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Change in the certificate of coverage application form and
clarifications issued on “monthly pay" for calculation of social

security contributions

Summary

Indian social security authorities have issued two

circulars on the following:

1. Changes in the certificate of coverage
application form.

2. Clarification on “monthly pay" on which
social security contributions are to be
calculated.

Key update

1. Changes in the certificate of coverage
application form

The application form to apply certificate of

coverage from Indian social security authorities

has been amended to include the following

declaration by the employer and the employee:

“That the applicant *has worked / not worked in a
foreign country with which India has entered into
a social security agreement and he / she is
*eligible / not eligible to avail the benefits under a
social security programme of that country, by
virtue of the eligibility gained, under the said
agreement.

*Please strike off which is not applicable”

The purpose of this change in the application form
is to identify an Indian employee who qualifies as
an “International Worker".

Under the social security legislation, an Indian
employee assigned to a host country with which
India has entered into a social security agreement
qualifies as an “International Worker" if certain
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conditions are satisfied.

The declaration in the application form puts an
onus on the employer to identify whether the
employee is an “International Worker" or not and
ensure social security compliance accordingly.

It is important to note that this change in the
application form will not impact the eligibility of an
employee to obtain certificate of coverage.

Under the Indian social security legislation, an
“International Worker" is subject to certain
restrictive provisions in respect of social security
contribution and benefits.

It was anticipated that one of the current
declarations in the application form stating - “We
maintain a direct master and servant relationship
and that there is no agreement of employment of
limited or unlimited duration (implied, oral or
written) between the employee and receiving
company.” will be removed. However, there is no
change in this declaration in the application form.

2. Clarifications on “monthly pay” on which
social security contributions are to be
calculated

The concept of “monthly pay" for the calculation

of social security contributions in India is a

controversial matter.

In India, most employers’ split the salary of an
employee into various components such as house
rent allowance, conveyance allowance, medical
reimbursement, leave travel allowance, special



allowance etc. The total salary of the employee is generally referred to as the “Cost to
Company"” (CTC) in employment letters.

Under the social security legislation, contributions are payable on the following components:

a. Basic wages

b. Dearness allowance

c. Retaining allowance

d Cash value of food concession

(Total of a to d is “monthly pay")

Further, “basic wages" is defined to mean all cash emoluments except certain specified
components.

Also, employer is not allowed to recover its (employer’s) share of contribution from
employee's salary.

The social security authorities have issued the following clarifications:

a. CTC cannot be construed to mean “emoluments” which are earned by an employee
within the meaning of “basic wages" as defined under the legislation. Social security
contribution cannot be charged on CTC.

b. It is not wrong for the employer to show employer's share of contribution as part of CTC
of the employee.

c. Employer is not permitted to segregate the CTC into various components to bring
monthly pay below the wage ceiling (currently, INR 6,500 (USD 104) per month).

The circular, providing clarifications on “monthly pay” on which social security contributions
are to be calculated, is a welcome step. However, the circular does not provide specific
clarifications on whether contributions are payable on certain components like conveyance
allowance, special allowance, expatriate allowance, etc.

Next steps

It is essential that employers do the following:

1. Ensure that they have a robust system in place to identify Indian employees who qualify
as “International Workers". This will need to be determined basis past travel status of
the employee - on whether or not the employee has contributed to the host country
social security with which India has a social security agreement.

2. Review the Provident Fund calculations to ensure they are in line with the clarifications
issued.
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