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1. GAPITAL GAINS

PROBLEM NO: 1
Self study

PROBLEM NO: 2

We know that capital gains arise only when we transfer a capital asset. The liability of capital gains tax in
the situations given above is discussed as follows:

i) As per the provisions of section 47(iii), transfer of a capital asset under a gift is not regarded as
transfer for the purpose of capital gains. Therefore, capital gains tax liability does not arise in the given
situation.

ii) As per the provisions of section 47(i), transfer of a capital asset (being in kind) on the total or partial
partition of Hindu undivided family is not regarded as transfer for the purpose of capital gains.
Therefore, capital gains tax liability does not arise in the given situation.

iii) As per the provisions of section 47(x), transfer by way of conversion of bonds or debentures,
debenture stock or deposit certificates in any form of a company into shares or debentures of that
company is not regarded as transfer for the purpose of capital gains. Therefore, capital gains tax
liability does not arise in the given situation.

PROBLEM NO: 3
Computation of Capital Gains of Mr. B for the A.Y.2017-18

Particulars (o2 Rs.
Sale consideration N 15,00,000
Less: Expenses on transfer i.e. Brokerage paid AN 50,000
Net consideration R 14,50,000
Less: Indexed cost of acquisition (Rs.5,00,000 x 11*%5@515 16,02,564
Long term capital Loss ANANY 1,52,564

purchase of convertible debentures i.e., Au 98 — August 2016.

PROBLEM NO:4

Section 10(37) exempts the capital gains arising to an individual or a Hindu Undivided Family from transfer
of agricultural land by way of compulsory acquisition, or a transfer, the consideration for which is
determined or approved by the RBI or the Central Government.

AN
)
Note: For the purpose of computing capite \‘Q?ﬁis the holding period is considered from the date of
§ E%‘ 9

Such exemption is available where the compensation or the enhanced compensation or consideration, as
the case may be, is received on or after 1st April, 2004 and the land has been used for agricultural
purposes during the preceding two years by such individual or a parent of his or by such Hindu undivided
family.

Since all the above conditions are fulfilled in this case, Cheeku is entitled to exemption under section
10(37) of the entire capital gains arising on sale of agricultural land.

PROBLEM NO: 5
Computation of total income and tax liability of Mr. Mithun for A.Y. 201718

Particulars Rs.
Short term capital gains on sale of bonus shares
Gross sale consideration (100 x Rs.4,000) 4,00,000
Less: Brokerage @ 1% 4,000
Net sale consideration 3,96,000
Less: Cost of acquisition of bonus shares NIL
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Total income (Short term Capital Gains) 3,96,000
Tax Liability
15% of (Rs.3,96,000-Rs.3,00,000) 14,400
Less: Rebate U/s 87A 5,000
9,400
Add: Education cess @ 2% 188
Secondary and higher education cess @ 1% 94
Tax payable 9,682
Tax payable (Rounded off) 9,680
Notes:

1. Long-term capital gains on sale of original shares through a recognized stock exchange (STT paid) is
exempt under section 10(38).

2. Since bonus shares are held for less than 12 months before sale, the gain arising there from is a short
term capital gain chargeable to tax @ 15% as per section 111A after adjusting the unexhausted basic
exemption limit. Since Mr. Mithun is over 60 years of age, he is entitled for a higher basic exemption

limit of Rs. 3,00,000 for A.Y. 2017-18.

Dividend income is exempt under section 10(34).

with the transfer. Hence, it qualifies for deduction under section 48(i).
Cost of bonus shares will be Nil as such shares are allotted after 1.04.1981.

Securities transaction tax is not allowable as deduction.

Computation of business loss

Brokerage paid is allowable since it is an expenditure incurred wholly and exclusively in connection

Particulars Amount (Rs)
Insurance compensation 5,15,000
Less: value of goods 7,30,000
PGBP loss 2,15,000

Computation of capital loss for loss of machinery

Particulars Amount (Rs)
Full value of consideration 8,07,000
Less: WDV of the machinery 12,35,000
Short term capital loss 4,28,000

Computation capital loss for loss for jewellary

Particulars

Amount (Rs.)

Full value of consideration 2,05,000
Less: indexed cost of acquisition (1,45,000X1125/ 480) 3,39,844
Long term capital loss 1,34,844

PROBLEM NO:7

Since car is a personal asset, conversion or treatment of the same as the stock-in-trade of his business
will not be trapped by the provisions of section 45(2). Hence A is not liable to capital gains tax.

Copyrights Reserved
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PROBLEM NO: 8

Since the capital asset is converted into stock-in-trade during the previous year relevant to the AY. 2014 -
15, it will be a transfer under section 2(47) during the P.Y.2013-14. However, the profits or gains arising
from the above conversion will be chargeable to tax during the P.Y. 2016-17, since the stock-in-trade has
been sold only on June 10, 2016. For this purpose, the fair market value on the date of such conversion
(i.e. 10th March, 2014) will be the full value of consideration.

