Salaries

Learning objectives:

· Terms of salaries

· Basis of charge

· Leave salary

· Gratuity

· Pension

· Retrenchment compensation

· Profit in lieu of salary

· VRS
· Allowances

· Perquisites

· Deduction from salary income

· Employees provident fund

· Tax on salary of non resident technicians

· Relief

· Terms of salary

· Relationship between payer and payee

· Covers all remuneration due/paid to a person in respect of service rendered by him under an express or implied contract of employment.
· Employer and employee

· Income from holding an office

· Payment received in capacity other than employee

1. It cannot be termed as a salary therefore it is not chargeable under the head salary.

· Foregoing of salary

· Includes,

· Salary from more than one source

· Salary under section 17(1)

· Surrender of salary

· Wages

· Any annuity or pension

· Any gratuity

· Any fees commission, perq or profits in lieu of or in add to salary or wages.

· Any advance of salary

· Leave salary
· RPF
· The contribution made by the central government in the previous year to the a/c of an employee under a pension scheme referred to in section 80CCD 
Basis of charge

· Any salary due from an employer (or a former employer) to an assessee in the previous year, whether actually paid or not.

· Salary paid or allowed to him in the previous year by or behalf of an employment (or a former employer) though not due or before it became due; and

· Any arrears of salary paid or allowed to him in the previous year by or behalf of an employer (or a former employer) If not charged to income tax earlier previous years
Leave salary
Leave encashment during the tenure of employment is chargeable to tax for all employees.

Leave encashment at the time of retirement for the government employees is exempt from tax.

Leave encashment at the time of retirement for the non government employees is partly or fully exempt from tax on the basis of the following 

· Period of earned leave to the credit of employee at the time of his retirement or leaving the job X average monthly salary.

· 10 X average monthly salary

· Rs 300000 

· Actually received

For the purpose of  the salary means

 Salary includes basis, DA (if taken into account for retirement benefit),commission on turnover
If the assessee receives leave encashment from more than one employer ,the aggregate amount shall not exceed Rs 300000

Gratuity

Gratuity for Government employees is fully exempt [section 10(10)(i)].

 In case of employees covered under Payment of Gratuity Act,

· Rs 3,50,000
· Actual gratuity received

· 15 /26 * last drawn salary *  every completed year of service or partin excess of 6 months 

Whichever is lower .
Salary means basic plus DA (if forming part of retirement benefits) [section 10(10)(ii) of Income Tax Act] 

 Any other gratuity is also exempt to same extent [section 10(10(iii)]of Income Tax Act] 

· Rs 3,50,000

· Actual gratuity received

· ½ * avg salary for the 10 months preceding the month of retirement* number of the fully completed years of service.

For the purpose of the salary means

 Salary includes basis, DA (if taken into account for retirement benefit),commission on turnover

The aggregate amount shall not exceed Rs 350000
Pension:
 UN commuted pension it is fully taxable to all the employees

Commuted pension

For the government employees it is fully exempt

For the others:
· if in receipt of gratuity

1/3 rd * full value of pension is exempt 

Net amount taxable is actual amount received (-) amount exempt

· if not in receipt of gratuity
½ * full value of pension is exempt
Net amount taxable is actual amount received (-) amount exempt

Retrenchment compensation

‘least of the following

· Amount determined under the industrial dispute act

· Actual amount received

· Rs 300000

Net amount taxable is actual amount received(-)amount exempt

Profit in lieu of salary

“profits in lieu of salary” includes—


(i)
the amount of any compensation due to or received by an assessee from his employer or former employer at or in connection with the termination of his employment or the modification of the terms and conditions relating thereto;

(ii)
any payment (other than any payment referred to in clause (10), clause (10A), clause (10B), clause (11), clause (12), clause (13) or clause (13A) of section 10), due to or received by an assessee from an employer or a former employer or from a provident or other fund, to the extent to which it does not consist of contributions by the assessee or interest on such contributions or any sum received under a Keyman insurance policy including the sum allocated by way of bonus on such policy.



