
	 





         Capital gains 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SEC 45 Sec 55A

learning objectives
charging section
meaning of capital asset
Negative list of capital assets
Types of capital asset
Determination of period of holding
Defn of transfer
Transactions not regarded as t's
Transfer when it is complete effective
scheme of computation
concept of Full value of consideration
FVOC Notional basis
Treatment of expenditure on transfer
concept of cost of acquisition
concept of notional cost of acquisition
cost of asset to previous owner
When COA FMV
COA in case of depreciable assets
concept of cost of improvement
CG in conversion of capital asset into 5 1 T
Ca conversion of Firms
Ca in case of non residents
Ca in case of transfer of bonus shares
Ca in case of rights shares
ca vis a vis liquidation
CG on buy back
CG on Land building both
Reference to valuation officer
Ca exempt from tax
other related concepts
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        SEGMENT 1 - BASICS 
 
   1. Charging section [Section 45(1)]   
 
 
 
   a.Conditions for chargeability: 
 
 
 
 
 
 
 
 
 
 
 
 
 
   b.Other analysis 
 
 
 
 
 
 
 
 
 
 
   c.Definition of  Capital asset [Section 2(14)] 
 
 
 
 
 
 
 
 
 
 
 

PY of ch py of t's

cond Particulars Remarks
1 There should be a capital CA asdefined

asset in 5.21147
2 capital asset is transferred T'sas define

by the Alee in5.2647
3 Transfer takes place during subject to

py exceptions
4 Profit gain arises as a

result of such transfer
5 such capital gain is not

exempt us 54 544

In some cases ca arises even if no
transfer has taken place
In some cases Ca is taxable in a year
other than the year in which CA told
Profit gain arising w H ca is taxable
irrespective of amount This is due to us
of words 1 Any

Amendment in section 2 14 b 2114 c

summary

means does not include

a b c i ii iii iv v vi
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I capital asset means
cat

It is any property
The words any kind represents that
it can be
movable immovable
Tangible intangible
Fixed circulating

IF it is a transfer of capital asset
then income is taxable wilt ca only
though it is used for BIP
The words held represents a owner
ship on the CA generally

b w e f 1 4 26

Upto AY 25 26

Amdt wet 1.4.26
FII securities

notified
by SEBI INV securities

notifiedcapital asset
d

under SEB
or IFSCA
Act

capital asset
Note IF FII invest in Indian securities in acc

with SEBI regulations even though they
held it as S.IT it is deemed as CA only
and resultant gain loss is chargeable u HCG
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Parliametary comment on F 1.1 categorisation
clause
in Act
2014

summm FundF EnP manager Indian

securities Buying selling
securities is aninvestment OCB

capital asset FII POV
securities

stock in trade FM POV

similar amendment made in FA 2025 wet
1.4.26
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C

deleted w e f 1.4.26

Negative II capital asset does not include
list of
capital
assets S 1 T

consumable Held for the
stores purpose of BIP

RawmaterialsI
surplus on9 1 195 chargeable vis
28

Personal effects are movable only
It includes wearing apparel furniture
They are held for personal use by
Alee or
Dependant family member of Alee

Following though used for Alee
personal purposes cannot be regarded
as personal effect
Jewellery Archaeological collections
Drawings Paintings sculptures
Any work of art

Because the aforesaid CA gain their
values naturally
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Gold silver coins used as ornament to
deities personal effect
section used words use not for the
purpose of his personal use 1

Maharaja Rana Hemantsingh Vls CIT
occasional use is it personal effect
some clothes are held by Alee only for
use in ceremonial occasions Though
they are not used regularly or no
at all used since it HELD to be
used only for personal use it is treat
ed as personal effect
CIT VIS Usha Rani
Jayantilal Shah Vls CIT
car scooter etc used for personal
purpose is treated as personal effect
securities is not a personal effect
Jewellery Is it a personal effect
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Agricultural
Land

