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OBJECTIVE
The Payment of Bonus Act, 1965 aims at providing for the pay t of bonus (linked with

ABSTRACT OF PAYMENT OF BONUS ACT, 1965 AND RULES, 1975

AVAILABLE SURPLUS

profits and productivity) to the employees of certain establishments and for
concerned therewith.

APPLICABILITY
The Act extends to the whole of India and applies to the p ployed in every factory
and establishment employing not less than 20 persons (including part times employees) on
any day during an accounting year. The establishments once covered under the Act shall
continue to pay bonus even if the number of employees falls below 20 subsequently.
The word *factory’ shall have the same meaning as in clause (m) of section 2 of the Factories
Act, 1948, But the term 'factory” does not include a mine subject to the operation of the Mines
Act, 1952 or a Railway running shed.
Also ploy ployed through ¢
Bonus.
On the other hand, establishment in private sector means any establishment other than an
establishment in public sector.

DEFINITION OF AN EMPLOYEE
An ‘employee’ under the Act means any person other than appr engaged for

s on building operations are entitled for

Availabl plus in any ing year is ted under secti 5 of the Act. The
PR lits &8
provided by section 5 of the Act in resy ofany ting year shall be the gross profit for

that year after deducting the sums referred to in section 6 of the Act. Prior to the Payment of
Bonus (Amendment) Act, 1969 one of the sums referred in section 6 was the tax which the
employer was liable to pay for the accounting year in respect of his income, profits and gains
during the year.

Under clause 1(iii) of the Third Schedule if the directors of a company once decide to declare
a particular amount as dividend for the previous year and set apart the required amount from
the General Reserve, it relates back to the date of the commencement of the accounting year.
Hence the t subseq ly declared as dividend is ible from Reserves though
on the date of commencement of the year no dividend was declared. Strict interp ion of
the expression “on the date of the commencement of the year” is not possible.

CALCULATION OF BONUS

Since the bonus is normally paid before the assessment of income tax and also various
factors like depreciation, Develop t Ret Reserve and Direct Taxes as prescribed are to
be taken into ation for calculation of Bonus, it is not easy hence it should be made by

hire/reward whether the terms of employment be express or implied and includes
supervisors/managerial and administrative employees drawing salary/wages not exceeding
Rs.10,000 per month. For eligibility bonus, it is immaterial as to whether an employee is
workman or not under section 2(s} of the Industrial Disputes Act, 1947. Every employee not
drawing salary/wages beyond Rs. 10,000 per month who has worked for notless than 30 days
in an accounting year, shall be eligible for bonus for a minimum of 8.33% of the salary/wages
even if there is a loss in the establist whereas a il of 20% of the employee's
salary/wages is payable as bonus in an accounting year, However, in case of the employees’
salary/wages range of Rs, 3,500 to Rs.10,000 per month for the purpose of payment of banus,
their salaries/wages would be deemed to be Rs.3,500 per month*. Bonus is payable to Daily
Wagers as well.

ELIGIBILITY FOR BONUS
An Employee will be entitied only when he has worked for 30 working days in the subject year
{see section 8). For the purpose of ing the imum 30 working days, an employee shall
be deemed to have worked, during the day(s) of (i} Lay OFf; (i) Leave with Wages; (iii) Temporary
disabl. t i by tin course of employment; or (iv) Maternity Leave.
COMPONENT OF SALARY OR WAGES FOR PAYMENT OF BONUS
HELD TO BE WAGES HELD NOT TO BEWAGES
Dearness or Variable Allowance, Retaining | AdhocAllowance, Family Allowance, House Rent
Allowance. Allowance and Tiffin Allowance.
City Compensatory Allowance. Subsistence Allowance.
Lay Off Compensation paid to the Value of Uniform and Chappals.

workmen during Lay off [of payable to the Sal

INFANCY BENEFIT FOR NEW ESTABLISHMENTS

ts expert preferably the Chartered Accountant.
METHOD OF BONUS CALCULATION

1.  Calculate Gross profit in the manner specified in:
a. First Schedule. in case of a Banking Company, or
b. Second Schedule, in any other case.

