienced by the Board of Trustees of the 
exempted establishments, they have been authorised to invest 
their Provident Fund accumulation in either the Central Go-
crnmcnt ~uaranteed securities or State Government securities 
and Government securities without following the percentage 
separately in each month. subject to the condition that any 
short-fall in any particular month is adjusted within financial 
year itself. The question of Boating securities exclusively to 
cater to the requirement of the Provident Fund with an inbuilt 
mechanism for adjusting the interest rate to keep pace with the 
rate of inflation is also being considered." 

5.7 Asked to indicate separately the number of cases in which action 
was taken by authorities concerned for failure of the Fund/Institution to 
adhere to the prescribed investment pattern. the Ministry of FilliUICe (De-
partment of Revenue) have stated : 

"The responsibility for making investment of provident fund money 
in rl"'soect of the establishments which have been granted exemption 
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!Under Section 17(1) (a) or 17{1)(b) of the Employees· Provi-
dent Funds and Miscellaneous Provisions Act is that of their res-
pective &ard of Trustees. The exis!in~ penal provision of the 
Act do not. however. apply to the Tru!itecs of the exempted provi-
dent funds. The Government. is. therefore. considerinJ! a pro-
posal for making the employers und the Board of Trustees jointly 
and sevcrall_\ liable for invt'stmcnt of provident fund money. After 
this· is done. it may be ,:lossible to take action against those who 
arc not :.~dhcring to the prescribed pattern. As at J)rcsent, no 
spel~ific action is being taken in such cases''. 

5.8 In regard to the nature of defects noticed and action ·;akcn pur.,uant 
thereto. the l\linistn of Finanl·c ( D.:partmcnt of R~..·vcnu:..') have stated : 

"On the basis of reports received from Commi~sinner!'o, the 11:1lurl 
of the dci"ccb noticed is prL·dominantlv in the <.phcr .. · ot \ inlation 
nf im\·stment pattL.:Tn bv thl' Prnvilll'nt Fund.., as laid down 
in Ruk 67 of the I. T. Rules. 196~. /\pprnpriate rcmcdb: :::'J.ion 
has been,. is being taken". 

5.4 To a poinll.'d qu~.·stil'll "" to which Dcpartrn::nr i!'- r~.·spnn;,it,' .. · to 
Ch'rscc thc fur.J ... of r~.·.:n~::ni!-o,'d ~..·stahli!-.hllKnh. th:: Chairman. \.B.D.T. 
replied : 

··As at pTl'!-.COI thcr~.· i ... nom• of us. 

5.10 Hnwcvcr. the representative of the Mini ... tr\ l•f La hour cL~·iticd : 

"'Except to the cxh.'nt thcv arc cu-.cr::d h the.:- FPF Act. 52"i7 in-
cludes certain exempted cstahlishment~ who arl' ,!!OWrncd t~ 1 the 
EPF Act'". 

5.11 A\>kcd if the authoriti~.: ... fav(•urcd th~..· idl'a l•f hringin[.! ~~!lOlli a 
unified ~ystcm to govern all Pro\'idcnt Funds. the Chairman. C .B.D.T. 
replied : 

··Jt j.., a good "uggc!'-tion and WC' wnuld like to l'1ll1sid.;r thi.,··. 

5.12 The Committee have been informed that the nature of (jefect~ 

noticed in respect of rec~nised provident funds ''i predominantl~ in the 
sphere of violation of investment pattern b~· the Prm ident Fund!< ~;;; laid 
down in Rule 67 of the Income-tax Rule~. 1962. Appropriate remedial 
action is being taken pursuant thereto. The {:ommittee would li"'-t to be 
apprised of the remedial measures taken in such case~ as also ·step·· taken 
to f'nsure that violation of investment pattern i~ not allowed to per.;;ist. 

5.13 The Committee fmd that the investments of JUol·iden! fund 
accumulations in respect of unexempted establiiihments are made b.v ·the 
Reserve Bank of India accordinR to para~raph 52( I) of the Employees• 
Prm:ident Fund Scheme, 1952. So far as exempted establishments are 
·concerned, Government have issued necessa~· direction un~r clause (a) 
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af •b·seetiOII (3) of Section 17 of the E.P.F. Act providing inter 8lia tlaat 
every employer of establishment exempted onder paragraph 27 or 27 A 
·of Ole EPF ·Scheme ·shall traniSfer the monthly Provident Fund contribatlolls 
to 'tile Board of Trustees within 15 days, who in tum shall invest the aeea· 
mnlations within two weeks as per pattern prescribed in respect Q( UD• 
exempted estabtishments. The existing penal provi&ions of the E.P.F. Act 
do not apply to the Trustees of exempted provident funds. As at preSent, 
no specific action is being taken in such eases. The Committee have been 
informed that Government are now considering a proposal for making the 
employers and the Board of Trustees jointly and severally liable for invest· 
ment of provident fund mone~. 'fhe Committee desire that in ,·iew of the 
possibiUty of wide-spread misuse of provident fund monies, the Act should 
be amended forthwith to provide that both the employers as well as the 
Board of Trustees shall be jointly and severally liable to innst prolident 
fond accumulations in the prescribed securities. This measure ~hould be 
enforced strictly so that the funds which may otherwise be utilised by em-
ployers for furtherance of their business are a,·ailable towardii D1Ul h needed 
dnelopmental needs. 

5.14 Admittedly, the trustees and subscribers hn' e a justiilcation in 
seeking higher return on their accumulations than the~· ~e1 from the 19\\'-
yielding securities. The return should be comparable to the rate of interest 
paid on long term fixed depo~its with Banks or Public Sector Undertaking~. 
This points to the need for further liberalisati_on of the existing innstmcnt 
pattern. The Committee han been informed that the question of Boating 
securities exclusively to cater to the requirement of prm"ident fund with 
an inbuilt mechanism for adjusting the interest rate to keep pace with the 
rate of inflation is under consideration of Government. The Committee 
desire that the question mal~ ')e decided expeditiously so that the subscribers 
may get a fair return on their accumulations. An attempt should al~o be 
made to bring about parity between the rate of return on General Provi-
dent Funds set up b~· Central Government or State Gm·ernntent ~ on the 
one band aad the Emplo~·ees• Provident Funds on the other. 

5.15 As already stated elsewhere in this Report, some of the estab-
lishments which are granted ''exemption'' under Section 17 of the Ad by 
the Prolident Fund Commissioner are also "recognised/ appro,·ed·~ hy the 
Commissioners of Income-tax. Furthermore, pending reeognitioft of the 
establishment by the Income-tax authorities, "relaxation" is granted uder 
para 79 of the E-rF Scheme, 1952 by the respective Regional Provident 
Fund Commissioners. Reac!ing to ike Committee's suggestion to bring 
aboat a ullified system to go~em all the funds, the Chairman, Central Board 
of Direct Taxes replied that 'it is a good suggestion and we would like to 
consider this'. Except for such recognised establisbmeats as are also 
'exempted' and governed by another set of EPF Rnles, there is no aaoai-
torill& ol tbe funds of recoplsed funds. The Chainnan, Central BOM'd of 
4-14LSS/84 
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D.Jrut Tues .... tldl pasltiiHl stalll& t1u1t 'at preseat 6Ue II -
.t· •' to overaee •• recGPised fads. Ia tlae a11 of u:e.,... llfd¥+ 
...,., tile proYilloas of tbe ~ are _., more fav.oaraltle .._ aa. 
spe.dfiecl in the Act Ia respect of rates of eoatrlbatioa •d olaer bwrlli·. 
Tlae Committee, therefore, reeomDlelld that sillee the provlderd fwat ..._ 
of Qle exempted estabUsbm.ellls aot only eonfonn to tile stabltory ~eltMte 
..._ o.e EPF Ad ltllt are more lilaeral, aU exempted .faDcls ..._.. be _. 
mdcally deemed to be "reeopised" by laeom.e·tu Departmeat. 1'lala 
is ao reason for dual eontrol over tile Sllllle establisluaeat. 'Ille ComwWie 
aeetl hardly pojnt out tllat multlplidfy in the applicatioa of laws _. IIIIIs 
Ollly ·makes the matters more eomplieated and cumiJersome. Tile ea.-
miltee desire that statutory duuages necessary for the purpose may lie 
........... before Parliament as soon as possible. 



CHAPTER VI 
EMPLOYEES' PROVIDENT FUND ARREARS 

6.1 The Employees Provident Fund is a Statutory fund. It is governed 
by the provisions of the Employees' Provident Funds and Miscellaneous 
Provisions Act, 1952. This Act extends to whole of India except the State 
of Jammu and Kashmir. The provisions of the Employees' Provident Funds 
Scheme, 1952 exclude from the scheme tea factories and plantations of tea 
in the State of Assam. 

6.2 The total number of establishments under the Employees' Provident 
Fund Act, 1952 as on 31 March, 1983 is 1,44,879. Sub-Section (3) of 
Section 1 of the Employees' Provident Funds and Miscellaneous Provisions 
Act, 1952, provides that the Act will apply to every establishment which is 
a factory engaged in any industry specified in the Schedule thereto and in 
which 20 or more persons are employed and to any other establishment or 
claeaes of establishments employing 20 or more persons r.vhich the Central 
Government may specify by notification. Initially when the law was enacted 
in 1952 six industries namely iron and steel, textiles, cement, paper. cigarettes 
aDd enpn~ring industries were brought under the Act. By virtue of these 
provisions, the scope of the Act has so far been extended to 173 industries/ 
classes of establishments. Further extension to other industries I classes of 
establishments is reportedly under consideration of Government. 'The Act 
also provides that the Central Government may, after giving due notice, 
extend the application of the Act to any establishment employing less than 
20 persons. This is also reportedly under examination. There is no wage 
ceiling in the Act for its application. The Employees' Provident Fund 
Scheme, however, limits its application to employees drawing wages upto 
Rs. 1600 I- per month. The question of raising or removing this limit is 
also under consideration of Government. Contributions in respect of estab-
JisJameots covered by the Employees' Provident Fund Scheme are payable 
to the Regional Provident Fund Commissioners. Under Section 17 (1) of 
the Employees Provident Fund Act, 1952, an establishment can be fully or 
)JW'tially exempted from the operation of all or any of the provisions of the 
Aet Qd/or the rules, if the provident fund, pension or gratuity, as the case 
nr.ar be of dle establishments are not less favourable than those specified in 
the Act in respect of rates of contribution and other benefits. 

6.3 As on 31 March 1983, 3,147 establishments have been exempted 
and 1 , 144 relaxed from contributing to the Statutory Fund under Section 17 
of the Act ibid. The exempted establishments h§ve their own provident fund 
schemes: Contributions in respect of these funds are to be paid to the 
Trustees of those funds. 'nlese funds operate under the supervision of 
Provident Fund authorities. 

29 
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6.4 In regard to conditions prescribed for grant of exemption under 
Section 17 of the E.P.F. Act. the representative of the Ministry of Labour 
stated : 

"'Sir. exemptions are granted ull'Jer four provisions of the Act. First, 
'vherc an establishment has a scheme which is not Jcss favourable 
than the statutory scheme and the employees have agr~ed tq the 
grant of exemption. Second. where there is pension an~l gratuity 
scheme." 

6.5 Para 79 (lf th~ Employees Pro\'idcnt Fund Scheme, 195: provides 
that : 

·s,,!withstanding anylhin~ cont.ti'llcd in the scheme. the Cc:n:missioner 
11[ Pn•\ idcnt f"u1d may, in rcJation to a (factory or c•tl;cr estab-
lishment} in respect of which an ~1pplication for exemption 
,,:-,tier Section 17 of the Act has been received ..... rda): pe~ding 
disposal of the application. th~,.· pwyi;.io!1S of this S<.:hc:::~ in such 
manner as he may direct.·· 

( 1 .6 P~·l~l!ing recognition of the Fund hy the Income-tax ~.:..thoritics, 
•'relaxation·· under para 79 of the E.P.F. Sc.·heme. 1952 is grantd by .the 
tcspcctiH' RcJ!iO!Wl PrO\itknt Ft;:·d Comn~::.-1~!: .. ·;·~. 

6.7 The Ramanujam Committee had in January. 1981 made the following 
recommen•Jation in paragraph 5.4 of the Report : 

·so establishment will pay any contribution during the infancy period 
'J three years after the commencement of business. manufacture 
11r other activities as the case may be. Every establishment shall 
pay contribution at the rate of 6l per cent of the wages during 
the subsequent period of three years and at the rate of 8 per cent 
thereafter. If any establishment is already paying at the rate of 
X per cent without completing the stipulated period of tlwec years, 
it sha11 continue to pay at 8 per cent.'' 

· 6.8 The Committee desired to know the views of the Government on the 
above recommendation. The representative of the Ministry o: Labour 
stated : 

"You have to view it in the light of another recommendation of 
Rarnanujam Committee; they said, establishments should be 
required to pay 8% after a period of time. At present, minimum 
contribution is 6!%. But Government may after due examina-
tion specify the class of establishments who have to pay 8%. 
173 classes of establishments arc covered under th~ Act. 90 
of them are required to pay 8% . Ram.anujam Committee said, 
this distinction should go and all should pay 8% after a peri~ 
of. time. During the first 3 years there will be no contribution; 
during the next 3 years, they have to contribute 6!% . Subse-
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quently, after 6 years, after commencemen~ of business, all are 
required to contribute 8%. When such a recommendation was 
mad~. the Committee thought it also fit to leave the discretion 
to Government to· allow some concession to individual establish-
ments like charitable trust/religious institution." 

