
FAOs on mx treaunent under UPS

Q.1 What is the tax treatment for the contributions made by the Central
Government to the Individual corpus of the subscribers under the Unified Pension
Scheme (UPS)?

Ans: The Central govemment contributes l0o/o of monthly emoluments (Basic Pay +
Deamess Allowance) of the employees to the individual corpus. This contribution is eligible
for deduction under section 80 CCD (2) of the IT Act, 1961 [Section 124(1) of the Income
Tax Act, 2025] as UPS is an option under the National Pension System.

Q.3 What is the tax treatment of the contribution by the government to the Pool
Corpus which is 8.5% of (basic pay + Dearness Allowance)?

Ans. The additional contribution provided by the Central govemment, amounting to 8.5%
of monthly emoluments (Basic Pay + Dearness Allowance), is made at an aggregate level
basis directly to the pool corpus. This contribution is not towards the individual corpus.

Therefore, this contribution is not treated as income in the hands of the employee, neither as

salary nor as perquisite and is not chargeable to tax.

Q.4 Is the amount partially withdrawn by a subscriber from their individual
accounUcorpus under the Unified Pension Scheme (UPS) taxable?

Ans. The amount partially withdrawn to the extent of 25o/o of his own contribution from
the Individual Corpus is exempted from tax under Section 10(128) of the IT Act, 1961

[Schedule III Table: SI.No 4 of the Income Tax Act, 2025] as UPS is an option under tle
National Pension System.

Q.5 Upon superannuation or retirement, an employee under the Unified Pension
Scheme (UPS) is required to authoris€ the transfer of the value or units from their
individual corpus to the pool corpus. What is the tax treatment of such a transfer within
the UPS?

Ans. For subscribers to the Unified Pension Scheme (UPS), any amount transferred from
the Individual Corpus to the pool corpus at the time of superannuation or retirement is

deemed not to have been received by the assesses in the relevant previous year. Such transfers
within the UPS framework are not taxable as income under Section 80 CCD(6) of the [T Act,
1961 [Section 124(12) of the Income Tax Act, 2025].

Q.2 What is the tax treatment for the employee's contributions towards the UPS?

Ans: The employee's contribution towards UPS, up to 10% of monthly emoluments (Basic
Pay + pslrnsrt Allowance), is eligible for deduction under the Section 80 CCD(I) of the IT
Act, 1961 [Paragraph 1(y) of Schedule XV of the Income Tax Act, 2025] as UPS is an option
under the National Pension System.
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Q.6 Is income tax payable on the lump sum payment received from the Unified
Pension Scheme (UPS) at the time of retirrment?

Ans. The lump sum payment payable to an employee at the time of superannuation or
retirement is calculated as 107o of monthly emoluments (Basic Pay + Deamess Allowance)
for every completed six months of qualifying service. This entire amount is exempt from
income tax under Section 10(12AB) of the IT Act, 1961. [Schedule II Table: Sl.No 16 of the

Income Tax Act, 20251.

Q.7 A subscriber under the Unified Pension Scheme (UPS) is allowed to withdraw a

portion of the individual corpus at the time of superannuation or retirement. Is this
amount taxable?

Ans. A subscriber shall have an option to withdraw an amount not exceeding 60% of the
Individual corpus or Benchmark Corpus, whichever is lower at the time of superannuation or
retirement. This amount is exempt from taxation under Section 10(12AA) of the IT Act, 1961

[Schedule II Table: Sl.No 15 of the Income Tax Act, 2025].

Q.8 An employee can exercise investment choices for the Individual Corpus. If the
Individual Corpus exceeds the Benchmark Corpus for a particular employee, the excess

amount is credited to the employee in lumpsum. Is this excess amount taxable?

Ans. The amount up to 60% of the Individual corpus is exempt from taxation under section
10(12AA) of the IT Act, 1961 [Schedule II Table: Sl.No 15 of the Income Tax Act, 2025].
Accordingly, the 60% of the excess of Individual Corpus over the Benchmark corpus is also

exempt. The remaining 40olo of the excess amount will be chargeable to tax.

