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Chapter 4 Income from salaries
[Sec.15 to 17]

Important concepts

Employer & employee relationship

· For the income to be taxable under this head, relation of employer and employee must exit between the payer and payee.

· Any payment received by an individual from a person other than his employer cannot `be termed as salary.

· Examples:

· Remuneration received by a lecture from his college is salary but remuneration received from another university is not salary. Hence it will be taxable under the head “Income from other sources”, not under the head “salaries”. (E.g. remuneration for setting question paper of another university).

· If director is working in a company in the capacity of employee, then commission or director’s sitting  fee or any other amount received by him from that company should be taxable as a “Salary income”, otherwise as a “Income from other sources ”, 


Salary income must be real and not fictitious

There should be an intention to pay and receive salary. Likewise, there should be intention to render services.

Surrender of salary 

· Salaries are taxable on due basis and once accrued to an employee, its subsequent waiver by the employee does not relieve him from tax liability.

· But if an employee surrenders his salary to Central Government u/s 2 of Voluntary Surrender of Salaries Act, 1961, the salary so surrender will be excluded while computing his taxable income.
Tax- free salary

Amount of tax paid by the employer on behalf pf the employee shall be included in the taxable income of the employee. 

Arrear of salary 

Arrear will be taxed in the previous year in which these are paid or allowed to employee (i.e. receipts basis).

Salary due or received in foreign currency 

If the salary is earned in foreign currency, it will be converted into rupees.

· Conversion rate  

-
T.T. buying rate on specified date.
· Specified date

-
Last date of the month immediately                                                                            
 





Preceding the month in which the salary is 







Due /paid in advance /paid in arrears.

How to compute salary in the grade system

Example 

If any employee joins the service on 1-5-97 and is placed in the grade of Rs. 32,500 – 500 – 38,000 – 800 – 44,400.

This means that –

· He will get a basic salary of Rs. 32,500 w.e.f. 1-5-97

· He will get annual increment of Rs. 500 w.e.f. 1-5-98 and on wards till his salary reaches Rs. 38,000.

·  Thereafter, he will get on annual incremental of Rs. 800 till his salary reaches 44,400.

· No further increment will be given thereafter till he is placed in other grade.

Basis of charge (Sec.15)

Salary is chargeable either on 

· Due basis ; or 

· Receipt basis

(Whichever is earlier)

1. If salary is due at the end of the month   -   in this case, salary from April to
 


March is taxable 
2. If salary is due on 1st day of the next        -     In the case, salary from march to feb. 
Month  

           is taxable.

Note – in case of Government employee, the salary become due on the 1st day of the next month whereas in case of none – Government employee (including bank employees.), the salary become due on the last day of the same month.

Method of accounting 

Method of accounting is irrelevant. It cannot very the basis of charge fixed by sec.15.

Salary earned & received outside India. 
Since salary earned and received outside India is not taxable in the hands of NOR & NR. Therefore perquisites received outside India for rendering services outside India is not chargeable to tax.
Meaning of salary [Sec. 17(1)]
Salary includes: - 

1. Wages 

2. Any annuity or pension;

3. Any gratuity;

4. Any fees, commission or perquisites or profit in lieu of or in addition to any salary /wages;

5. Any advance of salary;

6. Leave encashment;

7. Employer contribution to Recognized provident fund (RPF).

8. Interest credited in RPF A/c

9. Transferred balance from URPF to RPF

10. The contribution made by the Central Government to the account of an employee under Pension Scheme referred to in Sec 80CCD.
Performa of computing taxable income 

	Basic salary

Dearness allowance

Bonus 

Commission 

Pension 

Employer’s contribution in excess of 12% to RPF.

Interest in excess of 9.5 % on RPF

Taxable allowance

Taxable perquisites (after proper valuation)

Taxable part of gratuity

Taxable part of computation of pension

Lump sum received from URPF to the extant employer’s contribution and interest thereon

Taxable part of compensation received

Gross salary

Less : Deduction u/s 16

(i) Entertainment allowance

(ii) Employment tax

Taxable salary /net salary
	Rs.

xxx

xxx
	Rs.

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

	
	
	xxxx

	
	
	xxxx


Meaning of Government employees for different purpose
	S. No.
	Purpose
	Government employees

	1.
	Leave encashment/ entertainment allowance Rent free House. 
	Central & State Govt.



	2.


	Gratuity 


	Central & State Govt. & Local authorities.

	3.
	Pension
	Central & State Govt. & Local authorities & Statutory corporation & Judges of H.C./ S.C.


Meaning of salary for Computation 

	S. No.
	Purpose of computation
	Salary includes

	1.
	Entertainment allowance 
	Basic salary

	2.
	Gratuity [if gratuity Act, 1972 is applicable] 
	Basic salary + DA (whether forming part of retirement benefit or not) 

	3.
	Leave encashment / HRA / RPF / Gratuity [it Act not applicable]
	Basic salary + DA (whether forming part of retirement benefit or not)+ fixed commission on turnover.

	4.
	Retirement compensation 
	Basic+ All allowance + Value of all benefit [excluding Bonus, Gratuity, Employer’s contribution to any retirement benefits scheme.]

	5.
	Rent free accommodation or accommodation at confessional rate.
	Basic + Allowance +Bonus + Commission  + DA(If forming part of retirement benefit)+ Any money payment ( which in chargeable to tax)

But does not include –

1. Employer’s contribution to P.F. A/c.

2. Value of perquisite specified in sec. 17(2) 


Notes 

Dearness allowance (DA)

If in question DA is given, then it will not be treated as forming part of salary unless question specifically says that –

· If forming part of retirement benefit /
· Under the terms of employment /
· Consider for retirement benefit.
Dearness pays (DP) 

It means it is forming part of retirement benefit unless question says otherwise.

