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COMPUTATION OF SALARY INCOME
	1
	Basic salary
	xxxx

	2
	All taxable allowance
	xxxx

	3
	All taxable perquisite 
	xxxx

	4
	Gross Salary
	xxxx

	5
	Less st deduction u/s 16

i)Entertainment allowance (for govt employee)

ii)Professional tax 
	Xxx

Xxx

	6
	Income under head of salary
	xxxxxxxx


TAX TREATMENT OF DIRECT SALARY

· Basic Salary / basic Pay (taxable always)

· Advance Salary, Taxable subject to relief U/S 89 (1)

· Arrear Salary, Taxable subject to relief U/S 89 (I)

· Bonus (taxable always)

· Commission (taxable always)

· Fees (taxable always)

· Annuities (taxable always)

· Over time payment (taxable always)

· Any extra wages also taxable always.

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

· Interest credited to RPF Account in excess of 9.5%(now 8.5% from 1-9-2010)
(1)
LEAVE SALARY

Situation-1: Leave encashment received by Govt. employee during the service period is 100% taxable


Situation-2:
Leave encashment received by Non- Govt. employee during the service period is 100% taxable


Situation-3:
Leave encashment received by Govt. employee after retirement is wholly exempted.

Situation-4:
Leave encashment received by Non- Govt. employee after retirement.

Least of the following is exempted

· Cash equivalent to leave salary at his credit @ 30days per year.

· 10 Months average salary.

· Rs. 3, 00,000.

· Actual.

	                  PARTICULARS


	AMOUNT(Rs)



	Actual amount received 
	        XXXX

	Less: least of the following
	

	*Actual amount received 
	

	*10 months average salary.
	

	*Maximum: Rs 300000
	

	*Cash equivalent to leave salary

a) Total leave(availed+ un availed) in days
b) 30 days x number  of    years    service     whichever is lower (1)
c) Leave already taken during  the service period (2)

d) (1)less(2)/30 x Average salary

	

	Least amount
	         (XXXX)

	Taxable leave salary
	


 (2)
DEATH-CUM-RETIREMENT GRATUITY.


Situation-1:
Govt. Employee getting gratuity is fully exempted.


Situation-2:
Pvt. Employees covered under gratuity Act 1972.


The minimum of the following amounts is exempted from tax.

(a) The amount of gratuity actually received.

(b) 15 days’ salary for every completed year of service or part thereof in excess of six months. However in the case of an employee who is employed in a seasonal establishment and is not so employed throughout the year, the exemption shall be for seven days wages for each season.

(c) Rs. 3,50,000.

Situation-3: Pvt. Employees not covered under gratuity Act 1972.

Shall be exempt to the extent of the minimum of the following amounts.

(a) Actual amount of gratuity received.

(b) Half month’s average salary for every completed year of service.

(c) RS. 3,50,000.
Employees not covered under Gratuity Act
	PARTICULARS


	Amount(Rs)



	Actual amount received 
	XXXX

	Less: least of the following
	

	Actual amount received 
	

	15/26x no. of fully completed  yrs of service x (basic+da)last drawan salary

            
	

	Maximum: Rs 350000(Rs 1000000 from may 24,2010)
	

	Exempted amount of gratuity
	XXXX

	Taxable amount of Gratuity
	


Employees not covered under Gratuity Act
	                       PARTICULARS


	Amount(Rs)



	Actual amount received 
	XXXX

	Less: least of the following
	

	Actual amount received 
	

	15/30x no. of completed yrs of service x average salary
	

	Maximum: Rs 350000(Rs 1000000 from may 24,2010)
	

	Exempted amount of gratuity
	XXXX

	Taxable gratuity
	


(3)
TREATMENT OF PENSION

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

· Commuted pension: Exempted in the case of Government employees or employees of local authorities or statutory corporation.

· For other employees where the employee receives gratuity: The commuted value of 1/3rd of the pension, which he is normally entitled to receive, is exempt from tax. Any amount received over and above the exempted pension is taxable and hence included in gross salary.

	PARTICULARS
	Amt(Rs)

	Actual amount received
	XXXX

	Less: 1/3 x actual amount received (fully commuted)
	XXXX

	Taxable amount of pension
	XXXX


Where the employee does not receive gratuity the commuted value of ½ of the pension, which he is normally entitled to receive is exempt from tax. Any amount received over and above the exempted pension is taxable and hence included in gross salary.

