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Income from Capital Gains

. {
X furnishes the following Information: |
|

No. of Shares Month and Year of Shares Dematted
_ Purchase Month and Year

1000 March 2004 December 2007

500 March 2005 November 2008

1000 December 2006 October 2007 ;

He sold 1500 shares in January 2023 out of the dematted shares. He seeks your advice as
to the taxability towards capital gains for the Assessment Year 2023-24.

Section 45(2A) of the Act provides that where any person has had at any time during Previous Year
any beneficial interest in any securities, then any profits or gains arising from transfer made by the |
depository of such beneficial interest in respect of securities shall be chargeable to Income Tax as the |
Income of the beneficial owner of the previous year in which such transfer took place and for the |
purposes of Computation of Capital Gain the cost of acquisition and the period of holding of any |
securities shall be determined on the basis of FIRST-IN- FIRST-OUT method

CBDT vide its Circular No. 768 has clarified that if in an existing account of dematerialized and |
entered at a later date, under the FIFO method, the basis for determining the movement out of the

account is the date of entry into account.

Therefore, in the present question, the period of holding of 1500 shares sold shall be as under:

(1) 1000 Shares: December 2006 to January 2023 (Long Term). The cost of acquisition of these
shares shall be taken from the broker’s contract note.

(2) 500 Shares: March 2004 to January 2023 (Long Term). The cost of acquisition of these shares
shall be taken from the broker’s contract note.
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hapter 1: Income from Capital Gains

&

Preeti purchased a Land at a cost of 10 Lakhs in the Financial Year 1982-83 and held the
same as her Capital Asset till 31st March, 2010. Preeti started her real estate business on
O1st April, 2010 and converted the said land into Stock-in-Trade of her business on the said
date, when the fair market value of the land was ¥150 Lakhs. FMV of land as on 1/4/2001 is
9.3 lacs.

She constructed 20 Flats of equal size, quality and dimension. Cost of construction of each
flat is ¥8 Lakhs. Construction

was completed in December 2022. She sold 15 Flats at 220

Lakhs per Flat between January, 2023 and March 2023. The remaining 5 flats were held in
stock as on 31st March, 2023.

She invested ¥50 Lakhs in bonds issued b
March, 2023.

Compute the amount of chargeable Capital Gain and Business Income in the hands of
Preeti arising from the transactions for A.Y. 2023-24 indication clearly the reasons for
treatment for each item.

Yy Rural Electrification Corporation Ltd. On 31st

Cll F.Y. 2001-02 - 100, F.Y. 2010-11 - 167, F.Y. 2022-23 - 331

Name of the Assessee: Preeti

Previous Year 2022-23

Assessment Year 2023-24

Particulars Amount ()
A |CAPITAL GAINS: 1
Full Value of Consideration [FMYV of Land] 1 ,SO,OO,OOOTJ,'
Less: Transfer Expenses NIL }
Net Consideration 1.50.00.000 ¥;
Less: Indexed Cost of Acquisition 16.70,000 |
10,00,000 x 167 [F.Y. 2010-11] . }
100 [F.Y. 2001-02] ‘]

Total 1.33.30.000
Proportionate Capital Gains arising during P.Y. 2022-23 99.97.500 i
[1,33,30,000 x 15/20] ,
Less: Exemption under Section S4EC {
Bonds of Rural Electrification Corp Ltd. 50.00.000 §
Capital Gains Chargeable to Tax (A) 49.97.500 |
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Chapter 1: Income from Capital Gains

Particulars Amount %)
B |[BUSINESS INCOME:
Sales Consideration of Flats.  [15 x 20 Lakhs] 3,00,00,000
Less: Cost of Flats
FMYV of Land as on date of conversion [¥150 Lakhs x 3/4] - 1,12,50,000
Cost of Construction of Flats [15 Flats x ¥8 Lakhs] — 1,20,00,000
Business Income chargeable to Tax (B) 67,50,000

Notes:

(1) The conversion of a Capital Asset into Stock-in-Trade is treated as a transfer under section |

2(47). It would be treated as a transfer in the year in which the capital asset is converted into f
Stock-in-Trade.

(2) However, as per Section 45(2), the Capital Gains arising from the transfer by way of Conversion |

of Capital Assets in Stock-in-Trade will be Chargeable to tax only in the year in which the
Stock-in-Trade is sold.

(3) For the purpose of computing Capital Gains in such cases the Fair Market Value (FMV) of the |
capital asset on the date on which it was converted into stock-in-trade shall be deemed to be the |
Full Value of Consideration received or accruing as a result of the transfer of the Capital Asset. |
In this case, since only 75% of the Stock-in-Trade (15 Flats out of 20 Flats) is sold in F.Y. 2022-
23 only proportionately Capital Gains (i.e. 75%) would be chargeable in the A.Y. 2023-24.

(4) On sale of such Stock-in-Trade, business income would arise. The business income chargeable
to tax would be the difference between the price at which the stock-in-trade is sold and the Fair |
market value on the date of conversion of capital asset into Stock-in-Trade.

(5) In case of conversion of Capital Asset into Stock-in-Trade and subsequent sale of Stock-in-
Trade, the period of 6 months is to be reckoned from the date of sale of Stock-in-Trade for the
purpose of exemption u/s 54EC [CBDT Circular No. 791 dated 2.6.2000]. In this case, since the |
investment in bonds of RECL has been made within 6 months of sale of flats, the same qualifies |
for exemption u/s 5S4EC.

