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G.0. No. 429, 22nd October 1918

Income-tax

% Communicating to the Board of Revenue letter from the Government of Indi
subject of the liability to — of house-rent allowances and the value of rent-free 'quarl::er:. e i

_—____________—————— —

Bran—the following papers : —
g I
.0. No 154, Financial (Separate Revenue), dated 10th April 1918

I
Letter—from P. L. Moore, Esq., c.LE, LOS., Inspector-General of Police.
To—the Secretary to Government, Home (Judicial) Department.
Dated—Madras, the 4th June 1918.
No.—R.C. 864 Audit. ;

T have the honour to address Government in regard to the assessment of income-
tax on the value of rent-free quarters provided for police officers in the Madras
Presidency.

2. The Accountant-General informs me that under the rules issued by the
Government of India under section 3 (2) (vi) of the Income-tax Act (VII of 1918),
house-rent allowanees granted to, and the value of rent-free quarters provided for,
officers are assessable to tax and he requests that, in order to enable him to exercise
proper check over the recovery, he may be furnished with a statement showing the

names of police officers in this presidency provided with rent-free quarters and the

value of the houses in each case.

3. The only officer in the Police department who is granted house-rent allowance
is the Assistant Commissioner of Police, Madras City. As regards free quarters, all
officers below the rank of Imspector, the staffs of Police Training schools and
officers in Madras City are entitled to them ; but head constables and constables may
"1 left out of consideration as their salaries, even including the rental value of
Laarters provided for,them, will never approach the assessable minimum. At present
only sub-inspectors in the first grade and sergeants in the first two grades generally
pay income-tax, and if the Government of India ruling were to be given effect to, not
only would these officers have to pay auadditional amount as income-tax but sub-
inspectors in the second and third grades and sergeants in the lowest grade would
also become liable to the payment of income-tax. One of the conditions of service in
the department is that free quarters will be provided for all subordinate officers.
But only in the case of sergeants can this undertaking be regarded as having been
fulfilled. The majority of sub-inspectors are not housed. To levy a tax on the
value of rent-free quarters would seem to be a [violation of this condition. Further
the provision of free quarters (either built at Government expense or hired by them),

ble of being converted into
money and it would therefore be more appropriate to bring it under the operation of
clausé (ix) of section 3 (2) of the Act. I strongly recommend therefore that the
Government of India may be movéd to cancel the ruling, at any rate as regards free

uarters. i
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4. As regards the statement asked for by the Accountant-General, I submit that
apart from the question of its utility in his office, its preparation would entail
considerable labour and, inasmuch as the District Police office can reasonably be
expected and trusted to carry ouf the deduction, and my office, where the detailed
audit is-conducted, to check it, I can see no necessity for furnishing it. Moreover
the list will be liable to constant changes consequent on the promotion of an officer *
or his transfer from a place where quarters have been provided to another where
such provision has not been made or vice versa. Taking concrete examples, let us
suppose that the sub-inspector at Chinfux in the Godavari district where quarters
have been provided is a fourth grade sub-inspector drawing Rs. 60 ; as the rental value
of the quarters caloulated at 5% per cent on outlay is Rs. 15 per mensem, he will n
be liable to tax, but if he is promoted to the next grade, he will have to pay incom
tax. Similarly if a sub-inspector on Rs. 80 who is paying income-tax is transferred
to a station where no accommodation exists, he will become exempt from payment of
tax. Practically what is required is a monthly return, an addition to the numerous
returns already in existence. i

. 11T
Endorsement No. 1385 A-1, Home (Judicial), dated 17th June 1918.
Referred to the Accountant-General for remarks.

R. RamacHANDRA Rao,
Seeretary to Government.

1v

Fetter—fyom A. NewararcH, Bsq., Accountant-General.

To—the Secretary to Government, Home (Judicial) Department.
Dated— ¥iadras, the 25th June 1918.

No.—23-53 T.M./5401.

In returning herewith letter No. 864-Audit, dated the 4th June 1918, received
with Government endorsement No. 1385 A-1, dated the 17th June 1918, I have the
honour to slate that the Government of India have ruled that, under section 3 (2)i(vi)
of the new Income-tax Act, the value of rent-free quarters forms an addition to
the remuneration of an employee and should be assessed to income-tax, and it is for
that Government therefore to decide under the power vested in them under section
A4 of the Act whethel #n_exception should be made in the case of free quarters
provided for the subordinate officers of the Police department.: linder paragraph 3
of the Government of India, Finance Department letter No. 791, F., dated 26th
March . 1918, however, the Local Government may, if they desire,' suspend action
being taken on this ruling of the Government of India, so far as the Police 'depart-
ment is concerned, pending the result of a representation to the Government of India
in the matter.

