PAGE  
11

Computation of Income for the Assessment year   2010-11
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	Income from salaries

Income from salary 

Income by way of allowances 
Taxable value of perquisites 
              Gross salary
              Less : Deduction under section 16
                         Entertainment allowance
                          Professional tax
                                                                                        Income from salaries
Income from house property
Adjusted net annual value
Less: Deduction under section 24
                                                                            Income from house property

Profits and gains of business or profession

Net profit as per profit and loss account
Add: Amounts which are debited to P & L a/c but are not allowable as deduction under the Act

Less : Expenditure which are not debited to P & L a/c but are allowable as deduction under the Act 

Less : Income which are credited to P & L a/c but are exempt under section 10  or are taxable under other heads of income
Add: Those income which are not credited to P & L a/c but are taxable 

under the head "Profits and gains of business or profession" 

                                                      Profits and gains of business or profession
Capital gains

Amount of capital gains 
Less: Amount exempt under sections 54, 54B, 54D, 54EC, 54F, 54G, 54GA, 54H 
                                                                                Income from capital gains

Income from other sources
Gross income 
Less: Deductions under section 57
Income from other sources
Total [ (1) + (2) + (3) + (4) + (5)]
Less : Adjustment on account of set-off and carry forward of losses 

Gross Total Income
Less : Deductions under sections 80C to 80U)
Total Income (or Net Income)
Computation of Tax Liability
                                                                                              Tax on net income
Less: Rebate under section 88E
                                                                                                              Balance
Add: Surcharge
                                                                                               Tax and surcharge
Add: Education cess [3 per cent of tax and surcharge]
Less: Rebate under sections 86, 89, 90 and 91
                                                                                                                Tax
Less: Pre-paid taxes
           Tax-paid on self-assessment
           Tax deducted or collected at source 
           Tax paid in advance
                                                                                                       Tax Liability
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	Chart Showing Computation of Income from Salaries
        Rs. 
1. Salary/Wage









……..
2. Advance Salary
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3. Dearness Pay
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4. Dearness Allowance








……..
5. Bonus










……..
6. Fees










……..
7. Commission
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8. Allowances (Taxable part)







……..
9. Value of taxable perquisites







……..
10. Profits in lieu of or in addition to salary or wages 
(Amount of Compensation)







……..
11. Amount received in respect of encashment of earned leave 
during service









……..
12. Contribution of employer in RPF in excess of 12% of salary



……..
13. Interest on RPF in excess of 9.5% 
On retirement of Employee-add :






……..
14. Unrecognised Provident Fund :
(a) Share of employer








……..
(b) Interest on share of employer






……..
15. Taxable part of gratuity








……..
16. Taxable part of encashment of earned leave





……..
17. If retrenched—taxable part of retrenchment compensation



……..
18. In case of voluntary retirement—taxable part of voluntary 
retirement compensation







……..
19. Pension:
(a) Taxable part of commuted pension






……..
(b) Pension from the date of retirement till the end of previous year                    

……..
Gross Salary Income 



……..

Less :
1. Statutory deduction (under section 16)                                                                                   
(i).  Entertainment allowance—Max. Rs. 5,000
(In case of Govt. Employee)                                                                ........
(ii)   Professional Tax                                                                               ........         
……..
                                                                      Taxable Salary



                                                                                                                                                 
……..



Important points in the Computation of Salary Income

I. General Points
1. Relationship of employer and employee must exist to create salary income.

2. Only receipts from employer are taxable under this head. Receipts from a person other than employer are taxable under other sources.
3. Salary and pension received by employees of UNO is fully exempted.
4. Any amount received after cessation of employment is also taxable under this head
5. Salary accrues where service is rendered but for govt. employees posted abroad, salary is deemed to accrue in India.
6. In case salary is foregone under legal obligation it is exempted but it foregone voluntarily, it is taxable.
7. Any salary received in lieu of notice is also fully taxable under this head.
8. In case salary is received after deduction of following items, these are added back to get full salary :
i. Own contribution to provident fund.
ii. Tax deducted at source.
iii. Repayment of loan etc.
iv. LIC Premium, if deducted from salary.
v. Group insurance scheme.
vi. Rent of house provided by employer. 
In case "NET", "Received", "After deduction of Or "Amount Credited by Bank given, only then the above items are added.
9. Previous year in case of salaries is always financial year i.e. for the 2009-10 it is 1-4-2009 to 31-3-2010.
10. Salary when due :
i. If due on the last date of the month-salary for April, 2009 received on 30-4-2009upto salary for March 2010.
ii. If due on 1st day of every month-salary for March due on 1-4-2009 upto salary  for February 2010 due on 1-3-2010 is included.
II. Salary U/s 17(1)
1.Wages/ Salary. Fully taxable.
2.Annuity or Pension. Fully taxable.
3.Gratuity. It has been treated separately.
4.(a) Any fees—Fully taxable.
   (b)  Commission—Fully taxable.
   (c)  Bonus—Fully taxable.
   (d)  Perquisites—(Perks) These are treated separately u/s 17(2).
   (e) Profits in lieu of salary—These are treated separately u/s 17(3).
5.  Salary in lieu of leave/Leave Encashment. Fully taxable.
6.  Advance Salary. Fully taxable.
7.  Arrears of Salary. Fully taxable.
8.  Taxable portion of Annual Accretion to RPF. It consists of two parts:
   (a) Employer's Contribution to RPF. It is exempted up to 12% of  employee's salary.   Excess is taxable.  Salary = Pay + DA which enters into pay for service or retirement benefits + commission on turnover achieved by him.

  (b) Interest credited on RPF balance. Fully exempted if rate of interest is upto 9.5%. Excess is taxable.
9.  Taxable Portion of transferred balance of URPF to RPF.
The fund is treated as RPF from the day it was instituted and exemption is allowed.  Excess is taxable. The balance of unrecognized provident fund which is transferred to RPF is called "Transferred balance." 

(i) The fund will be treated as RPF from the date fund was instituted.