Urban AL Rural AL

capital asset capital asset

Any A L not being
V A L is treated as
Rural A L

Urban Agricultural land
A Diagramatic presentation

land municipality
Area population

107000

As per the latest census as at 1st day of
previous year

Any agricultural land situated in any
area comprised within the jurisdiction
of a municipality having population of
atleast 10,000
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B Diagramatic presentation
Land

Distance
2km

municipality area
population
10,000
1,001000

Land
Distance
6km

municipality area
population
11001000
10,001000

Land
Distance
8km

municipality area
population
10 00,000

Note
Distance is the shortest aerial distance
Not to be measured in terms of approach
by road

III Explanation
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II Notes
To attract a charge of tax U HCG the
property should be a CA on the date of
to Need not be CA on date of accun

Expin 1 is inserted to clarify that the
term property includes any rights in or
in relation to an Indian co including the
rights of mgt control
inserted mainly to cover holding
subsidiary influence

An analysis on insignitance of accun ofC

A ee

Agricultural accun still it is treated as
income land a CAonly
income Nature of asset doesn't
exempt change based on how

it is acquired

Asset vis capital asset

a capital asset b Asset

It is a specific term the term asset is
defined for taxation broader and more
purposes comprehensive than
with some exclusions capital asset

It includes also the
exclusions of CA

Note in section 46 law uses the words
assets rather than CA and thereby
exclusions of CA are there by included
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Illegally encroached property donot
come under the defn of CA as it cannot
be said as I held

Non compete fee though a capital
receipt is not taxable u H ca since
the element of cost of acquisition
is missing Acquisition donot exist

Held vis legal ownership
The term held in context of 5 2 14
involves understanding of various forms
of possession control over the property
beyond just legal ownership
where sa handed over mgt of industria
estate in 2006 but finally registered
in 2015 it is held that the assessee
I HELD the property since 2006
Stewarts VIS Lloyd India Ltd 2016
Kol tri

Illustration 1

solution
AS per sec 2 14 rural agricultural lands
in INDIA capital assets
In the given case farmer sold rural AL in
Nepal i e ols India therefore it is a CA
attracts catax
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   2. Types of  capital assets [Section 2(42A) + Section       
        2(42B) + Section 2(29AA) + Section 2(29B)]   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

I Why capital assets are divided into long
term short term
The tax incidence u H ca depends upon
whether the Ch is STILT Tca is gener
ally taxable at lower rate

II summary of the concept

short Long
term term

STCA STCG LTCA LTCG

5 2 42A 5.2142B 5.2129AAI 45.262913

A Short term

1 Definition of STCA section 2 42A

at STCA shall first quality as a capital
asset

b General purpose holding period
w e f 23 7 24

24m immediately preceding
the date of transfer
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c special case of HP
security listed on any RSE
Units of UTI
Units of Equity oriented fund
zero coupon bonds

12m immediately preceding
the date of transfer

d Tabular presentation Broader analysis

Transfer took place
Particulars on after Before

23 7 2024 23 7 2024
1 listed Ea Pref 12M 12M
shares

2 Listed debentures 12m 12m
or Bonds

3 Listed Govt secs 12m 12m
derivatives etc

4 listed units of 12m 12m
UTI

5 Unlisted units of 12m 12m
UTI

6 Units of Equity 12m 12m
orientedfund listed
7 Units of EOF 12m 12m
unlisted

8 Listedunits ofDebt 12m 36M
oriented fund

9 unlistedunitsofDebt 24M 36M
oriented fund

to'Listed ECB
l unlisted'ZCB

12m 12m
12m 12m
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Transfer took place
Particulars on after Before

23 7 2024 23 7 2024
12Unlisted Ea Pref 24M 24M

shares
13 unlisteddebentures 24m 24M

Cor Bonds
14Unlisted Govt secs 24M 24M

derivatives etc
15 Immovable poop 24M 24M
16Any other movable 24M 24M
property

e Illustration
1

FA2025

solution

Alee Asset min HP P O H Nature
House 24M 14Mt 27d STCA

y listed shares 12m 14Mt2Fd LTCA
2 units of EOF 12m 12m 3d LTCA
B Diamonds

fothermov 24M 24M TCA
asset

c unlisted 24M 24M LTCA
shares

In case of assets accu by way of gift etc
sec 4911 will attract POH of previous owner
shall also be considered
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2 Defn of STCG Section 2 42B

