
                                Income from salary

Any income will be treated as income from salary only if one basic condition is fulfilled.

Condition:- There should be employee- employer  relationship.

    If there is no employee employer relationship then such income cannot be taxed as income from salaries.

*** Income to be charged under the salary the amount should be received from present employer or former employer.

 Surrender of salary;- If an employee opts for to surrender his salary to the central government under section 2 of the volunteer surrender of the salary ,the salary so surrendered would be excluded  while commutating his taxable income.

Volunteer payments: - Salary, perquisite or allowance may be given as a gift to an employee, yet it would be taxable .

Salary is taxable on due basis or receipt basis whichever is earlier.

Salary becomes due during the previous year (whether paid during the same year or not) taxable in the assessment year as income of the previous year.

Arrears of salary received during the previous year although it pertains to one of the earlier 7the same was taxed earlier on due basis will not be taxed in the current assessment year.

   Arrears of salary


Taxed earlier        Received after settlement                not taxed ealier      question is silent       Of dispute

     
  Ignore

In case salary becomes due in the next month or subsequent month then the settlement of income from salaries will be prepared from March - Feb.

Basic salary

Basic salary is the purest form of salary .It does not include other amounts such as allowance, perquisite etc.

  Gross salary is fully taxable

Hence if net salary is given in question we should convert it into gross basic salary by adding back the deduction

Exemption 

Section 10(5) – Value of leave travel concession (read with rule 2 B)

Leave travel concession extended by an employer to an employee for anywhere in India with his family is exempt on the following basic.

                              Mode of travel

  

  Air                                                                            other mode
Economic class airfare of national carrier

            Railway exists                                             Railway does not exist

  
1st class AC ticket 

Amount spent

Whichever is lower


       Recognized transport                         not recognized transport

1st or deluxe class                                 1st or deluxe class

Amount spent                                        Amount spent

Whichever is lower                                whichever is lower
· Exemption is available for journey in India.

· Journey can be availed by employee , spouse, children ,dependent brothers &sisters of an assessee
· Exemption is available in respect of an amount spent on journey by shortest route.

· Exemption is available in respect of two journeys in a block of 4 calendar years.

· The exemption shall not be available to more than two children born after 1st October 1998. Multiple births after one child will be treated as single child.

Section 10(10 A) Computed pension
	Pension
	Status of employee
	Chargeable to tax

	 Uncomputed pension
	Government /Non-government employee
	Chargeable to tax

	Computed Pension
	Government 
	Exempt u/s 10 (10 A)

	Computed Pension
	Non-government employee
	Fully /partly exempt u/s 10 (10 A)


Computed pension is taxable as under

	Government Employee
	Gratuity (may or may not receive)
	Entire computed pension is exempt.

Un computed is taxable

	Non-government
	Gratuity is received
	1/3rd of the pension which is normally entitled to receive

	Non-government
	Gratuity is not  received
	1/2nd of the pension which is normally entitled to receive.


                            Section 10(10)  Gratuity


Government Employee   **payment of Gratuity Act       ***other  employee

Fully exempt                   15/26*last salary                                 ½ *avg salary               

                                           Drawn*no of years
                    pm *no of years
                                           Service                                              service

                                        Max Rs 10,00,000                           Max Rs 10,00,000
                                 Whichever is lower                               whichever is lower
**last Basic salary pm +last DA (terms)+last DA (not in terms)

***Avg basic salary pm +Avg DA(terms)+Avg turnover (commission pm)
Section 10(10 AA)     Leave salary

A   employee gets different leave .An employee has to earn in the first instance & only when he has leave to his credit he can apply for leave. If a leave is not taken within a year, as per service rule, it may lapse or it may be enchased or it may be accumulated. 

	Nature of leave enchased
	Status of employee
	Taxable or not

	Leave encashment during carry on  of employment
	Government & non-Government employee
	Chargeable to tax. Relief u/s 89

	Leave encashment at the time of retirement/ leaving job
	Government employee
	Fully exempt u/s 10(10 AA)

	Leave encashment at the time of retirement/ leaving job
	Non-Government employee
	 exempt u/s 10(10 AA)


Exemption :- 

1) Period of earned leave to the credit of the employee at the time of retirement.  

