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Lecture — 26
Provident Fund and Pension Fund

So, in the previous class, we discussed about the different issues related to commercial
banking, which deals with the financial statement, performance of the commercial bank,
then we also discussed about the autonomy, then we went to the vessel norms. Then
finally, we discuss certain things related to risk management of the commercial bank or

the measures of the risk of the commercial bank.

Today, we will be discussing about another important institution what we can say or
important instrument, which is available in the market or always we are much more
concerned about that is basically your Provident Fund and the Pension Fund, because
that is a buzzword or may be common things, what always people are concerned about

whenever anybody works or anybody started earning the income.

(Refer Slide Time: 01:11)

Types of Provident Funds in India

+ Savings in PF: Contractual Obligation for Financial Security without
any motive of Capital Growth

* Popular operational provident fund accounts available in India are
* General Provident Fund (GPF)
* Contributory Pension Fund (CPF)
+ Employees' Provident Fund Scheme (EPF)
* Public Provident Fund (PPF)

So, let us see that what exactly this pension fund and provident funds are and how those
things work in the Indian financial system. So, whenever we talk about the provident
fund, it is basically what, it is basically the contractual obligation for financial security

without any motive of the capital growth. What does it mean? It means that why the



people basically go for provident fund or the government ensures that we should have a
provident fund, it is not to maximize the return or we are not expecting that a regular

flow of income, what we can expect from this.

But, we always go for the provident fund, the basic reason is the provident fund is
basically a financial security for you and as well as for your family members. So, we go
for a small savings through this provident fund, and end of the retirement. Once your job
will be superannuated or you will be getting your or retirement, then that particular
money can be accumulated to a certain amount, and finally that can be useful for your

retirement life for your for you and as well as for your family.

So, the basic objective of the provident fund is it is a forced kind of savings or the
investor or the person always do, to get certain kind of a security, after the retirement.
So, if you talk about India, in India mostly there are different type of provident funds
work. One is your GPF-General Provident Fund which was there before, but nowadays it
is not existent, but still there are certain employees, who are coming under this GPF

scheme.

And we have the Contributory Pension Fund-CPF, then we have the Employees
Provident Fund scheme that is EPF, then finally the Public Provident Form that is PPF.
One by one if you see, what do you mean by the general provident fund? The general
provident fund feature is basically deals with, after the person get super is or
superannuated or maybe gets his retirement. Then whatever existing salary he was
getting, every year or every month some amount of salary was deducted from that
particular monthly salary, generally it is 10 percent, and that money is deposited in

account which is called the GPF account.

And after the retirement, he gets that particular money all the accumulated money with
certain interest. And that interest rate is basically decided by the government. In between
the GPF money can be withdrawn for some specific reasons some either it is health
related issues or any social issues, if you have that is already defined. So, the GPF money

also can be withdrawn, if the particular person wants.

Within that we have another scheme, which was available that is called CPF contributory
pension fund. What this contributory pension fund is and in the contributory pension

fund after the retirement, the person does not get the pension on the basis of his or her



last salary. In the contributory pension fund, the person contributes certain money certain
percentage of the monthly salary, and the same matching amount minimum the matching
amount a 10 percent or 12 percent that will be contributed by the employer, and that
money will be kept in a particular account which is called the CPF account. And that also
carries certain interest. And after a retirement, that person will get back that particular

money with certain interest, whatever money they have accumulated.

An employee provident fund, it is basically a small income group. So, everybody should
have the EPF account. And whenever the particular person gets his or her salary, the
certain percentage of the total salary of that particular month will be deposited in the EPF
scheme. And the accumulated money can be withdrawn, whenever this person gets his

retirement.

And public provident fund, this is basically way of making your investment or maybe tax
saving instrument. Some of the commercial banks are entitled to provide this public
provident fund services like state bank of India. And the maximum amount, what you
can save through the public provident fund that is 150,000 per month. And the person
can deposit that money in one who or they can deposit the money also two in different
installment basis, but that has to be deposited within that particular time gap, so that is
basically a tax saving instrument what people call it. And it is a very long term

instrument, generally it is kept for the 15 years.