6.9 ~n reply to a question whether some companies owned by big business 
houses '\Vhich though contributing less rate of provident fund than what is 
available to public s~ctor employees have been exempted, the representative 
of the Mjnistry of Labour stated : 

"] am not aware whether TELCO or an individual establishment is 
paying or not. But we are aware of the number of establish-
ments. There is classification of the exempted establishments 
showing which pay the minimum prescribed in the Act. that is. 
61-Cf.t,: no body can pay Jess, those who contribute at 8% and 
those who contribute more than 8% . There are some whD 
contribute even 10 per cent." 

6.10 Subsequently, the Committee desired to have particulars of large 
companies which are paying provident fund contribution at the rate less than 
8%. The Ministry have stated : 

•·section 6 of the Employees' Provident Funds and Miscallaneous 
Provisions Act, 1952 provides for payment of provident fund 
contribution at the rate of 6}% of wages. The proviso to this 
Section empowers the Central Government to raise the rate of 
contribution to 8% of wages, after an enquiry. The Govern-
ment has accordingly raised the rate of contributions in respect 
of all establishments employing 50 or more persons and engaged 
in 108 industries/class of establishments from 6!%· to 8%. AU 
the establishments (exempted as well as uncx:cmpted) are payin~ 
contribution at the rate of 6}% or 81/{. as may be applicable 
to them." 

·6.1 1 There are at present variol;Js Provident Funds, as mentioned below: 
(a) The Employees' Provident Fund set up under the Employees' 

Provident Funds and Miscellaneous Provisions Act, 1952; 
(b) Coal Mines Provident Fund set up under the Coal Mines Provi-

dent Fund & Miscellaneous Provisions Act, 1948; 
(c) Assam Tea Plantation Provident Fund set up under the Assam 

Tea Plantation Provident Fund Act and Pension Scheme Act, 
1955; 

(d) Seaman's Provident Fund set up under the Seaman's Provident 
Fund Ad; ""l 
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(e) Contributory Provident Funds set up under the Contributory 
Provident Fund Rules of the Central Government and similar 
rulc:s framed by State Governments; 

(f) General Provident Funds set up under the General Provident 
Fund Rules of the Central Government and similar rules framed 
by the State Govetnments; 

(g) Provident Funds set up under other Central and States statutes, 
for example, Provident Fund under the Universities Act, All 
India Institute of Medical Sciences Act, Post Graduate insUtute 
of Medical Scicuces Act, etc.; anoJ 

(h) Provident Funds set up by non·Government establishments and 
recognised under the Income Tax Act. 

6.12 The Committee enquired if Government have ever examined the 
feasibility of bringing all non-Government Provident Funds under the Em-
ployees' .Provident Fund Scheme. The Ministry of Finance (Department of 
Revenue) have stated : 

"The scope of coverage of Provident Funds mentioned at (a) to (f) 
above is generally mutually exc1usivc, except that departmental 
undertakings covered by General Provident Fund/Contributory 
Provident Fund Rules of the Government are also covera.ble 
under the Employees' Provident Funds and Miscellaneous Provi-
sions Act. The establishments of the type mentioned at (g) 
above are also coverable under the EPF Act, as educational 
institutions or other c1asses of establishments to which the provi-
sions of the Act have been applied. With a view to avoid con-
flict in application of the provisions of the two sets of laws; 
rules. the Government is now considering a proposal to exdude 
all departmental undertakings as also the establishments which 
have set up provident funds of their own under a separate statute 
such as universities etc. from the purview of tbe Employees' 
Provident Fund Act. 

The non-Government establishments mentioned at (h) 
above, could be further classified into following two categories :-

( i) The establishments which are covered under the BPF Act 
but have been granted exemption. The total number of 
such establishments is about 3000; and 

( ii) The establishments which are not covered under the BPF 
Act. 

The establishments which are not covered under the E.P .F. Act wilt 
generally be those engaged in such indus fries I activities to which 
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• the provisions of the Act have not so far been applied. It is 
proposed to obtain a complete list of such establisbments from 
the Central Board of Direct Taxes and to examine the feasibility 
of brin&ing them within the purview of the EPF· Act by extending 
.the coverage to industriesjactivities in which those establishments 
are engaged." 

6.13 The Assam Tea Plan~ations Provident Fund and Pension Fund 
Scheme Act, 1955 was enacted by the Government of Assam and is under 
their administrative control. It is intended for employees employed in te~ 
plantations in Assam. Contributions in respect of this fund are payable to 
the Tea Plantation Provident Fund Commissioners. 

6.14 The Public Accounts Committee had, in paragraph 120 of U:~ir 
11 Oth Report (Sixth Lok Sabha) recommended the appointment of a high 
level committee to review the working of the Empolyees' Provident Fund 
Organisation with special reference to the problem of mounting arrears of 
Provident Fund Contributions. The recommendation inter alia reads. as 
under : 

"The Committee consider that the time has come when, instead of 
taking comfort at relating the total contributions with the total 

· arrears and falling into complacence, Government must co~ to 
grips with the problems of mounting provident fund arr~ars. 
They therefore. recommended that a high level committee shoold 
be appointed to review the working of the Employees' Provident 
Fund Organisation with special reference to the problem of 
mounting arrears of provident fund contributions. The Com-
mittee may also be required to go into the adequacies of the 
existing regulatory and penal provisio_ps of the Employees' 
Provident Fund Act and Scheme and suggest if necessary amend· 
ments for the smooth and orderly functioning of the- Employ~s· 
Provident Fund Scheme." 

6.15 In September 1979, the Ministry accepted this recommendation. 
Asked to indicate the further action taken in the matter, the Ministry of 
Fmance (De~rtment of Revenue) have stated : 

"In pursuance of the recommendation of the Committee, a l:.igh 
powered Committee was set up under the Chairmanship of Shri 
G. Ramanujam, General Secretary, INTUC in April, 1980 to 
review the working of the EPF Organisation with special r:fer-
ence to the problem of mounting arrears etc. The Committee 
had submitted its report to the Government in January, 1981. 
The recommendations of the Committee are as contained. in 
C11apter XXIII of its Report (copy enclosed Annexure-H) .• 
A statement indicating the position regarding action taken on the 
recommendation of the Committee is also enclosed (Annex.ure-
111) "'" 

--- "'Not reproduced. 
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6-.16 It is seen from the report of the Ramanujam Committee that out 
of 71 recommendations contained therein, 31 recommendations havo been 
acce,~:ted and amendments to the Act have been proposed; 30 recommenda-
tions have been accepted in principle and action to implement these is being 

· taken by the Central Provident Fund Commissioner. Only 3 reco~~UI~enda­
tions have so far been implemented and one is under consideration of 
Government. 6 recommendations have been rejected. 

6.17 Some of the important recommendations aimed at better adminis-
traticn of Provident fund dues and action taken by Government pursuant 
thereto are given hereunder : 

Rcc:ommendat ion Action Taken 
- ·--·· --------

1 

\Z.) The system of levy of damage may be replac-
ed by a system of levy of interest at a pres-
cribed rate in proportion to the period of de-
Jay and the amount of Provident Fund arrears. 

The Provident Fund Contributions should be 
deposited with a Nationalised Bank within 
15days from the close of the month. Interest 
should be chargeable for the period of delay 
in depositing the contribution at the maxi-
mum lending rate by the Reserve Bank plus 
3 percent for the firs! month. If the default 
continues, the rate l.t interest should be the 
maximum lending rate plus 5 percent. 

For failure to deposit within 3 month!> the 
employer should be liable for prosecution. 

These provisions should apply to exempted 
establishments also (Vide item 25). 

t~.) Outstanding dues including those of exempt-
ed establishments might be recovered as ar-
rears of land revenue and not •• in the same 
manner as an arrear ofland revenue'' as stated 
in the Act (Vide i tern 33). 

(~) Specific provision must be made in the Act 
for the recovery of all dues from establish-
ments whose exemptions are cancelled (Vide 
item 34). 

f:) It is desirable for the Employees'lProvidcnt 
Fund Organisation to have its own Recovery 
Machinery (Vide item 35). 

It) Proviso to Section 14(1A) and 14(1B) of the 
Provident Fund Ad may be amended suitably 
so that deterrent punishment may be awarded 
in all cases of wilful default (Vide item 36) 

2 

Accepted and amendment 
being proposed. 

Accepted and amendment 
being proposed. 

Accepted and amendment 
being pwpos~;d. 

Accepted and e1mcndment 
being proposed. 

Rejected. 

Accepted and amendment 
being proposed. 
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1 2 
---------------------··-··-----------------

(t) Special Courts for trial of Provident Fund 
ttses may be set up in States (Vide item 37) 

(8) lnvestmentoffund monies should beentrus1ed 
to the Reserve Bank [Vide para 7(e)) under the 
c.onditions of exemption, the Board ofT~ tees 
have to invest the monies within 14 days of 
tlleir receipt. Section l7(3Xa} imposes the 
responsibility on the employer. It is difficult 
to prosecute the Board of Trustees in cases of 
failure. The law should be amended (Vide 
item39). 

(h) lf the Provident Fund rules of exempted esta-
blishments conform to the statutory scheme 
under the Employees' Provident Fund Act 
lbey should be deemed to be rCODgnised by 
t~e Income-tax authorities (Vide item 49). 

(i) In the case of exempted establishments, ex-
. emption may be canceDed if the default per-

Ejs.ts beyond three months (Vide item 51). 

(J) Employers should be &Fked to produce 'Pro-
vident Fund Dues clearance Certificate' from 
the Regional Provident Fund Commissioner 
· '',;bc.-n they apply loans to banks and financial 
ir. : itutions. 

( i) An (.d ' from tme xempted e~tublishments : 

Accepted in principle and 
Central Provident Fund 
Commissioner is takina 
steps. 

Accepted and amendment 
being proposed. 

Accepted and amendment 
being proposed. 

Accepted in principle and 
the Central Providear 
Fund Commissioner is 
taking steps. 

Rejected. 

6.18 :\<. on 31 March, 1983. a sum of Rs. 40.7* crores was due from 
6, 787* l•:1.:-xcmpt:cd establishments on account of provident fund contribu· 
tion'>· Th.: year-wise break up of arrears is as follows : 

Statement sho"·ing the yearwise break up of P.F. Contributions in arrear fro• 
uncxempted establishments 

Y· . r Amount in arrear 
l:;-: l (Rupees in crores) 

4 2 ---·---------··---
l~·7·J-71 
l~'~ 1· 71 
I t.:i:-7J 
i9i3-74 
] '17-t-75 
1~75-76 

J~7c-77 

~':i~~-78 

6·3 
1 ·0 
1·0 
1 ·I 
1 ·t 
1 ·1 
1 ·I 
1 ·3 
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-·-·· ---··----... -----·~-- -------~-- -.-------- ---·--· --. ··--·-·--.- --- ---- ----
] 

1978-79 
1979-80 
1980-81 
1981-82 
1982-83 

Total: 

2 

4·9 
3·8 
4 ·1 
9·9 
4·0 

40·7* 
----·-------··--· ---------- ·-·------------ ---------·--·----····----· ------·---~---
Note : • Figures furnished were provisional. Revised figures are Rs. 42 ·tB crNes due 

from 6,797 establishments. 

The total figure includes certain amount of securities tc- be transferred by e~ta­
blishments consequent on cancellation of their exemption. 

( ii) Arrears from exempted establishments 
6.19 A sum. of Rs. 23.8 crores was due from 85 establishments (exemp-

ted as wdl as relaxed) on account of provident fund contribution as on 
31-12-1982. 

As for particulars of arrears as on 31-3-83 and the year-wise break up 
of arrears, the Ministry of Finance (Department of Revenue) hav~. stated 
that the split up of arrears is not readily available. 

(iii) Arrears under Assam Tea Plantation Providem Fund Sch('/1/e 
6.20 The total amount of contributions due for credit to Assa1n Tea 

Plantation Provident Fund as on 31 March 1983 was Rs. 2.57 crore.:;. 

Break up of the above arrears alongwith the number of emolpyce!\ in 
default is given in the following Table : 

~ak-up of Arrears 

As on 31-3-80 Rs. 32,92,592 ·75 
As on 31-3-81 R.s. 22,54,956.01 
As on 31·3·82 Rs. 1,06,78,S01.49 
As on 31-3-83 Rs. 95,23,831. 79 

Total: Rs. 2,57,49,882 ·04 

No. of employers 
in arrear.'. 

71 
39 
71 

108 

289 

While furnishing the above particulars, the Additional Provident 
Fund Commissioner, Board of Trustees, Assam Tea Plantation 
Provident Fund and Pension Fund Scheme has stated tbat cec-
tificate cases are invariably started against aU defaulting emp-
loyers and recovery of the arrear dues is a continuous proce.s~ 
and this presents. considerable difficulties in arriving at year-
wise figures. 
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6.21 Sectioft 14(2A) of the .Employees' Provident Funds and Miscel-
1an~o116 Provisions Act, 1952 provides for : 

(i) t:he prosecution of exempted establishments, directors ete. and 
( ii) the cancellation of exemption for non-transfer of Provid.ent 

Fund contributions to their Boards of Trustees as also far non-
compliance with the conditions ~overning exemption. 

6.22 The Act, however, does not at present provide for recovery of 
the aiDOU.nts outstanding from the exempted establishments as arrear& of 
land tevetw.e and for the recovery of damages from such establislunents on 
account of late payment of Provident Fund amount to the· Board of Trustees. 
The Ministry of Labour during evidence in. 1978 informed the Public 
Accounts Commi·ttee that amendments to the Act were under considetati.on 
and th.e Committee recommended in paragraph. 1 22 of their 11 Oth RefJOI'f. 
(1978-79) that Government should .take early decision in the matter and 
initiate effective steps urgent1y to recover these arrears. In their ActkJ.n 
Taken Note dated 28 September 1979, the Ministry of Labour have stated 
that necessary action to amend the Act was being pursued. 