3 Defn of LTCA Section 2 29AA

4 Defn of LTCA section 2 29 B

Note Period of holding as provided in the
explanation to 5 2 42A will be discussed
at the respective area
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       3. Transfer concept 
 
   a. Definition of  Transfer [Section 2(47)] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

means

Enly
strict

includes

aTso
Liberal
or

fiction

Analysis

Definition is inclusive in nature includes
Definition is applicable only if such transfe
is in relation to a capital asset
sec 247 reads as
transfer in relation to a capital asset
sale is a transfer as per S 2 47 i

Agreement

seller competent Buyer
parties

ofownership
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Exchange is a transfer

poop

person 1 Person 2

poop

conversion of pref shares
into Equity shares

Relinquishment is a transfer
Relinquish withdraw

abandon
cease to hold

Relinquishment should be in relation
to asset
In case of relinquishment the asset will
be given up by the person and continues to
be held by some other person
CIT Vls Rasiklal maneckla SC

Extinguishment is a transfer
Extinguishment generally means
total destruction
termination
Extinction of capital asset
Extinguishment is used in relation to
rights not asset
Eg Reduction of share capital

Notes
Redn of pref shares sale Transfer
Redn of SC extinguishing rights Tb
Kartikeya Sarabhai Vls CIT

Distribution of capital assets T's UIS
upon firm dissolution 45 4
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Partner brings his capital asset into
the business T's S 45 3

Transfer on compulsory acquisition
As per sec 2 47 Iii
compulsory acan of capital asset
under any law is regarded as t's

will be discussed in detail at 5 45

conversion of CA into S 1 T
will be discussed in detail at 5 45

maturity of 2 CB T's 5 2 47 iva
To years TIO

Issued Redeemed

discount par
say 300SAY

280 CG

POA transactions
There is an agreement in writing b w

buyer seller
Pursuant to that agreement seller
is giving possession of that property
to the buyer
Buyer paid an agreed consideration
to the seller
BUT conveyance deed is yet to be
executed regn is pending

IN SUCH CASE though legal ownership
is not passed still it is regarded as
a transfer
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Txn providing the enjoyment of Immovab
property

co op Housingsociety
1 2 3 4

500 501 502 503 legal
owner

900 901 902 903

997 998 999 1000

one
residential unit
1000 members
I unit to each to enjoy IP
co op society some outsider
mobilsed funds

By virtue from members Cn Transfer
ofmembership

transferred misnip
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b. Transfer - when effective? 

 
    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   
 
   c. Computation of  Capital gains [Section 48] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

from the Judiciary

Property

movable immovable

title to a movable
property passes at General In case
the time when the case of POA
property is delivered
pursuant to contract title will not
of sale pass till the supra

conveyance
deed is ext

Actual symbolic constructive regd

But t's is

Alapativenkataramiah effective not
VIS CIT SC from DOR but

from DOE

schedule of computation

SNO Particulars Am F
1 Full value of consideration FOC X X X
2 Expenses on transfer Note X X X
3 Net consideration I 2 X X X
4 cost of acquisition x x x
5 cost of improvement x x x
6 capital gains 3 4 5 X X X
7 ExemptionsUls 54 54 H Note X X X
8 Taxable capital gain 6 7 X X X
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Note

1 only such expenditure incurred wholly
exclusively in connection with such transfe
shall be considered

2 Exemptions uls 54 544 are not available
to LT ST Ch in same way some exemptions
are not allowed in case of STCG
will be discussed separately in exemptions
segment

3 Treatment of securities ten tax STT
7thproviso to 5 487

In case of purchase of

or

Eq 8h thro a units of Business
RSE toust thro RSE

pay S T T

allowed as a exp
in relation to to
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   d. Transactions not regarded as transfer [Section 47] 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1 opening note
section 47 covers circumstances which
are not regarded as transfer U H ca