And the money cannot be withdrawn, before that or before the maturity of that particular
fund which is basically 15 years time period, so that is basically you call at the PPF
scheme or the public provident fund. So, these are the different provident fund schemes,
which are existing in the Indian market. And different people are coming under maybe
falls under that particular scheme, depending upon that reference or depending upon the
type of the job, what they are doing, and as well as whether they are the lower income

group or they are the higher income group.
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Factors Promoting Growth of Provident Funds
(PF)

* Adoption of Statutory Measures

* Increase in commercial Establishments

* Expansion of Industrial and Service Sector

* [ntroduction of Attractive Schemes

* Provision of Tax Benefit

* [ncrease in the minimum rates of contribution
* Changes in the Pay Structure

* Increase in the Income Level

So, if you talk about why the provided fund is very important or it is very growing,
because it is a there are different reasons for that. One is your that is adaptation of
statuary measures, because it is a mandatory, it is a force saving kind of thing, everybody
it is mandatory for everybody to open the provident fund account, because to make that

particular retirement life safer and as well as your family protection.

And another one is increase in the commercial establishment because of development in
the business sector. Nowadays, there are some organized and unorganized employees,
which are available. For both organized and unorganized employees, this particular
provident fund services are available or may be mandatory, so because of that that thing

is basically growing in the Indian market now.

Then we have the expansion of industrial and service sector, which is growing rapidly.
Introduction of the different type of schemes because we have just now, discussed the
four type of schemes. There are different schemes available under this; the people can
always go for depending upon their characteristics. And also the provident fund provides

the tax benefits.

So, whatever money is deposited in the provident fund scheme, that basically is a tax
deductible instrument whenever we are giving the income tax in a particular financial
year. And also increase in the minimum rate of contribution, the government time to time

make it mandatory that how much money has to be deposited towards the pension sorry



provident fund, so because of that also that amount are available to the money in the

circulation above in terms of the provident fund account is also increasing.

Changes in the pay structure, because time to time the pay revisions are happening. One
is the income level of because a particular person increases, then automatically the
amount availability towards this provident fund also increases. And increase in the
income level. So, these are the major factors, which drive the growth of the provident
funds in India or the amount of money which is circulated through the provident funds in
India. So, these are the things of the not the ultimate things, but these are the some of the

major factors, which drive the growth of provident funds in the Indian financial sector.
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Interest Rates of GPF, EPF and PPF
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2002-2003
20032004
2010-2011
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2014-2015
2015-2016

Then we have if you see that, we have some data related to the rate of interest what we
get. If you see the GPF, PPF, and EPF rates, there at there is not much fluctuations in
comparison to all these three types of funds which are available, but more or less it is
varies between eight percent 8.7 or 8 percent to 11 percent. But, if you see there is a train
in 2000, it was 11, but after that this particular rate has come down 9.59 9, then it has

come down even 8, then there are some in there is a fluctuating trend.

But, when the up to 2000, if you see 2000 to 2001, the rate was quite high 11 percent
interest; but, in the year 2015, 16 data, whatever we have now. If you see that GPF
provides 8.7 percent interest PPF 8.7, and EPF provides the 8.8 percent interest, and that

always subject to change depending upon the government policy.
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Investment Patters of Provident Funds since 1 April
2015
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So, where this money, which is coming to the provident fund are invested; so, whenever
the money comes to the GPF, the GPF funds are basically invested, because they provide
the interest the whatever money is given to them. The money under this particular
provident fund scheme is always invested in the market or the different kind of financial
instruments. So, if you see the restrictions, there are different limits has been provided by
the government. So, if it is mandatory that the 45 to 50 percent of the money has to be

invested in the government securities.

Depth other depth securities and term deposits of the banks, they can invest up to 35 to
40. Money market instruments like certificate of deposits commercial papers, treasury
bills, all these things can be invested up to 5 percent. Equity related investments which is
relatively riskier than the other type of investments, you can go up to 5 to 15 percent.
Exchange traded funds or the index funds, if they have which follows the buy and whole

strategy on the passive strategy for the investment, there they invest 5 to 15 percent.

