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EXPLANATORY NOTES ON PROVISION RELATING TO –

FRINGE BENEFIT TAX (FBT)

1
Despite lot of controversies and resistance to the levy of new tax in the form of Fringe Benefit Tax (FBT), it is ultimately been passed by the Parliament and the provisions relating to FBT are inserted in the statute under Chapter XII-H containing Sections 115W to 115WL.

2.1
The provisions relating to FBT would be applicable to every assessment year commencing on or after 1st day of April, 2006.  In other words, for the current financial year i.e. 2005-06, provisions of FBT are applicable.

2.2
It is pertinent to note that tax on fringe benefit shall be payable by the employer even though no tax is payable by him on his total income computed in accordance with the provisions of the Income Tax Act.  In other words, loss making company is also liable for payment of tax on fringe benefit under Income Tax Act.

3
Employer for the purpose of FBT means –


i)
a company


ii)
a firm

iii)
an association of persons or a body of individuals, whether incorporated or not, but excluding any fund or trust or institution eligible for exemption under clause (23C) of Section 10 or registered under section 12AA


iv)
a local authority; and

v)
every artificial juridical person, not falling within any of the preceding sub-clauses

Thus, the provisions of  will not be applicable to individual & HUF.
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4(i)
Fringe benefit means any consideration for employment provided by way of  -

a)
any privilege, service, facility or amenity, directly or indirectly, provided by an employer, whether by way of reimbursement or otherwise, to his employees (including former employee or employees)

b)
any free or concessional ticket provided by the employer for private journeys of his employees or their family members; and

c)
any contribution by the employer to an approved superannuation fund for employees.

4(ii)
Further, the following expenses or payment incurred by an employer during the course of his business or profession would be deemed fringe benefit.


a)
entertainment

b)
provision of hospitality of every kind by the employer to any person, whether by way of provision of food or beverages or in any other manner whatsoever and whether or not such provision is made by reason of any express or implied contract or custom or usage of trade but does not include –

i)
any expenditure on, or payment for, food or beverages provided by the employer to his employees in office or factory;

ii)
any expenditure on or payment through paid vouchers which are not transferable and usable only at eating joints or outlets

c)
Conference (other than fee for participation by the employees in any conference)
(  3  )

Explanation – for the purpose of this clause, any expenditure on conveyance, tour and travel (including foreign travel), on hotel, or boarding and lodging in connection with any conference shall be deemed to be expenditure incurred for the purpose of conference

d)
sales promotion including publicity –


Provided that any expenditure on advertisement –

i)
being the expenditure (including rental) on advertisement of any form in any print (including journals, catalogues or price lists) or electronic media or transport system

ii)
being the expenditure on the holding of, or the participation in any press conference or business convention, fair or exhibition

iii)
being the expenditure on sponsorship of any sports event or any other event organized by any Government agency or trade association or body

iv)
being the expenditure on the publication in any print or electronic media of any notice required to be published by or under any law or b y an order of a court or tribunal

v)
being the expenditure on advertisement by way of signs, art work painting, banners, awnings, direct mail, electric spectaculars, kiosks, hoardings, bill boards or by way of such other medium of advertisement; and

vi)
being the expenditure by way of payment to any advertising agency for the purpose of clauses (i) to (v) above 

shall not be considered as expenditure on sales promotion including publicity

(  4  )



e)
employees’ welfare

Explanation – for the purpose of this clause, any expenditure incurred or payment made to fulfill any statutory obligation or mitigate occupational hazards or provide first aid facilities in the hospital or dispensary run by the employer shall not considered as expenditure for employees’ welfare



f)
conveyance, tour and travel (including foreign travel)



g)
use of hotel, boarding and lodging facilities

h)
repair, running (including fuel), maintenance of motor cars and the amount of depreciation thereon

i)
repair, running (including fuel) and maintenance of aircrafts and the amount of depreciation thereon

j)
use of telephone (including mobile phone) other than expenditure on leased telephone lines

k)
maintenance of any accommodation in the nature of guest house other than accommodation used for training purposes



l)
festival celebrations



m)
use of health club and similar facilities



n)
use of any other club facilities



o)
gifts



p)
scholarships

4(iii)
However, the privilege, service, facility or amenity would be outside the purview of FBT, if the same is taxed or taxable in the hands of employee.
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5
Valuation of fringe benefit for calculation of FBT
	Sr. No.
	Particulars of fringe benefits to be taxed
	Rate of determining the value of FB (as percentage of cost)