Explanation.—For the purposes of this sub-clause, the expression “Keyman insurance policy” shall have the meaning assigned to it in clause (10D) of section 10;


(iii)
any amount due to or received, whether in lump sum or otherwise, by any assessee from any person—


(A)
before his joining any employment with that person; or


(B)
after cessation of his employment with that person

VRS (Voluntary Retirement)
It is exempt up to Rs 500000 if VRS is as per prescribed conditions. 

Allowances:
House rent allowance
 Exemption will be lowest of

· 50% of salary where residential accommodation is in Mumbai, Kolkata, Delhi or Chennai and 40% of at other place 

· Excess of rent paid over 10% of salary 

· Actual allowance paid.
 There will be no exemption if the residential accommodation is owned by employee or employee has not paid any rent for residential accommodation used by him [section  10(13A) of Income Tax Act and rule 2A] 

Salary means basic plus DA (if forming part of retirement benefits) plus commission (if fixed as a percentage of turnover). 
Other allowances
	children education fund (max 2 children)
	100 pmpc
	Net amount taxable is actual amount received(-)amount exempt

	hostel exp allowance
	300pmpc
	Net amount taxable is actual amount received(-)amount exempt

	running allowance for the transport employees
	70% of the amt received or 
Rs 6000 pm
	Net amount taxable is actual amount received(-)amount exempt

	transport allowance

	· general
	800 pm
	Net amount taxable is actual amount received(-)amount exempt

	· for handicap
	1600 pm
	Net amount taxable is actual amount received(-)amount exempt

	mining allowance
	800 pm
	Net amount taxable is actual amount received(-)amount exempt

	tribal allowance
	200 pm
	Net amount taxable is actual amount received(-)amount exempt

	composite hill compensatory allowance
	300-7000 pm
	Net amount taxable is actual amount received(-)amount exempt

	border, remote, disturbed area allowance
	200-1300 pm
	Net amount taxable is actual amount received(-)amount exempt

	underground allowance
	800 pm
	Net amount taxable is actual amount received(-)amount exempt


FULLY EXEMPTED ALLOWANCE
	Travelling 
	fully exempt if incurred for the performance of the duties

	daily allowance
	fully exempt if incurred for the performance of the duties

	conveyance allowance
	fully exempt if incurred for the performance of the duties

	helper allowance
	fully exempt if incurred for the performance of the duties

	academic allowance
	fully exempt if incurred for the performance of the duties

	uniform allowance
	fully exempt if incurred for the performance of the duties

	allowance given to the govt employees for the services rendered outside India
	fully exempt if incurred for the performance of the duties


Perquisites:

The following are exempt perquisites:


1. Interest free loan in respect of medical treatment for specified ailments.

2. Holiday home Health club sports and similar facilities made uniformly available to all employees.

3. Hotel accommodation up to 15 days on transfer.

4. Motorcar and Conveyance facility.

5. Medical facility in own hospital; public hospital; Government hospital or approved hospital.

6. Car credit card and club facility.

7. Use of computers and laptop.

8. Expenses on phones including mobile phones i.e. telephone facility.

9. Newspapers and periodicals.

10. Meals Tea coffee snacks etc provided.

11. Amount spent on the training of employee or on refreshment course.

12. Any kind of good of which employer is a producer and is supplied by him to his employee at concessional rate.

13. Recreational facility provided by employer to employee.

14. Perquisites outside India to citizen of India who is government employee.

15. Payment of the premium on the accidental policy of employee.

16. RFA provided to judges of HC or SC or official of parliament or union minister or leader of opposition in parliament.

17. Conveyance provided to judges of HC or SC.
 The following perquisites are exempt if the value does not exceed the prescribed limit.

· Interest on petty loans not exceeding Rs. 20000 in aggregate

· Educational benefit not exceeding Rs. 1000 per child per month.

· Medical reimbursement up to Rs. 15000 in a year.

· 25) Perquisites taxable only for specified employees          section 17(2) (iii)

· Gardner, watchman, sweeper or any other personal attendant          Rule 3(3).