The capital gains will be computed after deducting the indexed cost of acquisition from the full value of
consideration. The cost inflation index for 1988-89 i.e., the year of acquisition is 161 and the index for the
year of transfer i.e., 2013-14 is 939. The indexed cost of acquisition is 60,000 x 939/161 = Rs. 3,49,938.
Hence, Rs. 2,00,062 (i.e. Rs. 550,000 — Rs. 3,49,938) will be treated as long term capital gains
chargeable to tax during the A.Y.2017 - 18. During the same assessment year, Rs. 50,000 (Rs. 6,00,000 -
Rs. 5,50,000) will be chargeable to tax as business profits.

PROBLEM NO: 9
a) Computation of depreciation for the A.Y. 2017 - 18

Particulars Rs.
Opening WDV as on 01.04.2016 6,50,000
Add: additions as on 30.092016 6,50,000
Less: sale of asset on 10.06.216 9,00,000
Depreciable value 4,00,000
Less: depreciation @ 15% 60,000
Closing WDV as on 31.03.2017 3,40,000

b) Computation of capital gain for the A.Y. 2017 -18 H%%
Particulars AN Rs.

Sale proceeds PN 14,00,000
Less: opening WDV + additions CENE 13,00,000
Short term capital gain 5 \1\3‘ 1,00,000

Note: There is no depreciable value Lfg“th ”:izapltal asset is sold for Rs.14,00,000. Then sec.50 is
applicable. \«i*;;%»

PROBLEM NO: 10

a) Assessing officer is not correct. Since the value determined by the valuation officer is more than the
value adopted by the assessing authority.

b) Computation of capital gain of Mr.X for the A.Y. 2017-18.

Particulars Rs.
Full value of consideration
Sale proceeds or stamp duty value whichever is higher 12,50,000
less: Expenses in connection with transfer Nil
Net consideration 12,50,000
Less: Indexed cost of acquisition (2,25,000 x 1125/161) 15,75,250
Long term capital loss (3,22,205)

PROBLEM NO: 11
Computation of capital gains of Bala kumari for the A.Y. 2017-18

Particulars Rs.
Deemed sale consideration as per section 50C 13,00,000
Less: Indexed cost of acquisition (Rs 1,50,000 x 1125/281) 6,00,534
Taxable long term capital gain 6,99,466
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Note: According to section 50C(1), where the consideration received or accruing as a result of the transfer
of land or building or both is less than the value adopted or assessed or assessable by the State Stamp
Valuation Authority for the purpose of payment of stamp duty in respect of such transfer, then the value so
adopted or assessed or assessable by the State Stamp Valuation Authority shall be deemed to be the full
value of the consideration received or accruing as a result of the transfer.

In this case, since the consideration of Rs.7,00,000 received on transfer of land is less than the value of
Rs 13,00,000 fixed by the State Stamp Valuation Authority, the value adopted by the State Stamp
Valuation Authority is deemed to be the full value of consideration and capital gains is calculated
accordingly.

PROBLEM NO: 12
Computation of Capital gains in the hands of Mr. X for the A.Y. 201718

Particulars Rs.
Sale proceeds 40,00,000
Less: Indexed cost of acquisition [Note 1] 39,37,500
Indexed cost of improvement [Note 2] -
Long term capital gain 62,500
Note 1: Computation of indexed cost of acquisition
Cost of acquisition 3,90,000
(higher of fair market value as on April 1, 1981 and the actual cost of acquisition)
Less: Advance taken and forfeited 40,000
Cost for the purposes of indexation 3.50,000
Indexed cost of acquisition (Rs. 3,50,000 x 1125/100) 39,37,500

Note 2: Any improvement cost incurred prior to 1.4.1981 is to be ignored when fair market value as on
1.4.1981 is taken into consideration.

PROBLEM NO: 13
Computation of net taxable capital gains of Smt. Megha for the A.Y. 2017-18

Particulars Rs.

Sale consideration 16,00,000
Less: Indexed cost of acquisition (See Working note below) 12.91.541
Long term capital gain 3,08,459
Less: Exemption under section 54 (See Note 1 below) 3.00,000
Taxable long term capital gain 8.459

WORKING NOTE:

Indexed cost of acquisition Rs.

Purchase price 4,50,000

Less: Amount forfeited (See Note 2 below) 70,000

Cost of acquisition 3.80,000

Indexed cost of acquisition Rs. 3,80,000 X 1125/331 12,91,541

Notes:

1. Exemption under section 54 is available if one new residential house is purchased within two years
from the date of transfer of existing residential house, which is a long-term capital asset. Since the
cost of new residential house is less than the long-term capital gains, capital gains to the extent of cost
of new house, i.e., Rs. 3 lakh, is exempt under section 54.

2. As per section 51, any advance received and retained by the assessee, as a result of earlier
negotiations for sale of the asset, shall be deducted from the purchase price for computing the cost of
acquisition of the asset.
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PROBLEM NO: 14

The house is sold before 36 months from the date of purchase. Hence, the house is a short term capital
asset and no benefit of indexation would be available.