	                                           PARTICULARS
	Amt(Rs)

	Actual amount received
	XXXX

	Less: 1/2 x actual amount received (fully commuted)
	XXXX

	Taxable amount of pension
	XXXX


(4)
Retrenchment Compensations [Section 10 (10B)]

Any compensation received by a workman at the time of his retrenchment, under the Industrial Disputes Act, 1947 or under.

· Actual amount received,

· Amount calculated in accordance with provision of section 25F(b) of the Industrial Disputes Act, 1947, which is equal to 15 days average pay for every completed year of service of part thereof in excess of 6 months,

· Amount specified by the Central Government i.e. Rs. 5,00,000

	PARTICULARS


	Amount            (Rs)



	Actual compensation amount received 
	XXXX

	Less: least of the following
	

	Actual amount received 
	

	Maximum: Rs 500000
	

	Amount as per the Industrial Dispute Act,1957****
	

	Exempted  amount of compensation
	XXXX

	Taxable amount of compensation
	xxxxx


   **** 15/26 x average salary of last 3 months x completed yrs of service and part thereof in excess of six      months

(5)
Compensation received on Voluntary Retirement [Section 10(10C) / Rule 2BA] Quantum of Exemption: The amount of exemption is the actual amount of compensation received or Rs. 500000 whichever is less. 

	PARTICULARS
	Amount(Rs)



	Actual compensation amount received 
	XXXX

	Less: least of the following
	

	Actual amount received 
	

	Maximum: Rs 500000
	

	Last drawn salary x 3 x completed yrs of service
	

	Last drawn salary x remaining month of salary
	

	Exempted  amount of VRS
	XXXX

	Taxable amount of  VRS
	XXXX


(11)
Allowances which are fully taxable:

(i) Dearness Allowance and Dearness Pay
     As is clear by its name, this allowance is paid to compensate the employee against the rise in price level in the economy. Although it is a compensatory allowance against high prices, the whole of it is taxable. When a part of Dearness allowance is converted  into Dearness pay, it becomes part of basic salary for the grant of retirement benefits and is assumed to be given under the terms of employment.

(ii) City Compensatory Allowance

This allowance is paid to employees who are posted in big cities. The purpose is

to compensate the high cost of living in cities like Delhi, Mumbai etc. However,

it is fully taxable.

(iii) Tiffin / Lunch Allowance
It is fully taxable. It is given for lunch to the employees.

(iv) Non practicing Allowance
This is normally given to those professionals (like medical doctors, chartered

accountants etc.) who are in government service and are banned from doing

private practice. It is to compensate them for this ban. It is fully taxable.

(v) Warden or Proctor Allowance
These allowances are given in educational institutions for working as a Warden of

the hostel or as a Proctor in the institution. They are fully taxable.

(vi) Deputation Allowance
When an employee is sent from his permanent place of service to some place or

institute on deputation for a temporary period, he is given this allowance. It is

fully taxable.

(vii) Overtime Allowance
When an employee works for extra hours over and above his normal hours of

duty, he is given overtime allowance as extra wages. It is fully taxable.

(viii) Fixed Medical Allowance
Medical allowance is fully taxable even if some expenditure has actually been

incurred for medical treatment of employee or family.

(ix) Servant Allowance
It is fully taxable whether or not servants have been employed by the employee.

(x) Other allowances
There may be several other allowances like family allowance, project allowance,

marriage allowance, education allowance, and holiday allowance etc. which are fully taxable.
(9)
FOLLOWING ARE THE ALLOWANCES EXEMPTED TO THE EXTENT OF AMOUNT RECEIVED OR SPECIFIED LIMIT WHICHEVER IS LESS.