&P

The Assessee was a Company carrying on business of manufacture and sale of Art-Silk |
cloth. It purchased Machinery worth 34 Lakhs on 1.5.2007 and insured it with United India |
Assurance Ltd. against Fire, Flood, Earthquake, etc. The written down value of the asset as |
on 01.04.2022 was ¥2,08,800. The Insurance policy contained a re-instatement clause |
requiring the insurance company to pay the value of the machinery, as in the date of the fire, !
etc., in case of destruction of loss. A fire broke out in August 2022 causing extensive |
damage to the machinery of the Assessee rendering them totally useless. The Assessee |
company received a sum of I6 Lakhs from the Insurance Company on 15th March, 2023. |
Discuss the issue arising on account on the transactions and their treatment. '

(Cost Inflation Index for F.Y. 2007-08 and 2022-23 is 129 and 331 respectively)
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Chapter 1: Income from Capital Gains

As per Section 45(1A), where any person receives any money or other assets under an insurance from
an insurer on account assets under an insurance from an insurer on account of damage to or
destruction of capital asset, then, any receipt of such money or other assets, shall he chargeable {q
income tax under the head “Capital Gains” and shall be deemed to be the income of such person of
the previous year in which such money or asset was reccived. Ufs 45( IA) any profits and gains
arising from receipt of insurance money is chargeable under the head “Capital Gaing”. For the
purpose of Section 48 the money received shall be deemed to be the Full Value of Consideration
accruing or arising /s 50, the capital gains in respect of depreciable assets had to he computed in the
following manner (assuming it was the only asset in the block)

The computation of Capital Gain and tax implication is given below:

Particulars Amount (3)

Full Value of Consideration 6,00,000

Less: Written Down Value as on 01* April, 2022 — 2,08,800

‘é Short Term Capital Gains 3,91,200

X' purchased on 18.06.2003, house property for ¥20,00,000/- which was sold to ‘A’ On
18.10.2022 for ¥38,75,000/-. The sub registrar at the time of Registration of sale deed,
charged stamp duty on 60,00,000/- which was paid by the buyer.

The Assessing officer while assessing for capital gain referred the matter to the valuation
officer as per the request of vendor. The valuation officer determined the value of property
at¥55,00,000/- on the date of transfer. X seeks your advice on the following:

On what value the assessing officer could compute the Capital Gain Chargeable to tax?

The amount of capital gain on which ‘X' is required to pay capital gains tax (The ClI for F.Y.
2003-04 is 109 & of F.Y. 2022-23 is 331)

Name of Assessee; ‘X’

Previous Year: 2022-23 Assessment Year: 2023-24

Computation of Capital Gain

Particulars Amount
Full Value of Consideration (Section 50C) 55,00,000
Less: Transfer Expenses — NIL
Net Consideration : - E— 55,00,000

‘,é
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Chapter 1: Income from Capital Gains
Particulars Amount ¥
Less: Indexed Cost of Acquisition
20,00,000 x 331 [F.Y. 2022-23] N L
109 [F.Y. 2003-04]
Long Term Capital Loss (5,73,394)
Notes:

(1) According the Section 50C, the

Assessing Offic :
Officer, only when the following g er can refer to the property to the Valuation

two conditions are satisfied:
(@) The value fixed by the stamp valuation authority is not disputed in appeal or revision, etc.

(b) The Assessee claims before the Assessing officer that the value adopted or Assesseed by the

Stamp Valuation Authority exceeds the Fair Market Value (FMV) of the property as on the
date of transfer. |

(2) Inthe instant case, the value determined by the valuation officer is less than the value adopted by

the stamp valuation authority. Therefore, such value only could be adopted for computing
chargeable capital gains.

&D

A piece of land owned by Mr. Lobo located on Jaipur — Delhi Highway was acquired by |
NHAI in the F.Y. 2008-09, but the award ordered in F.Y. 2009-10 was paid in the F.Y. 2022-
23. This land was purchased by him on 02.04.1998 for ¥10,000/-. The Fair Market Value |
(FMV) of the land as on 01.04.2001 was 9,000/-. Compensation paid was 318 Lakhs. ,

The other piece of land located in Chennai purchased in April 2004 for ¥25 Lakhs was also |
sold by him in February 2023 for 35 Lakhs, but sale deed thereof could not be executed by |
31.03.2023. The value for the valuation authority was 340 Lakhs. &

Compute the Income Chargeable to tax arising as a result of these transactions in AY. |
2023-24. (The ClI for F.Y. 2004-05, 2008-09, 2009-10 and 2022-23 are 113, 137, 148 and |

331 respectively.)

Name of the Assessee: Mr. Lobo

Previous Year: 2022-23 Assessment Year 2023-24 (
reviou . -

Computation of Capital Gain

i Land — Jaipur | Land — Chennai | |
lars
b Delhi Highway

i 18,00,000 40,00,000

Full Value of Consideration
ki ——--NIL--- —---NIL---
Less : Transfer Expenses —
18,00,000 40,00,

Net Consideration

B |
CA Bhanwar Borana 7




Chapter 1: Income from Capital Gains

Land — Jaipur | Land — Chennaj

Particulars ;
Delhi Highway

Less: Indexed Cost of Acquisition

Land: Jaipur — Delhi Highway
Cost 10000 x 137 [2008-09]

FMV 9000 100 [2001-02]
Land: Chennai _ (23,700)
25,00,000 x 331 [2022-23] (73,23,009)
113 [2004-05]
Long Term Capital Gain/(Loss) 17,86,300 (33,23,0%
Notes:

(1) As per section 45(5) in case of compulsory acquisition, transfer took place in the year in which
asset was compulsory acquired but tax will be paid in the year in which compensation received.

(2) The execution of sale deed is not compulsory for the purpose of charge of capital gain because if
possession is transfer then it is treated as transfer.