Particulars Rs
Sale consideration 20,00,000
Less: Cost of acquisition 10,00,000
Cost of improvement 2,00,000
Short term capital gain 8,00,000

Note: The exemption of capital gains under section 54 is available only in case of long-term capital asset.
As the house is short-term capital asset, Mr. Cee cannot claim exemption under section 54. Thus, the
amount of taxable short-term capital gains is Rs 8,00,000.

PROBLEM NO: 15
Computation of total income of Mr. Sagar for the A.Y. 2017-18

Particulars Rs. Rs.

Capital Gains
Sale consideration 15,00,000
Less: Indexed cost of land (Rs. 75,000 X 1125/389) 2,16,902
Indexed cost of building (Rs 1,25,000 X 1125/426) 3,30,106 | 5.47.008

. 9,52,992
Less: Exemption under section 54 (See Note 2 below) ff&%{:}} 8,000,000
Long-term capital gain SN 1,52,992
Profit and gains from business or profession / Incom&&ﬁ@m other sources
Insurance agency commission earned (Gross) (Rs 46@@ + Rs 5,000) 50,000
Gross Total Income N 202992
Less: Deduction under Chapter VI-A AN 20,000
Section 80C — Investmentin NSC VIII <\ 1,82,992
Total Income 3

Notes:

1. Since the building and the land are held for more than 36 months, the same are long-term capital
assets and the capital gain arising on sale of such assets is a long-term capital gain.

2. As per the provisions of section 54, the capital gain arising on transfer of a long-term residential
property shall not be chargeable to tax to the extent such capital gain is invested in the purchase of a
residential house property one year before or two years after the date of transfer of original asset or
constructed a residential house property within three years after such date. Since Mr. Parri has
purchased another residential house in June, 2016 for Rs.8,00,000, the capital gain arising on transfer
of residential house property in May, 2016 is exempt under section 54 to that extent.

PROBLEM NO: 16
Computation of Long term Capital Gain for A.Y. 2017-18.

Particulars Rs. Rs.

Sale consideration as per section 50C (Note-1) 47,25,000
Less: Expenses incurred on transfer being brokerage @ 1% of sale 37.500
consideration of Rs.37.50 lacs

46,87,500
Less: Indexed cost of acquisition (Note-2) (Rs. 2,70,000 X 1125/463) 6,56,048
Indexed cost of improvement (Rs.7,00,000 X 1125/497) 15,84,507 22.40,555
Long term capital gain 24,46,945
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Notes:

1.

As per section 50C, where the consideration received or accruing as a result of transfer of a capital
asset, being land or building or both, is less than the valuation by the stamp valuation authority, such
value adopted or assessed by the stamp valuation authority shall be deemed to be the full value of
consideration. Where a reference is made to the valuation officer, and the value ascertained by the
valuation officer exceeds the value adopted by the stamp valuation authority, the value adopted by the
stamp valuation authority shall be taken as the full value of consideration.

Sale consideration Rs.37,50,000
Valuation made by registration authority for stamp duty Rs.47,25,000
Valuation made by the valuation officer on a reference Rs.47,50,000
Applying the provisions of section 50C to the present case, Rs.47,25,000,

Being, the value adopted by the registration authority for stamp duty, shall be taken as the sale
consideration for the purpose of charge of capital gain.

The house was inherited by Mr. Thomas under the will of his father and therefore, the cost incurred by
the previous owner shall be taken as the cost. Fair market value as on 01.04.81, accordingly, shall be
adopted as the cost of acquisition of the house property. However, indexation benefit will be given
from the year in which Mr. Thomas first held the asseti.e. P.Y.2003-04.

Alternative view: In the case of CIT v. Manjula J. Shah 16 Taxmann 42 (Bom.), the Bombay High
Court held that the indexed cost of acquisition in case of gifted asset can be computed with reference
to the year in which the previous owner first held the asset.

As per this view, the indexation cost of acquisition of house would be Rs.30,37,500 and long term
capital gain would be Rs 65,493.

PROBLEM NO: 17
Computation of capital gains in the hands of PQR Ltd. for the A.Y.2016-17

Particulars Rs.
Sale proceeds (Compensation received) 12,00,000
Less : Indexed cost of acquisition [Rs. 4,00,000 x 1125/463] 9.71,922
2,28,078
Less: Exemption under section 54D (Cost of acquisition of new undertaking) 2,00,000
Taxable long term capital gain 28,078
PROBLEM NO: 18
Computation of Capital Gains of Ms. Anshu for the A.Y. 2017-18
Particulars Rs. Rs.
Full value of consideration [See Notes (i) & (ii) below] 25,00,000
Less: Indexed Cost of acquisition [See Note (iii) below]
Indexed Cost of land (Rs 1,10,000 x 1125/100) 12,37,500
Indexed Cost of building (Rs 3,20,000 x 1125/447) 8.05.369 | 20.42,869
Long-term capital gain 4,57,131
Less: Brought forward short-term capital loss set off [See Note (iv) below] 1,50,000
Taxable capital gains (Amount to be invested in NHAI bonds to get full 3,07,131
exemption for tax on capital gains) [See Note (v) below]