6.23 Jn paragraph 1.14 of their 21st Report (7th Lok Sabha), the ·Pub-
lic Accounts Committee ( 1980-81) observed as follows : 

··As considerable time has since elapsed, the Committee desire that 
the. proposed amendments to Section 14 and 14-B of the Emp-
loyees' Provident Funds and Miscellaneous ProvisionS Act, 
1952 should be finalised withou·t delay." 

6.24 The arrears which stood at Rs. 10-76 crores as on 31'st March, 1978 
have &Pile up to Rs. 23.8 crores as on 31 December, 1982. 

6.25 The Committee ·~nquired whether the arrears of Rs. 23.8 crores 
due from 85 exempted/relaxed establishments included therein the compon-
ent of damages. Tbe representative of the Ministry of Labour stated' : 

"It does not include damages". 

6.26 The Committee enquired about the steps, if any, taken to ~ithdraw 
exemption/relaxation in these 85 cases and penalty levied for non-compli-
.ance in paying contributions. The Ministry of Finance have stated : 

~'Show-cause notices for withdrawal of exemption have beetl issued 
to most of t.hc defaulters. Under the existing provisions of 
the Act, the Provident Fund authorities are not empowered to 
levy damages for non-transfer of contributions to the BOIL'd. of 
Trustees of exempted establishments and as such, no damages 
have been levied on them. The Government is, hO'WOVOC• IMIWI 
considering a proposal for empowering the Provident Fund 
authorities to levy damages on the exempted establishmenA». In 
add'ition, the provident fund authorities have been filing pro-
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secution cases un~er Section 14 ( 2A) of the Act agaiast de-
faulting employers." 

6.27 Asked to specify those establislhments which have arrears above· 
rupees one crore, the representative of the Ministry of Labour replled : 

''In the annual report of the Employees' Provident Fund Organisa-
tion, we give a statement of all establishments in two lists wbicn 
owe more than rupees one lakh dues. There are six establish-
ments in the exempted category, Kelvin, Ambica, Empire etc. 
which have. above rupees one crore arrears. These are mostly 
jute mills in West Bengal." 

6.28 The particulars of cases in which outstanding dues exceeded Rs·. 10 
Jaklw as on 31-12-1982 furnished by the Ministry are reproduced in Appen-
dix .J. The list shows that more than rupe..,~ one crore is due from the 
followir-g; exempted establishments : 

1. M/3. Kalvin Jute Co. Ltd. 
2. M/,; :'\{egna Mills Ltd. 
3. M/~. Shree Ambica Jute Mills 
4. M 1<i. North Brook Jute Co. Ltd. 
5;. Mj;. Empire Jute Co. Ltd. 
6. M/:>. Gouripore Co., Ltd .. 
7. Mis. :Sew Central Jute Mills Ltd. 
8. 1\!.'s. K.S.R.T.C. 

• 

• 

R~. 
(Amount in lakhs). 

147 ·Jl 
222·16 
105·07 

• 116·02 

• 106·88 
158·67 
172 ·79 
100·69 

6.29 .-\s on 31-3-1983, there were 6,797 unexempted establishments. 
which "'ere found to have not deposited provident fund contributioas etc. 
and 'file. total amount of provident fund contributions outstanding from them 
amotm.t.Eu to Rs. 42.83 crores. 

6.30 Asked whether half of the arrear amount comprised employees· 
contribution which had not been deposited, the witness replied : 

"We cannot say, it is exaclly half. In many cases, what~ do is, 
in order to avoid conviction under Sections 405 and 406 of the 
I.P.C., they make the payments of the employees· cODtribution. 
But they retain the employers' contribution. So, we cannot 
say, it is half and half.'' 

6.31 A list of the unexempted establishments whlcth are in default of 
Rs·. 5 lakhs and above, as furnished by the Department, is reproduced as 
Appendix II. 

· · 6.32 Asked to specify the names of companies belonging to big business 
hous~ which have issued bonus shares and declared higher dividends, but 
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bave not paid provident fund contributions over the years, the representative 
.of the Ministry of Labour stated : · 

"Sir, when this question was raised in Parliament we were in diffi-
culty because our records arc not prepared according' to the 
nature of the establishment. 1 t is difficult for us to correlate 
the cases of default with the nature of the companies.."' 

6.33 Jn rep]y to anoth·~r 4uestion whether it would be ad\":sable to 
insist on •no PF dues certificate' from these compal]ics hcfor~ imurance of 
bonus shares and dcdaration of dividend, the r~presentative of th:: Ministry 
of Labour stated : 

.. Sir, we are pursuing this matter \vith the Banking D~p:!rtmcnt say-
ing that they should obtain a no P.F. dues certificate ~eforc 
loans and advances are given, but. we have not yet ~ :1mc to 
a settlement on this score."" 

6.34 In r;.!gard to break up of the arrears as between rcsiden:/:nn-resi-
dent companies, sick units and wilful defaulters, the Ministry c ~ Finance 
(Department of Revenue) have informl?d as under : 

"'The E.P.F. authorities do not at present maintain any re.·:ord of 
resident/non-resident companies as the E.P.F. A.ct c:L:les not 
distinguish between the resident and non-resident companies for 
the purpose of coverage under the Act. The E.P.F. authorities 
also do not maintain separate record in respect (\f c;~hcr sick 
units or the wilful defaulter<' 

Recovery Proceedings 

6.35 The Committee desired to know what action hall been i::ittatcd to 
effect recovery from the defaulting establishments. The Mini~:~(-y have 
stated : 

'"The .provident fund authorities ar~ generally taking the following 
steps for effecting the recovery of arrears of E-P.F. cJC.S : 

1-UNEXEMPTED ESTABLISHMENTS 

(i) Revenue Recovery certificates are issued to the District Collec-
tion Officer in terms of Section S of the Employee!'· Provident 
Fu-nd and Miscellaneous Provisions Act, 1952; 

(ii) ProS\..~utions are launched under Section 14 of the Act-; 

(iii) First information reports are filed with the Police authorities 
under Section 406/409 of Indian Penal Code, where coosidered 
necessary; 
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(iv) Damages are levied on belated payment in terms of s.ct1oa. 13 
of the~; · 

(v) The Courts are approached under Section 110 of CrimiDal Pro-
cedure COde to bind the accused employer for good couduct; 

<vi) Wherever it is felt that the nunisbment awarded by lower Court 
is me:agre and inadequate appeals are made to secure euhallced 
punishment; 

(vii) Defaults are brought to the. notice of the Employees' Union/ 
Employers' organisations with the request to use their pel 
offices for expediting payment. 

0-EXEMPTED ESTABLISHMENTS 
(i) Prosecution cases are launched under Section 14(2A) of the· 

Employees' Provident Fund and Miscellaneous Provisions Act, 
1952; 

(ii) First Information Reports are filed with the Police authorities 
under Section 406/409 of Indian Penal Code, where DeC~~~~ary; 

(iii) Penal interest at graded rates are charged on belated transfer 
of provident fund money; 

(iv) Action is taken to cancel the exemption granted. 

~6 The Committee desired to know the amount of damages levied in 
aU these cases of defaulting establishments. under Section 14-B of the Pro-
vidrpt Fund Act. The Ministry of Finance (Department of Revenue) 
have stated : 

"The damages are levied only after the payment has been fiDally 
made, as the amouftt of damages has to be determined will •-
ferencc to the JX!riod of delay. It has been reported that upto 
31-3-83, a sum of Rs. 21.80 crores was levied as daJI18I,el on 
belated payments." 

6.3 7 The corresponding provisions in the Assam Tea Plantations Pro-
vident Fund Scheme Act, 1955 for levy of penalty/damages for non-pay-
ment of contributions to the funds are contained in Section 16 of the Act 
ibid which reads as follows : 

"Power to recover damages : Wbece an employer malres a default in. 
the· payment of any contribution to the providcmt fund 01' in 
the transfer of accumulations required to be transferred by him 
under Stction 14 or in the payment of any charges payable 
under the provisions of this Act or the Scheme framed there-
under, the Government or any other person authorised by it 
may recover from t!he employer such damages DOt oxceed.iDg the 
amount of arrears, as it may think fit to impose. The provi-
sion for levy of damages to the extent of 100% of arrean was 
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inser-ted by an amcndlnent in 1976. Prior to this, h Act 
provided for recovery of damages at the rate of 25% of arrears." 

6.38 In regard to the steps that have been taken to realise the outstand-
ing dues, which were Rs. 257-50 lalchs as on 31 March, 1983 under the 
Assam Tea Plantations Provident Fund Scheme administered by the (Jc)v-
crruucnt of Assam. the fo1Iowing information has been communicated by the 
concerned organisation : 

"Out of the total arrears of 257.50 la.khs as on 31-3-83, a sum of 
Rs. 137.78 lakhs was due from 22 tea estates under the Aslam 
Tea Corporation Limited, which is a State Government Under-
taking and the balance of Rs. 119.72 lakhs was recoverable 
from proprietorial and company oWDed tea estates- 'n1ll pro-
vident fund authorities are filming certificate proceedings for 
recovery of arrears I dues in all cases of defaults and damages, 
after allowing the employer a chance of personal hearing. Dur-
ing the year ended 31-3-83, a sum of Rs. 2.36 lakhs WM ii-
covered as damages from the defaulting employers." 

ProJ>eCutions 

6.39 The following statement shows the number of prosecution cases 
filed under the EPF and Miscellaneous Provisions Act, 1952 and the 
Indian P~nal Code for failure to pay provident fund contribution during 
the last three years : 

''The number of prosecution cases field are as given below:-

I. Ullder Seetioa 14 of the EPF & M.P. Aet, 1952. 

Year Opening No. of No. of No. of 
balance cases cases cases 

filed disposed of pending 

1980-81 25,852 6,229 3,786 28,295 
1981-82 . 28,295 7,161 4,022 31,434 
1982-83 . 31,434 5,069 4,983 31,520 
----------

II. UDder Sedioa 406/409 IPC 

-·----
Year Opening No. of cases No. of cases No. of cases 

balance filed disposed of pend ins 
------· 

19&0-81 . 811 281 13 1109 

198-t-82 • 1109 449 20 1538 
t98a-83 . 1538 636 41 2131 .. 
__..:..-~-------------------------
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6.40 The Committee enquired whether there existed any p:nal pro-
visions for defaulting establishments recognised by the Income-t:,l)t Depart-
ment. The Member. CBDT replied in the negative and stated : 

"We do not have that under the Income-tax Act:• 

6.41 In regard to prosecutions launched under the EPF Act, the 
representative of the Ministry of -Labour stated : 

.. There arc several provisions in the Act for prosccut;'-,,1. Each 
year thousands of prosecutions arc launched und til(•usands 
of them arc decided. An·j in several hundred-.; of ca~cs, 

impJisonmcnts arc awarded flf ccmvictions are -.;:;.:.Lt·~d. I 
sh~tll give vou the figure ( s) ". 

~ . ~ 

'The witncs~ supplemented : 
"During 1 982-83, the number of prosecution cases t 1.: ~ \Vcre 

filed was 5,069 under EPF Act. 4.983 cases''~···- ,:.:cido;:d. 
Of these. in 151 cases. the persons we-re sentenced t·.~ :;uprison-
ment. Since November 1972 to March 1983 (fC'r 1) year<,) 
the number of cases of impri"onmcnt was 707. Dm>:..:. 1he yc~~.-
19;:;;::!-83 alone, 151 person~; wen: • .... ·n~:-ncc·J to imp<,: ·~.mcnt a" 
I said ('arlicr. ., 

6.42 Asked ~tbout the reasons i'or lc~~e.r nw:1bcr of con\ i ... -, , ' s~ct.:.r­

ed, the representative of the Ministry of Labour replied : 
"As I. said, the prosecutions are launched in the cc. T. . It JS 

left to them as to what punishment they should a\\:-.-..!. Very 
often they let off the offenders with a fine. Som.:·: [W~s. they 
do not attach as much importance to these cases ~~" \.:.: would 
like them to do." 

6.43 In a note furnished subsequently ( 21 February~ ; ::: ·~ i. the 
Ministry have stated as follows : 

"The Provident Fund authorities generally seek the im·~;-:sttion of 
maximum possible penalty in accordance with th..:: pc:tal. pn.1-
visions of the Act. The particulars of cases. in '' ·.ti.ch. ··_jail 
terms were demanded but no imprisonment was :·. :·.;.rdt;d by 
the Court is not readily available. However, tb nutnbt:r 
of cases '"rhich ended in conviction, acquittal etc. uur>~~ the 1a~t 
three years was as given below : 

--· --·---· ..... ------·-
1980-81 1981-82 1982-83 -----·-----·- _________ .. --- .... ___ ... --·-··-·-- ---·-·· 

(i) Conviction 
(ii) Acquited 
(iii) Withdrawn . . l. 
(iv) Dismissed/Discharged f 

2,964 
299 
283 
240 

3,786 

3,276 
391 
117 
238 

4,022 

:.754 
508 
~.(;/! 

314 

;-!,208 ,, 
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6.44 In spite of launchin& prosecutions and taking other penal acti~n 
.against the defaulters, the arrears were mounting. Asked if it was indicative 
of failure of the system, the rep~ntative of the Ministry of ~abour replied : 

"Sir, it could be that the economy is in difficulty." 

6.45 The witness further stated : 
"Sir there could be some cases of wilful default. In such cases 

something drastic needs to be done but there are many cases 
where the persons are not really able to pay. In those cas~s 
if you take drastic action then many establishments will go 
to the wall." 