	Sl no.
	Allowances
	Exemption limits

	1
	Children Education allowance
	Rs 100 p.m per child max 2 children

	2
	Children hostel exp. allowance
	Rs 300 p.m per child max 2 children

	3
	Tribal area allowance
	Rs 200 p.m 

	4
	Transport allowance
	Rs 800 p.m & Rs 1600 p.m for blind/handicapped

	5
	Transport allowance for transport employee
	70% of such allowance or Rs6000 p.m whichever is less

	6
	Underground allowance
	Rs 800 p.m

	7
	Compensatory field area allowance
	maximum Rs 2600 p.m

	8
	Compensatory modified hill area allowance
	maximum up to Rs. 1000 p.m.

	9
	Special Compensatory hill area or high attitude allowance etc
	Rs 300 p.m to Rs 7000 p.m

	10
	Border area, Remote area, Disturbed area allowance
	Rs. 200 P.M. to Rs. 1300 p.m.

	11
	High altitude allowances (Non-congenial climate.)
	 Rs.1060 p.m. (Altitude for 9000 ft to 15000 ft), Rs. 1600 p.m. (Above 15000 ft)

	12
	Special compensatory for highly active filled area allowance
	Limit is Rs. 4200 p.m.

	13
	Island allowance
	Limit is Rs. 3250 p.m.


(6)  TREATMENT OF HOUSE RENT ALLOWANCES

Situation -1 : For Metro cities.


          Least of the following is exempted.

· Actual amount received [HRA]

· Rent paid over 10% of Salary, i.e. [ Rent paid – 10% of Salary]

· 50% of Salary

(*) Salary for this purpose is:-

[Basic pay + DP & DA if form part of the salary+ Commission if fixed % on turnover]

Situation – II : Other than Metros.




 Least of the following is exempted.

· Actual HRA 

· Rent paid over 10% of Salary.

· 40% of Salary.

Rule 2A-U/S 10 (13A) speaks: - “Assessee who lives in his own house or in a house where he does not pay any rent, this exemption is not allowed. 

	PARTICULARS
	AMOUNT(Rs)

	Actual amount received [HRA]
	XXXX

	Less: least of the following
	

	Actual amount received [HRA]
	

	50%(metro)/40%(non metro) of salary
	

	Rent paid – 10% of Salary
	XXXX

	Taxable House Rent Allowance
	XXXX


(7)   ALLOWANCES TAXABLE ON ACTUAL BASIS

· Travelling allowance.

· Conveyance allowance

· Helper allowance

· Academic allowance

· Uniform allowance

· Research allowance

· Attendant allowance

(*) For the above allowance the exemption is allowed maximum up to actual expenditure by the employee and subject to satisfactory acceptance by the employer.

 (10)
Allowances which are exempted in case of certain persons:

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

(ii) Allowance to High Court judges under section 22A (2) of the High Court judges (Conditions of Service) Act, 1954.

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

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

	(8)
ENTERTAINMENT ALLOWANCE U/S 16 (II)


Situation – I   No deduction for Pvt. Employees.


Situation – II  Deduction for Government employees is least of the following.

· Rs. 5000 or.

· Actual or,

· 20% of Basic Salary.

** Entertainment allowance is fully taxable and shall be included in gross salary for both employees and least amount shall be deducted u/s16 for govt. employee

(9)    PROFESSIONAL TAX U/S 16(III)

 As per section 16(iii) of Income tax act ,Professional tax on employment or tax on employment levied by state under article 276(2) of the Constitution is allowed as a deduction from the Salary income.
Tax should be Paid By the Employee: Profession tax should have been paid by the Employee then only he is eligible to get deduction of the same.If he has not paid the same then no deduction is allowed.
Deduction,if Tax paid by the employer on behalf of employee:If such tax is paid by the employer on behalf of the employee then same amount will be treated as perquisites and then deduction will also be available to the employee.

Maximum amount under article 276(2): As per article 276(2) of the constitution ,State Govt , municipality or other authority which is authorised under article 276(2) can impose professional tax on employment from a person maximum up to 2500/year.




PERQUISITES

	RENT FREE ACCOMODATION



	GOVT.


	OTHER
	IN HOTEL

	As per govt. rules

(licenses fees) less
Rent recovered from employee


	Owned by employer
	Not owned by employer
	24% of salary or actual charges whichever is less   

** nothing taxable if accommodation is provided not more than 15 days

and on transfer of employee from one place to another



	
	As per 2001 census
	As per 2001 census
	

	
	Population >25 lakhs
	15%**
	Actual rent or 15% of salary whichever is lower
	

	
	Population >10<25lakh
	10%**
	
	

	
	Population up to 10 lakhs
	7.5%**
	
	

	The above funda is applicable only for unfurnished house

**%  on amount of salary (less) Rent actually paid by employee

	FURNISHED HOUSE

If the furniture (tv, washing machine) is provided then 10% p.a of cost of furniture or actual hire charges if taken on rent shall be added with unfurnished house.

