1.What types of income are taxable under the head "Income from other sources"?
Where there is an income and it cannot be charged under any other heads of Income i.e neither salary income, nor rental income from house property nor income from business/profession, nor capital gains, then such income is taxable under the head "Income from other sources". Income from other sources is charged under section 56 and is called Residual Head of Income. 

2. Which incomes are always specifically charged to tax under the head "Income from other sources" only?
Under section 56(2), the following incomes are always chargeable under the head "Income from other sources":

· Dividends: Any 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. 

· Any sum, received from employees as contribution to a fund for the welfare of employees if such income is not chargeable to tax under the head "profits and gains of business of profession". 

· Income from machinery, plant or furniture let on hire (if it is not chargeable under the head "profits and gains of business or profession ") 

· Income from letting out of plant, machinery or furniture, along with building and letting of building is inseperable from the letting of plant, machinery or building (if it is not chargeable to tax under the head "profits and gains of business or profession") 

· Any sum, received under a key man insurance policy bonus (if not taxable under section 15 or 28. 

· Where any sum of money, exceeding Rs. 25, 0000, is received without consideration by an individual or a Hindu Undivided Family from any person after Aug 31, 2004, the whole of such sum is chargeable to tax (applicable from the asset yr 2005-06). 

3.Cite some examples of income that is generally taxable under section 56(1), under the head "Income from other sources". 
1) Insurance commission
2) Rent of plot of land
3) Interest on bank deposits and loans
4) Income from sub-letting
5) Casual income
6) Agricultural income received from outside India
Casual income includes the following:

·  Income from royalty (if it is not income from business or profession) 

·  Directors' fee 

·  Income from undisclosed sources 

·  Salaries, payable to a Member of Parliament 

·  Ground rent 

·  Gratuities, paid to a Director who is not an employee of the company 

·  Family pension, received by the family members of a deceased employee. 

·  Interest on foreign Government securities etc. 

4.Since dividend is specifically taxable under the head Income from other sources, what exactly is meant by the word "dividend"?
As per section 2(22) of Income Tax Act, the following payments or distributions by a company to its shareholders are deemed as dividends to the extent of accumulated profits of the company:

· Any distribution entailing the release of the company's assets 

· Any distribution of debenture, debenture deposit certificates and bonus to preference shareholders 

· Distribution on the liquidation of a company 

· Distribution on reduction of capital 

Any payment by way of loan or advance by a closely held company to a shareholder, holding substantial interest, provided the loan has not been made in the ordinary course of business. Also, money lending should not be a substantial part of the company's business.

If the dividend falls under category (a) as listed above, the payer company will pay dividend under section 115-0 and it is not chargeable to tax in the hands of recipient shareholders.

If bonus shares are distributed to the shareholders, will this be deemed to be dividend?

When the company issues bonus shares, there is no release of assets by the company to its shareholders as per section 2(22). Hence, bonus shares are not taken to be dividend.

However, if bonus shares are issued to preference shareholders, then it will be distribution of dividend as per the sub clause b of section 2(22).

5.If bonus shares are distributed to the shareholders, will this be deemed to be dividend?
When the company issues bonus shares, there is no release of assets by the company to its shareholders as per section 2(22). Hence, bonus shares are not taken to be dividend.

However, if bonus shares are issued to preference shareholders, then it will be distribution of dividend as per the sub clause b of section 2(22).

6.When is a loan to a shareholder or payment on behalf of or for the benefit of a shareholder treated as dividend?
Loan or advance to a shareholder is treated as dividend in the hands of a shareholder if the following conditions are satisfied: 

· Payment by way of loan or advance is given by a company in which the public are not substantially 

· Payment is made after May 31, 1987 by way of loan or advance to a shareholder (being a person who is a registered shareholder as well as the beneficial owner of at least 10% equity shares) 

· The company should possess accumulated profits (excluding capitalized profits ) at he time of payment of loans or advances. 

If all the above conditions are satisfied then the amount of loan or advance is treated as dividend to the extent the company possesses accumulated profits.

7.Is the overdraft, taken by a shareholder, considered as dividend? 
An overdraft, taken by a shareholder from the company, is treated as loan and is taxable as dividend if conditions of section 2(22) (e), as stated above, are satisfied.

8.When is dividend not taxable in the hands of shareholders? 
If the following conditions are satisfied, the dividend is not taxable in the hands of shareholders under section 10(34) / 33: 

· Dividend is covered by section 2(22) and not by clause (e) of section 2(22) 

· Dividend is declared, distributed or paid during June 1, 1997 and March 31, 2002 or after March 31, 2003. 