Computation of income under the head Salary 

Following are fully taxable 

1. Basic salary

2. Dearness allowance (Whether forming part of salary or not)

3. Advance salary - Taxable on receipt basis (Relief U/s 89 can be claimed) 

4. Arrear of salary – Taxable on receipts basis, if not taxable earlier on due basis (Relief u/s 89 can be claimed)

5. Bonus – Taxable on receipt basis, 

Note – if bonus is received in arrears, relief u/s 89 can be claimed.

6. Annuity received from employer.

7. Salary in lieu of notice period – Taxable on receipts basis.

8. Fee and commission.

9. Overtime payment.  

Gratuity [Sec. 10(10)]

Gratuity received while in service

In such a case, gratuity is not exempted. However relief u/s 89 can be claimed.

Gratuity received at the time of retirement




Points to be noted

Gratuity from more than one employer 

Aggregated amount of exemption cannot exceed Rs. 3,50,000.

Exemption claimed in earlier year

Exemption limit = Rs. 3,50,000 minus amount of exemption (s), availed in the earlier year (s)
Relief u/s 89 

If gratuity received by employed exceed the exemption limit, he can claim relief u/s 89.

Gratuity received by family member after the death of the employee.
a. If gratuity due or paid during the lifetime of employee 

It will be taxable in the hands of deceased employee. For this purpose, legal heirs shall submit income tax return.

b. If gratuity is due & paid after the death of the employee

It cannot be taxed in the hands of deceased employee.

Note- This amount is not taxable in the hands of legal heirs also as it does not partake the character of income in their hands but it is only a part of the estate devolving upon them

Pension [Sec.10 (10A)]










Pension scheme in case of an employee joining Central Government on or after January1, 2004.
1. Contribution by the Central Government to the pension scheme is first included under the head salaries.
2. Such contribution and employee’s contribution to the pension scheme is deductible u/s 80CCD.
3. Deduction = 10% of the Salary (Salary = Basic salary +DA(if under the terms of employment).
4. When pension is received out of the aforesaid amount it will be taxable in the hands of recipient.
5. No deduction will be allowed u/s 80C in respect of aforesaid sums. 
Leave encashment [sec.10 (10) AA] 







Point to be noted 
Meaning of salary

Basic + DA (if forming part of salary) + Fixed omission of turnover.

Average salary 

Average for 10 months proceeding retirement.
Gratuity received by legal heirs

Amount of leave encashment received by legal heirs of deceased employee is not taxable in the hand of recipient.   
Relief u/s 89

Relief u/s 89 can be claimed by an employee in respect of encashment of leave salary when in service.

Retrenchment Compensation [Sec. 10 (10B)]
Leave of the following is exempted-

a. Actual amount received.
b. Rs.500000
c. 15 days average pay X Rounded year of service.
Average pay 
Monthly paid workmen
-
3 completed calendar months.

Weekly paid workmen 
-
4 completed week.

Daily paid workmen

-
12 full working days.

Meaning of salary 

Salary includes- 

Basic + All allowance + Value of all benefit

But does not included-

a. Bonus 
b. Employer’s contribution to any retirement benefit scheme.
c. Gratuity. 
Relief u/s 89
Relief u/s 89 can be claimed.
Compensation received on voluntary Retirement [Sec. 10(10 C)]  

Compensation received from following employer on voluntary retirement is   exempted to certain limit.
1. Central Government / State Government / Local authority established under central/state / Provincial Act; or
2. Any company /co-operative society; or
3. A university /I.I.T.
4. Any notified institute of management.
5. Institute having importance through out India or in any state or states as may be notified.
Exemption 

Least of the following is exempted –

a. Actual amount received.

b. Rs.5,00,000

c. Maximum of 

(i) Last down salary *3* Completed year of service, or 

(ii) Last drawn salary * Balance months of service left.

Meaning of salary 

Basic + DA (if forming part of retirement benefit) + Fixed commission on turnover.

Once in lifetime 
This exemption can be claimed by assessee only once in lifetime.

Relief u/s 89

Relief u/s 89 can be claimed.

Allowance 
Meaning of allowance 

Allowance is a fixed monetary amount paid by the employer to the employees for meeting some particular expenses, whether personal or for performance of his duties.

Types of allowance

A. Allowance, which are fully exempted in case of certain person.
B. Allowance partly taxable and partly exempted.
C. Allowance received by an employee of UNO from his employer.
Allowance, which are fully exempted in case of certain person.

1. Allowance to a citizen of India, who is a Government employee, rendering services outside India.
2. Allowance given to HC and SC Judges.  
3. Allowance received by an employee of UNO from his employer.
Allowance partly taxable and partly exempted.

1. House rent allowance [Sec10(13A)]
2. Specified /notified special allowance [Sec. 10(14)]

House rent allowance (HRA) [Sec. 10(13A)]

Least of the following is exempted- 
a. Actual HRA received 

b. Rent paid- 10% of salary 

c. 40% of salary [in case of 4 metro cities 50% of salary.]


Meaning of salary
Basic + DA (if forming part of salary) + Fixed commission on turnover.

Note-

1. Advance salary of a period other than the previous year is not included.

2. Salary (basic salary, DA & commission) due in respect of the period during which rental accommodation is occupied by the employee shall be considered, whether it is received during the previous year or not. 
Four factors

The exemption in respect of HRA is based upon the following four factors;

a. Salary 

b. Place of residence

c. Rent paid 

d. HRA received 
Note- When these four are same throughout the previous year, the exemption u/s 10(13A) should be calculated on “annual “basis. But wherever these are a change in any of the above factors it should be separately calculated till the next change

Exemption not available.

