Chapter 3
Income under the Head "Salaries"

1 Employer and employee relationship

An income can be taxed under the head "Salaries" only if there is a relationship of an employer and employee between the payer and the payee. An employer is one who not only directs what and when a thing is to be done but how it is to be done, and the employee is one who is bound to carry out the instruction given to him by such employer.

In the following cases there is no employer and employee relationship and hence such income shall not be taxable under the head salary:


(a)
Salary of a member of parliament — Taxable under the head other sources. However, salary of a Cabinet Minister or Chief Minister is taxable under the head salary.

(b)
Salary of a partner in the same has been allowed to the firm — Taxable under the head PGBP


(c)
Salary of a guest lecturer — Taxable under the head other sources

The general rule is that salary will be deemed to accrue or arise at a place where the services are rendered. However, there is one exception to this rule. Salary receivable by a citizen of India who is a Government employee and who is posted outside India shall be deemed to accrue or arise in India although service are rendered outside India. However, overseas allowances and perquisites received outside India by him shall be exempt under section 10(7).

2 Basis of Charge [Section 15]

As per section 15, the following income shall be chargeable to income-tax under the head "Salaries":


(a)
any salary due from an employer or a former employer to an assessee in the previous year, whether paid in that previous year or not;


(b)
any salary paid or allowed to him in the previous year by or on behalf of an employer or a former employer though not due in that previous year or before it became due to him;


(c)
any arrears of salary paid or allowed to him in the previous year by or on behalf of an employer or a former employer, if not charged to Income-tax in any earlier previous year.
Question 1: X is an employee of ABC Ltd. getting a salary of Rs. 25,000 per month which is 'due' on the last day of the month but is paid on the 7th of next month. Salary for which months will be taxable for assessment year 2010-11?

Question 2: In the above case, assume that salary becomes due on the 1st of next month and is paid on the 7th of the next month. Salary for which months will be taxable for assessment year 2010-11?

3. Meaning of Salary

Salary includes—


(i)
wages;


(ii)
any annuity or pension;


(iii)
any gratuity;


(iv)
any fees, commissions, perquisites or profits in lieu of or in addition to any salary or wages;


(v)
any advance of salary;


(vi)
any payment received by an employee in respect of any period of leave not availed by him;


(vii)
employer's contribution to the recognized provident in excess of 12% of employee's salary and interest credited to the recognised provident fund in excess of 9.5% p.a.;


(viii)
the aggregate of all sums that are comprised in the transferred balance of an employee participating in a recognised provident fund to the extent to which it is chargeable to tax;


(ix)
the contribution made by the Central Government or any other employer in the previous year, to the account of an employee under a notified pension scheme referred to in section 80CCD.

From the gross salary, the following two deductions are allowed under section 16:


(i)
Deduction for entertainment allowance [Section 16(ii)]; and


(ii)
Deduction on account of any sum paid towards tax on employment [Section 16(iii)].

Gross Salary minus the above two deduction is the amount taxable under the head salaries.
4. House Rent Allowance Section 10(13A) and Rule 2A
HRA is exempt under section 10(13A) to the extent of the minimum of the following three amounts:
	House situated in Delhi, Mumbai Chennai & Kolkata
	House situated in any other city

	Minimum of the following 3 limits
	Minimum of the following 3 limits

	
(i)
Allowance actually received; or
	
(i)
Allowance actually received; or

	
(ii)
Rent paid in excess of 10% of salary; or
	
(ii)
Rent paid in excess of 10% of salary; or

	
(iii)
50% of salary
	
(iii)
40% of salary

	Meaning of salary: Basic salary plus D.A. to the extent the terms of employment so provide plus commission if fixed percentage of turnover. Salary is to be taken on due basis.


Question 3: A is entitled to a basic salary of Rs. 50,000 p.m. and dearness allowance of Rs. 10,000 per month, 40% of which forms part of retirement benefits. He is also entitled to HRA of Rs. 20,000 p.m. He actually pays Rs. 20,000 p.m. as rent for a house in Delhi. Compute the taxable HRA.

Question 4: X is employed at Delhi as the Finance Manager of R Company Ltd. The particulars of his salary for the previous year 2009-10 are as under:




Rs.


(i)
Basic Salary
30,000 p.m.


(ii)
Dearness Allowance (forming part of basic salary)
10,000 p.m.


(iii)
Conveyance Allowance for personal purpose
 5,000 p.m.


(iv)
Commission @ 2% of the turnover achieved which was Rs. 22,50,000

during the previous  year and the same was evenly spread. 
 45,000


(v)
House Rent Allowance
15,000 p.m.

The actual rent paid by him is Rs. 10,000 p.m. for an accommodation at Noida till 31-12-2009. From 1-1-2010 the rent was increased to Rs. 20,000 p.m. Compute the taxable HRA.

Question 5: Mr. X is employed with ABC Ltd. on a basic salary of Rs. 30,000 per month. He is also entitled to a dearness allowance of 20% of basic salary. 70% of the dearness allowance is included in salary for retirement benefits. The company gives him HRA of Rs. 15,000 per month.

With effect from 1-1-2010 he receives an increment of Rs. 5,000 in his basic salary.

During the previous year 2009-10 he has received arrears of salary pertaining to earlier years amounting to Rs. 40,000.

X was staying with his parents till 31-10-2009. From 1-11-2009 he takes an accommodation on rent in Delhi and pays Rs. 12,500 per month as rent for the accommodation.
Compute his gross salary for the assessment year 2010-11.

5. Prescribed allowances which are exempt to a certain extent [Section 10(14)]

Prescribed allowances which are exempt under section 10(14) are of the following two types:


(i)
Special allowances for performance of official duties: These allowances are not in the nature of a perquisite within the meaning of section 17(2) and are specifically granted to meet expenses wholly, necessarily and exclusively incurred in the performance of duties of an office or employment of profit. These allowances will be exempt the extent such expenses are actually incurred for that purpose. [Section 10(14)(i)].


(ii)
Allowances to meet personal expenses: These allowances are granted to the employee to meet his personal expenses either at the place where the duties of his office or employment of profit are ordinarily performed by him or at the place where he ordinarily resides These allowances are exempt to the extent prescribed. [Section 10(14)(ii)].

(i) Allowances for performance of official duties are exempt to the extent of 

-
actual amount received or 

-
the amount spent for the performance of the duties of an office or employment of profit, whichever is less.

These allowances are


(a)
Travelling allowance: Any allowance granted to meet the cost of travel on tour or on transfer of duty.


(b)
Daily allowance: Any allowance, whether granted on tour or for the period of journey in connection with transfer, to meet the ordinary daily charges incurred by an employee on account of absence from his normal place of duty;


(c)
Conveyance allowance: Any allowance granted to meet the expenditure incurred on conveyance in performance of duties of an office or employment of profit, provided that free conveyance is not provided by the employer;


(d)
Helper allowance: Any allowance, by whatever name called, granted to meet the expenditure incurred on a helper where such helper is engaged for the performance of the duties of an office or employment of profit;


(e)
Academic allowance: Any allowance, by whatever name called, granted for encouraging academic, research and training pursuits in educational and research institutions.


(f)
Uniform allowance: Any allowance, by whatever name called, granted to meet the expenditure incurred on the purchase or maintenance of uniform for wear during the performance of the duties of an office or employment of profit.
(ii) Allowances to meet personal expenses which are exempt to the extent of 
· amount received or 

· the limit specified, 

whichever is less

	Nature of benefit/allowance/perquisite
	Amount of exemption

	
(i)
Children education allowance
	Rs. 100 p.m. per child for a maximum of 2 children

	
(ii)
Hostel expenditure allowance
	Rs. 300 p.m. per child for a maximum of 2 children

	
(iii)
Special compensatory (Tribal area/ Schedule area/Agency area) allowance
	Rs. 200 p.m.

	
(iv)
Transport allowance
	Rs. 800 p.m. but for handicapped employees Rs. 1600 p.m.

	
(v)
Allowance to transport employees
	70% of the allowance, maximum Rs. 6000 p.m.

	
(vi)
Underground allowance
	Rs. 800 p.m.


6. Allowances which are exempt in case of certain persons


(i)
Allowances to a citizen of India, who is a Government employee, rendering services outside India. [Section 10(7)]


(ii)
Allowances to High Court judges


(iii)
Sumptuary allowance given to High Court and the Supreme Court judges.


(iv)
Allowance received by an employee of UNO from his employer.

7. Allowances which are fully taxable

All other allowances excepting those discussed above are fully taxable. Some of such allowances are enumerated as under:


(1)
Dearness Allowance (DA)


(2)
City Compensatory Allowance (CCA)


(3)
Medical Allowance: Fully taxable. 