(ii) The employer's contribution to URPF shall qualify for exemption up to 12% of salary and excess shall be taxable. 

(iii) The interest credited to the accumulated balance shall be exempted if rate of interest was up to 9.5%; Excess, if any is taxable.
(iv) The taxable amount under point (ii) and (iii) above shall be exempted. 

10. Refund from Provident Fund.
(a)  if SPF—Fully exempted.
(b)  If RPF—Fully exempted if service is more than 5 years. In case he leaves service of his own accord before 5 years the amount on which tax has not been paid earlier is taxable (which was exempted earlier).
(c)  If URPF—Taxable portion is added in salary income. Taxable portion is equal to employer's contribution + interest on this part. Interest on own contribution to URPF is taxable under the head "Income from other sources."
III. Allowances         

A. Fully Exempted Allowances
1.  Foreign Allowance given by Govt. to its employees posted abroad.
2.  H.R.A. given to Judges of High Court and Supreme Court.
3.  Sumptuary Allowance given to Judges of High Court and Supreme Court.
B.  Fully Taxable Allowances:
(i) Dearness Allowance/Additional D.A./High Cost of Living allowance—Fully Taxable.
In case it is mentioned that D.A. enters into pay for service or retirement benefits or is given under the terms of employment it is to be treated as pay and not D.A. and is treated as part of salary for all practical purposes. 
(ii) City Compensatory Allowance.  
(iii) Capital Compensatory Allowance. 
(iv) Lunch Allowance.  


(v) Tiffin Allowance. 
(vi) Marriage/Family Allowance, 
(vii) Deputation/Project Allowance. 
(viii) Wardenship Allowance.        
(ix) Non-Practicing Allowance. 
(x) Overtime Allowance.

(xi) Fixed Medical Allowance. 
(xii) Electricity and Water Allowance.


(xiii) Entertainment Allowance. It is fully added in employee's Salary. In case of Government employees a deduction is allowed u/s 16(ii) at the rate of least of following :
(a) Statutory Limit Rs. 5,000 p.a.
(b)  l/5th of Basic Salary ; or
(c)  Actual Entertainment Allowance received.
In case of other employees (i.e., All non-govt. employees) this deduction was allowed up to 31-3-2001 only.
C.  Partly Taxable Allowances : 

1. House Rent Allowance
(a)   Fully Exempted, if received by the judges of High Court and Supreme Court.
(b)  Fully taxable, if received by an employee who is living in his own house or in a house for which no rent is paid.
(c)  Exempted up to least of following for those employees who are living in rented houses :
i) Actual HRA received by the employee. 
(ii) Rent paid in excess of 10% of salary 
(iii) 40% of salary in ordinary towns ; or 50% of salary in Mumbai, Kolkata, Chennai or Delhi.
Salary = Pay + D.A. which enters into Pay for Service or Retirement Benefits + Commission on Turnover Achieved by Him.   Taxable HRA = HRA Received - Least of Above. 
Following allowances are exempted up to actual expenditure incurred for employment. Excess, if any, shall be taxable.
1. Helper Allowance.
2. Uniform Allowance.
3.  Academic Research Allowance.
4.  Conveyance Allowance.
5.  Travelling Allowance.
Following allowance are exempted up to amount so notified.
1.  Special Compensatory Allowances.
2.  Border Area Allowances.
3.  Compensatory Field Area Allowance.
4.  Compensatory Modified Field Area Allowance.
5.  Any Special Allowance to counter insurgency.
6.  Tribal Area Allowance—Exempted up to Rs. 200 p.m. if received in the states of MP,. Tamil Nadu, U.P., Karnataka, Tripura, Assam, West Bengal, Bihar or Orissa.
7.  Running or Flight Allowance—If given to employees of transportation system who do not receive any Daily Allowance while away from their place of normal duty it shall be exempted up to Rs. 6,000 p.m. or 70% of such allowance, whichever is less   |
8.  Transport Allowance : It is exempted up to Rs. 800 p.m. whether to Govt. or non-Govt. employees. For Handicapped or blind employees it is exempted up to Rs. 1,600 pa Excess is taxable.
9.  Children's Education Allowance exempted up to Rs. 100 p.m. per child for education in India of own two children only.
10.  Hostel Expenditure Allowance—Exempted up to Rs. 300 p.m. per child for Hostel expenditure on own two children only.
IV. Perquisites              

A. Types of Perks Exempted from Tax    
1. Free medical facilities or reimbursement of medical  expenditure for self, family members and dependents.
(a)  If treatment was taken from a hospital maintained by employer—Fully Exempted
(b)  If treatment is taken from a hospital maintained by Central, State Govt., local authority or a hospital approved by Chief Commissioner of Income Tax—Fill exempted.
(c)  In case treatment is taken from a private or unrecognised hospital, this benefit is exempted up to Rs. 15,000 p.a.
(d)  In case employer under a scheme approved by the Central Govt. pays medical insurance premium of employees, it is fully exempted.
(e)  In case any health insurance premium is paid by employer to General Insurance Corporation under notified scheme (Mediclaim u/s 80D) to insure the health of its employees and members of their families, it is fully exempted.
(f) In case treatment is taken outside India.
(i) the expenses on stay and treatment of patient and stay of one attendant shall be exempted up to foreign exchange allowed by RBI ; and 
(ii) attendant shall be fully exempted provided gross total income of employee does not exceed Rs. 2,00,000.
2.  Free refreshment during working hours.
3.  Free recreational facilities.
4.  Provision of telephone whether basic or cellular if exclusively for official work
5.  Free meals provided in remote area or at offshore installation are fully exempted
6.  Free education, training or refresher course for employees.
7.  Goods sold at concessional rates.
8.  Free ration received by members of armed forces.

