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3.1.3. In the instant case, the salary paid by ABC Pvt Ltd to Ms. Y [a specified person under Section 40A(2)] is 
likely to be regarded as excessive and unreasonable having regard to the tests laid down under the said 
Section and an appropriate portion of the salary regarded as excessive/unreasonable, could be subject to 
disallowance. However, irrespective of such disallowance, the said salary shall be taxable in the hands of 
Ms. Y. 

3.1.4. From a GST law perspective, a salary transaction is not subject to any GST. 

3.1.5. From the perspective of Companies Act, 2013, the following implications arises:

l Unlike the Income-tax Act, where the related party definition under Section 40A includes a person with 
substantial interest (viz. voting rights of 20% or above), the concept of related party under the Companies 
Act [viz. Section 2(76) and Section 188] is linked more to the ability to control (viz. Directors and Key 
Management Personnel) rather than a position of benefits (viz. shareholders)

l Under the Companies Act, a related party would include a Director and his relative. 

l The term “relative” under the Companies Act Vs the Income-tax Act is wider in some sense (for instance, 
it would include a son-in-law and daughter-in-law, which is not covered under Section 2(41) / 40A of the 
Income-tax Act, though covered under Section 56 of the Income-tax Act) and narrower in some sense (a 
grandfather is not covered, unless the grandfather and grandson / granddaughter are members of a 
Hindu Undivided Family – whereas, under the Income-tax Act, the same shall be covered irrespective of 
the condition regarding these members being part of the same HUF). 

l Payment of salary by ABC Pvt Ltd to Ms. Y would be regarded as a related party transaction under the 
Companies Act. 

l As per Section 188 of the Companies Act, a related party transaction needs to be approved by the board of 
directors. 

l The related party transaction further needs to be approved the shareholders in a general meeting by 
passing an ordinary resolution, provided the transaction crosses a particular threshold (10% of the 
turnover, in case of services). In the present case, salary payment to Ms. Y is unlikely to cross the said 
threshold and hence a shareholders approval may not be required. 

3.2 Step 1.2: Transfer of “ABC” brand by ABC Pvt Ltd to Ms. Y for NIL consideration

3.2.1 A transfer of brand by ABC Pvt Ltd to Ms. Y would not invoke the provisions of Section 40A(2), since no 
expenditure has been “incurred” by the said company. 

3.2.2 The interesting issue which arises is whether such a distribution of valuable asset by ABC Pvt Ltd to Ms. Y 
(a shareholder holding 5% equity shares) can be regarded as a dividend under Section 2(22)(a) of the 
Income-tax Act, which states that dividend includes “any distribution by a company of accumulated profits 
whether captialised or not, if such distribution entails the release by the company to its shareholdres of all or any part 
of the assets of the company”.

3.2..3 Assuming that ABC Pvt Ltd has enough accumulated profits in its financial statements which 
corresponds to the market value of the brand distributed to Ms. Y, there is an exposure that the said 
distribution may be regarded as taxable dividend in the hands of the said shareholder. 

3.2.4 As an alternate view, there is an argument that a distribution to a single shareholder should not 
tantamount to a dividend as envisaged under Section 2(22)(a) and such a distribution may be tested for 
taxation under other provisions of the Income tax Act (for instance, Section 56). The term “distribution 
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In today's fast-paced world, leadership is often associated with qualities like decisiveness, vision, and 
charisma. While these traits are undeniably important, there's one quality that stands out as a cornerstone 
of great leadership: empathy. Empathy, often described as the ability to understand and share the feeling of 
others, goes beyond sympathy or mere kindness, is often overlooked in leadership discussions, but it's a 
trait that can make or break a leader's effectiveness. 

So, why is empathy so crucial for leaders? Let's explore a few key reasons:

1.  Building Trust and Rapport: Empathy is the foundation of trust. When leaders demonstrate empathy, 
they create an environment where people feel valued, heard, and understood. This fosters strong 
relationships, enhances teamwork, and encourages open communication. 

2. Enhancing Collaboration and Innovation: Empathetic leaders recognize and appreciate the diverse 
perspectives and experiences of their team members. By actively listening and seeking to understand 
different viewpoints, they encourage collaboration and create space for innovation. 

3. Empowering and Developing Others: Effective leaders understand that their success lies in the success 
of their team. By practicing empathy, they empower and uplift their people.

4. Strengthening Employee Engagement and Retention: Empathetic leaders create a positive work 
environment that values the well-being and fulfillment of their employees. 

Once we agree empathy is not just a soft; it is an absolute necessity for fostering engagement, productivity, 
and success in any organization, in today's dynamic world. Below are some ways to imbibe empathy in 
leadership:

1. Attend To Basic Needs First 

Empathy in the hierarchy of human experiences is a higher order emotion. In order to develop 
empathy, you must have your survival needs met first. People are inherently driven toward needing to 
know they are okay and that they fit in. A company environment, where they know they are okay and 
fit in, allows them to work on listening. Listening to others is the key to developing empathy.

2. Practice Emotional Intelligence; Show Vulnerability 

Showing vulnerability develops empathy for people, and companies are no different. Companies 
need to own up to their challenges and problems in a way that demonstrates that they are really trying. 

3. Learn Continually 

We need to be open to learning at all levels in an organization. Companies can do a better job 
supporting their leaders in developing empathy by creating a learning culture that breaks down 
stigmas that leaders must know everything. There's a great quality and humility in a leader who is 
willing to accept that there's room to grow. 

EMPATHY – 
AN INDISPENSABLE 
LEADERSHIP TRAIT
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4. Recognize Perspectives 

One of the key things to discuss in situations like this is the notion of perspectives. Sometimes leaders 
get so caught up in believing their perspective is reality that they forget the circumstances people find 
themselves in. 

5. Unplug And Be Present 

Focusing on others and demonstrating empathy is very challenging for many leaders. It becomes even 
more challenging with someone who is tethered to technology or multitasking. When meeting with 
teammates, putting down your phone and giving them your undivided attention will help you 
understand and connect with them in a more powerful way. 

6. Ask Open ended questions and Listen 

Cultivate the habit of getting out of the office and off of email. Talk to people at the front lines and in 
middle management, and spend more time listening rather than talking. Ask open-ended questions: 
"What's working and what's not?" or "What is one thing that would make your work more effective or 
enjoyable?" Then listen in order to understand, rather than listening to craft a reply.

7. Ask, Reflect And Communicate 

Empathy isn't about taking on the emotions and perspectives of others but more about understanding 
and considering them. Develop empathy in leaders by exposing them to all areas of the business, team 
and customer experience. Help them understand the personal and business challenges, and practice 
reflecting that understanding in town hall, group and one-on-one meetings. Also, show empathy for 
your leaders. 


