
            

Capital Gain Exemption available to
HUF

General provisions applicable to HUF: 

 Cost Inflation Index benefit available to Calculate Cost of the Asset.

 Tax benefit of 20% Tax on Long-term Capital Gains.

 Long-term Capital Gains Saving by investing in Residential Property u/s 54/
54F.

 Exemption on sale of Agricultural land u/s 54B.

 Saving Tax on Long-term Capital Gain possible by investing in Capital 
Gains Bonds of NHAI / RECL u/s 54EC.

 Exemption from tax on LTCG on transfer of residential property if invested 
in a manufacturing small or medium enterprise u/s 54GB (introduced vide 
Finance Act, 2012)

Various practical aspects of taxability of Capital gain the hands of HUF 
are discussed as under: 

Q1. To avail the benefit of adopting market value as on 1-4-1981, upto 
which date the capital asset should have become property of the 
previous owner?

Capital asset should have become property of previous owner before 1-4-1981 to
make assessee entitled to benefit of adopting market value as on 1-4-1981

but where construction of building was completed in 1988 and possession of flat 
was handed over to previous owner, i.e., HUF, it could not be said that flat itself 
became property of HUF prior to that date and, hence, assessees were not 
entitled to adopt market value of flat as on 1-4-1981.In view of specific 
provisions of Explanation (iii) to section 48, indexing had to be allowed of the 
financial year in which flat was held by assessee on partition of HUF. [DCIT v. 
Kishore Kanungo 102 ITD 437 (Mum.) [2006]].

Q2. Whether the benefit u/s 54 can be available on purchase of more 
than one residential house Properties?

A plain reading of section 54(1) discloses that when an individual assessee or an 
HUF assessee sells a residential building or land appurtenant thereto, he can 
invest capital gain for purchase of a residential building to seek exemption of the
capital gain tax. The expression ‘a residential house’ should be understood in a 
sense that building should be residential in nature and ‘a’ should not be 
understood to indicate a singular number.



That when an HUF’s residential house is sold, the capital gain should be invested 
for the purchase of only one residential house, is an incorrect proposition. After 
all, the property of the HUF is held by the members as joint tenants. If the 
members, keeping in view the future needs in event of separation, 
purchase more than one residential building, it cannot be said that the 
benefit of exemption is to be denied u/s 54(1).

[CIT v. D. Ananda Basappa 180 Taxman 4 (Kar.) [2009] ]

Q3. Whether to claim benefit of section 54F, residential house which is 
purchased or constructed has to be of same assessee whose 
agricultural land is sold?

To claim benefit u/s 54F, residential house which is purchased or constructed has 
to be of same assessee whose agricultural land is sold.

The, it is written it same view is expressed by Delhi High Court in the 
case of Vipin Malik (HUF) Vs CIT 183 Taxman 296 (2009), It was held 
that:

“The agricultural land, which was sold was of the HUF of the assessee but the 
flat purchased in the co-operative society was not in the name of the HUF. The 
flat was in the individual name of the assessee along with his mother. To claim 
the benefit of section 54F, the residential house which is purchased or 
constructed has to be of the same assessed whose agricultural land is sold and it
was not the case in the instant case. [Para 9]

Clearly, therefore, there was no question of applicability of section 54F in the 
aforesaid facts and circumstances.”

Q4. Whether in terms of section 48, payment made by assessed for 
education, maintenance and marriage of his unmarried daughter, 
though under consent decree, could be said to be an expenditure 
wholly and exclusively incurred in connection with transfer of property?

Under section 48, any payment made by assessee for education, maintenance 
and marriage of his unmarried daughter, though under consent decree, could not
be said to be an expenditure wholly and exclusively incurred in connection with 
transfer of property or could also not be considered as a cost of acquisition or 
cost of improvement.

[Krishnadas G. Parikh v. DCIT [2008] 114 ITD 362 (AHD)].

Q5. Whether the exemption u/s 54B of the IT Act is available to HUF?

Exemption under Section 54B is also available to HUF subject to the following 
condition:

If HUF transfer a land which is used for agricultural purposes by a HUF, the 
rollover relief u/s 54B is available to the HUF. The amendment is applicable
on transfers made after 01-04-2013.

*Even before the amendment, exemption was being allowed to HUF.

Same view is expressed in K.S. Jain & Sons (HUF ) v. ITO 173 Taxman 
114 (Delhi) (Mag.) [2008], it was Held, AO was wrong in denying deduction 



u/s 54B to assessee on ground that assessee being an HUF was not entitled to 
deduction u/s 54B.

Q6. Whether exemption from Capital Gain u/s 54GB newly introduced 
vide Finance Act, 2012 is available to HUF?

Exemption from tax on LTCG on transfer of residential property if invested in a 
manufacturing small or medium enterprise.

 Available to an Individual or HUF.

 Transfer made on or before 31st March, 2017.

 Amount is reinvested before due date of furnishing return of income u/s 
139 (1)

 In Equity of a new start up SME company in the manufacturing sector in 
which in hold more than 50% share capital or voting rights

 Amount is utilized by the company for purchase of new plant & machinery

 The share cannot be transferred within a period of 5 years