Notes:

i)
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As per section 50C(1), where the consideration received or accruing as a result of transfer of a capital
asset, being land or building or both, is less than the value adopted by the Stamp Valuation Authority
for the purpose of payment of stamp duty, such value adopted by the Stamp Valuation Authority shall
be deemed to be the full value of the consideration received or accruing as a result of such transfer.
Accordingly, full value of consideration would be Rs 25 lacs in this case.
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ii) As per section 50C(3), where the valuation is referred by the Assessing Officer to Valuation Officer
and the value ascertained by such Valuation Officer exceeds the value adopted by the Stamp
Valuation Authority for the purpose of payment of stamp duty, the value adopted by the Stamp
Valuation Authority shall be taken as the full value of the consideration received or accruing as a result
of the transfer. Since the value ascertained by the Valuation Officer (i.e. Rs 27 lakhs), is higher than
the value adopted by the Stamp Valuation Authority (i.e. Rs. 25 lakhs), the full value of consideration
in this case would be Rs. 25 lakhs.

iii) Since the cost of land acquired by Anshu on 1.4.1981 is not given in the question, the fair market
value as on 1.4.1981 is taken as the cost of acquisition. Indexation benefit is available since land and
building are both long-term capital assets, as they are held by Anshu for more than 36 months.

iv) As per section 74, brought forward unabsorbed short term capital loss can be set off against any
capital gains, short term or long term, for 8 assessment years immediately succeeding the assessment
year for which the loss was first computed. Therefore, short term capital loss on sale of shares during
the F.Y.2011-12 can be set-off against the current year long-term capital gains on sale of land and
building.

v) As per section 54EC, an assessee can avail exemption in respect of long-term capital gains, if such
capital gains are invested in the bonds issued by the NHAI redeemable after 3 years. Such investment
is required to be made within a period of 6 months from the date of transfer of the asset. The
exemption shall be the amount of capital gains or the amount of such investment made, whichever is
less. Therefore, in this case, if Anshu invests the entire capital gains in bonds of NHAI, she can get full
exemption from tax on capital gains.

PROBLEM NO: 19
Computation of Capital Gains Chargeable \tg,_gax for ALY. 201718

e )
Particulars oW Rs. Rs.
Sale consideration (i.e. Stamp Duty Value) (Note 1) < 80,00,000
Less: Indexed Cost of Acquisition AROED
Rs. 10,00,000 X 1125/389 RANN 28,92,031
Indexed Cost of Improvement x“:f»*r“?
Rs.2,00,000 X 1125/480 ‘“‘E{\?\ 468,750 33,60,781
46,39,219
Less: Exemption under section 54 (Note 2) 25,00,000
Taxable Capital Gains 21,39,219

Notes:

1. As per the provisions of section 50C, in case the stamp duty value adopted by the stamp valuation
authority is higher than the actual sale consideration, the stamp duty value shall be deemed as the full
value of consideration.

2. Exemption under section 54 is available if a new residential house is purchased within one year before
or two years after the date of transfer. Since the cost of new residential house is less than the capital
gain, capital gain to the extent of cost of new asset is exempt under section 54.

(i) Exemption under section 54EC is available in respect of investment in bonds of National Highways
Authority of India only if the investment is made within a period of six months after the date of such
transfer. In this case, since the investment is made after six months, exemption under section
54EC would not be available.

(ii) If the new asset purchased by the assessee on the basis of which exemption under section 54 is
claimed, is transferred within 3 years from the date of its acquisition, then for computing the
taxable short-term capital gain on such transfer, the cost of acquisition of such asset shall be taken
as Nil.
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Particulars (A.Y.2018-19) Rs.
Sale consideration 40,00,000
Less: Cost of acquisition Nil
Short-term capital gains 40,00,000
PROBLEM NO: 20
Computation of taxable capital gain of Ms. Vimla for A.Y. 2017-18
Particulars Rs. Rs.
Sale price of residential building 15,00,000
Less: Brokerage @ 2% 30,000
Net consideration 14,70,000
Less: Indexed cost of acquisition Rs.1,50,000 X 1125/331 5,09.819
9,60,181
Less: Deduction under section 54 for purchase of new residential house in 7.00,000
December, 2015
Taxable long term capital gain 2,60,181

Note: One of the conditions for claiming exemption under section 54EC for the investment in RECL/NHAI
Capital Gains bonds is that the deposit should be made within 6 months from the date of transfer. In this
case, the transfer took place on 1.7.2016 and the 6 months period within which the deposit should be
made for the purpose of section 54EC would expire by 31.12.2016. The investment in REC/NHAI Capital
Gains bonds was made only in March 2017. Therefore, the assessee is not eligible for exemption under