** Maintenance charge or repair of building incurred by employer shall be ignored.

	Salary means: basic salary+(DA)+bonus(current yr)+ leave salary(current yr)+commission + taxable portion of all allowance + monetary payment from employer other than PF(not include perqs)



Value of interest free loan:

* Calculate interest on the basis of SBI lending rates and interest paid by employee. The difference will be the value of perquisite
* Interest on maximum outstanding monthly balance of advance is considered to determine any concession in interest. Maximum outstanding monthly balance means balance of loan on the last day of each month.

*Nothing is taxable if loans in aggregate do not exceed Rs 20000 and loan is provided for a treatment of specified disease likes  neurological diseases, Cancer, AIDS, Chronic renal failure, Hemophilia are the specified diseases.
SBI LENDING RATES – For 2010-11 Assessment Year are as follows:-

	Categories of Loan
	Particulars
	As on April 1, 2009 for the A.Y. 2010-11

	Housing Loan
	Up to 5 Years.
	10.25%

	
	Above 5 Years but up to 10 years
	10.75%

	
	Above 10 Years but up to 15 years
	10.75%

	
	Above 15 Years but up to 20 years
	10.75%

	Car loan, for new car
	Up to 3 years (Rs. 7.5 lakhs and above)
	11.5%

	
	Up to 3 years (below Rs. 7.5 lakhs)
	11.75%

	
	Above 3 Years but up to 5 years
	11.75%

	
	Above 5 Years but up to 7 years
	12%

	Two Wheeler Loan
	
	16.25%

	Education Loan
	Loan amount up to Rs. 4 lakhs
	11.75%

	
	Loan > Rs. 4 lakhs<Rs7.5 lakhs
	13.25%

	Personal Loan
	
	16.50%


Use of movable assets

	Assets given
	Value of benefits

	a)Use of laptops and computers
	Nil



	b)Movable asset other than 

i. Laptops and computers

ii. Asset already specified


	i.  10% p.a. of the actual cost of such asset, or 

ii. ii. The amount of rent  paid , or payable by the employer as the case may be  


Transfer of movable assets:

	Assets transferred


	Value of perquisites



	Computers and electronic 


	Depreciated value of asset [depreciation is computed @50% on WDV for each completed year of usage]

	Motor cars 
	Depreciated value of asset[depreciation is computed @20% on WDV for each completed year of usage]

	Any other asset 


	Depreciated value of asset[depreciation is computed @10% on   SLM   for each completed year of usage]




Valuation of provision of domestic servants

	Servant appointed by
	Servant’s salary paid by 
	Value of perquisite 
	Taxable in the hand of

	Employee
	Employee
	Nil
	Not applicable 

	Employee
	Employer
	Actual cost incurred by the employer on the servant 
	All employees 

	Employer
	Employer
	Actual cost incurred by the employer on the servant
	All employees

	Employer
	Employee
	Nil
	Not applicable


Valuation of supply of gas, electricity or water supplied by employer

	Facility in the name of 
	                             Value of perquisite 
	Taxable in the hand of

	
	Provided from own source
	Provided from outside
	

	Employee 
	Manufacturing cost to the employer 
	Amount paid to the supplier
	All employees 

	Employer 
	Manufacturing cost to the employer
	Amount paid to the supplier

	Specified employees 




Valuation of educational facilities

	Facility provided to


	                             Value of perquisite
	Taxable in the hand of


	
	Provided in the school owned by the employer  


	Provided in any other school 


	

	Children 


	Cost of such education in similar school (an exemption of Rs. 1000 p.m. per child is available)
	Cost of such education (an exemption of Rs. 1000 p.m. per child is available)


	Specified employee



	Other house hold member 


	Cost of such education in similar school


	Cost of such education incurred 


	Specified employee




VALUATION OF MOTOR CARS
Owned or hired by employer and used



	Exclusively for official purpose
	Exclusively for pvt., purpose
	Both official and Pvt. Purpose

	Nil. Taxable if specified document is maintained
	Running &

 Maintenance exp actual +remuneration of 
Chauffeur + actual

Wear & tear@ 10% p.a of cost or hire charges if car taken on hire charges
	Running and maintenance borne by

	
	
	Employer
	employee

	
	