· Gas, electricity, water facility




           Rule 3(4).

· Educational facility





           Rule 3(5).
Employee is specified employee if he falls under any 1 of the following 3 categories:
· He is any director of the company and is also employee of company.

· He is the employee with the substantial interest in the company i.e. he holds 20% or more of the voting power. 

· His income under the head “salaries” excluding non monetary perquisites exceeds Rs.50000. 

 Perquisites taxable for all kinds of employees:

· RFA----------------------------------------------------Section 17(2)(i) RWR 3(1).

· Accommodation at concessional rate --------Section 17(2)(ii) RWR 3(1).

· Employee’s obligation met by employer-----------------Section 17(2)(iv)

· Amount of premium paid by employer on behalf of employee--------Section 17(2)(v)

· Fringe benefits---------Section 17(2)(vi) RWR 3(7)

· Interest free or concessional loan

· Use of movable asset belonging to employer

· Transfer of a movable asset by employer to employee.

The value of any other fringe benefit or amenity (excluding the fringe benefits chargeable to tax under Chapter XII-H) as may be prescribed :

Provided that nothing in this clause shall apply to,—

1. the value of any medical treatment provided to an employee or any member of his family in any hospital maintained by the employer;

2. any sum paid by the employer in respect of any expenditure actually incurred by the employee on his medical treatment or treatment of any member of his family—

2.1. in any hospital maintained by the Government or any local authority or any other hospital approved by the Government for the purposes of medical treatment of its employees;

2.2. in respect of the prescribed diseases or ailments, in any hospital approved by the Chief Commissioner having regard to the prescribed guidelines :

Provided that, in a case falling in sub-clause (b), the employee shall attach with his return of income a certificate from the hospital specifying the disease or ailment for which medical treatment was required and the receipt for the amount paid to the hospital;

3. any portion of the premium paid by an employer in relation to an employee, to effect or to keep in force an insurance on the health of such employee under any scheme approved by the Central Government or the IRDA established under sub-section (1) of section 3 of the Insurance IRD Act, 1999 (41 of 1999), for the purposes of clause (ib) of sub-section (1) of section 36;

4. any sum paid by the employer in respect of any premium paid by the employee to effect or to keep in force an insurance on his health or the health of any member of his family under any scheme approved by the Central Government or the IRDA established under sub-section (1) of section 3 of the Insurance Regulatory and Development Authority Act, 1999 (41 of 1999), for the purposes of section 80D;

5. any sum paid by the employer in respect of any expenditure actually incurred by the employee on his medical treatment or treatment of any member of his family other than the treatment referred to in clauses (i) and (ii); so, however, that such sum does not exceed 15000 rupees in the previous year;

6. 
any expenditure incurred by the employer on—

6.1.1. medical treatment of the employee, or any member of the family of such employee, outside India;

6.1.2. travel and stay abroad of the employee or any member of the family of such employee for medical treatment;

6.1.3. travel and stay abroad of one attendant who accompanies the patient in connection with such treatment,

subject to the condition that—

· the expenditure on medical treatment and stay abroad shall be excluded from perquisite only to the extent permitted by the RBI; and

· the expenditure on travel shall be excluded from perquisite only in the case of an employee whose gross total income, as computed before including therein the said expenditure, doesn’t exceed 200000  rupees;

7. any sum paid by the employer in respect of any expenditure actually incurred by the employee for any of the purposes specified in clause (vi) subject to the conditions specified in or under that clause :

Provided further that for the assessment year beginning on the 1st day of April, 2002, nothing contained in this clause shall apply to any employee whose income under the head “Salaries” (whether due from, or paid or allowed by, one or more employers) exclusive of the value of all perquisites not provided for by way of monetary payment, does not exceed one lakh rupees.

