
Introduction to Income Tax-Lecture 2

In Lecture 1, we discussed the fundamentals of income tax, including its purpose, types, and

basic principles. In this second lecture, we will delve deeper into the concept of taxable income

and explore various deductions that taxpayers can claim to reduce their tax liability.

1. Taxable Income:
● Taxable income is the amount of income used to calculate how much tax an

individual or entity owes to the government.
● It includes all sources of income such as salaries, wages, interest, dividends,

rental income, capital gains, etc.
● Understanding what constitutes taxable income is crucial for taxpayers to

accurately report their earnings to the tax authorities.
2. Gross Income vs. Adjusted Gross Income (AGI):

● Gross income is the total income earned by an individual before any deductions
or adjustments.

● Adjusted Gross Income (AGI) is gross income minus certain allowable
deductions, such as contributions to retirement accounts, health savings
accounts, alimony payments, and student loan interest.

● AGI serves as the starting point for calculating taxable income.
3. Standard Deduction vs. Itemized Deductions:

● Taxpayers can choose to claim either the standard deduction or itemize their
deductions, whichever results in a lower tax liability.

● The standard deduction is a fixed amount set by the IRS based on filing status,
while itemized deductions include expenses such as mortgage interest, state and
local taxes, charitable contributions, and medical expenses.

● Understanding the differences between these deductions and choosing the most
advantageous option is essential for minimizing tax liability.

4. Common Deductions:
● Mortgage Interest: Interest paid on a mortgage loan for a primary or secondary

residence is deductible, subject to certain limitations.
● State and Local Taxes: Taxpayers can deduct state and local income taxes or

sales taxes, as well as property taxes paid on real estate.
● Charitable Contributions: Donations made to qualified charitable organizations

are deductible, provided proper documentation is maintained.
● Medical Expenses: Qualified medical expenses that exceed a certain percentage

of AGI can be deducted.
● Educator Expenses: Teachers and other eligible educators can deduct certain

unreimbursed expenses for classroom supplies.
● Student Loan Interest: Interest paid on student loans can be deductible up to a

certain limit.
5. Above-the-Line Deductions:



● Above-the-line deductions are deductions subtracted from gross income to arrive
at AGI.

● These deductions are available to all taxpayers, regardless of whether they
itemize deductions or claim the standard deduction.

● Examples include contributions to retirement accounts (e.g., IRA, 401(k)), health
savings accounts (HSAs), and self-employed health insurance premiums.

Conclusion:

Understanding taxable income and deductions is essential for individuals and businesses to

comply with tax laws and optimize their tax situation. By identifying eligible deductions and

properly reporting income, taxpayers can minimize their tax liability and maximize their financial

resources.

Additional Resources:

● IRS Publication 17: Your Federal Income Tax
● Tax preparation software and online resources for calculating taxable income and
● deductions accurately.


