-: SALARY:-
(This head is covered Sections 15 to 17)
· Meaning of ‘SALARY’ {Section 17(1)}:-



The term “SALARY” is defined u/s 17(1) as to include the following:
1. Wages.
2. Any Annuity or Pension.
3. Any Gratuity.
4. Any Fees, Commission, Perquisites or Profits in lieu of or in addition to any salary or wages.
5. Any Advance of Salary.
6. Any payment received in respect of any period of leave not availed by the employee.
7. The portion of the annual accretion in any previous year to the credit of any employee participating in Recognised P.F. to the extent it is taxable.

8. Transferred balance in a Recognised P.F. to the extent it is taxable.
9. Contribution made by the Central Govt. in the previous year, to the account of an employee under a pension scheme referred to in Section 80 CCD (Applicable from A.Y. 2004 – 05)  
· Basis of Charges {Section 15}:-

Salary income is charged to tax on due or receipt basis, whichever is earlier. Any salary paid in arrears which is taxed on due basis (in the yr. of accrual) it can’t be taxed again on receipt basis (in the yr. of actual receipt).

· Place of Accrual {Section 9(1)(ii & iii)}:-

Salary received by an Indian national from the Govt. in respect of service rendered outside India, is deemed to accrue or arise in India.


Allowances & Perquisites in such a case are exempt u/s 10(7).


Pension paid outside India in respect of service rendered in India is 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.
· Tax Treatment of different form of ‘SALARY’:-

Advance Salary {Section 17(1) V}: 

Salary can’t be taxed twice i.e. where any salary paid in advance is taxed on receipt basis (in the yr. of receipt) it can’t be taxed again on the due basis (in the yr. in which it becomes due).

Arrear of Salary:
Arrear of Salary received by an assessee is charged to tax on receipt basis (if it was not taxed earlier on due basis).
Salary in Lieu of notice period {Section 15}:



Salary in lieu of notice period is generally taxable u/s 15 on receipt basis.
Salary to Partners {Explanation 2 to Section 15}:

Any salary, bonus, commission or remuneration received by a partner from his firm is taxed as business income and not as salary income.
Fees & Commission:



Fees & Commission paid to an employee are taxed as salary income.
Overtime Payment:



Overtime payment is a taxable salary income.
Annuity {Section 17(1) (ii)}:



Annuity received from present employer will be taxed as salary.
Bonus:



Bonus is taxed in the year of receipt, it is not taxed on due basis.
Salary from UNO {Sec. 2 of UN (Privileges & Immunities Act, 1947)}:

Salaries, emoluments & pension paid by UNO to its officials are exempt from tax.
Leave Salary (Encashment):
	Particulars
	Exemptions

	Encashment of leave during the continuation of service
	It is charged to tax.

	Encashment of leave at the time of retirement

	1. If there is Central or State Govt. Employees
	Fully exempt from tax u/s 10(10AA)(i)

	2. For any other employees
	Whichever is less of following

	
	1. Period of earned leave in months X Avg. monthly salary

	
	2. Avg. monthly salary X 10

	
	3. Maximum amt. 3,00,000

	
	4. Actual received.

	Note: Period of leave in month

	1. No. of actual yrs. of service

	2. No. of leave entitlement for each completed yrs of service as per rules (subject to 30 days)

	3. Gross total leave (in days) (step 1 x step 2)

	4. Less: Leave encashed & availed during continuation of service (in days)

	5. Period of earned leave (in days) (step 3 - step 4)

	6. Period of leave in months (step 5/30)

	Note: Average monthly salary for this purpose means avg. salary drawn in past 10 months immediately preceding the retirement.

	Note: Salary for this purpose will include following only:

	1. Basic salary

	2. D. A. if the terms of service so provide

	3. Commission based on fixed % of turnover achieved by the employee.


Retrenchment Compensation {Sec. 25F (b) of Industrial Disputes Act, 1947}:

Compensation received at the time of retrenchment, is exempt from tax to the extent of lower of the following:

1) 15 day’s average pay for each completed yr. of services or any part in                               excess of six months.