section 54EC.
PROBLEM NO: 21

Computation of total income of Mr. Kumar for the A.Y.2017-18

Particulars Rs. Rs.
Capital Gains:
Sale price of the residential house 24,00,000
Valuation as per Stamp Valuation authority 43,00,000
(Value to be taken is the higher of actual sale price or valuation adopted for
stamp duty purpose as per section 50C)
Therefore, Consideration for the prupose of Capital Gains 43,00,000
Less: Indexed Cost of Acquisition Rs.5,00,000 X 1125/244 23,05,328
19,94,672
Less: Exemption under section 54 Rs. 10,00,000
Exemption under section 54EC Rs. 5,00,000 15,00,000
Long-term capital gains 4,94 672
Income from other sources:
Interest on bank deposits 32,000
Gross Total Income 5,26,672
Less: Deduction under Chapter VI-A Section 80C — Deposit in PPF 32,000
(restricted to Rs. 32,000)
Total Income 4,94.672
Computation of Tax liability of Mr. Kumar for A.Y. 201718
Tax on Rs 2,44 ,672@ 20% [i.e. long term capital gain less basic exemption limit 48,934
(Rs.4,94,672- Rs 2,50,000)]
Less: Rebate u/s 87A 5,000
43,934
Add: Education Cess @ 2% & SHEC @ 1% 1318
Tax Payable 45,252
Tax Payable (Rounded off) 45,250
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Notes:

1. The basic exemption limit of Rs. 2,50,000 can be adjusted against long term capital gains.
2. Deduction under section 80C should be restricted to gross total income excluding long term capital

gain.

PROBLEM NO: 22

Computation of capital gains and business income of Ms. Gunjan for A.Y. 201718

Particulars Amount(Rs.)

Capital Gains 3,20,00,000

Fair market value of land on the date of conversion deemed as the full value of

consideration for the purposes of section 45(2)

Less: Indexed cost of acquisition [Rs. 50,00,000 x 852/406] 1,04,92 611
2,15,07,389

Proportionate capital gains arising during the A.Y. 2017-18 (2,15,07,389 x 5/8) 1,34,42,118

Less: Exemption under section 54EC (restricted to Rs. 50 lakh) 50,00,000

Capital gains chargeable to tax for A.Y. 201718 84,42,118

Business Income

Sale price of flats [5 x Rs. 90 lakh] 4,50,00,000

Less: Cost of flats

Fair market value of land on the date of conversion (3,20,00,000 x 5/8) 2,00,00,000

Cost of construction of flats [5 x Rs. 36 lakh] 1,80,00,000
70,00,000

1. The conversion of a capital asset into stock-in-trade is- “?e""a as a transfer under section 2(47). It
would be treated as a transfer in the year in which thgqx i asset is converted into stock-in-trade.

2. However, as per section 45(2), the capital gain: @rs g from the transfer by way of conversion of
capital assets into stock-in-trade will be chargeglﬂ tax only in the year in which the stock-in-trade is
sold. < »\)ﬁ

3. The indexation benefit for computing |nq OSt of acquisition would be available only up to the year
of conversion of capital asset to stock-in-ttade and not up to the year of sale of stock-in-trade.

4. For the purpose of computing capital gains in such cases, the fair market value 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 5/8th of stock-in trade (5 flats out of 8 flats) is sold in the P.Y. 2016-17 only
proportionate capital gains (i.e. 5/8th) would be chargeable to tax in the A.Y. 2017-18.

5. On sale of such stock-in-trade (i.e., flats, in this case), business income would arise. The business
income chargeable to tax would be the price at which the flats are sold as reduced by the fair market
value on the date of conversion of the capital asset (i.e., land) into stock-in-trade and the cost of
construction of flats.

6. In case of conversion of capital asset into stock-in-trade and subsequent sale of stock-in-trade, the
period of 6 months, for the purpose of exemption under section 54EC, is to be reckoned from the date
of sale of stock-in-trade [CBDT Circular No.791 dated 2.6.2000]. In this case, since the investment in
bonds of NHAI has been made within 6 months of sale of flats, the same qualifies for exemption under
section 54EC, subject to a maximum of Rs. 50 lakh.

PROBLEM NO: 23
1. False: The exemption under section 54EC has been restricted, by limiting the maximum investment in

long term specified assets (i.e. bonds of NHAI or RECL, redeemable after 3 years) to Rs. 50 lakh
during any financial year.

Therefore, in this case, the exemption under section 54EC can be availed only to the extent of Rs. 50
lakh, provided the investment is made within six months from the date of transfer.
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2. True: As per section 47(xa), any transfer by way of conversion of bonds referred to in section 115AC
into shares and debentures of any company is not regarded as transfer. Therefore, there will be no
capital gains on conversion of foreign currency exchangeable bonds into shares or debentures.

3. The definition of capital asset under section 2(14) includes jewellery. Therefore, capital gains is
attracted on sale of jewellery, since jewellery is excluded from personal effects. The cost to the
previous owner or the fair market value as on 1.4.1981, whichever is more beneficial to the assessee,
would be treated as the cost of acquisition. Accordingly, in this case, long term capital gain @ 20% will

be attracted in the year in which the gold and jewellery is sold by Mrs. X.

