
Payment of Gratuity Act - 1972 India 

 

Introduction 

The Payment of Gratuity Act 1972, holds significant importance in India as it strives to 

ensure social security for employees through the provision of gratuity payments.  

Let's delve into an overview of the Payment of Gratuity Act 1972: 

Historical Context: 

•Pre-1972: Prior to the implementation of this legislation, there were no established 

regulations mandating employers to provide gratuity to their employees in India. 

•Requirement for Legislation: The lack of a legal framework resulted in inconsistent 

gratuity payments across various industries, leaving numerous workers devoid of this 

essential benefit. 

Key Provisions of the Payment of Gratuity Act, 1972: 

1 The Payment of Gratuity Act 1972 applicability: 

•Employers Covered: The Act is applicable to establishments with ten or more employees 

in the preceding twelve months. 

•Employees Covered: All employees, including those in factories, mines, oilfields, 

plantations, ports, railways, and shops, are encompassed by this Act. 

 

2. Entitlement to Gratuity: 

•Eligibility: An employee is entitled to gratuity payment after completing a minimum of 

five years of continuous service with the same employer. 

•Gratuity Calculation: The calculation of gratuity is based on the employee's salary and 

the duration of service as specified in the Indian Payment of Gratuity Act 1972. 

 

3. Payment of Gratuity: 

•Conditions for Payment: Gratuity is to be paid upon termination of employment due to 

retirement, resignation, death, or disablement from an accident or illness. 

•Timeframe for Payment: Gratuity must be disbursed within thirty days from the date it 

becomes due to the employee as per labour laws in India. 

 

4. Calculation of Gratuity: 

•Formula: The Act outlines a specific formula for computing the gratuity amount based 

on the employee's final salary and the years of completed service. 



•Ceiling Limit: The maximum gratuity amount payable is restricted to a specified limit, 

which is periodically adjusted by the government. 

 

5. Nomination: 

•Nomination by Employees: Employees have the privilege to nominate one or more 

family members to receive the gratuity payment in the event of their demise. 

•Revocation and Alteration: Employees can modify or revoke their nominations at any 

time by providing written notice to the employer. 

 

6. Administration and Enforcement: 

•Appointing Authorities: The Act authorizes the appropriate government to appoint 

controlling authorities to ensure labour laws compliance with its provisions. 

•Adjudication of Disputes: Controlling authorities are tasked with resolving disputes 

related to gratuity payments. 

 

7. Penalties: 

•Non-Compliance: Employers who fail to adhere to the Act's provisions may be subject 

to penalties, including fines and imprisonment. 

 

Inspections and Compliance under Payment of Gratuity Act 1972 

Inspections and compliance mechanisms play a crucial role in ensuring that employers 

adhere to the regulations set forth in the Payment of Gratuity Act, 1972, and fulfill their 

obligations towards gratuity payments for their employees. By conducting inspections, 

reviewing records, and enforcing compliance, authorities can safeguard the rights of 

employees and promote adherence to the statutory requirements of the Act. 

 

Inspections under the Payment of Gratuity Act rules: 

1. Appointment of Inspectors: 

Inspectors may be appointed by the relevant government under Section 13 of the Act to 

oversee compliance with its provisions. These inspectors are typically officials from the 

labour department or other authorized bodies. 

2. Powers of Inspectors: 

Inspectors are empowered to inspect establishments covered by the Act to ensure 

compliance. They have the authority to enter any premises during working hours, conduct 

inspections, and scrutinize relevant records and documents. 

3. Verification of Records: 



Inspectors verify records pertaining to gratuity payments, including the calculation of 

gratuity amounts, eligibility criteria, and payment timelines. 

 

Compliance under the Payment of Gratuity Act: 

1. Eligibility and Calculation: 

Employers must adhere to the eligibility criteria and calculation methods outlined in the 

Act when determining gratuity payments for eligible employees. It is their responsibility 

to accurately calculate gratuity amounts based on the employee's salary and length of 

service. 

2. Timely Payment as per labour laws in India: 

Employers are required to ensure timely payment of gratuity to eligible employees upon 

retirement, resignation, death, or disablement due to accident or illness. Gratuity 

payments must be disbursed within thirty days from the date they become due to the 

employee. 

3. Maintenance of Records: 

Employers must maintain accurate records of gratuity payments, which should include 

information about eligible employees, calculation methods, payment dates, and other 

relevant details. These records need to be regularly updated and accessible for inspection 

by authorized personnel. 

 

Penalties for Non-Compliance: 

1. Fines and Prosecution: 

Employers who fail to comply with the provisions of the Payment of Gratuity Act may be 

subject to penalties such as fines and legal actions. The severity of the penalties may vary 

based on the nature of the violation as outlined in the Act. 

 

2. Legal Liability: 

Non-compliance with the Payment of Gratuity Act could result in legal liabilities for 

employers, including potential claims for unpaid gratuity amounts by affected employees. 



Employers may also be required to compensate employees for any financial losses 

resulting from non-compliance with the Act. 

 

Conclusion: 

The Payment of Gratuity Act, 1972, plays a vital role as a social security measure for 

employees in India, ensuring they receive financial benefits upon retirement, resignation, 

or termination. By establishing a statutory framework for gratuity calculation and 

payment, the Act aims to enhance employee welfare and promote social justice in the 

country. 