In the circumstances explained in paragraph 4 of the Tnspector-General’s letter
the submission of a return regarding free quarters supplied to police officers may bc;
dispensed with:  The officers who draw establishment pay bills should, however
required to furnish a certificate at the foot of the bills that ‘the value of rent-%r,
quarters supplied to police officers has been taken into account for the purpose of
levy of income-tax on their salaries.

v

Reference from the Board of Revenue (Separate Revenue),
R.C.R. No. 609, Mis., dated 3rd August 1918,
The Hon’ble Mr. C. G. ToDHUNTER, I.C:S.,
Third Member, Board of Revenue, and Commissioner of Salt, Abkari and Separate Revenue.

The Board begs to request the firther orders of Government in respect of the
assessment.to umol'ne-tax of the value of rent-free quarters. Under the memorandum
of instructions which forms an enclosure to the Government of India’s letter in the
Finance Department (Separate Revenue—Income-tax) No. 791-F., dated 26th March
1918, it is stated that this is taxable as part of salaries or income from other sources

i = No. 429, Szparate REveNUE, 228D Ocroesr 1918 3

as the case may be under section 6 or section 11 of Act VIT of 1918, The Collector
of Income-tax, Malabar, however, points out that under section 3 (2) (ix) of that
Act no perquisite or benefit which is not mioney or reascnably capable of being
converted info money can hbe assessed. The value of free quarters can only be
converted into money under very special conditions and there would thus appear to
i be few cases in which it is faxable. 1f, however, it is held not to be taxable, an
{ . invidious distinetion will be drawn between theofficer who has free quarters provi’ded
and the officer who draws a house-rent allowance.

A. R, Cox,
= Secretary.
ICo the Seoretary fo Government, Revenue Department.

VI

Letter—from A. A. L. Parsons, Hsq., L0.8., Under Secretary to the Government
5 (?lfg I?%m, E;mange '];])Jepartment (Separate Revenue—Income-tax).

—the Chief Secretary to the Government,of Madras, Fi ial D .
Dated—Simla, ﬂ:?e. 2nd August 1918, J SRR e
No.—2159-F.

4 . I am directed to request that the enclosed ruling under section 3 (2) (vi) of the
% Income-tax Act, 1918, f}ma%; be substituted for that given in the memorandum of
- irxgsltguctlons and rulings forwarded with my letter No. 791-F., dated the 26th March

ENCLOSURE
Section 3 (2) (v2).

House-rent allowances directly, and the value of rent-free quarters indirectly as perquisites,
form additions to the remuneration of an employee and, even where residence in a particular
town or building is necessary for the proper performance of an employee’s duties, they are liable
to income-tax, unless the conditions imposed by this sub-section are fulfilled. The conditions
are two. 'The expenses incurred by the employee must be wholly and necessarily incurred in the

A ﬁrmano‘g “of his. duties as an employee ; and the allowance or the perquisite of rent-free

\E farters anust:hive beetty Gtanted by the employer with the set purpose of meeting the extra

&xpense thus caused to the employee and that exfra expenseonly. It will thus be a question of

fact in each case whether a house-rent allowance or the value of rent-free quarters is exempt

from the tax, but the following examples will sexve to indicate t?e Jines on which the decision
Jurr

y SW‘ made— o ¢
] 4 \3 \@uirencyrefficer is,granted rent-free quarters in his y office. Even though
his residence in that office immpyfd&xauce of his duties, he will be liable
. ““to“thestax-on the value of his rent-free quarters, since he would in any case have had to provide
himsolf with a residence, and| the perquisite’ doesnof-therefore meet expenses wholly incurred
in the performance of the duties of an office o employment, of profit. J
(6) A firm in Calcutta makes a practice of providing its employees with rent-izee quarters,
. and houses some of its employees in its business premises as resident clerks, ., The-eniployees of
the firm, including the resident elerks, will, as in the previous case, be liable'to'income-tax on
““the vglu of their rent-free quarters. i i
o (e)"A'Government offide-hag its headquarters in Bombay,\Butipraceeds for some months
h'the year elsewhere, and grants its ministerial establishment liqusq-reuhllowgnpes or rent-
~free quarterssin’ the place to which it proceeds with the specific object of providing for the
maintenance of a second and, from the point of view of the granteee, unnecessary residence in
order that. they, may perform their duties there. The allowance or the value of rent-free
quarters will be exempt from income-tax.

