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ESI contribution rates reduced

The Employees’ State Insurance Corporation (ESIC), a statutory body, is set up under the
Employees’ State Insurance (ESI) Act, 1948. The body administers the scheme of ESI and
protects the interests of the employees thereunder and their immediate dependents who
are entitled to medical facilities in unforeseen situations. The scheme also ensures cash
benefits in the event of specified contingencies resulting in loss of wages or earning capacity.
The insured women are entitled to maternity benefit for confinement.

The ESI Act, applies to following categories of factories and establishments in the
implemented areas:

¢ Non-seasonal factories using power and employing 10 or more persons drawing a
salary not more than Rs.21,000

¢ Non-seasonal and non-power using factories and establishments employing 20 or
more persons drawing a salary not more than Rs.21,000

A major decision was taken by the Union Government on 13th June, 2019 to reduce the
rates of both employee’s and employer’s contribution towards ESI. This reduced rate of
contribution will take effect from the 1st July 2019.

The reduction in rate would be from the erstwhile 6.50% to 4%. The comparison of the
rates existing currently and the new rates are as under:

Contribution Ratio old Revised
Employer Contribution 4.75% 3.25%
Employee Contribution 1.75% 0.75%
Total 6.50% 4.00%

The move is aimed at formalizing India’s informal workforce and expanding social security
coverage. The move is also aimed to provide substantial relief to workers and business
establishments and to facilitate further enrollment of workers under the ESI scheme and
bring more and more workforce into the formal sector. It is also expected that such
reduction might lead to the improved compliance of law and will also encourage other
small & medium business organizations to comply under the ESIC laws.
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A sample comparative working on how the reduced rate will work is provided below:

Prior to W.e.f.
1t July 2019 1st July, 2019

Particulars

Basic Wage as per
Minimum Wages Act, 1948 (assumed) 12,5010 L2AR0Y
HRA 5,000 5,000
Gross Salary (A) 17,500 17,500
Less: Employee’s Social Security Contribution:
Employee Contribution of EPF 1,500 1,500
Employee Contribution of ESI 306 131
Total Deduction (B) 1,806 1,631
Take Home Salary 15.694 15.869
(C) = (A) - (B) ’ ’
Employer’s Social Security Contribution:
Employer Contribution — ESI 831 569
Employer Contribution — EPF 1,500 1,500
Total Social Security 2331 2.069
Contribution (D) ’ ’
Cost to the employer (E) = (A) + (D) 19,831 19,569

As it can be observed in the above illustration, the take home salary of the employee
increases by Rs.175 per month and the cost to the employer reduces by Rs.262 per month
per employee.
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The Governments move of reduction of ESI contribution should encourage to improve
compliance and coverage of the scheme in coming periods. According to Government
estimates, it should benefit 36 million employees working in more than 1.3 million
organizations, who are enrolled under ESIC and will encourage other small and medium
business organizations to comply under the ESIC laws.

Further, overall cost of healthcare also reduces because the same facility available in the
ESI enrolled hospitals will now be available at reduced cost for the employees covered
under the ESIC scheme.
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Advith Consulting is a multi-disciplinary consulting Firm offering range of
services to cater clients with their professional needs. What makes Advith
Consulting, a class apart is:

< Energetic, experienced and vibrant professionals driven by knowledge-
centric client servicing practices.

< Fluidic organization helping clients achieve their business goals by
providing solutions to various requirements by seamlessly integrating all
professional services.

< Belief in upholding the highest standards of business ethics with a
total commitment to quality.

> Adequately backed by a committed team of employees, talent and
expertise in multiple areas, which is the key for timely deliverables.

Reach us at :
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No. 72/1, 1st Floor, Jnanodaya School Road,
Shankarapark, Shankarapuram, Bangalore 560 004

& 6364133111, 080 49589484;
€§§} info@advithconsulting.in

% www.advithconsulting.in

Follow us on :
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DISCLAIMER: The content of this alert is intended solely for the purpose of information. This should not be treated

as a technical tax advice for making decisions. You would have to contact your tax advisor to seek specific applicability

of the contents of the alert for your case. We bear no responsibility of any loss occasioned to any person acting or

refraining from action as a result of any material in this alert.



https://www.facebook.com/advithconsulting/
https://www.linkedin.com/company/advith-consulting-llp/?trk=biz-companies-cym#
https://twitter.com/advith_consult
https://www.instagram.com/advithconsulting/