Therefore even though a capital asset is
involved still it is not regarded as the
and hence no tax liability U H ca This
can be understood as under
charge of tax U H CG

case CAUIS2114 TheUIS47 CG

x x
3 x
4 X x x

covered Uls 47

Sec 47 is not an independent section
it is dependant on many interlinking
concept one should harmoniously read
in that connection sections that need
cross reference includes

sec2 24
5 5612 IX X

5.51
5.49 1 5.494

5 55
5 2 42
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   a. Partition of  HUF [Section 47(i)] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2 situations and analysis

Analysis
Thea If findergoing the partition
In the due course of partition capitalassets
are distributed to family members
such distribution Transfer Uls 47 i

sec 45 1 tax on Ca
HUF

1 2 3 4 5
6 7 8 9 10
11 12 73 14 15

is s a
No of members 10

HUF is getting
partitioned f each this is seen as
member of HUF is a relocating of
entitled to 2 CAS CA to the joint

owners who already
own it

Holding period for transferee in case of
subsequent transfer HP of previous owner
is included expl 1 i b to sec 2 42A

r w sec 49 I II
cost to transferee cost to previous

owner improvements
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Illustrations
1

A since HP being a CA is given at the time
of partition it is not regarded as transfer
Hence no tax on capitalgains

2 Q

RTP FA2025

A This attracts 3 concepts namely

Tax treatment Tax treatment Determination
in Hands of in the hands of period of
HUF of family holding

member

19 by s Dealt by5.4961 Dealt by s
5.45 1 2 42A

Not 9 Hr It is a th ca LT ST
depends on

No ca tax tax on Ca POH by prev
owner

COA Jost to P.O

Tax FYOC 6190,000 POH from
COA F 5,101000 1 4 23 15 3 25
STCG 1180,000 lessthan24m

STCA
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3 Illustration explaining rationale behind the
provision

HUF1
casefacfamily members Y

Bls as at march 31 2024
Liabilities Assets
capital alc

60,000
0

1
PP M

000
1 501000 1,501000
21101000 21101000

other details
House I COA 10,000

DOA may 3112023
House II COA 40,000

DOA July 10 2023

2 options available in the course of partition

Option 1 option 2

HUF may sell House HUF instead of distributi
I II and the sale ng cash after paying
Cn Ca may be ca tax may distribute
divided b w x y the assets directly to

y and that distributi
In this case there on is not a transfer
is an immediate thereby no ch tax
burden of Ca tax Therefore the capital

appreciation i e 2501000
in case of it I and
21110,000 in case of H II
is not subject to cater
But this not a permanent
exemption If x sells
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b. Gift by Individual or HUF [Section 47(iii)] 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

H I to an outsider on
April 30 2024 267,000
then not only his gain
of 7,000 but tax free
capital gain of 2501000
which is not subject to
tax earlier will also be
tax U H ch

F
FUOC 671000
COA PO 10,000

849 1 CG mr X 571000

Amdt w e f 1 4 25
provision

prior amendment Post amendment
Any t's of CA byany Any transfer of CA
person under a gift by individual HUF
or will or an irrevoc under a gift will IT
able trust is not is not a transfer
a transfer
Rationale of amendment
prior to amendment company's used argue
that gift by them will not attract Ca tax
To plug this lacuna FA2025 made an amendment
removing companies and including only individua
HUF

1 Basic provision
There is a transfer of CA
made by Individual HUF w e f 1 4 25

A to any person
Transfer is made as a Gift will irr bust
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TransferUls 47

54575.48
2 Inter connected provisions S 49 1 5.49 4

5 56 2

section 49

section 56 2 x
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Expin d below sec 56 2 Vii

Exp n below 5 56 2 X

3 Holding period Expin 1 i b to 5.2142A
POHCPO shall be added

4 Analysis
Gifted CA unless he suffer

tax UIS56 2 X

Donor Transfer Donee
S47 Iii

5 45 AcquiresCA
s 487 Uls 49 1 mode
cax
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Summary

