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Chap. 8

Chapter 8
Income under the Head "Income from Other Sources"

	1. Basis of Charge
Section 56(1)


Income of every kind which is not exempt shall be chargeable to income-tax under the head "Income from Other Sources" 

· if it is not chargeable to Income-tax under any of the first four heads.

	2. Specific incomes
Section 56(2)


Specific incomes which shall be chargeable to Income-tax under the head 'Income from other sources' are:


(i)
dividends


(ii)
winnings from lotteries, crossword puzzles, races including horse races, card games and other games of any sort, or from gambling or betting of any form or nature whatsoever; and


(iii)
income by way of interest on securities.


(iv)
income from letting of machinery, plant or furniture along with building or not.

(v) any sum received under a Keyman Insurance Policy including bonus. 

(vi) any sum of money 

· aggregate value of which exceeds Rs. 50,000 

· received without consideration 

· by an individual or a Hindu undivided family 

· from any person or persons  

(vii)
any sum of money aggregate value of which exceeds Rs. 50,000 or immovable property or property other than immovable property received by an individual or HUF without consideration or at a price lower than stamp duty value or fair market value.


(viii)
income by way of interest received on compensation or on enhanced compensation referred to in section 145A(b).

	3. Other incomes


Other incomes which are normally chargeable to tax under this head are:


(i)
income from sub-letting of a house property by a tenant;


(ii)
casual income;


(iii)
insurance commission;


(iv)
family pension;


(v)
director's sitting fee for attending board meetings;


(vi)
interest on bank deposits/deposits with companies;


(vii)
interest on loans;


(viii)
rent from a vacant piece of plot of land;


(ix)
agricultural income from agricultural land situated outside India;


(x)
Income from racing establishment;


(xi)
Interest paid by the Government on excess payment of advance tax, etc.

	4. Deemed Dividend

Section 2(22)


Dividend includes the following disbursements by the company to the shareholders, to the extent of accumulated profits whether capitalized or not.

(a)

Any distribution by a company to the extent of accumulated profits involving the release of the assets of the company
(b)

Distribution of Debentures/Deposit Certificates to shareholders and bonus shares to preference shareholders
(c)

Distribution of accumulated profits to the shareholders on liquidation of the company

(d)

Distribution of accumulated profits on reduction of share capital

(e)

any loans/advances given by a closely held company—


—
to a shareholder who is beneficial owner of shares holding not less than 10% of the voting power; or


—
to any concern in which such shareholder is a member or a partner and having not less than 20% voting power in case the concern is a  company or 20% share in profits in any other concern; or


—
to any person on behalf or for the individual benefit of such shareholder.

then such loan/advance shall be deemed dividend in the hands of shareholder/concern but in this case it will be deemed dividend to the extent of accumulated profits exclusive of capitalized profits.
Dividend received from domestic company is exempt in the hands of shareholders and company is liable to pay Dividend Distribution Tax @ 16.995% on the amount distributed, declared or paid. However, deemed dividend u/s 2(22)(e) shall be taxable in the hands of recipient.

Dividend received from a foreign company is fully taxable.

	5. Method of accounting

[Section 145]


As per section 145, income is to be computed in accordance with the method of the accounting regularly employed by the assessee.

	6. Winnings from Lotteries, etc.


Any winnings from:


(i)
lotteries,


(ii)
crossword puzzles,


(iii)
races including horse races,


(iv)
card games and other games of any sort,


(v)
gambling or betting of any form or nature whatsoever,

are chargeable to tax as "income from other sources".

· No deduction of any expense is allowed from the income.

· No deduction under chapter VI-A is allowed.
· Income is taxable at the flat rate of 30% + surcharge as applicable + EC @ 2% + SHEC @ 1%.

· Expenses relating to the activity of owning and maintaining race horses are allowable.

· The basic exemption of income (say Rs. 1,50,000) is not available to the assessee.

	7. Interest exempt from Tax

Section 10(15)


Interest on following notified bonds/certificates are exempt from tax: -

· Post office saving bank account
· Interest on PPF
· Notified bonds issued by PSU or local authority or state pooled finance entity
· Capital Investment Bonds
· Notified Relief Bonds
· Gold deposit Bonds
	8. Avoidance of tax by certain transaction in securities [Section 94]


(1) Shifting of interest income not allowed in certain cases: If the owner of securities sells the security just before the due date when the interest becomes due and buys back the same after that date just to avoid tax on interest, In this case, interest is deemed to taxable in the hands of transfer.

The provisions of sections 94(1) or 94(2) are, however, not applicable, if the owner proves that:


(a)
there has been no avoidance of Income-tax; or


(b)
the avoidance of Income-tax was exceptional and not systematic and that there was no avoidance of income-tax by such a transaction in any of the three preceding years.

(2) Loss arising from purchase and sale of securities not allowed in certain cases: Where—


(a)
any person buys or acquires any securities or unit within a period of three months prior to the record date;


(b)
such person sells or transfers:


 (i)
such securities within a period of three months after such date or 


(ii)
such units within a period of 9 months after such record date;


(c)
the dividend or income on such securities or unit received or receivable by such person is exempted,

then, the loss, if any, arising to him on account of such purchase and sale of securities or unit, to the extent such loss does not exceed the amount of dividend or income received or receivable on such securities or unit, shall be ignored for the purposes of computing his income chargeable to tax.

Record date means such date as may be fixed by a company or a Mutual Fund or the Unit Trust of India for the purpose of entitlement of the holder of the securities or the unit holder to receive dividend or income, as the case may be.

