Code on Social Security, 2020 - EPFO - Navigating Key Impact Issues

The Code on Social Security, 2020 fundamentally changes India’s labor compliance
landscape by consolidating nine central labor enactments—including the landmark
Employees' Provident Funds and Miscellaneous Provisions Act, 1952—into a single,
unified framework.

Effectively operationalized, the new code impacts how the Employees' Provident Fund
Organisation (EPFO) governs employer contributions, structures worker benefits, and
carries out enforcement.

Navigating the key impact issues requires understanding both structural challenges
and strategic procedural shifts.

L 1. Restructuring of Wages & Financial Impact

The introduction of a uniform definition of "wages" is arguably the most complex
operational challenge for employers.

e The 50% Cap Rule:

Wages now comprehensively include basic pay, dearness allowance (DA), and
retaining allowance. If the sum of all excluded allowances (like HRA, travel
allowance, or bonuses) exceeds 50% of the total gross remuneration, the excess
amount is automatically pulled back into the definition of "wages" for contribution
calculations.

e Impact:
For companies with allowance-heavy salary structures, this will significantly

expand the provident fund contribution base, directly increasing employer labor
costs and altering employee take-home pay.

M 2. De-linking Industry Types & Universalizing PF

Under the old regime, PF applicability heavily depended on whether a business fell
within specific schedules of industries.

e The Threshold Shift:
The Code removes specific industry schedules entirely. Now, any establishment
employing 20 or more workers must comply with EPFO guidelines, regardless of
its business activity or industry type.

e Single Establishment Rule:
If a company operates multiple branches, departments, or units across separate

geographic locations, they are legally bundled and treated as a single
establishment for overall compliance and headcount tracking.



e Apprentices:

Apprentices engaged under a company’s standing orders are now classified as
employees, meaning they must be extended full social security coverage.

3. Limitations on Litigation & Legacy Audits

The Code addresses long-standing complaints regarding open-ended regulatory
inquiries by providing legal finality.

e 5-Year Statute of Limitations:
In a massive victory for corporate planning certainty, EPFO authorities cannot
initiate any PF assessment after five years from the date the amount was allegedly
due. This shields employers from indefinite, decades-old retroactive tax demands.

e No Self-Review Power:

The code eliminates the provision allowing PF authorities to review their own past
orders or arbitrarily reopen settled cases to discover "escaped amounts".

e Legacy Inquiries:
To clear administrative backlogs, the code mandates that all legacy ongoing PF

inquiries initiated under the previous 1952 Act must be completely resolved by
November 2027.

8% 4. Disincentivizing Frivolous Litigation

The dispute resolution framework undergoes a structural change balancing fairness
with financial accountability.

e« Lower Appeal Deposit:
To appeal an adverse assessment order before the tribunal, employers are

required to deposit 25% of the disputed assessed amount. This is a massive drop
from the heavily restrictive 75% pre-deposit mandatory under the previous law.

® 5. Shift in Enforcement Philosophy: "Inspector” to "Facilitator"

The day-to-day dynamic between business compliance officers and the government
is shifting from punitive enforcement to systemic enabling.

« Web-Based Inspections:

Inspections are transitioning to online, transparent, randomized digital
assignments to curb localized harassment.



Opportunity to Comply First:

Under the role of an Inspector-cum-Facilitator, officials are directed to guide
compliance. Except for severe willful defaults (like collecting but failing to deposit
an employee's salary deduction), companies are given a prior opportunity and a
grace window to rectify violations before prosecution can be initiated.

Decriminalization of Minor Offenses:
A vast majority of first-time or minor administrative slip-ups have been shifted from

imprisonment traps to compounding fines, encouraging transparent voluntary
disclosures.

A Strategic Next Steps for Organizations

1. Run a Payroll Simulation:

Review your compensation structures to ensure the component mix complies with
the 50% allowance ceiling rule.

Audit Total Headcount:

Consolidate data from separate geographic branches or temporary contract
vendors to see if collective employment crosses the 20-employee universal
threshold.

Move to Digital Compliance Systems:
Because tracking regulations across unorganized, gig, or standard payroll

components is highly integrated under the new code, transitioning away from
spreadsheet-based manual tracking is crucial to prevent compliance slip-ups.
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