Exemption is not available-
·   Where an employee lives in his own house ; or 

·   In a house for which he does not pay any rent; or

·   Pays rent, which does not exceed 10% of salary.

Specific notification special allowance [Sec. 10(14)]

These allowances are of 3 types-
(a) Allowance , which are exempted to then extent of actual amount received or the amount spent for specific purpose for which these were received, (whichever is less).
(b) Allowance, which are exempted to the extent of amount received or the limit specified, (whichever is less).
(c) Allowance where exemption is allowed up to certain percentage of amount received. 
Allowance exempted up to amount spent for specific purpose
	S.N.
	Allowances
	Exemption

	(i)
	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.

	(ii)
	Conveyance allowance
	Any allowance granted to meet expenditure on conveyance in performance of duties of an office.
Note- Expenditure for covering the journey between office and residence is not treated as expenditure in performance of duties of the office and, consequently, such expenditure is not exempt 

	(iii)
	Helper allowance 
	Any allowance to meet the expenditure on a helper where such helper is engaged for the performance of official duties.

	(iv)
	Academic allowance / Research allowance.
	Amt allowance granted for encouraging the academic research and professional pursuits.

	(v)
	Uniform allowance
	Any allowance granted to meet the cost of travel non tour or on transfer (including any sum paid in connection with transfer, packing and transportation of personal effects on such transfer.)

	(vi)
	Traveling allowance / Transfer allowance.
	Any allowance granted to meet the cost of travel on tour or on transfer (including any sum paid in connection with transfer, packing and transportation of personal effects on such transfer.)


Allowance exempted up to limit specified
	S.N.
	Allowances
	Exemption

	(i)
	Children education allowance.
	Rs. 100/- per month per child (up to maximum of 2 children)

	(ii)
	Hostel allowance
	Rs. 300/-  per month per child (up to maximum of 2 children)

	(iii)
	Tribal area allowance
	Rs.200/- per month.

	(iv)
	Composite hill compensatory allowance Or high attitude allowance etc.
	Rs. 300/- to 7000/- per month.

	(v)
	Border area, remote area allowance, disturbed area allowance.
	Rs. 200/- to 1300/- P.M.

	(vi)
	Compensatory field area allowance
	Rs. 2600/- p.m.

	(vii)
	Compensatory modified field area allowance
	Rs.2600/- p.m.

	(viii)
	Counter insurgency allowance
	Rs. 3900/- p.m.

	(ix)
	Transport allowance (to meet expenditure for the purpose of commuting between the place of his residence and place of duty
	Rs. 800/- p.m.
Note- Rs. 1600/- in case of an employee who is blind / orthopedically handicapped with disability of lower extremities.

	(x)
	Underground allowance
	Rs. 800/- p.m.

	(xi)
	High altitude (uncongenial allowance given to Nuremberg the armed forces)
	Rs. 1060/- p.m. to 1600/- p.m.

	(xii)
	Special compensatory highly active field area allowance.
	Rs.4200/- p.m.

	(xiii)
	Island (duty) allowance (given to member of armed forces in the Andaman & Nicobar and Lakshadweep.)
	Rs. 3250/- p.m.


Exempted up to certain percentage of amount received
	S.N.
	Allowances
	Exemption

	(i)
	Allowance allowed to transport employee (to meet his personal expenditure during his duty performance in the course of running of such transport from one place to another.
	70% of such allowance or 6000 p.m. (whenever is less).
Condition
Exemption will be allowed to the transport employees only when they are not in receipt of daily allowance, they can claim exemption under a (i) (i.e. Daily allowance).


Allowance, which are fully taxable

All other allowances are fully taxable. Some of such allowance is enumerated as under-

(i) Dearness allowance /Dearness pay (DA/DP)

(ii) City compensatory allowance (CCA)

(iii) Medical allowance 

(iv) Lunch allowance /Tiffin allowance 

(v) Overtime allowance

(vi) Servant allowance 

(vii) Warden allowance

(viii) Non-practicing allowance

(ix) Family allowance

(x) Holiday trip allowance

(xi) Deputation allowance

(xii) Marriage allowance 

(xiii) Foreign allowance 

(xiv) Entertainment allowance (discussed separately)

Note-It should be noted that above list is only an illustrative list. Any allowance which are not covered under (A) or (B) will be covered under(C) and hence fully taxable. 

Perquisites
 Meaning 
· Perquisites are the benefits provided by the employer (May be former /present /Prospective)in addition to normal salary.

· It may be cash or kind and

· It may be provided at free of cost or at a confessional rate.

  
1  A benefit or advantage would be taxable as perquisites only if it has a legal origin. An unauthorized advantage taken by an employee without his employer’s authority would not be taxable as perquisites – CIT v. C Kulandaivelu Konar (Mad).
2 However it is not necessary that the benefit should have been received under an

              Enforceable right –CIT v. S.S.M. Lingappan (Mad).   


Definition   (sec 17(2))

 Perquisite includes-

(1) Value of rent-free accommodation provided to the employee by employer;

(2) Value of any concession, in case of accommodation provided at confessional rate;

(3) Value of any benefit or amenity granted or provided free of cost or at confessional rate to a specified employee
(4) Any sum paid by the employer in respect of any obligation of the employee which otherwise would have been payable by the employee.

(5) Sum payable by the employer whether directly or through a fund (other than a Recognized provided fund / approved superannuating fund /deposit link insurance fund) to effect an assurance on life of the assessee or to effect a contract for an annuity; and

(6) Value of any other fringe benefit or amenity as may be prescribed.

Prescribed facilities

a. Interest free / confessional loans to employee or any member of his household.

b. Use of movable assets.

c. Transfer of any moveable assets.

