Code on Social Security, 2020 — A Comprehensive Framework for Social Protection
Introduction

The Government of India undertook a historic labour law reform exercise by consolidating
twenty-nine Central Labour Legislations into four Labour Codes with the objective of
simplifying compliance, reducing multiplicity of laws and extending social protection to a
larger segment of the workforce. Among these reforms, the Code on Social Security, 2020
assumes significant importance as it seeks to establish a unified social security framework for
employees, workers, gig workers, platform workers and unorganized workers across the
country.

Traditionally, social security legislation in India was fragmented across multiple enactments
dealing separately with provident fund, employee state insurance, gratuity, maternity benefits,
employee compensation and welfare funds. The Code seeks to integrate these legislations into
a single comprehensive framework while ensuring that social security benefits are accessible
to a wider category of workers. The Code recognizes the changing nature of employment and
attempts to address the requirements of the modern workforce, including those engaged
through digital platforms and non-traditional work arrangements.

Consolidation of Social Security Legislations

One of the primary objectives of the Code is the consolidation of nine major social security
legislations into a single enactment. Prior to the Code, employers and professionals were
required to refer to separate legislations for provident fund, employee state insurance, gratuity,
maternity benefits and other welfare measures, resulting in complex compliance obligations.
The Code brings these provisions under one umbrella framework and aims to promote
uniformity and ease of administration. However, consolidation does not imply that all social
security benefits have become identical. Each benefit continues to operate through its own
eligibility criteria, contribution structure and compliance mechanism.

The Code encompasses provisions relating to Employees’ Provident Fund, Employees’ Pension
Scheme, Employees’ Deposit Linked Insurance Scheme, Employees’ State Insurance Scheme,
Payment of Gratuity, Maternity Benefit, Employee Compensation, Building and Other
Construction Workers Welfare and social security measures for unorganized, gig and platform
workers.

Expanding the Scope of Social Security

Anotable feature of the Code is its emphasis on universalization of social security. While earlier
legislations largely focused on workers engaged in the organized sector, the present framework
acknowledges the growing contribution of workers engaged outside conventional employment
structures. The Code specifically recognizes gig workers, platform workers and unorganized
workers and provides a mechanism through which appropriate social security schemes may be
formulated for their benefit. This reflects the legislative intent to ensure that social protection
is not restricted only to traditional employer-employee relationships but extends to the evolving
forms of employment prevalent in the modern economy.




Significance of Key Definitions

The applicability of social security benefits under the Code is largely dependent upon the
statutory definitions contained therein. The term “employee” has been broadly defined to
include persons employed on wages to perform skilled, semi-skilled, unskilled, manual,
supervisory, managerial, administrative, technical or clerical work. Similarly, the term
“employer” refers to the person or authority having ultimate control over the affairs of an
establishment. The concept of “establishment” has also been defined widely so as to cover
industries, businesses, trades and other occupational activities.

Another significant definition under the Code is that of “wages”. The Code adopts a uniform
wage definition which includes basic pay, dearness allowance and retaining allowance while
prescribing specific exclusions. The wage definition assumes considerable importance as
several social security contributions and benefits are linked directly to wages. The Code also
incorporates the principle commonly referred to as the “50 percent rule”, thereby preventing
excessive bifurcation of salary components for the purpose of reducing statutory liabilities.

Provident Fund Framework under the Code

The Provident Fund mechanism continues to be one of the most important pillars of social
security under the Code. The framework provides long-term retirement savings, pension
benefits and insurance protection to eligible employees. Establishments employing twenty or
more employees are generally required to comply with the provident fund provisions. The
contribution structure consists of both employee and employer contributions, ordinarily at the
rate of twelve percent each, subject to statutory conditions.
A crucial aspect often misunderstood in practice is that the employer’s entire contribution is
not credited exclusively to the Provident Fund account. A portion is allocated towards the
Employees’ Pension Scheme and certain contributions are also made towards the Employees’
Deposit Linked Insurance Scheme and administrative charges. Therefore, payroll professionals
and employers must ensure proper classification and allocation of contributions in accordance
with the applicable statutory provisions.

Employees’ State Insurance Scheme

The Employees’ State Insurance Scheme functions as a comprehensive social insurance
mechanism providing medical, sickness, maternity, disablement and dependant benefits. The
scheme is financed through contributions made by both employees and employers. As
discussed during the webinar, the employee contribution is 0.75 percent of wages while the
employer contribution is 3.25 percent, resulting in a total contribution of 4 percent. The scheme
is intended to provide healthcare protection as well as income support during contingencies
such as sickness, maternity and employment-related disabilities.
The significance of ESI extends beyond payroll deductions. It represents a social insurance
framework designed to provide financial security and medical assistance to employees and
their families. Consequently, organizations should view ESI compliance not merely as a
statutory obligation but as an essential component of employee welfare.

Gratuity as a Statutory Terminal Benefit




Gratuity continues to remain an important social security benefit under the Code. Unlike
Provident Fund and ESI contributions, gratuity is not a deduction from employee wages. It is
a statutory terminal benefit funded entirely by the employer and becomes payable upon
fulfilment of prescribed eligibility conditions. Employers must therefore distinguish gratuity
provisions from other payroll deductions and ensure proper provisioning and accounting for
future gratuity liabilities.

Recognition of Gig and Platform Workers

Perhaps one of the most progressive aspects of the Code is the formal recognition of gig
workers and platform workers. A gig worker is generally a person engaged in work
arrangements outside the traditional employer-employee relationship, whereas a platform
worker performs work through an online platform that connects service providers with
consumers. The Code also introduces the concept of aggregators, who function as digital
intermediaries facilitating such engagements. Through these provisions, the legislature has
acknowledged the realities of the digital economy and created a statutory foundation for
extending social security benefits to these emerging categories of workers.

Compliance Considerations for Employers

The implementation of the Code has significant implications for employers, human resource
professionals, payroll teams and corporate management. Compliance under the Code extends
beyond the deduction and deposit of statutory contributions. Employers are required to ensure
accurate wage structuring, correct classification of employees, maintenance of records, timely
filing of returns and adherence to contribution requirements. In addition, organizations must
continuously monitor notifications, rules and clarifications issued by both Central and State
Governments as implementation of labour codes involves regulatory participation at multiple
levels.

The Code also envisages stricter compliance monitoring and increased accountability.
Therefore, organizations should proactively review their employment contracts, payroll
structures and internal compliance systems to ensure alignment with the evolving legal
framework.

Conclusion

The Code on Social Security, 2020 represents a transformative step towards building an
inclusive and comprehensive social security regime in India. By consolidating multiple
legislations, introducing a uniform wage concept, recognizing new categories of workers and
extending social protection beyond traditional employment relationships, the Code seeks to
create a balanced framework that promotes both economic development and employee welfare.

As businesses continue to adapt to the new labour law landscape, it is imperative for employers
and professionals to understand not only the statutory provisions but also their practical
implications on payroll administration, governance and compliance management. The Code is
therefore not merely a labour law reform; it is a significant step towards strengthening the
social security architecture of the nation and ensuring greater protection for India's workforce.
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