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CENTRAL BOARD OF DIRECT TAXES

NOTIFICATION
INCOME-TAX

New Delhi, the 16th December 1970

S.O. 4001.—In exercise of the powers conferred by section. 295 of the Income-
tax Act, 1961 (43 of 1961) the Central Board of Direct Taxes hereby, makes the
following rules further to amend the Income-tax Rules, 1962, namely: —

1. These rules may be called the Income-tax (Fifth Amendment) Rules, 197ft.

2. In clause (b) of rule 3 of the Income-tax Rules, 1962, in clause (2) of the
Explanation, after sub-clause (iii), the following sub-clause shall be inserted, and
shall be deemed to have been inserted with effect from the 1st April, 1962, namely:

"(iv) any allowance in the nature of an entertainment allowance, to the
extent such allowance is deductible under clause (ii) of section 16.".

Explanatory Memorandum.

Under the Income-tax Act, 1961, the value of perquisites received by a salaried
employee from his employer is chargeable to tax in his hands as salary income.
The value of such perquisites is determined in accordance with rule 3 of the
Income-tax Rules, 1962, This rule, inter alia, provides that the value of rent
free accommodation provided to the employee by his employer should ordinary
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be estimated at a sum equal to 10 per cent or 12.5 per cent of his "salary", accord-
ing as the accommodation is unfurnished or furnished. For this purpose, the
term "salary" has been defined to include pay, allowances, bonus or commission
payable monthly or otherwise but excluding the following:—

(i) Dearness allowance or clearness pay unless it enters into the computa-
tion of retirement benefits of the employee concerned;

(li) employer's contribution to the provident fund account of the employee;
and

(iii) allowances which are exempt from payment of tax.

Thus the amount of "allowances which are exempt from payment of tfix" are not
Includlble in 'salary' for the purpose of calculating the value of the perquisite
In respect of rent free accommodation.

2. Section lG(ii) of the Income-tax Act, 1961, provides for the deduction of
"entertainment allowance" upto certain limits in computing the taxable salary
Income. Under executive instructions, such entertainment allowance, to the extent
It is deductible in computing the taxable salary income, has been regarded as an
allowance which is "exempt from payment of Income-tax" and, cccrdlngly, not
to be regarded as 'salary' for the purposes of rule 3.

3. The clause now proposed to be added to rule 3 is intended to givre a statutory
basis to this position which has been followed all these years under executive
instructions. As the assessments for the past years In the case of all salaried em-
ployees have been made according to these instructions, the interests of no one
would Be prejudicially affected by reason of the retrospective operation being
given to the Insertion of the new clause.

[No. 195/F.No. 142(21)/70-TPL.]

R. R. KHOSI.A, Sfcy.
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ERRATUM

In the Ministry of Finance Hindi version Notification No. 1 5/1̂ -fioffo 300/2520
7 0-$o flo,

Issue No. 343, dated 16th September, 1970, published as Extraordinary Gazette
of India, Part II, Section 3, sub-section (ii), Page No. 1494, in the beginning of
the first line read "*T° *TT° 3117".
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