Note – It should be noted that other facilities [(sec.17 (2) (iii)] is taxable only in the specified employee. All other facilities are taxable in the hands of both the employee whether specified or non- specified.

Perquisites

             


       






Specified employee 

	Employer
	Specified employee
	Remarks

	1. Company 
	Employee who is director of the company 


	It is immaterial

· Whether the employee is a full time director / part time director or nominee is a full time director, or

· Whether or not he is a director   throughout the previous year.



	2.Company 
	Employee having substantial interest in the company
	Substantial interest 

· He is beneficial owner of equity shares carrying 20% or more voting power in the company.

· Legal/registered ownership is irrelevant.

	3. Any 

( including         company)
	An employee, whose income changeable under the head salaries exceeds Rs. 50,000
	For computing the sum of Rs. 50,000 the following are excluding / deducted.

a All non –monetary benefit (i.e. facilities or perquisites in kind)

b Monetary benefit , which is exempted u/s 10.

c Deduction u/s 16

d Employer’s contribution to RPF and interest thereon – CIT Vs. Amar Chand Shroff (SC).
Salary received from more than one employer

Aggregate salary from all the employers will have to be taken in to the purpose of determining the aforesaid limit.


Valuation of Perquisites

  Rent free accommodation or accommodation provided at confessional rate [rule 3(1)]
Unfurnished accommodation 








Note – Rent paid by the employee shall be deducted from the value calculated as above in all cases.

Meaning of salary 

Salary includes following –

1. Basic salary 

2. Allowance (taxable portion)

3. Bonus 

4. Commission (fixed/ variable / on purchase/on sale)

5. D.A. (if from part of retirement benefit)

6. Any monetary payment (which are not in nature of perquisites u/s 17(2)

Example – leave encashment of salary pertaining to the current year or pension received from another employer in included.

Salary does not include following-

1. Employer contribution to P.F. a/c of the employee

2. Value of perquisite specified in sec 17(2) (whether received in cash/kind).

Salary to be calculated on a due ‘basis’ 

Salary (i.e. basic, bonus, commission etc.) accrued for the period during which rent free accommodation is provided to the employee will be considered.
Rent free accommodation provided to judges etc.
Rent free accommodation provided to judges of high court /Supreme Court / official of parliament/ union Minister and Ledger of Opposition in Parliament is exempted.
Furnished Accommodation

	Add

Less
	Value of unfurnished accommodation as above

Value of furniture

a. If furniture owned by employer – 10% of original cost.

b. If  hired from 3rd party – Actual hire charges whether paid / payable
Any charges paid or payable by the employee.


Value of perquisites
	XXX
XXX

XXX

XXX

XXX


Note – furniture includes T.V., radio set, refrigerators, other household appliances, A.C. etc.

Valuation in case of transfer of employee.
a. For the first 90 
-
Where the accommodation is provided both at 
Days of transfer

existing place of work and in new place, the
Accommodation, which has lower value shall taxable
b. After 90 days 

-
Both accommodations shall be taxable.
Accommodation provided in a hotel by any employer (Government/other employer) 
Taxable value – 

a. Actual charges paid / payable by employer; or

b. 24% of salary 

(Whichever is lower)

Note – if such accommodation has been provided on the transfer of the employee from one place to another, then

	a. Up to 15 days
	No taxable value

	b. After 15 days
	· Not taxable for first 15 days.

· After that, it is chargeable to tax.


Note – If hotel bill includes charges for other services (like lunch and dinner) and for which the employer makes payment or reimburses the employee shall be taxable in the hands of employer under FBT.
Notes 

Accommodation located in remote area
The above rule of valuation is not applicable for accommodation located in remote area provided to employees working at a mining site /an onshore oil exploration site/ a project execution site / a dam site / power generation site or an offshore site
Remote area 

Means an area that is located at least 40 Km. away from the town having a population not exceeding 20000 based on latest published in India census.
Perquisite of temporary nature 

The perquisite in respect of temporary nature (and having plinth area of 800sq. ft or less) which is located at least 8 km. away from the local limit of a municipality or cantonment board provided to an employee working at a mining site /an onshore exploration site/ a project execution site/ a dam site/ power generation site or an offshore site, is not chargeable to tax.

No concession No Valuation 

The provisions of rule 3 are applicable only if a “concession“is given by the employer in the matter of rent. Unless the liability arises u/s 17(2)(ii), rule 3 has no application and the method of valuation for calculating concessional benefits cannot be resorted to – Arun Kumar Vs. Union of India (SC).

In other words, the rule applies only for determining the value of the perquisite when the fact of receipt of perquisite is otherwise established. The question whether an employee is in receipt of any concession in the matter of rent would depend upon two factors-

a. The normal rent for the accommodation in the occupation of the employee; and.
b. Rent actually paid by the employee.

Valuation of obligation of the employee paid by the employer

1. Value of such obligation = actual amount paid by the employer (i.e. taxable on payment basis).
2. It is taxable in the hands of all employees (i.e. specified+ none specified).

3. Some example

(i) Gas, electricity bill/ telephone bills/ club bills. Paid/ reimbursed (if connection is in the name of employee).

(ii) School fee of children of employee paid or reimbursed (if bills are issued he name of employee).

(iii)  Salary of domestic servant paid/ reimbursed (if employee engages                                 servant).

(iv)  Income tax/ professional tax paid by employee.

(v) Personal debt of employee discharged by employer.

(vi) Cable charges of the employee.

(vii) Salary of car driver engaged by the employer.

(viii) Valuation of life insurance premium
Valuation of life insurance premium /deferred annuity premium paid/ payable by the employer.
1. Value of perquisite= amount paid / payable by the employer.