And you few of the asset backed securities or real estate, infrastructure are all investment
trusts, and all these things, then you can go maximum up to 5 percent. So, these are the
limits which are given by the government that where the money can be invested to attain
some return from this, and finally these interest payments can be made to the particular
provident fund holders. So, these are the different investment pattern, we can observe in

terms of the provident fund in the market.
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Classifications of Pension Plans

* Defined Benefits Pension Plan (DBPP)
* Defined Contribution Pension Plan (DCPP)

* Pay-as-you-go Pension Plan (PAYGPP)

Then we can come to the pension schemes or the pension plans, you see theoretically the
pensions are divided into three parts or three types of the plans, which are existing across
the globe. One is your defined benefit pension plan, and you have the defined
contribution pension plan, then you have pay as you go pension plan. What does it mean,
if you see one by one, what do mean by the defined benefit pension plan which basically

is related to GPF.

So, here what happens that the person basically after getting the job, certain amount of
the money is deposited as a GPF account, and with interest the person gets back that
particular money, after the retirement and as well as the person gets the pension on the
basis of his last drawn salary, so that means it is a defined benefit pension plan. So, if
you if you see that in the Indian context, what how it happens that if for example the last
salary of a particular person, whenever he got his retirement or he was retired from his
job was let 100,000 rupees. So, then what will happen, his pension amount will be

calculated in this way.

The pension amount for the basic amount will be 100,000 divide by 2 that means, 50
percent of that particular last round salary that is 50,000. Then after 15,000 he or she will
be getting the DA, whatever DA dearness allowances available in that particular point of

time. Then that 50,000 plus let in that particular point of time, the existing employees are



getting 10 percent the DA. Then the 10 percent of the 50,000 that is 5000 will be added
into that then 15,000 will be his or her pension.

And once the pay revision takes place, depends on amount also changes. And
accordingly, they also get the revised pension that means, it is defined it is assured that
that person will get the pension up to his death. And after his death her his or her
nominee will get the half of the pension, so that is basically we call it defined benefit

pension plan, which was existing in India before up to 2003.

Then we have another plan, we have that is called the defined contribution pension plan.
Then what do mean by the defined contribution pension plan. So, in this case, the
particular employee basically always from his salary certain percentage of the salary,
certain percentage of the money will be deducted. And same matching amount will be
provided by the government or any employer, who was given him the job. Then that
particular amount will be deposited in that particular account, and or the pension fund

account.

And from that pension a certain percentage of the money can be withdrawn, and certain
percentage can be kept and from that certain percentage this person gets the pension. And
that particular money can be invested in an annuity, and from that annuity periodical
return will be realized. And from that periodical return the pension will be paid to that
particular person, so that is called the defined contribution pension plan. Then we have
an India, now we are following this defined contribution pension plan, after 2003,
December which is popularly known as NPS. We will discuss more about NPS in the

future slides.

Then other one is the pay-as-you-go pension plan means, your pension amount will be
paid by the other employer. The person who is working now, they provide or they
contribute certain thing certain kind of percentage of the total salary for their future
generations that means, whenever you are working, you are paying something, but from
that you may not get the pension that pension amount will be paid to your future
employees, who are coming to that or future generation, who will be coming to work in

that particular organization.

So, most of the foreign western countries; sometimes they were following that pay-as-

you-go pension plan. To provide that pension for a long time a long period that means,



you are paying for the pension, but that pension amount you may not go, you may not get
that pension amount basically will be given to your future generation. But, whatever
pension you will be getting, that money was contributed by the previous generation, who
was already worked in that particular organization, so that is basically called the pay as

you go pension plan, which also works in some of the countries.
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Features of NPS

* The new pension system (NPS) would be based on defined contnbutions and represents a
market linked retirement mvestment product

+ Individuals who are aged between |8 - 60 years as on the date of submission of hisher
application can jon NPS either as individuals or as an employee-employer group(s)
F\r\?x_rmlcs) subject to submission of all required information and Know your customer

KYC) documentation

* Afler attaining 60 years of age, vou will not be permitted to make further contnbutions to the
NP'S accounts, A NRI can open an NPS account. Contributions made by NRI are subject to
regulatory requirements as preseribed by RBI and FEMA from time to time

+ It will use the existing network of bank branches and post offices etc. to collect contributions.

+ The new pension system will be voluntary. The system would, however, be mandatory for
new recruits fo the Central Government service (exeept the armed forces).