2) Maximum amt. 5, 00,000.

3) Actual amount received.
Gratuitous Payment:

Any lump sum & any ex – gratia payments made gratuitously or by way of compensation or otherwise to a widow/legal heirs of an employee, who dies while still in service will not be taxable as per Circular No. 776, dated June 8, 1999.
Compensation received at the time of Voluntary Retirement or Separation {Section 10(10C) Rule 2BA}:

Any compensation received at the time of voluntary retirement or separation is exempt from tax, if the following conditions are satisfied:

1) An employee of public sector Company, at the time of voluntary separation.

2) Compensation received in accordance with the scheme of voluntary retirement or separation, which is framed in accordance with prescribed guidelines.

3) Maximum amount of exemption is Rs. 5, 00,000.

Gratuity {Section 10(10)}:
	Particulars
	Exemption

	Gratuity recd. By Govt. & Local Authority Employees
	Fully exempt u/s 10(10) (i)

	Gratuity in case of employees covered by Payment of Gratuity Act, 1972
	Lower of following amount.

	
	1. 15 days salary X yrs of service

	
	2. Max. amt. 3, 50,000.

	
	3. Actually received.

	Gratuity in respect of any other employee.
	Lower of following amount.

	
	1. 1/2 months salary for each completed yr of service.

	
	2. Max. amt. 3, 50,000.

	
	3. Actually received.

	Note: In A.Y. 2011 - 12 i.e. Max. Amt. is 10, 00,000.


Pension:
	Particulars
	Exemption

	A) Uncommuted pension recd. by any employee. (Govt. or Non Govt.)
	Fully taxable as salary.

	B) Commuted pension recd. by Govt. employee.
	Fully exempt from tax u/s 10(10A) (i)

	C) Commuted pension recd. by Non Govt. employee.

	1) If such employee receives gratuity.
	1/3 of full value of commuted pension will be exempt from tax u/s 10(10A) (ii)

	2) If such employee does not receives gratuity.
	1/2 of full value of commuted pension will be exempt from tax u/s 10(10A) (ii)


Profits in lieu of SALARY {Section 17(3) (ii)}:
Annuity received from Ex-Employer will be taxed as “Profits in lieu of salary”.
· Deductions from SALARY {Section 16}:-
1. Standard Deductions {Section 16(i)}:

This deduction is not available from the A. Y. 2006 – 07.
2. Entertainment Allowance {Section 16(ii)}:

This allowance is first included in salary income under the head “Salary” 



& thereafter deduction is given on the basis enumerated in the following:

1) In the case of Govt. employee:

A) Rs. 5000.

B) 1/5 of basic salary.

C) Actual amount received. 

Whichever is less is eligible for deduction.

2) In the case of other employee, no deduction is available from A.Y. 2002 – 03.

3. Professional Tax or Tax on Employment {Section 16(iii)}:

Professional tax paid by an employee is allowed as deduction from his 



Salary income; following points should be kept in mind in this regard:

1) Deduction is available in the year in which professional tax is actually paid. 

2) If P. Tax is reimbursed by the employer, then P. Tax reimbursed by the employer will first be included in salary (in case of all employees whether specified or not) as perquisite & then the same amt. is allowed as deduction u/s 16(iii) from gross salary.

Note: If an employee has paid P. Tax of more than one yr in a particular 



P.Y. then entire P. Tax so paid is allowed as deduction.

· Perquisites {Section 17(2)}:-

Accommodation:


Rent free accommodation:

	1. In case of Central Govt. employee then License Fee will be exempt.

	2. In case of any other employee

	Population of the city
	Nature of Accom.