2. It is taxable as on soon as it because due for payable (i.e. actual payment during the year is not necessary).

3. Payment of insurance premium under certain schemes (such  as Employee’s State insurance scheme , fidelity Guarantee Scheme)is not perquisite for the employee because these schemes are generally for the benefit of the employer

4. If life insurance premium paid by employer is included in the gross salary of employee, then employee can claim deduction u/s 80C. 
5. It is taxable in case of all employees.

Value of fringe benefit or amenities as may be prescribed 

1. It is taxable in the hands of all employees.
2. Following benefits or amenities are prescribed.

a. Interest free/ con fissional loans to employee or member or any member of his household.

b. Use of movable assets.

c. Transfer of any moveable assets.

Interest free/ confessional loans to employee or any member of his household.

Member of household

It includes-
a. Spouse

b. Children and their spouses.

c. Parents

d. Servants and dependants.

Taxable value
	Purpose
	Duration
	Rate (%)

	Housing loan
	· Up to 5 years
	8.5

	
	· Above 5 years but up to 10 years
	8.75

	
	· Above 10 years but up to 15 year 
	9.

	
	· Above 15 years but up to 20 year.
	9.25

	Car loan
	· Up to 3 years( Rs. 7.5 lakh and above)
	8

	
	· Up to 3 year (below 7.5 lakh)
	*8.5,**8.75

	
	· Above 3 years but up to 5 Years
	*8.75,**9

	
	· Above 5 year but up to 7 Year
	*8.75,**9.25

	Two wheeler loan
	
	11

	Education loan
	· Loan amount up to Rs. 4 lakhs
	10.5

	
	· Loan amount above Rs. 4 lakhs 
	11.5

	Personal loan
	
	12.75


*Applicable in case of metro/urban borrowings.
**Applicable in case of rural/ semi- urban borrowings.
	1. Interest has to be calculated on the maximum outstanding balance for loan at the end of the month.

2. Interest actually paid by the employee or any member of his household shall be reduced from the value calculated as above.

3. Exception – In following cases, no value would be charged.
(i) Amount of original loan (loans) not exceeding Rs. 20,000 in aggregate, or

(ii) Medical loan for treatment of diseased specified in Rule 3A.

Note- However the exemption shall not apply to so much of loan as has been reimbursed to the employee under any medical insurance scheme.


Use of movable assets
	S.no.
	Circumstances
	Value of benefit

	(a)
	Use of laptops and computer
	Nil

	(b)
	Movable assets and other than

a. Laptops and computer ; and 

b. Asses already specified in the rule (i.e. assets for which separate rules of valuation is given).


	a. If owned by – value = 10% p.a. of

  employer                    the original 

                                       cost. 
b. If hired by – Value =  Actual rental 

                                      Charges  paid

                                     / payable by

                                      employer




Note- Amount paid by the employee shall be deducted from the value calculated as above.
Transfer of any movable assets
	S.no.
	Assets transferred
	Value of benefit

	(a)
	Computer and *electronic items.
	           Actual cost employer                                  xxx
Less :  Depreciation @ 50% for ever 
           Completed Year during which 
           the assets was put to use by 
           the employer under                                xxx
xxx                               

	(b)
	Motor car
	Same (but depreciation @ 20% under WDV)

	(c)
	Other movable assets
	Same (but depreciation @ 10% under SLM)


Note- Amount paid by the employee shall be deducted from the value calculated as above.
*Electronic items

· Means data storage and handling devices like computer, digital diaries and printers. 
· They do not include household appliance (like washing machines, mixers, video camera, fridge, etc.). They will cover under other movable assets.

Perquisites taxable in the hands of only specified employees.
	S.no.
	Nature of perquisite
	Value of perquisite 

	(1)
	Gas, electricity or water supply for household consumption
	a. If supply made – value = manufacturing from own                            cost per unit. Resources. 

b. Procured from- value = amount paid outside agency                to outside agency.

	(2)
	Services of cook, sweeper, gardener, watchman or personal attendant.
	Value = Actual cost to the employee (i.e. salary paid/ payable by the employer for such services)

	(3)
	Education facility to member of his household.

Situation I 
a. Where the education institution is itself maintained and owned by the employer; or
b. Where such facility is provided in any institute by reason of employee’s employment with the employer (i.e. there is an agreement between employer and school). 

	Value = cost of such education in a similar

              Institution in or near the locality.
Note 

a. In case of education to children
Rs. 1000 per month per child is exempted.

Note – no restriction on number child.

b. In case of education to household member other than children)

            No exemption

	
	Situation II
In any other case 

(e.g. reimbursement of education expenses)
	Value = Amount of expenditure incurred by employer.


Note – Amount paid by the employee shall be deducted from the value calculated as above.
Points to be noted

1.   If an employer provides a rent free house (owned by employer) to his employee, expenses (inclusive of salary of an gardener) incurred by the employer on maintenance of garden and ground attached to the house, is not taxable separately.
2.  Amount spent for providing free education facilities to, and training of the employee, is not taxable (including boarding and lodging expenses for such purpose).
3. It should de noted that normally above mentioned perquisites are taxable in the hands of only specified employees, but in following situation, it is taxable in the hands of both employee.
· Gas, electricity and water – if connection is in the name of employee.
· Service of cook, sweeper, etc. – if engaged by employee.

· Education facility – If bill are issued in the name of the employee.

Treatment of medical facilities to employees or any member of his family

	
	Medical facility
	Exemption

	Medical treatment in India.
	Situation- I

1. Treatment in hospital maintained by the employer.(For any diseases.) 

2. Treatment in my hospital –

· Maintained by Government (Central or state)/ local authority; or

· In a hospital approved by Government for medical treatment of its employees.