Then we have already I told you in India we are working with NPS. The NPS is very
popular in the Indian context, not popular it is now mandatory for the all government
employees and as well as the it is also open to the private employees, and other kind of
organizations, this what is called this new pension system, which was introduced in

which was started in 2004, January.

So, any person who has started working after 2003, December he or she is basically
coming under this NPS. Already I told you that NPS is based on the defined
contributions, and represent a market linked retirement investment product. Just like it is
a mutual fund instrument like a mutual fund instrument. And the return from that
particular fund return from that particular NPS is related to the market, I will explain one

by one, what are those features basically we have.

Any individual who are aged between 18 to 60 can be a part of this NPS subject to all
kind of KYC norms, they have to fulfill. They have to be citizen of this particular



country, and details information should be available for that particular employee, who is

basic who is interested to open that NPS account.

After he or she attains is 18. And after attaining 60 years of age, which is supposed to be
the retirement age for India, you will be permitted or you will not be permitted to make
the further contributions to the NPS account. A NRI can open an NPS account.
Contribution made by the NRI’s are subject to the regulatory requirements as prescribed
by the RBI and the FEMA from the time to time. All how basically you can contribute it
or contribute your pension fund account, you can contribute through the existing network
of the bank branches or the post offices, every anywhere basically the NPS account can

be opened up.

The new pension system will be voluntary, it was voluntary for the other employees, but
it is mandatory for the central government employees except this armed forces. Still this
armed forces are coming under the GPF, and there is a kind of defined pension benefit
they always get, after the retirement. But, whenever it comes to the other employees
other kind of jobs, this NPS is mandatory for them, if he or she is the central government
employee. Some of the state government also have adopted that, but it is mandatory for

the central government employees.
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Features of NPS Cont...

* The State Government can choose to join this new pension scheme.

* Investment in NPS is independent of your contribution to any
Provident Fund.

*NPS account can be operated from anywhere in the country
irrespective of individual employment and location/geography.

* NPS account can be opened through the Point of Presence (POP) and
who will assist the subscriber in opening the account including the
filling up of necessary forms, providing the information about NP
and any other relevant information in this regard.

Lt

The state government can choose to join this new pension scheme that already I told you.

The investment in NPS is independent of your contribution to any provident fund. So, if



you are contributing any provident fund, that is nothing related to NPS. NPS account can
be operated from anywhere in the country, irrespective of individual employment and
location or the geography wherever you may be, but the NPS account can be operated

through the post offices or the banks.

The NPS account can be opened through the point of presence, and who will assist the
subscriber in opening the account including the filling of the necessary forms, providing
the information about NPS, and any other relevant information in this regard. So, as it is
mandatory. So, we have the point of presence it can be a bank, it can be post office, it can
be any other organization, who has the license to provide this kind of services from there
the NPS account can be operated or you can open that particular account with them, and

finally the money can be contributed to that.
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Features of NPS Cont...

* NPS offers two types of accounts to its subscribers, namely Tier I and Tier
I1. While Tier I account is mandatory for opening of an NPS account,
opening of Tier I1 account is optional and to be decided by the subscriber
basing on his or her requirements. However, an active Tier [ account is a
pre-requisite for opening a Tier 11 account.

* After opening the account Every individual subscriber is issued a Permanent
Retirement Account Number (PRAN) card and has a 12 digit unique
number. In case of the card being lost or stolen, the same can be reprinteg
with additional charges.

* A subscriber has to contribute a minimum annual contribution of 4
for his Tier [ account in a financial year and if not contributed tg
will be frozen.

But, what exactly happens to that particular account. There are two types of account in
NPS; the one is tier-1, another one is the tier-2. The tier-1 account is mandatory for
opening, but tier-2 is optional. It can be decided by the subscriber, if they want open it or
there is a requirement for the tier-2 account. However, the tier-1 is account is the pre-

requisite for opening the tier-2 account.

Somebody can open the tier-2 account, if he or she has the tier-1 account. So, what
basically here happens every customer or every individual after this opening the account,

he or she will be issued one permanent retirement account number or the PRAN, which



has a 12 digit unique number. And the wherever you are working that particular account
will remain that particular number will remain, and through that particular number all
kind of transactions, and all kind of informations you can gather through this for this

particular NP account.

