1.What is Capital Gain? 
Capital gain is the gain which arises from the transfer of a capital asset.

Any profit or gain, which arises during a previous year, is chargeable under the head "capital gains" under Section 45. For a gain to be charged under the head "capital gain," it should arise due to a transfer of a capital asset. Such a profit or gain should not be exempt from tax under sections 54, 54B, 54D, 54EC, 54ED, 54FD, and 54G of Income Tax Act. 

2.What is capital asset? 
Under section 2(14), property of any kind, held by any assessee, is a capital asset for the purpose of Income Tax Act. However, the following assets are excluded from the definition of capital assets.

1. Any stock in trade, consumable stores or raw material, held for the purposes of business or profession. 

2. Personal effects of the assessee, i.e. movable property, including wearing apparel and furniture, held for his personal use or for the use of any member of his family, dependent upon him. 

3. Agricultural land in India, provided it is not situated (a) in any area within the territorial jurisdiction of a municipality or a cantonment board, having a population of 1000 or more or (b) n any notified area. 

4. 6.5 % gold bonds, 1977 or 7% Gold bonds, 10980 or National Defense Gold Bonds, 1980,issued by the Central Government. 

5. Special Bearer Bonds 1991. 

6. Gold Deposit Bonds, issued under gold Deposit Scheme, 1999. 

3.Is jewelry treated as a capital asset? 
Yes, jewelry is treated as a capital asset even though it is meant for personal use of the assessee.

4.If the property is connected with the business or profession of the assessee, will it be treated as a capital asset? 
It makes no difference whether or not the property is connected with the business or profession. Property of any kind, held by any assessee, is treated as a capital asset except those assets, which are specifically excluded as capital assets as mentioned above.

5.Which type of property is considered as a capital asset? 
Capital assets include movable assets, immovable assets, tangible-intangible assets, incorporated rights.

6.Which type of rights are held to be a capital asset?
The following rights are held to be a capital asset:

1.  The right to obtain conveyance of an immovable property 

2.  The right conferred on a lease under a lease deed 

3.  The right of tenancy under West Bengal Tenancy Act 

4.  The right to subscribe for shares 

5.  Right to claim specific performance of agreement. 

7.Is the goodwill of a business considered to be a capital asset? 
Yes, goodwill of a business is considered as a capital asset.

8.Which type of jewellery is treated as a capital asset? 
Jewellery that is deemed to be a capital asset includes the following:

a) Ornaments, made of silver, gold platinum or any other precious metals, whether or not it contains any precious or semi precious stones and whether or not worked or sewn in to any wearing apparel.

b) Precious or semi-precious stones, whether or not set in any furniture, utensils or other article or worked or sewn in to any wearing apparel.

9.When are personal effects of the assessee not held as a capital asset? 
Personal effects are not capital assets under section 2(14) provided it should be movable property and it should be held for personal use by the assessee or any member of his family, dependent on him.

10.Can loose diamonds, held by any assessee, be treated as personal effects? 
No, loose diamonds, held by an assessee, are not personal effects.

11For the purpose of Income Tax, what are the various types of capital assets? 
There are two types of capital assets, namely, long-term capital asset and short-term capital asset.

When an assessee holds an asset for not more than 36 months, immediately prior to its date of transfer, then such asset is a " short-term capital asset". If an assessee holds a capital asset for more than 36 months, it is deemed to be a long-term capital asset.

12.When is an asset that is not held for more than 12 months treated as a short-term capital asset? 
An asset that is held for not more than 12 months is treated as a short-term capital asset in the following cases:

1. Equity of preference shares 

2. Securities (like debentures, Govt. Securities) 

3. Units of UTI 

4. Units of Mutual Fund specified under section 10(23D) 

In the above cases, if the asset is held for more than 12 months, immediately prior to its transfer, then it is known as long-term capital asset

13.What is short-term capital and long-term capital gain? 
Capital gain, arising from the transfer of a short-term capital asset, is treated as a long-term capital gain.

14.Since capital gain is a result of transfer of capital asset, what is included in transfer? 
Transfer, u/s 2(47), in relation to a capital asset, includes sale exchange or relinquishment of the asset or the extinguishment of any rights therein or the compulsory acquisition therof under any law. Any transaction, which has the effect of transferring or enabling the enjoyment of any immovable property in part performance of the contact, it amounts to a , even though the legal ownership is not transferred. 

15.If a person becomes a member of cooperative housing society by acquiring a share, does it amount to a transfer for a person who transfer the shares? 
Transfer, u/s 2(47), includes any transaction, which has the effect of transferring an immovable property. When a person transfers the shares in a cooperative housing society, it transfers a right to occupy a flat by which the enjoyment of immovable property is transferred. Transfer of shares in a cooperative housing society is a transfer of a capital asset u/s 2(47).

