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Allowances are additional payments to employees for specific expenses or
circumstances, categorized primarily by their taxability: fully taxable, partially taxable
(with exemptions up to certain limits), and non-taxable (fully exempt from tax).
Common examples include House Rent Allowance (HRA) for rent, Dearness
Allowance (DA) to counter inflation, Leave Travel Allowance (LTA) for vacation travel,
and Conveyance Allowance for commuting, though the tax status of each depends
on specific government rules and the amount received.

1. Fully Taxable Allowances These are allowances where the entire amount is added

to an employee's income and is subject to income tax.

e Dearness Allowance (DA): Given to help offset inflation and maintain a standard of
living.

City Compensatory Allowance (CCA): Provided to employees in costly cities to
help with the higher cost of living.

Overtime Allowance: Paid for work performed beyond regular working hours.

Cash Allowance: A general allowance for various personal or family needs.

Servant/Helper Allowance: Compensation for domestic help costs.

2. Partially Taxable Allowances

These allowances have a tax exemption up to a certain government-specified limit;

the amount exceeding the limit becomes taxable.

e House Rent Allowance (HRA): Helps employees cover rent expenses, with
exemption calculation based on the actual rent paid and location.

e Conveyance Allowance: For commuting, with some exemptions available.
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e Children Education Allowance: For educational costs for children, with a
specific tax-free limit per child.

Hostel Expenditure Allowance: For a child's hostel fees, with a specific
tax-free limit.

3. Non-Taxable Allowances

These allowances are fully exempt from income tax and are not added to an

employee's taxable income.

e Medical Allowance (up to a limit): Can be tax-free if reimbursement of
actual medical bills is provided and submitted.

Leave Travel Allowance (LTA): Covers travel expenses for vacations within
India, but generally excludes accommodation.

Uniform Allowance: Provided to cover the cost of specific work uniforms.

Project Allowance: Given for expenses related to a specific work-related
project.
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