A subscriber has to contribute a minimum annual contribution of 6000 that means, for
month minimum five 500 rupees they have to contribute to the tier-1 account. And if you
are not able to contribute, then your account will be frozen account will be closed, so that

is what basically this thing, and how basically if the contributions are made.
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Features of NPS Cont...

* The manthly conmbutmn would be 10 percent of the salary and DA to be
paldl by the employee and matched by the Central Govemment or the
employer.

* The contributions and returns thereon would be deposited in a non-
withdrawable pension account.

* At present, Subscriber has option to select any one of the following 8
nsion funds: (i 1) ICICI Prudential Pension Fund, (ii) LIC Pension Fund,

1) Kotak Mahindra Pension Fund, (1v) Rellance nal Pensmn Fund,
E}SB[ Pension Fund, (vi) UTI Retirement Solunans ension Fund \n]
FC Pension Management Company (viii) DSP Blackrock P'ensmn
Fund Managers. Since registration of PFMs is an ongoing process, thi
list will be updated from time to time.

The contributions are nothing but, it is the 10 percent of the total salary. The basic salary
and the dearness allowances that is DA to be paid by the employee and the matching
amount will be given by the central government or the employer that means, the 20
percent of your total salary will be deposited in this NPS account. And another feature
we have, this particular money cannot be withdrawn, before your retirement. Whatever
money you have deposited, that money will be kept there up to the year of year 60,
because unless this person got retired at any point of time, retired before the unless he

got the retirement this particular money cannot be withdrawn.

And then what will happen, the subscriber once the money has basically has been
deposited in that account, what the subscriber has the option to select any of the

following pension funds like ICICI Prudential, Kotak Mahindra, Reliance Capital, SBI



Pension Fund, UTI Retirement Solution Pension fund, HDFC Pension Management
Company, DSP Blackrock Pension Fund Managers, any, any of the pension funds they
can choose and the money can be invested in that pension fund. And this particular
pension fund managers can be changed in between if they want. They can move from

one pension fund manager to another pension fund manager if they want.

And what do you mean by that pension fund, the money is deposited and every pension
fund has certain assets where the money should be invested. From that asset certain
money is related to debt instrument, certain money is related to equity instrument. One
the money is has been deposited there; it is the responsibility of the pension fund
manager to invest that money in certain kind of financial instruments to maximize the
return. And out of these pension fund managers, you can choose anybody and if you need

or if you want, then you can change them also in between.
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Features of NPS Cont...

* There is a default PFM provision under NPS and SBI Pension
Funds Private Limited acts as the default Pension Fund Manager.

* You may select different PFMs and Investment Options for your
NPS Tier I and Tier IT accounts.

* The NPS offers two approaches to invest subscriber’s money: (1)
Active choice — Here the individual would decide on the “asset
classes in which the contributed funds are to be invested and their
percentages (Asset class E(maximum of 50%?, Asset Class C, and
Asset Class G ) (1) Auto choice - Lifecycle Fund- This is the
default option under NPS and wherein the management o
investment of funds 1s done automatically based on the age prof
of the subscriber.

So, there is a default provision what the government has assigned, how much money can
be invested where, and also you can select that how much money can be invested in what
kind of instruments depending upon your age. There are limits have been given. And
once your age goes up, the if you are going towards the more risky investments that is
not available. Maybe amount of or the percentage of the risky assets in your portfolio
will go down once your age will be increasing. And the amount of government securities

and other secured bonds will be increasing.



So, that is why you can go for the investment options on your own or you can go for a
default option where already it is designed by the government or the pension fund
managers. So, then accordingly your money whatever you are contributing that can be

allotted to those funds, and the investment have been made.

So, if you see NPS offers already I explained that NPS offers two approaches to invest
the subscribers money, either it is active choice, here the individual would decide on the
asset classes in which the contributed funds are to be invested and their percentages, E, E
means equity that is maximum 50 percent. Asset class C and G which is basically related

to the government bonds in the other corporate securities g is.

And the auto choice which is basically lifecycle fund, this is the default option under
NPS and where the management of investment of funds is done automatically based on
the age profile of the subscriber. And whatever age you are depending upon already I
told you the E will go down and the C and Z may go up, because the risky investments or
risky instruments in your portfolio will be going down, and other kind of relatively less
risky assets in your portfolio will be going up so that is what basically the default
options, may be you can choose or you can go for your own choices for the investment in

the portfolio.
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Features of NPS Cont...