(3) As per section 50C is sale value is less than SDV & SDV is more than 110% of sale value, then
; such SDV is treated as FVOC.
Nikhil, an individual purchased a site on 21.04.2003 for %2,00,000/. He completed
construction of a building thereon on 14.02.2022 at a cost of $10,00,000/-. He sold the
property consisting of site and building on 07.12.2022 for %20,00,000/-. Nikhil seeks your

opinion on the nature of Capital Gain arising to him from the sale of property for the A.Y.
2023-24.

Computation of Capital gain is not necessary.

As per SC judgment in case of Alps Theatre, site and Building are separate assets for the purpose of
Capital Gain.

In this case, site is LTCA since held for more than 2 years and building is STCA since held for less
than 2 years. We have to Calculate separate capital gain on both the assets. Capital gain on Land is
treated as Long Term Capital Gain and on building treated as STCG.

Answer the following questions.

1. John inherits a house property from his father, who had mortgaged it. John discharges
the mortgage debt. Jphn later sells the property. Can he claim the amount paid to the
mortgages as cost of improvement in computing the Capital Gains?

CA Bhanwar Borana
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Chapter 1: Income from Capital Gains

: _ property and utilized the mortgage amount to perform the
ma;nage of his son. He paid the amount to the mortgagee later. Upon the sale of the
said property ‘H‘\ereaﬂer. he claims the mortgage debt discharged as forming part of the
cost of acquisition. Can Capital Gain be computed accepting the claim?

&2

1.

2. Laxman mortgaged his house

As per SC, in case of RM. Arunachalam if any property is inherited with the liability to

dlscl\.a.rgc ll.lc mortgage debt, then the amount paid to mortgagee can be claimed as cost of
acquisiion‘improvement,

") : : . . ~
2. Laxman has himself created the mortgage in respect of his property. Therefore, the debt

;iis(fl)mrgcd by Laxman does not Form part of Cost of acquisition. (V.S.M.R. Jagdish Chandran,

P

X Ltd has transferred its ‘Units N' to Y Ltd. By way of slump sale on 30th November, 2022.

The summarized Balance Sheet of X Ltd as on that date is given below:

Liabilities % In Lakhs Assets T In Lakhs
\Paid up Capital 1700 |Fixed Assets:

| Unit L 150
| Unit M 150
| Unit N 550
gReserves & Surplus 620

Liabilities: Other Assets:

Unit L 40| Unit L 520
Unit M 110|{Unit M 800
Unit N 90 |Unit N (FMV 425 390

Lakhs)
| Total 2560 Total 2560

Using the further information given below, compute the capital gain arising from slump sale
of unit N and tax on such capital gain,

1. Cll for F.Y. 2006-07 and F.Y. 2022-23 are 122 and 331 respectively.
2. Lump sum consideration on transfer of unit N is ¥ 880 lakhs.

3 Fixed assets of Unit N include land which was purchased at ¥60 Lakhs in August 2007
and revalued at 290 Lakhs as on March 31, 2022. Tha_SDV of the land on transfer date
is 280 lakhs and FMV of other assets was 2480 lakhs,

CA Bhanwar Borana 7



Chapter 1: Income from Capital Gains

4. Other Fixed Assets are reflected at 3460 Lakhs (i.e. 7550 Lakhs less valqe of |
which represent written down value of those assets as per hooks, The vritten

and)
down

value of these assets under section 43 (6) of the Income Tax Act, 1961 is 2410 Lakhs
and their FMV was % 480 lakhs. The company does not own any artistc work on the date

of slump sale.

5. Unit N was set up by X Ltd in July 2006,

Name of the Assessee: X Ltd

Previous Year: 2022-23

Computation of Capital Gain

Assessment Year: 202324

Particulars Zin Lakhs|
Full Value of Consideration (FMV on the date of Transfer) Note-] XAl
Less: Transfer Expenses NIL |
Net Consideration 880 |
Less: Cost of Acquisition (Net worth: Note 2) (770)
Long Term Capital Gain 110
Computation of Tax Liability
: Particulars < in Lakhs
Tax on Capital Gains @ 20% 22.00 ,
Add : Surcharge @ 7% 1.54
23.54 |
Add : Health & education cess @4% 0.94 |
Tax liability on Capital Gains 24.@
Notes:
1. Calculation of Full value of Consideration
Particulars % In Lakhs
Fair market value of the capital assets transferred by way of slump sale 80
Land, being an immovable property [stamp duty value on the date of
slump sale]
Other Fixed assets and Other Assets [Book value as appearing in the
books of accounts] [T 460 lakhs + < 390 lakhs] 850
930
Less: Liability of Unit N 90
Fair market value of the capital assets transferred by way of slump sale 840

[FMV1]




Chapter 1: Income from Capital Gains

Fair ](l‘mﬂ[wt value u{ the consideration received or accruing as a result of 880
transter by w ay of slump sale [value of the monetary consideration

received] [FMV2]

Full value of consideration [Higher of FMV | or FMV2] 880

1. Net worth

Computation of Net worth of Unit N

Particulars < In Lakhs
(A) Book Value of Non — depreciable assets:
(1) Land (Revaluation is to be ignored for computing net worth) 60
(1) Other assets 390 |
(B) Written down value of depreciable assets u/s 43(6) 410
Aggregate Value of Total Assets 860
Less: Value of liabilities of Unit N e 90
Net Worth of Unit N 770

2. Since Unit N is held for more than 36 months, the capital gains of 110 Lakhs arising on transfer
of such unit would be a long-term capital gain taxable u/s 112. However, indexation benefit is not
available in the case of a slump sale.

PQR Ltd has two units — one engaged in manufacture of computer hardware and the other
involved in developing software. As a restructuring drive, the company has decided to sell |
its software unit as a going concern by way of slump sale for ¥385 Lakhs to a new company
called S Ltd, in which it holds 74% of equity shares.

