
 

Nature of Employment: Meaning, Types, 
Need & Its Impact on ITR 
Nature of employment refers to the nature of the working relationship that one has with an employer. 

This means it determines whether the job is permanent, temporary, contractual, or freelance. This 

meaning is crucial because it determines job security, salary structures, and taxation. Understanding this 

employment meaning helped people make the right career choices and learn how to invest in their 

finances. 

Employment is not merely a job. Employment creates a professional relationship between the worker 

and the employer. In ITR, knowing the type of employment is essential while preparing an income tax 

return. Governments also demand that tax liability and benefits be computed appropriately. Registration 

of employment, be it through an employment exchange or employment bank, makes it binding for one 

and all to know the type of job they do. 

Let's try to understand the different kinds of employment and their relevance to tax. 

Meaning of Nature of Employment 

Employment means the nature of the relationship an employer and an employee share. It defines the 

terms of employment, job security, working conditions, salary package, and benefits. 

Some jobs are stable for long periods with insurance and retirement plans, while others offer only short-

term earnings with flexibility. For example, government jobs are almost permanent, whereas IT projects 

are contractual. 

Types of Employment 

There are diverse types of employment, and every employment is peculiar in its characteristics. 

Acquaintance with several forms of employment would help one choose the right career and achieve 

work-life balance. 

 

Permanent Employment 
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Permanent employment is a job where one enjoys job security and long-term stability. They are 

permanent employees who receive paid leaves, health insurance, and pension schemes. The employee 

works in the company until they retire or resigns. 

Examples of permanent employment are government employees, teachers, and bank officers. They 

enjoy fixed salaries and other financial benefits, including promotions. 

Temporary Employment 

Temporary employment lasts a short period, usually extending to only a few months. The employers 

hire temporary workers to meet seasonal demands or complete specific projects. Temporary employees 

may not receive certain privileges like those experienced by the permanent worker. 

For instance, most retail stores hire more employees during the holiday rush. This person provides 

services only briefly and departs once the customers decline. 

Contract Employment 

Contractor employment is engaging an employee for a specific period or based on a particular project. 

The terms of an agreement between an employer and an employee stipulate what time or project forms 

the basis for the employment contract. Upon the expiry of the contract, employment is deemed to have 

ended if not renewed. 

For instance, a software engineer working six months on a project for an IT company is a contract 

employee. His salary is drawn according to the contract, but he does not get long-term benefits like 

provident funds and gratuity. 

Freelance or Self-Employment 

The freelancers are independent workers. Usually, the freelancers are working for several clients. The 

freelancers have no employer. Freelancers enjoy absolute control over their schedules and fees. The 

freelancers are deprived of all employee benefits like health insurance and paid leave. 

Graphic designers, content writers, and software developers are familiar freelancers. The latter can take 

up project proposals from other companies and usually collect fees. 

Apprenticeship 

An apprenticeship is employment, more of training because the individual will learn specific skills and 

work under professional people. It is a mixture of education and practical work experience. 

For instance, an apprentice of a mechanical engineering student could be in an automobile company to 

get practical experience before he assumes a full-time job. Apprentices are paid stipends during the 

training period. Some companies take them as full-time employees once the apprenticeship is 

completed. 

Part-Time Employment 

Part-time jobs are jobs that people do for hours less than full-time jobs. Their wages are distributed 

according to hours worked, and they do not receive any other employee benefits. 

Students in college can keep themselves busy by getting part-time jobs in restaurants, call centers or 

retail shops. These give some experience in addition to college studies. 

Internship 

An internship provides jobs to students and recent graduates for a shorter period. Yet, the activities are 

still completed to enable someone to gain experience in professional settings before their permanent 

employment is accepted. Usually, for any internship, a case is paid for or unpaid labor. 
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A law student intern at a law firm must understand the court process and the paperwork involved. 

Internships are the route for job prospects and skill development. 

Gig Economy 

It is a system where workers take up short-term jobs. Instead of being tied to a certain number of full-

time hours with employers, people offer their expertise contract-by-contract. People provide services 

based on the jobs required and pay for this job. 

People who hail and drive with cab companies, like Uber and food delivery, work with Swiggy or 

Zomato - those are also considered gig work. They work independently, and the payment is calculated 

after completing the ride and delivery. 

Declaration of Nature of Employment While Filing Tax Returns 

While filing income tax returns, one must declare employment's nature. Declaring the nature of jobs will 

help the tax authorities know the individual's source of income and, hence, apply the appropriate tax 

rules. The categories of employment which are required to be declared are as follows: 

Central Government Employee 

People working under the Central Government must declare employment in this category. It consists of 

people working in ministries, defense services, and central administrative departments. 

State Government Employee 

Employees working under state governments must declare their employment as state government 

employees. It comprises people working in public education, state transport, and state health 

departments. 