16.Does the redemption of preference shares or the reduction of share capital amount to transfer? 
The redemption of preference shares is nothing but a sale of preferences shares by the shareholder to the company. Hence, the redemption of preference shares amounts to transfer within section 2(47). Reduction of share capital by a company, by paying a part of the share capital, is an extinguishment of right in shares by the shareholders and it amounts to a transfer. 

17.Which are the transactions that do not constitute a transfer with regard to Income tax?
The following transactions are not treated as transfer:

1. Distribution of asset in kind by a company to its shareholders at the time of liquidation. 

2. Distribution of a capital asset on total or partial Partition of Hindu Undivided family. 

3. Transfer of a capital asset by a company to its 100% subsidiary company. 

4. Transfer of a capital asset by a 100% subsidiary company to its holding company. 

5. Transfer of a capital asset in a scheme of amalgamation. 

6. Transfer of shares in an Indian Company, held by a foreign company, under a scheme of amalgamation  of the two foreign companies. 

7. Transfer in a demerger of a capital asset by the demerged company to the resulting company. 

8. Transfer of shares, held in an Indian Company, by a demerged foreign company to the resulting foreign company. 

9. Transfer or an issue of shares by the resulting company, in a scheme of demerger to the shareholders of the demerged company. 

10. Allotment of shares in an amalgamated company in lieu of shares, held in an amalgamation company. 

11. Transfer of a capital asset (being foreign currency convertible bonds or GDR) by a non-resident to another non-resident. 

12. Transfer of agricultural land in India before March 1, 1970. 

13. Transfer of a capital asset, (being a work of art, manuscript, painting etc.) to the Government, University/ national museum. 

14. Transfer by way of conversion of bonds or debentures in to shares. 

15. Transfer by way of exchange of a capital asset, being membership of a recognised stock exchange for shares of a company. 

16. Transfer of a land by a sick industrial company, which is managed by its workers cooperative. 

17. Transfer of a capital asset by a firm to a company in the case of conversion of firm in to company. 

18. Transfer of a capital asset, being a membership right held by a member of a recognised stock exchange in India. 

19. Transfer of a capital asset to a company in the case of conversion of proprietary concern in to a company. 

Transfer involved in a scheme of lending of securities. 


18.How is capital gain calculated? 
Capital gain is computed on the basis of the asset transferred. The method of computation of capital gain is given below:

Short- term capital gain

1. Find out the full value of consideration. 

2. Deduct the following:
a) Expenditure incurred wholly and exclusively in connection with transfer
b) Cost of acquisition
c) Cost of improvement 

3. From the resulting sum, deduct the exemptions provided by section 54B, 54D, and 54G 

4. The balance amount is short-term capital gain. 

Long-term capital gain

1. Find out the full value of consideration 

2. Deduct the following:
a) Expenditure incurred wholly and exclusively in connection with such transfer
b) Indexed cost of acquisition
c) Indexed cost of improvement
d)  From the resulting sum, deduct the exemption provided by section 54, 54B, 54D, 54EC, 54ED, and 54FQ, 54G. 

3. The balance amount is long-term capital gain. 


19.What is the full value of consideration?
The total amount, received by the assessee from the asset transferred by him, is known as full value of consideration. This consideration can be in cash or in kind. If it is received in kind, then the fair market value of such asset is taken as full value of consideration. Even if the full consideration is received is the same, the entire value of consideration is considered for computing the capital gain.

20.Which expenditure is deducted from the full value of consideration while computing the full value of Capital Gain?
Expenditure, which is necessary for the purpose of transfer, is considered as expenditure incurred wholly and exclusively in connection with transfer of capital asset. Expenditure, which is wholly and exclusively in connection with transfer of a capital asset, is deductible from the full value of consideration. Examples of deductible expenses are given below:
Brokerage or commission, paid for securing a purchase, cost of stamp, registration fees borne by vendor, litigation expenditure for obtaining compensation for the compulsory acquisition of land etc.

21.What is the cost of acquisition? 
The Cost of Acquisition of an asset is the value for which the asset acquired by the assessee. It also includes other expenses of capital nature for completing or acquiring the title to the property. Interest on money borrowed to purchase asset would be included in the cost of acquisition of an asset. The actual cost, incurred for acquiring an asset, is the cost of acquisition of an asset.

22.When does the cost to the previous owner become the cost of acquisition to the assessee? 
Generally, the cost of acquisition to the assessee is actual cost, incurred by the assessee for acquiring an asset. However, under section 49(1), if the capital asset becomes the property of the assessee by any mode of transfer as described below, then the cost to the previous owner is deemed to be the cost of acquisition to the assessee.

a) Acquisition of property or any distribution of assets on the total or partial partition of a Hindu undivided family
b) Acquisition of property under a gift or will
c) Acquisition of property:

· by succession, inheritance or devolution or. 

