PROVIDENT FUND

EXPLAIN ABOUT PROVIDENT FUND

The Provident Fund (PF) is a government-managed, mandatory savings
scheme in India aimed at providing financial security to employees after retirement. The
Employee Provident Fund (EPF) scheme, administered by the Employees' Provident
Fund Organization (EPFO), is one of the largest social security programs, designed to

ensure a stable income for workers after they leave employment or retire.

Key Features of the Provident Fund

1. Employee and Employer Contributions:

o Both the employee and the employer contribute a specific percentage
(usually 12%) of the employee’s basic salary plus dearness allowance to
the EPF account monthly.

o Out of the employer’s contribution, 8.33% goes to the Employees'
Pension Scheme (EPS), and the remaining 3.67% is deposited into the
employee’s PF account.

2. Interest:

o The government declares an annual interest rate for EPF balances, which
Is compounded yearly and credited to the employee's account.

o The interest rate is typically higher than regular savings accounts, making
it an attractive long-term savings option.

3. Savings and Retirement Corpus:

o The accumulated funds can be withdrawn as a lump sum upon retirement,
providing financial security.

o Employees can also withdraw partially from their PF for certain needs,
such as medical emergencies, higher education, home construction, or

marriage, subject to specific conditions.




4. Tax Benefits:

o

Contributions to the EPF qualify for deductions under Section 80C of the
Income Tax Act, making it a tax-saving instrument.
Withdrawals after five years of continuous service are generally exempt

from income tax, providing additional tax benefits.

5. Universal Account Number (UAN):

o

Each EPF account is linked to a Universal Account Number (UAN),
which allows employees to manage and track their PF accounts online.
The UAN remains the same throughout an employee's career, even if they

change jobs, ensuring continuity in the PF account.

6. Types of Provident Funds:

@)

Employee Provident Fund (EPF): Aimed at salaried employees in the
private sector.

Public Provident Fund (PPF): Available to all Indian citizens, including
self-employed individuals. It has a 15-year lock-in period with partial
withdrawal options.

General Provident Fund (GPF): Available to government employees,

with contributions and interest accumulated for retirement.

Benefits of the Provident Fund

1. Retirement Savings: EPF serves as a forced savings mechanism, helping

employees accumulate substantial funds by the end of their working years.

2. Financial Security for Dependents: In case of the employee’s untimely death,

dependents can receive the PF corpus as a financial cushion.

3. Employee Pension Scheme (EPS): The EPS component provides eligible

employees with a pension benefit after retirement, depending on the years of

service and average salary.

4. Emergency Fund: Employees can access a portion of the fund in emergencies,

such as hospitalization or house repairs.




Provident Fund Withdrawals

1. Full Withdrawal: Allowed at retirement or after two months of unemployment.

2. Partial Withdrawal: Permitted for specific purposes, like education, medical
expenses, marriage, or home purchase, but only after completing a minimum
number of service years.

3. PF Transfer: When an employee switches jobs, they can transfer their existing
PF balance to their new employer’s PF account, ensuring continuous

accumulation of funds.
Importance of the Provident Fund

The Provident Fund is a fundamental part of India’s social security system, promoting
long-term savings, financial security, and a reliable income source for employees and
their families. It not only secures a retirement fund but also supports financial planning

and emergency preparedness for employees.




