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Circular No. 30/2026-27

To Date: 06.08.2026.
All Members.

Dear All,

Sub: ESI/EPF Administration in view of the coming, in‘tosferce of Code

on Wages 2019 and also Code on Social Security/2020-Guigelines
Issued. \ &

O

o

Members apre informed that drastic changes aremintreduc m Code on
Wages 2019, aswelhas i Code omySocial Security 2020, as far as the definition
of “Wages”, under Section. 2 (88) of the Code.on Socia Sésylrity 2020. It
establishes a‘uniform standard ferycalculating statutory cor)t}butions, like EPF
and ESI, “by, stating thatvall ;employee remuneration ‘counfs Jas wages, unless
specifically excluded and, that these core’wages must cope% te at least 50% of
total compensationaAccordinglyy members,are explaine@ her as below.
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‘Section 2 (88) “wages” means adll'remuneration, @ther by way of salaries,
allowances or otherwise, expressed in“terms F m ney or capable of being so
expressed which would, if the terms_of emplo t, express or implied, were
fulfilled, be payable to a person empleyed in respect of his employment or of
work done in such employment, and inc/ud@uy.\.. !
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Core Inclusions for remuneration: \

Y

¢ Basic pay F:
« Dearness allowance (DA)
e Retaining”allowaneey” i

fd
. N
paid.
N

Key Exclusions)from remu’he.';ation:

o be named specifically for which it is

o Bonus.thatidoes nb&rm part of standard employment terms.

e "Value of Hoqse—?%gcommodation, light, water, or medical attendance
amenities. W

« Employer contributions to any Pension or Provident Fund and accrued
interest.

o Conveyance Allowance or value of travel concession.

e “House Rent Allowance (HRA).

e Overtime and Commission Remuneration.



Accordingly, the 50:50 Rule, which makes cap on exclusions should be
considered as below.

The 50% Rule (Cap on Exclusions):

e If an employer structures allowances, so that the total /excluded
allowances (like HRA, Conveyance, etc.) exceed 50% of/the)total
remuneration, the excess amount is automatically added“back into
the definition of "wages". Hence, the Allowance Portion, should be
within 50% of the total remuneration.

e By this new provisions, the Code prevents Companies, fram splitting
salaries into heavy allowances, to shrink social security calculations, as
was followed hitherto.

We are sending herewith a communication, as. issuéd by th %4 SIC,
Gujarat, which is more relevant, in the matter of’ splitting up of Wages /
Allowances andgtherefore, this communication has to be reviewed Mmptly,
while splitting/up the remuneration, in to Wages and AIIowanceQﬁerefore,
members can go ghroughythe various Calculation Examples shovg\‘N the ESIC,
Gujarat Communication and can make it perfect to suit their requirament.

Members are also advised te eonsider, when the Ba )'\Vage + D.A. are
enhanced, it willdhave,an indirect impact, while calculating anual Bonus and
Gratuity, wbhich®will make,afstrong impact financially to th’éﬂ;na 1agement. As per
the practice"for caleulation of Bonus apd Gratuity,ilaw /}mts only to take Basic
+ D.A. and not'the Allowanceés paidé,Hence, membe p%e advised to keep the
employees, who were‘exempted so far,ubased op-t act of the Wage Ceiling
went beyond Rs. 21,000.00 in thé&'ease of EST and R%. 15,000.00 in the case of
EPF and accordingly, now the positiontis,changed. To cover such employees also
in the ESI / EPF Schemes, would depend;on a4case-to-case basis and however,
to avoid further expenses on Benus /AGratuity; bﬁéy can consider to fix the split
up, in such a manner that additional financial commitment is not occurring on
payment of Bonus and Gratuity.iln that ¢ase,”even enrolment of such employees
in EPF and ESI Schemes, would becoﬁme ‘etter.

Hence, members advised to*pla th}e split-up in such a manner, even by
enrolling them at/EPF and ESI Scheéé and this would become a better option.

’Gianking You,
' With Regards,

Y
Ny Dr. K. Venkatachalam,
- \ Chief Advisor cum CEO.
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