Brief notes on Introduction to Income Tax:

1. Definition of Income Tax:

e Income tax is a direct tax levied on the income of individuals, corporations, and other
legal entities by the government.

e It's a primary source of revenue for governments worldwide and is used to fund
various public expenditures like infrastructure, education, healthcare, etc.

2. Purpose of Income Tax:

e To fund government operations: Income tax revenue is used by governments to
finance public services and infrastructure.

e Redistribution of wealth: Progressive tax systems aim to redistribute wealth from
high-income individuals to lower-income groups through various deductions,
exemptions, and tax credits.

e Economic control: Tax policies are often used to influence economic behavior, such
as encouraging investment or consumption, through incentives and disincentives.

3. Types of Income:

e Earned Income: Includes wages, salaries, tips, and bonuses received from
employment.

e Unearned Income: Includes interest, dividends, capital gains, rental income, and
royalties.

e Passive Income: Income generated from business activities in which the taxpayer
does not materially participate.

e Active Income: Income derived from business activities in which the taxpayer is
actively involved.

4. Taxation Authorities:

e Income tax is administered by federal, state, and local governments in many
countries.

e Taxation authorities are responsible for enforcing tax laws, collecting taxes, and
providing taxpayer assistance.

5. Taxable Events:

e Taxable events trigger the obligation to pay income tax. These events can include

receiving wages, selling property, earning interest or dividends, etc.
6. Taxable vs. Non-Taxable Income:

e Taxable income includes all sources of income that are subject to income tax.

e Non-taxable income includes certain types of income that are exempt from income
tax, such as gifts, inheritances, and certain benefits.

7. Taxation Principles:
e Progressive Taxation: Higher income earners are taxed at a higher rate than
lower-income earners.
Proportional Taxation: A flat tax rate is applied to all income levels.
Regressive Taxation: Lower-income earners pay a higher proportion of their income
in taxes compared to higher-income earners.
8. Tax Filing and Compliance:



e Taxpayers are required to file tax returns annually, reporting their income and
claiming deductions, credits, and exemptions.
e Non-compliance with tax laws can result in penalties, fines, and legal consequences.
9. Tax Planning:
e Tax planning involves legally minimizing tax liability by taking advantage of
deductions, credits, and exemptions available under the tax law.
e It requires careful financial planning and consideration of various factors such as
income sources, investments, and life events.
10. Tax Reform and Policy Changes:
e Tax laws are subject to change through legislative reforms and policy decisions
aimed at addressing economic, social, and fiscal objectives.
e Tax reforms can impact taxpayers' obligations, incentives, and overall tax burden.

These notes provide a basic overview of the introduction to income tax, covering its definition,
purpose, types of income, taxation authorities, taxable events, taxation principles, compliance,
tax planning, and policy changes.