The Balance Sheet of PQR Ltd as on 31st March, 2023 being the date on which software
unit has been transferred, is given here under:—

Balance Sheet as on 31.03.2023

Liabilities T In Lakhs Assets Z In Lakhs
Paid up Share Capital 300 |Fixed Assets:
General Reserve 150 | Hardware Unit 170
Share Premium 50 | Software Unit 200
Revaluation Reserve 120 | Debtors:
Current Liabilities: Hardware Unit 140
Hardware Unit 40 | Software Unit 110
Software Unit 90 |Inventories:
Hardware Unit 95
Software Unit 35
Total 750| Total 750

CA Bhanwar Borana : ‘ w9



- Chapter 1: Income from Capltal Gains
Following additional information is furnished by the manageament;

1. The software unil is in existence since May 20116

2. Fixed assols of software unil Include Land which was purchased at 740 Lakhs in the
year 2009 and revaluad al 00 Lakhs ag on March 31, 2024, The stamp duty value on
31.3.2023 is ¥ 65 lakhs,

3. Fixed Assels of Software unit mirrorad al #140 Lakhs (2200 Lakhs minus Land Valye
Y60 Lakhs) is wrillen down valun of dapraciablo assols as por books of account,
However, the wrillen down value of these assels under soctlon 43(6) of the Income Tax
Act is 390 Lakhs

A, Aacerlain the tax liabllity on Capital Galn which would arlao from Slump Sale to POR
L.td., assuming It does not opt for section 115BAA.

B. What would be your advice as n lnx conaultant to mako tax - savy, without changing

the amount of sale consldoration?

Name of the Assessee: POR Lt

Financial Year : 2022-23 Assessment Year : 2023-24
Computation of Capital Galng
B - l’:ll'ilﬂhsll‘( i e | T In Lakhs
Full Value of Considerntion (FF'MV on the date ol “T'ransfer) | 385
| Less : Transfer Ixpenses - - 7;_1 - NIL
Net Consideration 7 N O 385
Less : Cost of Acquisition [Net-worth ; N(;tc ”' | - :“ (185)
Long Term Capital Gain ] 7 k N 200
Tax Liability on LTCG @20% u/s 112 (i’.‘()»();x 2();%)) - 40
Add: Surcharge @7% on 'Tax = o ” 2.80
42.80
Add: HEC @ 4% | L.712
Net 'l‘nxr Payable 44.512
Notes

1. Calculation of Full value of Consideration

Particulars T In Lakhs

Fair market value of the capital assets transferred by way of slump sale =4
Land, being an immovable property [stamp duty value on 31 .3.2023,
being the date of stump sale) [A]

Ni0 : : X CA Bhanwar Borana



Chapter 1: Income from Capital Gains

. ‘ Particulars T In Lakhs
Other Fixed assets (Furniture and l‘lnnl_(_ﬁ:_nmchincry) [Book valuc as
appearing in the books of accounts] [¥ 200 lakhs - ¥ 60 lakhs] [B] 140
Debtors [Book value as appearing in the books of accounts] [C] 110}
[nventorices l_l»!:u_wl_(”\'f\luc as appearing in the books of accounts] [D] 35
L 340
Less: Liability of Software Unit [X 750 - ¥ 40] [L] 710
Excluding
(i) Paid up share eapital 300
(11) General Reserve 150
(i1) Share Premium 50 620 90
(ii1) Revaluation reserve 120
1_~‘-a.ir market value of the capital assets transferred by way of slump sale 250
[A+B+C+D- L] [FMV1]
Fair market value of the consideration received or accruing as a result of 385
transfer by way of slump sale [value of the monetary consideration ‘
received] [FMV2] _
Full value of consideration [Higher of FMV1 or FMV2] 385| |
2. Calculation of Net-worth of Software Unit
Particulars Z In Lakhs| |
Depreciable Assets (WDV as per Income Tax Act) 90
Land ¥ 40
Debtors + 110
Inventory b 35]1
Total Assets 275|
Less: Current Liability — (90)
Net-worth 185

Possible Tax Planning Aspects:

ump Sale, the benefit of
basis, then land could

PQR Ltd may acquire remaining 26% of the equity shares in S Ltd in which case it will become a
100% subsidiary. Transfer of Capital Asset by the parent company to a 100% subsidiary
company would not be regarded as transfer. However, this relationship must be retained for a
period of at least 8 years from the date of transfer. _

indexation is not available. If the transfer of

1. Since the transfer is on sl
be eligible for indexation benefit.

software unit is on item-wise

!\)

3. PQR may think about demerger of software unit to get benefit of sec 47 of the Income tax Act.
CA Bhanwar Borana — : 11




- Chapter 11 Income from Capital Qalne :

Hiral 5okt a house property on 1601 SO0, on - the sald transaction &
capiral gain of THLOLA0000/- She Invented a sum ol ¥H0,00,000/- in capital gains bonds
specifiod i section SEC on 05032020, 8he further nvostod o sum of 150,00,000/- in
the same bonds on 06,06, 2023, Heor other income for the Financial Year 2022-23 was
56,000

he oarned a Long term

Compute the tax payable by her for ALY, 202324,

<,

Computation of Total Ineome

Lk-w_;mw_-.ﬁ_. et J'.’;‘[';'_‘i‘_‘_'_ff,‘f;,:ui.—i_ LRGN | ST | A
HLong Ten Capital Gain 1,01,50,000
Exempion s SABC (Note-1) - = 50,00,000

e Total 51,50,000
| Othet Income - + 56,000
| (im’\\ Toral Income Net Total weome : 52,006,000