* You can appoint up to 3 nominees for your NPS Tier [ and NPS Tier II
account. In such a case you are requlredylo specify the percentage of your
saving that you wish to allocate to each nominee, The share percentage
across all nominees should collectively aggregate to 100%.

* Individuals who are employed and contributing to NPS would enAioy tax
benefits on their own contributions as well as their employer’s
contribution as under: - (a) Emg)loyee's own contribution - Eligible for
tax_deduction u|iu to 10% of Salary (Basic + DA) under Section 80
CCD(1) within the overall ceiling of Rs. | lac under Sec 80 CCE. (b)
Em lo/ver s contribution — The employee is eligible for tax deduction uH
to 10% of Salary (Basic + DA) contributed by employer under Sec 8
CCC(2) over and above the limit of Rs. 1 lac provided under Sec 3

You can appoint up to 3 nominees for your NPS tier 1 and NPS tier 2 account, but tier 2

account you can withdraw whenever you want because that is the apart from the 10



percent if you extra you want to deposit, then you can deposit, but there is no matching
amount you will be getting from the employer or the government. And that amount can
be invested by the pension fund manager. And whatever money you have, if you want

you can withdraw that money whenever you need.

So, in such cases, if you are they have 3 nominees and the share percentage across all
nominees should be collectively 100 percent, obviously, it cannot exceed that. So, you
can divide that particular percentage of the total money what you are supposed to get

after retirement among maximum 3 nominates.

Already I explained these individuals who are employed and contributing the NPS would
I enjoy the tax benefit on their own contributions as well as the employers contributions
and under this section 80 CCE. And employer contribution the employee is eligible for a
tax deduction up to 10 percent of salary contributed by the employer under section 80

CCC 2 2. Over and above the limit of 1 lakh provided under a section 80 CCE.

So, nowadays if you are under the NPS, then you are deductible tax whenever you are
paying that that is 1.5 lakh which was there for the people where they get the tax rebate
out of the total income. If you are extra 50,000 tax rebate also you can get fifty thousand
income tax rebate also you can get if you are a NPS subscriber, and that money has been
contributed to NPS. That means, overall the person who was under NPS, they can get the
tax rebate up to the 2 lakh rupees for other employees, it is 1.5 lakh rupees, but for the

NPS subscriber this has basically 2 lakh rupees according to the government.
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Features of NPS Cont...

* The sclf—cm[j’mlu ed people are Eligible for tax deduction up to 10 % of Ewsg; income
under Sec 80 CCD (q‘i with in the overall ceiling of Rs. 1 lac under Sec 80 CCE.

* Individuals can exit from the scheme at the age of 60 years but they would have fo
invest mandatorily 40 per cent of the pension wealth Lo purchase an annuity from the
IRDA regulated life insurer.

* Indian Life Insurance cnmfmniux which are licensed by Insurance Regulatory and
Development Authority (IRDA) are empanelled h)l' PIRDA to act as Annuity Service
Provider’s to provide ainnuity services to the subscribers of NPS

* If somebody decides 1o retire or does not want to continue in the NPS before n%c 60
then at least 80% of the accumulated pension wealth of the subscriber needs fo be
utilized for purchase of an annuity providing for the monthly pension of the subscriber
and the balance 1s paid as a lump sum payment to the subscriber.

* In the unfortunate event of death of the subscriber, the entire accumulated pension
wealth (100%) would be paid to the nominee / legal heir of the subscriber and they
would not be any purchase of annuity/monthly pension.

So, here individuals can exit from the scheme at the age of 60 years, but they would have
to invest mandatorily 40 percent of the pension wealth to pursue an annuity from the
IRDA regulated life insurer. That means, after your retirement what basically will
happen, the 40 percent of your total sum which were there on the basis of the market
rate, you will be getting back that money; and 60 percent will be invested in an annuity
at any point of time the money cannot be withdrawn by this particular employer. And
that money can be invested in an annuity, and from that annuity will be getting the

pension.

