A New method of Tax planning to reduce Fringe Benefit Tax, without any disallowance under Income Tax and to Increase the PAT for all Trading concerns like Firm, Company, etc., which does not have a chance to take service tax credit paid by them.

Under mentioned Illustration shows detail method to Tax Planning:

Let us assume M/s. Xyz & Co., is a partnership firm doing a wholesale trading & Distributor business of Biscuits for Tamil Nadu, as a dealer for Britania, Sunfeast, Krack Jack, Bread, etc., which doesn’t have a chance to do a service oriented business and also doesn’t take Service tax credit for the service taxes paid by them through their expenditure. 

Chart showing their Trading, Profit & Loss account, Fringe benefit tax calculation and Income Tax Calculation, before Tax Planning:

	M/s. Xyz & Co.

	Trading and Profit & Loss Account for the year ended 31.03.2xxx
	Statement Showing Calculation of Fringe Benefit Tax
	Computation of Total Income Statement & Tax on Total Income

	 
	 
	 
	 [Rs. in Lacs] 
	 
	 
	 [Rs. in Lacs] 
	 
	 
	 [Rs. in Lacs] 

	Particulars
	 Amount 
	Particulars
	 Amount 
	Particulars
	 Details 
	 Amount 
	Particulars
	Details
	Amount

	 
	 Rs. 
	 
	 Rs. 
	 
	 Rs. 
	 Rs. 
	 
	Rs.
	Rs.

	To Opening Stock
	       5.00 
	By Sales
	   335.00 
	
	
	 
	
	
	 

	To Purchases
	  305.00 
	By Closing Stock
	       4.20 
	Total Value of Fringe Benefit Paid
	 
	A. Income from Business:
	 

	To Others Direct Exp.
	       5.00 
	
	 
	[Debit in P&L A/c.]
	
	 
	  Net profit as per P&L A/c.
	
	18.64

	 
	
	
	 
	  - Telephone Exp.
	         0.95 
	 
	
	
	 

	To Gross Profit
	    24.20 
	
	 
	  - Salesman Mobile
	         1.11 
	      2.06 
	
	GROSS TAXABLE INCOME
	18.64

	Total
	  339.20 
	Total
	   339.20 
	
	
	 
	(-)Deduction Under Chapter VI-A
	0.00

	To Other Indirect Exp.
	       2.50 
	By Gross Profit
	     24.20 
	Total Taxable Value of Fringe Benefit
	
	TOTAL TAXABLE INCOME 
	18.64

	To Telephone Exp.
	       0.95 
	
	 
	
	
	 
	
	
	 

	To Salesman Mobile 
	       1.11 
	
	 
	@ 20% for the above Rs.
	         2.06 
	      0.41 
	1. Tax @ 30% due on Rs.
	18.64
	5.59

	To Partners Remuneration
	       1.00 
	
	 
	
	
	 
	2. Add: Surcharge @ @ 10%
	0.56

	 
	
	
	 
	Total Fringe Benefit Tax 
	
	 
	3. Add: Educational Cess @ 2%
	0.12

	To Net Profit before Tax
	    18.64 
	
	 
	
	
	 
	4.Total Tax Payable
	
	6.27

	Total
	    24.20 
	Total
	     24.20 
	@ 33.66% on above Rs.
	         0.41 
	      0.14 
	
	
	 

	To Provision for FBT
	       0.14 
	To Net Profit before Tax
	     18.64 
	 
	 
	 
	 
	 
	 

	To Provision for Income Tax
	       6.27 
	
	 
	
	
	 
	
	
	 

	 
	
	
	 
	% of Phone&Mobile/Sales
	0.61%
	
	
	 

	To Profit after Taxes
	    12.23 
	
	 
	% of PAT / Sales
	
	3.65%
	
	
	 

	Total
	    18.64 
	Total
	     18.64 
	% of FBT / Sales
	
	0.04%
	
	
	 

	 
	
	
	 
	% of Income Tax / Sales
	
	1.87%
	
	
	 

	Note : In above Telephone Exp. & Salesman Mobile Charges Includes Service Tax Paid for it.
	 
	 
	 
	 
	 
	 


From the above Chart, M/s. Xyz & Co., has to pay a Fringe Benefit Tax of Rs.14 thousand plus, for making allowable expenses of Telephone Charges & Salesman Mobile Charges Paid under Income Tax Act. And it has to pay an Income tax of Rs.6.27 lacs plus. [Before Tax Planning]

Method of Tax Planning:

Now M/s.Xyz & Co., has to Prepare it books of Accounts accordingly by segregating the Service taxes paid for its Telephone Exp. & Salesman Mobile Charges by passing the Journals  of Debiting the value of Telephone Exp. & Salesman Mobile phone charges in separate ledger heads and again debit their corresponding Service tax amount paid in a separate head of ledger under Service Tax Paid, and crediting the consolidate amounts on Bank Account or Cash. Since Service Tax paid is allowable expenses under Income Tax Act, 1961

Now the same above chart is modified by this method of tax planning, which shows a net gain in reduction of fringe benefit tax payable, without any change in the Income Tax Payables and by this increasing the PAT.