6.46 The Ramanujam Committee had in pamgraph 14.10 of the 
Report made the following recommendation to provide for an independent 
recovery machinery for recovery of outstanding dues : 

••Jt is desirable for the E.P.F. Organisation to have its Recovery 
Machinery. This will require appointment of an adequate 
number of officers and field staff and special training Vrill 
have to be given to them for this purpose. A detailed 
manual will have to 0c prepared for use of Recovery Staff 
who should also ha,,c the expertise to deal with legal objec-
tions. 

It may therefore not be practicable for the EPF Organisation for 
quite some time to set up an independent Recovery Machi-
nery. Meanwhile,· the recommendations made in paras 14.8 
and 14.9 may be implemented and Revenue Authorities may 
he clirected through State Governments to accord priority to 
recovery of provident fund dues and to pass on the amounts 
which may be recovered to the E.P.F. Organisation without 
delay. The Revenue Authorities may ~uso be directed through 
the State Governments not to question the Recovery Certificat-
es issued by the Regional Provident Fund Commissioners 
but to proceed expeditWusly with the Recovery on the 
strength of the Certificates." 

6.47 The above recommendation has been rejected by Govcnunent. 
6.48 The Committee desired to have the Ministry's assessment of 

tl1e efficacy of the provisiODs of various laws in respect of Provident Funds 
under the Employees' Provident Fund Scheme (both exempted and un-
cxemptcd establishments)· and tlmse recognised under the Income-tax Act 
in regard to : 

(i) imposing civil and criminal consequences on defaults in mak-
ing prompt payments of povident fund contributions to the 
Trustees/Commissioners; and 

~14LSS/84 
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·(ii) enforcing- recovery action for the ~ery of arrear contrlbu· 
. . tions in such· cases. 

· 6~49 The ~ of Finance have in a note state4 : 
''The offences committed by the employers of unexempted establish:. 

ment in the matter of payment of provident fund contribu-
tions, administrative charges or submission of the returns 
prescribed under the EPF Scheme, 1952, the Employees' 
Family Pension Scheme, 1971, and the EDLI Scheme, 
1976, are punishable under Sections 14, 14A, 14AA, 14AB, · 
14AC, and 14C of the EPF and Miscellaneous Provisions 
Act, 1952 read with paragraph 76 of the EPF Scheme, 
1952 while the employers of exempted establishments are 
punishable only under Sections 14(1A) and 14(2A) of the 
Act. The existing penal provisions are considered deficient to 
the extent that their application to exer.nptcd establishments 
is very restricted. The Government is, therefore, consider-
ing certain proposals for extending all the existing penai pro-
visions to the exempted establishments. Besides, it is observ-
ed that the Courts have been generally letting off the 
accused leniently in exercise of the discretionary powers 
vested in them under the existing provisions of the Law. Th~ 
courts are also liberally granting stay on recovery action ini-
tiated by the Provident Fund authorities even in cases where 
the employers do not comply with their direction with .regard 
1:o payment of dues in suitable instalments. 
Besides the penal provision of the EPF Act and the EPF Scheme, 
an explanation was added to Section 405 IPC in 1973 so 
as to specify 1bat an employer who ~s deducted the employe-
es' share of contribution from the wages of the workers but 
not deposited the same into the provident fund shall be 
deeDied to have dishonestly used the amount of the sa!4 con-
tribution in· violation of direction of Law for the purpose of 
Sediou 405 JPC. 
Complaints in such cases are filed with the Police authorities 
and these are required to be registered and processed by them 
through the ~nt court. The Provident Fund authorities 
8re rCported 'to be facing difficulties in some States in making 
the Police authoritieS register the FIRs flied by them and having 
the cases inveatipted by them. The matter is, however, being 
taken up with tbe concerned States and it is hoped that the same 
will be sOrted out soon. Section 8 of the ~ proVides for ~ 
covcry ~the arrears of Provident Fund dues in respect of on-
exempted establishment ifl the · same manner as arrear of land 
revenue. 'lbere is. however, no corresponding provision for 
recovery of arrears in respect of exempted"'establishme.nts. The 
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Government is, therefore, considering a proposal for ~rovi,ding 
for rec,ovcry of arrears in respect of exempted establtsbmen~ 
also in the same manner as arrears of land revenue. Furtbet.r. 
revenue recovery certificates are at present executed through the 
concerned District Collection Officer of the State Gove~t. 
These officers are burdened with similar deJ11ands from va?ous 
other agencies and take their own time t.o recover the Pr~vt~ent 
fund dues. With a view to overcome t111s problem, Ramanu]am 
Committee had recommended inter alia setting up of. a s~parate 
recovery machinery for the EPF Organisation. Th•s w11l ~11 
for specialil>cd staff and other necessary arrangements, fo~ whtch 
long term preparation will have to be made. Meanwhile, the 
State Governments have been requested to place the service~ ~!. 
Tehsildars and other recovery staff at the disposal of the Provi-
dent Fund. authorities to exclusively deal with revenue recovery 
cases pertai11ing to the EPF· Organisation. The Tehsildars etc .. 
have already started work in Andhra Pradesh. Tamil Nadu, 
Madhya Pradesh, Maharashtra, Kerala and Haryana."' 

6.50 The Committee enquired if in view of the growing magnitude ~!. 
arrears of provident fund contributions and the growing sickness ot ~~~· 
of the defau1ting establishments, any proposal was ull'Jer consideration of 
the Government for creating an insurance fund, out of which provident fund 
payment due to employees could be securely· given. The Ministry of 
Finance (Department of Revenue) have stated : 

"The question of creating an insurance fund for payment of provident 
fund money to the employees of the establishments, which 
default in payment of the provident fund contribution has been 
engaging the attention of the Government for some time but no 
concrete proposal bas emerged so far. Meanwhile, the CBT bas 
recommended that in cases where the employees' share of provi-
dent fund contribution is deducted from his wages but not 
deposited with the Employees' Provident Fund Organisation, the 
amount so deducted may be paid to the employee or his depen-
dents from the Special Reserve Fund, when the final payment 
becomes \Jue, pending recovery from the employers. The 
implementation of this recommendation would involve transfer 
of funds from the Forfeiture Account to the Special Reserve 
Fund, which is subject to approval of the Government. CPFC 
has accordingly sent a proposal for transfer of Rupees 25 lakbs 
to the Special Reserve Fund and the same is under consideration.'~ 

,.51 Tile Committee are coaceraecl over lleavy EPF Ml'UI'S. AI • 
31 Mud! 1983, such arrears due from 6,797 IIIIU.,ted eslaiiM••Ih 
....W to Rs. 42.83 crores. 'l1ae mars due from 85 uempW ad 
•illlntl establlsluaellfs as oa 31 December, 1982 amoaatetl to lb. 23.1 
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crores. Tile total amoaat of coatriblllioas due fer crellif to the Assam Tea 
Plaatatioa Pro\ideat l;and was Rs. 2.57 crores as on Jl 1\farch. 198~. 
Two· of the unexen1pted estab6slunents had oatstandiaas to the tune. pf 
Rs. 5.35 crures and Rs. 5.89 crores and four others bad outstanding due 
l1lllgillg fron1 Rs. 108.27 lakhs to Rs. 218.80 lakbs. A sum ttf Oller 
Rs. 14 crores is out4it.anding from unexempted t>stablisbments in f"·o States 
aloae-Madh)·a Pr.rde:sh Rs. 15.23 crores and Maharashtra Rs. 9.36 crore."i 
The year-\t·;se break-up shows that Rs. 6.3 creres pertain to the year 1970-
71. and ear6er years. 

As regards arrears amounting to Rs. 23.8 crores due from es__.,ted 
establisluoenbi, tlae Con1mittee find that arrears due from eight socii estah· 
lishmeat.s alone amount to a total of Rs. 1.1.29 crores; dues from each 
ranginr. from R::;. 100.69 lakhs to Rs. 2.21.16 lakhs. Th.e ConamiHee· 
"·ould like t~ J.:mployees' Provident I.<und Organisation to take concerte,t 
n1easurm, under a time-bound programme, fo rec:over the oub1aadings. In 
particalar, the Committee suggest that a monitoring cell may be set up in 
the EPF Organisation and in each Regioaal Provident Fuad Commis-
sioner~s offices to pursue actinl)· ali cases wherein the arrear:') <exceed 
Rs. 51 lakbs. 

6.52 The Committee find that amon~ the list of exempted e...tabliNh· 
ments from whom arrears exceeding R4i. l 0 lakhs are due is the Rajasthan 
Saatr Electricity Board, owing Rs. 30.09 lakhs and among uae:umpted 
establishments is the. Post Graduate Institute of l\1iedical Ed11cation and 
Resear~h, Chandigurh, owing Rs. 204.15 Jakhs. The maximum an10unt of 
c;uflstandbJgs under the Assam Tea Plantation Provident }'Wid Scheme 
administered b,l tbe Government of Assam is against the Assam Tea (~or­
poratioa Ltd.-a State Government undertaking, owing Rs. 137.78 lakh.,. 
The Committee feel that recovery in these cases should not pose aay pm-
t•olar difficully. With a \·iew to liquidating arrears in these cases a.'i allio 
arrears against cllher State /Union Territor) undertakinv.s or institutions, the 
Committee desire that the Ministry of Labour should take up the matter 
direct with the State Governments/Union Territory Admioi\trations 
concerned. 

6.53 .. The Commjttee note that under the existin~ provision:.. of thl• 
i·:mpiuyees' Pro"ident l--und Act, 1952~ lhc ltrovidenl l--und authorities 
;tre not empowered to leV)' damages for non-transfer of contributions l•y 
employers of exempted establishments to the Board of Tru·.stees. Alsn. 
there is on .provision for recovery of outstandings from the exempted estah-
lishment4i in the same manner as arrea.,; of land revenue on the lines pre~­
cribed for une:xempted establishments under Section 8 of the Act. Ia the 
circUmsc.aiaces, the only course open for the EPF Orf'tnisation is to b.'tue 
show-cause aotices for withdrawal of ex.emptioa in tenns of Sectioa 14 (ZA) 
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of 6e Act ..._ tlds 11118 been doae Ia tile ease ol a saltstatlal •••ller ef 
.w..tten. 

Tile Comadttee (1978-79) in parapaph 12.2. of their 110th Refort 
(Sbtla Lok S.bba), as reiterated Ia pangraph 1.14 of *lr 21st Report 
(1910-81), had stressed the aeed for IUIIellcbnent to Sec:tloas 14 aad 14-B 
so • to briDa exempted establishments on a par with 'lllleSelllpkd e..,Jish • 
...-. Ia these nspeets. Although a period of five years has since elllpled, 
tile pNpOSed amendments are yet to be brouglat before Parliament. Tile 
ec.mdffee lun·e now been Informed tllat Govemment are considerlq a 
prepo.sal to empower the Provideut Fund authoritie!. to le''Y d~ oa 
ae exempted establis......,nts as aJso to provide for recovery of arrears Ia 
reaped of such establishments as arrears of laud revenue. The Colllllliltee 
deplore tbe delay in takiDg a decision in the matter. The desire that neces· 
S8I'J amendments suaested by the Committee should be brought before 
Parliament witkoat any farther delay. .. 

6.54 As already stated in an earlier part of the Report, the eXisting 
peal provisions of the Ad also do aot apply to the Trustees of the exemp-
ted establishments for their failnre to adhere to the prescribed investment 
patfenl. The cumulative eftect of these lacconae persisting over the years is 
that the arrears against exempted estab&shments have started m01111tiug. 
As again.st arrears of Rs. 10.76 crores a& on 31·3·1978. the arrean aplnst 
~nell establishments stood at Rs. 23.8 crores as on 31·12-1982. The Com· 
mittee desire that all the e:dstiag penal provisions applicable to unexempted 
esmblishments should be e1..1ended to tbe exempted establishments as welL 
·n. aeope of Sectioas 8, 14, 14A, 14AA, 14AB, 14AC, and 14C of the Ad 
real with paragraph 76 of the Employees Provident Fund Scheme, 1952 
slloald be widened so as to cover the offences committed by the employers 
of sempted establishments. 

6.55 The Committee would also like Goverament to take prompt adioa 
for transfer of securities held by exempted establishments consequent oa 
t.a:ellation of their exemption. Govemment should also examiae the feasi· 
bllit) of making a specific prov~ion in the Act to provide for recol'~ry of 
arrears of aU dues from the establishments whose exemptions are eancelled. 

6.66. The Committee find that in tei'IIIS of Sectioa 8 of the EPF Ad, 
I 952, Rewnue RKovery certificates are at present executed throagll tile con-
cenaetl District CoUedion Ofticers of State Governments. These ollieers 
.. burdened with similar demands from various other agencies Md take 
tlaelr own time to recever the provident fund dues. With a ,!lew to oyer-
ca.e tills problem, Ramaaujam Committee had inter alia recollllllellded 
..,... up ol a separate recovery machiaery for tlae EPF Orpaisatloa. 'Die 
c-latee lad dlat tlds recomDieDdation of the R11111anujam Collllllittee M5 
IJeea rejected by Govenunent. M01111tJaa arrears of Provident Fud catrl-
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IMdioas on ·the 011e llud aad die • ....,..ill&' scope ucl eowr11r of 
die scheme on the other makes it all the more imperlllive that tile EPF. 
Orpnisati011 should be equipped with Its own recmery ~hlaery. Willie 
lgld8Dy only six industries were bfOIIIIat within tile pal'\'lew of the Ad, tbe 
scope has now been expanded to cover 173 lndustri&U/ classes of estllllltli• 
meats. Farther extension to otlaer indastries 1 classes of establisluaeldl is 
under coasideration of Government. The appUcation. of the Ad mBJ he 
extended to establishments employing even less tban 20 persons, or e.- to 
emplo~ whose monthly wages exceed Rs. 1600/·· In view of the fore• 
goiaa, tile Committee would like Government to re-coulder the qu.a. of 
tile E.P .F. Orgmlsation having a 1separate recovery machinery of its own. It 
coald be on the liaes of Tax Recovery Ofticers un.der the lacome-tu Ad. 