Only if the person dies of the subscriber basically dies, then the entire accumulated
pension wealth would be paid to the nominee or the legal heir of the subscriber, and there
would not be any purchase or annuity or monthly pension after this. So, only the 100
percent money can be withdrawn by the nominee, it cannot be by the subscriber himself,
only subscriber can withdraw 40 percent or can get back the 40 percent after the
retirement, and 60 percent has to be invested in an annuity to get the periodical pension

for once.
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Investment Guidelines for NPS

Irvestment guidelings
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i 5 parcant of U total parttolio of G Secs i the conceimed NPS Schame ol any

poind of tima,
(8)  Dwbl secuniies (uplo 40 (n) Dabi [ e yours. (b) Term
parcont) doposil receipts of not ks than one year duration issued by schaduled commarcinl
banks. (g) Rupee bonds having an cutstanding maturity of af least 3 years issued
by of het Barik for and e

Intemational Finance Comporation and tha Asian Developmant Bonk, Rated 10Fs,
Ratad ABS (Assot Backed Soountias). (d) Dbt Mutual Funds os requinted by SEBI

(i) Money market instrument  Money market instruments including units of monay market mutual funds
{uupdo 5 pevcani)

i) Ecuity juplo 15 povoent)  Shanes of companss on which derivalives an avsdable in BSE of NSE or equity
linkd schemes of mutual inds of ETFs regulated by the SEBI

Source: PFRDA, Annual Report J013-1014
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So, these are the guidelines which are given for the government employers that where the
money can be invested. It is government securities up to 55 percent, debt securities up to
40 percent, money market instrument up to 5 percent, and equity up to 15 percent. These
are the maximum limit which was given. And whatever money has been paid to that
particular account that money can be invested either of these securities, and the limits are

basically fixed accordingly.
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Challenges to NPS

* The voluntary nature of the proposed NPS along-with poor
financial literacy and the aftitude of the households towards
financial savings, risk and retirement F]anmng, also pose a
challenge to achieving optimum coverage of NPS

* Creating awareness about these reforms and gaining the confidence
of the people to encourage them to be a part of this movement is the
single most important challenge faced by policymakers today.

* At present, NPS is subject to the EET (exempt-exempt-taxed) tax
regime. 'The EET method eliminates/reduces the bias_inherent
against savings under the income tax'. On the other hand, EPF, GPE
and PPF have a more favourable tax treatment. EEE benefit
available to them,



There are certain challenges, the challenges are basically that the people have less
financial, there is a problem of financial literacy. The attitude of the household towards
the financial savings, risk and retirement planning also pose a challenge the people may
not be that much inclined to go for a long period of investment without any withdrawal.
Creating awareness about these reforms and gaining the confidence of the people also the
part of this movement; the single most important challenge, so what the policymakers are

facing, people may not be that much convinced.

And at present the NPS is subject to EET - exempt-exempt-taxed system, where
whenever the 40 percent amount will be will be paid to you, you may get you may pay
the tax against that. Although that is still on the debate that is still going on, but in the
existing structure you may not gather tax if I taken start although your GPF amount and
CPF amount is totally tax free. So, that is another challenge whatever always we have or
the PPF amount is also totally tax free, but whenever we talk about NPS that particular
tax problem is related to whenever you are getting the final amount after the retirement
on the basis of the market fluctuations or the market rate of return what is available on

that particular point of time.
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Features of Atal Pension Yojana

This is a new scheme which was started by this current government, current central
government which is called the Atal Pension Yojana. So, everybody who has a savings

bank account, they can go for this. Minimum is 18 years, it can go to 40 years. Here



government will contribute 50 percent of the total contribution or 1000 per annum
whichever is lower. And to a the eligible subscriber for a period of 5 years, and who join
a APY before this 31st December 2015, and who are neither the members of any

statutory security scheme and nor the income taxpayers.

Basically this scheme is you can see the features, this scheme is basically provided only
to those people who are less income people, and they are not coming under any income
tax bracket. So, this is basically a new scheme for providing the social security or the
retirement benefits to the people who are may not be highly organized employees, but
they also need some social security or the kind of security for their family. So, this is
about the overview of the pension plan or the pension system in India and as well as the

provident funds which are available in the Indian context.
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Please go through these particular references for this particular system.

Thank you.