9. Perquisites allowed by Govt. to its employees posted abroad.
10.  Rent free house given to an officer of Parliament, a Union Minister, and leader of opposition in Parliament.
11.  Conveyance facilities to Judges of Supreme Court and High Court.
12.  Free conveyance provided by employer to employees for going to or coming from place of employment.
13.  Any amount contributed by employer towards pension or deferred annuity scheme.
14.  Employer's contribution to staff group insurance scheme.
15.  Computers, laptops given to [not transferred) an employee for official/personal use.
16.  Transfer of a moveable asset.[computer, car or electronic items] which are more than 10 years old without consideration.
17.  Accident insurance premium paid by employer for his own benefit.
18.  Interest free loan or loan at concessional rate of interest taken by employee from employer if amount of loan does not exceed Rs. 20,000 or loan is taken for medical treatment.
19.  Value of any shares or debentures given free of cost or at concessional rate to employees under stock option scheme approved by the Central Govt.
B. Perks Exempted for Employees but Taxable for Employer under Fringe Benefit Tax

Value of following benefits is not taxable in the hands of the employee. The employer has to pay tax on deemed income calculated as percentage of expenditure incurred 
1. Any free or concessional ticket provided by the employer for private journeys of his employees or their family members.
2. Any contribution by the employer to an approved superannuation fund for employees.        
3. A.  Expenditure incurred on entertainment ;
B. Expenditure incurred on provision of hospitality of every kind by the employer to any person, whether by way of provision of food or beverages or in any other manner whatsoever and whether or not such provision is made by reason of any express or implied contract or custom or usage of trade.
C. Expenditure incurred on conference (other than fee for participation by the employees in any conference). For the purposes of this clause, any expenditure on conveyance, tour and travel (including foreign travel), on hotel, or boarding and lodging in connection with any conference shall be deemed to be expenditure incurred for the purposes of conference ;
D.   Expenditure incurred on sales promotion including publicity ;
E.   Expenditure incurred on employee's welfare ;
F.   Expenditure incurred on conveyance, tour and travel (including foreign travel) ;
G.   Expenditure incurred on use of hotel, boarding and lodging facilities ;
H. Expenditure incurred on repair, running (including fuel) and maintenance of motorcars and the amount of depreciation thereon ; 
I.  Expenditure incurred on repair, running (including fuel) and maintenance of aircrafts and the amount of depreciation thereon ; 
J.  Expenditure incurred on use of telephone (including mobile phone) other than expenditure on leased telephone lines ;
K.  Expenditure incurred on maintenance of any accommodation in the nature of guest house other than accommodation used for training purposes ; 
L.  Expenditure incurred on festival celebrations ; 
M.  Expenditure incurred on use of health club and similar facilities ;
N.   Expenditure incurred on use of any other club facilities ; 
O.  Expenditure incurred on gifts ; and  Expenditure incurred on scholarships.
C. Perks Taxable for All Employees

1. Rent Free House 
I. Value of Unfurnished House
(i) In case of transfer of an employee from one place to another and he is allowed to maintain two accommodations at two places, for a period not exceeding 90 days, the value of one accommodation with lower value shall be taxable. But if period exceeds 90 days the value of both the accommodations shall become taxable with effect from the day 90 days are over.
(ii) Nature of accommodation : Owned by Employer/Hired or leased by employer.
(iii) Meaning of salary for rent free house ;
It shall include Pay + D.A. (which enters retirement benefits) + Fee + Commission of all Types + Statutory Bonus + All Fully Taxable Allowances Except D.A. which does not enter retirement benefit + Taxable portion of other allowances + Salary in lieu of leave only if it relates to encashment of current year's leave.
It shall not include D.A. (which does not enter retirement benefit), arrears, advance salary, provident fund excess, gratuitous bonus, value of other perks and profits in lieu of salary.  In case salary is received from more than one employer, salary from all employers is to be taken.
Rules regarding calculation of value of rent free house :
A.  House Owned by employer
(a) Govt. Employees. The value of house is rent fixed [license fee] by the govt. for such house. It can be rent charged by Govt. from another employee of same status for similar type of house.
(b)  Other Employees. Value of house is calculated in following manner:

(i) In cities whose population is more than 25lakhs : 15% of employee's salary. 

(ii) In cities whose population is 10 to 25 lakhs : 10% of employee's salary. 

(iii) In other cities: 7.5% of employee's salary. 

B.  House Hired by employer. Actual rent paid by employer or 20% of salary whichever is less is taxable in all cities.
*Hotel accommodation (for more than 15 days on transfer from one place to another) : 24% of salary for the period of stay in hotel or actual hotel bill whichever is less, is less is taxable.

II. For Furnished House :
In case of all types of employees calculated value of unfurnished house. If furniture is owned by employer add 10% of cost of these items. If furniture is hired, actual hire charges are added.
2.  Concessional Rent House. Calculate value of rent free house as per above and deduct the  rent paid by employee.
3.  Obligation of employee met by employer. In case any of the following made by employer these are fully taxable. These are :
(a) Gas and electricity bills issued on the name of employee but paid by employer actual expenses met by employer are taxable.
(b) Education of Children—bills issued on the name of employee but paid by employer—actual expenses met by employer are taxable. Reimbursement of tuition fee of children is also fully taxable.
(c) Income-tax, Professional tax of employee paid by employer, the actual expenses met by employer are taxable,
(d) Salary of domestic servants employed by employee but paid by employer, the actual expenses met by employer are taxable.
4.  Value of other fringe benefits
(a) Use of moveable and immovable assets owned by employer-actual benefit derived by employee is taxable.
(b)  Interest free loans for an amount exceeding Rs. 20,000 and loan not medical treatment.
Interest free loan or loan at concessional rate of interest given by employer to employee;
Taxable value of benefit shall be 