	
	Owned by the Employer
	Rented by the Employer

	Exceeding 25 Lakh
	15 % of Salary
	Lower of a) 15% of Salary or b) rent paid/payable by the employer

	Between 10 - 25 Lakh
	10 % of Salary
	Same as above

	Less than 10 Lakh
	7.5 % of Salary
	Same as above

	Note: Salary for this purpose 

	1. Basic Salary 

	2. D. A. (not in terms)



Rent free furnished accommodation other than hotel {Rule 3 (1)}

	Particulars
	Amount

	As per Rent free Accom.
	XXXX

	Add:
	 

	10% P.A. of the original cost of furniture to the employer
	XXXX

	Value of furnished Accom.
	XXXX



Rent free furnished accommodation in a hotel:



Value of such accommodation will be at least of following:
1) 24% of salary paid or payable for the period during such Accom. Provided

2) Actual charges paid or payable by the employer to hotel.

Nothing shall be charged to tax in respect of an Accom. Provided in hotel if:

1) Such Accom. Is provided to an employee on transfer one place to another.

2) Such Accom. Is provide for period not exceed 15 days.
Accommodation provided at concessional rent:

Amount recovered from employee will be deducted from Rent free Accom. & Rent free Accom. & Rent free furnished Accom.
Perquisite in respect of Motor Car:


	Where car is owned by the employee

	A. When exps. Are met by employee
	Not a perquisite, not taxable himself.

	B. When exps. met by employer

	1. Car is used wholly for official
	No value provided 

	2. Car is used wholly for private 
	Step 1. Actual exp. Incur by employer

	
	Step 2. Less: Amount recovered from employee

	
	Balance amt. is taxable value.

	3. Partially used for both
	Step 1. Actual exp. Incur by employer

	
	Step 2. Less: amt. used for official purposes

	
	Step 3. Less: Amount recovered from employee

	Where car is owned or hired by the employer

	A. When exps. met by employer

	1. If the car is wholly used for official 
	No value provided 

	2. Car is used wholly for private 
	Step 1. Actual exp. Incur by employer

	
	Step 2. Less: Amount recovered from employee (Note 1)

	
	Balance amt. is taxable value.

	3. Partially used for both
	1800 p/m if cubic cap. Doesn't exceed 1.6 liter

	
	2400 p/m if cubic cap. Exceed 1.6 liter.

	
	900 p/m if chauffer provided

	B. When exps. met by employee

	1. If the car is wholly used for official 
	Not a perquisite, not taxable himself.

	2. Car is used wholly for private 
	Step 1. Actual exp. Incur by employer

	
	Step 2. Less: Amount recovered from employee (Note 2)

	
	Balance amt. is taxable value.

	3. Partially used for both
	600 p/m if cubic cap doesn't exceed 1.6 liter

	
	900 p/m if cubic cap exceed 1.6 liter

	
	900 p/m if chauffer provided

	When employee owns an automotive conveyance (other than car) & running & maintenance charge met by employer

	A. If the car is wholly used for official 
	No value provided 

	B. Partially used for both
	Step 1. Actual exp. Incur by employer

	
	Step 2. Less: amt. used for official purposes (Note 3)

	
	Step 3. Less: Amount recovered from employee

	
	Balance amt. is taxable value.

	Note 1
	1800 p/m if cubic cap. Does not exceed 1.6 liter

	
	2400 p/m if cubic cap. Exceed 1.6 liter.

	
	900 p/m if chauffer provided

	Note 2
	10% p.a. of actual cost of car. 

	
	Hire charges if car is taken on hire

	
	Chauffer salary any.

	Note 3
	900 p/m or a higher sum for official purposes.


Perquisite in respect of Interest free loan:
	Step 1.
	Find out "Maximum o/s monthly balance"

	Step 2.
	R.O.I. charged by SBI as on the 1st day of the relevant previous year.

	Step 3.
	Step 1 X Step 2.

	Step 4.
	Step 3 Less: Interest actually recovered from employee

	Step 5.
	Step 3 - Step 4. Balance amt. is taxable.