(For any diseases)
3. Treatment in any hospital approved by the Chief Commissioner of income tax for prescribed disease.
	Fully exempted

Fully exempted

*Fully exempted



	
	Situation – II 
Treatment in any other hospital (i.e. private hospital)
	a. Actual expenses incurred or reimbursed by employer ; or 
b. Rs. 15,000 in aggregate per annum (which ever is less)

	
	
	

	Medical treatment outside India
	1. Expenses on medial treatment of the employee/ and member of his family.
2. Expenses on stay abroad of the patient (i.e. employee or any member of his family) (+) one attendant.

3. Traveling expenses of the patient (i.e. employee or any member of his family) (+) one attendant.
	Expenses to the extent permitted by RBI.
Expenses to extent permitted by RBI.

Fully exempted 

Conditions

GTI before including the taxable perquisite on account of travel expenses does not exceed Rs.  2,00,000..
Note – taxable value of medical treatment & stay abroad shall be included in computing the limit of. 2,00,000.

Note – it should be noted that if GTI exceeds Rs. 2, 00,000 entire amount of traveling expenses reimbursed by the employer is taxable.


*In this case, the employee has to attach along with his return of income, a certificate from the hospital specifying the disease for which the medical treatment was required and the receipt for the amount paid to the hospital.

Meaning of family

a.  Spouse 

b.  Children (dependent / non dependent / married / unmarried)

c.  Parent, brothers and sisters (if wholly /mainly dependent on such employee)

Medical insurance premium

All medical insurance payment made under a scheme framed by the GIC or any other insurer approved by the Central Government or Insurance Regulatory and Development Authority. Whether paid directly or reimbursement to the employees. Shall not to be treated as perquisites.
HOSPITAL – it includes dispensary, clinic, and nursing home. 
Medical allowance- Fully taxable irrespective of actual expenditure incurred by the employee. 
Taxable in whose hands 
It should be noted tat normally this perquisite is taxable in the hands of only specified employee, bills are issued in the name of employee, then taxable in the hands of all employee whether specified non specified.

Treatment of leave travel concession / assistance (LTA / LTC) [Sec.10 (5)]

1. The employee is entitled to exemption u/s 10(5) in respect of the value of LTA / LTC received by or due to him from his present employer or former employer for himself and his family, in connection with his proceeding on leave to any place in India.
2. Family includes
a. Spouse ;

b. Children ; 

c.  Parent, brothers and sisters (if wholly and mainly dependent upon him)
Exemption 
Least of the following is exempted

a. Amount actually received 
b. Amount actually spent on fair
c. Amount given in table below ;
	a.
	Where journey is performed by air
	Amount of air economy class fare of the national Carrier by the shortest route.

	b.
	Where journey is performed by rail
	Amount of air- conditioned 1st class rail fare by the shortest route.

	c.
	Where the place or origin of journey and destination are connected by rail and journey is performed by any other mode of transport.
	Amount of air- conditioned 1st class rail fare by the shortest route.

	d.
	Where the place of journey and destination (or part there of) are not connected by rail- 
(i) Where a recognized public transport exits.

(ii) Where no recognitions public transport exists.
	1st class or deluxe class fare by the shortest route.
Amount given in (b) above.


Points to be noted 

Exemption restricted to 2 journeys

Only 2 journeys in block of 4 year are exempted. Current block in Form 1.1.06 to 31.12.09.

Carry- over concession

If the assessee has not availed of the examination of LTC in a particular block, (whether fir both the journeys or for one journey), he claim exemption in the 1st calendar year of the next block (but in respect of only one journey). 
Exemption restricted to only fare

The exemption is allowed only in respect of fare. No other expenses like taxi charges, portages, lodging/ boarding will qualify for exemption.

Exemption available only for two children 
· The exemption is available only for two surviving children.

· However this restriction does not apply in respect of children borne before 1st October, 1998 and also in respect of multiple births after one child.

Any other perquisite provided to employee

All perquisites other than discussed above (e.g. car, club, credit card, gift, lunch, refreshment etc.) are not chargeable to tax in the hands of employees. 
Profit in lieu of salary [sec. 17(3)]
As the name suggests, these payments are by the employee in lieu of or in addition to salary / wages (e.g. gratuity / commuted pension, etc.)
These payments include the following-

1. Terminal compensation
· 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 modification of terms of employment is taxable as profit in lieu of salary (i.e. retrenchment compensation/compensation under VRS.)
· It is taxable on due or receipts basis (whichever is earlier)

· Termination may be due to retirement / premature termination / resignation or otherwise.

2. Payment from unrecognized provident fund or unrecognized superannuation fund
· Following two are taxable as ‘Profit in lieu of salary ‘-

a. Employer’s contribution
b. Interest on above

· Conditions- the P.F. / S.F. is unrecognized.
· These are not taxable in the year in which contribution is made or interest is credited, but taxable at the time when n payment becomes due or payment is actually made to the assessee.

3. Payment made under keyman insurance Policy
Any payment due to or received by the employee under a K.I.P. (including bonus) is taxable as “Profit in lieu of salary”

4. Payment before joining or after cessation of employment.
Any amount due to or received, (whether in lump sum or otherwise) by employee from any employer- 

a. Before joining any employment with that person; or
b. After cessation of employment with that person.
5. Any other payment.
· Any other payment due to or received by an assessee from his employer (or former employer) is treated as “profit in lieu of salary” (whether payment are made in pursuance of a legal obligation or voluntarily.

· However such payment should be made with reference to service rendered by virtue of employment.

· If, however, payment made to an employee is in the nature of personal gift / testimonial, it is not taxable as salary. However, it may be taxable u/s 56

	1. A lump sum payment made gratuitously or by way of compensation or otherwise to the widow or other legal heirs of an employee, who dies while still in active service, is not taxable.