Computation of Tax 1 ability

A per Sevction 12 LTOG iy tnable @@ o0

(@ ool case of resident Individual & HUF it basic
“erplion asonot fally vilisad against other jncome then unexhausted Basic exemption can be
utthzad against LTCG L IOGHRA & STCG A
: ll;s}L‘;‘\t:;\;l;-it:;u:‘()lltx‘l -l‘l'"";";‘*c' i - Unexhausted Basic Exemption
| 2,50,000 - 36,000 1.94,000
- - e — —
LLTOG = S1,50,000 - 194,000 49,56,000
Tan \\!.1! ll‘;i N‘(:l\\‘ \ .‘l‘ : i 991,200
| Add: Surchargeie 107 +99,120
Total = 10,90,320
Add: HEC o 4% 43,613
illm m I;a_\nlwlc 11.33,933

Nofes:

| For Section "'”( '\“‘x"\"&\' h
the date of transfer

a3 1o invest in NHALRECL PFCLIRFCL within 6 months from

2 Assevsee can clam maxvimum exemption of T30 Lakhs on inv&stment made within 6 months

12 CA Bhanwar Borana
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| IRGRERE _ Chapter 1: Income from Capital Gains

G

:‘E:'l-l ?haemIZ?\r:j p‘g!’i;\ased a plot of land in Chennai in June 2005 for 350 Lakhs. He decided to
r. Mahesh for 80 Lakhs and received an advance of 32 Lakhs in May

2009. Mr. Mahe
was forfeited by :ltl]r.“l:’{aasmir;il_)le to complete the agreement and hence the entire advance

Again Mr. Ramesh entered into an agreement to sell the land to Mr. Rakesh for Y95 Lakhs

and received advance money of ¥2.50 Lakhs i ' '
>CE : .50 Lakhs in August 2022. But again the transfer did not
materialize due to which the advance money was again forfeited. ’ |

On 04th January, 2023, the land was finally sold to Mr. Mukesh for ¥105 Lakhs and the

stamp duty.value‘on that date was ¥150 Lakhs. During Financial Year 2022-23 Mr. Mahesh
earned business income of ¥25 Lakhs. |

He gcqui{ed a new residential property for 3130 Lakhs by investing entire Sales
consideration and his business income.

Determine the Total Income of Mr. Ramesh for A.Y. 2023-24.

Financial Year cli
2005-06 117
2009-10 148
2022-23 331

Name of the Assessee: Mr. Ramesh
A - 2023-24

Previous Year: 2022-23 Assessment Yo

Computation of ‘Total Income

Particulars 3- Lakhs I- Lakhs

Business Income 25.00

B. |Capital Gains
Full Value of Consideration 1 50.00

(As per Section 50C, the Full value of Consideration
would be the higher of—

W Actual Consideration 7105 Lakhs

Stamp Duty Value T130 Lakhs

Less: Indexed Cost of Acquisition (Nofe 1

CA Bhanwar Borana



napter 1: Income from Capital Gains

Particulars Z- Lakhs 3- Lak;s—
Less: Exemption w's 54F (Note 2) — 12.31
Long Term Capital Gain 1.89
C. | Income from Other Sources (Note 3) 2.50
Total Income 29.39
Notes
1. Computation of Indexed Cost of Acquisition
Particulars < In Lakhs
Cost of Acquisition 50.00
Less : Advance received from Mr. Mahesh in F.Y. 2009-10 and — 2.00
forfeited (To be reduced from cost of acquisition as per Section 51

since the same was received before 0] .04.2014)

Cost for the purpose of indexation 48.00

Indexed Cost of Acquisition (Y48 Lakhs x 331/117) 135.80

2. 'When capital gain is Assesseed on notional basis as per the provisions of section 50C and the
higher value i.e. the stamp duty value of

T150 Lakhs under section 50C has been adopted as the
Full Value of Consideration, the entire amount of T130 Lakhs reinve

purpose of exemption ws 54F,
Mahadevaapa (2013) (Kar.)]
Exemption u / s S4F = Capital Gains x Cost of ne.w res%dennal house

Net Sales Consideration

=14.20 x 130 Lakhs
150 Lakhs
3. Advance of ¥2.50 Lakhs received by Mr. Ramesh from Mr. Rakesh m August, 2022
forfeited due to the transfer not havin

g materialized is taxable as Per sec 56(2)(ix) under the head
“Income from Other Sources”., since the sa

me was received on or after 1% April, 2014. Hence,
such amount would not be reduced to compute the indexed cost of acquisition while de
capital gains on sale of the property.

=12.31 Lakhs

which was

termining

14
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.Gama.Ltd Iocated. within the corporation limits decided in December 2022 to shift its
lndus_tnal undertakmg to non-urban area. The company sold some of the assets and
acquired new assets in the process of shifting the relevant details are as follows:

Zin Lakhs |

Sr. Particulars Land | Building | P & M | Furniture |
() |Sale proceeds (Sales effected in March, 8 18 16 3 |

2023)
(i) |Indexed Cost of Acquisition 4 10 12 2
(iii) |Cost of acquisition in terms of Section 50 — 4 5 2
(iv) |Cost of new assets purchased in July 2023 4 7 17 2

for the purpose of business in the new place

Compute the capital gains of Gama Ltd for A.Y. 2023-24.

Name of Assessee: Gama Ltd

Previous Year 2022-23 Assessment Year 2023-24

Computation of Capital Gains

Particulars Land Building P&M Furniture | |
Full Value of Consideration 8 18 16 3
Less : Transfer Expenses — — — — |
Net Consideration 8 18 16 3
Less : Cost of Acquisition /ICOA @ 4 (%) )
4 14 11 1
LIJ'CG SEICG ST%JG
Particulars LTCG STCG
Capital Gain for exemption 29 _ 4 = 25
Cost of New Assets (Note 1) 28 = 3 = 25
1 NIL
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. Chapter 1: Income from Capital Gains

Notes:

1. Calculation of Cost of New Assats < in Lakhs
Land 4
Building 7
Plant and Machinery 17

28

12l assets referred 10 in section 534G are machinery or plant or land & building or any
building or land. Capital gzin arising on transfer of furniture does not qualify for

exemption u's 34G. No exemption is therefore available w's 54G in respect of investment of ¥2

P

The first step therefore is to determine the capital gain arising out of the transfer and thereafter
s of section 34G.