	Up to 1.6 ltrs Rs 1800p.m + for chauffeur Rs 900 p.m (-) amount recovered from employee shall be taxable


	Up to 1.6 ltrs Rs 600p.m + for chauffeur Rs 900 p.m (-) amount recovered from employee shall be taxable

	
	
	Exceeding 1.6 ltrs Rs 2400p.m + for drivers Rs 900 p.m  (-) amount recovered from employee shall be taxable


	Exceeding 1.6 ltrs Rs 900p.m + for drivers Rs 900 p.m  (-) amount recovered from employee shall be taxable

	Expenses borne by both employer and employee
	
	


Owned  by employee and used



	Exclusively for official purpose
	Exclusively for pvt. purpose
	Both official and pvt. purpose

	Nil. Taxable if specified document is maintained
	Actual expenditure incurred by employer (-) amount

recovered from employee   
	Running and maintenance borne by

	
	
	Employer
	employee

	
	
	Actual expenditure  for official and personal (-) Rs 1800 p.m + Rs 900 p.m for driver where the cubic capacity does not exceed 1.6 ltrs


	     No tax

	
	
	Actual expenditure  for official and personal (-) Rs 2400 p.m  + Rs 900 p.m for driver where the cubic capacity exceeds 1.6 ltrs


	

	Expenses borne by employer 
	
	

	If expenses borne by employee  then no tax is chargeable


Any other automotive owned by employee, used partially for work and expenses reimbursed by employer : actual expenses reimbursed (-) Rs 900p.m.
Note :

1. Using cars from pool of cars owned or hired by Employer :

The employee is permitted to use any or all cars for both official and personal use :
	For one car 
	Valued as per 1(c )(i)

	For more than one car 
	Valued as per 1(b) as if fully used for personal purpose


2. Documents to be maintained for claiming ‘not taxable perquisite’ or higher deduction wherever applicable [Rule 3(2)(B)]

(a) Employer should maintain complete details of journey undertaken for official purpose, which includes date of journey, destination, mileage and amount of expenditure incurred thereon.

(b) Certificate of supervising authority of the employee, wherever applicable, to the effect that the expenditure incurred for wholly and exclusively for performance of official duties, should be provided.
Leave travel concession sec 10(5)

Any concession received by employee for himself or his family for travelling to any place in India is exempt  to the extent of amount spent subject to the following conditions:

1) exemption can be claimed for two journeys in a block of four years  and out of two journeys  exemption for one journey can be claimed  in the calendar year succeeding the end of the block.

2) Exemption is available only for two children but exemption will be available for all children born before October 1,1998 

3) Amount of exemption

	Situations
	Amount of exemption

	Where journey is performed by air 
	Amount of economy class air fare of the national carrier by shortest route or amount spent whichever is less

	Where journey is performed by rail 
	Amount air condition first class rail fare by the shortest route whichever is less

	Where the place of origin of journey and destination are connected by rail and journey is performed by any other mode of transport
	Amount of air conditioned first class rail fare by the shortest route or the amount spent whichever is less.

	Where the place of origin of journey and destination are not connected by rail

a)where a recognized public transport exists

b)where no recognized public transport exists
	First class or deluxe class fair by the shortest route or the amount spent whichever is less

Air conditioned first class rail fare by the shortest route or the amount spent whichever is less.


MEDICAL FACILITIES

a) Medical treatment of the employee or his family (spouse and children, dependent - parents, brothers and sisters): - Is fully exempt without limit

· Provided in any hospital maintained by the employer.

· Any sum paid by the employer towards expenditure actually incurred by the employee in any hospital: -

· Maintained by employer or  Government or Local Authority or any other hospital approved by Central Government for the purposes of medical treatment of its employees;

· Approved by the Chief Commissioner having regard to the prescribed guidelines in respect of prescribed diseases. 

b) Premium paid by an employer by cheque to General Insurance Corporation to effect/keep in force:

· Insurance on the health of his employees.

· Medical Insurance Premia.

c) Any sum, not exceeding Rs.15,000/-, paid to any hospital, nursing home or a clinic other than(a & b)

d) Amount payable for treatment Outside India: -

· Medical expenses - to the extent permitted by RBI.

· If Gross Total Income (before including the travel expenditure) of the employee, does not exceed Rs.2,00,000/-, then travel abroad for patient and one attendant - fully deductible.