PROBLEM NO: 24

Computation of taxable capital gains for A.Y. 2017-18

Particulars Rs.
Gross Consideration 11,50,000
Less: Expenses on transfer 7,000
Net consideration 11,43,000
Less: Indexed cost of acquisition (Rs.1,82,000 x 1125/182) 11,25,000
18,000
Less: Exemption under section 54F (Rs.18,000 x Rs.5,00,000/ Rs. 11,43,000) 7874
Taxable capital gains 10,126
PROBLEM NO: 25
Computation of taxable capital gain of Mr. Amit for A.Y. 2017-18
Particulars Rs. Rs.
Sale consideration received on sale of 9,500 shares @ Rs. 300 each 28,50,000
Less: Indexed cost of acquisition
(a) 3,500 shares received as gift from father on 27.9.1980 Indexed
cost Rs. 3500 x 40 x 1125/100 15,75,000
(b) 3,500 bonus shares received from Paras Ltd. Bonus shares are
acquired on 27.8.1985. Hence, the cost is Nil. Nil
(¢) 2500 shares purchased on 2.2.1994 @ Rs. 120 per share. The
indexed cost is 2500 x 100 x 1125/244 11,52,664 27,27,664
Long term capital gain 1,22,336
Less : Exemption under section 54F (See Note below)
Rs. 1,22,336 x Rs. 20,00,000 / Rs. 28,50,000 85,850
Taxable long term capital gain 36,486

Note: Exemption under section 54F can be availed by the assessee subject to fulfillment of both the

following conditions:

a) The assessee should not own more than one residential house on the date of transfer of the long-term

capital asset;

b) The assessee should purchase a residential house within a period of 1 year before or 2 years after the
date of transfer or construct a residential house within a period of 3 years from the date of transfer of

the long-term capital asset.

In this case, Mr. Amit has fulfilled the two conditions mentioned above. Therefore, he is entitled to

exemption under section 54F.

Copyrights Reserved
To MASTER MINDS, Guntur
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PROBLEM NO: 26

Computation of taxable capital gains of Mr. Ubdhbav Kumar for A.Y. 201718

Particulars Amount(Rs.)
Gross consideration 80,00,000
Less: Expenses on transfer (1% of the gross consideration) 80,000
Net consideration 79,20,000
Less: Indexed cost of acquisition (Rs. 20,00,000 x 1125/426) 52,81,690
26,38,310

Less: Exemption under section 54GB
(Rs. 65,00,000 x Rs. 26,38,310 / Rs. 79,20,000) 21,65,280
Taxable capital gains 4,73,030

Deemed cost of new plant and machinery for exemption under section 54GB

Particulars Amount (Rs.) | Amount (Rs.)
Purchase cost of new plant and machinery acquired in August, 2015 70,00,000
Less: Cost of office appliances, i.e., computers 6,00,000
Cost of vehicles, i.e., cars 8,00,000
Cost of air-conditioners installed at the residence of 1,00,000
Mr. Ubdhbav Kumar 15,00,000
55,00,000
Amount deposited in the specified bank before the due date of f@ng 10,00,000
of return
Deemed cost of new plant and machinery for exempt&@hder 65,00,000
section 54GB

,“i,
w?‘

<
Note: Mr. Ubdhbav Kumar can avail exemption ux;@zg ction 54GB on long-term capital gains on transfer
of a residential house, since all the conditions g low are satisfied:

‘‘‘‘‘‘

1. The sale proceeds are used for subscri m’the equity shares of an eligible company, being a newly
incorporated SME company engaged in business of manufacturing of any article or thing,

He holds more than 50% of the share capital in the said SME.

Further, the amount of subscription as share capital has been utilized by the eligible company for
purchase of new plant and machinery within a period of one year from the date of subscription in the
equity shares.

PROBLEM NO: 27

False: As per section 47(xvi), such alienation in a transaction of reverse mortgage under a scheme
made and notified by the Central Government is not regarded as "transfer" for the purpose of capital
gains.

True: Section 2(42A) defines the term 'short-term capital asset'. Under the proviso to section 2(42A),
zero coupon bond held for not more than 12 months will be treated as a short-term capital asset.
Consequently, such bond held for more than 12 months will be a long-term capital asset.

False: In view of the provisions of section 56(2)(i), dividend income is taxable under the head "Income
from other sources” in the case of all assessees.

False: As per section 10(37), where an individual owns urban agricultural land which has been used
for agricultural purposes for a period of two years immediately preceding the date of transfer, and the
same is compulsorily acquired under any law and the compensation is determined or approved by the
Central Government or the Reserve Bank of India, resultant capital gain will be exempt.

In this case, the compensation has been fixed by the State Government and hence the exemption will
not be available.
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v) True: As per section 2(48), ‘Zero Coupon Bond’ means a bond issued by any infrastructure capital
company or infrastructure capital fund or a public sector company, or Scheduled Bank on or after 1st
June 2005, in respect of which no payment and benefit is received or receivable before maturity or
redemption from such issuing entity and which the Central Government may notify in this behalf.

vi) False: Only 60% of the income derived from the sale of tea grown and manufactured by the seller in
India is treated as agricultural income and the balance 40% of the income shall be non-agricultural
income chargeable to tax [Rule 8 of Income-tax Rules, 1962].

PROBLEM NO: 28

Particulars Rs. Rs.