(i) If loan is given free of interest for house building taxable amount will be calculated as per rates of interest prescribed by the SBI as on 1-4-2009. 
(ii) If loan is given for any other purpose, taxable amount shall be calculated as per rates of interest prescribed by the SBI as on 1-4-2009.
(iii) If loan is taken for medical treatment of a disease notified u/s 80DDB nothing shall be taxable. In case any amount is received from insurance company for medical treatment, interest on such amount shall be taxable. 
iv) If amount of loan does not exceed Rs. 20,000, interest is fully exempted.
(c) Use of moveable assets owned by employer except computers and laptops—actual benefit derived by employee is taxable.
(d) Transfer of moveable assets to the employee except those, which are more than 10 years old.
(e)  Medical Bills for treatment in private or unnotified hospitals issued in the name of employee but paid by employer shall be taxable for an amount which exceeds Rs. 15,000.
5. Life insurance premium. On the life of employee or any member his family, if paid by employer is fully taxable. But accident insurance premium paid by employer if policy is for employer's benefit is not taxable. ULIP paid by employer is also fully taxable, interest is fully exempted.
D. Perks—Taxable for Specified Employees Only
Following perks are taxable only if employee is either a director of company or has substantial interest (20% or more equity shares) or his salary is more than Rs. 50,000 p.a. This salary means all monetary emoluments, which are taxable under the head salary after deductions u/s 16.
1.  Free transport. If conveyance is hired or ticket is purchased by employer, actual expenses are taxable. It shall be reduced by any amount paid by the employee.
2.  Free education. If employer provides free education to the members of the household of employee reasonable amount which employee would have spent on similar type of education in same or nearby locality is taxable.
3.  Free gas, light, water. In case connection is on the name of employer and bill is also paid by employer, actual cost of such benefit is taxable. It shall be reduced by any amount paid by the employee.
4.  Free servants
(a)  In case servants are employed by employee but their salary is paid by employer full salary is taxable for all employees.
(b) In case services of sweeper, gardener and watchman are provided by employer full salary of these employees is taxable and it shall be reduced by any amount paid by employee. In case gardener is provided for rent free house owned by employer its salary is added in FRV and is not taxable separately.
(c) In case employer provides any other servant his full salary is taxable for specified employees only.
5. Any other bill for personal expenses of employee paid by employer.
6. Facility of Motor Car
1. Car owned or hired by the employer. Car is used wholly and exclusively in the performance of his official duties. Value shall be taken as nil provided the prescribed conditions are satisfied.

2. Car owned by employer and it is used exclusively for the private or personal purpose of the employee or any member of his household :

(i) Actual amount of expenditure incurred on the running & maintenance  xxxx
(ii) Remuneration, if any, paid to the chauffeur 



xxxx
(iii) Depreciation @ 10% p.a. of the actual cost of the motor car/cars        
xxxx                    


Less: Amount charged from the employee        



xxxx                                                          





Value of Perquisite




xxxx

3. Car is taken on lease and it is used exclusively for the private or personal purposes of employee or any member of his household :

(i) Amount spent on running and maintaining the car 
xxx
(ii) Remuneration, if any, paid to the chauffeur

xxx


Less: Amount charged from the employee


xxx





Value of Perquisite


xxx

4. Car owned or hired by employer. Car is used partly in the performance of duties and, partly for private or personal purposes of employee or any member of his household :

(a) If the entire expenses of maintenance and running of the motor-car are borne by the employer :

(i) Small car (Cubic capacity of engine of the car is less than 1.6 litre) Rs. 1,800 p.m. 

(ii) Large car (Cubic capacity of engine of the car exceeds 1.6 litre)      Rs. 2,400 p.m.


If chauffeur is also provided, add                                                      Rs.    900 p.m.

(b) If the expenses of maintenance and running for his private or personal purpose are met by the assessee (i.e., the employee) :

(i) Small car                                         Rs.600 p.m.

(ii) Large car                                         Rs. 900 p.m.


  
If chauffeur is also provided, add   Rs. 900 p.m.

5. Employee uses more than one car for private purposes. Where more than one motor car is owned or hired by the employer and the employee or any member of his household is allowed the use of such motor cars (otherwise than wholly and exclusively in the performance of duties). the value of perquisite shall be :

(a) In respect of one car :
(i) Small car                                                                           Rs. 1,800 p.m.

(ii) Large car





Rs. 2,400 p.m.


If chauffeur is also provided, add



Rs. 900 p.m.

(b) In respect of other car(s): Assuming the car(s) is used exclusively for private 
Note: Where more than one car is provided for official and private purposes and the 
expenses incurred in relation to one car are more than the expenses incurred in relation to 
other car or out of those cars, one car is small and the other car is large, the rules do not 
provide the method of valuation in such a situation.  Hence, the value of the cars may be 
determined in such manner which is beneficial to the employee.

6. Car owned by the employee :

a. The actual running and maintenance charges (including chauffeur's remuneration) are met or reimbursed by the employer and such reimbursement is for the use of the car wholly and exclusively for official purposes: Value shall be taken as nil provided the prescribed conditions are satisfied.
b. Where reimbursement of expenses of the car is wholly for personal purposes of the employee or any member of his household: Value shall be taken equal to amount reimbursed.
c. Where reimbursement of expenses of the car is partly for official purposes and partly for personal purposes of the employee or any member of his household:

i. Small car. The value of perquisite shall be the actual amount of expenditure incurred by the employer less Rs. 1,800 per month + Rs. 900 p.m. for chauffeur, if any, provided the prescribed conditions are satisfied.
ii. Large car. The value of perquisite shall be the actual amount of expenditure incurred by the employer less Rs. 2,400 per month + Rs. 900 p.m. for chauffeur, if any, provided the prescribed conditions are satisfied.

V.  Profits in Lieu of Salary [Section 17(3)]
U/s 17(3) profits in lieu of salary include ;
(a)  any compensation received from present or past employer during relevant previous year on termination of service or on modification of terms of service.
(b)  any other payment received from present or past employer except given u/s 10(10), 10(10A), I0(10AA), 10(I0B), 10(11), 10(13), I0(13A) and any payment out of provident fund to the extent it is taxable.
(c) any amount due to or received whether in lump sum or otherwise by any assessee from any person :
(i)   before his joining any employment with that person ; or
(ii)  after cessation of his employment with that person.
All above payments are fully taxable unless exempted u/s 10.