(4)
Lunch Allowance/tiffin allowance 


(5)
Overtime Allowance


(6)
Servant Allowance


(7)
Warden Allowance


(8)
Non-practising Allowance


(9)
Family Allowance

	8. Taxability of Perquisites


Who is a specified employee [Section 17(2)(iii)]
An employee shall be a specified employee, if he falls under any of the following three categories:


(i)
he is a Director of a company; or


(ii)
he, i.e. the employee, has a substantial interest in the company i.e. 20% voting power.


(iii)
his income under the head 'Salaries' (whether due from, or paid or allowed by, one or more employers), exclusive of the value of all benefits or amenities not provided for by way of monetary payment, exceeds Rs. 50,000. Income, for this purpose, shall include all taxable monetary payments like basic salary, dearness allowance, bonus, commission, taxable allowances/perquisites but shall not include the value of any non-monetary benefits/perquisites.
(A) Perquisites which are taxable in case of all employees

(1) Rent free accommodation
Accommodation provided to the employee may be—


(a)
unfurnished


(b)
furnished

Further, such accommodation may be provided:


(i)
rent free; or


(ii)
at concessional rate.
(a) Unfurnished accommodation

(i) Accommodation provided by the Government to its employees

The license fee determined by Union or State Government as reduced by the rent actually paid by the employee.

(ii) Accommodation provided by any other employer

	Nature of Accommodation
	Accommodation provided in a city having population exceeding 25 lakhs as per 2001 census
	Accommodation provided in a city having population exceeding 10 lakhs but not exceeding 25 lakhs as per 
2001 census
	Accommodation provided in any other city having population not exceeding 10 lakhs

	(a) Where the accommodation is owned by the employer
	15% of salary in respect of the period during which the said accommodation was occupied by the employee during the previous year
	10% of salary in respect of the period during which the said accommodation was occupied by the employee during the previous year
	7.5% of salary in respect of the period during which the said accommodation was occupied by the employee during the previous year

	(b) Where the accommodation is taken on lease or rent by the employer
	Actual amount of lease or rent paid or payable by the employer, or

15% of salary

whichever is lower
	Actual amount of lease or rent paid or payable by the employer, or

15% of salary

whichever is lower
	Actual amount of lease or rent paid or payable by the employer, or

15% of salary

whichever is lower

	Note.—In case the house is provided at concessional rate , the value determined as per (a) or (b) above shall be reduced by the rent, if any, actually paid by the employee.


(b) Furnished accommodation

Value of perquisite shall be determined as if it is an unfurnished accommodation. Such value shall be increased by 10% p.a. of the cost of furniture (including television sets, radio sets, refrigerators, other household appliances, air conditioning plant or equipment or other similar appliances or gadgets) or if such furniture is hired from a third party, the actual hire charges payable for the same. Such valuation of furniture shall be as reduced by any charges paid or payable for such furniture by the employee during the previous year.

	1. 'Salary' includes the pay, allowances, bonus or commission payable monthly or otherwise or any monetary payment, by whatever name called from one or more employers, as the case may be, but does not include the following, namely:—

	
 (a) 
dearness allowance or dearness pay unless it enters into the computation of superannuation or retirement benefits of the employee concerned;


 (b) 
employer’s contribution to the provident fund account of the employee;


 (c) 
allowances which are exempted from payment of tax;


 (d) 
the value of perquisites specified in section 17(2) of the Income-tax Act;


 (e) 
any payment or expenditure specifically excluded under proviso to sub-clause (iii) of clause (2) (relating to Employees Stock Option Plan or Scheme) or proviso to clause (2) of section 17 (relating to medical facility or reimbursement of medical expenses);

2. Salary is to be taken on due basis.


(c) Where the accommodation is provided by the employer (Government or other employer) in a hotel

The value of the accommodation shall be—


(i)
24% of salary paid or payable for the previous year, or;


(ii)
 the actual charges paid or payable to such hotel;

whichever is lower, for the period during which such accommodation is provided

However, if the employee pays any rent, the value so determined shall be reduced by the rent, actually paid or payable by the employee.

Thus in the above case we shall first take 24% of the salary of the whole year and then such value so determined shall be reduced proportionately for the period during which such accommodation is provided.

No perquisite value even if accommodation provided in a hotel.—There will be no perquisite value if the accommodation is provided in a hotel if the following two conditions are fulfilled.


(a)
Such accommodation is provided for a period not exceeding 15 days; and


(b)
It has been provided on the transfer of the employee from one place to another.
(d) Accommodation provided at certain site or in a remote area [Proviso 1 to rule 3(1)]: The accommodation provided by the employer shall be a tax free perquisite if the accommodation is provided to an employee working at mining site or an onshore oil exploration site or a project execution site, or a dam site or a power generation site or an offshore site which—


(a)
being of a temporary nature and having plinth area not exceeding 800 square feet, is located not less than eight kilometres away from the local limits of any municipality or a cantonment board; or


(b)
is located in a remote area.
(e) Accommodation provided at new place of posting on transfer while retaining the accommodation at the other place [Proviso 2 to rule 3(1)]: Where on account of his transfer from one place to another, the employee is provided with accommodation at the new place of posting while retaining the accommodation at the other place, the value of perquisite shall be determined with reference to only one such accommodation which has the lower value (as determined according to the above provisions) for a period not exceeding 90 days and thereafter the value of perquisite shall be charged for both such accommodations.

Question 6: R, furnishes the following particulars of his remuneration for the previous year 2009-10:



Rs.


(i)
Basic salary
12,000 p.m.


(ii)
Dearness allowance
1,000 p.m.
(40% of which forms part of salary for retirement benefits)


(iii)
Lunch Allowance
200 p.m. 


(iv)
Medical Allowance
 500 p.m. 


(v)
City Compensatory Allowance
300 p.m. 


(vi)
Children Education Allowance (per child for 2 children.)
230 p.m.

He is provided with a rent-free accommodation in Delhi. The cost of the furniture provided is Rs. 1,00,000 and two air-conditioners, which have been taken on hire by the company, have also been provided in the accommodation. The hire charges of each air conditioner is Rs. 2,000 per annum. Compute the value of the rent-free accommodation if the accommodation is provided by:


(i)
the Government and the value of the accommodation as per Govt. rules is Rs. 500 p.m. 


(ii)
Reserve Bank of India and the accommodation has been taken on rent by RBI at Rs. 5,000 p.m.


(iii)
XYZ Ltd. and the accommodation has been taken on rent by the company at Rs. 5,000 p.m.

Question 7: A is working as a General Manager of P Company Ltd. Particulars of his salary for the financial year 2009-10 are as under:




Rs.


(i)
Salary
10,000
p.m.


(ii)
Bonus
19,200


(iii)
Conveyance Allowance (70% spent on official duties)
2,000
p.m.


(iv)
Medical Allowance
500
p.m.


(v)
Employer's contribution to recognised provident fund 
20% of Salary

He has been provided with a rent free accommodation in Delhi. Compute the value of the rent-free accommodation to be included in the salary income of A for the assessment year 2010-11, if:


(a)
the accommodation is owned by the company;


(b)
the accommodation has been taken on rent by the company at Rs. 7,000 p.m.


(c)
the accommodation is owned by the company but the employee is residing in a city having population 18 lacs.

Question 8: M submits the following information regarding his salary income which he gets from ABC Company Ltd.




Rs.


(i)
Basic Salary
11,000 p.m.


(ii)
CCA
150 p.m.


(iii)
Children Education Allowance
400 p.m.
(for 3 children)


(iv)
Reimbursement of Medical Exp.
 25,000

He was entitled to HRA of Rs. 6,000 p.m. from 1-4-2009 to 31-8-2009. He was paying a rent of Rs. 7,000 p.m. for a house in Delhi. W.e.f. 1-9-2009 he was provided with an accommodation by the company for which the company was paying the rent of Rs. 5,000 p.m. The company charged him Rs. 1,000 p.m. as rent for the accommodation. Compute the gross salary of M for assessment year 2010-11.

(2) Valuation of monetary obligation of the employee discharged by the employer

As stated earlier, wherever any monetary obligation of the employee is discharged by the employer, which otherwise would have been payable by the employee, it is considered as a perquisite and is taxable in the hands of all employees e.g. if the employee engages a watchman and the salary of the watchman is paid by the employer then it is a perquisite taxable in the hands of the employee. The value of these perquisites is the actual expenditure incurred by the employer in this regard. Few other examples of monetary obligation are given below:


(a)
gas, electricity bill paid or reimbursed;


(b)
children education expenses paid or reimbursed;


(c)
medical expenses reimbursed in excess of Rs. 15,000;


(d)
income-tax or professional tax paid by employer;

In all the above cases, the value of such monetary obligation shall be the actual amount spent by employer in this regard and it shall be taxable whether the employee is a specified employee or any other employee.

