Applicability of TDS on payment of Superannuation

Companies contribute annually towards Superannuation of employees. Some companies include cost of contribution in the CTC package of employees.

Annual contribution towards superannuation is expensed off through profit & loss account for the year.

There are certain questions that come into picture while practical application of the provisions.

Q. 1 Who will pay superannuation at the time employee leaves the company?

Q. 2 Whether Tax will be deducted at source on payment of superannuation?

If Yes,

Q. 3 Who will be responsible for tax deduction?

Q. 4 If tax has to be deducted, what will be the rate of TDS?

Q. 5 If tax is deducted, under which clause this amount will be shown in form 16?

Q. 6 Is there any exemption available for superannuation?

Following statutory provisions help to answer the above questions.
Section 17 (3) (ii)

Profits in lieu of salary includes
(ii) any payment 

(other than any payment referred to in clause (10), clause (10A), clause(10B), clause (11), clause (12), clause (13) or clause (13A) of section 10), 

due to or received by an assessee from an employer or a former employer or from a provident or other fund, to the extent to which it does not consist of contributions by the assessee or interest on such contributions or any sum received under a Keyman insurance policy including the sum allocated by way of bonus on such policy.
Ans. 5. Therefore, payment of superannuation will be shown under Clause 17(3) in Form 16 of employee.
Exemption under Section 10 (13)

Any payment from an approved superannuation fund made

(i) on the death of a beneficiary ; or

(ii) to an employee in lieu of or in commutation of an annuity on his retirement at or after a specified age or on his becoming incapacitated prior to such retirement ; or

(iii) by way of refund of contributions on the death of a beneficiary ; or

(iv) by way of refund of contributions to an employee on his leaving the service in connection with which the fund is established otherwise than by retirement at or after a specified age or on his becoming incapacitated prior to such retirement, to the extent to which such payment does not exceed the contributions made prior to the commencement of this Act and any interest thereon;
Ans. 6. Therefore, exemption is available on payment of superannuation only in above conditions.

Ans. 2. In case, superannuation is paid except for above conditions, TDS will be applicable on such payment.

Section 192 (5)

Where any contribution made by an employer, including interest on such contributions, if any, in an approved superannuation fund is paid to the employee, tax on the amount so paid shall be deducted by the trustees of the fund to the extent provided in rule 6 of Part B of the Fourth Schedule.
Ans. 1.  Therefore, Payment of superannuation will be done by Superannuation Trust.
Ans. 3.  Trustees of the Superannuation Fund will be responsible for tax deduction at source.

Rule 6 of Part B of Schedule VI to Income Tax Act

Deduction of tax on contributions paid to an employee.
Where any contributions made by an employer, including interest on contributions, if any, are paid to an employee during his lifetime in circumstances other than those referred to in clause (13) of section 10, tax on the amounts so paid shall be deducted at the average rate of tax at which the employee was liable to tax during the preceding three years or during the period, if less than three years, when he was a member of the fund, and shall be paid by the trustees to the credit of the Central Government within the prescribed time and in such manner as the Board may direct.

Ans. 4. Therefore, rate for TDS will be the average rate of past three years.