· On any distribution of assets on the dissolution of a firm, bodily of individuals or other association of persons (where such dissolution had taken place at any time before April 1987. 

· On any distribution of assets on the liquidation of a property. 

· Under a transfer to a revocable or an irrevocable trust or 

· On any transfer by a wholly owned. Indian subsidiary company from its holding company. 

· On any transfer by an Indian holding company from its wholly owned subsidiary company 

· On any transfer; in a scheme of amalgamation by the amalgamated company from the amalgamated company. 

d) Acquisition of property by a Hindu Undivided family, where one of its members has converted his self- acquired property into joint family property after Dec 31, 1964.

If a capital asset is acquired by the assessee in any mode as prescribed above, then the cost of acquisition to the assessee of a capital asset will be the cost, which had occurred to the previous owner. It is mandatory and there is no option in this case. So in such case, cost to the previous owner would be taken as cost to the assessee. If the previous owner himself has acquired the property in the above modes, then the previous owner of the property would be the last previous owner, who acquired the property, but not by means as described.

E.g. 'A' acquires a house property from his father under a will. When 'A' wants to sell this property, whatever cost his father would have incurred in acquiring a property, that cost would be a cost of acquisition to 'A' when he sells that property. If the father of 'A' had acquired the property by gift from his friend, then the cost to the friend will be taken as the cost of acquisition at the time of its sale by 'A'.

23.When can the Fair Market Value as on April 1 1981 be taken as the cost of acquisition? 
In the following two cases, the assessee may, at his option, either take the actual cost as the cost of acquisition or the Fair Market value as on April 11, 1981:

1. Where the capital asset became the property of the assessee before 1, 1981 or 

2. Where the capital asset became the property of the assessee by any mode, as mentioned in section 49(1), and the capital asset became the property of the previous owner before April 1, 1981.

However, this option to take Fair Market value is not available for goodwill of business, trademark or brand name, associated with business tenancy rights or the right to carry on business to manufacture,.

24.What is the cost of acquisition in the case of Bonus Shares, Right Shares and Right Entitlement?
If the Bonus shares are allotted before April 1, 1981, then the Fair of the shares value on April 1, 1981 of the shares is taken as cost of Acquisition is taken is zero.

The cost of Acquisition will vary in different situations for rights shares and Right, namely:

1. If the assessee becomes entitled to right shares on the basis of holding original shares, then the amount, actually paid for acquiring shares would be taken as cost of acquisition. 

2. If the Right shares are acquired by the tax payer, on exercising his rights entitlement, then the amount, actually paid by the taxpayer for acquiring the asset, is taken as the cost of acquisition. 

3. If the right shares are purchased by the person in whose favor the rights entitlement have been renounced, then the purchase price, paid to the renouncer of the rights entitlement plus the amount, paid to the company which has allotted the right shares, will be taken as cost acquisition 

25.What is meant by 'cost of improvement'?
Any expenditure incurred, by which the value of the capital asset is increased, is considered is cost of improvement. Any capital expenditure, incurred by an assessee for making any additional improvement to the capital asset, is considered as cost of improvement. Any expenditure, incurred to protect or complete the title to the capital asset, is also considered as cost of improvement and is deducted while computing the capital gain. However, any cost of improvement, incurred before April 1, 1981, is not taken into consideration. In other words, any capital expenditure, incurred on improvement of a capital asset before April 1, 1981 is not considered and is taken as equal to zero. Any expenditure, which is deductible in computing the income, chargeable under the heads, 'interest on securities'; 'Income from House Property'; 'profits and gains of business or profession' and 'Income from other sources'.

The Central Government has notified the cost inflation index for the purpose of long-term capital gains as follows:
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26.How is capital gain computed in the case of conversion of capital asset into stock in trade? 
From assessment year 1985-86, conversion of capital asset into stock-in- trade is treated as transfer u/s 2(47). In such a case, the fair market value of the capital asset, on the date on which it was converted or treated as a stock in trade, shall be deemed to be the full value of consideration, received as result of the transfer of the capital asset. 

27.What is a self-generated asset and how is capital gain computed in this case? 
When an asset is acquired or created, without any cost to the assessee, it is a self-generated asset. The transfer of the following self-generated assets is chargeable to tax under the head Capital Gain: 

1. Goodwill of a business, the right to manufacture, reduce or process any article or right to carry on any business; 

2. Tenancy rights, route permit, loom hours, trademark, brand name, associated with the business; 

28.When are capital gains exempt from tax? 
Capital Gains are exempt partially or totally under sections 54, 54B, 54D, 54EC, 54ED, 54F, 54G, and 54H

29.When is Capital Gain, arising from a transfer of a residential house, exempt? 
Capital Gain, arising from a transfer of a residential house, is exempt under section 54. This section provides the following:

1. An individual and HUF only can claim exemption 

2. There should be a transfer of a residential house property only, which should be a long term capital asset 

3. Residential house property means building on lands, appurtenant thereto, the income of which is chargeable under the head "Income from house property". 

