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Deduction with
regard to medical
treatment of a
severely disabled
dependant raised
to Rs 1 lakh from
Rs 75,000
“Removal of FBT is a relief
for corporates. They will be
comfortable and the benefits that were being withdrawn would be given back.
Companies were making
changes in Esops and now
they will be happy to give
Esops.”

Team DNA
f the measly increase in
the income-tax exemption limit has left you
disappointed, you have
the removal of the fringe benefit tax (FBT) to cheer.
Human resource experts
say the move will help employers save on taxes after
the abolishment of FBT and
lead them to offer cash-heavy
salary packages. So, allowances such as conveyance, telephone, fuel, uniform, entertainment, em-
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Management Consultants

— Aneesh Laikar, CEO - search/
recruitment
at IKYA Capital

Fringe Benefit
Tax or FBT to be
abolished. This
could lead to corporates offering
reimbursement
heavy pay

New direct taxes
code to be released in 45 days.
It will be open for
public discussion

The 10% surcharge applying
to individuals
with an income
of over Rs 10 lakh
per annum, has
been eliminated
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ployee stock options (Esops)
etc, which had vanished from
salary packages, should
make a grand comeback.
Sandeep Chaudhary, practice leader - analytics consulting (India) at Hewitt Associates, says, the abolition of
FBT means savings for organisations and they would
be passing it on to the employees. “Individuals will
save where the employers entirely or partially pass-on the
cost to the employee. Those
who were paying FBT from
their pockets will save.”

“Conveyance, entertainment and (intra) city travel
allowance were being used by
employers earlier, when
there was no FBT. Now, we
are
back
to
square one. Employers would increase
the
amount provided under
fringe benefits in various
forms,” says Sanjay Kelapure, director at Mumbaibased Corporate Pride Consultant.
Even Esops, which are
nothing but shares of a listed

company offered to employees at a lower cost in terms of
compensation, would now be
used more often as an employee-retention strategy by
companies.
“Esops
had
lost value because of the fall
in the stock markets and then
you had to pay an FBT on
that. So, high performers saw
no differentiation. Now
Esops will be reintroduced in
a buoyant manner,” says Delhi-based HR consultant Yogesh Saigal.
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t is possible to make out a
host of positives in the
Budget proposals.
The abolishment of fringe
benefit tax (FBT) comes as a
relief. When it was introduced almost four years ago,
many questioned the rationale behind it and raised
doubts about what it could do
to the tax kitty. In the four
years or so that it has been in
vogue, companies restructured salaries to accommodate the provisions of this
tax and changed their compensation philosophy to ensure compliance.
That this tax has achieved
very little for the government
is clear. The corporate clamour for removal of the same
had reached a crescendo and
the proposal to withdraw it is
no less a testimony to its ineffectiveness.
With its withdrawal, we
can look forward to companies reintroducing and
strengthening superannuation plans as the third retirement benefit for their staff.
Employee stock options,

DAVID is a marble
statue made by
Michelangelo. It is
5.17 metres
(or 17 feet) tall and
stands in front of the
Palazzo Vecchio in
Florence, Italy. It was
completed between
1501 and 1504. It
depicts the Biblical
King David in nude.
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FM SPEAK
“We need a tax system which generates revenues on a sustained basis without use of coercive tax collection methods at the end of each
year to meet targets.”

A back-of-the-envelope calculation by Saigal indicates
that there might be a 10-15%
increase in the in-hand
salary. “But it all depends on
how the companies will
change the structure,” says
Saigal. “Somebody who
earns Rs 50,000 a month and
pays Rs 5,000 on fuel can get a
reimbursement on it and
save tax of up to Rs 1,500-1,800
a month. More reimbursement means you can move to
a lower tax bracket,” he adds.
And companies will not
wait for the next financial
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irst of all, three cheers
to the finance minister Pranab Mukherjee
from our ilk, and three more
to him from India Inc.
No increase in corporate
taxes and a goodbye to the
dreaded fringe benefit tax
(FBT) -- this alone gives him
five stars in my book of excellence.
The past year has been a
very tough one for all of us
— job losses, pay cuts, economic insecurity and stock
market crashes — in short
it has been one dry, scorching, parched year. Fortunately, all that is behind us
now and for those who
braved the past twelve
months, the rains have finally arrived. A stable UPA government is making all the
right noises of putting the
economy back on track. For
the scorched salaried class
the 'cooling down' provided
by today's budget was very
necessary and may well be
the beginning of pleasant
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In the field of direct taxation, my
proposal is to
abolish the capital gains tax. At
the time this tax
was introduced, it
was expected to
yield large revenue, but ... the
yield from this tax
has, in consequence, been
small. Its psychological effect on investment has, however, been markedly adverse
and it has had the effect of hampering the
free movement of stocks and shares.