The Employee of Public Sector Enterprise (Central or State Government) 

Option Available to public sector employees and workforces of government-owned corporations, such 

as the banking department, railways, or oil companies. The government owns public sector enterprises; 

however, for all practical purposes, they fall under commercial undertaking. 

Pensioners(CG/SG/PSU/OTHER) 

Any pensioner of Central Government, State Government, or PSUs must identify as a pensioner. Retired 

military officers, retired central government employees, government teachers, and corporate employees 

who receive pensions are also included. 

An Employee of Private Sector Concern 

Private companies, MNCs, and privately owned institutions' employees fall into this category. This 

includes corporate executives, IT professionals, and private banking employees. 

Not Applicable (For Family Pension Income) 

If a person's income comes only from the family pension, then one must mark it as "Not Applicable." 

The family pension is given to an employee's dependents if the employee dies. Their dependents might 

include the spouse and children of that employee. 

Importance of Identification of Nature of Employment 

The nature of employment benefits both the employee and the employer. Both are given transparency in 

job contracts, payroll management, taxation, and following the law. Each form of employment has 

different tax implications, benefits, and obligations. The categorization of employees is essential for the 

employer to plan the salary structure and deduct the proper taxes. Similarly, by knowing their 

employment type, employees can claim tax advantages, ensure job security, and plan their careers 

accordingly. 
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For example, a private-sector salaried employee can get a Provident Fund and ESI facilities. Still, an 

independent freelancer cannot get these facilities, although he would be eligible for all his business 

expenses. Again, government employment has a different tax structure and retirement benefits than 

private-sector employment. 

Benefits for the Employee 

Employees can claim tax advantages, ensure job security, and plan their careers by knowing their 

employment type. Let us check more advantages to an employee down below:- 

Job Security 

Permanent employees enjoy the security of jobs for their whole lifetime and get fixed salaries besides all 

the other facilities like pension, insurance, and paid leaves. Definitions of employment nature allow 

workers to enjoy appropriate benefits in line with their jobs. Contractual and casual employees cannot 

have that job security, but they can still bolster their preparedness relating to their future career choice 

with their knowledge of their employment status. 

For instance, a civil servant shall realize a lifetime pension benefit, while a contractual employee shall 

save and plan for his. This classifies the nature of employment clearly so that the employees know what 

benefits they have and thus prepare beforehand. 

Planning financially 

The knowledge regarding the type of employment is better in financial structure about savings, 

insurance, and retirement planning. He gains many facilities related to employee provident fund, 

gratuity, and medical benefits, among others, for the salaried employee. In contrast, he has to build his 

financial cushioning for the self-employed. 

For example, an IT company software engineer pays his provident fund every month to ensure security 

over his financial well-being post-retirement. However, a freelance software developer must invest in 

private retirement plans and insurance schemes to gain stability later. 

Legal Protection 

Proper classification of the nature of employment ensures that workers receive fair wages, paid leave, 

and protection under labor laws. Permanent or public sector workers enjoy more excellent legal 

protection than temporary or gig workers, who might not receive severance pay or medical insurance. 

For example, the permanent worker in the factory gets his health insurance through ESI or Employee 

State Insurance. However, a delivery executive's case is a gig contract; thus, he needs private health 

insurance to take care of his health coverage. Understanding what type of employment helps the 

employee realise what legal rights he gets. 

Advantages for Employers 

The categorisation of employees is essential for the employer to plan the salary structure and deduct the 

proper taxes. Let us check more advantages to an employer down below:- 

Payroll Management 

An employer should classify employees correctly so that he can process their salaries accordingly. A 

company's payroll system calculates salaries, deductions, and benefits according to the type of 

employment of every employee. Misclassifying the job type may result in the wrong tax deductions and 

associated compliance problems. 
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For example, regular IT employees get their monthly salary draws with a deduction to PFs, whereas an 

IT consultant working on a project has to make self-tax payments himself. Proper classification will 

enable a firm to pay its employees without any ambiguity. 

Legal Compliance 

The government forces business entities to classify their employees rightly for tax filing, labor law 

compliance, and social security contributions. Misclassifying employees as independent contractors may 

attract legal penalties and disputes. 

A firm allows employees at some contracts but leaves out the process of registering with the 

government, which may invite litigation against them concerning the evasion of PF and ESI. With the 

correct terms of employment categories, business people can escape punishment in monetary aspects 

and labor clashes. 

Transparency 

This clarifies the nature of employment to help remove the confusion that usually sets apart the 

difference between wages, benefits, and work conditions for the employees and the employer. It clarifies 

job roles and compensation packages, among other performance expectations. 

An instance would be that if one organization recruits some person on a contractual basis, they will 

outline the term period of the contract, payment options, and renewal conditions; hence, matters 

regarding salary escalation, continuant employment, and legal benefits being enjoyed could 

subsequently be avoided. 

