 
Cost & sale price difference
 
Q. I am an NRI settled in USA. I own a flat in Chandigarh which was purchased about five years back. I would like to sell it to a friend of mine. There will be a difference between the cost price and the sale price. Will the difference be assessable to tax in India? Is it possible to save the tax if so in what manner?  

A.  The difference between the cost price and the sale price would be taxable in India provided the same is more than the maximum amount on which tax is not payable by an individual for the relevant assessment year. The cost will be indexed so as to give you relief for the inflation. The cost inflation index for the year 2009-10 is 632. Such index is yet to be notified for the financial year 2010-11. 

The cost price would be multiplied by the above index and divided by the index applicable for the year of purchase. The difference between such indexed cost and sale price would be the amount of long-term capital gain. You can save the tax on capital gain by utilising the amount of capital gain towards the purchase of a residential house within one year before or two years after the date of sale or construct a residential house within three years of the date of sale. For this purpose the amount of capital gain will have to be deposited in a bank under capital gain scheme account before the due date of filing the tax return for the year in which such capital gain is taxable. 

Alternatively you can also invest the amount of capital gain in the acquisition of tax-saving bonds issued by the National Highway Authority of India or Rural Electrification Corporation Limited. Such investments will have to be made within six months of the date of sale of the plot. Such bonds can be purchased up to a sum of Rs 50 lakh in a financial year.  



  

  
Loan to son 
Q. I was allotted a plot in urban estate which I disposed off after some time. Now an Urban Estate of Punjab has opened a scheme of plots for general public. It has mentioned that only those persons can apply, who had not been allotted a plot in that urban area. Now I want to apply for a plot on my son’s name, who is doing his engineering and is 20 years old. Will it be wise for me if my son who is major apply for that plot? I want to lend the required money to him for putting an application.  

A.  Your son, who is major, can apply for a plot in the urban estate without any difficulty. You can give a loan to your son so as to meet the cost of the plot. You can also gift the amount to your son without any tax liability. It may be added that in case the loan is advanced to your son by you, the same can be interest free provided the amount of loan has not been paid out of interest bearing funds. 



  

  
Tax on insurance claim 
Q. We are a partnership concern and are carrying on business as a small scale industry. The main business is that of brass forging. The firm had been allotted a small area in the small plot in the industrial area. On account of a fire due to short circuit of electricity, building had been completed destroyed. The same was reconstructed after getting an insurance claim from the insurance company. What is the position of the insurance money received from the insurance company? Is it taxable?  

A.  In one of the decisions, the Supreme Court had held that insurance claim received on account of a destruction of a shed is not chargeable to tax as the destruction does not amount to a transfer of an asset. Thereafter Section 45(1A) of the Income-tax Act 1961 (the Act) has been inserted in the Act and in case the following two conditions are satisfied, any profit or gain arising from the receipt of such insurance amount shall be chargeable to Income Tax under the head ‘capital gain’. The conditions required to be satisfied are: 

The compensation is received because of damage or destruction of any asset. 

The damage or destruction is a result of four categories of circumstances, viz, (i) flood, typhoon, hurricane, cyclone, earthquake or other convulsion of nature; or (ii) riot or civil disturbance; or (iii) accidental fire explosion; or (iv) action by an enemy or action taken in combating an enemy (whether with or without a declaration of war). 

If the aforesaid two conditions are satisfied, then Section 45(1A) of the Act would be attracted and such insurance amount would be treated as full value of consideration received or accruing as a result of transfer of the capital asset for the purpose of computing capital gain under Section 48 of the Act. 



  

  
Lease out land to wife 
Q. My wife wants to invest the monetary gain received from the sale of an urban plot in the construction of a house on the plot in agricultural ancestral land which is in my name. Construction has been partly funded by me. Kindly let me know the procedure.  

A.   It would be advisable to give on lease the portion of the land on which house is intended to be constructed by your wife. The lease should be for sufficiently large number of years and should be registered as required under the Indian Registration Act 1908. 

The net consideration realised on the sale of urban plot should be deposited in a bank under capital gains scheme account and withdrawals from the amount so deposited should be utilised for the construction of the house. The loan to be given to your wife should be interest bearing. 



  

  
Selling inherited house 
Q. I inherited a house from my father in 2005. The same was built by him in early 1980s. I have sold the above property as I intend to purchase/construct a house at a place where I am employed. I have two queries in this regard. 

What would be the cost of the house property which was inherited by me? 

Do I have to invest the full amount realised on the sale of the house in the purchase or construction of the new house so as to save the tax on the capital gains? 

A.  The provisions of Section 49(1) of the Act state that in case a capital asset has been inherited by a taxpayer, the cost of acquisition thereof shall be deemed to be the cost at which the previous owner had acquired such an asset. Such a cost would also be increased by the cost of any improvement made by the previous owner or the tax payer. Accordingly, the cost incurred by your father as increased by the cost of improvement, if any, shall be the cost of the property inherited by you. You would also be entitled to the benefit of indexation for the purposes of computing capital gains. 

You are required to utilise the amount of capital gain arising on the sale of the inherited house, towards the construction of the new house. 



  

  
Info on reverse mortgage 
Q. What is reverse mortgage? Can you please explain main features of the scheme?  

A. Reverse mortgage is a scheme which enables senior citizens to mortgage a residential house with a financial institution so as to derive a tax-free regular income. It enables senior citizens to avoid selling the real estate property in their lifetime. 

This concept is relatively new in India but quite popular in the developed countries. As indicated above, it enables senior citizens to mortgage their property and ensure a regular income by living in their own home without having to part with the same during their lifetime. The Life Insurance Corporation of India is planning to enter this area of business. The National Housing Bank has already a scheme of reverse mortgage loan-enabled annuity. The same was launched in 2007. The idea behind such a scheme is to make the immovable property more liquid and generate returns out of such an asset for the funds being used by the owner during his lifetime.  
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