Note: Rate of interest has been taking as per SBI lending rate chart
Perquisite in respect of Provident Fund:

	Particulars
	Statutory PF
	Recognised PF
	Unrecognized PF

	Employer contribution
	Exempt
	Exempt upto 12% of salary, excess of 12% is taxable.
	Exempt

	Deduction u/s 80C on employee's contribution
	Available
	Available
	Not available

	Interest credited to PF
	Exempt
	Exempt upto 9.5%, excess of that rate is taxable.
	Exempt

	Lump sum pymt. At the time of retirement or termination of service
	Exempt
	Exempt in some cases (Note 1), otherwise PF will be treated as an Unrecognized fund from the beginning (Note 2)
	Pymt. Recd. in respect of employee's own contribution is exempt from tax, interest on employee's contribution is taxable under the head "IFOS". Balance is taxable under "Salaries". 


	Note: 1
	Salary for this purpose

	
	1. Basic salary

	
	2. D.A. (if terms of employment)

	
	3. Commission is determined at a fixed percentage of turnovers achieved by an employee.


Perquisite in respect of use of movable assets:

	Mode of valuation
	Computer/Laptop or car
	Any other assets

	
	
	Owned by employer
	Taken on hire by employer

	Step1. Find out cost to the employer
	Nil
	10% p.a. of actual cost
	Amt. of rent paid or payable

	Step 2 Less: Amt. recovered from the employee
	Nil
	Recovery from the employee
	Recovery from the employee

	Taxable value (Step 1 - Step 2)
	Nil
	Balancing amount 
	Balancing amount 


Perquisite in respect of movable assets sold by employer:

It is taxable in the hands of employees whether specified or not. The amount so calculated shall be reduced by the amount, if any, paid or recovered from the employee being the consideration for such transfer.
Rate of normal wear & tear is as follows:

1) Electronic items/computers

50% by reducing balance method

2) Motor Car



20% by reducing balance method

3) Any other



10% of the cost.

Perquisite in respect of Leave Travel Concession (LTC):

	Different situations
	Amount of exemption

	1. Journey is performed by Air
	Amt. of ecenomy class air fare of the national carrier by the shortest route or the amt.spent, whichever is less.

	2. Journey is performed by Rail
	Amt. of air conditioned first class rail fare by the shortest route or amount spent, whichever less.

	3. Places of origin of journey & destination are connected by rail & journey is performed by any other mode of transport.
	Amt. of air conditioned first class rail fare by the shortest route or the amount spent, whichever is less.

	4. Places of origin of journey & destination are not connected by rail

	A. Where a recognised public transport system exists
	First class or deluxe class fare by the shortest route or the amount spent, whichever is less.

	B. Where no recognised public transport systems exist.
	Air conditioned first class rail fare by the shortest route (as if the journey had been performed by rail) or the amount actually spent, whichever is less.



Perquisite in respect of Medical Facilities:
	Medical Facilities in India

	Hospital (including clinic, dispensary or nursing home)
	Nature of Medical Facilities made available to employees their family members
	Expenditure
	Is it chargeable to tax

	1. Maintain by employer
	Any
	Incurred by employer
	Not Chargeable to tax (No Monetary Ceiling)

	2. Maintain by-
	Any
	Incurred or reimbursed by employer
	Not Chargeable to tax (No Monetary Ceiling)

	   - Central / State Govt.
	
	
	

	   - Local Authority
	
	
	

	   - Any other person but approved by the Govt. for the treatment of its employees
	
	
	

	3. Approved by the Chief Commissioner having regard to the prescribed guidelines
	For treatment of prescribed diseases given in rule 3A (2)
	Incurred or reimbursed by employer
	Not Chargeable to tax (No Monetary Ceiling)

	4. Health insurance policy (I.e. group medical insurance premium for employees or medical insurance premium for employees & family members)
	None
	Medical insurance premium paid or reimbursed by the employer
	Not Chargeable to tax (No Monetary Ceiling)

	5. Maintained by any other person (for example a private clinic)
	Any
	Incurred or reimbursed by employer
	Not Chargeable to tax up to 15000 in aggregate per A.Y.