(3) Valuation of Life Insurance premium/deferred annuity premium paid/payable by the employer

Any sum payable by the employer, whether directly or through a fund other than a recognised provident fund or an approved superannuation fund or Deposit Linked Insurance Fund (i) to effect an assurance on the life of the assessee; or (ii) to effect a contract for an annuity is a perquisite taxable in the hands of all employees. 

In this case also, the actual expenditure incurred by the employer is the value of the perquisite.

It may be noted that in this case the amount becomes taxable as soon as it becomes due for payment. Actual payment during the year is not necessary. For example, if as per the terms of employment, the life insurance premium of 'R' is to be paid by his employer and the premium becomes due on 28-3-2010 but is paid on 4-4-2010 it shall be a perquisite for the assessment year 2010-110.

Where the employer pays insurance premium under certain schemes such as Employees' State Insurance Schemes, Fidelity Guarantee Scheme, it shall not be regarded as a perquisite for the employee because these schemes are generally for the benefit of the employer.
(4) Fringe benefits or amenities which shall be taxable perquisite in the hands of all employees 

(i) Interest free or concessional loans

The value of the benefit resulting from loans made available to the employee or any member of his household during the relevant previous year by the employer or any person on his behalf shall be determined as the sum equal to the interest computed at the rate charged per annum by the State Bank of India, as on the 1st day of the relevant previous year in respect of loans for the same purpose advanced by it.

The above interest has to be calculated on the maximum outstanding monthly balance as reduced by the interest, if any, actually paid by him or any such member of his household.

However, in the following cases, if such loans are made available to an employee or any member of his household, no value would be charged:


(a)
where the amount of loans are petty not exceeding in the aggregate Rs. 20,000; or


(b) 
where the loan is for medical treatment in respect of diseases specified in rule 3A. However, in this case, the exemption, so provided, shall not apply to so much of the loan as has been reimbursed to the employee under any medical insurance scheme.

Question 9: X Ltd. has advanced an interest free loan of Rs. 5,00,000 to R for purchase of car on 1-5-2009. R has been regularly repaying the loan in instalments of Rs. 20,000 p.m. at the end of each month.

Compute the value of perquisite on account of interest assuming the interest charged by SBI is 10% p.a.

(b) What will be your answer if the loan is being repaid on the first of next month.

(ii) The value of travelling, touring, accommodation and any other expenses paid for or borne or reimbursed by the employer for any holiday availed of by the employee or any member of his household [Rule 3(7)(ii)] The value of the benefit will be as under:—

	Circumstances
	Value of benefit or amenity

	(a)
Where such facility is maintained by the employer, and is not available uniformly to all employees.
	It will be the value at which such facilities are offered by other agencies to the public.

	(b)
Where the employee is on official tour and the expenses are incurred in respect of any member of his household accompanying him.
	The amount of expenditure so incurred.

	(c)
Where any official tour is extended as a vacation.
	The value will be limited to the expenses incurred in relation to such extended period of stay or vacation

	(d)
In any other case, where such facility is given to the employee or any member of his household.
	A sum equal to the amount of expenditure incurred by the employer.


However, in the all above cases, the amount determined above shall be reduced by the amount, if any paid or recovered from the employee for such benefit or amenity. 

The above rule shall not be applicable to any leave travel concession or assistance referred to in rule 2B.
(iii) Value of free food and non-alcoholic beverages [Rule 3(7)(iii)]
The value of free food, tea and snacks shall be as under:—

	Circumstances
	Value of benefit

	(a)
Tea or snacks provided during working hours
	Nil

	(b)
Free food and non-alcoholic beverages during working hours provided in a:


 (i) 
remote area; or 


 (ii) 
an offshore installation.


	Nil


	(c)
Free food and non-alcoholic beverages provided by the employer during working hours:


(i)
at office or business premises; or 


(ii)
through paid vouchers which are not transferable and usable only at eating joints.
	Nil, if the value thereof in either case is upto Rs. 50 per meal.



	(d)
In any other case 
	Actual amount of expenditure incurred by the employer as reduced by the amount if any paid or recovered from the employee for such benefit or amenity.


It may be noted that as per Circular No. 15/2001, dated 12-11-2001 relating to TDS on salary not only tea but similar non-alcoholic beverages and snacks in the form of light refreshment during working hours are not charged as perquisite.

Further, as regards free meals, expenditure on provision of free meals by the employer in excess of Rs. 50 should only be treated as perquisite, as reduced by recoveries made from the employer.

Question 10: R is provided free meals in the office, during office hours, for 300 days during the previous year. The cost of meals to the employer is Rs. 65 per meal.

(a) Determine the value of perquisite in respect of meals.

(b) What shall be the value if the value per meal is Rs. 50.

(iv) Value of any gift, voucher or token [Rule 3(7)(iv)]
The value of any gift, or voucher, or token in lieu of which such gift may be received by the employee or by member of his household on ceremonial occasions or otherwise from the employer, under Chapter XII-H shall be determined as the sum equal to the amount of such gift.

However, where the value of such gift, voucher or token, as the case may be, is below Rs. 5,000 in the aggregate during the previous year, the value of perquisite shall be taken as nil.

Question 11: On the occassion of silver jubilee of A Ltd., R an employee, is given a gift of watch whose value is Rs. 4,500. Is this gift taxable?

What shall be taxable perquisite if the value of watch is Rs. 7,500 instead of Rs. 4,500?

(v) Expenses on credit cards [Rule 3(7)(v)]

	Circumstances
	Value of benefit

	(a)
Where expenses including membership fees and annual fees are incurred by the employee or any member of his household, which is charged to a credit card (including any add-on-card), provided by the employer or otherwise, are paid for or reimbursed by the employer and such expenses are incurred for any purpose other than mentioned under clause (b) below.
	The amount paid for or reimbursed by the employer.

	(b)
Where such expenses are incurred wholly and exclusively for official purposes.
	Nil, provided the conditions specified below are fulfilled.


The amount determined in clause (a) above shall be reduced by the amount, if any paid or recovered from the employee for such benefit or amenity.
Specified conditions to be fulfilled to claim that expenses have been incurred wholly and exclusively for official purposes:—


 (a) 
complete details in respect of such expenditure is maintained by the employer which may, inter alia, include the date of expenditure and the nature of expenditure;


(b)
the employer gives a certificate for such expenditure to the effect that the same was incurred wholly and exclusively for the performance of official duties.

(vi) Club membership and expenses incurred in a club [Rule 3(7)(vi)]

	Circumstances
	Value of benefit

	(a)
The payment or reimbursement by the employer of any expenditure incurred (including the amount of annual or periodical fee) in a club by the employee or by any member of his household for any purpose other than mentioned in clause (b) below.
	The actual amount of expenditure incurred or reimbursed by the employer.

	(b)
Where such expenses are incurred wholly and exclusively for official purposes.
	Nil, provided the conditions specified below are fulfilled.


The amount determined in clause (a) shall be reduced by the amount, if any paid or recovered from the employee for such benefit or amenity. 

Specified conditions to be fulfilled to claim that expenses have been incurred wholly and exclusively for official purposes:—


(a)
complete details in respect of such expenditure is maintained by the employer which may, inter alia, include the date of expenditure, the nature of expenditure and its business expediency;


(b)
the employer gives a certificate for such expenditure to the effect that the same was incurred wholly and exclusively for the performance of official duties

(vii) Use of moveable assets [Rule 3(7)(vii)]
The value of benefit to the employee resulting from the use by the employee or any member of his household of any moveable asset belonging to the employer or hired by him shall be determined as under:

	Circumstances
	Value of benefit

	(a) Use of laptops and computers 
	Nil

	(b) Moveable assets, other than—


 (i) 
laptops and computers; and


 (ii) 
assets already specified in the rules
	(i) 10% per annum of the actual cost of such asset, or

(ii) the amount of rent or charge paid, or payable by the employer 

as the case may be.


The amount mentioned in clause (b) shall be reduced by the amount, if any, paid or recovered from the employee for such use.

(viii) Transfer of any movable assets
The value of benefit to the employee arising from the transfer of any moveable asset belonging to the employer directly or indirectly to the employee or any member of his household shall be determined as under:

	Asset transferred
	Value of benefit

	(a) Computers and electronic items*
	Actual cost of such asset to the employer as reduced by 50% of the cost to the employer for each completed year during which such asset was put to use by the employer, on the basis of reducing balance method.

