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Capital gains taxable on transfer of undervalued 
leasehold rights in land based on stamp duty value

Under the Income-tax Act, 1961 (the Act), the value adopted by 

the Stamp Valuation Authority (SVA) for levy of stamp duty is 

treated as the deemed sale consideration for computing capital 

gains on transfers of land and/or buildings, if such value 

exceeds the actual consideration.

Although a literal interpretation of the relevant provision 

suggests its applicability only to transfers of "land or building," 

there has been ongoing debate over whether this provision 

extends to leasehold rights in land.

In a recent ruling in Vidarbha Veneera1, the Bombay High Court 

has ruled that the provision applies to land or building ‘held’ in 

any form, including leasehold rights. The Court ruled that capital 

assets under the Act may be held through various legal 

modes—ownership, lease, sub-lease, tenancy, allotment, or 

license—and that the provision is not restricted to ownership 

alone.
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Executive summary

_____________________________________  

1 Vidarbha Veneera Industries Ltd (In Liquidation) v. ITO (ITA No. 34 of 2022). Source: Taxsutra
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0Facts of the case

The taxpayer contested the applicability of section 

50C of the Act to a transaction involving transfer of 

leasehold rights in land. The land in question had 

originally been allotted by the Maharashtra Industrial 

Development Corporation (MIDC) under a lease to the 

taxpayer’s predecessor and was later transferred by 

way of assignment.

The taxpayer argued that section 50C, which refers to 

transfers of “land or building or both,” should not apply 

to leasehold interests.

Section 50C provides that if the consideration 

received or accruing from the transfer of land and/or 

building is less than the value adopted by the SVA, 

such stamp duty value shall be deemed to be the full 

value of consideration for the purposes of computing 

capital gains.

The leasehold rights do not fall within the scope of 

“land or building” under Section 50C. In this regard, 

reliance was placed on the decision in Atul G. 

Puranik2. 

Section 50C was inapplicable because the land was 

not owned outright but held under a leasehold right, 

which was merely assigned.

Taxpayer’s Arguments

Revenue’s Arguments

The manner in which the asset is held—ownership or 

leasehold—is irrelevant.

What matters is whether the asset is a capital asset in 

the nature of ‘land or building or both,’ which brings it 

within the purview of Section 50C regardless of the 

mode of holding.

________________________________  

2 Atul G. Puranik v. ITO [2011] 11 ITR(T) 120 (Mumbai)

3 Section 2(14) of the Act

High Court’s Decision 

The definition of term ‘capital asset’3 includes property 

of any kind held by a taxpayer and does not require 

ownership.

The Court emphasised the significance of the term 

‘held’ as opposed to ‘owned,’ noting that land or 

building may be held through ownership, lease, 

tenancy, allotment, license, etc.
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The holding of land is merely a method in which rights 

in the land can be held or acquired by a person. This 

should not be confused with the land or building itself; 

instead, it represents a type of right to hold it, which, 

as mentioned earlier, can take various forms.

The term ‘transfer’ must be interpreted broadly to 

include all legally recognised forms, including 

assignment of leasehold rights. The mere use of a 

particular mode of transfer—whether through 

assignment or otherwise—does not remove the 

transaction from the scope of section 50C.

The Court expressly disagreed with the Tribunal’s 

decision in Atul G. Puranik, finding that it did not 

adequately reconcile the interaction between the 

definition of capital asset and section 50C.

The decision in Greenfield Hotels and Estates4 was 

based on judicial deference to the Tribunal and did not 

address the issue from a statutory interpretation 

perspective.

Accordingly, the High Court rejected the taxpayer’s 

claim.

_____________________________________  

5  For instance, DCIT v. A. R. Sulphonates (P.) Ltd. [2024] 161 taxmann.com 

451 (Kolkata - Trib.)

_____________________________________  

4 CIT v. Greenfield Hotels & Estates (P.) Ltd  [2016] 389 ITR 68 (Bombay)

Our comments

Various judicial precedents5 have recognised a clear 

distinction under the Act between ‘land or building’ and 

‘rights in land or building.’ Several provisions—

including section 54G, section 269UA—explicitly refer 

to ‘rights’ in such assets, whereas section 50C does 

not. Given that section 50C is a deeming provision, 

many earlier rulings have held that it should be 

applied strictly and only in scenarios clearly outlined 

by the law.

However, the Bombay High Court in this instance has 

relied heavily on the term ‘held’ in the definition of 

capital asset, interpreting it to include leasehold rights 

within the ambit of section 50C. 

This interpretation may mark a shift in judicial 

approach and could influence how courts interpret 

similar language in other provisions—such as section 

56(2)(x)—that do not explicitly include rights in land or 

building.
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