Receipts which are includible under the Head Salaries under Section 17(1) or 17(3) but Exempted u/s 10       
1. Leave travel concession u/s 10(5). Exempted upto rules effective from 1.10.1997.
2. Passage money u/s 10(6). deleted from A/Y 2004-05.
3. Any foreign allowance or perks u/s 10(7). If given by Govt. to its employees posted abroad are fully exempted.
4.  Gratuity u/s 10(10). A Govt. employee or semi-Govt. employee where Govt. rules are applicable—Fully exempted.
A.  For employees covered under Payment of Gratuity Act (Persons on non-managerial posts in factories)—Exempt up to least of following :

(a)  Notified limit Rs. 3,50,000 [Less any amount exempted earlier]

(b)  15 days Average wages for every one completed year of service (Period exceeding 6 months = I 
year).   ½  month's salary = (Average monthly salary or wages x (15/26)

(c)  Actual amount received.
B.  Other employees;—Exempted up to least of following provided service is more than 5 years or employee has not left service of his own :

(a)  Notified limit = Rs. 3,50,000 [Less any amount exempted earlier],

(b)  ½  month's average salary for every one year of completed service. (months to be ignored).

(c)  Actual amount received.
Average salary = Salary [same as for provident fund] for 10 the months preceding the month of retirement divided by 10
5.  Commutation of pension u/s 10(10A)
In case commuted value of pension is received

(a)  If Govt. employee—is fully exempted.

(b)  If other employee who receives gratuity also—Lump sum amount  is exempted upto 
commuted value of l/3rd of pension.
If other employee who does not get gratuity—Lump sum amount is exempted upto commuted value of ½  of pension.
6.  Leave encashment u/s 10(10AA)
(a) If received at the time of retirement by a govt. employee—Fully exempted
(b)  If received during service—Fully taxable for all employees.
(c) if received by a private sector employee at the time of retirement exempted upto
(i) Notified limit Rs. 3,00,000,
(ii) Average salary x 10 months,
(iii) Actual amount received,
(iv) Average salary x No. of months leave due. Leave due is to be calculated taking one month leave or actual entitlement  whichever is less. Average Salary (Same as for PF) for 10 months including the month of retirement
7. Retrenchment compensation. Received by workers covered under Industrial Disputes Act [Section 10(I0B)] only for those workers who fulfill the conditions given under Factories Act (as for Payment of Gratuity Act) the least of the following is exempted.
(i) Notified limit Rs. 5,00,000, (it) Actual amount received, (iii) Amount payable under Industrial Disputes Act.
8.  Any compensation  received  by  an employee of public sector undertakings, universities, Public Sector Companies :
(i) If given to employees of public sector undertakings under a scheme approved by the CIT it is fully exempted. 

(ii) For other employees it shall be exempted up to least of the following :

(a)  Rs. 5,00,000,

(b)  3 months salary for every one year of service,


(c)  Actual amount received, or

(d)  Salary x  no. of months service is due before actual retirement.

Salary has same meaning as for PF and salary for last month is to be taken.
 9. Any tax on perks paid by employer. It is fully exempted u/s 10(10CC).
10.  Any payment received out of SPF. Any payment received out of SPF is fully exempted u/s 10(11).
11.  Any payment received out of RPF. Any payment received out of RPF is exempted u/s 10(12) if service exceeds 5 years.
12.  Any payment received out of an approved superannuation fund is  fully exempted u/s 10(13).
13.  House rent allowance. HRA received is exempted upto prescribed limits (see allowances).
14.  Any other allowance. It is exempted upto amount so notified u/s 10(14).
VI. Deductions out of Gross Salary [Section 16]             
 1. Entertainment Allowance under sec 16 (ii) 

In case of Govt. employees getting entertainment allowance deduction @ following shall be allowed :
(i) Statutory limit Rs. 5,000 per annum,
 
(ii) l/5th of salary [only Basic Salary], or 
(iii) Actual Entertainment Allowance  received.
Least of the above is allowed as deduction.
2. Tax on Employment [u/s 16(iii)] In case any amount of professional tax is paid by the employee or by his employer on his behalf it is fully allowed as deduction.
Taxability of Perquisites

	Exempted for All Employees
	Taxable for All Employees
	Taxable for Specified Employees Only

	1. Free medical facilities as given u/s 17(2) (Provision)

2. Free refreshments during working hours.

3. Free recreational facilities.

4. Provision of telephone whether basic or cellular exclusively for official use.

5. Free meals provided in remote area or at offshore installation are fully exempted.

6. Free education,   training   or refresher course for employees.

7. Leave Travel Concession.

8. Free ration received  by   members   of armed forces.

9. Perquisites  allowed   by   Govt.   to   its employees posted abroad.

10. Rent free house given to an officer of Parliament,  a Union Minister,  and leader of Opposition in Parliament.

11. Free residence and Conveyance faci​lities to Judges of Supreme Court and  High Court.
12. Free conveyance provided by employer to employee for going to or coming from place of employment.
13. Any amount contributed by employer towards pension   or   deferred   annuity scheme.
14. Employer's contribution lo staff group insurance scheme.
15. Computers, laptops given to [not trans​ferred]  an   employee    for   official/perso​nal use.
16. Transfer of a moveable asset [computer, car or electronic items] more than 10 years old without consideration.
17. Accident insurance   premium   paid   by employer for his own benefit.
18. Interest free loan or loan at concessional rate of interest taken by employee from employer if amount of   loan   does not exceed Rs. 20,000 or loan is taken for medical treatment.
19. Value of any shares or debentures given free of cost or at concessional rate to employees under   stock   option   scheme approved by the Central Govt.
20. Tax on perks paid by employer.
21. Rent free accommodation given in remote or offshore areas
	1. Rent free house.
2. Concessional Rent House.
3. Obligation of employee met by employer.
Such as the amounts paid by employer regarding
· Gas and electricity  Bill
· Education Bill of Children
· Income tax of employee
· Professional tax of employee.
· Salary of servants employed by employee
· Car or other conveyance owned by employee, used for private purposes and expenses are met by employer
· Any other bill for   personal expenses issued in the name of employee but paid by employer.
4. Any other fringe benefits given by employer to employee.
a)    Free     meals     if    provided during   working   hours   and value exceeds Rs. 50 per day. Excess is taxable. 
b) Interest free loans or loan at concessional rate of interest if more than Rs. 20,000 and if not for medical treatment-difference between prescribed rate and rate charged is taxable.
c) Use of moveable assets except computers and laptops. 
d) Transfer of movable assets. 
5. Any amount of life insurance premium paid by employer dur​ing the previous year.


