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The total income is computed on the basis of the residential status of the assesgeg

The income is classified into the following five heads.

Income from Salaries;

2. Income from House Property;

3. Profits of Business and Profession;

>

4. Capital gains and

5. Income from other sources.

5 Heads of Income Tax Act

.’\—_}inco;me from Salary
e

If you are a professional with a salary as your primary source of income, this head is
primarily applicable to you. Under this heading, any compensation paid to you as

employee remuneration, is accounted for. However, remember that income will only
be considered under this head if there is an employee-employer relationship betwee:

the payee and the payer of such salary.

The income under the salary head involves an employee’s basic wages, pension,
perquisites, gratuity, commission, annual bonus and any salary paid in advance, if
applicable. Upon adding the various components under this head, one can get their

gross income.

The following are some of the common allowances for which you can claim tax

deductions:

1. HRA

House Rent Allowance (HRA) is generally part of a standard salary package. It is &%
allowance that employees receive to pay their house rent. Subject to certain

conditions, you can claim exemptions for HRA under Section 10 (13A) of I-T Act,




1961. The tax exemption you can claim for HRA will be the lowest among the

following;:

HRA received from your employer

50% of the basic salary if you live in a metro city or 40

city

% ifyou live in a non-metro

Actual rent paid per month minus 10% of your annual salary

2. Conveyance Allowance

This is an allowance that employers generally pay to compensate for the cost of travel
between your home and workplace. Under Section 10 (14(ii)) of I

-T Act 1961, you can
claim a maximum tax exemption of 1,600 per month or %19,

200 per year.

Leave Travel Allowance or LTA is a part of your compensation which you can use to
pay for your personal trave] ekpenses. Itisa cost-to-the-company (CTC) component
and is usually offered as a yearly benefit. However, note that subject to certain
conditions and limits, you can claim tax benefits against LTA for up to 2 leisure trips
in a block of 4 calendar years, under Section 10(5).

4. Medical Allowance

This is an allowance that is paid to employees to help them meet their medical
€xpenses. Under Section 17 (2) of I-T Act, 1961, you can claim tax exemption of up to
315,000 by producing your supporting medical documents.

Wuse Property J

The second of the 5 heads of income includes income from house property. It

accounts for all rental income earned by a taxpayer. Sections 22 to 27 of I-T Act, 1961

cover this income head in great detail. However, note that if a taxpayer’s house has
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not been rented out, then the amount that the person would have received 44 rentj¢

he/she had let it out, would be considered as taxable income under this heaq,

This is a head under which tax is calculated on the basis of assumption. Moreover,
tax is levied both on income ecarned from house property and commercial Property,
The different deductions that come under this head of income are standard
deduction, deductions for home loan interest payment, and deduction for municipy)

tax.

Here, an assessee will also have to pay 10% TDS on rent if the rent value is more thay

the specified limit.

Here are a few conditions that must be fulfilled for the income to be taxable under
this head:

The assessee should be the house property owner
House property can include a building, a land appurtenant, or a bungalow

Individuals must not use their property for any other purposes than residency

—

] 3. Income from Capital Gains?

If any profit/gain arises from the transfer or sale of a capital asset held as an
investment, it is taxable under capital gains. Income or proceeds from a large
number of asset classes, such as stocks, bonds, mutual funds, gold, and real estate
_among others, can be considered under this head. You should also remember that
capital gains are generally classified as short- and long-term gains. Based on the
asset class, long-term capital gains tax is applied at a maximum rate of 20% on
investments held for 3 years or more, while short-term capital gains tax is applied at
a maximum rate of 15% on investments held for less than 3 years. However, you mus!

check if the income is eligible for an exemption under Sections 54, 54B, 54EC, 54F>
54D, 54ED, 54GA, or 54G.

2




4. Income from Profits and Gains of Busincss/]’rofessi(mw

Your income will be considered under this g il your carnings come from a

i

pusiness or if you are self-employed. To caleulate your profit or gross income, you
will have to deduct your expenses from the tolal revenue. Then, tax will be applicable

under this income head.

This head will also include incomes, such as bonuses, salary, and profit earned due to

a partnership with a business organisation, However, the following rules apply:

Ataxpayer must be controlling the operations of this business or profession
There business or profession declared under this head must be legitimate

The business or profession in question must be carried out by the taxpayer

themselves.

The taxpayer must be actively engaged in a particular business or profession for the

greater part of the previous year

Iftaxpayers operate any other professions or businesses, they must also include it

5. Income from Other Sources

For the earnings that do not belong to any of the heads of income mentioned above,
it will fall under the 5th category called income from other sources. Some common
examples of earnings that fall under this head include income from lottery, gambling,

gift card games, bank deposits, rewards from other sports, and more. Section 56(2)

of the IT Act covers these incomes.
Procedure for computing the total income:

For computing the total income of an assesses and the tax payable by him, following
Procedure is followed —

L Classify the income under each of the five heads and then deduct from the income

under each head the deductions permissible under the Act in respect of that head of
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