	(b) Motor cars
	Actual cost of such asset to the employer as reduced by 20% of the cost to the employer for each completed year during which such asset was put to use by the employer, on the basis of reducing balance method.

	(c) Any other asset
	Actual cost of such asset to the employer as reduced by 10% of the cost to the employer for each completed year during which such asset was put to use by the employer, on the basis of straight line method.


The amount mentioned in clauses (a), (b) and (c) above shall be reduced by the amount, if any, paid or recovered from the employee being the consideration for such transfer.

* Electronic items for this purpose means data storage and handling devises like, digital diary, printer, etc. It does not included any household electronic appliances.
(ix) Treatment of any other benefit, amenity, etc. provided by the employer [Rule 3(7)(ix)]

Rule 3(7)(ix) is applicable to all employees. As per this rule:

The value of any other benefit or amenity, service, right or privilege provided by the employer shall be determined on the basis of cost to the employer under an arm's length transaction as reduced by the employee's contribution, if any.

However, nothing contained in this item shall apply to the expenses on telephones including a mobile phone actually incurred on behalf of the employee by the employer.
Question 12: R is employed with ABC Ltd. on a monthly salary of Rs. 25,000 per month. The company provides him with the following benefits:


(i)
A company owned accommodation is provided to him in Delhi.


(ii)
The company has given him a housing loan of Rs. 5,00,000 on which it charges interest @ 6% per annum. The entire loan is still outstanding. (Assume the interest charged by SBI is 10% p.a.)


(iii)
The company gave him a gift worth Rs. 15,900 on his 50th birthday on 21-10-2009.


(iv)
He is allowed to use the video camera belonging to the company. The company had purchased this camera for Rs. 60,000 on 1-5-2006. This camera was sold to him on 1-8-2009 for Rs. 30,000


(v)
The company had purchased a car on 16-7-2006 for Rs. 2,50,000. This car is sold to R on 14-7-2009 for Rs. 80,000. The car was not being used by R.


(vi)
The company pays the telephone bills of Rs. 24,000 for the telephone installed at the residence of R.

Compute the Gross income from salary of R for the assessment year 2010-11.
(B) Perquisites taxable in the hands of specified employees
(1) Valuation of motor car/other vehicles [Rule 3(2)] 

As already discussed, motor car/other vehicles, provided by the employer, is a perquisite only for specified employees because it is a facility provided by the employer to the employees. On the other hand, if the car belongs to the employee and the expenses of running and maintenance of that car are met by the employer, it becomes a perquisite taxable in the hands of all employees as it is an obligation of the employee to maintain his car but such obligation is being met by the employer.

Value of Perquisite per calendar month
	Sl. No.
	Circumstances
	Where cubic capacity of engine does not exceed 1.6 litres
	Where cubic capacity of engine exceeds 1.6 litres

	1.
	Where the motor car is owned or hired by the employer and the running and maintenance expenses are met or reimbursed by the employer —
	
	

	
	(a) is used wholly and exclusively in the performance of his official duties;
	No value provided that the documents specified below this table are maintained by the employer.
	No value provided that the documents specified below this table are maintained by the employer.

	
	(b) is used exclusively for the private or personal purposes of the employee or any member of his household.
	Actual amount of expenditure incurred by the employer on the running and maintenance of motor car during the relevant previous year including remuneration, if any, paid by the employer to the chauffeur as increased by the amount representing normal wear and tear of the motor car (which will be 10% p.a. of the cost of motor car or cars) and as reduced by any amount charged from the employee for such use.
	Actual amount of expenditure incurred by the employer on the running and maintenance of motor car during the relevant previous year including remuneration, if any, paid by the employer to the chauffeur as increased by the amount representing normal wear and tear of the motor car (which will be 10% p.a. of the cost of motor car or cars) and as reduced by any amount charged from the employee for such use.

	
	(c) is used partly in the performance of duties and partly for private or personal purposes of his own or any member of his household and,—
	
	

	
	(i) the expenses on maintenance and running are met or reimbursed by the employer.
	Rs. 1,200 p.m. (plus Rs. 600 p.m., if chauffeur is also provided to run the motor car)
	Rs. 1,600 p.m. (plus Rs. 600 p.m., if chauffeur is also provided to run the motor car)

	
	(ii) the expenses on running and maintenance for such 
private or personal use are fully met by the employee.
	Rs. 400 p.m. (plus Rs. 600 p.m., if chauffeur is provided by the employer to run the motor car)
	Rs. 600 p.m. (plus Rs. 600 p.m., if chauffeur is also provided to run the motor car)

	2
	Where the employee owns a motor car but the actual running and maintenance charges (including remuneration of the chauffeur, if any) are met or reimbursed to him by the employer and,—
	
	

	
	(i) such reimbursement is for the use of the vehicle wholly and exclusively for official purposes,
	No value provided that the documents specified below this table are maintained by the employer.
	No value provided that the documents specified below this table are maintained by the employer.

	
	(ii) 
such reimbursement is for the use of the vehicle partly for official purposes and partly for personal or private purposes of the employee or any member of his household.
	The actual amount of expenditure incurred by the employer as reduced by the amount specified in col. (1)(c)(i) above i.e. Rs. 1,200 p.m. (plus Rs. 600 p.m. if chauffeur is also provided) 

However, in this case, if actual expenses on running and maintenance for official purpose is more than Rs. 1,200 p.m./1,800 p.m., as the case may be, he can claim such actual amount of expenditure as deduction by maintaining the documents specified below the table.
	The actual amount of expenditure incurred by the employer as reduced by the amount specified in col. (1)(c)(i) above i.e. Rs. 1,600 p.m. (plus Rs. 600 p.m. if chauffeur is also provided)

However, in this case also, if actual expenses on running and maintenance for official purpose is more than Rs. 1,600 p.m./2,200 p.m., as the case may be, he can claim such actual amount of expenditure as deduction by maintaining the documents specified below the table.

	3.
	Where the employee owns any other auto-motive conveyance but the actual running and maintenance charges are met or reimbursed to him by the employer and,—
	
	

	
	(i) such reimbursement is for the use of the vehicle wholly and exclusively for official purposes,
	No value provided that the documents specified below this table are maintained by the employer.
	Not applicable

	
	(ii) such reimbursement is for the use of the vehicle partly for official purposes and partly for personal or private purposes of the employee.
	The actual amount of expenditure incurred by the employer as reduced by an amount of Rs. 600 p.m.

However, in this case, if actual expenses on running and main-tenance for official purpose is more than Rs. 600 p.m., he can claim such actual amount of expenditure as deduction by maintaining the documents specified below the table.
	


Where more than one motor car is provided
Where one or more motor cars are owned or hired by the employer and the employee or any member of his household are allowed the use of such motor car or all or any of such motor cars (otherwise than wholly and exclusively in the performance of his duties), the value of perquisite shall be the amount calculated in respect of one car in accordance with item (1)(c)(i) of the above table as if the employee had been provided one motor car for use partly in the performance of his duties and partly for his private or personal purposes and the amount calculated in respect of the other car or cars in accordance with item (1)(b) of the above table as if he had been provided with such car or cars exclusively for his private or personal purposes.

Specific documents to be maintained for S. No. (1)(a) or S. No. (2) and (3) of the above table


 (i) 
the employer should maintain complete details of journey undertaken for official purpose which may include date of journey, destination, mileage, and the amount of expenditure incurred thereon;


 (ii) 
the employer should give a certificate that the expenditure was incurred wholly and exclusively for the performance of his official duty.

Vehicle provided by the employer for commuting from residence to office and back [Explanation to section 17(2)(iii)]: The use of any vehicle provided by a company or an employer for journey by the assessee from his residence to his office or other place of work, or from such office or place to his residence, shall not be regarded as a benefit or amenity granted or provided to him free of cost or at concessional rate.
Question 13: X has been provided with the benefit of a car by his employer, a sole proprietary concern. Compute the perquisite value of the car for the assessment year 2010-11 in the following situationsl if the taxable monetary emoluments of X are Rs. 1,50,000:


(i)
The car is owned by X but the running and maintenance expenses amounting to Rs. 20,000 during the previous year are met by the employer. The car is used


(a)
for personal benefit of X 


(b)
only for official duties


(c)
30% for personal benefit and 70% for official use


(ii)
The employer provides a car of 1.5 ltr. engine cubic capacity costing Rs. 5,00,000 exclusively for the personal benefit of X. The expenses incurred on the car are Rs. 12,000


(iii)
The employer provides a car (below 1.6 lt.) alongwith a driver to X partly for official and partly for personal purpose. The expenses incurred by the company are:



Rs.