	1. Gas, water and electricity facility.
2. Education facility for Children.
3. Free transport allowed by employer engaged in transport business.
4. Services of domestic servants including sweeper, watchman, gardener provided by employer.
5. Any other benefit or amenity.



Deduction u/s 80C out of Gross Total Income                      

Rate of deduction [Section 80C (1)]
This deduction shall be admissible only to an assessee, being an individual or a Hindu undivided family.
The amount of deduction shall be actual amount paid or deposited during the previous year in prescribed saving schemes [to be called as qualifying amount for deduction u/s 80C]   or Rs. 1,00,000 which ever is less.
Qualifying amount for deduction u/s 80C :
1.  Employee or assessee's own contribution to P.F.
If S.P.F., fully qualifies [Govt., LIC, University, SBI, RBI etc.]
If R.P.F., fully qualifies.
If P.P.F., fully qualifies.  Account can be in the name of self, spouse or any child.
If U.R.P.F., does not qualify.
2.  Any amount contributed by employee towards Approved Superannuation fund-Fully qualifies.
3.  Life insurance Premium paid by employee or by employer to assure life of employee, his spouse or children (minor or major, married or unmarried) shall qualify up to actual premium paid or 20% of sum assured whichever is less. Sum assured shall not include bonus or any premium agreed to be returned.
4.  Any amount deducted from the salary payable by or on behalf of the Government to any individual in accordance with the conditions of his service, for the purpose of securing to him a deferred annuity or making provision for his spouse or children, in so far as the sum so deducted does not exceed one-fifth of the salary.
5.  Any amount contributed to keep in force a contract for a deferred annuity, not being an annuity plan referred to in clause (12). The persons on whose name savings can be made are in the case of an individual, the individual, the wife or husband and any child of such individual. Such contract does not contain a provision for the exercise by the insured of an option to receive a cash payment in lieu of the payment of the annuity ;
6.  Any amount deducted by employer (Govt.) out of employee's salary under group insurance scheme fully qualifies.

7.  Any amount invested by an individual or H.U.F. with UTI or LIC under Unit Linked Insurance Plan (ULIP) fully qualifies.
8.  Any amount invested in NSC VIII issue fully qualifies,
9.  Interest Accrued on NSC VIII issue purchased earlier is deemed to be reinvested hence fully qualifies.
10.  Any amount deposited under notified deposit scheme 92 fully qualifies.
11.  Any amount paid to LIC under New Jeevan Dhara, New Jeevan Dhara 1, or New  Jeevan Akshay, New Jeevan Akshay I,  New Jeevan Akshay II plans fully qualifies.
12.  Any amount deposited with mutual fund under a scheme of pension fund i.e, UTI retirement Pension Fund shall fully qualify.
13.  Any amount deposited with nationalised bank under home deposit scheme of National Housing Bank, fully qualifies.
14.  Any amount deposited with an authority engaged in housing development or town and rural development fully qualifies.
15.  Any amount deposited with housing finance institutions fully qualifies
16.  Any amount repaid under house building loan taken from Govt., LIC, Bank, HDFC, HUPCO or other housing finance institutions or employer. [Not from friends or relatives]
Amount repaid as full price or installment of price of a house purchased from Govt. or an approved   agency shall qualify up to actual amount repaid shall I qualify for deduction u/s HOC.
The amount repaid must not include interest on loan or ground rent  but shall include stamp duty and registration charges.
17.  Any amount paid as tuition fees (excluding any payment towards any development fees or donation or payment of similar nature whether at the time of admission or thereafter to :
(a)  any school, college or university or other educational institution India,
(b)  for the purpose of full time education of any two children of the individual. The amount, which shall qualify under this section, shall not exceed actual amount paid as tuition fee for two children only.
18.  Amount paid as subscription to equity shares or debentures of any eligible issue.  In case such issue is notified by CBDT, the amount invested shall qualify for deduction u/s 80C. The amount so invested in on which deduction is claimed shall not qualify for exemption of capital gain u/s 54EA or u/s 54EB or u/s EC
19.  Amount paid as subscription to any units of any mutual fund. In case such unit scheme of mutual funds is notified by CBDT, the amount so invested shall qualify for deduction u/s 80C. The amount so invested in on which deduction is claimed  shall not qualify for exemption of capital gain u/s 54EA or u/s 54EB or u/s54 EC.  The shares, debentures or units acquired under (19) and (20) above cannot be converted into money for three years.   In case such units or shares are co into money before the expiry of three years  the  amount of rebate claimed shall become as tax payable of the year in which these are sold or otherwise transferred.
20.  Term deposits with scheduled banks for a duration of at least 5 years as  per the scheme framed by Central Government.
Exempted Incomes (under section 10, Applicable to Individual assessee only)
Exempted incomes are those incomes on which income tax shall not be chargeable.
1) Agricultural income is exempt from tax U/S 10(1). The above income shall be from agricultural purpose and the land shall be situated in India.
2) Any sum of money received by an individual as a member of Hindu Undivided Family (HUF) shall be exempt from tax U/S 10(2) since HUF is a separate taxable entity.
3) Share of profits received by a partner from a partnership firm is exempt U/S10(2A) since partnership firm is a separate taxable entity.
4) Any income of a non resident by way of interest on notified government securities or interest on NRI external account in India notified by FERA, or interest on notified savings certificates is exempt U/S 10(4).
5) Remuneration received from foreign state under co-operative technical assistance program is fully exempt U/S 10(8)
6) Remuneration as consultant out of funds made available to international agencies under  technical   assistance  program   approved  by   government  is  fully   exempt U/S  10(8A).
7) Income from notified bonds/deposits and securities is fully exempt U/S10(I5)
8) Scholarship received to meet cost of education is fully exempt U/SI0O6)
9) Daily allowance, constituency allowance and other allowance to MLAs and MP's is  fully  exempt  U/S 10(17).   However the  above  allowances  shall  not exceed Rs. 2000 pm.
10) Reward or award either in cash or in kind instituted and approved by government in public interest is fully exempt U/S10(17A)
11) Family pension received by the widow or children of member of armed force is completely exempt from tax U/S10(19). However death of such person shall had occurred while on duty.
12) Annual value of any one palace- of an Ex-Ruler of Indian States shall be fully exempt U/S10(19A). However no part of the palace shall be letout. 
13) Income of a SC/ST by way of interest or dividend on specified securities is fully-exempt U/S 10(26).
14) Subsidy received by an assessee engaged in growing and manufacturing of tea by the tea board for the purpose of replacement is fully exempt U/S 10(30)