· Stay abroad for patient and one attendant - permitted by RBI.

	
	
	

	
	Transportation of goods or passengers at

free or concessional rate provided by the

employer engaged in that business (other

than railways/airlines
	Value at which offered to public 

Less: amount recovered from the Employee

	
	Traveling, touring, accommodation and

other expenses met by the employer other than specified in Rule 2B. (this shall be calculated only for the period of vacation)
	Amount recovered by employer or Value at which offered to public

Less: amount recovered from the Employee



	
	Free meals during office hours

Free meal in remote area or offshore

installation area is not a taxable perquisite
	Actual cost to the employer in excess of Rs.50 per meal or tea or snacks

Less: amount recovered from the employee.

(Tea or non-alcoholic beverages and snacks during working hours is not taxable.)



	
	Value of any gift or voucher or taken other than gifts made in cash or convertible into money (e.g. gift cheques) on ceremonial occasion

	Value of gift In case the aggregate value of gift during the previous year is less than Rs. 5,000, then it is not a taxable Perquisite



	
	Expenditure incurred on credit card or add on card including embership fee and annual fee
	Actual expenditure to employer is taxable

Less: amount recovered from Employee 
If it is incurred for official purpose and supported by necessary documents then it is not taxable.

	
	Expenditure on club other than health club or sports club or similar facilities provided uniformly to all employees
	Actual expenditure incurred by the employer

Less: amount recovered from employee

If the expenditure is incurred exclusively for official purposes and supported by necessary documents then it is not taxable.(Initial fee of corporate membership of a club is not a taxable perquisite)

	
	Any other benefit or amenities or service

or right or privilege provided by the employer other than telephone or mobile phone
	Cost to the employer

Less: amount recovered from employee


OTHER PERQUISITE

· 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
Perquisites exempted from tax in all cases:

a. Amount spent on training of employees or fees paid for refresher management course (even if such expenditure includes boarding and lodging expenses of the employee) 

b. Goods (Manufactured by the employer) sold by an employer to his employees at concessional rates.

c. Perquisites allowed outside India by the Government to a citizen of India for rendering services outside India.

d. Sum payable by an employer through a Recognized Provident Fund or an Approved Superannuation Fund or Deposit-linked Insurance Fund established under the Coal Mines Provident Fund or the Employee’s Provident Fund.

e. Sum payable by an employer to a pension or deferred annuity scheme.

f. Employer’s contribution to staff group insurance scheme.

g. Actual travelling expenses paid reimbursed by the employer for journey undertaken by employees for business purposes 

h. Payment of annual premium by employer on personal accident policy effected by him; in respect of his employee.

i. Rent-free official residence provide to a Judge of a High Court or the Supreme Court.

j. Rent-free furnished residence (including maintenance thereof) provided to an officer of Parliament, a Union Minster, and Leader of opposition in Parliament.

k. Conveyance facility provided to High Court Judges under section 22B of the High Court Judges (Conditions of Service) Act, 1954 and Supreme Court Judges under section 23A of the Supreme Court judges (Conditions of Service) Act, 1958.

l. Conveyance facility provided to an employee to cove the journey between office and residence. 

m. Value of any benefit provided free of cost or at a confessional rate by a company to its employees by way of allotment of shares, debentures or warrants directly or indirectly under the Employee’s Stock option Plan or scheme in accordance with the guidelines issued by the Central Government.

	Specified employee

Sec- 17(2)(iii)

· Director of  the company or

· Employee having 20% or more voting power in the employer company or

· Employee having salary* more than 50000 Rs

*Salary means all taxable monetary benefit after deduction u/s 16




PROVIDENT FUND:

	
	Statutory provident fund
	Recognized provident fund
	Unrecognized provident fund
	Public provident fund

	1
	2
	3
	4
	5

	
	Provident Funds Act,1925
	EPF and Misc,

Provisions Act, 1952& recognized by the Commissioner of PF and CIT
	Not recognized by

the Commissioner

of Income Tax
	Public Provident

Fund Act,1968

Account in SBI or Post Offices

	Employer’s contribution to provident fund 


	Not taxable
	Not taxable up to 12 per cent*of salary 
	Not taxable
	Employer does not contribute

	employee’s contribution
	Available deduction u/s 80c 
	Available deduction u/s 80c
	Not available
	Available deduction u/s 80c

