Controversial Section

As per Indian Income Tax Laws, there are some section are very controversial and debatable on its grounds. After research of different case laws, I found that section 94(8), itself a false section, As per words of this section, no use of this section till its orientation. For clarification, read first section 94(7) and then section 94(8).

 Section 94(7)

 The practice of dividend stripping has now been effectively curbed by the insertion of section 94(7), whereby if shares or units of mutual funds are acquired within a period of three months prior to the record date and transferred within a period of nine months (for shares)/three months (for units) after the record date, any loss claimed in respect of such sale is to be reduced by the exempt dividend/income distribution received in respect of that record date. In a case where multiple dividends are received, the position needs to be examined with respect to each dividend, and those dividends which fall within this period of date of acquisition as well as date of transfer would have to be reduced from the loss that is being claimed on sale of the shares or units.

Section 94(8)

However, in respect of bonus stripping, the provisions of section 94(8) apply only to units of mutual funds, and not to shares of companies. One often witnesses assessees resorting to bonus stripping in respect of shares, simultaneously resorting to hedging of the open position in respect of shares through derivatives transactions.

I am not ever heard that any mutual fund issue bonus till now, I think it is not possible by its nature. If some assessee have bonus stripping of equity shares on the ground of section 94(8), then it may be commercial loss because it is only for units and that word not used in equity shares.