6.67 The Committee have been informed that pending settiag ., of a 
separate recovery machinery of the EPF Organisation, State Govenm~e~~ts 
have been requested to place the ~enice~ of the Tehsildars and other reccwcry 
staft at the disposal of the Provident }~und authorities to e~clusively deal 
with recovery cases pertaining to the EPF Organisation. The CODIBIItee 
ave beea informed that Tehslldars etc., to deal exciUisively with the re~ 
coYery cases of the E.P .F. Organisation, have already started worldllt in 
Alldhra Pradesh, Tamil Nadu, Madhya Pradesh~ Maharashtra, Kerala and 
Haryaaa. The Committee desire that early :-.1eps ~hould be taken to .tetail 
such TehsUda11s in other States also, to which the EPF Ad extends. 

6.68 The Committee have beell' informed that Government Jlaye not 
agreed to the sugeestion tbat •no P .F. dues c,ertifi.cate' tnay he insisted wpon 
from the companies before loans and advances are given to them. Tlte 
Committee would like Government to re-consider the matter. SimB8'1y. 
Government may also examine whether production of such certificates Dla~ 
also be insisted upon under the Companies Act in case of such com(IMie!oo 
as contemplate to issue bonus shares and declare huge dh·idends. 

6.69 The Committee find that the scope of coverage of EPF Act Is "Very 
wide. The General Provident Fund/Contributory Provident Fund Rules of 
Govel'lbllent are also coverable under the EPF & Misc. Provisions Act. 
Tile Provident Fund set up under other Central and State statutes, e.g .• 
Provident Fonds under the Universities Act, AU India Institute of Medical 
Sciences Ad, Post-Graduate Institute of Medical Sciences etc. are also 
coverable by application under the EPF Act. The Committee have been 
infonned that with a view to avoid coaflict in appllcatioa of the pro'rislons 
ef the two sets of laws/rules, Government are now coasidering a proposal 
to exclude all departmental undertakings as abo establishments whldt .. \'e 
set up provident funds of their own 1111der a separate statute, such as Ual~ 
venlties etc. from the purview of tile Employees Provldeat Fund Ad. 

The Committee consider tlud such a step would he In the rigllt dlredlon 
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.abil woald alla1f die EPF Orpnlsatlon to concentrate more oi iiii• 
~nmmt esta1tllslnftents. This measare slloalcl he takeu early • 

. 
6. 70. The Employees' Provident Fund scheme is a statutory one. the 

employees have no option, but to allow deductions to be made from their 
wap for contributions to the provident fund trusting that their saviags 
would be safe ud secure in the hands of the Provident Fond Organisation. 
The Organisation has, therefore, a special responsibillty to ensure security 
of the contributions !n cases where the employers persistendy default in. 
payment. On CommiUee's enquiri!'g if Govenunent favoured the proposal 
to create an insurance fund to take care of such eventualities, the Ministry 
have indicated that no concrete proposal has emerged so far, though the 
question of creating an insurance fund has been engaging the aUenfion of 
the Govt. for !tome time. Meanwhile, the Central Board of Tr~tees has 
recommended that in ca&es where the employee's share of provident fond 
contribution is deducted from his wages but not deposited with the EPF 
Organisation, the amouat so deducted may be paid to the employee 9r his 
tfependents from the Special Reserve Fund, when the final payment be· 
comes due, pending recovery from the employers. The implementation of 
this recommendation would involve transfer of funds from the Forfeiture 
Accou11t to the Special Reserve Fund, which is subject to approval of the 
Government. The Committee have been informed that the Central Provi· 
dent F'und C'ommissi(mer has ~ent a proposal for transfer of rupees twen.t~ • 
fi\'£ lakh& 10 the Special Reserve Fund and the same is under coosideraliiJu. 
Jf such a proposal materialises, steps ~·ill necessarily have to be taken to en-
sure that the basic money provided for the proposed revolving fund is re· 
imbursed by effecting prompt recovery from the defaulting employers. The 
Committee will like to be informed of the decision taken by Government In 
tbe matter. The Committee would also like to be informed of the decision 
taken by Government on the proposal to constitute an insurance fund. 

6.71 The Committee find that the number of prosecution cases filed 
under Section 14 of the EPF Act during the l ears 1980·81 to 1982-83 was 
6,219, 7,161 and 5,069 respectively and those disposed of were 3,786, 4,022 
and 4,983 respectively. T~e number of cases pending at the end of the 
years 1980·81, 1981·82 and 198.%-83 was 28,195, 31,434 and 31,510 
The pendency at the beginning of the year 1982-83 was 31,434 and at the 
t'nd of the year 3 J ,520. The number of cases which ended in conviction 
during the years 1980-81 to 18.%-83 was 2,964, 3.%76 and 1.754 respec· 
fively whereas those acquitted, withdrawn or dismissed/discharged were 
8.Z.Z, 746 and 1,.,49 respectivel). The Committee would like Go\·ernmeat 
to consider the feasibility of setting up Sepeeial Courts for trial of Provident 
Fond cases in States where the volume of work so justifies. However, tile 
criminal cases under Sectioa 406/409 IPC should continue to be tried by 
.criminal courts having jurisdictiou. The Committee also desift tlaat applica· 
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jlou for vaeatloD of say wlaeaever paated .,... lavarlahly he lied w1dlla< 
lle time limit. Provlsloas for attacluaeDt of bamovalde 8Siefs ad ·fliniiiJl... 
181 of llelll'lty bonds may also be resorted to more vigoi'OIIsly Ia ease el 
wllfal defalllts. 

NEW DELHI 
'April 9, 1984 
Chaitra 20, 1906 (Saka) 

SUNIL MAITRA 
Chairman 

Public: Accoullts Committee 
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APPENDIX I 
List of cases where the amount due from eumptecl eatabllslameats exceed Rs. 10 lakbl 

and abo.e as on 31-1Z.1912 (vide paragtaph 6·28) 
Amount 

Rajasthan Stale Electricity Board 30~ 
Allexandra Jute MiJts 37·34 
M/s Kalvin Jute Co. Ltd. 147·11 
M/s K.bardah Co. Ltd. 27·70 
M/s Megna Mills Ltd. 222·16 
M/s Sbrec Ambica Jute Mills lOS ·07 
M/s Dalhousie Jute Co. Ltd. 11·57 
M/s Eastern Mfg. Co. Ltd. 5S·1H 
M/s North Brook Jute Co. Ltd. 116·0:!. 
M/s Empire Jute Co. Ltd. 106·88 
M/s Naskarpara Jtttc Mills 32.60 
M/s Shree Gouri Sankar Jute . 76·00 
M/s Westing House Sexby Farmer Ltd. 10 ·51 
M/s Burn & Co. Ltd. 66·67 
M/s Indian Standard Wagon Cl1. Ltd. 36·5ll 
M/s Bengal Potteries Ltd. 74·34 
M/s MohiniMills Ltd. 49 ·81. 
M/s lndia Paper Pulp Co. Ltd. 60·34 
M/s Bcni Ltd. 19 ·14 
M/s Bird & Co. 11·11 
M/s Hooghly Docking Co. Llll. 36·30 
M/s Aluminium Manufacluring('<'. Ltd .. 13 ·52 
M/s B.B.J. Construction Co. Ltd. 12·84 
M/s Gouriporc Co. Ltd. 158·67 
M/s Budge Budge Co. Ltd. 58·38 
M/s Barangar Jute Factory Company Ltd. 76·01 
M/~ Howrah Mill Company Ltd. 31·62 
M/s Kalyani Spinning Mill~ Ltd. 46·40 
M/s Kankinarah Co. Ltd. 64·31 
M/s Na ihat i Jute Co. Ltd. 40·04 
M/s New Central Jute Mills Ltd. 172·79 
M/s Victoria Jute Mill 39·0S 
M/s. The Angus Jute Co. 34.25 
M/s. Shyamasar JuteFy. co. Ltu. 37.15 
M/s Western India Spinning & Mfg. Co. Ltd. 20·7J 
M/s Model Mills Ltd. 10·47 
M/s Travancore Rayons Ud. 21·36 
M/s K.S.R.T.C. 100·69 
M/s Motipur Sugar Fa~.tat)· 21·33 
M/s New Paper & Publication lP) Ltd. 12.55 - ·-· ·- ----- ··-----··· 
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APPENDIX B 

Llltllaowlag tile detaUs of.exeaapted establ..._ts whic:la are ia arrears or Rs. 5 lakhs 
and aboye U OD 1st Mardi, 1913 

(.,ide paragraph 6 ·31) 

S. Nfmc of the Establisl rr:cnt Amountin 
No. arrears 

(Rupees in lakbs) 
·-------~ --~-·--·---·~----··-·- --····---· .. ---- ... ~ 

(J) (2) (3) 
------·-·-----

ANDHRA PRADESH 
1. TirupathiCotton Mills Ranigunta Chitlor 
2. M/s Azam Jahi Mills Ltd. 
3. M/s Nalimarla Jute Mills Co .• Yiz~g. 

NORTH EASTERN REGIO.S 
1. P.W.D. Mechanical Workshop, Gauhati . 

BIHAR 

• 

1. M/s National Jute Mfg. Corporation Ltd., Unit R.B.H.M., Katihar 
Z. M/s Katihar Jute MilJs, Katihar . 
J. M/s Domchanchi Main Mica FactoryofCNI, Domchanch 
4. M/s Bihar Sugar Works, Pnchruh i . . . . 
5. M/s Bihar State Sugar Corporation Ltd., Unit Goraul 
(1, M/s Reliance Firebricks & Pottery Co. Ltd., Dhanbad 
'J. M/s Katras Ceramics & Refractory (P) Ltd., Dhanbad 
~. M/s Pradip Lamp Works, Patna 
9. M/s Bihar Cotton Mills Ltd., Phulwarisharif 

10. M/s Bihar State Co-op. Bank Ltd., Patna 

DELHI 
1. M/s Samachar Bharti, Ntv. Delhi . 
2. M/s Hindus tan Samachar Co-op. Society Ltd., New Delhi 
J. M/s Associated Journals Ltd. (National Herald) New Delhi 
4. M/s Sahara Deposit and Jnvcstt. (P) Ltd., (DL-6527) 

GliJARAT 

5·43 
27·76 

8·88 

42·07 

7 ,.,., --
48·75 
62·21 
9·58 

11 ·40 
9·52 

18·89 
6·18 
9·11 
1·59 

50·10 

233 ·33 

7·06 
8·22 

11·39 
9·57 

36·24 

1. M/s Keshariya Investment Ltd., Baroda (Priya Laxmi Ltd.,) .Barodu 22·07 
2. M/s The Manekchowk & Ahmedabad Mfg. Co. Ltd., Ahmedabad 18 ·68 
3. M/s Jchangir Vakil Mills Co. Ltd., Bhavnagar . S ·41 
4. M/sBhalakiaMillsCo.;Ltd.,Ahmedabad 6·17 
5. M/s The Commercial~ Mills Ltd., Ahmedabad 9 ·52 
6. M/s The Central Pulp Mills Lld., Songadh JJ ·56 

69·41 
54 



------ ----------- ·---------------
(l) (2) 

KAliNA TAKA 

1. Metro Melleable Mfp., Banaalore . 
2. Nippon Electronics, BangaJore 
3. Shankar Textile Mills, Davanagare . 
4. Mabadeva Textile Mills, Bangalore • 
S. BeDary Spinning&. Weavina Mills, Bellary 

KERALA 
1. M/s Ponmudi Tea Factory&. Estate, Tdvandrum 
2. M/s Alagappa Textile, Cothin . 
3. M/s A.S. Mohammed Kutty Co., Palghat . 
4. M/1 Kerala Ceramics & Tiles, Feroka 
S. M/s Kerala Ceramics,l-"croka . 
6. M/s Malabar Motor Transport Co-op., Society Cali cut 
7. M/s Gl)vcrnm.:nt Dry Stock Farm, Punalur 

MADHYA PRADESH 
1. M/s lnuore Malwa United Mills, Indore 
2. M/s Kalyanmal MiJls, Indore • 
3. M/s Swadesh i Cotton &. Flour Mills, Indore 
4. M/s Hira Mills, Ujjain . 
S. M/s Bengal Nagpur Cotton Mills, Rajanandgaon 
6. M/s New Bhopal Textile, Bhopal 
7. M/s Indore Textile Ltd., Ujjain 
8. M/s Hope Textile Ltd. ,Indore 
9. M/s Binod Mins Co. Ltd., Ujjain 

10. M/s Bimal Mills Co. Ltd., Ujjain 
11. M/s Bilaspur Spn. Mills Industries Ltd. 
12. M/s J.D. Mangharam &. Co. Pvt. Ltd., Gwalior 
13. M/s Sound Zweired Union Pvt. Ltd., Gwalior • 
14. M/s Jaora Sugar Mills. Jaora 

MAHARASHI'RA 

(3) 

5·81 
5·14 
9-64 
7 o01 
6·32 

33 ·93 

7·61 
9 ·17 
6·58 
6•89 
8·64 
7.38 
5 ·31 

51-60 

99·17 
33 ·SO 
47·45 
21·09 
16·92 
23·64 
16·73 

S3So05 
589·34 
94·70 
7·23 

10·79 
S-63 

21 ·71 

1523·25 

1. Hindustan Wire Netting Co .• Thane . 6 ·85 
2. Hind Cycle Ltd. 108 ·87 
3. M/s Universal Mechanical Works 6 ·58 
4. M/& Ogale Glass Works. Satara 29 •39 
S. M/s Globe Auto Elect. Ud., Mulund, Bombay • 7 ·67 
6. Mfs Jaifabs Textiles Mills, Bombay . 10 ·2S 
7. M/s Solapur Spg. &. Wvg. Mills Solapur 40 •16 
8. M/sShriShaktiMills.Bombay 7·59 
9, M/s Nanded Textile Mills, Nandcd ·_... ____________ 6_·8_1_ 



(t) (2) (3) 
-----------·------------------------

10. M/s Saksaria.Cotton Mills 
11. M/s New Kaiser-1-Hind Mills . 
12. M/s DigvijayTextile Mills 
13. M/s India United Mills . 
14. M/s Bharat Textile Mills 
JS. M/s Dhula Textile Mills, Dhulc 
16. M/s Bradbury Mills Ltd. Bombay 
17. M/s Phoenix Mills Ltd., Bombay-13 
18. M/s Esskay Dyg. & Ftg. Works, Thane 
19. M/s Shrec Krishna Woollen Mills Ltd .• Bombay-78 
20. M/s New India Rayon M; Its Ltd., Bombay-13 . 
21. M/s Shrce Sitaram Mills Ltd., Bombay 
22. M/s Ellora Silk Mills 
23. Mfs ~hivraj Fine Art Litho Work-; . 
24: M{s. M1rathwada Slhlkari Sakhar, Karkhbana 
25. M/s. Timblo [P] Ltd.Goa. 