Long-term capital gain
Full value of consideration 80,00,000
[As per section 50C, in case the actual sale consideration (i.e., Rs.70 lakhs,
in this case) is less than the stamp duty value (i.e., Rs.80 lakhs, in this case)
assessed by the stamp valuation authority (Sub-registrar, in this case), the
stamp duty value shall be deemed as the full value of consideration]

Less: Expenses in connection with transfer (brokerage paid for sale of | (1.00,000)

property) 79,00 ,000
Less: Indexed cost of acquisition [20,00,000 x 1125 / 497] 4527163 | 38,72,837

Less: Exemption under section 54;
- Purchase of new residential house property within two years from the date 15,00,000
of sale of residential house
- Deposit in Capital Gains Accounts Scheme on or before the due date of 10,00,000
filing of return of income u/s 139(1) for construction of additional floor on
such house property.

25,00,000
Exemption under section 54EC:
- Investment in capital gains bond of NHAI within 6 months from the date of 5.00,000
transfer (i.e., before 8.12.2016) 30,00,000
Taxable Capital Gains / Total Income _ 3,72,837
Total Income (rounded off) 3,72,840

Computation of tax liability of Mr. Martin for A.Y. 2017-18

Particulars Rs.
Tax on Rs. 1,22,840 @ 20% [i.e., long term capital gain less basic exemption limit 24,568
(3,72,840-2,50,000)] 5,000
Less: Rebate under section 87A 19,568
Add: Education cess@2% & SHEC@ 1% 587
Tax Payable 20,155
Tax Payable (rounded off) 20,160

Notes:

(1) Since Mr. Martin is a resident individual, the basic exemption limit of Rs. 2,50,000 has been adjusted
against long term capital gains and the balance long-term capital gains is chargeable to tax @ 20%
under section 112. Further, since his total income is less than Rs. 5 lakh, he is eligible for rebate under
section 87A.

(2) Exemption under section 54 is available in respect of reinvestment of capital gains on sale of
residential house in one residential house in India. In this case, exemption would be available for
amount invested in purchase of new residential house and amount deposited for construction of
additional floor in the same house, since they together constitute one residential house.
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PROBLEM NO: 29
Computation of long term capital gain of Mr. Dinesh for the A.Y. 2017-18

Particulars Rs. Rs.

Full value of consideration 65,00,000

Less: Indexed cost of acquisition-land (Rs.3,00,000 x 1125/447) (7,55,036)
(Note 2 & 3)
Indexed Cost of acquisition-building (Rs.15,00,000 x 1125/ 480) (35,15,625)
(Note 3)
Indexed Cost of improvement-building (Rs.5,00,000 x 1125/551) (10,20,871) | (52,91,532)

LTCG 12,08,468

Notes:

1.

As per section 50C, where the consideration received or accruing as a result of transfer of a capital
asset, being land or building or both, is less than the value adopted by the Stamp Valuation Authority,
such value adopted by the Stamp Valuation Authority shall be deemed to be the full value of the
consideration received or accruing as a result of such transfer. Accordingly, full value of consideration
will be Rs. 65 lakhs in this case.

Since Dinesh has acquired the asset by way of gift, therefore, as per section 49(1), cost of the asset to
Dinesh shall be deemed to be cost for which the previous owner acquired the asseti.e., Rs. 3,00,000,
in this case.

Indexation benefit is available since both land and building are long-term capital assets. However, as
per the definition of indexed cost of acquisition under clause (iii) of Explanation below section 48,
indexation benefit for land will be available only from the porevious year in which Mr. Dinesh first held
the land i.e., P.Y. 2002-03. Y

Alternative view: In the case of CIT v. Manjula J.“§ 16 Taxmann 42 (Bom.), the Bombay High
court held that indexation cost of acquisition in cas "39;\ ifted asset can be computed with reference to
the year in which the previous owner first hefl;af/‘i asset. As per this view, the indexation cost of

acquisition of land would be Rs. 18,54,396 aft ﬂ Ag term capital gain would be Rs. 1,09,108.

et

s,
OBLEM NO: 30

Section 72A(6A), provides that where a private company is succeeded by a LLP fulfiling the
conditions laid down in the proviso to section 47(xiiib), then, notwithstanding anything contained in any
other provision of the Income-tax Act, 1961, the accumulated loss and unabsorbed depreciation of the
predecessor company shall be deemed to be the loss or allowance for depreciation of the successor
LLP for the purpose of the previous year in which the business re-organisation was effected and other
provisions of the Act relating to set-off and carry forward of losses and depreciation allowance shall
apply accordingly. Therefore, All Trade LLP can carry forward and set-off the business loss of Rs. 6
lakh of erstwhile X Co (P) Ltd. against its business income for the F.Y.2016-17. The unabsorbed
business loss of Rs. 1 lakh, relating to A.Y. 2016-17, will be carried forward to the next year.

Section 47(xiiib) requires that the shareholders of the company become partners of the LLP in the
same proportion as their shareholding in the company. Further, the aggregate of the profit sharing
ratio of the shareholders of the company in the LLP should be not less than 50% at any time during
the period of 5 years from the date of conversion. If the entity fails to fulfill this condition, the benefit of
set-off of business loss availed by the LLP would be deemed to be the profits and gains of the LLP
chargeable to tax in the previous year in which the LLP fails to fulfill the condition.