Gifted CA

immovable specified Anyother
prop movableper property

5.4991
taxed Uls Not COA

taxed Uls Not5612 x b taxed
saying taxed

A

5.4911 5.4961
mode mode 5.4911 5.4961

mode mode
COA SPY COA COACPO
5.494 5.4901 COJ.EE

YCOA COACPO
5.491
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concept dealt by 5.56 2 X

a b C

Gift of Gift of Gift of
sum of any imm any sped
money property mov prop

P
PY
P2 P3 No ñ inadequateon

Cn

7 50,000 A B
P
PY
P2 P3 Noch Inada

Gift Taxed Cn
V HIFOS CN
PYCCH PYC8 t IP SDV Refer

7501000 below

Gift Taxed
U HIFOS
PY Ch PY rec't P

PY
P2 P3

P
P
P2 P3

9 17io
Gift TaxedCncs
U HIFOS
PY ch PYCrec

SDV CN SDV CN B
7250,000 10 ofCn

SDV Cn P
P
P2 P3

chargeable to tax
UIH IFOS
PY ch pycrect chappy

5750900

ChCFos
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Notes
under pt a c we should consider the
aggregate value where as under pt b it is
independent value of one IP
SDV which date DOA DOR

General special
case case

SDY on the DOR
is relevant

SDV on the DOA
is relevant if
following 2 conditions
are satisfied

whole part of Payment of
Cn is paid agreed on is
on before the made by way
DOA

Alc pleecha
Alcplee B D
e clearance
system

proviso
If the above mentioned gifts are receive
from
lis any relative
ii on occasion of marriage of individua

etc
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computation of FMV Rule 11UA

I specified movable properties
not being shares securities
FMV Price which these could fetch

if sold in the open market
on the valuation date

Date of DOA of
gift sped MP

II Shares securities

Quoted Non Quoted

Acad EQ 8h otherthanAcad
EQ 8hthrol other than

RSE throl a RSE Refer
next price as decided

Txn value page by merchant
banker or FCAFTY

Traded on Not traded
valuation on valuation
date date

FMV FMV lowest
Lowest price price quoted
quoted on on closest date
VD imm preceeding

the VD
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Fmv in case of non quoted equity shares
Illustration
Gifted

nonthioted y
ea shares
of ABC Ltd

FMV to be calc
as per this rule

B S of ABC Ltd
liabilities Assets
Eq Shcap xxx spedMov

POOP FMV XXX Note Bl
ois Pais xxx shares Xxx Note

L sec FMV C

imm.ph
xxx

D
otherassets xxx

BV A

Note
sped movable property means
shares sec

Ithakigical collections
sculptures
Drawings
paintings
work of art
Bullion

shares sec on assets side invested by the
co also are to be calucated as per tha
rule
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FMV

ff PE
value

PV paidup value of gifted shares
PE paid up ea value of shares
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c. Transfer by Holding Company [Section 47(iv) r/w section 2(42A) + 
section 49] 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1 As per section 47 IV

H.CO S.CO
Co 1 CO 2

T.EU'SHolds 100 Indian CO
g 455 cap in S.CO

either by itself 5 48
102 by its n'ees

Note It covers only immediate subsidiary
and the defn as stated in 5.2 87
of companies Act 2013 do not apply
Kalindi investments P Ltd Vls CIT

Chug He

2 As per section 49 1

COACS.CO COA to the previousowner
COA to parent company

3 Period of holding Expl 1 i b

POHCS.CO include the POH to P.OCHCO
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d. Transfer by Subsidiary Company [Section 47(v) r/w section 
2(42A) + section 49] 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1 As per section 47 V

H.CO S.CO
Co 1 CO 2

T.EU'SHolds 100
5 cap in s.co Indian 5.45
either by itself co 5 48
102 by its n'ees