2) 10 * Average monthly salary.

3) Leave encashment actually received

4) Maximum Rs. 300000

Whichever is lower

              Section 10 (10 B) Retrenchment Compensation

Amount Calculated as per Industrial dispute Act

Actual Amt Received 

Max Rs. 500000

Whichever is lower

Section 10 (10 c) read with Rule 2 B A

                    Voluntary Retirement Scheme Compensation

1. 3 months *last salary pm *completed year of service

2. 1month *last salary drawn pm *bal  month of service

3. Amt received

4. Max RS.500000

Whichever is lower
    The scheme applies to 

     1. Public sector company /Any other company

2. Central /State Government

3. Local authority

4. University

5. Cooperative Society

6. IIT, IIM etc notified institution.

   Conditions:-

1. The employee must have completed at least 40 years of age or 10 years of service.

2. Vacated post should be proved as redundant & should not be filled by any other employee.
3. The retiring employee should not occupy any other post under the same management.

                      Section 10(6)  Exemption in case of a foreign National
I. The remuneration received by him as an official  of  an embassy ,high commission ,consulate etc or as a member of staff of any such official .
II. The remuneration received by him as an employee of a foreign enterprise for services rendered during his stay in India if the following conditions are satisfied :

1. Foreign enterprise is not engaged in any trade or business in India.
2. Total period of stay in India does not exceed 90 days in aggregate in previous year
3.  Such remuneration is not deductible from the income of the employer chargeable in India.

III. Any remuneration received by him as an employer of a foreign government during his stay in India in connection with his training in any undertaking owned by the government or government company.
IV. Remuneration received in connection with his employment on a foreign ship ,where his total stay in India does not exceed 90 days in the previous year .
Section 10 (7) Indian Citizen employed Abroad by Government of India.
Any allowance or perquisite paid or allowed outside India by the government to a citizen of  India  for rendering service outside India is exempt
Section 10 (45) Exemption of specified employees and perquisites paid or retired chairman or any other member or retired member of the UPSC 

Allowances and perquisites received by chairman or any other member, including retired chairman/member, of the Union Public Service Commission (UPSC) is exempt. 
The   following allowances and services has been notified by Board .

1. In case of serving chairman and members of public service commission :-

a) The value of rent free official residence
b) Value of conveyance facilities including transport allowance

c) Sumptuary   allowance 

d) Value of leave travel commission 

2. In case of the retired chairman and retired members of the union public service commission :-

a) A sum of maximum Rs. 14000 p.m. for defraying the service of an attendant & for meeting expenses incurred towards secretarial assistance on contract basis .

b) The value of residential telephone free of cost & the number of free calls to the extent of Rs. 15000
   Treatment   of   provident   fund.
In provident fund two people contribute. Employer  and employee. Employer contributes from his business profits whereas employee contributes from his gross basic salary.

Salary means =Basic salary +Dearness allowance (in terms) +turnover commission (sales)
	Contributed by
	Statutory provident fund/s 10 (11)
	Recognized provident Fund
	Unrecognized PF

	Employee’s
	Ignore
	Ignore
	Ignore

	Employer’s 
	Fully exempt
	Exempt up to 12%  p.a.* salary
	Fully Exempt

	Interest Credited
	Fully Exempt
	Exempt up to 9.5% p.a.* salary
	Fully Exempt

	Lump sum
	Fully Exempt
	Fully Exempt
	Taxable


                     Lump sum from unrecognized PF


Employees              Employer         Interest on employees     interest on 

 Contribution       contribution      Contribution 
               employer  

                                                                                                       contribution                                                                             

   Ignore                   Taxable as IFS   Taxable as IFOS           Taxable as IFS

                                             Section 10 (14)