	Medical facilities outside India

	Perquisite not chargeable to tax
	Condition to be satisfied

	1. Medical treatment of employee or any member of family of such employee outside India
	Expenditure shall be excluded from perquisite only to the extent permitted by the RBI

	2. Cost on travel of the employee/any member of his family & one attendant who accompanies the patient in connection with treatment outside India
	Expenditure shall be excluded from perquisite only in the case of an employee whose gross total income, as computed before including therein the expenditure on traveling, doesn't exceed 200000

	3. Cost of stay abroad of the employee or any member of the family for medical treatment & cost of stay of one attendant who accompanies the patient in connection with such treatment.
	Expenditure shall be excluded from the perquisite only to the extent permitted by the RBI


· Allowances:-

	Name of Allowances
	Sec.
	Rule
	Provisions
	Exempted Amt.

	HRA
	10(13A)
	2A
	1. 1/2 of Salary at Bombay, Delhi, Calcutta, Madras & 2/5 of Salary when other side resident.
	Whichever is less

	
	
	
	2. Actual received
	

	
	
	
	3. Rent paid in excess of 10% of Salary.
	

	Traveling
	10(14)
	 
	1. The amount of allowance received
	Whichever is less

	
	
	
	2. The amt. spent for that purpose
	

	Conveyance
	10(14)
	 
	1. The amount of allowance received
	Whichever is less

	
	
	
	2. The amt. spent for that purpose
	

	Daily
	10(14)
	 
	1. The amount of allowance received
	Whichever is less

	
	
	
	2. The amt. spent for that purpose
	

	Helper
	10(14)
	 
	1. The amount of allowance received
	Whichever is less

	
	
	
	2. The amt. spent for that purpose
	

	Research
	10(14)
	 
	1. The amount of allowance received
	Whichever is less

	
	
	
	2. The amt. spent for that purpose
	

	Uniform
	10(14)
	 
	1. The amount of allowance received
	Whichever is less

	
	
	
	2. The amt. spent for that purpose
	

	For Transport Employee
	10(14)
	2BB
	1. 70 % of allowance received
	Whichever is less

	
	
	
	2. 6000 per month
	

	Children Education 
	10(14)
	2BB
	Rs. 100 per month per child up to max. of two children.
	 

	Hostel Expenditure
	10(14)
	2BB
	Rs. 300 per month per child up to max. of two children.
	 

	Transport
	10(14)
	2BB
	Rs. 800 per month & 1600 per month in case of an employee, who is blind, orthopaedically handicapped.
	 

	Special Compensatory
	10(14)
	2BB
	Exemption varies from 300 p/m to 7000 p/m.
	 

	Border Area 
	10(14)
	2BB
	Exemption varies from 200 p/m to 1300 p/m.
	 

	Tribal/Scheduled Area
	10(14)
	2BB
	Rs. 200 p/m in case of prescribed tribal area.
	 

	Compensatory Field Area
	10(14)
	2BB
	Exemption is limited to Rs. 2600 p/m in some cases.
	 

	Compensatory Modified Area
	10(14)
	2BB
	Exemption is limited to Rs. 1000 p/m in some cases.
	 

	Counter Insurgency
	10(14)
	2BB
	Exemption is limited to Rs. 3900 p/m in some cases.
	 

	Under Ground
	10(14)
	2BB
	Exemption is limited to Rs. 800 p/m.
	 

	High Altitude Area
	10(14)
	2BB
	Exemption is up to Rs. 1060 p/m or 1600 p/m depending upon height of altitude.
	 

	Highly Active Field Area
	10(14)
	2BB
	Exemption is up to Rs. 4200 p/m.
	 

	Island Duty
	10(14)
	2BB
	Exemption is up to Rs. 3250 p/m.
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