 (3) Bonus stripping in case of units [Section 94(8)]: Where —

(a)
a person buys or acquires any units within a period of three months prior to the record date;


(b)
such person is allotted or is entitled to additional units on the basis of such units without making any payment;


(c)
he sells all or any of such units while continuing to hold all or any of the additional units within a period of 9 months after such date, 

then, the loss, if any, arising to him on account of such purchase and sale of units shall be ignored for the purpose of computing his income chargeable to tax.

Further, the amount of loss so ignored shall be deemed to be the cost of purchase or acquisition of such additional units as are held by him on the date of such sale or transfer.

	9. Taxability of gift


Income to include gift of money from unrelated persons [Section 56(2)(vi)]

Provisions applicable upto 30-9-2009: Where any sum of money the aggregate value of which exceeds Rs. 50,000 is received without consideration by an individual or a Hindu undivided family, in any previous year, from any person or persons, the whole of the aggregate value of such sum shall be chargeable to Income-tax under the head "Income from Other Sources" in the hands of the recipient.

Provisions applicable w.e.f. 1-10-2009: Income to include not only gift of money from unrelated persons but also the gift of property or property acquired for inadequate consideration [Section 56(1)(vii) inserted by the Finance (No. 2) Act, 2009]

W.e.f. 1-10-2009, the following three kinds of gifts received by an individual or HUF from an unrelated person or persons shall be taxable under section 56(2)(vii).


(1)
Gift of money.


(2)
Gift of immovable property whether received without consideration or acquired for inadequate consideration.


(3)
Gift of any property, other than immovable property whether received without consideration or acquired for inadequate consideration.


(1)
Gift of money: Where any sum of money is received by an individual or HUF from any person or person without consideration the aggregate value of which exceeds Rs. 50,000, the whole of the aggregate value of such sum shall be taxable in the hands of the recipient.


(2)
Gift of immovable property: 



(a) Without consideration—Where any immovable property is received by an individual or HUF from any person without consideration, the stamp duty value of which exceeds Rs. 50,000, the stamp duty value of such property shall be taxable in the hands of the recipient.



(b) Acquired for inadequate consideration—Where such immovable property is acquired by an individual or HUF for a consideration which is less than the stamp duty value of the property, by an amount exceeding Rs. 50,000, the excess of stamp duty value of such property over such consideration shall be taxable in the hands of the recipient.


(3)
Gift of property other than immovable property:



(a) Without consideration—Where any 'property' other than immovable property is received by an individual or HUF, the aggregate fair market value of which exceeds Rs. 50,000, the whole of the aggregate  fair market value of such property shall be taxable in the hands of the recipient.



(b) Acquired for the inadequate consideration—Where such 'property' other than immovable property is acquired for a consideration which is less than the aggregate fair market value of the property by an amount exceeding Rs. 50,000 the aggregate fair market value of such property as exceeds such consideration shall be taxable in the hands of the recipient.
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10 Interest on compensation or enhanced compensation
[Section 56(2)(viii) w.e.f. A.Y. 2010-11]

As per newly inserted section 145A(b), any interest received by an assessee on compensation or enhanced compensation, as the case may be, shall be deemed to be the income of the year in which it is received. Prior to 1-4-2009, (i.e. A.Y. 2010-11), such interest was taxable on due basis as per Supreme Court decision in the case Rama Bai v CIT (1990) 181 ITR 400 (SC)].

Further, as per section 56(2)(viii), income by way of interest received on compensation or on enhanced compensation referred to in section 145A(b) above shall be taxable under the head income from other sources.

Deduction from such interest [Section 57(iv)]: In the case of above interest which is taxable under the head income from other sources, a deduction of a sum equal to 50% of such income shall be allowed to the assessee and no deduction shall be allowed under any other clause of section 57.

	11. Family pension


After the death of the employee, if there is any family pension received by the legal heirs of the deceased, it will deemed to be the income of the legal heir and will be taxable under the head 'Income from Other Sources'. On such pension, as per section 57(iia) a standard deduction shall be allowed to the legal heir @ 331/3% of such pension, or Rs. 15,000, whichever is less.

For the purpose of clause (iia) of section 57 i.e. the standard deduction, family pension means a regular monthly amount payable the employer to a person belonging to the family of an employee in the event of his death.
	12. Expenses not allowed Deduction

Section 58


The following payments shall not be deductible in computing the income chargeable under the head 'Income from Other Sources':


(a)
personal expenses of the assessee;


(b)
interest paid outside India on which tax has not been deducted at source;


(c)
salaries paid outside India on which tax is not deducted at source;


(d)
any expenditure referred to in section 40A like excessive payments to certain specified persons [Section 40A(2)] and cash payments exceeding Rs. 20,000 [Section 40A(3)];


(e)
Income-tax/wealth-tax paid;


(f)
any expenditure or allowance in connection with winning of lottery, crossword puzzles, etc. However, expenditure incurred by the assessee for the activity of owning and maintaining race horses shall be allowed as a deduction while computing the income from this activity.

Gift is not taxable if received from





Relative





On the occasion of the marriage of the individual





Under a will or by way of inheritance





In contemplation of death of the payer





Any local authority, trust, university, etc.





Relative





Brother or sister of the spouse of the individual








Spouse of the individual














Brother or sister of either of the parents of the individual





                Spouse of all persons mentioned above are also covered








Any lineal ascendant or descendant of the spouse of the individual

















Brother or sister of the individual








Any lineal ascendant or descendant of the individual












