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WORKING OF PROVIDENT FUND e
(a) Employee’s Contribution:

All the employees of an organization contribute a certain amount to this fund out
of their monthly salaries.

(b) Employer’s Contribution:

The employer of the organization also contributes a certain amount to this fund
monthly or annually.

(c) Investment of Contributions:

The contribution of employee and employer is invested in some profitable
business for some return on original investment.

(d) Profit (Interest) Credited:

A certain rate of interest is credited to the provi‘dent fund of each employee every
year, this amount is known as interest/profit credited on provident fund.
(e) Receipt of Accumulated Balance: 7

The amount so collected in respect of every employee (consisting of employee’s

contribution, employer’s contribution and interest credited) throughout the years of his
-service is paid to him when he retires, leaves or discharged from the service of organization.

In case of death of employee, the amount is paid to his family. This final payment of the

amount to the employee / his family is known as receipt of accumulated balance.

TAX TREATMENT OF PROVIDENT FUND

Items Govt. Provident Recognized Unrecognized
o "Fund Provident Fund Provident Fund
Employee’s - | Taxable but already | Taxable but already | Taxable but already
Contribution included in salary included in salary included in salary
Employer’s Not included Exempt up to 10% | Not included
Contribution of salary (OR)
Rs. 150,000

whichever is less

| Exempt up to 16% | Not included
or the 1/3" of salary

Credited

2 | . ' whichever is less '

[ Receiptof | Notincluded Not included Included to the
Ammm T s | ] extent of employer’s

| Batanee |

5 a0 A - contribution and
SN B A X mte;est thereon.