15) Subsidy received by an assessee engaged in growing and manufacturing of Rubber, Coffee, Cardamom or other notified commodities by the relevant board is fully exempt U/S 10(31).
16) Income of a minor clubbed U/S 64(1A), is exempt U/S 10(32) upto the actual amount so included or Rs. 1,500 pa in respect of each child (without any limit on number of children) which ever is less
17) Income from units of unit scheme  1964 is fully exempt U/S 10(33) 
18) Dividend received by a domestic co is fully exempt U/S10(34) 
19) Income from units of mutual fund is exempt U/S  10(35)
20) Capital gain arising from transfer of urban agricultural land compulsorily acquired by the Central Government/RBI is fully exempt U/S10(37)
21) LTCG on listed securities subject to security transaction tax is exempt U/S10(38) 
22) Income from international sporting events held in India is exempt U/S 10(39).
CAPITAL AND REVENUE

The Income Tax Act does not make any distinction between capital and revenue; but for income tax purposes a clear understanding of the distinction between the two is very essential, because income tax is charged on income and not on capital unless they are expressly taxable.

In many cases, it is difficult to make a distinction between capital and revenue. There are no hard and fast rules in this regard. One type of receipt may at one time be capital and at another it may become revenue. In this connection, the accounting rules regarding distinction between capital and revenue are helpful, but a conclusion based on them is not final for income tax purposes. Their distinction is also drawn out on the basis of the judgments of the different courts.

For the sake of convenience, the study of this topic is divided into the following parts: (i) Receipts, (ii) Expenditure  and (iii) Losses.
RECEIPTS
Receipts are of two kinds: capital and revenue. It is not easy to make distinction between these two, but the following are some of the important rules which guide in making a distinction between them:

	Capital Receipt
	Revenue Receipt

	1. An amount received as fixed capital is a capital receipt.

2. A receipt in substitution of a source of income is a capital receipt, e.g., compensation received by an employee from his employer for the termination of his service, because it is compensation in respect of closure of his source of income, i.e., employment. It is, however tax​able under the Income Tax Act.

3. An amount received as a compensation for the sur​render of certain rights under an agreement is a capital receipt, because 'rights' are a capital asset which has been given up, e.g., where in accordance with an agree​ment between a company and its director, after the termination of his services in the company, the director receives an amount from the company in consideration of giving up his right to carry on competitive business similar to that of the company; the receipt will be a capital receipt.

4. Whether a particular receipt is a capital or revenue, depends upon the nature of its receipt in the hands of the recipient. If a person receives an amount as capital it is a capital receipt, even if it is a revenue payment for the payer.

5. If any asset is used by a person in his business or is kept as an investment, the sale proceeds thereof will be a capital receipt. Thus, sale proceeds of a typewriter used in the business or the sale proceeds of shares or securities held as investment will be capital receipt.         

6. If an amount is received in instalments instead of in a lump-sum, will it become a revenue receipt simply because it has been received in instalments? No. For example, if the sale proceeds of a fixed asset are received in monthly instalments instead of in lump-sum, it will be capital receipt because this receipt is in respect of the sale of a fixed asset. It is not necessary that a capital receipt must always be in the lump-sum.

7. If on account of devaluation or appreciation of currency, profits are made if foreign currency was kept as investment or on capital account e.g., to acquire some capital assets, it will be a capital profit.    

8. Subsidies or grants received from the government for specific capital purpose e.g., for any development scheme or renovation or modernization programme,     are capital receipts.

9. Insurance money received for a capital asset is capital     


	An amount received as circulating capital is a revenue receipt.

A receipt in substitution of an income is a revenue receipt, e.g., a reward received by an employee from his employer in consideration of his good services is a revenue receipt.

An amount received under an agreement as compensa​tion for loss of future profits is a revenue receipt, e.g., a colliery owner entered into an agreement with a coal merchant that a certain quantity of coal shall be pur​chased by him for five years, but after sometime the merchant committed breach of this agreement and in accordance with the agreement the colliery owner received some amounts as compensation for it, such a receipt will be of the revenue nature as it is in the nature of compensation for loss of future profits.

If a person receives an amount as income, it will be a revenue receipt even if the payer has paid it, out of his capital, e.g., if the proprietor of a newly commenced business pays the salary of his manager out of capital in the beginning, the salary in the hands of the manager will be a revenue receipt, because it is his salary even if the payer has paid it out of capital.

If any asset has been purchased by a person for resale at a profit, the proceed thereof will be a revenue receipt, e.g., if a person, in order to make profit out of buying and selling of shares and securities, buys and resells them the sale proceeds thereof will be a revenue receipt.