	M/s. Xyz & Co.

	Trading and Profit & Loss Account for the year ended 31.03.2xxx
	Statement Showing Calculation of Fringe Benefit Tax
	Computation of Total Income Statement & Tax on Total Income

	 
	 
	 
	 [Rs. in Lacs] 
	 
	 
	 [Rs. in Lacs] 
	 
	 
	 [Rs. in Lacs] 

	Particulars
	 Amount 
	Particulars
	 Amount 
	Particulars
	 Details 
	 Amount 
	Particulars
	Details
	Amount

	 
	 Rs. 
	 
	 Rs. 
	 
	 Rs. 
	 Rs. 
	 
	Rs.
	Rs.

	To Opening Stock
	       5.00 
	By Sales
	   335.00 
	
	
	 
	
	
	 

	To Purchases
	  305.00 
	By Closing Stock
	       4.20 
	Total Value of Fringe Benefit Paid
	 
	A. Income from Business:
	 

	To Others Direct Exp.
	       5.00 
	
	 
	[Debit in P&L A/c.]
	
	 
	  Net profit as per P&L A/c.
	
	18.64

	 
	
	
	 
	  - Telephone Exp.
	         0.84 
	 
	
	
	 

	To Gross Profit
	    24.20 
	
	 
	  - Salesman Mobile
	         0.99 
	      1.83 
	
	GROSS TAXABLE INCOME
	18.64

	Total
	  339.20 
	Total
	   339.20 
	
	
	 
	(-)Deduction Under Chapter VI-A
	0.00

	To Other Indirect Exp.
	       2.50 
	By Gross Profit
	     24.20 
	Total Taxable Value of Fringe Benefit
	
	TOTAL TAXABLE INCOME 
	18.64

	To Telephone Exp.
	       0.84 
	
	 
	
	
	 
	
	
	 

	To Salesman Mobile 
	       0.99 
	
	 
	@ 20% for the above Rs.
	         1.83 
	      0.37 
	1. Tax @ 30% due on Rs.
	18.64
	5.59

	To Service Tax Paid
	       0.23 
	
	 
	
	
	 
	2. Add: Surcharge @ @ 10%
	0.56

	To Partners Remuneration
	       1.00 
	
	 
	Total Fringe Benefit Tax 
	
	 
	3. Add: Educational Cess @ 2%
	0.12

	 
	
	
	 
	
	
	 
	4.Total Tax Payable
	
	6.27

	To Net Profit before Tax
	    18.64 
	
	 
	@ 33.66% on above Rs.
	         0.37 
	      0.12 
	 
	 
	 

	Total
	    24.20 
	Total
	     24.20 
	FBT Reduction by Tax Planning
	 Rs. 
	 Rs. 
	 Rs. 
	
	 

	To Provision for FBT
	       0.12 
	To Net Profit before Tax
	     18.64 
	
	         0.12 
	      0.14 
	                                      0.02 
	
	 

	To Provision for Income Tax
	       6.27 
	
	 
	
	 After Tax Planning 
	 BeforeTax Planning 
	Increase in % of Gain by Tax Planing
	
	 

	 
	
	
	 
	
	
	
	
	
	 

	To Profit after Taxes
	    12.24 
	
	 
	% of Phone & Mobile/Sales
	0.55%
	0.61%
	-0.069%
	
	 

	Total
	    18.64 
	Total
	     18.64 
	% of PAT / Sales
	3.65%
	3.65%
	0.005%
	
	 

	 
	
	
	 
	% of FBT / Sales
	0.04%
	0.04%
	-0.005%
	
	 

	Note : In above Telephone Exp. & Salesman Mobile Charges Excludes Service Tax Paid for it, which is shown separately.
	% of I.T. / Sales
	1.87%
	1.87%
	0.000%
	 
	 


 Thus, in nutshell by following the above mentioned tax planning for all trading business concern for which FBT is applicable and service tax credit is not taken by them, can follow this method of accounting the service tax paid separately in their books of accounts, for the all expenses for which fringe benefit tax are applicable, and thus making service tax paid is allowable expenditure under Income Tax Act and reducing the fringe benefit tax.