ORISSA 

1. Orissa Text.ile Mills Ltd., Cuttack 
2. Orissa Road Transport C,orporation Ltd., Berhampu r 
3. Bisra Stone de. Lime Co. Ud., Sundergarh 
4. Indian Refractory Works. Rourkela . 

PUNJAIJ 

1. M/s Post Graduate Institute of Medical Education and Research, 
Cbaadi1arh . 

HARYANA 
J. M/s GtdQre Tools India Ltd., Faridabad 
2. M/s Usha Spinniqand Weaving MiDs, Faridabad 
3. ~ Pr~tolite of India Ltd., Faridabad 
4. ~~rat Carpets Ltd., Faridabad 
S. M/s Aaand Synthetics Ud., Faridabad 

ILUASTHAN 

1. MJs Jaipur Spinnios & Weavina Mills Ltd., Jaipur 
· 2. M/s MewarTe.xtile Mills Ltd.,Bhilwara . 

18·12 
16·43 
13 ·55 

218.80 
15 ·01 
7·80 

203·21 
70·87 
11·01 
7·59 

20·7i.l 
72·56 
14·69 
11 ·24 
·5.46 

5·56 

936 ·17 

)9·98 
10·35 
20·25 

5•63 

56·21 

204·15 

19·73 
17•78 
6 ·7S 
9·68 
5·32 

S9·26 

17-24 
10 o()7 

21·31 
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(1) (2) (3) 
TAMILNADU 

J. M/s Kaleswarah Mills Ltd., Coimbatore • 13·36 
2. M/s Somasundaram Mills (P) Ltd., Coimbatore 26-60 
3. M/s The Coimbatore Spg. & Wvg. Co. Ltd., Coimbatore 8 ·95 
4. M/s Pankaja Mills Ltd., Co imbatore. . 7·Sl 
5. M/s The Bharathy Mills Ltd., Pond icherry 21·62 
6. M/s The Vasantha Mills Ltd., Coimbatore 12-49 
7. M/s Sri Ramalinga Choodambigai Mills Ltd., Tiruppur-2 6·80 
8, M/s Sri Mahalakshmi Textile Mills, Madhura i 36 ·38 
9. M/s Tiruppur Textiles Ltd., Coimbatore 5·25 

JO. M/s Kasthuri Mills Ltd., Coimbatorc 8·47 
J I. M/s Kadri Mills Ltd., Coimbatore-16 8·90 
12. M/s Jayalakshm i Miils Pvt. Ltd., Coimbatorc 5·98 
13. M/s Janardham1 Mills (P) Ltd., Coimbatore 12 ·45 
14. M/s Pilot Pen Co. (India) Pvt. Ltd., Madras 12·18 
I~- M/s Tcxtool & Co. Ltd., Coimbatorc . 10·40 
I fi. M/s Madras Machine Tools Ltd., Coimbatorc 6·91 
17. M/s Chitram & Co., Madras-IS 5 ·31 
18. M/s Krishna Mines, Tirunelveli 5·78 
19. M/s Tamilnadu Magnesite Products Ltd., Salem-7 17·38 
20. M/s Sudarsan Finance Corporation, Madras-86 15 ·83 

----
248·63 

UTTAR PRADESH 
I. M/~ Scksaria Sugar Mills, Gonda 17 ·17 
2. M/s Laxmi Devi Sugar Mills, Deoria 23·82 
3. M/s U.P. State Sugar Corporation, Barabanki 5·19 
4. M/s Mahabir Sugar Mills, Goarkbpur 19•85 
5. M/s U.P. State Suaar Corporation, Debra ich 24·06 
6. M/s U.P. State Sugar Corporal ion, Barabank i 12·98 
7. M/s Victoria Mills, Kanpur 45·65 
s. M/s Swadeshy Cotton Mills, Kanpur 43-95 
9. M/s Laxmi Rattan Cotton MiUs, Kanpur 31·43 

Jq. M/s Atherton Waste & Co., Kanpur 43·9S 
11. M/s Associated Journals Ltd., Lucknow 8·58 
12. M/s Bijli Cotton Mills, Hatbras, Aligarh 15-99 
13. M/s H.R. Suaar Factory, Bareilly 28-41 
14. M/s Tipr Locks Ltd., Aliprh s ·21 

·~· 
M/s ~dbia Sugar Mills, Moradabad 10·53 

1~. M/s Tiacr Hardware & Tools Ltd., Aligarh 12·18 
17. M/s Tiser Products (P) Ltd., Aligarh 1of11 
18. M/s Meerut Straw Board Mills, Meerut 5·48 
19. M/a L.K. Textiles, Saharanpur . • 5·89 
20. M/s Electricity DistributionDivi~ion, Pauri Garhwal 22·80 
21. M/1 Jaswant Suaar MiUs Meerut • . • · • · • 25-9S 
22. M/8 Pandit Ji S':Jpr Mills and General Mills, Bulandshahar 18 ·18 
23. M/s Nawabpnj Supr Mills, Gonda. 90·87 
24. M/s Aniritsar Sugar Mills, Muzafl'arnaaar . 5 ·91 

SOB ·35 
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·(1) (2) (3) -
·--··-----. --··..--------- .. ·-- ·-------- ··-·---··- ----

. WEST BENGAL 
1. M/s Bertrams &ott, 24 Parganas 
2. M/s Bird"- Co., Calcutta 
3. M/s Canton Carpentary Works, Calcutta . 
4. M/s Chains India (P) Ltd., Calcutta . 
S. M/s Carter Pooler & Co., Calcutta . 

·6. M/s Electrical Industries Corp., Calcutta 
7. M/s East India Industries, 24-Pargaoas 
8. M/s Howrah Iron & Steel Works (P) Ltd, Howrah • 
9. M/s India Capat'itors, Calcutta 

10. M/s Poddar Sanitary Works, Calcutta 
11. M/s Port Engg. ·Works, Howrah 
12. M/s Precision Industries (P) Ltd., 
13. M/s Shalimar Works, Howrah 
14. M/s Sur & Co., Calcutta 
l5. M/s Wire Machinery Mfg. Co., Ltd., 24-Parganas 
16. M/s Arati Cotton Mills, Howrah 
17. M/s Bangesv.•arl Cotton Mills, Howrah 
18. M/s Bengal Fine Spinning&. Weaving Mills, Hooghly 
19. M/s Bengal Luxmi Cotton MiUs, Hooghly. 
20. M/s Bangadaya Cotton Mills, 24-Parsanas 
21. M/s Laxmi Narayan Cotton Mills, Hooply 
22. M/s Rampooria Cotton Mills, Hoogb1y . 
23. M/s Srec MahalauniCotton Mills • 
24. M/s Central Colton MiUs 
25. • M/s Ambaria Tea Estale,Jalpaiguri. 
26. M/s Dcm Dima Tea Estate, Jalpaiguri 
27. M/s Hills Tea Estate, Darjeeling 
28. M/s KC!ala Valley Tea Estate, Jalpaiguri • 
29. M/s Looksan Tea Estate. Jalpaigud 
30. M/s Mldherdabri Tea Estate, Jalpalguri • 
31. M/s Meechpara Tea Estate, Jalpaiguri 
32. M/s Pashok Tea Estate, Darjecling • 
33. M/s Potong Tea Estate, Dar.iecling . 
34. M/s Sarugaon Tea Estate, Jalpaiguri. 

-35. M/s India Rubber Mfg. Ltd .• Howrah • 
_36. M/s National Iron&: Steel Co. Ltd .• Howrah , 
37. M/s Bharat Jute Mills, Ho"Tah . • • 
J8. td/s Krishna Silicate &: Glass Works. Calcutta • 
39. M/s Allied Resin &. Chemicals, Calcutta • , 

4o.- M/s Bharat Overseas (P) Ltd., Calcutta ---.. _.;;.. ... ..-.;._-:..--..#~·· 

18 ·77 
3·21 

14·98 
S·OS 

24·17 
Ci·3t 
5·43 
5 ·51 
6·92 
5 ·7-4 

14·55 
5 ·31 

13 ·38 
~Hl 

!'·40 
5·18 
9·82 
ll ·99 
32·01 
14 ·15 
28·22 
t\3·78 
24·05 
~2·03 
6·76 
t<·7l 
6·45 
3·75 
7·44 

15·86 
5 ·24" 
l'·J8 
.5·74 

10•50 
6·06 

24·69 
32·81 
6·23 
5·55 

.... 11"1 ... ~. 

7 ·40 --
539·47 
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APPENDIX m 
~· 

(Vide Introduction) 

COIIdusi0111 and Rec:ommendatioas 

·· Ministry/Department 

3 
- ----· ·--

Finance 
(Revenue} 

Recommendation 

--
4 

Section 37oft he Income-tax Act, 1961 provides that any expendi-
ture, which is not in the nature of capital exp(nditu:e 01 pu~cnal 
expenses of the assessee, laid out or expended wholly or exclusively 
for the purposes of the b:.tsiness or profession shall be allowed 
in computing the income chargeable under the head uProfits 
and gains of business or profession" i.e., business inccme. However 
in the account of an assessee company relevant to the assesnnent year 
1978-79, a sum of Rs. 1,36,143 debited to the profit and loss account 
as interest on account of the payment made to the Commissioner of 
Provident Fund for failure to deposit the contribution to the provident 
fund in time was deducted by the Income-tax Officer in computing the 
companv's total income. This was objected to bv Audit. Their 
view was that the interest of Rs. 1,36,143 comprised 'damages' levied 
under Section 14-B ofthe Employees' Provident Fund and miscel-
laneous Provisions Act, 1952 for delayed payment of provident fund 

Cit 
a:l 
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2 1.24 (Finance Revenue) 

--
4 

contributions. As it has been judicially held that penalities 
incurred for non-compliance with the provisions of any law being 
not expenditure incurred in the exigencies of business are not 
allowable as deductible expenditure under Section 36(1) (iv) 
of the Income-tax Act, 1961, the interest of Rs. 1,36,143 was not 
allowable as deductible expenditure. Although the Audit objection 
was not accepted by the Department, to safeguard revenue, the 
Cl>mmissioner of Income-tax directed the I.T.O. under Section 
263 of the Income-tax Act, 1961 to re-determine the total income by 
disallowing the sum levkd as damages. Effect to this order 
was given by the l.T.O. in February, 1983. The Committee 
have been informed that the assessee has filed an appeal to the 
Income-tax Appellate Tribunal on 24-1-83 against the order of the 
Commissioner of Income-tax under Section 263 of the Income-
tax Act and the appeal is pending. The Committee would like to 
be appraised of the outcome of the appeal.· 

The Committee note that while not accepting the Audit objection 
the Ministcy of Finance had stated that in the absence of any modi-
fication of Section 14-B of the Employees' Provident Fund 
and Micellaneous Provisions Act, 1952, the pre·sent provisions, as 
they stand, cannot be construed to mean that the assessee had 
paid a penalty violating any statutory provisions. The Committee 
note that this stand of the Ministry of Finance is different from the 
stand the CBDT had earlier taken in several cases before High Courts 

Ol 
0 
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wherein they had contended that the damages paid by an assessee 
under Section 14-B of the Employees' Provident Fund Act for non· 
payment of contributions to the provident Funds constituted dama-
ges not allowable as business expense under Section 37 of the Income 
Tax Act, 1961. The Board's contention was accepted by the 
High Courts and the damages paid by the assessees ·were .not 
allowed while computing business income. The explanation of the 
Ministry for the change in their stand is that in the Mahalwm;li 
Sugar Mills Ltd. versus Commissioner of Income-tax, Delhi (123 
lTR 429 dated 9th April, 1980), the Supreme Court had held that 
interest payable on arrears of cess under the Uttar Pradesh Sugar-
cane Cess Act, 1956 was in the nature of compensation. paid to 
the Government for delay in the payment of cess and hence an 
allowable expenditure. The Supreme Court had also held that 
the interest levied under the Cess Act was not a penalty and that 
the liability to pay interest was as certain as the lirbility to pay 
cess; as soon as the prescFibcd date is crossed without paymeqt ofthe 
cess, interest begins to accrue. The Committee observe that the 
reason given b} the Supreme Court for not treating interest levied 
under the Uttar Pradesh Sugarcane Cess Act as penalty was that 
a separate provision for . penaJty existC"d in that ACl. However, 
Section 14-B of the Employees' Provident Fund Act, 1952 speci-
fically refers to payment of, damages. Also, the ext~nt of levy is left 
to the discretion of the Central Provident Fund Commissioner. In view 
of this, the damages payable under Section 14-B of the Employees' 
Provident Fund Act, 1952 do not set:m to the on all fours with the 
interest payable on arrears of cess under the Uttar Pradesh Sugarcane 

en .... 
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Cess Act, 1956. In fact, the Supreme Court, in Organic Chemica] 
Industries and another versus Union of India and others (55 FJR 
283), held that damages, as imposed by Section 14-B include 
a punitive sum quantified according to the circurn!ltancls of the case 
However, in order to set the mattu beyond any margin of doubt, the 
Committee.willlike Government lo consider the feasibility of making 
an amendment in the EmpJoyec·s' Providlnt Fund Act, 1952 to 
bring out unambiguously the penal nature of the darnag(s levi( d un-
der Section 14-B thereof. 