Allowance


Exempt allowance
                                                              other allowance


Amt spend =Amt Exempt           Exempt up to It limits               fully   

                                                                                                          Exempt

              CUTHRD
	C
	Conveyance allowance 

	U
	Uniform Allowance

	T
	Travel /Transfer allowance/tour

	H
	Helper Allowance

	R
	Research Allowance

	D 
	Daily allowance


**Amount Spent = Amount Exempt

** For official purpose.

                             Amount Exempt up to Income Act
	Computation Allowance
	800 pm

	Blind or Orthopedically Handicapped
	Max 1600 pm

	Children’s Education
	Max 100 pm per child .Max 2 child

	Children’s hostel expenses allowances
	Max 300 pm per child .Max 2 child

	Underground Allowance (Employees working in coal mine)
	Max Rs. 800 pm

	Tribal Area allowance
	Max Rs. 200 pm



	Transport allowance(To employee of Transport Co.
	70% * Amt received
Max Rs. 10000 pm

Whichever is lower

	High Altitude Allowance

· 9000 to 15000 feet

· More than 15000 Feet
	Rs. 1060 pm

Rs. 1600 pm

	Island duty allowance
	Max Rs. 3250 pm

	Counter In surgery Allowance
	Max Rs. 3900 pm

	Highly Active Field(area allowance)
	Max Rs. 4200 pm

	Modified Field area allowance
	Max Rs. 1000 pm

	Field area allowance
	Max Rs. 2600 pm


 Entertainment Allowance u/s 16 (iii)

Government Employee                                                                      others 
Fully taxable(ignore exp)                                                           No deduction

Deduction u/s 16 (iii)

1/5 * Basic salary

Actual Amount Received 
Max Rs 5000

Whichever is lower

Section 10( 13 A) Read with rule 2 A

                                House Rent Allowance

                         50% or 40% * salary

                         Actual HRA received

                        Rent paid – 10% * salary

                        Whichever is lower

     Metro Cities =50%

Other cities = 40%
    Salary =Basic salary + DA (in terms) + Turnover Commission (Sales)

                     Rule  2 A
1. The Assessee should stay in a rented house

2. The rent should be actually paid.
Section 17(2)         Perquisites 


MR GELIS TC                  LIGHT CUT &                              Remaining

                                         Non Monetary


                                                                         Specified Employer     Other

Exempt for                       Taxable for                    

 Employees                       all employees          taxable                not taxable
                                                     MR GELIS TC
	M
	Medical Facility  

	R1
	Recreation

	R2
	Refreshment

	R3
	Railway pass

	R4
	Rent free accommodation

	G1
	Goods

	G2
	Gifts

	E1
	Education Facility

	E2
	ESOP

	L
	Lunch/Dinner/Meals

	I
	Interest Benefit

	S
	Scholarship 

	T1
	Telephones/Mobiles bills

	T2
	Tax on non monetary perquisites

	T3
	Transfer of Movable Assets

	T4
	Travel/tour  Accommodation

	C1
	Credit Card Facility

	C2
	Club Facility

	U
	Use of Movable property


                                               EGS
	E
	Electricity

	G
	Gas ,water

	S
	Servant


                                     Section 17 (2)

                 M-                         Medical Facility     
                                                                                                                                                      

    India                                                                                             outside India


Treatment in               Treatment in 
GRE Hospital                other Hospital

Fully Exempt               Exempt   up to Rs. 15000


Cost of treatment + cost of stay                                            Cost of travel

Exempt as per RBI                                                               Exempt only if GTI                                          

                                                                                              up to Rs. 2  lacs                                      

Cost of Treatment =Exempt for patient                                                                                         

Cost of travel         = One attendant & patient
	G
	Government

	R
	Recognized

	E
	Employers Hospital


                                      Patient

Employee           Spouse             children                     Dependent

                                                        

                                                            Brother         Sister             Parents

                           Reimbursement of medical expenses


                 GRE                                                  Others

              Fully exempt                               Exempt up to Rs. 15000

                            R1-  Refresment 

Refreshment like tea, coffee provided in the office during office hours is exempt.
                   R2  - Recreation 

Group recreation facility provided uniformly to all employees will be exempt.