On such dividend, the company that declares dividend will pay dividend tax under section 115-0.

9.What are the tax provisions that pertain to winnings from lotteries, crossword puzzles, horse races and card games and other games that involve gambling or betting? 
Under section 56(2)(ib), the taxable amount pertains to winnings, which could be from lotteries, crossword, puzzles, horse races and card games. The main criterion is that the receipt should be in terms of winnings. If this is not so, then it is not taxable under section 56(2)(ib). 

Gross winnings from lotteries, crossword puzzles, races including horse races, card games and other games of any sort or from gambling or betting of any nature whatsoever, are chargeable to income tax at a flat rate of 30% plus surcharge, plus education cess for the assessment year 2005-06 on gross winings.

10.Are winnings from an entertainment programme on television taxable under section 56(2)(ib)? 
Yes, the term "card game and other game of any sort" under section 56(2)(ib) includes any game show, entertainment programme on television or electronic mode in which people compete to win prizes or any other similar game.

11.What are the tax provisions that pertain to interest on securities? 
Income, earned by way of interest on securities, is taxable under the head "Income from other sources " if the same is not taxable as business income, under section 28. However, the word 'security' is not defined under the Act. Interest on securities is defined under section 2(28B) as follows:

· Interest on any security of the Central Government or a State Government 

· Interest on debentures or other securities for money, issued by or on behalf of a local authority or a company or a corporation, established by a central, state or provincial Act. 

If books of accounts are maintained on a cash basis, the income by way of interest on securities is taxable on the basis of receipt. If books of accounts are maintained as per the on merchantile system, then, income by way of interest on securities is taxable on due basis.

12.Is interest income exempt from tax? 
Income Interest is exempt from tax u/s 10(15) from the following to the extent to that the amount of these certificates and deposits does not exceed the maximum amount permitted to be invested. Some forms of interest income are cited below:

1. Premium on redemption or other payments on notified bonds and securities or certificates, issued by the government and interest on notified deposits. 

2. The notified securities /bonds etc. are Post Office National Saving Certificates, Special Bearer Bonds 1991, National Defence Gold Bonds 1980, Post Office CTD, National Plan Saving Certificate etc. 

3. Interest on notified capital investments bonds in case of individual and HUF 

4. Interest on notified relief bonds in the case of an individual and HUF 

5. Interest, payable by the IFCI, IDBI, ICICI, Export Import Bank of India, National Housing Export Bank of or the Small Industries Development Bank of India on any money, borrowed before June 2001 from sources outside India. 

6. Interest, payable by any financial institution established in India or a banking company, on any money borrowed from sources outside India, under a loan agreement approved by the central government before 1 June 2001 

7. Interest on gold deposit bonds, issued under the Gold Deposit Scheme 1999 

8. Interest on notified bonds issued by a local authority 

13.For which persons is the interest on securities exempt from tax? 
Interest on securities is exempt from tax under sections 10, 11 and 13A if securities are held by the following:

·  Local Authority 

·  Approved scientific research association 

·  Any regimental Fund or Non Public Fund 

·  An institution, existing solely for the development of khadi and village industries 

·  Authority established for the development of khadi and village industries. 

·  Any body or authority, constituted for the administration of public religious trust or endowments 

·  The Prime Minister's National Relief Fund, the Prime Minister's Fund, the Prime Minister's Aid to  Students Fund or any other notified institution. 

·  Registered trade union 

· Statutory Provident fund, recognized provident fund, approved super annuation fund and approved gratuity fund 

· Member of a schedule tribe. 

· Corporation or other body or institution, established for promoting the interest of the members of schedule caste /schedule tribe. 

· Public charitable and religious trust or institution. 

· Political party, registered with the election commission of India. 

14.Is there any way by which tax can be avoided with respect to interest on securities?
Interest on securities accrues on fixed dates and not on a day-to-day basis. A person might transfer securities to another person on the eve of the due date of payment of interest. He may then reacquire the same after the transferees have received the interest. He does this so as to evade tax with respect to the interest he has earned.

In order to avoid such malpractices, section 94(1) and provides certain checks on these transactions, commonly known as bond washing.

A bond washing transaction is defined as a transaction, whereby securities are sold some time before the due date of interest and then reacquired after the due date is over. To prevent this practice, section 94(1) provides that where a security owner transfers the securities on the eve of the due date of interest, then reacquires them and the interest is received by the transferee, the income from such securities will be deemed as income of the transferor. Accordingly, it will be included in the total income of the transferor and not of the transferee.