Section 14-B of the Employees' Provident Fund and Miscel· 
laneous Provisions Act, 1952, at present provides for recovery of 
damages not exceeding the amount of arrtars. As the applic£.tion 
of tlie existing table of damages prescribld by. tht Ct.ntrr.J Bof.rd of 
Trustees of 1he Emplo)ees' Pravident Fund was giving rise to 
many difficulties, it has been replaced by guidelines' according to 
which damages may be levitd at a rate of 25% per annum on be-
lated remittances, subject to the condition that the totd amount of 
damages would not exceed the actual amount of arrears. Since, 
however, the levy of damages is a judicial process the discretion of 
the Regional Commissioners in that regard remains unafft:cted· The 
revised administrative direction is applicable to defaults arising 
after October, 1982. The Committee have been informed that the 
proposal for amendment of Section 14B of the EPF and Miscel-

en 
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3.14 Finance (Revenue) 

----·--· ____ .,._____ .. -- -- ·- -------------

laneous Provisions Act 1952, is included in the current ~ ol 
amendments to the Act, which is now at an advanced stage • 

! 

This matter is pending for to long~ The Ministry of Labout· 
had informed the Committee as for back as in September, 1979 i• 
response to an earlier recommendation contair.< d in paragra.pli J»· 
of the Committees' llOth Report (1978-79) (6th Lok Sabha) W 
the existing provisions would be modified so as to fix in the Aci 
itself the percentage of penal interest to be recovered in proportiOD 
to the period of delay and the amount of arrears. The Committee 
desire that an amendment to Section 14-B of the Provident Fund Acl 
to the above effect should be brought before Parliament without &Df: 
further loss of time. 

" In paragraph 28 of their I lOth Report (6th Lok Sabha) the Co~ 
mittee (1978-79) had recommtndld that the procedure for dealiq 
with applications for recognition of various funds &hould be streaJn..r 
lines so as to ensure that any application for recognition is dispoSed 
of within three months of the receipt thereof. The Central Board 
of Direct Taxes issued instruction No. 1190 dated 28th June, 1978. 
to the effect that all applications for recognition ofprovidtnt fund, 
superannuation/gratuity fund must invariably be disposed of withiq 
three months of the receipt thereof. In the same circuJarrtllt 
Commissioners of Income tax were directed to ensure di~~opo~~oaJ of 
all the applications received before 1 April, 1978 by 30 September, 
·1918. The Committee, however, notice from the table of year-wise· 
pendency that out of a total of 315 pending applications as on 31-3-83, 
207 pertained to the financial year 1981-82 and earlier years: Of 

& '·. 
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th~se 31 applications were received in or before the financial1e• 
1977-78. The main reason for pendency, according to the Dtt*t~ 
mentis non-cooperation/ddP.y on the part of the trustu: s ·of the~ 
vident Funds in furnishing the required information. The'·CoJnmit. 
tee have been informed that the Commis&i<mtr& have been ~ 
to review all cases pending for ovu an year, as also to adbete ft)th6 
time schedule of disposing of the applications within three ib.Oiltbi'ol' 
the filing thereof. , I! , ~,a 

'l ; ' • 

The Committee find that during oral evidence it was staied_ ~~t 
once an application went to the Commissiontr for recognition, thao 
practically all the employees get the benefit. However, fro:fb the ; 
written reply of the Ministry of Finance (Departmtnt of Rcl'eu11ej · 
it would. appear that un~cr Section 80-~ of the Act ~bile con putir f 
taxable mcome of salarted group speclfitd df.·ductJons are allow~ 
at source for payments towards contributions to recognistd providtni 
funds. It is not clear wheather under the law, the employees wo'illd 
be entitled to the deduction once an application for recognitioni•m• 
So far as employers' contribution is concemtd, the dtduction ~IT 
sible under Section 36(1) (iv) was on mercantile basir~ upto ~ 
ment year 1983-84. The Chairman, C.B.D.T. informed the Committe\ 
during evidence that the relevant provision had been amendt-d lrom 
this year and accordingly contribution unl~s actually -~ _ 'oyet. 
does not qualify as a business deduction. Section 43B intrOduced 
with effect from 1-4-1984 provides that deduction ia .mptct of 
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any sum payable by the assessee as an employer by way of 
contribution to any provident fund shall be allowed only in 
computing the income of that previous year in which such sum is 
actually paid by him. The Committee observe that to an extent 
the purpose has been achieved. The Committee however desire that 
Government should consider making a statutory provision to dispose 
of all applications for recognition within three months of the receipt 
thereof. This is necessary in view of the fact that the repeated instruc-
tions issued by the Central Board of Direct Taxes are not being imple-
mented. In the meanwhile, the Committee desire, effective steps 

. should be taken by the C.B.D.T. to ensure that the time-limit of three 
months for recognition of provident funds is strictly adhered to by· 
the Commissioners of Income-tax. Instructions should also be issued 
to be Income-tax Officers/Inspecting Assistant Commissioners to fur-
nish requisite reports to the Commissioners of Income-tax expedi-
tiously. 

The Fourth Schedule to Income-tax Act, 1961 provides for recog-
nition of Provident Funds. It also provides for de-recognition 
of Provident Funds, if the we5cribed conditions are not satisfied. 
The Act, however. docs not provide for any penalty for viola-
tion of the conditions of recognition. The order withdrawing 
recognition takes effect from the date on which it is made. 
Since de-recognition has only a future effect, irregular deductions 
claimed and allowed in the past do not stand affected as a 
result thereof. The Committee (1978-79) had, in paragraph 128 
oi· their 110th Report (Sixth Lok Sabha), recommended that 
with a view to providing a deterrent to unscrupulous employers 

---·-
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who may be tempted to misuse the employees provident fund 
contributions, the Income-tax Act should also provide for some 
form of penalty including prosecution to be launched against 
the employers in the event of breath of terms of recognition. 
The Committee were informed in February 1980 that the above 
recommendation of the Committee was under considuaticn of 
Government along with a similar recommendation made by the Chok-
shi Committee. 

The Committee have now been informed that the files of the Central 
Board of Direct Taxes relating to the recommendations of the 
Chokshi Committee 'vere sent to the Economic Administrative 
Reforms Commission and that a final decision on the subject 
will he taken by Government in the light of the recommenda-

. tions of the Economic Administration Reforms Commission. 
lf these recommendations are accepted, these will be implementfd 
through a comprehensive Amendrn(;nt Bi1l. The Committees are 
concerned to note that although a period of five years has 
elapsed since the Committee had desirtd Government to move 
for an amendment of the lncomet-tax Act so as to provide for 
a penalty on an employer in the event of a breach of terms 
of recognition of the provident fund, a decision is yet to be 
taken by Government. The result is that there is still no deter-
rent to an unscrupulous employer who may misuse the employees' 
provident fund contributions. During evidence, the Committe~ 

~ en 
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desired to know which Department is to prosecute an employer 
who fails. to deposit the employees' contributions. The Chairman, 
C.B.D.T. stated, "l suppose it will come under the Companies 
Law and not with us." This shows how uncertain the position at 
present is. ln view of this, the Committee consider it all the more 
essential that the proposed amendment is brought before Parliament 
without any further delay. 

Rule 74(1) of the Income-tax Rulej; prescribes that the accounts 
of Provident Funds shr.ll be prepared at intervals of not more 
than 12 months. Rule 12(2) of Part 'A' of the Fourth Schedule 
to the Income tax Act, 1961 lays down that the accounts shall be 
open to inspection at all reasonable times by the Income-tax 
authorities. In paragraph 126 of their 1 lOth Report (Sixth Lok 
Sabha), the Gommittee (1978-79) had recommended that the 
accounts of recognised provident funds should be inspectt:d at 
fixed i ntcrvals to see that such funds are not put to any misuse 
by unscrupulous employers. As the benefits by way of tax relief 
which flow from the recognition of a provid(nt fund are substantial, 
the Central Board of Direct Taxes issued instructions to the Commis-
sioners of Income tax in December 1971 to the effect that verification 
of accounts of recognised providc.nt fur:.ds should be done evuy 
alternate year in Bombay and Calcutta charges and once in 
every four }ears in other charges. The Committee, however, 
regret to find that while the total number of recognised provi-
dent funds as on l April, 1983 was 5,257, annual inspections 
carried out duqng the years 1980..81, 1981 .. 82 and 198.2..83 covered 
418, l033 and 425 funds respectivel). The number of income-tax 
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returns called for during the financial years 1979-80 to 1982-83 
ranged between 151 and 176 per ye:Jr. 

The Member, C.B.D.T. CLmccdcd during evidence that "it i:» 
low priority item ofwork" and that "many of the Commissioners 
have not followed the Board's instructions". Lr.ck of monitor-
ing of funds has been admitted by the Chairman, Central Board 
of Direct Taxes. lt seems that except for some of the recognis .. 
ed funds which are also exempted establishments, there is no 
machinery whatsovcver to monitor compliance by these recognised 
establishments with rules. The Committee were also informed that 
a review is contemplated to remed) the sitw-aion. The Committee 
trust that the proposed review will be conducted at an (.~.rl) date. 
The Committee will like to be informed ofthc results ofthc review. 

The Committee also find that inspection of the establishments 
which are covered by EPF Act as also t;1~ exempted establish-
ments is not being done thrice a year as per instructions. The 
Committee desire that inspection of accounts of recognised provi-
dent funds and monitoring there of should be regularly under .. 
taken so tint all establishments are covered at fix~d intervals. They 
also desire that inspection of estab1ishments covered b) the EPF 
Act, including those exempted should be done regularly as per 
instructions. 
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The Committee al!\o find that during the three year period 1980-
81 to 1982-83, defects were noticed as a result of the limited 

inspections in 86 cases. Action has been initiated only in 32 cases. 
In 6 cases recognition has been wilhdrawr during the four-ye~r period 
ending 31-3-1983. In regard to the remaining (Stablishments, the 
Committee have been informed that "the Commissioners of Income-
tax have been asked to initiate action in all these cases, if not already 
taken". The Committee are unhappy over the listless manner in 
which the Department had acted so far. His not clt:ar to the Committee 
why the Department should have been ~blc to initiate action in not 
more than 32 cases in three years, and out of even these 32 cases, it 
should have been able to finalise action only in six cases. The Com-
mittee desire that necessary action in the remaining cases should be 
initiated/finalised withou~ delay. 

The Committee have been informed that the nature of defects 
noticed in respect of recognised providn.t funds is predominant)} 
in the sphere of violation of investment pattern by the Provident Funds 
as laid down in Rule 67 of the Income-tax Rules. 1962. Appropriate 
remedial action is being taken pursuant thereto. The Committee 
would Hke to be apprised oft he remedial measures taken in such cases 
as also steps taken to ensure that violation of investment pattern is 
not allowed to persist. 

The Committee find that the investments of provident fund accumu-
lationsin respect ofunexempted establi~hlT'c.r.ts &Tl' made by the Reserve 
Bank oflndia according to paragraph 52(1) of the Emplo}et'S Provi-
dent Fund Scheme, 1952. So far as exempted establishments are 
concerned, Government have issued necessar} direction under clause 
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(a) of sub-section (3) of Section 17 of the Act providing inter-alia 
that every employer of establishment exempted under paragraph 27 or 
27A of the EPF Scheme shall transfer the monthly Provident Fund 
contributions to the Board of Trustee-s within 15 days, who in turn shall 
invest the accumulation within two wu·ks as per pattern prescribtd 
in respect of unexempted establishments. The existing penal pro-
visions of the Act do not apply to the Trustees of exempted provident 
funds. As at present, no specific action is being taken in such cases. 
The Committee have been informed that Government are now consider-
ing a proposal for making the cmployus and the Board of Trustets 
jointly and severally liable for invtstmcnt of provident fund money. 
The Committee desire that in view of the possibility of wide-
spread m1susc of provident fund monies, the Act should be 
amended. forthwith to provide that both the employers as weU as the 
B2ard of Trustees shall be jointly and scvcrall) liable to invest provi-
dent fund accumulations in the prescribed securitks. This measure 
~hould be enforced strictly so that the funds which may other 
wise be utilisc.d by employers for furtherance of their business are 

.available towards much needed developmenta.I needs. 

Admittedly, the trustees and subscribers have a justification in 
seeking higher return on their accumuJatiom. than they get from 
the low-~idding securities. The return should be comparable to the 
rate of i ntercst paid on long term fixed deposits with Banks or 
Public Sector Undertakings. This pojnts to the need for further 
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Lib;,ralisaton of the existing investment pattern. The Committee 
have been informed that the question of, floating securities exclusively 
to cater to the requirement of provident fund with an inbuiltmechanism 
for adjusting the interest rate to kt:cp pace with the rate ofinftation 
is under consideration of Govcrnrntnt. The Con:mitt<.e dt:f.ire 
that the question rna) be decided exptditiou~ly so that the subf>cribus 
may get a fair return on their accumulations. An attempt ~hould 
also be made to bring about par it) between the rate of return on 
General Provident Funds st:t up by Central Govur1mo1t or State 
Governments on the one hand and the Employees' Provident 
Funds on the other . 