(a)
running and maintenance expenses
32,000


(b)
driver's salary
36,000


(iv)
In case (iii) the employer maintains a log book and it is established than 30% of the total coverage of the car is for personal use of X and 70% for official duties.


(v)
The employer provides a car (above 1.6 lt.) to X which is used for official work and is also used by X for commuting from his residence to office and back.


(v)
X is provided with 2 cars to be used for official and personal work and the following information is available from the companies records:


Car 1
Car 2

exceeding 1.6 lt.
below 1.6 lt.


Rs.
Rs.

Cost of the car
6,00,000
4,00,000

Running and maintenance
40,800
28,000

Salary of driver
24,000
24,000

(ii) Provision by the employer of services of a sweeper, a gardener, a watchman or personal attendant [Rule 3(3)]

If the facility of such servant is provided by the employer, it shall be taxable in the hands of specified employee. On the other hand if the above servant is employed by the employee and wages to such servant is made by the employer or such wages or reimbursed by the employee, it shall be perquisite for all employees and the valuation of such perquisite shall be amount of wages paid or reimbursed. If any amount is recovered by the employee it will be reduced from such value.

(iii) Value of benefit to the employee resulting from the supply of gas, electric energy or water for household consumption [Rule 3(4)]

The valuation is explained in the following chart:

	Circumstances
	Value of benefit

	(a)
Where such supply is made from resources owned by the employer without purchasing from the outside agency
	It shall be the manufacturing cost per unit incurred by the employer

	(b)
In any other case
	Amount paid on this account by the employer to the agency supplying the gas, electric energy or water


However, in both the above cases, if employee is paying any amount in respect of such services, the amount, so paid, shall be deducted from the value so arrived at.

If the gas, electricity/water connections are in the name of the employees and the expenses on the supplies are met by the employer, it is an obligation of the employee being discharged by the employer and therefore this perquisite is taxable in the hands of all employees.

(iv) Valuation in respect of free or concessional educational facilities to any member of employees' household [Rule 3(5)]

	Circumstances
	Value of benefit

	(a)
Where the education institution is itself maintained and owned by the employer
	The cost of education in a similar institution in or near the locality. However, if educational facilities are provided to the children of the employee (any other member of the household not covered here), the value of this perquisite shall be nil if the cost of such education or the value of benefit per child does not exceed Rs. 1,000 p.m.

	(b)
Where free education facilities for such members of employees' household are allowed in any other educational institution by reason of his being in employment of that employer
	The cost of education in a similar institution in or near the locality. However, if educational facilities are provided to the children of the employee (any other member of the household not covered here), the value of this perquisite shall be nil if the cost of such education or the value of benefit per child does not exceed Rs. 1,000 p.m.

	(c)
Provision of free or concessional education facilities in any other case
	Amount of expenditure incurred by the employer in that behalf.


However, in all the above cases, if any amount is paid or recovered from the employee on this account, the value of benefit computed above shall be reduced by the amount so paid or recovered.

(v) Free or concessional journey given to the transport employees and their family members [Rule 3(6)]

	Particulars
	Value of perquisite

	Provision of transport to the employee or to a member of his household by the employer who is engaged in the carriage of passengers or goods—
	

	(a)
in the case of employee of an airline or the railways
	Nil

	(b)
in the case of any other employee:
	

	(i)
if provided free of cost
	Value at which such benefit or amenity is offered by such employer to the public

	(ii)
if provided at concessional rate
	Reduce from the above value, the amount paid by or recovered from the employee for such benefit or amenity.


(vi) Value of any specified security or sweat equity shares

The value of any specified security or sweat equity shares allotted or transferred, directly or indirectly, by the employer, or former employer, free of cost or at concessional rate to the assessee shall be a taxable perquisite in the hands of the assessee.

Further, the value of such specified security or sweat equity shares shall be the fair market value of the specified security or sweat equity shares, as the case may be, on the date on which the option is exercised by the assessee as reduced by the amount actually paid by, or recovered from the assessee in respect of such security or shares.

(1)
"Specified security" means the securities as defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 and, where employees' stock option has been granted under any plan or scheme therefor, includes the securities offered under such plan or scheme;


(2)
"Sweat equity shares" means equity shares issued by a company to its employees or directors at a discount or for consideration other than cash for providing know-how or making available rights in the nature of intellectual property rights or value additions, by whatever name called;


(3)
"Fair market value" means the value determined in accordance with the method as may be prescribed;


(4)
"Option" means a right but not an obligation granted to an employee to apply for the specified security or sweat equity shares at a predetermined price.

(vii) Contribution to an approved superannuation fund
The amount of any contribution to an approved superannuation fund by the employer in respect of the assessee, to the extent it exceeds Rs. 1,00,000 shall be taxable perquisite in the hands of the employee.

(C) Tax-free Perquisites (for all employees)


(1)
Medical facility or medical reimbursement: 


(a)
Medical facility: The value of any medical treatment provided to an employee or any member of his family in a hospital, dispensary or a nursing home maintained by the employer shall be a tax free perquisite.

(b)
Medical reimbursement: Any sum paid by the employer in respect of any expenditure incurred by the employee on his medical treatment or treatment of any member of his family subject to maximum of Rs. 15,000 in the previous year (discussed in detail in para 4.34).


(2)
Recreational facilities: Any recreational facility provided to a group of employees (not being restricted to a select few employees) by the employer is not taxable.


(3)
Training of employees: Any expenditure incurred by the employer, for providing training to the employees or by way of payment of fees of refresher courses attended by the employees.

(4)
Use of health club, sports and similar facilities provided uniformly to all employees by the employer.


(5)
Expenses on telephone, including a mobile phone, actually incurred on behalf of the employee by the employer.


(6)
Employer's contribution: Employer's contribution to superannuation fund of the employee or provided such contribution does not exceed Rs. 1,00,000 per employee per year.


(7)
The premium paid by the employer on an accident policy taken out by it in respect of the employee would not be a perquisite. [CIT v Lala Shri Dhar (1972) 84 ITR 192 (Del) and CIT v Vinay Bharat Ram (1981) 129 ITR 128 (Del)].

(8)
Motor car provided by the employer to the employee or expenses incurred by the employer in connection with motor car belonging to the employee (for purposes other than exclusively for personal purposes) shall be a tax free perquisite in the hands of the employee.


(9)
Amount given by employer of assessee to assessee's child as scholarship is exempt under section 10(16). [CIT v B.L. Garg (2006) 155 Taxman 189 (All)].


(10)
Food and beverages provided to employees: The following shall be a tax free perquisite in the hands of the employees—


(i)
free food and non-alcoholic beverages provided by the employer to his employees during working hours:


(a)
at office or business premises or


(b)
through paid vouchers which are not transferable and usable only at eating joints.



Provided the value of such meal is upto Rs. 50 per meal. 

(ii)
Any tea or snacks provided during working hours.


(iii)
Free food and non-alcoholic beverages during working hours provided in a remote area or on offshore installation.


(11)
Loans to employees: In the following cases the value of benefit to the assessee resulting from the provision of interest free or concessional loan shall be nil:


(a)
where the amount of loans are petty, not exceeding in the aggregate Rs. 20,000;


(b)
loans made available for medical treatment in respect of disceases specified in rule 3A of the Income-tax Rules. However, the exemption so provided shall not apply to so much of the loan as has been reimbursed to the employee under any medical insurance scheme.


(12)
Perquisites provided outside India: Perquisites provided by the Government to its employees, who are citizens of India for rendering services outside India, are not taxable. [Section 10(7)]


(13)
Rent free House/Conveyance facility: Rent free official residence and conveyance facilities provided to a Judge of the Supreme Court/High Court is not a taxable perquisite.


(14)
Residence to officials of Parliament, etc.: Rent free furnished residence (including maintenance thereof) provided to an officer of the Parliament, a Union Minister or Leader of Opposition in Parliament, is not a taxable perquisite.


(15)
Accommodation in a remote area: The accommodation provided by the employer shall be a tax free perquisite if the accommodation is provided to an employee working at mining site or an onshore oil exploration site or a project execution site, or a dam site or a power generation site or an offshore site which—

(a)
being of a temporary nature and having plinth area not exceeding 800 square feet, is located not less than eight kilometres away from the local limits of any municipality or a cantonment board; or


(b)
is located in a remote area.


(16)
Educational facility for children of the employee: Where the educational institution itself is maintained and owned by the employer and free educational facilities are provided to the children of the employee or where such free educational facilities are provided in any institution by reason of his being in employment of that employer, there shall be no perquisite value if the cost of such education or the value of such benefit per child does not exceed Rs. 1,000 p.m.