- Order—No, 429, ‘Beparate Revene, dated 22nd October 1918.

> S The_ letter from the Government of

\% Indiay No." 21569 F., dated 2nd August
918, is' communicated to the Board of

A O NN renue forinformdtion and guidance.

: 2. The Board is requested to examine the case of each officer under its control

: who has beenl granted a house-rent allowance or free quarters and to report in what

cases the allowance or the value of the quarters should be held liable to income-tax.

! The cases of other officers will be dealt with in the departments concerned.

i SR 155 ; ; ¢
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3. The Government recognize that the rule that income-tax should be levied on
the value of rent-free quarters may cause hardships.in some cases, and they are
accordingly pleased to rule that the occupier of a Government building shall in no*
case be called on to pay income-tax on account of the perquisite on a sum greater
than 10 per cent of his salary. /34

(True extract)

M. Youxe,
Tempy. Addl. Secretary to Government.

To the Board of Revenue (Separate Revenue). \

, the Flome (Judicial) Depsrtment. '

,, 8ll other departments of the Seoratariat inoluding .
Hevertie: Dapastzaent fd\exelaging Tigal and!([iTi/coy0" ROl /

Munioipal (Legislative) and Finanoial (Pension)
,, the Accountant-Genera!, throngh the Financial Department.

Copy to the Government of Indis, Finanoo Department (with C.L.). :
: 5
Forwarded to the MW W

(By order)

Wupﬁrimendent.

Sectt. II 8 (c).—12-1-15.
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G.0. No. 1077, 7th May 1919
Income-tax Act, 1918

{ Oommunioating to the Board of Revenue letter from the Government of India on the

subject of the liability to income-tax of homse-rent allowances and the value of rent-free
quarters.

Reap—the following papers :—

I
G.0. No. 429, Separate Revenue, dated 22nd October 1918.
Ansnfmn——()ommunicating tothe Board of Revenue letter from the Government of India
on the subject of the liability to income-tax of house-rent allowances and the value of rent-free
quarters.

G.0. No. 677, Revenue, dated 21st March 1919.

AssTracT.—Publishing a rule under the Income-tax Act, 1918, in regard to the determi-
nation of the tax leviable on the annual value of quarters occupied rent free or on favourable
Tent by officers of Government and other employees. >

& II

ZLetter—from E. N. Branoy, Bsq., 1.0, Officiating Under Secretary to the:
Government of India, Finance Department.

To—the Temporary Additional Secretary to the Government of Madras, Revenue. '

Department.
Dated—Simla, the 17th April 1919.
No—1019-F. \

T am directed to request that the enclosed ruling under section 8 (2) (v7) and

* (i) of the Income-tax Act,vl’:)18, may be substituted for that under section 3 (2)

(v2) of the Act forwarded ‘with M}J Parson’s letter No. 2159-F., dated the 2nd
August 1918.
No. 1020-7.

Copy forwarded to the several Departments of the Government of India, to the
Comptroller and Auditor General, Controller of Currency, to all Accountants-General
and Comptrollers and to the Financial Adviser, Military Finance.

ENCLOSURE )
Sections 3 (2) (v1) and (i).

The liability to income-tax of house-rent allowarices and rent-free quarters is governed by
the provisions of these clauses. In the case of rent-free quarters the Government; of India have
been advised that, excopt in cases in which if is perwissible to sub-let, the perquisite which they
represent is not reasonably capable ‘of being converted into money. The following criterion
should therefore be adopted in determining whether the perquisite is liable to income-tax :—

‘Where a person occupies & house-rent free by virtue of his office and has the right to let the
house, its annual value should be taken into account in compfting his income. ‘Where, how-
ever, he has not the right to let the house, its annual value should not be regarded as part of
his income.