)

- In case of Land, Normal Capital gzin caleulated but in case of depreciated asset (Building/P & M
Furniture). Section 50 shall apply and as per Section 50 there is always STCG.

e

(7]

Total exemption available u's 54G is 28 Lakhs (34 Lakhs + 37 Lakhs + T17 Lakhs). The
exemption should first be exhaustad against short term capital gain as the rate of tax in case of
short-term capital gain is more than in case of long-term capital gain. Therefore, 325 Lakhs 1s
exhzusted against short term capital gain and the balance of ¥3 lakhs against long term capital
gain.

-

8]

The taxable capital gains would be:
Long Term Capital Gains <1.00,000 (Taxable @ 20% ws 112)

Short Term Capital Gains <1.00.000 (Taxable @ normal tax rates)

R‘.’;‘,O0.00Z i

Can reference be made to the valuation officer u/s 55A of the Income Tax Act, 1961 where
the Assessing Officer is of the view that in the context of Computation of Capital Gains the

Section S5A which provides for the reference to the V-
With a view to ascertaining the Fair Market Valu
of Capital Gains, the Assessing Officer mav r
officer— )

aluation Officer in certain cases read as under:
¢ of a Capital Asset for the Purposes of the Chapter
efer the valuation of capital asset to a valuation

16
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Chapter 1: Income from Capital Gains

A In a case where the v:_xlue of the assct as claimed by the Asscssee is in accordance with the
estimate mu(lE: b3_' a registered value, is the assessing officer is of opinion that value so claimed is
at variance with its fair market value;

B. Inany other case, if the Assessing Officer is of the opinion—

(i) that the Fair Market Value of the asset exceeds the value of the asset as claimed by the

Asgcsscc hy more than 15% of the value of the asset as so claimed or by more than 325,000 |
whichever is less, or

(11) That having regard to the nature of the asset and other relevant circumstances, it is necessary
0 to do.

T_hcrcflorc. in the given case, in view of Section 55A, the Assessing Officer can refer the case to the
Valuation Officer for determining the Fair Market Value of the asset as on 01.04.2001. He is not
bound to accept the value declared by the Assessee.

@D

Mrs. Aparna, a resident individual, sold her house property on 16.01.2023. On the said
transaction, she earned a long-term capital gain of ¥1,91,50,000. She invested a sum of
¥35,00,000 in bonds of NHAI on 05.03.2023. She further invested a sum of 345,00,000 in
bonds of RECL on 05.05.2023. She purchased a house property for 760 lakhs in Malaysia
on 15.3.2023. She purchased two flats situated adjacent to each other in Pune on 25.7.2023 |
through two different sale deeds from two different buyers for ¥25 lakhs each and
constructed a door to link both the flats so that she can use the same as a single house |
property. Her other income representing interest on fixed deposits for the financial year
2022-23 was ¥32,000. Compute the tax payable by her for the A.Y.2023-24.

Computation of total income of Mrs. Aparna for the A.Y.2023-24

Particulars |
A |Long term capital gains 1,91,50,000
Less: Deduction under section 54 [See Note 1 below] — 50,00,000
1,41,50,000|
Less: Deduction under section S4EC [See Notes 2 & 3 below] — 50,00,000
Long term capital gain 91,50,000] |
B |Income from Other Sources [Interest on fixed deposit] + 32,000 |
Total Income 91,82,000

As per section 112, in case of an individual, being a resident where her total income includes long-
term capital gain and other income, the tax payable on the total income is the aggregate of the amount |
of income tax on long-term capital gains@ 20% and the amount of income tax on the total income as |
reduced by the amount of long term capital gain, had the total income so reduced been her total

income.
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¢ e i ne-term capital gains,
However, the unexhausted basic exemption limit tczm bzaeﬁ;?u;;?gsag@g”;;é?ls ’%‘here foref) the basic
and tax would be leviable on the balance long 800 =0 her income of 32,000 and the

st ad) inst ot
wemption limit of 2,50,000 should be first adjusted against _ / .
L\in,;p,“o\:l\ :ul]:-:[eil? exemption limit of 2,18,000 should be adjusted against the long tennooc/apll[al
cains of 291.50,000. apital gains of 789.32,000 would be taxable@20% plus

cains of $91.50,000. The balance long-term ¢
i():}l St‘ur:‘huruc plus Health & Edu. gcss@4%. Therefore, the tax payable by the assessee would be

20.43,642.

Notes:
under can be availed in respect of investment made in one

Scetion 5 vides that exemption there y ; :
Section 54 pro ide P il exemption u/s 54 in respect

residential house situated in India. Therefore, Mrs. -Apama can{:lot ava
of investment in house property situated outside India at Malaysia.

hether Mrs. Aparna can claim exemption under section 54 in re_spect'of 350 lakhs
ach other in Pune, where necessary modification has been
se. On this issue, the Karataka High Court in D. Ananda

assessee had shown that the flats were situated side by side
f the flats to make them as a

The next issue is W
invested in two flats situated next to €
effected to use the same as a single hou
Basappa (2009) observed that where the .
and the builder had also certified that he had effected modification o
single house by constructing a door between the apartments, it was immaterial that the flats were
purchased through different sale deeds from two different buyers. The Court observed that these were
not the grounds to hold that the assessee did not have the intention to purchase the two flats to be
used as one house. The Court held that the assessee was entitled to exemption under section 54 in

respect of purchase of both the flats to form one residential house.