         R3 -Railways or airlines.

Railway pass provided to the railway employees & Airlines tickets to airlines employees will be exempt.
                                  R4  Rent free Accommodation


               Government Employee                                            Other Employees

    License fee as per

   Government Fees              Owned by Employer                  Hired by employer


Population             Population           Population more than    Hire charges by 
Up to 10 lakhs      up to  25 lakhs        more than  25 lakhs        employer 

7.5% of                       10%of                          15% of          

 salary                        Salary                           Salary 

                                 Salary Means:-                                                                                             

	Includes
	Not Included

	B
	Basic salary
	D
	DA (not in terms)

	D
	DA (in terms)
	E
	Exempt Amount

	A
	All other Allowance
	E
	Employers contribution to PF

	B
	Bonus
	P
	Perquisite

	C
	Commission

	M
	Monetary Payment


                                  Important Points

1) Salary Should be calculated on due basis(arrears of salary, advance salary should not be included)

2) Salary should be calculated for the period during which the accommodation is provided.

3) Salary from all employers during such period will be considered.

Rent  free  Furnished Accomodation

	Value of unfurnished accommodation
	Xxxx

	(+) 10 % of original cost of furniture owed & provided by employer
	(+)xxx

	(+) Actual lease charges in case of furniture taken on loans
	(+)xxx

	Taxable perquisite value of rent free accommodation
	Xxxx


Furniture includes television sets, radio, AC plant etc

              Concessional Rent Accommodation (CRA)
	RFFU
	Xxxx

	(-) Amount paid to employer
	(xxx)

	Total value of CRA
	Xxxx


                                 G1-    Goods

If goods are manufactured by the employer and sold to employee at the discount then the discount benefit will be fully exempt.

                                G2-Gifts

      

Up to Rs 5000                   More than Rs 5000                    in Cash

  Exempt                                       Taxable                         Fully Taxable

                                             E1-        Education Facility

       Employee                  Employee children                         other family 

Fully exempt        

                                                                                                 Fully taxable  

          
Employee Institute                                                                  other Institute           
    

up to                                            More than 
 Rs 1000 per child                     RS 1000 per child                                                             

                                                                                                      Fully taxable

   Exempt                                 Fully Taxable
E2-ESOP(  Employees stock option scheme)
                                           Sweat Equity

Provide Knowhow           Intellectual property             otherwise 
                                                        Rights                   

                                       Taxable                                         Not Taxable

                 Valuation of Taxable Sweat Equity & others ESOP
FMV on Exercise date                                                            XXX

(-) Amount Recovered from the Employee                         (XX)
Taxable Value of Perquisite                                                   XXX

                                        L-  Lunch

Inside Office                                                    outside Office


UPTO Rs. 50            Excess                Trough Non                              otherwise 
Per Meal                                            Transferable paid


Exempt                  Taxable                
  UPTO Rs. 50            Excess                        

                                                                   
   Per Meal                                                

                                                                     
  Exempt                  Taxable

An electronic meal card will also be treated as a non transferable paid voucher.
                Sec 17 (2 VI) I-   Interest free or concessional Loan
                                         Interest Benefit

Loan taken for        Aggregate up to RS 20000          Aggregate more 

   Rule 3A Disease                                                                than RS 20000                                                       

       Fully Exempt                Fully Exempt                Loan * (SBI Rate- Actual rate)

**The interest benefit is calculated on the maximum outstanding monthly balance

                             S – Scholarship


                             Exempt u/s 10(16)

                                  Stipened 


For meeting cost of                                     Recompense  for work

Education    
Exempt u/s 10(16)                                        Taxable as income from 

       As a scholarship                                                          Salary                                                                  
                                  T1- Telephone/Mobile bills
Telephone/Mobiles provided or telephone/ mobiles bills paid or reimbursed by the employer will be fully exempt.
                        T2- Tax on non monetary Perquisites 

Tax on Non monetary perquisites paid by the employer will be fully exempt u/s 10(10CC).