2. Ex gratia payment received from the Central / State Government / local authority / public sector undertaking, consequent upon injury to the employee or on death while on duty, is not taxable.


Treatment of provident fund
	Particulars
	SPF
	RPF
	URPF
	

PPF

	Employee’s contribution (whether deduction u/s 80C is available or not. 
	Available
	Available
	Not available
	Available

	Employer’s contribution    ( weather exempted or  not)
	Fully exempted
	Exempted up to 12% of salary
Meaning of salary

Basic + DA (if forming part of retirement benefit) + Fixed commission of turnover.
	Not exempted                (but also not taxable ever year) 
	Not applicable (as there is only assessee’s own contribution.)

	Interest on P.F. 

( weather exempted or  not)
	Fully exempted
	Exempted up to 9.5%
	Not exempted                (but also not taxable ever year)
	Fully  exempted

	Repayment of lump sum amount on retirement/ resignation / termination (whether exempted or not) 
	Fully exempted u/s 10(11)
	Exempted 
[ if certain condition are satisfied]

[see note]
	a. Accumulated employee’s contribution not taxable.
b. Accumulated employers contribution and interest thereon is taxable as “profit in lieu of salary”.
c. Interest on employee’s contribution in taxable as “income from other sources”
Note – Relief u/s 89 can be claimed in case of sum received from URPF so far as it is attributable to employer’s contribution and interest thereon.
	Fully exempted.


SPF
 = Statutory Provident Fund      
  
RPF 
= Recognized provident

URPF
  =Unrecognized Provident  

 PPF 
= Public provident fund
Note

Condition for exemption from RPF.

1. If the employee rendered continuous service with his employer for a period of 5 years or more ; or

2. If, though, he has not rendered continuous service of 5 years , the service has been terminated-

a. By reason of such employee’s ill health ; or

b. By the contraction /discontinuance of the employer’s business ; or

c. Other cause beyond the control of the employee, or

3. If, on the cessation of his employment, the employee obtains employment with any other employer, to the extent the accumulated balance due and becoming payable to him is transferred to his individual account in any RPF maintained by such other employer.
	However, in a situation mentioned under clause (3) above for calculating period of service for clause (1) above, the period of service rendered under previous employer(s) shall also be included.


Non-fulfillment of condition

(i) If the accumulated balance becomes taxable due to non-fulfillment of the aforesaid conditions, the total income of the employee will be recomputed by the assessing officer, as if the fund was not recognized from the beginning.

(ii) He can, however, claim relief u/s 89 (1).

(iii) Interest on employee’s contribution is taxable as “income from other sources”.
Amount transferred from URPF to RPF 

1. Computation of taxable 

That part of the sum which is transferred from UPRF to PPF is taxable as under-

	
	Particular
	Taxable  Amount

	a.
	Employee’s contribution

· up to assessment year 1997-98
· up to assessment year 1997-98 
	Excess of 10%

Excess of 12%

	b.
	Interest credited to fund
· up to 1.4.2001

· After 1.4.2001
	Excess of 12%

Excess of 9.5%


2. Taxability 
The aggregated excess amount till the date of conversion of the URPF to RPF computed as above should be included in the gross salary of the previous year in which conversion took place.
3. Relief/ exemption
No other relief/ exemption shall be granted.
4. Balance not transferred.
That part of the accumulated balance, which is not transferred, and which                            relates to the employer’s contribution and interest thereon is taxable as profit in lieu of salary.
Other welfare fund 
Approved superannuation Fund
	Employer’s contribution
	Exempted

	Employee’s contribution
	Deduction u/s 80C

	Interest on above contributions
	Exempted 

	Payment from the fund
	Any payment from an approved superannuation fund shall be exempted if it is made-

a. On the death of a beneficiary; or
b. To an employee in lieu of or in commutation of an annuity on-

· His retirement at or after a specified age; or

· His becoming incapacitated prior to such retirement.


Approved Gratuity Fund

a. Employer’s contribution is exempted from tax.

b. Actual payment received by the employee is exempted from tax within the limit specified in sec. 10(10).

Deduction from salary [Sec.16]
Following two deduction are allowed from gross salary- 

1. Entertainment allowance [sec.16(ii)]
2. Tax on employment (professional tax) [Sec.16(iii)]
Entertainment allowance [sec.16 (ii)]
· First the entire entertainment allowance received by an employee is added to the gross salary.

· Then deduction u/s 16(ii) shall be allowed as under.


Note – Actual expenditure towards entertainment is not deductible. It is irrelevant.
Tax on employment (professional tax) [Sec. 16(iii)]
· Deduction in available only in the year in which such tax is paid (i.e. on payment basis).

Note –if it is paid after the end of the previous year, no deduction shall be allowed.
· If it is paid by employer on behalf of an employee-
a. It is first included in the salary as perquisite [ for all employee], and
b. Then the same amount is allowed as deduction.
Pay scale

Q.1 
X joins a company on June 1, 2006 on monthly salary of Rs.30000 (he was not employment price to June 1, 2006). As per the terms of employment, salary becomes due on the first day of the next month and is paid on the seventh day of the next month. Determine the amount of salary chargeable to tax for the AY 2007-08.

Q.2 
Suppose in above question, the salary becomes due for payment on the last day of each month, find out the taxable salary for the AY 2007-08.
Q.3
X joins    a company on December 1,2003 in the pay scale of Rs. 10,000 – Rs. 25000 (salary at the time of joining is fixed at Rs. 12,000 ). As per the terms of employment salary become “due” on the first day of the next month, and it is generally paid on the fifth day of the next month. Find out the salary taxable for the AY 2007-08.

