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How to reduce your capital
gains tax liability for the year

Taxpayers can reduce their long-term capital gains tax liability to meet their overall financial goals
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he financial year is com-

ing to a close. Some of

you may be sitting on

handsome gains if you'd

made equity investments
intime, asthe markets have goneup
around 90%in the past one vear. If
so, itis impartant to plan your long-
term capitalgains in equities asthey
arenolonger tax free. Capital gains
earned over and above 11 lakh on
selling equities, including shares
andmutual funds, afterone year are
called long-term capital gains
(LTCGs). These T.TCGs are taxed at
the rate of 10% now. We explain
how taxpayers can reduce their
LTCG liability in case of equities
using the various provisions of the
income tax law.

Tax harvesting: Under this
method, thetaxpayercan book long-
termgains in equitiestotheextent of
1 lakh and reinvest the same. The
value at which the equities are rein-
vested isthe new cost of acquisition.
This process can be repeated every
vear to take advantage of the T lakh
exemptionin case of LTCG. Through
this, one cansave taxofup to 110,000
everyvear. Thisexemptionis availa-
ble on the aggregate long-termcapital
gains from equity-oriented mutual
fundsandstocks.

Let's take an example to under-
stand how taxharvesting works. Sup-
pose you bought 10,000 equity
mutual fund units at 330 each in
March 2018, Thereis agrandfather-
ing clause in case of equity instru-
ments under whichL TCG till 31Jan-
uary 2018 are tax free. So, incase a
personhasinvested in equitieshefore
this date, the higher of either the
value of shares or equity mutual
funds as on 31 January 2018, or the
actual purchase price will beconsid-
ered the costof acquisition. So, inthis
case,asthe investmentismadeatter
31 January 2018, grandfathering
clause will not apply. So, if the net

asset value (NAV) of the equity
mutual fundsis 75 now, the person
can sell around 4,000 units, where
LTCG will bearound31lakh. So,one
can book gains in these units and
reinvest the same.
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the money isin the bank, investors
trytotime the marketwhichisnot
easy. Finally they end up not
investing or investing unfavoura-
bly,” said Sanjeev Govila, a Sebi

registered investment

However, experts Investors haveto  advisor (RIA), and
advise thattaxharvest- notethat undertax chief executive offi-
ingisagoodtechnique  harvestin g money CcT. HumTaujiInitia-
toss?-'etaxesbbut n:ﬂ?[ must be invested ti}'es,aﬁnancial plan-
tors havetobemindful p ning company.

of the fact the money lmmedlafcely after _—’ir), it r?i;ly-l ¥ prac-
should be invested thel gallnsc?re tically difficult to rein-

immediately after the
gains are booked.
“Besides evaluat-
ing the LTCGs correctly, it is very
important to reinvest the amount
immediately without wasting any
time. Attimes, people wait too long
to reinvest, or reinvest only par-
tially, When the money comes in
the bank, some routine purchases
become essential and the money
getsspent, without realizing that
stich an action can seriously ham-
per your financial goals. Because

vest al the same price
as, inthe case of mutual
funds, the proceeds
maynothecreditedon the sameday.
So, the mvestor may sometimesnecd
additional money forthesame. Simi-
larly, in the case of shares, as the pri-
ces keep Muctuating, it may not be
possibleto investat thesame price.
Itisalsoimportant that oneconsid-
ersthe costinvolved intax harvesting,
“While you save 10% on LTCGs
amount, you incur small charges in
the form of security transaction tax,

b
Learning curve

Pointsto keep in mind

() LONG-TERM capital gains
on equities up to X1 lakhare
tax free.

() INTAX harvesting, you
should ideally rainvest the
gains at the same price.

(_) OME CANsave around
%10,000 per year through
tax harvesting.

() SHORT-TERM capital oss
can be set off againstboth
LTCG and STCG, while
long-term capital loss can
be set off against LTCG only.

() BOTH SHORT- and long- ]
term capital losses canbe
carried forward over the
next eight years .

(") THERE IS no restriction on
set-off of capital losses of
one asset against anather
asset.

stamp duty, brokerage and so on,
which are most likely not more than
1% ofthe amount,” said Govila.

Setting offand carrying for-
ward losses: Another way of
reducing vour capital gains tax lia-
bility is by setting off gains with
losses. Oneshouldunderstand the
rules first. “Short term capital
losses are eligible to be set off
against both long termcapital gains
and short term capital gains
(ST'CG), while long term capital
losses can only be set off against
LTCG,” said Sandeep Sehgal,
director, taxand regulatory, AKM
Global, a consulting firm.

Also,bothshort-andlong-term
capital losses can be carried for-
ward overthe next eight years. This
meansyou can setoff aurrent year's
lossesagainstafuture year’s gains.
“Another important aspect a tax-
paverneedsto takeinto considera-
tionat the time of carry [orward of
lossesis that theincome tax retum
should be dulyfiled within the due
datespecified u/s 139 of the ITAct.
Otherwise, such capitallosses may
lapse and would not be allowed to
be carried forward,” said Surana.

“Thercarc norestrictions on setoff
ofcapital lossesofone asset like equity
against a different category of asset
like land, provided hoth such losses
have been under the head capital
gain,” said Suresh Surana, founder,
RSM India. So, in case you have a
long-term capital loss by selling land,
you can set off the same with LTCG
from equity investments,

Using exemptions from capi-
tal gains: Ifyou want to booklong-
term gains from equity invest-
ments, there isan option toinvest
the samein54ECbhonds, whichare
also known as capital gain bonds.
However,advisors generallydon’t
recommencd this option.“Wedaon't
recommend this because the
lock-inis 5 years and the current
retums are 5% on these bonds,”
saicd Suresh Sadagopan, a Sebireg-
istered advisor and founder, Lad-
der7 Financial Advisories.

Also, one caninvest in property to
save LTCG on equities. “54F of the IT
Act provides exemption for LTCG on
assets other than a residential house
when the amount is invested in pur-
chasingor constructing a new resicen-
tialhouseproperty,” said Tarun Arora,
partner, VPTP and Co., a chartered
accountancy firm. The propertymust
be boughtwithin2yearsofthe date of
transferorl year before the transfer. 1
it'sanewhouse praperty being con-
strueted by the assessee, thismust be
donewithin3 years of the transfer.

Income tax is an unavoidable
expense. However, there are provi-
sions under the mcome tax law that
allow taxpayers to reduce their taxlia-
bility. Assomeoneonce said, “A penny
saved isa penny earned”, it isalways
good toutilizetheseprovisionstosave
taxes. However,experts say, people
shoulduse these optionsifthese arein
linewiththeiroverall financialgoals.
Take the adviceofanexpert ifyouare
unable toda it on yourown.