(17)
Use by the employee or any member of his household of laptops and computers belonging to the employer or hired by him.


(18)
Leave Travel Concession.


(19)
Tax paid by the employer on non-monetary perquisites: Tax paid by the employer on non-monetary perquisites of the employee shall be exempt in the hands of the employee. [Section 10(10CC)]
9. Treatment of medical facilities Proviso to Section 17(2)

(A) Medical facilities in India

In the following cases, medical facilities/reimbursement of medical expenses are treated as tax-free perquisites:


(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 employer in respect of:


(a)
any amount actually incurred by the employee for obtaining his or his family member's medical treatment either in any hospital, nursing home, clinic or otherwise upto a maximum of Rs. 15,000 in the previous year.


(b)  In the following cases, the actual expenses incurred by the employer, on the medical treatment of the employee and his family members, shall be fully tax-free if treatment is done in a hospital


(i)
maintained by the Government or any local authority or 

(ii)
approved by the Government


(iii)
approved by CCIT in respect of prescribed diseases or ailments as prescribed in rule 3A of the Income-tax Rules. 


(c)
Any portion of insurance premium paid by the employer for insurance of the health of the employees is fully exempt.

(B) Medical treatment outside India

The following expenditure incurred by employer on treatment of the employee or his family members outside India is also a tax-free perquisite:


1.
Expenses on medical treatment of the employee or any member of his family outside India to the extent permitted by RBI.


2.
Expenses on stay abroad of the employee or any member of his family for medical treatment with one attendant who accompanies the patient in connection with such treatment to the extent permitted by RBI


3.
Travel expenses of the patient (employee or his family member) and one attendant who accompanies the patient in connection with such treatment. It shall be tax-free in the case of those employee whose gross total income (before including therein the such travel expenditure as perquisite) does not exceed
Rs. 2,00,000.

Question 14: Compute the taxable value of the perquisite in respect of medical facilities availed of by X from his employer in the following situations:


(a)
the employer reimburses the following medical expenses:


(i)
treatment of X by his family physician Rs. 4,200


(ii)
treatment of Mrs. X in a private nursing home Rs. 3,600


(iii)
treatment of X's mother (dependent upon him) Rs. 1,200 by a private doctor


(iv)
treatment of X's brother (not dependent upon him) Rs. 400


(v)
treatment of X's grandfather (dependent upon him) Rs. 1,500


(b)
The employer pays an insurance premium of Rs. 3,000 under a health insurance scheme on the health of X.


(c)
The employer maintains a hospital for the employees where they and their family members are provided free treatment. The expenses on treatment of X and his family members during the previous year 2009-10 were as under:


Rs.


(i)
treatment of X's major son (dependent upon him)
 2,200


(ii)
treatment of X
 5,200


(iii)
treatment of X's uncle
 4,600


(iv)
treatment of Mrs. X
 8,000


(v)
treatment of X's widowed sister (dependent upon him)
 4,100


(vi)
treatment of X's handicapped nephew
 2,500


(d)
Expenses on cancer treatment of married daughter of X at Tata Memorial Hospital, Bombay paid by the employer Rs. 50,000 and reimbursement of expenses for medical treatment of himself amounting to Rs. 20,000.


(e)
The following expenses on treatment of X's major son outside India were paid by the employer.



Actual expenses
Expenses 

Rs.
permitted by RBI

(i)
Actual medical expenses
75,000
60,000


(ii)
Expenses on stay abroad of X's son and brother who accompanied the patient
 65,000
45,000


(iii)
Travelling expenses of X's son and X's brother 
1,20,000
—

Assume that the other income of X is (a) Rs. 1,50,000 (b) Rs. 1,80,000.

10 Treatment of Leave Travel Concession (LTC) Section 10(5)

The employee is entitled to exemption under section 10(5) in respect of the value of travel concession or assistance received by or due to him from his employer or former employer for himself and his family, in connection with his proceeding—


(a)
on leave to any place in India.


(b)
to any place in India after retirement from service or after the termination of his service.

The exemption shall be allowed subject to the following:


(i)
where journey is performed by air — Maximum exemption shall be an amount not exceeding the air economy fare of the National Carrier by the shortest route to the place of destination;


(ii)
where places of origin of journey and destination are connected by rail and the journey is performed by any mode of transport other than by air — Maximum exemption shall be an amount not exceeding the air-conditioned first class rail fare by the shortest route to the place of destination; and


(iii)
where the places of origin of journey and destination or part thereof are not connected by rail and the journey is performed between such places — The amount eligible for exemption shall be:


(A)
where a recognised public transport system exists, an amount not exceeding the 1st class or deluxe class fare, as the case may be, on such transport by the shortest route to the place of destination; and


(B)
where no recognised public transport system exists, an amount equivalent to the air-conditioned first class rail fare, for the distance of the journey by the shortest route, as if the journey had been performed by rail.
Exemption will, however, in no case exceed, actual expenditure incurred on the performance of journey.

HOW MANY TIMES CAN EXEMPTION BE CLAIMED?


(
The assessee can claim exemption in respect of any two journeys in a block of 4 years.


(
If the assessee has not availed of the exemption of LTC in a particular block, whether for both the journeys or for one journey, he can claim the exemption of first journey in the calendar year immediately succeeding the end of the block of four calendar years.

Exemption available only in respect of two children

The exemption relating to LTC shall not be available to more than two surviving children of an individual after 1-10-1998.

Exception: The above rule will not apply in respect of children born before 1-10-1998 and also in case of multiple birth after one child.

Meaning of family for LTC and medical facility/reimbursement

Family for this purpose includes:


(a)
the spouse and children of the employee;


(b)
parents, brothers & sisters of the employee, who are wholly or mainly dependent upon him.

11 Profits in lieu of salary Section 17(3)
Section 17(3) gives an inclusive definition of "Profits in lieu of salary". These payments include the following:

(1) Terminal Compensation: 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 is regarded as profits in lieu of salary.

(2) Payment from an unrecognised provident fund or an unrecognized superannuation fund: The next category of such profit in lieu of salary is, payment due to or received by an assessee from an unrecognised provident fund or an unrecognised superannuation fund to the extent to which such payment does not consist of contributions by the employee or interest on such employee's contribution. In other words, total employer's contribution till date and interest on such employer's contribution would both be taxable.

 (3) Payment under Keyman Insurance Policy: Any payment due to or received by an employee, under a Keyman Insurance Policy including the sum allocated by way of bonus on such policy, will also be regarded as profit in lieu of salary.

(4) Any amount due or received before joining or after cessation of employment: Any amounts 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.

(5) Any other sum received by the employee from the employer: All other payments made by an employer to an employee, would be brought under the head "Profits in lieu of salary". This is a comprehensive provision by virtue of which all payments made by an employer to an employee whether made in pursuance of a legal obligation or voluntarily are brought under profit in lieu of salary.

However, the following receipts, will not be termed as 'profits in lieu of salary' to the extent they are exempt under section 10.


(i)
Death-cum-retirement gratuity — Section 10(10)


(ii)
Commuted value of pension — Section 10(10A)


(iii)
Retrenchment compensation received by a workman — Section 10(10B)


(iv)
Payment received from a statutory provident fund — Section 10(11)


(v)
Payment received from recognised provident fund — Section 10(12)


(vi)
Any payment from an approved superannuation fund as per section 10(13) 


(vii)
House rent allowance exempt under section 10(13A)

12. Treatment of retirement benefits

	(1) Gratuity

Section 10(10)


	Government employees and employee of a local authority
	Employees covered under 
Gratuity Act
	Any other employee

	Fully exempt
	Minimum of the following 3 limits:
	Minimum of the following 3 limits:

	
	(1)
Actual gratuity received, or
	(1)
Actual gratuity received

	
	(2)
15 day's salary for every completed year, or part thereof exceeding six months (7 day's salary for each season for an employee in a seasonal establishment); or
	(2)
Half months average salary of each completed year of service.

	
	(3)
Rs. 3,50,000

Meaning of Salary:

(i)
Basic salary plus Dearness allowance.

(ii)
Last drawn salary (average salary of preceding three months in case of piece rated employee)

(iii)
No. of days in a month to be taken as 26
	(3)
Rs. 3,50,000

Meaning of Salary:

(i)
Basic Salary plus D.A. to the extent the terms of employment so provide Commission, if fixed percentage of turnover.

	
	
	(ii)
Average salary of last 10 months preceding the month in which event occurs.

	
	
	(iii)
Only completed year of service is to be taken.


