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Introduction

The Finance Act, 2022, introduced a new provision Section 194R into the Income Tax Act, 1961,
which comes into effect from July 1, 2022. This section mandates deduction of Tax Deducted at
Source(TDS) at the rate of 10% on the value of any benefit or perquisite (whether in cash, in
kind, or partly in both) provided to a resident in the course of business or profession. It was a part
of the government's efforts to widen the scope of Tax Deducted at Source (TDS) and ensure tax
on non-monetary benefits or perquisites provided in the course of business or profession.

Types of Benefits & Perquisites

Section 194R mandates the deduction of TDS when any benefit or perquisite is provided to a
resident, arising from business or profession, whether in cash, kind, or a combination of both.
These payments include promotional items provided to dealers, free samples, gifts, discounts, and
other such perquisites. The person providing the benefit or perquisite is required to deduct TDS at
the rate of 10% if the aggregate value exceeds Rs. 20,000 in a financial year.

TDS under Section 194R must be deducted before providing such benefits or
perquisites.
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Materials Benefits

• Gifts
• Promotional Items
• Free Samples
• Stock options to non employees.

Abstract Benefits

• Loyalty rewards
• Use of Asset
• Travel Packages
• Event sponsorships
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Illustration

RemarksTDS 
Applicable ?

Cumulative Value 
of Gift/ 

Perquisites 
provided

Value of Gift/ 
Perquisites 
provided

Month

Below Rs. 20,000 threshold 
individually

No5,0005,000April

Aggregate exceed Rs. 20,000 –
TDS @ 10% amounts to Rs. 

2,500

Yes25,00020,000July

Aggregate exceeds TDS 
threshold limit. Total TDS to be 
deducted amounts to Rs. 3,500

Yes35,00010,000January

Points to be noted

 TDS under Section 194R shall be deducted by the person providing the benefit or perquisite,
except where such person is an individual or a Hindu Undivided Family (HUF) whose total
sales, gross receipts, or turnover do not exceed ₹1 crore in case of business or ₹50 lakhs in
case of profession during the immediately preceding financial year.

 Under Section 194R, the person providing any benefit or perquisite arising from business or
profession must obtain a TAN (if not already held), deduct TDS at 10% when the aggregate
value exceeds ₹20,000 in a financial year, deposit the deducted tax by the 7th of the
following month (except for March, which is due by 30th April), and file quarterly TDS
returns in Form 26Q. These compliance steps are essential to ensure timely and accurate
reporting under the Income-tax Act.

 For calculating TDS under Section 194R, the value of gifts or perquisites is generally
determined at their fair market value. However, if the item is purchased, it is valued at the
purchase price, and if it is manufactured, it is valued at the price at which the item is sold to
customers. GST is to be excluded while valuing the benefit/perquisite for TDS purposes.

 TDS under section 194R is applicable if the aggregate value of gifts or perquisites provided
to a resident exceeds Rs. 20,000 in a financial year, even if the individual value of gifts or
perquisites, such as promotional item (Rs. 18,000), Free Sample (Rs. 1,000), and Foreign
trip (Rs. 7,500), do not independently exceed the threshold. In such a case, since the total is
Rs. 26,500, TDS will be applicable.
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FAQs regarding 194R

The CBDT has issued the following guidelines vide Circular No. 12/2022 dated 16.6.2022 and Circular No. 18/2022
dated 13.9.2022:

Question 1: Whether sales discount, cash discount and rebates are benefit or perquisite?

Answer: No. Sales discounts, cash discount or rebates allowed to customers from the listed retail price represent 
lesser realization of the sale price itself. To that extend purchase price of customer is also reduced.  Logically these are 
also benefits though related to sales/purchase. However, it is seen that subjecting these to tax deduction would put 
seller to difficulty and to remove such difficulty it is clarified  that no tax is required to be deducted under section 194R
of the Act on sales discount, cash discount and rebates allowed to customers.

Question 2:  Whether reimbursement of out of pocket expense incurred by service provider in the 
course of rendering service is benefit/perquisite? 

Answer: If a person incurs an expense that is the liability of someone carrying on business or profession, and that 
expense is paid by another person, it is considered a benefit or perquisite under Section 194R. However, if the 
expense is incurred wholly and exclusively for rendering services and the invoice is in the name of the service 
recipient, then reimbursement of such expense is not treated as a benefit/perquisite. But if the invoice is not in the 
name of the service recipient, and the expense is paid or reimbursed by them, it will be treated as a benefit/perquisite 
and subject to TDS under Section 194R.

Question 3: Is there any requirement to deduct tax under section 194R, when the benefit or perquisite 
is in the form of a capital asset?

Answer: There is no requirement to check whether the perquisite or benefit is taxable in the hands of the recipient 
and the section under which it is taxable. Further, Courts have held many benefits or perquisites to be taxable even 
though one can argue that they are in the nature of capital asset through judgement CIT (Addl) v Ram Kripal Tripathi 
(1980) 125 ITR 408.
Thus, the asset given as benefit or perquisite may be a capital asset in general sense of the term like car, land, etc, 
but in the hands of the recipient, it is benefit or perquisite and has accordingly been held to be taxable. In any case, 
as stated earlier, the deductor is not required to check if the benefit or perquisite is taxable in the hands of recipient. 
Thus, the deductor is required to deduct tax under section 194R in all cases where benefit or perquisite (of whatever 
nature) is provided.

Question 4: If loan settlement/waiver by a bank is to be treated as benefit/ perquisite, it would lead to 
hardship as the bank would need to incur the additional cost of tax deduction in addition to the haircut 
that he has taken. Will section 194R apply in such a situation?

Answer: it has been clarified, vide Circular no. 18/2022 dated 13.9.2022, that one-time loan settlement with borrowers 
or waiver of loan granted on reaching settlement with the borrowers by the Public Financial Institution (PFI) and 
Scheduled Bank would not be subjected to tax deduction at source under section 194R.
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Notice to the reader
____________________________________________________

G. Joseph & Associates (GJA) is a firm of Chartered Accountants registered with the
Institute of Chartered Accountants of India. This document forms part of GJA
Learning, a publication intended solely for internal circulation and for distribution to
select clients of GJA. It is not meant for wider public dissemination.

The contents herein represent the views and interpretations of GJA as of the date
of publication. They are intended to provide general information and should not be
construed as professional advice, legal opinion, or a recommendation for making
business, financial, or investment decisions. Readers are advised to consult their
own advisors before acting on any information contained in this document.

While due care has been taken to ensure the accuracy of the content, GJA makes
no representation or warranty, express or implied, as to the completeness or
correctness of the information. GJA shall not be held responsible for any direct or
consequential loss arising from reliance on this document.

Importantly, GJA is under no obligation to update this document in light of
subsequent amendments, notifications, judicial rulings, or changes in interpretation
of the law. Any part of this document, or extracts thereof, may not be reproduced,
circulated, or communicated to third parties without prior written consent from
GJA.
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