	Interest credited 

to P.F
	Fully exempted
	Exempted up to 9.5%p.a(8.5% from 1-9-2010) .thereafter is taxable
	Employee contribution is taxable under “income from other sources”
Employer contribution not taxable at the time of credit.
	Exempt from tax

	Lump sum payment received at the time of retirement or termination of service or withdrawn  
	Exempted

u/s10(11)
	Exempt from tax u/s10(12)

Subject to conditions: not taxable if employee retires after 5 years of service or due to inability of work. Otherwise treated as URPF
	Employee’s

Contribution is exempt from tax and

Interest thereon is taxable under the head of income from other sources.

Employer’ s

contribution and

interest thereon is

taxable as Profits in

lieu of Salary, under”

Salaries”)
	Exempt from tax u/s 10(11)


Notes:

· ”salary”  means basic salary. It includes dearness allowance and    dearness pay, if terms of employment so provide. It also includes commission where commission is determined at a fixed percentage of turnover achieved by an employee, then such commission would partake of a character of salary
MEANING OF SALARY FOR DIFFERENT PURPOSES.

	Sl. No.
	Situation.
	Meaning Salary

	01.
	Gratuity from Non-Govt. employer where gratuity Act. 1972 applicable
	(BASIC + DA) last drawn

	02.
	Gratuity from Non-Govt. employer where gratuity Act 1972 not applicable.
	BASIC + DA (if) + FC

	03.
	Leave salary Non- Govt. employee
	BASIC + DA (if) + FC

	04.
	HRA
	BASIC + DA (if) + FC

	05.
	Entertainment allowance 
	Only BASIC under specifically mentioned.

	06.
	Perquisites
	BASIC + DA + ALL taxable allowance + Bonus or commission or Ex-gratia + Any other monetary payment.

	07.
	Any other matter
	BASIC + DA (if) + FC.


· “Place of accrual of salary”

• The place of accrual of salary is the place of employment.

• Service rendered in India: U/s 9(1)(ii), salary earned in India is deemed to accrue or arise in India even if –

(a) it is paid outside India,

(b) it is paid or payable after the contract of employment in India comes to an end.

• If an employee gets pension paid abroad in respect of services in India, the same will be deemed to accrue or arise in India

• Leave salary paid abroad in respect of leave earned in India is deemed to accrue or arise in India.

• Services rendered outside India : Sec.9(1)(iii) provides that income chargeable under the head “Salaries” payable by the Government to a citizen of India for service provided outside India will be deemed to accrue or arise in India.

• U/s 10(7), any allowance or perquisites paid or allowed outside India by the Government to a citizen of India for rendering services outside India will be fully exempted
Key man Insurance Policy.

 ‘Key man Insurance Policy’ means a life insurance policy taken by a person on the life of another person who is or was an employee of the first mentioned person or is or was connected in any manner whatsoever with the business of the first mentioned person.

Any sum received under an insurance policy, including the sum allocated by way of bonus on such policy, is exempt from tax. But this exemption does not apply to any sum received under a key man insurance policy.

Therefore, the sum received under a key man insurance policy including the sum allotted by way of bonus on such policy is taxable. Section 2(24)(xi) covers directly the receipt of sum under a key man insurance policy within the definition of income. Also, as per section 17(3) any sum received by an employee under the Key man Insurance Policy is deemed to be profits in lieu of salary. Similarly, for persons on receipt of income from business, profession or vocation, any sum received under a key man insurance policy, including bonus, has been deemed to be income chargeable under the head “Profits and gains of business or profession” – Section 28 Clause (vi).
“Profits in lieu of salary”
(i) Compensation received or due from the employer in connection with

Termination of employment or change of term and condition of employment

(ii) Retrenchment compensation:-  compensation to assessee from his employer in connection with the termination* of his employment or the modification of the terms and conditions;

(iii) Payment from URP:- Any payment received by an assessee from unrecognised provident fund ,to the extent of employer’s contribution along with interest on such contribution
(iv) Key man insurance policy: - Any sum received by employee under a Key man insurance policy including bonus on such policy.
(v) Amount before joining or after cessation:- Any amount due to or received, whether in lump sum or otherwise, by any assessee :
(A)  Before his joining any employment  with that person; or
(B)  After cessation* of his employment with that person. 
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