— John Mathai
(February 28, 1949)

which serve as effective longterm wealth creation instruments, will regain their place
in the salary structures of
employees and employers
may reconsider introduction
of the same, particularly
against the anticipated future
growth in the stock markets.
Though not all perquisites
Gangapriya
Chakravarti
Business Leader,
Information
Products Solution,
Mercer
Consulting, India

EXPERTVIEW
and benefits that were removed with the introduction
of FBT are expected to reappear in the compensation
packages of employees, many
employers may be thankful
for the respite from administrative hassles that FBT gave
them, albeit temporarily.
A more heartening proposal, however, is the increased
access to and benefits avail-

times ahead.
Employee stock options
should come back into vogue
not only as a retention tool
but also as a means to buttress employee morale and
to re-energise and re-engage
high performers in organisations.

Shiv Agrawal
CEO, ABC
Consultants

EXPERTVIEW
I would dare say that
scrapping the FBT may well
be the biggest good news for
the salaried class in recent
times.
One hopes that it will help
increase their take-home
pay, once companies start
tweaking salary structures
and build in substantial cash
reimbursements to help offset any earlier pay cuts.

Allowances help

How Pranabda killed New Pension Scheme
O

year, to make these changes.
“I don’t see why companies
should not bring about midyear changes in packages.
They are not paying anything
extra. If one or two companies change the structure,
people will move to them, so
companies will have to
change it,” says Saigal.
If not all, at least some employees might benefit. “Most
organisations are going to
look at salary increase, if not
for all, at least for some employees,” says Chaudhary of
Hewitt.

able to students for assistance to education. The full
interest subsidy offered to
students of approved institutions and income-tax incentives on education loans for
vocational studies after
schooling are also welcome
moves as it would make these
courses more attractive and
benefit a wide cross section of
students.
The increase in the limit
for medical expenses of dependents from Rs 75,000 to Rs
1 lakh would also be welcome
as there is an increasing
trend amongst Indian employers to restrict or withdraw parental cover under
employees’ medical benefits
scheme.
The increase in the salary
limit for income-tax coverage
will be seen as a welcome relief by many employees.
This, coupled with the withdrawal of the 10% surcharge,
would be seen as beneficial
for the salaried class, particularly against the prevailing
backdrop of salary freezes
and reductions.

Esops make a comeback

—Parizad Sirwalla, Partner - Tax,

n May 1, 2009, the Pension Fund Regulatory
and Development Authority (PFRDA) threw open
the New Pension Scheme
(NPS) to all citizens of India.
NPS is a defined contribution pension scheme open to
any Indian citizen aged between 18 and 55.
The tax glitches NPS had
were expected to be sorted
out in the annual budget. But
that hasn’t happened.
The glitch
NPS by default sets the retirement age at 60. Once you
attain that age, you can use
the money that has accumulated to generate a regular
pension for yourself. In order to do this, you have to
compulsorily buy immediate
annuity from a life insurance company with 40% of

20

A good turn for employers
and employees alike
I

“Wealthy taxpayers owning
specified assets get relief
as the wealth-tax exemption limit of Rs 15 lakh has
been doubled to Rs 30 lakh
after a 17-year gap. With
surcharge being abolished,
the maximum tax rate is
now 30.9% as against
33.99%.”
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With FBT out, in-hand salaries will go up

—E Balaji, CEO & Director, Ma Foi

“The slashing of the 10%
surcharge on income tax is
a welcome move and
straight away raises the
take-home of middle-management and senior professionals by a couple of percents.”