Question 15: R retires on 4-1-2010 after serving XY company Ltd. for a period of 16 years and 11 months. At the time of retirement his basic salary was Rs. 4,400 per month and he was also entitled to Dearness Allowance of Rs. 800 per month. On his retirement, he received Rs. 60,000 as gratuity. Compute the amount of gratuity exempt from tax and the amount to be included in gross salary. He is covered under the Payment of Gratuity Act.

Question 16: R, who was employed with P Company Ltd. retired on 21-10-2009, received Rs. 1,20,000 as gratuity. He served the company for 26 years and 8 months. At the time of retirement, his salary was Rs. 5,000 per month. However, the average salary for 10 months preceding the month of retirement is Rs. 4,800 per month. He is not covered under the Payment of Gratuity Act, 1972. Compute the taxable gratuity.

(B) What amount of gratuity shall be taxable, if R, earlier to his appointment with P Company Ltd, had worked for 4 years with X Ltd. and was not entitled to gratuity from X Ltd.?

Question 17: X, a General Manager of R Company Ltd., retired from the company on 15-6-2009. At the time of such retirement, his basic salary was Rs. 7,000 p.m. He was also entitled to dearness allowance @ 20% of his basic salary. 60% of the dearness allowance forms part of the salary for retirement benefits. He had worked with the company for 10 years 11 months and 15 days. He got an increment of Rs. 500 in his basic salary w.e.f. 1-2-2009. At the time of his retirement, the company paid him a gratuity of Rs. 1,00,000. X had earlier worked with S Company Ltd. from where he had received gratuity and had availed of an exemption of Rs. 30,000. Compute the amount of exemption available out of the gratuity received from R Company Ltd. He is not covered under the Payment of Gratuity Act. Also compute his gross salary for the assessment year 2010-11.

Question 18 (where he receives gratuity from more than one employer)

G, who has been in part time employment with R Ltd. and S Ltd. submits the following information:



R Ltd.
S Ltd. 

Basic Salary (On the date of retirement)
Rs. 9,000 p.m.
Rs. 5,000 p.m.

Dearness Allowance
20%
20% 



(60% forms part of Salary



for retirement benefits)

Date of retirement
15-9-2009
1-1-2010

Period of service
20 years and 11 months
16 years and 5 months

Amount of gratuity received
Rs. 1,80,000
Rs. 80,000

Although he has been drawing the same salary from R Ltd. for the last one year; but from S Ltd. he received an increment of Rs. 500 w.e.f. 1-8-2009.

Compute the gratuity exempt under section 10(10). Also compute his Gross Salary.

	(2) Treatment of Pension

[Section 17(1)(ii)]


Uncommuted pension i.e. the periodical pension: It is fully taxable in the hands of all employees, whether government or non-government.

Exemption of commuted pension u/s 10(10A)

	Govt. employees, employees of local authorities and employees of statutory corporations
	
Any other employee

	Fully exempt
	
(a)
If gratuity is not received 

        Commuted value of half of pension which he is normally entitled to receive is exempt.


(b)
If gratuity is also received 

        Commuted value of 1/3rd of pension which he is normally entitled to receive is exempt.


Question 19: A retired from service w.e.f. 1-11-2009 after serving for 18 years and 9 months. At the time of retirement he was entitled to the following remuneration:


(a)
Salary Rs. 5,000 per month.


(b)
Dearness Allowance @ 20% of Salary (60% of which forms part of salary for retirement benefits).

On retirement, he received a sum of Rs. 1,20,000 as gratuity. He was entitled to a pension of Rs. 2,500 per month w.e.f. 1-11-2009. From 1-1-2010 he got 60% of his pension commuted and received a sum of Rs. 1,50,000 as commuted pension. 

Compute his Gross Salary for the assessment year 2010-11.

	(3) Leave Salary

Section 10(10AA)


	Govt. employee only  i.e. Central and State Govt. employees
	Any other employee

	Fully exempt
	Minimum of the following four limits:


(i)
Leave encashment actually received; or


(ii)
10 months average salary; or


(iii)
Cash equivalent of unavailed leave calculated on the basis of maximum 30 days leave for every year of actual service rendered; or


(iv)
Rs. 3,00,000

	
	Meaning of salary


(i)
Basic salary plus D.A. to the extent the terms of employment so provide plus Commission, if fixed percentage of turnover.


(ii)
Average salary of last 10 months immediately proceeding the date of retirement.


The employee can relief under section 89 in case any gratuity, commuted pension or leave salary if any is taxable.

Question 20: E, an employee of XYZ Pvt. Ltd. retired from the company on 30-11-2009. At the time of his retirement, he received Rs. 1,44,000 as leave salary from his employer. The following information is provided by the employee:


(1)
Salary at the time of retirement (per month)
Rs. 9,000 


(2)
Period of Service
20 years & 8 months


(3)
Leave encashment
Rs. 1,44,000


(4)
Leave availed while in service
14 months


(5)
Balance unavailed leave at the time of retirement
16 months


(6)
Average salary for the months of February, 2009 to November, 2009
Rs. 8,800


(7)
Leave entitlement 
11/2 month for every completed year of service 

Compute the amount of taxable leave encashment.

Question 21: Shri A.K. Gupta was employed in a factory in Faridabad. He retired on 1-1-2009 after completing a service of 26 years and 5 months. He had been getting a salary of Rs. 23,000 per month and a dearness allowance of Rs. 2,000 per month (forming part of retirement benefits) for the last four years. His pension was determined @ Rs. 9,000 p.m. and 3/4 portion of it was commuted for Rs. 2,70,000. In addition to this he received a gratuity of Rs. 4,00,000 and as per entitlement of 30 days earned leave for each year of service, he also received Rs. 3,00,000 for encashment of earned leave of 12 months during the previous year. Compute gross income from salaries of Shri Gupta for the assessment year 2010-11, assuming he is not covered under Payment of Gratuity Act.

	(4) Retrenchment Compensation 

Section 10(10B)


Any compensation received by a workman at the time of his retrenchment, under the Industrial Disputes Act, 1947 or under any other Act or award or contract or standing order shall be exempt to the extent of minimum of the following limits:


(i)
Actual amount received;


(ii)
15 days' average pay for every completed year of service or part thereof in excess of 6 months;


(iii)
Amount specified by the Central Government, i.e. Rs. 5,00,000.
	5. Compensation received on Voluntary Retirement

Section 10(10C)


Any compensation received or receivable from certain employers by the employee on voluntary retirement as per the guidelines of the Government is exempt to the extent minimum of the following limits: -

-
Actual amount received

-
Rs. 5,00,000

whichever is less.


Exemption shall be available, subject to the following conditions:


(a)
The compensation is received only at the time of voluntary retirement or termination of his services in accordance with any scheme or schemes of voluntary retirement or in the case of public sector company, a scheme of voluntary separation. Even if the compensation is received in instalments, the exemption shall be allowed.


(b)
the amount receivable on account of voluntary retirement or voluntary separation of the employee does not exceed:



-
the amount equivalent to 3 months salary for each completed year of service; or



-
salary at the time of retirement multiplied by the balance months of service left before the date of his retirement on superannuation.

	(6) Provident Fund


	Particulars
	SPF
	RPF
	URPF
	PPF

	1.
Employee's/ assessees' contribution
	Deduction u/s 80C is available from gross total income subject to the limit specified therein
	Deduction u/s 80C is available from gross total income subject to the limit specified therein
	No deduction u/s 80C is available
	Deduction u/s 80C is available from gross total income subject to the limit specified therein

	2.
Employer's contribution
	Fully exempt from tax
	Exempt upto 12% of salary. Amount in excess of 12% is included in gross salary.
	Not exempt but also not taxable every year. For taxability see point 4 below
	Not applicable as there is only assessee's own contribution

	3.
Interest on Provident Fund
	Fully exempt from tax
	Exempt u/s 10 upto 9.5% p.a. Interest credi-ted in excess of 9.5% p.a. is included in gross salary
	Not exempt but also not taxable every year. For taxability see point 4 below
	Fully exempt

	4.
Repayment of lump sum amount on retirement/ resignation/ termination
	Fully exempt u/s 10(11)
	Exempt if the employee has rendered minimum 5 years of continuous service
	Accumulated employee's con-tribution is not taxable Accumu-lated employer's contribution + interest on employer's contribution (till date) is taxable as profit in lieu of salary. Interest on employees contribution (till date) is taxable as income from other sources
	Fully exempt. u/s 10(11)


Transferred balance of unrecognised provident fund, when it is converted into recognised provident fund, is also taxable in the hands of the employee and hence included in gross salary.

Question 22: From the following particulars of Shri Ram Kishan, a manager of a firm, compute his taxable income from salary for the assessment year 2010-11.




Rs.