PROBLEM NO: 31

Section 56(2)(vi) would get attracted in case of transfer of immovable property for inadequate
consideration, since the difference between the stamp duty value and sale consideration is more than Rs.

5

0,000 and therefore Rs. 1,75,000 (i.e. Rs. 6,00,000 - Rs. 4,25,000) will be taxed under the head “Income

from other sources” in the hands of transferee, i.e., Ms. Dayama. Further, for the transferor, Ms. Chhaya,
the value adopted for stamp duty purpose will be taken as the deemed sale consideration under section

5

0C for computation of capital gains.
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Particulars Chhaya Dayama
(Transferor) | (Transferor)
Rs. Rs.
Capital gains
Deemed sale consideration under section 50C 6,00,000
Less: Indexed cost of acquisition (4,00,000)
2,00,000
Income from other sources
Difference between stamp duty value and sale consideration
of immovable property, taxable under section 56(2)(vii) 1.75.000
Other income (computed) 50,000 2,05,000
Total Income 2,50,000 3,80,000
PROBLEM NO: 32
Computation of Gross Total Income of Mr. Jaiprakash for A.Y. 2017-18
Particulars Rs. Rs.
Sale consideration as per section 50C (Note 1) 95,25,000
Less: Expenses incurred on transfer being brokerage
@ 1% of sale consideration of Rs.85,50,000 (85,500)
94,39,500
Less: Indexed cost of acquisition (Note 2) (Rs. 1,80,000 x 1125/497) (4,07,445)
Indexed cost of improvement (Rs. 10,50,000 x 1125/551) (21,43.829) | (25,51.274)
68,88,226
Less: Deduction under section 54EC (Note 3) (50,00,000)
LTCG 18,88,226
Income from Other Sources
- Advance received and forfeited on or after 01.04.2014 (Note 4) 7,00,000
Gross Total Income 25,88,226

Notes:

1. As per section 50C, where the consideration received or accruing as a result of transfer of a capital

IPCC_38e_DT_Capital Gains_Assignment Solutions

asset, being land or building or both, is less than the valuation by the stamp valuation authority, such
value adopted or assessed by the stamp valuation authority shall be deemed to be the full value of
consideration. Where a reference is made to the Valuation Officer, and the value ascertained by the
Valuation Officer exceeds the value adopted by the stamp valuation authority, the value adopted by
the stamp valuation authority shall be taken as the full value of consideration.

Sale consideration Rs. 85,50,000
Valuation made by registration authority for stamp duty Rs. 95,25,000
Valuation made by the Valuation Officer on a reference Rs. 98,00,000

Applying the provisions of section 50C in the present case, Rs. 95,25,000, being, the value adopted by
the registration authority for stamp duty, shall be taken as the full value of consideration for the
purpose of computing capital gains.

Since the house was inherited by Mr. Jaiprakash under the will of his father and his father, the
previous owner, had purchased the house before 01.04.81, Mr. Jaiprakash has the option to adopt
cost incurred by the previous owner or fair market value as on 01.04.81 as cost of acquisition as per
section 55(2)(b)(ii). In this case, it is more beneficial to him to adopt the FMV on 01.04.1981 as the
cost of acquisition of the house property. However, indexation benefit will be given effect from the year
in which Mr. Jaiprakash first held the asset i.e., P.Y.2005-06. As per section 51, the advance money
forfeited and retained before 01.04.2014, as a result of failure of the negotiations, would be reduced
from the cost of acquisition for determining the indexed cost of acquisition for the purpose of
computing capital gains.
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Computation of indexed cost of acquisition

Particulars Rs.
Cost of acquisition 8,30,000
Less: Advance taken in the previous year 2011-12 and forfeited (6,50,000)
Cost for the purpose on indexation 1,80,000

3. Exemption under section 54EC is available if the capital gains arising from transfer of long-term capital
assets are invested in long-term specified assets, namely, bonds of National Highways Authority of
India and Rural Electrification Corporation Ltd. within 6 months from the date of transfer. As per
second proviso to section 54EC(1), out of capital gains arising from transfer of one or more capital
assets in a financial year, the investment eligible for exemption cannot exceed Rs. 50 lakhs, whether
such investment is made in the same financial year or in the subsequent financial year or in both the
years in this case, Mr. Jaiprakahsh has invested Rs. 30 lakhs in RECL bonds in the F.Y. 2015-17 and
Rs. 35 lakhs in NHAI bonds in the F.Y. 2017-18, both within six months from the date of transfer.
However, he would be eligible for exemption of only Rs. 50 lakhs under section 54EC for investment in
such bonds.

4. Advance of Rs. 7,00,000 taken by Mr. Jaipraksh in June, 2016, which was forfeited due to the
transaction not materializing, is taxable under section 56(2)(ix). Hence, such amount would not be
reduced to compute the indexed cost of acquisition while computing capital gains on sale of the
property in November, 2016.

THEEND

3
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