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Guidance with Precision

GRATUITY
WAGES

OLD LAW VS NEW CODE

Gratuity Under the Social

Security Code, 2020
(Effective Nov 2025)

Rewvised Definition of "Wages'

Earlier Now
(Payment of Gratuity Act, 1972) (Social Security Code, 2020)
* 'Wages' = Basic pay + Dearness Allowance +

. . Retaining Allowance
* Gratuity based on Basic + g

DA + Commission (if any) e Exclusions include: Bonus, HRA, Overtime,
¢ Excluded: HRA, bonus,

special allowances,

Conveyance, Employer PF contribution, Special
allowances

. * Safeguard Rule: If excluded components exceed 50%
overtime, etc. ) i i
of total remuneration, the excess is added back into
wages for gratuity calculation.

This prevents structuring salary with high allowances to

reduce gratuity.




Computation of Gratuity

General Formula

GRATUITY = (15/26) x WAGES x YEARS OF SERVICE

The revised wage definition and gratuity computation method
became mandatory from November 2025 after implementation of
the Labour Codes. Employers must calculate gratuity using the new

wage rules from this date.

Special Cases

Seasonal Fixed Term

Mines
Employees Employees

Eligible on pro-rata

7 days’ wages per basis after 1 year
30 days’ wages per .
season even if 5 years not
ear
J completed.

The Social Security Code, 2020 ensures a fairer
wage base for gratuity calculation and protects
employees from underpayment due to inflated

allowance structures.