• A~ already stated elsewhere in t!Jis Report. some of the 
establishments which arc granted "exemption" under Section 17 
of the Act by the Provident Fund Commistioner are also 
"recognised/approvt:d" by the Commissioners cf lncomt-t.ax. 
Furthermore, pending recognition of the establislunent by the Income-
tax authorities, "relaxation" is granttd under para 79 of the 
EPF Scheme, 1952 by the respective Regional Provident ·Fund 
Commissioners. Reacting to the Committee's suggestion to bring 
about a unified system to govern all the funds, the Chairman, 
Central Board of Direct Taxes replied that "it is a good sugges-
tion and we would like to consider this'. Except for such 
recognised establishments as are also "exempted" and governed 
by another set of EPF Rules, there is no monitoring of the funds of 
recognised funds. The Chairman, Central Board of Direct Taxes 
affirmed this position stating that 'at present there is none of us' 
to oversee such recognistd funds. In the case of exempted --------------·-·- ----------
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establishments, the provi&ions of the scheme are usually more 

Finance (Revenue) favourable than those specified in the Act in respect of rates 
of contribution and other benefits. The Committee, therefore, 
recommend that since the provi(k r.1 fm.d rtdl~- ( f the excmrt'd estab-
lishments not only confirm to the statutory scheme under the 
EPF Act but arc more liberal, all exempted funds should be auto-
matically deemed to be "recognised'' by Income-tax Department. 
There is no reason for dual control over the same establishment. 
The Committee need hardly point out that multiplicity in the 
application oflaws and rules onlv makes the matters more complicated 

" and cumbersome. The Committee desire that statutory changes 
necessary for the purpose may he brought hefore Parliament as 
soon as possible. 

Finance (Revenue) The Committee are concerned ovu heavy EPF arrears. As on 
31 March 1983, such arrears due from 6,797 unex- mpted establish-
ments amounted to Rs. 42.83 crores. The arrears due from 85 ex-
empted and relaxed establishments as on 31 December, 1982 amounted 
to Rs. 23.8 crorcs. The totnl amount of contributions due for 
credit to the Assam Tea Plantation Provident Fund was Rs. 2. 57 
crores as on 31 March, 1983. Two of the unexempted establishments 
h1d outstandings to the tune of Rs. 5.35 crores and Rs. 5.89 crores 
and four others had outstanding dues ranging from Rs. 108.27 lakhs 
toRs. 218.80 lakhs. A sum of over Rs. 24 crores is outstanding from 
unexempted estabishments in t'~vo States alone-Madhya Pradesh 
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Rs. 15.23 crores and Maharashtra Rs. 9. 36 crores. The year-wise 
break-up shows that Rs. 6.3 crores pertain to the year 1970-71 and 
earlier· years. · 

As regards arrear:, amounting toRs. 23.8 crorcs due from exempted 
establishments, the Committee :find that arrears due from seven such 
establishments alone amount to a total of Rs. J J .29 crores; dues from 
each ranging from Rs. 100.69 lakhs to Rs. 222.16 lakhs. The 
Committee would like the Employees' Provident Fund Organisation 
to take conGerted measures, under a time-bound progremme, to 
recover the outstandings. In particular, the Committee suggest that 
a monitoring cell may be set up in the EPF Organisation and in each 
Regional Provident Fund Commissioner's offices to pursue actively 
all cases wherein the arrears exceed Rs. 5 lakhs. 

The Committee find that among the list of exempted establish-
ments from whom arrears exceeding Rs. 10 lakhs are due is 
the Rajasthan State Electricit} Board, owing Rs. 30.09 lakhs 
and among unexempted establishments is the Post-Graduate 
I-nstitute of Medical Education and Research, Chandif,arh. owing 
Rs. 204.15 lakhs. The maximum amount of outstandings under the 
A'isrrm T~a PlanV1tion Provident fund Scheme administered by the 
Government of Assam is against the Assam T(;a Corporation Ltd.-
a State Government undertaking. owing Rs. 137.78 lakhs. The 
Committee feel that recovery in these cases should not pose any 
particular difficulty. With a view to liquidating urrt:urs in these 
cases as also arrears against {lthcr state/Union Territory under-
takings orinstitutions, the Committee desire tha.tthe Minhtry c.fLabour 
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should take up the matter direct with the State Governrntnts/Union 
Territory Administrations concerned. 

The Committee note that under the existing provisions of the 
Emplo)ces· Provident Fund Act, 1952, the Provident Fund authorities 
are not empowered to levy damage-s for non-1r?nsfcr of contri-
butions by emplo}crs of exemptc·d establishments to the Board of 
Trustees. Also, there is no provision for reccvery of outstandingsfrom 
the exempted cstablishmc:nts in the same manner as arrears of land 
revenue on the lines prescribed for unc:xe.mpt(.d establishmer.lr, under 
Section 8 of the act. In the circumstances, the only course 
open for the EPF Organisation is to issue show-cause notices 
for withdrawal of exemption in terms of Section 14(2)A of the 
Act and this has been done in the case of a substantial number 
of defaulters. 

The Committee (1978-79) in Paragraph 122 of t~eir llOtb 
Report (Sixth Lok Sabha), as reiterated in paragraph 1.14 of 
their 21st Report (1980-81), had stressed the need for amendment 
1o Section 14 and 14-B so as to bring exempted establishments on 
a par with unexempted establishments in these respects. Although 
a period of five ~ears has since elapstd, the proposed amendments 
are yet to be brought before Parliament. The Committee have 
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now been informed that Government are considering a proposal 
to empower the Providcnt'.fFund authorities to JE.vy damag{s on 
the exempted establishments as also to provide for rtcovuy of arrears 
in respect of such establishments in the same manner as arrears 
of land revenue. The Committee deplore the delay in taking a 
decision in the matter. They desire that nt:ct:ssary amendments 
suggestt:d by the Committee should be brought before Parliament 
without any further del a). 

As already stated i 11 a 11 earlier part of the Report, the existing 
penal provisions of the Act also do not apply to the Trustees 
of the exempted establishments for their failure to adhere to the 
prescribed investment pattern. The cumulative effect of these Jacunae 
persisting over the years is that the arrears against exempted establish-
ments have started mounting. As against arrt:·ars of Rs. 10.76 crores 
as on 31-3-1978. the arrears against such esta.blishmtnts stood at 
Rs. 23.8 crorcs us on 31-3-1983. The Committee desire that all 

the existing penal provisions applicable to unexempted establishments 
should be extended to the exempted establishments as well. The 
scope of Sections 8. 14. 14A. 14AA, l4AB, 14AC and 14C of the 
Act read with paragraph 76 of the Emplo)ees Provident Fund Scheme,. 
1952 should be widened so as to cover the offences committt:td by the 
employers of exempted establishments . 

The Committee would also like Government to take prompt 
action for transfer of securiti~:.s held by exempted establishments 
consequent on cancellation of their exemption. Government 
should also examine. the feasibility of making a specific provis: c n 
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in the Act to provide for recovery of arrears of a11 dues from the 
establishments whose exemptions arc cancelled. 

The CommiHcc find that in terms of Section 8 of the EPF 
Act, 1952, Revenue Recovery certifictes arc at present exc-cut<d through 
the concerned District Collection Officers of State Governme-nts. 
These officers are burdened with similar demands from various other 
agencies and t~kc their own time to recover the provident fund dues. 
With a view to overcome this problem, Ramanujam Cornmitt(e had 
inter alia recommended setting up of a separate recoven machinery 
for the EPF Organisation. The Committee find that thinecommc.-nda-
tion of the Ramanujam Committee has been rejected by Government. 
Mounting arrears of Provident Fund contributions on the one hand 
and the ever-expending scope and coverage of the scheme on the 
other makes it all the more imperative that the EPF Organisation 
should be equipped with its own recovery machinery. While initially 
only six industries were brought within the punk w of the Act, the 
scope has now been expanded to cover 173 industries/classes of 
establishments. Further extension to other industritsfc}asscs of 
establishments is under consideratior: of Government. The applica-
tion of the Act may be extended to establishments employing even 
less than 20 persons, or even to employees whose monthly wages 
exceed Rs. 1600/-. In view of the foregoing, the Committee would 
like Government to re-consider the question of the E'.P.F. Organisa-
tion having a separate reco~ry machinery of its own. It could be on 
lines of Tax R~covcry Office;·s under the Tncome-tax Act. 
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The Committee have been informed that p~nding setting up of 
a separate recovery machinery ofthe EPF Organisa.tion, State Govern-
ments have been requested to place the services of the Tehsil-
d.ars and other recovery staff at the dh posal of the Provident 

Fund authorities to exclusively deal with recovuy c?.sc·s pertain-
ing to the EPF Organisation. The ,Committee have bcf:n inform-
ed that Tehsildars etc., to deal exclusively with the recovery cases 
of the EPF Organisation, have already started working in 
Andhra Pradesh, Tamil Nadu, Madhya Pradtsh, Maharashtre, 
Kerala and Haryana. The Committee desire that early stt.ps should 
be taken to detail such Tchsildars in other States also, to which the 
EPF Act extends. 

The Committee have been informed tht>.t Government have 
not agreed to the suggestion that "no P. F. dues certificate" may 
be insisted upon from the companies before loan& ar.d advances 
are given to them. The Committee would like Govt:rnmt.nt to re-
consider the matter. Similarly. Government may also examine 
whether production of such certificates may also be insif>hd upon 
under the Companies Act in case of such companies as contemplate 
to issue bonus shares and declare huge dividends. 

The Committee find that the scope of coverage of EPF Act 
is very \Vide. The General Provident Fund/Contributory Provident 
Fund Rules of Government <Ire also covcrablc under the EPF & 
T\lisc. Provisions Act. The Provid.cnt Funds set up under other 
Central uml State statutes, e.g.. Provident Funds under the 
Universities Act. All India Institute of Mcdicr~l Scicr.ct s Act, 
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Post-Graduate Institute of Medical Sciences etc. are also covo-
able by application under the EPF Act. The Committee have 
been informed that with a view to avoid conflict in application 
of the provisions of the two sets of laws[rules, Government are 
now considering a proposal to exclude all departmental undertakings 
as also establishments which have set up providc·nt funds of their 
own under a scpamte statute, such a.s UnivusitiH <·tc. from the 
purview of the Employees Provident Fund Act. The Committee 
consider that such a step would be in the right direction and would 
allow the EPF Organisation to concentrate more on non-government 
establishments. This measure should be taken early. 

The Employees' Provide·nt Fund scheme is a statutory scheme. 
The employees have no option. but to allow deductions to be 
made from their wages for contributions to the providfnt fund trust-
ing that their savings would be safe and secure in the hands of tbe 
Provident Fund Organisation. The OrganisPtion has, therefore, 
a special responsibility to ensure security of the contributions 
in cases where the employers persistc·ntly default in payment. 
On Committee's enquiring if Government favoured the proposal 
to create an insurance fund to take care of such eventualities, 
the Ministry have indicated that no concrete proposal has 
emerged so far, though the question of creating an insurance 
fund has been engaging the attention of the Government for sometime . 

. Meanwhile, the Central Board of Trustees has recommended that 
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in cases where the employee's share of provident fund contribution 
is deducted from his wages but not deposited with the EPF Organisa-
tion, the amount so deducted may be paid to the employee or his 
dependents from the Special Reserve Fund. when the final payment 
becomes due. pending recovery from the employers. The implementa-
tion of this recommendation would involve transfer of funds from 
the Forefeiture Account to the Special Reserve Fund, which is subject 
to approval of the Government. The Committee have been inform-
ed that the Central Provident Fund Commissioner has sent a proposal 
for transfer of rupees twenty-five lakhs to the Special Reserve 
Fund and the same is under consider8tion. If such a proposal 
materialises. steps will necessaril} hnvc to be taken to ensure· 
that the basic money provided for the proposed revolving fund 
is re-imbursed b) effecting prompt recovery from the defaulting 
employers. The Committee will like to be informed of the 
decision taken by Government in the matter. The Committee would 
also like to be informed of the decision taken by Government on the 
proposal to constitute an insurance fund. 

The Committee find that the number of prosecution cases filled 
under Section 14 of the EPF Act during the years 1980..81 
to 1982-83 was 6,229, 7,161 and 5,069 respectively and those 
disposed of were 3,786, 4,022 and 4,983 respectively. The number 
ofcasespendingattheendofthc years 1980-81, 1981-82 and 1982-83 
was 28,295, 31,434 .and 31,520. The .pendency at the beginning 
of the year 1982-83 was 31,434 and at the end of the }ear 
31,520. The number of cases which ended in conviction during the 
years 1980-81 to 1982-83 was 2,964, 3,276 anti 2,754 respectively -- ------------------. ·-----------------------·-----·--- -·-·· 

.... 
CID 



1 2 3 

Finance (Revenue) 

, 
4 

wher .:as those acquitted, withdrawn or dismissed/discharge:d were 
822, 746 and 1,449 respectively. The Committee would like Go,·ern-
ment to consider the feasibility of setting up Special Courts for trial 
of Provident Fund cases in States where the volume of work sojusti~u. 
Howeva, the criminal cases under Section 406/409 fPC shoul~ 
continue to be tried by criminal courts having jurisdkticn. The 
Committee also desire that applications for vacation of stay when· 
ever granted should invariably be filed within the time limit. Pro-
visions for attachment of immovable assets and furnishing dfStcurity 
bonds rna; ?lso be resorted to more vigorously in case of wilful 
defaults. 
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