Q.4
Assume in above question, that salary becomes due on the last day of each month, find out the salary chargeable to tax for the AY 2007-08.

Q.5
Up till June 30, 2006 X is in the employment of A Ltd. On the fixed salary of Rs. 25,000 per month, which becomes “due” on the first day if the next month. On the July 1, 2006, X joins B ltd.(salary being Rs. 30,000 per month which becomes “due “ on the last day of each month ). Salary is actually paid on the seventh day of the next month in both cases. Find out the amount of salary chargeable to tax for the AY 2007-08.

Gratuity 

Q.6 
X an employee of central Government, received Rs. 92000 as gratuity at the time of his retirement on December 31, 2006 under the New Pension Code. Is gratuity fully exempt from tax? Does it make any difference if he joins a company in the private sector on January 11, 2007. 

Q.7 
X an employee of A ltd. Receives Rs. 62000 as gratuity (he is covered under the payment of gratuity Act 1972) he retires on January 31, 2007 after service of 29 years and 8 months. At the time of retirement monthly salary of X was 3100, is the entire amount of gratuity exempt from tax? 

Q.8 
X is marketing Manager of A ltd. he retires on November 30, 2006 after service of 22 years and 10 months. At the time of retirement he has been paid Rs. 2, 80,000 as gratuity, although A ltd. Is not covered by the payment of gratuity Act 1972. Find out the salary chargeable to tax for the AY 2007-08.


The following addition information is available-

3. As per service rules, salary. Allowance and commission become due on first day of the next of each month and paid on the same day. 

4. X retires on November 30, 2006 and hand over the charge on the same day at 5.30 PM to the Deputy marketing Manager. 

Q.9 
X, a marketing specialist of Bombay, is working with two companies, viz, A Ltd. and B Ltd. He retires from A Ltd. On Nov. 30, 1988 (salary at the time of retirement: Rs. 2,600) and receives Rs. 22,000 as gratuity out of which Rs. 20000 was exempted. He also retires from B Ltd. On Dec. 10, 2006 after 28 years and 8 months of services and receives Rs. 2, 90,000 as death-cum- retirement gratuity. His average basis salary drawn from B Ltd. For the preceding 10 months ending on Nov 30. 2006 is Rs. 18200 per month. Besides, he has received Rs. 1000 per month as dearness allowance, 80% of which forms part of salary for the purpose of computation of retirement benefit and 6% commission on turnover achieved by him. Total turnover achieved by him during 10 months ending on, 30, 2006 is Rs. 2, 00,000. Determine the amount of gratuity exempt u/s 10 for the AY 2007-08.
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Government employees


(Fully exempted)





Non-Government employees





Employees covered by Payment of Gratuity Act, 1972


Least of the following is exempted-


Actual gratuity received


Rs. 3,50,000 


15/26 * Last drawn salary * Rounded years of services


Notes


Meaning of salary 


Basic salary + DA (always)





Rounded years of service


More than 6 months - 	1 Year


6 months or less       -  	 Ignore





Seasonal employment


7/26 should be taken.





Piece rated employee


Last drawn salary = Average of total wages  (excluding overtime) received for a prepaid of 3 months immediately proceeding the termination of his employment.











Employees not covered by Payment of Gratuity Act, 1972


Least of the following is exempted-


Actual gratuity received


Rs. 3,50,000 


1/2 * Average salary *Completed years of services


Notes


Meaning of salary 


Basic salary + DA (if forming part of retirement benefit)+Fixed commission on turnover]





Completed year of service


Part of month (whether more / less than 6 months) shall be completely ignored.





Average salary


Average for 10 month of preceding the month of retirement




















MLAs or MPs are not treated as an employee of the Government; therefore remuneration received by these people is not taxable under the head “Salaries”, but taxable under the head “Income from other sources”,


Salary received by a partner from a partnership firm is taxable under the head “Business and profession”.











Obligation


Taxable in the hands of both employees





Facility / amenity 





Rent-free accommodation/ accommodation at confessional rate


Taxable in the hands of booth employees





Other facility/ amenity





Prescribed facility


Taxable in the hands of both employees





Non – prescribed facility


Taxable in the hands of only specified employee





Government employees


Taxable value= License fee determined by Government  





Non-Government employees








If accommodation is owned by employer 





In cities having population exceeding 4 laks as per 2001 census.


Taxable value = 20% of salary








In cities having population does not exceeding 4 lacs census.


Taxable value = 15% of salary








If accommodation is taken on lease or rent by employer.


Taxable value=


Actual amount of lease or rent paid/ payable by employer; or


20% of salary


(Whichever is lower)





Un commuted pension


(i.e. Periodical pension)


(Fully taxable)





Commuted pension








Government employees


(Fully Exempted)





Non-Government employees








If the employee receives gratuity also.


Exemption 


1/3rd of commuted (full)value of the pension. 





If the employees does not receive gratuity.


Exemption


1/2nd of commuted (full) value of the pension





Family pension received by the legal heirs after the death of the employee is taxable in the hand of legal heir under the hand ‘Income from other source’.


If commuted pension receive by employee exceed the exemption limit, he can claim relief u/s 89.  





Encashment of leave during tenure of service.


(Fully taxable)





Encashment of accumulated leave at the time of retirement





Government employees


      (Fully exempted)





Non-Government employees


Least of the following is exempted-


Amount actually received


Rs. 3,00,000


Average salary*10


(Maximum 30days for each completed year of service minus leave availed)*Average Salary.





For the purpose of (c) (i.e. 40% /50% limit), place of resident is relevant, and not the place of service.





Government employees


Least of the following is deductible- 


Amount actual received 


Rs. 5,000


20% of salary (salary =basic salary)





Non-Government employees


(No deduction)
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