(i)
Basic Salary (p.m.)
5,000


(ii)
D.A. (included in Salary for retirement benefits (p.m.)
400


(iii)
Own contribution towards recognised provident fund 
3,000


(iv)
Employer's contribution towards recognised provident fund
 3,000


(v)
Interest on RPF @13% per annum
4,680


(vi)
House Rent Allowance Rs. 7,200, rent paid for house at Delhi 
13,800


(vii)
Medical Allowance (p.m.)
100

(viii) Shri Ram Kishan was also provided with a motor car for his official as well as private use by the employer.

Question 23: Mrs. R was an employee in a company. The following particulars are available regarding her income for the year ending 31-3-2010.


(i)
Salary Rs. 3,000 per month.


(ii)
Dearness Allowance Rs. 300 per month.


(iii)
She retires from service on 1-1-2010 after 26 years of completed service and received a pension of Rs. 1,500 per month and gratuity of Rs. 52,000 (her average monthly pay for the last ten months was Rs. 3,000).


(iv)
She also received Rs. 52,000 from unrecognized provident fund of which she was a member (this constitutes employee's contribution Rs. 20,000, employer's contribution Rs. 20,000, interest on employee's contribution Rs. 6,000, interest on employer's contribution Rs. 6,000).

Compute the taxable income under the head "Salaries" of Mrs. R for the assessment year 2010-11 assuming that the salary and pension is due on the last day of the month. She is not covered under Payment of Gratuity Act.

	13. Deductions from Salaries

Section 16


The following two deductions are allowed under section 16:


(a)
Entertainment allowance


(b)
Tax on employment (also known as Professional Tax). Actual amount paid.

	Treatment of Entertainment Allowance


This deduction is allowed only to a Government employee the extent of minimum of the following 3 limits.


(i)
Actual entertainment allowance received during the previous year.


(ii)
20% of his salary exclusive of any allowance, benefit or other perquisite.


(iii)
Rs. 5,000.
Question 24: X, an employee of the Central Government, gets Rs. 6,000 p.m. as basic salary and is entitled to Rs. 1,500 p.m. as entertainment allowance. Compute the deduction under section 16(ii) from gross salary in respect of entertainment allowance.

Question 25: X furnishes the following particulars of his remuneration for the previous year 2009-10 from R Company Ltd. where he is employed as an Accountant:

Basic salary
Rs. 2,300 p.m.

Dearness allowance (forming part of salary for retirement benefits)
 Rs. 1,500 p.m.

Children Education Allowance (for one child)
Rs. 250 p.m.

Entertainment Allowance 
Rs. 250 p.m. 

He is entitled to free facility of gas and electricity, the cost of which to the employer is Rs. 9,000.

He has paid Rs. 400 towards professional tax to State Government.

Compute his income from salary for the assessment year 2010-11.
	14. Approved superannuation fund


The tax treatment as regards the contribution to and payment from the fund is as under:

Employee's contribution: Deduction is available under section 80C from gross total income.

Employer's contribution: Contribution by the employer to the approved superannuation fund is exempt upto Rs. 1,00,000 per year per employee. If the contribution exceeds Rs. 1,00,000 the balance shall be taxable in the hands of the employee.

Interest on accumulated balance: It is exempt from tax.

Payment from the fund: Any payment from an approved superannuation fund shall be exempt if it is made:


(i)
on the death of a beneficiary; or


(ii)
to any employee in lieu of or in commutation of an annuity on his retirement at or after a specified age or on his becoming incapacitated prior to such retirement; or


(iii)
by way of refund of contributions on the death of a beneficiary; or


(iv)
by way of refund of contributions to an employee on his leaving the service in connection with which the fund is established otherwise than by retirement at or after a specified age or on his becoming incapacitated prior to such retirement, to the extent to which such payment does not exceed the contributions made prior to the commencement of this Act and any interest thereon.

	15. Relief when salary is paid in arrears or in advance

Section 89/Rule 21A



(A)
Where any portion of the assessee's salary is received in arrears or in advance.
Step 1: Calculate the tax payable of the previous year in which the arrears/ advance salary is received on:


(a)
Total Income inclusive of additional salary.


(b)
Total Income exclusive of additional salary.

The difference between (a) and (b) is the tax on additional salary included in the total income.

Step 2: Calculate the tax payable of every previous year to which the additional salary relates


(a)
on total income including additional salary of that particular previous year.


(b)
on total income excluding additional salary.

Calculate the difference between (a) and (b) for every previous year to which the additional salary relates and aggregate the same.

Step 3: The excess between the tax on additional salary as calculated under step 1 and 2 shall be the relief admissible under section 89. If there is no excess, no relief is admissible. If the tax calculated in step 1 is less than tax calculated in step 2, the assessee need not apply for relief.


(B)
Where the payment is in the nature of gratuity other than exempt under section 10(10) [Rule 21A(3)]: Relief is available only if the gratuity is received in respect of past services of the assessee extended over a period of not less than five years. In other words, no relief is admissible if the period of service is less than five years.

The amount of relief is calculated as under:


(a)
Where gratuity is paid in respect of past services of fifteen years or more
Step 1
Calculate the tax on total income (including gratuity) in the year of receipt of gratuity and calculate the average rate of tax i.e.
 EQ \F(total tax,total income)   ( 100

Step 2
Calculate the tax on gratuity on basis of average rate of tax computed in step 1.

Step 3
Calculate the tax liability by adding 1/3 of the gratuity to the total income of each of the preceding three years and calculate the average rate of tax for each year separately.

Step 4
Calculate the average of the three average rates computed in step 3 above and compute the tax on gratuity at that average rate.

Step 5 
The excess, if any, of the tax on gratuity computed at step 2 over step 4 will be the relief admissible under section 89


(b)
Where gratuity is paid in respect of past services of 5 years or more but less than 15 years.
The procedure for computation of relief is same except that in step 3 the number of years for calculating average rate of tax shall be taken as 2 instead of 3 and thus 1/2 of the gratuity will be added in the total income of the preceding 2 years instead of 3 years.


(C)
Where the payment is in the nature of taxable compensation received from the employer or former employer at or in connection with the termination of his employment [Rule 21A(4)]: Relief will be available only if the following conditions are satisfied:


(a)
Compensation is received after continuous services of not less than 3 years.


(b)
The unexpired portion of the term of employment is also not less than 3 years.

The procedure for calculating the relief is same as given in Case (a), above, i.e. gratuity paid to the employee in respect of services rendered for a period of 15 years or more.


(D)
Where payment is for commutation of pension [Rule 21A(5)]


The procedure for calculating the relief is same as given in case (a) of para (B) i.e. gratuity paid to the employee in respect of services rendered for a period of 15 years or more.


(E)
Where the payment is of a nature other than given under Rule 21A(2) to 21A(5) discussed above [Rule 21A(6)]


In these cases, the CBDT may, having regard to the circumstances of each case, allow such relief as it deems fit.

Furnishing of particulars for claiming relief under section 89 [Rule 21AA]: Where the assessee, being a Government servant or an employee in a company, co-operative society, local authority, university, institution, association or body, is entitled to relief under section 89, he may furnish to the person responsible for making the payment referred to in section 192(1) the particulars specified in Form No. 10E.

In case of other employees, the application for the grant of relief shall have to made to the Assessing Officer, instead of the employer.

Question 26: R, an employee furnishes the following particulars for the previous year ending 31-3-2010:


Rs.


(a)
Salary income as computed (after all deductions) for the year
6,60,000


(b)
Arrears of salary received during the year (not included in the above)

relating to financial year 2007-08
25,000


(c)
Assessed income of financial year 2007-08
2,40,000

Compute the relief under section 89 of the Income-tax Act, 1961.

The rates of income-tax for the assessment year 2008-09 are:


Tax Rate (%)

On first Rs. 1,10,000
Nil
On 1,10,000 - 1,50,000
10%

On 1,50,000 - 2,50,000
20%

Above 2,50,000
30%

Education cess + SHEC
2% + 1%
(of tax payable)















































































Taxable in the hands of all employees





Taxable in the hands of the specified employees





Tax free perquisites








Accommodation provided rent free at concessional rate 





Monetary obligation of the employee discharged by the employer, like school fee of children, gas electricity expenses paid or reimbursed





Loan given interest free or at concessional rate





Sale of movable assets





Use of movable assets





Facility of gas electricity or water





Facility of watchman, gardener,  sweeper or other domestic servants





Facility of education to the members of the house hold








�Facility of motor car





Any other benefit











Expenses of club paid or reimbursed by the employer





Credit card expenses paid or reimbursed by the employer





Free meal





Gift in kind





Expenses on personal touring and traveling of employee and member of his household
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