8. Explanation.—For the purposes of clause (2),—

I. “hospital” includes a dispensary or a clinic or a nursing home;

II. “family”, in relation to an individual, shall have the same meaning as in clause (5) of section 10; and

III. “gross total income” shall have the same meaning as in clause (5) of sec 80B;

Rent Free unfurnished Accommodation
In case of private sector employees, value of perquisite of rent free unfurnished accommodation is taken as follows – 

If owned by employer –

1. If population of city exceeds 25 lakhs - 15%,
2. if population exceeds 10 lakhs but below 25 lakhs - 10% 
3. In other cases - 7.5%. 

In case of Government Employees, value will be rent as per rules framed by Government, as reduced by sum actually paid 
Salary includes basis, DA (if taken into account for retirement benefit), bonus, commission, fees and all taxable allowances. 

In case of hotel accommodation

24% of the salary paid /payable or actual charges paid /payable whichever is lower (less) amount paid/payable by the employee
Valuation of furnished accommodation –

If accommodation is furnished, in addition to above, 10% of cost of furniture (including TV, radio, refrigerator, AC etc.), 

if owned by employer, will be treated as perquisite. If the furniture is hired from third party, actual hire charges less any amount recovered from employee will be the perquisite. 

Perquisites which will not be added to salary if employer covered under FBT 

Remaining perquisites will be  considered as Fringe Benefit and will be considered for FBT. Hence, perquisites like motor car, lunch, refreshment, travelling, touring, gift, credit card, club etc. will be added to salary only in cases where employer in individual or HUF and is not liable to FBT. 

Valuation of motor car

· if car is owned or hired by employer and provided for personal purposes of employees, valuation will be expenditure incurred by employer on running and maintenance plus remuneration of chauffer plus normal wear and tear @ 10% on actual cost less amount charged to employees. 

· If motor is partly for official and partly for personal purposes and expenses are reimbursed by employer, perquisite value per month is Rs 1, 2000 per month if engine cubic capacity is up to 1.6 litres and Rs 1,600 per month if cubic capacity of engine exceeds 1.6 litres. 

· If motor is partly for official and partly for personal purposes and expenses are reimbursed by employer, perquisite value per month is Rs 1,200 per month if engine cubic capacity is up to 1.6 litres and Rs 1,600 per month if cubic capacity of engine exceeds 1.6 litres. If chauffer is provided, value of perquisite will be Rs 600 per month. 

· If motor is partly for official and partly for personal purposes and expenses are met by employee, perquisite value per month is Rs 400 per month if engine cubic capacity is up to 1.6 litres and Rs 600 per month if cubic capacity of engine exceeds 1.6 litres. If chauffer is provided, value of perquisite will be Rs 600 per month. 
· Other amounts paid - Club fees paid on behalf of employee, insurance premiums paid on behalf of employee, income tax paid on behalf of employee are all treated as perquisites and its cost is added to income of employee. 

Gifts: Gifts up to Rs 5,000 per year are exempt

Gas electricity or water supply
 Some benefits like gas, electricity, water are valued at actual cost to employer. If these are provided from own sources, value will be manufacturing cost incurred per unit, less amount recovered from employee. 

Domestic servants
 Actual cost to employer for sweeper, gardener, watchman or personal attendant will be value of perquisite.
Use of movable assets

 If some movable asset is provided to employee, perquisite will be @ 10% of the cost of asset or rent paid, as reduced by sum paid by employee. 

Loans to employees at concessional rate

Calculate interest on basis of SBI lending rates, reduced interest paid by employee and difference will be the value of perquisite. 
Deductions from salaries.

Section 16. The income chargeable under the head “Salaries” shall be computed after making the following deductions, namely:—


(ii)
a deduction in respect of any allowance in the nature of an entertainment allowance specifically granted by an employer to the assessee who is in receipt of a salary from the Government, a sum equal to one-fifth of his salary (exclusive of any allowance, benefit or other perquisite) or Rs 5000, whichever is less;


(iii)
a deduction of any sum paid by the assessee on account of a tax on employment within the meaning of clause (2) of article 276 of the Constitution, leviable by or under any law.

Exp---

·  It is on the payment basis not on the accrual basis.
· If the professional tax paid by the employer then it is first included in the total income and the deduct under the 16(iii).
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