                                      T3 Transfer of Movable Assets


Computer & Electronic gadgets              Motor Car             other Assets


     50% of WDV                                       20% of WDV              10% of SLM

	Cost
	Xxxx

	(-) Deprecation 
	(Xxxx)

	Deprecated Value
	Xxxxx

	(-) Sale Price
	(xxxx)

	Total value of Perquisite
	Xxxx


Depreciation should be calculated for completed years only.

             T 4 –Travel / Tour Accommodation 

                              Hotel Accommodation


Up to 15 days                                             More than 15 days

Not taxable                                                       24% of salary

                                                                            Hotel charges

                                Double accommodation


First 90 days                                                More than 90 days

TVP of H1 or TVP of H2                            TVP of H1+TVP of H2

The following houses will not be taxable provided in Remote Areas such as 

M-Mining, O- Off shore , P-project, D-Dam, O-on shore oil exploration, P-Power Generation.

House provided to Diplomats, Leaders of opposition, High court or Supreme Court Judges will not be taxable.

                                  C1-Credit Card 
The amount of expenses including membership fees & annual fees incurred by the employee or any member of his household which is charged to a credit card provided by the employer or otherwise ,paid for a reimbursement by the employer shall be taken to be the value  of perquisite chargeable to tax .
                                    C2-Club 

- If the employer reimburses or makes payment of any expenditure incurred in a club including the amount of annual or periodical fee for the employee or any member of his household  ,the actual amount shall be TVP.

- If the employer provides uniformly to all the employees the user of health club , sports & similar facilities there will be no taxable perquisite .
           U- Use of Movable Assets
Telephone    Computer           Car                                  Others

        Exempt             Discussed Separately
                                         

                                             Owned by Employer     Hired by Employer

                                                     10% of cost                    Hire charges

                                             Car

Fully office use   office to residence n     Fully Private    Partly office

                                    Back                             Use              partly pvt use

                                                                                                       (POPP)

                     Fully Exempt                                            Taxable

                                  Fully Private Use

Expenses of Employer                             XXX

(-)  Recovered from Employee                    (XX)

(-) Dep @ 10% /Hire charges                       (XX)

                                                                     XXX

Owned by     Hired by

Employer       Employer

                    POPP  Use Owned by Employee                             
                     Expenses of                  Expenses of                 

                      Employee                      Employer                    

                       Not a perquisite               Exp of Employer                             XXX

                                                            (-)Recovery from Employee               (XX)

                                                               (-) Exempt Amount                           (XX)

                                                                     Total Value of Perquisite                   XXX
                                  *     Exempt   Amount


                Up to 1600 CC          More than 1600CC                                    

                 RS s1800 pm                RS 2400 pm

  POPP Use owned By Employer


Expenses of Employee                                          Expenses of Employer


Up to 1600 CC           More than 2400 CC     Up to 1600 CC           More than 2400 
  Rs  600pm                       Rs 900 pm                 Rs 1800 pm             Rs 2400 pm

** RS 900 additional for driver if provided

Perquisite Taxable only for Specified Employees

Perquisite in respect of gas, electric energy supply for household consumption

	E
	Electricity

	G
	Gas, Water

	S
	Sweeper, Servant


                                                         EGS


               Specified Employee                          Non Specified Employee


                   Taxable                                                   Exempt                                    

                               Specified Employee


 Director Employee               Substantial                        Cash taxable 

                                            Interest holder             salary more than  

                                          GTI up to Rs. 50000                  Rs. 50000                                      

                                          Cash Taxable Salary
                                      Gross Taxable Tax                                                           XXX

                                  (-) Excludes non monetary perquisite                           (XXX)

                                  (-) Deduction u/s 16                                                          (XXX)
                                         Cash Taxable salary                                                      XXX