Note It covers only immediate subsidiary
and the defn as stated in 5.2 87
of companies Act 2013 do not apply
Kalindi investments P Ltd Vls CIT

caujite
2 As per section 49 1

COACH CO COA to the previousowner
COA to subsy company

3 Period of holding Expl 1 i b

POHCH.CO include the POH to P.OCSC
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e. Transfer in scheme of  amalgamation [Section 47(vi) r/w section 
2(42A) + section 49] 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

f. Transfer in scheme of  amalgamation of  foreign Company [Section 
47(via) r/w section 2(42A) + section 49] 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

i If The
A'ing amalgn Alef 5.45
Ltd CY LtdReconstituted

8

Indianco

2 COACH'ed Co 8k co
S 4997

3 POH Aled co includes POH of
Aing co explici b

to 5.2142A

Thof1 F CO F CO
shares o

n'g a'Ed indianco

82
9 ca on such

T's in the
country in which

SH Fffled A'ing co is inc
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g. Transfer in amalgamation of  Banking Company [Section 47(viaa) 
r/w section 2(42A) + section 49] 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

T's 5.145
CA

Bank 1 Amalgq.mg Bank 2 948

POH COA to acquirer supra

common interlinkage for pts C g

proviso I to s 56 2 X reads as under

CA
POH 1 POH 2 Total POH

POH 1
POH 2

Tax CA
IFOS
556 2 X

5.48 proviso

Note All sections on clause Vi Vii relating
de merger etc are dealt separately in
a chapter called Business re organisation
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   INTERCONNECTED PROVISION [SECTION 47A(1)] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

I Basic provision
claimed
exempt
UIs 47 IV w 0 SI1.8 s V 4

Exemption will stay intact only if
2 conds are satisfied

C 1 C 2

subsidiary Tlee co doesn't
continue to convert CA
be wos into 5 1 T

syss

DOT

II consequence of violation
Exemption granted Uls 47 iv V shall
be withdrawn
T 1 of Py tr recomputed
Section 155 FB apply
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sec 155 FB reads as under

years

EndToife
limit for passing
amendment

1 1 on
order

III consequences on Thee

since the exemption granted is withdrawn
acquisition shall be considered under s 4961
therefore
COA Tee COA by PO
POH Tee incl POH by Po
CoA Tee Actual COA 5.49 3

POH Thee Actual POH
5 4913 reads as under

other concepts on Hr will be covered
separately at the end of this chapter
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   4. Special cases of  transfer (Part - 1) 
 
 
 
 
 
 
 
 
    
   a. Distribution of  assets by companies in liquidation [Section 46 and all 
        other relevant provisions] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Distribution of assets by companies in
liquidation
Reduction of share capital
Buy back of shares amendment
Reverse mortgage

1 As per section 46 I

The opening lines notwithstandinganything
contained in section 45

clearly show that section 46 shall operate
independent of section 45

Distribution of assets by companies in Lian
is not a transfer Uls 47 as per section46 1

2 concept dealt Diagramatic presentation

Distribution Transfer
45.46617

Assets
which incl

co cap assets SH

Liquidation

545
in the hands of co

CG X
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3 Interconnected section 5.2622 C

impact in the hands of SHY

Distribution attributable
proportionate

En 8th shareholder
capitalised

as on the date non capitalised
of Lian ofCO

Deemed as
dividend

Accumulated profits

capitalised non capitalised

Bonus share shown as a
included in part of Rts
the capital

B S
sh capital F 100L
includes200 capitalised AP
Bonus shares

qRts non capitalised AP

AP F 20L F 80L F 100L
cap Non cap
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4 Tax implications on Lian special case
Sec 46 2

Diff
CO SH

Chneedsto
becomputed

money otherassets
age

logical explanation
Jaya Krishna Hari Vallabha das Gui
Vijay Kumar Budhia SC

company goes into liquidation
upon Lian company comes into an end
shares of company ends
Rights in such shares ends
End of right extinguishment Uls2647
extinguishment of rights Transfer

m ney
py ch Pucdistn

otherassets
co SH I'm heyi m
Lian FMV other

assets
excluding DIV Uls
dividend 2 22 C
0152622 C COA COA Sh

Sec 46 2 uses the words receives any
money other assets
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5 Period of holding sec 2 42A r w expl
i i a