Deduction in respect of interest
on loans taken
for higher education to be extended to all
fields of study

The scrapping of FBT should cheer India
Inc, feel experts. Employees too should
feel happy, for stock options will be
back, as would be cash-heavy packages.

the money that has accumulated. This means a maximum of 60% of the money
accumulated can be withdrawn.
However, unlike other taxsaving instruments such as
the Public Provident Fund
(PPF) and Employees’ Provident Fund (EPF), wherein
the amount at
maturity is taxfree, in case of
NPS this amount is taxable.
This makes NPS uncompetitive compared with comparable products such as
PPF, EPF, tax-saving mutual
funds and life insurance.
Over the years, the government’s stated intention has
been to move towards an exempt-exempt-taxed
(EET)
mode of taxation, wherein
the amount invested can be
deducted while calculating
the taxable income. The in-

terest earned is tax-free but
the amount received at maturity from investing in a tax
saving instrument is taxed.
NPS is the first product that is
in line with the EET system.
That’s sad, considering the
other tax-saving instruments
work on the exempt, exempt,
exempt (EEE) system, wherein amounts at
maturity
are
also tax-free.
By not addressing this issue, the finance minister has
effectively killed NPS even
before it took off.
Tax benefits
Section 80CCD allows for a
tax deduction for the amount
invested in NPS up to a maximum of Rs 1 lakh. But this
is not over and above the Rs 1
lakh limit available under
Section 80C. In fact, the combined limit of investments
made under Section 80C,
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80CCD and section 80CCC
(for investments made into
pension plans of insurance
companies) is Rs 1 lakh.
The finance minister has
corrected a major anomaly
in his budget speech.
Section 80CCD allowed deductions
for
pension
schemes started by the central government. The deduction was allowed only to employees (both government
and private). That’s the
catch.
From May 1, 2009, any citizen of India could start investing in NPS. This meant
that self-employed professionals or any individual
who is not an employee,
could not have claimed a deduction for investing in NPS.
The finance minister has
corrected. Now, any citizen of
India who starts investing in
the NPS can claim a deduc-

tion for investing in it. That’s
a positive development.
But, another complication
remains.
The deduction allowed is
limited to 10% of salary. This
means, even though an individual can and may invest
more than 10% of his salary
in NPS, the deduction allowed will be limited to 10%
of the salary. This is another
aspect that makes NPS investor unfriendly vis-a-vis
other competing products.
No clarity has been provided
on this.
Conclusion
The NPS has an annual
fund management charge of
0.0009%. This is extremely
low when compared with
other tax-saving products.
But by making the amount
on maturity taxable, the finance minister has effectively killed the good part.

Basic monthly salary (taxable)
Company's PF contribution
House Rent Allowance
Medical Allowance
Leave Travel Allowance
Reimbursements
Company car and driver
Mobile phone bill
Entertainment expenses
Books and periodicals
Total monthly salary (A)
Taxable income (basic salary x 12)
(assuming the entire HRA is taken as a deduction)
Deductions allowed under Section 80C
Deductions allowed under Section 80D (Mediclaim)
Taxable income after deductions
Tax
Tax payable for the first Rs 1.5 lakh
Tax payable between Rs 1.6 lakh and Rs 3 lakh (@10%)
Tax payable between Rs 3 lakh and Rs5 lakh (@20%)
Total tax payable
Add education cess (@3% of total tax payable)
Total tax payable including education cess
Total tax payable every month (B)
Professional tax payable every month (C)
Total monthly salary after taxes (A-B-C)

Those earning a taxable
salary of Rs 15 lakh and Rs
20 lakh will see their tax outflow going down by Rs 37,596
and Rs 53,046 respectively.
The dreaded 10% surcharge is also gone and this
will also help, coupled with a
marginal increase in exemption limits.
Of course the rest is up to
India Inc to ensure that this
momentum isn’t lost.
Since now cash reimbursements will not affect
their tax outflows, one expects that salary structures
will become more employee-friendly.
Increased cash in-hand to
employees might help offset
the effect of pay cuts and
might also get people to be
less tightfisted which may
just go to energise the overall sentiment. As an optimist
once
put
it
quite
eloquently— "at least it didn't get worse" — that is why I
am glad that the monsoons
are here … finally.

Scheme
A

Scheme
B

50,000
6,000
25,000
1,250
2,000

37,000
4,440
18,500
1,250
2,000

0
0
0
0
84,250
600,000

10,060
3,000
5,000
3,000
84,250
444,000

100,000
15,000
485,000

100,000
15,000
329,000

0
14,000
37,000
51,000
1530
52,530
4377.5
200
79,673

0
14,000
5,800
19,800
594
20,394
1699.5
200
82,351