4. To get an exemption of capital gain, which has arisen from a transfer of a residential house property, the tax payer should acquire a " new residential property" either 1 year before or within 2 years after the date of transfer of the residential house property; 

5. Otherwise, the taxpayer should constitute a new residential property within 3 years from the date of transfer of residential house property. 

6. Amount of exemption will either be the amount of capital gain, which had arisen on the transfer of the residential house property or the amount, which is invested in purchasing or constructing a new residential house property, whichever is lower. 

7. If the new residential house property, which is purchased or constructed, is transferred within 3 years, then the exemption which was given would not be available and it would be taxable in the year in which default is committed. It will be considered as a short-term capital gain. 

8. If the amount is not utilised for purchase/construction of a new residential house property till the due date of submission of return of income, then it should be deposited in "capital gains deposit account scheme" 

9. If the amount deposited is not utilised fully for purchase or construction of a new residential house property, then the amount, not so utilized, shall be treated as long-term capital gain of the previous year in which a period of 3 years from the date of transfer of the original aster expires. 

30.What are the provisions for which the capital gain, arising from any long-term capital asset, can be exempted?
Section 54 ED provides for exemption of Capital gain, arising from long-term capital asset. These provisions are as follows:

1. Any person can claim exemption under this section 

2. There should be a transfer of a long term capital asset only 

3. To get an exemption, the assessee should invest the whole or any part of the capital gain within 6 months in the following:
i) Bonds of National Bank of Agriculture and Rural Development or of National Highways Authority of India or of Rural Electrification Corporation or
ii) Bonds of National Housing Bank or Small Industries Development Bank of India. 

4. The amount of exemption, under section 54EC, is the amount of capital gain, which had arisen on the transfer of a long-term capital asset or the amount invested in Bonds, whichever is low. 

5. If the Bonds are transferred or converted into money or any loan/advance is taken on security of such bonds within 3 years from the date of their acquisition, then he capital gain, which was exempted, would be termed as income by way of long - term capital gain of the previous year in which the bonds were transferred. 

31.When is Capital Gain, arising from the transfer of a long-term capital asset such as units, listed shares or securities exempted? 
Under section 54ED, any person can claim exemption for capital gain, arising from transfer of any long term capital asset being units of UTI, listed shares or securities, provided the assessee invests the whole or any part of the capital gain in specific equity shares within 6 months.

The amount of exemption will be the amount of capital gain, which arises on transfer of capital assets being units, listed shares or securities or the amount, invested in specified equity shares, whichever is lower. If the equity shares are sold or transferred within 1 year from the date of their acquisition, then capital gain, which was exempted, would be charged as income by way of long-term capital gain of the previous year in which shares are transferred. 

32.Will capital gain be exempted if a residential house property is bought or constructed? 
Under section 54F, an individual and HUF can claim exemption of Capital gain by purchasing a residential house property or constructing a residential house property, provided that any long - term capital asset, other than a residential house property, is transferred. It may be a plot of land, commercial house property, gold, share or any asset other than a residential house property.

To claim exemption of capital gain, which has arisen from the transfer of a long - term capital asset, other than a residential house property, the assessee must purchase a residential house property, within 1 year before or within 2 years after the transfer of the long-term capital asset. If the Assessee is constructing a new house, it must be completed within 3 years from the date of transfer of the original asset. Construction may be commenced before the transfer of the original asset.

The amount of exemption will be the cost of new house x capital gain
Net sale consideration

This exemption can be withdrawn in the following cases:

    a) If the new house is transferred within 3 years of its acquisition
    b) If another residential house is purchased within 2 years of transfer of the original asset
    c) If another residential house is constructed within 3 years of the transfer of the original asset.

The Capital Gain Deposit Account Scheme is available if the amount is not utilised for purchase/construction of the new house.

New house means a residential house property.

33.What is the rate of tax on long-term capital gain? 
Long-term capital gain is taxable at a flat rate of 20% (plus surcharge plus education cess for the assessment year 2005-06

However, where long-term capital gain is covered by section 115AB, 115AC, 115AD or 115E, it is taxable at the rate of 10% plus surcharge, plus education cess.

If listed shares/securities/units are transferred and the benefit of indexation is not taken, then long-term capital gain is taxable @ 10%, plus surcharge, plus education cess.

34.Can capital loss be carry forwarded or set off? 
Under section 74, from assessment year 2003 - 04, long-term capital loss can be set off only against long-term capital gain. However, short-term capital loss can be set off against short term or long-term capital gain. Short term or long-term capital loss can be carried forward for eight assessment years, immediately succeeding the assessment year in which the loss was first computed.