2. Calculation of Available surplus:
Available Surplus = A+B, where,
A=Gross Profit {-) Depreciation admissible u/s 32 of the Income tax Act (-) Development
rebate or investment allowance (-) Direct Taxes Payable for the accounting year
(calculated as per section 7) (-) Sums specified in the Third Schedule.
B=Direct Taxes (calculated as per section 7) in respect of gross profits for the
immediately preceding accounting year (-} Direct Taxes in respect of such gross profits
as reduced by the amount of Bonus for the immediately preceding year.

3, Allecable Surplus=60% of Available Surplus (67% in case of Foreign company).

4. Make adjustment for Set On and Set Off:

For calculating the tof bonus in respect of an ing year, Allocate Surplus
is puted after ing the amount of Set On and Set Off from the previous
years, as illustrated in the Fourth Schedule.

5. TheAllocable Surplus so computed is distributed amongst the employees in
proportion to employees in proportion to salary or wages received by them during the
relevantaccounting year.

FORFEITURE OF BONUS (Section 9 and 18}

An employee who is d from service on the grounds of fraud, riotous or violent
behavior at the pr of the establishment or for the theft, misappropriation or
i duct of ing Fi ial Loses to the employer or sabotage of any property of the

t as contained in tion 9 of the Pay t of Bonus Act shall not only, be

Forthe first five ting years, following the ing year in which the employer sells
goods/renders services, bonus is payable only in respect of the ing year, in which
profits are made but the provisions of set-on and set-off would notapply. To be more specific,
if there are no profits, the liability for payment of bonus will accrue after 6 years i.e. the
seventh year.

When the employer has derived losses in relevant five accounting years, therefore,
petitioners are notentitled for payment of bonus under the Payment of Bonus Act. As regards
bonus ly paid for ting year y to statute, it will not confer right to pay
the bonus in the subsequentyear.

MINIMUM BONUS
Minimum Bonus to be paid to the employee is Rs.100.
ACCOUNTING YEAR
Section 2(1) of the Act defines accounting year as defined in relation to (i) a corporation, (i) a
Company, and (iii) any other cases. In case of corporation accounting year means the year
ending on the day on which the books and accounts of the corporation are closed and
balanced. In case of a company, it means the period in respect of which, any profit and loss
account of the company laid before it in annual general meeting is made up, whether that
period Is a year or not. In any other case it the year ing on the 1stday of April,
or if the of an ined by the employer thereof are closed or
balanced on any day other than the 31st day of March, then at the option of the employer, the
year ending on the day on which the ts are so closed and bal d
ACCOUNTABLE SURPLUS
In case of a company other than banking company allocable surplus means 87% of the
available surplus in an accounting year of the company which has not made the
arrangements prescribed under the Income-tax Act for the declaration and payment within
India of the dividends payable out of its profits in accordance with the provisions of section
194 of that Act. In all other cases allocable surplus in an accounting year.

h + T

*Please Check the Rates with Labour Department
To be displayed for reference only. In case of any Doubt/Explanation, ph tact
Labour Department of your area or REFER TO STATUTES.

disqualified from receiving the bonus for the accounting year in which he was dismissed but
also for past years remained unpaid to him.

LIMIT FOR PAYMENT OF BONUS (Section 19)
All amounts payable to an employee by the way of Bonus are to be paid in CASH within 8
months from the close of accounting year.

OBLIGATIONS OF EMPLOYERS

Maintenance of Registers, Records, etc.
As per rule 4 of the Payment of Bonus Rules, 1975 every employer shall prepare and maintain
the following registers, namely:
(a) a register showing the computation of allocable surplus referred to in clause (4) of section
2,inFormA;
(b) a register showing the set-on and set-off of the allocation surplus, under section 15, in
FormB;
(c) a register showing the details of the amount of bonus due to each of the employees, the
deductions under secti 17 and 18 and the amount actually disbursed, in Form C.
Submission of annual returns
Every employer shall send a return in Form D to the inspector so as to reach him within 30
days after the expiry of the time-limit specified in Section 19 of the Act for payment of bonus.
Penalty (Section 28)
Ifany person—
(a) any of the provisi of the Act or any rule made there under; or
(b) to whom a direction is given or a requisition is made under this Act fails to comply with the
direction or requisition, he shall be punishable with impri t for a term which may
extend to six months, or with fine which may itooneth d rupees, or with both.
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