Nature of Employment in ITR 1 for Software Engineers 

Right. Software engineers filing ITR 1 need to understand their type of employment. In the range, it has 

salaried employees, freelancers, or entrepreneurs. Since the nature of jobs differs, so does the tax 

treatment. Classification of Employment in the purview of software Engineering 

1. Salaried Software Engineers 

These are salaried employees working with TCS, Infosys, Wipro, etc. However, TDS is done at the 

source by the employers. So, they have to file ITR 1, where they can mention their income from their 

salary along with the eligible deductions, such as HRA, PF, and professional tax. 

2. Freelance Software Engineers 

Earning from short-term IT projects or managing several clients falls under self-employed freelancers. 

The freelancers cannot file ITR 1 and are forced to file ITR 3 or ITR 4, which reports the income under 

"Income from Business/Profession." Business expenses can be claimed on computer purchases, internet 

bills, or office rent. 

For instance, if a freelance web developer has earned ₹12 lakh as income through multiple projects in 

the year, he cannot file for ITR 1 and has to file as business income. 

3. Entrepreneur Software Engineers 

Software engineers who run startups or consultancies fall under business income. He will have to file 

ITR 3 or ITR 4 and report revenues, expenditures, and profits accordingly. 

For example, the AI-based tech startup founder cannot file ITR 1, and business income has to be 

reported under another tax head. 

The selection of the proper nature of employment in ITR will help software engineers avoid the 

complexity and eligible deductions in tax, hence providing adequate finance planning. 

What is an ITR-1? 
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The simplified return form, ITR 1 (Sahaj), is for salaried persons whose annual income does not exceed 

₹50 lakh. Here, it includes only such persons whose income is primarily and mainly derived from 

salaries, pensions or income from only one house property or income from savings/bank account interest 

in addition to the interest from the fixed deposits. 

This is the form intended for taxpayers whose sources of income are simple. Business income, capital 

gains, or houses in property cannot utilize ITR 1. It makes tax filing easy because it allows the 

employees to report on their salary income, deductions, and the amount of tax payable organizationally. 

Who Can File ITR 1? 

1. Salaried Employees of Government or Private Organizations 

The following employees can submit their ITR in ITR 1: Govt office, MNC, startup, private firm 

employee are the following employee. He only gets the salary from one source; therefore, all his salary 

incomes can be presented along with its allowable deductions without any issues. 

For instance, A bank employee who receives income of ₹ 10 lakh yearly can submit their ITR by filing 

ITR 1, where he can also present his income along with all the contributions given to PF and HRA. 

2. Pensioners Having Regular Income 

Retired persons earning a government or private enterprise pension can submit ITR 1. Pension income is 

considered income from salary, and retired individuals are entitled to all the deductions available under 

section 80C on some investments, such as life insurance or PPF. 

A retired school principal receiving a pension of ₹6 lakh yearly can submit ITR 1 reporting pension as 

income from salary. 

3. Interest Income Earners 

Individuals earning interest from a fixed deposit, savings account and other interest-generating sources 

can submit ITR 1. Any income through interest is taxable, and in terms of Section 80TTA and Section 

80TTB, deduction relief is offered 

For example, a retired pensioner can generate a net interest-earning ₹2 Lakh on their fixed deposit; in 

ITR 1, submit as "Income from other sources" head of the ITR. 

4. Individuals having only one House Property 

Those who have only one house property can file ITR 1. If that house is let out, they will have to report 

their rental income, but if that house is self-occupied, they can claim deductions under section 24(b) 

from home loan interest payments. 

For example, an IT professional with a flat in Bangalore who stays there and claims tax benefits on his 

home loan can file ITR 1. 

  

Nature of Employment FAQ's 

1. What is the Nature of Employment in ITR? 

 

It is the nature of employment one has while preparing an Income Tax Return. This encompasses the 

types of employment, such as employed, self-employed, and contractual employment. The nature of 

employment determines the kind of tax deduction and exemption. 

 

2. What is an employment exchange? 
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An employment exchange is a job portal of the government through which employment seekers can find 

employment. It is a place that connects employers with registered job seekers according to qualifications 

and experience. 

 

3. What is employment registration? 

 

Employment registration is the process of getting enrolled in an employment exchange to secure job 

opportunities. This gives registered individuals timely job alerts based on their skills and qualifications. 

 

4. What is an employment bank? 

 

An employment bank is an online interface that allows job applicants to reach the business organization. 

It is helpful for organizations to find skilled workers and provide employment opportunities to 

candidates. 

 

5. What is employment renewal? 

 

Employment renewal refers to updating information related to job seekers' details at the employment 

exchange or the employment bank to carry on an active search for employment. 
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