Q.9 What is the tax treatment for payouts received by an employee under UPS?

Ans. The amount of monthly payouts received by an employee is in the nature of pension

and hence is chargeable to income tax under the head "Salaries".

Q.10 What is the tax treatment for payous received by the spouse of the deceased

employee who was under UPS?

Ans. The amount of monthly family payouts is in the nature of Family Pension, received by
the spouse of a deceased employee, who was a subscriber to UPS, is chargeable to tax under
the head "lncome from other sources".

Illustrative Example 1:

At the time of superannuation or retirement:
. Monthly emoluments are Rs 3,00,0001;
o Period of service is 25 years
o The individual corpus is Rs 2,00,00,000t
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o The benchmark corpus is Rs 1,80,00,000/-
. Rs 20,00,0001 is credited to the employee in lumpsum (Excess of Individual corpus

over the Benchmark corpus)
. Amount of Rs 1,08,00,000/- is with&awn. (60% of IC or BC, whichever is lower i.e.

60% of Rs. 1,80,00,000/-)
. No partial withdrawals were made.

TAX TREATMENT
i. The lump sum payment is calculated @ l0o/o of Monthly emoluments for every six

monthly completed period of qualifying service (10olox3,00,000x25x2) which comes
to Rs L5 Lakhs. This is exempted under Section 10(12AB) of the IT Act, 1961

[Schedule lI Table: Sl.No 16 of the Income Tax Act, 2025).
ii. The excess of individual corpus over the benchmark corpus of Rs. 20 Lakh is

exempted upto 60% i.e upto Rs. 12 Lakh under Section 10(12AA) of the ITAct, 1961

lSchedule Il Table: Sl.No 15 of the Income Tax Act, 20251. The remaining Rs. 8 Lakh
is chargeable to tax and therefore shall be added to the total income of the individual
under the head "Salaries" for the tax year in which the payment is paid or allowed or
due, whichever is earlier.

iii. The withdrawal of Rs 1.08 crore is exempted under Section 10(12AA) of the IT Act,
196l [Schedule II loble: SI.No 15 of the Income Tax Act, 2025].

iv. Note: Please refer to the answer to Q. 3 as well.
v. The transfer of 40% of the remaining individual corpus (Rs 72 Lakh) to the pool

corpus is not chargeable to tax under Section 80 CCD (6) of the ITAct, 1961 [Section
124(12) of the Income Tax Act, 20251.

Illustrative Example 2:

At the time of superannuation or retirement:

. Monthly emoluments are Rs 3,00,000/-;

. Period of service is 30 years
o The individual corpus is Rs 2,00,00,0004
o The benchmark corpus is Rs 2,20,00,000t
. Individual corpus is less than the Benchmark corpus and, therefore, there is no excess

amount to be credited to employee.
. Amount of Rs 1,20,00,0004 is withdrawn. (60% of IC or BC, whichever is Iower i.e.

600lo of Rs. 2,00,00,000/-)
. No partial withfuawals were made.

TAXTREAIMENT
i. The lump sum payment is calculated @ l0o/o of Monthly emoluments for every six

monthly completed period of qualifying service (10% x 3,00,000 x 30 x 2) which
comes to Rs 18 Lakhs. This is exempted under Section 10(12AB) of the IT Act, 1961

lSchedule II Table: SI.No 16 of the lncome Tax Act, 2025'1.

ii. The withdrawal of Rs 1.20 crore is exempt under Section 10(12AA) of the IT Act,
1961 [Schedule II Table: Sl.No 15 of the Income Tax Act, 2025].
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The transfer of 40o/o of the remaining individual corpus (Rs 80 Lakh) to the pool

corpus is not chargeable to tax under Section B0 CCD(6) of the IT Act, 1961 [Section
124(12) of the lncome Tax Act, 20251.
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