POH end on the day preceeding
the date of Lian

Date of accon Date of Lian
Held Distn

Determination Relevant for
of HP Ca compn

extinguishment
happened

py T's

6 Tax implications on subsequent transfer
sec 55 2 b Iii COA of CA

COACCAacqondist FMV CA on
date of

Distn of distn
CA n

CO SH Buyer
Lian

to compensate
FVOC SalevalueEOR upon the
COA FMV on Date ofLian of CO

5.55 2 b iii distr
54612

POH starts on the date
of distn by the
company
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7 Tax implications if couldn't be charged
UIS 46 2 s 49 1 III C

Discthof u n

CO SH Buyer
Lian

to compensate
EOR upon the FVOC Salevalue
Lian of CO COA FMV on Date of

5.55 2 b iii distr
54612 not ascertainab

5.49 1 iii C
CCOA to the
previous owner
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8 Illustration
Facts
X purchases 4000 equity shares in 4 Hd on
16thapril 2004 2 8h
y ltd goes into Lian on June 30ᵗʰ2024

BIS as on 30thJune 2024 F
40,000 ES 4100,000 10,000Debs of 21 28,00100
Flo each

ACC profit 30100,000 cash in Hand 6100100

Total 34,001000 34,001000
Debentures are listed 9 7 Fstmay 2023

Assets are distributed to SH
gets 1,000 deb's in ZHd MV 2180,000
also got 601000 in cash on June 30th 21
transferred on 6th april 2025 1,000 debs

for 3110,000
Explain tax consequences

I Tax consequences in the hands of CO
AS per S 46 1
Distribution of assets by the company at
the time of liquidation transfer 5 45
5.48 CG
Nothing is taxable in the hands of
company U H CG

II Tax consequences in the hands of SH
This has to calculated in 2 different
scenarios
a upon distribution

Deemed dividend uls 2 22 C

capital gains Uls 46 2
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b upon re transfer
capital gains vis 55 2 b Iii

calculations are as under

ca b
upon upon subsequen
distribution transfer

FVOC F 3,101000
As per Asper sec COA F 2180,000
section 4662 FMV on
2 22 C Date of

Anydistribution distr
Anydistribution over abovethe
to the extent deemeddividend

9 301000

of AP Dividend component POH 30thJune
24 to 6th

of SH 10 moneyrecd F 60,000 april 25
10 of SC 2401000 t MV ofassets 2,801000
Actually Deemeddiv F3,00000
recd F 3,401000 FYOC F 40,000
Deb's 2180,000 4 COA 8,000
cash 60,000 CG LT 732,000

Amt paid 300,000
till dateof lian

out of AP
2

Taxable U H IFOS
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       b. Reduction of  share capital (Section 2(22)(d) + other relevant sections) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

tax implications

I Bare provision S 2 22 d

5 2 22 d

Dividend
includes

Distribution Deemed as
dividend

CO SH
upon reduction
of share capital

To the extent of
AP on date ofdistn

capitalised non capitalised

II Exclusions from deemed dividend

sec 2622 i Sec 2622 V

Redemption of Reduction at the
preference shares time of demerger
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1 sec 2122 i

Distribution to pref SH upon redemption
of PS Dividend uls 2 22 d

2 sec 2 22 V

At the time of demerger the SC of the
demerged co is reduced and resulting
co will issue shares to the SH of D.CO
such distribution of shares Dividend

0152622 d

shares Demerger SC
distributed

Dinfidend
DS
coy Uls2122 d

III Accumulated profits of Alting co
EXPI 2A To S 2 2277

Amalgamated

A ltd B Ltd

Aingco AltedCo
BIS

RTS XXX R S XXX
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IV capital gains Karthikeya V Sarabhai
CSC
G Narasimhan SC

upon on ROSC

extinguishment of rights
Jansfer

capital gains need to be
computed

Balahce to's P 99,19 1 1pe
The amount rec'd by the SH on Rose
is subject to capital gains Upon ROSC
the rights of SH in dividend and net
assets on liquidation is extinguished So
will be attracted where a company reduce
the face value from F 1,000 to 50 8h
by paying F 950 8h to the SH of the
company

