Section 10(10A) – Leave Salary  

(A)Leave salary received by any employee during the period of service.

Leave salary received by any employee during the period of service is fully taxable. However relief under section 89 read with rule 21A can be claimed (Circular no 431 Dated September 12, 1985)

(B)Leave Salary to At the time of Retirement /superannuation or otherwise. 

 (i) Leave salary to Central/State Government employee

 Leave salary given to Central/State Government employees at the time of retirement /superannuation in respect of period of earned leave at his credit, is fully exempted. 

(ii)Leave salary given to other employee (non Central/State Government employee is exempted as per detail below. 

Least of following will be exempted:
Leave encashment actually received. 

Last 10 Month ‘average salary’.

Rs. 3, 00,000/-

Cash equivalent of salary in respect of the period of earned leave to the credit of the employee only at the time of retirement. whether on superannuation or otherwise calculated maximum by 30 days maximum for every year of actual service rendered to employer from whose he has retired.
Average Salary drawn during the period of 10 Months immediately preceding the retirement /superannuation .Salary means basic pay plus dearness allowance if term of payment so allowed ,plus commission based on fixed % of turnover achieved by the employee as per term of employment
(iii)Leave Salary paid to Legal heirs of deceased employee in respect of privilege leave standing to the credit of such employee at the time of death is not taxable .

(iv)Leave salary received by family of Government employee who died in harness ,is not taxable in hands of the recipient