Even if we do not follow above judgment then also exemption available for both the flats since
LTCG is upto 2 crore (Amended by FA 2019)

Therefore, in this case, Mrs. Aparna can avail exemption in respect of investment of 50 lakhs in
purchase of two flats situated next to each other in Pune, since necessary modification has been
effected to use the two flats as a single house property. Also, she has made the investment in purchase
of two flats within the stipulated period of two years after the date of transfer.

1. In order to claim exemption under section 54EC, the assessee has to invest in specified bonds of
RECL or NHAI within a period of 6 months from the date of transfer of the asset.

2. However, investments in such bonds by an assessee during any financial year cannot exceed 350
lakhs.

Further, second proviso to section S4EC(1) also provides that the investment made by an assessee in
bonds of NHAVRECL, out of capital gains arising from transfer of one or more original assets,
during the financial year in which the original asset or assets are transferred and in the subsequent
financial year should not exceed 50 lakhs.

!ﬂ this case, Mrs. Apama has invested Y35 lakhs in bonds of NHAI in the F.Y.2022-23 and %45 lakhs
in bonds of RECL in the F.Y.2023-24, both within six months from the date of transfer. However,
since the amount of investment made during the financial year in which asset transferred and in the

subsequent financial year cannot exceed ¥50 lakhs, she is eligi . ,
lakhs under section 54EC. ’ s eligible to claim exemption of only 50
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Mr. R holds 1000 shares in Star Minus Ltd., an unlisted company. acquired in the year
-OOLO.“M a cost of T75.000 He has been offered right shares the company in the month of
August. 2022 at T160 per share, in the ratio of 2 for every 5 held. He retains 507% of the right
NN CRORAN OBl the balance right shares in favour of Mr. Q for 730 per shares in September |
2022 All the shares are sold by Mr. R for 2300 per shares in January 2023 and Mr. Q sells
his shares in December 2022 at 1280 per share. What are the capital gains taxable in the

hands of Mr R and Mr. Q?

L Financial year Cost Inflation Index
2001-02 100
| 2022-23 331

@D

Computation of capital gains in the hands of Mr. R for the AY.2023-24

Particulars T
| 1000 Original shares
[Sale proceeds (1000 x 300) 3,00,000
;z‘;—; Indexed cost of acquisition {175,000 x 331/100] — 2.43._2;)‘
i - Long-term capital gain (\) 51,756
| 200 Right shares
? Sale proceeds (200 x ¥300) 60,000
i Less : Cost of acquisition (3160 x 200) [Note 1] - 32,000
i Short-term capital gain (B) ?8_,();0
gS:lc of Right entitlement
?ZQEQZLLLETE@ x 230) ' 6,000
Tow - Contof scqustion (Note 2 - =
— Short term capital gain (C) 6,000
— Capital Galus (A+B+O)| | 85,750
Notes

1. Since the holding peniod of these shares is less than 24 months, they are short term capital assets

and hence cost of acquisition will not be indexed

in favour of another person for a consideration is taken be nul

2 The cost of the rights repounced
term capital gains in full. The pertod ot holding s

e consideration »o 1eccived 1 taxcd as short
zken from the date of the nghts offer to the date of the renouncement
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Chapter 1: Income from Capital Gains

__ i . " Y119
Computer of capital gains in the hands of Mr. Q for the A, Y. 2023-24
! ~

L
| Particalars <
\ N ahares A 2280 56,000
T
\ Y ) b
: wition {200 shares x (330 160) [See Note below) —_ 38,000
- T
i
. u AL Ras well as the amount paid to the company. Since the
SN N S, they are short capital assets.

Caleulate the income-tax libllity for the asse

ssment year 2023-24 in the following cases:

Mr. A Mr. B Mr.C Mr.D
| (age 45) (age 62) (age 81) (age 82)
Status . Resident | Non- resident Resident | Non- resident
Totzl income other than | 240,000 2,80,000 5,890,000 4,80,000
long tem capital gain |
| Long-term capital gain | 15,000 10,000 60,000
| from sale of | from sale of listeq from sale of Nil
| Vacantsite | shares (STT paid | agricultural
' on sale and land in rural
purchase of area
shares)
Computation of income-tax liability for the A.Y. 2023-24
'Puﬁcuhrs' Mr. A Mrs.B ~ Mr.C Mr.D
{age 43) (age 62) (age 81) - (age 82)
statu | Residant Non- resident Resident | Non- resident
eevempion | 250000 | 2250000 35,00000 | %250000
Listed shares Rural
; \S8T paid at both .
»ale and purchase | agricultural
_ of shares)
s land —
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Particulars Mr. A Mrs. B Mr. C Mr. D
(age 45) (age 62) (age 81) (age 82)
Long-term capital gain (on sale 315,000 $10,000 760,000 '

of above asset)
[Taxable @ | [Not taxable u/s | (Exempt nota —

20% w's 112] 112A] capital asset)

Other Income %2,40,000 32,80,000 35,90,000 34,80,000 '
Tax Liability :
On LTCG (after adjusting Basic 31,000 — e — 1
exemption Limit <
On other income Nil 31,500 %18,000 311,500
31,000 l

Less: Rebate w/s 87 A 31,000 Nil = _
Add: HEC @ 4% Nil 260 2720 2460 ||
Total tax liability Nil 31,560 318,720 311,960 ||
Notes: I
!