1 FYOC money FMV other assets
Dividend Uls 2 22 C

2 COA COA of extinguished part
of shares

Illustration
upon ROSC in a co

share
Extinguished Non extinguished
Part Deductible Part

COA
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Lets say Sn
Reduction F 600

Revised FV 8h F 400

share

Extinguished Non extinguished
part part

F 600 E 400
F 1,000 1,000
60 40

COA

EP N E P

F 1,500 60 0 1,500 40
F 900 2.600

I Illustrations

a BIS
Ea 8h cap 2 2,001000 Assets F 3,001000
Bonus 8h
of 50,000 P L Dr F 1100,000
Creditors F 21001000 Balance

F 4,001000 F 4,001000
company reduces Sh Cap by 1,001000 by
setting off P L Dr Bal
solution
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There is no deemed dividend Uls 2622 d
since
Company has no acc profits except BS
No distribution of assets to SH

b
BIS

Ea 8h cap 2,001000 Cash F 2 50,000
Bonus 8h

P L Dr F 1150,000of2501000
F 2,001000 BalanceReserves
F 4,001000 F 4,001000

case I company reduces capital by F 1,501000
by setting off P L Dr balance

case II company reduces capital by F 1,501000
by refunding the cash to SH

solution
case I Not a deemed dividend supra
case II
a computation of acc profits
Reserves F 2,001000
P Dr F 1 50,000

4 Bonus capital F 50,000
AP total F 1 00,000 Deemed as

div Uls 222Cd
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   c. Reverse Mortgage - Tax implications [Section 47(xvi) + Sec 10(43)] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

I concept of normal mortgage

Loan
Lumpsum

Mr A Bank
mortgages his HP
security

Re paid in EMI's

II concept of reverse mortgage

a During his
substinence mortgaged

his HP

Loan inmy_A Bank
periodic instalmentS C

throughout his life

b Upon his death

pam
sells HP

Buyer
pay on

1 Appropriated towards
loan Ols interest

2 Balance left out
given to legal heir
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III Exempted transfer

UIS 47 XVI

Reverse mortgage

transfer CG computation
comes only if ban

5448 sells property

IV Exemption UIS 10 43
Periodical sum rec'd Taxable

Exempt UIS 10 43

RM Arunachalam SC

Loan
Y

mortgaging
Later mr dies

repays loan
son
inherits 101s int

release the mtg
Lateron

son sells Buyer
Cn

5.45 COA CS 49 D

I 948 COACPO X X X
Loan paid xxx
put off XXX
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conversly keeping all facts intact if the
mgr doesn't die he releases the mtg by
paying loan ols interest then previous
case law shall not apply

COA Actual COA

Jagadish Chandran SC
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   d. Buy-back - Tax Implications [Section 46A +Section 2(22)(f)] 

Amended w.e.f  1st October, 2024 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Prior amendment Post amendment
For coFormestic company No tax

shall pay tax
23.296 20 12 48 For SH
on Refer sec 46A
Buy back price XXX S 2 22 t

f issue price incl XXX
premium
Taxable part X X X

For SH
Exempt UIS 10 34A

I section 46A

II section 2 22 f
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111 Tax implications
a Sec 46A

Cn BB

cais
co calculated SH

as under

particulars F
FVOC NIL proviso
COA XXX
STCL LTCL XXX

PY Ch PY BB

b sec 2 22 f

Cn BB

Defmed
co as dividend SH

Illustration

1 Tax implications in hands of company
Ltd is not liable to pay any tax

2 Tax implications in hands of SH
A U HCG

of 000
LTCL 54,000

This can be slo only against LTCM incy
This can be clf to slo x TCG SAY
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B U H I FOS

F 1 80,000 recd on BB Dividend
tax normal
rates
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