_In the case of house-rent allowances, since these take the form of money, the provisions of
section 3 (2) (iz) do not apply, and. these will ordinarily be chargeable to income-tax. The
conditions which are necessary in order to justify exemption are two. The expenses incurred
by the employee musti be wholly and necessarily incurred in the performance of his duty as an
employee, and the allowance must have been granted by the employer with the set purpose of

£
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meeting the extra expense thus cawsed to the employee, and that extra expense only. The
following example indicates the exceptional class of case in which house-rent allowances may be
entitled to exemption :— 3 I

A Government office has its headquarters in Bombay, but proceeds for some months in the
yoar elsowhere, and grants its ministerial establishment house-rent allowances in the place to
Which it proceeds with the specific object of providing for the maintenance of a second and, from
the point of view of the grantees, unneoessary residence in ovder that they may perform their
duties there. The allowances will be exempt from income-tax.

: i

Order—No. 1077, Revenue, dated 7th May 1919. i . &/

) S a The letter from the Government of
India, No. 1019-F., dated 17th April
1919, is communicated to the Board of
Revenue for information and guidance.

9. The orders in paragraph 1 of G.0. No. 877, Revenue, dated 2lst March 1919,
are hereby cancelled. i

3. The Superintendent, Government Press, is requested to publish the following
‘notification in the Fort St. George Gazette :—

Finance No. 16

h i NOTIFICATION.
Notification No. 108, dated 21st March 1919, published at page 448 of Part I of the Fort
St. George Guzette, dated 1st April 1919, is hereby cancelled.
; (True extract)
A. F. G. Mosoarpr,
‘Cempy. Addl. Secretary to Government.

To the Board of Revenue (Separate Rovenue).
a &

», other heads of Reyenuo ( only).

1

"» ather departments of the Becretariat exoept Hinancinl (‘Pensicz:).
+ the Accountant-General (through the Financial Department).
»» the Buperintendent, Government Press, Madras.

Copy to the Government of India, Finance Dapartment: (with C.L.).

Torwarded to the Wanea ( ek

(By order)

Superintendent.

%,

0.F. 10—826,770—22-4-15.
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Home (Bducation) - DEPARTMENT.

Subject.

Q Replying.to Government'Endorsement No.1271 A-1
Home (Education) dated 20-5-19 regarding liabilitv to pay income

tax on account of XX free guarters or rIause rent allowance.

2 |
1 | ENOLOSURES. 7
J 1 i O ’/ixQ No. ;)(63—{.%,(7
¢ : (oo )?’ _,1917
i JFrom (%ama) ----- Phe-Hon'ble M R T Isha T 188 AT
e; 4 (@wigwab’ww) nizsgtox. of.Puhlic.Instruction,..

Madras.

8o She Secretary to the Government of Madzas,
Tome (Education) @mztmwt

& Six,
D
g With reference to para 2 of the endorsement

%

§
25

“~‘of Government No . 1271 A-1 Home (Education) dated 26-5~19, I
nave the honour to state that none of the Officers of the Educsa-
tional department are permitted to sublet the rent free quarters
provided for tnem and tnst & large number of those wno possess ;

s 5 rent free quarters afe granted them by virtue of the duties they

perform as Wardens or Superintendents of nostels attached to Edu- °

cational Institutions.

§ 2. / As regards house rent. sllowance, theve is

only one officer who is liable to pay income tax on that account,

The Officer in guestion Miss R. Mc Leod, Superintendent, Pre—

/ J sidency Training School for mistresses, Egmore has been granteé
Jis : i furlougn




——

—-- - e =
funlougn for two years from 7-1-19. Miss Me Leod's pay is Rﬁa%o/—
in a grade of Rs. 350-10-450 and she has becn granted a house rent

allowance of Rs. 80/- per mensem in lieu of fzj__e:é:,{;,garters— Vide para
4 of her agreement printed in G.0. No. 1400 Home " (Education) dated
1—1'1-15. If after the expiration of her furlough Misls Mé, Leod re~ v
turns to the Presidency i'réining Scnool for Mistresses., Egmore, then .
sne will continue to receive nouse rent allowance until free guarters
are grov1aec for her, and sne will have to pay additional 1anxe tax

80 long as sne is in receipt of house rent allowance.

I have the honour to be,

SoiE g

Your most obedient servant,

(S

M g % ot
Ve e NCf"f(_‘/
"%Q for Director of Public Instruction. j :

T VEN. D/, 10-9-19.

Sectty 11—8 (a)—1€0,004—15-1-17.
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