A lump-sum receipt does not mean that it is always capital receipt. A revenue receipt can also be in lump- sum. For example, a lump-sum received in lieu of future royalties is a revenue receipt, as it is an income from royalty.

If on account of devaluation or appreciation of currency, profits are made during the course of business from foreign exchange operations, the excess receipts on conversion of currency will be revenue receipt or revenue profit.

Subsidies or grants received from the government for, meeting foreign competition or otherwise assisting the trader in his business are revenue receipts.

Insurance money received for a trading asset is receipt.


Examples of capital receipts:
1. Receipt on account of salami or premia and compensation for granting sublease of long duration, is a capital receipt.

2. Amount deposited for purchase of machinery required for setting up plant. Interest on such amount is a capital receipt, which would go to reduce the cost.

3. Amount received by a partner as compensation, in lieu of reduction of his share in profit, from a newly admitted partner is a capital receipt.

4. Subsidy for welfare and upliftment of weaker section of community by providing employment for them is a capital receipt.

5. Premium on issue of shares is a capital receipt. 

Examples of revenue receipts:
1. Power subsidy received by new industries is a revenue receipt.

2. Where shares are held as stock-in-trade, amount received on liquidation of company from liquidator is a revenue receipt.

3. Grant received from Government for purpose of trading, is a revenue receipt.

4. Lump sum received on commutation of pension or regular pension is a revenue receipt.

EXPENDITURE
Expenditures are of two types: Capital Expenditure and Revenue Expenditure. Capital expenditure is in relation to capital and it is not deductible from the gross income of business in order to arrive at the taxable income but the revenue expenditure is deductible. Hence, it is very essential to know the distinction between the two. There are no hard and fast rules of their distinction. It is not possible to decide whether a particular item is capital expenditure or revenue expenditure without keeping in view all the circumstances and particulars regarding that item. However, the following are some of the rules on the basis of which, ordinarily a distinction is made between capital expenditure and revenue expenditure:

	Capital Expenditure
	Revenue Expenditure

	1. Cost of acquisition and installation of a fixed asset is a capital expenditure.  
2. An expenditure incurred by a person to free himself from a capital liability is a capital expenditure. 
3. An expenditure incurred for the acquisition of a source of income, e.g., expenses incurred for acquiring a business or getting a service is a capital expenditure. 
4. An expenditure incurred for increasing the earning capacity of a business by improving its fixed assets is a capital expenditure. 
5. If an expenditure is of a capital nature from the point of view of the payer it will be a revenue expenditure even if it is a revenue receipt in the hands of the recipient.
6. Ordinarily, an expenditure incurred in relation to a fixed asset is a capital expenditure. 
7. Expenditure in obtaining capital by issuing shares is a capital expenditure.                                                                                                       
	Purchase, price of goods bought for resale together with expenses incurred regarding their purchase are revenue expenditure.

An expenditure incurred by a person to free himself from revenue liability is a revenue expenditure.
An expenditure incurred for the purpose of earning an income is a revenue expenditure.

An expenditure incurred for maintaining a fixed asset in good condition is a revenue expenditure.

If an expenditure is of a revenue nature from the point of view of the payer it will be a capital expenditure even if it is a capital receipt in the hands of the recipient.

Ordinarily, an expenditure incurred in relation to stock-in-trade is a revenue expenditure.

Expenditure incurred in raising loans or issuing debentures is a revenue expenditure.


Examples of capital expenditure:
1. Expenditure for acquisition of leasehold rights (for sugar factory) is a capital expenditure.

2. Betterment charges paid to effect improvement on lands (laying of roads and drainage) are capital expenses.

3. Where entire amount of lease is paid either at one time or in installments, it would be a capital expenditure.

4. Payment made with a view to keeping competitor out of his field of business is a capital expenditure.

5. Payment made for acquisition of goodwill of a business, is a capital expenditure. 

Examples of revenue expenditure :

1. Expenditure on training apprentices is a revenue expenditure.

2. Fees paid to productivity or management consultants is a revenue expenditure.

3. Expenditure on civil defence measures is revenue expenditure.

4. Amount paid to Electricity Board for laying service lines for augmenting the productivity of the assessee, is a revenue expense.

5. Expenditure incurred in connection with issue of bonus shares is a revenue expense.

6. Guarantee commission paid on purchase of capital asset, is a revenue expense.

LOSSES
The Income Tax Act provides method of computing the income of an assessee. The taxable income is arrived at after deducting the allowable expenses from the gross income of an assessee. Although the Act does not provide the method of computing the losses but it is evident that if the total allowable expenses exceed the gross income, the excess is the amount of loss. A revenue loss is one which is sustained by selling the goods of the business or by the destruction of the goods or on account of the non-recovery of any amount due in connection with the business and so on and so forth. Ordinarily, a loss which relates to capital assets is a capital loss. Besides this, there are certain capital and revenue losses some of which are stated below:
(1) Loss on the sale of a capital asset is a capital loss, but loss on the sale of goods of the business is a revenue loss.

(2) Loss sustained on account of embezzlement done by an employee is a revenue loss.

(3) The management of the Delhi business of an assessee was done by a munim who had the power to withdraw money from the bank account of his business. The munim withdrew some amount from the bank account of the assessee and misappropriated it. The court held that it was capital loss, as once the amount is deposited in the bank account of the assessee, it is deemed to have been received by the assessee, hence this loss cannot be treated as business loss.

(4) An employee (Cashier) of a business was going to a bank to deposit some money belonging to the business and in the way he lost it. It was held that this loss was revenue loss, because it was incidental to the business.

(5) Loss sustained by theft committed by an employee or by stranger during usual business hours or outside business hours is a revenue loss being incidental to the trade.

(6) A person has made a security deposit with a manufacturing company in order to get the agency of the company. If afterwards the company goes into liquidation and his deposit is lost, it will be treated as a capital loss.

(7) Loss suffered by a person being surety of another person is a capital loss.

(8) Security deposit for due performance of the terms of contract is forfeited, it is a revenue loss.
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