1. Since Mrs. B and Mrs. D are non-residents, they cannot avail the higher basic exemption limit of |
%3,00,000 and ¥5,00,000 for person over the age of 60 years and 80 years, respectively. “

b

2. Since Mr. A is a resident whose total income does not exceed 5 lakhs, he is eligible for rebate of
12,500 or the actual tax payable, whichever is lower, under section 87A. |

@

Following are the details of income provided by Mr. Singh, the assesse for the financial year |
ended 31st March, 2023: ,
() Rental income from property at Bangalore- 33 lakhs, Standard Rent- ¥2,50,000, Fair | '
Rent- ¥2,80,000. i
(i) Municipal and water tax paid during 2022-23: Current year ¥35,000, Arrears- ¥1,50,000.
(i) Interest on lone borrowed towards major repairs to the property: ¥1,50,000.

(iv) Arrears of rent of 30,000 received during the year, which was not charged to tax in

earlier years.
Further, the assesse furnished following additional information regarding sale of property at

Chennai:

(i) Mr. Singh's fathers acquired a residential house in April 2005 for ¥1,25,000 and |
thereafter gifted this property to the assesse, Mr. Singh on 1st March 2006. ‘

CA Bhanwar Borana
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() The property, so gifted, was sold by Mr. Singh on 10th June 2022. The consideration
received was 225,00,000,

() Stamp duty charges paid by the purchaser at the time of registration @13% (as per
statutory guidelines) was 33,38,000.

(V) Out of the sale consideration received:

| (@) On 2/1/2023, the assesse had purchased two adjacent flats, in the same buildings,
f and made suitable modification to make it as one unit. The investment was made by
| separate, sale deeds, amount being %8,00,000and ¥7,00,000, respectively.

: () On 10/10/2022, 210 lakhs were invested in bonds issued by National Highways
Authority of India, but the allotment of the bonds was made on 1/2/2023.

Compute Mr. Singh's taxable income for assessment year 2023-24.

,J{ Cost inflation index: F.Y.2005-06:117: F.Y. 2022-23- 331.
Computation of taxable income of Ms. Singh for A. Y. 2023-24
Particulars 3 3 |
lncome trom house property
Gross Annual Value [Higher of expected Rent & Actual 3,00,000
Rent)
.R\q\\'tul Rent (lower of Fair Rent and Standard Rent) 2,50,000
Acwal Remt 3,00,000
Less: Municipal taxes paid by Mr. Singh during the year| —
(including arrears) [235,000+3 | ,50,000] 1.85.000
Net Annual value (NAV) 1,15,000
Lesst deduction under section 24
(@) 30% of NAV 34,500
(b) Interest on loan borrowed for major repairs 1,50,000 1,84,500
(69,500)
Arrears of rent taxable under section 25A 30,000
Less: deduction @30% 9,000 21,000
(48,500)
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Particulars

3

3

Capital Gains

Full value of consideration

As per section 50C, the full value of consideration
would be the higher of (Note 1)

Actual consideration

Stamp Duty Value [33,38,000/13%)

Less: Indexed cost of acquisition [31,25,000 x 331/117]

As per section 49(1), cost of acquisition of the residential
house gifted by Mr. Singh’s father to Mr. Singh would be
a cost for which Mr. Singh’s father acquired the asset

25,00,000

325,00,000
326,00,000
3,53,632

21,46,368

Less: Exemption under section 54 (38,00,000 +
37,00,000)

Purchase of residential house within the stipulated time
(within one year before or two years after the date sale
had effected the necessary modification to make it as one
house, the assesse would be entitled to exemption under
section 54 in respect of investment in both the flats,
despite the fact that they were purchased by separate sale
deeds [CIT v Ananda Basappa (2009) (Kar.)]

15,00,000

Exemption under section S4EC

6,46,368

Investment in bonds of NHAI within six months from the
date of transfer. Where the payment for bonds has been
made within the 6 month period, exemption under section
54EC would be available even if the allotment of bonds
was made after the expiry of the six months [Hindustan

Unilever Ltd. (2010) (Bom.)]

Long-term capital gains

Nil

Total Income

Nil| |

Notes:

1. Since SDV is not more than 110% of consideration, so consideration is treated as FVOC.

2. Loss from HP to be C/F ¥48500.
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@

-; Mr. A, a non-resident Indian remits US $ 40,000 to India on 16.09,2001, The MmOt i g,
| utilised on 3.10.2001 for purchasing 10,000 shares in A Ltd an Indian Cormpan J atihg
of 12 per share. Theso shares aro sold for 748 per share on 30,03,2023,

The telegraphic transfer buying and selling rate of US dollars adopted by the Stats

B:ﬂ'y({ Il{
India is as follows:—

Dato BuyingRato(1US$) | Soling Rato (1 Us ) |
16.09.2001 18 = = R
1 03.10.2001 19 .
30.03.2023 59 s

the assumption that these
ge.

Compute Capital gain chargeable to tax for the AY 2023-24 on
shares have not been sold through a recognised stock exchan

,

Sale consideration (X4,80,000/60)

Where the shares are not sold through recognised stock exchange,

Particulars

USS$

8000
Less: Cost of Acquisition (1,20,000/20) _— 6000
Long-term capital gain 2000

s Long-term-capital gain converted into § 2000 x 359 =%1,18,000

& @
)

I

Rl
-

K-and Co. (firm) had sold all its assets and liabilitie
SVPC &Co. (firm) for a lump sum consideration

S as a slump sale on 31.03.2023 to

ok of X 500 lakhs. FMV calculated as per rule
sl 11UAE of transferred unit on the date of transfer is <600 lakhs. The statement of affairs of K
& Co. as on 31.03.2023 is as below:

Liabllities | % (in lakhs) Assets Z (in lakhs) T
iy Capital 1627 |Fixed Assets |
Unsecured 25 |Plant & Machinery at WDV 250 |
Loans |
i Bank Borrowing | 500 |Land (At Revalued figur) 1,200 | 1450 |
: ar
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