SUPERANNUATION FUND

· BRIEF IDEA

Today when Indian economy is attracting all major developed economies and globally India is becoming favorite destination for world class organizations, it is equally challenging for an organization not only to retain the talent in the organization but also to make them feel pride in continuing with the same.

Retirement benefits are offered to employees to ensure an independent life and maintenance of the standard of living even after their retirement. Different companies formulate different plans of compensating their employees. Contributions to some of the funds may be mandatory due to statutory provisions, whereas few other plans may be voluntary. The existence of a remunerative retirement benefit plan not only boosts the motivation level of the employees to perform at their best, it also helps the employers in attracting and retaining the talent. There are several types of retirement benefits such as gratuity, pension, superannuation, provident fund, etc. 

The taxability of retirement benefits need to be examined at two stages, i.e. one at the time of contribution by the employer and other at the time of payment to employee on retirement. 

Generally, during the course of employment, the employer contributes to certain funds like superannuation fund, provident fund, gratuity fund, etc for payment in the year of retirement to the eligible employees. The employer's contribution to approved superannuation fund, recognized provident fund and gratuity fund are considered tax exempt in the hands of the employee in the year of contribution. For an employer, contribution towards superannuation fund received from its employees is treated as part of his income under section 2(24)(x) of the Income Tax Act, 1961. For an employee, income from superannuation fund is called pension and pension is treated as Income from Salary under section 17(1) (ii) of the Income Tax Act, 1961.
· TAXATION
· Income Tax  
During the tenure of service, employees at higher income level would be required to pay heavy taxes on their bonus income. Superannuation Fund (SAF) enables the employers as well as employees to save income tax on such bonuses. The only restriction is that any excess over 27% of salary contributed by the employer to PF and SAF put together will not be allowed as deduction (Notification 10507 dated 16.1.98 w.r.e.f. 22.9.97).


The trustees of the fund shall enter into a scheme of insurance with any insurer of life right from the start. Alternatively, they shall accumulate the contributions and interest thereon. With this amount, they shall purchase an annuity from the insurance company at the time of retirement (or prior death) of the employee, at or after a specified age, or on his becoming incapacitated prior to such retirement.

At that juncture, the employee may be paid a commuted value not exceeding one-third of the corpus where the employee receives gratuity or one-half where the employee does not receive gratuity. This commuted amount is tax-free. Any amount of such fund received by the employee uncommuted is fully taxable (Section 10(10A) of the Income Tax Act, 1961). 

The freedom from income tax is not enjoyed if the employee resigns (not retires) or the employee retires before the superannuation age. The escape route in such cases is to purchase SAF-related annuity with the entire balance to the credit of SAF, without any commutation.

For grant of exemption from tax, rule 89(ii) of Income Tax Rules, 1962 provides that annuities shall be purchased from life insurance companies only. The employee has a wide choice between different annuities.
· Fringe Benefit Tax

Section 115 WB (1) (c) provides that any contribution by the employer to an approved superannuation fund for employees, shall be treated as fringe benefits, to the extent the contribution made by the employer. Thus, 100% of the amount of contribution shall be regarded as fringe benefit.
‘Approved Superannuation Fund’ means a superannuation fund or any part of a Superannuation fund which has been and continues to be approved by the Chief Commissioner or Commissioner of Income- tax in accordance with the rules contained in Part B of the fourth schedule of the Income- tax Act.

Since, any payment from approved superannuation fund is exempt in the hands of employee under section 10(B) of the Act, the same is made liable for tax as fringe benefit in the hands of employer to the extent of contribution made by him.
Any contribution by the employer to non-approved superannuation fund shall not be liable for fringe benefit tax, as the same shall not be allowed as deduction under section 36(1) (iv) of the Act

· SUMMARY OF THE INCOME TAX BENEFITS:
· Benefit to Employers –

· Annual Contribution by the employer to an approved superannuation fund in respect of any particular employee will be treated as expenditure to the company, subject to maximum of Rs. 1, 00,000/- per employee.

· Any income received by the trustees on behalf of an approved superannuation fund is exempted {Section 10 (25) (iii) of the Income Tax Act, 1961}.

· Benefits to Employees -
· Payment of contribution towards an approved superannuation fund is eligible for deduction, subject to a maximum of Rs. 1, 00,000 (Section 80C of the   Income Tax Act, 1961).

· Commuted value according to the provisions of Section 10(10A) of the Income Tax Act, is tax free.

· Employer's contribution will not be treated as perks in the hands of the employee.

· Pension will be treated as salaried income and taxed accordingly.
· Interest on accumulated balance is exempt from tax.
· Section 10(13) grants exemption in respect of payment from the fund:
a. To the legal heirs on the death of the beneficiary (e.g., payment to a widow of the beneficiary).
b. To an employee in lieu of or in commutation of an annuity on his retirement at or after the specified age or on his becoming incapacitated prior to such retirement.
c. By way of refund of contribution on the death of the beneficiary, or

d. By way of refund of contribution to an employee on his leaving the service otherwise than in the circumstances mentioned in (b), to the extent to which such payment does not exceed the contribution made prior to April 1, 1962 (for instance, where the amount received by an employee does not include any contribution made prior to April 1, 1962, the whole amount is taxable).

