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To
A l l  Heads  o f  Te lecom C i r c les /

Metro Dis t r ic ts /  Maintenance Regions/

Projects/Sto res/B RBRAITT/ ALTTC,

A l l  o the r  Admin i s t ra t i ve  Un i t s ,  BSNL.

Sub.: TDS on Leave encashment amount at the t ime of retirement-Reg.

Severa l  Telecom Circ les,  ind iv idual  employees of  BSNL as wel l  as execut ive

associat ions have sought  c lar i f icat ic ins re la t ing to  deduct ion of  Tax at  Source on Leave

encash 'nen t  amoun t  payab le  a t  t he  t imre  o f  re t i r emen t  t o  the  BSNL emp loyees .

The subject  mat ter  has been examined in  Corporate Of f ice and i t  was decided to  refer

to  ou r  co rpo ra te  tax  consu l tan t  f o r  op in ion .  Keep ing  i n  v iew  the  op in ion  o f  t ax  consu l tan t

re la t i ng  to  TDS on  l eave  encashmen t ,  t he  fo l l ow ing  gu ide l i nes  a re  i ssued :

1 .  The  fu l l  amoun t  rece i ved  by  a  re l t i r i ng  abso rbed  emp loyee 'as  the  cash  equ iva len t  o f

the leave sa lary  in  respect  o f  the per iod of  earned leave at  h is  credi t  a t  the t ime of  h is

ret i rement ' ,  under  sub-c lause ( i )  o f  Sect ion 10(10AA),  Income Tax Act ,  1961' ,

ca l cu la ted  as  pe r  t he  accep ted  no rm adop ted  fo r  ca l cu la t i ng  the  Amoun t  due  fo r  t he

Government  serv ice per iod,  wi l l  be e l ig ib le  for  fu l l  exempt ion,  on the date of

absorpt ion,  in  BSNL f rom DOT.

2.  As per  sub c lause ( i i )  o f  the Sect l ion 10(10AA) of  Income Tax Act ,  1-961,  subject  to  the

exempt ion l imi t  o f  Rs.  300,000/- ,  amount  ca lcu lated equiva lent  to  leave sa lary  drawn

by  the  emp loyee  on  o r  a f te r  t he  da te  o f  abso rp t i on  i n  BSNL ( i . e . ,  PSU Serv i ce )  i s

taxa  b  l e .

3 .  Keep ing  i n  v iew  the  above  pos i t i r cn ,

,a )  t f  BSNL abso rbed  emp loyee  a l ready  had  300  days  s tand ing  to  h i s  c red i t  a t  t he  t ime

of  h is  re t i rement  f rom Serv ice i .e . ,  h is  permanent  absorpt ion in to BSNL,  the ent i re

amoun t  o f  l eave  encashmen t  i s  e l i g ib le  fo r  f u l l  exempt ion  under  sec t i on  10 (10AA)

sub  c lause  ( i )  o f  I ncome Tax  l \ c t ,  1961 ,  a t  t he  t ime  o f  paymen t  on  superannua t ion

/ ret i rement  etc .  o f  the emplo 'yees.

(b )  t f  an  abso rbed  emp loyee  has  l ess  than  300  days  s tand ing  to  h i s  c red i t  a t  t he  t ime

o f  h i s  re t i r emen t  f rom Governmen t  Se rv i ce  i . e . ,  h i s  pe rmanen t  abso rp t i on  In to

BSNL,  leave encashment  amount  for  the balance per iod (not  exceeding 300 days in

tota l  as prescr ibed)  subject  to  the exempt ion l imi t  o f  Rs.  3 ,00,000/-  wi l l  be taxable



tt

under  sub c lause ( i i )  o f  sect ion 10(10AA) of  Income Tax Act ,  1961- ,  a t  the t ime of

payment  on superannuat ion / re t i rement  etc .  o f  the employees.

4 .  Tak ing  i n to  cons ide ra t i on  the  above  gu ide l i nes ,

/a)  The earned leave account  of  rGovernment  Serv ice at  the i r  credi t  as on the date of

permanent  absorpt ion in to BSNL is  to  be ca lcu lated propor t ionate ly  as per  serv ice

records and to  a l low the fu l l  exempt ion upto 300 days on the date of

superannua t ion / re t i r emen t  e t c .  as  an  emp loyee  o f  t he  Cen t ra l  Governmen t  under

sub c lause ( i )  o f  sect ion 10(10hA) of  Income Tax Act ,  1 '961 ' .

(b )  l f  l eave  encashmen t  a t  c red i t  i s  l ess  than  300  days  a t  t he  t ime  o f  abso rp t i on ,  t he

ba lance  l eave  ea rned  du r ing  BSNL (PSU)  se rv i ce  w i l l  be  taxab le  sub jec t  t o  exempt ion

l imi t  o f  Rs.3,00,000/-  under  s ;ect ion 10(1-0AA) sub c lause ( i i )  o f  Income Tax Act ,

1961,  at  the t ime of  superannuat ion/ ret i rement  etc .

5. ror di rect ly recrui ted employees; by BSNL on or af ter  t /1.012000, the TDS on leave

cncashment  w i l l  be  made as  per  Sec t ion  10(10AA)  sub c lause ( i i )  i .e . ,  leave

encashment amount exceeding Fls.  3,00,000/-  (which is exempted) is taxable.

Al l  the Heads of  of f ices/DDOs are requested to ensure that the TDS is

above before making the payment of  Leave Encashment.
regula\ed as

This is  issued wi th  the approval  o f  competent  author i ty"
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(K  Jo th i )
DGM (Taxa t i on )