Another method of avoiding tax is by the sale of securities. To avoid this practice, section 94(2) provides that an assessee, with a beneficial interest in securities during the previous year, sells them in such a way that either no income is received or the income that is received is less than then sum he would have received if interest had accrued from day to day, then the income from such securities for that year would be deemed as income of this person.

15.When is the income from a building that is let out specifically charged under the head " Income from other sources"?
If machinery, plant and furniture is let out with the building, and the two lettings are inseparable and they from part and parcel of the same transaction, then such income is taxable under section 56(2)(iii) under the head "Income from other sources".

16.If a company, after constructing a building for running a hotel, leases it along with the furniture, will it be charged under "Income from Other Sources" or "Income from House Property"?
This income would be charged under the head "Income from Other Sources", since the building and fixtures/furniture were to be used for one purpose i.e. the running of a hotel all together and not one separately from the other.

17.If a club lets out its furnished rooms to its members, will the income be charged under the head "Income from other sources"?
Rent, charged by the assessee, will be classified as Income from other sources.

18.When is a sum of money, received without any consideration, treated as income? 
Section 56(2) clause (v) has been inserted from assessment year 2005-06. It states that if an individual or HUFFY, during the previous year, has received any sum of money exceeding Rs 25,000 without any consideration and such sum of money is received on or after 1st September, 2004., then the whole of such sum received will be taxable under section 56 (2) (v). However, this section is not applicable in the following conditions: 

1. If such sum of money is received before 1 September 2004; 

2. If any sum of money is received by way of consideration; 

3. If any sum of money is received from any relative; 

4. If any sum of money is received on the occasion of the marriage of an individual; 

5. If any sum of money is received under a will or by way of inheritance. 

6. If any sum of money is received in contemplation of death of the payer. 

7. The term relative, as mentioned, is spouse, brother or sister of individual, brother or sister of the  spouse of individual, brother or sister of either of the parents of the individual, any lineal ascendant or descendant of the individual, any lineal ascendant or descendant of the spouse of the individual, spouse of the person referred to (2) to (6). 

Also, the following points are to be noted:
              (i) Gifts in kind are not covered by the new provision
              (ii) Gifts on the occasion of marriage are not chargeable to tax

19.Are there any deductions available while calculating the income under the head "Income from Other Sources"? 
Yes, the following deductions are available under Section 57:

1. Any reasonable sum, paid by way of commission or remuneration to a banker or any other person for the purpose of realizing dividend; 

2. Any sum, received by a taxpayer as contribution from his employees towards any welfare fund of such employees, is allowable only if such sum is credited by the taxpayer to the employee's account in the relevant fund, before the due date; 

3. Repairs, depreciation in the case of letting out of plant, machinery, furniture, building; 

4. In case of income in the nature of family pension, the amount deductible is Rs 15,000 or 33.5% of such income, whichever is less.
20.Is any expenditure, incurred for earning income, deductible? 
Yes, any expense, incurred for earning income, is deductible under section 57(iii). However, the expenditure must be laid out or expended wholly and exclusively for the purpose of making or earning the income. Again, the expenditure must not be in the nature of capital expenditure and it must not be in the nature of personal expenses of the assessee.

21.Which amounts are specifically not deductible from the income chargeable under the head " Income from other sources"? 
Under section 58, the following are not deductible under the head " Income from other sources: "

1.  Any personal expenditure of the assessee is not deductible 

2.  Any interest, chargeable under the Act, which is payable outside India on which tax has not been deducted at source, is not deductible 

3.  Any payment, chargeable under the head "salaries and payable outside India, is not deductible if tax has not been paid or deducted therefrom; 

4. Any sum, paid on account of wealth tax, is not deductible; 

5. Any amount, specified by section 40 A, is not deductible while calculating income under the head "Income from Other Sources"; 

6. In case of foreign companies, expenditure in respect of royalties and technical service fees as specified by Section 44 D; 

7. Expenditure in respect of winnings from lottery. 

22.What are the provisions for loss from activity of owning and maintaining of racehorses? 
Any losses, incurred by the owner of race horses in the activity of owning and maintaining race horses, can be set off only against income, if any, from the activity of owning and maintaining race horses in the same assessment year. It means that if there is loss from owning and maintaining horses, then such loss cannot be set off against any other income. Such loss can be carried forward only if the activity of owning and maintaining racehorses is carried on by the assessee in the previous year in which the loss is brought forward. Such loss can be carried forward for four assessment years. 