	1
	Any privilege, service, facility or amenity, directly or indirectly, provided by an employer, whether by way of reimbursement or otherwise, to his employees (including former employee or employees) as consideration for their employment
	No specific provision

	2
	Any free or concessional ticket provided by the employer for private journeys of his employees or their family members
	100%

	3
	Any contribution by the employer to an approved superannuation fund for employees
	100%

	4
	Entertainment
	20%

	5
	Provision of hospitality of every kind by the employer to any person, whether by way of provision of food or beverages on in any other manner whatsoever and whether or not such provision is made by reason of any express or implied contract or custom or usage of trade but does not include-

(i)  any expenditure on, or payment for, food or beverages provided by the employer to his employees in office or factory

(ii)  any expenditure on or payment rhough paid vouchers which are not transferable and usable only at eating joints or outlets 


	20%

	6
	Conference (other than fee for participation by the employees in any conference)
	20%

	7
	Sales promotion including publicity
	20%

	8
	Employees’ welfare
	20%

	9
	Conveyance, tour and travel (including foreign travel)
	20%

	10
	Use of hotel, boarding and lodging facilities
	20%

	11
	Repair, running (including fuel), maintenance of motor cars and the amount of depreciation thereon 
	20%
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	Sr. No.
	Particulars of fringe benefits to be taxed
	Rate of determining the value of FB (as percentage of cost)

	
	
	

	12
	Repair, running (including fuel) and maintenance of aircrafts and the amount of depreciation thereon 
	20%

	13
	Use of telephone (including mobile phone) other than expenditure on leased telephone lines


	20%

	14
	Maintenance of any accommodation in the nature of guest house other than accommodation used for training purposes 

	20%

	15
	Festival celebrations
	50%

	16
	Use of health club and similar facilities
	50%

	17
	Use of any other club facilities
	50%

	18
	Gift
	50%

	19
	Scholarship
	50%

	20
	Provision of hospitality of any kind by an employer engaged in hotel
	5%

	21
	Conveyance, tour and travel (including foreign travel) by an employer engaged in the business of construction
	5%

	22
	Conveyance, tour and travel (including foreign travel) by an employer engaged in the business of manufacture or production of pharamaceuticals


	5%

	23
	Conveyance, tour and travel (including foreign travel) by an employer engaged in the business of manufacture or production of computer software
	5%

	24
	Use of hotel, boarding and lodging facilities by an employer engaged in the business of manufacture or production of computer software
	5%

	25
	Repair, running (including fuel), maintenance of motor cars and the amount of depreciation thereon by an employer in the business of carriage of passengers of goods
	5%

	26
	Repair, running (including fuel), maintenance of aircrafts and the amount  thereon by an employer in the business of airlines
	NIL
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6
Tax Rate

Fringe benefit would be taxed at 30% on the value of such fringe benefit as mentioned in above table plus surcharge.

7
No threshold limit 

There is no basic exemption limit, hence FBT payable irrespective of amount of fringe benefit provided or deemed to have been provided.

8
No deduction is available u/s 40(a)(ic)
of the Act to the employer in respect of FBT paid.  In other words, the FBT is not an allowable deduction while computing the tax liability computed under the provisions of the Income Tax Act.

9
Return of Fringe benefit  

Every employer is under obligation to file a return of fringe benefit on or before the due date in the prescribed form.  The due date  in the case of the employer who is a company or a person whose accounts are required to be audited under this Act is 31st day of October of the assessment year.

In case of any other employer – 31st day of July of assessment year.

10
Payment of FBT
The tax on fringe benefit shall be payable in advance during the financial year.

The amount of tax payable by an assessee in the financial year shall be 30% of the value of the fringe benefit paid or payable in each quarter and shall be payable on or before the 15th day of the month following such quarter.  However, advance tax for the quarter ending on 31st March, is to be paid on or before 15th March.
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The employer is also liable for interest in case there is default or shortfall in payment of FBT @ 1% p.m. on the amount by which the advance tax paid falls short for any quarter.

The above are only highlights of the provisions of FBT.  If you need any further clarification please do contact us
